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山東新華製藥股份有限公司
Shandong Xinhua Pharmaceutical Company Limited

（a joint stock company established in the People’s Republic of China with limited liability）
（Stock Code: 0719）
2013 ANNUAL RESULTS ANNOUNCEMENT

The board of directors (the “Board”) and directors (“Directors”) of Shandong Xinhua Pharmaceutical Company Limited (the “Company”) hereby announce the audited consolidated results of the Company and its subsidiaries (the “Group”) for the year ended 31 December 2013. The following financial information has been prepared in accordance with Hong Kong Generally Accepted Accounting Principles (“HKGAAP”) and the People’s Republic of China (“PRC”) accounting standards. This results announcement (the “Announcement”) is summarised from the annual report (the “Annual Report”) and investors are advised to read the full text of the Annual Report to understand the full details. 

The Announcement is published in Chinese and English. If there are any discrepancies between the Chinese version and the English version, the Chinese version shall prevail. 
I.
Financial summary

(i)
Prepared in accordance with HKGAAP (Audited)

Consolidated Statement of Profit or Loss
	Item
	2013

RMB’000
	2012
  RMB’000

	2011
RMB’000

	Revenue
	3,118,781
	2,932,116
	2,917,860

	Profit before tax
	49,322
	33,515
	91,272

	Income tax expense 
	(12,028)
	(8,499)
	(13,302)

	Profit for the year
	37,294 
	25,016
	77,970

	Non-controlling interests
	1,564
	2,599
	3,595

	Profit for the year attributable to owners of the Company
	35,730 
	22,417
	74,375


Consolidated Statement of Financial Position
	Item
	2013
RMB’000
	2012

RMB’000
	2011 

RMB’000

	Total assets
	3,858,541
	3,639,490
	3,017,412

	Total liabilities
	(2,055,934)
	(1,855,699)
	(1,259,624)

	Non-controlling interests
	(37,290)
	(39,701)
	(39,807)

	Equity attributable to owners of the Company
	1,765,317
	1,744,090
	1,717,981


(ii) Prepared in accordance with PRC accounting standards (Audited)
 Principal Financial Data
	Item
	2013
  RMB

	2012
RMB
	Change as compared to the last year (%)
	2011
RMB

	Total operating income
	3,169,653,150.69
	2,971,519,619.90
	6.67
	     2,937,528,055.33 

	Operating profit
	(43,862,377.19)
	(18,705,181.33)
	-
	71,927,673.11

	Profit before taxation
	50,515,857.18
	34,981,068.98
	44.41
	93,211,526.67

	Profit attributable to the equity holders of the Company
	36,745,414.38
	23,663,577.96
	55.28
	76,023,665.57

	Profit attributable to the equity holders of the Company after extraordinary loss
	(46,009,462.38)
	(20,394,764.53)
	-
	54,823,601.21

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

	Item
	As at 31 December 2013

RMB
	As at 31 December 2012

RMB
	Change as compared to the end of last year (%)
	As at 31 December 2011

RMB

	Total assets  
	3,849,353,234.20
	3,628,270,364.03
	6.09
	3,004,190,190.68

	Total liabilities
	2,052,533,235.11
	1,851,281,249.01
	10.87
	1,254,451,169.37

	Total equity attributable to equity holders of the Company
	1,759,529,934.58
	1,737,287,914.32
	1.28
	1,709,932,330.07

	Capital (share)
	457,312,830.00
	457,312,830.00
	-
	457,312,830.00


Principal Financial Indicators

	Item
	2013
RMB
	2012
RMB
	Change as compared to the last year (%)
	2011
RMB

	Basic earnings per share
	0.08
	0.05
	60.00
	0.17

	Diluted earnings per share
	0.08
	0.05
	60.00
	0.17

	Basic earnings per share after extraordinary loss
	（0.10）
	(0.04)
	-
	0.12

	Return on equity of weighted average（%）
	2.09
	1.38
	上升0.71个百分点
	4.46

	Return on equity of weighted average after extraordinary loss（%）
	（2.62）
	(1.19)
	下降1.43个百分点
	3.22

	Net cash flow from operating activities per share
	0.20
	0.08
	150.00
	0.21

	Item
	As at 31 December 

2013

RMB
	As at 31 December
2012

RMB
	Change as compared to the end of last year (%)
	As at 31 December 2011

RMB

	Net assets per share attributable to equity holders of the Company
	3.85
	3.80
	1.32
	3.74

	Asset-liability ratio (%)
	53.32
	51.02
	上升2.30个百分点
	41.76


(iii)
Reconciliation of accounts prepared in accordance with PRC accounting standards and HKGAAP

	
	Profit attributable to owners of the Company

RMB
	Net assets

RMB

	
	2013
	2012
	As at 31 December 2013
	As at 1 January 2013

	Prepared under HKGAAP
	35,730,000.00
	22,417,000.00
	1,765,317,000.00
	1,744,090,000.00

	Prepared under PRC accounting standards
	36,745,414.38
	23,663,577.96
	1,759,529,934.58
	1,737,287,914.32

	HKGAAP adjustments:

	Deferred taxation
	177,585.62
	221,422.04
	(1,021,934.58)
	(1,199,914.32)

	Provision for education fund
	(1,193,000.00)
	(1,468,000.00)
	6,809,000.00 
	8,002,000.00 

	HKGAAP adjustments total
	(1,015,414.38)
	(1,246,577.96)
	5,787,065.42 
	6,802,085.68 


Note: Explanation of the difference between the PRC accounting standards and HKGAAP:
1. Education expenses are regarded as actual expenditure without the need of provision under HKGAAP. As at 31 December 2013, the balance of education expenses was RMB6,809,000.00 under the PRC accounting standards, and the education expenses were RMB1,193,000.00 for 2013;

2. The aforesaid difference also led to the difference in the Company’s deferred income tax, with the difference in accumulated deferred income tax being RMB1,021,934.58 and the deferred income tax of the current period being RMB177,585.62.

II.
DIVIDENDS

The Board has announced and proposed a final dividend for the year ended 31 December 2013 of RMB0.02 per share in the Company (the “Share”) (approximately HK$0.025 per Share, including income tax) on 307,312,830 A Shares and 150,000,000 H Shares in issue. The proposed dividend is subject to approval by the shareholders of the Company at the Company’s annual general meeting for the year 2013. In respect of the book closure period of the proposed dividend, please see the announcement dated 28 March 2014 headed 2013 Final Dividend Distribution and Enterprise Income Tax Withholding of Overseas Non-resident Enterprises for details. 
III.
MAIN BUSINESS AND FINANCIAL SITUATION

The Group is mainly engaged in the development, production and sale of bulk pharmaceuticals, preparations, chemical products and other products. The profit of the Group is mainly attributable to its principal operations.
Analysis of financial situation and operating results in 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.

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 was mainly attributable to the objective of the Group to ensure sufficient supply of funds for production, operation and projects, leading to an increase in loans.

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.

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 receivables×100%) and the rate of stock turnover (rate of stock turnover = cost of sales/average inventories×100%) 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.

The debt-to-capital ratio of the Group was 77.29% (debt-to-capital ratio = total borrowings / equity attributable to owners of the Company ×100%).

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.

IV.
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 Ibuprofen 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.

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 RMB 100 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.

5. 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%.

V.
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.  

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 RMB 100 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. 

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.

4. 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.

5. Realize innovative development, actively advance enterprise reform

To continue to focus on the feasibility study for merger and acquisitions of relevant enterprises, actively communicate about merger and acquisition resources, to grasp the new round of merger and acquisition opportunity of the medicine industry, and to create new progress in enterprise merger and acquisition based on participating in the acquisition of 40% equity of Xinda Pharmaceutical. 

