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山东新华制药股份有限公司

Shandong Xinhua Pharmaceutical Company Limited

（a joint stock company established in the People’s Republic of China with limited liability）
（Stock Code: 0719）
2011 ANNUAL RESULTS ANNOUNCEMENT

The board of directors (the “Board”) and directors (“Directors”) of Shandong Xinhua Pharmaceutical Company Limited (the “Company”) hereby announces the audited consolidated results of the Company and its subsidiaries (the “Group”) for the year ended 31 December 2011. 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 Income Statement
	Item
	2011

RMB’000
	2010
  RMB’000

	2009
RMB’000

	Revenue
	2,917,860
	2,589,447 
	2,295,101 

	Profit before tax
	91,272
	128,967 
	116,388 

	Income tax expense 
	(13,302)
	(22,159)
	(13,008)

	Profit for the year
	77,970
	106,808 
	103,380 

	Non-controlling interests
	3,595
	5,509 
	3,693

	Profit attributable to owners of the Company
	74,375
	101,299 
	99,687 


Consolidated Statement of Financial Position
	Item
	2011
RMB’000
	2010

RMB’000
	2009 

RMB’000

	Total assets
	3,017,412
	2,772,599 
	2,636,363

	Total liabilities
	(1,259,624)
	(1,048,367)
	(955,542)

	Non-controlling interests
	(39,807)
	(38,010)
	(36,318)

	Equity attributable to owners of the Company
	1,717,981
	1,686,222 
	1,644,503 


(ii) Prepared in accordance with PRC accounting standards (Audited)
 Principal Financial Data
	Item
	2011
  RMB

	2010
RMB
	Change as compared to the last year (%)
	2009
RMB

	Total operating income
	     2,937,528,055.33 
	2,614,233,634.62
	12.37
	2,321,927,213.25

	Operating profit
	71,927,673.11
	131,701,950.29
	(45.39)
	135,909,489.78

	Profit before taxation
	93,211,526.67
	125,128,440.97
	(25.51)
	119,373,878.21

	Profit attributable to the equity holders of the Company
	76,023,665.57
	97,256,602.75
	(21.83)
	102,244,346.19

	Profit attributable to the equity holders of the Company after extraordinary loss
	54,823,601.21
	102,314,847.16
	(46.42)
	109,058,885.67

	Net cash flow from operating activities
	97,083,018.85
	173,000,248.75
	(43.88)
	344,795,891.77

	Item
	As at 31 December 2011
RMB
	As at 31 December 2010
RMB
	Change as compared to the end of last year (%)
	As at 31 December 2009
RMB

	Total assets  
	3,004,190,190.68
	2,739,564,533.49
	9.66
	2,626,187,060.38

	Total liabilities
	1,254,451,169.37
	1,025,030,560.11
	22.38
	956,223,520.89

	Total equity attributable to equity holders of the Company
	1,709,932,330.07
	1,676,523,546.19
	1.99
	1,633,645,846.35

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


Principal Financial Indicators

	Item
	2011
RMB
	2010
RMB
	Change as compared to the last year (%)
	2009
RMB

	Basic earnings per share
	0.17
	0.21
	(19.05)
	0.22

	Diluted earnings per share
	0.17
	0.21
	(19.05)
	0.22

	Basic earnings per share after extraordinary loss
	0.12
	0.22
	(45.45)
	0.24

	Return on equity of weighted average（%）
	4.46
	5.81
	Decreased by 1.35 points
	6.83

	Return on equity of weighted average after extraordinary loss（%）
	3.22
	6.11
	Decreased by 2.89 points
	7.28

	Net cash flow from operating activities per share
	0.21
	0.38
	(44.74)
	0.75

	Item
	As at 31 December 

2011
RMB
	As at 31 December
2010
RMB
	Change as compared to the end of last year (%)
	As at 31 December 2009
RMB

	Net assets per share attributable to equity holders of the Company
	3.74
	3.67
	1.91
	3.57

	Asset-liability ratio (%)
	41.76
	37.42
	Increased by 4.34 points
	36.41


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

	
	Profit attributable to owners of the Company

RMB
	Net assets

RMB

	
	2011
	2010
	As at 31 December 2011
	As at 1 January 2011

	Prepared under HKGAAP
	74,375,000.00
	101,299,000.00
	1,717,981,000.00
	1,686,222,000.00

	Prepared under PRC accounting standards
	76,023,665.57
	97,256,602.75
	1,709,932,330.07
	1,676,523,546.19

	HKGAAP adjustments:

	Deferred taxation
	292,334.43
	204,397.25
	(1,420,330.07)
	(1,711,546.19)

	Depreciation charge due to revaluation in previous years
	-
	             -   
	(21,300,000.00)
	(21,300,000.00)

	Provision for education fund
	(1,941,000.00)
	(1,362,000.00)
	9,469,000.00
	11,410,000.00 

	Surplus from revaluation for listing of H Shares
	-
	             -   
	21,300,000.00
	21,300,000.00 

	Others
	-
	5,200,000.00
	-
	               -   

	HKGAAP adjustments total
	(1,648,665.57)
	4,042,397.25
	8,048,669.93
	9,698,453.81


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 2011, the balance of education expenses was RMB9,469,000.00 under the PRC accounting standards, and the education expenses were RMB1,941,000.00 for 2011;

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 RMB1,420,330.07 and the deferred income tax of the current period being RMB292,334.43.

II.
DIVIDENDS

The Board has announced and proposed a final dividend for the year ended 31 December 2011 of RMB0.03 per share in the Company (the “Share”) (approximately HK$0.0368 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 2011. An announcement in relation to the book closure period of the proposed dividend will be made in due course.
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 2011 was approximately RMB3,004,190,000, increased by approximately RMB264,625,000 or 9.66%, as compared with the figure of approximately RMB2,739,565,000 at the beginning of the year. The increase in total assets was mainly due to the increase of bank loans.

