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Condensed Consolidated Statement of Comprehensive Income

BHRGEEEKREX

For the six months ended 30 June 2012 BE=F—=%/,"A=THIEAER

Six months ended

BETSIRHLAEA
30.6.2012 306201 |
—B-CF —E——F
AA=TH ~NA=1H
HK$'000 HK$'000
TET TRT
(unaudited) (unaudited)
(REER) (REEZ)
Tumover = 2
Sales of goods HEEm 9,755 6,141
Less: Cost of goods sold o SHERR (5,936) (34,024)
3819 (27,883)
Change in fair value of financial assets at fair ROTHEFABRZ
value through profit or loss TREENLATEREY (16,578) (110,520
Rental income HEBA 2,220 —
(10,539) (138403)
Other income Hiple A 1,352 1,791
Other gains and losses Hirgsm (10,674) 377
Distribution cost RHER (3,404) (333)
Administrative expenses TR (28,679) (29,599)
Other expenses Hith i (3:430) o
Finance costs HMBEER (824) (e61)
Loss before tax A1 (56,198) (166,828)
Income tax expense PER % (188) (39
Loss for the period HNER (56,386) (166,860)
Other comprehensive income Hih2ERA
Exchange differences arising on translation to HERZF S5 3
presentation currency B X = (136) 4318
Total comprehensive expense for the period HAEE LB (56,522) (162,542)
(Restated)
(=31
Loss per share BRER
Basic and diluted EAREE HK(5.65) cents B4l HK(38.19) cents &l

DRAGONITE INTERNATIONAL LIMITED
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Condensed Consolidated Statement of Financial Position

EEREE

B 551k O 3R

At30June 2012 R=E——FA=+1H

NOTES 30.6.2012 31122011
&t —2-CF “F——F
AB=tHB  tZRA=+-H
HK$’ 000 HK$' 000
TR TET
(unaudited) (audited)
(REER) (8E%)
Non-current assets FRBBE
Property, plant and equipment ER e 9 23,087 25799
Investment property REME 145,000 145,000
Financial assets at fair value through profit or loss BATESABR EREE 10,410 9,730
Prepaid lease payments BNEERE 2,664 2,690
181,161 183219
Current assets mEEE
Inventories FE 10,275 8487
Trade receivables e E 5R1E 10 1,963 4,184
Deposits, prepayment and other receivables 7 - BAFERAMEKERE 6,554 6,878
Tax recoverable A EHIE - 1,579
Prepaid lease payments ANEERE 82 82
Financial assets at fair value through profit or loss BROTEFABR EHEE 119,514 114924
Bank balances and cash RiTRBERE 68,046 55970
206,434 192,104
Current liabilties RBAE
Trade payables ENESKRE [l 6,731 6,272
Accruals and other payables R AN 31,226 33,665
Derivative financial instruments TEERIE 16,363 5,689
Borrowings E 26,516 92342
Taxation payable B8 1,015 1503
81,851 139,471
Net current assets MEEEFE 124,583 52,633
NET ASSETS BERE 305,744 235852

2012 R EA SR &
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Condensed Consolidated Statement of Financial Position

AR S BB AR R &R

6

At30June 2012 R=E——FA=1H

NOTES 3062012 31.12.201 1
iz —%-=f —FF

~A=TH +-A=1+—H

HK$'000 HK$'000

THER TET
(unaudited) (audited)

(REER) (8E%)

Capital and reserves BRI

Share capital BRA 12 19,565 271,731
Reserves ] 286,179 (35,879)
TOTAL EQUITY RRAR 305,744 235,852

DRAGONITE INTERNATIONAL LIMITED
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Condensed Consolidated Statement of Changes in Equity
BEESCE ¥ S IES

For the six months ended 30 June 2012 BZE=F—=FXA=1HIE~EA

Retained Tota
Share Non- Share earnings equity

Share  premium  Sareholders'  Tranhtion  distrbutable option Merger Specil  (accumulated  attrbutable

CaPitﬁ| account  contribution Ieserve IESErves Ieserve [EServes TEserves |0$S€5) 10 owners
kit iR BBE BREN REARE

Bx  EER BRLRK RRER 0 BF @R cHBR  RRER (2RER)  MRHE
HOO0  HGOD SO0 RSO0 RSO0 HGOD SO0 S0 HE  HGOW
Thn TR Tern  TRr  TAm  TAr  Ter  TRw  TAm TR

(note ) (noteb) (noteq)  (noted)
(Hite) (k) (i) (o)
At | fnuary 01 (audited) R-§—&-R-R(EER) W LAOE WM S M 0 (06BY) e () T
Loss or the period anER - - - - = = = = (lseg0) (66540
Other comprehensive income for the period HREHRERA - - - 4318 - - - - - 4318
Total comprehensive income for the period InEENALE - - - 4318 - - - = (66860 (1254
Issue of new shares upon rights issue RtRE R TR 6475 2306%9 - - - - - - = 454
Issue of shares upon subscription HTEREARA 1847 1109 - - - - - - - 19%
Issue of shares upon exercise of share options REERERETRD 3 1540 - - - (183) - - - 1,680
Transactions costs attrbutable to issue of shares IRAHRARA - (%030) - - - - - - - (%030)
Recogniton of equity setted share-based payments BN EREEUN RN AR 3! - - - - - 8 - - - i1
At30June 2011 (wnaudied) REE——FA A= TAREER) 9673148700 AT WS MIT 010 (100678 34 (se93) el
At | fanuary 2012 audied) RE-5-R-D(EER) UIBLOLBIB U0 RO BT 876 (00678 3 (6Me8) 8%
Lossfor the period 2hER - - - - = = = = (63%) (5638
Other comprehensive income for the period SNEHEERA - - - (1% - - - - - (13)
Total comprehensive income for the period SmRENALE - - - (136) - - - - (38 (65)
Capital Reorganisation RAES (206.29) ~(1433173) = - - - - = 1699469 =
Issue of shares upon rights ssue RERERTRE 10869 97803 - - - - - = = 108692
Issue of shares upon placing REERETRR 3261 18260 - - - = - - - 219
Transaction costsattributable to issue of shares ERDMRARA - ) - - - - - - - )
At 30 June 2012 (unaudited) —ZE A= TR(REER) 19565 112284 21,780 93855 U 8716 (1016738 34108403 3057M

2012 h B8 & SEFERERAR [



Condensed Consolidated Statement of Changes in Equity
BEESCE ¥ FIES

8

For the six months ended 30 June 2012 BE=F—=%/,"A=THIEAER

Notes:

©

Shareholders' contribution represents the amounts contributed by shareholders of Ruyan
Investment (Holdings) Limited (“RIHL").

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; (ii) 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 affected on | January 2000.