Internal market operation of enterprises will be implemented to enhance the rapid response ability to the market, reduce consumption and improve overall economic efficiency.

6. Consolidate development base by laying good foundation

The human resource reform with “six-specific” management as major contents will be sped up, to improve the performance assessment system of total employees, intensify assessment forces, stimulate employee initiatives and creativities, and reduce the costs significantly.
Expenditures will be strictly controlled to link the indexes with the leaders in charge of the Company, and make assessment and report the results regularly. Risk control will be strengthened; credit standing, respectability and receivable management will be intensified to effectively decrease operation risks. 

The Company will ensure the smooth passing of all domestic and international examinations, certifications and customer audits, to actively build an intrinsic safety enterprise and ensure no major accident will occur in 2014. The Company will also strengthen environment protection measures and environment protection basis management, to ensure there is no major 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.

In 2014, the Group will actively carry out works according to the overall requirements to “change the way, adjust the structure, promote the reform, switch the mechanism, strengthen the management and lay good foundation”, and work hard to accelerate enterprise development to a new stage.
VI. 
Important Issues

Staff and Remuneration

The Group’s staff remuneration was determined in accordance with State policies, the Company’s profit in the corresponding period and 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.

Purchase, Sale or Redemption of the Company’s Listed Securities

During the year ended 31 December 2013, the Company did not redeem the Company’s listed securities. Neither the Company nor its subsidiaries, purchased, sold or redeemed any of the Company’s listed securities.

Connected Transactions

Significant connected transactions carried out in the normal course of the Group’s business are summarised as follows:
	Item
	2013
 RMB’000
	2012 
RMB’000

	With holding company and its subsidiaries
	
	

	—Sale of water, electricity, steam and waste materials
	7,680
	11,973

	—Sale of bulk pharmaceuticals and chemical raw materials
	60,972
	63,141

	— Purchase of raw materials

	68,703
	72,744

	— Payment of annual trademark licence fee
	10,000
	7,500

	—Acquisition of land use rights
	
	8,399

	Total of transactions approved in general meeting
	147,355
	         163,757 

	—Design fees income
	
	66

	—Rental expenses
	500
	500

	Others total
	500
	566

	With ultimate holding company 
	
	

	—Interest expenses of loan
	40,850
	29,150

	—Underwriting expenses of loan
	2,100
	1,500

	Total
	42,950
	30,650

	With associates
	
	

	—Purchase of raw materials
	1,016
	1,076

	—Sale of water, electricity and steam
	456
	377

	Total
	1,472
	1,453

	With minority shareholders
	
	

	— Sale of bulk pharmaceuticals and chemical raw materials
	141,659
	137,816

	— Purchase of chemical raw materials and water, electricity, steam
	2,439
	-　

	Total
	144,098
	137,816

	Grand total 
	336,375
	334,242


In the opinion of the Directors (including the independent non-executive Directors), the above transactions were carried out in the ordinary and usual course of the Group’s business and on normal commercial terms. The aggregate amount of the above transactions for each of the years 2012 and 2013 did not exceed the annual cap approved in the general meeting of the Company.
Auditors

The accounts of the Company and the Group for this year prepared in accordance with HKGAAP and PRC accounting standards have been audited by SHINEWING (HK) CPA Limited (practicing certified public accountants in Hong Kong) and ShineWing Certified Public Accountants (certified public accountants in the PRC) respectively.

The Company intends to re-appoint SHINEWING (HK) CPA Limited and ShineWing Certified Public Accountants as international auditors and PRC auditors of the Company respectively for the year 2014 at the annual general meeting for the year 2013 to be held in 2014.

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 contained in Appendix 14 to the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited.

The Company has always strived to comply with the best corporate governance practices in the Corporate Governance Code. 
Material Litigation and Arbitration

The Group was not involved in any material litigation or arbitration and no material litigation or arbitration is pending or threatened or was made against the Group during the reporting period.

Sale of Assets

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 this reporting period.

Amendments to the Articles

During the reporting period, there were no amendments to the articles of association of the Company.

Audit Committee

The audit committee has, together with the management, reviewed the accounting principles, practices and methods adopted by the Group and has reviewed the auditing, internal control and financial reporting of the Group. 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 2013.
The audit committee convened a meeting on 27 March 2014 to review the 2013 audited accounts and annual results announcement.

VII.
FINANCIAL REPORTS

The financial reports of the Company and the Group for the financial year ended 31 December 2013 have been audited by SHINEWING (HK) CPA Limited (practicing certified public accountants in Hong Kong) and ShineWing Certified Public Accountants (certified public accountants in the PRC) in accordance with HKGAAP and PRC accounting standards respectively. In their respective auditors’ reports there was no qualified opinion.

1.
financial statement and notes Prepared Under PRC Accounting Standards

Consolidated and the Company’s Income Statement for the year 2013 (AUDITED)   Unit: RMB
	Item
	2013
	2012

	
	Consolidated 
	The Company
	Consolidated
	The Company

	1.Total operating income
	3,169,653,150.69
	1,844,099,811.49
	2,971,519,619.90
	1,752,796,478.56

	  Includes: Operating income
	3,169,653,150.69
	1,844,099,811.49
	2,971,519,619.90
	1,752,796,478.56

	2.Total operating costs
	3,220,635,032.14
	1,889,128,808.56
	2,996,016,283.80
	1,725,454,400.94

	  Includes: Operating cost
	2,656,288,958.58
	1,585,474,107.98
	2,447,201,083.03
	1,453,204,111.04

	       Taxes and surcharges
	17,664,147.46
	12,210,662.95
	15,429,035.69
	9,305,384.52

	        Selling expenses
	224,074,461.30
	30,114,871.00
	239,897,943.29
	29,066,464.92

	        Administrative 

expenses
	223,237,796.63
	176,832,754.79
	215,688,194.67
	171,459,300.11

	        Financial expenses
	86,539,662.60
	81,093,357.48
	60,254,240.00
	59,629,956.92

	     Assets impairment loss
	12,830,005.57
	3,403,054.36
	17,545,787.12
	2,789,183.43

	  Add: Gain or loss from changes in fair value
	-
	-
	-
	-

	     Investment gain or loss
	7,119,504.26
	11,387,695.31
	5,791,482.57
	9,254,512.71

	    Includes: Investment gain or loss from related ventures and joint ventures
	2,742,373.58
	2,742,373.58
	3,202,592.71
	3,202,592.71

	3. Operating profit
	(43,862,377.19)
	(33,641,301.76)
	(18,705,181.33)
	36,596,590.33

	  Add: Non-operating income
	111,417,087.45
	95,277,819.58
	66,954,709.06
	37,760,293.44

	  Less: Non-operating cost
	17,038,853.08
	13,874,658.34
	13,268,458.75
	10,231,507.92

	  Includes: Loss from the disposal of non-current assets
	8,501,878.69
	8,495,831.89
	6,807,412.80
	6,714,600.83

	4. Profit before taxation
	50,515,857.18
	47,761,859.48
	34,981,068.98
	64,125,375.85

	   Less: Income tax expense
	12,206,608.22
	8,320,104.99
	8,718,849.87
	8,237,041.93

	5. Profit after taxation
	38,309,248.96
	39,441,754.49
	26,262,219.11
	55,888,333.92

	  Includes: Profit attributable to the equity holders of the Company
	36,745,414.38
	-
	23,663,577.96
	-

