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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）
2012 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 2012. 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
	2012

RMB’000
	2011
  RMB’000

	2010
RMB’000

	Revenue
	2,932,116
	2,917,860
	2,589,447 

	Profit before tax
	33,515
	91,272
	128,967 

	Income tax expense 
	(8,499)
	(13,302)
	(22,159)

	Profit for the year
	25,016
	77,970
	106,808 

	Non-controlling interests
	2,599
	3,595
	5,509 

	Profit attributable to owners of the Company
	22,417
	74,375
	101,299 


Consolidated Statement of Financial Position
	Item
	2012
RMB’000
	2011

RMB’000
	2010 

RMB’000

	Total assets
	3,639,490
	3,017,412
	2,772,599 

	Total liabilities
	(1,855,699)
	(1,259,624)
	(1,048,367)

	Non-controlling interests
	(39,701)
	(39,807)
	(38,010)

	Equity attributable to owners of the Company
	1,744,090
	1,717,981
	1,686,222 


(ii) Prepared in accordance with PRC accounting standards (Audited)
 Principal Financial Data
	Item
	2012
  RMB

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

	Total operating income
	2,971,519,619.90
	     2,937,528,055.33 
	1.16
	2,614,233,634.62

	Operating profit
	(18,705,181.33)
	71,927,673.11
	(126.01)
	131,701,950.29

	Profit before taxation
	34,981,068.98
	93,211,526.67
	(62.47)
	125,128,440.97

	Profit attributable to the equity holders of the Company
	23,663,577.96
	76,023,665.57
	(68.87)
	97,256,602.75

	Profit attributable to the equity holders of the Company after extraordinary loss
	(20,394,764.53)
	54,823,601.21
	(137.20)
	102,314,847.16

	Net cash flow from operating activities
	37,817,990.39
	97,083,018.85
	(61.05)
	173,000,248.75

	Item
	As at 31 December 2012

RMB
	As at 31 December 2011

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

RMB

	Total assets  
	3,628,270,364.03
	3,004,190,190.68
	20.77
	2,739,564,533.49

	Total liabilities
	1,851,281,249.01
	1,254,451,169.37
	47.58
	1,025,030,560.11

	Total equity attributable to equity holders of the Company
	1,737,287,914.32
	1,709,932,330.07
	1.60
	1,676,523,546.19

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


Principal Financial Indicators

	Item
	2012
RMB
	2011
RMB
	Change as compared to the last year (%)
	2010
RMB

	Basic earnings per share
	0.05
	0.17
	(70.59)
	0.21

	Diluted earnings per share
	0.05
	0.17
	(70.59)
	0.21

	Basic earnings per share after extraordinary loss
	(0.04)
	0.12
	(133.33)
	0.22

	Return on equity of weighted average（%）
	1.38
	4.46
	Decreased by 3.08 points
	5.81

	Return on equity of weighted average after extraordinary loss（%）
	(1.19)
	3.22
	Decreased by 4.41 points
	6.11

	Net cash flow from operating activities per share
	0.08
	0.21
	(61.90)
	0.38

	Item
	As at 31 December 

2012
RMB
	As at 31 December
2011
RMB
	Change as compared to the end of last year (%)
	As at 31 December 2010
RMB

	Net assets per share attributable to equity holders of the Company
	3.80
	3.74
	1.60
	3.67

	Asset-liability ratio (%)
	51.02
	41.76
	Increased by 9.26 points
	37.42


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

	
	Profit attributable to owners of the Company

RMB
	Net assets

RMB

	
	2012
	2011
	As at 31 December 2012
	As at 1 January 2012

	Prepared under HKGAAP
	22,417,000.00
	74,375,000.00
	1,744,090,000.00
	1,717,981,000.00

	Prepared under PRC accounting standards
	23,663,577.96
	76,023,665.57
	1,737,287,914.32
	1,709,932,330.07

	HKGAAP adjustments:

	Deferred taxation
	221,422.04
	292,334.43
	(1,199,914.32)
	(1,420,330.07)

	Provision for education fund
	(1,468,000.00)
	(1,941,000.00)
	8,002,000.00
	9,469,000.00

	Others
	-
	-
	-
	-

	HKGAAP adjustments total
	(1,246,577.96)
	(1,648,665.57)
	6,802,085.68
	8,048,669.93


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 2012, the balance of education expenses was RMB8,002,000.00 under the PRC accounting standards, and the education expenses were RMB1,468,000.00 for 2012;

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 RMB1,199,914.32 and the deferred income tax of the current period being RMB221,422.04.

II.
DIVIDENDS

The Board has announced and proposed a final dividend for the year ended 31 December 2012 of RMB0.01 per share in the Company (the “Share”) (approximately HK$0.0125 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 2012. In respect of the book closure period of the proposed dividend, please see the announcement dated 22 March 2013 headed 2012 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 2012 was approximately RMB3,628,270,000, increased by approximately RMB624,080,000 or 20.77%, as compared with the figure of approximately RMB3,004,190,000 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 2012 was approximately RMB422,144,000, increased by approximately RMB122,915,000, as compared with the figure of approximately RMB299,229,000 at the beginning of the year. The increase in cash was mainly due to the increase of loans.
Total equity attributable to the shareholders of the Company as at 31 December 2012 was approximately RMB1,737,288,000, increased by approximately RMB27,356,000 or 1.60%, as compared with the figure of approximately RMB1,709,932,000 at the beginning of the year. This increase was mainly attributable to the increase of profits this year.