DRAGONITE INTERNATIONAL LIMITED

A% 3 {11 & 45 Ruyan Investment (Holdings) Limited
(TRHLDZBREESHE -

FHEAEBEREARRARPEARKNE
(THE ) 2 M B A RIR I BUAR ROARM
R E TP B R -
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Condensed Consolidated Statement of Cash Flow

EECE S

BER8R

For the six months ended 30 June 2012 BE—F——

FXRA=THIEAER

Six months ended

BETHRMILAEA
30.6.2012 3062011
—E-CF —T——F
AHA=+H ANA=+H
HK$’ 000 HK$ 000
TER TET
(unaudited) (unaudited)
(REER) (RE=ER)
Net cash used in operating activities KREXBMAR 2T (25,256) (361,029)
[nvesting activities REE
Proceeds from disposal of property, plant and equipment HEWE - BB KREMERE - 65
Purchase of property, plant and equipment BAYE - BE MR (54) (66)
Purchase of financial assets designated at fair value BABERATETABR
through profit or loss ZEMEE (93,925) (20,000)
Proceeds from disposal of financial assets designated HERTERATEFABRL
at fair value through profit or loss EREEMGHIA 72,077 -
Acquisition of subsidiaries G NE] — (10,000)
Net cash used in investing activities REGBMARFHE (21,902) (30,001)
Financing activities MEED
New borrowings raised FTILIE R 50,000 —
Repayment of borrowings BEER (115,826) (5,000)
Interest paid BEAFLE (1,406) (268)
Issue of new shares BITHR 130,213 420,060
Expenses of issue of shares BITRGD 2 X (3,799) (9,030)
Net cash from financing activities BEREEREFE 59,182 405,762
Net increase in cash and cash equivalents RekBReSEBEREMFHE 12,024 14,732
Cash and cash equivalents at beginning of the period HzRekReFEER 55,970 11,681
Effect of foreign exchange rate changes EXEEH w8 52 169
Cash and cash equivalents at end of the period HRZReMHEEEER 68,046 26,582
Analysis of the balances of cash and cash equivalents RekReEEER 2E&HIT
Bank balances and cash PITRBIIA S 68,046 26,582

2012 R EA SR &
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Notes to the Condensed Consolidated Financial Statements

RS M B RR M

For the six months ended 30 June 2012 BE=F—=%/,"A=THIEAER

10

GENERAL INFORMATION
Dragonite Intemational Limited (the “Company’) was incorporated in the Cayman
Islands 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 production and sales of a series of health care products, pharmaceutical
products and Ruyan atomizing cigarettes, securities trading and investments and

property investments in Hong Kong.

In prior six months period ended 30 June 201 |, the Company's functional currency
was Renminbi (“RMB"). During the year ended 3| December 201, the directors
had re-evaluated the underlying investment activities and strategy of the Company
and have determined that the functional currency of the Company changed from

RMB to Hong Kong dollars (“HKD").

—RER
2EERERARA(ARANRFESH
SHEMRLSERRERAR - ERH
REBHERBMABRDR LM -

ARRR—HREZRAR  HNELQ
AIZEEXBREERBE —RIIRE
Em BEERRNERLE ZFFHE
BERRENEREBBETOERE -

BE-_T——F/ A=1HLBENME
AERE ARBNNEEERARE
TARK] -BE-F——F+t_H
:+*H¢¢F'§$EHT$“EH
BRERYRRE  REFARANE
ﬁ%%AE%&%%EU%ED°

For the purposes of presenting the condensed consolidated financial statements, RABEEENE AREZ2YEHREE
the Group adopted HKD as its presentation currency for the convenience of the VBBREBEABTREZIIE. - &
readers. The directors consider HKD can provide more meaningful information to ERRBLARRARRRREHERE

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”.

PRINCIPAL ACCOUNTING POLICIES
The condensed consolidated financial statements have been prepared on the
historical cost basis except for certain property and 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 2012 (the “Period”) are consistent with those
followed in the preparation of the Group's consolidated financial statements for the

year ended 3| December 201 |.

DRAGONITE INTERNATIONAL LIMITED
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Notes to the Condensed Consolidated Financial Statements

BRI R EEE:

For the six months ended 30 June 2012 BZE=F—=FXA=1HIE~EA

PRINCIPAL ACCOUNTING POLICIES (Continued)

In the current period, the Group has applied, for the first time, the following
amendments to Hong Kong Financial Reporting Standards (“HKFRSs") issued by
Hong Kong Institute of Certified Public Accountants (“HKICPA™) that are effective

for the Group's financial year beginning on | January 2012.

HKAS 12 (Amendments) Deferred tax - Recovery of underlying assets

HKFRS 7 (Amendments) Disclosures - Transfers of financial assets

The application of amendments to HKFRSs had no effect on the condensed
consolidated financial statements of the Group for the current or prior accounting

periods.

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
second half of the year ended 3| December 201 |, the Group acquired Central
Town Limited which includes a subsidiary principally engaged in property investment
in Hong Kong. Thus, the executive directors consider property investment in Hong

Kong is another new reportable and operating segment upon the acquisition.

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

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

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

medicines
() Ruyan atomizing cigarettes
(d)  securities trading and investments

(e)  property investment in Hong Kong

2012 R EA SR &

TEEHBRE)

AHE AEEEREANThEES
AAMAG(EEGEMAE])BHELR
AEBR-_Z——F—-A—-BRHRzH
BERERNEEMBRELN(EE
MBRELEA]) 2 B7] -

BRGTELE 125 ETHIE
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ARARERTESHAHAEELE
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FERFF » NEBIWE Central Town
Limited " BE—HEEZREBRENE
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FUER  REBRSNEREAAR
ES—MERREEDE -

At - AEEREEBHHRE LS
RZEERZHDBMT :

@ wREM "RAZER
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Notes to the Condensed Consolidated Financial Statements

RS M B RR M

For the six months ended 30 June 2012 BE=F—=%/,"A=THIEAER

4. SEGMENTAL INFORMATION (Continued) 4 DEENE)
The following is an analysis of the Group's turnover and results by reportable and NTREZHRKEENFEDNLE
operating segments. EEBREEDW -
For six months ended 30 June 2012 BE-ZE-—FXA=THLAER
Ruyan  Securities Property

Health care Pharmaceutical  atomizing  tradingand investment in
products products  cigarettes investments  Hong Kong Consolidated
WE  EHRER  REERE
RigEm  BEER BILE RE&  MERE &8
HK$'000 HK$'000  HK$'000  HK$'000  HK$'000 HK$'000
TER TER TER TER TER TER

Segment turnover PREXR
Sales of goods HESm — 8,891 864 — — 9,755
Change in fair value of financial assets AT EFABRZ &8

at fair value through profit or loss BENNTES — — — (16,578) — (16,578)
Rental income BEWA - - — — 2220 2,220

— 889 864 (I6578) 220 (4603

Segment (loss) profit 2 E(5R) &R (283%3) (581) (7,520) (16,580) 1,268 (26,246)
Other income EftA 1,352
Change in fair value of ESBTEYATE

denivative financial instruments 2 (10,674)
Unallocated corporate expenses RARAFIM (19,806)
Finance costs HBER (824)
Loss before taxation HAEE (56,198)