Cash of the Group as at 31 December 2011 was approximately RMB299,229,000, decreased by approximately RMB104,821,000, as compared with the figure of approximately RMB404,050,000 at the beginning of the year. The decrease in cash was mainly due to the increase of projects expenses this year.
Total equity attributable to the shareholders of the Company as at 31 December 2011 was approximately RMB1,709,932,000, increased by approximately RMB33,408,000 or 1.99%, as compared with the figure of approximately RMB1,676,524,000 at the beginning of the year. This increase was mainly attributable to the increase of operation profits this year.

The total liabilities of the Group as at 31 December 2011 were approximately RMB1,254,451,000, representing an increase of approximately RMB229,420,000 or 22.38%, as compared with the figure of approximately RMB1,025,031,000 at the beginning of the year. The increase was mainly attributable to part of the loans obtained by the Group from the bank to ensure the supply of funds for production, operation and projects, leading to an increase in the loans.

Operating profit of the Group for the year of 2011 and net profit attributable to the Company’s shareholders for 2011 amounted to approximately RMB71,928,000 and approximately RMB76,024,000 respectively, representing relatively larger decreases as compared with those of the previous year. The decreases were mainly attributable to the increase in provision for impairment loss of assets this year.
The Group’s net decrease in cash and cash equivalents for the year of 2011 was approximately RMB100,105,000. The decrease was mainly attributable to more fund expenses on projects.

Analysis under HKGAAP

As at 31 December 2011, the current ratio and the quick ratio of the Group was 115.25% and 71.96% 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 902.72% and 574.24% respectively.

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

The Group’s main source of funds was loans from financial institutions. As at 31 December 2011, the total amount of outstanding bank loans was approximately RMB688,468,000. As at 31 December 2011, cash on hand and in bank of the Group amounted to approximately RMB299,229,000 (including bank acceptance drafts deposits of approximately RMB31,263,000). 
As at 31 December 2011, the Group charged the land use rights in Hutianzhen, Zhangdian, to a bank for loans. The total original value of the land use rights is RMB73,109,000, net value is RMB69,575,000. The Group pledged accounts receivable US$8,179,000 to a bank for a loan of US$8,100,000. 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 Group did not have any significant investment, acquisitions or asset disposals during this reporting period.

As at 31 December 2011, the number of staff employed by the Group was 6,014, and the total amount of salaries and wages for 2011 was approximately RMB185,633,000.

The debt-to-capital ratio of the Group was 40.07% (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 production and research and development.

The assets and liabilities of the Group were mainly recorded in Renminbi. For the year ended 31 December 2011, the revenue from the Group’s exports was approximately US$171,406,000, 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.
IV.
business review

In 2011, the Group centred on its principal guideline of “changing the mode, adjusting the structure, implementing reforms and accelerating growth”, overcame such adverse factors as rising power and energy prices, hiking procurement costs and appreciating Renminbi, seized opportunities in the market and ensured steady production and operation. Looking back to 2011, the Group made the following achievements: 
1. Extensive progression of structural adjustment to for long-term corporate development 
The Group continued to expand investment in research and development and attached great importance to research and development of new products and application of relevant results. During 2011, the Company obtained 1 new drug certificate for pazufloxacin mesylate, 3 approvals for production, completed clinical testing of calcium polycarbophils and tablets, completed 2 production handover projects, 18 mid-scale trial production projects and 14 small-scale trial production projects, obtained 14 authorized patents and had 70 projects under research. 
The Group achieved certain results in parks building. The technical renovation project regarding the aspirin series of products at Hutian Park has been fully completed and put into trial operation. We have commenced construction of the technical renovation project regarding the analgin series of products, and will commence construction of the technical renovation project regarding the hormone series of products in the fourth quarter. Projects including pyrazolone capacity expansion were progressing smoothly at Shouguang Park. All the parks showed an orderly growth momentum. 
New headway was made in capital operation. The Company preliminarily put in place the rules system and organizational system for capital operation and determined major objectives for strategic merger and acquisition. The Company completed the preliminary preparation works of the acquisition of the 100% equity interests in Shandong Tianda Bio-Pharmaceutics Co., Ltd. during the year, and completed the acquisition in early 2012, thus ending its history of lacking powder injections. 
2. Reinforced focus on marketing and boosting of products market share 
By seizing opportunities in the market and proactively expanding product exports, the Company recorded revenue from product exports of US$171,406,000 for 2011, representing an increase of 23.36% over last year, and 6 products of the Company posted an annual export amount of more than US$10 million. Remarkable results were achieved particularly in the development of new products. Sales of L-dopa and calcium polycarbophil more than doubled as compared with last year. Upon passing the on-site audit of the Medicines and Healthcare Products Regulatory Agency (MHRA) of the United Kingdom, the Company commenced to export its preparation products to the markets under the European Union. This marked a milestone in the development history of the Company. 
By exerting its comprehensive competitive advantages, the Company also achieved satisfactory results in domestic sales of bulk pharmaceuticals. Sales of major products including ibuprofen witnessed relatively rapid growth. External sales of chemical segment maintained rapid growth, and a cyclic industrial chain based on the four major product series has taken shape. 
The Company pushed ahead with its extensive preparations marketing strategy. Sales of major new preparation products such as 舒泰得(rabeprazole) and 佳和洛(glimepiride) recorded substantial increase. Our marketing teams for high-end hospitals, OTC, investment attraction and VIP customers kept growing. Among them, the clinical marketing teams for high-end hospitals grew to 150 persons, which have developed on their own over 200 second- and higher class hospitals. 
3. Relentless efforts in technical breakthroughs and lower costs 
In 2011, the Company implemented 20 corporate-level technical breakthroughs, with raw material costs for such products as tramadol hydrochloride and meloxicam significantly reduced. The Group saved RMB13,000,000 on raw materials throughout the year. 
The Company pushed through 30 energy conservation projects during the year, promoted applications of some energy-saving new technologies including MVR and was awarded the "Certificate for Energy Management System Certification", the first of its kind in Shandong Province. Energy savings for the year amounted to RMB10,000,000 and energy consumption per RMB10,000 production value reached 0.279 ton of standard coal equivalent per RMB10,000, representing a year-on-year decrease of 8.5%. 
4. Progressive enhancement in corporate management and boosted competitiveness 
L-dopa and new-line ipuprofen were granted the COS certificate and isopropyl karthikeyan antipyrine was granted the EU-GMP certificate from Federal Ministry of Health of Germany. Especially, the new tablets workshop passed the GMP inspection by the Department of Health of the United Kingdom, indicating a further boost of the Company's quality management level. 
The Company further enhanced its on-site management level and was awarded the honour of "On-site Management Exemplar of Industrial Enterprises in Zibo City". 
During 2011, in adhering to its clean production and development approach, the Company invested RMB19,700,000 and completed 25 environmental protection projects; emissions of sewage water, COD and ammonia nitrogen decreased respectively by 14.96%, 15.65% and 14.90% year on year. 