The total liabilities of the Group as at 31 December 2012 were approximately RMB1,851,281,000, representing an increase of approximately RMB596,830,000 or 47.58%, as compared with the figure of approximately RMB1,254,451,000 at the beginning of the year. The increase was mainly attributable to 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 for the year of 2012 and net profit attributable to the Company’s shareholders for 2012 amounted to approximately RMB18,705,000 and approximately RMB23,664,000 respectively, representing relatively large decreases as compared with those of the previous year. The decreases were mainly attributable to a downturn in both the domestic and foreign demand for the leading products of the Company's bulk drugs, the sale of preparation products has been under the impact of, among other things, the medical reform, the tendering result and the limitation imposed on the use of antibiotic. The chemical product market in which the Company’s subsidiary operates is highly competitive and has experienced decline in both demand and prices. The amount of interest expenses increased due to increased borrowings by the Company for the purposes of ensuring usual production and operation of the Company and funding the relocation of the Company.

The Group’s net increase in cash and cash equivalents for the year of 2012 was approximately RMB107,579,000. The increase was mainly attributable to the increase of loans.
Analysis under HKGAAP

As at 31 December 2012, the current ratio and the quick ratio of the Group was 130.41% and 83.22% 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 861.57% and 528.16% 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 2012, the total amount of outstanding loans was approximately RMB1,211,017,000. As at 31 December 2012, cash on hand and in bank of the Group amounted to approximately RMB422,144,000 (including bank acceptance drafts deposits of approximately RMB37,500,000). 
As at 31 December 2012, 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 RMB68,113,000. The Group pledged accounts receivable US$10,123,000 to a bank for a loan of US$10,000,000. 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.
In 2012, the Group acquired 100% equity interest of Shandong Tianda Biological Pharmaceutical Company Limited held by its original shareholders at a consideration of approximately RMB22,000,000. After the acquisition, it was renamed as the Xinhua Pharmaceutical (Gaomi) Company Limited and was added into the 2012 scope of consolidated financial statements of the Company.
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 2012, the number of staff employed by the Group was 6,066, and the total amount of salaries and wages for 2012 was approximately RMB228,698,000.

The debt-to-capital ratio of the Group was 69.44% (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 2012, the revenue from the Group’s exports was approximately US$175,179,000, 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 2012, the Group encountered great difficulties in its development. In response, the Group took proactive measures against adverse factors such as weak demand for pharmaceutical products both at home and abroad, and a dampened chemical industry market, and successfully ensured a healthy production and operation through focusing on technological progress, vigorously developing new markets, endeavoring to reduce purchase costs, strengthening risk management and accelerating project construction. 
1. Emphasis on marketing with focus on market development for key and strategic products
Active efforts were made in development of pharmaceutical market both at home and abroad. Through strengthening the strategic partnership with world renowned pharmaceutical companies, we saw a rapid growth in the export of major bulk pharmaceuticals including caffeine and ibuprofen. As such, we maintained as one of the top five players in China in terms of bulk pharmaceuticals export. Upon passing the on-site audit of the Medicines and Healthcare Products Regulatory Agency (“MHRA”) of the United Kingdom, the amount of preparation products exported to the European Union grew substantially. Accordingly, we became one of the first batch of fifteen Chinese entities being “Pioneers in Preparation Products Internationalization Among China’s Pharmaceutical Companies” (中國醫藥企業製劑國際化先導企業), and was honored as one of the top ten players in terms of preparations export in China. 
Meanwhile, we took advantage of our in-house production of bulk pharmaceuticals to expand the sales of preparation products in China. Through adopting the “differentiated focusing” strategy, we achieved rapid growth in sales of new products such as ShuTaiDe(舒泰得) and JieNing(介寧). 
We grasped market opportunities to reduce purchase costs, with a decrease in purchase cost of RMB51.14 million in 2012. 
2. Emphasis on technological renovation with focus on industrialization of research and development outcomes 
We devoted more resources in research and development and actively established strategic partnerships with scientific research academies and institutions at home and abroad to build research and development platforms, thus forming multi-layer and multi-pattern research and development approaches for new medicines.   
Currently, we have 10 new products which had been reported to the pharmaceutical product assessment center of the State Food and Drug Administration. We are in the process of submitting relevant registration materials for 6 new products. In addition, we have 15 items at the mid-scale trial production stage, and 31 items having completed the laboratory research work. We have 8 new products including the DC pellet Ibuprofen (DC顆粒布洛芬) actively engaged in the production implementation whereas 15 new products including Ibuprofen Capsules (布洛芬緩釋膠囊) have completed trial production or production on-site inspection. 
We successfully implemented 21 scientific and technological outcomes which enabled us to save raw material cost of RMB8.85 million. 
During the year, we were granted 7 invention patents and 3 new utility model patents. The Company was upgraded by the Patent Bureau of Shangdong Province to have the highest three-star rating with the tile of “China Patent Shandong Star Enterprise”(中國專利山東明星企業). 
3. Emphasis on park construction with focus on scientific project planning 
The new headquarter building in the High Technology Industrial Development Zone was put into formal use and the new research center is about to be put into use. 
The salicylic acid and aspirin projects in Hutian Park were successfully put into production at the first attempt, and passed the GMP certification. Meanwhile, the aspirin project was granted the EU COS certificate. In addition, we have completed construction for the multi-functional industrialization center, which are receiving the presences of a batch of new products. Plant construction has been completed for the “5A”(“五安”系列產品) series products (i.e. Analgin, Aminopyrine, Isopropylantipyrine, Antipyrine and Analgin magnesium), for which equipment installations are under progress. 
The production capacity expansion projects at Shouguang park have been completed one after another and are put into production in succession. 
Relocations of Calcium Polycarbophil, Trimethoprim and Barbitone have been completed in tandem, and they have passed GMP certification smoothly. 