12 DRAGONITE INTERNATIONAL LIMITED 2012 Interim Report



Notes to the Condensed Consolidated Financial Statements

BRI R EEE:

4. SEGMENTAL INFORMATION (Continued)

For six months ended 30 June 201 |

For the six months ended 30 June 2012 BZE=F—=FXA=1HIE~EA

4. DEENE)
BE-E——FAXA=THLEAEA

Ruyan  Securities

Health care Pharmaceutical ~ atomizing  trading and
products products  cigarettes investments Consolidated
wE  EHEE
REER BEER #ELE kR&E o)
THET THET THET THET THET
HK$’ 000 HK$’ 000 HK$’ 000 HK$’ 000 HK$’ 000
Segment turnover DEERT
Sales of goods HEEMm 25 5242 874 — 6,141
Change in fair value of financial assets ~ ZATFEFIABRZ SRMEE
at fair value through profit or loss R TEEE — — —  (110520)  (110520)
2 5242 74 (110520  (104379)
Segment loss SEFR 7924  (1434)  (13627) (1105200  (146395)
Other income HAA 1,791
Change in fair value of derivative financial T4 &R T A2 AFE
instruments 2g) 377
Unallocated corporate expenses AABARIXH (21,940)
Finance costs FBER (661)
Loss before taxation TR R (166,828)

PR(BR)ENERIBELEZER/
R LB AT REERA - Hith
WA TESRIACAFEZS R
BER LHATBREERREZ R
AR UEABRERKAERR -

Segment (loss) profit 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 and finance costs. This is the measure reported
to the chief operating decision maker for the purposes of resource allocation and

performance assessment.

axEEraRAE 13
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Notes to the Condensed Consolidated Financial Statements

RS M B RR M

For the six months ended 30 June 2012 BE=F—=%/,"A=THIEAER

5. INCOME TAX EXPENSE 5. Fwixi
Six months ended
BETFIBEHLEAEA
30.6.2012 30.6.201 |
—g--% —z——%
AHA=1H NA=1H
HK$’000 HK$ 000
T TET
Income Tax in the PRC B AT 1S B 188 32
No Hong Kong Profits Tax is payable by the Company or its subsidiaries operating ARRHERERLE 2B R ANM
in Hong Kong since they had no assessable profit for both periods. {IE] 43 P 3 A o] FE AR B0 A #E BT

(RN BEMEH -

PRC Enterprise Income Tax is calculated at the rate prevailing in the relevant FREXRAERNTREBARGES
districts of the PRC taking relevant tax incentives into account. % RPEERLEERNXRAE -

14 DRAGONITE INTERNATIONAL LIMITED 2012 Interim Report



Notes to the Condensed Consolidated Financial Statements

R 4R S B 7 AR MY A

For the six months ended 30 June 2012 BZE=F—=FXA=1HIE~EA

6. LOSS FOR THE PERIOD 6. HRER
Six months ended
BETSIRHLEAEAR
30.6.2012 30.6.201 |
—2-CF =T
AA=tH ~A=1H
HK$’ 000 HK$' 000
TET FET
Loss for the period has been arrived at HAEEE MR GIA)
after charging (crediting): THIER -
Allowance for obsolete inventories BEEFEER
(included in cost of sales) (G ABHEKA) 458 27,762
Amortisation of prepaid lease payments FENHERIE 2 i 48 48
Change in fair value of derivative financial instruments  $74 % & T A A F(EE
(included in other gains and losses) (FtAHAIER) 10,674 (377)
Depreciation of property, plant and equipment ME  BEREEZTE 2,904 2,545
Staff costs (including directors” emoluments and BT (BREFME IARND A
share-based payment expenses) B2 [RF ) 8,879 7,366
Allowance for bad and doubtful debts, net REREBFE
(included in other expenses) (FrAEAMRZ) ,842 —
Written off of tax recoverable WS AT R R R 1B
(included in other expenses) (FFAHEMAX) 1,588 -
Interest income FMBEMA (10 —
7.  DIVIDEND 7. RE
No dividends were paid, declared or proposed during both periods. RRESEALES M  ERIEIRE
AR °

2012 B3 5 suEERERAT 15



Notes to the Condensed Consolidated Financial Statements

RS M B RR M

For the six months ended 30 June 2012 BE=F—=%/,"A=THIEAER

8.  LOSS PER SHARE

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

2

Company is based on the following data:

SRR
ADTRE ARG S RERRESER
TR A TREE

Six months ended

BETHRMILAEA
30.6.2012 30.6.201 |
—E-——fF —E——%F
AA=T1H ANA=TH
HK$’ 000 HK$' 000
FHERT TAT
Loss for the purpose of basic and diluted earnings RAEFEBRERNREERF
per share (loss for the period attributable to ZER(AAREE AL
the owners of the Company) REREEE) (56,386) (166,860)

Six months ended

BETHIRHILAEAR

30.6.2012 3062011

—B-C-f ==

AA=TA ~A=tA

‘000 ‘000

TR Thx
(Restated)

€ 327

Weighted average number of ordinary shares for AETEBRERNER 2 EER

the purpose of basic loss per share INEFEE 997,174 436,895

The computation of diluted loss per share does not assume the conversion of the
Company's share options since the assumed conversion would result in a decrease

in loss per share.

The weighted average number of ordinary shares adopted in the calculation of the
basic and diluted loss per shares for the Period has been adjusted to reflect the
impact of capital reorganization and rights issue during the Period. Comparative

figure for the six months ended 30 June 201 | has been restated accordingly.

16 DRAGONITE INTERNATIONAL LIMITED
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Notes to the Condensed Consolidated Financial Statements

BRI R EEE:

For the six months ended 30 June 2012 BZE=F—=FXA=1HIE~EA

9.  MOVEMENT IN PROPERTY, PLANT AND EQUIPMENT
During the Period, additions to the Group's property, plant and equipment
amounted to approximately HK$54,000 (six months ended 30 June 201 I:
HK$66,000). There was no disposal of property, plant and equipment during the
Period (six months ended 30 June 201 I: HK$938,000).

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 at the end of the reporting period.