V.
Prospects

At present and in the coming future, there are still a number of difficulties posing challenges to corporate development, including weakening market demands, impact of the states’s medicine policies on drug sales, rising manufacturing costs and ongoing disorderly competition in the pharmaceutical market. 
2012 is a critical year for the Group to proceed with the "12th Five-Year Plan", with heavy relocation tasks and plenty of complications ahead. In this connection, the major tasks of the Group in 2012 are as follows: 
1. Emphasizing on marketing and raising the Company’s status in the pharmaceutical market 
The Company will focus on key products, markets and customers, aims to boost sales of new products and achieve substantial increase in new products export while maintaining the market share of its dominant products. The Group will accelerate construction of international marketing channels and networks, endeavouring to complete the establishment of a company in the United States in 2012. By fully leveraging the advantages of its products, the Company will adopt flexible sales tactics and ensure sales of exclusive and special products. 
By taking advantage of the growth opportunity for consolidating its internal resources and establishing a preparations division at the beginning of the year, the Company will make efforts on the long-term cultivation plan for key preparation products, exert the advantages of self-produced bulk preparation products, and maintain rapid growth of key preparation products. The Company will also strengthen development of terminals and marketing teams to build diversified marketing networks. 
By bringing into full play its technological advantage of precision chemical engineering and products complementary advantage, the Company will speed up large scale and series-based development of chemical products and drive substantial growth of the chemicals sector. 
2. Highlight of technological progress to further invigorate corporate growth 
By firmly directing its research and development at anti-inflammatory, cardiovascular, and anti-tumor drugs, the Company will continuously expand investment in research and development, accelerate research and development of new products, complete product upgrading as early as possible, and enhance its research and innovation capabilities. 
By quickening application of scientific research results, the Company will strive to turn 8 projects into full production, complete production registration application for 11 projects, and complete mid- and small-scale trial production of a number of products within this year. 
While proactively promoting the application of the "four new technologies" and carrying out technical quality breakthroughs based on the "one strategy for one product" approach, the Company will do its utmost to boost products quality and lower costs. 
3. Underscoring parks construction and capital operation and accelerating structural adjustment 
2012 is a critical year for the Company to relocate the old production base and construct relevant parks. Starting with the relocation and imposing high standards and high quality from design to construction, the Company will firmly promote application of the "four new technologies", upgrade and renovate traditional production lines, lower costs, enhance quality, and exert its technological advantages to cater for the special demands of customers and adopt a differentiated growth approach. 
By well summarizing the experience from the acquisition of Shandong Tianda Bio-Pharmaceutics Co., Ltd., the Company will further clarify the development direction, actively seek new partners and accelerate the structural adjustment and upgrading of products. 

4. Reinforcing corporate management and consolidating growth foundation 
By further optimizing its internal organizational structure, the Company will streamline the management process, strengthen professional management, and enhance the management level and operational efficiency. 
By carrying out the "Year of Fundamental Management" event in a deep-going way as set at the beginning of the year, and reinforcing fundamental management on all fronts, the Company will conduct self-examination and take remedial measures against the existing problems and weaknesses in fundamental and professional management so that the quality of all the staff and the level of on-site management and professional management can be further enhanced, and that major accidents relating to quality, safety and environmental protection can be eradicated. Furthermore, the Company will strengthen risk prevention and control, guard against operational risks in a practical manner and enhance operation and management quality. 
By fully utilizing its OA platform, K/3 system, ERP, online energy management system, the www.ebnew.com procurement website (必聯採購網), and other informationalized means, the Company will further raise its management efficiency and level. 

In 2011, with the concerted efforts of all the staff, the Group achieved steady growth in production and operation. Looking into 2012, we are confident that under the leadership of the Board of Directors of the Company, the Group, in the spirit of reform and innovation, will go all out to achieve more breakthroughs in its development during the "12th Five-Year Plan" period. 

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 2011, the number of staff employed by the Group was 6,014, and the total amount of their salaries and wages for the year 2011 was approximately RMB185,633,000.

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

During the year ended 31 December 2011, 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
	2011
 RMB’000
	2010 
RMB’000

	With immediate holding company

Shandong Xinhua Pharmaceutical Group Company Limited and its subsidiaries
	
	

	—Sale of water, electricity, steam and waste materials
	10,667
	10,824

	— Purchase of raw materials

	52,696
	64,408

	—Payment of annual trademark licence fee
	1,100
	1,100

	—Design fees income
	116
	5

	—Rental expenses
	500
	500

	  — Impairment losses on amounts due from fellow subsidiaries
	-
	12,474

	With fellow subsidiary - China Shandong Group Ltd. 
	
	

	—Sale of bulk pharmaceuticals and chemical raw materials
	29,057
	-

	With associates
	
	

	—Purchase of raw materials
	276
	29

	—Sale of water, electricity, steam
	447
	656

	With minority shareholders
	
	

	— Sale of bulk pharmaceuticals and chemical raw materials
	157,367
	130,031

	— Purchase of chemical raw materials and water, electricity, steam
	447
	838


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 2010 and 2011 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 2012 at the annual general meeting for the year 2011 to be held in 2012.

