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OnbehalfoftheboardofdirectorsofLijinInternationalPharmaceutical(Holding)Co.,Ltd.(the“Company”),Iam
pleased to present the annual results of theCompany and its subsidiaries (the“Group”) for the year ended31
December2009.

1. RESULTS AND DIVIDEND PAYMENT

In2009,under themajorbackgroundofglobal financialdifficultiesbroughtbyglobal financial crisis, the
Group was able to overcome the difficulties, seized the opportunities, expanded continuously the scale
of selling dominant and competitive products, increased its market share, accelerated the innovation
of products and technology and reduced operating costs. Hence, the Group’s operation results had
achieved itsbest since its listing,with theGroup’sprofits achieveda significantgrowth.During the year,
the Group’s revenue amounted to HK$1,739,628,000, representing an increase of 9.3% as compared
to last year; theoperatingprofit of theGroup increasedby112.1%as compared to last year, amounted
to HK$280,780,000. Profit attributable to equity holders of the Company increased by 111.6% to
HK$216,095,000ascomparedtolastyear.

TheBoardrecommendedthepaymentofa finaldividendofHK$0.02pershare.Togetherwithan interim
dividendofHK$0.02pershare,totaldividendsfortheyearwereHK$0.04pershare.

2. REVIEW OF OPERATING RESULTS

(1) Product marketing

1. By further optimizing the product and sales structure of intravenous infusion 
solutions, we attained a sustainable increase in market share and profitability

In 2009, sales revenue of PP plastic bottle and non-PVC soft bag infusion solution with
higheraddedvaluerepresentingaratioof71%oftheGroup’stotalsalesrevenueofinfusion
solution, up by 7% over last year. The ratio of soft-package and therapeutic intravenous
infusion product to total sales revenue had continued to increase. In 2009, profit of
infusion solution products accounted for 68% of the Group’s profit. whilst maintaining
and consolidating our high end market of plastic bottle and soft bag infusion solution, a
seriesofproducts likeAmbroxol,AminoAcid,DextranandMannitolwasgradually forming
its own product series through implementing a tailor-made product development and
marketing strategy. with our distinct product features, obvious cost competitive strengths,
themomentumofbrandinfluencekeepsonincreasing.

In2009,whilemaintainingagrowth inour infusionsolutionproduct fordomesticbusiness,
our foreign sales had also achieved satisfactory development. Our 16 categories of product
with 30 types of specifications had successfully registered in 11 countries like Mongolia,
Vietnam, Uzbekistan and Turkmenistan, and our products were sold in nearly 40 countries
andregionsinAsia,AfricaandEuropewithexporttradingvalueofUS$5,880,000.

CHAIRMAN’SSTATEMENT
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2. REVIEW OF OPERATING RESULTS (continued)

(1) Product marketing (continued)

2. Antibiotics preparation product business showed an encouraging surging momentum  

Sales of our leading branded product, Lijunsha, had recorded its best in recent years. Our
strategic introduction of the new 20s Lijunsha tablet specifications in September 2009,
was successfully launched and achieved cash sales of RMB75,420,000 in a short period
of 4 months. Through stringent control and adopting a series of measures, significant
improvement of our 24s Lijunsha tablet was seen after years of serious market pricing
issue, and had ensured the on-going healthy development of this major branded product.
SettlementofaccountsreceivablesonLijunshaamountedtooverRMB500,000,000,agrowth
of10.7%onayear-on-yearbasisandaccountsreceivablesreducedbyRMB57,000,000.

By adopting the “Brand Penetration” and “Conference Marketing” approach and
implemented rapid and aggressive strategies for Paiqi series, we focused ourselves in
maintaining the hospital, clinic and primary community end-user markets. Sales for the
year achieved a breakthrough of over RMB100,000,000 for the first time, with a year-on-
yeargrowthof24.1%,demonstratinga soundmomentum.ThebusinessofCephalosporin,
LimaixianandErythroimycinareoperatingsteadily.

3. Non-antibiotics pharmaceutical products were developing rapidly

Through our impulsive academic promotion, the settlement of accounts receivables on
DobesilatehadexceededRMB65,000,000,ayear-on-yeargrowthof26.3%.SalesofLixiding
was RMB21,820,000, an increase of 29.3% as compared with last year; batch of new key
products like Ambroxol and Gliclazide were forming its economies of scale advantage. The
yearlysettlementofaccountsreceivablesongeneralmedicineswasRMB245,000,000,ayear-
on-yeargrowthof6.5%.OutoftheState’sEssentialDrugListwhichcontains307products,
wehave84productsenlisted.

4. Sales of OTC products were growing rapidly

Especially for the new product “Kehao” which can clear lung, ease cough and relieve
expectoration, its annual sales represented a year-on-year growth of 59%. Annual sales of
weikoujiaVCeffervescenttabletrepresentedayear-on-yeargrowthof102%.Theawareness
and influenceofthenewlaunchproduct,Lijungai,was improvingandwastheonlycalcium
product listed in the purchasing catalogue for sports nutrients of General Administration
of Sport of China. Sales and receivables settlement of other new products of OTC series
showeda relatively rapidgrowingmomentum.well-plannednew influenzadrug“Haogan”
was launched intothemarket inthefourthquarterof2009andsales intrialsellingregions
showedrelativelyencouragingresults.
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2. REVIEW OF OPERATING RESULTS (continued)

(2) New product development

It has always been the strategy of the Group to stress the importance in the research and
development of new products, continuously pushing forward in improving our technology,
techniquesandproducts, andaccelerate the commercializationofnewproducts and technological
achievements.

1. Our corporatequality inspection center andopen-end research anddevelopment center for
newmedicines,establishedinShijiazhuang,wereofficiallyopenandareequippedwithfirst-
class national advanced facilities. The co-construction of the Shaanxi Provincial Innovative
Pharmaceutical Preparation Engineering Technological Center between Xi’an Lijun and The
FourthMilitaryMedicalUniversitywascompleted,creatingbetterlaboratoryenvironmentfor
thedevelopmentofnewmedicinesandnewtechnologyadvancement.

2. During the year, the Group obtained 6 production permits for its new products and 4
national invention patents. The Company received a total project fund of RMB3,700,000
fromthegovernment for thecommercialisationof4newproducts.At thesametime,Xi’an
LijunandShijiazhuangNo.4Pharma,hadbothobtainedthehigh-techenterprisecertification
recognition and shall entitle to enjoy a 15% preferential income tax policy in next three
years.

3. As for Arbidol Hydrochloride Capsules (Enerxin) (the newly approved State Class II new
medicine), it was certified by the State Key Laboratory regarding its efficacy in inhibiting
Influenza A (H1N1) virus with clinically low costs, safe and reliable usability and widely
acknowledgedbymarket.

4. By leveraging on our research and development capability, the Group has also undertaken
the “Eleventh Five-Year” technology support key project subject of “Safety Research Study
on Medicines and Packaging Materials Compatibility” of the State and Hebei Province, and
also Shaanxi Province’s “Eleventh Five-Year” aggressive program of project development of
LingzhihongCapsulewhichcanlowerbloodglucoseandlipidlevel,andtheyareexpectedto
makeabreakthroughin2010.

(3) Brand enhancement

During the 60th anniversary of the founding of the People’s Republic of China in 2009, CCTV
organized with about one hundred nationwide media to select and invite many nationwide
authoritative experts to judge, and “Lijun”, being the only western medicine enterprise in the
countrythatwasawardedasthe“CCTV’s60Brandsin60Years”.TheGroup’s“Shimen”trademark
was recognized as a “Chinese well-known Trademark” by State Administration of Industry and
Commerce,andthis is the firstwell-knowntrademark in infusionsolutions industry in thecountry.
Up tonow, theGroupowns three“Chinesewell-knownTrademarks”: Lijunsha, LijunandShimen.
Lijunsha has been successively awarded “Brand with Highest Recommendation Rate by Chinese
DrugstoreAttendants”forthethirdtimeinarow.Xi’anLijunwasrewarded“2009HealthinChina
- Outstanding Contribution Award” and Shijiazhuang No. 4 Pharma obtained the title of “Credit
EvaluationonChineseEnterprises-AAAGradeCreditEnterprise”.
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3. DEVELOPMENT OUTLOOK

Lookingforwardto2010,themacroeconomicenvironmentremainscriticalandthepharmaceuticalindustry
will still be facing intense competition. However, the continuous increase in government’s contributions
to nationwide medical and public health, and market expansion of pharmaceutical industry due to
new medical reform will also become new opportunities under this reform. The Group will grasp the
opportunitiesandcopewithchallengesasfollows:

(I) Continue to intensify the structural adjustment of products, focus on creating and 
improving the “Three Major Business Segments”, and enhance the Group’s development 
vitality and further ability

1. Consolidating and enhancing “Core Business Segment”

Firstly is the intravenous infusion solution business segment. we further expand
the production scale of intravenous infusion solution business and improve its quality. The
Group will design and set up new production lines of plastic bottle intravenous infusion
solutions according to EU standards, continue to maintain our domestic leading advantage
of quality and efficiency of intravenous infusion solutions products. The Group will reduce
theproductionand salesof conventional infusion solutions andgreatly increase themarket
shareofplasticbottleandsoftbaginfusionsolutionsaswellastherapeuticinfusionsolutions
where these varieties arewith relatively higher added value, achieving sales volumeofover
10 million bottles for each of Mannitol infusion and Metronidazole infusion. At the same
time,with the advantages of using self-produced rawmaterials ofHydroxyethyl Starch, the
Groupwill substantially increase the salesof its infusion variety. The sales volumeofplastic
bottleandsoftbaginfusionsolutionsareplannedto increaseby15%and65%respectively
overlastyear.

Secondly is the antibiotics business segment. we should seize the opportunities of our
leading competitive products Lijunsha inwhich is its problems leftover last yearwerebeing
solved, its increasingmarketprice andgrowing confidenceofour agents.while continuing
toexpandourmarketmanagementandcontrol,payingattention tosecond-tierdistributors
inconductingthorough“yearofend-user”activities,establishingstrongdistributionnetwork
and largeend-usernetwork,wewillstrivetoachieve“bothpriceandvolumeincreases”for
the24s Lijunsha, andendeavour toachieve stablegrowth for24sand20s Lijunsha tablets.
withthesalesrevenueofPaiqiSeriesachievingoverRMB100,000,000,wewilltryourbestto
expanditssalesagaininreachinganotherpeak.wetargetthesalesofcephalosporinpowder
injectiontoincreasesignificantlyduringthisyear,reachingRMB100,000,000ofsalesforthis
antibioticspreparations.
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3. DEVELOPMENT OUTLOOK (continued)

(I) Continue to intensify the structural adjustment of products, focus on creating and 
improving the “Three Major Business Segments”, and enhance the Group’s development 
vitality and further ability (continued)

2. Developing and establishing “fast growth business segment”

Firstly is the cardiovascular and cerebrovascular preparations business segment. The
target sales revenue is RMB100,000,000 for this year. The Group has devoted tremendous
resources to our premier brand in microvascular medicine, “Dobesilate”, in recent years.
while further strengthen our efforts in the development of hospital market, achieve steady
growth insales,wewillexpand intoOTCmarket, toachievestablegrowthfor this“double
span” product. At the same time, the target sales revenue of this product, together with
thatofLixiding,anewhypertensivemedicine,isoverRMB100,000,000fortheyear,forming
anotherscalesalesincardiovascularandcerebrovascularbusinesssegmentintheGroup.

Secondly is the featured new product, OTC and health care product segment. wewill
devote special resources to enable Arbidol Hydrochloride Capsules (Enerxin) being listed in
national recommended medicines for influenza prevention. Haogan influenza drug will be
operated according to the requirements of famous variety and well-known brand, hospital
and drugstores act in concert, reinforce marketing and promotion activities, in order to
be “Top 10 influenza drug brands” in China. Featured new OTC products, namely Kehao
and weikoujia, will be allocated with more resources in conducting various marketing
and promotion activities, aiming at boosting its sales to surpass the RMB10,000,000 mark
for each single product as soon as possible. Top quality health care products, Lijungai
and Shengtai oral solutions, both of them having high-technology patent and intellectual
property right,havebeen listedon thepurchasingcatalogue for sportsnutrientsofGeneral
AdministrationofSportofChina.wewillexplorenewsellingmethodslikesettingupimage
stores plus data base marketing for having more flexibility in marketing and promotion
activities, develop loyal consumer group step by step, and therefore achieving significant
breakthrough in sales volume. Many new products, including oral intake Zijin soft capsules
for improving skin quality, removing speckle and “keeping vitality”, Lingzhihong oral liquid
for liverprotectionand loweringbloodglucose level, andEasyKexin for leadexpellingand
brain protection will be launched into market this year and will become our new growing
products.
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3. DEVELOPMENT OUTLOOK (continued)

(I) Continue to intensify the structural adjustment of products, focus on creating and 
improving the “Three Major Business Segments”, and enhance the Group’s development 
vitality and further ability (continued)

3. Aggressively expanding “basic business segments”

Firstly is the sales of general medicines business segment. wewillaggressivelyexpand
ourgeneralmedicinestoprimaryend-usermarkets,strengththeadvantageforkeyproducts,
tactfully adopt marketing plan for potential products to further expand their sales volume.
By leveragingon theadvantageofmorevarietiesbeing listedonessentialdrug list,wewill
focuson tenderingandsupplementalactivities;andachievenewgrowth in salesvolumeby
simplifiedpackingprovideddirectlytoprimaryend-users.

Secondly is the foreign trade business segment. whiledevelopingdomesticmarketwell,
wewillalsoactivelyexpandourselvesintooverseasmarkets.wewillexpandtheregistrations
of preparations products in foreign countries, widen our export channels in foreign trade,
strengthen the market development in Southeast Asia and Eastern Europe, with the
objective of reaching a breakthrough in gross foreign trade volume of the Group of over
RMB100,000,000.

(II) Accelerating the construction of new projects and research and development of new 
products, driving the change of economic development pattern, achieving sustainable 
development of the Group

1. Byimplementing“Projectdrivenstrategy”topromotetheupgradingoftheGroup’sbusiness.
ShijiazhuangNo.4Pharmaplanstoinvesttheconstructionofanewmodernizedpreparation
plan and supporting logistics center, of which the dual-port soft bag infusion production
projectwillbeaddedtoenrichitsprojectinHebeiProvinceproduction.Itisexpectedthatthe
productionwillbe readyby the fourthquarterof2010,andwewillmanage the settingup
of the pharmaceutical ingredients project in producing an annual capacity of 1,000 tonnes
of Hydroxyethyl Starch 40. Xi‘an Lijun will implement to further expand production in solid
preparation,lyophilizedpowderinjectionandliquidinjectionintimetosolvetheshortageof
productioncapacityintablets,lyophilizedpowderinjectionandliquidinjection.

2. with our research institute , post-doctoral workstation in scientific research, national
technology center and newly-constructed research & development building in Xi’an and
Shijiazhuangfornewmedicines,wewillstrengthenourco-operationwithscientificresearch
institutions, introduce pioneers in scientific technology and post-doctoral research fellows
and establish expert database in science and technology to improve continuously our
capabilitiesinresearchanddevelopment.



9AnnualReport2009

CHAIRMAN’SSTATEMENT



3. DEVELOPMENT OUTLOOK (continued)

（II） Accelerating the construction of new projects and research and development of new 
products, driving the change of economic development pattern, achieving sustainable 
development of the Group (continued)

3. Managing our focus in research and development of new products, accelerate application
and approval processes of key new products, endeavor to obtain the production permits
for its 12 new products, including Compound Metformin Hydrochloride and Glipizide
Tablets, Lingzhihong Capsules, Radix Notoginseng Capsules of Radix Panacis quinquefolii
andCompoundMannitol Injection.At the same time,wewill perfect thedevelopmentand
application of our three core products including Type 1.1 new drug for curing Alzheimer’s
disease, Type 1.5 new drug for anti-influenza and gastric mucosal protection functions
with the objective of achieving innovative breakthrough this year. we will strive to carry
out the application works for the pharmaceutical ingredients of Hydroxyethyl Starch 200,
Hydroxyethyl Starch 130, Arbidol Hydrochloride and Cefixime Orally Disintegrating Tablets,
CetirizineHydrochlorideTablets,andtostrengthenthereservecapacityofnewproductsand
dosageforminoralpreparation,suppositoryandpharmaceuticalingredients.

(III) Proactively arranging and seeking merger and acquisition projects and manage capital 
operation decently to further expand the overall scale and capability of the Group

In the future, the Group will proactively seek merger and acquisition projects to achieve its
developmentexponentially.Theseprojectsareexpectedtooptimizeourproductchains,strengthen
ourmarketingnetworkandenhanceourfocusonkeyproducts.

In general, we have many advantages in products and brands, variety of resources and quality
assurance, huge marketing network and strong research and development capability. In addition,
our operating team has extensive management experience and innovativeness, research and
development and investment of new products, launch and establishment of new projects. All of
thesewillbringpromisingdevelopmentprospectsfortheGroupinthefuture.

4. QUARTERLY REPORTING

In order to enable investors and the public to better appraise the position and business performance of
theGroupintimeandeffectively,wehaveadoptedanewpolicyofannouncingtheunauditedoperational
updatesof theGrouponaquarterlybasis,witheffect from the firstquarterof2010.Anannouncement
which sets out the unaudited operational summary for the Group for the first quarter ended 31 March
2010isexpectedtobepublishedbeforeendofApril2010.

Ingeneral,weareconfidentwithouroperation in2010andbelievewith theutmostdedication throughout the
Group,weareoptimistictodeliverbetterresultsandprovidesatisfactoryreturnstoallinvestors.Onbehalfofthe
Board,Iherebyexpressoursinceregratitudetoourinvestorsandstafffortheirdedicatedsupport.

Wu Qin
Chairman

HongKong,30March2010
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REVENUE

Fortheyearended31December2009,therevenueoftheGroupamountedtoapproximatelyHK$1,739,628,000,
representinganincreaseof9.3%ascomparedwithHK$1,591,028,000inlastyear.Abreakdownoftherevenue
oftheGroupfortheyearended31December2009issetoutasfollows:

2009 2008 Change
HK$’000 % HK$’000 % %

IntravenousInfusionSolution 659,715 37.9 573,583 36.1 15.0

(Including:PPPlasticBottle
Infusion
Solution 268,063 15.4 220,979 13.9 21.3

Non-PVCSoft
BagInfusion
Solution) 154,425 8.9 101,437 6.4 52.2

Antibiotics 717,195 41.2 669,570 42.1 7.1

(Including:Lijunsha 438,155 25.2 427,838 26.9 2.4
Paiqi) 112,201 6.4 90,426 5.7 24.1

Non-antibioticsfinished
medicines 261,704 15.0 236,692 14.9 10.6

(Including:Dobesilate 64,017 3.7 48,268 3.0 32.6
Lixiding 24,762 1.4 19,152 1.2 29.3

Salesofbulkpharmaceuticals 97,833 5.6 109,020 6.8 (10.3)
Others 3,181 0.3 2,163 0.1 47.1     

Total 1,739,628 100 1,591,028 100 9.3
     

INTRAVENOUS INFUSION SOLUTION

The Group’s intravenous infusion solution products were mainly manufactured and sold by Shijiazhuang No. 4
Pharma and there were 3 forms of packing in intravenous infusion products, namely Glasses Bottle, PP Plastic
BottleandNon-PVCSoftBag.

Revenue of Shijiazhuang No. 4 Pharma for the year ended 31 December 2009 was HK$659,715,000 (2008:
HK$573,583,000), representing a growth of 15.0% on a year-to-year basis. Among which, sales of intravenous
infusion solution products contributed HK$600,716,000 (2008: HK$506,855,000), representing a growth of
18.5%onayear-to-yearbasis.Amongwhich,salesofNon-PVCSoftBaginfusionsolutionwasHK$154,425,000,
representing 25.7% of the total sales of intravenous infusion solution and an increase of 52.2% as compared
with last year; salesofPPPlasticBottle infusion solutionwasHK$268,063,000, representing44.6%of the total
salesofintravenousinfusionsolutionandanincreaseof21.3%ascomparedwithlastyear;salesofGlassesBottle
infusionsolutionwasHK$178,228,000,representing29.7%ofthetotalsalesofintravenousinfusionsolutionand
adecreaseof3.4%ascomparedwithlastyear.

MANAGEMENTDISCUSSIONANDANALYSIS
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During the year, the newly constructed production lines of PP Plastic Bottle infusion solution and Non-PVC Soft
Bag infusion solution passed the GMP verification successfully and had duly put into production. At the end of
2009, the annual production capacity of PP Plastic Bottle infusion solution reached 200,000,000 bottles, which
was increasedby33.3%ascomparedwith lastyear;while theannualproductioncapacityofNon-PVCSoftBag
infusionsolutionreached160,000,000bags,whichmarkeda60.0%increaseascomparedwithlastyear.

withtheincreasingdemandinthehighqualityintravenousinfusionsolutionproductsinthePRC,theGroupwill
keepexpanding itsproduction capacity in thePPPlasticBottle infusion solutionandNon-PVCSoftBag infusion
solutionproduction lines. It isbelievedthat the intravenous infusionsolutionbusinesswillbeoneof thegrowth
driversoftheGroupinthecomingyears.

ANTIBIOTICS

In 2009, sales of Lijunsha increased by 2.4% to HK$438,155,000 (2008: HK$427,838,000), sales of Paiqi
increasedby24.1%toHK$112,201,000(2008:HK$90,426,000)andsalesofothersantibioticsfinishedproducts
increased by 10.3% to HK$166,839,000 (2008: HK$151,306,000). Overall sales of antibiotics finished products
increased by 7.1% to HK$717,195,000 (2008: HK$669,570,000). Sales of antibiotics had rebounded from the
bottomofthesecondhalfoflastyear,salesfortheyearincreasedwhencomparedwithlastyearandachievedthe
expectedtarget.

The reliance of the Group’s sales on antibiotics products continued to decrease. Sales proportion of antibiotics
productstototalGroup’ssalesdecreasedfrom42.1%in2008to41.2%in2009andsalesproportionofLijunsha
accountedforonly25.2%ofthetotalGroup’ssalesin2009,comparingto26.9%in2008.

NON-ANTIBIOTICS FINISHED PRODUCTS

Thanks to the expanded sales network in small-to-medium sized cities and rural areas and the contribution of
similar products sales from Shijiazhuang No. 4 Pharma, sales of the Group’s non-antibiotics products increased
by10.6% toHK$261,704,000 (2008:HK$236,692,000).Amongwhich, salesofDobesilate increasedby32.6%
to HK$64,017,000 (2008: HK$48,268,000) and sales of Lixiding increased by 29.3% to HK$24,762,000 (2008:
19,152,000).

SALES OF BULK PHARMACEUTICALS

ExportsalesofbulkpharmaceuticalsamountedtoHK$97,833,000in2009(2008:HK$109,020,000),representing
adecreaseof10.3%,whichwasmainlyduetothespreadofglobalfinancialcrisisanditsintensificationin2009
and pushed both domestic and foreign enterprises to operate under very severe environment, resulting greater
difficultyinpharmaceuticalsexports.

COST OF GOODS SOLD

TheGroup’scostofgoodssoldincreasedby1.9%fromHK$863,496,000fortheyearended31December2008
toHK$880,264,000for theyearended31December2009.Thecostofdirectmaterials,direct labourandother
costs represented approximately 71.1%, 6.1% and 22.8% of the total cost of goods sold respectively for the
year ended 31 December 2009 while their comparative percentage for 2008 were 74.3%, 6.7% and 19.0%
respectively.
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GROSS PROFIT MARGIN

Grossprofitof theGroup in2009amountedtoHK$859,364,000 (2008:HK$727,532,000), representingagross
profit margin of 49.4%, which was increased by 3.7 percentage point comparing to that of last year (45.7%).
Thisismainlyduetomarketintegrationandcontinuousimprovementofbusinessenvironmentwhichenabledthe
Group to achieve sales growth with relatively stable sales prices as well as effective cost control resulting from
enhancedproductionmanagement.

SELLING AND MARKETING COSTS

Fortheyearended31December2009,sellingandmarketingcostsamountedtoapproximatelyHK$424,433,000
(2008:HK$389,091,000),whichmainlyconsistedofadvertisingexpensesofapproximatelyHK$62,906,000(2008:
HK$70,589,000),salescommissionofapproximatelyHK$200,512,000(2008:HK$151,162,000),salariesexpenses
ofsalesandmarketingstaffofapproximatelyHK$53,686,000(2008:HK$55,419,000)andtransportationcostof
approximatelyHK$55,184,000(2008:HK$55,328,000).

The increase of 9.1% in selling and marketing costs in 2009 as compared with that of 2008 was mainly
attributabletotheGroup’sboostupinsalescommissiontopromotesalesoftheGroup.

GENERAL AND ADMINISTRATIVE EXPENSES

General and administrative expenses amounted to approximately HK$175,555,000 (2008: HK$221,817,000)
for the year ended 31 December 2009 which mainly comprised salaries expenses for the administrative staff
of approximately HK$70,193,000 (2008: HK$66,943,000), depreciation and amortisation of approximately
HK$45,415,000 (2008: HK$40,675,000) and office and rental expenses of approximately HK$9,152,000 (2008:
HK$14,676,000).

Thedecreaseof20.9%ingeneralandadministrativeexpensesin2009ascomparedwiththatof2008wasmainly
attributabletotheeffectivecontrolofday-to-dayoperationandadministrativeexpensesbythemanagementand
anone-offexpenseofHK$15,346,000forthegrantofshareoptionstocertaindirectorsandseniormanagement
during2008 (2009:Nil).Also,certainprovisionson inventoriesandreceivablesmade in2008hadbeenreversed
in 2009, such as reversal of inventories of HK$7,311,000 (2008: write off of HK$6,601,000) and reversal of
impairmentofreceivablesofHK$5,479,000(2008:provisionofHK$13,699,000).

OPERATING PROFIT

The Group’s operating profit in 2009 increased by 112.1%, amounted to HK$280,780,000 (2008:
HK$132,404,000) with its operating profit margin (defined as operating profit divided by total sales) increased
from8.3%to16.1%.

FINANCE COSTS

ThefinancecostsfortheyearhasdecreasedtoHK$41,114,000in2009(2008:HK$41,222,000).Duringtheyear,
interest expense on bank borrowings amounted to HK$26,096,000 (2008: HK$27,344,000), finance costs on
discountofbills receivablesamountedtoHK$1,115,000 (2008:HK$6,420,000)andfinancecosts forconvertible
bondsamountedtoHK$13,703,000(2008:HK$13,442,000).



13AnnualReport2009

MANAGEMENTDISCUSSIONANDANALYSIS



INCOME TAX EXPENSE

Both Xi’an Lijun Pharmaceutical Co., Ltd (“Xi’an Lijun”) and Shijiazhuang No. 4 Pharma are entitled to a 50%
reduction intheenterprise incometaxfortheyearsfrom2007to2009.Fortheyearended31December2009,
the income tax expense amounted to HK$24,803,000 (2008: since the over-provision of enterprise income
tax of HK$16,090,000 from 2000 to 2004 has been written back, the overall income tax credit amounted
HK$8,914,000).

Also, Xi’an Lijun and Shijiazhuang No. 4 Pharma had both obtained the high-tech enterprise certification
recognitionduringtheyearandentitledtoenjoya15%preferentialincometaxpolicyfortheyearsfrom2010to
2012.

PROFIT ATTRIBUTABLE TO EQUITY HOLDERS FOR THE YEAR

ProfitattributabletoequityholdersoftheCompanyfortheyearincreasedby111.6%toHK$216,095,000(2008:
HK$102,106,000) while net profit margin (profit attributable to equity holders of the Company for the year
dividedbytotalsales)increasedto12.4%from6.4%in2008.

LIQUIDITY AND FINANCIAL RESOURCES

The Group primarily finances its working capital and other capital requirements by net cash generated from
operating activities and resorts to external financing including both long-term and short-term bank borrowings
fromtimetotimeincasetheoperatingcashflowisinsufficienttomeetthecapitalrequirements.

As at 31 December 2009, the cash and cash equivalents aggregated to HK$184,964,000 (2008:
HK$219,453,000),comprisingHK$7,413,000 (2008:HK$40,510,000)ofcashandcashequivalentsdenominated
in Hong Kong dollars, HK$176,551,000 (2008: HK$176,030,000) in RMB and HK$1,000,000 (2008:
HK$2,913,000)inothercurrencies.

