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Condensed Consolidated Statement of Comprehensive Income

BLEESSE L6 E

For the six months ended 30 June 201 | BE—E——FA=1HIEAEA

Six months ended

BETHBMILEAEAR
NOTES 30.6.201 | 30.6.2010
—E——fF —T-FF
P =t AA=tH NA=TH
HK$’000 HK$'000
TR TET
(unaudited) (unaudited)
(REER) (REER)
Turnover o 4 (33,868) 14,708
Cost of sales HEKR (34,024) (54,896)
Gross loss EiREE (67,892) (40,188)
Other income HEap A 1,791 2,771
Distribution cost RIHER (333) (29,279)
Administrative and other expenses TTH R E M3 (29,599) (64,703)
Change in fair value of derivative TEEMIAY
financial instruments N EEE 377 (410)
Net unrealised loss on financial assets BAFEABRGRZ
at fair value through profit or loss TREENAERBETE (70,511) (7,059)
Gain on disposal of subsidiaries ST A Al a — 21,903
Finance costs HM%ER (661) (17,441)
Loss before tax TRl &1 (166,828) (134,406)
Income tax expense FREHx i 5 32 (247)
Loss for the period HAEE 6 (166,860) (134,653)
Other comprehensive income Hip2EIEA
Exchange differences on translation BEENZRE 4318 1,292
Total comprehensive loss for the period HANE2EERER (162,542) (133,361)
(Restated)
(E5)
Loss per share BRER
Basic BN 8 HK$(0.10) Bt HK$(0.46) BT

4 DRAGONITE INTERNATIONAL LIMITED
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Condensed Consolidated Statement of Financial Position

B S B BRI &
At 30 June 2011 R=E——F;xA=1H
NOTES 30.6.201 1 31.12.2010
—E——f —Z2—FF
P EE AA=tHR +-A=t+—H
HK$’000 HK$'000
THER THET
(unaudited) (audited)
(REER) (E&EZ)
Non-current assets FRBEE
Property, plant and equipment ME - BB KRE 9 31,441 30,413
Goodwil (55 5 15,752 —
Deposit paid for acquisition B EE: 18 11,700 —
Financial assets designated at fair EERATFEA
value through profit or loss BazemERE = 20,000
Prepaid lease payments ENHEEFIE 2,709 2,678
61,602 53,091
Current assets mEE E
Inventories FE 11,267 35,378
Trade receivables BAE 5 &R 10 4,949 5,082
Deposits, prepayment and Ee  BNRER
other receivables Hofth FE W BRIE 8,450 5736
Tax recoverable AT Y B 5 78 3,125 2,600
Prepaid lease payments HENHEFIE 79 79
Financial assets at fair value BATETA
through profit or loss BRcepEE 257,759 11,113
Financial assets designated at fair EERATEERA
value through profit or loss BRZemEE = 4,450
Bank balances and cash IRITHEBRNIRE 26,582 [1,681
312,211 76,119

2011 R HIERE
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Condensed Consolidated Statement of Financial Position

&R S MR AR R &

At 30 June 201 | R=E——%,xA=1H

NOTES 30.6.201 | 31.12.2010
—E——fF —E-F
L3 AA=+H +=ZA=+-—H
HK$’000 HK$'000
FTAERT FAT
(unaudited) (audited)
(REEZ) (EE%)
Current liabilities VeI
Trade payables FEf & 5 BRIE I 5,437 4,647
Accruals and other payables JEETTRIE & H At FE A~ BR TR 39,384 41,269
Derivative financial instruments MEEHMT A — 377
Borrowings a3 1,558 5,000
Convertible bonds A E 5 12 4,469 4,136
Taxation payable e IE 804 891
51,652 56,320
Net current assets REEEFE 260,559 19,799
Total assets less current liabilities BEERRDEE 322,161 72,890
Capital and reserves BRK#E
Share capital PR AR 13 196,731 9,236
Reserves i 125,430 63,654
322,161 72,890

6 DRAGONITE INTERNATIONAL LIMITED
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Condensed Consolidated Statement of Changes in Equity
AR R B EK

For the six months ended 30 June 201 | HE—F——FxA=FH I~ EA

Total
Non- equity
Share distributable Share attributable
Share premium  Shareholders  Translation reserves option Merger Special - Accumulated  to owners
cpital  account  contribution reserve  FEDR reserve  reserves  reserves losses  #A AJEff
RE BhEER RRHE HEES i EREER AfEE WAEE ZEFR EafE
HK000  HK$000  HK§000  HKFO000  HKS000  HKFOO0  HK$000  HKFOOO  HK$000  HK$000
Tér  TExr TEr  TExr  TEr  TEr  TExr  TExr  TEr  TEx
(note a) (note b) (note ¢) (note d)
(Kfta) (Hf&b) (Witc)  (WiEd)
At | Jenuary 2010 (audited)  RZE-FF-A-R (E&HK)  1513% 1182410 21,780 86573 UTT 9612 (1016738) 3040 (418945) 44207
Loss for the period BnEk = = = = = = = —  (I34653)  (134653)
Exchange differences BEERZE
on translation — — — 1292 — — — — — 1292
Total comprehensive loss In2EERLE
for the period — — — 1292 — — — —  (I34653)  (133361)
Issue of new shares ik 3N = = = = = = = = 31
Issue of new shares upon ~ RERTBREFEETHR
conversion of
convertible bonds 71,891 10,400 — — — — — — — 82091
Recognition of equity-setfled R IEREZ WML
share-based payments RER AR = = = = = 12,276 = = = 12,276
Issue of new shares upon RIEBRER TR
exercise of share options 1,710 26,582 — — — (11,984) — — — 44368
Issue of new shares REEREETIR
upon rights issue 83,180 — — — — — — — — 83,180
Disposal of a subsidiary HENBAT = = = (368) = = = — — (368)
At 30 June 2010 (unaudited)  RZF-FERA=TH (REEHR) 36949 120939 21,780 87,797 UTT 9904 (1016738) 304 (553598) 165,865
2011 FElHRE 2EREBRERD A
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Condensed Consolidated Statement of Changes in Equity
HAGEEREE X

For the six months ended 30 June 201 | BE—E——FA=1HIEAEA

Total

Non- equity

Share distributable Share attributable

Share  premium Shareholders’  Translation reserves option Merger Special Accumulated  to owners
capital account  contribution reserve  FHAR reserve  reserves reserves losses  #5 AJEfh

ks BHEER RRLE BRERR i BRERE AHEE SURE ZEFR ERER

HK$'000  HK$'000  HK$'000  HK$000  HK§'000  HK$000  HK§'000  HK$'000  HK§'000  HK$'000

Téx Tz  TEr fEx Tz fEr  TEx Tz  fEr  TEn
(note a) (note b) (note ¢) (note d)

(Kita) (Kftb) (Wi (Wid

At | fanuary 011 (audted)  W-F——5-A—F (BFH) 926 120930 700 B4 MTT 10180 (1016738) 34 (92063) 7289

Loss for the period InkiE - - - - - - - —  (l66860)  (166,860)
Exchange differences HEEREE
on translation — - — 4318 - — — — - 4318

Total comprehensive loss ~ BAZEAFREE

for the period — - — 4318 - — — —  (l66860)  (l62542)
Issue of new shares REREE TR

upon rights issue 184,725 221,669 — — - — — — — 406,394
Issue of shares upon RABRETRD

subscription 1,847 [,109 — — — — — — — 2,95
lssue of shares upon exercise  ITEEEREREIRA

of share options 93 1,540 — — — (783) = = = 1,680
Recognition of equity settled R IEREEW IR {

share-based payments RERZAF = = = = = 783 = = - 783
At 30 June 2011 (unaudited)  R=F——FAAZTH

(REE7) 19,731 1443710 21,780 97,542 ENEY 10,180 (1,016,738) 314 (458923) 3l

8 DRAGONITE INTERNATIONAL LIMITED 2011 Interim Report



Condensed Consolidated Statement of Changes in Equity

BRGEEREEX

For the six months ended 30 June 201 | HE—F——FxA=FH I~ EA

Notes:

(@)

Shareholders’ contribution represents the amounts contributed by shareholders of
Ruyan Investment (Holdings) Limited (“RIHL"), formerly known as SBT Investment
(Holdings) Limited.

The non-distributable reserve represents statutory reserves appropriated from profit
after tax of the Company's subsidiary in the People’s Republic of China (the "PRC")

under the PRC laws and regulations.

The merger reserve represents (i) the share capital of RIHL; (i) the carrying amount of
equity interest in RIHL held by the non-controlling parties; and (iii) the fair value of the

consideration paid for acquisition of RIHL.

The special reserve of the Group represents reserve arising pursuant to group
reorganisation on the basis that the group reorganisation had been effected on |

January 2010.

