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IMPORTANT

The board of directors, the Supervisory Committee and the Directors, Supervisors and senior management
of Livzon Pharmaceutical Group Inc.* guarantee that the information in this annual report does not contain
any false representation, misleading statement or material omission, and jointly and severally accept full
responsibility for the truthfulness, accuracy and completeness of its contents.

The financial report of the Group and the Company for the year ended 31 December 2015, which had been
prepared in accordance with China Accounting Standards for Business Enterprises, was audited by Ruihua
Certified Public Accountants (LLP), and a standard unqualified audit report thereon was issued.

Mr. Zhu Baoguo (KRB 4 ), the person-in-charge of the Company, Ms. Si Yanxia (Al#EE & +), the
person-in-charge of the Company’s financial affairs (mainly responsible for accounting duties), and Ms. Zhuang
Jianying (FEf# & %L ), the person-in-charge of the accounting department, declare that they guarantee the
truthfulness, accuracy and completeness of the financial statements in this annual report.

All Directors of the Company attended the Board meeting in person to consider and approve this annual
report.

The Board proposes the 2015 Annual Profit Distribution Plan as follows: it is expected to distribute cash
of RMB5 (including taxes) for every 10 shares held to all shareholders on 30 June 2016, based on the
total share capital of the Company as at 31 December 2015 with the total amount of cash dividend as
RMB198,444,773.5. If there is any change in the total issued share capital of the Company as a result
of issuance of new shares, exercise of incentive share option, conversion of convertible bonds before
implementing the distribution plan, specific proportion of allocation will be adjusted in accordance with the
principle of “the total amount of cash distribution remains unchanged”. No distribution of shares and no
transfer of capital reserve into share capital will be undertaken for the year. (the “Dividend Distribution Plan
for the year”). The Dividend Distribution Plan for the year is subject to approval at the 2015 annual general
meeting of the Company (the "AGM").

The Company analysed possible risk factors and corresponding strategies in respect of the future development
of the Company in “Chapter V — Report of the Board”of this annual report. Investors are advised to review it.

This annual report contains forward-looking statements which involve subjective assumptions and judgments
of future policies and economic conditions. These statements are affected by risks, uncertainties and
assumptions. The actual outcomes may be substantially different from these statements. Investors should
exercise caution that inappropriate reliance on and usage of such information may be subject to investment
risks.

The report is prepared in both Chinese and English. In case of any discrepancies, the Chinese version shall
prevail.

*  For identification purpose only
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DEFINITIONS

In this annual report, unless the context requires otherwise, the following expressions shall have the following

meanings:

“Company”

“Group”

“Board”

"Director(s)”

“Supervisory Committee”
“Supervisor(s)”
"Shareholder(s)”

"A Share(s)”

"B Share(s)”
"A Shareholder(s)”

"H Share(s)”

"H Shareholder(s)”
“Year”

“Same Period Last Year” or
“Last Year”

"End of Last Year” or
“Beginning of the year”

"End of the year”

*  For identification purpose only

BEHREEEBRMH AR QA Lvzon Pharmaceutical Group Inc.*, a
joint stock limited liability company incorporated in accordance with
the PRC's law, whose H Shares and A Shares are listed on the Main
Board of the Hong Kong Stock Exchange and the Main Board of the
Shenzhen Stock Exchange respectively;

the Company and its subsidiaries;

the board of directors of the Company;

director(s) of the Company;

the supervisory committee of the Company;

supervisor(s) of the Company;

shareholder(s) of the Company;

the ordinary shares in the registered capital of the Company with a
nominal value of RMB1.00 each, which are listed and traded on the
Shenzhen Stock Exchange;

domestically listed foreign shares originally issued by the Company;
holder(s) of A Shares of the Company;

the ordinary shares in the registered capital of the Company with a
nominal value of RMB1.00 each, which are listed and traded on the
Hong Kong Stock Exchange;

holder(s) of H Shares of the Company;

the twelve months from 1 January to 31 December 2015;

the twelve months from 1 January to 31 December 2014;

31 December 2014;

31 December 2015;
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DEFINITIONS

“China Accounting Standards
for Business Enterprises”

“CSRC”
“Hong Kong Stock Exchange”

“Hong Kong Listing Rules”
“Corporate Governance Code”
“Model Code”

“SFO"

“Shenzhen Stock Exchange”

“Shenzhen Listing Rules”

“the Company Law”
“China” or "PRC"
“Hong Kong”
“HK$"” or “HKD"
“RMB”

"uUss$”

“Joincare”

"B-TO-H Share Conversion”

“the Restricted A Shares Incentive
Scheme”

*  For identification purpose only

Accounting Standards for Business Enterprises — Basic Standard and
38 specific accounting standards issued by the Ministry of Finance
of the PRC on 15 February 2006 and the Application Guidance to
Accounting Standards for Business Enterprises, Interpretations of
Accounting Standards for Business Enterprises and other related
requirements subsequently issued;

the China Securities Regulatory Commission;
The Stock Exchange of Hong Kong Limited;

Rules Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited,;

the Corporate Governance Code as set out in Appendix 14 of the
Hong Kong Listing Rules;

the Model Code for Securities Transactions by Directors of Listed
Issuers as set out in Appendix 10 of the Hong Kong Listing Rules;

the Securities and Futures Ordinance (Cap. 571 of the Laws of Hong
Kong);

FINEZ 32 5 FT (the Shenzhen Stock Exchange);

CRINFEH X HIRE EMH A (the Stock Listing Rules of the
Shenzhen Stock Exchange);

the Company Law of the People’s Republic of China;
the People’s Republic of China;

Hong Kong Special Administrative Region of China;
Hong Kong dollars, the lawful currency of Hong Kong;
Renminbi, the lawful currency of China;

United States dollars, the lawful currency of the United States of
America;

2T B L E MR DBBR A 7] Joincare Pharmaceutical Industry Group
Co., Ltd.* (Shanghai Stock Exchange stock code: 600380), a joint
stock company incorporated in the PRC and listed on the Shanghai
Stock Exchange in 2001 and one of the Company's controlling
shareholders;

the domestically listed foreign shares (B Shares) of the Company to
be converted into H Shares by way of introduction for listing and
trading on the Main Board of the Hong Kong Stock Exchange; and

the Restricted A Shares Incentive Scheme (Revised Draft) considered
and approved by the Company at the 2015 First Extraordinary
General Meeting.
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SUMMARY OF ACCOUNTING INFORMATION AND FINANCIAL INDICATORS

CHANGES OF SIGNIFICANT ACCOUNTING POLICIES, ACCOUNTING
ESTIMATES AND CORRECTION OF ACCOUNTING ERRORS

On 5 June 2015, the Company considered and approved the “Resolution related to the Change of the
Company’s Accounting Policy” at the 11th meeting of the eighth session of the board of Directors. The
Company has changed the accounting policy related to the impairment of available-for-sale financial assets.
Details of the changes are set out as follows:

Accounting policy adopted before the change:

“If there is a significant or prolonged decline in the fair value of available-for-sale financial assets based on
relevant factors, the available-for-sale equity instrument investment is impaired. “Significant decline” refers to
the decline of fair value by more than 20%; “prolonged decline” refers to the decline of fair value for more
than 12 months consecutively.”

Accounting policy adopted upon the change:

“If there is a significant or prolonged decline in the fair value of available-for-sale financial assets based on
relevant factors, the available-for-sale equity instrument investment is impaired. In determining the meaning
of “significant” and “prolonged”, the Company shall base its judgment upon the extent and the duration to
which the fair value of the investment is less than its cost, and shall take into account other factors to reach a
comprehensive view.”

Effective date: Effective from 1 January 2015.

The change of accounting policy of the Company requires no retrospective adjustment to any previous annual
financial report disclosed. The financial information of this reporting period is also not affected.

Livzon Pharmaceutical Group Inc. Annual Report 2015



SUMMARY OF ACCOUNTING INFORMATION AND FINANCIAL INDICATORS

SIGNIFICANT ACCOUNTING INFORMATION PREPARED IN ACCORDANCE
WITH THE CHINA ACCOUNTING STANDARDS FOR BUSINESS ENTERPRISES

Amount denominated: RMB 000

Year-on-year

change
Items 2015 2014 (%) 2013 2012 2011
Operating income 6,620,516.54 5,544,233.78 19.41% 4,618,680.04 3,943,525.31 3,162,915.29
Net profit attributable to shareholders of the Company 622,641.03 515,978.43 20.67% 487,502.35 441,671.52 359,369.88
Net profit attributable to the shareholders of
the Company after deducting the extraordinary
gain or loss 538,364.28 463,031.47 16.27% 462,159.19 396,190.25 341,610.16
Net cash from operating activities 927,788.46 717,393.89 29.33% 439,986.53 593,964.66 708,201.34
Total profit 807,921.30 652,025.03 23.91% 628,940.45 560,312.74 463,151.23
Change
At At compared At At At
the end of the end of ~ with the end of the end of the end of the end of
Items 2015 2014 last year (%) 2013 2012 2011
Total assets 8,077,537.79 7,302,605.06 10.61% 6,566,006.12 5,633,753.96 4,602,908.98
Total liabilities 3,267,641.05 3,220,183.53 1.47% 2,961,486.64 2,453,634.71 1,591,291.15
Net assets attributable to the shareholders
of the Company 4,346,255.33 3,696,516.57 17.58% 3,344,648.58 3,008,015.81 2,843,169.71
Share capital 396,889.55 295,721.85 34.21% 295,721.85 295,721.85 295,721.85
Shareholders’ equity per share attributable
to the shareholders of the Company (RMB) 10.95 12.50 -12.40% 1131 10.17 9,61

PRINCIPAL FINANCIAL INDICATORS

Year-on-year

Amount denominated: RMB

change
ltems 2015 2014 (%) 2013 2012 201
Basic earnings per share 1.62 134 20.90% 1.27 1.15 0.94
Diluted earnings per share 1.60 134 19.40% 1.27 1.15 0.94
Basic earnings per share after deducting 1.40 1.20 16.67% 1.20 1.03 0.89
extraordinary gain or loss
Weighted average return on net assets (%) 15.51% 14.66% Up by 0.85 15.34% 15.17% 13.41%
percentage points
Return on equity attributable 14.33% 13.96% Up by 0.37 14.58% 14.68% 12.64%
to shareholders of the Company (%) percentage points
Equity attributable to shareholders of 53.81% 50.62% Up by 3.19 50.94% 53.39% 61.77%
the Company to total assets ratio (%) percentage points

Livzon Pharmaceutical Group Inc. Annual Report 2015
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SUMMARY OF ACCOUNTING INFORMATION AND FINANCIAL INDICATORS

ITEMS AND AMOUNTS OF EXTRAORDINARY GAINS OR LOSSES

Amount denominated: RMB

Item 2015 2014 2013
Gains or losses from disposal of non-current

assets (including offset part of the provision for

impairment of assets) -4,005,495.80 -999,029.93 180,148.18
The tax return or relief regarding ultra vires

approval with or without formal approval of the

file - - 362,000.00

Government grant recognised in current profit
and loss (excluding those grants that are closely
related to the Company’s business and that
were granted in accordance with the standard
amount or volume prescribed by the State)

Gains/losses on fair value change of held-for-
trading financial assets and liabilities, and
investment gain from disposal of held-for-
trading financial assets and liabilities and
available-for-sale financial assets (excluding
effective hedging instruments relating to the
ordinary business of the Company)

Non-operating net gain or loss other than the
above

Total extraordinary gains and losses

(Deduct): Amount of income tax

Effect on minority shareholders interest
(after tax)

127,679,776.28

-182,343.23
-8,552,063.55
114,939,873.70
14,326,733.64

16,336,387.58

66,827,495.36

-1,497,131.42
1,688,027.35
66,019,361.36
9,666,588.14

3,405,813.53

38,842,657.52

499,437.51
-1,001,272.08
38,882,971.13

7,150,619.26

6,389,185.80

Total

84,276,752.48

52,946,959.69

25,343,166.07

ASSETS AND LIABILITIES MEASURED AT FAIR VALUE

Amount denominated: RMB

At the Change Accumulated Impairment Amount
beginning of in fair value  change in fair ~ provision for purchased Amount sold At the end
Item the year for the year  value in equity the year during the year during the year of the year
Financial assets
1. Financial assets at fair value through profit or loss for the
current period (excluding derivative financial assets) 6,423,571.77 -182,343.23 - - - - 6,589,225.34
2. Derivative financial assets - - - - - - -
3. Available-for-sale financial assets 59,149,664.15 - 31,475,855.60 61,832,392.81 - - 38,926,777.92
Sub-total for financial assets 65,573,235.92 -182,343.23 31,475,855.60 61,832,392.81 - - 45,516,003.26
Investment properties - - - - - - -
Productive biological assets - - - - - - -
Others - - - - - - -
Total 65,573,235.92 -182,343.23 31,475,855.60 61,832,392.81 - - 45,516,003.26

Financial liabilities - - - - - - -

Livzon Pharmaceutical Group Inc. Annual Report 2015






distribution. The remaining undistributed profit is to
be carried forward to the next year. No distribution
of shares and no transfer of capital reserve into
share capital will be undertaken by the Company.
The 2015 Annual Profit Distribution Plan is subject to
shareholders’ approval at the 2015 Annual General
Meeting.

2015 marks the 30th anniversary for Livzon. During
the year, the Group has carried out various measures
in pushing forward the following developments:
firstly, the Group furthered the marketing reform
and successfully accomplished the sales goals;
secondly, the Group continued with the R&D efforts,
whereby the clinical project of antibodies products
continued to make progress, and the llaprazole
project was awarded the second class prize in the
National Technological Advancement; thirdly, the
Group strengthened our product quality control
and sales quality management, and has passed
the new GMP improvement and certification;
fourthly, the Group planned its layout in the precise
pharmaceutical field through investment in the
American corporation, Cynvenio. At the same time,
we successfully completed the initial and reserved
grant of share incentive as well as actively launched
the fund-raising project through non-public issuance
of shares.

Livzon Pharmaceutical Group Inc. Annual Report 2015

Mr. Yang Daihong
Executive Directors,
Vice President

Mr. Fu Daotian
Executive Directors,
Vice President

Mr. Xu Guoxiang

Vice President

Mr. Lu Wenqi

Vice President

Ms. Si Yanxia
Vice President,
Chief Financial Officer

Mr. Yang Liang

Company Secretary
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REPORT OF THE BOARD

MANAGEMENT DISCUSSION AND ANALYSIS
Operating activities

During the year, there was no change to the principal activities of the Group. The Group is primarily engaged
in the research and development, production and distribution of pharmaceutical products. The products of the
Group covered drug preparation products, bulk medicines and intermediates as well as diagnostic reagents
and equipment. Major products included Chinese and Western drug preparation products such as Shengqi
Fuzheng Injection (2 EIRIE;TH /) , a series of Bismuth Potassium Citrate Granules (BEZK15 4% (#7144 £
#) ) products, Anti-viral Granules (#1% & %8#L) , Urofollitropin for Injection (BBERE (XFTARMEINAEE) ),
Menotropins for Injection (2818 (V5T AR(EMZE) ), llaprazole (llaprazole Enteric Coated Tablet) (EB &
(EHMGE ) ), Voriconazole itraconazole for Injection (BEfEE (X MIKZEEM) ) and Cefodizime
Sodium for injection (Mouse Nerve Growth Factor for Injection) BE% CISBEMEEERETF) ; bulk
medicines and intermediates such as Mevastatin (&M T ), Colistin (FiEAKi & =) , Phenylalanine (AR R
%) , Ceftriaxone Sodium (ZEFBER#A4Y) ; and diagnostic reagent products such as ELISA HIV Testing Reagent
(HIVInBE 2 &L Bl) , MYCOIl Testing Reagent (Ff& X REEFEE 2 BT B (3 BEFJA) ) and TPPA Testing
Reagent (185 Zhe e M2 M =4 OREIX) ) .

Business review

During the year, the Group reported an operating income of RMB6,620.52 million, representing an increase
of 19.41% as compared with RMB5,544.23 million of the previous year. Net profit was RMB659.56 million,
representing an increase of 19.14% over RMB553.62 million of the previous year. Net profit attributable to
shareholders of the Company was RMB622.64 million, up by 20.67% as compared with RMB515.98 million
of the previous year. Excluding extraordinary gains and losses, the Company’s net profit attributable to its
shareholders generated from principal activities in 2015 was RMB538.36 million, representing an increase of
16.27% when compared with RMB463.03 million of the previous year.

Segmental information

The Group has been operating in one single operating segment in the PRC, which is pharmaceutical
manufacturing. Hence, the Group did not state the information of operating segments.

Livzon Pharmaceutical Group Inc. Annual Report 2015



REPORT OF THE BOARD

MANAGEMENT DISCUSSION AND ANALYSIS (continuea)

Analysis of Principal Activities

Operating income and costs of principal activities

Amount Denominated: RMB

2015 2014
Asa As a

percentage of percentage of Year-on-year

operating operating increase/

Amount incomes Amount incomes decrease

(%) (%) (%)

Total operating incomes of principal activities 6,516,612,497.64 100%  5,456,211,974.12 100% 19.43%
By sector

Gastrointestinal 565,563,104.27 8.68% 431,037,680.54 7.90% 31.21%

Western drug  Cardio-cerebral vascular 151,935,039.21 2.33% 156,759,171.09 2.87% -3.08%

preparation  Antibiotics 362,726,418.43 5.57% 336,583,358.97 6.17% 7.77%

products Gonadotropic hormones 921,915,966.97 14.15% 750,123,661.00 13.75% 22.90%

Other 578,726,700.46 8.88% 450,784,204.64 8.26% 28.38%

Bulk medicines and Intermediates 1,516,340,625.44 2327%  1,139,189,704.02 20.88% 33.11%

Chinese drug preparation products 1,944,881,787.18 29.84%  1,739,731,105.27 31.89% 11.79%

Diagnostic products and equipment 468,829,234.88 7.19% 440,787,403.63 8.08% 6.36%

Other 5,693,620.80 0.09% 11,215,684.96 0.21% -49.24%
By region

Domestic 5,881,694,954.30 90.26%  4,979,167,204.77 91.26% 18.13%

Overseas 634,917,543.34 9.74% 477,044,769.35 8.74% 33.09%

Total 6,516,612,497.64 100.00%  5,456,211,974.12 100.00% 19.43%

Livzon Pharmaceutical Group Inc. Annual Report 2015
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REPORT OF THE BOARD

MANAGEMENT DISCUSSION AND ANALYSIS (continued)
Analysis of Principal Activities (continued)
Operating income and costs of principal activities (continued)

Amount Denominated: RMB
Year-on-year  Year-on-year

change change in Year-on-year
Operating Operating Gross profit in operating operating change in gross
Incomes Costs margin income costs profit margin
By sector
Upby230
Western drug preparation products 2,580,867,229.34  569,349,758.14 77.94% 21.44% 9.97% percentage points
Upby1.23
Bulk medicines and intermediates 1,516,340,625.44  1,291,461,097.86 14.83% 33.11% 31.21% percentage points
Up by 1.11
Chinese drug preparation products 1,944,881,787.18  394,990,894.57 79.69% 11.79% 6.02% percentage points
Up by 0.01
Diagnostic reagents and equipment 468,829,234.88  205,479,787.14 56.17% 6.36% 6.33% percentage points
By product
Up by 0.20
Shengqi Fuzheng Injection 1,536,626,226.61  247,673,964.16 83.88% 17.20% 15.72% percentage points
By region
Up by 1.08
Domestic 5,881,694,954.30  1,924,068,733.15 67.29% 18.13% 14.34% percentage points

Note: The table provides information about those sectors or products which contribute more than 10% of the Company’s
operating income or operating profit.

In 2015, the Group achieved further growth of sales through continuous deepening marketing system reform
as well as improving sales mode while enhancing sales team and strengthening market development and
promotion. During the year, the Group's principal activities generated an operating income of RMB6,516.61
million, representing an increase of RMB1,060.40 million or 19.43% as compared with RMB5,456.21 million
of the previous year. Among which, the sales growth in western drug preparation products increased by
21.44% year-on-year and sales growth in bulk medicines and intermediates increased by 33.11% year-on-
year. The income and growth of key western drug preparation products are as follows: the income from sales
of Ilaprazole Enteric Coated Tablets (3 & f7 M 58 F ) amounted to RMB186.87 million with a year-on-year
increase of 75.19%; the income from sales of Leuprorelin Acetate Microspheres (T 57 F B B 5= 7 3m AR5 ER )
was RMB294.92 million, increased by 46.75% year-on-year; the income from sales of Mouse Nerve Growth
Factor CE&T B M &£ KEF) for injection amounted to RMB299.83 million with a year-on-year increase
of 66.39%. The income and growth of key bulk medicines and intermediates are as follows: the income from
sales of Phenylalanine (KA & B ) was RMB224.17 million, increased by 69.60% year-on-year; the income
from sales of Ceftriaxone Sodium (ZEF#R#A) was RMB362.20 million with an increase of 20.58% year-on-
year. The sales growth of products mentioned above also reflected an improving product quality of the Group
and increasing competitiveness.

During the year, operating costs of the Group’s principal activities amounted to RMB2,478.51 million,
representing an increase of RMB394.68 million or 18.94% as compared with RMB2,083.83 million of the
previous year, mainly due to sales growth.

Livzon Pharmaceutical Group Inc. Annual Report 2015



REPORT OF THE BOARD

MANAGEMENT DISCUSSION AND ANALYSIS (continuea)
Analysis of Principal Activities (continued)
Operating costs composition

Amount Denominated: RMB

2015 2014
Proportion Proportion
to operating to operating Year-on-year
By industry Item Amount costs Amount costs change
Pharmaceutical industry Material costs 1,811,564,644.44 70.35% 1,594,225,278.97 74.40% 13.63%
Labour costs 245,726,494.69 9.54%  202,139,913.60 9.43% 21.56%
Depreciation 181,113,661.32 7.03% 162,941,151.10 7.60% 11.15%
Energy and power 251,849,299.04 9.78%  189,121,435.96 8.83% 33.17%
Other 202,781,562.59 7.87%  224,818,675.12 10.49% -9.80%
Movement in inventories

beginning of the period and
end of the period -117,705,127.69 -4.57% -230,335,432.34 -10.75% 48.90%
Operating costs 2,575,330,534.39 100.00% 2,142,911,022.41 100.00% 20.18%

Operating income of principal activities by regions

Amount incurred for the year (RMB) Amount incurred for last year (RMB)
Regions Operating income Operating cost Operating income Operating cost
Domestic 5,881,694,954.30 1,919,700,353.77 4,979,167,204.77 1,682,696,490.71
Overseas 634,917,543.34 558,808,193.09 477,044,769.35 401,135,142.17
Total 6,516,612,497.64  2,478,508,546.86 5,456,211,974.12 2,083,831,632.88

Major customers and suppliers

During the year, the sales to the five largest customers contributed to 7.26% (2014: 7.51%) of the total
operating income of the Group, while the purchases from the five largest suppliers of the Group contributed to
approximately 32.06% (2014: 33.84%) of the Group's total purchase of raw materials.

Major Customers of the Company for the year

Total sales amount from top five customers (RMB) 480,735,811.68
Percentage of sales amount from top five clients to total sales of the year (%) 7.26%

Livzon Pharmaceutical Group Inc. Annual Report 2015
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REPORT OF THE BOARD

MANAGEMENT DISCUSSION AND ANALYSIS (continued)
Analysis of Principal Activities (continued)
Major customers and suppliers (continued)

Top Five Customers of the Company for the year

Percentage of
sales amount to

Sales amount total sales
No. Name of customers (RMB) of the year
1 First 114,443,223.81 1.73%
2 Second 103,275,677.59 1.56%
3 Third 94,839,786.65 1.43%
4 Fourth 85,891,355.11 1.30%
5 Fifth 82,285,768.52 1.24%
Total 480,735,811.68 7.26%

Major Suppliers of the Company for the year

Total purchase amount from top five suppliers (RMB)
Percentage of purchase amount from top five suppliers to annual total purchase (%)

580,798,516.33
32.06%

Top Five Suppliers of the Company for the year

Purchase amount

Percentage of
purchase amount
to total purchase

No. Name of suppliers (RMB) of the year
1 First 266,408,030.77 14.71%
2 Second 131,852,618.79 7.28%
3 Third 70,657,562.94 3.90%
4 Fourth 62,696,309.30 3.46%
5 Fifth 49,183,994.53 2.71%
Total 580,798,516.33 32.06%

Note: The information in this table is based on the purchase for the principal business activities of the Company.

The largest supplier to the Company, Jiaozuo Joincare Pharmaceutical Industry Group Co., Ltd. ( FE/EE R TAE
YRR AR AT ) (“Jiaozuo Joincare”) is a wholly-owned subsidiary of Joincare ({25 Jt) , therefore Mr. Zhu
Baoguo, the Chairman of the Board, is deemed to be interested in Jiaozuo Joincare (FEVEfZFE L) . For details
of such interests, please refer to chapter IX “Changes in Shareholdings of Directors, Supervisors and Senior

Management” of this annual report.

To the knowledge of the Directors, none of the directors, their respective close associates or any shareholder
(to the knowledge of the Directors own more than 5% of the Company's issued share capital) own the
equities of the five largest suppliers or the five largest customers mentioned above (apart from Jiaozuo

Joincare).

Livzon Pharmaceutical Group Inc. Annual Report 2015



REPORT OF THE BOARD

MANAGEMENT DISCUSSION AND ANALYSIS (continued)
Analysis of Principal Activities (continued)
Expenses

During the year, the Group's three major expense items (selling expenses, administrative expenses and financial
expenses) amounted to RMB3,175.18 million, representing a year-on-year increase of RMB481.81 million or
17.89%. Details are as follows:

Amount denominated: RMB
Year-on-year

Items 2015 2014 changes

(%)
Selling expenses 2,541,675,092.56 2,208,218,745.28 15.10%
Administrative expenses 606,301,968.07 464,522,751.34 30.52%
Financial expenses 27,203,995.64 20,631,590.86 31.86%

(1) Selling expenses rose by 15.10% year-on-year, mainly due to sales growth and subsequent increase in
marketing and promotion expenses;

(2)  Administrative expenses rose by 30.52% year-on-year, mainly due to increase in investment in research
and development and allocated expenses as a result of adoption of the Restricted A Shares Incentive
Scheme;

(3)  Financial expenses rose by 31.86% year-on-year, mainly due to a decrease in capitalised interests and an
increase in cost interests as a result of constructions in process gradually converted into fixed assets.

During the year, the total income tax expenses were RMB148.36 million, representing a year-on-year increase
of RMB49.96 million or 50.77%, mainly due to the profit growth and unrecognised deferred income tax assets
of the loss-making business.

Marketing and sales management

The Company further strengthened the marketing reform concerning sales of preparation products while
focusing on the innovation and improvement of and the adjustments to sales modes of various fields, including
prescription drugs, OTC, generic drugs and the third terminals. The building of sales team of various fields
was enhanced through the detailed management in processes, including sales target assessments, commercial
delivery, market barriers and academic promotion activities. The Company also strengthened our market
development by taking an active role in implementing pharmacoeconomics evaluations, enriching medical
bases and holding academic events for various products. Thanks to the endeavour of the frontline sales team,
the Group achieved the sales goals successfully.

In 2015, the growth of the Company's key product Shengi Fuzheng Injection (2 E K IE £ 4§ /& ) far exceeded
our expectation with an increase of 17.20% in sales from last year to RMB1.537 billion. Key products in the
including of assisted reproduction including Urofollitropin ( FR{2 58/ 2 ) and Leuprorelin Acetate Microspheres
(B B: 52 R I MRABK) which maintained rapid growth and recorded sales of RMB432 million and RMB295
million respectively, representing a year-on-year increase of 16.01% and 46.75%. Potential products, including
gastrointestinal drug llaprazole Enteric Coated Tablets (3 &M §5 78 /) and neurological drug Mouse Nerve
Growth Factor (151844 <BIg B &4 RET ), also delivered rapid growth and recorded sales of RMB187
million and RMB300 million respectively, representing a year-on-year increase of 75.19% and 66.39%.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
Analysis of Principal Activities (continued)
Marketing and sales management (continued)

The Company recorded overseas sales of preparation products of over RMB13.50 million with the focus on
registering the reproduction drugs, gastrointestinal drugs and neurological drugs in the Philippines, Pakistan,
the CIS countries and Central American countries or regions. Registration certificates of a variety of products
were obtained in the Philippines in 2015.

Research and development expenditure

During the year, the Group's expenditures related to research and development amounted to approximately
RMB375.70 million (2014: RMB290.02 million), representing a year-on-year increase of 29.54%. The
amount accounted for approximately 8.64% of net assets attributable to shareholders of the Company and
approximately 5.67% of the Group's total operating income for the year.

As at the end of the year, the analysis of overall progress of the Group's research and development by field
is as follows: in respect of chemical drug and Chinese drug preparation products, a total of 29 projects
have been registered and have begun preclinical studies, 6 projects have been reported to the competent
authorities for preclinical studies, 4 projects are undergoing clinical studies and 9 projects have been reported
to the competent authorities for production; in respect of biomedicine, a total of 8 new drug projects are
being researched, among which, 1 project is undergoing clinical studies, 3 projects have been reported to the
competent authorities for clinical studies, 4 projects have been registered and have begun preclinical studies;
in respect of diagnostic reagent, 14 projects have completed the laboratory research and development works,
of which 5 projects had completed trial production and have been submitted for size test and clinical trial, and
2 projects have obtained the respective registration certificates.

The progress of major research and development projects during the year is as follows: (1) for chemical
and Chinese drug preparation: the llaprazole Sodium Injection project (JE 5T X 5 W 4% ) has completed
the clinical studies, and the production application has been filed to the Guangdong Food and Drug
Administration; the clinical studies or Leuprorelin Acetate Microspheres Sustained Release for Injection (£ 57
F 5 B i B AR AR B2 HUBR ) was reported to the State Food and Drug Administration; Ticagrelor Tablets ( &%
%K), Proxetine Hydrochloride enteric-coated sustained-release tablet (EEELIHZE 73T G /A% H ) have
completed their production application. (2) for the biopharmaceutical drug preparation products: phase Ib/lla
clinical trial of Recombinant Humanised Anti-tumor Necrosis Factor @ Monoclonal Antibody for Injection (JE5¢
BEAANREMABERENLET o ERETEE) were completed, the results of which are consistent with our
expectations; the recombinant biosimilar human chorionic gonadotropin (rhCG) for injection (£ 57 /8 &40 A &
{14 & (rhCG) ) and Recombinant Humanised Anti-tumor Necrosis Factor & Monoclonal Antibody for Injection
(EHAABRAICD20E R EH TSR ) has successfully applied for clinical studies, and is undergoing
technological magnification research and clinical drug production; the Recombinant Anti-HER2 Humanized
Monoclonal Antibody for Injection project ( B4 AJR{LHTHER2 B = [EHT 88 )T 51/RIE B ) has successfully applied
for clinical studies, and has passed the on-site inspection by the State Food and Drug Administration; new
antibody drugs including Recombinant Anti-IL-6R Humanized Monoclonal Antibody (E##IL-6RAJRIL &
FEEHIER) , Recombinant Anti-RANKL Monoclonal Antibody (E 402 A HIRANKLEE 52 f# #7188 ) , Recombinant
Humanized Anti-PD-1 Monoclonal Antibody ( &4 AJR{EHIPD-158 52 Z 188 ) and Recombinant Anti-PD-L1
Monoclonal Antibody (E# 2 AFLPD-L1EE 7 EH182) are under pre-clinical technical development and partial
animal testing; (3) for the diagnostic reagents: adenovirus gold standard rapid reagent (}2 /%5 & & 2R ESH)
has obtained its registration certificates, and is ready for commercial production; HBV nucleic acid quantitative
kit (HBV# B FE 5B & ) , HCV nucleic acid quantitative kit (HCVAZ B F 25 & ) have completed research
and development work, and is preparing to be submitted for size tests and clinical tests.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
Analysis of Principal Activities (continued)
Research and development expenditure (continued)

The major technical prizes awarded during the year are as follows: the Innovative llaprazole project of the
Group was awarded the second class prize in the National Technological Advancement following the award
of the first class prize in Zhuhai City Technology Advancement and the first class prize in Guangdong Province
Technology Advancement in 2014; the project of “Major commonalities, key technology research and
industrialization in the upgrades on Chinese traditional medicine injection products” passed the defending
test and was awarded first prize in the Guangdong Province Technological Advancement in late 2015; the
patent “One Kind of llaprazole enteric-coated tablets and its production method” was awarded the Excellence
Award in Guangdong Province Patent Gold Award as well as the Excellence Award of China Patent Award,
representing the major achievements of the Company’s Innovation; the national “Long-term Microsphere
National and Local Joint Research Center” was established in the Company, which is another national
development platform established following the “National Chinese Traditional Medicine Modern Engineering
Research Center” and the “National Certified Enterprise Technology Center”;

The major government subsidies received by the Group during the year are as follows: subsidies amounted to
RMB8 million were granted to the joint project “Critical Technologies for production and Commercialization
of Hypothermia and Low Solvent Long-term Microspheres for injection” by the Company and Sun Yat-sen
University; the llaprazole project applied for Guangdong Province Special Project Funding for Practical Science
and Technology and has received subsidies amounting to RMB8 million; a subsidiary of the Livzon Group Livzon
Medical Research Centre, the subsidiary of the Company, was evaluated as the new-generation research and
development institutions in Zhuhai and received a subsidiary amounting to RMB2 million; RMB22 million was
granted to the 2014 Strategic Emerging Industries for the Province — Regional Agglomeration Development
Pilot Project (AT132) and around RMB11.3 million was granted to The First Domestic Solid Preparations
Workshop under LHoest Concept (Interest Discount Fund for Supporting Outstanding and Strong Enterprises) .

Investment in R&D

Amount denominated: RMB

2015 2014 Change
Number of R&D staff (person) 373 312 19.55%
Proportion of R&D staff to total employees 6.31% 5.63% 0.68%
Amount of investment in R&D (RMB) 375,704,450.61 290,024,129.32 29.54%
Proportion of investment in R&D Up by 0.44
to operating revenue 5.67% 5.23% percentage points
Amount of capitalized investment in R&D(RMB) 13,252,992.01 -
Proportion of capitalized investment in R&D
to the total investment in R&D 3.53% 0.00%
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Analysis of Financial Conditions

Material changes in assets

Amount denominated: RMB

At the end At the end

of 2015 of 2014
Year-on-year
Amount Amount change
(%)
Long-term equity investment 68,908,511.07 37,771,892.70 82.43%
Construction in progress 347,248,914.85 561,716,329.53 -38.18%
Development expenditure 13,252,992.01 - -
Long-term deferred expenses 40,023,456.83 25,569,660.19 56.53%
Deferred income tax assets 104,338,481.98 65,254,992.11 59.89%
Other non-current assets 59,906,523.64 - -

The reasons for the year-on-year changes of over 30% in the related items were:

(1)

Long-term equity investment increased by 82.43% year-on-year, which was mainly due to the increased
investment in associated companies;

Construction in progress decreased by 38.18% year-on-year, which was mainly due to that the project
under construction was transferred to fixed assets when it was ready for intended use;

The development expenditure for the reporting period amounted to RMB13,252,992.01, which was
mainly due to the increase in expenditure during the development phase of the research projects;

Long-term deferred expenses increased by 56.53% year-on-year, which was mainly due to the increase of
expenses on renovation of the Company’s new office, plants;

Deferred income tax assets increased by 59.89% year-on-year, which was mainly due to the investment
into the Company’s subsidiaries with its capital during the reporting period and increase of deductable
time difference from increased valuation; and

Other non-current assets as at the end of the reporting period amounted to RMB59,906,523.64, mainly
due to prepaid land funds, equipment funds and reclassification of technology transfer funds to other
non-current assets.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Analysis of Financial Conditions (continued)

Material changes in liabilities

At the end
of 2015

Amount

Amount denominated: RMB

At the end
of 2014

Amount

Year-on-year
change
(%)

Short-term loans
Taxes payables
Interest payables

Dividends payables

Other payables

Non-current liabilities due within one year
Other current liabilities

Long-term loans
Notes payables

Deferred income tax liabilities

250,000,000.00
130,034,879.53
11,823,945.25
2,531,984.46

1,287,284,945.74

400,400,000.00

700,000.00

12,442,303.79

375,920,221.10
33,211,993.26
17,089,201.23
5,049,329.12
860,502,818.73
400,000.00
300,000,000.00
66,500,000.00
400,000,000.00
7,241,263.39

The reasons for the year-on-year changes of over 30% in the related items were:

-33.50%
291.53%
-30.81%
-49.86%
49.60%
100000.00%
-100.00%
-98.95%
-100.00%
71.83%

(1) Short-term loans decreased by 33.50% year-on-year, which was mainly due to the repayments of certain

borrowings.