As at 31 December 2009, the Group has pledged bank deposits amounting to HK$8,662,000 (2008:
HK$16,232,000) as guarantee of the bank borrowings, payables for property, plant and equipment and bills
payables.

The carrying amounts of the borrowings (including convertible bonds) amounting to HK$513,968,000 (2008:
HK$723,112,000)asat31December2009,comprisingHK$105,100,000(2008:HK$159,500,000)ofborrowings
denominatedinHongKongdollarsandHK$408,868,000(2008:HK$563,612,000)inRMB.

Gearing ratio (definedasbankborrowingsandconvertiblebonds lesspledgedbankdepositsandcashandcash
equivalents divided by total equity less minority interests) decreased from 35.6% as at 31 December 2008 to
19.7%asat31December2009.

Currentratio(definedascurrentassetsdividedbycurrentliabilities)increasedfrom1.04asat31December2008
to1.20asat31December2009.

FOREIGN EXCHANGE RISK

Majority of the Group’s businesses are operated in the PRC and are denominated in RMB and HK dollar. The
Groupisoftheopinionthatitsexposuretoforeignexchangerateriskislimited.
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PLEDGE OF ASSETS

As at 31 December 2009, the net book amount of the Group’s land use right of HK$64,854,000 (2008:
HK$55,881,000), the net book amount of the Group’s buildings, plant and machineries of HK$356,497,000
(2008:HK$245,190,000)andbankdepositsofHK$8,662,000(2008:HK$16,232,000)werepledgedascollateral
fortheGroup’sbankborrowings,payablesforproperty,plantandequipmentandbillspayables.

CONTINGENT LIABILITIES

Asat31December2009,theGroupdidnothaveanysignificantcontingentliabilities.

EXCHANGE RATE

Asat2009and2008,theexchangeratesofconvertingHK$intoRMB(ascalculatedinHK$)were:

1January2008 0.93638
31December2008 0.88189
31December2009 0.88048
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DIRECTORS

Executive directors

Mr. Wu Qin（吳秦）, aged 57, the chairman of the Company, is responsible for the strategic planning,
business development and overall management of the Group. Mr. wu has been the chairman of Rejoy Group
Limited Liability Company (“Rejoy Group”) since October 1998. He has also been the chairman of Xi’an Lijun
since November 1999. He is also a director of Prime United Industries Limited (“Prime United”), a controlling
shareholder of the Company. Mr. wu was the general manager of Xi’an Lijun. Mr. wu has over 30 years of
experience inthepharmaceutical industry.He isparticularlyexperienced inthebusinessplanning,marketingand
enterprise management for pharmaceutical brands. In addition to setting up a number of unique management
models,hehasalsoachievedgreat success inestablishing the“Lijunsha”brand,which isoneof theprominent
“well-knownTrademark inChina” in thepharmaceutical industry in thePRC.Mr.wugraduated fromtheOpen
University of Hong Kong with a degree of Master in Business Administration in 2002. He was a deputy to the
10thStandingCommitteeoftheNationalPeople’sCongress,andwasawardedtheNationalLabourModelAward
（全國勞動模範）, National May First Labour Medal（全國五一勞動獎章）, International Chinese Commercial
Leaders Award（世界華商領袖功勛獎）, Outstanding Chinese Entrepreneurs Award（中國傑出企業領袖）and
100 Most Innovative Chinese Characters Award（中國改革100新銳人物）. He was also an executive director of
Pharmaceutical Administration Association/China Pharmaceutical Association. He also enjoys special subsidy for
theyear2002grantedbytheStateCouncilofthePRC.He iscurrentlyavicepresidentofShaanxi Industrialand
Economic Federation and Deputy Chairman of the Shaanxi Association of Commerce of the China International
Association of Commerce. He is also a senior economist accredited by The Ministry of Personnel of China, the
Deputy Chairman of Law and Social Order Committee of the Standing Committee of Shaanxi Province People’s
CongressandmemberofStrategies&AdvisoryCommitteeofShaanxiProvince.

Mr. Qu Jiguang（曲繼廣）, aged55,anexecutiveDirector, thevice-chairmanand thechiefexecutiveofficerof
theCompany.Mr.quisresponsibletoleadthemanagementimplementingthebusinessstrategiesoftheGroup.
Mr. qu joined Shijiazhuang No.1 Pharmaceutical Factory (“No. 1 Pharma”) as deputy factory manager in 1995.
He laterbecameadirectorandthevicegeneralmanagerofShijiazhuangPharmaceuticalGroup.FromDecember
2004, Mr. qu has been the chairman of New Orient Investments Limited, a wholly owned subsidiary of the
Company (“New Orient”), the chairman and general manager of Shijiazhuang No. 4 Pharma, a wholly owned
subsidiary of New Orient, the chairman of China Pharmaceutical Company Limited, a controlling shareholder of
the Company (“CPCL”) and the chairman of CMP Group Limited (“CMP”). Mr. qu was an independent non-
executive Director of the Company and was an executive director of China Pharmaceutical Group Limited, a
company listed on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”), from February 2001
to September 2004. Mr. qu graduated from Tianjin Finance College with a postgraduate degree in Finance in
1999.He is also an economist accreditedby TheMinistry of Personnel ofChina.Mr.quhasnearly 30 years of
experience inpharmaceutical industry.He iscurrentlyRepresentativeofHebeiProvincialPeople’sCongress（河北
省人大代表）, Executive Committee Member of All-China Federation of Industry and Commerce（全國工商聯執
委）, Vice-Chairman of China Pharmaceutical Industry Association（中國化學製藥協會副會長）, Vice-Chairman
of Hebei Provincial Federation of Industry and Commerce（河北省工商聯副主席）, Vice-Chairman of Hebei
ProvincialAssociationofEnterprise（河北省企業聯合會副會長）,Vice-ChairmanofHebeiPharmaceuticalIndustry
Association（河北省醫藥行業協會副會長）.

Mr. Xie Yunfeng（謝雲峰）,aged55,anexecutiveDirectorand is responsible for financeandsuppliesofXi’an
Lijun.Mr.Xiehasbeenadirectorand thedeputygeneralmanagerofXi’anLijunsinceNovember1999.Hewas
a director of Rejoy Group from August 1999 to May 2004. Mr. Xie joined the Group since its establishment in
November1999andhasnearly30yearsofexperienceinpharmaceuticalproduction.HeisalsoadirectorofPrime
United.Mr.XiegraduatedfromPartySchooloftheCPCCentralCommitteemajoringinlawin2001.Mr.Xiewas
awardedtheLabourModelofShaanxiProvinceandthesecondsessionofthehonorarytitleofOutstandingYoung
EntrepreneursofXi’anCity.

BIOGRAPHICALDETAILSOFDIRECTORSANDSENIOR
MANAGEMENT
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DIRECTORS (Continued)

Executive directors (Continued)

Mr. Huang Chao（黃朝）, aged 54, an executive Director and is responsible for daily administration and
managementofXi’an Lijun.Mr.HuanghasbeenadirectorofXi’an Lijun sinceNovember1999and is currently
thegeneralmanagerofXi’anLijun.HehadbeenthedeputychairmanofXi’anLijununtilDecember2004andwas
thedeputy chairmanof RejoyGroup fromAugust 1999 to September 2005.Mr.Huang joined theGroup since
its establishment in November 1999 and has over 30 years of experience in pharmaceutical production. He is a
directorofPrimeUnited.Mr.HuanggraduatedfromTheOpenUniversityofHongKongwithadegreeofMaster
inBusinessAdministrationin2002,heisalsoasenioreconomistaccreditedbyTheMinistryofPersonnelofChina.

Ms. Sun Xinglai（孫幸來）, aged53, an executiveDirector and is responsible for public relationof theGroup.
Ms. Sun has been a director of Xi’an Lijun since May 2004. She was the deputy general manager of Xi’an
Lijun during November 1999 to May 2004. Ms. Sun joined the Group since its establishment in 1999. Ms.
Sun was a director of Rejoy Group from May 2004 to September 2005 and the chief executive officer of Xi’an
Rejoy Technology Investment Co. Ltd. (“Rejoy Technology”) from May 2004 to April 2005, and the chairmans
of labour unions of Rejoy Group and Xi’an Lijun. Ms. Sun has been the Chairman of Rejoy Technology since
November2008.Ms.SungraduatedfromTheOpenUniversityofHongKongwithadegreeofMasterinBusiness
Administrationin2002.

Mr. Wang Xianjun（王憲軍）, aged 47, an executive director. Mr. wang has over 20 years’ experience in the
pharmaceutical industry and is responsible for investor relations and public relations affairs of the Group. Mr.
wang joined Shijiazhuang Pharmaceutical Group in 1987 and became the deputy chief engineer in 1989 and a
directorin1993.Mr.wangwastheexecutivedirectorandvice-chairmanofChinaPharmaceuticalGroupLimited,
acompanywhosesharesarelistedontheMainBoardoftheStockExchange,fromMay1994toDecember2002.
Mr. wang was also an independent non-executive director of Greater China Holding Limited from July 2002 to
August2005,acompanywhosesharesarelistedontheMainBoardoftheStockExchange.Mr.wanggraduated
fromBeijingChemical EngineeringCollegewithaMaster’sdegree inEngineering in1987.He joined theGroup
in July 2004 and was the deputy general manager of Xi’an Lijun from July 2004 to December 2004. He was
appointedasgeneralmanageroftheCompanyinDecember2004.

Mr. Duan Wei（段偉）,aged52,anexecutiveDirectorandisresponsibleforsalesandhumanresourcesfunctions
of ShijiazhuangNo.4PharmaceuticalCo., Ltd..He joinedNo.1 Pharmaas a supervisor inMarch1984andwas
laterpromotedasthesupervisorofShijiazhuangPharmaceuticalGroup.Mr.Duanhasbeenanexecutivedirector
andthevicegeneralmanagerofShijiazhuangNo.4PharmasinceMarch1999andhehasalsobeenanexecutive
directorofNewOrient,CPCLandCMP.Mr.DuangraduatedfromHebeiCentralRadioandTVUniversity（河北廣
播電視大學）andhasampleexperiencesinsalesmanagement.

Ms. Zhang Guifu（張桂馥）, aged 50, an executive Director and is responsible for the finance functions of
ShijiazhangNo.4PharmaceuticalCo.,Ltd..Ms.Zhang joinedHebeiYuanzhengPharmaceuticalCompanyLimited
（河北遠征藥業有限公司）asthefinancemanagerin1991.ShehasbeenthefinancemanagerofShijiazhuangNo.
4PharmasinceAugust2001andanexecutivedirectorofShijiazhuangNo.4PharmasinceDecember2001.She
has alsobeen an executivedirector ofNewOrient,CPCL andCMP.Ms. Zhanggraduated fromHebei Economic
ManagementCollege（河北經濟管理幹部學院）andhasover27yearsofexperienceinfinancialcontrol.
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Executive directors (Continued)

Mr. Bao Leyuan（包樂源）,aged52,anexecutiveDirectorand iscurrentlyadirectorofXi’anRejoyGroupCo.,
Ltd.,Xi’anLijunFangyuanPharmaceuticalCo., Ltd.andShaanxi LijunModernTraditionalChineseMedicineCo.,
Ltd..Mr.BaojoinedXi’anLijunPharmaceuticalCo.,Ltd.,asubsidiaryoftheCompany,asavicechiefaccountant
since1999,responsiblefortheassetmanagementfunctionsoftheGroup.Mr.BaohasbeentheChairmanofthe
SupervisoryBoardofRejoyTechnologysinceNovember2008.Mr.BaograduatedfromXi’anRadioandTelevision
Universityin1986.HeisalsoanaccountantinChinaandhasampleexperienceinfinancialmanagement.

Ms. Gao Shuping（高淑平）, aged 49, an executive Director and is currently a director of New Orient
InvestmentsLimited,adirectwholly-ownedsubsidiaryof theCompanyandadirectorandvicegeneralmanager
ofShijiazhuangNo.4PharmaceuticalCo.,Ltd.,an indirectwholly-ownedsubsidiaryoftheCompany.Ms.Gao is
responsible for implementation of infrastructure projects and land and property management of the Company.
Ms. Gao joined Shijiazhuang No. 4 Pharmaceutical Factory in August 1982 and has been the chief officer of
technology department, assistant chief engineer and vice general manager. Ms. Gao has been the manager of
quality department of Shijiazhuang Pharmaceutical Group Co., Ltd. from January 1998 to January 2002. Ms.
Gao took up the post of vice general manager of Shijiazhuang No. 4 Pharmaceutical Co., Ltd. from January
2002 to December 2004. Afterwards, she served as a director and vice general manager of Shijiazhuang No.
4 Pharmaceutical Co., Ltd. from December 2004. Ms. Gao has been engaging in the quality management of
pharmaceutical production and the technological transformation of pharmaceutical facilities for a long time,
and has accumulated profound theoretical and practical experience. Ms. Gao graduated from Hebei Institute
of Chemical Technology with a bachelor’s degree majored in Chemical Technology. She is a senior engineer
accreditedbyTheMinistryofPersonnelofthePeople’sRepublicofChina,andisapracticingpharmacist.

Non-executive director

Mr. Liu Zhiyong（劉志勇）, aged 39, a non-executive Director. He joined China National Technical Import and
ExportCorporationas a financepersonnel in1992andbecame thedeputymanagingdirector andanexecutive
director of CNTIC Group International Finance Limited in May 1998. Mr. Liu took up the post of the managing
directorofGenertecHongKongInternationalCapitalLimitedinJuly2003.Mr.LiuisadirectorofVictoryRainbow
InvestmentLimited,asubstantialshareholderoftheCompany.Mr.LiugraduatedfromRenminUniversityofChina
withabachelor’sdegree inAccounting in1992,obtainedadegreeofMaster inBusinessAdministrationofThe
HongKongUniversityofScienceandTechnologyin2006.HeisamemberofCICPA.
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Independent non-executive directors

Mr. Wang Yibing（王亦兵）, aged 47, an independent non-executive Director. He graduated from Shenyang
PharmaceuticalUniversity,majoredinpharmacy（瀋陽藥科大學藥學）.Heiscurrentlytheexecutivevice-president
of Hebei Province Pharmaceutical Industrial Chamber of Commerce（河北省醫藥行業協會）. Mr wang joined
Heibei Provincial Pharmaceutical Research Centre（河北省藥物研究所）in July 1983 and became supervisor in
research centreofpharmacodynamics, research centreofpreparations, thepharmaceutical factory and scientific
research management centre successively. In 1991, Mr. wang joined the General Economics Division of Hebei
Provincial Administration of Medicine（河北省醫藥管理局綜合經濟處）as vice supervisor and was promoted to
supervisorandthedeputydirectorsuccessively.FromApril2000toJuly2005,hewastheDirectorofDivisionof
DrugRegistrationandDivisionofDrugSafetyandInspectionofHebeiFoodandDrugAdministration（河北省食品
藥品監督管理局藥品註冊處，藥品安全監管處）.Mr.wangpossessesabout25yearsexperienceinpharmaceutical
research, production and industry regulation, is familiar with pharmaceutical laws and regulations and drug
inspectionprocedures.Hehasprofoundexposureintheareasofpharmaceuticalresearch,production,circulation
andapplication,whilecomprehendsandprovides insights intotheoverallsituationandtrendofdevelopmentof
thepharmaceuticalindustryatboththeprovincialandstatelevels.

Mr. Leung Chong Shun（梁創順）,aged44,an independentnon-executiveDirector.He isalsoan independent
non-executivedirectorofChinaNationalMaterialsCompanyLimited(Stockcode:1893)andChinaMetalRecycling
(Holdings) Limited (Stock code:773), companies listed on the Stock Exchange. Mr. Leung graduated from the
University of Hong Kong with a Bachelor of Laws degree in 1988 and obtained the Postgraduate Certificate in
Lawsin1989.Mr.LeungwasqualifiedasasolicitorinHongKongin1991andEngland&walesin1994.Hehas
beenapartnerofwoo,Kwan, Lee& Lo, a law firm inHongKong, since1997and is experienced in corporate
finance.

Mr. Chow Kwok Wai（周國偉）, aged 43, was appointed as an independent non-executive Director of
the Company on 16 October 2005. Mr. Chow has worked in Price waterhouse, which is now known as
PricewaterhouseCoopers and accumulated valuable audit experience there. Mr. Chow received his Bachelor
of Social Sciences Degree from the University of Hong Kong in 1990. Mr. Chow is a Fellow Member of the
Association of Chartered Certified Accountants and a Fellow of the Hong Kong Institute of Certified Public
Accountants. Mr. Chow has over 15 years of experience in accounting, financial management and corporate
finance.Mr.Chow iscurrentlyanexecutivedirectorandaDeputyGeneralManagerandqualifiedaccountantof
SilverGrantInternationalIndustriesLimited(StockCode:171)whosesharesarelistedontheStockExchange.He
isalsoanon-executivedirectorofCindaInternationalHoldingsLimited(StockCode:111)whosesharesarelisted
ontheStockExchange.

QUALIFIED ACCOUNTANT AND COMPANY SECRETARY

Mr. Sze Wing Kin, Pierre（施永健）,aged33,isthequalifiedaccountant,companysecretaryandchieffinancial
officer of the Company. Mr. Sze graduated from The Hong Kong University of Science and Technology with
Bachelor of Business Administration (Hons) in Professional Accounting in 1998 and has ten years of working
experience in auditing, accounting and taxation in Hong Kong and the mainland of The People’s Republic of
China.PriortojoiningtheCompany,Mr.Szehasworkedforseveral internationalauditfirms.Mr.SzeisaFellow
Member of the Association of Chartered Certified Accountants and is an Associate Member of the Hong Kong
InstituteofCertifiedPublicAccountants.
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The Board present their report together with the audited financial statements for the year ended 31 December
2009.

PRINCIPAL ACTIVITIES

TheprincipalactivityoftheCompanyisinvestmentholdingandtheactivitiesofitssubsidiariesaresetoutinnote
9tothefinancialstatements.

SEGMENTAL INFORMATION

AnanalysisoftheGroup’sturnoverandresultsbybusinesssegmentsfortheyearended31December2009isset
outinnote5tothefinancialstatements.

RESULTS

TheresultsoftheGroupfortheyeararesetoutintheconsolidatedincomestatementonpage46.

DIVIDENDS

AninterimdividendofHK$0.02persharewasdeclaredon28August2009andpaidon6November2009.

TheDirectorsrecommendthepaymentofafinaldividendofHK$0.02persharewhich,togetherwiththeinterim
dividendofHK$0.02pershare,willresult intotaldividendsofHK$0.04(2008:HK$0.016)persharefortheyear
ended 31 December 2009. The final dividend is subject to approval by the shareholders at the annual general
meetingtobeheldon28May2010andpayableon25June2010ifitisapproved.

RESERVES

DetailsofmovementsinthereservesoftheGroupandoftheCompanyduringtheyeararesetoutinnote18to
thefinancialstatements.

PROPERTY, PLANT AND EQUIPMENT

Detailsofthemovementsinproperty,plantandequipmentoftheGroupandoftheCompanyduringtheyearare
setoutinnote7tothefinancialstatements.

SHARE CAPITAL

DetailsofthemovementsinsharecapitaloftheCompanyduringtheyeararesetoutinnote17tothefinancial
statements.

DISTRIBUTABLE RESERVES

Reserves of the Company as at 31 December 2009 available for distribution amounted to HK$47,497,000
(2008: HK$53,040,000). The Company’s share premium account in the amount of HK$842,176,000 (2008:
HK$737,532,000)isalsoavailablefordistributiontoshareholders,subjecttotheconditionthatnodistributionor
dividendmaybepaidtoshareholdersoutofthesharepremiumaccountunless,immediatelyfollowingthedateon
whichthedistributionordividendisproposedtobepaid,theCompanyshallbeabletopayitsdebtsastheyfall
dueintheordinarycourseofbusiness.

REPORTOFTHEDIRECTORS
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PRE-EMPTIVE RIGHTS

Thereisnoprovisionforpre-emptiverightsundertheCompany’sarticlesofassociationorthelawsoftheCayman
Islands,whichwouldobligetheCompanytooffernewsharesonapro-ratabasistoexistingshareholders.

FIVE YEAR FINANCIAL SUMMARY

AsummaryoftheresultsandoftheassetsandliabilitiesoftheGroupforthelastfivefinancialyearsissetouton
page116.

PURCHASE, SALE OR REDEMPTION OF SECURITIES

TheCompanyhasnotredeemedanyofitsSharesduringtheyear.

Savefortheallotmentandissuanceofanaggregateof92,901,109sharesoftheCompanyduetoconversionof
convertiblebond issuedon30May2007,neither theCompanynoranyof itssubsidiarieshaspurchasedorsold
anyoftheCompany’slistedsecuritiesfortheyearended31December2009.

SHARE OPTION SCHEME

Pursuant to a share option scheme approved by a written resolution of all shareholders of the Company on 16
October 2005 (“Share Option Scheme”), the Company may grant options to, amongst others, the directors
or employees of the Company or its subsidiaries, for the recognition of their contributions to the Group, to
subscribefortheshares.Theofferforgrantofoptions(“Offer”)mustbetakenupwithin28daysfromthedate
ofOffer,with a payment ofHK$1.00 as consideration for thegrant. The exercise price of the share optionwill
be determined at the higher of (i) the average closing prices of shares as stated in the Stock Exchange’s daily
quotationssheetsforthefivetradingdaysimmediatelyprecedingthedateofOffer;(ii)theclosingpriceofshares
as stated in theStockExchange’sdailyquotations sheeton thedateofOffer; and (iii) thenominal valueof the
shares. The share options are exercisable at any time during a period of not more than 10 years from the date
ofOffer,subjecttothetermsandconditionsoftheShareOptionSchemeandanyconditionsofgrantasmaybe
stipulatedby theBoard.Unless terminatedby theCompanyby resolution ingeneralmeeting, the ShareOption
Schemeshallbevalidandeffectiveforaperiodof10yearscommencingonthedateonwhichtheShareOption
Schemebecomesunconditional.

Themaximumnumberof shareswhichmaybe issueduponexerciseof all outstandingoptionsgranted and yet
tobeexercisedundertheShareOptionSchemeandanyotherschemesshallnotexceed30%oftheissuedshare
capitalof theCompanyfromtimetotime.Thetotalnumberofshareswhichmaybe issueduponexerciseofall
options to be granted under the Share Option Scheme and any other schemes must not, in aggregate, exceed
10%ofthenumberofsharesinissueasatthedatedealingsinthesharesfirstcommenceontheStockExchange
unless further shareholders’ approval hasbeenobtainedpursuant to the conditions set out in the ShareOption
Scheme.ThetotalnumberofsharesissuedandtobeissueduponexerciseofalloptionsgrantedundertheShare
Option Scheme and any other schemes (including both exercised or outstanding options) to each participant in
any12-monthperiodshallnotexceed1%oftheissuedsharecapitaloftheCompany.

Asat7August2008, theCompanygranted100,000,000 shareoptions todirectors and seniormanagementof
theGroup, representingabout4.93%of the issued share capital as at thedate immediatelybefore theoptions
weregranted.TheexercisepricewasHK$0.7.Asat31December2009,alloftheshareoptionsgrantedremained
outstanding.Detailsaresetoutinnote17tothefinancialstatements.
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DIRECTORS

TheDirectorsduringtheyearwere:

Executive Directors

Mr.wuqin
Mr.quJiguang
Mr.XieYunfeng
Mr.HuangChao
Ms.SunXinglai
Mr.wangXianjun
Mr.Duanwei
Mr.wangZhizhong (resignedon29July2009)
Ms.ZhangGuifu
Mr.BaoLeyuan
Ms.GaoShuping (appointedon29July2009)

Non-executive Director

Mr.LiuZhiyong

Independent Non-executive Directors

Mr.wangYibing
Mr.LeungChongShun
Mr.ChowKwokwai

Pursuant to Article 86 of the Company’s articles of association and the Listing Rules, all directors appointed as
an addition to the board shall be subject to re-election by the shareholders at the first general meeting after
their appointment. Accordingly, Ms. Gao Shuping will offer herself for re-election as executive Director at the
forthcomingannualgeneralmeeting.

PursuanttoArticle87oftheCompany’sarticlesofassociation,ateveryannualgeneralmeetingone-thirdofthe
directorsforthetimebeing(oriftheirnumberisnotthreeoramultipleofthree,thenumbernearesttobutnot
less thanone-third) shall retire fromofficeby rotationandevery retiringdirectorshallbeeligible for re-election.
Accordingly, Mr. qu Jiguang, Mr. Duan wei, Ms. Zhang Guifu and Mr. wang Yibing will retire from office by
rotationintheforthcomingannualgeneralmeetingand,beingeligible,offerthemselvesforre-election.

The Company has received from each of the independent non-executive Directors an annual confirmation of
his independencepursuant toRule3.13of theRulesGoverning the Listingof Securitieson the Stock Exchange
(“ListingRules”)andconsiderstheindependentnon-executiveDirectorstobeindependent.
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DIRECTORS’ SERVICE CONTRACTS

Each of the Directors has entered into a service agreement with the Company for an initial term of 3 years
commencingfromtheappointmentdate.

Save as disclosed above, none of the Directors has entered into a service contract with the Company which
is not determinable by the Company within one year without payment of compensation other than statutory
compensation.

DIRECTORS’ INTERESTS IN CONTRACTS

Save as disclosed under the heading “Connected transactions”, no contracts of significance in relation to the
Group’sbusinesstowhichtheCompany,itsholdingcompanyoranyofitssubsidiariesandfellowsubsidiarieswas
apartyandinwhichadirectoroftheCompanyhadamaterialinterest,whetherdirectlyorindirectly,subsistedat
theendoftheyearoratanytimeduringtheyear.

BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

Biographicaldetailsofdirectorsandseniormanagementaresetoutonpages15-18.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES

Apart from the Scheme disclosed above, at no time during the year was the Company, its holding company or
anyof itssubsidiariesandfellowsubsidiariesapartytoanyarrangementtoenabletheDirectors,theirrespective
spouse or minor children to acquire benefits by means of the acquisition of shares in, or debentures of, the
Companyorinanyotherbodycorporate.

EMPLOYEES AND REMUNERATION POLICY

Emoluments of the directors are determined by the Board with reference to the prevailing market practice,
the Company’s remuneration policy, duties and responsibilities of the Directors within the Group and their
contributiontotheGroup.

During theyear, theannual remunerationofMr.wangXianjundecreasedfromHK$1,500,000toHK$1,200,000
with effect from 25 September 2009. The adjustment in the remuneration of Mr. wang was reviewed and
approvedbytheRemunerationCommittee.

Asat31December2009, theGrouphadapproximately3,500employees,mostofwhomweremembersof the
Group’sproduction teambased in thePRC.Thenumberofworkersemployedby theGroupvaries fromtime to
timedependingonitsneedsandtheemolumentpolicyofemployeesisbasedonindustrypractice.

The remuneration policy of the Group’s employees are periodically reviewed. Apart from social insurance and
in-housetrainingprogrammes,discretionarybonusesandshareoptionsmaybeawardedtoemployeesaccording
totheassessmentofindividualperformance.

The total remuneration cost incurred by the Group for year ended 31 December 2009 was HK$216,557,000
(2008:HK$223,364,000).DetailsoftheremunerationoftheDirectorsfortheyearended31December2009are
setoutinnote31tothefinancialstatements.
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RETIREMENT BENEFIT PLANS

As stipulated by the rules and regulations in the PRC, the Group has participated in state-sponsored defined
contributionretirementplansfor itsemployeesinthePRC.TheGroupandtheeligibleemployeesarerequiredto
contribute 20% and 8%, respectively, of the employees’ basic salary. The state-sponsored retirement plans are
responsiblefortheentirepensionobligationspayabletoretiredemployees.TheGroupalsohasanearlyretirement
plan. Expenses incurred by the Group in connection with the retirement benefit plans were approximately
HK$16,472,000fortheyearended31December2009(2008:HK$15,327,000).

In Hong Kong, the Group has set up a retirement scheme in accordance with the mandatory provident fund
requirementsprescribedbytheMandatoryProvidentFundSchemesOrdinance,Chapter485oftheLawsofHong
Kong.AllHongKongbasedemployeesandtheGrouparerequiredtocontribute5%oftheirrespectivemonthly
wages(uptoamaximumcontributionofHK$1,000byeachoftheemployeeandtheGroup)onamonthlybasis
tothefund.

DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS IN THE SHARES

As at 31 December 2009, the interests of the Directors in the share capital of the Company and its associated
corporations (withinthemeaningofPartXVof theSecuritiesandFuturesOrdinance (“SFO”))as recorded inthe
registerrequiredtobekeptbytheCompanypursuanttosection352oftheSFO,orasotherwisenotifiedtothe
Companyand theStockExchangepursuant to theModelCode forSecuritiesTransactionsbyDirectorsof Listed
Issuers(“ModelCode”)assetoutinAppendix10totheListingRulesoncethesharesarelisted,wereasfollows:

Long positions in the shares of the Company

Name of Director Capacity
Number of 

shares held

Approximate 
percentage 

of the issued 
share capital 

of the Company

Mr.wuqin Beneficialowner(Note1) 22,420,000 1.06%

Mr.quJiguang Interestinacontrolledcorporation(Note2) 571,500,000 26.96%

Beneficialowner(Note3) 7,000,000 0.33%

Mr.XieYunfeng Beneficialowner(Note3) 7,000,000 0.33%

Mr.HuangChao Beneficialowner(Note3) 5,000,000 0.24%

Mr.wangXianjun Beneficialowner(Note3) 6,000,000 0.28%

Mr.Duanwei Beneficialowner(Note3) 7,000,000 0.33%

Ms.GaoShuping Beneficialowner(Note3) 6,000,000 0.28%
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DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS IN THE SHARES (continued)

Long positions in the shares of the Company (continued)

Notes:

1. Amongthe22,420,000shares,7,000,000sharesrepresenttheunderlyinginterestinsharesoftheCompanypursuantto
optionsgrantedtoMr.wuqinon7August2008undertheShareOptionScheme.

2. These shares were registered in the name of and beneficially owned by China Pharmaceutical Company Limited
(“CPCL”).CPCL isheldasto72.93%byMr.quJiguangandasto27.07%by39othershareholders.ByvirtueofPart
XVoftheSFO,Mr.quJiguangisdeemedtobeinterestedintheSharesheldbyCPCL.

3. Thesesharesrepresenttheunderlyinginterests insharesoftheCompanypursuanttooptionsgrantedtotherespective
Directorson7August2008undertheShareOptionScheme.

Save as disclosed above, as at 31 December 2009, none of the Directors or chief executives of the Company
had an interest or short position in the shares, underlying shares or debentures of the Company or any of its
associatedcorporations(withinthemeaningofPartXVoftheSFO)whichwererequired(a)tobenotifiedtothe
Company or the Stock Exchange pursuant to section 352 of the SFO, to be entered in the register referred to
therein,or(b)pursuanttotheModelCodetobenotifiedtotheCompanyandtheStockExchange.

SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSON’S INTERESTS IN THE SHARES

TheregisterofsubstantialshareholdersrequiredtobekeptbytheCompanyundersection336oftheSFOshows
that as at 31 December 2009, the Company had been notified of the following interests and short positions,
being5%ormore in the issuedsharecapitalof theCompany.These interestsare inaddition to thosedisclosed
aboveinrespectoftheDirectorsandchiefexecutives.

Long positions in the shares of the Company

Name of 
Shareholder Capacity

Number of 
shares

% of the issued 
share capital of 

the Company

PrimeUnitedIndustries
Limited(Note1)

Beneficialowner 641,655,000 30.27%

CPCL(Note2) Beneficialowner 571,500,000 26.96%

Mr.quJiguang Interestofcontrolledcorporation(Note2) 571,500,000 26.96%

Beneficialowner(Note3) 7,000,000 0.33%

VictoryRainbowInvestment
Limited(Note4)

Beneficialowner 291,500,000 13.75%
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Name of 
Shareholder Capacity

Number of 
shares

% of the issued 
share capital of 

the Company

GrandOceanShipping
CompanyLtd.(Note4)

Interestofcontrolledcorporation 291,500,000 13.75%

Ms.HuangMeiyan(Note4) Interestofcontrolledcorporation 291,500,000 13.75%

Mr.XuMing(Note4) Interestofcontrolledcorporation 291,500,000 13.75%

Notes:

(1) PrimeUnitedIndustriesLimitedisheldastoabout8.86%byMr.wuqin,anexecutiveDirector,astoabout4%byMr.
XieYunfeng,anexecutiveDirector,astoabout2.41%byMr.HuangChao,anexecutiveDirector,astoabout84.73%
byMr.wuqin,Mr.XieYunfengandMr.HuangChaowho jointlyholdsuchshareson trust for4,479 individualswho
arepresentand formeremployeesor their respectiveestatesofXi’anLijunandRejoyGroupLimitedLiabilityCompany
(“RejoyGroup”).Mr.wuqin,Mr.XieYunfengandMr.HuangChao,theexecutiveDirectors,arealsodirectorsofPrime
United Industries Limited. Xi’an Lijun is a company established in the PRC with limited liability and wholly-owned by
theCompany.RejoyGroupisacompanyestablishedinthePRCwith limitedliabilityand100%ownedbyState-owned
AssetsSupervisionandAdministrationCommissionofthePeople’sGovernmentofXian.

(2) CPCL isheldasto72.93%byMr.quJiguangandasto27.07%by39othershareholders.ByvirtueofPartXVofthe
SFO,Mr.quJiguangisdeemedtobeinterestedintheSharesheldbyCPCL.

(3) ThesesharesrepresenttheunderlyinginterestonsharesoftheCompanypursuanttooptionsgrantedtoMr.quJiguang
on7August2008undertheShareOptionScheme.

(4) VictoryRainbowInvestmentLimited iswholly-ownedbyGrandOceanShippingCompanyLtd.,acompany incorporated
intheRepublicofLiberia,whichinturnisownedasto50%byMs.HuangMeiyanand50%byMr.XuMing.Byvirtue
ofPartXVoftheSFO,eachofGrandOceanShippingCompanyLtd.,Ms.HuangMeiyanandMr.XuMingisdeemedto
beinterestedinthesharesheldbyVictoryRainbowInvestmentLimited.

MANAGEMENT CONTRACTS

Saveasdisclosedunder theheading“Connected transactions”,noother contracts concerning themanagement
and administration of the whole or any substantial part of the business of the Group were entered into or in
existenceduringtheyear.

MAJOR SUPPLIERS AND CUSTOMERS

Duringtheyear,theGrouppurchasedlessthan30%ofitstotalpurchasesfromits5largestsuppliersandsoldless
than30%ofitsturnovertoits5largestcustomers.

SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSON’S INTERESTS IN THE SHARES (continued)

Long positions in the shares of the Company (continued)
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CONNECTED TRANSACTIONS

Certainrelatedpartytransactionsasdisclosedinnote35tothefinancialstatementsalsofellunderthedefinition
of “connected transaction” or “continuing connected transaction” in Chapter 14A of the Listing Rules, details
of which are set out below. The Company has complied with the disclosure requirements, where applicable, in
accordancewithChapter14AoftheListingRules.

Continuing connected transactions

(1) Distribution of the Group’s products by Rejoy Technology Group (“Xi’an Rejoy Technology 
Investment Co., Ltd. and its subsidiaries, including but not limited to Rejoy Baichuan Medicines 
Chemical Engineering Co., Ltd. and Xi’an Rejoy Packaging Materials Co., Ltd.”)

PursuanttotheMasterSaleAgreementdated20December2007,theGroupagreedtosellandtheRejoy
TechnologyGroupagreed topurchaseanddistributeproductsof theGroup.TheRejoyTechnologyGroup
purchasesproductsfromtheGroupanddistributessuchproductstootherdistributorsandendcustomers.
ThedirectorsconfirmedthatthesellingpricesoftheGroup’sproductssoldtotheRejoyTechnologyGroup
were determined in accordance with the market prices and terms and that the Group charged the Rejoy
TechnologyGroup for theproducts at prices no less favourable than those charged to independent third
partiesandontermsnolessfavorablethanthosetheGroupcanobtainfromindependentthirdparties.

Xi’anRejoy Technology InvestmentCo. Ltd., the issued share capital ofwhich is held as to100%by the
beneficialshareholdersofPrimeUnitedIndustriesLimited,thecontrollingshareholderoftheCompanyand
isaccordinglyaconnectedpersonoftheCompany.

For theyearended31December2009, the total salesofGroupproducts to theRejoyTechnologyGroup
was RMB6,206,000 (2008: RMB16,569,000), which did not exceed the annual cap of RMB21,500,000
(2008: RMB21,500,000) prescribed for the year ended 31 December 2009 as disclosed in the
announcementdated20December2007.

(2) Purchasing of Raw Materials from Rejoy Technology Group

PursuanttotheMasterPurchaseAgreementdated20December2007,theRejoyTechnologyGroupagrees
tosellandtheGroupagreestopurchaserawmaterialsandpackagingmaterialsfromtheRejoyTechnology
GroupfortheproductionandpackagingoftheproductsoftheGroup.ThepricesandtermsoftheMaster
PurchaseAgreementareaspermarketandshallbenolessfavourablethanmarketpricesandterms.

ThedirectorsconfirmedthattheGrouppaysRejoyTechnologyGroupfortherawmaterialsandpackaging
materials at prices no less favourable than those paid to independent third parties and on terms no less
favourable than those the Group can obtain from other comparable independent third parties. For the
year ended 31 December 2009, the total purchase of raw materials and packaging materials from the
Rejoy Technology Group was RMB2,292,000 (2008: RMB3,398,000), which did not exceed the estimated
annualcapofRMB5,000,000(2008:RMB5,000,000)prescribedfor theyearended31December2009as
disclosedintheannouncementdated20December2007.
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CONNECTED TRANSACTIONS (Continued)

Continuing connected transactions (Continued)

The aforesaid continuing connected transactions have been reviewed by independent non-executive Directors
of the Company. The independent non-executive Directors confirmed that the aforesaid connected transactions
wereenteredinto(a) intheordinaryandusualcourseofbusinessoftheGroup;(b)eitheronnormalcommercial
terms or on terms no less favourable to the Group than terms available to or from independent third parties;
(c) in accordance with the relevant agreements governing them on terms that are fair and reasonable and in
the interestsof the shareholdersof theCompanyasawhole; (d)havenotexceeded the respectiveannual caps
disclosedinpreviousannouncements.

In accordance with paragraph 14A.38 of the Listing Rules, the Board of Directors engaged the auditors of the
Company to perform certain factual finding procedures on the above continuing connected transaction on
a sample basis in accordance with Hong Kong Standard on Related Services 4400 “Engagements to Perform
Agreed-UponProceduresRegarding Financial Information” issuedby theHongKong InstituteofCertifiedPublic
Accountants. The auditors have reported their factual findings on the selected samples based on the agreed
procedurestotheBoardofDirectors.

SUFFICIENCY OF PUBLIC FLOAT

Based on the information that is publicly available to the Company and within the knowledge of the Directors,
it is confirmed that a sufficient public float of more than 25% of the issued capital of the Company has been
maintainedasatthelatestpracticabledatepriortotheissueofthisannualreport,being30March2010,andat
alltimesduringtheyearended31December2009.

MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS

TheBoardhas adopted a codeof conduct regardingDirectors’ securities transactions on termsno less exacting
thantherequiredstandardsetout intheModelCodeforSecuritiesTransactionsbyDirectorsofListed Issuersas
setoutinAppendix10totheListingRules.AllDirectorshaveconfirmedthattherewerenotanynon-compliance
withthestandardsetout intheModelCodeandtheCompany’scodeofconductregardingDirectors’securities
transactionsduringtheyearended31December2009.

AUDITORS

The financial statementshavebeenauditedbyPricewaterhouseCooperswhowill retireand,beingeligible,offer
themselvesforre-appointmentattheforthcomingannualgeneralmeeting.
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ANNUAL GENERAL MEETING

The2010AnnualGeneralMeetingof theCompanywillbeheldat11:00a.m.on28May2010atOffice2809,
28thFloor,OfficeTower,ConventionPlaza,1HarbourRoad,wanchai,HongKongandanoticeofannualgeneral
meetingwillbepublishedanddespatchedinduecourse.

CLOSURE OF REGISTER OF MEMBERS

The register of members of the Company will be closed from 25 May 2010 (Tuesday) to 28 May 2010 (Friday)
(both days inclusive) during which period no transfer of Shares will be effected. In order to qualify for the
proposed final dividend and the entitlement to attend and vote at the forthcoming annual general meeting, all
transferdocuments,accompaniedby the relevant sharecertificates,mustbe lodgedwith theCompany’sbranch
share registrar and transfer office of the Company in Hong Kong, Computershare Hong Kong Investor Services
Limited,at17MFloor,HopewellCentre,183queen’sRoadEast,HongKongnotlaterthan4:30p.m.on24May
2010(Monday).

OnbehalfoftheBoard
Wu Qin
Chairman

HongKong,30March2010
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REPORT ON CORPORATE GOVERNANCE PRACTICES

The Company applied the principles and complied with all requirements of the Code on Corporate Governance
Practices(“CGCode”)containedinAppendix14totheListingRules.Duringtheyear,theCompanyhascomplied
withtheapplicableCodeProvisionssetoutintheCGCode.

ThefollowingsummarisestheCompany’scorporategovernancepractices.

Key Corporate Governance Principles and the Company’s Practices

A.1 Board of Directors

TheBoard is responsible for leadershipandcontrolof theCompanyandoversees theGroup’sbusinesses,
strategic direction and performance. The Management was delegated the authority and responsibility
by the Board for the management of the Group. In addition, the Board has also delegated various
responsibilitiestotheBoardCommittees.Furtherdetailsofthesecommitteesaresetoutinthisreport.

Fourregularboardmeetingswereheldfortheyearended31December2009andtheattendancewasas
follows:

Meetings
attended/held Attendance

wuqin 4/4 100%
quJiguang 4/4 100%
XieYunfeng 4/4 100%
HuangChao 4/4 100%
SunXinglai 4/4 100%
wangXianjun 4/4 100%
Duanwei 4/4 100%
wangZhizhong (resignedon29July2009) 1/4 25%
ZhangGuifu 4/4 100%
BaoLeyuan 4/4 100%
GaoShuping (appointedon29July2009) 2/4 50%
LiuZhiyong 4/4 100%
wangYibing 4/4 100%
LeungChongShun 4/4 100%
ChowKwokwai 4/4 100%

AlldirectorsweregivenanopportunitytocontacttheCompanySecretarytoincludemattersintheagenda
forregularboardmeeting.

Noticeofatleast14daysweregivenofaregularboardmeeting.Forallotherboardmeetings,reasonable
noticewillbegiven.

AllminutesofBoardmeetingswererecorded insufficientdetail themattersconsideredbytheboardand
decisionsreached.DraftandfinalversionsofminutesofBoardmeetingsweresenttoalldirectorsfortheir
commentandrecordrespectivelywithin3businessdaysaftertheboardmeetingwasheld.

CORPORATEGOVERNANCEREPORT
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REPORT ON CORPORATE GOVERNANCE PRACTICES (Continued)

Key Corporate Governance Principles and the Company’s Practices(Continued)

A.1 Board of Directors(Continued)

The Company has established the policy on obtaining independent professional advice by Directors to
enable the Directors, upon reasonable request, to seek independent professional advice in appropriate
circumstances,attheCompany’sexpense.

IfasubstantialshareholderoraDirectorhasaconflictofinterestinamattertobeconsideredbytheBoard
whichtheBoardhasdeterminedtobematerial,themattershallbediscussedbyaBoardmeetingactually
hold.

All directors have access to the advice and services of the Company Secretary with a view to ensuring
thatboardprocedures, andall applicable rules and regulations, are followed.Minutesofboardmeetings
andmeetingsofboard committeeare tobekeptbyaduly appointed secretaryof themeetingand such
minutesareopenforinspectionatanyreasonabletimeandonreasonablenoticebyanyDirector.

A.2 Chairman and chief executive officer

TheBoardappointedMr.wuqin as theChairman,whowas responsible for the leadership andeffective
runningof theBoard, and ensuring that all key and appropriate issueswerediscussedby theBoard in a
timelyandconstructivemanner.

The Board appointed Mr. qu Jiguang as the Chief Executive Officer, who was delegated with the
responsibilitiestoleadthemanagementimplementingthebusinessstrategiesoftheGroup.TheBoardalso
comprises IndependentNon-ExecutiveDirectorswhobring strong independent judgment, knowledgeand
experiencetotheBoard.Asnotedbelow,alltheAuditCommitteemembersareIndependentNon-Executive
Directors.ThisstructureistoensureasufficientbalanceofpowerandauthorityinplacewithintheGroup.

The Chairman is responsible for ensuring that Directors receive adequate information, which is complete
andreliable,inatimelymanner.

A.3 Board composition

The Board comprises ten executive Directors, namely Mr. wu qin, Mr. qu Jiguang, Mr. Xie Yunfeng, Mr.
Huang Chao, Ms. Sun Xinglai, Mr. wang Xianjun, Mr. Duan wei, Ms. Zhang Guifu, Mr. Bao Leyuan and
Ms.GaoShuping,onenon-executiveDirector,beingMr.LiuZhiyong,andthreeindependentnon-executive
Directors, being Mr. wang Yibing, Mr. Leung Chong Shun and Mr. Chow Kwok wai. The Directors are
considered to have a balance of skill and experience appropriate for the requirements of the business of
theCompany,detailsoftheDirectorsareshownonpages15to18underthesectionheaded“Biographical
DetailsofDirectorsandSeniorManagement”.

There are sufficient numbers of independent non-executive directors in the Company, among which, Mr.
ChowKwokwaiisacertifiedpublicaccountantandMr.LeungChongShunisaqualifiedsolicitorinHong
Kong.
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REPORT ON CORPORATE GOVERNANCE PRACTICES (Continued)

Key Corporate Governance Principles and the Company’s Practices(Continued)

A.3 Board composition (continued)

All Directors are expressly identified by categories of executive directors, non-executive director and
independentnon-executivedirectors, inallcorporatecommunicationsthatdisclosethenamesofDirectors
oftheCompany.

Therearenofinancial,business,familyandothermaterialorrelevantrelationshipsamongmembersofthe
board.

A.4 Appointments, re-election and removal

AllDirectorsappointedasanadditiontotheBoardshallbesubjecttore-electionbytheshareholdersatthe
firstgeneralmeetingaftertheirappointment.

Also, at each annual general meeting, one-third of the Directors for the time being (or, if their number
is not a multiple of three, the number nearest to but not less than one-third) shall retire from office by
rotationprovidedthateveryDirectorshallbesubjecttoretirementatleastonceeverythreeyears.

Pursuant toArticles86and87of theArticlesofAssociation,Mr.qu Jiguang (anexecutiveDirector),Mr.
Duanwei(anexecutiveDirector),Ms.ZhangGuifu(anexecutiveDirector),Ms.GaoShuping(anexecutive
Director)andMr.wangYibing(anindependentnon-executiveDirector)willretirefromofficebyrotationin
theforthcomingannualgeneralmeetingandbeingeligible,offerthemselvesforre-electionattheAGM.

EveryDirectorincludingnon-executivedirector,includingthoseappointedforaspecificterm,weresubject
toretirementbyrotationatleastonceeverythreeyears.

TheCompanyhadnotestablishedaNominationCommitteeandretainedthefunctions to theBoard.The
Directors fromtimeto time identify individual suitable tobeaBoardmemberandmakerecommendation
totheBoard.Themaincriteriainselectingacandidatearewhetherhecanaddvaluetothemanagement
through his contributions in the relevant strategic business areas and if the appointment results in a
stronganddiverseBoard.In2009,theBoardhadnominatedandappointedMs.GaoShupingasexecutive
DirectortotheBoard,withannualremunerationofHK$500,000.
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REPORT ON CORPORATE GOVERNANCE PRACTICES (Continued)

Key Corporate Governance Principles and the Company’s Practices(Continued)

A.5 Responsibilities of directors

Every newly appointed Director of the Company received an information package from the Company on
the first occasion of his appointment. This information package is a comprehensive, formal and tailored
induction on the responsibilities and ongoing obligations to be observed by a director. In addition, the
package includes materials on the operations and business of the Company. The management of the
Company conducted briefing on their responsibilities and obligations under the laws and applicable
regulationssuchasListingRulesandCompaniesOrdinanceaswasnecessary.

Thefunctionsofindependentnon-executiveDirectorsincludebutnotlimitedtothefollowing:

(a) participating in board meetings of the Company to bring an independent judgment to bear on
issuesofstrategy,policy,performance,accountability,resources,keyappointmentsandstandardsof
conduct;

(b) takingtheleadwherepotentialconflictsofinterestsarise;

(c) servingontheauditandremunerationcommittees;and

(d) scrutinising the Company’s performance in achieving agreed corporate goals and objectives,
monitoringthereportingofperformance.

EveryDirectorensuresthathecangivesufficienttimeandattentiontotheaffairsoftheCompany.

The Board has adopted a code of conduct regarding Directors’ securities transactions on terms no less
exacting than the required standard set out in theModelCode. TheDirectors have confirmed that there
were not any noncompliance with the standard set out in the Model Code and the Company’s code of
conductregardingDirectors’securitiestransactionsduringtheyearended31December2009.

A.6 Supply of and access to information

Inrespectofregularboardandcommitteemeetings,agendasandaccompanyingboardpapersweresentin
fulltoallDirectorsatleast3daysbeforetheintendeddateofmeetings.

ThemanagementandtheCompanySecretaryassisttheChairmaninestablishingthemeetingagendaand
board papers, providing adequate information in a timely manner to enable the board and committees
inmakingdecision to thematterbeingdiscussed in themeetings.EachDirectormay request inclusionof
itemsintheagenda.TheBoardandeachDirectormayseparatelyandindependentlyaccesstotheissuer’s
seniormanagementandshallreceivepromptresponse.

MinutesoftheBoard/committeesmeetingsarekeptbytheCompanySecretaryandareopenforinspection
byDirectors.



33AnnualReport2009

CORPORATEGOVERNANCEREPORT



REPORT ON CORPORATE GOVERNANCE PRACTICES (Continued)

Key Corporate Governance Principles and the Company’s Practices(Continued)

B.1 Remuneration of Directors and senior management

The Board has established a Remuneration Committee, chaired by Mr. Leung Chong Shun and with
committee members of Mr. wang Yibing and Mr. Chow Kwok wai, all of them are independent
non-executiveDirectorsappointedbytheBoard.

The principal responsibilities of Remuneration Committee include formulation of the remuneration
policy, reviewand recommending to theBoard theannual remunerationpolicy, anddeterminationof the
remunerationof theexecutiveDirectorandmembersof theSeniorManagement.Theoverridingobjective
oftheremunerationpolicyistoensurethattheGroupisabletoattract,retain,andmotivateahighcalibre
teamwhichisessentialtothesuccessoftheGroup.

ThreemeetingshadbeenheldfortheRemunerationCommitteeduringtheyearended31December2009
andtheattendancewasasfollows:

Meetings
attended/held Attendance

LeungChongShun 3/3 100%
wangYibing 3/3 100%
ChowKwokwai 3/3 100%

ThefunctionsspecifiedinCodeProvisionB1.3(a)to(f)oftheCGCodehadbeenincludedintheTermsof
ReferenceoftheRemunerationCommittee,whichalsoexplainstheroleandtheauthoritydelegatedbythe
Board.

The Remuneration Committee should consult the chairman and/or chief executive officer about their
proposalsrelatingtotheremunerationofotherexecutivedirectorsandhaveaccesstoprofessionaladviceif
considerednecessary.

TheRemunerationCommitteewillmakeavailableonrequest,itstermsofreference,explainingitsroleand
theauthoritydelegatedtoitbytheboard.

ThetermsofreferenceoftheRemunerationCommitteeincludethefollowingspecificduties:

(a) tomakerecommendationstotheboardonthe issuer’spolicyandstructureforall remunerationof
directorsandseniormanagementandontheestablishmentofa formalandtransparentprocedure
fordevelopingpolicyonsuchremuneration;
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REPORT ON CORPORATE GOVERNANCE PRACTICES (Continued)

Key Corporate Governance Principles and the Company’s Practices(Continued)

B.1 Remuneration of Directors and senior management (continued)

(b) to have the delegated responsibility to determine the specific remuneration packages of all
executive directors and senior management, including benefits in kind, pension rights and
compensationpayments, includinganycompensationpayablefor lossorterminationoftheiroffice
or appointment, and make recommendations to the board of the remuneration of non-executive
directors.Theremunerationcommitteeshouldconsiderfactorssuchassalariespaidbycomparable
companies,timecommitmentandresponsibilitiesofthedirectors,employmentconditionselsewhere
inthegroupanddesirabilityofperformance-basedremuneration;

(c) to review and approve performance-based remuneration by reference to corporate goals and
objectivesresolvedbytheboardfromtimetotime;

(d) to review and approve the compensation payable to executive directors and senior management
in connection with any loss or termination of their office or appointment to ensure that such
compensation is determined in accordance with relevant contractual terms and that such
compensationisotherwisefairandnotexcessivefortheissuer;

(e) to review and approve compensation arrangements relating to dismissal or removal of directors
for misconduct to ensure that such arrangements are determined in accordance with relevant
contractualtermsandthatanycompensationpaymentisotherwisereasonableandappropriate;and

(f) to ensure that no director or any of his associates is involved in deciding his own remuneration.
The remuneration committee shall advise shareholders onhow to votewith respect to any service
contractsofdirectorsthatrequireshareholders’approvalunderrule13.68oftheListingRules.

TheRemunerationCommitteewillbeprovidedwithsufficientresourcestodischargeitsduties.

The following is a summary of the work of the Remuneration Committee during 2009 regarding the
remunerationofDirectors:

(i) reviewofthetermsofDirector’sservicecontract;and

(ii) reviewoftheremunerationofDirectors;

Theobjectiveof remuneratingnon-executiveDirectors is to ensure that they are remunerated sufficiently
but not excessively for their efforts and time dedicated to the Company. Every of the non-executive
DirectorshasenteredintoaserviceagreementwiththeCompanyforaninitialtermof3yearscommencing
from the appointment date. The annual emolument is HK$180,000 for each of the independent non-
executive Directors, namely Mr. wang Yibing, Mr. Leung Chong Shun and Mr. Chow Kwok wai and
HK$60,000forMr.LiuZhiyong,anon-executiveDirector.
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REPORT ON CORPORATE GOVERNANCE PRACTICES (Continued)

Key Corporate Governance Principles and the Company’s Practices(Continued)

B.1 Remuneration of Directors and senior management (continued)

RemunerationpackagesofexecutiveDirectorscomprisefixedandvariablecomponents:

(1) Fixedcomponent–basesalary;and

(2) Variablecomponent–annualperformancebonus.

Fringebenefitsincludetheprovidentfund,medicalinsuranceandothermiscellaneousbenefits.

AlltheDirectorsareentitledtoparticipateintheShareOptionScheme.

EmolumentsoftheDirectorsaredeterminedbytheBoardwithreferencetotheprevailingmarketpractice,
hisdutiesandresponsibilitieswithintheGroupandhiscontributiontotheGroup.

DetailsoftheremunerationofDirectorsfortheyearended31December2009aresetoutinthepage107
oftheAnnualReport.

C.1 Accountability and audit

The Board presents a balanced, clear, and comprehensible assessment of the Company’s performance,
position,andprospects.

Managementof theCompanyprovides suchexplanationand information to theBoardaswill enable the
Board to make an informed assessment of the financial and other information put before the Board for
approval.

The Directors are responsible for overseeing the preparation of accounts of each financial period, which
give a true and fair view of the state of affairs of the Group and of the results and cash flow for that
period.Inpreparingtheaccountsfortheyearended31December2009,theDirectorshave:

1. selectedsuitableaccountingpoliciesandappliedthemconsistently;

2. approvedadoptionofallHKFRSs;

3. madejudgmentsandestimatesthatareprudentandreasonable;and

4. havepreparedtheaccountsonthegoingconcernbasis.

AcknowledgementfromtheDirectorsoftheirresponsibilityforpreparingtheaccountshasbeenreceived.