Code on Corporate Governance Practices

The Directors (including the independent non-executive Directors) are of the opinion that for the year ended 31 December 2011, the Company has complied with all requirements set out in the Code on Corporate Governance Practices including provisions 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 practices of the Code on Corporate Governance Practices. 
Material Litigation and Arbitration

Save and except for the legal action instituted by the Group against five companies including Shandong Xinkangqi Phamaceutical Co., Ltd. for an aggregate sum of approximately RMB 60,730,000 in receivables owed to the Company by such parties (in respect of which the Company suffered has reflected in its accounts an impairment loss of RMB48,590,000 as a result thereof), 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

During the reporting period, there were no material acquisitions and sales of assets, nor any material mergers.

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 2010, the unaudited 1st quarterly financial statements for 2011, the unaudited interim statements for 2011 and the unaudited 3rd quarterly financial statements for 2011.
The audit committee convened a meeting on 22 March 2012 to review the 2011 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 2011 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 2011 (AUDITED)   Unit: RMB
	Item
	2011
	2010

	
	Consolidated 
	The Company
	Consolidated
	The Company

	1.Total operating income
	2,937,528,055.33
	1,805,458,124.22
	2,614,233,634.62
	1,666,209,845.12

	  Includes: Operating income
	2,937,528,055.33
	1,805,458,124.22
	2,614,233,634.62
	1,666,209,845.12

	2.Total operating costs
	2,874,617,794.85
	1,749,515,071.83
	2,490,856,909.69
	1,591,954,358.06

	  Includes: Operating cost
	2,391,580,913.17
	1,533,694,893.06
	2,133,691,060.29
	1,370,885,913.46

	      Taxes and surcharges
	13,158,975.16
	9,000,247.70
	14,693,182.50
	12,042,077.26

	        Selling expenses
	199,663,018.57
	22,897,050.70
	129,471,309.20
	26,392,447.32

	        Administrative 

expenses
	176,046,032.51
	145,042,121.62
	165,142,770.60
	134,908,546.18

	        Financial expenses
	37,268,918.23
	36,971,658.53
	21,701,647.06
	23,458,453.18

	     Assets Impairment loss
	56,899,937.21
	1,909,100.22
	26,156,940.04
	24,266,920.66

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

	     Investment gain or loss
	9,017,412.63
	10,509,738.64
	8,325,225.36
	11,858,268.38

	    Includes: Investment gain or loss from related ventures and joint ventures
	5,140,685.08
	5,140,685.08
	5,259,770.20
	5,259,770.20

	3. Operating profit
	71,927,673.11
	66,452,791.03
	131,701,950.29
	86,113,755.44

	  Add: Non-operating income
	32,370,741.31
	26,378,632.29
	10,041,631.62
	5,190,633.15

	  Less: Non-operating cost
	11,086,887.75
	7,352,654.85
	16,615,140.94
	15,306,112.32

	  Includes: Loss from the disposal of non-current assets
	3,910,059.76
	3,858,833.73
	13,424,913.38
	13,404,692.70

	4. Profit before taxation
	93,211,526.67
	85,478,768.47
	125,128,440.97
	75,998,276.27

	   Less: Income tax expense
	13,592,585.92
	11,247,672.85
	22,362,744.90
	10,513,609.30

	5. Profit after taxation
	79,618,940.75
	74,231,095.62
	102,765,696.07
	65,484,666.97

	  Includes: Profit attributable to the equity holders of the Company
	76,023,665.57
	-
	97,256,602.75
	-

	        Minority interest
	3,595,275.18
	-
	5,509,093.32
	-

	6. Earnings per share
	
	
	
	

	  1) Basic earnings per share
	0.17
	0.16
	0.21
	0.14

	  2) Diluted earnings per share
	0.17
	0.16
	0.21
	0.14

	7.Other comprehensive income
	(20,051,251.32)
	(19,188,362.40)
	(37,036,620.68)
	(36,112,737.05)

	8. Total comprehensive income
	59,567,689.43
	55,042,733.22
	65,729,075.39
	29,371,929.92

	  Includes: Total comprehensive income attributable to the equity holders of the Company
	56,274,425.38
	-
	60,543,341.34
	-

	     Total comprehensive income attributable to minority interest
	3,293,264.05
	-
	5,185,734.05
	-


Financial Notes:
1. During this reporting period, there was no change in accounting policies, accounting estimates or corrections of accounting errors of the Company.

2. During this reporting period, there was no change in the scope of consolidation of the Company.

2.
financial statements AND NOTES PREPARED UNDER HKGAAP
CONSOLIDATED INCOME STATEMENT
	
	NOTES
	
	

	
	
	2011
	2010

	
	
	RMB’000
	RMB’000

	
	
	
	

	Revenue
	3
	2,917,860
	2,589,447

	Cost of sales
	
	(2,369,697)
	(2,108,507)

	
	
	
	

	Gross profit
	
	548,163
	480,940

	
	
	
	

	Investment income
	
	4,105
	5,625

	Other income
	
	46,335
	21,884

	Other expenses
	
	(34,658)
	(35,187)

	Distribution and selling expenses
	
	(214,103)
	(145,900)

	Administrative expenses
	
	(235,613)
	(184,500)

	Finance costs
	4
	(28,098)
	(19,155)

	Share of profit of an associate
	
	5,141
	5,260

	
	
	
	

	Profit before tax
	
	91,272
	128,967

	Income tax expense
	5
	(13,302)
	(22,159)

	
	
	
	

	Profit for the year
	6
	77,970
	106,808

	
	
	
	

	Profit for the year attributable to:
	
	
	

	Owners of the Company
	
	74,375
	101,299

	Non-controlling interests
	
	3,595
	5,509

	
	
	
	

	
	
	77,970
	106,808

	
	
	
	

	
	
	
	

	Earnings per share – basic and diluted
	8
	RMB0.163 
	RMB0.222


CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

	

	
	
	

	
	
	2011
	2010

	
	NOTE
	RMB’000
	RMB’000

	
	
	
	

	
	
	
	

	Profit for the year
	
	77,970
	106,808

	
	
	
	

	Other comprehensive (expense) income:
	
	
	