	        Minority interest
	1,563,834.58
	-
	2,598,641.15
	-

	6. Earnings per share
	
	
	
	

	  1) Basic earnings per share
	0.08
	0.09
	0.05
	0.12

	  2) Diluted earnings per share
	0.08
	0.09
	0.05
	0.12

	7.Other comprehensive income
	(25,013,114.90)
	(24,557,452.00)
	17,527,259.50
	17,196,207.20

	8. Total comprehensive income
	13,296,134.06
	14,884,302.49
	43,789,478.61
	73,084,541.12

	  Includes: Total comprehensive income attributable to the equity holders of the Company
	11,815,148.56
	-
	41,074,969.15
	-

	     Total comprehensive income attributable to minority interest
	1,480,985.50
	-
	2,714,509.46
	-


Financial Notes:
1. During this reporting period, Shandong Xinhua Pharmaceutical (USA) Company Limited was included in the scope of consolidated financial statements of the Company.
2.
 CONSOLIDATED financial statements AND NOTES PREPARED UNDER HKGAAP
CONSOLIDATED STATEMENT OF PROFIT OR LOSS
	
	NOTES
	2013
	2012

	
	
	RMB’000
	RMB’000

	
	
	
	

	Revenue
	
	3,118,781
	2,932,116

	Cost of sales
	
	(2,626,865)
	(2,427,711)

	
	
	
	

	Gross profit
	
	491,916 
	504,405

	Investment income
	
	7,415
	5,592

	Other income
	
	112,024
	66,465

	Other expenses
	
	(32,452)
	(15,341)

	Distribution and selling expenses
	
	(224,074)
	(239,897)

	Administrative expenses
	
	(236,942)
	(231,907)

	Finance costs
	4
	(71,307)
	(59,004)

	Share of profit of an associate
	
	2,742
	3,202

	
	
	
	

	Profit before tax
	
	49,322
	33,515

	Income tax expense
	5
	(12,028)
	(8,499)

	
	
	
	

	Profit for the year
	6
	37,294
	25,016

	
	
	
	

	Profit for the year attributable to:
	
	
	

	Owners of the Company
	
	35,730
	22,417

	Non-controlling interests
	
	1,564
	2,599

	
	
	
	

	
	
	37,294
	25,016

	
	
	
	

	Earnings per share – basic and diluted
	8
	RMB0.078
	RMB0.049


CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
	
	NOTES
	2013
	2012

	
	
	RMB’000
	RMB’000

	
	
	
	

	
	
	
	

	Profit for the year
	
	37,294
	25,016

	
	
	
	

	Other comprehensive (expense) income
	
	
	

	Items that maybe reclassified subsequently to profit or loss:
	
	
	

	Exchange differences arising on translation of a foreign operation
	
	(456)
	330

	Fair value (loss) gain arising on available-for-sale financial assets 
	
	(28,891)
	20,231

	Income tax relating to components of other  comprehensive income
	
	4,334
	(3,035)

	
	
	
	

	Other comprehensive (expense) income for the year, net of tax
	
	(25,013)
	17,526

	
	
	
	

	Total comprehensive income for the year
	
	12,281
	42,542

	
	
	
	

	Total comprehensive income attributable to:

	Owners of the Company
	
	10,800
	39,828

	Non-controlling interests
	
	1,481 
	2,714

	
	
	
	

	
	
	12,281
	42,542


CONSOLIDATED STATEMENT OF FINANCIAL POSITION

	
	NOTES
	2013
	
	2012

	
	
	RMB’000
	
	RMB’000

	
	
	
	
	

	Non-current assets
	
	
	
	

	Intangible assets
	
	13,248
	
	14,686

	Property, plant and equipment
	
	1,409,625
	
	1,426,187

	Construction in progress
	
	540,030
	
	273,977

	Prepaid lease payments on land use rights
	
	249,532
	
	235,658

	Investment properties
	
	63,926
	
	68,906

	Interest in an associate
	
	24,910
	
	24,963

	Available-for-sale financial assets
	
	127,412
	
	156,303

	Deferred tax assets
	
	18,705
	
	19,168

	Goodwill
	
	2,716
	
	2,716

	Prepayments for acquisition of land use rights
	
	15,400
	
	63,555

	
	
	
	
	

	
	
	2,465,504
	
	2,286,119

	Current assets
	
	
	
	

	Inventories 
	
	457,676
	
	489,673

	Properties under development
	
	74,316
	
	-

	Trade and other receivables
	9
	460,425
	
	428,468

	Prepaid lease payments on land use rights
	
	6,363
	
	5,840

	Amounts due from fellow subsidiaries
	
	9,717
	
	3,971

	Tax recoverable
	
	3,817
	
	3,275

	Restricted bank balances
	
	97,901
	
	46,600

	Bank balances and cash
	
	282,822
	
	375,544

	
	
	
	
	

	
	
	1,393,037
	
	1,353,371

	Current liabilities
	
	
	
	

	Trade and other payables
	10
	540,533
	
	522,747

	Dividend payables
	
	5,311
	
	5,311

	Amounts due to fellow subsidiaries
	
	4,607
	
	1,484 

	Amount due to an associate
	
	25
	
	514

	Amount due to ultimate holding company
	
	-
	
	13,500

	Tax payable
	
	1,190
	
	883

	Borrowings 
	
	475,666
	
	493,370

	
	
	
	
	

	
	
	1,027,332
	
	1,037,809

	
	
	
	
	

	Net current assets
	
	365,705
	
	315,562

	
	
	
	
	

	Total assets less current liabilities
	
	2,831,209
	
	2,601,681


	
	
	
	

	Capital and reserves
	
	
	

	Share capital
	
	457,313
	457,313

	Reserves
	
	1,298,858
	1,282,204

	Proposed final dividend
	
	9,146
	4,573

	
	
	
	

	Equity attributable to owners of the Company
	
	1,765,317
	1,744,090

	Non-controlling interests
	
	37,290
	39,701

	
	
	
	

	Total equity
	
	1,802,607
	1,783,791

	
	
	
	

	Non-current liabilities
	
	
	

	Deferred tax liabilities
	
	7,034
	12,331

	Loan from ultimate holding company
	
	694,300
	496,500

	Borrowings
	
	194,467
	221,147

	Deferred income
	
	132,801
	87,912

	
	
	
	

	
	
	1,028,602
	817,890

	
	
	
	

	
	
	2,831,209
	2,601,681


NOTES  TO  THE   CONSOLIDATED  FINANCIAL  STATEMENTS  UNDER  HKGAAP

1.
 BASIS OF PREPARATION
The audited consolidated financial statements are prepared in accordance with Hong Kong Financial Reporting Standards (“HKFRSs”), Hong Kong Accounting Standards (“HKASs”) issued by Hong Kong Institute of Certified Public Accountants (“HKICPA”) and the disclosure requirements of Appendix 16 of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited.