Astatementbytheauditorsabouttheirreportingresponsibilitiesisincludedinpages41-42ofthisannual
reportunderthesectionheaded“IndependentAuditor’sReport”.
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REPORT ON CORPORATE GOVERNANCE PRACTICES (Continued)

Key Corporate Governance Principles and the Company’s Practices(Continued)

C.1 Accountability and audit(Continued)

During the year, the Company has announced its annual results in a timely manner after the end of the
relevant period, as laid down in the Listing Rules; and during the year, the Company has issued annual
and interim reports, other price-sensitive announcements and other financial disclosures required under
theListingRules,and reports to regulatorsaswellas to information required tobedisclosedpursuant to
statutoryrequirements.

C.2 Internal controls

TheBoardisresponsiblefortheGroup’ssystemofinternalcontrolandhastheresponsibilityforreviewing
its effectiveness including financial, operational and compliance controls, etc.. The Board is committed
to implementinganeffective and sound internal control system to safeguard the interestof shareholders
and the Group’s assets. During the year, the management had conducted a review of the effectiveness
of the internalcontrolsystemof theGroup.Suchreviewalsocoversadequacyof resources,qualifications
and experience of staff of the Company’s accounting and financial reporting function and their training
programmesandbudget.Thereportandfindingsofthereviewwhichhascoveredallmaterialcontrols,had
beensubmittedtotheBoardandfollowupplanhadbeenadopted.Thereviewdidnot findanymaterial
deficienciesintheinternalcontrolsystemoftheGroup.

C.3 Audit Committee

The Board establishes formal and transparent arrangements for considering how it applies the financial
reporting and internal control principles and for maintaining an appropriate relationship with the
Company’sauditors.TheAuditCommitteeestablishedbytheCompanyhavecleartermsofreference.

All themembersof theAuditCommitteeare independentnon-executiveDirectors. TheAuditCommittee
ischairedbyMr.ChowKwokwaiwhoisacertificatedpublicaccountantandthecommitteemembersare
Mr.wangYibingandMr.LeungChongShun.

ThefunctionsspecifiedinCodeProvisionC3.3(a)to(n)oftheCGCodehadbeenincludedinthetermsof
referenceof theAuditCommittee.TheTermsofReferenceof theAuditCommitteealsoexplains the role
andtheauthoritydelegatedbytheBoard.

TwomeetingshadbeenconvenedbytheAuditCommitteeduringtheyearended31December2009and
theattendancewasasfollows:

Meetings
attended/held Attendance

ChowKwokwai 2/2 100%
wangYibing 2/2 100%
LeungChongShun 2/2 100%

FullminutesofauditcommitteemeetingswillbekeptbytheCompanySecretary.Draftandfinalversionsof
minutesoftheauditcommitteemeetingswillbesenttoallmembersofthecommitteefortheircomment
andrecordsrespectively,within3businessdaysafterthemeeting.



37AnnualReport2009

CORPORATEGOVERNANCEREPORT



REPORT ON CORPORATE GOVERNANCE PRACTICES (Continued)

Key Corporate Governance Principles and the Company’s Practices(Continued)

C.3 Audit Committee(Continued)

MembersoftheAuditCommitteeoftheCompanydoesnotcompriseanyformerpartneroftheCompany’s
existingauditfirm.

Thetermsofreferenceoftheauditcommitteeincludesthefollowingduties:

(a) to be primarily responsible for making recommendation to the board on the appointment,
reappointmentandremovaloftheexternalauditor,andtoapprovetheremunerationandtermsof
engagementoftheexternalauditor,andanyquestionsofresignationordismissalofthatauditor;

(b) to review and monitor the external auditor’s independence and objectivity and the effectiveness
of the audit process in accordance with applicable standard. The audit committee should discuss
with the auditor the nature and scope of the audit and reporting obligations before the audit
commences;

(c) to develop and implement policy on the engagement of an external auditor to supply non-audit
services. For this purpose, external auditor shall include any entity that is under common control,
ownership ormanagementwith the audit firmor any entity that a reasonable and informed third
partyhavingknowledgeofall relevant informationwouldreasonablyconcludeaspartof theaudit
firm nationally or internationally. The audit committee should report to the board, identifying
any matters in respect of which it considers that action or improvement is needed and making
recommendationsastothestepstobetaken;

(d) tomonitorintegrityoffinancialstatementsofanissuerandtheissuer’sannualreportandaccounts,
half-yearreportand,ifpreparedforpublication,quarterlyreports,andtoreviewsignificantfinancial
reporting judgementscontained inthem. Inthisregard, inreviewingthe issuer’sannualreportand
accounts, half-year report and, if prepared for publication, quarterly reports before submission to
theboard,thecommitteeshouldfocusparticularlyon:

(i) anychangesinaccountingpoliciesandpractices;

(ii) majorjudgmentalareas;

(iii) significantadjustmentsresultingfromaudit;

(iv) thegoingconcernassumptionsandanyqualifications;

(v) compliancewithaccountingstandards;and

(vi) compliancewiththeStockExchangeListingRulesandotherlegalrequirementsinrelationto
financialreporting;
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REPORT ON CORPORATE GOVERNANCE PRACTICES (Continued)

Key Corporate Governance Principles and the Company’s Practices(Continued)

C.3 Audit Committee(Continued)

(e) Inregardto(d)above:

(i) members of the committee must liaise with the issuer’s board of directors and senior
managementandthecommitteemustmeet,at leastonceayear,withthe issuer’sauditors;
and

(ii) the committee should consider any significant or unusual items that are, or may need to
be, reflected in such reports and accounts and must give due consideration to any matters
thathavebeenraisedbythe issuer’sstaffresponsibleforaccountingandfinancialreporting
function,complianceofficerorauditors;

(f) toreviewtheissuer’sfinancialcontrols,internalcontrolandriskmanagementsystems;

(g) to discuss with the management the system of internal control and ensure that management has
dischargeditsdutytohaveaneffectiveinternalcontrolsystemincludingtheadequacyofresources,
qualificationsandexperienceofstaffoftheissuer’saccountingandfinancialreportingfunction,and
theirtrainingprogrammesandbudget;

(h) to consider any findings of major investigations of internal control matters as delegated by the
boardoronitsowninitiativeandmanagement’sresponse;

(i) where an internal audit functionexists, to ensure co-ordinationbetween the internal andexternal
auditors,andtoensurethattheinternalauditfunctionisadequatelyresourcedandhasappropriate
standing within the issuer, and to review and monitor the effectiveness of the internal audit
function;

(j) toreviewthegroup’sfinancialandaccountingpoliciesandpractices;

(k) to review the external auditor’s management letter, any material queries raised by the auditor to
management in respect of the accounting records, financial accounts or systems of control and
management’sresponse;

(l) toensurethattheboardwillprovideatimelyresponsetotheissuesraisedintheexternalauditor’s
managementletter;

(m) toreporttotheboardonthematterssetoutinthiscodeprovision;and

(n) toconsiderothertopics,asdefinedbytheboard.
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REPORT ON CORPORATE GOVERNANCE PRACTICES (Continued)

Key Corporate Governance Principles and the Company’s Practices(Continued)

C.3 Audit Committee(Continued)

The Audit Committee shall make available on request its terms of reference, explaining its role and the
authoritydelegatedtoitbytheboard.

TheAuditCommitteehasbeenprovidedwithsufficientresourcestodischargeitsduties.

PricewaterhouseCoopers had been appointed to be the auditor of the Group. During 2009, total fees of
aboutRMB2,000,000paid/payabletoPricewaterhouseCooperswerewhollyrelatedtoauditservices.

TheAuditCommittee recommended the re-appointmentof PricewaterhouseCoopers tobe theauditorof
theGroupin2010.

D.1 Delegation by the board

TheCompanyhasa formal scheduleofmatters specifically reserved to theBoardand thosedelegated to
management. There should be a clear division of responsibilities amongst committees and each of them
shouldhaveaspecifictermsofreference.

TheBoardisresponsiblefordeterminingtheoverallstrategyandapprovingtheannualbusinessplanofthe
Group,andensuringthebusinessoperationsareproperlyplanned,authorised,undertakenandmonitored.
AllpolicymattersoftheGroup,materialtransactionsortransactionswherethereisconflictofinterestsare
reservedfortheBoard’sdecisions.

TheBoardhasdelegatedtheday-to-dayresponsibilitytotheexecutivemanagement.

D.2 Board committees

The Board has prescribed sufficiently clear terms of reference for the Audit Committee and the
RemunerationCommittee.

ThetermsofreferenceoftheAuditCommitteeandtheRemunerationCommitteerequirethecommittees
toreportbacktotheBoardontheirdecisionsorrecommendations.
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REPORT ON CORPORATE GOVERNANCE PRACTICES (Continued)

Key Corporate Governance Principles and the Company’s Practices(Continued)

E.1 Effective communication

Inrespectofeachsubstantiallyseparateissueatageneralmeeting,aseparateresolutionwillbeproposed
bythechairmanofthemeeting.

The chairman of the Board will attend the annual general meeting and arrange for the chairman of the
AuditandRemunerationCommitteesor theirmembers tobeavailable toanswerquestionsat theannual
generalmeeting.

E.2 Voting by poll

The chairman of a meeting will ensure disclosure in the Company’s circulars to shareholders of the
procedures for and the rights of shareholders to demand a poll in compliance with the requirements
about voting by poll contained in the Listing Rules such that shareholders are familiar with the detailed
proceduresforconductingpoll.

The chairman of a meeting and/or Directors who, individually or collectively, hold proxies in respect of
shares representing 5% or more of the total voting rights at a particular meeting will demand a poll
in certain circumstances where, on a show of hands, a meeting votes in the opposite manner to that
instructedinthoseproxies.Ifapollisrequiredundersuchcircumstances,thechairmanofthemeetingwill
disclosetothemeetingthetotalnumberofvotesrepresentedbyallproxiesheldbydirectorsindicatingan
oppositevotetothevotescastatthemeetingonashowofhands.

TheCompanywillcountallproxyvotesand,exceptwhereapollisrequired,thechairmanofameetingwill
indicatetothemeetingthelevelofproxieslodgedoneachresolution,andthebalanceforandagainstthe
resolution,after ithasbeendealtwithona showofhands.TheCompanywillensure thatvotescastare
properlycountedandrecorded.

The chairman of a meeting will at the commencement of the meeting ensure that an explanation is
providedof:

(a) theprocedures for demanding apoll by shareholders beforeputting a resolution to the voteon a
showofhands;and

(b) the detailed procedures for conducting a poll and then answer any questions from shareholders
whenevervotingbywayofapollisrequired.

F. Directors’ and Officers’ Liability Insurance

TheCompanyhasarrangedappropriatedirectors’andofficers’liabilityinsurancetoindemnifytheDirectors
andseniorstaffoftheGroupfortheirpotentialliabilitiesincurredbythemindischargingtheirduties.The
CompanyreviewstheinsurancecoveragefortheDirectorsandtheGroup’sseniorstaffonanannualbasis.
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To the shareholders of
Lijun International Pharmaceutical (Holding) Co., Ltd.
(incorporatedinCaymanIslandswithlimitedliability)

we have audited the consolidated financial statements of Lijun International Pharmaceutical (Holding) Co., Ltd.
(the “Company”) and its subsidiaries (together, the “Group”) set out on pages 43 to 115, which comprise the
consolidated and company balance sheets as at 31 December 2009, the consolidated income statement and
the consolidated statement of comprehensive income, the consolidated statement of changes in equity and the
consolidatedcashflowstatementfortheyearthenended,andasummaryofsignificantaccountingpoliciesand
otherexplanatorynotes.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation and the true and fair presentation of these
consolidated financial statements in accordance with Hong Kong Financial Reporting Standards issued by
the Hong Kong Institute of Certified Public Accountants and the disclosure requirements of the Hong Kong
Companies Ordinance. This responsibility includes designing, implementing and maintaining internal control
relevanttothepreparationandthetrueandfairpresentationoffinancialstatementsthatarefreefrommaterial
misstatement,whetherduetofraudorerror;selectingandapplyingappropriateaccountingpolicies;andmaking
accountingestimatesthatarereasonableinthecircumstances.

AUDITOR’S RESPONSIBILITY

Our responsibility is toexpressanopinionon theseconsolidated financial statementsbasedonourauditand to
reportouropinionsolelytoyou,asabody,andfornootherpurpose.wedonotassumeresponsibilitytowardsor
acceptliabilitytoanyotherpersonforthecontentsofthisreport.

weconductedourauditinaccordancewithHongKongStandardsonAuditingissuedbytheHongKongInstitute
ofCertifiedPublicAccountants.Thosestandards require thatwecomplywithethical requirementsandplanand
perform the audit toobtain reasonable assurance as towhether the financial statements are free frommaterial
misstatement.

INDEPENDENTAUDITOR’SREPORT
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AUDITOR’S RESPONSIBILITY (continued)

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and true and
fair presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control.Anauditalsoincludesevaluatingtheappropriatenessofaccountingpoliciesusedandthereasonableness
of accounting estimates made by the directors, as well as evaluating the overall presentation of the financial
statements.

webelievethattheauditevidencewehaveobtainedissufficientandappropriatetoprovideabasisforouraudit
opinion.

OPINION

In our opinion, the consolidated financial statements give a true and fair view of the state of affairs of the
Company and of the Group as at 31 December 2009 and of the Group’s profit and cash flows for the year
then ended in accordance with Hong Kong Financial Reporting Standards and have been properly prepared in
accordancewiththedisclosurerequirementsoftheHongKongCompaniesOrdinance.

PricewaterhouseCoopers
CertifiedPublicAccountants

HongKong,30March2010
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CONSOLIDATEDBALANCESHEET
Asat31December2009
(Allamounts inHK$unlessotherwisestated)

2009 2008
Note HK$’000 HK$’000

ASSETS
Non-current assets
Landuserights 6 209,247 214,036
Property,plantandequipment 7 823,174 792,855
Intangibleassets 8 550,225 566,440
Deferredincometaxassets 10 17,037 15,626
Available-for-salefinancialassets 11 147 146   

1,599,830 1,589,103   

Current assets
Inventories 12 229,377 225,783
Tradeandbillsreceivables 13 408,394 414,103
Financialassetsatfairvaluethroughprofitorloss 14 87 2,608
Prepayments,depositsandotherreceivables 15 68,945 44,165
Pledgedbankdeposits 16 8,662 16,232
Cashandcashequivalents 16 184,964 219,453   

900,429 922,344   

Total assets 2,500,259 2,511,447
   

EQUITY
Capital and reserves attributable to  

equity holders of the Company
Sharecapital 17 48,894 46,959
Reserves 18
–Proposedfinaldividend 33 42,398 20,270
–Others 1,533,484 1,301,615   

1,624,776 1,368,844

Minority interests 1,044 945   

Total equity 1,625,820 1,369,789
   

CONSOLIDATEDBALANCESHEET
Asat31December2009
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CONSOLIDATEDBALANCESHEET
Asat31December2009
(Allamounts inHK$unlessotherwisestated)

2009 2008
Note HK$’000 HK$’000

LIABILITIES
Non-current liabilities
Borrowings 19 78,172 62,428
Convertiblebonds 20 – 132,720
Deferredincometaxliabilities 10 28,474 37,019
Deferredrevenue 21 4,657 4,649
Long-termpayables 22 15,189 15,661   

126,492 252,477   

Current liabilities
Tradeandbillspayables 23 166,259 143,046
Advancedreceiptsfromcustomers 16,067 15,978
Accrualsandotherpayables 24 116,577 195,876
Incometaxpayable 13,248 6,317
Borrowings 19 435,796 527,964   

747,947 889,181   

Total liabilities 874,439 1,141,658   

Total equity and liabilities 2,500,259 2,511,447
   

Net current assets 152,482 33,163
   

Total assets less current liabilities 1,752,312 1,622,266
   

WU QIN QU JIGUANG
Director Director

Theaccompanyingnotesareanintegralpartoftheseconsolidatedfinancialstatements..
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BALANCESHEETOFTHECOMPANY
Asat31December2009
(Allamounts inHK$unlessotherwisestated)

2009 2008
Note HK$’000 HK$’000

ASSETS
Non-current assets
Property,plantandequipment 7 2,319 3,060
Investmentsinsubsidiariesandadvancetoasubsidiary 9 1,196,095 1,220,269   

1,198,414 1,223,329   

Current assets
Dividendsreceivable 23,566 39,427
Prepayments,depositsandotherreceivables 15 1,056 1,527
Amountsduefromsubsidiaries – 18,046
Pledgedbankdeposits 16 8,548 8,542
Cashandcashequivalents 16 7,714 40,832   

40,884 108,374   

Total assets 1,239,298 1,331,703
   

EQUITY
Capital and reserves attributable to  

equity holders of the Company
Sharecapital 17 48,894 46,959
Reserves 18
–Proposedfinaldividend 33 42,398 20,270
–Others 1,035,261 965,016   

Total equity 1,126,553 1,032,245
   

LIABILITIES
Non-current liabilities
Borrowings 19 25,000 39,750
Convertiblebonds 20 – 132,720
Deferredincometaxliabilities – 950   

25,000 173,420   

Current liabilities
Accrualsandotherpayables 24 2,001 6,288
Borrowings 19 61,000 119,750
Amountsduetosubsidiaries 24,744 –   

87,745 126,038   

Total liabilities 112,745 299,458   

Total equity and liabilities 1,239,298 1,331,703
   

Net current liabilities (46,861) (17,664)
   

Total assets less current liabilities 1,151,553 1,205,665
   

WU QIN QU JIGUANG
Director Director

TheaccompanyingnotesareanintegralpartofthisbalancesheetoftheCompany.

BALANCESHEETOFTHECOMPANY
Asat31December2009
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CONSOLIDATEDINCOMESTATEMENT
Fortheyearended31December2009
(Allamounts inHK$unlessotherwisestated)

2009 2008
Note HK$’000 HK$’000

Revenue 25 1,739,628 1,591,028
Costofsales 26 (880,264) (863,496)   

Gross profit 859,364 727,532

Sellingandmarketingcosts 26 (424,433) (389,091)
Generalandadministrativeexpenses 26 (175,555) (221,817)
Othergains–net 25 21,404 15,780   

Operating profit 280,780 132,404   

Financeincome 27 1,331 2,100
Financecosts 27 (41,114) (41,222)   

Financecosts–net (39,783) (39,122)   

Profit before income tax 240,997 93,282
Incometax(expense)/credit 28 (24,803) 8,914   

Profit for the year 216,194 102,196
   

Profit attributable to:
EquityholdersoftheCompany 216,095 102,106
Minorityinterest 99 90   

216,194 102,196
   

Earnings per share for profit attributable  
to the equity holders of the Company  
(expressedinHK$pershare)
–Basic 32 0.106 0.050

   

–Diluted 32 0.105 0.050
   

Dividends 33 82,938 32,432
   

Theaccompanyingnotesareanintegralpartoftheseconsolidatedfinancialstatements.

CONSOLIDATEDINCOMESTATEMENT
Fortheyearended31December2009
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CONSOLIDATEDSTATEMENTOFCOMPREHENSIVEINCOME
Fortheyearended31December2009
(Allamounts inHK$unlessotherwisestated)

2009 2008
HK$’000 HK$’000

Profit for the year 216,194 102,196

Other comprehensive income:
Currencytranslationdifferences 2,422 76,131   

Total comprehensive income for the year 218,616 178,327
   

Attributable to:
EquityholdersoftheCompany 218,517 178,182
Minorityinterest 99 145   

218,616 178,327
   

Theaccompanyingnotesareanintegralpartoftheseconsolidatedfinancialstatements.

CONSOLIDATEDSTATEMENTOFCOMPREHENSIVEINCOME
Fortheyearended31December2009



48 LijunInternationalPharmaceutical(Holding)Co.,Ltd.

CONSOLIDATEDSTATEMENTOFCHANGESINEqUITY
Fortheyearended31December2009
(Allamounts inHK$unlessotherwisestated)

Attributable to equity holders  
of the Company 

Share 
capital Reserves Total

Minority 
interests

Total 
equity

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Balance at 1 January 2009 46,959 1,321,885 1,368,844 945 1,369,789

Comprehensive income
Profitfortheyear – 216,095 216,095 99 216,194
Other comprehensive income
Currencytranslationdifferences 77 2,345 2,422 – 2,422      

Total comprehensive income 77 218,440 218,517 99 218,616      

Transactions with owners
Issueofshares-Conversionof

convertiblebonds 1,858 98,714 100,572 – 100,572
Redemptionofconvertiblebonds – (2,347) (2,347) – (2,347)
Dividendspaidtoequityholdersof

theCompany – (60,810) (60,810) – (60,810)      

Total transactions with owners 1,858 35,557 37,415 – 37,415      

Balance at 31 December 2009 48,894 1,575,882 1,624,776 1,044 1,625,820
      

Balance at 1 January 2008 44,080 1,151,216 1,195,296 800 1,196,096

Comprehensive income
Profitfortheyear – 102,106 102,106 90 102,196
Other comprehensive income
Currencytranslationdifferences 2,732 73,344 76,076 55 76,131      

Total comprehensive income 2,732 175,450 178,182 145 178,327      

Transactions with owners
Issueofshares-Conversionof

convertiblebonds 147 6,164 6,311 – 6,311
Redemptionofconvertiblebonds – (1,967) (1,967) – (1,967)
Dividendspaidtoequityholdersof

theCompany – (24,324) (24,324) – (24,324)
Shareoptionscheme-Valueofservices – 15,346 15,346 – 15,346      

Total transactions with owners 147 (4,781) (4,634) – (4,634)      

Balance at 31 December 2008 46,959 1,321,885 1,368,844 945 1,369,789
      

Theaccompanyingnotesareanintegralpartoftheseconsolidatedfinancialstatements.

CONSOLIDATEDSTATEMENTOFCHANGESINEqUITY
Fortheyearended31December2009
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CONSOLIDATEDCASHFLOwSTATEMENT
Fortheyearended31December2009
(Allamounts inHK$unlessotherwisestated)

2009 2008
Note HK$’000 HK$’000

Cash flows from operating activities
Cashgeneratedfromoperations 34(a) 282,408 192,503
Interestpaid (27,246) (33,764)
Incometaxpaid (26,921) (16,054)   

Netcashgeneratedfromoperatingactivities 228,241 142,685   

Cash flows from investing activities
Purchaseoflanduserights (83,128) (60,277)
Purchaseofproperty,plantandequipment (31,145) (221,608)
Purchaseofintangibleassets (518) –
Proceedsfromdisposalsofproperty,plantandequipment 34(b) 15,863 70,992
Purchaseoffinancialassetsatfairvalue

throughprofitorloss (74,551) (4,294)
Proceedsfromsaleoffinancialassetsatfairvalue

throughprofitorloss 82,272 987
Proceedsfromsaleofavailable-for-salefinancialassets – 4,719
Disposalofasubsidiary(cashandcash

equivalentsdisposed) – (177)
Interestreceived 1,331 2,100   

Netcashusedininvestingactivities (89,876) (207,558)   

Cash flows from financing activities
Redemptionofconvertiblebonds 20 (40,268) (32,500)
Proceedsfrombankborrowings 487,711 517,675
Repaymentsofbankborrowings (565,020) (313,126)
Decreaseofpledgedbankdeposits 5,171 27,065
DividendspaidtoequityshareholdersoftheCompany (60,720) (25,074)   

Netcash(outflows)/inflowsfromfinancingactivities (173,126) 174,040   

Net (decrease)/increase in cash and cash equivalents (34,761) 109,167

Cashandcashequivalentsatbeginningoftheyear 219,453 98,983
Effectofforeignexchangeratechanges 272 11,303   

Cash and cash equivalents at end of the year 184,964 219,453
   

Theaccompanyingnotesareanintegralpartoftheseconsolidatedfinancialstatements.

CONSOLIDATEDCASHFLOwSTATEMENT
Fortheyearended31December2009



50 LijunInternationalPharmaceutical(Holding)Co.,Ltd.

NOTESTOTHECONSOLIDATEDFINANCIALSTATEMENT
Fortheyearended31December2009
(Allamounts inHK$unlessotherwisestated)

1. GENERAL INFORMATION

Lijun International Pharmaceutical (Holding) Co., Ltd. (the “Company”) and its subsidiaries (together, the
“Group”)areengagedintheresearch,development,manufacturingandsellingofawiderangeoffinished
medicines and bulk pharmaceutical products to hospitals and distributors. The Group has manufacturing
plantsinHebeiProvinceandShaanxiProvince,thePeople’sRepublicofChina(“PRC”;“MainlandChina”),
andsellstocustomersmainlyinMainlandChina.

The Company is an exempted company with limited liability under the Companies Law, Cap.22 (Law 3
of 1961, as combined and revised) ofCayman Islands. The address of theCompany’s registeredoffice is
CenturyYard,CricketSquare,HutchinsDrive,P.O.Box2681,GrandCaymanKY1-1111,CaymanIslands.

TheCompany’sshareshavebeen listedonTheStockExchangeofHongKongLimitedsince20December
2005.

These consolidated financial statements are presented in Hong Kong Dollars (“HK$”), unless otherwise
stated.Theseconsolidated financial statementshavebeenapproved for issueby theCompany’sBoardof
Directorson30March2010.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Theprincipalaccountingpoliciesapplied inthepreparationof theseconsolidatedfinancialstatementsare
set out below. These policies have been consistently applied to all the years presented, unless otherwise
stated.

2.1 Basis of preparation

The consolidated financial statements of the Group have been prepared in accordance with Hong
Kong Financial Reporting Standards (“HKFRS”) issued by the Hong Kong Institute of Certified
Public Accountants (“HKICPA”). The consolidated financial statements have been prepared under
the historical cost convention, as modified by the revaluation of available-for-sale financial assets,
financialassetsandfinancialliabilitiesatfairvaluethroughprofitorloss.

The preparation of financial statements in conformity with HKFRS requires the use of certain
critical accounting estimates. It also requires management to exercise its judgment in the process
of applying the Group’s accounting policies. The areas involving a higher degree of judgment or
complexity, or areas where assumptions and estimates are significant to the consolidated financial
statementsaredisclosedinNote4.

Changes in accounting standards and interpretations

(a) NewandamendedstandardsadoptedbytheGroup

TheGrouphasadoptedthefollowingnewandamendedHKFRSsasof1January2009:

• HKFRS 7, ‘Financial Instruments – Disclosures’ (amendment) – effective 1 January
2009. The amendment requires enhanced disclosures about fair value measurement
and liquidity risk. In particular, the amendment requires disclosure of fair value
measurements by level of a fair value measurement hierarchy. The adoption of the
amendmentresultsinadditionaldisclosuresbutdoesnothaveanimpactonoperating
results,financialpositionorcomprehensiveincomeoftheGroup.

NOTESTOTHECONSOLIDATEDFINANCIALSTATEMENT
Fortheyearended31December2009
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.1 Basis of preparation (continued)

Changes in accounting standards and interpretations (continued)

(a) NewandamendedstandardsadoptedbytheGroup(continued)

• HKAS 1 (revised), “Presentation of financial statements” – effective 1 January 2009.
Therevisedstandardprohibitsthepresentationofitemsofincomeandexpenses(that
is, “non-owner changes in equity”) in the statement of changes in equity, requiring
“non-owner changes in equity” to be presented separately from owner changes in
equity inastatementofcomprehensive income.Asaresultthegrouppresents inthe
consolidated statement of changes in equity all owner changes in equity, whereas
all non-owner changes in equity are presented in the consolidated statement of
comprehensive income.Theconsolidated financial statementshavebeencompiledas
requiredbytherevisedstandardretrospectively.

• HKFRS2 (amendment),“Share-basedpayment” (effective1 January2009)dealswith
vesting conditions and cancellations. It clarifies that vesting conditions are service
conditionsandperformanceconditionsonly.Otherfeaturesofashare-basedpayment
are not vesting conditions. These features would need to be included in the grant
date fair value for transactions with employees and others providing similar services;
theywouldnot impact thenumberof awards expected to vest or valuation thereof
subsequenttograntdate.Allcancellations,whetherbytheentityorbyotherparties,
should receive the same accounting treatment. The Group and the Company has
adoptedHKFRS2 (amendment) from1January2009.Theamendmentdoesnothave
amaterialimpactontheGroup’sorCompany’sfinancialstatements.

• In respect of borrowing costs relat ing to qual ifying assets for which the
commencement date for capitalisation is on or after 1 January 2009, the Group
capitalises borrowing costs directly attributable to the acquisition, construction or
productionofaqualifyingassetaspartofthecostofthatasset.Theamendmentdoes
nothaveamaterialimpactontheGroup’sorCompany’sfinancialstatements.