	  Exchange differences arising on translation of a foreign operation
	
	(864)
	(924)

	  Fair value loss arising on available-for-sale investments 
	
	(22,574)
	(42,432)

	Reclassification adjustments for the cumulative gains included in profit or loss upon disposal of available-for-sale investments
	
	-
	(54)

	Income tax relating to components of other comprehensive income
	
	3,386
	6,373

	
	
	
	

	Other comprehensive expense for the year, net of tax
	
	(20,052)
	(37,037)

	
	
	
	

	Total comprehensive income for the year
	
	57,918
	69,771

	
	
	
	

	Total comprehensive income attributable to:

	Owners of the Company
	
	54,625
	64,585

	Non-controlling interests
	
	3,293
	5,186

	
	
	
	

	
	
	57,918
	69,771


CONSOLIDATED STATEMENT OF FINANCIAL POSITION
	
	NOTES
	2011
	2010

	
	
	RMB’000
	RMB’000

	
	
	
	

	Non-current assets
	
	
	

	Property, plant and equipment
	
	1,065,521
	1,007,323

	Construction in progress
	
	363,330
	120,261

	Prepaid lease payments on land use rights
	
	217,022
	222,703

	Investment properties
	
	37,142
	35,707

	Interest in an associate
	
	21,761
	16,620

	Available-for-sale investments
	
	136,072
	158,646

	Deferred tax assets
	
	16,588
	3,418

	Prepayments for acquisition of land use rights
	
	31,787
	9,652

	
	
	
	

	
	
	1,889,223
	1,574,330

	
	
	
	

	Current assets
	
	
	

	Inventories
	
	423,789
	401,543

	Trade and other receivables

	9
	389,356
	375,963

	Prepaid lease payments on land use rights
	
	5,711
	5,741

	Amounts due from fellow subsidiaries
	
	6,600
	37

	Tax recoverable
	
	3,504
	1,289

	Pledged bank deposits
	
	31,263
	35,980

	Bank balances and cash
	
	267,966
	368,070

	
	
	
	

	
	
	1,128,189
	1,188,623

	Assets classified as held for sale
	
	-
	9,646

	
	
	
	

	
	
	1,128,189
	1,198,269

	
	
	
	

	Current liabilities
	
	
	

	Trade and other payables
	10
	485,119
	490,302

	Dividend payables
	
	15,111
	13,612

	Amounts due to fellow subsidiaries
	
	2,835
	6,087

	Amount due to an associate
	
	61
	2

	Tax payable
	
	608
	3,061

	Borrowings
	
	475,147
	200,000

	
	
	
	

	
	
	978,881
	713,064

	Liabilities associated with assets
	
	
	

	classified as held for sale
	
	-
	1,166

	
	
	
	

	
	
	978,881
	714,230

	
	
	
	

	Net current assets
	
	149,308
	484,039

	
	
	
	

	Total assets less current liabilities
	
	2,038,531
	2,058,369

	
	
	
	


	Capital and reserves
	
	
	

	Share capital
	
	457,313
	457,313

	Reserves
	
	1,246,949
	1,206,043

	Proposed final dividend
	
	13,719
	22,866

	
	
	
	

	Equity attributable to owners of the Company
	
	1,717,981
	1,686,222

	Non-controlling interests
	
	39,807
	38,010

	
	
	
	

	Total equity
	
	1,757,788
	1,724,232

	
	
	
	

	Non-current liabilities
	
	
	

	Deferred tax liabilities
	
	5,570
	2,871

	Borrowings
	
	213,321
	275,528

	Deferred income
	
	61,852
	55,738

	
	
	
	

	
	
	280,743
	334,137

	
	
	
	

	
	
	2,038,531
	2,058,369


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 HKFRSs

In the current year, the Company has applied the following new and revised standards, amendments and interpretations (“INTs”) (herein collectively referred to as “new and revised HKFRSs”) issued by the Hong Kong Institute of Certified Public Accountants (the “HKICPA”).

	HKFRSs (Amendments)
	Improvements to HKFRSs issued in 2011 except for the amendments to HKFRS 3 (as revised in 2008), HKFRS 7, HKAS 1 and HKAS 28

	HKFRS 1 (Amendment)
	Limited Exemption from Comparative HKFRS 7 Disclosures for First-time Adopters

	HKAS 24 (Revised)
	Related Party Disclosures

	Hong Kong Accounting Standard (“HKAS”) 32 (Amendment)
	Classification of Rights Issues

	HK(IFRIC)-INT 14 (Amendment)
	Prepayments of a Minimum Funding Requirement

	HK(IFRIC)-INT 19
	Extinguishing Financial Liabilities with Equity Instruments


HKAS 24 Related Party Disclosures (as revised in 2009)

HKAS 24 Related Party Disclosures (as revised in 2009) modifies the definition of a related party and simplifies disclosures for government-related entities.

The disclosure exemptions introduced in HKAS 24 (as revised in 2009) will affect the Group because the Group is a government-related entity. As the Group had no significant operating transactions with other government-related entities, the revised standards have no material impact on the Group’s presentation.
The application of the other new and revised HKFRSs had no material effect on the consolidated financial statements of the Group for the current or prior accounting periods.

The Group has not early applied the following new and revised standards, amendments or interpretations that have been issued but are not yet effective.

	HKFRS 1 (Amendment)
	Severe Hyperinflation and Removal of Fixed Dates for First-time Adopters1

	HKFRS 7 (Amendment)
	Financial Instruments: Disclosures – Transfers of Financial Assets1

	HKFRS 7 (Amendment)
	Disclosures – Offsetting Financial Assets and Financial Liabilities4

	HKFRS 7 (Amendment)
	Mandatory Effective Date of HKFRS 9 and Transition Disclosures6

	HKFRS 9
	Financial Instruments6

	HKFRS 10
	Consolidated Financial Statements4

	HKFRS 11
	Joint Arrangements4

	HKFRS 12
	Disclosure of Interests in Other Entities4

	HKFRS 13
	Fair Value Measurement4

	HKAS 1 (Amendment)
	Presentation of Items of Other Comprehensive Income3

	HKAS 12 (Amendment)
	Deferred Tax: Recovery of Underlying Assets2

	HKAS 19 (Revised)
	Employee Benefits4

	HKAS 27 (Revised)
	Separate Financial Statements4

	HKAS 28 (Revised)
	Investments in Associates and Joint Ventures4

	HKAS 32 (Amendment)
	Offsetting Financial Assets and Financial Liabilities5

	HK(IFRIC)-INT 20
	Stripping Costs in the Production Phase of a Surface Mine4


1 
 Effective for annual periods beginning on or after 1 July 2011.
2 
 Effective for annual periods beginning on or after 1 January 2012.