4. Emphasis on corporate management to tamp the growth foundations 
We increased efforts in risk management and control and revised a number of risk management rules. 
We kept enhancing quality management. The workshop for solid preparations smoothly passed the review of MHRA, while the liquid preparations workshop (水針製劑車間) and various relocated products passed the new GMP certification. Analgin and Trimethoprim products were granted new CEP certificates. Amlodipine besylate received the DMF registration number from FDA of the USA. In addition, the Company smoothly passed over 100 cases of quality audits made by customers and completed 12 quality breakthroughs. 
During the year, we devoted more resources in environmental protection, which made emissions of COD and ammonia nitrogen drop respectively by 6.96% and 3.01% year on year. We implemented over 20 energy conservation projects, leading to a year on year drop of 4.09% in the energy consumption per RMB10,000 production value.  

V.
Prospects

There is no significant improvement in the market demand in 2013 so far, and the market competition remains intense for bulk pharmaceuticals. As affected by the bidding system and price cuts for essential drugs, the marketing of preparation products will experience great difficulties. As our relocation and reconstruction project reaches its critical stage, a large amount of capital is required for construction. We also face great pressure in respect of environmental protection.
2013 is a critical year for the Group’s implementation of the “12th Five-Year” plan. It is also the 70th anniversary of the Company. The Group will focus on the following tasks:  

1. Grasp opportunities for marketing 
We will aggressively push ahead with the internationalization strategy to ensure continuing growth in export of major bulk pharmaceuticals. Taking the opportunity that the solid preparation workshop has successfully completed its capacity expansion and reconstruction and obtained the recognition by the MHRA of Britain, we will strive for a rapid growth in export of preparation products. We will strengthen direct communication with international clients through our subsidiaries in the US and Europe to maintain our international markets and further increase our international market share. 
By fully leveraging on the multi-function industrialization center, we will increase efforts in developing the domestic market for featured bulk pharmaceuticals, with an aim to fostering new profit drivers. 
We will proceed with our marketing strategy of extensive preparation products, and formulate proper marketing strategy through the “one strategy for one product” approach for key products. We will increase efforts in marketing of new products and work practically on drugs bidding, so as to further enlarge our market share. 

The Group will strengthen the hierarchy management of and cooperation with suppliers and further reduce the number of exclusive suppliers. We seek to further reduce procurement costs through improving and standardizing the procurement management measures. 

2. Broaden thoughts for scientific progress
We will speed up the development of new products. The Company  is about to obtain the production approval for the calcium polycarbophil (聚卡波菲鈣), a specific medicine for constipation, and is striving for the approval for another four new medicines this year. 
We will further increase investment in research and development, and make full use of existing research and development platform to strengthen cooperation with both local and overseas research and development institutions. In specific, we will strive for registration of eight new products, obtaining of eight patent pending numbers, completion of mid-scale trial productions for nine projects, completion of laboratory research for eight projects, and  prepare for another 16 new projects At the same time, we will actively conduct biopharmacy research , so as to cater for the long term development of the Company . 

3. Strengthen execution with focus on fundamental management 
Great efforts will be put in improvement and optimization of production process, and strengthening of quality control. We will continue to promote the application of the “four new technologies”, and strictly control various expenses in overhaul, environmental protection, energy and power as well as period expense to continuously reduce production cost and enhance competitiveness. 
We will enhance the management and control over significant matters of our subsidiaries and provide more resources support to them, so as to improve the management standard and growth momentum of our subsidiaries. 

4. Push ahead with scientific development with focus on industrial park construction 
We will ensure the production relocation of the aspirin production line be completed as scheduled, and the technological renovation for the “5A” products series to be completed smoothly, for which we will strive for a successful commissioning at the first attempt. 
The Group will further improve the bidding system for equipment purchase and project construction, and duly carry out subsequent audit and assessment to guarantee the project quality and lower construction costs. 
5. Exercise strict control over expenses with focus on risk control  
Centralized capital management will be implemented and strict restrictions on capital approval authority and process for capital approval will be put in place. With strengthened budget management, we will ensure various non-production expenditures be controlled within the budget. 
We will enhance risk management to properly control account receivables. Meanwhile, we will determine the quotas for various funds occupation to reduce funds occupation. 
Through taking active measures against the operating difficulties, the Group managed to ensure a healthy production and operation in 2012. 2013 is a critical year for the Group to proceed with the “12th Five-Year” plan, the Group will as always carry forward the reform and renovation spirit, and strive to achieve various production and operation tasks, thus giving a salute to the 70th anniversary of the Company. 

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 2012, the number of staff employed by the Group was 6,066 , and the total amount of their salaries and wages for the year 2012 was approximately RMB228,698,000.

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

During the year ended 31 December 2012, 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
	2012
 RMB’000
	2011 
RMB’000

	With holding company and its subsidiaries
	
	

	—Sale of water, electricity, steam and waste materials
	11,973
	10,667

	—Sale of bulk pharmaceuticals and chemical raw materials
	63,141
	29,057

	— Purchase of raw materials

	72,744
	52,696

	— Payment of annual trademark licence fee
	7,500
	1,100

	—Acquisition of land use rights
	8,399
	-　

	Total of transactions approved in general meeting
	         163,757 
	93,520

	—Design fees income
	66
	116

	—Rental expenses
	500
	500

	Others total
	566
	616

	With ultimate holding company 
	
	

	—Interest expenses of loan
	29,150
	-

	—Underwriting expenses of loan
	1,500
	-

	Total
	30,650
	-

	With associates
	
	

	—Purchase of raw materials
	1,076
	276

	—Sale of water, electricity and steam
	377
	447

	Total
	1,453
	723

	With minority shareholders
	
	

	— Sale of bulk pharmaceuticals and chemical raw materials
	137,816
	157,367

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

	Total
	137,816
	157,814

	Grand total 
	334,242
	252,673


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 2011 and 2012 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 2013 at the annual general meeting for the year 2012 to be held in 2013.