• HKFRS8,“Operating segments”– effective1 January2009.HKFRS8 replacesHKAS
14, “Segment reporting”, and aligns segment reporting with the requirements of
theUSstandardSFAS131,“Disclosuresabout segmentsofanenterpriseand related
information”. The new standard requires a “management approach”, under which
segmentinformationispresentedonthesamebasisasthatusedforinternalreporting
purposes.TheGrouphasadoptedHKFRS8since1January2009,whichdidnotresult
in any increase in the number of reportable segments. The segments applied in the
previousconsolidatedfinancialstatementswereconsistentwiththeinternalreporting
providedtothechiefoperatingdecision-maker.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.1 Basis of preparation (continued)

Changes in accounting standards and interpretations (continued)

(a) NewandamendedstandardsadoptedbytheGroup(continued)

• The standards, amendments and interpretations noted below had no impact on the
Group’soperationresults,financialpositionorcomprehensiveincome.

HKFRS1andHKAS27
Amendment

Costofaninvestmentinasubsidiary,jointlycontrolled
entityorassociate

HKAS32Amendment
andHKAS1
Amendment

PuttableFinancialInstrumentsandObligationsArising
onLiquidation

HK(IFRIC)13 CustomerLoyaltyProgrammes
HK(IFRIC)15 AgreementsfortheConstructionofRealEstate
HK(IFRIC)16 HedgesofaNetInvestmentinaForeignOperation
HK(IFRIC)18 TransfersofAssetsfromCustomers(appliedfortransfers

ofassetsafter1July2009)

(b) Standards,amendmentsandinterpretationstoexistingstandardsthatarenotyeteffective
andhavenotbeenearlyadoptedbytheGroup

Thefollowingstandardsandamendmentstoexistingstandardsandinterpretationshavebeen
published and are mandatory for the Group’s accounting periods beginning on or after 1
January2010orlaterperiods,buttheGrouphasnotearlyadoptedthem:

Effective date

HKAS24Revised RelatedPartyDisclosures 1January2011
HKAS27Revised ConsolidatedandSeparateFinancial

Statements
1July2009

HKAS32Amendment Classificationofrightsissues 1February2010
HKAS39 FinancialInstruments:Recognitionand

Measurement–AmendmentsforEligible
hedgeditems

1July2009

HKFRS1Amendment PresentationofFinancialStatements 1January2010
HKFRS2Amendment GroupCash-settledShare-basedPayment

Transactions
1January2010

HKFRS3Revised BusinessCombinations 1July2009
HKFRS9 FinancialInstruments:Classificationand

measurement
1January2013

HK(IFRIC)17 DistributionofNon-CashAssetstoOwners 1July2009
HK(IFRIC)19 ExtinguishingFinancialLiabilitieswithEquity

Instruments
1July2010
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.1 Basis of preparation (continued)

Changes in accounting standards and interpretations (continued)

(b) Standards,amendmentsandinterpretationstoexistingstandardsthatarenotyeteffective
andhavenotbeenearlyadoptedbytheGroup  (continued)

ThosecouldberelevanttotheGroupinclude:

• HK (IFRIC) 17 “Distribution of non-cash assets to owners” (effective on or after
1 July2009).The interpretation ispartof theHKICPA’sannual improvementsproject
published in May 2009. This interpretation provides guidance on accounting for
arrangements whereby an entity distributes non-cash assets to shareholders either
as a distribution of reserves or as dividends. HKFRS 5 has also been amended to
require that assets are classifiedasheld fordistributiononlywhen theyareavailable
fordistribution in theirpresent conditionand thedistribution ishighlyprobable.The
GroupandCompanywillapplyHK(IFRIC)17from1January2010. It isnotexpected
tohaveamaterialimpactontheGroup’sorCompany’sfinancialstatements.

• HKAS27(revised),“Consolidatedandseparatefinancialstatements”(effectivefrom1
July2009). The revised standard requires theeffectsof all transactionswithminority
interesttoberecordedinequityifthereisnochangeincontrolandthesetransactions
will no longer result in goodwill or gains and losses. The standard also specifies the
accountingwhencontrolislost.Anyremaininginterestintheentityisre-measuredto
fairvalue,andagainorlossisrecognisedinprofitorloss.TheGroupwillapplyHKAS
27(revised)prospectivelytotransactionswithminorityinterestfrom1January2010.

• HKFRS 2 (amendments), “Group cash-settled share-based payment transactions”
(effective from 1 January 2010). In addition to incorporating HK(IFRIC)-Int 8,
“Scope of HKFRS 2”, and HK(IFRIC)-Int 11, “HKFRS 2 – Group and treasury share
transactions”, the amendments expand on the guidance in IFRIC 11 to address the
classification of group arrangements that were not covered by the interpretation.
Thenewguidance isnotexpectedtohaveamaterial impactontheGroup’sfinancial
statements.



54 LijunInternationalPharmaceutical(Holding)Co.,Ltd.

NOTESTOTHECONSOLIDATEDFINANCIALSTATEMENT
Fortheyearended31December2009
(Allamounts inHK$unlessotherwisestated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.1 Basis of preparation (continued)

Changes in accounting standards and interpretations (continued)

(c) ImprovementstoHKFRS

In addition, “Improvements to HKFRS” were issued in October 2008 and May 2009
respectively, containing numerous technical and conforming amendments to HKFRS, which
the HKICPA consider non-urgent but necessary. “Improvements to HKFRS” comprise
amendmentsthatresultinaccountingchangesforpresentation,recognitionormeasurement
purposes as well as terminology or editorial amendments related to a variety of individual
HKFRSstandards.Mostoftheamendmentsareeffectiveforannualperiodsbeginningonor
after1 January2009and1 January2010.Nomaterial changes toaccountingpolicieswere
made in 2009 or are expected in 2010 as a result of these amendments. Those could be
relevanttobeGroupinclude:

• HKAS1(amendment),“Presentationoffinancialstatements”.Theamendmentispart
oftheHKICPA’sannualimprovementsprojectpublishedinMay2009.Theamendment
provides clarification that the potential settlement of a liability by the issue of
equity is not relevant to its classification as currentornon-current. By amending the
definitionofcurrentliability,theamendmentpermitsaliabilitytobeclassifiedasnon-
current (provided that the entity has an unconditional right to defer settlement by
transfer of cash or other assets for at least 12 months after the accounting period)
notwithstanding the fact that the entity could be required by the counterparty to
settleinsharesatanytime.TheGroupwillapplyHKAS1(amendment)from1January
2010. It is not expected to have a material impact on the Group’s or Company’s
financialstatements.

• HKAS 36, “Impairment of Assets” (effective from 1 January 2010). The amendment
clarifies that the largest cash-generating unit (or group of units) to which goodwill
should be allocated for the purposes of impairment testing is an operating segment
as defined by paragraph 5 of HKFRS 8, “Operating segments” (that is, before the
aggregationofsegmentswithsimilareconomiccharacteristicspermittedbyparagraph
12ofHKFRS8).TheamendmentwillnotresultinamaterialimpactontheGroup’sor
theCompany’sfinancialstatements.

• HKAS 38 (amendment), “Intangible Assets” (effective from 1 July 2009). The
amendment is part of the HKICPA’s annual improvements project published in May
2009 and the Group and Company will apply HKAS 38 (amendment) from the date
HKFRS3(revised) isadopted.Theamendmentclarifiesguidanceinmeasuringthefair
value of an intangible asset acquired in a business combination and it permits the
groupingofintangibleassetsasasingleassetifeachassethassimilarusefuleconomic
lives.TheamendmentwillnotresultinamaterialimpactontheGroup’sorCompany’s
financialstatements.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.1 Basis of preparation (continued)

Changes in accounting standards and interpretations (continued)

(c) ImprovementstoHKFRS(continued)

• HKFRS 5 (amendment), “Measurement of non-current assets (or disposal groups)
classified as held for sale”. The amendment is part of the HKICPA’s annual
improvements project published in May 2009. The amendment provides clarification
that HKFRS 5 specifies the disclosures required in respect of non-current assets (or
disposalgroups) classifiedasheld for saleordiscontinuedoperations. It also clarifies
that the general requirement of HKAS 1 still apply, particularly paragraph 15 (to
achievea fairpresentation)andparagraph125 (sourcesofestimationuncertainty)of
HKAS 1. The Group and Company will apply HKFRS 5 (amendment) from 1 January
2010. It isnotexpected tohaveamaterial impacton theGroup’sor theCompany’s
financialstatements.

2.2 Consolidation

(a) Subsidiaries

Subsidiariesareallentities (includingspecialpurposeentities)overwhichtheGrouphasthe
powertogovernthefinancialandoperatingpoliciesgenerallyaccompanyingashareholding
of more than one half of the voting rights. The existence and effect of potential voting
rights that are currently exercisable or convertible are considered when assessing whether
theGroupcontrolsanotherentity.Subsidiariesarefullyconsolidatedfromthedateonwhich
control is transferred to the Group. They are de-consolidated from the date that control
ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries
by the Group. The cost of an acquisition is measured at the fair value of the assets given,
equity instruments issued and liabilities incurred or assumed at the date of exchange, plus
costs directly attributable to the acquisition. Identifiable assets acquired and liabilities and
contingent liabilities assumed in a business combination are measured initially at their fair
valuesattheacquisitiondate,irrespectiveoftheextentofanyminorityinterest.Theexcessof
thecostofacquisitionover the fairvalueof theGroup’sshareof the identifiablenetassets
acquired is recorded as goodwill. If the cost of acquisition is less than the fair value of the
netassetsofthesubsidiaryacquired,thedifferenceisrecogniseddirectlyintheconsolidated
incomestatement.

Inter-company transactions, balances and unrealised gains on transactions between group
companies are eliminated. Unrealised losses are also eliminated unless the transaction
providesevidenceofanimpairmentoftheassettransferred.

Accountingpoliciesofsubsidiarieshavebeenchangedwherenecessarytoensureconsistency
with thepoliciesadoptedby theGroup. In theCompany’sbalancesheet the investments in
subsidiaries are statedat cost lessprovision for impairment losses (Note2.8). The resultsof
subsidiariesareaccountedbytheCompanyonthebasisofdividendreceivedandreceivable.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.2 Consolidation (continued)

(b) Transactions with minority interests

The Group applies a policy of treating transactions with minority interests as transactions
with equity owners of the Group. For purchases from minority interests, the difference
betweentheconsiderationpaidandtherelevantshareofthecarryingvalueofnetassetsof
the subsidiary acquired is recorded in equity. For disposals to minority interests, differences
between the consideration and the relevant share of minority interests are also recorded in
equity.

2.3 Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to
the chief operating decision-maker. The chief operating decision-maker, who is responsible for
allocating resources and assessing performance of the operating segments, has been identified as
theexecutivedirectorsthatmakesstrategicdecisions.

2.4 Foreign currency translation

(a) Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured
using the currency of the primary economic environment in which the entity operates (the
“functional currency”). The Company and its subsidiaries’ functional currency are Renminbi
(“RMB”).TheconsolidatedfinancialstatementsarepresentedinHongKongDollars(“HK$”),
whichistheGroup’spresentationcurrency.

(b) Transactions and balances

Foreigncurrency transactionsare translated into the functionalcurrencyusing theexchange
ratesprevailingatthedatesofthetransactions.Foreignexchangegainsand lossesresulting
from the settlement of such transactions and from the translation at year-end exchange
rates of monetary assets and liabilities denominated in foreign currencies are recognised in
the income statement, except when deferred in equity as qualifying cash flow hedges or
qualifyingnetinvestmenthedges.

Foreign exchangegains and losses that relate toborrowings and cash and cash equivalents
are presented in the income statement within “finance income or costs”. All other foreign
exchange gains and losses are presented in the income statement within “other gains/
(losses),net”.

Changes in the fair value of monetary securities denominated in foreign currency classified
as available-for-sale are analysed between translation differences resulting from changes in
theamortisedcostofthesecurity,andotherchangesinthecarryingamountofthesecurity.
Translationdifferencesrelatedtochangesintheamortisedcostarerecognisedintheincome
statement,andotherchangesinthecarryingamountarerecognisedinequity.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.4 Foreign currency translation (continued)

(b) Transactions and balances (continued)

Translation differences on non-monetary financial assets and liabilities are reported as part
of the fair value gain or loss. Translation difference on non-monetary financial assets and
liabilitiessuchasequitiesheldatfairvaluethroughprofitorlossarerecognisedintheincome
statement as part of the fair value gain or loss. Translation differences on non-monetary
financial assets such as equities classified as available-for-sale are included in the available-
for-salereserveinequity.

(c) Group companies

TheresultsandfinancialpositionofalltheGroupentities(noneofwhichhasthecurrencyof
ahyperinflationaryeconomy)thathaveafunctionalcurrencydifferentfromthepresentation
currencyaretranslatedintothepresentationcurrencyasfollows:

(i) assetsandliabilitiesforeachbalancesheetpresentedaretranslatedattheclosingrate
atthedateofthatbalancesheet;

(ii) incomeand expenses for each income statement are translated at average exchange
rates(unlessthisaverageisnotareasonableapproximationofthecumulativeeffectof
the ratesprevailingon the transactiondates, inwhichcase incomeandexpensesare
translatedatthedatesofthetransactions);and

(iii) allresultingexchangedifferencesarerecognisedasaseparatecomponentofequity.

Onconsolidation,exchangedifferencesarisingfromthetranslationof thenet investment in
foreignoperations,andofborrowingsandothercurrency instrumentsdesignatedashedges
ofsuch investments,are takentoshareholders’equity.whenaforeignoperation ispartially
disposedoforsold,exchangedifferencesthatwererecordedinequityarerecognisedinthe
consolidatedincomestatementaspartofthegainorlossonsale.

Goodwillandfairvalueadjustmentsarisingontheacquisitionofaforeignentityaretreated
asassetsandliabilitiesoftheforeignentityandtranslatedattheclosingrate.



58 LijunInternationalPharmaceutical(Holding)Co.,Ltd.

NOTESTOTHECONSOLIDATEDFINANCIALSTATEMENT
Fortheyearended31December2009
(Allamounts inHK$unlessotherwisestated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.5 Property, plant and equipment

Property, plant and equipments are stated at historical cost less accumulated depreciation and
accumulatedimpairmentlosses,ifany.

Historical cost includes expenditure that is directly attributable to the acquisition of the items.
Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset,
as appropriate, only when it is probable that future economic benefits associated with the item
will flow to theGroupand the costof the itemcanbemeasured reliably. The carryingamountof
the replaced part is derecognised. All other repairs and maintenance are charged in the income
statementduringtheperiodinwhichtheyareincurred.

Depreciation is calculated using the straight-line method to allocate their costs to their residual
valuesovertheirestimatedusefullives,asfollows:

– Buildings 10-40years
– Plantandmachinery 5-18years
– Vehicles 5-10years
– Furniture,fixturesandofficeequipment 5-10years

Theassets’residualvaluesandusefullivesarereviewed,andadjustedifappropriate,ateachbalance
sheetdate.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carryingamountisgreaterthanitsestimatedrecoverableamount(Note2.8) .

Gainsandlossesondisposalsaredeterminedbycomparingtheproceedswiththecarryingamount
andarerecognisedwithin“Othergains–net”,intheincomestatement.

Construction-in-progress represents buildings, plant and machinery under construction or pending
installationand isstatedatcost lessaccumulated impairment losses, ifany.Cost includesthecosts
of construction and acquisition. No provision for depreciation is made on construction-in-progress
until such time as the relevant assets are completed and ready for intended use. when the assets
concernedareavailablefortheintendeduse,thecostsaretransferredtoanappropriatecategoryof
property,plantandequipmentanddepreciatedinaccordancewiththepolicyasstatedabove.

2.6 Land use rights

All land in Mainland China is state-owned or collectively-owned and no individual land ownership
right exists. The Group acquired the rights to use certain land. The premiums paid for such rights
are treatedasprepayment foroperating leasesandrecordedas landuserights.Theyareexpensed
in the income statement on a straight-line basis over the periods of the leases, or when there is
impairment,theimpairmentisexpensedintheincomestatement.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.7 Intangible assets

(a) Goodwill

GoodwillrepresentstheexcessofthecostofanacquisitionoverthefairvalueoftheGroup’s
share of the net identifiable assets of the acquired subsidiary at the date of acquisition.
Goodwill on acquisitions of subsidiaries is included in intangible assets. Goodwill is tested
for impairment and carried at cost less accumulated impairment losses, if any. Impairment
lossesongoodwillarenotreversed.Gainsandlossesonthedisposalofanentityincludethe
carryingamountofgoodwillrelatingtotheentitysold.

Goodwill is allocated to cash-generating units for the purpose of impairment testing. The
allocationismadetothosecash-generatingunitsorgroupsofcash-generatingunitsthatare
expectedtobenefitfromthebusinesscombinationinwhichthegoodwillarose.

(b) Trademarks and patents

Separately acquired trademarks and patents are shown at historical cost less accumulated
amortisationandaccumulatedimpairment losses, ifany.Trademarksandpatentsacquiredin
abusinesscombinationarerecognisedatfairvalueatthedateofacquisition.Trademarksand
patents have finite useful lives.Amortisation is calculatedusing the straight-linemethod to
allocatethecostsovertheirestimatedusefullives,asfollows:

– Trademarks 50years
– Patents 5-10years

(c) Customer relationships

Customer relationships are shown at historical cost less accumulated amortisation and
accumulatedimpairmentlosses,ifany.Theyrepresentthefairvalueattributabletocustomer
base or existing contractual bids with customers taken over in connection with business
combinations.Customerrelationshipshavefiniteusefullives.Amortisationiscalculatedusing
thestraight-linemethodtoallocatetheircostsovertheirestimatedusefullivesof5years.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.8 Impairment of investments in subsidiaries and non-financial assets

Assetsthathaveanindefiniteuseful life,forexamplegoodwill,arenotsubjecttoamortisationand
aretestedatleastannuallyforimpairment.Assetsarereviewedforimpairmentwhenevereventsor
changesincircumstancesindicatethatthecarryingamountmaynotberecoverable.Animpairment
loss is recognised for the amount by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of an asset’s fair value less costs to sell and value
inuse.Forthepurposesofassessing impairment,assetsaregroupedatthe lowest levelsforwhich
thereare separately identifiable cash flows (cash-generatingunits).Non-financial assetsother than
goodwill that suffer an impairment are reviewed for possible reversal of the impairment at each
reportingdate.

Impairment testing of the investments in subsidiaries is required upon receiving dividends from
these investments if thedividendexceeds the total comprehensive incomeof the subsidiary in the
periodthedividendisdeclaredorifthecarryingamountoftheinvestmentintheseparatefinancial
statements exceeds the carrying amount in the consolidated financial statements of the investee’s
netassetsincludinggoodwill.

2.9 Financial assets

2.9.1 Classification

The Group classifies its financial assets in the following categories: at fair value through
profit or loss, loans and receivables and available-for-sale. The classification depends on
the purposes for which the financial assets were acquired. Management determines the
classificationofitsfinancialassetsatinitialrecognition.

(a) Financialassetsatfairvaluethroughprofitorloss

Financialassetsatfairvaluethroughprofitorlossarefinancialassetsheldfortrading.
Afinancialasset isclassified inthiscategory ifacquiredprincipallyforthepurposeof
selling in the short term.Derivativesare classifiedasheld for tradingunless theyare
designatedashedges.Assetsinthiscategoryareclassifiedascurrentassets.

(b) Loansandreceivables

Loans and receivables are non-derivative financial assets with fixed or determinable
paymentsthatarenotquotedinanactivemarket.Theyareincludedincurrentassets,
exceptforthosewithmaturitiesgreaterthan12monthsafterthebalancesheetdate
are classified as non-current assets. Loans and receivables are classified as trade and
other receivablesandcashandcashequivalents in thebalance sheet(Note2.11and
2.12respectively) .

Loans and receivables are carried at amortised cost using the effective interest
method.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.9 Financial assets (continued)

2.9.1 Classification (continued)

(c) Available-for-salefinancialassets

Available-for-salefinancialassetsarenon-derivativesthatareeitherdesignatedinthis
category or not classified in any of the other categories. They are included in non-
current assets unless management intends to dispose of the investment within 12
monthsofthebalancesheetdate.

2.9.2 Recognition and measurement

Regularwaypurchasesandsalesoffinancialassetsarerecognisedontrade-date,thedateon
whichtheGroupcommitstopurchaseorselltheasset.Financialassetsareinitiallyrecognised
at fair value plus transaction costs for all financial assets not carried at fair value through
profitorloss.Financialassetscarriedatfairvaluethroughprofitorlossareinitiallyrecognised
at fair value, and transaction costs are expensed in the consolidated income statement.
Financial assets are derecognised when the rights to receive cash flows from the financial
assetshaveexpiredorhavebeen transferredand theGrouphas transferred substantiallyall
risksandrewardsofownership.Available-for-sale financialassetsandfinancialassetsat fair
valuethroughprofitorlossaresubsequentlycarriedatfairvalue.

Gains or losses arising from changes in the fair value of the “financial assets at fair value
throughprofitor loss” categoryarepresented in the consolidated income statementwithin
“Othergains–net”,intheperiodinwhichtheyarise.Dividendincomefromfinancialassets
atfairvaluethroughprofitorlossisrecognisedintheconsolidatedincomestatementaspart
ofotherincomewhentheGroup’srighttoreceivepaymentsisestablished.

when financial assets classified as available-for-sale are sold or impaired, the accumulated
fairvalueadjustmentsrecognisedinequityareincludedintheincomestatementasgainsand
lossesfromfinancialassets.

Dividendsonavailable-for-saleequity instrumentsarerecognisedintheincomestatementas
partofotherincomewhentheGroup’srighttoreceivepaymentsisestablished.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.9 Financial assets (continued)

2.9.2 Recognition and measurement (continued)

Financialassetsarestatedatfairvalues. If themarketforafinancialasset isnotactive (and
forunlistedsecurities),theGroupestablishedfairvaluebyusingvaluationtechniques.These
include theuseof recent arm’s length transactions, reference toother instruments that are
substantially the same, discounted cash flow analysis, and option pricing models, making
maximum use of market inputs and relying as little as possible on entity-specific inputs.
However, if therangeofreasonablefairvalueestimate issignificantandtheprobabilitiesof
variousestimatescannotbereasonablyassessed,suchfinancialassetsarecarriedatcostless
accumulatedimpairmentlosses.

The Group assesses at each balance sheet date whether there is objective evidence that a
financial asset or a group of financial assets is impaired. In the case of available-for-sale
financial assets, a significant or prolonged decline in the fair value of the financial asset
below its cost is considered as an indicator that the asset is impaired. The cumulative loss,
which ismeasuredasthedifferencebetweentheacquisitioncostandthecurrentfairvalue,
less any impairment loss on that financial asset previously recognised in profit or loss, is
removedfromequityandrecognised inthe incomestatement. Impairment lossesrecognised
in the income statement on equity instruments are not reversed through the income
statement.ImpairmenttestingoftradeandotherreceivablesisdescribedinNote2.11.

2.10 Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined using the
weightedaveragemethod.Thecostoffinishedgoodsandworkinprocesscomprisesrawmaterials,
direct labour, other direct costs and related production overheads (based on normal operating
capacity). It excludes borrowing costs. Net realisable value is the estimated selling price in the
ordinarycourseofbusiness,lessapplicablevariablesellingexpenses.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.11 Trade and other receivables

Trade and other receivables are recognised initially at fair value and subsequently measured at
amortisedcostusingtheeffectiveinterestmethod,lessprovisionforimpairment,ifany.Aprovision
for impairment of trade and other receivables is established when there is objective evidence
that the Group will not be able to collect all amounts due according to the original terms of the
receivables. Significant financial difficulties of the debtor, probability that the debtor will enter
bankruptcy or financial reorganisation, and default or delinquency in payments are considered
indicators that the trade receivable is impaired. The amount of the provision is the difference
between the asset’s carrying amount and the present value of estimated future cash flows,
discounted at the original effective interest rate. The carrying amount of the assets is reduced
through theuseofanallowanceaccount,and theamountof the loss is recognised in the income
statementwithingeneralandadministrativeexpenses.whenatradereceivableisuncollectible,itis
writtenoff against theallowanceaccount for trade receivables. Subsequent recoveriesofamounts
previously written off are credited against general and administrative expenses in the income
statement.

2.12 Cash and cash equivalents

Cash and cash equivalents include cash on hand, deposits held at call with banks with original
maturitiesofthreemonthsorless.

2.13 Share capital

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new
sharesoroptionsareshowninequityasadeductionfromtheproceeds.

2.14 Trade and other payables

Tradepayablesareobligationstopayforgoodsorservicesthathavebeenacquired intheordinary
courseofbusinessfromsuppliers.Accountspayableareclassifiedascurrent liabilities ifpayment is
duewithinoneyearor less (or inthenormaloperatingcycleofthebusiness if longer). Ifnot,they
arepresentedasnon-currentliabilities.

Trade and other payables are recognised initially at fair value and subsequently measured at
amortisedcostusingtheeffectiveinterestmethod.



64 LijunInternationalPharmaceutical(Holding)Co.,Ltd.

NOTESTOTHECONSOLIDATEDFINANCIALSTATEMENT
Fortheyearended31December2009
(Allamounts inHK$unlessotherwisestated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.15 Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost; any difference between the proceeds (net of transaction
costs) and the redemption value is recognised in the income statement over the period of the
borrowingsusingtheeffectiveinterestmethod.

Feespaidon the establishmentof loan facilities are recognisedas transaction costsof the loan to
theextentthatitisprobablethatsomeorallofthefacilitywillbedrawndown.Inthiscase,thefee
is deferreduntil thedraw-downoccurs. To the extent there is noevidence that it is probable that
some or all of the facility will be drawn down, the fee is capitalised as a prepayment for liquidity
servicesandamortisedovertheperiodofthefacilitytowhichitrelates.

Borrowingsare classifiedas current liabilitiesunless theGrouphasanunconditional right todefer
settlementoftheliabilityforatleast12monthsafterthebalancesheetdate.

2.16 Compound financial instruments

Compound financial instruments issued by the Group comprise convertible bonds that can be
convertedtosharecapitalattheoptionoftheholder,andthenumberofsharestobe issueddoes
notvarywithchangesintheirfairvalue.

The liability componentof a compound financial instrument is recognised initially at the fair value
of a similar liability that does not have an equity conversion option. The equity component is
recognisedinitiallyatthedifferencebetweenthefairvalueofthecompoundfinancialinstrumentas
awholeandthefairvalueoftheliabilitycomponent.Anydirectlyattributabletransactioncostsare
allocatedtotheliabilityandequitycomponentsinproportiontotheirinitialcarryingamounts.

Subsequent to initial recognition, the liability component of a compound financial instrument
is measured at amortised cost using the effective interest method. The equity component of a
compound financial instrument is not re-measured subsequent to initial recognition except on
conversionorexpiry.

2.17 Borrowing costs

Borrowing costs incurred for the construction of any qualifying asset are capitalised during the
period of time that is required to complete and prepare the asset for its intended use. All other
borrowingcostsarechargedtotheincomestatementintheperiodinwhichtheyareincurred.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.18 Current and deferred income tax

The tax expense for the period comprises current and deferred tax. Tax is recognised in the
consolidated income statement, except to the extent that it relates to items recognised directly in
equity.Inthiscase,thetaxisalsorecognisedinequity.

The current income tax charge is calculated on the basis of the tax laws enacted or substantively
enacted at the balance sheet date in the places where the Company and its subsidiaries operate
andgeneratetaxableincome.Managementperiodicallyevaluatespositionstakenintaxreturnswith
respect to situations in which applicable tax regulation is subject to interpretation and establishes
provisionswhereappropriateonthebasisofamountsexpectedtobepaidtothetaxauthorities.

Deferred incometax isprovided in full,usingthe liabilitymethod,ontemporarydifferencesarising
between the tax bases of assets and liabilities and their carrying amounts in the consolidated
financial statements. However, deferred income tax is not accounted for if it arises from initial
recognition of an asset or liability in a transaction other than a business combination that at the
timeofthetransactionaffectsneitheraccountingnortaxableprofitor loss.Deferred incometax is
determinedusingtaxratesandlawsthathavebeenenactedorsubstantiallyenactedbythebalance
sheetdateandareexpectedtoapplywhentherelateddeferred incometaxasset is realisedor the
deferredincometaxliabilityissettled.

Deferredincometaxassetsarerecognisedtotheextentthatitisprobablethatfuturetaxableprofit
willbeavailableagainstwhichthetemporarydifferencescanbeutilised.