NE BERREZEH

AEBA - ARBREWE - BE KR
Bz EENBS00ET(BE_T——
FRAZTHIEANEAR : 66000ETT)
AER R EEEYE  BERRE(E
E-T——HX A=+HLEAEAR:
938,000/ ) °

EWE S RE
AERERTHESEFP 2 FHEERH
OBE20RRE - DT AREZEAH
SIHERRRZEKE HRB(EMB
RERER) 2 REB DN ©

30.6.2012 3112201
=% —E——&
~A=1H +=—A=+—H~
HK$’ 000 HK$ 000
FTERT FHIT
0 - 60 days 0-60 H 1,071 [,258
61 - 90 days 61-90 H 163 42
91 - 180 days 91-180 H 627 2,884
181 - 270 days 181-270 H 102 —
1,963 4,184

2012 1 H3 3R & 2REBRERLA
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Notes to the Condensed Consolidated Financial Statements

RS M B RR M

18

For the six months ended 30 June 2012 BE=F—=%/,"A=THIEAER

II. TRADE PAYABLES I

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

N E S iRE

ATRREZAHZIIN2RBRZE

date at the end of the reporting period. NESREZREDT
30.6.2012 31.12.201 1
—E-——F —ET——F
AA=tH  +tZA=+—H
HK$’ 000 HK$' 000
TER THET
0 - 30 days 0-30H 252 51
31 - 60 days 31-60 H 708 1,006
61 - 90 days 61-90 H 40 65
Over 90 days but less than | year B0 BELR | F 1,351 1,226
Over | year A | F 4,380 3,924
6,731 6,272

DRAGONITE INTERNATIONAL LIMITED
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For the six months ended 30 June 2012 BZE=F—=FXA=1HIE~EA

12. SHARE CAPITAL 2. BA&
Number Share
of shares capital
8 R &N
000 HK$' 000
FA& FAET
Ordinary shares of HK$0.01 each BAREE00I BT Tk
(31 December 201 I: HK$0.| each) (R=F—F+=ZRA=+—H:
SRMEEO. AT
Authorised: SETE
At | January 2012 R-FE——%—FA—H 10,000,000 1,000,000
Increase in authorised share capital (note i) VETERRASE IN(PREE D) 90,000,000 —
At 30 June 2012 R-Z——&#XA=+H 100,000,000 1,000,000
ssued: 217
At | January 2012 R-ZE——%—Ff—H 2,717,307 271,731
Share consolidation (note i) B in & B (B EED) (2,173,846) —
543461 271731
Capital reduction (note i) PR A HIR (BT ) — (266296)
543461 5435
Rights issue (note ii) SRR (BT i) 1,086,923 10,869
Issue of placing shares (note iii) BATRCE MR (P i) 326,077 326
At 30 June 2012 R—ZE——&#xA=+H 956,46 19,565
EREBERA T

2012 R EA SR &
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For the six months ended 30 June 2012 BE=F—=%/,"A=THIEAER

12.

SHARE CAPITAL (Continued)

Notes:

()

(iii)

On 19 March 2012, the Company performed a share capital reorganisation (“Capital
Reorganisation™) involving every 5 issued shares of par value of HK$0.| each be
consolidated into | consolidated share and capital reduction by cancelling a sum of
HK$0.49 per consolidated share in issue. Immediately following the above capital
reduction, each authorised but unissued share of the Company of par value of
HK$0.10 each shall be sub-divided into |0 adjusted shares of par value of HK$0.01
each. Moveover, authorised share capital of the Company was HK$1,000,000,000
divided into 100,000,000,000 adjusted shares.

On 2 May 2012, the Company allotted and issued 1,086,923,000 shares by way of
rights issue at a subscription price of HK$0.| per rights share on the basis of one

rights share for every two shares then held.

On 29 June 2012, 326,076,900 new ordinary shares of the Company of HK$0.0l
each were issued by placing. Pursuant to the placing agreement dated 22 June 2012,

the placing price was HK$0.066 per share.

All the shares issued during the Period rank pari passu with the then issued shares

of the Company in all respect.

SHARE-BASED PAYMENTS

The Company has a share option scheme for eligible participants of the Group.

Details of the share options outstanding during the Period are as follows:

12.

B (E)
BIsE
() ARAR-_ZTE—-F=ZAt+hB#

(iii)

TRAEE(TREAEA]  FRE
FSREBREEC BT ZEETR
e bR RE G M I HER
B 31T A G IR 15 04978 7T LA BB AR
o ZRE EMRAHIRE - AAF)
BREMEIOHEITETEEREITH
B4 5 & 108 & B E E001 5
TR AR o thHh AR BENE
T ] A % 1,000000,00058 7T © 5 A
100,000,000,000 BAZ FHEE AR ©

“ET-—FRA-H AQBIAER
ARG RA MR AR — ARt
AR 2 BB LRI B S AR LA AR 15
0.1 AT AR K2 31T 1,086,923,000 A X

{/\ ®

—T——FXNA-1+NA ARRE
B iR & % 17 326,076,900 % & % M &
001 Bz #rgimik - REBHAZ
TE——FR At -BrEEHE
IR EEAER0066 BT ©

AHEARRITROERA I EEAR
DRIEREETRNZARFHA -

DR BER AR
ARARAEERERSEERBREK
Rt e - NEAR R ARITIE C BBEFE

o -

Number of

share options

BRERE

Outstanding at 30 June 2012

-
\N—"=

FERA=TBRARITE

2,198,450

DRAGONITE INTERNATIONAL LIMITED
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RS MR M
For the six months ended 30 June 2012 BE=F——F X A=THILNEA
13.  SHARE-BASED PAYMENTS (Continued) 13. ARGBARAE# 2GR (2)
The following table discloses movements in the Company's share options during TREBADANAHREA BRES
the Period: E
No.ofshare  No.ofshare  No. of share  No. of share
No. of share options options options options
options granted exercised adjusted  outstanding Exercise
Category of Date of share asat during during during asat price per
participants options granted | January 2012 the Period the Period the Period 30 June 2012 Exercise period share option
R=%-=F
R-B-2F  KHER  AHBAR ABEA RSA=TH
-B-H2 Ritliz e #Bz  HAfEZ BhERE
SRENE REBRERS BRERE BREHE BRERE BEREHR BRERE SEHE %8
(note i) (note iv) (note iv)
(FiF&E) (FitzEv) (HtzEiv)
Directors
£
Wong Yin Sen 9 January 2008 260266 — - (195,096) 65170 I1 January 2008 13798
to 10 January 2013
IER ZZZ\§-ANA “ZZ\E-Rt—H
E_Z2-=%-AtH
Hon Lik 9 January 2008 260,266 — — (195096) 65170 4 February 2008 13798
to 3 February 2013
L) “TT\E-ANA “EE\FZAmA
E_T-=%_f=H
Pang Hong (note i) 9 January 2008 173513 — - (130065) 43448 14 January 2008 13798
to I3 January 2013
BB (ML) “ZZ\E-ANH “EEN\F-AtHA
E-2-—=%¥-At=R
Cheung Kwan Hung (note ii) 9 January 2008 173513 — - (130,065) 43448 |1 January 2008 13798
to 10 January 2013
K9 (Rt i) “ZE\F-ANA “ZRN\E-At+-H
E-F2-=£-H1A
Ding Xun (note i) 9 January 2008 173513 - - (130,065) 43448 22 January 2008 13.798
to 21 January 2013
THR(ME) “ZZ\§-ANA “TR\F-A-1-H
E_E-=£-A-1-H
1,041,071 260,684
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For the six months ended 30 June 2012 BE=F—=%/,"A=THIEAER