(2) Taxes payables increased by 291.53%, which was mainly attributable to the increase in income taxes
payables due to profit growth; and increase in taxes payable due to the increased evaluation as a result
of the additional investments in subsidiaries with its capital;

(3) Interest payables decreased by 30.81% year-on-year, which was mainly due to increased repayments of
borrowings for the reporting period, decreased borrowings and decreased accrued interests at the end of

the reporting period;

Livzon Pharmaceutical Group Inc. Annual Report 2015

23



24

REPORT OF THE BOARD

MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Analysis of Financial Conditions (continued)

Material changes in liabilities (continued)

4

(5

(10)

Dividends payables decreased by 49.86% year-on-year, which was mainly due to payments of dividends
to Topsino Industries for the reporting period;

Other payables increased by 49.60% year-on-year, which was mainly due to the repurchase obligation
derived from the adoption of the Restricted A Shares Incentive Scheme and issuance of A shares;

Non-current liabilities due within one year increased by 100000.00% year-on-year, which was mainly due
to the issuance of the 2013 first tranche mid-term notes due within one year and its reclassification to
non-current liabilities due within one year;

Other current liabilities decreased by 100.00%, mainly due to payments to 2014 first tranche super
short-term financing bills;

Long-term loans decreased by 98.95% year-on-year, mainly due to payments to long-term loans from the
banks;

Notes payables decreased by 100.00% year-on-year, which was mainly attributable to the issuance of the
2013 first tranche mid-term notes due within one year and the reclassification of notes payables to non-
current liabilities due within 1 year;

Deferred income tax liabilities increased by 71.83% year-on-year, which was mainly due to increased
profit of associates and accelerated depreciation of fixed assets according to policies;

Debt ratio

As at 31 December 2015 and 31 December 2014, the debt ratios were calculated by dividing the Group's total
liabilities at each respective date by the total assets. The Group’s debt ratio decreased to 40.45% as at 31
December 2015 from 44.10% as at 31 December 2014.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Analysis of Financial Conditions (continued)

Material changes in income statement items

31 December

Amount denominated: RMB

31 December

Year-on-year

2015 2014 change

(%)

Administrative expenses 606,301,968.07 464,522,751.34 30.52%
Financial expenses 27,203,995.64 20,631,590.86 31.86%
Asset impairments loss 102,791,483.11 57,533,367.36 78.66%
Gain from changes in fair value -182,343.23 -4,939,260.57 96.31%
Non-operating income 130,686,902.75 70,113,415.16 86.39%
Non-operating expenses 15,564,685.82 2,596,922.38 499.35%
Income tax expenses 148,357,921.88 98,402,861.09 50.77%

The reasons for the year-on-year changes of over 30% in the related items were:

(1

Administrative expenses increased by 30.52% year-on-year, which was mainly due to the increased
investment in research and development and increased allocated expenses due to the adoption of
Restricted A Shares Incentive Scheme;

Financial expenses increased by 31.86%, which was mainly due to a decrease in capitalized interests and
an increase in cost interests as a result of gradual conversion of project under construction into fixed
asset;

Asset impairments loss increased by 78.66%, which was mainly ue to the continuous decrease of market
value of stocks of the overseas companies we invested in and provisions for impairments;

Gain from changes in fair value increased by 96.31% year-on-year, which was mainly due to the slowing
decrease of market value of stocks held at the end of the reporting period as compared with that of last

year;

Non-operating income increased by 86.39% year-on-year, which was mainly attributable to the increase
of government grant received;

Non-operating expenses increased by 499.35% year-on-year, which was mainly due to loss resulting from
the disposal of obsolete facilities; and

Income tax expenses increased by 50.77% year-on-year, which was mainly due to profit growth and
unrecognized deferred income tax assets of the loss-making businesses.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
Analysis of Financial Conditions (continued)
Material changes in cash flow items

Amount denominated: RMB
Year-on-year

31 December 2015 31 December 2014 change

(%)

Net cash flows from financing activities -314,882,874.23 -20,882,108.37 1407.91%
Effect of foreign exchange rate changes on cash and

cash equivalents 3,493,658.47 -320,229.13 1190.99%

Net increase in cash and cash equivalents 57,978,977.28 -41,814,307.14 238.66%

The reasons for the year-on-year changes of over 30% in the related items were:

(1) Net cash flows from financing activities decreased by 1,407.91% year-on-year, which was mainly due to
the decrease in loans;

(2) Effect of foreign exchange rate changes on cash and cash equivalents increased by 1,190.99% year-on-
year, which was mainly due to the fluctuation of the exchange rate;

(3) Net increase in cash and cash equivalents increased by 238.66% year-on-year, which was mainly due to
the increase of sales receipts and government grant received.

Liquidity and financial resources

As at 31 December 2015, the Group’s cash at bank and on hand amounted to RMB798.30 million (31
December 2014: RMB715.71 million).

As at 31 December 2015, the Group’s borrowings from banks amounted to RMB250.00 million (31 December
2014: RMB742.42 million), accounting for 3.10% of the total assets (31 December 2014: 10.17%), of
which short-term borrowings to mature within one year amounted to RMB250.00 million (31 December
2014: RMB675.92 million), accounting for 3.10% of total assets (31 December 2014: 9.26%) and long-term
borrowings to mature after one year amounted to RMBO million (31 December 2014: RMB66.50 million),
accounting for 0% of total assets (31 December 2014: 0.91%). Repayments of borrowings denominated in
Reminbi and borrowings denominated in Hong Kong dollars during the year amounted to RMB851.80 million
and HK$476.53 million, respectively.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
Analysis of Financial Conditions (continued)
Capital structure

The Group's capital structure comprises the shareholders’ equity and liabilities. As at 31 December 2015, the
shareholders’ equity amounted to RMB4,809.90 million, the total liabilities amounted to RMB3,267.64 million
and the total assets amounted to RMB8,077.54 million. Among which, the current liabilities of the Group
amounted to RMB3,154.94 million (31 December 2014: RMB2,669.17 million), which increased by 18.20%
from the end of previous year; the aggregated non-current liabilities amounted to RMB112.70 million (31
December 2014: RMB551.01 million), which decreased by 79.55% from the end of previous year. During the
year, the Group repaid liabilities of RMB1,242.01 million (31 December 2014: RMB1,167.40 million).

Equity attributable to shareholders of the Company amounted to RMB4,346.26 million (31 December 2014:
RMB3,696.52 million), which increased by 17.58% from the end of last year. Minority interests of the Group
amounted to RMB463.64 million (31 December 2014: RMB385.90 million), which increased by 20.14% from
the end of previous year.

Currency structure

Amount denominated: RMB

31 December 2015 31 December 2014

Foreign Foreign

currency Translation Amount currency Translation Amount
Item amount rate in RMB amount rate in RMB
Cash on hand: 72,486.40 177,881.98
- RMB - - 71,706.84 177,881.98
- Euro 109.87 7.0952 779.56
Bank deposits: 766,211,133.63 708,388,606.07
- RMB - — 719,629,721.59 679,527,879.52
- HK dollar 8,042,719.82 0.83778  6,738,029.81  7,018,811.61 0.78887  5,536,929.91
- U.S. dollar 2,921,811.01 6.4936  18,973,071.97  2,593,865.03 6.119  15,871,860.12
- Japanese Yen 318,592,276.00 0.053875  17,164,158.87 105,263,476.00 0.051371  5,407,490.03
- Euro 454,256.12 7.0952  3,223,038.01 28,511.82 7.4556 212,572.73
- MOP 594,016.20 0.8133 483,113.38  2,357,320.50 07771 1,831,873.76
Other monetary fund: 32,011,663.71 7,139,115.75
Total 798,295,283.74 715,705,603.80

Interest rate

As at 31 December 2015, total interest-bearing bank borrowings and other borrowings were RMB250.00
million (31 December 2014: RMB441.72 million) with a fixed interest rate.

On 29 May 2013, the Group issued 3-year mid-term notes with an aggregate amount of RMB400.00 million

with a fixed interest rate.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
Analysis of Financial Conditions (continued)
Ageing analysis of outstanding liabilities

Amount denominated: RMB ‘000,000
31 December 2015 31 December 2014

Within one year 949.41 1,028.94
1-2 years - 465.80
2-5 years - -
Over 5 years 0.70 0.70
Total 950.11 1,495.44

Capital commitments

As at 31 December 2015, the Group's capital commitments contracted in relation to the purchase of long-term
assets amounted to RMB51.41 million (31 December 2014: RMB218.29 million).

Bank borrowings and other borrowings

Details of the bank borrowings and other borrowings of the Company and the Group as at 31 December 2015
are set out in “Note VI.19, 20, 28, 29, 30, 31" to the financial statements in this annual report as prepared in
accordance with the China Accounting Standards for Business Enterprises.

Payment of super short-term financing bills

The payment of the 2014 first tranche of super short-term financing bills issued by the Company on 22
September 2014 with a par value of RMB300 million was completed on 20 June 2015. These bills are due for a
lump sum principal repayment with interest.

Gearing ratio

As at 31 December 2014 and 31 December 2015, the gearing ratios were calculated by dividing the Group's
total debts as at each respective date by shareholders’ equity. The gearing ratio was 36.63% as at 31
December 2014 and decreased to 19.75% as at 31 December 2015.

Interest expenses and capitalisation

Amount denominated: RMB

2015 2014
Interest expenses 31,329,411.1 26,855,257.66
Capitalised interest 13,408,148.23 32,627,626.68
Total interest expenses 44,737,559.34 59,482,884.34

Foreign exchange risks

Details of foreign exchange risks of the Group are set out in “Note IX. Risks Related to Financial Instruments”
to the financial statements in this annual report as prepared in accordance with the China Accounting
Standards for Business Enterprises.

Contingent liabilities

As at 31 December 2015, the Group had no significant contingent liabilities.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
Analysis of Financial Conditions (continued)
Pledge of assets

As at 31 December 2015, the Group’s pledged assets under restrictions were as follows:

31 December

2015 Reasons for restriction
(RMB)
Assets pledged:
Other cash fund 22,455,390.29 Deposits for bank acceptance bills
Other cash fund 8,746,490.00 Deposits for guarantee
Total 31,201,880.29

Staff, Remuneration and Pension Scheme

As at 31 December 2015, the Group had 5,913 staff members (31 December 2014: 5,544 staff members).
Remuneration of our staff was determined by the Group mainly according to the PRC laws and regulations and
linked to the Company’s performance with reference to general remuneration level in the society. During the
year, the total wages, bonuses, allowances, compensation, welfare, housing funds and social insurance paid to
the employees by the Group amounted to approximately RMB502.71 million (31 December 2014: RMB442.16
million).

During the year, there was no change in the employees remuneration policies and training programs. The
employees of the Group participated in the social basic pension insurances organized by local labor and social
security authorities. Upon retirement, the employees are entitled to the payment of social basic pensions from
local labor and social security authorities. The Group is required to contribute certain social basic pension
insurance fees for the employees at a specified rate of the employees’ salaries to fund the pension benefits.
The sole obligation of the Group with respect to the contribution of social basic pension insurance fees for
the employees is to make the required contributions under the scheme. There was no change in the details of
the pension welfare. The Company implemented the Restricted A Shares Incentive Scheme in 2015, details of
which is set out under the “Restricted A Shares Incentive Scheme” on page 39 in this annual report.

Investments
Participation in CYNVENIO and the establishment of the Joint Venture

On 18 May 2015, the operational management of the Company convened a meeting to consider and
approve the equity investment made by the Company in CYNVENIO BIOSYSTEMS, INC.* (“CYNVENIO") (a
U.S. company) as well as the “Joint Venture Framework Agreement” entered into between the controlling
subsidiary of the Company and CYNVENIO.

On that date, the Company, ACCORD DATA HOLDINGS LIMITED, SKYEAST GLOBAL LIMITED and SYNO
VENTURES MASTERFUND, L.P. (SYNOCAPITAL, LLC being its fund manager) (hereafter collectively as the
“Fund Contributors”) collectively entered into the "Note Conversion and Series B Preferred Stock Purchase
Agreement” with CYNVENIO, pursuant to which the Fund Contributors collectively contribute US$20,500,000
(out of which the Company contributes US$9,000,000 while other participants contribute US$11,500,000)
to subscribe for the Series B Preferred Stock presently issued by CYNVENIO. The Company has contributed
US$9,000,000 to complete its subscription for the Series B Preferred Stock presently issued by CYNVENIO.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Investments (continued)
Participation in CYNVENIO and the establishment of the Joint Venture (continued)

On 18 May 2015, Zhuhai Livzon Diagnostics Inc.*(“Livzon Diagnostics”), the Company’s controlling subsidiary,
entered into the “Joint Venture Framework Agreement” with CYNVENIO, pursuant to which both parties
agreed to collectively invest in the establishment of a Sino-foreign Joint Venture (the “Joint Venture”) in the
PRC. As ultimately agreed by both parties after negotiation, the “Zhuhai Livzon Shengmei Medical Diagnosis
Technology Co. Ltd. (BR/EBIRE X B E 2 E I B MR 2 F) Joint Venture Operation Agreement” (the
“Joint Venture Agreement”) (SRBBAREXZEEZZEEMARRAAGELESR) ([ (FELEER) 1)
was entered into on 22 February 2016 in relation to the establishment of the Joint Venture, where Livzon
Diagnostics made a cash contribution in the sum of RMB62,000,000, representing 60% of the registered
capital; CYNVENIO made a contribution in the form of valuation of the patent in Liquid Biopsy and relevant
technical know-how as well as other intellectual properties in the sum of RMB41,333,333, representing 40%
of the registered capital. Pursuant to the Joint Venture Agreement, the Joint Venture will submit application
for the registration of ClearID test and LiquidBiopsy to the State Food and Drug Administration as soon as
possible. If the application is successful, the Joint Venture will be responsible for the commercialization and
sales of the above products in China.

As at the publication date of this annual report, the Joint Venture has completed matters related to the
business registration.

Participation in Jiangsu Nike Company CGI#HER 2 7))

On 18 June 2015, the operational management of the Company convened a meeting to consider and
approve the equity investment made by the Company through a capital contribution in cash in Jiangsu Nike
Medical Equipment Co., Ltd. (“Jiangsu Nike”) CT#RERIEEEMAR AR ([MI&REFRH]) ) in the sum of
RMB25,000,000 (of which RMB2,526,316 was attributed to the registered capital of Jiangsu Nike (;T % /E
Fl) , the balance was attributed to the capital reserve of Jiangsu Nike (GT#/EFL) ) . Upon the completion of
such investment, the registered capital of Jiangsu Nike (;T&/E®}) would be increased to RMB10,526,316, the
shareholding ratio of the Company would be 24%.

By 29 June 2015, the Company has contributed RMB25,000,000 to complete its equity investment in Jiangsu
Nike GTL#EF®L) . Jiangsu Nike (IR /E®}) has completed business registration of the relevant changes.

The new-generation of cerebrovascular embolectomy devices developed by Jiangsu Nike (JT&/EF}) has
incorporated the advanced technologies available in the country, and would effectively promote the sales of
the Group's existing cerebrovascular medicine, thus promote the Group’s and in the cerebrovascular areas.

Establishment of Industry Investment Funds

On 24 September 2015, the Board resolved and approved the limited partnership between the Company and
Beijing Huizhi Yicheng Investment Management Co., Ltd (“Yicheng Investment”) (It REE ZKIEEEEHR
AR ([HHEIE]) ) to invest and jointly invest and establish the Industry Investment Fund, Huizhi Livzon
Industry Investment Fund Partnership (Limited Partnership) (BEEBHEXREASAE L ¥ (ARAE) ) (the
“Industry Investment Fund”).

The aggregated amount of the Industry Investment Fund is intended to be RMB500,000,000, of which
RMB 1,000,000 (or 0.2%) would be contributed by Yicheng Investment ( £(#% & ) as the general partner
and fund manager; and RMB300,000,000 (or 60%) would be contributed by the Company as the limited
partner; the remaining contributions shall be raised later. Contributions to the Industry Investment Fund may
be made in the form of structural arrangement, with the total capital commitment fully paid by installments.
The Industry Invest Fund will contribute RMB200,000,000 for the first installment, and the remaining amount
will be contributed separately in phase according to the process of the investment project. Each phrase
contribution will be calculated as per capital contribution of all the partners.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
Investments (continued)
Establishment of Industry Investment Funds (continued)

The Industry Investment Fund shall identity outstanding corporations that enjoy competitive advantages and
potertial for future growth within the domestic and foreign medical and medicine industries and make equity
investments accordingly. The Company has a right of first refusal to acquire and invest on the same terms.

As at the publication date of this annual report, The Industry Investment Fund have not yet established. The
Company and Yicheng Investment ( 5% & ) are actively seeking additional contributing parties for the
establishment of the Industry Investment Fund.

Core competitiveness analysis

Since our incorporation, the Group has been focusing on operation in the pharmaceutical industry and closely
monitoring the movements in the industry. We have developed distinct core competitiveness in a competitive
market through continuous exploration and innovation, primarily reflected in the following aspects:

I. A diversified product mix and a diversified business portfolio

Our products include drug preparation products, raw material and intermediaries, diagnostic reagents
and medical equipment in various pharmaceutical sub-sections. In addition, the Group has established
an advantageous position in the specialized pharmaceutical segments of anti-tumor auxiliary medicine,
assisted reproduction, gastrointestinal drugs and others. The Company strengthens the research and
development of monoclonal antibodies as well as actively plan its precise pharmaceutical field with a
focus on business in relation to gene diagnostic technologies in the current period.

Il. A comprehensive marketing system and a professional marketing team

The Group has a marketing network covering the majority of leading medical institutions, chain
drugstores, disease control centres and health authorities in China. There are more than 4,000 staff
members in the marketing team for various sections. The Group has developed a comprehensive
marketing system through deepening marketing reform and enhancing marketing team as well as
strengthening marketing promotion and utilizing resources so as to expand our market and ensure a
steady growth in the Company’s results.

Ill. A mature quality management system

The Group has been adhering to the quality management philosophy of “product quality risk
comprehensive prevention, systemic risk comprehensive prevention” and established a three-dimensional
quality management system which fully covers supervision of production quality and sales quality
management so as to assure that our products including Shengi Fuzheng Injection (2 E R IEE§&) ,
llaprazole Enteric-coated Tablets (X ER M58 ), anti-virus granules (RS FEHR ), Mouse Nerve
Growth Factor (4484 RE ), Urofollitropin for Injection (CE&TFAREINEZE) , Leuprolide (5= A i
) and others, are competitive in respect of safety, stability, effectiveness and soon.

IV. Strong R&D capabilities and a global R&D vision

The Group has outstanding research and development teams for chemical drugs, drug preparation
products for traditional Chinese medicine, biopharmaceutical drugs and diagnostic reagent the Group
is further enhancing its research and development competitiveness through exerting greater efforts in
research and development as well as attracting experts and innovative talents from home and abroad and
overseas strategic alliances.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Investment analysis

Overall status

Investment during the year (RMB)

Investment during the same period

in the previous year (RMB) Change in %

83,831,500.00 15,000,000.00 458.88%
Material Equity Investment during the year
Gains and losses
Percentage Progress at the ~ for the current Date of
Name of invested Investment ~ Amount of of shares  Sources Term of Category of  date of the period Involved in ~ disclosure Index of disclosure
company Main business methods investment ~~ held of funds  Partner investment ~ products balance sheet  (RMB) lawsuit (if any) (if any)
CYNVENIO Cancer genes testing ~ Other RMB55.83 13.64% Self-funding ~ CYNVENIO Not applicable ~ Not applicable ~ USD9 million - No 8 May 2015, " Announcement
BIOSYSTEMS, services, the million BIOSYSTEMS, invested 20 May 2015 of Outbound
INC. first Company in (UsSD9 INC Investment
the world that million) by Livzon
adopted high Pharmaceutical
purity extraction Group Inc.*"
of dirculating (Announcement
tumor cell No.2015-30),
mass for DNA " Announcement
sequencing of Process of
Outbound
Investment
by Livzon
Pharmaceutical
Group Inc.*"
(Announcement
No.2015-31)
IHEHEBEER  Production, Other RMB25 million  24.00% Self-funding ~ Yu Yongyi Not applicable ~ Not applicable ~ RMB25 million ~-560,672.30 No Not applicable ~ Not applicable
BRAR research and invested
development and Xu Dongliang
sale of medical
equipment Li Wenshao
Zhijn Zhonghao
(Tian Jin)
Du'Li
AIMEERR  Medical equipment,  Other RMB3 milion  30.00%  Seltunding Xu Yuan Not applicable ot applicable  Subscribed, -179,162.84 No Not applicable ~~ Not applicable
BRAR technological yetto
development, Shenzhen City contributed
consultancy and Xiang Rui
transference of Investment
medical products Development

¥RERD

=TT

\
)

Shenzhen City
Angel Health
Industry
Investment
Limited
Partnership
(RYHRE
aBL%

BRAB)
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REPORT OF THE BOARD

MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Investment analysis (continued)

Investment in Securities

Amount denominated: RMB

Gains or losses Carrying
Carrying amount on fair value amount at
at the beginning change for  Profit or loss for the end of
Securities  Securities Initial Accounting of the the current the current  the reporting Source of
Types of securities  codes abbreviations  investment cost  measurements reporting period period period period Accounting items  funds
Shares 00135 Kunlun Energy ~ 4,243,647.64 Measured at 5,782,417.10 -349,731.90 -187,911.76 5,780,682.00  Financial assets at Self funding
fair value fair value through
profit or loss
Funds 206001 Penghua Fund  150,000.00 Measured at 641,154.67 167,388.67 167,388.67 808,543.34 Financial assets at Self funding
fair value fair value through
profit or loss
Total 4,393,647.64 - 6,423,571.77 -182,343.23 -20,523.09 6,589,225.34 - -

Note: Securities investment mentioned above consists of investment made in H share market and is converted to Renminbi
based on the exchange rates as at the end of the reporting period.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Investment analysis (continued)

Analysis of Major Subsidiaries and Investee Companies

The following represents the major subsidiaries and investee companies which have significant impact towards
the financial results or net assets of the Group as considered by the Board.

Amount denominated: RMB

Company Type of Place of Place of Registered
Company names categories legal entity  main business incorporation Main business capital Total assets Net assets Net profit
Livzon Group Livzon Subsidiary Limited Zhuhai Zhuhai Principally engaged in production and ~ 450,000,000.00 2,192,613,489.08 1,518,081,177.09  208,310,775.90
Pharmaceutical Factory company sale of self-made chemical drugs,
(BLEEBREER) biochemical drugs, microbiological
preparations, antibiotics, etc.
Sichuan Guangda Subsidiary Limited Pengzhou Pengzhou Principally engaged in R&D, production  149,000,000.00  693,602,207.78  645,267,368.46  77,957,966.86
Pharmaceutical company and sale of traditional Chinese
Manufacturing Co., Ltd. medicine, major products include
(MIXAHEFRAR) Anti-viral Granules, Dexaltin Oral
Paste, etc.
Livzon Group Limin Subsidiary Limited Shaoguan Shaoguan Principally engaged in production 61,561,014.73  842,011,160.50  661,946,431.94  194,931,839.74
Pharmaceutical company and operation of Chinese drug
Manufacturing Factory preparations and pharmaceutical
(BRERFRZER) raw materials, etc., major products
include Shengi Fuzheng Injection,
Xueshuantong, etc.
Shanghai Livzon Subsidiary Limited Shanghai Shanghai Principally engaged in production of 87,328,900.00  342,551,746.62  231,126,961.06  82,868,099.16
Pharmaceutical company biochemical and polypeptide bulk
Manufacturing Co., Ltd. medicines, major products include
(LERREERRAR) biochemical bulk medicines such as
Human Menopausal Gonadotropin
and Human Chorionic Gonadotropin
Zhuhai FTZ Livzon Subsidiary Limited Zhuhai Zhuhai Principally engaged in production and ~ 128,280,000.00  613,966,997.89  236,104,591.37 21,840,336.57
Hecheng Pharmaceutical company operation of chemical bulk medicines,
Manufacturing Co., Ltd. major products include Cefuroxime
(KERHEERAK Sodium, Cefodizime Sodium,
HEBRAE) Ceftriaxone Sodium, etc.
Livzon Group Xinbeijiang Subsidiary Limited Qingyuan Qingyuan Principally engaged in sale of bulk 134,925,200.00  445,127,533.58  298,266,203.15  44,515,407.63
Pharmaceutical company medicines, intermediate products
Manufacturing Inc. and export of related technologies,
(BRERMILIRE major products include Pravastatin,
RHERRR) Mevastatin, Salinomycin, etc
Livzon Group Fuzhou Fuxing  Subsidiary Limited Fuzhou Fuzhou Principally engaged in production USD41,700,000  505,078,864.58  437,989,622.42  25,667,416.02
Pharmaceutical Co., Ltd. company of antibiotics bulk medicines,
(BhEERNERESR intermediate and drug preparation
BRAR) products and chemical raw materials
for pharmaceutical production, major
products include Colistin, Vancomycin,
Phenylalanine, etc
Zhuhai Livzon Diagnostic Subsidiary Limited Zhuhai Zhuhai Principally engaged in production 46,450,837.00  543,338,930.56  363,697,107.64 86,268,237.96
Reagents Inc. company and sale of diagnostic reagents,
(KEEHRF ARG major products include Chlamydia
BRAR) Trachomatis Antigen Diagnostic Kit
and ELISA HIV Testing Reagents Kit.
Livzon MABPharm Inc. Subsidiary Limited Zhuhai Zhuhai Principally engaged in technological R&D 500,000,000.00  354,956,204.71  321,409,161.10 -100,215,161.37
(KETERERENRE company for biopharmaceutical products and
BRAR) antibiotics.
Livzon Group Ningxia Subsidiary Limited Pingluo Pingluo Principally engaged in production 100,000,000.00  705,475,885.46  20,915,780.08  -42,582,799.05
Fuxing Pharmaceutical company County County and sale of medical intermediates,

Manufacturing Co., Ltd.
(BHREIEEREHE
BRAE)

chemical raw materials
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Subsidiaries acquired or disposed during the year

Method of acquiring or disposing of Effect on the general
Name of Company the subsidiary during the year operation and results
Lian Hong Kong Limited Establishment No material impact

(BLEBEBBRRA])
Details of material investments and capital asset acquisition plan

Save as disclosed in this report, during the reporting period, the Group did not have any material investment
or any material acquisition of subsidiaries or associated companies or any disclosable major event. The Group
does not have any other future plan on material investments or capital assets.

Details of subsequent events with material impact on the Group

As at the date of this annual report, the Company has no disclosable material contingent event.

Other significant event

Save as disclosed in this annual report, the company had no significant investment, material acquisition or
disposal involving any subsidiary or associated company, nor had other significant event which is required to be
disclosed during the year.

PROSPECTS FOR FUTURE DEVELOPMENT
Trend of Development of Pharmaceutical Industry in 2016

2016 is the first year of China’s 13th Five-Year Plan guiding the development of the pharmaceutical industry.
For the first time, health is incorporated into China’s national strategy. With the goal of continuously
developing the national medical insurance system, the hierarchical diagnosis and treatment system, together
with goals related to population, medicines, disease prevention and treatment, etc., supported by a continued
increase in financial, medical and health spending. Meanwhile, with increasing population aging and higher
level of health of residents, despite the substantial impact of the slowing general economy and the healthcare
reforms, the overall pharmaceutical industry is expected to maintain a growth.

Main Opportunities, Challenges and Responding Strategies in 2016

In 2015, the nationwide pharmaceutical policy reform affected a number of pharmaceutical enterprises. With
the new GMP certification, there will be a dramatic change in the pharmaceutical enterprises as many products
will change their owners. After the self-review of clinical trial data implemented by China Food and Drug
Administration, many drug registration applications are withdrawn. The consistent assessments on generic
drugs create a difficult situation for the operation of enterprises to different extents. Moreover, drug prices are
constantly adjusted down, and there is an increased difficulty for development of new products. As a result,
pharmaceutical enterprises are in urgent need of finding new opportunities to overcome the challenges. The
continued implementation of China’s various healthcare reforms, the constant expansion of the upstream and
downstream sectors of the industrial chain and the cross-boundary infusion of external capital all contribute to
the development and upgrade of the industry.
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PROSPECTS FOR FUTURE DEVELOPMENT (continued)
Main Opportunities, Challenges and Responding Strategies in 2016 (continued)

In order to fit into the dramatic reform of the industry and grasp the opportunities of development in the
new environment, the management, upon deliberation, has specified the management philosophy based
on “innovation, service, integration and development”. The Group has introduced innovative ideas in each
area and stage such as sales, R&D, manufacture and duty management, and develop new markets through
innovation and adaptation to changes. Meanwhile, the Company will continue to closely follow the policies
and the development of the industry, and constantly learn and apply new technologies and tools. With
the advantage of its product types and quality, the Group will continue to focus on expanding the scale
of sales and put more efforts on product introduction and R&D. As a result, the Company can establish its
advantageous position and competency in the ever changing environment.

Future Development Strategies of the Group

The Group is always devoted to the health of mankind. It is aimed at providing leading domestic and
international specialist medicines with the expectation to provide customized treatment solutions in the
areas related to “precision medicine”. Based on this long-term goal of development, the Group is gradually
transforming from a general pharmaceutical enterprise into a specialist pharmaceutical enterprise integrating
the R&D, manufacture and sales of specialist medicines. In addition to the current reproductive specialist
area, the Group is constantly adding new types of products and expanding the areas of specialist treatment,
including antitumor and psychiatry. Meanwhile, the Group is closely following the frontier development
of international biomedical and speeding up on the deployment of precision medical services to achieve
the coordinated development of “biopharmaceutical + gene sequencing”, and provide general customized
treatment solution plans ranging from diagnosis to drug application.

In the upcoming years, the Group will proactively explore opportunities for internal and external development
in order to expand the scale of sales and facilitate continued growth of profit according to the target
required by Restricted A Shares Incentive Scheme. Meanwhile, the Group will also further study the trend of
development of the international and domestic pharmaceutical industry and change of market environment.
The Group will take advantage of its internal and external resources to seek opportunities to cooperate with
industries related to the long-term development of the pharmaceutical industry (such as financial, insurance,
mobile internet and E-commerce) to constantly adapt to the changes in domestic pharmaceutical sales model
and healthcare reform.
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PROSPECTS FOR FUTURE DEVELOPMENT (continued)

Operation Plans

In 2016, the Group will uphold the general management principles of “innovation, service, integration and
development”. It will further improve the efficiency of management and constantly strengthen the risk
management mechanism in areas such as sales, R&D, manufacture and leadership. It strives to achieve the
annual performance goal by mobilizing all employees. In the aspect of specific works, the Group’s main work
plan in 2016 is as follows:

(a)

(b)

(c)

Pushing Sales Through Innovation and Continuing Sales Reform

In 2016, the Group will further integrate the frontline sales resources. It will adopt flexible sales
strategies together with practical and effective measures to fit into the changing new environment. It
will take advantage of the sales team to absorb external sales resources. It will fully promote its products
on the mass level and build up a multi-channel sales system, and shift its focus from market coverage to
market share to expand its influence. Meanwhile, the Group will constantly innovate its model of market
promotion and sales management. It will replace the transaction model with communication model of
sales, and use internet to establish an information management platform. With improved efficiency of
communication, it will further implement fine management and improve the performance evaluation
system to motivate its employees.

Focusing on its R&D Direction for International Standard

In 2016, the Group will continue to follow its R&D direction and put in more effort on innovation. It
will improve the R&D management systems in each area, control R&D costs reasonably and carefully
carry out the R&D process. It will solidify the specialist and innovative R&D platforms such as antibody,
sustained release of microspheres and targeted drug delivery. It will speed up the R&D of specialist
medicines deployment of services related to precision diagnosis. It will line up its R&D standard of
biopharmaceutical drugs, chemical medicine and traditional Chinese medicine with international
standards. By means of international operations such as joint development, patent licensing and
international certification of manufacturing facilities, it will establish a regular R&D and manufacturing
system meeting international standards. Meanwhile, the Company will leverage on expertise from the
industry frequency of tests and with the development of new technologies, allocate domestic and foreign
resources to the key R&D projects such as overseas registration of Shengi Fuzheng Injection, international
multicenter clinical trial of monoclonal antibodies biopharmaceuticals and consistent assessments on
generic drugs.

Strict Production Management and Strengthened Risk Control Mechanism

The Company will focus on “lowering the risk and increasing the productivity” and “eliminating errors
and preventing contamination” for each manufacturing enterprise. It is aimed to meet the general
requirement of “precise GMP with daily settlement” to solidify quality management and prevent risk
related to manufacturing and product quality. Meanwhile, the Group will further increase on GMP
and continue to increase GSP daily monitoring to increase productivity. Moreover, it will increase daily
supervision and inspection to prevent EHS accidents.
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PROSPECTS FOR FUTURE DEVELOPMENT (continued)
Operation Plans (continued)
(d) Innovation of Management Model and Enhancement of Management Skills

The Company will further improve duty management works by implementing the ideas of “monitoring,
assisting and facilitating”. It will specify various processes and positions for the internal and external
customers. It endeavors to provide professional services to internal and external customers with its
professional knowledge and ability, and constantly improve the efficiency of management and quality
of work. Meanwhile, the Company is to bring forth new ideas, methods and tools of management
continuously. It is gradually building up an efficiency-oriented assessment system of enterprise value and
management ability. It will constantly develop multiple efficiency indicators such as personnel, asset and
productivity, which will be applied to more and more performance evaluations.

(e) Integration of Internal and External Resources, Speeding up Outward Development

While the Group is constantly strengthening its own advantage on specialist areas, it will speed up the
process of developing precision medical services. It will consolidate internal and external resources and
increase selection and research of investment projects. Further, It will gain access to more channels of
acquisition and watch closely for investment opportunities in the domestic and foreign pharmaceutical
industry. When appropriate, and by means of capital operation it will further accelerate the Company’s
performance growth and diversify its business network. Meanwhile, the Group will continue to cooperate
with the government authorities to carry out the old factory land renovation projects, Qingyuan
Xinbeijiang Project and when appropriate, relocate the head office of the Group.