2.   APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING STANDARDS (“HKFRSs”)

In the current year, the Group has applied the following new and revised HKFRSs, which include HKFRSs, Hong Kong Accounting Standards (“HKAS(s)”) and Interpretations (“Int(s)”), issued by the Hong Kong Institute of Certified Public Accountants (the “HKICPA”).
	Amendments to HKFRSs
	Annual Improvements 2009 – 2011 Cycle issued in 2012

	Amendments to HKFRS 7
	Disclosures – Offsetting Financial Assets and Financial Liabilities

	Amendments to HKFRS 10, HKFRS 11 and HKFRS 12
	Consolidated Financial Statements, Joint Arrangements and Disclosures of Interests in Other Entities: Transition Guidance

	Amendments to HKAS 1
	Presentation of Other Comprehensive Income

	HKFRS 10
	Consolidated Financial Statements

	HKFRS 11
	Joint Arrangements

	HKFRS 12
	Disclosure of Interests in Other Entities

	HKFRS 13
	Fair Value Measurement

	HKAS 19 (as revised in 2011)
	Employee Benefits

	HKAS 27 (as revised in 2011)
	Separate Financial Statements

	HKAS 28 (as revised in 2011)
	Investments in Associates and Joint Ventures

	Hong Kong (International Financial Reporting Interpretation Committee) (“HK (IFRIC)”)  – Interpretation (“Int”) 20
	Stripping Costs in the Production Phase of a Surface Mine


Except as described below, the application of the new and revised HKFRSs in current year has had no material impact on the Group’s financial performance and position for the current and prior years and/or on the disclosures set out in these consolidated financial statements.


New and revised standards on consolidation, joint arrangements, associates and disclosures

In the current year, the Group has applied for the first time the package of five standards on consolidation, joint arrangements, associates and disclosures comprising HKFRS 10 Consolidated Financial Statements, HKFRS 11 Joint Arrangements, HKFRS 12 Disclosure of Interests in Other Entities, HKAS 27 (as revised in 2011) Separate Financial Statements and HKAS 28 (as revised in 2011) Investments in Associates and Joint Ventures, together with the amendments to HKFRS 10, HKFRS 11 and HKFRS 12 regarding transitional guidance.

HKAS 27 (as revised in 2011) is not applicable to the Group as it deals only with separate financial statements.

The impact of the application of these standards is set out below.

Impact on the application of HKFRS 10 

HKFRS 10 replaces the parts of HKAS 27 Consolidated and Separate Financial Statements that deal with consolidated financial statements and HK (SIC)-Int 12 Consolidation – Special Purpose Entities. HKFRS 10 changes the definition of control such that an investor controls an investee when (a) it has power over an investee, (b) it is exposed, or has rights, to variable returns from its involvement with the investee and (c) has the ability to use its power to affect its returns. All three of these criteria must be met for an investor to have control over an investee. Previously, control was defined as the power to govern the financial and operating policies of an entity so as to obtain benefits from its activities. Additional guidance has been included in HKFRS 10 to explain when an investor has control over an investee. 

HKFRS 13 Fair Value Measurement

The Group has applied HKFRS 13 for the first time in the current year. HKFRS 13 establishes a single source of guidance for, and disclosures about, fair value measurements. The scope of HKFRS 13 is broad: the fair value measurement requirements of HKFRS 13 apply to both financial instrument items and non-financial instrument items for which other HKFRSs require or permit fair value measurements and disclosures about fair value measurements, except for share-based payment transactions that are within the scope of HKFRS 2 Share-based Payment, leasing transactions that are within the scope of HKAS 17 Leases, and measurements that have some similarities to fair value but are not fair value (e.g. net realisable value for the purposes of measuring inventories or value in use for impairment assessment purposes).

HKFRS 13 defines the fair value of an asset as the price that would be received to sell an asset (or paid to transfer a liability, in the case of determining the fair value of a liability) in an orderly transaction in the principal (or most advantageous) market at the measurement date under current market conditions. Fair value under HKFRS 13 is an exit price regardless of whether that price is directly observable or estimated using another valuation technique. Also, HKFRS 13 includes extensive disclosure requirements.

HKFRS 13 requires prospective application. In accordance with the transitional provisions of HKFRS 13, the Group has not made any new disclosures required by HKFRS 13 for the 2012 comparative period. Other than the additional disclosures, the application of HKFRS 13 has not had any material impact on the amounts recognised in the consolidated financial statements.

Amendments to HKAS 1 Presentation of Items of Other Comprehensive Income

The Group has applied the amendments to HKAS 1 Presentation of Items of Other Comprehensive Income. Upon the adoption of the amendments to HKAS 1, the Group’s “statement of comprehensive income” is renamed as the “statement of profit or loss and other comprehensive income”. Furthermore, the amendments to HKAS 1 require additional disclosures to be made in the other comprehensive income section such that items of other comprehensive income are grouped into two categories: (a) items that will not be reclassified subsequently to profit or loss and (b) items that may be reclassified subsequently to profit or loss when specific conditions are met. Income tax on items of other comprehensive income is required to be allocated on the same basis – the amendments do not change the option to present items of other comprehensive income either before tax or net of tax. The amendments have been applied retrospectively, and hence the presentation of items of other comprehensive income has been modified to reflect the changes. Other than the above mentioned presentation changes, the application of the amendments to HKAS 1 does not result in any impact on profit or loss, other comprehensive income and total comprehensive income.
New and revised HKFRSs issued but not yet effective

The Group has not early applied the following new and revised HKFRSs that have been issued but are not yet effective:

	Amendments to HKFRSs
	Annual Improvements to HKFRSs 2010-2012 Cycle2

	Amendments to HKFRSs
	Annual Improvements to HKFRSs 2011-2013 Cycle2

	HKFRS 9 
	Financial Instruments3 

	HKFRS 14
	Regulatory Deferral Accounts4

	Amendments to HKFRS 9 and 

  HKFRS 7
	Mandatory Effective Date of HKFRS 9 and Transition 

  Disclosures3

	Amendments to HKFRS 10, HKFRS 

  12 and HKAS 27
	Investment Entities1

	Amendments to HKAS 19 
	Defined Benefit Plans - Employee Contributions2

	Amendments to HKAS 32             
	Offsetting Financial Assets and Financial Liabilities1

	Amendments to HKAS 36
	Recoverable Amount Disclosures for Non-Financial 

  Assets1

	Amendments to HKAS 39
	Novation of Derivatives and Continuation of Hedge 

  Accounting1

	HK(IFRIC) – Int 21
	Levies1


1 Effective for annual periods beginning on or after 1 January 2014, with earlier application permitted.

2 Effective for annual periods beginning on or after 1 July 2014, with earlier application permitted.

3 HKFRS 9, as amended in December 2013, amended the mandatory effective date of HKFRS 9. The mandatory effective date is not specified in HKFRS 9 but will be determined when the outstanding phases are finalised. However, application of HKFRS 9 is permitted.

4 Effective for annual periods beginning on or after 1 January 2016, with earlier application permitted.

Annual Improvements to HKFRSs 2010-2012 Cycle

The Annual Improvements to HKFRSs 2010-2012 Cycle include a number of amendments to various HKFRSs, which are summarised below.

The amendments to HKFRS 2 (i) change the definitions of ‘vesting condition’ and ‘market condition’; and (ii) add definitions for ‘performance condition’ and ‘service condition’ which were previously included within the definition of ‘vesting condition’. The amendments to HKFRS 2 are effective for share-based payment transactions for which the grant date is on or after 1 July 2014.

The amendments to HKFRS 3 clarify that contingent consideration that is classified as an asset or a liability should be measured at fair value at each reporting date, irrespective of whether the contingent consideration is a financial instrument within the scope of HKFRS 9 or HKAS 39 or a non-financial asset or liability. Changes in fair value (other than measurement period adjustments) should be recognised in profit and loss. The amendments to HKFRS 3 are effective for business combinations for which the acquisition date is on or after 1 July 2014.

The amendments to HKFRS 8 (i) require an entity to disclose the judgements made by management in applying the aggregation criteria to operating segments, including a description of the operating segments aggregated and the economic indicators assessed in determining whether the operating segments have ‘similar economic characteristics’; and (ii) clarify that a reconciliation of the total of the reportable segments’ assets to the entity’s assets should only be provided if the segment assets are regularly provided to the chief operating decision-maker.