2011 R HIERE

f% 5 i & 8 Ruyan Investment (Holdings)
Limited ([RIHL]) (A1 % SBT Investment
(Holdings) Limited) Z i & & £ %8 o
RSP RFEREAAAINFEARLNE
(MPE] zMBERAREREERRERR
R 250 18 i 8 P 38 2 OB TE R

BB ORIHLIRA © ()VEZHIEALE
BZRIHLE 2 BRAE K (i) 3 W ERIHL
IHREZATE -
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Condensed Consolidated Statement of Cash Flow

BRGERERER

For the six months ended 30 June 201 | BE—E——FA=1HIEAEA

Six months ended

BET5BEMIEAER
30.6.201 | 30.6.2010
—E-—-F —T-%F
AA=1H ~NA=+H
HK$°000 HK$'000
TER TET
(unaudited) (unaudited)
(REER) (REER)
Net cash used in operating activities REEBHAREFE (361,029) (57,358)
Investing activities REED
Proceeds from disposal of property, HEME - BB RRE
plant and equipment PS50 18 65 1,392
Purchase of property, plant and equipment BAME BELRAE (66) (1,749)
Purchase of financial assets designated at BABTELATERFARER
fair value through profit or loss LERMEE (20,000) —
Acquisition of subsidiaries g4 )= (10,000) —
Net cash used in investing activities REEBMAREFE (30,001) (357)
Financing activities MEED
New other borrowings raised H fth ¥ i& 16 K = 125,000
Repayment of other borrowings EEEMER (5,000) (125,000)
Interest paid BERFE (268) (2,370)
Redemption of convertible bonds f& O AT AR B 25 = (152,709)
Issue of new shares BRI 411,030 160,820
Proceeds from issue of convertible bonds BITARRESR 2 1S KIE — 75,000
Repayments to shareholders BRI KIE — (9,873)
Net cash from financing activities REEFHAEHRSFHE 405,762 70,868
Net increase in cash and cash equivalents RekReFEEBEIMFEHE 14,732 13,153
Cash and cash equivalents at beginning of the period Hi¥]l <3¢ kiR EBEIER 11,681 24,117
Effect of foreign exchange rate changes EXxZHowE 169 537
Cash and cash equivalents at end of the period HRzEeBEEEER 26,582 37,807
Analysis of the balances of cash and cash equivalents RE&RIREFMBEIBE 2 &R DT
Bank balances and cash RITERER 2 26,582 37,807

DRAGONITE INTERNATIONAL LIMITED
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Notes to the Condensed Consolidated HnancjalStaanents

For the six months ended 30 June 201 | HE—ZF——

GENERAL INFORMATION
Dragonite International Limited (the “Company”) was incorporated in the
Cayman lIslands as an exempted company with limited liability and its shares

are listed on The Stock Exchange of Hong Kong Limited.

The Company acts as an investment holding company. Its subsidiaries are
principally engaged in securities trading and investment, production and sales
of a series of health care products, pharmaceutical products and Ruyan

atomizing cigarettes.

The functional currency of the Company is Renminbi (“RMB"). For the
purpose of presenting the condensed consolidated financial statements, the
Group adopted Hong Kong dollars as its presentation currency for the
convenience of the readers. The directors consider Hong Kong dollars can

provide more meaningful information to the Company's shareholders.

BASIS OF PREPARATION

The condensed consolidated financial statements have been prepared in
accordance with the applicable disclosure requirements of Appendix |6 to the
Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited and with Hong Kong Accounting Standard 34 “Interim Financial
Reporting”.

2011 R HIERE
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Notes to the Condensed Consolidated Financial Statements

A& & B R R MY &t

For the six months ended 30 June 201 | BE—E——FA=1HIEAEA

PRINCIPAL ACCOUNTING POLICIES
The condensed consolidated financial statements have been prepared under
the historical cost basis except for certain financial instruments, which are

measured at fair values, as appropriate.

The accounting policies used in the condensed consolidated financial
statements for the six months ended 30 June 2011 (the "“Period”) are
consistent with those followed in the preparation of the Group’s annual

financial statement for the year ended 31 December 2010.

In the current interim period, the Group has applied, for the first time, the
following new and revised standards, amendments or interpretations, (“new
and revised HKFRSs") issued by Hong Kong Institute of Certified Public
Accountants (“HKICPA") which are or have effective for the Group’s financial

year beginning on | January 201 I.

HKAS 24 (Revised 2009)

BEEEEAE 245 (ZTTNFLEF)

HKAS 32 (Amendments)

BEGTERE 325 (BFIAK)

HK(IFRIC) - INT [4(Amendments)

5 (BRMEREENRERZES)
—REE141% (BFIX)

HK(IFRIC) - INT 19

& (BRMBEHREER
—2EBF 19

HKFRSs (Amendments)

BERMBREEN (BFTA)

iz 58

|RBZET)

The application of the above new or revised HKFRSs on the current interim
period has had no material effect on the amounts reported in these
condensed consolidated financial statements and/or disclosures set out in

these condensed consolidated financial statements.

DRAGONITE INTERNATIONAL LIMITED

Related party disclosure
MEALZRE

Classification of rights issues

FEEHHE
BREAMBRRDIBEBEE LKA LR
g ERATFEAEZETERIA (W
&) BRI ©

RARHERE - AEEERERATH
EEeM e ((AEgtmAg]) R
HURAEER-F——F—A—HH
M BEREREERERNHTR
KERTER - B3R (3] REE.
AIBRBRBERELD])

Prepayments of a minimum funding requirement

RIEEARRE 2 BHRIEA

Extinguishing financial liabilities with equity instruments

MEBRATAEHEEREE

Improvements to HKFRSs issued in 2010
R-ZE-TFEEMH BB BHREEROBE

RARHHMERA LAFTREEFTE
BHBREENHZFHRECHHR
REBOCBR/ IAEMAKL UG
BRRABORBELEEATE -
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Notes to the Condensed Consolidated Financial Statements

R B4R & B IS R MY =t

For the six months ended 30 June 201 | HE—F——FxA=FH I~ EA

3. PRINCIPAL ACCOUNTING POLICIES (Contd) 3. TEEHEE#)

The Group has not early applied new or revised standards that have been AEEVERERMEBBEERER

issued but are not yet effective. The following new or revised standards has A SSEETER] - T AT R

been issued after the date the consolidated financial statements for the year FTEARBE-_Z-SFTA=1T—

ended 31 December 2010 were authorised for issurance and are not vet ALFENGENBERREARTZA

effective: BEMm - ERRER

HKFRS 7 Disclosures - Transfers of financial assets'

BEMBREERE 75 RE-HRemEE"

HKFRS 9 Financial instruments?

BEMBREERE 9% EMIA?

HKFRS 10 Consolidated financial statements?

BEEMBREERFE 105 A MBHRRK?

HKFRS |1 Joint arrangements?

BEMBRESENE 115 RERH?

HKFRS 12 (Amendment) Disclosures of interest in other entities?

BEMBHREENFE 125 (BITX) REHMEREAER?

HKFRS 13 Fair value measurement?

BEEMBRELERIFE 135 AV EFE?

HKAS | (Amendments) Presentation of items of other comprehensive income®

BRGERE 15 (BFTX) 2IHMEEKRER®

HKAS 12 (Amendments) Deferred tax: Recovery of underlying assets®

BAGEE 125 (BFIX) BIEHIE  BOEBEE"

HKAS 19 (Revised in 201 1) Employee benefits?

BEEEFENE 195 (ZT——FKEF) BB @M

HKAS 27 (Revised in 201 1) Separate financial statements?

BEGHENE 27R (ZF——FLEF]) BIMHHRR?

HKAS 28 (Revised in 201 1) Investments in associates and joint ventures?

BEEHEUNE 285K (ZFT——F&EF]) REERARAELRZRE?

Effective for accounting periods beginning on or after | July 201 1. ! RZE——FLA— B ZERABNE

T EAR AR -

’ Effective for accounting periods beginning on or after | January 201 3. 2 RZE-—=F-A—HAx2ERABNE
ATEARI AL -

: Effective for accounting periods beginning on or after | July 2012. : RIE-——_E+rA-—AH2ERABNE
ST ERR AR -

! Effective for accounting periods beginning on or after | January 2012. ¢ RZEB-——F—-A—-HAzzERBNHE
T EAR AR -

The directors of the Company anticipate that the application of these new or AREEERHBAEAZEM T LB

revised standards will have no material impact on the results and the financial LA GHASENXERMBRRE

position of the Group. EEAYE -

2011 R HIERE cEmpARAT 13
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Notes to the Condensed Consolidated Financial Statements

A& & B R R MY &t

For the six months ended 30 June 201 | B#E—ZF——F X A=1HIt/AEA

4. SEGMENTAL INFORMATION
The Group's executive directors are the chief operating decision makers as
they collectively make strategic decisions towards the Group's operations.
During the Period, securities trading and investments has become a substantial
operating activity to the Group, therefore it is reported in a new reportable
segment. Figures in the segmental information for the period ended 30 June

2010 have been restated for comparative purposes only.