Corporate Governance Code 

The Directors (including the independent non-executive Directors) are of the opinion that for the year ended 31 December 2012, 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 practices of 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 2012, the Group acquired 100% equity interest of Shandong Tianda Biological Pharmaceutical Company Limited held by its original shareholders at a consideration of approximately RMB22,000,000. After the acquisition, it was renamed as the Xinhua Pharmaceutical (Gaomi) Company Limited and was added into the 2012 scope of consolidated financial statements of the Company.

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

A special resolution in respect of the amendments to Article 147 of the Articles of Association was passed at the Extraordinary General Meeting of the Company held on 28 December 2012.

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 2011, the unaudited 1st quarterly financial statements for 2012, the unaudited interim statements for 2012 and the unaudited 3rd quarterly financial statements for 2012.
The audit committee convened a meeting on 21 March 2013 to review the 2012 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 2012 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 2012 (AUDITED)   Unit: RMB
	Item
	2012
	2011

	
	Consolidated 
	The Company
	Consolidated
	The Company

	1.Total operating income
	2,971,519,619.90
	1,752,796,478.56
	2,937,528,055.33
	1,805,458,124.22

	  Includes: Operating income
	2,971,519,619.90
	1,752,796,478.56
	2,937,528,055.33
	1,805,458,124.22

	2.Total operating costs
	2,996,016,283.80
	1,725,454,400.94
	2,874,617,794.85
	1,749,515,071.83

	  Includes: Operating cost
	2,447,201,083.03
	1,453,204,111.04
	2,391,580,913.17
	1,533,694,893.06

	      Taxes and surcharges
	15,429,035.69
	9,305,384.52
	13,158,975.16
	9,000,247.70

	        Selling expenses
	239,897,943.29
	29,066,464.92
	199,663,018.57
	22,897,050.70

	        Administrative 

expenses
	215,688,194.67
	171,459,300.11
	176,046,032.51
	145,042,121.62

	        Financial expenses
	60,254,240.00
	59,629,956.92
	37,268,918.23
	36,971,658.53

	     Assets Impairment loss
	17,545,787.12
	2,789,183.43
	56,899,937.21
	1,909,100.22

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

	     Investment gain or loss
	5,791,482.57
	9,254,512.71
	9,017,412.63
	10,509,738.64

	    Includes: Investment gain or loss from related ventures and joint ventures
	3,202,592.71
	3,202,592.71
	5,140,685.08
	5,140,685.08

	3. Operating profit
	(18,705,181.33)
	36,596,590.33
	71,927,673.11
	66,452,791.03

	  Add: Non-operating income
	66,954,709.06
	37,760,293.44
	32,370,741.31
	26,378,632.29

	  Less: Non-operating cost
	13,268,458.75
	10,231,507.92
	11,086,887.75
	7,352,654.85

	  Includes: Loss from the disposal of non-current assets
	6,807,412.80
	6,714,600.83
	3,910,059.76
	3,858,833.73

	4. Profit before taxation
	34,981,068.98
	64,125,375.85
	93,211,526.67
	85,478,768.47

	   Less: Income tax expense
	8,718,849.87
	8,237,041.93
	13,592,585.92
	11,247,672.85

	5. Profit after taxation
	26,262,219.11
	55,888,333.92
	79,618,940.75
	74,231,095.62

	  Includes: Profit attributable to the equity holders of the Company
	23,663,577.96
	-
	76,023,665.57
	-

	        Minority interest
	2,598,641.15
	-
	3,595,275.18
	-

	6. Earnings per share
	
	
	
	

	  1) Basic earnings per share
	0.05
	0.12
	0.17
	0.16

	  2) Diluted earnings per share
	0.05
	0.12
	0.17
	0.16

	7.Other comprehensive income
	17,527,259.50
	17,196,207.20
	(20,051,251.32)
	(19,188,362.40)

	8. Total comprehensive income
	43,789,478.61
	73,084,541.12
	59,567,689.43
	55,042,733.22

	  Includes: Total comprehensive income attributable to the equity holders of the Company
	41,074,969.15
	-
	56,274,425.38
	-

	     Total comprehensive income attributable to minority interest
	2,714,509.46
	-
	3,293,264.05
	-


Financial Notes:
1. During this reporting period, Xinhua Pharmaceutical (Gaomi) Company Limited was included in the scope of consolidated financial statements of the Company.
2.
financial statements AND NOTES PREPARED UNDER HKGAAP
CONSOLIDATED INCOME STATEMENT
	
	NOTES
	2012
	2011

	
	
	RMB’000
	RMB’000

	
	
	
	

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

	Cost of sales
	
	(2,427,711)
	(2,369,697)

	
	
	
	

	Gross profit
	
	504,405
	548,163

	
	
	
	

	Investment income
	
	5,592
	4,105

	Other income
	
	66,465
	46,335

	Other expenses
	
	(15,341)
	(34,658)

	Distribution and selling expenses
	
	(239,897)
	(214,103)

	Administrative expenses
	
	(231,907)
	(235,613)

	Finance costs
	4
	(59,004)
	(28,098)

	Share of profit of an associate
	
	3,202
	5,141

	
	
	
	

	Profit before tax
	
	33,515
	91,272

	Income tax expense
	5
	(8,499)
	(13,302)

	
	
	
	

	Profit for the year
	6
	25,016
	77,970

	
	
	
	

	Profit for the year attributable to:
	
	
	