The amendments to the basis for conclusions of HKFRS 13 clarify that the issue of HKFRS 13 and consequential amendments to HKAS 39 and HKFRS 9 did not remove the ability to measure short- term receivables and payables with no stated interest rate at their invoice amounts without discounting, if the effect of discounting is immaterial. 

The amendments to HKAS 16 and HKAS 38 remove perceived inconsistencies in the accounting for accumulated depreciation/amortisation when an item of property, plant and equipment or an intangible asset is revalued. The amended standards clarify that the gross carrying amount is adjusted in a manner consistent with the revaluation of the carrying amount of the asset and that accumulated depreciation/amortisation is the difference between the gross carrying amount and the carrying amount after taking into account accumulated impairment losses.

The amendments to HAKS 24 clarify that a management entity providing key management personnel services to a reporting entity is a related party of the reporting entity. Consequently, the reporting entity should disclose as related party transactions the amounts incurred for the service paid or payable to the management entity for the provision of key management personnel services. However, disclosure of the components of such compensation is not required. 

The directors of the Company do not anticipate that the application of the amendments included in the Annual Improvements to HKFRSs 2010-2012 Cycle will have a material effect on the Group’s consolidated financial statements.
Annual Improvements to HKFRSs 2011-2013 Cycle

The Annual Improvements to HKFRSs 2011-2013 Cycle include a number of amendments to various HKFRSs, which are summarised below.

The amendments to HKFRS 3 clarify that the standard does not apply to the accounting for the formation of all types of joint arrangement in the financial statements of the joint arrangement itself.

The amendments to HKFRS 13 clarify that the scope of the portfolio exception for measuring the fair value of a group of financial assets and financial liabilities on a net basis includes all contracts that are within the scope of, and accounted for in accordance with, HKAS 39 or HKFRS 9, even if those contracts do not meet the definitions of financial assets or financial liabilities within HKAS 32.

The amendments to HKAS 40 clarify that HKAS 40 and HKFRS 3 are not mutually exclusive and application of both standards may be required. Consequently, an entity acquiring investment property must determine whether:

(a) the property meets the definition of investment property in terms of HKAS 40; and

(b) the transaction meets the definition of a business combination under HKFRS 3.

The directors of the Company do not anticipate that the application of the amendments included in the Annual Improvements to HKFRSs 2011-2013 Cycle will have a material effect on the Group’s consolidated financial statements.

HKFRS 9 Financial Instruments

HKFRS 9 issued in 2009 introduces new requirements for the classification and measurement of financial assets. HKFRS 9 was subsequently amended in 2010 to include the requirements for the classification and measurement of financial liabilities and for derecognition, and further amended in 2013 to include the new requirements for hedge accounting.
Key requirements of HKFRS 9 are described as follows:

· All recognised financial assets that are within the scope of HKAS 39 Financial Instruments: Recognition and Measurement are subsequently measured at amortised cost or fair value. Specifically, debt investments that are held within a business model whose objective is to collect the contractual cash flows, and that have contractual cash flows that are solely payments of principal and interest on the principal outstanding are generally measured at amortised cost at the end of subsequent accounting periods. All other debt investments and equity investments are measured at their fair values at the end of subsequent reporting periods. In addition, under HKFRS 9, entities may make an irrevocable election to present subsequent changes in the fair value of an equity investment (that is not held for trading) in other comprehensive income, with only dividend income generally recognised in profit or loss.

· With regard to the measurement of financial liabilities designated at fair value through profit or loss, HKFRS 9 requires that the amount of change in the fair value of the financial liability that is attributable to changes in the credit risk of that liability is presented in other comprehensive income, unless the recognition of the effects of changes in the liability’s credit risk in other comprehensive income would create or enlarge an accounting mismatch in profit or loss. Changes in fair value of financial liabilities attributable to changes in the financial liabilities’ credit risk are not subsequently reclassified to profit or loss. Under HKAS 39, the entire amount of the change in the fair value of the financial liability designated as fair value through profit or loss was presented in profit or loss. 

The new general hedge accounting requirements retain the three types of hedge accounting. However, greater flexibility has been introduced to the types of transactions eligible for hedge accounting, specifically broadening the types of instruments that qualify for hedging instruments and the types of risk components of non-financial items that are eligible for hedge accounting. In addition, the effectiveness test has been overhauled and replaced with the principle of an ‘economic relationship’. Retrospective assessment of hedge effectiveness is also no longer required. Enhanced disclosure requirements about an entity’s risk management activities have also been introduced.

The directors of the Company anticipate that the adoption of HKFRS 9 in the future will not have significant impact on amounts currently reported in respect of the Group’s financial assets and financial liabilities.
Amendments to HKFRS 10, HKFRS 12 and HKAS 27 Investment Entities

The amendments to HKFRS 10 introduce an exception to consolidating subsidiaries for an investment entity, except where the subsidiaries provide services that relate to the investment entity’s investment activities. Under the amendments to HKFRS 10, an investment entity is required to measure its interests in subsidiaries at fair value through profit or loss.

To qualify as an investment entity, certain criteria have to be met. Specifically, an entity is required to:

· obtain funds from one or more investors for the purpose of providing them with professional investment management services;

· commit to its investor(s) that its business purpose is to invest funds solely for returns from capital appreciation, investment income, or both; and

· measure and evaluate performance of substantially all of its investments on a fair value basis.

Consequential amendments to HKFRS 12 and HKAS 27 have been made to introduce new disclosure requirements for investment entities. 

The amendments to HKFRS 10, HKFRS 12 and HKAS 27 are effective for annual periods beginning on or after 1 January 2014, with early application permitted. 

The directors of the Company anticipate that the application of the amendments will have no effect on the Group as the Company is not an investment entity.

The directors of the Company anticipated that the application of other new and revised standards, amendments or interpretation would have no material impact on the results and the financial position of the Group.

3.   SEGMENTAL INFORMATION

The Group’s operating segments, based on information reported to the board of directors of the Company, being the chief operating decision maker, for the purposes of resource allocation and assessment of segment performance focuses on the types of goods supplied.  The principal types of goods supplied are bulk pharmaceuticals, preparations, chemical and other products and commerce circulations. The Group’s reportable segments under HKFRS 8 are as follows:

	Bulk pharmaceuticals:
	Development, production and sales of bulk pharmaceuticals

	
	

	Preparations:
	Development, production and sales of preparations (e.g. tablets and injections)

	
	

	Chemical and other products:
	Production and sales of chemical and other products 

	
	

	Commerce circulations:


	Trading of pharmaceutical products (including retail and wholesale)


Information regarding the above segments is reported below.  
Segment revenues and results

The following is an analysis of the Group’s revenue and results by reportable segment.