The Group's operating and reportable segments under HKFRS 8 are therefore

as follows:
(a) health care products, which are represented by ginseng products

(b) pharmaceutical products, which are mainly represented by licensed

medicines
(c) Ruyan atomizing cigarettes

(d) Securities trading and investments

DRAGONITE INTERNATIONAL LIMITED

ARARERTESHABAEELE
EHEBATE  HEERFELERE
Eo-NAHERN EREERREAR
Kﬁgmﬁg%aﬁﬁ’ﬁ%ﬁiﬁﬁ
ERO9E -BET-TE A=TH
t%ﬁ%“@ﬁﬂ%%EEﬂ'ﬁﬁﬁ
BR%

Bty - REBREEEMBREERES
RLEERERNIBMT ¢

(a) RBEM BRABE®D
(b) BEESD FEARFEREY

(c) MEFE
(d) lm\/i-i, &?Xﬁ
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Notes to the Condensed Consolidated Financial Statements

R B4R & B IS R MY =t

For the six months ended 30 June 201 | BEE —E——F X A=1HIE/~EA

4. SEGMENTAL INFORMATION (Contd) 4. DEER (B
The following is an analysis of the Group's turnover and results by operating NWTRECERZHIFEADEREER
and reportable segments for the Period: AHRZEXEREENN
For six months ended 30 June 201 | BE-_Z——FxA=tHLEREA
Securities
Health Ruyan trading and
care Pharmaceutical atomizing  investments
products products cigarettes EHEH Total
REER BEER MEBLE ERE #E
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
FERT TERT FERT TERT TERT
Segment turnover TEEXE
Sales of Goods HEEM 25 5,242 874 — 6,141
Net gain / (loss) from  $HERLDFERTA
the sales of financial BRzemEE
assets at fair value Kes (E18)
through profit or loss  5%8 — — — (40,009) (40,009)
25 5,242 874 (40,009) (33,868)
Segment result DERE (6,746) (12,752) (8,385) (110,520) (138,403)
Other income Hoth g A 1,791
Unallocated corporate R BEA RIS
expenses (29,932)
Change in fair value TESRMIAZ
of derivative N ER
financial instruments 377
Finance costs B%ER (661)
Loss before tax T A 518 (166,828)

2011 R HIERE cEEpARAT 15



16

Notes to the Condensed Consolidated Financial Statements

A& & B R R MY &t

For the six months ended 30 June 201 | BE—E——FA=1HIEAEA

4. SEGMENTAL INFORMATION (Contd)

For six months ended 30 June 2010

4. DEER )
BE-—T-TFAAZTALAEA

Securities
Health Ruyan trading and
care Pharmaceutical atomizing  investments
products products cigarettes EH#EBEE Total
RREEM BEER WMEFLE E&EE k]
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TET TR TET TET TERT
Segment turnover THEER
Sales of Goods HESm 5982 12,937 (4,343) — 14576
Net gain / (loss) from  $HER LN FEETA
the sales of financial BazemERE
assets at fair value K, (&18)
through profit or loss  5%8 — — — 132 132
5982 12,937 (4,343) 132 14,708
Segment result TEEE (60,857) (1,023) (6903) (6927) (75,710)
Other income HdA 2,771
Unallocated corporate R BEA RIS H
expenses (43,616)
Change in fair value TEemIAY
of derivative NEEE
financial instruments (410)
Finance costs s (17,441)
Loss before tax A0 518 (134,406)

Segment loss represents the loss from/profit earned by each segment without

allocation of central administration costs, other income, change in fair value of

derivative financial instruments, share-based payment expenses and finance

costs. This is the measure reported to the chief operating decision maker for

the purposes of resource allocation and performance assessment.

DRAGONITE INTERNATIONAL LIMITED

PREERESHBEELZEBR BT
LB ARRERKA ~ RfEBA -
ITEERIAZATFEED  UBHA
EMINFRAXRMBER - AT
REBERREZRLFAESA  UED
RERRFERER -
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Notes to the Condensed Consolidated Financial Statements

R B4R & B IS R MY =t

For the six months ended 30 June 201 | HE—F——FxA=FH I~ EA

5. INCOME TAX EXPENSE 5 FiBBXH
Six months ended
BETHRHALEAMEA

30.6.201 | 30.6.2010

—g--%  -3-%%

AB=+H NAZ=TH

HK$°000 HK$'000

TERT TEL

Income Tax in the PRC B AT AE B 32 247
No Hong Kong Profits Tax is payable by the Company or its subsidiaries ARELHEREEEBEZWBRARRM
operating in Hong Kong since they had no assessable profit for both periods. ESEY EEMERTEH - U EE

R 2 EENEH

PRC Enterprise Income Tax is calculated at the rate prevailing in the relevant FECEMGERRSAREENEES
districts of the PRC taking relevant tax incentives into account. & RYEE@MEEAREAE
6. LOSS FOR THE PERIOD 6. MAEE
Six months ended
BET5BHEEAREAR
30.6.201 | 30.6.2010
—B-—-F —E-FF
AA=tH A~NA=TH
HK$’000 HK$'000
THERT TET
Loss for the period has been arrived HABEEmE (GTA)

at after charging (crediting): THER :

Advertising expenses BE&ERX 1,858 15,857
Allowance for obsolete inventories BEFEEH GIAHEEKE)

(included in cost of sales) 27,762 41,114
Amortisation of intangible assets BREECH#E GEAHENE)

(included in cost of sales) — 480
Amortisation of prepaid lease payments ENHERIE 2 # 48 270
Depreciation of property, plant and equipment  #1% * BFE KB 2T E 2,545 5472
Staff costs (including directors’ emoluments BTIRX (BREEME RN

and share-based payment expenses) Bin RERZ M HRFEX) 7,366 5,069
Interest income M BEUA — (33)
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Notes to the Condensed Consolidated Financial Statements

A& & B R R MY &t

For the six months ended 30 June 201 | BE—E——FA=1HIEAEA

DIVIDEND
No dividends were paid, declared or proposed during both periods. The

directors do not recommend the payment of an interim dividend.

LOSS PER SHARE

The calculation of basic loss per share attributable to the owners of the

Company is based on the following data:

R E
R EBEAYLERNY - TR KT
RS - EXETEERNTHKE -

BRER
ARAREEAREERENERNRE
AT 8B E

Six months ended

BETHAMEAEA
30.6.2011 30.6.2010
—g--5  -2-%%
A~A=TH ~NA=+H
HK$’000 HK$'000
TER TET

Loss for the purpose of basic loss per share RETERRAEE AR

attributable to the owners of the Company BREREBEEZER (166,860) (134,653)

Six months ended

BETSBEHLEAMEA
30.6.201 | 30.6.2010
L —T-T%
AHA=+H NA=TH
HK$°000 HK$'000
R i

Weighted average number of ordinary shares ~ F{EsTE B EREE 2

for the purpose of basic loss per share B AR N4 T 159 2 1,744,790 293,732

No diluted loss per share has been presented for the six months ended 30
June 201'| and 2010 because the assumed conversion of the convertible bonds

and the share options are anti-dilutive.

The weighted average number of ordinary shares adopted in the calculation of
the basic and diluted loss per shares for the six months ended 30 June 201 |
and 2010 have been adjusted to reflect the impacts of the rights issue, exercise

of share option and shares subscription during the Period.

DRAGONITE INTERNATIONAL LIMITED

ARBRRERTRRES REREAR
BEER MUERIEE-ZT——F
EZE-ZFERA=THLEAEAZE
RE&EEHE -

EHE TR -_T-TFXH
—+H¢xﬂﬂﬁh%$&%%%%%
RANEBRNEFIHAEHE - AR
BRAHE A A - TEBRERBOR
BHORE -
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Notes to the Condensed Consolidated Financial Statements

R B4R & B IS R MY =t

For the six months ended 30 June 201 | HE—F——FxA=FH I~ EA

9. MOVEMENT IN PROPERTY, PLANT AND EQUIPMENT
During the Period, additions and disposal to the Group’s property, plant and
equipment amounted to approximately HK$66,000 (six months ended 30 June
2010: HK$1,749,000) and HK$938,000 (six months ended 30 June 2010:
HK$2,722,000) respectively.

10. TRADE RECEIVABLES
The Group allows an average credit period from 60 days to 270 days to its
trade customers. The following is an aged analysis of trade receivables net of

allowance of doubtful debts presented based on invoice date.