Deferred income tax is provided on temporary differences arising on investments in subsidiaries,
exceptwherethetimingofthereversalofthetemporarydifferenceiscontrolledbytheGroupandit
isprobablethatthetemporarydifferencewillnotreverseintheforeseeablefuture.

2.19 Employee benefits

(a) Employee leave entitlements

Employeeentitlementstoannualleavearerecognisedwhentheyareaccruedtoemployees.A
provisionismadefortheestimatedliabilityforannualleaveasaresultofservicerenderedby
employeesup to thebalance sheetdate.Employeeentitlements to sick leaveandmaternity
leavearenotrecogniseduntilthetimeofleave.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.19 Employee benefits (continued)

(b) Pension obligations

(i) Definedcontributionplan

A defined contribution plan is a pension plan under which the Group pays fixed
contributionsintoaseparateentity.TheGrouphasnolegalorconstructiveobligations
to pay further contributions if the fund does not hold sufficient assets to pay all
employeesthebenefitsrelatingtoemployeeserviceinthecurrentandpriorperiods.

For defined contribution plans, the Group pays contributions to publicly or privately
administeredpensionplansonamandatory,contractualorvoluntarybasis.TheGroup
hasnofurtherpaymentobligationoncethecontributionshavebeenpaid.

The contributions are recognised as staff costs when they are due. Prepaid
contributions are recognised as an asset to the extent that a cash refund or a
reductioninthefuturepaymentsisavailable.

(ii) Definedbenefitplan

Typically, a defined benefit plan defines the amount of pension benefit that an
employeewillreceiveonretirement,whichusuallydependentononeormorefactors
suchasage,yearsofservicesandcompensation.

The liability recognised in the balance sheet in respect of defined benefit pension
plansisthepresentvalueofthedefinedbenefitobligationatthebalancesheetdate,
togetherwithadjustments forunrecognisedactuarialgainsor lossesandpast service
costs.Thedefinedbenefitobligation iscalculatedannuallybymanagementusingthe
projected unit credit method. The present value of the defined benefit obligation is
determinedbydiscounting theestimated future cashoutflowsusing interest ratesof
Chinesegovernmentbondsthataredenominatedinthecurrencyinwhichthebenefits
willbepaid,andthathavetermstomaturityapproximatingtothetermsoftherelated
pensionliability.

Actuarial gains and losses arising from experience adjustments and changes in
actuarial assumptions are charged or credited to income statement in the period in
whichtheyarise.

Past-servicecostsarerecognisedimmediatelyinincomestatement,unlessthechanges
to the pension plan are conditional on the employees remaining in service for a
specified period of time (the vesting period). In this case, the past-service costs are
amortisedonastraight-linebasisoverthevestingperiod.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.19 Employee benefits (continued)

(b) Pension obligations (continued)

(iii) Otherpost–retirementbenefits

Some group companies provide post-retirement benefits to their retirees. The
entitlement to these benefits is usually conditional on the employee remaining in
service up to retirement age and the completion of a minimum service period. The
expectedcostsofthesebenefitsareaccruedovertheperiodofemploymentusingthe
sameaccountingmethodologyasusedfordefinedbenefitpensionplan.

(iv) Terminationbenefits

TerminationbenefitsarepayablewhenemploymentisterminatedbytheGroupbefore
thenormal retirement date, orwhenever an employee accepts voluntary redundancy
inexchange for thesebenefits. TheGroup recognises terminationbenefitswhen it is
demonstrablycommittedtoeither:terminatingtheemploymentofcurrentemployees
according to a detailed formal plan without possibility of withdrawal; or providing
terminationbenefitsasaresultofanoffermadetoencouragevoluntaryredundancy.
Benefitsfallingduemorethan12monthsafterthebalancesheetdatearediscounted
totheirpresentvalue.

(c) Share-based compensation

The Group operates an equity-settled, share-based compensation plan, under which the
Group receives services from employees as consideration for equity instruments (options)
of theGroup.The fair valueof theemployee services received inexchange for thegrantof
theoptions is recognisedasanexpense.Thetotalamount tobeexpensed isdeterminedby
reference to the fair valueof theoptionsgranted, excluding the impact of anynon-market
service and performance vesting conditions (for example, profitability, sales growth targets
and remaining an employeeof the entity) over a specified timeperiod.Non-market vesting
conditions are included in assumptions about the number of options that are expected to
vest. The total amount expensed is recognised over the vesting period, which is the period
overwhichall of the specified vesting conditions are tobe satisfied.At eachbalance sheet
date, the Group revises its estimates of the number of options that are expected to vest
based on the non-marketing vesting conditions. It recognises the impact of the revision of
originalestimates,ifany,intheincomestatementwithacorrespondingadjustmenttoequity.

Theproceedsreceivednetofanydirectlyattributable transactioncostsarecreditedtoshare
capital(nominalvalue)andsharepremiumwhentheoptionsareexercised.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.19 Employee benefits (continued)

(d) Bonus plan

TheGrouprecognisesaprovisionforbonuseswherecontractuallyobligedorwherethereisa
pastpracticethathascreatedaconstructiveobligation.

2.20 Provisions

Provisionsare recognisedwhentheGrouphasapresent legalorconstructiveobligationasa result
ofpastevents; it isprobable thatanoutflowof resourceswillbe required tosettle theobligation;
and the amount has been reliably estimated. Provisions are not recognised for future operating
losses.

where there are a number of similar obligations, the likelihood that an outflow will be required
in settlement is determined by considering the class of obligations as a whole. A provision is
recognisedeven ifthe likelihoodofanoutflowwithrespecttoanyone items includedinthesame
classofobligationsmaybesmall.

Provisionsaremeasuredat thepresent valueof theexpendituresexpected tobe required to settle
the obligation using a pre-tax rate that reflects current market assessment of the time value of
moneyand the risks specific to theobligation.The increase in theprovisiondue to thepassageof
timeisrecognisedasinterestexpense.

2.21 Government grants

Government grants in the form of subsidy or financial refund are recognised when there is a
reasonableassurancethattheGroupwillcomplywiththeconditionsattachedtothegrantsandthat
thegrantswillbereceived.

Grants relating to income are deferred and recognised in the income statement over the period
necessarytomatchthemwiththecoststhattheyareintendedtocompensate.

Grants relating topurchases of landuse rights andproperty, plant and equipment are included in
non-current liabilitiesandrecognisedintheincomestatementoverthelifeofdepreciableassetsby
wayofareduceddepreciationandamortisationcharge.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.22 Revenue recognition

Revenuecomprises the fair valueof consideration receivedor receivable for the saleofgoodsand
services in theordinary courseof theGroup’s activities.Revenue is shownnetof value-added tax,
returns,rebatesanddiscounts,andaftereliminatingsaleswithintheGroup.

The Group recognises revenue when the amount of revenue can be reliably measured, it is
probable that future economic benefits will flow to the entity and specific criteria have been met
for eachof theGroup’s activities asdescribedbelow.Theamountof revenue isnot considered to
be reliably measurable until all contingencies relating to the sale have been resolved. The Group
bases itsestimatesonhistorical results, taking intoconsiderationthetypeofcustomer, thetypeof
transactionandthespecificsofeacharrangement.

(i) Revenue from the sale of goods is recognised upon the transfer of risks and rewards of
ownership, which generally coincides with the time when a group entity has delivered
products to the customer, the customer has accepted the products and collectibility of the
relatedreceivablesisreasonablyassured.

(ii) Processing income is recognised when the services are rendered, by reference to the actual
serviceprovidedasaproportionofthetotalservicestobeprovided.

(iii) Rentalincomeisrecognisedoverthetermsoftheleasesonastraight-linebasis.

(iv) Interestincomeisrecognisedonatime-proportionbasisusingtheeffectiveinterestmethod.

(v) Dividendincomeisrecognisedwhentherighttoreceivepaymentisestablished.

Advances and deposits from customers are recognised as liabilities in the financial statements as
advancedreceiptsfromcustomers,whentherearefutureobligationstoprovidegoodsandservices.
Theyarederecogniseduponsalesofgoodsandprovisionofservicesasdescribedabove.

2.23 Operating leases

Leasesinwhichasignificantportionoftherisksandrewardsofownershipareretainedbythelessor
areclassifiedasoperatingleases.

(a) As a lessee

Payments made under operating leases (net of any incentives received from the lessor) are
chargedtotheincomestatementonastraight-linebasisovertheperiodofthelease.

(b) As a lessor

when assets are leased out under an operating lease, the asset is included in the balance
sheetbasedonthenatureoftheasset.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.24 Research and development costs

Research expenditure is recognised as an expense as incurred. Costs incurred on development
projects (relating to the design and testing of new or improved products) are recognised as
intangibleassetswhenthefollowingcriteriaarefulfilled:

(i) itistechnicallyfeasibletocompletetheintangibleassetsothatitwillbeavailableforuse;

(ii) managementintendstocompletetheintangibleassetanduseit;

(iii) thereisanabilitytousetheintangibleasset;

(iv) it can be demonstrated how the intangible asset will generate probable future economic
benefits;

(v) adequate technical, financial and other resources to complete the development and to use
theintangibleassetareavailable;and

(vi) the expenditure attributable to the intangible asset during its development can be reliably
measured.

Other development expenditures that do not meet these criteria are recognised as an expense as
incurred.Developmentcostspreviously recognisedasanexpensearenot recognisedasanasset in
asubsequentperiod.Capitaliseddevelopmentcostsarerecordedasintangibleassetsandamortised
from the point at which the asset is ready for use on a straight-line basis over its useful life, not
exceedingfiveyears.

2.25 Contingent liabilities

Acontingent liability is apossibleobligation thatarises frompasteventsandwhoseexistencewill
onlybeconfirmedbytheoccurrenceornon-occurrenceofoneormoreuncertainfutureeventsnot
whollywithinthecontroloftheGroup. Itcanalsobeapresentobligationarisingfrompastevents
that is not recognised because it is not probable that an outflow of economic resources will be
requiredortheamountofobligationcannotbemeasuredreliably.

Acontingent liability isnot recognisedbut isdisclosed in thefinancial statements.whenachange
in theprobabilityofanoutflowoccurs so thatoutflow isprobable, itwill thenbe recognisedasa
provision.



71AnnualReport2009

NOTESTOTHECONSOLIDATEDFINANCIALSTATEMENT
Fortheyearended31December2009
(Allamounts inHK$unlessotherwisestated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.26 Dividend distributions

Dividenddistributions to theCompany’sequityholdersare recognisedasa liability in the financial
statementsintheperiodinwhichthedividendsareapprovedbytheCompany’sequityholders.

2.27 Earnings per share

(a) Basic earnings per share

Basicearningsper share is calculatedbydividing theprofitattributable toequityholdersof
theCompany,excludinganycostsofservicingequityotherthanordinaryshares,byweighted
averagenumberofordinarysharesoutstandingduringthefinancialyear,adjustedforbonus
elementsinordinarysharesissuedduringtheyear.

(b) Diluted earnings per share

Diluted earnings per share adjusts the figures used in determination of basic earnings per
share to take into account the after income tax effect of interest andother financing costs
associatedwithdilutivepotentialordinarysharesandtheweightedaveragenumberofshares
assumed to have been issued for no consideration in relation to dilutive potential ordinary
shares.

3. FINANCIAL RISK MANAGEMENT

3.1 Financial risk factors

TheGroup’sactivitiesexposeittoavarietyoffinancialrisks:marketrisk(includingcurrencyrisk,fair
value interest rate risk, cash flow interest rate riskandprice risk), credit riskand liquidity risk.The
Group’s overall risk management programme focuses on the unpredictability of financial markets
andseekstominimisepotentialadverseeffectsontheGroup’sfinancialperformance.

(a) Market risk

(i) Foreigncurrencyexchangerisk

The Group mainly operates in Mainland China, with most of its transactions
denominated and settled in RMB, which is the functional currency of the Company
and its subsidiaries. The Group is exposed to foreign exchange risk primarily arising
from Hong Kong Dollars since certain cash and cash equivalents and borrowings are
denominated in Hong Kong Dollars. The Group is also exposed to foreign exchange
riskthroughtransactionsthataredenominatedinacurrencyotherthanthefunctional
currencyoftheCompanyanditssubsidiaries.
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3. FINANCIAL RISK MANAGEMENT (continued)

3.1 Financial risk factors (continued)

(a) Market risk (continued)

(i) Foreigncurrencyexchangerisk(continued)

TheGroupmanages its foreigncurrencyexchange risksbyperforming regular review
andmonitoring itsforeigncurrencyexposures. Ithasnotusedanyforwardcontracts,
currencyborrowingsorothermeanstohedgeitsforeigncurrencyexposure.

At 31 December 2009, if RMB had strengthened/weakened by 5% against the HK$
withallothervariablesheldconstant, theGroup’snetprofit for theyearwouldhave
been HK$3,817,000 (2008: 5%, HK$9,323,000) higher/lower, mainly as a result of
foreign exchange gains/losses on translation of HK$ denominated cash and cash
equivalents, prepayments and other receivables, accruals and other payables, and
borrowings.

(ii) Pricerisk

The Group is exposed to equity securities price risk because investments held by the
Groupareclassifiedontheconsolidatedbalancesheetsasatfairvaluethroughprofit
or loss. TheGrouphasnothedged itsprice riskarising from investments in financial
assetsatfairvaluethroughprofitorloss.

As the Group’s equity investments are publicly traded, the fair value is determined
withreferencetoquotedmarketprices.

(iii) Cashflowandfairvalueinterestraterisk

Exceptforpledgedbankdeposits,bankdepositsandcashatbankofHK$184,074,000
asat31December2009(2008:HK$218,980,000),whichcarriedinterestatweighted
average interest rateof0.7%(2008:1.2%)perannum,theGrouphasnosignificant
interest-bearingassets.

The Group’s interest bearing liabilities are bank borrowings. Borrowings issued at
variable rates expose the Group to cash flow interest-rate risk. Borrowings issued at
fixedratesexposetheGrouptofairvalueinterest-raterisk.

TheGrouphasnotusedanyinterestrateswapstohedgeitsexposuretointerestrate
risk.

At the balance sheet date, if interest rate had been increased/decreased by 0.6
percentage-point and all other variables were held constant, the Group’s net profit
for the year ended 31 December 2009 would decrease/increase by approximately
HK$3,353,000 (2008: 0.6 percentage-point, HK$3,542,000). This relates primarily to
interestincomefrombankdepositsandinterestexpenseonbankborrowings.
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3. FINANCIAL RISK MANAGEMENT (continued)

3.1 Financial risk factors (continued)

(b) Credit risk

TheGrouphasnosignificantconcentrationsofcredit risk.Thecarryingamountsofpledged
bankdeposits, cashandcashequivalents, tradeandbills receivables,andprepayments,and
other receivables represent the Group’s maximum exposure to credit risk in relation to its
financialassets.

Under the ongoing global financial crisis, debtors of the Group may be affected by the
unfavourable economic conditions and the lower liquidity situation which could in turn
impact their ability to repay the amounts owed. Deteriorating operating conditions for
debtors may also have an impact on management’s cash flow forecasts and assessment
of the impairment of receivables. To the extent that information is available, management
has properly reflected revised estimates of expected future cash flows in their impairment
assessments.

As at 31 December 2009, 92% of the Group’s bank deposits are placed in major financial
institutions located in PRC, which management believes are of high credit quality without
significantcreditrisk(2008:79%).TheGroupalsohaspoliciesthatlimittheamountofcredit
exposuretoanyfinancialinstitution,subjecttoperiodicreview.

The Group has policies in place to ensure that sales are made to customers with an
appropriate credit history. It performs periodic credit evaluations/reviews of its customers
(Note13) .

As at 31 December 2009, out of the total trade and bills receivables, 44% are bank
acceptancenotes(2008:33%),ofwhichthecreditrisksrestwiththereputationalacceptance
banks.ThedirectorsoftheCompanyaresatisfiedthattherisksarisingfromthosenotesare
minimalconsideringthecreditqualityoftheacceptancebanks.

As at 31 December 2009, majority of trade receivables are with customers having an
appropriatecredithistory.Inaddition,alloftheGroup’spledgedbankdepositsandcashand
cash equivalents were placed with major financial institutions in Mainland China and Hong
Kong.

(c) Liquidity risk

Prudentliquidityriskmanagementincludesmaintainingsufficientcashandtheavailabilityof
funding through an adequate amount of committed credit facilities. Management monitors
rolling forecasts of the Group’s liquidity reserve comprising undrawn borrowing facility and
cash and cash equivalents on thebasis of expected cash flow. TheGroup aims tomaintain
flexibilityinfundingbykeepingcommittedcreditlinesavailable.
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3. FINANCIAL RISK MANAGEMENT (continued)

3.1 Financial risk factors (continued)

(c) Liquidity risk (continued)

The table below analyses the Group’s financial liabilities (including contractually committed
interest payments) into relevant maturity groupings based on the remaining period at the
balance sheet to the contractual maturity date. The amounts disclosed in the table are the
contractual undiscounted cash flows. Balance due within 12 months equal their carrying
balances,astheimpactofdiscountingisnotsignificant.

Less than 
1 year

Between 
1 and 

2 years

Between 
2 and 

5 years
Over 

5 years Total
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At 31 December 2009
Borrowings 435,796 34,072 44,100 – 513,968
Interestpaymentsonborrowings 15,169 1,370 2,190 – 18,729
Accountsandbillspayables 166,259 – – – 166,259
Accrualsandothercurrentpayables 27,427 – – – 27,427     

644,651 35,442 46,290 – 726,383
     

At 31 December 2008
Borrowings 527,964 62,428 – – 590,392
Interestpaymentsonborrowings

andconvertiblebonds 17,528 23,130 – – 40,658
Convertiblebonds – 132,720 – – 132,720
Accountsandbillspayables 143,046 – – – 143,046
Accrualsandothercurrentpayables 115,770 – – – 115,770     

804,308 218,278 – – 1,022,586
     

3.2 Capital risk management

TheGroup’sobjectiveswhenmanaging capital are to safeguard theGroup’s ability to continueas
agoingconcern inorder toprovidereturns for theCompany’sshareholdersandbenefits forother
stakeholders and to maintain an optimal capital structure to reduce the cost of capital. In order
tomaintainoradjust the capital structure, theGroupmayadjust theamountofdividendspaid to
shareholders,returncapitaltoshareholders,issuenewsharesorsellassetstoreducedebt.

Consistent with others in the industry, the Group monitors capital on the basis of the gearing
ratio. This ratio is calculated as net borrowings divided by total equity less minority interests. Net
borrowings is calculated as total borrowings and convertible bonds (including current and non-
currentborrowings)lesspledgedbankdepositsandcashandcashequivalents.
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3. FINANCIAL RISK MANAGEMENT (continued)

3.2 Capital risk management (continued)

Thegearingratiowasasfollows:

2009 2008
HK$’000 HK$’000

Bankborrowings 513,968 590,392
Convertiblebonds – 132,720  

513,968 723,112
Less: Pledgedbankdepositsandcashandcashequivalents (193,626) (235,685)  

Netborrowings 320,342 487,427
  

Totalequitylessminorityinterests 1,624,776 1,368,844
  

Gearingratio 19.7% 35.6%
  

Thegearing ratiohasbeen significantly improved as a result of the redemption and conversionof
convertiblebondsin2009.

3.3 Fair value estimation

Effective1 January2009, theGroupadoptedtheamendment toHKFRS7 for financial instruments
that are measured in the balance sheet at fair value, this requires disclosure of fair value
measurementsbylevelofthefollowingfairvaluemeasurementhierarchy:

• quotedprices(unadjusted)inactivemarketsforidenticalassetsorliabilities(level1).

• Inputsother thanquotedprices includedwithin level 1 that areobservable for the assetor
liability,eitherdirectly(thatis,asprices)orindirectly(thatis,derivedfromprices)(level2).

• Inputs for the asset or liability that are not based on observable market data (that is,
unobservableinputs)(level3).

As of 31 December 2009, the Group has the fair value of financial instruments with the amount
ofHK$87,000(31December2008:HK$2,608,000).Thefairvalueoffinancial instrumentstraded
in active markets (such as financial assets at fair value through profit or loss) is based on quoted
marketpricesatthebalancesheetdate(level1).

The carrying value less impairment provision of receivables and payables are a reasonable
approximation of their fair values. The fair value of financial liabilities for disclosure purposes is
estimatedbydiscountingthefuturecontractualcashflowsatthecurrentmarketinterestratethatis
availabletotheGroupforsimilarfinancialinstruments.
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4. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Estimates and judgments are continually evaluated and are based on historical experience and other
factors,includingexpectationsoffutureeventsthatarebelievedtobereasonableunderthecircumstances.

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates
will, by definition, seldom equal the related actual results. The estimates and assumptions that have a
significantriskofcausingamaterialadjustmenttothecarryingamountsofassetsandliabilitieswithinthe
nextfinancialyeararediscussedbelow.

(a) Useful lives of property, plant and equipment, land use rights and intangible assets

The Group’s management determines the estimated useful lives for its property, plant and
equipment, land use rights and intangible assets. These estimates are based on the historical
experienceoftheactualusefullivesofproperty,plantandequipment,landuserightandintangible
assets of similar nature and functions, or based on value-in-use calculations or market valuations
with reference to the estimated periods that the Group intends to derive future economic
benefits from the use of intangible assets. It could change significantly as a result of technical
innovations,changedincustomertasteandcompetitoractionsinresponsetosevereindustrycycles.
Managementwill increase thedepreciationor amortisation chargewhereuseful lives are less than
previouslyestimatedlives,orwillwrite-offorwrite-downtechnicallyobsoleteornon-strategicassets
thathavebeenabandonedorsold.Inparticularthemanagementhasre-estimatedandadjustedthe
usefullivesofcertainequipmentin2009(Note7).Aftertheadjustments,theusefullivesofcertain
equipmentsarestillwithintheusefullivesdescribedinNote2.5.

(b) Impairment of property, plant and equipment, land use rights and intangible assets (other 
than goodwill)

Impairment losses for property, plant and equipment, land use rights and intangible assets are
recognised for the amount by which the carrying amount exceeds its recoverable amount in
accordance with the accounting policy stated in Note 2.8. The recoverable amounts, being the
higherof fairvalue lesscosts tosellornetpresentvalueof futurecash flowswhichareestimated
based upon the continued use of the asset in the business, are determined with reference to the
best information available at each of the balance sheet date. Changing the assumptions selected
bytheGroup’smanagement inassessingimpairment, includingthediscountratesortheoperating
and growth rate assumptions in the cash flow projections, could materially affect the net present
valueusedintheimpairmenttestandasaresultaffecttheGroup’sfinancialpositionandresultsof
operations.
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4. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (continued)

(c) Impairment of goodwill

The Group’s management tests annually whether goodwill has suffered any impairment. For the
purposesofimpairmentreviews,therecoverableamountofgoodwillisdeterminedbasedonvalue-
in-usecalculations.Thevalue-in-usecalculationsprimarilyusecashflowprojectionsbasedon5-year
financial budget approved by management and estimated terminal value at the end of the 5-year
period.Thereareanumberofassumptionsandestimates involved in thepreparationofcash flow
projections for the period covered by the approved budgets. Key assumptions include the growth
ratesandselectionofdiscountratestoreflecttherisksinvolved.Managementpreparesthefinancial
budgets reflecting actual and prior year performance and market development expectations.
Judgement is required to determine key assumptions adopted in the cash flow projections and
changes to key assumptions can significantly affect these cash flow projections and therefore the
resultsoftheimpairmentreviews.

(d) Net realisable value of inventories

Net realisable valueof inventories is theestimated sellingprice in theordinary courseofbusiness,
less estimated costsof completion and selling expenses. These estimates arebasedon the current
market condition and the historical experience of manufacturing and selling products of similar
nature. Itcouldchangesignificantlyasa resultof technical innovations,changes incustomer taste
and competitor actions in response to changes in market conditions. The Group’s management
reassessestheestimatesateachbalancesheetdate.

(e) Impairment of receivables

The Group’s management determines the provision for impairment of trade, bills and other
receivables based on an assessment of the recoverability of the receivables. These estimates are
based on the credit history of its customers and other debtors and current market condition. The
Group’smanagementreassessestheprovisionateachbalancesheetdate.

(f) Post-employment benefits obligation

The Group’s management reassesses the amount of provision for post-employment benefits
obligations at each balance sheet date using the projected unit credit method. Under this
method, the determination of the present value of post-employment benefits obligation depends
on a number of key assumptions like discount rate and resignation rate. Any changes in these
assumptionswillimpactthecarryingamountofpost-employmentbenefitsobligations.
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5. SEGMENT INFORMATION – GROUP

The chief operating decision-maker has been identified as the executive directors. The decision-maker
reviewstheGroup’sinternalreportinginordertoassessperformanceandallocateresources.Management
hasdeterminedtheoperatingsegmentsbasedonthesereports.

The board considers the business from product perspective. From a product perspective, management
assesses the performance of two product segments, namely intravenous infusion solution and antibiotics
andothers.

The chief operating decision-maker assesses the performance of the operating segments based on a
measureofrevenueandprofit.Thismeasurementisconsistentwiththatintheannualfinancialstatements.

Unallocatedoperatinglossmainlycontributedbycorporateexpenses.

Segment assets consist primarily of land use rights, property, plant and equipment, intangible assets,
inventories,tradeandbillreceivables,prepayments,depositsandotherreceivables,pledgedbankdeposits
andcashandcashequivalents.Unallocatedassetsmainlycomprisecorporatecashanddeferredincometax
assets.

Segment liabilities comprise mainly operating liabilities. Unallocated liabilities mainly comprise deferred
incometaxliabilities,corporateborrowingsandconvertiblebonds.

The revenue fromexternal parties reported to themanagement ismeasured in amanner consistentwith
thatintheconsolidatedincomestatement.

The segment informationprovided to thedecision-maker for the reportable segments for the year ended
31December2009isasfollows:

Intravenous 
infusion 
solution

Antibiotics 
and others Unallocated Total

HK$’000 HK$’000 HK$’000 HK$’000

Revenue 659,715 1,079,913 – 1,739,628
    

Operating profit/(loss) segment results 169,876 122,194 (11,290) 280,780

Financeincome 202 1,016 113 1,331
Financecosts (11,803) (11,282) (18,029) (41,114)    

Profit before income tax 158,275 111,928 (29,206) 240,997
Incometaxexpense (10,723) (14,080) – (24,803)    

Profit for the year 147,552 97,848 (29,206) 216,194
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5. SEGMENT INFORMATION – GROUP (continued)

The segment informationprovided to thedecision-maker for the reportable segments for the year ended
31December2008isasfollows:

Intravenous 
infusion 
solution

Antibiotics 
and others Unallocated Total

HK$’000 HK$’000 HK$’000 HK$’000

Revenue 573,583 1,017,445 – 1,591,028
    

Operating profit/(loss) segment results 113,020 50,745 (31,361) 132,404

Financeincome 238 1,488 374 2,100
Financecosts (11,123) (17,399) (12,700) (41,222)    

Profit before income tax 102,135 34,834 (43,687) 93,282
Incometax(expense)/income (4,809) 13,198 525 8,914    

Profit for the year 97,326 48,032 (43,162) 102,196
    

Thesegmentassetsandliabilitiesat31December2009areasfollows:

Intravenous 
infusion 
solution

Antibiotics 
and others Unallocated Total

HK$’000 HK$’000 HK$’000 HK$’000

Total assets 1,435,431 1,045,192 19,636 2,500,259
    

Total liabilities 385,241 401,197 88,001 874,439
    

Thesegmentassetsandliabilitiesat31December2008areasfollows:

Intravenous 
infusion 
solution

Antibiotics 
and others Unallocated Total

HK$’000 HK$’000 HK$’000 HK$’000

Total assets 1,367,351 1,090,135 53,961 2,511,447
    

Total liabilities 364,093 478,107 299,458 1,141,658
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6. LAND USE RIGHTS – GROUP

2009 2008
HK’000 HK’000

At 1 January
Cost 216,392 69,690
Accumulatedamortisation (2,356) (1,658)  

Netbookamount 214,036 68,032
  

Year ended 31 December
Openingnetbookamount 214,036 68,032
Additions 131 143,568
Disposalsresultingfromdisposalofasubsidiary – (4,310)
Amortisation (5,259) (1,861)
Exchangedifferences 339 8,607  

Closingnetbookamount 209,247 214,036
  

At 31 December
Cost 217,158 216,392
Accumulatedamortisation (7,911) (2,356)  

Netbookamount 209,247 214,036
  

LanduserightsarelocatedinHebeiProvinceandShaanxiProvince,MainlandChina,andareheldonleases
of37to46yearsfromthedatesofacquisition.