13. SHARE-BASED PAYMENTS (Continued) 13. URGOAERZMNARE)
No.ofshare ~ No.ofshare  No.ofshare  No. of share
No. of share options options options options
options granted exercised adjusted outstanding Exercise
Category of Date of share asat during during during asat price per
participants options granted | January 2012 the Period the Period the Period ~ 30June 2012 Exercise period share option
R=%--%
RZB-ZF FHER AHER AHWh  AR=TH
-A-R2 Ritiz iz HEe  HATEZ BhERE
SRENR RinBRERS BREHE BRERE BREME ERERE  BREHE (EHR T8
(note i) (note v) (note i)
i) (RfzE) (BfEi)
Employees (in aggregate) 9 January 2008 3053834 - - (2289,154) 764680 6 February 2008 13798
to 5 February 2013
{5 (#5) “ZE\F-ANA “ET\$CAA
E_T-Z¥_f1H
18 February 2008 173513 - - (130,065) 4348 17 March 2008 6118
to 16 March 2013
“EZN\FZATNA “E2ZN\F=AT+H
E-2-=£=A15A
28 February 2008 347026 - - (260,131) 86895 27 March 2008 16.118
t0 26 March 2013
ZEE\EZA=T/\A “EZ\F=A-T+R
ER-ZEZA-1RA
5 June 2008 347026 - - (260,131) 86895 3July 2008 14257
to 2 July 2013
“TZ\ELA=H
“Z2Z\§/ALA
/ it St
20 November 2009 867,565 - - (650237) 217238 20 November 2009 to
19 November 2013 3854
“FENFT—A=TH “FENET-A=tH
ER-=ft-HthA
4788964 1,199,156

DRAGONITE INTERNATIONAL LIMITED
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For the six months ended 30 June 2012 BZE=F—=FXA=1HIE~EA

13. SHARE-BASED PAYMENTS (Continued) 13. URGOAERZMNARE)

No. of share No. of share No. of share No. of share

No. of share options options options options
options granted exercised adjusted outstanding Exercise
Category of Date of share asat during during during asat price per
participants options granted | January 2012 the Period the Period the Period ~ 30June 2012 Exercise period share option
R=%--%
RZ2-ZF FHER AHER AHWh  AR=TH
—-A-BZ Ritiz iz ARz WA BhERE
SRENR RinBRERS BREHE BRERE BREME ERERE  BREHE (EHR T8
(note i) (note v) (note i)
i) (RfzE) (BfEi)
Others (note ii) 6 May 2008 347026 - - (260,131 86895 3 June 2008 14020
t02 June 2013
o (s i) “TR\FLAAR “Z2\FRA=H
E-T-=£7ACH
30 March 2009 2,602,694 - - (1950979) 651,715 30 March 2009 9217
t0 29 March 2013
ZERNE=A=TH “EENE=A=TH
E-T-=H=f-thH
2949720 738610
Total 2% 8719755 2198450
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For the six months ended 30 June 2012 BE=F—=%/,"A=THIEAER

13.

SHARE-BASED PAYMENTS (Continued)

Notes:

(i)

(i

(i

(V)

There is no vesting period for the share options granted except for share options
granted during 2008 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.

Mr. Cheung Kwan Hung and Mr. Ding Xun resigned as independent non-executive
director on 28 June 2010. Mr. Pang Hong resigned as an independent non-executive

director on 29 February 2012.

These are individuals who rendered consultancy services in respect of management
of the Ruyan atomizing cigarettes, securities investments and corporate exercises 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 and corporate exercises. 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
upon the share consolidation and completion of the rights issue on 20 March 2012

and 2 May 2012 respectively.

There is no share-based payment expenses in respect of its share options

recognised in the condensed consolidated statement of comprehensive income

Q01 1:

HK$783,000)

DRAGONITE INTERNATIONAL LIMITED

13.

URGORERZARE)

M

0

(il

()

FrEBlEr eS8 ER_8
NEEH 2 BREREREERE N2
£ B BHER D = H1TE « 3333%
ZHBRRERE—AFIIE - B
SN3333% K 2 B ABERERE A
FRATEE - MEABRBMUUNE=FAF
AT

REBAERTRAAEN T —TF
AAZHN\BBIBIIERTES -
BERAERZE——F-_A=+NH
BHEB SEITES -

ZERRINEFLEER BHKRE
ReFESAAEBREAARSE 2
AT REERRARSREENE M
BRZ R MARER L BE - %
FERERM B RE REHREE
REEB A RFBERE R EEEE
REESR - EFRR - BRREHEZH
AR LUE 8 fetit 2 BR7s » HUt
RYERCEREZ A FERERE
FREEE 2 RRBEANMER
IR BRET R
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- —FRA-HHRENER
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Notes to the Condensed Consolidated Financial Statements

BRI R EEE:

For the six months ended 30 June 2012 BZE=F—=FXA=1HIE~EA

RELATED PARTY TRANSACTIONS
The remuneration of key management during the Period was HK$2,370,400 (six
months ended 30 June 201 I: HK$2,757,400).

EVENTS AFTER THE REPORTING PERIOD

On 9 July 2012, the Company offered to grant an aggregate of 163,038,450 share
options to subscribe for the ordinary shares in the capital of the Company at an
exercise price of HK$0.07 each. The grantee exercised all the share options on |3

July 2012 subsequently.

At the extraordinary general meeting held on 6 August 2012, the shareholders
of the Company approved the proposed capital reorganisation which involved
(i) share consolidation on the basis that every 20 issued shares of par value of
HK$0.01 each will be consolidated into | consolidated share of par value of
HK$0.20 each; (i) the nominal amount of each issued consolidated share will be
reduced from par value of HK$0.20 each to par value of HK$0.01 each and the
total number of consolidated shares in issued share capital of the Company will
be rounded down to a whole number; and (iii) the credit arising from the capital
reduction will be applied to set-off the accumulated deficit of the Company and
the balance (if any) will be transferred to a distributable reserve account of the
Company. Upon the approval by the Grand Court of the Cayman Islands, it is
expected that the proposed capital reorganisation will become effective after 4:00
p.m. on 3| October 2012.

2012 R EA SR &
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Management Discussion and Analysis

EEE W R

BUSINESS REVIEW

The Group recorded an unaudited consolidated net loss of approximately HK$56,386,000
for the Period (six months ended 30 June 201 I: approximately HK$166,860,000). Due
to the net realized and unrealized losses on financial assets at fair value through profit
or loss (“FAFVPL"), there was a negative turnover of approximately HK$10,539,000
for the Period (six months ended 30 June 201 I: negative turnover of approximately
HK$138,403,000).

Loss for the Period was mainly attributable to the following factors:

I As a result of weak global growth and overall downtum of the securities market
during the Period, the Group recorded the net realized and unrealized losses
of approximately HK$16,578,000 (six months ended 30 June 201 I: net loss of
approximately HK$110,520,000) on change in fair value of FAFVPL in the income

statement.