NE BERREZLE

AHEA KE.WE%¥~ﬁ%&ﬂ

BEARHENE BERSHEZS
Bl#1£66,0008 T (BE=F— firﬂ
Z+HLEAEA : 1,749,000% T) &
938,0008 T (BRE-_Z—TF A=
AIEAMEA 12,722,000 7T) °

. BB EZRE

AEERTHESEPZTHEEDRH
60HZE270BNE - AT AREZRHE
Sl R E 5 RIE (BB RERERE) 2
B AT o

30.6.201 | 30.6.2010

—B—-F —ET-ZF

ANE=1H ~NA=1H

HK$’000 HK$'000

TET TET

0 - 60 days 0-60 H 2,158 822
61 - 90 days 61-90 H 658 1,361
91 - 180 days 91-180 H 572 2,899

181 - 270 days 181-270 H 1,561

4,949 5,082
2011 IR 2EEBRAERAR
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Notes to the Condensed Consolidated Financial Statements

A& & B R R MY &t

For the six months ended 30 June 201 | BE—E——FA=1HIEAEA

TRADE PAYABLES

The following is an analysis of trade payables by age, presented based on

. BEREZRE

AT RREZAHZINENE SRR

invoice date. IR AT -
30.6.201 | 30.6.2010
—e—-5  -z-3%
AA=tH ~NA=TH
HK$’000 HK$'000
TER TERT
0 - 30 days 0-30 H — 51
31 - 60 days 31-60 H 112 —
61 - 90 days 61-90 H 151 —
Over 90 days but less than | year HB0AEBELRK1F 119 517
Over | year il 1F 5,055 4,079
5,437 4,647

DRAGONITE INTERNATIONAL LIMITED

2011 Interim Report



Notes to the Condensed Consolidated HnancjalStaanents

B ERR S M IS MR M

For the six months ended 30 June 201 | HE—F——FxA=FH I~ EA

12. CONVERTIBLE BONDS AND DERIVATIVE FINANCIAL 12.

INSTRUMENTS

As at 30 June 201, the outstanding amount of the zero-coupon convertible
bonds due 2012 issued by the Company (“Convertible Bonds") which are
denominated in Hong Kong Dollars was HK$5,000,000. It entitled the holders
to convert them into ordinary shares of the Company at any time between
the date of issue of the Convertible Bonds and their settlement date on 21
June 2012 at the adjusted conversion price of HK$0.675 (adjusted w.e.f. 4
August 201 1) per share of the Company. If the Convertible Bonds have not
been converted or repaid, they will be redeemed on 21 June 2012. The
Company repaid the outstanding HK$5,000,000 of the Convertible Bonds in
full on 8 August 201 .

The movement of the liability component and conversion option derivatives of

TRRESFRITEEMIA

—FXA=Z+H ADAIAME
TR-ZE-——FHHTETRERES
([ ER]) REE 2% 85,000,000
BT TRREFUNBTHE - FAA
ERERIBRBRELFETHBZEAERY
ZE-ZFANAZ T - B RRERRE
BEARESRADARMD0.6758 T
ﬁ%@:%——ﬁﬂﬂ@ﬁﬁi@%
HZERFBRRAR ‘%oﬁﬂ
%%1%1Eﬁi%&1 CAlgR =
:ixﬂ:+—ﬁ%@o$gu
RZE——FNANBEEEETRR
B A B 25,000,000 T °

—

@lﬂi

AEERNARRESR 2 BB RIRR

the Convertible Bonds for the current period is set out as below: BITHETANSHNT -

Conversion

option

Liability derivatives
component B Total
BERHD fTETA At
HK$'000 HK$'000 HK$'000
TET TET TET
As at | January 201 | R-ZZ——%—H—H 4,136 377 4513
Interest charged FMBEXH 333 — 333
Change in fair value N EEZE — (377) (377)
As at 30 June 201 | RZE——FA=1H 4,469 — 4,469

2011 R HIERE
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Notes to the Condensed Consolidated Financial Statements

A& & B R R MY &t

For the six months ended 30 June 201 | BE—E——FA=1HIEAEA

2. CONVERTIBLE BONDS AND DERIVATIVE FINANCIAL 12. T#RESET4ESRIA (&)
INSTRUMENTS (Contd)

Binomial model is used for valuation of conversion option of the Convertible ABREFAREEE 2 HERA_E
Bonds. The inputs into the model were as follows: AER - HARKZ 28T
30 June 201 |
—2——F
AA=1+H
Stock price KB HK$0.11 38 7T
Exercise price 1IEE HK$0.692 # 7T
Volatility (note a) g (Mizta) 46%
Option life (note b) MmAEFE (P95 b) | year &
Risk free rate (note c) EREEFE (HEc) 0.14%
Notes: Ptz
(a) Expected volatility was determined by calculating the historical volatility of the (a) BEHRBEEBHEARAREZELR
Company's share price. IBEETE °
(b)  Expected life was the remaining life of the respective options. (b) EHFRABHEREIMTELY -
(c) The risk free is determined by reference to the Hong Kong Government Bond (c) ERRFXDNLBEARNEFLLSE
Yield. T °
During the Period, HK$377,000 was recognised in profit or loss as change in AHREA - 377,0008 TR BRTHER A
fair value of derivative financial instruments. MTESRIAZRATEED -
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Notes to the Condensed Consolidated Financial Statements

B ERR S M IS MR M

For the six months ended 30 June 201 | HE—F——FxA=FH I~ EA

13. SHARE CAPITAL 13. RA&
Number Share
of shares capital
RAEE (AN
‘000 HK$'000
T& FHET
Ordinary shares of HK$0.10 each EREE010BTZEER
Authorised: AR
At | January 2011 and 30 June 201 | K= 9?\ —$—H—HAk
—FXH=1H 10,000,000 1,000,000
Issued: 28T
At | January 201 | RZE——%—H—H 92,362 9,236
Rights issue (note a) Az (M a) |,847,245 184,725
Exercise of share options (note b) TEmERE (s b) 9,230 923
Issue of subscription shares (note c) ZTRERD (MiEc) 18,470 1,847
At 30 June 201 RZE——FA=1+H 1,967,307 196,731
Notes: Bt 5
(a) On 28 January 201 |, the Company allotted and issued |,847,245,240 shares by (a) RZZ——F—A=+AB ' KAFM

REEZR02E Tl REND
1,847,245 2408 iR R fp - HR=F
——F-RAtABKE—REETRG
BRE - +RERBKG 2 EERITH

B e

way of rights issue at a subscription price of HK$0.22 per rights share on the basis

of twenty rights share for every share held on 7 January 201 .

W=2-—%£=A=+-A  BREE
FR0182BT 2 TEERTTE - BB
BREMEO.17%7T,29,230,0008% B 5

(b)  On 31 March 2011, share options for 9,230,000 of HK$0.| each were exercised (b)
at the exercise price of HK$0.182.

RZE——FNA+=H  BREARQH
BARNBBLE=AR_E——F=A
=T RFNHRERE - EER0.16%
TCRBE P 247)18,470,0000% &R EE
0. 18 TR AR A3 & AR o

() On 12 April 2011, 18,470,000 new ordinary shares of the Company of HK$0. (c)
each were issued by subscription pursuant to the subscription agreement dated
30 March 201 | entered into between the Company and an individual third party
of the Company, at a price of HK$0.16 per share.
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Notes to the Condensed Consolidated Financial Statements

A& & B R R MY &t

For the six months ended 30 June 201 | BE—E——FA=1HIEAEA

14. SHARE-BASED PAYMENTS 14. URGBRER 2
The Company has a share option scheme for eligible participants of the Group. ARAIRARECER2EERERR
Details of the share options outstanding during the Period are as follows: e - AHREARTRZBREFE
mE -

Number of

share options

BREHE

Outstanding at 30 June 201 | R-ZE——F A=Z+HEKRTE 9,040,021
The following table discloses movements in the Company's share options TREBEARARANAHREA 2 BRES

during the Period: &)
No. of share
options No. of share

No. of share  No. of share lapsed/  No. of share options Exercise/

No. of share options options cancelled options  outstanding as adjusted

options as granted exercised during the adjusted at 30 June exercise

at | January during the during the Period during the 2011 price per

2011 Period Period KEBR Period R=F——F share option

Category of Date of share ~ R=F——% RHBR RHBR X% AHERN  AA=tH 5

participants options granted o = Rz iz V4% 1A #E2  HATEZ  Exercise period BRETEE/
SRENE RHBRERS BREUE BREZE RREHE BREXE BREYE BRERE EHE ERBTER

(note i) (note iv)
(M) (M iv)
Directors
3
Wong Yin Sen 09 January 2008 43912 = = = 216,354 260,266 |1 January 2008 3.455
IER “ZE\¥-AnA to 10 January 2013 (note iv)
“ZT)E (M)
-A+-A
ETT=F
—AtH
Hon Lik 09 January 2008 43912 — — — 216,354 260,266 04 February 2008 3455
Y] “ZZ\E-ANA to 3 February 2013 (note iv)
—ETN\E (MzEiv)
“FmEZE
“F-Zf-A=H
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Notes to the Condensed Consolidated Financial Statements