As at 31 December 2009, the Group’s land use rights with net book amount of HK$64,854,000 (2008:
HK$55,881,000)werepledgedascollateralfortheGroup’sbankborrowings(Note19) .

Amortisationoflanduserightshasbeenincludedingeneralandadministrativeexpenses.
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7. PROPERTY, PLANT AND EQUIPMENT

Group

Buildings
Plant and 

machinery

Furniture, 
fixtures 

and office 
equipment Vehicles

Construction-
in-progress Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At 1 January 2008
Cost 353,071 496,200 29,842 44,048 110,750 1,033,911
Accumulateddepreciation (67,018) (212,413) (15,983) (18,270) – (313,684)
Impairmentlosses – (622) – – – (622)      

Netbookamount 286,053 283,165 13,859 25,778 110,750 719,605
      

Year ended 31 December 2008
Openingnetbookamount 286,053 283,165 13,859 25,778 110,750 719,605
Additions 1,113 47,064 9,173 5,471 141,008 203,829
Transfers 22,308 67,794 1,956 – (92,058) –
Reclassifications – 1,760 (437) (1,323) – –
Disposals (35,152) (4,087) (3) (1,005) (32,558) (72,805)
Disposalsresultingfromdisposalof

asubsidiary (17,460) (17,915) (135) (526) – (36,036)
Depreciation (13,417) (45,626) (4,573) (4,634) – (68,250)
Exchangedifferences 17,580 19,009 1,043 1,531 7,349 46,512      

Closingnetbookamount 261,025 351,164 20,883 25,292 134,491 792,855
      

At 31 December 2008
Cost 332,335 611,726 42,509 44,363 134,491 1,165,424
Accumulateddepreciation (71,310) (260,329) (21,626) (19,071) – (372,336)
Impairmentlosses – (233) – – – (233)      

Netbookamount 261,025 351,164 20,883 25,292 134,491 792,855
      

Year ended 31 December 2009
Openingnetbookamount 261,025 351,164 20,883 25,292 134,491 792,855
Additions 2,696 60,878 10,994 6,322 37,386 118,276
Transfers 13,906 116,692 1,563 – (132,161) –
Disposals (8) (12,673) (49) (799) (1,973) (15,502)
Depreciation (13,893) (47,689) (5,923) (5,051) – (72,556)
Impairment – (1,194) – – – (1,194)
Exchangedifferences 422 656 39 41 137 1,295      

Closingnetbookamount 264,148 467,834 27,507 25,805 37,880 823,174
      

At 31 December 2009
Cost 348,979 763,970 54,699 49,716 37,880 1,255,244
Accumulateddepreciation (84,831) (294,709) (27,192) (23,911) – (430,643)
Impairmentlosses – (1,427) – – – (1,427)      

Netbookamount 264,148 467,834 27,507 25,805 37,880 823,174
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7. PROPERTY, PLANT AND EQUIPMENT (continued)

Group (continued)

ThebuildingsarelocatedinHebeiProvinceandShaanxiProvince,MainlandChina.

Construction-in-progress represents buildings under construction and plant and machinery pending
installation.ThebuildingsunderconstructionarelocatedinHebeiProvinceandShaanxiProvince,Mainland
China.

CertainequipmentofXi’an LijunPharmaceuticalCo., Ltd.,with costofHK$124,450,000wereoriginally
estimated to have a useful life of 7 to 10 years. The management has re-estimated the useful lives of
equipments.TheGroupadjustedestimatedusefullivesofsuchequipmentfrom7-10yearsto10-14years.
These changes inaccountingestimate resulted innetprofit for the yearended31December2009being
increasedbyaboutHK$6,312,000.

Depreciationexpenserecognisedintheconsolidatedincomestatementisanalysedasfollows:

2009 2008
HK$’000 HK$’000

Costofsales 47,679 44,496
Sellingandmarketingcosts 2,348 2,021
Generalandadministrativeexpenses 22,529 21,733  

72,556 68,250
  

As at 31 December 2009, buildings, plant and machinery with net book amount of HK$356,497,000
(2008:HK$245,190,000)werepledgedascollateralfortheGroup’sbankborrowings(Note19) .
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7. PROPERTY, PLANT AND EQUIPMENT (continued)

Company

Furniture, 
fixtures 

and office 
equipment Vehicles Total

HK$’000 HK$’000 HK$’000

At 1 January 2008
Cost 2,374 2,024 4,398
Accumulateddepreciation (338) (672) (1,010)   

Netbookamount 2,036 1,352 3,388
   

Openingnetbookamount 2,036 1,352 3,388
Additions 173 – 173
Depreciation (225) (401) (626)
Exchangedifferences 82 43 125   

Closingnetbookamount 2,066 994 3,060
   

At 31 December 2008
Cost 2,712 2,149 4,861
Accumulateddepreciation (646) (1,155) (1,801)   

Netbookamount 2,066 994 3,060
   

Year ended 31 December 2009
Openingnetbookamount 2,066 994 3,060
Depreciation (305) (440) (745)
Exchangedifferences 3 1 4   

Closingnetbookamount 1,764 555 2,319
   

At 31 December 2009
Cost 2,712 2,149 4,861
Accumulateddepreciation (948) (1,594) (2,542)   

Netbookamount 1,764 555 2,319
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8. INTANGIBLE ASSETS – GROUP

Goodwill
Trademark 

and patents
Customer 

relationships Total
HK$’000 HK$’000 HK$’000 HK$’000

At 1 January 2008
Cost 429,075 59,501 64,440 553,016
Accumulatedamortisation – (2,298) (645) (2,943)    

Netbookamount 429,075 57,203 63,795 550,073
    

Year ended 31 December 2008
Openingnetbookamount 429,075 57,203 63,795 550,073
Disposalsresultingfromdisposalof

asubsidiary – (11) – (11)
Amortisation – (2,479) (14,602) (17,081)
Exchangedifferences 26,511 3,457 3,491 33,459    

Closingnetbookamount 455,586 58,170 52,684 566,440
    

At 31 December 2008
Cost 455,586 63,308 68,421 587,315
Accumulatedamortisation – (5,138) (15,737) (20,875)    

Netbookamount 455,586 58,170 52,684 566,440
    

Year ended 31 December 2009
Openingnetbookamount 455,586 58,170 52,684 566,440
Addition – 518 – 518
Amortisation – (2,563) (15,065) (17,628)
Exchangedifferences 730 92 73 895    

Closingnetbookamount 456,316 56,217 37,692 550,225
    

At 31 December 2009
Cost 456,316 63,926 68,531 588,773
Accumulatedamortisation – (7,709) (30,839) (38,548)    

Netbookamount 456,316 56,217 37,692 550,225
    

Amortisation of HK$17,628,000 (2008: HK$17,081,000) is included in general and administrative
expenses.
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8. INTANGIBLE ASSETS – GROUP (continued)

Impairment test of goodwill:

Goodwill isallocatedtotheintravenousinfusionsolutionbusinessinMainlandChina,thecash-generating
unit(CGU)identified.

The recoverable amount of the CGU is determined based on value-in-use calculations. These calculations
usepre-taxcashflowprojectionsbasedonfinancialbudgetsapprovedbymanagementcoveringafive-year
period. Cash flows beyond the five-year period are extrapolated using the estimated growth rate stated
below.Thegrowthratedoesnotexceedthe long-termaveragegrowthrateforthebusiness inwhichthe
CGUoperates.

Thekeyassumptionsusedforvalue-in-usecalculationsareasfollows:

2009 2008

Grossmargin 48.0% 46.6%
Growthrate 3% 3%
Pre-taxdiscountrate 12.0% 12.3%

Managementdeterminedbudgetedgrossmarginbasedonpastperformanceand its expectations for the
marketdevelopment.Thegrowthrateusedisconsistentwiththeforecastsincludedinindustryreports.The
discountrateusedispre-taxandreflectspecificrisksrelatingtotheoperatingsegment.

9. INVESTMENTS IN SUBSIDIARIES AND ADVANCE TO A SUBSIDIARY – COMPANY

2009 2008
HK$’000 HK$’000

Investmentsinunlistedshares,atcost 1,181,668 1,170,761
Advancetoasubsidiary–non-current 14,427 49,508  

1,196,095 1,220,269
  

AdvancetoasubsidiaryrepresentsequityfundingprovidedbytheCompanyandismeasuredinaccordance
with the Company’s accounting policy for investments in subsidiaries. It is unsecured and non-interest
bearing.
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9. INVESTMENTS IN SUBSIDIARIES AND ADVANCE TO A SUBSIDIARY – COMPANY (continued)

Thefollowingaredetailsofprincipalsubsidiaries,allofwhichareunlisted,at31December2009:

Name
Place of incorporation and 
type of legal entity

Principal activities and 
place of operations

Particulars of 
issued and 
fully paid 

share capital Interest held     
2009 2008

NewOrientInvestments
Limited(“NewOrient”)

Limitedliabilitycompany
incorporatedinSamoa

Investmentholdingcompany
inHongKong

USD1 100% (Directly 
held)

100%(Directly
held)

ShijiazhuangNo.4
PharmaceuticalCo.,Ltd.
(No.4Pharm”)

Limitedliabilitycompany
incorporatedinMainland
China

Manufacturingandsaleof
pharmaceuticalproducts
inHeibeiProvince,
MainlandChina

RMB110,000,000 100% 
(Indirectly held)

100%
(Indirectlyheld)

Xi’anLijunPharmaceutical
Co.,Ltd.(“Xi’anLijun”)

Limitedliabilitycompany
incorporatedinMainland
China

Manufacturingandsaleof
pharmaceuticalproducts
inShaanxiProvince,
MainlandChina

RMB280,000,000 100% 
(Directly held)

100%
(Directlyheld)

ShenzhenLijun
PharmaceuticalCo.,Ltd.
(“ShenzhenLijun”)

Limitedliabilitycompany
incorporatedinMainland
China

Manufacturingandsaleof
pharmaceuticalproducts
inGuangdongProvince,
MainlandChina

RMB5,000,000 68% 
(Indirectly held)

68%
(Indirectlyheld)

Noneofthesubsidiarieshadanyloancapitalinissueatanytimeduringtheyearended31December2009
(2008:None).

Amounts due from subsidiaries – current

Thesebalancesareunsecured,non-interestbearingandwithoutpre-determinedrepaymentterms.
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10. DEFERRED INCOME TAX – GROUP

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset
currenttaxassetsagainstcurrenttaxliabilitiesandwhenthedeferredincometaxesrelatetothesamefiscal
authority.Thenetamountsareasfollows:

2009 2008
HK$’000 HK$’000

Deferredtaxassets:
–toberecoveredaftermorethan12months 3,107 3,706
–toberecoveredwithin12months 13,930 11,920  

17,037 15,626  

Deferredtaxliabilities:
–tobesettledaftermorethan12months 25,480 34,470
–tobesettledwithin12months 2,994 2,549  

28,474 37,019  

Deferredtaxliabilities-net 11,437 21,393
  

Thegrossmovementsinthedeferredincometaxaccountareasfollows:

2009 2008
HK$’000 HK$’000

Beginningoftheyear 21,393 28,446
Creditedtotheconsolidatedincomestatement(Note28) (9,035) (8,060)
Creditedtoequity (950) (500)
Exchangedifferences 29 1,507  

Endoftheyear 11,437 21,393
  



88 LijunInternationalPharmaceutical(Holding)Co.,Ltd.

NOTESTOTHECONSOLIDATEDFINANCIALSTATEMENT
Fortheyearended31December2009
(Allamounts inHK$unlessotherwisestated)

10. DEFERRED INCOME TAX – GROUP (continued)

Themovementsindeferredtaxassetsareasfollows:

Accrual of 
expenses

Provision for 
impairments

Post-
employment 

benefits Total
HK$’000 HK$’000 HK$’000 HK$’000

At1January2008 3,940 4,867 4,746 13,553

Credited/(charged)tothe
consolidatedincomestatement 2,175 (137) (840) 1,198

Exchangedifferences 309 298 268 875    

At31December2008 6,424 5,028 4,174 15,626

Credited/(charged)tothe
consolidatedincomestatement 3,009 (1,157) (465) 1,387

Exchangedifferences 13 7 4 24    

At31December2009 9,446 3,878 3,713 17,037
    

Themovementsindeferredtaxliabilitiesareasfollows:

Equity 
component 

of convertible 
bonds

Revaluation 
of assets

on acquisition Total
HK$’000 HK$’000 HK$’000

At1January2008 1,875 40,124 41,999
Creditedtotheconsolidated

incomestatement (525) (6,337) (6,862)
Creditedtoequity
–Redemptionofconvertiblebonds (417) – (417)
–Conversionofconvertiblebonds (83) – (83)
Exchangedifferences 100 2,282 2,382   

At31December2008 950 36,069 37,019
Creditedtotheconsolidated

incomestatement – (7,648) (7,648)
Creditedtoequity
–Redemptionofconvertiblebonds (320) – (320)
–Conversionofconvertiblebonds (630) – (630)
Exchangedifferences – 53 53   

At31December2009 – 28,474 28,474
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11. AVAILABLE-FOR-SALE FINANCIAL ASSETS – GROUP

2009 2008
HK$’000 HK$’000

Beginningoftheyear 146 4,303
Disposals – (4,290)
Exchangedifferences 1 133  

Endoftheyear 147 146
  

Asat31December2009,available-for-salefinancialassetamountingtoHK$147,000(2008:HK$146,000)
represents14.37%equityinterestinXi’anLijunTransportationCo.,Ltd.,whichisanunlistedcompany.

Thefairvalueoftheseunlistedsecuritiesasat31December2009isdeterminedaccordingtotheenterprise
value calculationbasedonearningsbefore interest expense, income taxes,depreciationandamortisation
extracted from the unaudited financial results of the investee company for the year ended 31 December
2009,whichapproximatesthenetbookvalue.

12. INVENTORIES – GROUP

2009 2008
HK$’000 HK$’000

Rawmaterials 111,313 104,203
workinprogress 14,977 33,978
Finishedgoods 103,087 87,602  

229,377 225,783
  

The Group reversed of HK$7,311,000 for impairment of inventories during the year ended 31 December
2009(2008:recordedHK$6,601,000).Theprovisionhasbeenincludedincostofsales.

Thecostof inventoriesrecognisedasexpenseandincludedincostofsalesamountedtoHK$645,398,000
(2008:HK$640,326,000).
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13. TRADE AND BILLS RECEIVABLES – GROUP

2009 2008
HK$’000 HK$’000

Accountsreceivable 245,527 298,952
Notesreceivable 181,205 137,916
Less: provisionforimpairment (18,338) (22,765)  

408,394 414,103
  

Thefairvaluesoftradeandbillsreceivablesapproximatetheircarryingamounts.

TheGroupgenerallyrequiresitscustomerstosettlesalesinvoiceswithin3months.Ageinganalysisoftrade
andbillsreceivablesisasfollows:

2009 2008
HK$’000 HK$’000

within3months 370,110 317,027
4to6months 22,107 68,229
7to12months 12,831 33,018
1to2years 13,741 16,547
2to3years 7,413 1,351
Morethan3years 530 696  

426,732 436,868
  

Asat31December2009,past-duetradeandbillsreceivablesamountingtoapproximatelyHK$56,622,000
(2008: HK$119,841,000) were assessed for impairment and provision of HK$18,338,000 (2008:
HK$22,765,000) for impaired receivables was recorded, covering individually impaired receivables and
groups of receivables subject to collective review. Those individually impaired receivables mainly relate to
customers in unexpected difficult economic situations and items aged over one year. Collateral or other
creditenhancementheldbytheGrouphavebeenconsideredwhendeterminingtheimpairmentprovision.
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13. TRADE AND BILLS RECEIVABLES – GROUP (continued)

Theageingofindividuallyimpairedreceivablesandanestimateofthefairvalueofthecollateralandother
creditenhancementareasfollows:

2009 2008
HK$’000 HK$’000

4to6months 429 1,130
7to12months 285 11,226
1to2years 13,741 16,547
2to3years 7,413 1,351
Morethan3years 530 696  

22,398 30,950
Less: Expectedrecovery (7,877) (15,628)  

Impairment 14,521 15,322
  

Movementsofprovisionforimpairmentoftradereceivablesareasfollows:

2009 2008
HK$’000 HK$’000

Beginningoftheyear 22,765 10,747
(Reversalof)/Provisionforimpairment (4,460) 13,699
Receivableswrittenoffasuncollectible – (1,453)
Releasedresultingfromdisposalofasubsidiary – (1,232)
Exchangedifferences 33 1,004  

Endoftheyear 18,338 22,765
  

The creation and release of provision for impaired receivables have been included in general and
administrativeexpenses.Amountschargedtotheallowanceaccountaregenerallywrittenoffwhenthereis
noexpectationofrecoveringadditionalcash.
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13. TRADE AND BILLS RECEIVABLES – GROUP (continued)

TheGroup’stradereceivablesweredenominatedinthefollowingcurrencies:

2009 2008
HK$’000 HK$’000

RMB 413,983 432,237
USD 12,749 4,631  

426,732 436,868
  

Themaximumexposure to credit risk at the reportingdate is the fair valueof the receivablesmentioned
above.TheGroupdoesnotholdanycollateralassecurity.

14. FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS – GROUP

2009 2008
HK$’000 HK$’000

Listedsecurities:
–Equitysecurities–MainlandChina 87 2,608

  

Thefairvaluesofequitysecuritiesarebasedontheirclosingbidprices.

Changes infairvalueoffinancialassetsatfairvaluethroughprofitor lossarerecorded in“Othergains–
net”.

15. PREPAYMENTS, DEPOSITS AND OTHER RECEIVABLES

Group Company

2009 2008 2009 2008
HK$’000 HK$’000 HK$’000 HK$’000

Prepaymentsforpurchasesof
inventories 31,629 16,194 – –

Prepaymentsforpurchasesof
machineries 7,322 2,462

Prepaidadvertisingcosts 12,741 6,774 – –
Amountsduefromrelatedparties

(Note35(c)) 7,956 6,105 – –
Staffadvances 3,347 2,543 – –
Otherreceivables 5,950 10,087 1,056 1,527    

68,945 44,165 1,056 1,527
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16. PLEDGED BANK DEPOSITS AND CASH AND CASH EQUIVALENTS – GROUP AND COMPANY

Group Company

2009 2008 2009 2008
HK$’000 HK$’000 HK$’000 HK$’000

Pledgedbankdeposits 8,662 16,232 8,548 8,542
Cashatbankandinhand 184,964 219,453 7,714 40,832    

193,626 235,685 16,262 49,374
    

Pledgedbankdepositsarepledgedfor:

Group Company

2009 2008 2009 2008
HK$’000 HK$’000 HK$’000 HK$’000

Bankborrowings(Note19) 8,548 8,542 8,548 8,542
Payableforproperty,plantand

equipment(Note24) 114 5,274 – –
Billspayable – 2,416 – –    

8,662 16,232 8,548 8,542
    

Themaximumexposuretocreditriskatthereportingdateapproximatesthecarryingvalueofthepledged
bankdepositsandcashandcashequivalents.

Pledgedbankdepositsandcashandcashequivalentsweredenominatedinthefollowingcurrencies:

Group Company

2009 2008 2009 2008
HK$’000 HK$’000 HK$’000 HK$’000

RMB 176,665 183,720 9 13
HK$ 15,961 49,052 15,942 49,051
USD 1,000 2,913 311 310    

193,626 235,685 16,262 49,374
    

The interest bearing bank deposits (included in pledged bank deposits and cash and cash equivalents)
carriedaweightedaverageinterestrateof0.7%perannumasat31December2009(2008:1.2%).These
depositshadmaturityof14daysat inception(2008:3months),otherthanthosewithoutpre-determined
maturityterms.

The Group’s pledged bank deposits and cash and cash equivalents denominated in RMB were deposited
withbanksinMainlandChina.TheconversionoftheseRMBdenominatedbalancesintoforeigncurrencies
and the remittance of funds out of Mainland China are subject to the rules and regulations of foreign
exchangecontrolpromulgatedbytheMainlandChinaGovernment.
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17. SHARE CAPITAL

Number 
of shares

Ordinary 
shares

’000 HK$’000

Authorised
At31December2008and2009

(ordinarysharesofHK$0.02each) 10,000,000 200,000
  

Issued and fully paid up
At1January2008(ordinarysharesofHK$0.02each) 2,019,652 44,080
Issueofshares-conversionofconvertiblebonds 7,351 147
Currencytranslationdifferences – 2,732  

At31December2008(ordinarysharesofHK$0.02each) 2,027,003 46,959
Issueofshares-conversionofconvertiblebonds 92,901 1,858
Currencytranslationdifferences – 77  

At31December2009(ordinarysharesofHK$0.02each) 2,119,904 48,894
  

During the year ended 31 December 2009, convertible bonds amounting to RMB74,000,000 (2008:
RMB6,000,000)wereconverted into92,901,000 (2008:7,351,000)ordinary sharesat the fixedexchange
rateofHK$1toRMB0.98339andthefixedconversionpriceofHK$0.81pershare(2008:HK$0.83)(Note
20) .

Share option scheme

TheGrouphasadoptedashareoptionscheme,whichwillremaininforcefor3yearsuptoAugust2011.
ShareOptionsmaybegrantedtoanydirectors,employeesoftheGroup.Theexerciseprice isdetermined
by the Board and shall not be less than the higher of (i) the closing price of one share as stated in the
daily quotation sheets issued by The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) on
thedateofoffer,whichshallbeabusinessday;(ii)theaverageclosingpriceofthesharesasstatedinthe
dailyquotationsheets issuedby theStockExchange for the fivebusinessdays immediatelypreceding the
dateofoffer,and(iii)thenominalvalueoftheshare.TheGrouphasnolegalorconstructiveobligationto
repurchaseorsettletheseoptionsincash.

InAugust2008,shareoptionsweregrantedtocertaindirectorsandemployeestosubscribe100,000,000
shares (fully vested) in the Company at an exercise price of HK$0.7 per share, exercisable from August
2008toAugust2011.

The fair value of the share options granted, determined using the Binomial valuation model, was
approximately HK$15,346,000. The significant inputs into the model are share price of HK$0.7 at the
grant date, exercise priceofHK$0.7, volatility of 43.6%, expecteddividendspaidout rateof 2.4%, and
annualrisk-freeinterestrateof2.7%.Thevolatility,measuredatthestandarddeviationofexpectedshare
price returns, is based on statistical analysis of daily share prices of the Company and other comparable
companiesoverthelastfiveyears.
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17. SHARE CAPITAL (continued)

Share option scheme (continued)

Shareoptionsoutstandinghavethefollowingexpirydateandexerciseprice:

Expiry date
Exercise price

per share

Share options

2009 2008
HK$ ’000 ’000

6August2011 0.7 100,000 100,000
   

18. RESERVES

Group

Share 
premium

Capital 
reserve

Equity 
component of 

convertible 
bonds

Statutory 
reserve

Share-based 
payment 

reserve 
(Note17)

Retained 
earnings Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At1January2008 688,092 165,067 8,840 94,880 – 194,337 1,151,216
Issueofshares

–Conversionofconvertiblebonds 6,545 – (381) – – – 6,164
Redemptionofconvertiblebonds – – (1,967) – – – (1,967)
Employeeshareoptionscheme-

Valueofservices – – – – 15,346 – 15,346
Profitfortheyear – – – – – 102,106 102,106
Dividendspaidtoequityholdersof

theCompany – – – – – (24,324) (24,324)
Transfertostatutoryreserve – – – 14,335 – (14,335) –
Currencytranslationdifferences 42,895 10,199 536 5,862 (62) 13,914 73,344       

At31December2008 737,532 175,266 7,028 115,077 15,284 271,698 1,321,885
Issueofshares

–Conversionofconvertiblebonds 103,395 – (4,681) – – – 98,714
Redemptionofconvertiblebonds – – (2,347) – – – (2,347)
Profitfortheyear – – – – – 216,095 216,095
Dividendspaidtoequityholdersof

theCompany – – – – – (60,810) (60,810)
Transfertostatutoryreserve – – – 24,255 – (24,255) –
Currencytranslationdifferences 1,249 281 – 223 24 568 2,345       

At31December2009 842,176 175,547 – 139,555 15,308 403,296 1,575,882
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18. RESERVES (continued)

Group (continued)

As stipulated by regulations in Mainland China and Articles of Association of subsidiaries established in
MainlandChina, the subsidiaries established inMainlandChina are required to appropriate10%of their
after-tax profit (after offsetting prior years’ losses) to statutory surplus reserve fund before distributing
theirprofit.whenthebalanceofsuchreservereaches50%ofeachsubsidiary’ssharecapital,anyfurther
appropriationisoptional.Thestatutorysurplusreservefundcanbeutilisedtooffsetprioryears’lossesorto
issuebonusshares.

Company

Share 
premium

Capital 
reserve

Equity 
component of 

convertible 
bonds

Share-based 
payment 

reserve
(Note17)

Retained 
earnings Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At1January2008 688,092 162,370 8,840 – 35,977 895,279
Issueofshares

–Conversionofconvertiblebonds 6,545 – (381) – – 6,164
Redemptionofconvertiblebonds – – (1,967) – – (1,967)
Employeeshareoptionscheme-Value

ofservices – – – 15,346 – 15,346
Profitfortheyear – – – – 37,945 37,945
Dividendspaidtoequityholdersof

theCompany – – – – (24,324) (24,324)
Currencytranslationdifferences 42,895 10,032 536 (62) 3,442 56,843      

At31December2008 737,532 172,402 7,028 15,284 53,040 985,286
Issueofshares

–Conversionofconvertiblebonds 103,395 – (4,681) – – 98,714
Redemptionofconvertiblebonds – – (2,347) – – (2,347)
Profitfortheyear – – – – 55,182 55,182
Dividendspaidtoequityholdersof

theCompany – – – – (60,810) (60,810)
Currencytranslationdifferences 1,249 276 – 24 85 1,634      

At31December2009 842,176 172,678 – 15,308 47,497 1,077,659
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19. BORROWINGS

Group Company

2009 2008 2009 2008
HK$’000 HK$’000 HK$’000 HK$’000

Non-current
Non-currentportionoflong-term

bankborrowings 78,172 62,428 25,000 39,750    

Current
Currentportionoflong-term

bankborrowings 83,715 66,089 61,000 54,750
Short-termbankborrowings 352,081 461,875 – 65,000    

435,796 527,964 61,000 119,750    

Total borrowings 513,968 590,392 86,000 159,500
    

Representing:
Unsecured 285,792 376,964 70,000 127,500
Secured(i) 199,076 144,732 6,000 20,000
Guaranteed(ii) 29,100 68,696 10,000 12,000    

513,968 590,392 86,000 159,500
    

(i) Asat31December2009,certainoftheGroup’sborrowingsweresecuredbytheGroup’s landuse
rights with a net book amount of HK$64,854,000 (2008: HK$55,881,000), the Group’s buildings,
plantandmachinerywithanetbookamountofHK$356,497,000(2008:HK$245,190,000),andthe
Group’sbankdepositsofHK$8,548,000(2008:HK$8,542,000).