OTHER EVENTS
Reserves

Details of the amount and movements in the reserves of the Group during the year are set out in the
Consolidated Statement of Changes in Shareholders’ Equity and Note VI.37 Surplus Reserve to the financial
statements in this annual report.

Distributable Reserves

As at 31 December 2015, the distributable reserves of the Company calculated in accordance with China
Accounting Standards for Business Enterprises amounted to RMB746 million (31 December 2014: RMB478
million).

Fixed Assets

Details of the movements in fixed assets during the year are set out in Note VI.10. Fixed Assets to the financial
statements in this annual report.

Connected/Related Party Transactions

Details of the connected/related party transactions are set out in Chapter VIl “Major Events” in this annual
report.

Management Contracts

No contract concerning the management or administration of the whole or any substantial part of the
operation of the Company was entered into or existed during the year.
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OTHER EVENTS (continued)
The Restricted A shares Incentive Scheme

On 15 December 2014, the Board considered and approved the resolution in respect of the Restricted A
Shares Incentive Scheme and relevant resolutions, which proposed to grant 10,000,000 Restricted A Shares
(the "Restricted Shares”) to the Incentive Participants of which 9,000,000 Shares were granted under the First
Grant and 1,000,000 Shares were reserved.

The Company announced on 13 January 2015 that the CSRC had confirmed that it had no objection to the
Draft Scheme and has submitted the Draft Scheme and its amendments submitted for records.

The Restricted A Shares Incentive Scheme has been approved by the Shareholders at the 2015 First
Extraordinary General Meeting, the 2015 First Class Meeting of H Shareholders and the 2015 First Class
Meeting of A Shareholders of the Company convened on 13 March 2015.

On 27 March 2015, the Directors of the Company approved the First Grant of restricted shares to Incentive
Participants (the "First Grant”) at the grant price of RMB25.2 per share with adjustment to the participants
and the number of restricted shares, and 27 March 2015 as the First Grant Date. After the adjustment, the
number of Inventive Participants under the First Grant changed from 484 to 458, and the number of Restricted
Shares under the First Grant changed from 9,000,000 to 8,660,400.

On 9 April 2015, all procedures related to the First Grant under the Restricted A Share Incentive Scheme,
including the verification of subscribed capital, had been completed pursuant to the requirements of the CSRC,
the Shenzhen Stock Exchange and the China Securities Depository and Clearing Corporation Limited. The
Restricted Shares under the First Grant were listed on the Shenzhen Stock Exchange on 14 April 2015.

On 22 May 2015, The Company completed the business registration of change in registered capital with
Guangdong Province Zhuhai Administration for Industry and Commerce. The registered capital of the Company
was changed from RMB295,721,852 to RMB304,382,252.

On 14 August 2015, the Company completed the 2014 Equity Distribution, in which the Company issued 3
shares for every 10 shares held to all shareholders of the Company by way of capitalizing our capital reserve.
Adjustments were made to the number of Restricted Shares under the initial grant and repurchase price
according to the adjustment methods of the number of shares granted and the repurchase price upon the
transfer of capital reserves into the share capital under Restricted A Shares Incentive Scheme. The number of
Restricted Shares under the First Grant is adjusted to 11,258,520 shares (excluding the reserved portion) and
the repurchase price of Restricted Shares under the First Grant is adjusted to RMB19.308 per share.

On 12 November 2015, the Board resolved and approved the adjustment on the number of Reserved
Restricted Shares under the Restricted A Shares Incentive Scheme, and granting of Reserved Restricted Shares
to the incentive participants (the “Reserved Grant”). After adjustment, the number of Reserved Restricted
Shares was adjusted from the original 1,000,000 shares to 1,300,000 shares, and the 1,300,000 Reserved
Restricted Shares were granted at the grant price of RMB24.61 per share to 184 incentive participants,
whereas 12 November 2015 is confirmed as the grant date of such Reserved Restricted Shares.
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OTHER EVENTS (continued)
The Restricted A shares Incentive Scheme (continued)

On 10 December 2015, the Company repurchased 93,080 locked Restricted Shares in total granted as held by
7 Incentive Participants under the Initial Grant who have resigned and the repurchase and cancellation were
completed on 14 December 2015. Upon the Repurchase, the number of incentive participants of the First
Grant under the Restricted A Shares Incentive Scheme was adjusted to 451 individuals from the original 458
individuals.

On 22 December 2015, among the 184 original Incentive Participants under the Reserved Grant, 7 of which
have voluntarily waived their rights to subscribe for the Reserved Restricted Shares due to personal reasons.
Therefore, the number of Incentive Participants under the Reserved Grant has been reduced from 184
individuals to 177 individuals and the number of Reserved Restricted Shares under the Reserved Grant has
been reduced from 1,300,000 shares to 1,285,700 shares.

On 29 December 2015, all the relevant procedures (including the capital verification of the fund for
subscription) concerning the Reserved Grant under the Restricted A Shares Incentive Scheme have been
completed in accordance with the relevant requirements of the CSRC, the Shenzhen Stock Exchange and China
Securities Depository and Clearing Corporation Limited. The Reserved Restricted Shares granted under the
Reserved Grant were listed on the Shenzhen Stock Exchange on 31 December 2015.

For details of the Restricted A Share Incentive Scheme, the First Grant and the Reserved Grant, release refer to
the announcements of the Company dated 15 December 2014, 13 January 2015, 26 January 2015, 13 March
2015, 30 March 2015, 10 April 2015, 6 August 2015, 12 November 2015, 14 December 2015, 22 December
2015 and 29 December 2015 respectively, and the circular of the Company dated 5 February 2015.

Restricted Share Agreement

According to relevant resolutions of the general meeting and the Board, “Restricted Share Agreement” was
entered into between the Company and the Incentive Participants (the Company’s staff who can obtain
restricted shares under the Restricted A Share Incentive Scheme) in relation to the granting of shares to
the restricted Incentive Participants in order to create incentive and encourage innovation of our staffers
effectively. According to the Restricted Share Agreement, the Company may only grant the further placing
of Restricted A Share to the Incentive Participants provided that the participants have fulfilled the following
conditions:
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OTHER EVENTS (continued)

The Restricted A shares Incentive Scheme (continued)

Restricted Share Agreement (continued)

(I)  None of the following has occurred to the Company:

1.

issue of the Company’s financial and accounting report for the most recent financial year in which a
certified public accountant gives adverse opinions or indicates the inability to give an opinion;

administrative penalties being imposed by the CSRC for material non-compliance by the Company
during the most recent year;

any other circumstances as identified by the CSRC.

(I None of the following has occurred in relation to the participants:

1.

being publicly condemned or declared as an ineligible candidate by the Shenzhen Stock Exchange,
the Shanghai Stock Exchange or The Stock Exchange of Hong Kong Limited during the most recent
three years;

administrative penalties imposed by the CSRC for material non-compliance by the participant during
the three year ended;

being prohibited from acting as a director or senior management of the Company under the
Company Law;

any other serious non-compliance with the relevant provisions of the Company by the participant as
identified by the board.

The first grant and reserved grant of restricted shares were granted by the Company on 27 March 2015
and 12 November 2015 respectively. The number of restricted shares of the first grant and reserved grant
amounted to 8,660,400 shares and 1,300,000 shares and subsequently adjusted to 1,285,700 shares at the
granting price of RMB25.20 and 24.61per share respectively.
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OTHER EVENTS (continued)
Repurchase, sale or redemption of the Company’s securities

Pursuant to the Company’s “The Restricted Shares Incentive Scheme (Revised Draft)”(the "Restricted A Shares
Incentive Scheme”), 458 incentive participants were first granted 8,660,400 Restricted Shares, and 1,285,700
Reserved Restricted Shares were reserved for 177 Incentive Participants.

In view of that seven original Incentive Participants under the Restricted A Shares Incentive Scheme have
resigned, pursuant to the provisions of “13. Handling unusual changes to the Company/Incentive Participants”
under the Restricted A Shares Incentive Scheme, 93,080 Restricted Shares granted but still locked-up held by
the seven resigned Incentive Participants have been repurchased and cancelled by the Company.

On 10 December 2015, the Company has repurchased a total of 93,080 Restricted A Shares on the Shenzhen
Stock Exchange (“Repurchased A Shares”) at the price of RMB19.308 per share (the "“Repurchase”). The
aggregate purchase price paid for the Repurchase was RMB1,797,188.64. Pursuant to the Repurchase, the
Repurchased A Shares have been cancelled on 14 December 2015.

Save for disclosed above, neither the Company nor any of its subsidiaries has purchased, sold or redeemed any
of the Company'’s listed securities from 1 January 2015 up to 31 December 2015. For further details of the
Company’s Restricted A Shares Incentive Scheme, please refer to page 39 of this annual report.

Relationships with employees, customers and suppliers

The Group’s success is also attributable to the support from employees, customers, suppliers and shareholders.
(1) employees: the Group highly values the employees and persists in people-oriented philosophy. The Group
aimed to enhance the employees’ comprehensive ability through the establishment of an efficient award
mechanism and improving the training system so as to achieve a win-win situation with enhancing their
performance and promotion as well as the Group’s performance. (2) customers: the Group is committed
to provide quality products and professional services for the customers with the ultimate goal of reaching
the customers’ needs. The Group has maintained a good relationship and enhanced communication with
the customers through various manners in order to achieve their recognition as to enlarge market share.
(3) suppliers: the Group maintains a good relationship and communication with the suppliers. A win-win
cooperation strategy has been established between the Group with the suppliers in enhancing supply chain
management while avoiding quality incidents as well as reducing production costs so as to improve long-
term profit growth. (4) shareholders: the Group takes active measures in enhancing corporate value for the
shareholders and continuously strengthening relationship management with the investors. The Group will
make the most of overseas and domestic financing platforms to improve the Company’s capital and debt
structure. Shareholders will be rewarded by stable dividend payouts after taking into account the capital
adequacy and business expansion needs.

Permitted indemnity provisions

For the year, the Company has taken out Directors, supervisors and senior management liability insurance
coverage for its Directors, supervisors and senior management against liabilities to third parties that may be
incurred in the course of performing his duties.
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OTHER EVENTS (continued)
Compliance with rules and regulations

The Group confirmed its continuous compliance with relevant rules and regulations that have material impact
on the Company and has maintained a good working relationship with regulatory authorities through efficient
communication.

Environmental policies and performance

The Group has carried out and complied with various rules and regulations concerning environmental
protection and safe production including the PRC Environmental Protection Law (FF#E A R LM B IR IE (R
%), the Cleaner Production Law of the PRC (12 A R#HMEFZEEE) with an increasing investment
of environmental funds and continuous commitment in energy saving and material consumption reducing
projects. The Group actively promotes cleaner production through integrated utilization of resources to reduce
and avoid waste in order to guarantee physical and mental health of the employees. Meanwhile, the Group
strives to obtain coordinated and sustainable growth of economic performance, environmental and social
benefit.

The Group and relevant subsidiaries set up a comparatively complete system of contingency plans for
environment protection including integrated contingency plans for environment protection, project
contingency plans for environment protection and on-site management plans and so on and has filed
documents to competent administrative department of environmental protection. Emergency teams and
working teams have been established to carry out contingency measurements and employee training and
contingency plan drills are held regularly. Majority of the corporations of the Group have implemented
and passed the cleaner production audit and ISO 14001 environmental management system certification.
Environmental protection facilities of the Group's relevant manufacturers are in steady use with the online
monitoring system connected to administrative department of environmental protection is in normal use. The
emission of major pollutants including COD, SS, NHx, sulphur dioxide and NOx achieved a steady compliance
and the dangerous pollutants were treated according to relevant rules and regulations. During the year, there
was no material environment pollution incident by the Group.

AUDITORS

During the year, the financial statements of the Company were audited by Ruihua Certified Public Accountants
(LLP), and a standard unqualified audit report thereon was issued.

As for explanation of changes in accounting policies, accounting estimates and accounting methods as
compared with the financial report of previous year, please refer to the related contents in Section Ill “Changes
of significant accounting policies, accounting estimates and correction of accounting errors” of this annual

report.

There has been no change to the auditor of the Company in the last three years.
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EXPLANATION TO THE CHANGE IN THE SCOPE OF CONSOLIDATED
FINANCIAL STATEMENT COMPARED WITH THAT OF THE PREVIOUS YEAR

The Company set up Li An (Hong Kong) Co., Ltd . in Hong Kong on 16 January 2015, with registered capital of
HKD1 million. Li An (Hong Kong) Co., Ltd. is consolidated into the financial statements of the Company for the
year.

PROPOSED PROFIT DISTRIBUTION PLAN

The Board has proposed a profit distribution plan for 2015 as follows: to distribute cash of RMB5 (including
taxes) for every 10 shares held to all shareholders based on the Company’s total share capital of 396,889,547
shares at the end of 2015. The Company will pay RMB198,444,773.5 on profit distribution, representing
31.87% of the net profit attributable to the shareholders of the Company in 2015. The remaining
undistributed profit is to be carried forward to the next year. No distribution of shares and no transfer of
capital reserve into share capital will be undertaken by the Company. If there is any change in the total
issued share capital of the Company as a result of issuance of new shares, exercise of incentive share
option, conversion of convertible bonds before implementing the distribution plan, specific proportion of
allocation will be adjusted in accordance with the principle of “the total amount of cash distribution remains
unchanged”.

The above proposed distribution is subject to the approval at the annual general meeting. A circular containing,
among other things, further information in respect to the annual general meeting and the Cash Dividend will be
dispatched to the shareholders of the Company as soon as practicable.

Cash Dividend Distribution of the Company in Recent Three Years

Amount denominated: RMB

Net profit Proportion of
attributable to net profit
shareholders of attributable to
the Company shareholders of

as stated in the Company

the consolidated as stated in the

Cash dividend financial consolidated

amount (taxes statements financial

Distribution years inclusive) for the year statements (%)
2015 (Proposed) 198,444,773.50 622,641,033.06 31.87%
2014 30,438,225.20 515,978,431.82 5.90%
2013 147,860,926.00 487,502,351.80 30.33%

TAXATION AND TAX RELIEF

Shareholders are taxed in accordance with the following tax regulations and the amendments thereof from
time to time. They shall enjoy possible tax relief according to the actual situation. The following cited laws,
regulations and stipulations are all relevant provisions issued during the year ended 31 December 2015.
Shareholders, if necessary, shall seek professional advice from their tax and legal advisors for advices relating to
tax payment or its impact:
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TAXATION AND TAX RELIEF (continued)
A Shareholders

Pursuant to the requirements of “Notice on Issues concerning the Differential Individual Income Tax Policies
on Dividends and Bonuses of Listed Companies”(Caishui [2015] No. 101) ( (B 2R & BB AL 2= Bl{E &
AFTSEBERBBEBENRA) ) (BF[2015]1015%) (hereinafter as the “[2015] Notice No. 101")), where
an individual acquires the stocks of a listed company from public offering of the company or from the stock
market, if the stock holding period is over 1 year, such dividends is temporarily exempted from individual
income tax; where an individual acquires the stocks of a listed company from public offering of the company
or from the stock market, if the stock holding period is one month or less, the incomes from dividends and
bonuses shall be included into the taxable incomes in full amount; if the stock holding period is more than
one month up to one year, the incomes from dividends and bonuses shall be included into the taxable incomes
at the reduced rate of 50% for the time being. Individual income taxes on the aforesaid incomes shall be
collected at the uniform rate of 20%. In respect of the issues concerning the implementation of differential
individual income tax policies on dividends and bonuses of listed companies, the “Notice on Issues concerning
the Implementation of Differential Individual Income Tax Policies on Dividends and Bonuses of Listed
Companies (Caishui [2012] No. 85) ( (AR B LM AR R BAF ZRMLBEAFMSHEREEBREENBAD)
(BF#[2012] 85%%) shall apply. [2015] Notice No. 101 is implemented on 8 September 2015. For dividends
distributed by listed companies which capital registration date falls after 8 September 2015, such dividends
shall be treated according to the [2015] Notice No. 101. For shares of the listed companies held by individual
investors through his/her security account from the implementation date of [2015] Notice No. 101, the period
of shareholding shall be calculated from the date of acquisition of such shares.

Listed companies are required to withhold and pay enterprise income tax at a rate of 10% pursuant to the
requirements of the “Notice Concerning the Relevant Questions on the Withholding and Payment of Enterprise
Income Tax Relating to the Payment of Dividends, Bonus and Interest by PRC Resident Enterprises to QFIl” (Guo
Shui Han [2009] No. 47) ( (BIHZRBERBBENFEEREXZRQRISK S 4H - A ERIMRBEEAEH
BB ERBEN) (B H[2009]475%) ) issued by the State Administration of Taxation for the shareholders
who are Qualified Foreign Institutional Investor. Shareholders who are Qualified Foreign Institutional Investor
and who wish to enjoy tax concessions shall apply to the competent taxation authority for tax rebates
(arrangements) according to the relevant rules and regulations after they receive the dividends.

H Shareholders

In accordance with the “Enterprise Income Tax Law of the People’s Republic of China” ( (% A R HEFE
EFTSHE) ) (the “"CIT Law”) and the “Rules for the Implementation of the Enterprise Income Tax Law of
the People’s Republic of China” ((FEARKFMBEMCZEMSFTEE WKL) ) (the “Implementation Rules
of CIT Law"), both effective on 1 January 2008, and the “Notice of the State Administration of Taxation on
Issues Relevant to the Withholding of Enterprise Income Tax on Dividends Paid by PRC Enterprises to Offshore
Non-resident Enterprise Holders of H Shares” (Guo Shui Han [2008] No. 897) ( (B F EE R % M
HEFERGERFRRERERMRBEEMEH AARMBENBH) (BT K[2008]897%)) promulgated
by the State Administration of Taxation on 6 November 2008, the Company is obliged to withhold and
pay the PRC enterprise income tax on behalf of non-resident enterprise(s) at a tax rate of 10% when the
Company distributes any dividends to non-resident enterprise shareholder(s) whose names appear on the
register of members for H Shares of the Company. Accordingly, any H Shares which are not registered under
the name(s) of individual(s) (which, for this purpose, include H Shares registered under the name of HKSCC
Nominees Limited, other nominees, trustees, or other organisations or groups) shall be deemed to be H Shares
held by non-resident enterprise shareholder(s), and the PRC enterprise income tax shall be withheld from
dividends payable thereon. Non-resident enterprise shareholders are eligible to apply for a tax refund (if any)
in accordance with relevant tax requirements, such as tax agreements (arrangements), upon receipt of any
dividends.
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TAXATION AND TAX RELIEF (continued)
H Shareholders (continued)

In accordance with the “Circular on Certain Issues Concerning the Policies of Individual Income Tax" (Cai
Shui Zi [1994] No. 020) ( (BAREAFBHREA TEHREBBENRA) (85 F[1994]0205%) ) promulgated
by the Ministry of Finance and the State Administration of Taxation on 13 May 1994, overseas individuals
are exempted from the PRC individual income tax for dividends or bonuses received from foreign-invested
enterprises. As the Company is a foreign-invested enterprise, the Company will not withhold and pay the
individual income tax on behalf of overseas individual shareholders whose names appear on the register of
members for H Shares of the Company when the Company distributes dividends to those shareholders.

SERVICE CONTRACTS OF DIRECTORS AND SUPERVISORS AND THEIR
INTERESTS IN THE CONTRACTS

Each of the Directors and Supervisors has entered into a respective Director and Supervisor service contract
with the Company. Contents of such contracts are the same in all material respects. The service contracts of
the Directors and Supervisors will expire upon the expiry of the term of the current Board in place (i.e. 30 June
2017). Save as the aforesaid, no service contract that cannot be terminated within one year without payment
of compensation (other than statutory compensation) has been or proposed to be entered into between the
Company and the Directors or the Supervisors.

Save for the service contracts, none of the Directors or Supervisors of the Company had a material interest,
whether direct or indirect, in any other transactions, arrangements or contacts of significance which had
been entered into by the Company, any of its subsidiaries, or its holding company or the holding company’s
subsidiaries for the year ended 31 December 2015.

ARRANGEMENT TO PURCHASE SHARES OR BONDS BY DIRECTORS

Except for the Restricted A Shares Incentive Scheme disclosed on page 39, the Company or its subsidiaries or
the holding company of the Company or its subsidiaries did not enter into any arrangement at anytime during
the year that enabled the Directors, Supervisors and senior management of the Company to acquire benefits
by means of purchasing shares or bonds of the Company or any other body corporate.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Articles of Association of the Company and the laws
applicable in China where the Company was incorporated.

CHARITABLE DONATION

During the year, the expenditure of charitable donation of the Group amounted to RMB87,820 (2014:
RMB757,010).
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EMPLOYEES OF THE COMPANY

As of the end of the year, the Company, its wholly-owned subsidiaries and controlling subsidiaries had a total
of 5,913 current employees, and the Company and its subsidiaries had distributed partial pension to a total of
621 retired employees.

Current employees’ speciality composition and education level

Specialty Number of staff
Production staff 3,020
Sales staff 1,000
Technical staff 973
Administrative staff 770
Financial staff 150
Total 5,913
Education level Number of staff
Below post-secondary 2,638
Post-secondary 1,510
Undergraduate 1,502
Postgraduate 236
Doctor 27
Total 5,913

Employees’ Remuneration Policies

During the year, the Company’s remuneration policies are in line with the provisions of relevant national laws
and regulations, by reference to the industry and regional remuneration level, and consideration of internal
equity, depending on the position value, and the basis of the performance and ability of individual employees,
the Company determined the Company’s employees salary level, formulation and revision of remuneration
system are to solicit the views of the majority of employees. To reflect incentive remuneration, employee
remuneration comprises of two portions: fixed income and variable income. Variable income was affected by
performance of the Company and individual performance, which has fully boosted the morale and initiative of
staff, to achieve the Company’s goal of promoting sustainable development.

Employees’ Training Plan

In 2015, the learning structural construction of the Company has entered a new phase. Based on the
notion of serving the interests of our employees, the Company has constructed a learning platform for the
staff, and has actively provided continuous education and training for our professional staff members. The
Company has furthered its construction of the “Continuous Learning Organizational Platform” to build on
the training of our research and development technicians. During the year, with the view of perfecting our
training schemes and enhancing the overall abilities of our staff members, the Company has established the
“Rules on Internal Tutor Management” and the “Training Management Scheme"” which set out guidelines for
the selection and management of our internal tutors, and to encourage the communication and sharing of
knowledge, experiences and skills of our staff. During the second half of 2015, the Company set up the Livzon
Business School, and has recruited the first enrollment of students for the MBA and EMBA programs. By fully
integrating our internal and external resources, the Livzon Business School contributes to the improvement and
development of our human resources, and encourages active and motivated learning for our staff members.
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LIST OF DIRECTORS OF THE COMPANY DURING THE YEAR AND UP TO THE
DATE OF THIS ANNUAL REPORT

Executive Directors

Mr. Tao Desheng (BB 5 %t £ ) (Vice Chairman and President)
Mr. Fu Daotian (f#3& A %t 4 ) (Vice President)

Mr. Yang Daihong (#5{X 7= %t & ) (Vice President)

Non-Executive Directors

Mr. Zhu Baoguo (KRB 5E £ ) (Chairman)
Mr. Qiu Qingfeng (B & % 4 )

Mr. Zhong Shan (&1L %t 4 )

Independent Non-Executive Directors

Mr. Xu Yanjun (#R %% 5 5t 4 )

Mr. Guo Guogqing ( F Bl B %t 4 )

Mr. Wang Xiaojun ( Z/NE £ 4)

Mr. Zheng Zhihua (E0 # 2 5 4 ) (appointed on 26 June 2015)

Mr. Xie Yun (F#z%4) (appointed on 26 June 2015)

Mr. Yu Xiong (1% %t 4 ) (resigned on 27 February 2015)

Mr. Yang Bin (#3345 2 ) (retired upon expiry of tenure of service on 26 June 2015)

Supervisory Committee consists of three supervisors. On the date of this annual report, the supervisors of the

Company are:

Mr. Wang Maolin (JEII#R 4% &) (Chief Supervisor)

Mr. Huang Huamin (S ZE&0L4)

Mr. Tang Yin (358l %5 4 ) (appointed on 26 February 2016)

Mr. Yuan Huasheng (= 4 £ &) (resigned as supervisor on 20 November 2015 with effect from
26 February 2016)

By order of the Board
Chairman

Zhu Baoguo

24 March 2016
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BASIC CORPORATE GOVERNANCE

During the year ended 31 December 2015, in strict accordance with the Company Law, the Securities Law of
the People’s Republic of China, the Guidelines for Corporate Governance of Listed Companies, the Guidelines
for Standardised Operation of Companies Listed on the Main Board of the Shenzhen Stock Exchange, and
other requirements of normative documents relating to the governance of listed companies announced by
the CSRC, the Shenzhen Stock Exchange and the Hong Kong Stock Exchange. The Company constantly
enhanced the corporate governance structure and strengthened the internal control systems of the Company
to achieve higher corporate governance standards. The Board believed that the actual conditions of corporate
governance of the Company are compliant with the rules and requirements of normative documents including
the Guidelines for Corporate Governance of Listed Companies without deviation.

In order to present the financial position and operating results of the Company in a more objective and fair
manner, the Company has amended the accounting policy related to the impairment of available-for-sale
financial assets in accordance with the relevant requirements under the Accounting Standards for Chinese
Enterprises issued by the Ministry of Finance at the Eleventh Meeting of the Eighth Session of the board of
directors and the Tenth Meeting of the Eighth supervisory committee held on 5 June 2015.

On 26 August 2015, taking into account the actual situation, the Company has amended the “Articles of
Association of the Company”, the “Rules and Procedures for General Meetings”, the “Rules and Procedures
for Board Meetings”, the “Rules and Procedures for Supervisory Committee Meetings” and the “Working
Rules for Special Committee of the Board” in compliance with the relevant requirements of the “Guideline
for Articles of Listed Companies (2014 revision)” at the Fourteenth Meeting of the Eighth Session of the
board of directors and the Twelfth Meeting of the Eighth supervisory committee in order to further enhance
the corporate governance structure. The mentioned system has become effective after the consideration and
approval at the 2015 Second Extraordinary Meeting.

General Meetings Convened during the year

Session of meeting Date of meeting  Resolution(s)
The 2015 First Extraordinary 13 March 2015 “the Restricted Shares Incentive Scheme of the Company (Revised Draft) and its
General Meeting Summary: (A) Basis for identifying and the scope of Incentive Participants of the

Restricted Shares Incentive Scheme; (B)Source, number and allocation of Restricted
Shares; (C) Validity period, date of grant, lock-up period, unlocking date and black out
period of the Restricted Shares Incentive Scheme; (D) Prices of granting the Restricted
Shares and the basis of determination; (E) Conditions of granting and unlocking the
Restricted Shares; (F) Adjustment methods and procedures of the Restricted Shares
Incentive Scheme; (G)Accounting treatment of the Restricted Shares; (H) Procedures
of implementation, granting and unlocking under the Restricted Shares Incentive
Scheme; (1) Rights and obligations of the Company and the Incentive Participants; (J)
Handling unusual changes to the Company and Incentive Participants; (K) “Principles
of repurchasing and cancelling the Restricted Shares.”, “Administrative Measures for
Appraisal System in relation to the Share Incentive Scheme of the Company (Revised)",
“Seeking the General Mandate to Authorise the Board of Directors to deal with
matters regarding the Restricted Shares Incentive Scheme on the General Meetings”
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BASIC CORPORATE GOVERNANCE (continued)

General Meetings Convened during the year (continued)

Session of meeting

Date of meeting

Resolution(s)

The 2015 First Class Meeting 13 March 2015
of H Shareholders

The 2015 First Class Meeting 13 March 2015
of A Shareholders

The Annual Meeting 26 June 2015
for the year 2014
The 2015 Second Class 26 June 2015

Meeting of H Shareholders

The 2015 Second Class
Meeting of A Shareholders

26 June 2015

“the Restricted Shares Incentive Scheme of the Company (Revised Draft) and its
Summary: (A) Basis for identifying and the scope of Incentive Participants of the
Restricted Shares; (B)Source, number and allocation of Restricted Shares; (C) Validity
period, date of grant, lock-up period, unlocking date and black out period of the
Restricted Shares Incentive Scheme; (D) Prices of granting the Restricted Shares
and the basis of determination; (E) Conditions of granting and unlocking the
Restricted Shares; (F) Adjustment methods and procedures of the Restricted Shares
Incentive Scheme; (G)Accounting treatment of the Restricted Shares; (H) Procedures
of implementation, granting and unlocking under the Restricted Shares Incentive
Scheme; (I) Rights and obligations of the Company and the Incentive Participants; (J)
Handling unusual changes to the Company and Incentive Participants; (K) “Principles
of repurchasing and cancelling the Restricted Shares.”, “Administrative Measures for
Appraisal System in relation to the Share Incentive Scheme of the Company (Revised)",
“Seeking the General Mandate to Authorise the Board of Directors to deal with
matters regarding the Restricted Shares Incentive Scheme on the General Meetings”

“the Restricted Shares Incentive Scheme of the Company (Revised Draft) and its
Summary: (A) Basis for identifying and the scope of Incentive Participants of the
Restricted Shares; (B)Source, number and allocation of Restricted Shares; (C) Validity
period, date of grant, lock-up period, unlocking date and black out period of the
Restricted Shares Incentive Scheme; (D) Prices of granting the Restricted Shares
and the basis of determination; (E) Conditions of granting and unlocking the
Restricted Shares; (F) Adjustment methods and procedures of the Restricted Shares
Incentive Scheme; (G)Accounting treatment of the Restricted Shares; (H) Procedures
of implementation, granting and unlocking under the Restricted Shares Incentive
Scheme; (1) Rights and obligations of the Company and the Incentive Participants; (J)
Handling unusual changes to the Company and Incentive Participants; (K) “Principles
of repurchasing and cancelling the Restricted Shares.”, "Administrative Measures for
Appraisal System in relation to the Share Incentive Scheme of the Company (Revised)",
“Seeking the General Mandate to Authorise the Board of Directors to deal with
matters regarding the Restricted Shares Incentive Scheme on the General Meetings”

“the work report of the Board of the Company for the year 2014", “the work report
of the Supervisory Committee of the Company for the year 2014", “the financial
accounts report of the Company for the year 2014", "the reappointment of Ruihua
Certified Public Accountants (LLP) (I5ZE @RI EHAT (BHLEAE) ) as the auditor
of the Company for the year 2015 and fix its remuneration”, "the 2014 annual
report of Livzon Pharmaceutical Group Inc.*", “the 2014 Annual Profit Distribution
Plan of the Company”, "the Company's facility financing and provision of financing
guarantees to its subsidiaries”, “the grant of general mandate to the Board for issuing
of shares”

“the 2014 Annual Profit Distribution Plan of the Company”

“the 2014 Annual Profit Distribution Plan of the Company”
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BASIC CORPORATE GOVERNANCE (continued)

General Meetings Convened during the year (continued)

Session of meeting Date of meeting  Resolution(s)

The 2015 Second 11 November 2015 “the change of the registered address of the Company”, “the revision of annual
Extraordinary General caps of 2015 and 2016 for continuing connected transactions between the Company
Meeting and Joincare (F2FE7T) “, “the amendments to the articles of association of Livzon

Pharmaceutical Group Inc.*", “the amendments to the Rules and Procedures for
General Meetings of Livzon Pharmaceutical Group Inc.*", “the amendments to the
Rules and Procedures for Board Meetings of Livzon Pharmaceutical Group Inc.*",
“the amendments to the Rules and Procedures for Supervisory Committee Meetings
of Livzon Pharmaceutical Group Inc.*", “the amendments to Livzon Pharmaceutical
Group Inc.*'s Shareholders' Return Plan for the Coming Three Years (2015-2017)"

The 2015 Third Extraordinary 21 December 2015  “the Company's fulfillment of the conditions of the Non-public Issuance of A shares”,
General Meeting “the proposal of Non-public Issuance of A shares of the Company: Types and par
value of shares to be issued; Number of Shares to be issued; method and time of

issuance; targets of issuance and subscription method; pricing method and issuing

price; black out period; Place of listing; use of proceeds and amounts; ownership of

undistributed profits of the Company accrued before this Non-public Issuance; Validity

)

period of the resolution”, “the contingency plan of non-public issuance of A shares

noon

of the Company”, “the feasibility analysis report on the use of funds raised under

woon

the Non-public Issuance of A shares of the Company”, “the connected transactions
constituted by the Non-public Issuance of A shares of the Company”, “Seeking the
General Mandate to Authorise the Board of Directors to deal with matters regarding
the Restricted Shares Incentive Scheme on the General Meetings”, “the overall
amendment of ‘Administrative Measures on the Usage of Funds raised by Livzon

Pharmaceutical Group Inc.*"

During the year, all resolutions considered at the eight general meetings convened by the Company were
approved and were effectively implemented.
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BASIC CORPORATE GOVERNANCE (continued)
Performance of Duties by Independent Directors

Attendance of Board meetings and general meetings by Independent Directors

Attendance
of general
meeting(s)

during their

term of

Attendance of Board meetings during their term of office office

Attendance

Required Unable of general

attendance to attend meeting(s)/

at Board in person Number of

meetings for two general

Name of during the  Attendance  Attendance consecutive meetings

Independent Director year in person by proxy Absence  meetings convened

Guo Guoging (P EIE) 14 14 0 0 No 718

Wang Xiaojun (/M%) 14 14 0 0 No 0/8

Xu Yanjun (244 %) 14 14 0 0 No 718

Zheng Zhihua (B ) rore? 8 8 0 0 No 02

Xie Yun (3#i#) o2 8 8 0 0 No 02

Yu Xiong (1 ) fore? 1 1 0 0 No N/A

Yang Bin (153 o2 6 6 0 0 No 0/4

Notes:

(1) The above table is compiled according to the relevant requirements under CSRC and the Shenzhen Stock Exchange.

(2) Mr. Yu Xiong ( &1% ) resigned on 27 February 2015. Mr. Yang Bin (#5382 4 ) retired upon expiry of tenure of service
on 26 June 2015. Mr. Zheng Zhihua ( Z8:5ZE 4L 4 ) and Mr. Xie Yun (#1#z %4 ) were appointed on 26 June 2015.

Independent Directors have no objection to any matters related to the Company during the year.
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BASIC CORPORATE GOVERNANCE (continued)
Performance of Duties by Independent Directors (continued)
Other explanations about performance of duties by Independent Directors

During the year, there is no opinions from the Independent Directors of the Company that are not adopted.

Competing Business

On 10 January 2014, for the purposes of advancing the implementation of the Company's B-to-H Share
Conversion, Mr. Zhu Baoguo (the ultimate beneficial owner of the Company), Ms. Liu Guangxia and Joincare
(#2EE 7T ) (the controlling shareholder of the Company) and its controlling shareholder, namely Shenzhen
Baiyeyuan Investment Co., Ltd. (RIJIT B EIRIEEBR A A]) (collectively the “Covenantors”) entered into
the non-competition undertakings (for specific details, please refer to relevant content as set out in the
section headed “Performance of Undertakings” of this report). The Covenantors have provided confirmations
concerning their compliance with the terms of the “non-competition undertaking”, details are as follows:

Each of the Covenantors hereby confirmed that from the date of the “non-competition undertaking” (i.e. 10
January 2014) up to 31 December 2015, the Covenantor and the companies under his/her/its control (other
than the Company and its subsidiaries) have strictly complied with and enforced the terms of the “non-
competition undertaking” without breaching any terms of the “non-competition undertaking” under any
circumstances.