For the year ended 31 December 2013
	
	Bulk pharmaceuticals
	Preparations
	Commerce circulations
	Chemical and other products
	Eliminations
	Total

	
	RMB’000
	RMB’000
	RMB’000
	RMB’000
	RMB’000
	RMB’000

	
	
	
	
	
	
	

	REVENUE
	
	
	
	
	
	

	  External sales
	1,518,928
	549,426
	810,525
	239,902
	-
	3,118,781

	Inter-segment sales
	9,034
	279,166
	25,536
	308,372
	(622,108)
	-

	
	
	
	
	
	
	

	Total 
	1,527,962
	828,592
	836,061
	548,274
	(622,108) 
	3,118,781

	
	
	
	
	
	
	

	Segment profit
	61,736
	8,317
	1,579
	14,846
	
	86,478

	
	
	
	
	
	
	

	Unallocated income
	
	
	
	
	
	63,861

	Unallocated expenses
	
	
	
	
	
	(32,452)

	Finance costs
	
	
	
	
	
	(71,307)

	Share of profit of an associate
	
	
	
	
	
	2,742

	
	
	
	
	
	
	

	Profit before tax 
	
	
	
	
	
	49,322

	
	
	
	
	
	
	


For the year ended 31 December 2012
	
	Bulk pharmaceuticals
	Preparations
	Commerce circulations
	Chemical and other products
	Eliminations
	Total

	
	RMB’000
	RMB’000
	RMB’000
	RMB’000
	RMB’000
	RMB’000

	
	
	
	
	
	
	

	REVENUE
	
	
	
	
	
	

	  External sales
	1,422,469
	586,292
	718,835
	204,520
	-
	2,932,116

	Inter-segment sales
	6,822
	357,557
	11,852
	277,524
	(653,755)
	-

	
	
	
	
	
	
	

	Total 
	1,429,291
	943,849
	730,687
	482,044
	(653,755)
	2,932,116

	
	
	
	
	
	
	

	Segment profit (loss)
	       108,804 
	     9,967 
	 (17,964)
	 (20,797)
	
	80,010

	
	
	
	
	
	
	

	Unallocated income
	
	
	
	
	
	28,954

	Unallocated expenses
	
	
	
	
	
	(19,647)

	Finance costs
	
	
	
	
	
	(59,004)

	Share of profit of an associate
	
	
	
	
	
	3,202

	
	
	
	
	
	
	

	Profit before tax 
	
	
	
	
	
	33,515


The accounting policies of the reportable segments are the same as the Group’s accounting policies. Segment profit represents the profit earned by each segment without allocation of investment and other income (exclude government grants), other expenses, depreciation for investment properties, finance costs and share of profit of an associate. This is the measure reported to the chief operating decision maker for the purposes of resource allocation and performance assessment. 

Inter-segment sales are charged at prevailing market rates.
Segment assets and liabilities

The following is an analysis of the Group’s assets and liabilities by reportable segment:
At 31 December 2013
	
	Bulk pharmaceuticals
	Preparations
	Commerce circulations
	Chemical and other products
	Total

	
	RMB’000
	RMB’000
	RMB’000
	RMB’000
	RMB’000

	
	
	
	
	
	

	Segment assets
	1,689,688
	594,002
	189,506
	765,852
	3,239,048

	Unallocated  corporate assets
	
	
	
	
	619,493

	
	
	
	
	
	

	Consolidated assets
	
	
	
	
	3,858,541

	
	
	
	
	
	

	Segment liabilities
	226,195
	84,018
	62,860
	173,282
	546,355

	Unallocated  corporate liabilities 
	
	
	
	
	1,509,579

	
	
	
	
	
	

	Consolidated liabilities
	
	
	
	
	2,055,934


At 31 December 2012
	
	Bulk pharmaceuticals
	Preparations
	Commerce circulations
	Chemical and other products
	Total

	
	RMB’000
	RMB’000
	RMB’000
	RMB’000
	RMB’000

	
	
	
	
	
	

	Segment assets
	1,600,335
	569,590
	135,428
	639,378
	2,944,731

	Unallocated  corporate assets
	
	
	
	
	694,759

	
	
	
	
	
	

	Consolidated assets
	
	
	
	
	3,639,490

	
	
	
	
	
	

	Segment liabilities
	230,703
	93,825
	51,620
	162,097
	538,245

	Unallocated  corporate liabilities 
	
	
	
	
	1,317,454

	
	
	
	
	
	

	Consolidated liabilities
	
	
	
	
	1,855,699


For the purposes of monitoring segment performances and allocating resources among segments:

· all assets are allocated to reportable segments other than deferred tax assets, interest in an associate, available-for-sale investments, investment properties, tax recoverable, restricted bank balances, bank balances and cash. Assets used jointly by reportable segments are allocated on the basis of revenues earned by individual reportable segments; and
· all liabilities are allocated to reportable segments other than liabilities associated with dividend payable, deferred tax liabilities, loan from ultimate holding company, borrowings, deferred income and tax payable.  Liabilities for which reportable segments are jointly liable are allocated on the basis of revenues earned by individual reportable segments. 
Other segment information

For the year ended 31 December 2013

Amounts included in the measure of segment profit or segment assets:
	
	Bulk pharmaceuticals
	Preparations
	Commerce circulations
	Chemical and other products
	Total

	
	RMB’000
	RMB’000
	RMB’000
	RMB’000
	RMB’000

	
	
	
	
	
	

	Addition to non-current assets (Note) 
	300,042
	79,113
	3,126
	78,464
	460,745

	Depreciation and amortisation (excluded depreciation for investment properties)
	104,391
	30,589
	2,761
	43,102
	180,843

	Impairment losses recognised in respect of  property, plant and equipment
	-
	142
	-
	148
	290

	Impairment losses recognised in respect of  trade and other receivables 
	414
	110
	5,626
	25
	6,175

	Reversal of impairment loss on trade and  other receivables
	(32)
	(8)
	(1,381)
	(10)
	(1,431)

	Reversal of allowance for inventories
	(6,549)
	(2,007)
	(1,054)
	(3,316)
	(12,926)

	Write-down of inventories
	4,086
	1,667
	1,049
	1,034
	7,836


Note: Non-current assets excluded financial instruments, investment properties, deferred tax assets and interest in an associate. 
For the year ended 31 December 2013
Amounts regularly provided to the chief operating decision maker but not included in the measure of segment profit or segment assets:

	
	Bulk pharmaceuticals
	Preparations
	Commerce circulations
	Chemical and other products
	Total

	
	RMB’000
	RMB’000
	RMB’000
	RMB’000
	RMB’000

	
	
	
	
	
	

	Interest in an associate
	-
	24,910
	-
	-
	24,910

	Interest income
	1,864
	450
	362
	361
	3,037

	Gain on disposal of property, plant and equipment and prepaid lease payment on land use rights
	33,923
	8,999
	8
	9
	42,939

	Finance costs
	(53,479)
	(14,190)
	-
	(3,638)
	(71,307)

	Income tax expense
	(8,101)
	(1,208)
	(902)
	(1,817)
	(12,028)


For the year ended 31 December 2012
Amounts included in the measure of segment profit or segment assets:
	
	Bulk pharmaceuticals
	Preparations
	Commerce circulations
	Chemical and other products
	Total

	
	RMB’000
	RMB’000
	RMB’000
	RMB’000
	RMB’000

	
	
	
	
	
	

	Addition to non-current assets (Note) 
	284,232
	84,105
	1,093
	173,417
	542,847

	Depreciation and amortisation (excluded depreciation for investment properties)
	90,830
	28,763
	2,174
	41,061
	162,828

	Impairment losses recognised in respect of property, plant and equipment
	-
	-
	-
	98
	98

	Impairment losses recognised in respect of trade and other receivables 
	124
	37
	9,721
	46
	9,928

	Reversal of impairment loss on trade and other receivables
	(156)
	(47)
	(361)
	(21)
	(585)

	Reversal of allowance for inventories
	(884)
	(263)
	(864)
	(2,796)
	(4,807)

	Write-down of inventories
	2,232
	663
	1,852
	3,212
	7,959


Note:  Non-current assets excluded financial instruments, investment properties, deferred tax assets and interest in an associate. 
For the year ended 31 December 2012
Amounts regularly provided to the chief operating decision maker but not included in the measure of segment profit or segment assets:

	
	Bulk pharmaceuticals
	Preparations
	Commerce circulations
	Chemical and other products
	Total

	
	RMB’000
	RMB’000
	RMB’000
	RMB’000
	RMB’000

	
	
	
	
	
	

	Interest in an associate
	-
	24,963
	-
	-
	24,963

	Interest income
	2,008
	554
	150
	308
	3,020

	Gain on disposal of property, plant and equipment and prepaid lease payment on land use rights
	9,788
	2,841
	-
	285
	12,914

	Finance costs
	(44,716)
	(13,291)
	(413)
	(584)
	(59,004)

	Income tax expense
	(6,805)
	(1,200)
	(40)
	(454)
	(8,499)


Geographical information

The Group’s customers are mainly located in the PRC, Europe, America and other countries. Information about the Group's revenue from external customers is presented based on the location of the customers.
	