R B4R & B IS R MY =t

For the six months ended 30 June 201 | HE—F——FxA=FH I~ EA

14. SHARE-BASED PAYMENTS (Cont'd) 14. UROARERZAR (&)
No. of share
options No. of share
No. of share  No. of share lapsed/  No. of share options Exercise/
No. of share options options cancelled options outstanding as adjusted
options as granted exercised during the adjusted at 30 June exercise
at | January during the during the Period during the 211 price per
2011 Period Period FHER Period M=F——% share option
Category of Date of share ~ R=F——% THER THER x% rHER  AA=tH =3

participants options granted -f-A2 Ritiz iz /EEZ BBz  MRTHEZ  Exercise period BRETHE/
SHEDE RUBRERS BREYE BREE BREXE BREYE BREZA BREXE AEHH SREAHEE

(note i) (note iv)
(M) (Bt v)
Wong Hei Lin 09 January 2008 43912 = = = 216,354 260,266 04 February 2008 3455
(note ii) —ETN\E to 3 February 2013 (note v)
IFF(MEND AN “EENFCARA (MEW)
E_Z—=F
—AZA
Pang Hong 09 January 2008 29275 — — — 144,238 173513 14 January 2008 3455
% —ZZ\5-RAnA to 13 January 2013 (note iv)
“EINE (FiF=Ev)
—AtEA
E-T-=F
—A+=H
Cheung Kwan Hung 09 January 2008 29,275 — — — 144,238 (73513 I January 2008 3455
(note i) ZZENF to 10 January 2013 (note iv)
K% WD  —ANLB =22\ (FirzEiv)
—At-H
E-T-=%
—AtH
Ding Xun 09 January 2008 29275 = = = 144238 173513 22 January 2008 3455
(note ii) —ETN\E to 2| January 2013 (note iv)
T (M &) —ANB “ZZ)\F A
—A=t=H
B2
=
219,561 1,301,337
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Notes to the Condensed Consolidated Financial Statements

A& & B R R MY &t

For the six months ended 30 June 201 | BE—E——FA=1HIEAEA

14. SHARE-BASED PAYMENTS (Cont'd)

14. DRBRER 2GR @)

No. of share
options No. of share
No. of share  No. of share lapsed/  No. of share options Exercise/
No. of share options options cancelled options outstanding as adjusted
options as granted exercised during the adjusted at 30 June exercise
at | January during the during the Period during the 2011 price per
2011 Period Period FHER Period W=ZE——% share option
Category of Date of share ~ R=F——% RHBR RHBR % rHER  RA=tH =3
participants options granted -f-R2 Rz fife  /E#z WEz  MRTHEZ  Exercise period BRETHE/
28E08 REBRERS BREZE BREHE BRERE BREZE BEREHE BREZE GE0E BREAEE
(note i) (note iv)
(W&t i) (MzEiv)
Employees 09 January 2008 661,616 — — (867565)  3259,783 3053834 06 February 2008 3455
(in aggregate) “ZEN\E-ANA to 5 February 2013 (note v)
&8 (&3h) “ZENE GEY
ZAREE
“¥-=%-AxA
8 February 2008 29,275 — — — 144,238 173513 17 March 2008 4.036
“EZ\EZATNH to |6 March 2013 (note v)
“TENE (M iv)
“AttAZ
“E-=#=A15A
28 February 2008 117,100 — — (347,026) 576952 347026 27 March 2008 4.036
—ERNE to 26 March 2013 (note v)
ZRA=+/R —ZIN\E (MzEiv)
=A=TtH
EZE-=EZfZ1/5A
05 June 2008 58,550 — — — 288476 347,026 03 July 2008 3.570
—ZE\E/ARH to 2 July 2013 (note iv)
“ZI\F (K iv)
tHA=RZ
“T-=F{A-H
20 November 2009 146,375 — — — 721,190 867,565 20 November 2009 0965
“ERNET-AZTH to 19 November 2013 (note v)
“RTNE (W iv)
t-A=+H
EI2-=%
t-A1AA
1012916 4788964

DRAGONITE INTERNATIONAL LIMITED
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Notes to the Condensed Consolidated Financial Statements

R B4R & B IS R MY =t

For the six months ended 30 June 201 | HE—F——FxA=FH I~ EA

14. SHARE-BASED PAYMENTS (Cont'd)

14. DRORER 2GR @)

No. of share
options No. of share
No. of share  No. of share lapsed/  No. of share options Exercise/
No. of share options options cancelled options  outstanding as adjusted
options as granted exercised during the adjusted at 30 June exercise
at | January during the during the Period during the 2011 price per
2011 Period Period  AHHEA Period M=F——% share option
Category of Date of share ~ R=B-—% THER THER 5%  ABEA  ~A=1H 54
participants options granted -A-A2 Bz itz V4% 1A WEZ  HRTHEZ  Exercise period BRETHE/
S8E0R RHBRERS BREYE BREZE RBREYE BREHE BREYE EBRERE EHH ERBHER
(note i) (note iv)
(W) GEI)
Others 06 May 2008 58,550 — — — 288476 347026 03 June 2008 3516
(note i) “Z2Z\§HRASA to 2 June 2013 (note iv)
At “ZZN (FitzEv)
(R &Eiii) FXAZA
E-2-=f
~AZH
30 March 2009 439,125 — — — 2,163,569 2,602,694 30 March 2009 2308
“ZENE=A=TH t0 29 March 2013 (note v)
“ETNE (M iv)
ZA=fHE
—F-=F
ZA=thH
31 March 201 | — 9,230,000 (9,230,000) = = — 31 March 2011 0.182
(note v) to 30 March 2016
“F--f “F--f
=A=+-A =A=+-B%
(RfzEv) “2-R"E=R=1H
497,675 2,949,720
Total 4858 1,730,152 9,040,021
Notes: Ptz
()  There is no vesting period for the share options granted except for share options () BHZRHUEZED HER=TTN

granted during 2008 which are subject to a vesting period of three stages with
33.33% of such options granted becoming exercisable on the first anniversary,
another 33.33% becoming exercisable on the second anniversary and the
remaining 33.34% becoming exercisable on the third anniversary of the respective

dates on which the options were accepted.

2011 R HIERE

FROZEREZRRTIEBS - 1
BREEEZMHzZSEBHES =817
33BN BE LM EEBRERE—
BEATE + 55133.33% K i1 25 H
BRERE_RAFATE MEHK
33.34% R E = AF AI{7{E -
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Notes to the Condensed Consolidated Financial Statements

A& & B R R MY &t

For the six months ended 30 June 201 | BE—E——FA=1HIEAEA

14. SHARE-BASED PAYMENTS (Cont'd)

Notes: (Cont'd)

(i)

(i)

Mr. Cheung Kwan Hung and Mr. Ding Xun resigned as an independent non-
executive director on 28 June 2010 respectively. Mr. Wong Hei Lin resigned as an

executive director on 7 July 201 I.

These are individuals who rendered consultancy services to the Group. The
Group granted share options to them for recognising their services similar to
those rendered by other employees. The consultancy services rendered by the
consultants include coordination of potential investment projects and advise on
potential acquisition. In the opinion of the directors, the consultancy services
rendered by the consultants are similar to those rendered by the employees.
Therefore, the fair value of the share options granted to the consultants was
measured by the same accounting policies as that of the employees in accordance
with HKFRS 2

The number of share options and exercise price per share option were adjusted

immediately after the completion of the rights issue on 28 January 201 |.

The weighted average fair value of all options granted on 3| March 201 | was
HK$0.085 per share. The fair value of the share options granted is calculated on
31 March 2011, using the Binominal model with the following assumptions:
expected dividend yield of 0%, expected life of five years, expected volatility of
65% and risk-free interest rate of [.845%. The closing price of the shares
immediately before 31 March 2011 on which the options were exercised was

HK$0.182 per share.

In the Period, an amount of share-based payment expenses in respect of its
share options of HK$783,000 (2010: HK$12,276,000) has been recognised in

the condensed consolidated income statement with a corresponding

adjustment recognised in the Group's share option reserve.