Independent Directors of the Company conducted review on the compliance and enforcement of the non-
competition undertaking by the Covenantors, and believed that the Covenantors complied with the “non-
competition undertaking”.

Internal Control

During the Year, the Board had conducted a review of effectiveness and adequacy of the risk management
and internal control of the Group, including the supervision on finance, operation, and compliance, as well as
an assessment on internal environment and risks. The review had shown no significant and important default
that indicates inefficient internal control of the Group. The Board considers the risk management and internal
control systems of the Group are effective and adequate.
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CORPORATE GOVERNANCE SITUATION DISCLOSED PURSUANT TO THE
HONG KONG LISTING RULES

Compliance with the Corporate Governance Code

Since 1 January 2015 up to 31 December 2015, the Company strictly complied with principles and all of the
code provisions in the Corporate Governance Code as set out in Appendix 14 of Hong Kong Listing Rules.

The board of directors of the Company regularly monitors and reviews the implementation on corporate
governance practices of the Group so as to ensure compliance with such code. The Company adopted the
Corporate Governance Code as set out in Appendix 14 of the Hong Kong Listing Rules as the Corporate
Governance Code of the Company.

Securities Transactions of Directors and Supervisors

The Company adopted the Model Code as set out in Appendix 10 of the Hong Kong Listing Rules as its own
code of conduct regarding the securities transactions in the H Shares of the Company by the Company’s
Directors, Supervisors and the “Relevant Employees” as defined in the Corporate Governance Code as set
out in Appendix 14 of the Hong Kong Listing Rules. After making sufficient and specific enquiries to all of
the Directors and Supervisors of the Company, the Company was not informed of any information which
reasonably revealed that each of the Directors and Supervisors had not complied with the standard required
by the above codes during the period from 1 January 2015 to the date of this annual report. All Directors and
Supervisors have confirmed that they had complied with the standards as set out in the above codes during
the period from 1 January 2015 to the date of this annual report. The Company also made specific enquiry to
all of the employees in respect of the codes in the above mentioned Code by the employees, and note that
there has been no incident of non-compliance with the codes in the above mentioned Code.

Board of Directors

The Board of the Company is responsible for directing and monitoring the Company, governing and
supervising affairs of the Company with collective responsibility to drive the Company for success. The
Company authorises Executive Directors and senior management and management members in charge of each
segment and function to deal with routine management. The Directors of the Company act in an objective
manner and made decisions in the interests of the Company. The management and senior management of the
Company convene meetings with the Board on periodic basis to discuss day-to-day operation and performance
of the Company, as well as specific implementation of relevant Board decisions. If the Board or any committee
under the Board considers itself necessary to seek for independent and professional advice, the Company will
arrange for independent legal advice according to the requirements of the Board or such committee under the
Board.
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CORPORATE GOVERNANCE SITUATION DISCLOSED PURSUANT TO THE
HONG KONG LISTING RULES (continued)

Board of Directors (continued)

Board members of the Company are elected at and accountable to the shareholders’ general meetings and
mainly exercise the following authority and powers: (1) to convene the shareholders’ general meetings and
report duties to the meetings; (2) implement resolutions passed at the shareholders’ general meetings; (3)
determine business plans and investment proposals of the Company; (4) prepare annual financial budget and
final accounts of the Company; (5) formulate the profit distribution plan and loss offset plan of the Company;
(6) formulate plans in respect of increase in or reduction on registered capital, issuance of bonds or other
securities and listing of the Company; (7) draft proposals in relation to major acquisition of the Company,
purchase of the Company’s shares, or merger, sub-division, dissolution and change in the Company’s form of
business; (8) determine such matters as the Company’s external investment, acquisition or disposal of major
assets, pledge of asset, external guarantee and entrusted wealth management, related party transactions and
so on within the scope authorised by the shareholders’ general meetings, save as those otherwise required by
the securities regulatory authorities and stock exchange where the Company’s shares are listed; (9) decide on
the set up of internal management departments; (10) appoint or dismiss the President of the Company and
Secretary to the Board; based on the nomination of the President, appoint or dismiss senior management such
as the Vice President of the Company and chief financial officer, and determine their remuneration, rewards
and sanctions; (11) formulate the fundamental administration system; (12) formulate proposed amendments
to the Articles of Association; (13) administer the information disclosure of the Company; (14) propose the
appointment or replacement of the accounting firm that performs audits for the Company at the shareholders’
general meetings; (15) receive work reporting from the President of the Company and review the work of
the President; (16) other authority and powers required by laws, rules and regulations or the Articles of
Association, and authorised by the shareholders’ general meetings.

The Board is responsible for performing the functions set out in the code provision D.3.1 of the Corporate
Governance Code to ensure that the Company establishes good corporate governance policies, practices and
procedures. During the reporting period, the Board:

(1) formulated and reviewed the Company’s policies, practices and procedures on corporate governance;

(2) reviewed and monitored the training and continuous professional development of directors and senior
management;

(3) reviewed and monitored the Company’s policies and practices on compliance with legal and regulatory
requirements;

(4) formulated, reviewed and monitored the code of conduct of directors and employees; and

(5) reviewed the Company’s compliance with the Corporate Governance Code and disclosure in the
Corporate Governance Report.

As of the date of this annual report, the Board of the Company has a total of eleven members, of which three
Executive Directors are Tao Desheng (Vice Chairman and President), Fu Daotian (Vice President), Yang Daihong
(Vice President); three Non-executive Directors are Zhu Baoguo (Chairman), Qiu Qingfeng and Zhong Shan; and
five Independent Non-executive Directors are Xu Yanjun, Guo Guoging, Wang Xiaojun, Zheng Zhihua and Xie
Yun. For details of the biographies of the above Directors, please refer to Chapter IX “Directors, Supervisors,
Senior Management and Employees” of this annual report.
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CORPORATE GOVERNANCE SITUATION DISCLOSED PURSUANT TO THE
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Board of Directors (continued)

During the year, the Company convened a total of fourteen Board meetings and eight shareholders’ general
meetings. Attendance of the Directors of the Company is as follows:

Attendance of relevant meetings
during their term of office/
Number of relevant meetings held
during their term of office

Shareholders’
general meetings
(including class

Name Position Board meetings meetings)
l. Executive Directors
Tao Desheng (&%) Vice Chairman and President 14114 8/8
Fu Daotian (fH3EMH) Vice President 14/14 5/8
Yang Daihong (R %) Vice President 14114 4/8
Il. Non-executive Directors
Zhu Baoguo ( KIRE) Chairman 14/14 0/8
Qiu Qingfeng (IFEL) Director 14/14 08
Zhong Shan (£1L1) Director 14/14 0/8
. Independent Non-executive Directors
Xu Yanjun (R4 E) Independent non-executive Director 14114 7/8
Guo Guoging (ZFEIEE) Independent non-executive Director 14/14 7/8
Wang Xiaojun (E/NE) Independent non-executive Director 14/14 0/8
Zheng Zhihua (B85 %) (Note) Independent non-executive Director 8/8 0/2
Xie Yun (#i#z) (Note) Independent non-executive Director 8/8 012
Yu Xiong (&%) (Note) Independent non-executive Director i N/A
Yang Bin (153 (Note) Independent non-executive Director 6/6 0/4

Notes: Mr. Yu Xiong (1% ) resigned on 27 February 2015. Mr. Yang Bin (#5855 4 ) retired upon expiry of tenure of service
on 26 June 2015. Mr. Zheng Zhihua ( Ei 5% 5 4 ) and Mr. Xie Yun (#7z %4 ) were appointed on 26 June 2015.
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CORPORATE GOVERNANCE SITUATION DISCLOSED PURSUANT TO THE
HONG KONG LISTING RULES (continued)

Board of Directors (continued)

Save as those described in the section of biographies of Directors of the Company as set out in this annual
report, there is no financial, business or family relationship or material/relevant relationship between all Board
members.

Prior notice are given for meetings convened during the year in accordance with requirements, as to ensure
all Directors have the opportunity to attend meetings, and propose matters for discussion to be incorporated
into agenda. All of the Directors may obtain opinions and services provided by the Secretary to the Board, as
to ensure compliance with Board procedures and all applicable rules and regulations. The Company purchased
liability insurance for Directors, Supervisors and senior management.

Directors’ trainings and professional development: During the year, all of the new Directors of the Company
received necessary training on listing of shares provided by the Hong Kong legal advisor appointed by
the Company, as to ensure their understanding to the Company’s operation and business as well as their
responsibility under relevant laws, rules and the Hong Kong Listing Rules to a certain extent. The Company
arranged professional trainings organised by CSRC and the Shenzhen Stock Exchange for its Directors on
irregular basis, for obtaining training certificates or qualification certificates recognised by relevant authority.

Chairman and President

As required by the Company, the positions of Chairman and President are held by different persons and there
is a clear division of work between the two roles. The Chairman of the Company is Mr. Zhu Baoguo and the
President of the Company is Mr. Tao Desheng.

The Chairman mainly exercises the following duties and powers: to preside over shareholders’ general
meetings and to convene and preside over Board meetings; to supervise and monitor the implementation
of resolutions of board meetings; to sign share certificates, debentures and other quoted securities of the
Company; to sign important documents of the Board and other documents which should be signed by the
Company’s legal representative; to exercise the authority and powers of a legal representative; to exercise
special discretionary power on corporate affairs in accordance with laws and in the Company's interests in case
of emergency situations such as the occurrence of natural disasters of an exceptional scale and other force
majeure events, and provide aftermath reports to the Board and shareholders’ general meeting; perform other
duties and powers authorised by the Board.

The President is accountable to the Board and exercises the following duties and powers: to direct the
production, operation and management of the Company, to arrange for the implementation of Board
resolutions and report to the Board; to organise and implement the annual business plans and investment
proposals of the Company; to draft proposals in connection with the set up of internal management
departments of the Company; formulate the fundamental administration system of the Company; to formulate
the Company’s detailed rules; to recommend the appointment and dismissal of the Vice President and chief
financial officer to the Board; decide on appointment or dismissal of other administration officers (other than
those required to be appointed or dismissed upon decision of the Board); perform other duties and powers
authorised by the Articles of Association or the Board.
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CORPORATE GOVERNANCE SITUATION DISCLOSED PURSUANT TO THE
HONG KONG LISTING RULES (continued)

Independent Non-Executive Directors

The Board comprises of five Independent Non-executive Directors, exceeding the minimum requirement under
the Hong Kong Listing Rules in relation to the number of Independent Non-executive Directors. Mr. Xu Yanjun,
being an Independent Non-executive Director of the Company, possesses appropriate accounting and financial
management expertise, in compliance with the requirements under Rule 3.10 of the Hong Kong Listing
Rules, the biography of whom is set out in the Chapter IX “Directors, Supervisors, Senior Management and
Employees” of this annual report. The Company has received from each of the Independent Non-executive
Directors an annual confirmation of independence pursuant to independence guidelines set out in Rule 3.13 of
the Hong Kong Listing Rules. The Company considers that all of the Independent Non-executive Directors are
independent.

Directors’ Term of Office

Pursuant to the requirements under the Articles of Association, all of the Directors (including Non-executive
Directors) are elected in shareholders’ general meetings, with a three-year term of office from 30 June 2014 to
30 June 2017. Directors can be re-elected upon expiry of their term. The term of office of each Independent
Non-executive Director shall not be more than six years.

Directors’ Responsibility for the Financial Statements

The Directors declared their responsibility for preparation of true and fair financial statements in reflecting
the state of affairs of the Company for each of the financial years. The Directors believed that the Company
consistently followed appropriate accounting policies and complied with the relevant accounting standards
during preparation of financial statements.

Special Committees of the Board

Pursuant to the Corporate Governance Code, three committees are set up under the Board, namely the Audit
Committee, Remuneration and Assessment Committee, and Nomination Committee, as to oversee specific
scopes concerning the state of affairs of the Company. Each of the Board committees specifies the term of
reference in writing. The written term of reference for each of the Board committees are published on websites
of the Hong Kong Stock Exchange and the Company. Save as the requirements under the Hong Kong Listing
Rules and the Corporate Governance Code, the Company also established the Strategic Committee in order
to monitor the Company’s long term development strategic plan, conduct research and give recommendations
thereon.

Audit Committee

The Audit Committee under the Eighth Session of Board comprises three Independent Non-executive Directors
of the Company. The Chairman of committee is Mr. Xu Yanjun, and other committee members include Mr.
Xie Yun and Mr. Guo Guoging. Mr. Xu Yanjun possesses appropriate accounting and financial management
expertise as required under Rule 3.10 of the Hong Kong Listing Rules. The key responsibilities of the Audit
Committee are to review the Company’s financial reports; review the Company'’s financial control system, risk
management system and internal control system; study the Company’s relationships with the external auditors
and consider the annual audit plans submitted by external auditors; examine reports submitted in confidence
by the Company’s employees in relation to concern of possible improprieties in financial reporting, internal
control or other aspects, and give relevant suggestions.
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CORPORATE GOVERNANCE SITUATION DISCLOSED PURSUANT TO THE
HONG KONG LISTING RULES (continued)

Special Committees of the Board (continued)

Audit Committee (continued)

During the year, the Audit Committee had discussed the Group’s annual, interim and quarterly financial
statements, review the accounting principles and practices, internal supervision system and consider audit
conducted and fees charged by auditors. On 7 March 2016, the Committee reviewed the 2015 Self-Evaluation
Report on Internal Control.

During the year, six meetings convened by the Audit Committee, details are were as follows:

(1)

On 6 February 2015 the Fourth Meeting of the Audit Committee of the Eighth Session of the Board of
the Company was held, during which the resolution on consideration of the draft financial auditors’
report for the year 2014 and the resolution on consideration of the final financial report were considered
and approved.

On 5 March 2015 the Fifth Meeting of the Audit Committee of the Eighth Session of the Board of the
Company was held, during which the resolution on consideration of the auditors’ report for the year
2014, the resolution on consideration of the results announcement for the year 2014 and the draft of
the annual report, the resolution on consideration of continuing connected transactions, the resolution
on consideration of the 2014 Self-Evaluation Report On Internal Control, the resolution in relation
to review arrangements of employees to raise concern about improperties and the resolution of the
evaluation report on the audit work carried out by Ruihua Certified Public Accountants (LLP) for the year
2014 and the resolution on consideration in relation to the re-appointment of Ruihua Certified Public
Accountants (LLP) as the audit firm of the Company for the year 2015 were considered and approved.

On 23 April 2015 the Sixth Meeting of the Audit Committee of the Eighth Session of the Board of the
Company was held through written communication and voting, during which the resolution of the
Company's and its subsidiaries’ unaudited consolidated financial statements and the quarterly results
announcement for three months ended 31March 2015 were considered and approved.

On 12 August 2015 the Seventh Meeting of the Audit Committee of the Eighth Session of the Board
of the Company was held through written communication and voting, during which the resolution on
consideration of the Company’s unaudited half-yearly results announcement, the half-yearly report and
consolidated financial reports for the six months ended 30 June 2015 were considered and approved.

On 22 October 2015 the Eighth Meeting of the Audit Committee of the Eighth Session of the Board
of the Company was held through written communication and voting, during which the resolution on
consideration of the Company’s and its subsidiaries’ unaudited consolidated financial statements and
the quarterly results announcement for nine months ended 30 September 2015 were considered and
approved.

On 28 December 2015 the Ninth Meeting of the Audit Committee of the Eighth Session of the Board

of the Company was held, during which the resolution on consideration of the Financial Audit Plan of
Livzon Pharmaceutical Group Inc. for the year 2015 was considered and approved.

Livzon Pharmaceutical Group Inc. Annual Report 2015

59



60

CORPORATE GOVERNANCE AND CORPORATE GOVERNANCE REPORT

CORPORATE GOVERNANCE SITUATION DISCLOSED PURSUANT TO THE
HONG KONG LISTING RULES (continued)

Special Committees of the Board (continued)
Remuneration and Assessment Committee

The Remuneration and Assessment Committee under the Eighth Session of Board is comprised of three
Directors. The Chairman of the committee is Mr. Guo Guoging (Independent Non-executive Director), and
other committee members are Mr. Tao Desheng (Executive Director) and Mr. Xu Yanjun (Independent Non-
executive Director). The member composition is in compliance with the requirements under Rule 3.25 of the
Hong Kong Listing Rules. The key responsibilities of the Remuneration and Assessment Committee are to
assess and review the remuneration packages for the Chairman of the Board, Executive Directors and senior
management of the Company, and to make recommendations to the Board on the policy and structure for
all Directors’ and senior management’s remuneration and on the establishment of a formal and transparent
procedure for developing remuneration policy, so as to ensure that any Director or any of their associates shall
not be involved in fixing their remuneration etc.

During the year, the Remuneration and Assessment Committee held two meetings to assess, review and
make recommendations to the Board on remuneration, remuneration policy and framework of the Directors
and senior management of the Company and the interests of the Company as a whole, terms of the service
contract of newly elected directors and the Restricted A Shares Incentive Scheme.

Nomination Committee

The Nomination Committee under the Eighth Session of Board is comprised of three Directors. The Chairman
of the committee is Mr. Xie Yun (Independent Non-executive Director), and other committee members are Mr.
Guo Guoging (Independent Non-executive Director) and Mr. Tao Desheng (Executive Director). The member
composition is in compliance with the requirements under code provision A.5.1 of the Corporate Governance
Code as set out in Appendix 14 of the Hong Kong Listing Rules. The key responsibilities of the Nomination
Committee are to review the structure, number of members and composition of the Board (including
gender, ages, cultural and education background, skills, knowledge and experience); study the criterions and
procedures for selection and appointment of Directors and senior management, and give recommendations
to the Board; recommend the Board on the appointment or re-appointment of Directors, and succession plan
for Directors (particularly the Chairman and the President); and evaluate the independence of the Independent
Non-executive Directors.

During the year, the Nomination Committee held three meetings to review the Board Diversity Policy and
monitor its implementation, evaluate the independence of Independent Non-executive Directors, review the
structure, number of members and composition of the Board and make recommendations on its size and
composition, and consider matters on re-election and appointment of Directors.
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Special Committees of the Board (continued)
Nomination Committee (continued)

The Nomination Committee has adopted a set of nomination procedures. The Committee may search
extensively for candidates for directorship and senior management from the Company, its subsidiaries or
investees and the job market, in compliance with the relevant laws and regulations and the relevant provisions
in the Articles of Association, and in consideration of the Company’s actual circumstances, election criteria,
selection procedures and term of service for Directors and senior management of the Company, submit the
resolution to the Board for approval. The Nomination Committee may select candidates for Directors and
Senior Management of the Company according to the Company’s needs within the extent permitted by
statutory requirements, Laws and regulations by making reference to their occupations, education, job titles,
detailed work experience and their part-time jobs.

The Company is of the view that the diversity of the Board is one of the essential factors in sustaining the
competitive edge of the Company and facilitating the sustainable development of the Company. The Company
formulated the Board Diversity Policy (the “Policy”). Under the Policy, when considering the composition of the
Board, various aspects would be considered for the Board Diversity Policy, including but not limited to gender,
age, cultural and education, background, professional qualifications, skills and knowledge etc. On top of the
above basis, in accordance with several objective conditions such as comprehensive values that the candidates
can bring to the business and development of the Company, contributions that the candidates can make to
the Board whilst ensuring the diversity of the Board, decisions can be made thereafter. In order to ensure the
effectiveness of the Policy, the Nomination Committee will periodically monitor and review the Policy. The
Company is of the view that the current composition of the Board is a balanced and diversified mix that is
suitable for the Company’s business development.
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Special Committees of the Board (continued)
Strategic Committee

The Strategic Committee under the Eighth Session of Board is comprised of three Directors. The Chairman
of the committee is Mr. Zhu Baoguo (Non-executive Director), and other committee members are Mr. Tao
Desheng (Executive Director) and Mr. Zhong Shan (Non-executive Director). The key responsibilities of the
Strategic Committee are to conduct research on the Company’s long term development strategy and major
investment decisions, and give recommendations thereon. During the year, the Strategic Committee did not
convene any meeting.

Attendance of Special Committees of the Board
During the year, attendance of special committees of the Board was as follows:
Attendance of relevant meetings

during their term of office/ Number of relevant meetings
held during their term of office

Meetings of
Remuneration
Meetings of Meetings of and Meetings of
Audit Nomination Assessment Strategic
Name Position Committee Committee Committee Committee
Mr. Tao Desheng ( F8 72 %) Executive Director/ N/A 33 22 0/0
Vice Chairman and President
Mr. Zhu Baoguo ( &1RED) Non-executive Director/ N/A N/A N/A 0/0
Chairman
Mr. Zhong Shan (&1L % 4 ) Non-executive Director N/A N/A N/A 0/0
Mr. Xu Yanjun (%R E L 4E) Independent Non-executive 6/6 N/A 22 N/A
Director
Mr. Xie Yun (& #z 5% & ) (Note) Independent Non-executive 3/3 11 N/A N/A
Director
Mr. Guo Guoging ( 2P EIE % 4 ) Independent Non-executive 6/6 33 22 N/A
Director
Mr. Yang Bin (1532 % & ) (Note) Independent Non-executive 33 212 N/A N/A
Director

Note: Mr. Yang Bin retired upon expiry of tenure of service on 26 June 2015. Mr. Xie Yun served as Chairman of
Nomination Committee and a member of Audit Committee of the Eighth Board of the Company from 26 June 2015.
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Auditors and Remuneration

On 26 June 2015, after consideration and approval at the 2014 Annual General Meeting of the Company
the appointment of Ruihua Certified Public Accountants (LLP) as the auditors firm of the Company for
the year 2015 has been approved. As at the end of the year, remunerations payable to Ruihua Certified
Public Accountants (LLP) for its audit services and non-audit services to the Group in 2015 amounted to
RMB 1,380,000 (tax inclusive) and RMB1,850,000 (tax inclusive), respectively. The non-audit services includes
annual internal control audit, review of half yearly financial statements and asset reorganisation audit.

Declaration of responsibility borne by Ruihua Certified Public Accountants (LLP) for financial reporting of the
Company is set out in the “Auditors’ Report” in Chapter X “Financial Report” of this annual report.

Supervisors and Supervisory Committee

The Supervisory Committee of the Company is accountable to all Shareholders, responsible for overseeing the
legal compliance of financial matters of the Company as well as performance of responsibilities by Directors,
the President and other senior management, and safeguarding the legal interests of the Company and
shareholders. The Supervisory Committee consists of two shareholders’ representatives and one employee
representative of the Company. The positions of Supervisors held by shareholder, representatives are subject to
election and removal at shareholders’ general meetings, and the position of Supervisor held by an employee
representative is subject to democratic election and removal by the employees of the Company.

Communication with Shareholders

The Company attaches high importance to its effective communication with shareholders through which the
shareholders can conduct clear assessment on the results of the Group, and make inquiries to the Board. Major
ways of communication between the Company and shareholders are as follows:

Information disclosure on the Company’s website

The Company will use the most comprehensive and timely manner for disclosure of all significant information
related to the Group to those who are interested in receiving the Company’s information. The Company's
website (www.livzon.com.cn) may provide important information related to the Group’s activities and
corporate issues (such as annual reports and half-yearly reports to shareholders, announcements, business
development and operation, corporate governance practice and other information etc.) available for inspection
by shareholders and other stakeholders. In addition, announcements issued through the Hong Kong Stock
Exchange are also available on the website of the Company.

Convening of shareholders’ general meetings

Shareholders’ general meetings serve as a useful platform for the Board's direct communication with
shareholders. The Company will submit separate resolutions at the shareholders’ general meeting on
substantially different topics for discussion, reserve sufficient time for direct communication and exchange
between senior management of the Company and shareholders attending the meeting, and answer various
inquiries made by shareholders.
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Shareholders’ Rights
Procedure for convening shareholders’ general meetings by shareholders

Pursuant to Article 73 of the Articles of Association: “shareholders, individually or jointly, holding 10%
or more of the Company’s shares may request the Board to convene an extraordinary general meeting of
shareholders or a class meeting, and such proposals shall be made to the Board in writing. For such proposal,
the Board shall, in accordance with laws, administrative regulations and this Articles of Association, make a
written response as to whether or not it agrees to convene an extraordinary general meeting of shareholders
or a class meeting, within 10 days upon receipt of such proposal.

If the Board agrees to convene the extraordinary general meeting or class meeting of shareholders, a notice of
such meeting shall be issued within 5 days after the resolution of the Board is passed. Changes made to the
original proposal in the notice shall be approved by the relevant shareholder.

If the Board disagrees to convene the extraordinary general meeting or class meeting of shareholders, or
fails to give a relevant notice within 10 days after the receipt of the request, shareholders, individually or
jointly, holding 10% or more of the Company’s shares may request the Supervisory Committee to convene an
extraordinary general meeting of shareholders or a class meeting, and such proposals shall be made to the
Supervisory Committee in writing.

If the Supervisory Committee agrees to convene the extraordinary general meeting or class meeting of
shareholders, a notice of such meeting shall be issued within 5 days after the receipt of the request. Changes
made to the original proposals in the notice shall be approved by the relevant shareholder.

If the Supervisory Committee fails to give a relevant notice of the general meeting within the designated
period, it shall be deemed that the Supervisory Committee fails to convene and preside over the shareholders’
general meeting. The shareholder(s) continuously holding 10% or more of the shares of the Company for 90
days or more individually or collectively may convene and preside over the meeting by himself/themselves.

All reasonable expenses incurred by the shareholders to convene a shareholder’'s general meeting where the
Board and the Supervisory Committee fail to do so shall be assumed by the Company. Any sum so assumed
shall be set off against any sums owed by the Company to the defaulting Directors.”

Pursuant to Articles 74, 75 and 76 of the Articles of Association: “Supervisory Committee or Shareholder(s)
decide(s) to convene the general meeting by itself/themselves, it/they shall issue a written notice to the Board
and file with the local office of CSRC and the stock exchange.

Shareholding proportion of the convening shareholders who intend to convene a shareholders’ general

meeting shall not be less than 10% prior to announcement of the resolution of the shareholders’ general
meeting.
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Shareholders’ Rights (continued)
Procedure for convening shareholders’ general meetings by shareholders (continued)

To convene a Supervisory Committee meeting or a shareholders’ general meeting, corresponding supporting
materials shall be submitted to the local office of CSRC and the stock exchange when issuing the notice of
convening a shareholders’ general meeting and declaring the resolution of shareholders’ general meeting.

For a Supervisory Committee meeting or a shareholders’ general meeting convened by shareholders, the Board
and the Secretary to the Board shall coordinate accordingly. The Board shall provide the register of members as
at the registered date for entitlements of shares.

All necessary expenses incurred by the shareholders to convene a shareholder’s general meeting shall be
assumed by the Company.”

Procedure for delivering shareholders’ inquiries to the Board

Shareholders may, at any time through the Secretary to the Board (Company Secretary), forward their inquiries
and matters of concern to the Board of the Company in writing. For contact details of the Secretary to the
Board (Company Secretary), please refer to relevant content as set out in section Il of this annual report. The
Secretary to the Board (Company Secretary) will forward shareholders’ inquiries and matters of concern to the
Board of the Company and/or relevant committees under the Board (if appropriate), in order to respond to
shareholders’ queries.

Procedure for submission of shareholders’ proposals to shareholders’ general meetings

Pursuant to Article 78 of the Articles of Association: “The Company convenes general meeting, the Board,
Supervisory Committee and shareholder(s) individually or jointly holding 3% or more of the Company’s shares
shall have the right to submit proposed resolutions to the Company for a shareholders’ general meeting of the
Company. If those proposals are within the functions and powers of the shareholders’ general meeting, they
are required to be added to the agenda of the general meeting.

The shareholder(s) individually or jointly holding 3% or more of the Company’s shares may submit extra
proposed resolutions in writing to the convener of a shareholders’ general meeting in writing 10 days prior
to the meeting. The convener shall issue a supplementary notice of the shareholders’ general meeting and
announce the contents of such extra proposed resolutions within 2 days after receipt thereof.

Except as provided by the preceding clause, the convener of a shareholders’ general meeting shall not amend
the proposed resolutions set out in the notice of the meeting or add any new proposed resolutions subsequent
to the issue of the notice of the shareholders’ general meeting.

Proposals which are not specified in the notice of the shareholders’ general meeting or which do not comply

with Article 77 of the Articles of Association shall not be voted and resolved at the shareholders’ general
meeting and become resolutions.”
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Shareholders’ Rights (continued)
Investors’ relations

The Company serves and visits investors to introduce the business of the Group in a timely manner. In addition,
the Company will promptly answer questions raised by the public and individual shareholders through calls,
interactive platform for the Shenzhen Stock Exchange, etc. Under any circumstances, the Company will adopt
prudent attitude to ensure no selective disclosure of any information that affects share prices.

Articles of Association

During the year, the Company amended the Articles of Association three times.

(1) The board has been granted mandate to handle matters related to the Restricted A Shares Incentive
Scheme (including appropriate amendments to the Articles of Association) by the Company on the 2015
First Extraordinary General Meeting, the 2015 First Class Meeting of A Shareholders and the 2015 First
Class Meeting of H Shareholders convened on 13 March 2015. Since there were changes in the share
capital and the registered capital of the Company as a result of the completion of the First Grant under
the Restricted A Shares Incentive Scheme, provisions in relation to share capital and registered capital
in the Articles of Association were amended by the Company on 14 April 2015, details of which is
available in the announcement of the Company dated 14 April 2015 as posted on the websites of the
Company and the Hong Kong Stock Exchange.

(2) Given the increase in share capital and registered capital of the Company on 14 August 2015 (as a
result of the 2014 Equity Distribution and transfer of share capital) and in compliance with relevant
requirements of “Guideline for Articles of Association of Listed Companies (2014 revision)” issued by
the CSRC and taking into consideration the actual situation of the Company, part of the Articles of
Association was amended and refined by the Company and was considered and approved at the 2015
Second Extraordinary General Meeting convened on 11 November 2015 and implemented thereafter.
Details for the amendment is available in the circular of the Company dated 22 October 2015 as posted
on the websites of the Company and the Hong Kong Stock Exchange.

(3) Since there were changes in the share capital and registered capital of the Company as a result of
the completion of the repurchase and cancellation of locked restricted shares granted to the Incentive
Participants who no longer satisfy the conditions for participating in the Incentive Scheme, and the
granting of Reserved Restricted Shares to the Incentive Participants on 14 December 2015 and 29
December 2015 respectively, provisions in relation to share capital and registered capital in the Articles
of Association were amended by the Company on 29 December 2015. Details for the amendment is
available in the announcement of the Company dated 29 December 2015 as posted on the websites of
the Company and the Hong Kong Stock Exchange.

Company Secretary

Ms. Cheng Pik Yuk of Tricor Services Limited, an external service provider of the Company, has been engaged
by the Company as Assistant Company Secretary. The primary contact person at the Company is Mr. Yang
Liang, the Secretary to the Board of the Company (Company Secretary).

Both Mr. Yang Liang and Ms. Cheng Pik Yuk took no less than 15 hours of relevant professional training during
the year.
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SUBSTANTIAL CONNECTED TRANSACTION DISCLOSED PURSUANT TO THE

SHENZHEN LISTING RULES

Connected Transactions in the Ordinary Course of Business

MAJOR EVENTS

Proportion to
Description of Pricing principle Amount of transaction
Relationships with Type of connected connected of connected connected amount of the
Transactions with connected persons connected persons transactions transactions transactions transaction same category
(RMB'0,000)
Zhuhai Joincare Pharmaceutical Co., Ltd. Subsidiary of the controlling shareholder ~ Sale of commodities Sale of finished goods Determined by negotiation 0.74 0.00%
(FERETENEEERDR) based on market price
Guangdong Blue Treasure Pharmaceutical Associate Sale of commodities Sale of finished goods Determined by negotiation 395253 0.61%
Co.Ltd. (EREBHEERAA) based on market price
Guangzhou Joincare Respiratory Drugs Subsidiary of the controlling shareholder ~ Sale of commodities Sale of finished goods Determined by negotiation 9.40 0.00%
Engineering Technology Co., Ltd. based on market price
(BNERTHRENIRENERAR)
Shenzhen Haibin Pharmaceutical Co., Ltd. Subsidiary of the controlling shareholder  Provision of services Subcontracting charge Determined by negotiation 151.08 56.06%
(MImERREERAR) based on market price
Zhuhai Joincare Pharmaceutical Co., Ltd. Subsidiary of the controlling shareholder  Provision of services Water. electricity and power  Determined by negotiation 54.32 8.58%
(FERRTENEEERAR) based on market price
Guangdong Blue Treasure Pharmaceutical Associate Provision of services Water. electricity and power  Determined by negotiation 573.49 90.63%
Co.ltd (BREBHERRDA) based on market price
Jiaozuo Joincare Pharmaceutical Industry Group  Subsidiary of the controlling shareholder  Procurement of goods ~ Procurement of raw materials  Determined by negotiation 26,640.80 14.71%
Co, Ltd. (EfERRTEMBRARDA) based on market price
Shenzhen Haibin Pharmaceutical Co., Ltd. Subsidiary of the controlling shareholder  Procurement of goods ~ Procurement of raw materials ~ Determined by negotiation 2,756.63 152%
(MImERREERAR) based on market price
Health Pharmaceutical (China) Co,, Ltd. Subsidiary of the controlling shareholder  Procurement of goods  Procurement of goods Determined by negotiation 13.95 0.01%
(BRER (vE)ARRA) based on market price
Shenzhen Taitai Gene Engineering Co., Ltd. Subsidiary of the controlling shareholder ~ Procurement of goods ~ Low-valued consumables Determined by negotiation 0.85 0.00%
(MIAAERIRARARA) based on market price
Guangdong Blue Treasure Pharmaceutical Associate Procurement of goods  Procurement of raw materials  Determined by negotiation 58.81 0.03%
Co.Ltd. (EREZHEERAR) based on market price
Joincare (ERTT) Controlling shareholder Procurement of goods  Procurement of finished goods  Determined by negotiation 380 0.00%
based on market price
Shenzhen Taitai Pharmaceutical Co., Ltd. Subsidiary of the controlling shareholder ~ Procurement of goods ~ Procurement of raw materials  Determined by negotiation 1.49 0.00%
(RIAREEERAA) based on market price
Jiaozuo Joincare Pharmaceutical Industry Group ~ Subsidiary of the controlling shareholder ~ Acceptance of services  Water. electricity and power  Determined by negotiation 13419 0.53%
Co., Ld (EfERETANERERAR) based on market price
Zhuhai Joincare Pharmaceutical Co., Ltd. Subsidiary of the controlling shareholder ~ Renting out of assets Renting out of office premises  Determined by negotiation 36.18 12.48%
(HERRTENBEERAR) based on market price
Health Pharmaceutical (China) Co., Ltd. Subsidiary of the controlling shareholder ~ Renting out of assets Renting out of office premises  Determined by negotiation 9.99 3.45%
(BREZ (PE)ARDA) based on market price
Jiaozuo Joincare Pharmaceutical Industry Group ~ Subsidiary of the controlling shareholder ~ Hiring of assets Renting out of office premises  Determined by negotiation 3.60 2.19%
Co, Ltd. (EfERRTEMBRARDE) based on market price
Joincare (&) Controlling shareholder Hiring of assets Renting out of office premises  Determined by negotiation 65.89 40.03%
based on market price
Total - 34,467.75 -

Substantial amount of returned products

Projected total amount of connected transactions in the ordinary course of business during the current period by type and actual performance during the

reporting period

Reason for the significant difference between the transaction amounts and referential projection amounts (if applicable)
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Not applicable

During the year, the amount of connected transactions actually occurred
between the Company and its controlling shareholder and subsidiaries
was RMB299,000,000,representing 87.94% of the projected amount
approved by the general meeting of shareholders, the board and
operational management of the Company; the amount of connected

transactions actually occurred between the Company and other related

parties (Guangdong Blue Treasure Pharmaceutical Co. Lid. (REEEZE
AR ) was RMB46,000,000, representing 13.53% of the projected
amount approved by the general meeting of shareholders, the board and

operational management of the Company.