	Owners of the Company
	
	22,417
	74,375

	Non-controlling interests
	
	2,599
	3,595

	
	
	
	

	
	
	25,016
	77,970

	
	
	
	

	Earnings per share – basic and diluted
	8
	RMB0.049
	RMB0.163


CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

	
	
	2012
	2011

	
	
	RMB’000
	RMB’000

	
	
	
	

	
	
	
	

	Profit for the year
	
	25,016
	77,970

	
	
	
	

	Other comprehensive income (expense):
	
	
	

	Exchange differences arising on translation of a foreign operation
	
	330
	(864)

	Fair value gain (loss) arising on available-for-sale investments 
	
	20,231
	(22,574)

	Income tax relating to components of other  comprehensive income
	
	(3,035)
	3,386

	
	
	
	

	Other comprehensive income (expense) for the year, net of tax
	
	17,526
	(20,052)

	
	
	
	

	Total comprehensive income for the year
	
	42,542
	57,918

	
	
	
	

	Total comprehensive income attributable to:

	Owners of the Company
	
	39,828
	54,625

	Non-controlling interests
	
	2,714
	3,293

	
	
	
	

	
	
	42,542
	57,918


CONSOLIDATED STATEMENT OF FINANCIAL POSITION

	
	NOTES
	2012
	2011

	
	
	RMB’000
	RMB’000

	
	
	
	

	Non-current assets
	
	
	

	Technical knowhow
	
	14,686
	-

	Property, plant and equipment
	
	1,426,187
	1,065,521

	Construction in progress
	
	273,977
	363,330

	Prepaid lease payments on land use rights
	
	235,658
	217,022

	Investment properties
	
	68,906
	37,142

	Interest in an associate
	
	24,963
	21,761

	Available-for-sale investments
	
	156,303
	136,072

	Deferred tax assets
	
	19,168
	16,588

	Goodwill
	
	2,716
	-

	Prepayments for acquisition of land use rights
	
	63,555
	31,787

	
	
	
	

	
	
	2,286,119
	1,889,223

	Current assets
	
	
	

	Inventories 
	
	489,673
	423,789

	Trade and other receivables
	9
	428,468
	389,356

	Prepaid lease payments on land use rights
	
	5,840
	5,711

	Amounts due from fellow subsidiaries
	
	3,971
	6,600

	Tax recoverable
	
	3,275
	3,504

	Restricted bank balances
	
	46,600
	31,263

	Bank balances and cash
	
	375,544
	267,966

	
	
	
	

	
	
	1,353,371
	1,128,189

	Current liabilities
	
	
	

	Trade and other payables
	10
	522,747
	485,119

	Dividend payables
	
	5,311
	15,111

	Amounts due to fellow subsidiaries
	
	1,484 
	2,835

	Amount due to an associate
	
	514
	61

	Amount due to ultimate holding company
	
	13,500
	-

	Tax payable
	
	883
	608

	Borrowings 
	
	493,370
	475,147

	
	
	
	

	
	
	1,037,809
	978,881

	
	
	
	

	Net current assets
	
	315,562
	149,308

	
	
	
	

	Total assets less current liabilities
	
	2,601,681
	2,038,531


	
	
	2012
	2011

	
	
	RMB’000
	RMB’000

	
	
	
	

	Capital and reserves
	
	
	

	Share capital
	
	457,313
	457,313

	Reserves
	
	1,282,204
	1,246,949

	Proposed final dividend
	
	4,573
	13,719

	
	
	
	

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

	Non-controlling interests
	
	39,701
	39,807

	
	
	
	

	Total equity
	
	1,783,791
	1,757,788

	
	
	
	

	Non-current liabilities
	
	
	

	Deferred tax liabilities
	
	12,331
	5,570

	Loan from ultimate holding company
	
	496,500
	-

	Borrowings
	
	221,147
	213,321

	Deferred income
	
	87,912
	61,852

	
	
	
	

	
	
	817,890
	280,743

	
	
	
	

	
	
	2,601,681
	2,038,531


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”) / CHANGES IN ACCOUNTING POLICIES
In the current year, the Group has applied the following new and revised HKFRSs issued by the Hong Kong Institute of Certified Public Accountants (the “HKICPA”). 

	Amendments to HKFRS 1 
	First-time Adoption of Hong Kong Financial Reporting Standards – Severe Hyperinflation and Removal of Fixed Dates for First-time Adopters 

	Amendments to Hong Kong Accounting Standard (“HKAS”) 12 
	Deferred Tax: Recovery of Underlying Assets

	Amendments to HKFRS 7 
	Financial Instruments: Disclosures – Transfers of Financial Assets


The application of the above amendments to HKFRSs has had no material impact on the Group’s financial performance and position for the current and prior years and/or the disclosures set out in these consolidated financial statements.

Changes in accounting policies

During the year, the Group has changed its accounting policy relating to its property, plant and equipment as follow.

Prior to the change, the Group used to measure its property, plant and equipment using the revaluation model. The management of the Group considers that measuring property, plant and equipment at cost model provides more relevant information about the Group’s financial performance and is consistent with the Group’s accounting policies under the General Acceptable Accounting Policies. As a result, the Group has decided to state it at cost, less any accumulated depreciation and accumulated impairment losses. 
There is no effect of this voluntary change in accounting policy on the amounts reported in the consolidated financial statements for the current and prior years as there had been no material difference between the fair value and carrying value under cost model of the property, plant and equipment at each date of revaluations made after recognition of the assets.
The Group has not early applied the following new and revised standards, amendments and interpretations that have been issued but are not yet effective.