2. The sales of electronic cigarette products were low during the first half of 2012 as
the Group had been adjusting its products mix after launching its new product lines

in PRC market by the fall of 201 I.

3. Due to the change in fair value of derivative financial instruments, a loss of
approximately HK$10,674,000 was recorded (six months ended 30 June 201 1: a
profit of approximately HK$377,000).

Health Care Products
As planned, the Group carried out renovation work in the first half of 2012 to upgrade its
manufacturing facilities to meet the latest GMP standard. Operation for manufacturing of

health care products is expected to resume in the second half of 2012.

26  DRAGONITE INTERNATIONAL LIMITED

¥ EIRE
AEERTHBSEREERGEBRER
7156386000 BTL(BE_T——F A=+
ALEAMEA : 4916686000078 7T) ° SHRAF
Bt \BnzemEE(RATEHNARR
JEeMEEEERRRERFHENE
REREXBHAB 10539008 T(BE=
T——FXNAZTHLEAER : 6¥BFHA
# 138403,000/87T)

AHEHRBRIZMN TIIREE

l. m%$%ﬁ%ﬁﬁﬁﬁﬁr%&u%m
BRBEK  AEEHBRERAKRA
$ﬁﬁAEmZiﬂ§§2®$ﬁ“@

BERRKREREBFIEL 16578000
BL(BEZZE——F X A=THL @A
A+ E1RFE4110520,000587T) ©

2 HARAEER -_T——FUFEHED
GHEFERRIIE - BEEABRERA
& MITE-ZFHFETEERN
HERIE -

3. BRATESRMIAZATELREZ
i 8% 15 &5 18 4910,674,0007%8 T (# =
2——¢ﬁﬂz+5¢ﬁlﬂrﬁﬂ%
377,00077T) °

REER
AEECREAER S —F LY FRBE
THREESENENIR  URERH
CMPIRE - B T ——F T+ FEHEHH
TRHEERRBER o

2012 Interim Report



Management Discussion and Analysis

Pharmaceutical Products

Azithromycin Granules () (IFi 2 & ZF84 () J) and Rosigitazone Hydrochloride Capsules
(R R 5 BB 2
Turnover of pharmaceutical products for the Period was approximately HK$8,891,000,

1) remained the two key products of the Group during the Period.

representing an increase of 69.61% from approximately HK$5,242,000 as compared to

the corresponding period last year.

Electronic Cigarettes

Nine newly designed electronic cigarette models across three new product lines were
launched in the fall of 201 I. The first half of 2012 was a consolidation period for the new
product lines and development of overseas markets. Recorded turmover of electronic
cigarette for the Period amounted to approximately HK$864,000 (six months ended 30
June 201 |: approximately HK$874,000) a slightly decrease of |.14% as compared with the

same period in 201 1.

Trading of Securities

The Group regards securities trading as a treasury function to invest its surplus cash in the
Hong Kong securities market with an aim to capture future appreciation of share price.
Given that the euro zone debt crisis and weak global growth, prevailing market sentiment
in capital market may continue weak and securities markets may remains highly volatile.
During the Period, the Group disposed a portion of its securities portfolio, resulting in
a net realized gain on the change in fair value of FAFVPL for the Period amounting to
approximately HK$3,082,000 (six months ended 30 June 201 1: a net realised loss of
approximately HK$30,309,000). The Group incurred net realized and unrealized losses
from its securities trading in an aggregate amount of approximately HK$ 16,578,000 for the
Period (six months ended 30 June 201 |: approximately HK$110,520,000).

The Group will continue to take opportunities to diversify its investment portfolio and to
capture future appreciation of share price. The Group's external investment adviser will
continue to provide professional advice and analysis to the Board to assist the Group in
making investment decisions. Facing with increasing uncertainties in the global economy,

the management will exercise a cautious approach in securities trading.
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Management Discussion and Analysis
EEENmR DM

Property Investment

The Group owns the premises situated at the Basement, China United Centre, 28 Marble
Road, North Point, Hong Kong. The said property has been fully leased out (save for the
common area for public access) to generate a monthly rent of HK$410,000. Attributable
to such rental income, the Group recorded a segment turnover of approximately

HK$2,220,000 for the Period (six months ended 30 June 201 |: nil).

Research & Development

The Company considers quality and safety as its top concerns. Backed by its extensive
research and development investment program, technical innovation and quality control,
Ruyan’s research and development team recently achieved a major technical breakthrough
advancing the vapor yield of the electronic cigarette. In addition, the Company continues

to improve the taste, quality and reliability of its electronic cigarettes.

Recent improvements to Ruyan atomization technology deliver nicotine more efficiently
and at a more sustained level over the life of the atomizer. Moreover, Ruyan's unique
atomizer structure allows each ingredient in solution to exist in its non-azeotropic form.
Approximately the same proportion of each ingredient in the solution is atomized with
each puff and Ruyan's atomization curve has a normal distribution. The unique design of
the Ruyan atomizer provides for consistent nicotine release in the vapor. Ruyan's sensor is
very power-efficient helping extend battery life and the sensor automatically shuts off after

7 seconds of continuous inhalation in order to avoid potential risk of protracted heating.

Ruyan emphasizes reliability in the design and manufacture of its products and provides a
stainless steel, encased and leak-resistant cartomizer that houses the atomizer. Within the
past 8 months, Ruyan has adopted several new technologies to ensure there is no leakage

and no droplets inhaled into the mouth — common problems among other e-cigarettes.
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Management Discussion and Analysis

Intellectual Property

The Company is a leader in electronic cigarette technology and is developing an extensive
portfolio of issued patents and new pending patent applications. In 2012, the Company
anticipates obtaining additional intellectual property coverage with the grant of at least one
other Electronic Cigarette patent in the United States, Europe and other key markets. The
Company is 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 in
an electronic cigarette. The Company continues to actively strengthen and enforce its
intellectual property rights, which provide broad protection for its innovative electronic
cigarettes. The Company's continued creation and acquisition of intellectual property
in the United States and elsewhere around the globe has enabled it to strengthen and

expand its strategic partnerships in recent years.

As announced in 2011, the Company's wholly-owned subsidiary, Ruyan Investment
(Holdings) Limited (“Ruyan”), filed two civil actions for infringement of United States
Patent No. 7,832,410 in the United States District Court for the Central District of
California against a total of || defendants. Only one defendant is still litigating this case;
the remainder have either settled with Ruyan, otherwise resolved the dispute, or simply
defaulted. Ruyan has requested default judgments of infringement and permanent
injunctions against the defaulting defendant. Other of the settling defendants have
stipulated to judgments of validity of the asserted patent, infringement, and an injunction.
Many of the settling defendants have also paid damages based on their respective sales of

the infringing electronic cigarette products.