Not applicable
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MAJOR EVENTS

SUBSTANTIAL CONNECTED TRANSACTION DISCLOSED PURSUANT TO THE
SHENZHEN LISTING RULES (continued)

Connected Transactions relating to Acquisition and Disposal of Assets or Equity

Type of Description of Carrying
Relationships with connected connected Pricing principle of amounts of  Profit/loss on
Related parties connected persons transactions transactions connected transactions transfer assets  transactions
(RMB'0,000) (RMB'0,000)
Jiaozuo Joincare Pharmaceutical Industry Group Co., Ltd. ~ Subsidiary of the controlling Sale of assets Sale of equipments  Determined by negotiation 688.53 688.53
(EfERETENELERAT) based on market price
Jiaozuo Joincare Pharmaceutical Industry Group Co., Ltd.  Subsidiary of the controlling  Purchase of assets Purchase of Determined by negotiation 260.79 260.79

(EfERBETENHLERAT) equipment based on market price

Reason for the significant difference between the transference amounts and
carrying amount or referential projection amounts (if applicable)
Impact on the Company's operating results and financial statements

Results achievement during the reporting period, if relevant transactions are involved

in contractual results

Not applicable

Results achievement during the reporting period, if relevant transactions are involved in contractual results

Not applicable

Credits and Debts with Connected Persons

Liabilities receivable to the connected persons

Use of Balance at the Amount Balance
Relationships with extraordinary beginning of  Amount increased recovered for at the end of
Connected parties connected parties Reason for occurrence capital the period for the year the year the year
(RMB'0,000) (RMB'0,000) (RMB'0,000) (RMB'0,000)
Zhuhai Joincare Pharmaceutical Co., Ltd. Subsidiary of the controlling  Sales of goods, provision of ~ No 161 93.50 87.56 7.55
(HBRETENEEERLA) shareholder services, leasing of assets
Guangdong Blue Treasure Pharmaceutical Co. Ltd. Associate Sale of goods No 1,067.66 4,624.47 3,951.13 1,741.00
(EREENEERAT)
Guangzhou Joincare Respiratory Drugs Subsidiary of the controlling  Sale of goods No - 11.00 11.00 -
Engineering Technology Co., Ltd. shareholder
(BEMERTIRENIERTERAR)
Jiaozuo Joincare Pharmaceutical Industry Group Co., Ltd.  Subsidiary of the controlling  Sale of goods, equipment No 5.00 805.58 810.58 -
(BERRTENRRERAR) shareholder
Zhuhai Joincare Pharmaceutical Co., Ltd. Subsidiary of the controlling  Leasing of assets No 3.03 8.40 8.12 331
(GERRTENREERAR) shareholder
Health Pharmaceutical (China) Co., Ltd. Subsidiary of the controlling  Leasing of assets No 083 9.9 9.9 083
(BREE (FE)ERAR) shareholder
Guangdong Blue Treasure Pharmaceutical Co. Ltd. Associate Provision of services No 87.63 685.39 656.24 116.78
(EREENEERAT)
Shenzhen Haibin Pharmaceutical Co., Ltd. Subsidiary of the controlling  Subcontracting charge No - 22573 176.76 4897

(RITBEREERAR)

shareholder

Effect of creditors with connected parties on the operating results and

financial position of the Company

The creditors mainly arose from ordinary course of business of the Company. There is no significant effect on the operating results
and financial position of the Company

Livzon Pharmaceutical Group Inc. Annual Report 2015



MAJOR EVENTS

SUBSTANTIAL CONNECTED TRANSACTION DISCLOSED PURSUANT TO THE

SHENZHEN LISTING RULES (continued)

Credits and Debts with Connected Persons (continued)

Liabilities payable to the connected persons

Amount Amount
Balance at increased for recovered for Balance
Relationships with Reason for the beginning the current the current  at the end of
Connected parties connected parties occurrence of the period period period the period
(RMB'0,000) (RMB'0,000) (RMB'0,000) (RMB'0,000)
Jiaozuo Joincare Pharmaceutical Subsidiary of the controlling Purchase of goods, 8,424.32 31,474.86 27,971.39 11,927.79
Industry Group Co., Ltd. shareholder equipment
(BERETENRRBRAR)
Shenzhen Haibin Pharmaceutical Co., Ltd. Subsidiary of the controlling Purchase of goods - 3,225.26 2,623.42 601.84
(RIImEEREERAA) shareholder
Health Pharmaceutical (China) Co., Ltd. Subsidiary of the controlling Purchase of goods 5.55 16.32 21.87 -
(RREZ (RE)BRDA) shareholder
Shenzhen Taitai Gene Engineering Co., Ltd. Subsidiary of the controlling Purchase of goods 0.50 1.00 1.50 -
(RIAAERIRERRDR) shareholder
Guangdong Blue Treasure Pharmaceutical Associate Purchase of goods 4.41 68.81 66.66 6.56
Co. Ltd. (EREBEHERRNA)
Joincare (#E7T) Controlling shareholder Purchase of goods, - 70.33 70.33 -
lease of assets
Shenzhen Taitai Pharmaceutical Co., Ltd. Subsidiary of the controlling Purchase of raw - 1.75 1.75 -
(RINAXEZBRARA) shareholder material
Jiaozuo Joincare Pharmaceutical Industry Subsidiary of the controlling Collection and 5.45 139.11 73.33 71.23
Group Co., Ltd. shareholder advance payment
(EERRTEMERERDA) to social security
fees, telephone
bills, lease of assets
and acceptance of
service
Shenzhen Haibin Pharmaceutical Co., Ltd. Subsidiary of the controlling Collection and - 4.61 4.61 -
(RYTERHERRRA) shareholder advance payment
to social security
fees
EPIRUS SWITZERLAND GmbH Subsidiary of company Research and - 949.55 - 949.55
in which our Directors development
hold leadership cooperation
Topsino Industries Limited Subsidiary of the controlling Dividend payable 251.73 251.73

(RBEXERAA)

shareholder

Effect of creditors with connected parties on the operating results and financial

position of the Company

The creditors mainly arose from ordinary course of business of the Company. There is no
significant effect on the operating results and financial position of the Company
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MAJOR EVENTS

SUBSTANTIAL CONNECTED TRANSACTION DISCLOSED PURSUANT TO THE
SHENZHEN LISTING RULES (continued)

Other Major Connected Transactions
Collaboration with EPIRUS SWITZERLAND GmbH

On 24 September 2015, Livzon MABPharm Inc. (“Livzon MABPharm”, a subsidiary controlled by the Company)
entered into the New Collaboration Compound Supplement to the Collaboration Agreement by and between
EPIRUS SWITZERLAND GmbH and LIVZON MABPHARM INC. (Epiruslit =B R A 7 —ER /8T B IR E J1 £ W H 1T
ERARFAELEWHEITA B #) (the “Collaboration Agreement”) with EPIRUS SWITZERLAND GmbH
("Epirus”).

As Mr. Fu Daotian, an executive director of the Company, is the existing director of EPIRUS
BIOPHARMACEUTICALS, INC., and EPIRUS BIOPHARMACEUTICALS, INC. indirectly holds the entire equity
interests of Epirus, the signing of the Collaboration Agreement between Livzon MABPharm and Epirus
constitutes a connected transaction under the Shenzhen Listing Rules.

Establishment of Youbao Technology Corporation (B E R K A7)

On 20 November 2015, the management of the Company resolved and approved the joint investment with
XuYuan (#FJ8) , Shenzhen Angel Health Industry Investment Limited Partnership CRIITH K E @ FEEZKE
A ¥ %) and Shenzhen City Xiang Rui Investment Development Co., Ltd CEIITHEREEREGRE Q7)) to
establish Shenzhen City Youbao Technology Co., Ltd (“Youbao Technology”) CEIIT B BRI AR AR ("AE
") ), a limited company that focuses on the mobile health care business, with the view to leverage on the
competitive edges of the Company in terms of sales resources and specialty products in the fertility medicine
field.

The registered capital of Youbao Technology amounts to RMB10.00 million, of which RMB3.00 million was
contributed by the Company, which holds 30% of its shares; RMB1.50 million was contributed by XuYuan
(#FJ8) , which holds 15% of its shares; RMB2.50 million was contributed by Shenzhen Angel Health Industry
Investment Limited Partnership GRIITT REEEEFIZREESZEE), which holds 25% of its shares; and
RMB3.00 million was contributed by Shenzhen City Xiang Rui Investment Development Co., Ltd. CRIITTHE
®EZREAR AT, which holds 30% of its shares.

As Mr. Xu Guoxiang, the Vice President of the Company, is the chairman of Shenzhen City Xiang Rui
Investment Development Co., Ltd ORI HEREZERBR A E]), the establishment of company constitutes

a connected transaction under the Shenzhen Listing Rules.

Capital Injections to Livzon MABPharm

For details of the connected transactions constituted by capital injections to Livzon MABPharm under the
Shenzhen Listing Rules, please refer to page 71 of this annual report.

Save for the above, the Group has no other major connected transactions during the year.
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MAJOR EVENTS

CONNECTED TRANSACTIONS DEFINED IN HONG KONG LISTING RULES
Connected Persons

As the controlling shareholder of the Company, Joincare (#2FZ7T) and the subsidiaries under its control
(excluding the Group) are connected persons of the Company under the provisions of Rule 14A.13(1) and Rule
19A.04(b) of the Hong Kong Listing Rules.

One-Off Connected Transactions
Capital Injections to Livzon MABPharm

"Capital injections to Livzon MABPharm for its investment in the construction of Research & Development
and Industrialization of therapeutic antibody-based drugs” is one of the Non-public Issuance of A Shares
proceeds-funded projects organized by the Company. “Research & Development and Industrialization of
therapeutic antibody-based drugs” is implemented by Livzon MABPharm, which is jointly invested and held
by the Company as to 51% and Joincare (§#EZ 7t ) , the Controlling Shareholder of the Company, as to 49%.
The Company intends to invest in Livzon MABPharm by way of capital increase through the fund raised by
non-public issuance of A Shares, Joincare (22 7T) will increase capital in Livzon MABPharm on pro-rata
basis according to the proportion of its existing shareholding (the “Capital Injection”). On 2 November 2015,
the Company and Joincare (#2EE 7t ) signed the “Framework Agreement on the Capital Injections to Livzon
MABPharm Inc.* by Livzon Pharmaceutical Group Inc.* and Joincare Pharmaceutical Industry Group Co.”

The Capital Injection is based on the principle of “voluntary contribution, fair and reasonable, interest and risk
sharing”, of which the Company and Joincare (2 7T ) will make capital injections in cash on pro-rata basis
according to the proportion of their existing shareholdings, details are as follows: the Company and Joincare
(2B 7T ) will jointly inject capital to Livzon MABPharm in an total amount of RMB600 million in cash, of which
the Company will inject RMB306 million, of which RMB51 million will become the paid-in registered capital,
and the remaining RMB255 million will be accounted as capital reserves; Joincare ({7t ) will inject RMB294
million, of which RMB49 million will become the paid-in registered capital, and the remaining RMB245 million
will be accounted as capital reserves. After the Capital Injection, the registered capital of Livzon MABPharm
will increase to RMB600 million, the shareholding of the Company and Joincare (&) in Livzon MABPharm
will remain unchanged as 51% and 49% respectively.

The Company and Joincare (57T ) both confirmed that the capital injection of RMB600 million in Livzon
MABPharm will be earmarked for the construction of “Research & Development and Industrialization of
therapeutic antibody-based drugs”. The aforementioned proceeds of RMB600 million shall be injected to
Livzon MABPharm proportionally in accordance with the development requirements for the construction of
"Research & Development and Industrialization project of therapeutic antibody-based drugs” by installments.
The capital injection shall commerce before 31 December 2016.

The main purpose of the capital injection in Livzon MABPharm by the Company and Joincare (2T ) is to
satisfy its funding needs for “Research & Development and Industrialization of therapeutic antibody-based
drugs”, ensure the successful implementation of the project, and facilitate the Company in achieving its long-
term development strategic target in the bio-pharmaceutical field. The Capital Injection will not materially
affect the financial status and operational results of the Company. The implementation of proceeds-funded
projects will speed up the Company’s progress in laying out a bio-pharmaceutical field with its focus in
monoclonal antibody drugs.
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MAJOR EVENTS

CONNECTED TRANSACTIONS DEFINED IN HONG KONG LISTING RULES

(continued)
One-Off Connected Transactions (continued)
Capital Injections to Livzon MABPharm (continued)

Joincare (f2FZ7T) is the Controlling Shareholder of the Company, as at the date of the Annual Report, it
directly and indirectly held and controlled a total of 45.90% equity interests in the issued share capital of the
Company, since Joincare (25T ) held 49% equity interests in Livzon MABPharm, therefore, pursuant to the
requirements under Chapter 14A of the Hong Kong Listing Rules, Joincare ({£Z7T) and Livzon MABPharm are
Connected Persons of the Company. Therefore, pursuant to the requirements under Chapter 14A of the Hong
Kong Listing Rules, the Capital Injection constitutes a connected transaction of the Company. Since Joincare
(#2F27T) , the Controlling Shareholder of the Company will make capital injections on pro-rata basis according
to the proportion of their existing shareholdings in Livzon MABPharm, therefore pursuant to Rule 14A.92(1)
of the Hong Kong Listing Rules, the Capital Injection is exempted from the announcement, reporting and
shareholders’ approval requirements.

Since Joincare (2T ) is the Controlling Shareholder of the Company, the Capital Injection also constitutes
a connected transaction of the Company under the Shenzhen Listing Rules. The capital injection amount of
the Company is RMB306 million, attributing to 7.50% of the latest audited net asset value of the Company
(RMB4,082.4215 million). Pursuant to the Shenzhen Listing Rules and other relevant laws and regulations and
relevant requirements of the Articles of Association, the Capital Injection was approved and effected by the
shareholders of the Company by a special resolution on the 2015 Third Extraordinary Meeting of the Company.

For details of the non-public issuance of A shares, please refer to page 80 of this annual report.

The Grant of the Restricted Shares under the Restricted A Shares Incentive Scheme

The grant of the Restricted Shares under the Restricted A Shares Incentive Scheme to connected persons of the
Company constituted a non-exempt connected transaction of the Company, and will be subject to reporting,
announcement and independent Shareholders’ approval requirements under Chapter 14A of the Hong Kong
Listing Rules. Mr. Tao Desheng and Mr. Yang Daihong, both being executive Directors and Incentive Participants
under the Restricted A Shares Incentive Scheme, have abstained from voting at the Board meeting to approve
the proposed adoption of the Restricted A Shares Incentive Scheme and the Proposed Grant.

For details of the Restricted A Shares Incentive Scheme, please refer to page 39 sof this annual report.

Continuing Connected Transactions

On 5 September 2014, the Company and Joincare (f£EZJT ) entered into the New Joincare (#257T ) Purchases
Agreement to revise the existing annual caps for the two years ended 31 December 2014 and 2015 to
RMB260 million and RMB280 million respectively, and to set the annual cap for the year ending 31 December
2016 in respect of the transactions contemplated under the New Joincare (2% T ) Purchases Agreement at
RMB460 million.

The aggregate amount of the products and raw materials to be procured from the Joincare (#2527t ) Group for
the year ending 31 December 2015 and 2016 is expected to exceed the abovementioned annual caps. In view
of the above, the Company and Joincare ({2 T ) entered into a supplementary agreement on 24 September
2015 to further revise the annual caps for the two years ending 31 December 2015 and 2016, in compliance
with Rule 14A.54 of the Hong Kong Listing Rules.
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MAJOR EVENTS

CONNECTED TRANSACTIONS DEFINED IN HONG KONG LISTING RULES

(continued)
Continuing Connected Transactions (continued)

Pursuant to the supplementary agreement, the Company and Joincare (£ 7T ) agreed to further revise
the annual caps for the two years ending 31 December 2015 and 2016 to RMB340 million and RMB572
million respectively. Save for the abovementioned amendments, all other terms of the New Joincare (##5E
JC) Purchases Agreement shall remain unchanged and in full force. The supplementary agreement has been
approved and effected on the 2015 Second Extraordinary Meeting of the Company convened on 11 November
2015.

At the time when the Supplementary Agreement was entered into, Joincare (£ Z 7T ) directly and indirectly
owned approximately 46.04% of the total issued share capital of the Company and therefore is the controlling
Shareholder of the Company. Accordingly, Joincare (#2Z7T) and its associates are connected persons of
the Company and the transactions contemplated under the Supplementary Agreement constitute continuing
connected transactions of the Company under Chapter 14A of the Hong Kong Listing Rules. For details of the
transaction mentioned above, please refer to the announcement dated 24 September 2015 and the Circular
dated 22 October 2015 of the Company.

As considered and approved at the 2015 Second Extraordinary General Meeting of the Company, the annual
cap of products to be procured from the Joincare Group for the year ended 31 December 2015 is RMB340
million, while the aggregate amount of purchase arising from the transaction between the Company and
Joincare (& FZJT) constituting “continuing connected transactions” under Chapter 14A of the Hong Kong
Listing Rules was RMB294.18 million.

Proportion to

Amount of transaction
Pricing principle connected amount of
Type of connected  of connected transactions the same
Connected Persons Relationships transactions transactions in 2015 category
(RMB'0,000) (%)
Zhuhai Joincare Pharmaceutical Co., Ltd. Subsidiary of the  Sale of goods Determined by 0.74 0.00%
(KEBRETENEEERRA) controlling negotiation based on
shareholder market price
Guangzhou Joincare Respiratory Drugs  Subsidiary of the  Sale of goods Determined by 9.40 0.00%
Engineering Technology Co., Ltd. controlling negotiation based on
(BN B o Y TR 2 T A2 B i shareholder market price
BRATF)
Shenzhen Haibin Pharmaceutical Co., Ltd. Subsidiary of the  Provision of service ~ Determined by 151.08 56.06%
(RITEERERRDR) controlling negotiation based on
shareholder market price
Zhuhai Joincare Pharmaceutical Co., Ltd. Subsidiary of the  Provision of service  Determined by 54.32 8.58%
(KBRETENEEERRA) controlling negotiation based on
shareholder market price
Jiaozuo Joincare Pharmaceutical Industry ~ Subsidiary of the  Purchase of goods Determined by 26,640.80 14.71%

Group Co., Ltd. (FBfERETAENE M
BRAA)

controlling
shareholder
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MAJOR EVENTS

CONNECTED TRANSACTIONS DEFINED IN HONG KONG LISTING RULES

(continued)

Continuing Connected Transactions (continued)

Proportion to

Amount of transaction
Pricing principle connected amount of
Type of connected  of connected transactions the same
Connected Persons Relationships transactions transactions in 2015 category
(RMB"0,000) (%)
Shenzhen Haibin Pharmaceutical Co., Ltd. Subsidiary of the  Purchase of goods Determined by 2,756.63 1.52%
(RImBEREBRAR) controlling negotiation based on
shareholder market price
Health Pharmaceutical (China) Co., Ltd.  Subsidiary of the  Purchase of goods Determined by 13.95 0.01%
(e (hE)BRAF) controlling negotiation based on
shareholder market price
Shenzhen Taitai Gene Engineering Co.,  Subsidiary of the  Purchase of goods Determined by 0.85 0.00%
Ld. ORIARERATIRERAA) controlling negotiation based on
shareholder market price
Joincare (R 7T) Controlling Purchase of goods Determined by 3.80 0.00%
shareholder negotiation based on
market price
Shenzhen Taitai Pharmaceutical Co., Ltd. Subsidiary of the  Purchase of goods Determined by 1.49 0.00%
(RIAKREEBBRRAR) controlling negotiation based on
shareholder market price
Jiaozuo Joincare Pharmaceutical Industry  Subsidiary of the  Acceptance of service Determined by 134.19 0.53%
Group Co., Ltd. (EfERRETEMESR  controlling negotiation based on
BRRE) shareholder market price
Zhuhai Joincare Pharmaceutical Co., Ltd. Subsidiary of the  Lease of assets Determined by 36.18 12.48%
(KERETENBEERAA) controlling negotiation based on
shareholder market price
Health Pharmaceutical (China) Co., Ltd.  Subsidiary of the  Lease of assets Determined by 9.99 3.45%
(BEEE(FB)BERATF) controlling negotiation based on
shareholder market price
Jiaozuo Joincare Pharmaceutical Industry  Subsidiary of the  Lease of assets Determined by 3.60 2.19%
Group Co., Ltd. (EERETEMESR  controlling negotiation based on
BRRE) shareholder market price
Joincare (&) Controlling Lease of assets Determined by 65.89 40.03%
shareholder negotiation based on
market price
Total 29,882.91 -
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MAJOR EVENTS

CONNECTED TRANSACTIONS DEFINED IN HONG KONG LISTING RULES

(continued)
Continuing Connected Transactions (continued)

Confirmation from Independent Non-Executive Directors in respect of the above Connected
Transactions

In respect of the abovementioned continuing connected transactions between the Group and Joincare (#£5&
JC) together with its subsidiaries, the Independent Non-executive Directors of the Company have reviewed and
confirmed under Rule 14A.55 of the Hong Kong Listing Rules that:

o such transactions were entered in the Group’s ordinary and usual course of business;
° such transactions were conducted on normal commercial terms; and

. such transactions were conducted in accordance with the agreements in relation thereto, which are fair
and reasonable and in the interests of the shareholders of the Company as a whole.

Confirmation from the Auditors in respect of the above Connected Transactions

The auditors of the Company have examined the above continuing connected transactions, and provided a
letter to the Board under Rule 14A.56 of Hong Kong Listing Rules stating that:

o The auditors did not notice any matter which caused them to believe that the above transactions had not
been approved by the Board of the Company;

o In respect of transactions for provision of goods or services by the Group, the auditors did not notice any
matter which caused them to believe that the above transactions had not been conducted in accordance
with the pricing policies of the Group;

o The auditors did not notice any matter which caused them to believe that the above transactions had not
been conducted in accordance with the relevant agreements governing such transactions; and

o The auditors did not notice any matter which caused them to believe that the amounts of such

transactions had exceeded the Group’s annual cap of transactions for the year ended 31 December
2015.
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MAJOR EVENTS

CONNECTED TRANSACTIONS DEFINED IN HONG KONG LISTING RULES

(continued)
Connected Transactions and Related Party Transactions

Details of the connected transactions and related party transactions of the Group during the year are set out in
“Note XI. Related Party Transactions” of the financial statements of this annual report prepared in accordance
with the China Accounting Standards for Business Enterprises. Other than connected transactions disclosed as
above, there is no other related party transaction that falls under the definitions of “connected transactions”
or “continuing connected transactions” under Chapter 14A of the Hong Kong Listing Rules and is required
thereof to be disclosed.

MAJOR CONTRACTS AND ITS ENFORCEMENT
Custody, Hiring and Leasing Matters

During the year, the Company had no custody, hiring or leasing of other companies’ assets which generated
10% or more of total profit of the Company for the current period.

Guarantees

During the year, the Company had no guarantee provided for companies other than its subsidiaries. The total
guarantee for its subsidiaries amounted to RMB333.749 million. For the details, please refer to the relevant
content in “Note XI. Related Party Transactions” as set out in the section headed “Financial Report” in the
Report.

Other Major Contracts

Save for such contracts as disclosed herein, the Company did not enter into any other major contracts during
the year.

Other Material Transactions

Save for such transactions as disclosed herein, the Company did not enter into any other material transactions
during the year.

PUNISHMENT AND RECTIFICATION

During the year, the Company was not a subject of punishment nor required to make any rectification.

INTEGRITY OF THE COMPANY AND ITS CONTROLLING SHAREHOLDERS,
ULTIMATE BENEFICIAL OWNERS

The Company and its controlling shareholders, ultimate beneficial owners had no failure to comply with
effective court judgments or have a comparatively large amount of personal debts due and unsettled.
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MAJOR EVENTS

MATTERS OF COMMITMENTS

Undertakings during B-to-H Share Conversion of the Company or re-financing

Covenantors: Shenzhen Baiyeyuan Investment Co., Ltd. CRINTT A EREEER A7), Joincare (f2FET),
Mr. Zhu Baoguo (KRB ), Ms. Liu Guangxia (ZIE &) (collectively, the “Covenantors”)

Date of undertakings and their duration: 10 January 2014; These undertakings will be effective for long

term.

Details of the undertakings: Regarding the Company’s implementation of listing and trading on the Main
Board of the Hong Kong Stock Exchange by way of introduction of domestically listed foreign shares, the
Covenantors have provided the non-competition undertakings as follows:

“1.

Subject to Articles 2 and 3 below, the Covenantors together with companies and individuals controlled
thereof may not, at present or in the future, engage in businesses which may in any form, directly or
indirectly, result in competition or potential competition with the pharmaceutical research, development,
production and sale businesses by the Group from time to time (hereinafter referred to as the "Restricted
Activities”).

The Covenantors together with companies and individuals controlled thereof shall immediately notify
the Company in writing and prioritise such business opportunity to the Group on reasonable and fair
terms and conditions, upon discovering any new business opportunities which constituted competition
with the Restricted Activities. If the Group waives such business opportunity, the Covenantors together
with companies and individuals controlled thereof may accept such business opportunity on terms and
conditions no more favourable than those made available to the Group.

As long as the Covenantors together with companies and individuals controlled thereof intend to
transfer, dispose of, lease, allow to use, or otherwise transfer or allow to use such assets and businesses
which may, directly or indirectly or potentially constitute competition with the Restricted Activities
(hereinafter referred to as the “Disposal and Transfer”), the Covenantors together with companies
and individuals controlled thereof shall provide pre-emptive rights to the Group on equivalent terms.
If the Group waives such pre-emptive rights, major terms of the Disposal and Transfer between the
Covenantors together with companies and individuals controlled thereof and other third parties may not
be more favourable than the terms provided to the Group.

The Covenantors together with companies and individuals controlled thereof shall not engage in or

carry on any business which may harm the interests of the Group or other shareholders by using their
relationship with shareholders of the Group or their identity as shareholders of the Group.
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MATTERS OF COMMITMENTS (continued)

Undertakings during B-to-H Share Conversion of the Company or re-financing
(continued)

5.

The Covenantors together with companies and individuals controlled thereof shall not directly or
indirectly:

a)

at any time induce or attempt to induce the Directors, senior management or consultants belonged
to any members of the Group to terminate their employment with the Group or end their positions
as employees or consultants of the Group (as appropriate), irrespective of whether such person’s act
would breach his employment contract or consultancy contract (as appropriate); or

employ any person within three years after terminating his employment as Directors, senior
management or consultants belonging to any members of the Group (other than those who serves
as the Directors, senior management or consultants belonging to the Company and/or subsidiaries
(excluding the Group) of the Company on the date of issuing this letter of undertaking), and
such person has or may have any confidential information or commercial secrets relating to the
Restricted Activities; or

alone or jointly with any other person through or as manager, adviser, consultant, employee or
agent for or shareholder in any person, firm or company, in competition with any member of the
Group, canvass, or solicit or accept orders from or do business with any person with whom any
member of the Group has done business or solicit or persuade any person who has dealt with the
Group or is in the process of negotiating with the Group in relation to the Restricted Business to
cease to deal with the Group or reduce the amount of business which the person would normally
do with the Group or seek to improve their terms of trade with any member of the Group.

The Covenantors and subsidiaries thereof further undertake:

a)

The Covenantors and subsidiaries thereof (excluding the Group) allow and procure relevant
associates (excluding the Group) to allow the Independent Directors of the Company to review
at least once each year the compliance of this letter of undertaking by the Covenantors and
subsidiaries thereof (excluding the Group);

The Covenantors and subsidiaries thereof (excluding the Group) shall provide annual review from
Independent Directors of the Company and all necessary information in relation to execution of this
letter of undertaking;

The Group be allowed to disclose in annual reports or announcements of the decisions concerning
compliance and execution of this letter of undertaking by the Covenantors and subsidiaries thereof
(excluding the Group), after reviewed by Independent Directors of the Company;

The Covenantors (on behalf of subsidiaries thereof excluding the Group) shall provide annual
confirmation in respect of compliance of the terms of this letter of undertaking for inclusion into
annual reports of the Company.
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MATTERS OF COMMITMENTS (continued)

Undertakings during B-to-H Share Conversion of the Company or re-financing
(continued)

7. Commencing from the date of issuing this relevant letter of undertaking, the Covenantors undertake
that they shall bear related legal responsibilities and consequences arising from breach of any terms in
the relevant letter of undertaking by the Covenantors (or subsidiaries of the Covenantors excluding the
Group, and associate(s) of the Covenantors).

8.  The above undertaking shall terminate upon occurrence of the following events (whichever is earliest):
a) The Covenantors and any subsidiaries thereof cease as controlling shareholders of the Company;

b)  The shares of the Company are no longer listed on the Stock Exchange and other stock exchange
overseas (save as suspension of trading of the shares of the Company due to any reason(s)).”

Compliance of undertakings: have been complying.

Covenantors: Joincare (252 7T) and Mr. Zhu Baoguo (KIRE])

Date of undertakings and their duration: 8 March 2016; These undertakings will be effective for long
term.

Details of the undertakings: not to intervene in the operation and management of the Company beyond its
authority, nor to infringe on the interest of the Company. Compliance of undertakings: have been complying.

Compliance of undertakings: have been complying.

Covenantors: Zhu Baoguo (/KfRE), Tao Desheng (F84#2f% ), Yang Daihong (%517 ), Fu Daotian ({Hi&
M), Qiu Qingfeng (FREL ), Zhong Shan (4&1L), Xu Yanjun (#%#tE ), Wang Xiaojun (E/NE ), Zheng
Zhihua (BE2E) , Xie Yun (@ #5), Xu Guoxiang (#RE#F ), Lu Wenqi (BE3CIE ) , Si Yanxia (F13#E& ), Yang
Liang (#552)

Date of undertakings and their duration: 8 March 2016; These undertakings will be effective for long
term.

Details of the undertakings:

1. | undertake not to transfer benefits to other units or individuals at nil consideration or on unfair
conditions, nor to damage the interests of the Company by other means.

2. | undertake to impose restrictions on spending during performance of duties of directors and senior
management.
3. | undertake not to apply any assets of the Company for investments and consumption activities that are

irrelevant to the duties performed.

4. | undertake that the remuneration system set up by the Board or the remuneration committee will be
linked with the implementation of remedial measures for returns of the Company.

5. If the Company subsequently launches a share incentive scheme, | undertake that the conditions
for exercising the right in respect of the prospect share incentive scheme will be linked with the
implementation of remedial measures for returns of the Company.

Compliance of undertakings: have been complying.
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MATTERS OF COMMITMENTS (continued)
Other undertakings to minority shareholders of the Company

Convenator: Joincare (f2EE )

Date of undertakings and their duration: 17 December 2008; These undertakings will be effective for long
term.

Details of the Undertakings: “1. Joincare ({#5E st ) shall strictly follow relevant provisions of the Guiding
Opinions on Transfer of Shares subject to Trading Moratorium by Listed Companies ([2008] No. 15 notice)
issued by CSRC when transferring the Group's shares subject to trading moratorium held by it. 2. If Joincare
(#2EFE7T) plans to dispose the released tradable shares held by it through the auction system of stock
exchanges and its reduced shareholding amounts to 5% and more within 6 months since its first reduction
date, it will disclose an indicative announcement through the Group within two trading days prior to the first
reduction of shareholding.”

Compliance of the undertakings: During the year, the Covenantor had complied with the undertakings in
good faith.

SHARES PLEDGED BY THE CONTROLLING SHAREHOLDER

The Company noted on 29 May 2014, by a notice from Topsino Industries Limited ( KB EER A F])
(“Topsino”), a wholly-owned subsidiary of Joincare (f#5E 7t ), its controlling shareholder, that Topsino had
entered into an equity interests pledge agreement with Nanyang Commercial Bank to pledge its 16,000,000
H Shares (the number of shares was increased to 20,800,000 shares after the Company’s implementation of
2014 Equity Distribution) of the Company to Nanyang Commercial Bank as security for the bank loans granted
by Nanyang Commercial Bank to Topsino and Jiaozuo Joincare (2 JT) Pharmaceutical Industry Group Co.,
Ltd. (E{ERETEYRZBER A F), another wholly-owned subsidiary of Joincare ({28 7T) . The pledge of
equity interests shall be effective from 11 June 2014 on which Topsino deposited its H Shares of the Company
with Nanyang Commercial Bank.

As at the end of the year, Joincare ({7t ), the Company’s controlling shareholder, directly and indirectly,
holds and controls a total of 182,159,367 Shares of the Company, representing 45.90% of the Company’s
total issued shares. Among which, Topsino directly holds 65,858,067 H Shares of the Company, representing
16.59% of the Company’s total issued shares, and a total of 20,800,000 H Shares of the Company are subject
to pledge, representing 5.24% of the Company’s total issued shares.

THE NON-PUBLIC ISSUANCE OF A SHARES

On 2 November 2015, the Board approved the non-public issuance of A Shares (the “Issuance”) and relevant
resolutions. The aggregate proposed funding to be raised from the proposed non-public issuance of domestic
RMB ordinary shares (A Shares) with a nominal value of RMB1.00 each will not exceed RMB1,457,820,000.
The upper limit of the total number of A Shares to be issued will not exceed the maximum funding to be
raised under the Issuance divided by the minimum issue price of the Issuance, and will not exceed 20% (i.e.
38,000,000 shares, inclusive) of the total number of A shares of the Company as of the date when the general
mandate to issue shares was granted to the Board as resolved at the 2014 General Meeting of the Company.
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THE NON-PUBLIC ISSUANCE OF A SHARES (continued)

The Issuance shall proceed by way of non-public issuance, and such shares shall be issued to no more than 10
specific individuals within six months after the approval of CSRC is granted. All subscriptions shall be made in
cash for the purpose of the issuance. Upon expiry of the lock up period, shares issued under the Issuance shall
be listed on the Shenzhen Stock Exchange.

On 21 December 2015, the 2015 Third Extraordinary General Meeting was convened by the Company to
resolve and approve the resolution of the Issuance and relevant resolutions, and granted to the Board the
mandate to handle such matters in relation to the Issuance in its absolute discretion. On the same day, the
Company confirmed that the issue price under the Issuance shall be no less than RMB45.03 per share, and the
number of shares so issued shall be no less than 32,374,417 shares (including 32,374,417 shares). The final
issuing price shall be determined by auction in accordance with Detailed Implementation Rules for the Non-
Public Issuance by Listed Companies after the Issuance is approved by the CSRC, whereas the general meeting
has authorized the Board to finalize the number of shares to be issued after discussing with the sponsor (the
lead underwriter) according to relevant facts.

On 15 January 2016, the Company received the”Acceptance Notice of the Application for Administrative
Permission from CSRC” (No. 160060) ( {(F BHFEESTHFFAIRBXIEBIE) (1600605%) ) issued by the
CSRC. CSRC has reviewed the application materials of the “Non-public Issuance for Listed Companies” for the
administrative permission submitted by the Company and decided to accept the Application for administrative
permission for further processing.