	HKFRSs (Amendments)
	Annual Improvements 2009-2011 Cycle1

	HKFRS 1 (Amendments)
	Government loans1

	Amendments to HKFRS 7 
	Disclosures – Offsetting Financial Assets and Financial Liabilities1

	Amendments to HKFRS 9 and HKFRS 7
	Mandatory Effective Date of HKFRS 9 and Transition Disclosures2

	Amendments to HKFRS 10, HKFRS 11 and HKFRS 12
	Consolidated Financial Statements, Joint Arrangements and Disclosure of Interests in Other Entities: Transition Guidance1

	Amendments to HKFRS 10, HKFRS 12 and HKAS 27
	Investment Entities4

	HKFRS 9
	Financial Instruments2

	HKFRS 10
	Consolidated Financial Statements1

	HKFRS 11
	Joint Arrangement1

	HKFRS 12
	Disclosures of Interests in Other Entities1

	HKFRS 13
	Fair Value Measurement1

	HKAS 19 (as revised in 2011)
	Employee Benefits1 

	HKAS 27 (as revised in 2011)
	Separate Financial Statements1

	HKAS 28 (as revised in 2011)
	Investments in Associate and Joint Ventures1

	Amendments to HKAS 1 
	Presentation of Items of Other Comprehensive Income3

	Amendments to HKAS 32 
	Offsetting Financial Assets and Financial Liabilities4

	HK(IFRIC) – Int 20
	Stripping Costs in the Production Phase of a Surface Mine1

	
	


1 
Effective for annual periods beginning on or after 1 January 2013.

2 
Effective for annual periods beginning on or after 1 January 2015.
3 
Effective for annual periods beginning on or after 1 July 2012.
4 
Effective for annual periods beginning on or after 1 January 2014.
Annul improvements to HKFRSs 2009-2011 Cycle issued in June 2012

The Annual Improvements to HKFRSs 2009 – 2011 Cycle include a number of amendments to various HKFRSs. The amendments are effective for annual periods beginning on or after 1 January 2013. Amendments to HKFRSs include the amendments to HKAS 16 Property, Plant and Equipment and the amendments to HKAS 32 Financial Instruments: Presentation.

The amendments to HKAS 16 clarify that spare parts, stand-by equipment and servicing equipment should be classified as property, plant and equipment when they meet the definition of property, plant and equipment in HKAS 16 and as inventory otherwise. The directors do not anticipate that the application of the amendments will have a material effect on the Group’s consolidated financial statements

The amendments to HKAS 32 clarify that income tax on distributions to holders of an equity instrument and transaction costs of an equity transaction should be accounted for in accordance with HKAS 12 Income Taxes. The directors anticipate that the amendments to HKAS 32 will have no effect on the Group’s consolidated financial statements.

Amendments to HKAS 32 Offsetting Financial Assets and Financial Liabilities

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

The amendments to HKAS 32 clarify existing application issues relating to the offset of financial assets and financial liabilities requirements. Specifically, the amendments clarify the meaning of “currently has a legally enforceable right of set-off” and “simultaneous realisation and settlement”.

The amendments to HKFRS 7 require entities to disclose information about rights of offset and related arrangements (such as collateral posting requirements) for financial instruments under an enforceable master netting agreement or similar arrangement.

The amendments to HKFRS 7 are effective for annual periods beginning on or after 1 January 2013 and interim periods within those annual periods. The disclosures should also be provided retrospectively for all comparative periods. However, the amendments to HKAS 32 are not effective until annual periods beginning on or after 1 January 2014, with retrospective application required. 
The directors anticipate that the application of these amendments to HKAS 32 and HKFRS 7 may result in more disclosures being made with regard to offsetting financial assets and financial liabilities in the future.

HKFRS 9 Financial Instruments
HKFRS 9 Financial Instruments issued in November 2009 and amended in October 2011 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 presentation of 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 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 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 2015, with earlier application permitted.

The directors of the Company anticipate that HKFRS 9 that will be adopted in the Group’s consolidated financial statements for the annual period beginning 1 January 2015 and that the application of the new standard will have no significant impact on amounts reported in respect of the Group‘s financial assets and financial liabilities.

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

In June 2011, a package of five standards on consolidation, joint arrangements, associates and disclosures was issued, including HKFRS 10, HKFRS 11, HKFRS 12, HKAS 27 (as revised in 2011) and HKAS 28 (as revised in 2011). 

Key requirements of these five standards are described below.

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 includes a new definition of control that contains three elements: (a) power over an investee, (b) exposure, or rights, to variable returns from its involvement with the investee, and (c) the ability to use its power over the investee to affect the amount of the investor’s returns. Extensive guidance has been added in HKFRS 10 to deal with complex scenarios.

HKFRS 11 replaces HKAS 31 “Interests in Joint Ventures” and HK (SIC)-Int 13 “Jointly Controlled Entities – Non-Monetary Contributions by Venturers”. HKFRS 11 deals with how a joint arrangement of which two or more parties have joint control should be classified. Under HKFRS 11, joint arrangements are classified as joint operations or joint ventures, depending on the rights and obligations of the parties to the arrangements. In contrast, under HKAS 31, there are three types of joint arrangements: jointly controlled entities, jointly controlled assets and jointly controlled operations. In addition, joint ventures under HKFRS 11 are required to be accounted for using the equity method of accounting, whereas jointly controlled entities under HKAS 31 can be accounted for using the equity method of accounting or proportionate accounting. 

HKFRS 12 is a disclosure standard and is applicable to entities that have interests in subsidiaries, joint arrangements, associates and/or unconsolidated structured entities. In general, the disclosure requirements in HKFRS 12 are more extensive than those in the current standards.