3  Effective for annual periods beginning on or after 1 July 2012.
4  Effective for annual periods beginning on or after 1 January 2013.
5  Effective for annual periods beginning on or after 1 January 2014.
6  Effective for annual periods beginning on or after 1 January 2015.
HKFRS 9 Financial Instruments
HKFRS 9 Financial Instruments issued in November 2009 and amended in October 2010 introduces new requirements for the classification and measurement of financial assets and financial liabilities and for derecognition.

· HKFRS 9 requires all recognised financial assets that are within the scope of HKAS 39 Financial Instruments: Recognition and Measurement to be 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 accounting 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.
· The most significant effect of HKFRS 9 regarding the classification and measurement of financial liabilities relates to the accounting for changes in fair value of a financial liability (designated as at fair value through profit or loss) attributable to changes in the credit risk of that liability. Specifically, under HKFRS 9, for financial liabilities that are designated as at fair value through profit or loss, 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 recognised 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 attributable to a financial liability's credit risk are not subsequently reclassified to profit or loss. Previously, under HKAS 39, the entire amount of the change in the fair value of the financial liability designated as at fair value through profit or loss was recognised in profit or loss.

HKFRS 9 is effective for annual periods beginning on or after 1 January 2013, with earlier application permitted.

The directors anticipate that HKFRS 9 that will be adopted in the Group's consolidated financial statements for the annual period beginning 1 January 2013 and that the application of the new standard will have a significant impact on amounts reported in respect of the Groups’ financial assets and financial liabilities. However, it is not practicable to provide a reasonable estimate of that effect until a detailed review has been completed.
Amendments to HKAS 1 Presentation of Items of Other Comprehensive Income
The amendments to HKAS 1 retain the option to present profit or loss and other comprehensive income in either a single statement or in two separate but consecutive statements. However, the amendments to HKAS 1 require additional disclosures to be made in 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 to HKAS 1 are effective for annual periods beginning on or after 1 July 2012. The presentation of items of other comprehensive income will be modified accordingly when the amendments are applied in the future accounting periods.
Other than disclosed above, the directors of the Company anticipate that the application of the other new and revised standards, amendments or interpretations will 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 2011
	
	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
	1,491,589
	553,395
	734,364
	138,512
	-
	2,917,860

	Inter-segment sales
	11,077
	346,344
	58,129
	275,781
	(691,331)
	-

	
	
	
	
	
	
	

	Total 
	1,502,666
	899,739
	792,493
	414,293
	(691,331)
	2,917,860

	
	
	
	
	
	
	

	Segment profit 
	112,741
	17,220
	(39,034)
	10,208
	
	101,135

	
	
	
	
	
	
	

	Unallocated income
	
	
	
	
	
	50,440

	Unallocated expenses
	
	
	
	
	
	(37,346)

	Finance costs
	
	
	
	
	
	(28,098)

	Share of profit of an associate
	
	
	
	
	
	5,141

	
	
	
	
	
	
	

	Profit before tax 
	
	
	
	
	
	91,272

	
	
	
	
	
	
	


For the year ended 31 December 2010
	
	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
	1,312,077
	510,628
	686,481
	80,261
	-
	2,589,447

	Inter-segment sales
	5,672
	377,020
	95,704
	243,403
	(721,799)
	-

	
	
	
	
	
	
	

	Total 
	1,317,749
	887,648
	782,185
	323,664
	(721,799)
	2,589,447

	
	
	
	
	
	
	

	Segment profit 
	117,404
	20,277
	7,831
	7,716
	
	153,228

	
	
	
	
	
	
	

	Unallocated income 
	
	
	
	
	
	27,509

	Unallocated expenses
	
	
	
	
	
	(37,875)

	Finance costs
	
	
	
	
	
	(19,155)

	Share of profit of an associate
	
	
	
	
	
	5,260

	
	
	
	
	
	
	

	Profit before tax 
	
	
	
	
	
	128,967


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, other gains and losses, 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 2011
	
	Bulk pharmaceuticals
	Preparations
	Commerce circulations
	Chemical and other products
	Total

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

	
	
	
	
	
	

	Segment assets
	1,300,312
	483,372
	182,817
	536,615
	2,503,116

	Unallocated corporate assets
	
	
	
	
	514,296

	
	
	
	
	
	

	Consolidated assets
	
	
	
	
	3,017,412

	
	
	
	
	
	

	Segment liabilities
	239,103
	91,332
	71,113
	86,467
	488,015

	Unallocated corporate liabilities 
	
	
	
	
	771,609

	
	
	
	
	
	

	Consolidated liabilities
	
	
	
	
	1,259,624


At 31 December 2010
	
	Bulk pharmaceuticals
	Preparations
	Commerce circulations
	Chemical and other products
	Total

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

	
	
	
	
	
	

	Segment assets
	1,244,040
	428,056
	128,777
	342,350
	2,143,223

	Unallocated corporate assets
	
	
	
	
	629,376

	
	
	
	
	
	

	Consolidated assets
	
	
	
	
	2,772,599

	
	
	
	
	
	

	Segment liabilities
	268,651
	106,826
	44,901
	76,013
	496,391

	Unallocated corporate liabilities 
	
	
	
	
	551,976

	
	
	
	
	
	

	Consolidated liabilities
	
	
	
	
	1,048,367


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, pledged bank deposits, bank balances and cash and assets classified as held for sale. 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 assets classified as held for sale, deferred tax liabilities, 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 2011
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) 
	219,501
	59,302
	1,221
	182,177
	462,201

	Depreciation and amortisation (excluded depreciation for investment properties)
	83,975
	22,490
	1,280
	23,725
	131,470

	Impairment losses recognised in respect of  trade and other receivables 
	419
	20,555
	30,629
	78
	51,681

	Reversal of impairment loss on trade and other receivables
	-
	-
	(216)
	-
	(216)

	Reversal of allowance for inventories
	(6,789)
	(1,973)
	(126)
	(2)
	(8,890)

	Write-down of inventories
	1,072
	767
	702
	2,899
	5,440

	
	
	
	
	
	


Note:  Non-current assets excluded financial instruments, investment properties, deferred tax assets and interest in an associate. Depreciation and amortisation excluded depreciation for investment properties.