In June 2012, the Group filed ten new complaints for infringement of United States Patent
No. 8,156,944 in the United States District Court for the Central District of California.
These cases are in a very early stage, however, the clerk of the court has already entered
default against three of the ten defendants. Two of the three defaulted defendants in this
matter are requesting that the court put the default aside and allow them to consider

defending.
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Progress in Overseas Markets

Patents were granted in Canada, China, Korea and the United States during 2012. 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 2012, the Group had fully repaid its unsecured borrowings, remaining
a secured bank borrowing of approximately HK$26,516,000 (31 December 201 I:
approximately HK$92,342,000). Such borrowing was denominated in HKD, and thus,
there was no exposure to fluctuations in exchange rate. Gearing ratio of the Group
decreased from approximately 39.15% as at 31 December 201 to approximately 8.67%
as at 30 June 2012. This calculation is based on the borrowing mentioned above and
shareholders’ funds of approximately HK$305,744,000 (31 December 201 |: approximately
HK$235,852,000). Cash and bank balances amounted to approximately HK$68,046,000
(31 December 201 I: approximately HK$55,970,000) and total assets were approximately
HK$387,595,000 (31 December 201 1: approximately HK$375,323,000). Net current
assets of the Group on the same date amounted to approximately HK$ 124,583,000
(31 December 201 |: approximately HK$52,633,000). As at 30 June 2012, inventories
amounted to approximately HK$10,275,000, representing an increase of approximately
HK$1,788,000 when compared with the amount as at 31 December 201 I. The Group

had no material capital commitment as at 30 June 2012.
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Management Discussion and Analysis

In order to improve the financial position of the Group, the Company carried out the

following fund raising exercises during the Period:

h

In March 2012, the Company completed a capital reorganisation which involved,
among others, share consolidation of every 5 issued shares into | consolidated
share and capital reduction. Upon the said capital reorganisation became effective
after 400 pm. on 19 March 2012, par value of the shares of the Company has
become HK$0.01 each and the authorised share capital of the Company has
become HK$1,000,000,000 divided into 100,000,000,000 shares of HK$0.01 each.
Subsequently, the Company allotted and issued 1,086,923,000 shares on 2 May
2012, by way of rights issue at a subscription price of HK$0.1 per rights share
on the basis of one rights share for every two shares then held. Net proceeds of

approximately HK$ 102,900,000 were raised.

On 29 June 2012, the Company completed a placement of 326,076,900 ordinary
shares to independent investors at the placing price of HK$0.066 per share and the
Company received net proceeds of approximately HK$20,442,000.

These fund raising activities during the Period (i) strengthened the Group's financial

position with additional resources for future expansion; and (i) provided the paid-

up capital for a new wholly-owned subsidiary in Califomia to facilitate sales, marketing,

regulatory compliance as well as public relations in regard to the Group's electronic

cigarette business in the United States. The said subsidiary was duly incorporated in

California in July 2012. As at 30 June 2012, the issued share capital of the Company was
[,956,461400 shares of HK$0.01 each.
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As announced by the Company on 29 June 2012, the Company proposed the capital
reorganisation (the 2012 Capital Reorganisation”) involving (i) every 20 issued shares of
par value of HK$0.01 each be consolidated into one consolidated share of par value of
HK$0.20 each; (i) the nominal value of each issued consolidated share be reduced from
par value of HK$0.20 each to par value of HK$0.01 each by cancellation of the paid-up
capital to the extent of HK$0.19 on each issued consolidated share; (iii) rounding down
the total number of consolidated shares in the issued share capital of the Company to the
nearest whole number; and (iv) the credit arising from the capital reduction to cancel the
accumulated deficit of the Company with the balance to be transferred to a distributable
reserve account of the Company. The proposed 2012 Capital Reorganisation was
approved by the shareholders of the Company at the extraordinary general meeting held
on 6 August 2012. Upon the approval by the Grand Court of the Cayman Islands, it is
expected that the proposed 2012 Capital Reorganisation will become effective after 4.00
p.m. on 3| October 2012.

Pursuant to the option agreement dated 8 August 201 | relating to the possible acquisition
of Apex Corporate Investments Limited (“Apex”), the holding company of HON Chinese
Medicine Company Limited (the “Clinic"), the exercise price of the call/put options is
capped at HK$75 million and the minimum is HK$25 million. The Group will keep itself
appraised of any future fund raising opportunities for investing in Apex and the Clinic if

and when the option is exercised.

FOREIGN EXCHANGE RISKS

The Group's operations conducted in the PRC are mainly settled in Renminbi. However,
all corporate activities (i.e. capital reorganisation, rights issue and placing of new shares)
and leasing of real estate property are conducted in Hong Kong dollars. Therefore, the
Group is exposed to fluctuations in foreign exchange rate to a certain extent. 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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Management Discussion and Analysis

PROSPECTS FOR THE YEAR 2012 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 Group will continue to focus on products
launched and improvement in late 2012. In addition, two new products launched already

in the first half of 2012,

For 2012, the Company anticipates obtaining additional intellectual property coverage
with the grant of other Electronic Cigarette patent in the United States, Europe and other
key markets and may institute additional litigation based on the newly-acquired rights. The

Company continues to actively monitor and enforce its rights.

In the PRC, the objectives of anti-smoking and tobacco control are clearly stated in the
“12th Five Year Plan”, 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.

Internationally Ruyan is working with partners to meet regulatory concemns, and plans to
begin delivering product to the United States and United Kingdom markets in Q4 of 2012.
In Israel, Ruyan Jazz was re-launched in mainstream retail channels in July 2012. Product

quality feedback is excellent, and a significant marketing push is planned for Q3-Q4.

In addition to launching new and innovative quality products, selecting business partners

and developing sales channels continue to be the top priorities for international business.

With the improving regulatory environment, strengthened intellectual property
enforcement, and with the implementation of new GMP and ISO manufacturing standards
and other quality assurance processes, the Company believes it has a bright future and an
important role to play in reducing the cost of health care and improving the quality of life

of smokers and those around them.
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Pharmaceuticals and Health Care Products
The operating results of pharmaceuticals products are generally satisfactory in the first half
of 2012. The Group will attempt to develop more sales channels and focus on exploring

new product lines to broaden the income stream.

Upon fuffilling the latest GMP standards for its ginseng product manufacturing plant,
it is expected that the Group will resume operations in the second half of 2012. The
Company holds a positive view towards the prospects of the health care products
business and is considering to expand the product mix of ginseng products and other non-

traditional alternative medicines.

DETAILS OF MATERIAL ACQUISITION AND DISPOSAL OF SUBSIDIARIES

There were no material acquisitions or disposals of subsidiaries during the Period.

PLEDGE OF ASSETS

At 30 June 2012, margin facilities of approximately HK$59,702,000 (31 December
201 1: approximately HK$51,486,000) from regulated securities brokers were granted
to the Group which were secured by the Group's FAFVPL with the carrying amount of
approximately HK$129,924,000 (31 December 201 I: approximately HK$124,654,000).