In July 2012, the amendments to HKFRS 10, HKFRS 11 and HKFRS 12 were issued to clarify certain transitional guidance on the application of these five HKFRSs for the first time.
These five standards, together with the amendments relating to the transitional guidance, are effective for annual periods beginning on or after 1 January 2013 with earlier application permitted provided that all of these standards are applied at the same time. 
The directors of the Company do not anticipate that the application of these five standards will have significant impact on the amounts reported in the consolidated financial statements under the current group structure. The directors of the Company will reassess the impact on 1 January 2013.
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 anticipate that the application of the amendments will have no effect on the Group as the Company is not an investment entity.

HKFRS 13 Fair Value Measurement
HKFRS 13 establishes a single source of guidance for fair value measurements and disclosures about fair value measurements. The Standard defines fair value, establishes a framework for measuring fair value, and requires disclosures about fair value measurements. The scope of HKFRS 13 is broad; it applies 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 in specified circumstances. In general, the disclosure requirements in HKFRS 13 are more extensive than those in the current standards. For example, quantitative and qualitative disclosures based on the three-level fair value hierarchy currently required for financial instruments only under HKFRS 7 Financial Instruments: Disclosures will be extended by HKFRS 13 to cover all assets and liabilities within its scope.

HKFRS 13 is effective for annual periods beginning on or after 1 January 2013, with earlier application permitted.

The directors anticipate that the application of the new Standard may affect the amounts reported in the consolidated financial statements and result in more extensive disclosures in the consolidated financial statements.
Amendments to HKAS 1 Presentation of Items of Other Comprehensive Income

The amendments to HKAS 1 Presentation of Items of Other Comprehensive Income introduce new terminology for the statement of comprehensive income and income statement. Under the amendments to HKAS 1, a ‘statement of comprehensive income’ is renamed as a ‘statement of profit or loss and other comprehensive income’ and an ‘income statement’ is renamed as a ‘statement of profit or loss’. 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 items of other comprehensive income to be 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 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 future accounting periods.

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 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

	
	
	
	
	
	
	


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 
	136,023
	22,841
	(39,034)
	11,133
	
	  130,963

	
	
	
	
	
	
	

	Unallocated income
	
	
	
	
	
	21,181

	Unallocated expenses
	
	
	
	
	
	(37,915)

	Finance costs
	
	
	
	
	
	(28,098)

	Share of profit of an associate
	
	
	
	
	
	5,141

	
	
	
	
	
	
	

	Profit before tax 
	
	
	
	
	
	91,272


The accounting policies of the reportable segments are the same as the Group’s accounting policies described. Segment profit represents the profit earned by each segment without allocation of investment and other income (excluding 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 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


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


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 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)


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. 
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)


Geographical information

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

	
	Revenues from external customers

	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	PRC
	1,772,779
	1,838,173

	Europe
	496,242
	410,081

	America
	470,377
	507,721

	Others
	192,718
	161,885

	
	
	

	
	2,932,116
	2,917,860


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. During the year ended 31 December 2012 and 2011, 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
	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	Interest on:
	
	

	- Bank loans wholly repayable within 5 years
	28,505
	26,714

	·  Government loans wholly repayable within 5 years
	1,265
	1,205

	·  Loan from ultimate holding company
	30,650
	-

	
	
	

	
	60,420
	27,919

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

	
	
	

	
	57,602
	27,919

	Discount charges on bank acceptance notes
	1,402
	179

	
	
	

	
	59,004
	28,098


5.    INCOME TAX EXPENSE

	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	PRC enterprise income tax
	
	

	   - Current
	9,779
	19,719

	   - Under-provision in prior years
	1,567
	668

	
	
	

	
	11,346
	20,387

	
	
	

	  Deferred tax 
	(2,847)
	(7,085)

	
	
	

	
	8,499
	13,302


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 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. No extension on this tax reduction was granted after 31 December 2012.

Pursuant to the relevant laws and regulations in the PRC, the Group’s subsidiary, Zibo Xinhua-Eastwest Pharmaceutical Company Limited, operating in the PRC is entitled to exemption from the PRC income tax for the two years ended 31 December 2008, followed by a 50% reduction of the PRC income tax for the three years ended 31 December 2011. No extension on this tax reduction was granted after 31 December 2011.
The tax charge for the year can be reconciled to the profit before tax per the consolidated income statement as follows: 
	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	Profit before tax 
	33,515
	91,272

	
	
	

	Tax at the domestic income tax rate of 25% (2011: 25%)
	8,379
	22,818

	Effect of preferential tax rate in the PRC
	(6,005)
	(8,354)

	Effect of tax exemption granted to PRC subsidiaries
	(1,062)
	(827)

	Tax effect of share of profits of an associate
	(480)
	(771)

	Tax effect of income not taxable for tax purpose
	(1,903)
	(285)

	Tax effect of expenses not deductible for tax purpose
	4,706
	805

	Tax effect of additional allowance (Note)
	(1,045)
	(1,272)

	Tax effect of tax losses not recognised
	1,036
	43

	Tax effect of deductible temporary differences not recognised
	3,306
	492

	Utilisation of tax losses previously not recognised  
	-
	(15)

	Under-provision in prior years
	1,567
	668

	
	
	

	Tax charge for the year
	8,499
	13,302


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):
	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	Depreciation for property, plant and equipment
	154,728
	125,759

	Depreciation for investment properties
	4,306
	3,257

	Amortisation of prepaid lease payments on land use rights
	5,840
	5,711

	Amortisation of technical know-how (included in administrative expenses)
	2,260
	-

	
	
	

	Total depreciation and amortisation
	167,134
	134,727

	
	
	

	Auditor’s remuneration
	1,649
	1,199

	Research and development costs recognised as an expense
	30,107
	34,492

	Operating lease rentals on land and buildings
	1,235
	936

	
	