For the year ended 31 December 2011
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
	-
	21,761
	-
	-
	21,761

	Interest income
	1,592
	401
	94
	119
	2,206

	Loss on disposal of property, plant and equipment
	(5,706)
	(1,598)
	(25)
	(4,016)
	(11,345)

	Finance costs
	(21,779)
	(6,133)
	(181)
	(5)
	(28,098)

	Income tax (expense) credit
	(9,819)
	605
	3,820
	(7,908)
	(13,302)


For the year ended 31 December 2010
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) 
	91,706
	31,864
	465
	89,057
	213,092

	Depreciation and amortisation (excluded depreciation for investment properties)
	81,059
	27,337
	1,272
	13,787
	123,455

	Reversal of impairment loss on trade and  other receivables
	(657)
	(34)
	-
	-
	(691)

	Bad debts recover of trade receivables
	(6)
	(52)
	(62)
	-
	(120)

	Impairment losses recognised in respect of  trade and other receivables
	138
	89
	1,330
	45
	1,602

	Impairment losses recognised in respect of  amounts due from fellow subsidiaries
	12,474
	-
	-
	-
	12,474

	Write-down of inventories
	6,311
	2,593
	-
	1
	8,905

	
	
	
	
	
	


Note:  Non-current assets excluded financial instruments, investment properties, deferred tax assets and interest in an associate. Depreciation and amortisation excluded depreciation for investment properties.
For the year ended 31 December 2010
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
	-
	16,620
	-
	-
	16,620

	Interest income
	1,662
	690
	197
	     82 
	2,631

	Loss on disposal of property, plant and equipment
	(9,598)
	(3,423)
	(7)
	(2)
	(13,030)

	Finance costs
	(14,015)
	(5,062)
	(77)
	(1)
	(19,155)

	Income tax expense
	(13,469)
	(3,367)
	(3,074)
	(2,249)
	(22,159)


Geographical information

The Group’s customers are mainly located in the PRC, Europe, America and other countries. 

	
	Revenues from external customers

	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	PRC
	1,838,173
	1,701,754

	Europe
	410,081
	319,414

	America
	507,721
	439,800

	Others
	161,885
	128,479

	
	
	

	
	2,917,860
	2,589,447


Over 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. In 2010 and 2011, the Group had no single customer contributed 10% or more of the Group’s revenue and therefore no significant concentration of source of income from a particular customer.

4.    FINANCE COSTS
	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	Interest on:
	
	

	- Bank loans wholly repayable within 5 years
	26,714
	16,486

	·  Government loans not wholly repayable within 5 years
	1,205
	1,112

	
	
	

	
	27,919
	17,598

	Discount charges on bank acceptance notes
	179
	1,557

	
	
	

	
	28,098
	19,155


5.    INCOME TAX EXPENSE

	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	PRC enterprise income tax
	
	

	   - Current
	19,719
	24,886

	   - Under-provision in prior years
	668
	-

	
	
	

	
	20,387
	24,886

	
	
	

	  Deferred tax
	(7,085)
	(2,727)

	
	
	

	
	13,302
	22,159


Under the Law of the PRC on Enterprise Income Tax (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 three-year period commencing from 1 January 2008 to 31 December 2010.  The accreditation has been extended for three years in 2011 and the Company is entitled to the preferential tax rate of 15% for a three-year period commencing from 1 January 2011 to 31 December 2013.

Pursuant to the relevant laws and regulations in the PRC, two subsidiaries operating in the PRC are entitled to exemption from the PRC income tax in the first two years from the first profit-making year, followed by a 50% reduction of the PRC income tax for the next three years.  
The tax charge for the year can be reconciled to the profit before tax per the consolidated income statement as follows: 
	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	Profit before tax 
	91,272
	128,967

	
	
	

	Tax at the domestic income tax rate of 25% (2010: 25%)
	22,818
	32,242

	Effect of preferential tax rate in the PRC
	(8,354)
	(7,282)

	Effect of tax exemption granted to PRC subsidiaries
	(827)
	(969)

	Tax effect of share of profits of associates
	(771)
	(789)

	Tax effect of income not taxable for tax purpose
	(285)
	(1,236)

	Tax effect of expenses not deductible for tax purposes
	805
	97

	Tax effect of additional allowance (Note)
	(1,272)
	(1,793)

	Tax effect of tax losses not recognised
	43
	-

	Tax effect of deductible temporary differences not recognised
	492
	2,025

	Utilisation of tax losses previously not recognised  
	(15)
	(136)

	Under-provision in prior years
	668
	-

	
	
	

	Tax charge for the year
	13,302
	22,159


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):
	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	Depreciation for property, plant and equipment
	125,759
	117,597

	Depreciation for investment properties
	3,257
	2,688

	Amortisation of prepaid lease payments on land use rights
	5,711
	5,741

	Amortisation of technical know-how (included in administrative expenses)
	-
	117

	
	
	

	Total depreciation and amortisation
	134,727
	126,143

	
	
	

	Auditor’s remuneration
	1,199
	1,138

	Research and development costs recognised as an expense
	34,492
	17,368

	Operating lease rentals on land and buildings
	936
	882


	
	
	

	Impairment losses recognised in respect of financial assets
	
	