DRAGONITE INTERNATIONAL LIMITED

14. DRBRER 2GR @)

izt - (%)

(if)

(i)

REBEERTARERDRIR T~
TERNA-TNBBAEBLERTE
EoIRFEREERT——FLAL
AEHERTES -

ZERARKERABERZARE ZA
T AEERRAREREEUEME
BZREMAKRERLBERE - ZFR
iRtz BARBEEBREERER
BRHEERERRSR -EFRA
BREFARBEEUERREZR
%o Bt - RTERBREZ A FER
BEBMBREERE22RZRERRN
BEZHAREFBRRTE -

BRERR LERBERETRER_F
——F— A=+ \B AT B B
= o

R-Z——#ZF=+—-ARERRT
KRR BRI INIE T 19 R BERER
00858 - R-E——F=F=+—
BHE TR AEN AL EBEREAZ
BAER - ERTIREBREEL - BH
REE%  BHFRAF BHEKD
E65% + @R A E1.845% o N ERE
R-Z——%=F=1+—AAREREE
AERNROBENIMERREER
0.18278 T °

RAHEA - EREURG BERS
R H7830008 L (—T—TF :
12,276,000/ 7T) B N B BB 47 & Ui s R 7

R EREAEIRAKERE B ERRE
R
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Notes to the Condensed Consolidated Financial Statements

R B4R & B IS R MY =t

For the six months ended 30 June 201 | HE—F——FxA=FH I~ EA

I5. ACQUISITION OF SUBSIDIARIES 15. WEME AT
On 21 February 2011, the Group acquired the entire shareholding of Charm R-E——F-A=-+—H AEFU
Action Group Limited and its subsidiary (the “Charm Action Group") at the X 1810,000,0007% 7t Y& Charm Action
consideration of HK$10,000,000. The net liabilities of the Charm Action Group Group Limited &% E ¥f & 22 &] ([ Charm
at the date of acquisition were as follows: Action Groupl) 2 £ &k # > Charm
Action GrouprliREER Iz B EFEN
N
HK$'000
FET
Inventories FE 972
Other receivables Hofth & e BR IR 47
Trade payables e & 5 BRIE (876)
Other payables H fth & BR 1B (4,337)
Other borrowings HA &R (1,558)
(5,752)
Goodwill kS 15,752
Total cash consideration ReREBHRA 10,000
Net cash outflow arising on acquisition YRS EE & 2 3 i FHE
Cash consideration ReRE 10,000
The initial accounting for the assets and liabilities (including goodwill) acquired EXEBEHPMEBEEEREE (BE
in the above business combination have been determined on a provisional BB) 2N eI ACRECEEE
basis, awaiting the finalisation of financial information of Charm Action Group. E ' fFCharm Action GroupZ 8% & #
BERDAER °
16. RELATED PARTY TRANSACTIONS 16. BEALRS
The remuneration of key management during the Period was HK$2,757,400 AHEA - FB2EREME /2,757,400
(six months ended 30 June 2010: HK$1,851,167). ATHEZZ-ZFA=ZTHLEAE

A 1,851,167 7T) ©
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Notes to the Condensed Consolidated Financial Statements

A& & B R R MY &t

For the six months ended 30 June 201 | BE—E——FA=1HIEAEA

17.

MAJOR NON-CASH TRANSACTION

During the Period, the convertible bond instruments in ABC Communications
(Holdings) Limited (the “ABC"), a Hong Kong listed company incorporated in
Bermuda, has been converted into 5,000,000 ordinary shares of the ABC.

EVENTS AFTER THE REPORTING PERIOD

On 4 August 2011, 750,000,000 shares of the Company have been successfully
placed to the independent third parties at HK$0.10 per share (the “Placing”).
The net proceeds of approximately HK$73,000,000 was intended to be used
as general working capital and/or allocated for the Group's future investments,
including the acquisition of Central Town Limited. At the completion date of
the Placing, the closing market price of the Company’s shares was HK$0.145

per share.

Subsequent to the end of the reporting period, the Group completed the
acquisition of the entire equity interest in and the shareholder’s loan extended
to Central Town Limited for a cash consideration of HK$ 117,000,000 in August
201 1. Central Town Limited and its subsidiaries are principally engaged in
property investment in Hong Kong. A deposit of HK$ 11,700,000 was paid for
the acquisition in May 201 I. Details of the acquisition are set out in the

Group’s circular dated 20 June 201 |.

DRAGONITE INTERNATIONAL LIMITED

17.

TEHFRERTD

AHEAN - RFEEA(ZR) BRAA
(MERR)) (REREFMELZBESE LT
AANKMARRESTIAEERA
5,000,0008% f£31l 2 L@ -

ERALERRER
ZE——FN\AMA - XRARKN B
YEZFNLNE RIS TR E
750,000,000 B% 5 ([ELEFEHE]) - 15
$IB % 28 #4973,000,00078 7T B A 1E — &
EEESR/ABARKTEEZRTE
& BHEUWECentral Town Limited ° 7
BREFETKBH  ARAROHKT
BAEER0.145%TT

RERMEERE AEER T ——
1\ A TR U EE Central Town LimitedZ
FHREARMAERRZBRRER - B
£ K 8 & 117,000,000% T ° Central
Town Limited REMBEAREEREEE
REMERE - WEHBELRSE
11,700,000 TER =S ——FHAX
e WBER HBEINAER T~
—FRNAZTHREK -
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Management Discussion and Analysis

BUSINESS REVIEW AND MARKET CONDITIONS

The Group recorded an unaudited consolidated net loss of approximately
HK$ 166,860,000 for the Period (six months ended 30 June 2010: net loss of
approximately HK$134,653,000). Turnover for the Period was a negative amount of
approximately HK$33,868,000, representing a decrease of 330.27% from
approximately HK$14,708,000 for the corresponding period of last year. The loss

and significant decrease in turnover were mainly attributable to the following factors:

I. The net loss of approximately HK$40,009,000 arising from the disposal of
financial assets was recorded as turnover for the Period. As the market value of
the Group's securities portfolio had declined, the net realized and unrealized
losses in financial assets at fair value through profit or loss for the Period
amounted to approximately HK$ 110,520,000 (six months ended 30 June 2010:
HK$6,927,000).

2. The sales of electronic cigarettes products were very minimal during the
Period as the Group has been revamping its products. In the first six months of
2011, the Group strived to revamp its products so as to expand its product
portfolio to include all tiers of the market in the second half of 201 I. Turnover
from electronic cigarettes amounted to approximately HK$874,000 for the
Period (six months ended 30 June 2010: a negative amount of HK$4,343,000).

3. Due to technical or commercial obsolescence, a provision for impairment of

inventory at about HK$27,762,000 was made for the Period.

4. Sales and production of health care products had been temporarily suspended

during the Period.

As for the pharmaceutical business, Azithromycin Granules (II) ( [ 72 & XA
(IN] ) and Rosiglitazone Hydrochloride Capsules ( [ EB&I R ZIEABEE | ) remained
as two key products of the Group for the sales during the Period. The continued
increase in prices of raw materials and energy, continued strategic price reduction of
medicine and irrational price competition caused by tendering have adversely
affected operations. Turnover of pharmaceutical products for the Period was
approximately HK$5,242,000, representing a decrease of 59.48% from
approximately HK$12,937,000 as compared to the corresponding period in 2010.
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In the first six months of 201, the Group focused on developing the electronic
cigarette business through new product innovation. The Group paid much attention
to research and development of new products and plans to launch new products in

the PRC prior to overseas markets.

The Group continued to enforce and protect its proprietary rights in e-cigarette
technology during the Period. Significant litigation was initiated against suspected
intellectual property infringers in the United States. The Group is continuing
litigation and is confident it will prevail. Design patent for e-cigars was filed on 20
July 2011 in the PRC. It is expected that more core patents will be filed by the
Group.

Trading of Securities

Since 2011, the Group has been expanding its principal business in securities trading.
During the Period, part of the surplus working capital was utilized for short term
investments in the securities market. However, the development in the sovereign
debt crisis in Europe causes an adverse impact on the global market. As the market
value of the Group’s securities portfolio had declined, the net realized and
unrealized losses from securities trading for the Period amounted to approximately

HK$110,520,000 (six months ended 30 June 2010: HK$6,927,000).

The Group will continue to expand and diversify its investment portfolio when the
opportunities arise. In view of continuing worries over the euro zone debt crisis in
addition to a gloomy forecast on global growth, the management of the Company

will adopt a cautious approach in securities trading.

Property Investment

In view of the surge of the real estate price in the recent years, the Company holds
a positive view towards the prospects of real estate market in Hong Kong,
particularly the commercial and retail real estates and the Board believes that the
investment in real estate market is a good strategic plan. The Group therefore
entered into a sale and purchase agreement on 4 May 201 | to acquire the entire
issued share capital of Central Town Limited for the interests in the property
situated at the Basement, China United Centre, 28 Marble Road, North Point, Hong
Kong.
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Research & Development - New Product Launch

Ruyan's research and development team recently achieved a major technical
breakthrough advancing the vapor vield of the electronic cigarette. The new
technology will be implemented in 9 newly designed electronic cigarette models
across three new product lines to be launched in the second half of 201 1. In
addition, the Company has greatly improved the taste and quality of its electronic

cigarettes.

The Company held a trade conference in Beijing in early August 2011 for
prospective new PRC distributors to introduce its new lines of electronic cigarettes.
The conference was well-attended by distributors from all regions across the PRC.
The responses from the distributors were very positive and various letters of intent

were received.

The Company considers quality and safety as its top concerns. Backed by its
extensive research and development investment program, technical innovation and
quality control, and together with the maturity of its patent portfolio, the Company
is confident it will succeed in driving out inferior product imitations in global markets
in the near future. These efforts will be synchronized to reinforce Ruyan's brand
position as a high-end, trend-setting, and safe smoking alternative that offers

consumers freedom and choice.