	

	Impairment losses recognised in property, plant and equipment
	98
	-

	
	
	

	Impairment losses recognised in respect of financial assets
	
	

	-trade and other receivables (Note 9)
	9,928
	51,681

	
	
	

	Reversal of allowance for inventories (included in cost of sales)
	(4,807)
	(8,890)

	Write-down of inventories (included in cost of sales)
	7,959
	5,440

	Staff costs (excluding directors’ and supervisors’ emoluments) 
	301,013
	252,157

	Cost of inventories recognised as an expense
	2,427,711
	2,369,697


7.    DIVIDENDS
	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	Dividends recognised as distribution during the year
	
	

	- 2011 final dividend: RMB0.03 (2011 : 2010 final dividend RMB0.05) per share 
	13,719
	22,866


For the year ended 31 December 2012, final dividend of RMB0.01 (2011: RMB0.03) per share (approximately HK$0.0125 (2011: HK$0.0368) 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 RMB22,417,000 (2011: RMB74,375,000) and based on the weighted average number of 457,312,830 (2011: 457,312,830) shares in issue during the year.

Basic earnings per share and diluted earnings per share for two years ended 31 December 2012 and 2011 are the same as there were no dilutive events existed during both years.
9.     TRADE AND OTHER RECEIVABLES
	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	Trade and bills receivables
	403,563
	393,531

	Less : Allowance for doubtful debts of trade receivables
	(63,125)
	(53,328)

	
	
	

	
	340,438
	340,203

	
	
	

	Other receivables, deposits and prepayments
	53,096
	45,127

	VAT recoverable
	14,737
	13,270

	Consideration receivable on disposal of land
	28,987
	-

	Less : Allowance for doubtful debts of other receivables
	(8,790)
	(9,244)

	
	
	

	
	88,030
	49,153

	
	
	

	Total trade and other receivables
	428,468
	389,356


As at 31 December 2012, included in the trade receivables of approximately RMB127,346,000 (2011: RMB107,959,000) and approximately RMB2,071,000 (2011: RMB1,826,000) 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.
	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	Within one year
	333,317
	335,408

	More than one year but within two years
	6,904
	3,212

	More than two years but within three years
	217
	1,583

	
	
	

	
	340,438
	340,203


Included in the Group’s trade and bills receivable balance are debtors with aggregate carrying amount of approximately RMB42,551,000 (2011: RMB39,684,000) 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. 86% (2011: 76%) 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
	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	Within one year
	37,802
	38,193

	More than one year but within than two years
	4,532
	1,343

	More than two years but within than three years
	217
	148

	
	
	

	Total
	42,551
	39,684


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
	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	At 1 January
	53,328
	1,979

	Impairment losses reversed
	(111)
	-

	Impairment losses recognised
	9,908
	51,349

	
	
	

	At 31 December
	63,125
	53,328


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 RMB63,125,000 (2011: RMB53,328,000) 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

	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	At 1 January
	9,244
	9,128

	Impairment losses reversed
	(474)
	(216)

	Impairment loss recognised
	20
	332

	
	
	

	At 31 December
	8,790
	9,244


Included in the allowance for doubtful debts are individually impaired other receivables with an aggregate balance of approximately RMB8,790,000 (2011: RMB9,244,000) which were found to be under 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 31 December 2011, the balance is yet to be settled and is included in other receivables in the consolidated statement of financial position. The balance has been settled during the year ended 31 December 2012. 
As at 31 December 2012, certain secured bank loans were secured by trade and bills receivables of the Group with an aggregate carrying values of approximately RMB62,855,000 (2011: RMB58,837,000).
10.    TRADE AND OTHER PAYABLES

	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	Trade payables
	394,431
	355,211

	Other payables and accrued charges
	52,411
	54,686

	Accrued construction expenses
	75,905
	75,222

	
	
	

	
	522,747
	485,119


The following is an aged analysis of trade payables presented based on the invoice date at the end of the reporting period. 
	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	Within one year
	382,711
	346,815

	More than one year but less than two years
	6,294
	3,986

	More than two years but less than three years
	1,707
	601

	Over three years

	3,719
	3,809

	
	
	

	
	394,431
	355,211


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:

	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	Immediate holding company:
	
	

	SXPGC:
	
	

	- Payment of annual trademark licence fee 
(Note1)
	7,500
	1,100

	- 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
	29,150
	-

	- Share of underwriting expenses of loan from ulitmate holding company
	1,500
	-

	
	
	

	Fellow subsidiaries: 
	
	

	- Sale of water, electricity, steam and waste materials
	11,973
	10,667

	- Sale of bulk pharmaceuticals and chemical products
	63,141
	29,057

	- Purchase of raw materials
	72,744
	52,696

	- Design fee income
	66
	116

	
	
	

	Associate:
	
	

	- Sale of water, electricity and steam
	377
	447

	- Purchase of raw materials
	1,076
	276

	
	
	

	Non-controlling interest shareholders:
	
	

	- Sale of bulk pharmaceuticals and  chemical raw materials
	137,816
	157,367

	- Purchase of chemical raw materials
	-
	447


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.
On 23 March 2012, the Group was entered into the supplemental trademark licence agreement with SXPGC, 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.
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 2012, 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 2012, the ultimate holding company provides guarantee to the Group amounted to RMB90,000,000 (2011: 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:

	
	2012
	2011

	
	RMB’000
	RMB’000

	
	
	

	Short-term benefits
	3,298
	2,566

	Post-employment benefits
	255
	242

	
	
	

	
	3,553
	2,808


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
22 March 2013, Zibo, PRC
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