	· trade and other receivables (Note 9)
	51,681
	1,602

	· amounts due from fellow subsidiaries 
	-
	12,474

	
	
	

	
	51,681
	14,076

	
	
	

	Impairment loss on assets classified as held for sale 
	-
	3,987

	Reversal of allowance for inventories (included in cost of sales)
	(8,890)
	-

	Write-down of inventories (included in cost of sales)
	5,440
	8,905

	Staff costs (excluding directors’ and supervisors’ emoluments) 
	252,157
	238,510

	Cost of inventories recognised as an expense
	2,369,697
	2,108,507


7.    DIVIDENDS
	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	Dividends recognised as distribution during the year
	
	

	- 2010 final dividend: RMB0.05 (2010 : 2009 final dividend RMB0.05) per share 
	22,866
	22,866


For the year ended 31 December 2011, final dividend of RMB0.03 (2010: RMB0.05) per share (approximately HK$0.0368 (2010: HK$0.0590) 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 RMB74,375,000 (2010: RMB101,299,000) and based on the weighted average number of 457,312,830 (2010: 457,312,830) shares in issue during the year.

Basic earnings per share and diluted earnings per share for two years ended 31 December 2011 and 2010 are the same as there were no dilutive events existed during both years.
9.     TRADE AND OTHER RECEIVABLES
	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	Trade and bills receivables
	393,531
	308,235

	Less : Allowance for doubtful debts of trade receivables
	(53,328)
	(1,979)

	
	
	

	
	340,203
	306,256

	
	
	

	Other receivables, deposits and prepayments
	58,397
	78,835

	Less : Allowance for doubtful debts of other receivables
	(9,244)
	(9,128)

	
	
	

	
	49,153
	69,707

	
	
	

	Total trade and other receivables
	389,356
	375,963


As at 31 December 2011, included in the trade receivables of approximately RMB107,959,000 (2010: RMB80,819,000) and approximately RMB1,826,000 (2010: Nil) is denominated in United States Dollars (“USD”) and Great Britain Pound (“GBP”) respectively.

The Group’s revenue from export sales is on letter of credit or documents against payment.  The credit period is agreed upon 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 of trade and bills receivables presented based on the invoice date at the end of the reporting period.
	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	Within one year
	335,408
	303,310

	More than one year but less than two years
	3,212
	2,601

	More than two years but less than three years
	1,583
	319

	Over three years
	-
	26

	
	
	

	
	340,203
	306,256


Included in the Group's trade and bills receivable balance are debtors with aggregate carrying amount of approximately RMB39,684,000 (2010: RMB4,764,000) which are past due as at the reporting date for which the Group has not provided for impairment loss. The Group does not hold any collateral over the balances. 
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. 76% (2010: 98%) 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
	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	Within one year
	38,193
	2,723

	More than one year but less than two years
	1,343
	1,817

	More than two years but less than three years
	148
	212

	More than three years
	-
	12

	
	
	

	Total
	39,684
	4,764


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
	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	At 1 January
	1,979
	7,603

	Impairment losses reversed
	-
	(691)

	Impairment losses recognised
	51,349
	312

	Amounts written off as uncollectable
	-
	(5,245)

	
	
	

	At 31 December
	53,328
	1,979


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 RMB53,328,000 (2010: RMB1,979,000) which in severe financial difficulties. The Group does not hold any collateral over these balances.
Movements in the allowance for doubtful debts of other receivables

	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	At 1 January
	9,128
	7,838

	Impairment losses reversed
	(216)
	-

	Impairment losses recognised 
	332
	1,290

	
	
	

	At 31 December
	9,244
	9,128


Included in the allowance for doubtful debts are individually impaired other receivables with an aggregate balance of approximately RMB9,244,000 (2010: RMB9,128,000) which in severe financial difficulties. The Group does not hold any collateral over these balances.
During the year ended 31 December 2011, the Group recorded compensation income of approximately RMB7,907,000. At the end of the reporting period, the balance had not been settled and included in other receivables in the consolidated statement of financial position. 
10.    TRADE AND OTHER PAYABLES

	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	Trade payables
	355,211
	326,913

	Other payables and accrued charges
	129,908
	163,389

	
	
	

	
	485,119
	490,302


The following is an aged analysis of trade payables presented based on the invoice date at the end of the reporting period. 
	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	Within one year
	346,815
	311,497

	More than one year but less than two years
	3,986
	6,048

	More than two years but less than three years
	601
	3,630

	Over three years

	3,809
	5,738

	
	
	

	
	355,211
	326,913


The average credit period on purchases of goods is approximately 45 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 in 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 as follows:

	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	SXPGC:
	
	

	- Payment of annual trademark licence fee (note 1)
	1,100
	1,100

	- Rental expense
	500
	500

	
	
	

	Fellow subsidiaries :
	
	

	- Sale of water, electricity, steam and waste materials
	10,667
	10,824

	- Sale of bulk pharmaceuticals and chemical products
	29,057
	-

	- Purchase of raw materials
	52,696
	64,408

	- Design fee income
	116
	5

	   - Impairment losses on amounts due from fellow subsidiaries
	-
	12,474

	
	
	

	Associates :
	
	

	- Sale of water, electricity, steam and waste materials
	447
	656

	- Purchase of raw materials
	276
	29

	
	
	

	Non-controlling interest shareholders :
	
	

	- Sale of bulk pharmaceuticals and chemical raw materials
	157,367
	130,031

	- Purchase of chemical raw materials
	447
	838


Notes :

1. 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.  During the year ended 31 December 2011, the annual fee paid by the Group amounting RMB1,100,000  (2010: RMB1,100,000).

2. 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 2011, 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 2011, the ultimate holding company provides guarantee to the Group amounted to RMB230,000,000 (2010: RMB230,000,000). 

(c)
Compensation of key management personnel

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

	
	2011
	2010

	
	RMB’000
	RMB’000

	
	
	

	Short-term benefits
	2,566
	5,058

	Post-employment benefits
	242
	239

	
	
	

	
	2,808
	5,297


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
23 March 2012, Zibo, PRC
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