	Revenues from external customers

	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	PRC
	1,876,019
	1,772,779

	Europe
	440,490
	496,242

	America
	594,071
	470,377

	Others
	208,201
	192,718

	
	
	

	
	3,118,781
	2,932,116


Over 99% (2012: 99%) of the Group’s non-current assets are located in the PRC and therefore the analysis of non-current assets by geographical location of the assets is not presented.
Information about major customers

The Group’s customer base includes a wide range of different customers. During the year ended 31 December 2013 and 2012, the Group had no single customer that contributed 10% or more of the Group’s revenue. Therefore, there was no significant concentration of source of income from a particular customer.

4.    FINANCE COSTS
	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	Interest on:
	
	

	- Bank loans wholly repayable within 5 years
	27,498
	28,505

	·  Government loans wholly repayable within 5 years
	1,197
	1,265

	·  Loan from ultimate holding company
	40,850
	30,650

	
	
	

	
	69,545
	60,420

	Less: interest capitalised at a rate of 5.90 – 6.90% per annum
	(3,965)
	(2,818)

	
	
	

	
	65,580
	57,602

	Discount charges on bank acceptance notes
	3,627
	1,402

	Other incidental borrowing costs
	2,100
	-

	
	
	

	
	71,307
	59,004


5.    INCOME TAX EXPENSE

	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	PRC enterprise income tax (“EIT”)
	
	

	   - Current
	10,596
	9,779

	   - Under-provision in prior years
	1,932
	1,567

	
	
	

	
	12,528
	11,346

	
	
	

	  Deferred tax
	(500)
	(2,847)

	
	
	

	
	12,028
	8,499


Under the Law of the PRC on EIT (the “EIT Law”) and Implementation Regulation of the EIT Law, the tax rate of the PRC companies is 25% for both years. 

Pursuant to the relevant laws and regulations in the PRC, the Company was accredited as a high-tech enterprise. The accreditation is valid for three years. The Company is entitled to the preferential tax rate of 15% for a period of three years from 1 January 2011 to 31 December 2013.
Pursuant to the relevant laws and regulations in the PRC, the Group’s subsidiary, SINO-USA Zibo Xinhua - Perrigo Pharmaceutical Company Limited, operating in the PRC is entitled to exemption from the PRC income tax for the two years ended 31 December 2009, followed by a 50% reduction of the PRC income tax for the three years ended 31 December 2012. SINO-USA Zibo Xinhua - Perrigo Pharmaceutical Company Limited adopts EIT tax rate of 25% for the year ended 31 December 2013.
The tax charge for the year can be reconciled to the profit before tax per the consolidated income statement as follows: 
	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	Profit before tax 
	49,322
	33,515

	
	
	

	Tax at the domestic income tax rate of 25% (2012: 25%)
	12,331
	8,379

	Effect of preferential tax rate in the PRC
	(4,986)
	(7,067)

	Tax effect of share of profits of an associate
	(411)
	(480)

	Tax effect of income not taxable for tax purpose
	(1,529)
	(1,903)

	Tax effect of expenses not deductible for tax purpose
	6,033
	4,706

	Tax effect of additional allowance (Note)
	(1,126)
	(1,045)

	Tax effect of tax losses not recognised
	-
	1,036

	Tax effect of deductible temporary differences not recognised
	735
	3,306

	Utilisation of tax losses not recognised
	(951)
	-

	Under-provision in prior years
	1,932
	1,567

	
	
	

	Tax charge for the year
	12,028
	8,499


Note: 
The amount represents the tax effect of additional tax allowance granted to the Group in respect of research and development expenditure as stipulated in the relevant tax rules in the PRC. 
6.    PROFIT FOR THE YEAR

Profit for the year has been arrived at after charging (crediting):
	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	Depreciation for property, plant and equipment
	170,553
	154,728

	Depreciation for investment properties
	4,980
	4,306

	Amortisation of prepaid lease payments on land use rights
	6,413
	5,840

	Amortisation of intangible assets
	3,877
	2,260

	
	
	

	Total depreciation and amortisation
	185,823
	167,134

	
	
	

	Auditor’s remuneration
	840
	840

	Research and development costs recognised as an expense
	40,087
	30,107

	Operating lease rentals on land and buildings
	2,008
	1,235

	
	
	

	Impairment losses recognised in property, plant and equipment
	290
	98

	
	
	

	Impairment losses recognised in respect of trade and other receivables (Note 9)
	6,175
	9,928

	
	
	

	Reversal of allowance for inventories (included in cost of sales)
	(12,926)
	(4,807)

	Write-down of inventories (included in cost of sales)
	7,836
	7,959

	Staff costs (excluding directors’ and supervisors’ emoluments)
	325,687
	301,013

	Cost of inventories recognised as an expense
	2,626,865
	2,427,711


7.    DIVIDENDS
	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	Dividends recognised as distribution during the year:
	
	

	- 2012 final dividend: RMB0.01 per share
	4,573
	-

	- 2011 final dividend: RMB0.03 per share
	-
	13,719

	
	
	

	
	4,573
	13,719


For the year ended 31 December 2013, final dividend of RMB0.02 (2012: RMB0.01) per share (approximately HK$0.025 (2012: HK$0.0125) per share, including income tax of A shares) on 307,312,830 A shares and 150,000,000 H shares has been proposed by the directors of the Company and is subject to approval by shareholders at the annual general meeting and has been included as a dividend reserve in the consolidated financial statements.

8.    EARNINGS PER SHARE
The calculation of the basic earnings per share is based on the Group’s profit for the year attributable to the owners of the Company of approximately RMB35,730,000 (2012: RMB22,417,000) and based on the weighted average number of 457,312,830 (2012: 457,312,830) shares in issue during the year.

Basic earnings per share and diluted earnings per share for two years ended 31 December 2013 and 2012 are the same as there were no dilutive events existed during both years.

9.     TRADE AND OTHER RECEIVABLES
	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	Trade and bills receivables
	448,272
	403,563

	Less : Allowance for doubtful debts of trade receivables
	(61,649)
	(63,125)

	
	
	

	
	386,623
	340,438

	
	
	

	Other receivables, deposits and prepayments
	69,587
	53,096

	VAT recoverable
	10,329
	14,737

	Consideration receivable on disposal of land
	8,000
	28,987

	Less : Allowance for doubtful debts of other receivables
	(14,114)
	(8,790)

	
	
	

	
	73,802
	88,030

	
	
	

	Total trade and other receivables
	460,425
	428,468


As at 31 December 2013, included in the trade receivables of approximately RMB180,239,000 (2012: RMB127,346,000) and approximately RMB4,911,000 (2012: RMB2,071,000) is denominated in United States Dollars (“USD”) and Great Britain Pounds (“GBP”) respectively.
The Group’s revenue from export sales is on letter of credit or documents against payment. The credit period is agreed upon and stipulated in the sales contract. Except for some particular customers where payment in advance is normally required, the Group allows an average credit period of 30 days to its local trade customers and 90 days for local hospital customers. 