(ii) As at 31 December 2009 and 2008, certain of the Group’s bank borrowings were guaranteed by
Xi’anLijunPharmaceuticalCo.,Ltd.,awhollyownedsubsidiary.
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19. BORROWINGS (continued)

Asat31December2009,theGroup’sborrowingswererepayableasfollows:

Group Company

2009 2008 2009 2008
HK$’000 HK$’000 HK$’000 HK$’000

within1year 435,796 527,964 61,000 119,750
Between1and2years 34,072 62,428 – 39,750
Between2and5years 44,100 – 25,000 –    

513,968 590,392 86,000 159,500
    

Theborrowingsweredenominatedinthefollowingcurrencies:

Group Company

2009 2008 2009 2008
HK$’000 HK$’000 HK$’000 HK$’000

RMB 408,868 430,892 – –
HK$ 105,100 159,500 86,000 159,500    

513,968 590,392 86,000 159,500
    

Theeffectiveinterestrates(perannum)atthebalancesheetdatewereasfollows:

2009 2008
HK$ RMB HK$ RMB

Bankborrowings 3.4% 5.7% 5.1% 6.9%
    

The fair values of short-term borrowings approximate their carrying amounts. The carrying amounts and
fairvaluesofnon-currentborrowingsareasfollows:

Group Company
Carrying amount Fair value Carrying amount Fair value

2009 2008 2009 2008 2009 2008 2009 2008
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Bankborrowings 78,172 62,428 74,490 59,802 25,000 39,750 24,647 38,938
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19. BORROWINGS (continued)

Asat31December2009,theGrouphasthefollowingundrawnborrowingfacilities:

2009 2008
HK$’000 HK$’000

Fixedrate
–expiringwithinoneyear 79,502 11,339
–expiringbeyondoneyear 133,117 23,359

Floatingrates
–expiringwithinoneyear – –
–expiringbeyondoneyear 48,383 48,305  

261,002 83,003
  

20. CONVERTIBLE BONDS

On 30 May 2007, the Company issued zero-coupon convertible bonds with total principal amount of
RMB160,000,000, tobematuredon30May2010. The conversionpricewas initially set asHK$4.15per
share at a fixed exchange rate of HK$1 to RMB0.98339, and such conversion price has been adjusted
to HK$0.83 per share effective from 28 August 2007 as a consequence of the Company’s share sub-
division(Note17) .In2009,theconversionpricehasbeenadjustedtoHK$0.81duetotheinterimdividend
declaration.

Liabilitycomponenton30May2007iscalculatedasfollows:

HK$’000

Facevalueofconvertiblebondsissuedon30May2007 162,702
Equitycomponent (11,230) 

Liabilitycomponenton30May2007 151,472
Less: Costofissue (2,164) 

149,308
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20. CONVERTIBLE BONDS (continued)

Theamountofconvertiblebondsrecognisedinthebalancesheetiscalculatedasfollows:

2009 2008
HK$’000 HK$’000

Beginningoftheyear 132,720 151,135
Interestexpenses(Note27) 13,703 13,442
Convertedintoordinaryshares (99,942) (5,984)
Redemption (46,645) (35,861)
Exchangedifferences 164 9,988  

Endoftheyear – 132,720
  

On 26 September 2008, 8 June 2009 and 14 December 2009, the Company redeemed and thereafter
cancelled convertible bonds with a principal amount of RMB30,000,000 (equivalent to HK$34,225,000),
RMB20,000,000 (equivalent to HK$22,679,000) and RMB16,000,000 (equivalent to HK$18,162,624) for
a consideration of HK$32,500,000, HK$21,200,000 and HK$19,068,000 respectively. In 2009, amount
of RMB74,000,000 (equivalent to HK$83,978,000) convertible bonds have been converted to ordinary
share (2008: RMB20,000,000 (equivalent to HK$21,999,000)). As at 31 December 2009, there are no
outstandingconvertiblebonds.

21. DEFERRED REVENUE – GROUP

GovernmentgrantreceivedfromamunicipalgovernmentinconnectionwiththeGroup’sdevelopmentofa
hightechnologypharmaceutical laboratoryisdeferredandwillberecognisedinincomestatementsindue
coursewhenthedevelopmentprogresses.

22. LONG-TERM PAYABLES – GROUP

Long-termpayables represent thepresent valueof theGroup’sobligations forpost-employmentbenefits.
Thematurityprofileofthelong-termpayablesisasfollows:

2009 2008
HK$’000 HK$’000

within1year 1,997 3,847
Between1to2years 1,361 2,345
Between2to5years 2,651 4,198
Morethan5years 11,177 9,118  

17,186 19,508
Less: Currentportionincludedincurrentliabilities(Note24) (1,997) (3,847)  

15,189 15,661
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22. LONG-TERM PAYABLES – GROUP (continued)

Themovementsofpost-employmentbenefitsrecognisedinthebalancesheetisasfollows:

2009 2008
HK$’000 HK$’000

Beginningoftheyear 19,508 22,659
Totalexpense,includedinstaffcosts
–Currentservicecost 1,580 84
–Interestcost 670 930
–Actuarialgain (798) (1,014)
Contributionpaid (3,801) (3,805)
Exchangedifferences 27 654  

Endoftheyear 17,186 19,508
  

The above obligations were determined by the Group’s management using the projected unit credit
method.Discountrateandresignationrateadoptedareasfollows:

2009 2008

Discountrate 4.2% 3.2%
Annualresignationrate 2.7% 2.7%
  

Compensation for termination benefit is recognised in the earlier of the periods in which the Group
established a constructive obligation and created a valid expectation by the employee, entered into an
agreement with the employee specifying the terms, and advised the individual employee of the specific
terms.

DetailoftheretirementbenefitsoftheGrouparedisclosedinNote30.

23. TRADE AND BILLS PAYABLES – GROUP

2009 2008
HK$’000 HK$’000

Tradepayables 166,259 134,996
Billspayable – 8,050  

166,259 143,046
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23. TRADE AND BILLS PAYABLES – GROUP (continued)

Credittermsfortradeandbillspayablesrangefrom90to180days.Theageinganalysisofthetradeand
billspayablesisasfollows:

2009 2008
HK$’000 HK$’000

within3months 120,694 108,658
4to6months 22,723 18,929
7to12months 12,325 6,648
1to3years 8,424 6,234
Morethan3years 2,093 2,577  

166,259 143,046
  

TheGroup’stradeandbillspayablesweredenominatedinRMB.

24. ACCRUALS AND OTHER PAYABLES

Group Company

2009 2008 2009 2008
HK$’000 HK$’000 HK$’000 HK$’000

Payabletoarelatedpartyfor
purchaseoflanduserights
(Note35(c)) – 82,930 – –

Payablesforpurchaseofproperty,
plantandequipment 2,017 4,527 – –

Accruedsalescommission 49,479 41,011 – –
Valueaddedtaxpayable 14,702 15,269 – –
Othertaxespayables 7,258 6,129 – –
Accruedsalariesandwages 8,917 10,821 1,579 1,988
welfarepayables 8,794 6,876 – –
Payableforadvertisingexpense 11,137 5,753 – –
Currentportionoflong-term

payables(Note22) 1,997 3,847 – –
Professionalfeepayables 2,275 4,590 422 2,732
Others 10,001 14,123 – 1,568    

116,577 195,876 2,001 6,288
    

Asat31December2009,theGroup’sbankdepositsofHK$114,000(2008:HK$5,274,000)werepledged
ascollateralforthepayablesforpurchaseofproperty,plantandequipment.
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25. REVENUE AND OTHER GAINS – GROUP

TheGroupisprincipallyengagedinthemanufacturingandsaleofpharmaceuticalproducts.

Revenuerecognisedisasfollows:

2009 2008
HK$’000 HK$’000

Revenue:
–Salesofpharmaceuticalproducts 1,732,327 1,582,546
–Salesofrawmaterialsandbyproducts 3,079 4,645
–Processingincome 1,826 1,773
–Rentalincome 2,396 2,064  

1,739,628 1,591,028  

Othergains–net:
–Gainondisposalofasubsidiary – 8,420
–Gainondisposalofavailable-for-salefinancialassets – 429
–Gainondisposaloffinancialassetsatfairvalue

throughprofitorloss 5,199 830
–Changeinfairvalueoffinancialassetsatfairvalue

throughprofitorloss – (2,116)
–Gainonredemptionofconvertiblebonds 9,043 5,745
–Subsidyincome 5,687 2,442
–Others 1,475 30  

21,404 15,780  

1,761,032 1,606,808
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26. EXPENSE BY NATURE – GROUP

2009 2008
HK$’000 HK$’000

Rawmaterialsandconsumablesused 636,326 655,377
Changesininventoriesoffinishedgoodsandworkinprogress 9,072 (15,051)
Staffcosts

–wagesandsalaries 167,028 161,764
–Pensioncosts 16,472 15,327
–welfareexpenses 33,057 30,927
–Share-basedcompensation(Note17) – 15,346

Salescommission 200,512 151,162
Utilityexpenses 74,539 82,005
Advertisingexpenses 62,906 70,589
Travelling,meetingandentertainmentexpenses 39,328 40,855
Operatingleasesrentalexpenses 5,139 12,429
Researchanddevelopmentexpenses 9,367 9,409
Depreciationofproperty,plantandequipment 72,556 68,250
(Reversalof)/write-downofinventoriestotheirnetrealisablevalue (7,311) 6,601
(Reversalof)/Provisionforimpairmentofreceivables (5,479) 13,699
Provisionforimpairmentofproperty,plantandequipment 1,194 –
Amortisationofintangibleassets 17,628 17,081
Amortisationoflanduserights 5,259 1,861
Auditors’remuneration 2,270 3,387
(Gain)/Lossondisposalsofproperty,plantandequipment (361) 1,813
Transportationexpenses 58,172 56,795
Others 82,578 74,778  

Totalcostofsales,sellingandmarketingcostsand
generalandadministrativeexpenses 1,480,252 1,474,404
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27. FINANCE INCOME AND COSTS – GROUP

2009 2008
HK$’000 HK$’000

Financeincome–Interestincomeonbankdeposits 1,331 2,100
  

Financecosts
–Interestexpenseofbankborrowingswhollyrepayable

withinfiveyears 26,096 27,344
–Discountofbillsreceivable 1,115 6,420
–Convertiblebonds(Note20) 13,703 13,442
–Netexchangeloss/(gain)onbankborrowings 200 (5,984)  

41,114 41,222
  

28. INCOME TAX EXPENSE/(CREDIT) – GROUP

The Company is incorporated in Cayman Islands as an exempted company and, accordingly, is exempted
frompaymentofCaymanIslandsincometax.

The Group had no assessable profits in Hong Kong and, accordingly, no Hong Kong profits tax was
provided.

Subsidiaries established and operated in Mainland China are subject to Mainland China Enterprise
Income Tax (“EIT”) at a rate of 25% for the year ended 31 December 2009 (2008: 25%). Xi’an Lijun
Pharmaceutical Co., Ltd. and Shijiazhuang No.4 Pharmaceutical Co., Ltd., being wholly foreign owned
enterprises,haveobtainedapprovalsfromtherelevantMainlandChinaTaxBureaufortheirentitlementof
exemptionfromEITforthefirsttwoyearsand50%reductioninEITforthenextthreeyears,commencing
from the earlier of first profitable year after offsetting all unexpired tax losses carried forward from the
previous yearsor1 January2008, in accordancewith the relevant tax rules and regulationsapplicable to
foreign investment enterprises in Mainland China. Xi’an Lijun Pharmaceutical Co., Ltd. and Shijiazhuang
No.4PharmaceuticalCo.,Ltd.bothareentitledtothenewhightechnologyenterprisesandenjoy15%EIT
ratefortheyearfrom2010to2012.

Theamountsoftaxationcharged/(credited)totheconsolidatedincomestatementrepresent:

2009 2008
HK$’000 HK$’000

Currentincometaxation–MainlandChinaEnterpriseIncomeTax 33,838 (854)
Deferredtaxation(Note10) (9,035) (8,060)  

24,803 (8,914)
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28. INCOME TAX EXPENSE/(CREDIT) – GROUP (continued)

The taxation on the Group’s profit before taxation differs from the theoretical amount that would arise
usingEITrateasfollows:

2009 2008
HK$’000 HK$’000

Profitbeforeincometax 240,997 93,282
  

Taxcalculatedattheweightedaveragedomestictaxrate
applicabletothesubsidiaries 60,249 23,321

Taxexemptionandreduction (34,134) (18,589)
write-backofunnecessaryprovision – (16,090)
Expensesnotdeductible 394 2,444
Remeasurementofdeferredtax–changeinincometaxrate (1,706) –  

Taxexpense/(credit) 24,803 (8,914)
  

Effectivetaxrate 10.3% N/A
  

Provisionof EITofHK$16,090,000 in respectof theperiod from2000 to2004hasbeenwrittenback in
2008assuchprovisionisnolongerconsideredasnecessary.

29. PROFIT ATTRIBUTABLE TO THE COMPANY’S EQUITY HOLDERS

The profit attributable to equity holders of the Company is dealt with in the financial statements of the
CompanytotheextentofHK$55,182,000(2008:HK$37,945,000).

30. RETIREMENT BENEFITS – GROUP

TheGrouphas arranged for itsHongKongemployees to join theHongKongMandatory Provident Fund
Scheme (the“MPFScheme”), adefinedcontribution schememanagedbyan independent trustee.Under
theMPFScheme, theGroupand itsHongKongemployeesmakemonthlycontributions to theschemeat
5%oftheemployees’earningsasdefinedundertheMandatoryProvidentFundlegislation,subjecttoacap
ofHK$1,000perpersonpermonthandanyexcesscontributionsarevoluntary.TheGrouphasnofurther
obligationsforpost-retirementbenefitbeyondthecontributions.

AsstipulatedbytherulesandregulationsinMainlandChina,theGrouphasparticipatedinstate-sponsored
defined contribution retirement schemes for its employees in Mainland China. The Group’s employees
make monthly contributions to the schemes at approximately 8% of the relevant income (comprising
wages, salaries, allowances and bonus, and subject to a cap), while the Group contributes 20% of such
income and has no further obligations for the actual payment of post-retirement benefits beyond the
contributions. The state-sponsored retirement plans are responsible for the entire pension obligations
payable to retired employees. Furthermore, the Group pays monthly allowance to certain old retired
persons.
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31. DIRECTORS AND SENIOR MANAGEMENT’S EMOLUMENTS – GROUP

(a) Directors’ emoluments

TheremunerationofeachdirectoroftheCompanyissetoutbelow:

Name Fees Salaries
Other 

benefits Pension Total
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

2009

Executive directors

Mr.wuqin – 3,000 28 41 3,069
Mr.quJiguang – 2,600 11 29 2,640
Mr.XieYunfeng – 600 28 14 642
Mr.HuangChao – 600 28 28 656
Ms.SunXinglai – 484 76 12 572
Mr.wangXianjun – 1,173 27 12 1,212
Mr.Duanwei – 600 8 17 625
Mr.wangZhizhong – 292 4 10 306
Ms.ZhangGuifu – 300 8 17 325
Mr.BaoLeyuan – 300 28 14 342
Ms.GaoShuping – 208 3 7 218      

– 10,157 249 201 10,607      

Non-executive director

Mr.LiuZhiyong 60 – – – 60      

Independent  
non-executive directors

Mr.wangYibing 180 – – – 180
Mr.LeungChongShun 180 – – – 180
Mr.ChowKwokwai 180 – – – 180      

540 – – – 540      

600 10,157 249 201 11,207
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31. DIRECTORS AND SENIOR MANAGEMENT’S EMOLUMENTS – GROUP (continued)

(a) Directors’ emoluments (continued)

Name Fees Salaries
Other

benefits Pension
Share-based

compensation Total
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

2008

Executive directors

Mr.wuqin – 3,000 – 12 1,074 4,086
Mr.quJiguang – 2,600 24 12 1,074 3,710
Mr.wuZhihong – 333 4 5 – 342
Mr.XieYunfeng – 600 5 6 1,074 1,685
Mr.HuangChao – 600 9 6 767 1,382
Ms.SunXinglai – 610 90 12 – 712
Mr.wangXianjun – 1,116 384 12 921 2,433
Mr.Duanwei – 600 15 6 1,074 1,695
Mr.wangZhizhong – 500 14 6 – 520
Ms.ZhangGuifu – 300 15 6 – 321
Mr.BaoLeyuan – 100 3 6 – 109      

– 10,359 563 89 5,984 16,995      

Non-executive director

Mr.LiuZhiyong 60 – – – – 60      

Independent  
non-executive directors

Mr.wangYibing 180 – – – – 180
Mr.LeungChongShun 180 – – – – 180
Mr.ChowKwokwai 180 – – – – 180      

540 – – – – 540      

600 10,359 563 89 5,984 17,595
      

Nodirectorswaivedanyemolumentsduringtheyearended31December2009(2008:Nil).
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31. DIRECTORS AND SENIOR MANAGEMENT’S EMOLUMENTS – GROUP (continued)

(b) Five highest paid individuals

The five individuals whose emoluments were the highest in the Group for the year include four
(2008: five) directors whose emoluments are reflected in the analysis presented above. The
emolumentspayabletotheremainingone(2008:nil)individualduringtheyearareasfollows:

2009 2008
HK$’000 HK$’000

Salaries,bonusandallowances 780 –
Pension 12 –  

792 –
  

Theemolumentsfellwithinthefollowingband:

2009 2008
HK$’000 HK$’000

Emolumentsband(inHKdollar)
LessthanHK$1,000,000 792 –
  

(c) Duringtheyearended31December2009,noemolumentswerepaidbytheCompanytoanyofthe
directorsasan inducementto joinorupon joiningtheGrouporascompensationfor lossofoffice
(2008:Nil).

32. EARNINGS PER SHARE – GROUP

(a) Basic

Basic earnings per share are calculated by dividing the profit attributable to equity holders of the
Companybytheweightedaveragenumberofordinarysharesinissueduringtheyear.

2009 2008
HK$’000 HK$’000

ProfitattributabletoequityholdersoftheCompany 216,095 102,106
  

weightedaveragenumberofordinarysharesinissueafter
adjustmentforthesub-divisionofshares(thousands) 2,032,713 2,026,842

  

Basicearningspershare(HK$pershare) 0.106 0.050
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32. EARNINGS PER SHARE – GROUP (continued)

(b) Diluted

Diluted earnings per share is calculated after adjusting the weighted average number of ordinary
shares outstanding to assume conversion of all dilutive potential ordinary shares. The Company
hasonly two categoriesof dilutivepotential ordinary shares: convertiblebonds and shareoptions.
For convertible bonds, it is assumed that they have been converted into ordinary shares since the
beginning of the year or date of issuance (whichever is later) and, consequently the net profit
is adjusted to eliminate the relevant interest expense together with the related tax effect. For
outstanding share options, a calculation is made in order to determine the number of shares that
couldhavebeenacquiredat fair value (determinedas theaveragemarketpriceof theCompany’s
shares in the relevant periods) based on the market values of the subscription rights attached to
outstandingshareoptions.Thenumberofsharescalculatedasbelowiscomparedwiththenumber
ofsharesthatwouldhavebeenissuedassumingtheexerciseoftheshareoptions.

2009 2008
HK$’000 HK$’000

Profitusedtodeterminedilutedearningspershare 216,095 102,106
  

weightedaveragenumberofordinarysharesinissue
(thousands) 2,032,713 2,026,842

Adjustmentforshareoptions(thousands) 19,732 –  

weightedaveragenumberofordinarysharesfor
dilutedearningspershare(thousands) 2,052,445 2,026,842  

Dilutedearningspershare(HK$pershare) 0.105 0.050
  

During the year ended 31 December 2009, the dilutive effect of convertible bonds is anti-dilutive
andthereforenotincludedintheabovecalculation.

Duringtheyearended31December2008,thedilutiveeffectofconvertiblebondsandshareoptions
areanti-dilutiveandthereforenotincludedintheabovecalculation.

33. DIVIDENDS

2009 2008
HK$’000 HK$’000

InterimdividendofHK$0.02(2008:HK$0.006)
perordinaryshare 40,540 12,162

ProposedfinaldividendofHK$0.02(2008:HK$0.01)
perordinaryshare 42,398 20,270  

82,938 32,432
  

The directors recommend the payment of a final dividend of HK$0.02 per ordinary share, totaling
HK$42,398,000inrespectoftheyearended31December2009.Suchadividendistobeapprovedbythe
Company’s shareholders at the upcoming Annual General Meeting. The proposed dividend has not been
reflectedas adividendpayable in these financial statements, butwill be reflectedas anappropriationof
retainedearningsfortheyearending31December2010.
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34. CONSOLIDATED CASH FLOW STATEMENT

(a) Reconciliation of cash generated from operations

2009 2008
HK$’000 HK$’000

Profitbeforeincometax 240,997 93,282
(Reversalof)/Provisionforimpairmentofreceivables (5,479) 13,699
(Reversalof)/write-downofinventoriestotheirnet

realisablevalue (7,311) 6,601
Provisionforimpairmentofproperty,plantandequipment 1,194 –
Depreciationofproperty,plantandequipment 72,556 68,250
(Gain)/Lossondisposalofproperty,plantandequipment (361) 1,813
Amortisationoflanduserights 5,259 1,861
Amortisationofintangibleassets 17,628 17,081
Gainondisposalofasubsidiary – (8,420)
Gainondisposalofavailable-for-salefinancialassets – (429)
Gainondisposaloffinancialassetsatfairvalue

throughprofitorloss (5,199) (830)
Changeinfairvalueoffinancialassetsatfairvalue

throughprofitorloss – 2,116
Gainonredemptionofconvertiblebonds (9,043) (5,745)
Share-basedcompensation – 15,346
Interestincome (1,331) (2,100)
Interestexpenses 41,114 41,222  

Operatingprofitbeforeworkingcapitalchanges 350,024 243,747

Changesinworkingcapital:
Decrease/(Increase)ininventories 4,081 (35,021)
Increaseintradeandbillsreceivables (76,400) (72,715)
(Increase)/Decreaseinprepayments,depositsand

otherreceivables (23,793) 11,147
Increaseintradeandbillspayables 22,965 19,284
Increase/(Decrease)inadvancereceiptsfromcustomers 65 (7,582)
Increaseinaccrualsandotherpayables 5,466 33,643  

Netcashinflowgeneratedfromoperations 282,408 192,503
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34. CONSOLIDATED CASH FLOW STATEMENT (continued)

(b) Proceeds from disposals of property, plant and equipment

2009 2008
HK$’000 HK$’000

Netbookamountdisposed(Note7) 15,502 72,805
Gain/(Loss)ondisposalofproperty,plantandequipment 361 (1,813)  

Proceedsfromdisposalsofproperty,plantandequipment,
netoftransactioncosts 15,863 70,992

  

(c) Major non-cash transactions

Fortheyearended31December2009,theGroupendorsedbankacceptancenotestothesupplier
forpurchaseofproperty,plantandequipmentamountingtoapproximatelyHK$90million.

35. RELATED PARTY TRANSACTIONS AND BALANCES – GROUP

Parties are considered tobe related if onepartyhas the ability, directly or indirectly, to control theother
party or exercise significant influence over the other party in making financial and operating decisions.
Partiesarealsoconsideredtoberelatediftheyaresubjecttocommoncontrol.

(a) ThedirectorsareoftheviewthatthefollowingcompaniesarerelatedpartiesoftheGroup:

Name Relationship

RejoyGroupLimitedLiabilityCompany
(“RejoyGroup”)

Anentitysignificantlyinfluencedbycertainkey
managementpersonneloftheGroup

Xi’anRejoyTechnologyInvestment
Co.,Ltd.(“RejoyTechnology”)

MajorityownedbyshareholdersofPrimeUnited
IndustriesLimited(“PUI”),whichowns
approximately30.3%interestintheCompany
asat31December2009

Xi’anRejoyPackagingMaterials
Co.,Ltd.(“RejoyPackaging”)

SubsidiaryofRejoyTechnology

RejoyBaichuanMedicinesChemical
EngineeringCo.,Ltd.
(“RejoyBaichuan”)

SubsidiaryofRejoyTechnology

ShaanxiXi’anPharmaceuticalFactory
(“Xi’anPharmacyFactory”)

wholly-ownedsubsidiaryofRejoyGroup

Xi’anRejoyMedicineCo.,Ltd.
(“RejoyMedicine”)

SubsidiaryofRejoyGroup

Xi’anRejoyRealEstateCo.,Ltd.
(“RejoyRealEstate”)

Anentitysignificantlyinfluencedbycertainkey
managementpersonneloftheGroup
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35. RELATED PARTY TRANSACTIONS AND BALANCES – GROUP (continued)

(a) (continued)

Rejoy Technology has transferred the share of Rejoy Baichuan to an individual on 25 December
2009.RejoyBaichuanisnolongerrelatedpartyoftheGroupfrom25December2009onwards.The
relatedpartytransactionamountswithRejoyBaichuandisclosed inthesefinancialstatementswere
transactionsbefore25December2009.

(b) Saved as disclosed elsewhere in these consolidated financial statements, the Group had the
followingsignificanttransactionswithrelatedparties:

Nature of transactions Name of related party 2009 2008
HK$’000 HK$’000

Purchasingofrawmaterialsand
packagingmaterialsfrom RejoyPackaging 2,601 3,738

   

Salesoffinishedgoodsto RejoyBaichuan 7,043 18,225
RejoyMedicine 1,790 4,222
Xi’anPharmacyFactory – 402   

8,833 22,849
   

Provisionofutilitiesfrom Xi’anPharmacyFactory 41,166 55,970
   

Paymentofadministrativecoststo Xi’anPharmacyFactory 3,405 3,300
   

Leaseoflanduserightsfrom RejoyGroup – 6,883
   

Leaseofofficepremisesto RejoyGroup 227 214
RejoyPackaging 68 –
RejoyMedicine – 104
RejoyBaichuan – 49   

295 367
   

Disposaloffixedassetsto RejoyRealEstate – 71,367
   

Purchaseoflanduserightsfrom RejoyGroup – 139,387
   

In the opinion of the Company’s directors and the Group’s management, the above related party
transactionswerecarriedoutintheordinarycourseofbusiness,andinaccordancewiththetermsof
theunderlyingagreementsand/ortheinvoicesissuedbytherespectiveparties.
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35. RELATED PARTY TRANSACTIONS AND BALANCES – GROUP (continued)

(c) TheGrouphadthefollowingsignificantbalanceswithrelatedparties:

2009 2008
HK$’000 HK$’000

Amountsduefromrelatedparties,includedin
tradereceivables

–RejoyMedicine 2,486 3,850
–RejoyBaichuan – 11,486  

2,486 15,336
  

2009 2008
HK$’000 HK$’000

Amountsduefromrelatedparties,includedin
otherreceivables

–Xi’anPharmacyFactory 7,842 5,925
–RejoyGroup 114 113
–RejoyTechnology – 67  

7,956 6,105
  

2009 2008
HK$’000 HK$’000

Amountsduetorelatedparties,includedintradepayables
–RejoyPackaging 357 117
  

2009 2008
HK$’000 HK$’000

Amountsduetorelatedparties,includedinotherpayables
–RejoyGroup – 82,930
  

Therelatedpartybalancesareunsecuredandinterest-free.
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35. RELATED PARTY TRANSACTIONS AND BALANCES – GROUP (continued)

(d) Key management compensation

2009 2008
HK$’000 HK$’000

Salaries,bonusandallowances 11,186 11,402
Pension 213 96
Share-basedcompensationinrespectofshareoptions – 5,984  

11,399 17,482
  

36. COMMITMENTS – GROUP

(a) Capital commitments

Capitalexpenditureatthebalancesheetdatescontractedbutnotyetprovidedforisasfollows:

2009 2008
HK$’000 HK$’000

–Plantandmachineries 6,262 8,706
  

(b) Operating lease commitments

ThefutureaggregateminimumleaserentalexpenseinrespectofofficepremisesinMainlandChina
andHongKongundernon-cancellableoperatingleasesarepayableasfollows:

2009 2008
HK$’000 HK$’000

Notlaterthanoneyear 2,533 1,317
Laterthanoneyearandnotlaterthanfiveyears 1,405 1,608
Morethanfiveyears 7,488 7,827  

11,426 10,752
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Year ended 31 December

2005 2006 2007 2008 2009
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
(Audited) (Audited) (Audited) (Audited) (Audited)

RESULTS

Turnover 840,978 841,715 1,139,431 1,591,028 1,739,628
      

Profitbeforeincometax 125,160 90,369 132,002 93,282 240,997
Incometaxexpense (14,375) (945) (12,442) 8,914 (24,803)      

Profitfortheyear 110,785 91,314 119,560 102,196 216,194
      

Attributeto:
EquityholdersoftheCompany 88,699 82,715 119,530 102,106 216,095
Minorityinterest 22,086 8,599 30 90 99

As at 31 December

2005 2006 2007 2008 2009
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
(Audited) (Audited) (Audited) (Audited) (Audited)

ASSETS AND LIABILITIES

Totalassets 901,296 910,655 2,072,843 2,511,447 2,500,259
Totalliabilities (329,949) (410,673) (876,747) (1,141,658) (874,439)
Minorityinterest (90,019) – (800) (945) (1,044)     

Shareholder’sequity 481,328 499,982 1,195,296 1,368,844 1,624,776
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