Intellectual Property

The Company has an extensive portfolio of issued patents for the electronic
cigarettes and additional pending patent applications that continue to issue in many
key markets. The Company is also in the process of filing national phase applications
for a core patent (* Improved Atomizing Electronic Cigarette” - PCT/CN2010/
000125) in countries including the United States, Canada, Japan, Brazil, Egypt, Israel,
and Singapore. The Company also recently applied for a patent on a novel capacitive
sensor, which is an internal component of certain electronic cigarettes. With its
existing portfolio and the successful grant of these new patents, the Company
believes its intellectual property rights will offer broad protection for its innovative

electronic cigarettes.
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During the Period, the Company’s wholly-owned subsidiary, Ruyan Investment
(Holdings) Limited, has initiated civil actions for infringement of US Patent No.
7,832,410 against a total of || defendants in the United States District Court of the
Central District of California (*US Court”). The US Court has already entered a
Notice of Default in regard to two of the defendants and ruled against a Motion to
Dismiss by a third. The Company believes the || defendants include the largest
electronic cigarette companies in the United States and is confident it will prevail in

these litigations.

Progress in Overseas Markets

Patents were granted in Canada, Japan, and Malaysia during the first half of 201 1.The
Company is expanding distribution of electronic cigarettes in many overseas
markets. The Company has been approached by new prospective distributors and is
also pursuing new innovative distribution channels in certain markets. New orders
have been received from several European countries for its new lines and product
testing is underway in the United Kingdom, Greece, Netherlands, Malaysia, and other

markets.

LIQUIDITY, FINANCIAL ANALYSIS AND CAPITAL STRUCTURE

As at 30 June 2011, the Group's net borrowing was approximately HK$6,027,000
(31 December 2010:HK$9,136,000), in which all of the borrowings represented the
liability component of convertible bonds and unsecured bank borrowings. Gearing
ratio of the Group decreased from approximately 12.53% as at 3| December 2010
to approximately 1.87% as at 30 June 2011. This calculation is based on net
borrowings mentioned above and shareholders fund of approximately
HK$322,161,000 (31 December 2010: HK$72,890,000). Cash and bank balances
amounted to approximately HK$26,582,000 (31 December 2010: HK$11,681,000)
and total assets was approximately HK$373,813,000 (31 December 2010:
HK$129,210,000). Net current assets of the Group on the same date amounted to
approximately HK$260,559,000 (31 December 2010: HK$19,799,000). As at 30 June
2011, the inventories amounted to approximately HK$ 11,267,000, representing a
decrease of approximately HK$24,111,000 when compared with the amount as at
31 December 2010.The Group had no material capital commitment as at 30 June
201 1.
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In order to improve the financial position of the Group, the Company had the

following fund raising exercises during the Period:

I)  Subsequent to the capital reorganization in 2010 which involved, among other
things, share consolidation and capital reduction, the Company allotted and
issued 1,847,245,240 shares on 28 January 201, by way of rights issue at a
subscription price of HK$ 0.22 per rights share on the basis of twenty rights
shares for every share held on 7 January 201 |. Net proceeds of approximately
HK$390,650,000 was raised.

2)  On 30 March 2011, an independent investor subscribed for 18,470,000 shares
of the Company which was issued under general mandate at the subscription
price of HK$0.16 per share.The share subscription was completed on |2 April
2011 and the Company received a net proceeds of approximately
HK$2,856,000.

The above fund raising activities strengthened the financial position of the Company
and broadened its capital base. The Company has fully utilized such proceeds. As at
30 June 2011, the issued share capital of the Company was 1,967,307,502 shares of
HKO.10 each.

FOREIGN EXCHANGE RISKS

The Group's operations conducted in the PRC are mainly settled in Renminbi.
However, certain corporate activities (i.e. rights issue and subscription of new
shares) are conducted in Hong Kong dollars. Therefore, the Group is exposed to
fluctuations in foreign exchange rate to a certain extent. Operating cash flow or
liquidity of the Group is not subject to any exchange rate fluctuations. Currently, the
Group has no formal hedging policies in place. The Group has not entered into any
foreign currency exchange contracts or derivatives to hedge against the Group's

currency risks.
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PROSPECTS FOR THE YEAR 201 | AND DEVELOPMENT PLAN

Electronic Cigarette

The Company will continue to accelerate its marketing efforts. The marketing
strategy of RUYAN products will evolve from a product oriented approach, which
primarily focused on the product itself, to a market oriented approach which will

focus more on the appeal or social status the product provides.

The recent validation of the company’s intellectual property in the United States
and elsewhere over the past several years will enable the Company to strengthen
and expand its strategic partnerships around the globe. As disclosed in the
announcement of the Company dated |3 January 2011, 28 January 201 | and |
August 2011, the Group has initiated civil actions for infringement of its patents in
the United States. It is expected that similar civil actions will be initiated in other
countries and investments in intellectual property protection will be ramped up
significantly in 2011 and beyond. The Company is confident that it will prevail in this
litigation and regain market share in the electronic cigarette business once its

proprietary rights are enforced and protected.

Market conditions have changed from previous years. As the objectives of anti-
smoking and tobacco control are now clearly stated in the “I12th Five Year Plan” in
the PRC, we are increasingly optimistic about our future development and the
industry. Looking forward, the Company plans to continue to invest in research and
development and to define the global market for the electronic cigarette. The
Company is confident that by ramping up its research and development, intellectual
property, marketing strategies and regulatory work in concert, the market demand

for RUYAN products will grow rapidly in the near future.

Pharmaceuticals and health care products

The Board anticipates that our pharmaceuticals and health care products will
recover from the recent market adjustment in the PRC. The sales and production of
health care products have been temporarily suspended in order to upgrade our
production plants for improving the sanitary standards and product quality and for
future business development. In future, the Group will seize every opportunity to

diversify its line of ginseng products and other non-traditional health care products.
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DETAILS OF MATERIAL ACQUISITION AND DISPOSAL OF
SUBSIDIARIES AND ASSOCIATED COMPANIES

During the Period under review, Ruyan International Limited, a wholly-owned
subsidiary of the Company, acquired the entire interest in Charm Action Group
Limited and its subsidiary (“Charm Action Group”) from an independent third party
at a cash consideration of HK$10,000,000. The acquisition was duly completed on
21 February 2011. This was for the future market development of e-cigarette in

North America.

On 4 May 2011, the Company through a wholly-owned subsidiary of the Company,
entered into a sale and purchase agreement to acquire the entire issued share
capital of and the related shareholder's loan extended to Central Town Limited for
the property situated at the Basement, China United Centre, 28 Marble Road,
North Point, Hong Kong at an aggregate consideration of HK$117,000,000. In
August 201 I, completion was taken place and a portion (approximately 9,747
square feet) of the premises has been leased to HON Chinese Medicine Company
Limited (the “Clinic") at the rate of HK$350,000 per month for 5 years, which will
provide a steady income stream for the Group. Upon completion, the Group has
entered into an option agreement for the possible acquisition of Apex Corporate
Investments Limited (“Apex”), the holding company of the Clinic. The pre-agreed
exercise price of such option is capped at HK$75 million and the minimum is HK$25
million. The Group has no obligations to make further investments into Apex.
However, if and when the Group acquires Apex, the Company will keep itself
appraised of any future fund raising opportunities for developing Apex and the

Clinic.

Save as disclosed herein this interim report, there were no significant investments
held, and material acquisitions or disposals of subsidiaries and associated companies

during the Period.

CHARGE OF ASSETS
As at 30 June 2011, the Group had no bank deposits pledged to banks to secure
banking facilities granted to its subsidiaries (31 December 2010: nil).
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PLEDGE OF ASSETS
At 30 June 201 |, margin facilities of approximately HK$ 122,729,000 (31 December
2010: HK$4,809,000) from regulated securities brokers were granted to the Group
which were secured by the Group's financial assets at fair value through profit or
loss with the carrying amount of approximately HK$257,759,000 (31 December
2010: HKS$11,113,000).

CONTINGENT LIABILITIES
As at 30 June 2011, the Group did not provide any form of guarantees for any
external party and was not liable to any material legal proceedings of which

provision for contingent liabilities was required.

EMPLOYEE POLICY
As at 30 June 2011, the Group employed a total of about 216 employees in the
PRC and Hong Kong.

The remuneration package of the employees is determined with reference to their
performance, experience and their positions, duties and responsibilities in the Group.
In addition, discretionary bonus will be paid to staff based on individual and the

Group's performance.

The Group will further establish its own corporate culture, strengthen staff training

and implement the appraisal system.
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INTERIM DIVIDEND
The Board does not recommend the payment of an interim dividend in respect of
the six months ended 30 June 201 | (six months ended 30 June 2010: HK$ Nil).