On 16 February 2016, the Company received the”Notice regarding China Securities Regulatory Commission’s
Feedback on the Review of Administrative Permission Items” (No. 160060) ( (h HEESTHF A HEEENX
2 BAAE) (1600605 ) ) issued by the CSRC. The Company and the relevant intermediate agencies were
required to make illustration and explanation in respect of relevant issues in writing.

On 8 March 2016, the Board considered and made adjustments to resolutions on proposed adjustments to
the plan of this issuance. The issuance amount is proposed to be adjusted to no more than 38 million shares
(inclusive) and the pricing benchmark date was 9 March 2016 with the issue price no less than RMB38.36 per
share. The proposal shall be submitted on the 2016 Second Extraordinary General Meeting to be considered
and approved on 25 April 2016.

The Company has submitted “Application for Suspension of the Examination Process of Application
Documents for the Non-public Issuance of A Shares”to the CSRC and received the “Notice of the Application
for Administrative Permission for Suspension of Examination Process” (No. 160060) from CSRC for
acceptance of the Company’s application for suspension of examination process on 22 March 2016. After
the consideration and approval of relevant resolutions in relation to adjustments to the issuance plan on the
Second 2016 Extraordinary General Meeting, the Company will continue to carry on issuance work and timely
submit application to CSRC to restore the examination process.

As at the date of the annual report, the issuance is pending the approval from the CSRC.

DURING THE YEAR, NO EXPLANATION HAS BEEN GIVEN BY THE
SUPERVISORY COMMITTEE AND INDEPENDENT DIRECTORS BECAUSE
NO “NON-STANDARD AUDITORS’ REPORT” WAS ISSUED BY THE
ACCOUNTING FIRM.
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CHANGES IN EQUITY AND SHAREHOLDERS

SHARE CAPITAL

During the year, the Company had 4 changes in its share capital as follows: (1) on 9 April 2015, the
Company completed the First Grant under the Restricted A Shares Incentive Scheme, pursuant to which a
total of 8,660,400 shares were granted, and the Restricted Shares under the First Grant were listed on the
Shenzhen Stock Exchange on 14 April 2015; (2) on 14 August 2015, the Company completed the 2014
Equity Distribution, in which the Company issued 3 shares for every 10 shares held to all shareholders of
the Company by way of capitalizing our capital reserve, and the share capital has increased by 91,314,675
shares (including 57,716,669 A Shares and 33,598,006 H Shares); (3) on 14 December 2015, the Company
completed the repurchase and cancellation of the Restricted Shares, pursuant to which the share capital has
decreased by 93,080 shares; (4) on 29 December 2015, the Company completed the Reserved Grant under the
Restricted A Shares Incentive Scheme which led to changes in the share capital, pursuant to which 1,285,700
shares were granted, and the Restricted Shares under the Reserved Grant were listed on the Shenzhen Stock
Exchange on 31 December 2015.

As at 31 December 2015, the share capital structure of the Company is as follows:

Unit: Share
Increase/Decrease (+,-)
Before the current change due to the current change After the current change
Reserved
Fund
Number  Percentage  Capitalised Others Sub-total Number  Percentage
Shares subject to selling restrictions 6,059,428 2.05%  +4,415948 49,853,020 14,268,968 20,328,396 5.12%
1 State-owned shares - - - - - - -
2 State-owned legal person shares 6,059,428 2.05%  +1,817,828 - 1,817,828 7,877,256 1.98%
3 Other domestic shares - - 42,598,120 49,853,020 12,451,140 12,451,140 3.14%
Of which: Domestic legal person shares - - - - - - -
Domestic natural person shares - - 42,598,120  +9,853,020 12,451,140 12,451,140 3.14%
4 Foreign shares - - - - - - -
Of which: Overseas legal person shares - - - - - - -
Overseas natural person shares - - - - - - -
Il Shares not subject to selling restrictions 289,662,424 97.95%  +86,898,727 - 86,898,727 376,561,151 94.88%
1 Ordinary shares denominated in Renminbi 177,669,070 60.08%  +53,300,721 - 53,300,721 230,969,791 58.19%
2 Domestically listed foreign shares - - - - - - -
3 Overseas listed foreign shares 111,993,354 37.87%  +33,598,006 - 33,598,006 145,591,360 36.68%
4 Others - - - - - - -
Il Total number of shares 295,721,852 100% 491,314,675  +9,853,020 101,167,695 396,889,547 100.00%
Changes in shares with selling restrictions
Unit: Share
Number of
shares with Increase in Number of
selling Number of number of shares with
restrictions shares shares selling
atthe  relieved from with selling restrictions
beginning restrictions restrictions attheend  Reasons for
Name of shareholder of the period  for the period  in the period  of the period  selling restrictions
Guangzhou Begol Trading 6,059,428 0 1,817,828 7,877,256  the Company implemented
Corporation its 2014 annual equity
distribution, capitalising
capital reserve on the basis
of 3 shares for every 10
shares
Total 6,059,428 0 1,817,828 7,877,256  —

Livzon Pharmaceutical Group Inc. Annual Report 2015



CHANGES IN EQUITY AND SHAREHOLDERS

NUMBER OF SHAREHOLDERS AND SHAREHOLDINGS OF THE COMPANY

Numbers of Shareholders

As of the end of the year, the Company had a total of 18,068 Shareholders which included 4
H Shareholders ™e 7 and 18,064 A Shareholders. Among them, 18,067 Shareholders have no selling

restrictions and 1 Shareholder has selling restrictions.

Shareholdings of Top Ten Shareholders of the Company

Number of
shares Number of
held at Change shares
Shareholding the end of during  with selling Pledge or lock up
Name of shareholder (Full name) Nature of shareholder ~Class of shares  percentage the year theyear restrictions Share status Number
(%) (Shares) (Shares) (Shares)
HKSCC Nominees Limited "o Foreign legal person H Share 36.68% 145,588,370 33,595,916 20,800,000 Mee2/ Pledge 20,800,000
Joincare Pharmaceutical Industry Group Co., Ltd. Domestic non-state A Share 2539% 100,763,218 23,253,051 - - -
owned legal person
Guangzhou Begol Trading Corporation State owned legal A Share 1.98% 7,877,256 1,817,828 1,877,256 Pledge and 7,877,256
person lock up
Shenzhen Haibin Pharmaceutical Co., Ltd Domestic non-state A Share 1.93% 7,660,826 1,767,883 - - -
owned legal person
China Securities Finance Corporation Limited State owned legal person A Share 1.46% 5,796,651 5,796,651 - - -
Central Huijin Investment Company Limited State owned legal person A Share 1.38% 5,487,820 5,487,820 - - -
Everbright Securities Co. Ltd. Domestic non-state A Share 1.31% 5,195,000 5,195,000 - - -
owned legal person
National Social Security Fund 110 Others A Share 0.72% 2,872,799 2,872,799 - - -
Bank of Communications Co., Ltd. - ICBC Credit Suisse Others A Share 0.54% 2,159,843 2,159,843 - - -
Double Income Bond-Based Securities Investment Fund
Agricultural Bank of China— Greatwall Anxin Return Others A Share 0.50% 2,000,000 -3,362,584 - - -

Mixed Type Securities Investment Fund

Shareholdings of top ten shareholders without selling restrictions

Number of
shares held
without Type of shares
selling Category
restriction at of
Name of shareholder (Full name) the year end shares Number
(Shares) (Shares)
HKSCC Nominees Limited ote 2 124,788,370 H Shares 124,788,370
Joincare Pharmaceutical Industry Group Co., Ltd. 100,763,218 A Shares 100,763,218
Shenzhen Haibin Pharmaceutical Co., Ltd. 7,660,826 A Shares 7,660,826
China Securities Finance Corporation Limited 5,796,651 A Shares 5,796,651
Central Huijin Investment Company Limited 5,487,820 A Shares 5,487,820
Everbright Securities Co. Ltd. 5,195,000 A Shares 5,195,000
National Social Security Fund 110 2,872,799 A Shares 2,872,799
Bank of Communications Co., Ltd. = ICBC Credit Suisse Double Income
Bond-Based Securities Investment Fund 2,159,843 A Shares 2,159,843
Agricultural Bank of China—Greatwall Anxin Return Mixed Type Securities
Investment Fund 2,000,000 A Shares 2,000,000
AIFMC Herun Structured Hybrid Securities Investment Fund 1,594,797 A Shares 1,594,797
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CHANGES IN EQUITY AND SHAREHOLDERS

NUMBER OF SHAREHOLDERS AND SHAREHOLDINGS OF THE COMPANY

(continued)

Shareholdings of top ten shareholders without selling restrictions (continued)

Description on connection and (1)
concert in actions among top
ten shareholders without selling
restrictions themselves and between
top ten shareholders without selling
restrictions and top ten shareholders

On 2 January 2004, Joincare (&5 7t) and Guangzhou Begol
Trading Corporation (EM M RE & 5 R 7)) (hereinafter
referred to as “Begol”) entered into a share transfer and
custody agreement and a share pledge agreement, pursuant
to which the 6,059,428 original domestic legal person shares
(the number of shares was increased to 7,877,256 shares after
the Company’s implementation of 2014 Equity Distribution)
of the Company held by Begol have been directly transferred,
entrusted and pledged to Joincare (B 7T); (2) Shenzhen
Haibin Pharmaceutical Co., Ltd. CRYITI/EBEREFR A7) is
Joincare's directly and indirectly wholly-owned subsidiary; (3)
the Company does not know whether the other shareholders
mentioned above are related parties or persons acting-in-
concert as defined in the Administration Procedures of the
Takeover of Listed Companies.

Note 1. Total number of H Shareholders is calculated based on the record of Tricor Investor Services Limited, the H Share

Registrar of the Company.

Note 2: HKSCC Nominees Limited is a nominee holder of H Shares of the Company and the shareholdings under its name
for others include 65,858,067 H Shares held by Topsino Industries Limited ( KB BR A R)) , which is a wholly-
owned subsidiary of Joincare (#F27t), the Company’s controlling shareholder (Topsino Industries Limited has
entered into an equity interest pledge agreement with Nanyang Commercial Bank to pledge its 16,000,000 H
Shares (the number of shares was increased to 20,800,000 shares after the Company’s implementation of 2014
Equity Distribution) held in the Company to Nanyang Commercial Bank. The effective date of the pledge is 11 June
2014. Please see Chapter VII “Major Events” of this annual report for details).
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As at 31 December 2015, the interests and short positions of the substantial
shareholders and other persons (within the meanin

CHANGES IN EQUITY AND SHAREHOLDERS

of SFO), other than the Directors,

Supervisors or chief executives of the Company, in the shares and underlying shares of
the Company as recorded in the register required to be kept under Section 336 of the
SFO were as follows:

As as
Number of percentage of Asa
the Shares the specific percentage of
interested/subject class of the total
to the short issued share of issued shares of
Name of shareholder Capacity position Position the Company the Company
Substantial shareholder
Baiyeyuan Interest of controlled corporations 116,301,300 A Shares ™ Long position 46.28% 29.30%
Interest of controlled corporations 65,858,067 H Shares?  Long position 45.23% 16.59%
Ms. Liu Guangxia Spouse interest 116,301,300 A Shares @ Long position 46.28% 29.30%
(AEERL)
65,858,067 H Shares @ Long position 45.23% 16.59%
Joincare (f&57T) Beneficial owner 100,763,218 A Shares Long position
Interest of controlled corporations 7,660,826 A Shares®  Long position
Person having a security interest in shares 7,877,256 A Shares®  Long position
116,301,300 A Shares 46.28% 29.30%
Interest of controlled corporations 65,858,067 H Shares ?  Long position 45.23% 16.59%
Topsino [ngqstries Limited Beneficial owner 65,858,067 H Shares?  Long position 45.23% 16.59%
(RABXBERAT)
("Topsino”)
Other persons
UBS AG Beneficial owner 163 H Shares®  Long position
Person having a security interest in shares 1,353,700 H Shares @ Long position
Interest of controlled corporations 7,420,602 H Shares @ Long position
8,774,465 H Shares 6.03% 2.21%
Interest of controlled corporations 24,630 H Shares ”  Short position 0.02% 0.01%
UBS Group AG Person having a security interest in shares 1,353,700 H Shares @ Long position
Interest of controlled corporations 7,420,765 H Shares @ Long position
8,774,465 H Shares 6.03% 2.21%
Interest of controlled corporations 24,630 H Shares @ Short position 0.02% 0.01%

(1) Among these shares, 108,640,474 shares and 7,660,826 shares are held directly by Joincare (f25Z7T) and its
wholly-owned subsidiary, Shenzhen Haibin Pharmaceutical Co., Ltd. (;& 3| m@%’%%'ﬁgﬁ’/}ﬂ) .

(2) These shares are held directly by Topsino, a wholly-owned subsidiary of Joincare (25 7T) .

(3) As Ms. Liu Guangxia is the spouse of Mr. Zhu Baoguo, Ms. Liu Guangxia is deemed to be interested in Mr. Zhu
Baoguo’s equities in which he is deemed to be interested.

(4) These shares are held directly by Shenzhen Haibin, a wholly-owned subsidiary of Joincare (f£57T) .

(5) These shares were directly transferred from, entrusted and pledged by Guangzhou Begol Trading Corporation ( &
M RENE 52 F]) (“Begol”) in favor of Joincare (27T ) in accordance with the share transfer, custody and
pledge agreement with Joincare (27T ) and Zhuhai Lishi Investment Co., Ltd. (3kEMEBLHEGR A 7)) dated 2
January 2014, the share transfer and custody agreement and the share pledge agreement with Joincare (f2FEJT) .

(6) These shares include 163 shares that are beneficially owned, 1,353,700 shares with security interest and 7,420,602
shares that are interest of controlled corporations. Among which 2,130 shares are derivatives settled by cash. Interest
of controlled corporations is held as to 6,224,210 shares, 1,010,882 shares, 160,580 shares, 300 shares and 24,630
shares by its wholly-owned UBS Fund Services (Luxembourg) S.A., UBS Global Asset Management (Hong Kong)
Limited, UBS Global Asset Management (Singapore) Ltd, UBS Global Asset Management Trust Company and UBS
Securities LLC respectively.

(7) These short positions are held by its wholly-owned UBS Securities LLC.

(8) As UBS Group AG holds 98.02% of the interest of UBS AG, UBS Group AG is deemed to be interested in UBS AG's
equities in which it is interested.
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CONTROLLING SHAREHOLDER OF THE COMPANY

Name of Controlling
Shareholder

Legal representative
Date of establishment
Registered capital

Principal activities

Joincare Pharmaceutical Industry Group Co., Ltd. ((ZE T #E£EERMHER A R])

Zhu Baoguo (KR EH)
18 December 1992
RMB1,583,879,292

Research and development of Chinese medicines, chemical bulk medicines,
chemical drug preparation products, antibiotics bulk medicines and their
preparations, food, health food supplements, cosmetics, (exclusive of research
and development of state protected resources for Chinese herbal medicines,
secret recipe of Chinese medicines), wholesale, import and export and related
supplementary businesses (except the commodities subject to the state-run
trade management with regard to the commodities subject to quota and license
management, make applications in accordance with the relevant regulations of the
State)

ULTIMATE BENEFICIAL OWNER OF THE COMPANY

Name of the ultimate
beneficial owner

Nationality

Obtain any right of
residence of other
countries or regions

Careers and duties for
the past five years

Controlled domestic
and overseas listed
companies for the
past ten years

Zhu Baoguo (AKRE)

Chinese

No

Please see related details in the section headed "Directors, Supervisors, Senior
Management and Employees” in Chapter IX in this annual report.

Joincare (f2FE7T)
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ULTIMATE BENEFICIAL OWNER OF THE COMPANY (continued)

Structure chart on ownership and controlling relationship between the Company and its ultimate beneficial
owner

Liu Guangxia Zhu Baoguo

10%

| 90% 100%
Substantial shareholders of Zhongtie Baoying Asset (1 #T12 & )
—SPD Bank — Zhongtie Baoying (" #(¥1%) — Joincare (fFR7C)

to increase shareholding in specific client asset management plans

Shenzhen Haibin
Pharmaceutical Co., Ltd.

|

46.87%l i 3.05%

Joincare Pharmaceutical

100% Industry Group Co., Ltd. 100%

Hold: 25.39%

Pledge and Topsino Industries Limited
in custody: 1.98%

Shenzhen Haibin

Pharmaceutical Co., Ltd.

1.93% Livzon Pharmaceutical 16.59%

Group Inc.*

Livzon Pharmaceutical Group Inc. Annual Report 2015



88

CHANGES IN EQUITY AND SHAREHOLDERS

ULTIMATE BENEFICIAL OWNER OF THE COMPANY (continued)

Notes:
1. Zhu Baoguo (%&{RE) is the spouse of Liu Guangxia (2IEE) .

2. On 9 April 2015, after Hongxinghang Co., Ltd (“Hongxinghang”), the former second largest shareholder of Joincare
(2 7T) , agreed to transfer part of its shares held in Joincare (f#EZ7T) , it was interested in 4.81% of Joincare's
total issued share capital. On the same day, Able City Investment Limited (formerly holding 0.1% of Hongxinghang’s
issued equity), the former shareholder of Hongxinghang, and Taitai Pharmaceutical Industry Group Limited (formerly
holding 99.9% of Hongxinghang's issued equity) resold all of the held Hongxinghang's issued equity and interest by a
share transfer agreement. After this change in equity, Able City Investment Limited and Taitai Pharmaceutical Industry
Group Limited ceased to hold any share and interest in Hongxinghang, and Mr. Zhu Baoguo (4R El) , the ultimate
beneficial owner of Joincare (B t) and his mother Ms. Liu Miao (£/# ) also ceased to hold any interest and
revenue in Hongxinghang indirectly.

By 15 September 2015, Mr. Zhu Baoguo (%K {RE) increased shareholding in Joincare (#2EZ T ) by 48,277,046
shares in the form of targeted asset management scheme(s) through the Shanghai Stock Exchange centralized
bidding trading system, amounting to 3.05% of total share capital of Joincare (##EZJT) . Prior to the increase
in shareholding, Mr.Zhu Baoguo ( %&{R ) indirectly held 742,415,520 shares without selling restrictions
through Shenzhen Baiyeyuan Investment Co., Ltd., CRYIT B ZRIEEBR A F]) accounting to 46.87% of the
total issued share capital of Joincare (f£EZ7T) . After completing the increase of shareholding, Mr. Zhu Baoguo
(R1RE) indirectly held 790,692,566 shares without selling restrictions of Joincare ({25 7T ) , accounting to
49.92% of the total issued share capital of Joincare (f#FE7T) . The the amount of proceeds applied in the
increase of shareholding by Mr. Zhu Baoguo (&R ) amounted to RMB499,999,401.27 (tax, etc included)
and the increase in shareholding has been completed.

SUFFICIENT PUBLIC FLOAT

Based on the information publicly available to the Company and within the knowledge of the Directors of the
Company, the Company has maintained a sufficient public float as required by the Hong Kong Listing Rules as
at the latest practicable date preceding the publication date of this annual report.
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DIRECTORS, SUPERVISORS, SENIOR MANAGEMENT AND EMPLOYEES

BRIEF BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT

As of the date of this annual report, brief biographies of the current Directors, Supervisors and senior
management of the Company are as follows:

Brief Biography of Executive Director

Mr. Tao Desheng (BB{ERs% 4 ) , aged 51, who joined the Company in 1985 is currently our Executive Director,
Vice Chairman, President, authorised representative and a committee member of Strategic Committee,
Nomination Committee and Remuneration and Assessment Committee, and also served as a Director in
other subsidiaries of the Group. Mr. Tao graduated with a bachelor’s degree in chemistry from the faculty of
pharmaceutical chemistry of the Nanjing School of Pharmaceutical Sciences (EJ R %ZE387) . From 2000 to
2002, Mr. Tao attended a postgraduate advanced course in enterprise management organised by Sun Yat-Sen
University (AR ILUAZ2) . Mr. Tao obtained his licensed pharmacist qualification (13 2467 ) in October 2002 and
the title of senior engineer in pharmaceutical manufacturing (professor) (&5 ¥ =4 TI2A0 (2% ) B A8)
in 2013. Mr. Tao has been the vice president and president of our Company since June 2005 and March 2014,
respectively. He has been our Vice Chairman and our Executive Director from August 2014 and July 2009
onwards, respectively.

Mr. Yang Daihong (#5754 ), aged 49, who joined the Company in 1997 is currently our Executive
Director, Vice President, pharmaceutical engineer and a licenced pharmacist. He studied at China
Pharmaceutical University (FRBJZERL K2 ) from 1984 to 1988 and was awarded a bachelor's degree in
science. From 2000 to 2002, Mr. Yang attended a course in enterprise management organised by the Business
School of Sun Yat-Sen University (1 1LIK2) . Mr. Yang obtained qualifications as a pharmaceutical engineer
and a licenced pharmacist. From 1999 to 2009, Mr. Yang was the deputy factory manager and factory
manager of Livzon Group Livzon Pharmaceutical Factory (BBZREE BB B R ZER ) . Mr. Yang has been our Vice
President and Executive Director from May 2006 to present and from October 2014 to present, respectively.

Mr. Fu Daotian ({38 M L4 ), aged 53, is currently our Executive Director and Vice President and serves as a
Director of the Company’s subsidiary. Mr. Fu graduated from lowa State University and obtained his doctorate
degree in 1989, and carried out his postdoctoral research at the Complex Carbohydrate Research Center in
University of Georgia in 1990. He served as the analysis and research manager and the quality control manager
of Neose Pharmaceuticals from 1992 to 1998, as a director at Primedica division of Genzyme Transgenics
Corporation in the United States from 1998 to 2001, as the technology director, senior technology director
and deputy president in technology research from 2001 to 2012. He has been the deputy general manager
and the general manager of Livzon MABPharm Inc. from 2012 to present, and our Vice President and our
Executive Director from March 2014 and from June 2014 to present, respectively. From July 2014 to present,
he has served as a director of EPIRUS BIOPHARMACEUTICALS, INC. (NASDAQ:EPRS). From May 2015 to
present, he has served as a director CYNVENIO BIOSYSTEMS, INC.
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DIRECTORS, SUPERVISORS, SENIOR MANAGEMENT AND EMPLOYEES

BRIEF BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT (continued)

Brief Biographies of Non-executive Directors

Mr. Zhu Baoguo (SRARBISC 4 ) , aged 53, is currently our Chairman, Non-executive Director and the Chairman
of our Strategic Committee, and also served as a Director in other subsidiaries of the Group. Mr. Zhu obtained
his bachelor’s degree in chemistry from Henan Normal University (;a F AT &5 A& ) in 1985. Since 2002 to
present, Mr. Zhu has been the chairman of our Board and since April 2006 to September 2013, he has also
been the president of our Company. Mr. Zhu is also the founder of Joincare (25 JT) , and is currently the
chairman of Joincare (27T ) . Since June 2012, Mr. Zhu has been the vice chairman of Shenzhen Federation
of Industry and Commerce CFRIITT TS € ) . Mr. Zhu Baoguo is the spouse of Ms. Liu Guangxia ( 2| E
B4 =£), being one of our controlling shareholders.

Mr. Qiu Qingfeng (EREEE %4 ), aged 44, is currently our Non-executive Director. Mr. Qiu obtained his MBA
from China Europe International Business School (FEXEIFE T & £Ft ) in September 2007. Mr. Qiu joined
Shenzhen Taitai Pharmaceutical Company Limited GRIINK KR EEZE B R F]) in 1996 and is currently a director
and the secretary to the board of directors of Joincare Pharmaceutical Industry Group Co., Ltd. (fEE T &%
EEEHBERAT) . Mr. Qiu was the Supervisor and the Chief Supervisor of the Company from June 2005 to
April 2007. Mr. Qiu has been our Non-executive Director from April 2007 to present.

Mr. Zhong Shan ($EIL 54 ) , aged 44, is currently our Non-executive Director and a committee member of
our Strategic Committee. Mr. Zhong graduated from the applied chemistry profession of the Faculty of Applied
Chemistry of Huagiao University (225 X2 ) and obtained a bachelor’s certificate in 1993. From July 1994
to April 2000, Mr. Zhong worked in the Guangzhou branch of Deloitte Touche Tohmatsu and Deloitte Touche
Tohmatsu (Hong Kong) which provide auditing and accounting consultancy services. Mr. Zhong joined Joincare
Pharmaceutical Industry Group Co., Ltd. (2R T EEEBRMBRAE ) in 2001 and is currently the vice
general manager of Joincare (28 JL) . Mr. Zhong has been our Non-executive Director from April 2007 to
present.

Brief Biographies of Independent Non-executive Directors

Mr. Xu Yanjun (R %t E %4 ) , aged 43, is currently our Independent Non-executive Director, chairman of our
Audit Committee and a member of our Remuneration and Assessment Committee and an associate professor
and a postgraduate tutor at the International Business School of Jinan University (2& X2 ), and an external
expert of Zhuhai Science, Industry, Trade & Information Technology Bureau as well as Zhuhai Finance Bureau.
He is also a member of China Association Promoting Democracy and a Chinese certified public accountant.
Mr. Xu graduated from Wuhan University (/2 X2 ) and obtained his bachelor degree of science in 1995,
graduated from Zhongnan University of Economics and Law (# @ BF 48 BRA K2 ) and obtained his master
degree in accounting in 2003, and graduated from Jinan University (285 X&) and obtained his doctorate
degree in management (accounting) in 2010. He had served as a quality controller at Wuhan Research Institute
of Biological Products of Sinopharm Group, a project manager of Huibei An Yong Xin Accounting Firm (j#dt
ZXEEAIEEAT) , a project manager at Guangdong Branch of Zhongxingcai Guanghua CPA (formerly
Zhuhai Yoanda CPA) and the department head of Finance Department at Zhuhai College of Jinan University
(BRI K2) . He has been an independent director of Zhuhai Hokai Medical Instruments Co., Ltd. (300273.57)
from April 2013 to present. He has been our Non-executive Director from June 2014 to present.

Livzon Pharmaceutical Group Inc. Annual Report 2015



DIRECTORS, SUPERVISORS, SENIOR MANAGEMENT AND EMPLOYEES

BRIEF BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT (continued)

Brief Biographies of Independent Non-executive Directors (continued)

Mr. Guo Guoqing (8B E 5L 4 ) , aged 54, is currently our Independent Non-executive Director, the Chairman
of our Remuneration and Assessment Committee and a member of our Audit Committee and Nomination
Committee. Mr. Guo obtained his doctoral degree in economics from Renmin University of China (B AR
A E)in January 1998. Mr. Guo is a committee member of 7th All-China Youth Federation (2B &k &
8th, 9th and 10th CPPCC National Committee ( & B 1% ) , a member of the 11th National People's Congress
(2 ARMKERAEZ) and a member of the Democratic League of China (FFE R E[F 82 ) Central Committee.
He was one of the experts entitled to special subsidy granted by the State Council of the PRC. Mr. Guo has
successively been a deputy director of the School of Trade Economics, the vice-president of the Faculty of
Business Administration of Renmin University of China and the vice chairman of China Marketing Association
of University ((FE ST IHEHFEE) . Mr. Guo is currently a professor and doctoral tutor of the School of
Business of Renmin University of China (FF B A RAKZ) and the director of PRC marketing research centre of
Renmin University of China (FFBI AR KXE) . Mr. Guo is also a consultant of China Marketing Association of
University (Bl ST EMZEE ) , the vice-president of PRC Business History Society (‘R B2 £ 2 ) and
an expert of the National Natural Science Foundation of Management Science Review Panel (Bl B AR & X
SEZESEIEREEFELL) . Mr. Guo has been our Independent Non-executive Director from June 2013 to
present.

Mr. Guo Guoging (28 BI B %t 4 ) has held directorship in other listed companies as follows:

Name of listed company and stock code Position Period

Longrun Tea Group Company Limited Independent August 2002 — present
(BEEAEBMARAR) (02898.HK) Non-executive Director

Beijing Wangfujing Department Store Independent Director June 2011 — present

(Group) Co., Ltd.
(IEREFFHBE(EE)RNDER AR
(600859.SH)

Gree Real Estate Co., Ltd. Director July 2015 — present
(F& N3 ERM BRAF) (600185.5H)

Gree Real Estate Co., Ltd. Independent Director August 2010 — July 2015
(F& N3 ERM BRAE) (600185.5H)

Sinosteel Jilin Carbon Co., Ltd. Independent Director June 2011 — May 2014

(FHEEEMREROBRAF)
(000928.57)

Jiugui Liquor Co., Ltd. Independent Director July 2008 — August 2014
CERBERD AR E) (000799.52)
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BRIEF BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT (continued)

Brief Biographies of Independent Non-executive Directors (continued)

Mr. Wang Xiaojun ( E/NE %4 ), aged 61, is currently our Independent Non-executive Director. Mr. Wang
graduated from Renmin University of China (# B A R K2 ) majoring in law in July 1983 and graduated from
the Graduate School of the Chinese Academy of Social Sciences (B4t & Rl 2Bt ) in December 1986. Mr.
Wang qualified as a lawyer in the PRC in 1988, and passed solicitor qualifying examinations in Hong Kong in
1992. Mr. Wang currently holds lawyer licences in Hong Kong, England and the PRC. During the period from
1992 to 2001, Mr. Wang served as an assistant manager in the China Listing Affairs Unit of the Hong Kong
Stock Exchange, a solicitor of Richards Butler, an assistant director of Peregrine Capital Limited and a director
of ING Barings Investment Bank. In 2001, he established X.J. Wang & Co. Mr. Wang is currently a partner of
Junhe Law Offices. Mr. Wang was named as “Leading Lawyers in Capital Markets and Corporate Finance”
by Asialaw from 2008 to 2015. Mr. Wang has been our Independent Non-executive Director from September
2013 to present.

Mr. Wang Xiaojun ( £/NE %4 ) has held directorship in other listed companies as follows:

Name of listed company and security code Position Period

Yanzhou Coal Mining Company Limited Independent May 2011 - present
(BMEZERHERAA) (01171.HK) Non-executive Director

China Aerospace International Holdings Limited Independent March 2013 - present
(Hp B K B R 43 AR B PR 2 1) (00031.HK) Non-executive Director

OP Financial Investments Limited Independent August 2004 — present
(RESFIEEBR 2T (01140.HK) Non-executive Director

Norinco International Co. Ltd. Independent Director June 2008 - April 2014
(IETEBRAERMD AR DT ) (000065.57)

Zijin Mining Group Co., Ltd. Independent November 2009 — October 2013
(ReBESERMHERAT) (02899.HK) Non-executive Director

Mr. Zheng Zhihua (B85 ZE S 4 ) |, aged 45, is currently our Independent Non-executive Director. He graduated
from Medical Enterprises Management, China Pharmaceutical University with a Bachelor of Science degree in
July 1992. In July 2002, he received an MSc in Biochemistry (pharmacy direction) from Sun Yat-sen University.
Since 1992, Mr. Zheng has worked in Guangdong Pharmaceutical Association, and served as a committee
member, deputy head of the Information Division, head of the Academic Division and the deputy secretary-
general, and is currently as and the secretary-general. He was qualified as a director pharmacist by the
Department of Personnel of Guangdong Province in 2007. Mr. Zheng has been our Independent Non-executive
Director from June 2015 to present.

Mr. Xie Yun (%54 ), aged 45, is currently our Independent Non-executive Director, Chairman of the
Nomination Committee and a member of the Audit Committee. Mr. Xie Yun graduated from the School of
Finance, Shanghai University of Finance and Economics with a Bachelor Degree in 1993, and has obtained a
Master of Business Administration Degree from the International East-West University in the United States in
2000. From 1993 to 2011, he has worked as an office director and financial manager in Zhuhai Airport Power
Station Limited Company* (3/8#I5EMAR A F]); as a sales manager, general manager assistant and
vice-general manager in Zhuhai Huidafeng Electric Power Development (Group) Co.,Ltd. of Zhuhai Electrical
Bureau* (B BENRHKEIEZZLE HERE (£E) BRAF]); as a director and general manager in Southern
Zhuhai Hua Litong Special Transformer Limited Company* (¥ HE HBEELEREABMRAA)); as a
director of human resources department and director of business development in Zhuhai Water Affairs Group
Limited* (BR/8/KIEEE AR AT ) . He is currently the deputy general manager in Leaguer Stock Co., Ltd.
(HEBMBRZAR) . Mr. Xie has been our Independent Non-executive Director, Chairman of the Nomination
Committee and a member of the Audit Committee from June 2015 to present.
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BRIEF BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT (continued)

Brief Biographies of Supervisors of the Company

Mr. Wang Maolin (GEIB#RSE 4 ) |, aged 50, graduated from the Law Department of Anhui University ( Z#IX
£) and was awarded with a bachelor’s degree in Law. From January 2001 to present, Mr. Wang has been our
Chief Supervisor of the legal supervision head office. Mr. Wang has been the chairman of our labour union and
the employee representative supervisor of our Supervisory Committee from January 2010 to present. In January
2012, Mr. Wang was elected as a representative of 8th Zhuhai People’s Congress (%/8mE N\EARRE KX
@) . He has served as the Chief Supervisor of our Supervisory Committee from June 2014 to present.

Mr. Huang Huamin (EEZE&SL 4 ) , aged 45, is currently our Supervisor. Mr. Huang, an accountant, obtained
a bachelor’s degree in Economics from the Shanghai University of Finance and Economics ( b /8B & KB ) in
1993. Mr. Huang has been the chief financial officer and assistant to the general manager of Livzon Group
Lixin Co. Ltd. (BBIREEE#H A al), the manager of the finance department and business department of
Livzon Group Liwei Co., Ltd. (EEXRkE B BB A 7)) as well as the manager of our finance clearing centre. From
September 2008 to May 2009, Mr. Huang was employed by Zhuhai Gree Real Estate Co., Ltd. (EK/G& HEE
BPBR/AF]) . Mr. Huang has been the chief financial controller, the secretary to the board of directors of Gree
Real Estate Co., Ltd. (#& i ERM D AR A a)) and vice president of Gree Real Estate Co., Ltd. (#& 7 b & B9
BRAT]) since May 2009, October 2009 and March 2016 to present, respectively. Mr. Huang was elected as
the Supervisor of our Supervisory Committee from June 2013 to present.

Mr. Tang Yin (58l %4 ) , aged 41, is currently our Supervisor. He obtained a double degree in mechanics
and mathematics from the South China Institute of Technology in 1996, a master degree in science from the
Department of Applied Mathematics from the South China Institute of Technology in 1999, and a doctor
degree in the Intelligent Calculation Team of the Faculty of Computer in 2004. Since 2004 to present, he
has been the deputy professor and master tutor of the Management Faculty of Jinan University, an assistant
to director of the Faculty of Entrepreneurship and the director of Internet Innovation Institute of Jinan
University. Since 2013 to present, he has held the position of the consultant in information technology and
e-commerce of Guangdong Wellfull Holding Group. He is also the deputy secretary of Guangzhou Internet
Association, committee member of Guangdong Electronic Commerce Association, vice president of Guangzhou
Electronic Commerce and Internet Economy Association and council member of Guangdong Mobile Economy
Association. He has been our Supervisor of the Supervisory Committee since February 2016 to present.

Brief Biographies of Other Senior Management of the Company

Mr. Xu Guoxiang (fREIFE %4 ) , aged 53, is currently our Vice President. From November 2010 to November
2011, Mr. Xu attended an advanced EMBA course in PRC’s pharmaceutical industry organised by the Medical
School of Peking University (1t 5 K228 £38) and obtained a completion certificate. From 2000 to 2005, Mr.
Xu was the director of Yangtze River Pharmaceutical Co., Ltd. (T TR ERMHBER A F) . In March 2007,
Mr. Xu was our Chief Sale Supervisor and the general manager of our branch company in Henan Province. Mr.
Xu has been our Vice President from December 2007 to present. He is currently the vice president of China
Association of Pharmaceutical Commerce, and the executive director of the Chinese Hospital Association.