CONTINGENT LIABILITIES
As at 30 June 2012, 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.

EMPLOYEES POLICY
As at 30 June 2012, the Group employed approximately 203 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.
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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 2012 (six months ended 30 June 201 I: HK$ Nil).

DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS AND SHORT
POSITION IN SHARES AND UNDERLYING SHARES

As at 30 June 2012, 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 (i) pursuant to
section 352 of the SFO, to be entered in the register referred to therein; or (iii) 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

2012:

R-T—"FRA=1H XARAEBKRREA

BRimPBREHIIMT :

Number of
underlying shares
in respect of

the options
granted under
the share

Number of option scheme

issued ordinary  of the Company

shares of REARAQT

Approximate

percentage
of the issued
share capital

of the Company

the Company HBRMETEIRE EATE
Name of Director Capacity KARBET BREZEE BITRA
EEpR g% EEREE RBEE ZBHNEDE
(Note 1) (Note 2)
(Bt 1) (Hez2)
Mr. Wong Yin Sen Beneficial owner 65,170 0.003%
IEREAE E5lBA
Interest of 33,453,000 [.710%
controlled corporation (Note 3)
ReEd)xEEzR (Hfat3)
Mr. Hon Lik Beneficial owner 65,170 0.003%
BhRLE EafBA
Interest of 33,453,000 [.710%
controlled corporation (Note 3)
REH)EEER (Hfit3)
Mr. Pang Hong (Note 4) Beneficial owner 43,448 0.002%

BEB S (Bt 4)
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Notes:

I Details of share option scheme of the Company are disclosed in note |3 to the condensed

consolidated financial statements.

2. The percentage of shareholding in the Company is calculated by reference to |,956,461,400

shares in issue as at 30 June 2012.

3. These represent the interests in the 33,453,000 shares of the Company directly held by
Absolute Target Limited which is controlled as to 46.25%, 42.5% and |1.25% by Mr. Wong
Yin Sen, Mr. Hon Lik and Mr. Wong Hei Lin respectively.

4. Mr. Pang Hong resigned as an independent non-executive director of the Company with
effect from 29 February 2012.

Save as disclosed above, as at 30 June 2012, 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 |3 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 matenial 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 FERR

So far as is known to directors of the Company, as at 30 June 2012, the persons or RARBEEMM RZE—ZF A=
companies (other than directors or chief executive of the Company) who had interests B RARRRRD ARG P EEBREEF
or short positions in the shares and underlying shares of the Company which fall to be HRHERAE+RBRAAARRE  HEH
disclosed to the Company under Part XV of the SFO, or which were recorded in the ARRBREZFFRBEROIEKRZRT
register of substantial shareholders required to be kept by the Company under section FEZIZERFECMIERSEEMATE

336 of the SFO were as follows: AR(BAARESHEZITHRAEIN EHI M
T
Long positions in the ordinary shares of the Company as at 30 June 2012: RZE——F A=FH ARAIEEBROHERE
BB :
Approximate
Number of shares percentage
Name of Shareholder Capacity of the Company of shareholding
REREM E4) FREFRVEE KRESNEIL
(Note )
(Hz1)
Unity Investments Holdings Limited (Note 2) Interests of controlled corporation 200,200,000 10.23%
A REERBRRB(MZ2) ReEdhEE#ER
HEC Capital Limited (Note 3) Interests of controlled corporation 150,294,001 7.68%
HEC Capital Limited (4772 3) Xt EE R
Notes: K1zt -
. The percentage of shareholding in the Company is calculated by reference to 1,956,461,400 | FEAAGIBRERS L NRER -—E——F
shares in issue as at 30 June 2012. NA=THDET 1,956,461 400 R DT E o
2. These shares are held by Great Panorama International Limited which is a wholly-owned 2. BEBRNBE —RELBRBERARZEWE
subsidiary of Unity Investments Holdings Limited. A @] Great Panorama International Limited ¥
Ao
3. These share are held by Murtsa Capital Management Limited which is a wholly-owned 3. BB B HEC Capital Limited 2 BB 2 A
subsidiary of HEC Capital Limited. Murtsa Capital Management Limited 57 ©

Save as disclosed above, as at 30 June 2012, no person, other than the directors of the BFEXBEEEN R-E——FXA=+8"
Company, whose interests are set out herein this report, had registered an interest or HEEM AT (RARFEREEEERHARAT

short position in the shares or underlying shares of the Company that was required to be SERINRARNBIED BB DR EEER

recorded pursuant to section 336 of the SFO. BEA NS IEAIE B IEE LI ERIEE -

SHARE OPTION SCHEME B

The existing share option scheme was adopted by the Company on 30 May 2003. Detalils ARNRR-_ZEZE=FETA=-+HENREER

and the movement of the share option scheme of the Company are disclosed in “Share- EEZ o AAFBRESZ ZHEREHNE

based Payments” in note |3 to the condensed consolidated financial statements. G AR I3[ ARD AER 2 N7
KE -
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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.

CORPORATE GOVERNANCE

The Board is responsible for performing the corporate governance duties with written
terms of reference. Save as disclosed below, the Company has complied with all code
provisions of the code on Corporate Governance Practices during the period from |
January 2012 to 31 March 2012 and the Corporate Governance Code (the “Code’)
during the period from | April 2012 to 30 June 2012 as set out in Appendix 14 to the
Listing Rules.

Code Provision A4.| 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 A4.1 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.

In respect of provision A.6.7 of the Code, all independent non-executive directors
attended the annual general meeting of the Company held on 29 May 2012 except Mr.

Liu Kwong Sang who was unable to attend due to sickness.

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. Liu Kwong Sang, Mr. Lam Man Sum, Albert
and Mr. Ho Tak Fun.

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.
Liu Kwong Sang, Mr. Lam Man Sum, Albert and Mr. Ho Tak Fun.
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NOMINATION COMMITTEE

During the Period, the Company established the nomination committee to review and
make recommendation on the structure and composition of the board, identify suitable
individuals to become board members and assess the independence of the independent
non-executive directors. The nomination committee comprises the managing director
and four independent non-executive directors of the Company, namely, Mr. Gary Drew
Douglas, Mr. Chung Yuk Lun, Mr. Liu Kwong Sang, Mr. Lam Man Sum, Albert and Mr. Ho
Tak Fun.

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. Gary Drew Douglas (Managing Director)
Mr. Hon Lik

Ms. Chan Mee Sze

Mr. Lam Suk Ping

Independent non-executive Directors
Mr. Chung Yuk Lun

Mr. Liu Kwong Sang

Mr. Lam Man Sum, Albert

Mr. Ho Tak Fun

During the Period, Mr. Pang Hong, an independent non-executive director resigned with

effect from 29 February 2012.

The Board has approved the unaudited condensed consolidated financial statements of

the Group for the six months ended 30 June 2012.

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
Gary Drew Douglas

Managing Director

24 August 2012
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