DIRECTORS’ AND CHIEF EXECUTIVE’'S INTERESTS AND SHORT
POSITION IN SHARES AND UNDERLING SHARES

As at 30 June 201 1, the interests and short positions of the directors and the chief
executive of the Company in the shares, underlying shares and debt securities of the
Company or any of its subsidiaries or associated corporations (within the meaning
of Part XV of the Securities and Futures Ordinance (the “SFO™)) which are required
(i) to be notified to the Company and the The Stock Exchange of Hong Kong
Limited (“Stock Exchange”) pursuant to Part XV of the SFO (including interests or
short positions which they are taken or deemed to have under such provisions of
the SFO); or (ii) pursuant to section 352 of the SFO, to be entered in the register
referred to therein; or (i) pursuant to the Model Code for Securities Transactions
by Directors of Listed Issuers (the “Model Code”) as set out in Appendix 10 to the
The Rules Governing the Listing of Securities on the Stock Exchange (the “Listing

Rules”) to be notified to the Company and the Stock Exchange were as follows:-
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Long positions in ordinary shares and underlying shares of the Company as at 30

June 201 1I:

Number of

issued ordinary

R-T——FRA=1TH ARFELERRLE

BEROTFHRESIIMT

Number of
underlying shares
in respect of

the options
granted under
the share

option scheme

of the Company

Approximate
percentage
of the issued

share capital

shares of BEXRDF of the Company
the Company BRETERE FARE
Name of Director Capacity ARAR BT EREHEA BITRA
EEnE g6 EERYA RHBE ZHBRES
(Note 1)
(Htet1)
Mr.Wong Yin Sen Beneficial owner 260,266 0.01%
IEREALE ERBAA
Interest of 167,265,000 8.50%
controlled corporation (Note 2)
REHEE S (Ki2)
Mr. Hon Lik Beneficial owner 260,266 0.01%
BHEE BaflEA
Interest of 167,265,000 8.50%
controlled corporation (Note 2)
ek el o (Hfit2)
Mr.Wong Hei Lin Beneficial owner 260,266 0.01%
(Note 3) ExfEAA
IFFLEE Interest of 167,265,000 8.50%
(Kf#3) controlled corporation (Note 2)
REHEEES (Kfit2)
Mr. Pang Hong Beneficial owner 173,513 0.01%

e
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Notes:

|. Details of share option scheme of the Company are disclosed in note 14 to the

condensed consolidated financial statements.

2. These represent the interests in the 167,265,000 shares of the Company directly held
by Absolute Target Limited which is controlled as to 46.25%, 42.5% and 11.25% by Mr.
Wong Yin Sen, Mr. Hon Lik and Mr.Wong Hei Lin respectively.

3. Mr.Wong Hei Lin resigned as an executive director of the Company with effect from 7
July 201 1.

Save as disclosed above, as at 30 June 2011, none of the directors and chief
executive of the Company had any interests or short positions in the shares,
underlying shares and debt securities of the Company or any of its subsidiaries or
associated corporations that are required to be recorded pursuant to section 352 of
the SFO, or otherwise notified to the Company or the Stock Exchange pursuant to
the Model Code.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR DEBENTURES OF
THE COMPANY

Save as disclosed under “Share-Based Payments” relating to the share options
granted by the Company in note |4 to the condensed consolidated financial
statements, at no time during the Period was the Company or any of its subsidiaries
a party to any arrangements to enable the directors of the Company to acquire
benefits by means of acquisition of shares in, or debt securities (including
debentures) of, the Company or any associated corporations, and none of the
directors of the Company, or their spouses or children under age of 18, had any
right to subscribe for the shares or debt securities of the Company or had exercised

any such right during the Period.

DIRECTORS’ INTERESTS IN CONTRACTS

There was no contract of significance to which the Company, its holding company,
subsidiaries or fellow subsidiaries was a party and in which a director of the
Company had a material interest, whether directly or indirectly, subsisted at the end

of the Period or at any time during the Period.
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SUBSTANTIAL SHAREHOLDERS

So far as is known to directors of the Company, as at 30 June 201, the persons or
companies (other than directors or chief executive of the Company) who had
interests or short positions in the shares and underlying shares of the Company
which fall to be disclosed to the Company under Part XV of the SFO, or which were
recorded in the register of substantial shareholders required to be kept by the

Company under section 336 of the SFO were as follows:

Long positions in the ordinary shares of the Company as at 30 June 201 I:

Number of shares

FERR
RERBEEMAM R-E——FRA=T

B RARRRMDIAEBR N T HEEEREE
SFRAERAFETRBARRRRE - HAH
AR RRIRIEE 7 KB 5RHIE3361% < KT
FEZIZRRECMOESRERNALR

AR (RARBREFRTETHARIN &M
=

R-E——FRXA=TH ARALBRNE
ﬁﬁﬁ‘ﬂl

Approximate percentage

Name of Shareholder Capacity of the Company of shareholding
BRRE®E L L ARAARNHE RESNEI
Yu Man Fung Alice Beneficial owner 370,653,759 18.84%
TXR EsBAA
Absolute Target Limited Beneficial owner 167,265,000 8.50%
(Note 1)
Absolute Target Limited EREAEA
(Htat1)
Note: Wizt :

I. According to the filings made under the SFO, Absolute Target Limited is controlled as to
46.25% by Mr.Wong Yin Sen, 42.50% by Mr. Hon Lik and 11.25% by Mr. Wong Hei Lin.
Both Mr.Wong Yin Sen and Mr. Hon Lik are executive directors of the Company.

Save as disclosed above, as at 30 June 201 I, no person, other than the directors of
the Company, whose interests are set out herein this report, had registered an
interest or short position in the shares or underlying shares of the Company that

was required to be recorded pursuant to section 336 of the SFO.

SHARE OPTION SCHEME

The existing share option scheme was adopted by the Company on 30 May 2003.
Details and the movement of the share option scheme of the Company are
disclosed in “Share-based Payments” in note 14 to the condensed consolidated

financial statements.

DRAGONITE INTERNATIONAL LIMITED

. REERBSZRBERMIETHER
Absolute Target LimitedB TERL4E « 8
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PURCHASE, SALE OR REDEMPTION OF SECURITIES
During the Period, neither the Company nor any of its subsidiaries had purchased,

sold or redeemed any of the listed securities of the Company.

MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS

The Company has adopted the Model Code as set out in Appendix 10 to the Listing
Rules as its own code of conduct regarding securities transactions by the directors
of the Company. Having made specific enquiry of all directors of the Company, they
all confirmed that they have complied with the required standard set out in the
Model Code during the Period.

COMPLIANCE WITH CODE ON CORPORATE GOVERNANCE
PRACTICES

The Company has complied with the code provisions of the Code on Corporate
Governance Practices (the “Code") as set out in Appendix 14 to the Listing Rules

during the Period, with deviation from A4.1 of the Code as summaries below.

Code Provision A4.1 stipulated that non-executive directors should be appointed
for a specific term and be subject to re-election. The non-executive directors of the
Company are not appointed for a specific term of office, which constitutes a
deviation from A4.l of the Code. However, all non-executive directors of the
Company are subject to retirement by rotation and re-election at annual general
meeting of the Company in accordance with the Company’s Articles of Association.
As such, the Company considers that sufficient measures have been taken to ensure
that the Company's corporate governance practices are no less exacting than those

in the Code.

AUDIT COMMITTEE

The interim results for the Period have been reviewed by the audit committee of
the Company. The audit committee comprises four independent non-executive
directors of the Company, namely Mr. Chung Yuk Lun, Mr. Lam Man Sum, Albert, Mr.
Liu Kwong Sang and Mr. Pang Hong.
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REMUNERATION COMMITTEE

The duties of the remuneration committee of the Company include making
recommendations on the Group's policy and structure for remuneration package of
the directors and senior management, evaluation and making recommendation on
other employees’ benefit arrangements. The remuneration committee comprises
four independent non-executive directors of the Company, namely Mr. Chung Yuk

Lun, Mr. Lam Man Sum, Albert, Mr. Liu Kwong Sang and Mr. Pang Hong.

BOARD OF DIRECTORS

As at the date of this report, the members of the Board are as follows:

Executive Directors

Mr.Wong Yin Sen (Chairman)
Mr. Au Yeung Kai Chor

Ms. Chan Mee Sze

Ms. Ching Yuen Man, Angela
Mr. Hon Lik

Mr. Lam Suk Ping

Independent non-executive Directors
Mr. Chung Yuk Lun

Mr. Lam Man Sum, Albert

Mr. Liu Kwong Sang

Mr. Pang Hong

During the Period, Mr.Wong Hei Lin was an executive director and Mr. Frank H. Miu
was a non-executive director of the Company. Both of them resigned with effect

from 7 July 2011.

The Board has approved the unaudited condensed consolidated financial statements

of the Group for the six months ended 30 June 201 I.

APPRECIATION
The Board would like to express our gratitude and sincere appreciation to our
business partners, all management and staff members, and shareholders for their

continuous support.

By order of the Board
Dragonite International Limited
Wong Yin Sen

Chairman

26 August 201
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