The following is an aged analysis of the trade and bills receivables net of allowance for doubtful debts presented based on the invoice date, which approximated to the revenue recognition dates, at the end of the reporting period.
	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	Within one year
	384,847
	333,317

	More than one year but within two years
	952
	6,904

	More than two years but within three years
	824
	217

	
	
	

	
	386,623
	340,438


Included in the Group’s trade and bills receivable balance are debtors with aggregate carrying amount of approximately RMB14,141,000 (2012: RMB42,551,000) which are past due as at the reporting date for which the Group has not provided for impairment loss. 

In respect of trade and bill receivables, individual credit evaluations are performed on all customers requiring credit over a certain amount. These evaluations focus on the customers’ past history of making payments when due and current liability to pay, and take into account information specific to the customer as well as pertaining to the economic environment in which the customers operate. 85% (2012: 86%) of the trade and bill receivables that are neither past due nor impaired have good settlement history under the Group’s individual credit evaluations. The Group does not hold any collateral over these balances.

Ageing of trade receivables which are past due but not impaired
	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	Within one year
	13,426
	37,802

	More than one year but within than two years
	195
	4,532

	More than two years but within than three years
	520
	217

	
	
	

	Total
	14,141
	42,551


Receivables that were past due but not impaired relate to a number of independent customers that have a good track record with the Group. Based on past experience, management believes that no impairment allowance is necessary in respect of these balances as there has not been a significant change in credit quality and the balances are still considered fully recoverable. The Group does not hold any collateral over these balances.

Movements in the allowance for doubtful debts of trade receivables
	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	At 1 January
	63,125
	53,328

	Impairment losses reversed
	(1,391)
	(111)

	Amounts written off as uncollectible
	(856)
	-

	Impairment losses recognised
	771
	9,908

	
	
	

	At 31 December
	61,649
	63,125


In determining the recoverability of trade receivables, the Group considers any change in the credit quality of the trade receivables from the date credit was initially granted up to the end of the reporting period. The concentration of credit risk is limited due to the customer base being large and unrelated.
Included in the allowance for doubtful debts are individually impaired trade receivables with an aggregate balance of approximately RMB61,649,000 (2012: RMB63,125,000) which were found to be under severe financial difficulties. The Group does not hold any collateral over these balances.
Movements in the allowance for doubtful debts of other receivables

	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	At 1 January
	8,790
	9,244

	Impairment losses reversed
	(40)
	(474)

	Amounts written off as uncollectible
	(40)
	-

	Impairment loss recognised
	5,404
	20

	
	
	

	At 31 December
	14,114
	8,790


Included in the allowance for doubtful debts are individually impaired other receivables with an aggregate balance of approximately RMB14,114,000 (2012: RMB8,790,000) which were found to be under severe financial difficulties. The Group does not hold any collateral over these balances.
As at 31 December 2013, certain secured bank loans were secured by trade and bills receivables of the Group with an aggregate carrying values of approximately RMB61,579,000 (2012:62,855,000).
10.    TRADE AND OTHER PAYABLES

	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	Trade payables
	353,028
	394,431

	Other payables and accrued charges
	68,972
	52,411

	Accrued construction expenses
	118,533
	75,905

	
	
	

	
	540,533
	522,747


The following is an aged analysis of trade payables presented based on the invoice date at the end of the reporting period. 
	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	Within one year
	344,789 
	382,711

	More than one year but less than two years
	3,396 
	6,294

	More than two years but less than three years
	2,098 
	1,707

	Over three years

	2,745 
	3,719

	
	
	

	
	353,028
	394,431


The average credit period on purchases of goods is approximately 30 days. The Group has financial risk management policies in place to ensure that all payables are settled within the credit timeframe.
11.    RELATED PARTY TRANSACTIONS
(a)
Except as disclosed elsewhere in the consolidated financial statements, the other significant related party transactions, which were carried out in the normal course of the Group’s business are detailed as follows:

	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	Immediate holding company:
	
	

	SXPGC:
	
	

	- Payment of annual trademark licence fee 

(Note i)
	10,000
	7,500

	- Rental expense
	500
	500

	- Acquisition of land use rights
	-
	8,399

	
	
	

	Ultimate holding company:
	
	

	Hualu Holdings Co., Ltd.:
	
	

	- Interest expenses of loan from ultimate holding company
	40,850
	29,150

	- Share of underwriting expenses of loan from ultimate holding company
	2,100
	1,500

	
	
	

	Fellow subsidiaries: 
	
	

	- Sale of water, electricity, steam and waste materials
	7,680
	11,973

	- Sale of bulk pharmaceuticals and chemical products
	60,972
	63,141

	- Purchase of raw materials
	68,703
	72,744

	- Design fee income
	-
	66

	
	
	

	Associate:
	
	

	- Sale of water, electricity, steam
	456
	377

	- Purchase of raw materials
	1,016
	1,076

	
	
	

	Non-controlling interest shareholders:
	
	

	- Purchase of customer list
	2,439
	-

	- Sale of bulk pharmaceuticals and chemical raw materials
	141,659
	137,816


Notes:

i. On 7 December 1996, the Group was granted the exclusive right to use the trademark “Xinhua” (“Trademark”) by SXPGC for its existing and future products in and outside the PRC at an initial annual fee of RMB600,000 increasing at the rate of an extra RMB100,000 per year until the annual fee reaches the cap amount of RMB1,100,000, which shall stay as such until the agreement is terminated. The terms of the agreement shall continue to have effect during the validity period of the Trademark, being 28 February 2013, subject to further renewal of the registration of the Trademark.

On 23 March 2012, the Group entered into the supplemental trademark licence agreement with SXPGC, pursuant to which the annual licence fee to use the Trademark is RMB10,000,000 for the period between 1 April 2012 to 31 December 2014. Other terms of the trademark licence agreement remain unchanged.
ii. The Group operates in an economic environment predominated by enterprises directly or indirectly owned or controlled by the PRC government through its numerous authorities, affiliates or other organisations (collectively “State-owned Enterprises”). During the year ended 31 December 2013, the Group had transactions with State-owned Enterprises including, but not limited to, sales of pharmaceutical products and purchases of raw materials. The directors of the Company consider that transactions with other State-owned Enterprises are activities in the ordinary course of business, and that dealings of the Group have not been significantly controlled or owned by the PRC government. The Group has also established pricing policies for products and such pricing policies do not depend on whether or not the customers are State-owned Enterprises. Having due regard to the substance of the relationships, the directors of the Company are of the opinion that none of these transactions is a material related party transaction that requires separate disclosure.

(b)
As at 31 December 2013, the ultimate holding company provides guarantee in respect of bank loans to the Group amounted to RMB169,157,000 (2012: RMB90,000,000). 
(c)
Compensation of key management personnel

The remuneration of directors and other members of key management during the year was as follows:

	
	2013
	2012

	
	RMB’000
	RMB’000

	
	
	

	Short-term benefits
	4,280
	3,298

	Post-employment benefits
	266
	253

	
	
	

	
	4,546
	3,551


The remuneration of directors and key executives is determined by the remuneration committee having regard to the performance of individuals and market trends.

By Order of the Board

Shandong Xinhua Pharmaceutical Company Limited
Zhang Daiming
Chairman
28 March 2014, Zibo, PRC
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