Mr. Lu Wenqi (BEX IS 524 ) , aged 48, is currently our Vice President. Mr. Lu obtained his bachelor’s degree in
industrial electrical automation from Huazhong University of Science and Technology (EERRRIEE T K2 ) in
1988. From 1995 to 2006, Mr. Lu worked as the manager of the project development department of Shenzhen
Taitai Pharmaceutical Co., Ltd. (GRIIA KN ZEZEER A A)) and a director of the research institute of Joincare
Pharmaceutical Industry Group Co., Ltd. (2R T &= S B R M ER A F]) (600380.SH). Mr. Lu has been our
Vice President from October 2006 to present.
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BRIEF BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT (continued)

Brief Biographies of Other Senior Management of the Company (continued)

Ms. Si Yanxia (a]#EE & 1), aged 47, is currently the Vice President and Chief Financial Officer of the
Company. She graduated from the Department of Accounting at Shanxi University of Finance and Economics
(LB &£ 287 ) with a bachelor degree in July 1990. She is an accountant and finished part-time CFO study
at China Europe International Business School (1 BUE R T £2Ft ) from July 2005 to November 2005. She
joined the Company since April 1993 and was the manager of the Capital Settlement Center and the manager
of the Accounting Center of the Finance & Accounting Head Office of the Group. She has been our Director
of Finance & Accounting Head Office from April 2004 to June 2014 and our Vice President and Chief Financial
Officer since June 2014 to present.

Mr. Yang Liang (%5 5£%4 ), aged 32, is currently the Secretary to the Board, Company Secretary and
authorised representative of the Company. In 2006, he graduated from Jinan University with a Bachelor
Degree in Management. He then graduated from the College of Business Administration at South China
University of Technology (ZE® I T K2 ) with a Master Degree in Management in 2008. He has worked as
senior investment project manager in the Secretariat of the Board of the Company since August 2011. From
July 2010 to July 2011, he served as the strategic performance director in the Department of Enterprises
Management of China International Marine Containers (Group) Ltd. (CIMC, 000039.5Z, 02039.HK). From
May 2008 to June 2010, Mr. Yang worked successively as strategic development director and investment and
acquisition manager in Zhuhai W.S.M Ltd. He has been the Company Secretary and authorised representative
of the Company since June 2014 to present.

Remuneration of directors, supervisors and senior management of the Company
during the year

Procedures for determining the remuneration of Directors, Supervisors and senior management: The
remuneration of Directors and Supervisors of the Company must be deliberated and approved by the
shareholders’ general meetings of the Company. As for the remunerations of senior management, the
Remuneration and Assessment Committee of our Board formulated corresponding remuneration standards in
accordance with the remuneration management system as well as operating results, and submit it to the Board
of Directors for approval.

Basis for determining the remuneration of Directors, Supervisors and senior management: By reference
to industry and regional income level, and consideration of the factors such as the Company's operating
results, job contributions, the Company determined the annual remuneration of Directors, Supervisors and
senior management. Meanwhile, the Company implemented corporate performance appraisal and individual
performance appraisal system for senior management. The Company decided to implement performance
based bonuses and year-end double-pay based on the assessment results. In addition, in accordance with the
growth of the Company’s annual operating results, additional special incentives were implemented under the
authorisation of the Board and the Chairman’s approval.

Information about the remuneration of each Director, Supervisor and senior management and the top five

highest paid individuals was set out under Note XI. Related Party Transactions to the financial statements in
this report.
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BRIEF BIOGRAPHIES OF DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT (continued)

Appraisal and incentive in respect of senior management

For the year, the Company adhered to a combination of corporate performance appraisal and individual
performance appraisal for senior management and linked to personal annual remuneration of senior
management of the Company. Meanwhile, the Restricted A Share Incentive Scheme was implemented to
align the interests of the senior management with the shareholders of the Company so as to achieve mid-to-
long term incentive effect. The Company will actively explore and implement a more effective incentive and
restriction mechanism, in order to further motivate the senior management and implement the Company's
development strategies to facilitate the sustainable and healthy development of the Company.

APPOINTMENT, RESIGNATION AND DISMISSAL OF DIRECTORS AND
SUPERVISORS OF THE COMPANY

Name Position Type Date Reason
Yu Xiong Independent Resigned 27 February 2015 Engagement on work from China State
(i) Non-executive Director Institute of Pharmaceutical Industry
(FEBETERRGR).
Yang Bin Independent Non-executive Retired upon 26 June 2015 End of six-year tenure of service as
(15) Director, Chairman of the expiry of tenure an Independent Non-executive Director

Zheng Zhihua
(BFE)

Xie Yun
(#H#z)

Yuan Huasheng
(REH)
Tang Yin (/7 /&)

Nomination Committee and

a member of Audit Committee
Independent

Non-executive Director

Independent
Non-executive Director

Chairman of the Nomination
Committee and a member
of Audit Committee

Supervisor

Supervisor

of service

Newly appointed

Newly appointed

Newly appointed

Resigned

Newly appointed

26 June 2015

26 June 2015

26 June 2015

26 February 2016

26 February 2016

of the Company.

Upon consideration and approval by the 2014
annual general meeting of the Company,
he was appointed as an Independent Non-
executive Director of the Company.

Upon consideration and approval by the 2014
annual general meeting of the Company,
he was appointed as an Independent Non-
executive Director of the Company.

Upon consideration and approval by the twelve
meeting of the Eighth Session of the Board
of the Company, he was appointed as the
Chairman of the Nomination Committee and
a member of the Audit Committee of the
Eighth Session of the Board.

Resigned due to personal career arrangements,
with effect from 26 February 2016.

Upon consideration and approval by the 2016
first extraordinary general meeting of the
Company, he was appointed as the supervisor
of the Company.
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CHANGES IN SHAREHOLDINGS OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT

During the year, there were no changes in shareholdings of Supervisors of the Company. On 27 March
2015, the following Directors and senior management of the Company were granted Restricted Shares as
the Incentive Participants under the First Grant of the Restricted A Shares Incentive Scheme; on 14 August
2015, the Company completed the 2014 Equity Distribution, in which the Company issued 3 shares for every
10 shares held to all shareholders of the Company by way of capitalizing our capital reserve, resulting in an
increase in the number of Restricted Shares. Their particular shareholding breakdown is as follows:

Number of Percentage to As a percentage to

Restricted the total number Number of  the total issued

Shares of Restricted bonus shares share of the

granted on Shares under granted on  Company as of

Name Position 27 March 2015 the First Grant 14 August 2015 31 December 2015

Tao Desheng (FIE#) Executive Director, 212,300 2.451% 275,990 0.07%
Vice Chairman and President

Yang Daihong (#5{X7)  Executive Director and Vice President 135,800 1.568% 176,540 0.04%

Xu Guoxiang (#£E1%) Vice President 212,300 2.451% 275,990 0.07%

Lu Wenqi (3T Vice President 135,800 1.568% 176,540 0.04%

Si Yanxia ( FJ#EE) Vice President 84,900 0.980% 110,370 0.03%

Yang Liang (15%2) Secretary of the Board 40,400 0.466% 52,520 0.01%

As at 31 December 2015, the interests or short positions of the Directors, Supervisors
or chief executives of the Company, in the shares, underlying shares and debentures
of the Company or its associated corporations (within the meaning of Part XV of SFO)
as recorded in the register required to be kept under Section 352 of the SFO, or as
otherwise notified to the Company and the Hong Kong Stock Exchange pursuant to
the Model Code were as follows:

Interest in shares of the Company

As a percentage
of the specific As a percentage

Number of class to to the total
shares Interested issued shares issued shares
Name of Director Capacity (Long position) of the Company of the Company
Mr. Zhu Baoguo Interest of controlled 116,301,300 A Shares @ 46.28% 29.30%
(RRELE) corporations
65,858,067 H Shares @ 45.23% 16.59%
Mr. Tao Desheng Beneficial owner 275,990 A Shares
(FEB L) Spouse interest 48,360 A Shares @
324,350 A Shares 0.13% 0.08%
Mr. Yang Daihong Beneficial owner 176,540 A Shares 0.07% 0.04%
(BRERE)
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CHANGES IN SHAREHOLDINGS OF DIRECTORS, SUPERVISORS AND

SENIOR MANAGEMENT (continued)

As at 31 December 2015, the interests or short positions of the Directors, Supervisors
or chief executives of the Company, in the shares, underlying shares and debentures
of the Company or its associated corporations (within the meaning of Part XV of SFO)
as recorded in the register required to be kept under Section 352 of the SFO, or as
otherwise notified to the Company and the Hong Kong Stock Exchange pursuant to
the Model Code were as follows: (continued)

Interest in shares of associated corporations of the Company

As a
percentage of
the equity
interest of
Name of associated Equity associated
Name of Director  corporation Capacity interest corporation
(RMB)
Mr. Zhu Baoguo Shenzhen Baiyeyuan Beneficial owner 72,000,000 90.00%
(RREIEAE) Investment Co., Ltd.
CRITRERKRE
BRAA)
(“Baiyeyuan”)
Joincare (2 T) Beneficial owner 48,277,046
Interest of controlled 742,415,520 @
corporations
790,692,566 49.92%
Livzon MABPharm Inc. Interest of controlled 245,000,000 7 ® 49.00%

(RBmBIRER LRI
BRA)

Notes:

corporations

(1) Joincare (f£EE 7T ) is 46.87% held by Baiyeyuan which is in turn 90% held by Mr. Zhu Baoguo (5&{RE) . Mr. Zhu
Baoguo (K {RE ) is deemed to be interested in the shares of the Company and the equity interest of its associated
corporations in which Joincare (&5 70 ) is or is deemed to be interested by virtue of the SFO.

(2) Among these shares, 108,640,474 shares and 7,660,826 shares are held directly by Joincare (28 t) and its
wholly-owned subsidiary, Shenzhen Haibin Pharmaceutical Co., Ltd. GRIIT /GBS EEH R 2 F) (“Shenzhen

Haibin"), respectively.

(3) These shares are held directly by Topsino Industries Limited, a wholly-owned subsidiary of Joincare (§#Ez7T) .

(4) As Mr. Tao Desheng is the spouse of Ms. Hou Xuemei, Mr. Tao Desheng is deemed to be interested in Ms. Hou
Xuemei's equities in which she is deemed to be interested.

(5) These shares are held by Baiyeyuan.

(6) These shares are held by Joincare (25 T) .
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AUDITORS’ REPORT

AL - AERTERE IR 1658 25k 1842

Postal Address : 4th Floor of Tower 2, No.16 Xisihuanzhong Road,
Haidian District, Beijing

B 4R 5 (Post Code ) : 100039

T ik (Tel) : +86(10)88219191

{55 (Fax) : +86(10)88210558

AUDITORS' REPORT

Rui Hua Shen Zi [2016] No. 40030008
To the Shareholders of Livzon Pharmaceutical Group Inc.

We have audited the attached financial statements of Livzon Pharmaceutical Group Inc. (the “Company”),
which comprise the consolidated balance sheet and the balance sheet of the Company as at 31 December
2015 and the consolidated income statement, consolidated cash flow statement and consolidated statement of
changes in equity and the income statement, cash flow statement and statement of changes in equity of the
Company for the year 2015 together with the notes thereto.

1. MANAGEMENT’'S RESPONSIBILITIES FOR THE FINANCIAL STATEMENTS

The management of the Company is responsible for the preparation and fair presentation of the financial
statements. Such responsibilities include (1) the preparation of the financial statements in accordance
with Accounting Standards for Business Enterprises, and the presentation of them in a fair manner; (2)
the design, implementation and maintenance of internal controls that are necessary to ensure that the
financial statements are free from material misstatement, whether due to fraud or error.

2. CERTIFIED PUBLIC ACCOUNTANTS’ RESPONSIBILITIES

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with China Standards on Auditing for Certified Public Accountants.
Those standards require that we comply with China Code of Ethics for Certified Public Accountants,
and plan and perform the audit in order to obtain reasonable assurance as to whether these financial
statements are free from material misstatement.

The audit involves implementation of audit procedures to obtain audit evidences related to the amounts
and disclosures specified in the financial statements. The selection of the audit procedures depend on
the certified public accountants’ judgment, including assessing material misstatement in the financial
statements caused by fraud or error. While assessing risks, the certified public accountants shall consider
the internal control related to the preparation and fair presentation of the financial statements in
order to design proper audit procedures. The audit also includes assessing the appropriateness of the
accounting policies selected by the management and the reasonableness of the accounting estimates
made by the management and evaluating the overall presentation of the financial statements.

We believe the audit evidences obtained by us are sufficient and appropriate and provide basis for our
audit opinions.

Livzon Pharmaceutical Group Inc. Annual Report 2015



AUDITORS’ REPORT

3. AUDIT OPINIONS

In our opinion, the above mentioned financial statements are, in all material aspects, prepared in
accordance with the Accounting Standards for Business Enterprises and give a fair view on the
consolidation of Livzon Pharmaceutical Group Inc. as at 31 December 2015 and the financial conditions
of the Company and the consolidation for the year 2015 as well as the operation results and cash flows
of the Company.

Ruihua Certified Public Accountants (LLP) Wang Shuyan
Chinese Certified Public Accountants

Beijing, the People’s Republic of China, Li Encheng
Chinese Certified Public Accountants

24 March 2016
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CONSOLIDATED BALANCE SHEET

Prepared by: Livzon Pharmaceutical Group Inc.

Amount denominated: RMB

Item Notes 31 December 2015 31 December 2014
Current assets:
Cash at bank and on hand VI.1 798,295,283.74 715,705,603.80
Financial assets at fair value through
profit or loss VI.2 6,589,225.34 6,423,571.77
Derivative financial assets
Bills receivables VI.3 343,042,435.08 305,315,241.79
Accounts receivables VI.4 1,256,094,264.14 1,072,890,517.48
Prepayments VI.5 122,297,549.66 165,935,012.06
Interest receivables
Dividends receivables
Other receivables VI.6 67,649,763.66 52,132,444.90
Inventories VI.7 983,915,770.14 847,479,822.39
Classified as held-for—sale assets
Non-current assets due within one year
Other current assets
Total current assets 3,577,884,291.76 3,165,882,214.19
Non-current assets:
Available-for-sale financial assets VI.8 179,622,286.76 141,402,772.99
Held-to-maturity investments
Long-term receivables
Long-term equity investments VI.9 68,908,511.07 37,771,892.70
Investment properties
Fixed assets VI.10 3,323,765,437.26 2,943,569,643.19
Construction in progress VIL11 347,248,914.85 561,716,329.53
Construction supplies VI.12 72,208.40 121,472.17
Fixed assets to be disposed
Bearer biological assets
Oil and gas assets
Intangible assets VI.13 259,474,188.00 258,275,580.98
Development costs VI.14 13,252,992.01
Goodwill VI.15 103,040,497.85 103,040,497.85
Long-term deferred expenses VI.16 40,023,456.83 25,569,660.19
Deferred tax assets VIL17 104,338,481.98 65,254,992.11
Other non-current assets VI.18 59,906,523.64

Total non-current assets
Total assets

Livzon Pharmaceutical Group Inc. Annual Report 2015

4,499,653,498.65
8,077,537,790.41

4,136,722,841.71
7,302,605,055.90



CONSOLIDATED BALANCE SHEET 101

Amount denominated: RMB
Notes 31 December 2015 31 December 2014

Prepared by: Livzon Pharmaceutical Group Inc.
Item

Current liabilities:

Total equity attributable to shareholders
of the parent company

Non-controlling interests

Total shareholders’ equity

Total liabilities and shareholders’ equity

Principal in charge of

Legal representatives:
Zhu Baoguo

accounting work:
Si Yanxia

4,346,255,331.26

463,641,412.27
4,809,896,743.53
8,077,537,790.41

Short-term loans VI.19 250,000,000.00 375,920,221.10
Financial liabilities at fair value through
profit or loss
Derivatives financial liabilities
Bills payables VI.20 299,007,801.36 352,619,794.63
Accounts payables VI.21 636,752,599.23 598,748,939.78
Receipts in advance VI.22 65,255,250.41 56,013,777.28
Employee benefits payables VI.23 71,848,597.13 69,614,375.75
Taxes payables VI.24 130,034,879.53 33,211,993.26
Interest payables VI.25 11,823,945.25 17,089,201.23
Dividends payables VI.26 2,531,984.46 5,049,329.12
Other payables VI.27 1,287,284,945.74 860,502,818.73
Classified as held-for-sale liabilities
Non-current liabilities due within one year VI.28 400,400,000.00 400,000.00
Other current liabilities VI.29 300,000,000.00
Total current liabilities 3,154,940,003.11 2,669,170,450.88
Non-current liabilities:

Long-term loans VI.30 700,000.00 66,500,000.00
Notes payables VI.31 400,000,000.00
Of which: preferred shares

Perpetual bonds
Long-term payables
Long-term employee benefits payables
Special payables
Accrued liabilities
Deferred gain VI.32 99,558,739.98 77,271,812.03
Deferred tax liabilities VI.17 12,442,303.79 7,241,263.39
Other non-current liabilities
Total non-current liabilities 112,701,043.77 551,013,075.42
Total liabilities 3,267,641,046.88 3,220,183,526.30

Shareholders’ equity:

Share capital VI.33 396,889,547.00 295,721,852.00
Other equities
Of which: Preferred shares

Perpetual bonds
Capital reserve VI.34 395,709,350.15 212,694,714.74
Less: Treasury shares VI.35 247,219,957.00
Other consolidated earnings VI.36 -12,753,227.85 -33,326,810.31
Special reserve
Surplus reserve VI1.37 546,610,551.66 513,472,484.27
General risks provision
Unallocated earnings VI.38 3,267,019,067.30 2,707,954,326.83

3,696,516,567.53

385,904,962.07
4,082,421,529.60
7,302,605,055.90

Name of the accounting firm’s

principal:

Zhuang Jianying
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CONSOLIDATED INCOME STATEMENT

Prepared by: Livzon Pharmaceutical Group Inc.

Amount denominated: RMB

Net profit attributable to the shareholders of
the parent company
Profit or loss from non-controlling interests

Livzon Pharmaceutical Group Inc. Annual Report 2015

622,641,033.06
36,922,344.86

Item Notes For the year For the Previous Year
I Total operating income 6,620,516,536.73 5,544,233,777.86
Including: Operating income VI.39 6,620,516,536.73 5,544,233,777.86
Il. Total operating costs 5,934,311,533.42 4,963,009,813.13
Including: Operating costs VI.39 2,575,330,534.39 2,142,911,022.41
Business taxes and surcharges V1.40 81,008,459.65 69,192,335.88
Selling expenses VI.41 2,541,675,092.56 2,208,218,745.28
Administrative expenses V1.42 606,301,968.07 464,522,751.34
Financial expenses V1.43 27,203,995.64 20,631,590.86
Impairment loss VI.44 102,791,483.11 57,533,367.36
Add: Gains from changes in fair value
("=" represents losses) VI.45 -182,343.23 -4,939,260.57
Investment income (“=" represents
losses) VI.46 6,776,422.79 8,223,836.93
Including: Income from investment
in associates and jointly
controlled entities 6,136,618.37 4,781,707.78
Ill. Operating profit ("-" represents losses) 692,799,082.87 584,508,541.09
Add: Non-operating income VI.47 130,686,902.75 70,113,415.16
Including: Profit from disposal of non-
current assets 2,003,640.57 355,242.11
Less: Non-operating expenses VI.48 15,564,685.82 2,596,922.38
Including: Losses from disposal of non-
current assets 6,009,136.37 1,354,272.04
IV. Profit before income tax (“-" represents
total losses) 807,921,299.80 652,025,033.87
Less: Income tax expenses VI.49 148,357,921.88 98,402,861.09
V.  Net profit (“-" represents net losses) 659,563,377.92 553,622,172.78

515,978,431.82
37,643,740.96



CONSOLIDATED INCOME STATEMENT

Prepared by: Livzon Pharmaceutical Group Inc.

Item

Notes

Amount denominated: RMB
For the year For the Previous Year

VI.

VIL.

VIil.

Other comprehensive net income after

taxation VI.50

Other comprehensive net income after
taxation attributable to the shareholders
of the parent company

(I) Other comprehensive income items
subsequently not to be re-classified as
profit or loss

1. Changes caused by re-measurement of
net liabilities or net assets of benefit plans

2. Other comprehensive income portions
subsequently not to be re-classified as
profit or loss of investment units using the
equity method

(I) Other comprehensive income items
subsequently to be re-classified as profit
or loss

1. Other comprehensive income portions
subsequently to be re-classified as profit
or loss of investment units using the
equity method

2. Profit and loss from change of fair value
of available-for-sale financial assets

3. Held-to-maturity investment to be re-
classified as available-for-sale financial
asset profit and loss

4. Portion of the gains or losses arising from
cash valid flow hedges instrument

5. Translation differences of financial
statements denominated in foreign
currency

6. Others

Other comprehensive net income after
taxation attributable to non-controlling
interests

Total comprehensive income

Total comprehensive income attributable to
the shareholders of the parent company

Total comprehensive income attributable to
non-controlling interests

Earnings per share:

(I) Basic earnings per share XVII.2
(Il) Diluted earnings per share XVIII.2
Principal in charge of
Legal representatives: accounting work:
Zhu Baoguo Si Yanxia

34,927,687.80 -31,281,778.71
20,573,582.46 -16,998,600.32
20,573,582.46 -16,998,600.32
17,171,928.75 -17,246,053.09

1,182,388.71 247,452.77

2,219,265.00

14,354,105.34 -14,283,178.39
694,491,065.72 522,340,394.07
643,214,615.52 498,979,831.50
51,276,450.20 23,360,562.57
1.62 1.34

1.60 1.34

Name of the accounting firm’s
principal:
Zhuang Jianying

Livzon Pharmaceutical Group Inc. Annual Report 2015
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CONSOLIDATED CASH FLOW STATEMENT

Prepared by: Livzon Pharmaceutical Group Inc.

Item Notes

Amount denominated: RMB

For the year

For the Previous Year

. Cash flows from operating activities
Cash received from sale of goods and
rendering of services
Refund of taxes
Cash received relating to other operating
activities VI.51
Sub-total of cash inflows from operating
activities
Cash paid for purchasing goods and services
Cash paid to and for employees
Cash paid for all types of taxes
Cash paid relating to other operating
activities VI.51
Sub-total of cash outflows from
operating activities
Net cash flows from operating activities
Il. Cash flows from investing activities:
Cash received from disposal of investments
Cash received from return on investments
Net cash received from disposal of fixed
assets, intangible assets and other
long-term assets
Net cash received from disposal of
subsidiaries and other operating entities
Cash received relating to other investing
activities VI.51
Sub-total of cash inflows from investing
activities
Cash paid for acquisition of fixed assets,
intangible assets and other long-term
assets
Cash paid for acquisition of investments
Net cash paid for acquisition of subsidiaries
and other operating entities
Cash paid relating to other investing
activities VI.51
Sub-total of cash outflows from
investing activities
Net cash flows from investing activities

Livzon Pharmaceutical Group Inc. Annual Report 2015

6,542,051,769.04
56,988,221.84

196,416,549.20
6,795,456,540.08
1,827,345,832.18
502,821,066.83
857,290,360.35
2,680,210,820.40
5,867,668,079.76
927,788,460.32

477,984.28

6,995,579.22

14,260,023.82

21,733,587.32

477,133,933.56
80,831,500.00

22,188,421.04

580,153,854.60
-558,420,267.28

5,734,733,028.52
34,804,053.19

116,438,994.13
5,885,976,075.84
1,631,606,641.93
421,094,103.74
769,748,289.54
2,346,133,147.08

5,168,582,182.29
717,393,893.55

10,181,993.32
4,167,796.06

2,830,255.60

11,844,211.41

29,024,256.39

665,519,169.35
93,254,995.09

8,255,955.14

767,030,119.58
-738,005,863.19



CONSOLIDATED CASH FLOW STATEMENT 105

Prepared by: Livzon Pharmaceutical Group Inc. Amount denominated: RMB
Item Notes For the year For the Previous Year

lll. Cash flows from financing activities:
Cash received from investors 298,883,157.00 98,000,000.00
Including: Cash received from
non-controlling shareholders of

subsidiaries 49,000,000.00 98,000,000.00
Cash received from borrowings 736,000,000.00 964,948,392.37
Cash received from issue of financing bills 300,000,000.00
Cash received relating to other financing

activities
Sub-total of cash inflows from financing

activities 1,034,883,157.00 1,362,948,392.37
Cash repayments of borrowings 1,242,009,122.45 1,167,396,663.73
Cash paid for dividends, profit distributions

or interest 105,959,720.14 216,433,837.01
Including: Dividends and profits paid 22,540,000.00 17,150,000.00

to non-controlling shareholders
of subsidiaries
Cash paid relating to other financing

activities VI.51 1,797,188.64
Sub-total of cash outflows from
financing activities 1,349,766,031.23 1,383,830,500.74
Net cash flows from financing activities -314,882,874.23 -20,882,108.37
IV. Effect of foreign exchange rate changes
on cash and cash equivalents 3,493,658.47 -320,229.13
V. Net increase in cash and cash
equivalents 57,978,977.28 -41,814,307.14
Add: Cash and cash equivalents at the
beginning of the period 709,114,426.17 750,928,733.31
VI. Cash and cash equivalents at the end of
the period 767,093,403.45 709,114,426.17
Principal in charge of Name of the accounting firm’s
Legal representatives: accounting work: principal:
Zhu Baoguo Si Yanxia Zhuang Jianying

Livzon Pharmaceutical Group Inc. Annual Report 2015



CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
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BALANCE SHEET 107

Amount denominated: RMB
31 December 2015 31 December 2014

Prepared by: Livzon Pharmaceutical Group Inc.
Item Notes

Current assets:

Cash at bank and on hand

Financial assets at fair value through
profit or loss

Derivative financial assets

Bills receivables

Accounts receivables

Prepayments

Interest receivables

Dividends receivables

Other receivables

Inventories

Classified as held-for-sale assets

Non-current assets due within one year

Other current assets

Total current assets

Non-current assets:

Available-for-sale financial assets
Held-to-maturity investments
Long-term receivables
Long-term equity investments
Investment properties

Fixed assets

Construction in progress
Construction supplies

Fixed assets to be disposed
Bearer biological assets

Oil and gas assets

Intangible assets
Development costs

Goodwill

Long-term deferred expenses
Deferred tax assets

Other non-current assets
Non-Total current assets
Total assets

694,156,636.07

249,484,247.50
XVII1 662,518,994.54
9,546,100.48

XVII.2 1,585,385,721.95
168,357,913.47

3,369,449,614.01

147,699,684.48

XVIL.3 2,026,142,377.51

63,844,093.19

28,496,294.11
13,252,992.01

180,000.00
21,492,844.45
12,292,055.00

2,313,400,340.75
5,682,849,954.76

611,639,109.41

181,046,438.78
593,485,326.96
27,017,775.87

1,480,787,894.81
139,040,977.30

3,033,017,523.13

86,570,027.83

1,714,413,011.87

76,953,739.79

31,840,732.46

240,000.00

12,042,901.45

1,922,060,413.40
4,955,077,936.53
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BALANCE SHEET

Prepared by: Livzon Pharmaceutical Group Inc.
Item

Amount denominated: RMB

Notes 31 December 2015 31 December 2014

Current liabilities:
Short-term loans
Financial liabilities at fair value through
profit and loss
Derivative financial liabilities
Bills payables
Accounts payables
Receipts in advance
Employee benefits payables
Taxes payables
Interest payables
Dividends payables
Other payables
Classified as held-for-sale liabilities
Non-current liabilities due within one year
Other current liabilities
Total current liabilities
Non-current liabilities:
Long-term loans
Notes payables
of which: preferred shares
perpetual bonds
Long-term payables
Long-term employee benefits payables
Special payables
Accrued liabilities
Deferred income
Deferred tax liabilities
Other non-current liabilities
Total non-current liabilities
Total liabilities
Shareholders’ equity:
Share capital
Other equity instruments
of which: preferred shares
perpetual bonds
Capital reserve
Less: Treasury shares
Other comprehensive income
Special reserve
Surplus reserve
General risks provision
Retained earnings
Total shareholders’ equity
Total liabilities and shareholders’ equity

Principal in charge of
accounting work:
Si Yanxia

Legal representatives:
Zhu Baoguo

Livzon Pharmaceutical Group Inc. Annual Report 2015

250,000,000.00

330,374,507.17
429,038,759.87
16,427,440.17
7,548,051.22
103,953,327.71
11,823,945.25
20,174.46
2,343,751,581.54

400,000,000.00

3,892,937,787.39

23,223,982.36
3,684,688.37

26,908,670.73
3,919,846,458.12

396,889,547.00

517,236,658.50
247,219,957.00
8,563,940.22

341,647,498.08
745,885,809.84

1,763,003,496.64
5,682,849,954.76

56,009,770.00

369,572,162.56
408,184,644.28
9,179,615.60
10,293,617.42
23,162,584.35
16,065,090.02
2,537,519.12
1,925,930,936.25

300,000,000.00
3,120,935,939.60

400,000,000.00

11,129,525.60
2,417,229.95

413,546,755.55
3,534,482,695.15

295,721,852.00

334,222,023.09

4,060,507.07
308,509,430.69
478,081,428.53

1,420,595,241.38
4,955,077,936.53

Name of the accounting firm’s
principal:
Zhuang Jianying



Prepared by: Livzon Pharmaceutical Group Inc.

Item

Notes

INCOME STATEMENT

Amount denominated: RMB

For the year

For the Previous Year

I Operating income

Less: Operating costs
Business taxes and surcharges
Selling expenses
Administrative expenses
Financial expenses
Impairment loss

Add: Gains from changes in fair value
("=" represents losses)
Investment income (“-"

losses)

Including: Gains from investment in
associates and joint ventures
represents losses)

" o

Il Operating profit (
Add: Non-operating income

of which: proceeds from disposal of

non-current assets
Less: Non-operating expenses
of which: Losses from disposal of
non-current assets

1. Total profit ("-" represents total losses)

Less: Income tax expenses

V. Net profit ("-" represents net losses)
V. Other comprehensive income after tax,

net
(I) Other comprehensive income items

represents

subsequently not to be re-classified as
profit or loss
1. Changes caused by re-measurement
of net liabilities or net assets of
benefit plans
2. Other comprehensive income portions
subsequently not to be re-classified
as profit or loss of investment units
using the equity method

XVIl.4
XVIl.4
XVII.5

XVII.6

3,859,294,389.53
1,843,639,493.40
38,464,541.06
1,693,266,135.27
223,663,468.74
-34,334,309.93
10,392,882.38

21,526,249.92

788,265.64
105,728,428.53
289,113,854.95

218,886,808.71
6,599,196.44

103,354.06
388,243,087.04
56,862,413.14
331,380,673.90

4,503,433.15

3,108,878,505.18
1,386,595,502.39
31,831,106.99
1,500,165,448.07
142,780,858.35
-27,122,507.78
386,925.46

20,834,109.22

1,078,882.36
95,075,280.92
43,729,115.14

163,124.00
775,488.63

90,858.14
138,028,907.43
15,273,534.42
122,755,373.01

-2,358,292.49
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109



110 INCOME STATEMENT

Prepared by: Livzon Pharmaceutical Group Inc.
Item Notes

Amount denominated: RMB
For the year For the Previous Year

(Il) Other comprehensive income items
subsequently to be re-classified as
profit or loss

1. Other comprehensive income portions
subsequently to be re-classified as
profit or loss of investment units
using the equity method

2. Profit and loss from change of fair
value of available-for-sale financial
assets

3. Held-to-maturity investment to be
re-classified as available-for-sale
financial asset profit and loss

4. Valid portion of the gains or losses
arising from cash flow hedges
instrument

5. Translation differences of financial
statements denominated in foreign

currency
6. Others
VI.  Total comprehensive income
Principal in charge of
Legal representatives: accounting work:
Zhu Baoguo Si Yanxia
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4,503,433.15 -2,358,292.49

2,284,168.15 -2,358,292.49

2,219,265.00
335,884,107.05 120,397,080.52

Name of the accounting firm’s
principal:
Zhuang Jianying



Prepared by: Livzon Pharmaceutical Group Inc.

Item

Notes

CASH FLOW STATEMENT

Amount denominated: RMB

For the year

For the Previous Year

Cash flows from operating activities:

Cash received from sale of goods and
rendering of services

Refund of taxes

Cash received relating to other operating
activities

Sub-total of cash inflows from
operating activities

Cash paid for purchasing goods and
services

Cash paid to and for employees

Cash paid for all types of taxes

Cash paid relating to other operating
activities

Sub-total of cash outflows from
operating activities

Net cash flows from operating activities

Cash flows from investing activities:

Cash received from disposal of investments

Cash received from return on investments

Net cash received from disposal of fixed
assets, intangible assets and other
long-term assets

Cash received relating to other investing
activities

Sub-total of cash inflows from
investing activities

Cash paid for acquisition of fixed assets,
intangible assets and other long-term
assets

Cash paid for acquisition of investments

Cash paid relating to other investing
activities

Sub-total of cash outflows from
investing activities

Net cash flows from investing activities

4,050,414,458.30

139,004,267.68
4,189,418,725.98
2,139,116,391.60
91,917,513.66
326,414,910.90
1,693,128,474.02
4,250,577,290.18
-61,158,564.20

20,737,984.28

31,000.00

20,768,984.28

29,899,189.76
131,831,500.00

161,730,689.76
-140,961,705.48

3,472,098,691.02

239,401,113.82
3,711,499,804.84
1,326,639,464.70
75,918,710.38
308,688,223.78
1,603,462,957.83

3,314,709,356.69
396,790,448.15

30,747,287.90

18,764,091.30

161,269.44

2,464,091.30

52,136,739.94

22,883,958.07

109,890,690.87

2,400,000.00

135,174,648.94
-83,037,909.00
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CASH FLOW STATEMENT

Prepared by: Livzon Pharmaceutical Group Inc.
Item Notes

Amount denominated: RMB

For the year

For the Previous Year

. Cash flows from financing activities:
Cash received from investors
Borrowings received from subsidiaries
Cash received from borrowings
Cash received from issue of bonds
Cash received relating to other financing
activities
Sub-total of cash inflows from
financing activities
Cash repayments of borrowings
Cash paid for dividends, profit
distributions or interest
Advances to subsidiaries
Cash paid relating to other financing
activities
Sub-total of cash outflows from
financing activities
Net cash flows from financing activities
V. Effect of foreign exchange rate changes
on cash and cash equivalents
V. Net increase in cash and cash
equivalents
Add: Cash and cash equivalents at the
beginning of the period
VI. Cash and cash equivalents at the end of
the period

Principal in charge of
accounting work:
Si Yanxia

Legal representatives:
Zhu Baoguo

Livzon Pharmaceutical Group Inc. Annual Report 2015

249,883,157.00
1,103,773,887.99
404,600,000.00

1,758,257,044.99
511,804,700.00

66,101,984.06

912,454,855.13

1,490,361,539.19
267,895,505.80

59,985.10

65,835,221.22

611,630,017.65

677,465,238.87

612,806,170.42
456,272,470.00
300,000,000.00

1,369,078,640.42
761,890,491.44

172,320,921.73

742,148,928.59

1,676,360,341.76
-307,281,701.34

-17,198.89

6,453,638.92

605,176,378.73

611,630,017.65

Name of the accounting firm’s

principal:

Zhuang Jianying
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STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY
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NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

COMPANY STATUS

History and development

In March 1992, Livzon Pharmaceutical Group Inc. (EEZRE B E B {5 B R A Al ) (hereinafter referred to
as the “"Company”) was transformed into a sino-foreign fund raising company limited by shares. Funds
were raised from its seven promoters namely, Macau Nam Yue (Group) Co., Ltd. CRFim & (£ 8 ) ER
A@]), Zhuhai Credit Cooperative Union (ZR/& {5 A& 1EB4t ) , Guangdong Medicine Group Co., Ltd.
(BREEETH/\A)), Zhuhai Medicine Corporation (Bk/E M B #4422 7)) , Guangzhou Medicines &
Health Products Imp. & Exp. Corp. (EM B #(RfZ ¥ H O A7), Zhuhai Trust and Consultancy of the
Bank of China (FR BISR{TEK/BE7E A 7)) and Zhuhai Guihua Employees Mutual Aid Association ( Zk
BETER T HB)E ), which converted their interests in the Company’s net assets into shares, as well as
from other domestic legal persons and internal staff pursuant to the approval documents [1992] No. 29
issued by Zhuhai Economic System Reform Commission (ZK/E T ERE G N EZ <€) and [1992] No. 45
jointly issued by Joint Examination Group for Pilot Joint Stock Enterprise in Guangdong Province ( B8R &
2R il 5, BB /) 48 ) and Guangdong Economic System Reform Committee ( & 52 4 48375 82 $l ok &
ZEg).

In 1993, pursuant to Yue Zheng Jian Fa Zi [1993] No. 001 document ( £ E5%% 5[1993]0015% 3 ) issued
by Guangdong Securities Regulatory Commission (EREESEBEEEZEE), Shen Ren Yin Fu Zi
[1993] No. 239 document (& A $R18 F[1993]52395% 3 ) issued by Shenzhen Special Economic Zone
branch of the People’s Bank of China (Rl A RERITAIIALEITE H177) and Zheng Jian Fa Shen Zi
[1993] No. 19 document (& ES #5438 5 [1993]19 1 3X) issued by China Securities Regulatory Commission
("CSRC"), the Company was listed on the Shenzhen Stock Exchange.

In 1998, the promoters of the Company, namely Zhuhai Credit Cooperative Union ( 28 T {5 FA & tEH
#t), Guangdong Medicine Group Co., Ltd. (ER & &% T ¥ A 5)), Zhuhai Guihua Employees Mutual
Aid Association (Pk/8 L8 T 5 812 ) and Zhuhai branch of Bank of China (FFEISR/TERE T H1T)
entered into an equity interests transfer agreement with China Everbright (Group) Corporation ( # [
HKR(EBE) 4B F]) respectively, and transferred all shares held by them to China Everbright (Group)
Corporation (FREI¥ K (£ ) 472 F]) . Upon the completion of the transfer, China Everbright (Group)
Corporation (B K (£ ) 4272 7)) held 38,917,518 domestic legal person shares of the Company.
Macau Nam Yue (Group) Co., Ltd. CEFIFE (£E ) B2 F]), the foreign promoter of the Company,
entered into an equity interests transfer agreement with China Everbright Pharmaceutical Co., Ltd. (
FHREEEABR/AT]), and transferred all of the 18,893,448 foreign-invested legal person shares held by it
to China Everbright Pharmaceutical Co., Ltd. (FREI Yt KB BEHR A F]) .

On 12 April 2002, China Everbright (Group) Corporation (FF B ¥ K (££E ) # A 7)) entered into
an equity custody agreement with Xi‘an Dongsheng Group Co., Ltd. (FAZREEEABR A F) and
assigned the 38,917,518 domestic legal person shares of the Company held by it in the custody of Xi‘an
Dongsheng Group Co., Ltd. (AL REEEEBR A F]) . On 21 December 2004, Xi'an Dongsheng Group
Co., Ltd. (AL EHKEB AR A A]) accepted the transfer of 38,917,518 domestic legal person shares
held by China Everbright (Group) Corporation (Bl K (%£E )2 F]) . As at 31 December 2004,
China Everbright (Group) Corporation (H Bl X (££[E) 422 7] ) did not hold any share in the Company.
38,917,518 domestic legal person shares were held directly by Xi'an Dongsheng Group Co.,Ltd. (FA&LE
S BAR AT, which represented 12.72% of the total share capital of the Company.
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NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

COMPANY STATUS (continued)

History and development (continued)

On 4 February 2005, Joincare Pharmaceutical Industry Group Co., Ltd. (2B TH#ZEERHEREA
7)) (hereinafter referred to as the “Joincare”) entered into an equity transfer agreement and an equity
interests pledge agreement with Xi‘an Dongsheng Group Co., Ltd. (AZEREEBEAR AR ). Xi‘an
Dongsheng Group Co., Ltd. (AR R ESE B R A7) directly transferred and pledged the 38,917,518
domestic legal person shares of the Company (representing 12.72% of the total share capital in the
Company) to Joincare (22 7C) . On 3 August 2006, the procedures for the transfer of the 38,917,518
domestic legal person shares to Joincare (52T ) was completed.

As at 31 December 2012, Joincare (f#ZJT) and its subsidiaries held a total of 140,122,590 shares of
the Company through transfer agreements and direct purchase from secondary market, representing
47.3832% of the total share capital of the Company, which became the single largest shareholder of
the Company and had de facto control in the Company. Of which 6,059,428 legal person shares held
in the name of Guangzhou Begol Trading Corporation (EMNTREL 7 E 5 A F]) did not complete the
procedures for the transfer to Joincare (2 7T) .

In the First Extraordinary Shareholders’ Meeting held in 2008, the Company examined and passed the
“Resolution in respect of the Repurchase of Domestically Listed Foreign Shares (B Shares) of Livzon
Pharmaceutical Group Inc”. As of 2 December 2009 (the expiry date of implementing the repurchase),
the Company accumulatively repurchased 10,313,630 B shares. On 4 December 2009, the Company
completed the cancellation procedures in respect of the repurchased shares with China Securities
Depository and Clearing Corporation Limited (Shenzhen branch) (R EIFE A B EEBRE T LR
972 7]) . The total share capital of the Company was reduced by 10,313,630 shares, and the registered
capital of the Company was reduced from RMB306,035,482 to RMB295,721,852. The Company
completed the registration procedures at the Administration of Industry and Commerce on 20 April
2010.

Pursuant to “Livzon Pharmaceutical Group Inc. Restricted Shares Incentive Scheme (Revised Draft)” and
its summary considered and approved by the 2015 First Extraordinary Shareholders’ Meeting of the
Company and the resolution of the 8th meeting (27 March 2015) of the 8th session of the Board of
directors, for this time, 458 restricted shares incentive participants exercised the options and there were
8,660,400 shares effectively exercised. Capital verification of this exercise of options was completed on
27 March 2015 with the approval registration completed by China Securities Depository and Clearing
Corporation Limited (Shenzhen branch). The registered capital following the exercise of options has
changed to 304,382,252. This capital increase was validated and confirmed by Capital Verification Report
[2015]40030004 Endorsed by Ruihua issued by Ruihua Certified Public Accountants. The Company
completed the registration procedures at the Administration of Industry and Commerce on 22 May 2015.
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NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

COMPANY STATUS (continued)
History and development (continued)

Pursuant to the resolutions of the 2014 Annual General Meeting, the 2015 Second Class Meeting of A
Shareholders and the 2015 Second Class Meeting of H Shareholders, based on the Company’s total share
capital of 304,382,252 shares, the Company made a bonus issue of 91,314,675 shares,each RMB1 by
way of capitalizing our capital reserve on the basis of 3 shares for every 10 shares held to all shareholder.
After completion of issue, the registered capital of the Company has changed to RMB395,696,927. This
capital increase was validated and confirmed by Capital Verification Report [2015]40030017 Endorsed
by Ruihua issued by Ruihua Certified Public Accountants. The Company completed the registration
procedures at the Administration of Industry and Commerce on 21 January 2016 with the unified social
credit code 914404006174883094.

Pursuant to “the Resolution on Repurchase and Cancellation of Locked Restricted Shares Granted to
Incentive Participants No Longer Satisfying the Conditions for Incentive” considered and approved by the
16th Board Meeting of the 8th Session of the Board (27 October 2015), 93,080 shares were repurchased.
After the repurchase, the Company’s share capital has changed to RMB395,603,847. This capital
reduction was validated and confirmed by Capital Verification Report [2015]40030020.

According to “the Resolution on Granting the Reserved Restricted Shares to Incentive Participants”
considered and approved by the 18th Board Meeting of the 8th Session of the Board (12 November
2015), for this time, 177 restricted shares incentive participants exercised the options and there were
1,285,700 shares effectively exercised. Capital verification of this exercise of options was completed
on 18 December 2015 with the approval registration completed by China Securities Depository and
Clearing Corporation Limited (Shenzhen branch). The Company’s share capital following the exercise of
options has changed to RMB396,889,547. This capital increase was validated and confirmed by Capital
Verification Report [2015]40030023.

Industry of the Company

The Company is engaged in the industry of manufacturing pharmaceutical products.

Scope of business

The scope of business for the Company as approved was the production and sales of bulk medicines
for traditional Chinese and western medicines, pharmaceutical intermediates, traditional Chinese herbal
medicines, traditional Chinese medicine drink tablets, medical equipment, sanitary materials, healthcare
products, medical cosmetics, over-the-counter drugs for traditional Chinese and western medicines
biochemical reagents, as well as chemicals, food, information business, and bulk medicines; import
& export of proprietary products of the Company and relevant auxiliary service; wholesale of over-
the-counter traditional Chinese medicines, chemical bulk medicines and their preparations, antibiotics
bulk medicines and their preparations, biological products (except for preventive biological products),
biochemical drugs (where those products are administrated with quota licence or special regulations, they
shall be subject to the relevant national rules; for other projects that require administrative permits, the
Company shall only engage in the same upon the approval being obtained).
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NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

COMPANY STATUS (continued)
Change of principal activities

During the reporting period, there was no change in the principal activities of the Company.
The financial statements has been approved and published by the Board meeting on 24 March 2016.

Please refer to note. VIII “Equity in other entities” for names of subsidiaries included into the
consolidation in 2015. One more subsidiary is added compared with the previous year, please refer to
note. VII”Change to consolidation scope”.

BASIS OF PREPARATION FOR THE FINANCIAL STATEMENTS

The financial statements have been prepared by the Company on the basis of going concern, actual
transactions and events. The financial statements were prepared in accordance with the Accounting
Standards for Business Enterprises — Basic Standards (issued as MOF Decree No. 33, revised as MOF
Decree No. 76), and another 41 specific accounting standards amended on or after 15 February 2006.
The financial statements were also prepared based on the Accounting Standards for Business Enterprises
— Application Guide, interpretations to the Accounting Standards for Business Enterprises and the other
related provisions (together the "Accounting Standards for Business Enterprises”), and the disclosure
provisions of the Information Disclosure and Presentation Rules for Companies Offering Securities to the
Public No. 15 — General Provisions on Financial Reporting (Revised in 2014) issued by the China Securities
Regulatory Commission.

In accordance with the applicable provisions under the Accounting Standards for Business Enterprises,
the Company uses the accrual method as its basis of accounting. Except certain financial instruments,
accounting items are generally measured at historical cost in the financial statements. The held-for-
sale non-fixed assets are measured at the fair value less the estimated expense or the original carrying
amount existing when the sale conditions are satisfied, whichever is the lower. In case of impairment, the
impairment loss shall be determined in accordance with applicable provisions.

STATEMENT OF COMPLIANCE ON THE ACCOUNTING STANDARDS FOR
BUSINESS ENTERPRISES

The financial statements prepared by the Company comply with the Accounting Standards for Business
Enterprises, which truly and completely present the information on the financial conditions of the
Company as at 31 December 2015 and the results and cash flow of the Company for the year 2015. In
addition, the financial statements of the Company, in all material aspects, comply with the disclosure
requirements of the Information Disclosure and Presentation Rules for Companies Offering Securities
to the Public No. 15 — General Provisions on Financial Reporting (Revised in 2014) issued by the China
Securities Regulatory Commission on financial statements and notes thereof.
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NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

1.

(1

Accounting period

The accounting period of the Company is classified into an accounting year and an interim accounting
period. The interim accounting period is a reporting period shorter than a full accounting year. The
accounting year of the Company is a calendar year, that is, from 1 January to 31 December in each year.

Operating cycle

The operating cycle consists of 12 months which is the standard of the classification for the liquidity of
the assets and liabilities.

Functional currency

Renminbi is the main currency adopted in the main economic environment where the Company and
our domestic subsidiaries operate. The Company and its domestic subsidiaries adopt Renminbi as the
functional currency. The Company’s offshore subsidiaries determine to adopt HK dollar and Macau dollar
as the functional currency based on the currencies adopted in the main economic environment where the
Company'’s offshore subsidiaries operate. The currency adopted by the Company in preparing financial
statements is Renminbi.

Accounting treatments for business combinations

Business combination refers to a transaction or an event under which two or more separate enterprises
combine into one reporting body. Business combinations are classified into business combinations
involving enterprises under common control and business combinations involving enterprises not under
common control.

Business combinations involving enterprises under common control

In case of the business combinations involving enterprises under common control, the enterprises
participating in the combination are under the ultimate common control of one party or several parties
both before and after the combination and the control is not interim. For the business combinations
involving enterprises under common control, the party acquiring the control over the other enterprises
participating in the combination on the combination date is the acquirer and the other enterprises
participating in the combination are the acquirees. The combination date is the date on which the
acquirer effectively obtains control of the acquiree.

The assets and liabilities obtained are measured at the carrying amounts as recorded by the enterprise
being combined on the combination date. The difference between the carrying amount of the net assets
acquired and the carrying amount of consideration paid for the combination (or the total face value of
shares issued) is adjusted in the capital reserve (share premium). If the balance of the capital reserve
(share premium) is insufficient, any excess is adjusted to retained earnings.

Any costs incurred by the acquirer in the combination shall be recognised in profit or loss for the current
period as incurred.
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NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(2)

(continued)
Accounting treatments for business combinations (continued)
Business combinations involving enterprises not under common control

In case of the business combinations involving enterprises not under common control, the enterprises
participating in the combination are not under the ultimate common control of one party or several
parties both before and after the combination. For the business combinations involving enterprises
not under common control, the party acquiring the control over the other enterprises participating in
the combination on the acquisition date is the acquirer and the other enterprises participating in the
combination are the acquirees. The acquisition date is the date on which the acquirer effectively obtains
control of the acquiree.

For the business combinations involving enterprises not under common control, the cost arising from
the business combination includes the fair value of the assets transferred, liabilities incurred or assumed,
and equity securities issued by the acquirer for the acquisition of controlling interests in the acquiree at
the acquisition date, and such intermediary costs as audit, legal service and appraisal consultation costs
and other administrative expenses arising from the business combination are recognised in profit or loss
for the current period. The transaction costs of the equity securities or the debt securities issued by the
acquirer as the consideration of combination are recognised in the initially stated amount of the equity
securities or debt securities. The involved contingent consideration is recognised in the combination
cost at its fair value on the acquisition date. Where the contingent consideration is required to be
adjusted due to any new or further evidence on the circumstances existing on the acquisition date
arising within 12 months from the acquisition date, the combined goodwill will be adjusted accordingly.
The combination cost incurred by the acquirer and the identifiable net assets obtained during the
combination are measured at the fair value on the acquisition date. Where the cost arising from the
business combination exceeds the fair value on the acquisition date of the acquiree’s identifiable net
assets, the difference is recognised as goodwill. Where the cost arising from the business combination
is less than the fair value of the acquiree’s identifiable net assets, the measurement on the fair value
of various identifiable assets, liabilities and contingent liabilities acquired from the acquirees will be
reviewed first and the difference is recognised in profit or loss for the current period in the event the
cost arising from the business combination by the acquirer is still less than the fair value of the acquiree’s
identifiable net assets after review.

Where the deductible temporary differences obtained by the acquirer from the acquirees are not
recognised due to the failure to satisfy the recognition conditions of deferred tax assets on the
acquisition date, the relevant deferred tax assets will be recognised and the goodwill will be decreased
at the same time and, in case the goodwill is insufficient, the excess is recognised in the profit or loss
for the current period if there arises any new or further indication within 12 months after the acquisition
date that the relevant circumstances have already existed on the acquisition date and the economic
benefits arising from the deductible temporary differences of the acquirees on the acquisition date may
be realised; apart from the above circumstances, the deferred income tax assets related to business
combination are recognised in the profit or loss for the current period.
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NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
4. Accounting treatments for business combinations (continued)
(2) Business combinations involving enterprises not under common control (continued)

For the business combination involving enterprises not under common control realised through several
transactions, it is to determine whether such transactions are “a basket of transactions” in accordance
with the standards on “a basket of transactions” specified in the Notice of the Ministry of Finance
on Issuing Interpretation No. 5 of the Accounting Standards for Business Enterprises (Cai Kuai [2012]
No. 19) and in Article 51 of Accounting Standards for Business Enterprises No. 33 — Consolidated
Financial Statements (note IV 5(2)). In case such transactions are “a basket of transactions”, the
accounting treatment will be made with reference to the above paragraphs and note IV 11 (Long-
term equity investments); and in case such transactions are not “a basket of transactions”, separate
finance statements and consolidated financial statements will be subject to different ways of accounting
treatment.

In the separate financial statements, the initial investment cost of the investment is the sum of the
carrying amount of the equity investment of the acquirees held before the acquisition date and the
additional investment cost on the acquisition date; in respect of any other comprehensive income
attributable to the equity interest in the acquiree prior to the acquisition date, other comprehensive
income is accounted for on the same accounting treatment as direct disposal of relevant asset or liability
by the acquiree at the time of disposal (i.e. to be transferred to investment income for the period, except
for the changes arising from re-measuring net assets or net liabilities of defined benefit plan using the
equity method attributable to the acquiree).

In the consolidated financial statements, the equity of the acquirees held before the acquisition date is
re-measured at the fair value of the equity on the acquisition date and the differences between the fair
value and the carrying amount are recognised in the investment income for the current period; in respect
of any other comprehensive income attributable to the equity interest in the acquiree held prior to the
acquisition date, other comprehensive income is accounted for on the same accounting treatment as
direct disposal of relevant asset or liability by the acquiree (i.e. to be transferred to investment income
at the acquisition date, except for the changes arising from re-measuring net assets or net liabilities of
defined benefit plan using the equity method attributable to the acquiree) is transferred to investment
income in the period of the acquisition date.
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(Unless specified otherwise, all amounts are denominated in RMB.)

IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(1)

(2)

(continued)
Preparation of consolidated financial statements
Determination in the scope of consolidation

The scope of consolidated financial statements is determined based on control. Control means the
Company has exposures or rights to variable returns from its involvement with the investee and the
ability to affect those returns through power over such investee. The scope of consolidation comprises
the Company and all of its subsidiaries. Subsidiaries are the entities controlled by the Company.

The Company will re-evaluate the definition once any relative element change due to facts or
circumstances change.

Preparation of consolidated financial statements

The Company includes the subsidiary into the scope of consolidation from the date when it acquires
the actual control over the net assets and production and operation decisions of the subsidiary; and
excludes the subsidiary from the scope of consolidation from the date when it loses the actual control.
For the subsidiary subject to disposal, the operating results and cash flows after the acquisition date and
prior to the disposal date are included in the consolidated income statement and consolidated cash flow
statement as appropriate; and in case of any subsidiary disposed of in the current period, the opening
balance of the consolidated balance sheet is not restated. For the acquisition of subsidiaries through a
business combination involving enterprises not under common control, the operating result and cash
flow upon the acquisition date are also included in the consolidated income statement and consolidated
cash flow statement and the opening balances and the comparative figures in consolidated financial
statements are not restated. For the acquisition of subsidiaries through a business combination involving
enterprises under common control, the operating result and cash flow from the beginning of reporting
period when the subsidiary is acquired to the date of business combination are also included in the
consolidated income statement and consolidated cash flow statement as appropriate. The comparative
figures in consolidated financial statements are also restated.

When the accounting policies or accounting period adopted by a subsidiary are different from those of
the Company, the Company makes necessary adjustments to the financial statements of the subsidiary
based on the Company’s own accounting policies and accounting period upon the consolidation of
the financial statements. Where a subsidiary was acquired through a business combination involving
enterprises not under common control, the financial statements of the subsidiary are adjusted based on
the fair value of the identifiable assets of the acquired subsidiary on the acquisition date.

Intra-company balances, transactions and unrealised profits are eliminated in preparing the consolidated
financial statements.
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(Unless specified otherwise, all amounts are denominated in RMB.)

IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(2)

(continued)
Preparation of consolidated financial statements (continued)
Preparation of consolidated financial statements (continued)

The shareholders’ equity of the subsidiaries and the share in the net profit or loss for the current period
other than the Company's share are separately presented under the shareholders interests and net
profits in the consolidated financial statements as the non-controlling shareholders interests and profit
or loss attributable to non-controlling shareholders. The portion in the net profit or loss of the subsidiary
for the current period attributable to the non-controlling shareholders interests is presented under the
“profit or loss attributable to non-controlling shareholders” in the net profits of the consolidated income
statement. Where the loss of the subsidiary undertaken by the non-controlling shareholders exceeds non-
controlling shareholders’ share in the opening balance of shareholders’ equity of the subsidiary of the
period, the excess is allocated against the non-controlling interests.

Where the Company loses its control over the original subsidiary due to the disposal of some equity
investment or other reasons, the remaining equity is re-measured at its fair value on the date when
the Company loses its control. The different between the sum of the consideration acquired due to the
disposal of the equity and the fair value of the remaining equity and the Company’s share in the net
assets of the original subsidiary calculated on an on-going basis from the acquisition date based on the
original shareholding proportion is recognised in the investment income for the current period when the
control is lost. Other comprehensive income in relation to the subsidiary are accounted on the same basis
as the investee when control cease (i.e. except for changes due to net liabilities or net assets from such
investee’s re-measured defined benefits plan, the rest are reclassified as investment income during the
period). After that, the remaining equity is subject to subsequent measurement in accordance with such
rules as the “Accounting Standards for Business Enterprises No. 2 — Long-term Equity Investment” and
the “Accounting Standards for Business Enterprises No. 22 — Recognition and Measurement of Financial
Instruments”. Please see note IV 11 (Long-term equity investment) and note IV 8 (Financial Instruments)
for details.

Where the Company disposes of the equity investment in the subsidiary through several transactions
until the Company loses control, it shall be determined whether such transactions are a basket of
transactions. Where the terms, conditions and economic impacts of various transactions involved in the
disposal of the equity investment in the subsidiary satisfy one or several of the following circumstances,
such several transactions shall be normally deemed as a basket of transactions in accounting treatment:
(1). Such transactions are entered into simultaneously or upon the consideration of the mutual impacts;
(2). No complete commercial result will be realised without such transactions as a whole; (3). The
occurrence of one transaction depends on the occurrence of at least another transaction; (4). One
transaction is not economical independently but economical together with other transactions. In case no
basket of transactions is constituted, each transaction is subject to the accounting treatment separately
based on the applicable principles stipulated in “Partial disposal of the long-term equity investment in
subsidiaries without losing control” (note IV 11(2)4) and “Lose of control over original subsidiaries due
to the disposal of partial equity investment or other reasons” (above paragraph) as the case may be.
Where such transactions constitute a basket of transactions, such transactions are together subject to
the accounting treatment as a transaction of disposal subsidiaries and losing control; provided that the
difference between the consideration of each disposal and the Company’s share in the net assets of the
subsidiary corresponding to the investment disposal before the loss of the control is recognised as the
other comprehensive income and carried forward to the profit or loss for the current period when the
control is lost.

Livzon Pharmaceutical Group Inc. Annual Report 2015



(1

(2)

(3)

NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Cash and Cash Equivalents

Cash and cash equivalents of the Company include cash on hand, bank deposit available for payment at
any time and those investments that are short-term (to be matured within three months at the time of
acquisition), highly liquid, readily convertible into known amounts of cash and subject to an insignificant
risk of change in value are classified as cash and cash equivalents.

Foreign currency transactions and Translation of financial statements in foreign
currency

Translation of foreign currency transactions

Foreign currency transactions incurred by the Company are translated to the functional currency at the
spot exchange rates on the date of the transactions at the initial confirmation, which is normally the
median exchange rate quoted by the People’s Bank of China of that day; provided that the foreign
currency exchange business or the transactions involving foreign currency exchange incurred by the
Company are translated to the functional currency at the prevailing exchange rates.

Translation of monetary items and non-monetary items denominated in foreign currency

Monetary items denominated in foreign currencies are translated to functional currency at the spot
exchange rate at the balance sheet date. The resulting exchange differences are treated based on the
principal of capitalisation of borrowing costs except for the foreign exchange differences arising from the
funds denominated in foreign currency specially borrowed for the establishment of the qualifying assets;
and the available-for-sale monetary items denominated in foreign currency are recognised in the profit or
loss for the currency period except for such foreign exchange differences arising from the other changes
in the balance other than amortised cost that will be recognised in the other comprehensive income.

Non-monetary items denominated in foreign currencies that are measured at historical cost are translated
to functional currency using the foreign exchange rate at the transaction date. Non-monetary items
denominated in foreign currencies that are measured at fair value are translated using the foreign
exchange rate at the date the fair value is determined; the resulting exchange differences are dealt with
as the change in fair value (including the change in exchange rate) and recognised in profit or loss for the
current period or recognised as the other comprehensive income.

Translation of financial statements in foreign currency

Where the preparation of consolidated financial statements involves any overseas operation, the
exchange differences arising from the change in exchange rate are recognised as the “differences
resulting from the translation of financial statements in foreign currencies” under the other
comprehensive income and, in case of disposal of the overseas operation, recognised in the profit or loss
for the current period if the monetary item denominated in foreign currency is effectively constituted in
relation to the net investment in the overseas operation.
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(Unless specified otherwise, all amounts are denominated in RMB.)

IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(3)

(1)

(continued)

Foreign currency transactions and Translation of financial statements in foreign
currency (continued)

Translation of financial statements in foreign currency (continued)

The financial statements in foreign currency of the overseas operation are translated to the financial
statements in RMB by the following methods: The assets and liabilities of foreign operations are
translated to the functional currency at the spot exchange rates at the balance sheet date. Items under
shareholders’ equity, excluding “retained earnings”, are translated to functional currency at the spot
exchange rates at the transaction dates. The income and expenses of foreign operation are translated to
the functional currency at the rates that approximate the spot exchange rates at the transaction dates.
The non-distributed profits at the beginning of the year is the non-distributed profits at the end of the
prior years upon translation; the non-distributed profit at the end of the year is presented based on the
items of translated profit appropriation; the differences between the assets and the sum of the liabilities
and the shareholders’ equity are recognised as the other comprehensive income. When the Company
disposes of the overseas operation and loses control, the differences arising from the translation of the
financial statements in foreign currency that are presented under the shareholders’ equity in the balance
sheet and related to the overseas operation are carried forward to the profit or loss for the current period
in whole or in the proportion of the disposal of the overseas operation.

The cash flow in foreign currency and the cash flow of the overseas subsidiary are translated at the
average exchange rate in the period when the transaction takes place. The effect of exchange difference
on cash is adjusted and presented as a separate component in the cash flow statement.

The opening balance and the actual amounts in the prior year are presented in the amounts arising upon
the translation of the financial statements of the prior year.

Financial Instruments

Financial assets and financial liabilities are recognised when the Company becomes a party to the
contractual provisions of the instruments. Financial assets and financial liabilities are initially measured
at fair value. For financial assets and financial liabilities measured at fair value and changes recorded
in current profit and loss, relevant transaction costs are directly accounted in profit and loss. For other
financial assets and financial liabilities, relevant transaction costs are accounted in initially recognized
amount.

Determination of fair value of financial assets and financial liabilities

Fair value is the amount for which an asset could be exchanged, or a liability settled, between
knowledgeable, willing market participants in an arm’s length transaction at the measurement date.
For financial assets or financial liabilities where there is an active market, the fair value is determined by
reference to quoted price in the active market. The quoted price in the active market is the price easily
to be obtained on a regular basis from exchanges, brokers, industrial associations, pricing institutions
and other similar organisations and represents the actual price of the market transaction in the fair
transaction. If no active market exists for a financial instrument, a valuation technique is used to establish
the fair value. Such valuation techniques include referring to the price adopted by the parties trading
knowingly and voluntarily in the latest market transaction, referring to the current fair value of the other
financial instruments of substantially the same type, the discounted future cash flow and the option
pricing model.
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(Unless specified otherwise, all amounts are denominated in RMB.)

IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

(2)

Financial Instruments (continued)

Classification, recognition and measurement of financial instruments

Financial instruments are purchased and sold in normal ways and recognised and de-recognised based on
the transaction date. Upon initial recognition, financial instruments are classified into financial assets at
fair value through profit or loss, held-to-maturity investments, loans and receivables and available-for-sale
financial assets.

(1)

Financial assets at fair value through profit or loss

Such financial assets include financial assets held for trading and financial assets designated at fair
value through profit or loss.

Financial assets held for trading refer to the financial assets satisfying any of the following
conditions: A. the purpose of acquiring the financial asset is to sell it in a recent period; B.
the financial asset is a part of the identifiable financial instrument portfolio under centralised
management and there is objective evidence indicating that the Company manages this portfolio
by a way to gain profits in a short period recently; C. the financial asset is derivatives, except those
designated as derivatives of effective hedges instrument, derivatives under financial guarantee
contracts and derivatives linked to the equity instruments investments that are not quoted in an
active market and of which the fair value cannot be reliably measured and to be settled through
delivery of such equity instruments.

The financial assets satisfying any of the following conditions may be designated as financial assets
at fair value through profit or loss upon initial recognition: A. such designation may eliminate or
apparently reduce the inconsistency in the recognition or measurement of the relevant gains or
losses caused by the different basis of measurement of the financial asset; B. it has been specified
in the official written documents of the Company on risk management or investment strategies that
the financial assets portfolio or the portfolio of financial assets and financial liabilities to which the
financial asset belongs is managed and evaluated and reported to key managers at the fair value.

The financial assets at fair value through profit or loss are subsequently measured at the fair value.

The gains or losses arising from the change in fair value and the dividends and interests income
related to the financial instruments are recognised in the profit or loss for the current period.
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(Unless specified otherwise, all amounts are denominated in RMB.)

IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

8. Financial Instruments (continued)

(2) Classification, recognition and measurement of financial instruments (continued)
(2)  Held-to-maturity investments

Held-to-maturity investments refer to the non-derivative financial assets with fixed maturity date
and fixed or identifiable recovery amount and which the Company explicitly intends and is capable
to hold to maturity.

Held-to-maturity investments are subsequently measured at the amortised cost using the effective
interest rate method. The gains or losses arising from de-recognition, impairment or amortisation
are recognised in profit or loss for the current period.

The effective interest rate method refers to the method by which the amortised cost and interest
income or expenses in different periods of the financial assets or financial liabilities (including a
portfolio of financial assets or financial liabilities) are calculated at the effective interest rate. The
effective interest rate is the interest rate adopted to transfer the future cash flow derived from
the financial assets or financial liabilities in the expected existence period or an applicable shorter
period to the current carrying amount of the financial assets or financial liabilities.

In calculating the effective interest rate, the Company considers the estimated future cash flow
based on all the contractual terms applicable to the financial assets or financial liabilities (not
taking future credit loss into consideration) and considers the various charges, transactions costs
and discounts or premium paid or received between the parties to the contracts applicable to the
financial assets or financial liabilities and constituting a part of the effective interest rate.

(3) Loans and receivables

Loans and receivables refer to the non-derivative financial assets without quoted price in the active
market and fixed or identifiable recoverable amount. The financial assets classified by the Company
as loans and receivables include bills receivables, accounts receivables, interest receivables,
dividends receivables and other receivables.

Loans and receivables are subsequently measured at the amortised cost using the effective interest

rate method. The gains or losses arising from de-recognition, impairment or amortisation are
recognised in profit or loss for the current period.
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(Unless specified otherwise, all amounts are denominated in RMB.)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Financial Instruments (continued)

Classification, recognition and measurement of financial instruments (continued)
(4) Available-for-sale financial assets

Available-for-sale financial assets refer to the non-derivative financial assets designated as available
for sale at the time of initiation recognition and the financial assets other than financial assets at
fair value through profit or loss, loans and receivables and held-to-maturity investments.

The ending cost of available-for-sale debt instrument investments is recognised at amortised cost,
i.e. the initially recognised amount less the repaid principal, and then plus or less the accumulated
amortisation amount arising from the amortisation of the difference between the initially
recognised amount and the amount on the maturity date using the effective interest rate method,
and then further less the impairment loss already incurred. The ending cost of available-for-sale
equity instrument investments is the initial acquisition cost.

Available-for-sale financial assets are subsequently measured at fair value. The gains or losses
arising from the change in fair value are recognised as other comprehensive income and carried
forward to the profit or loss for the current period upon de-recognition except for impairment
loss,and exchange differences of monetary financial assets in foreign currency related to amortised
cost which are recognised in the profit or loss for the current period. However, for derivatives that
are linked to equity instruments for which there are no quoted price in active market or the fair
value of the underlying equity instruments cannot be measured reliably and the derivative have to
be settled by delivering the underlying equity instrument are subsequently measured by costs.

For the available-for-sale financial assets, the interests acquired during the holding period and the
cash dividends declared by the investee are recognised in the investment income.

Impairment of financial assets

On each balance sheet date, the Company inspects the carrying amount of the other financial assets
other than the financial assets at fair value through profit or loss for the current period, and if there is
objective evidence of impairment in relation to the financial assets, impairment loss is determined by the
excess of the carrying amount of the financial asset over the estimated present value of future cash flow.

The Company carries out individual impairment test on the financial assets with significant amount on
individual basis; and carries out individual impairment test or impairment test together with the portfolio
of the financial assets with similar credit risks on the financial assets without significant amount on
individual basis. For those not impaired in individual impairment test (including the financial assets with
and without significant amount on individual basis), the Company carries out impairment test on such
assets together with the portfolio of the financial assets with similar credit risks. The financial assets
impaired in individual impairment test are not subject to the impairment test together with the portfolio
of the financial assets with similar credit risks.
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SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Financial Instruments (continued)

Impairment of financial assets (continued)

(1)

2)

Impairment of held-to-maturity investments, loans and receivables

The carrying amount of the financial assets measured at cost or amortised cost is written down to
the present value of the estimated future cash flow and the written-down amount is recognised
as the impairment loss in the profit or loss for the current period. The originally recognised
impairment loss is reversed if there is objective evidence that the value of the financial assets
has been recovered and the recovery can be linked objectively to an event occurring after the
impairment loss was recognised. The carrying amount of the financial assets upon the reversal of
the impairment loss will not exceed the amortised cost of the financial assets on the reversal date as
if no impairment loss provision had been made.

Impairment of available-for-sale financial assets

If there is a significant or prolonged decline in the fair value of available-for-sale financial assets
based on relevant factors, the available-for-sale equity instrument investment is impaired. In
determining the meaning of “significant” and “prolonged”, the Company shall base its judgment
upon the extent and the duration to which the fair value of the investment is less than its cost, and
shall take into account other factors to reach a comprehensive view.

When an available-for-sale financial asset is impaired, the accumulated loss arising from the decline
in fair value that had been recognised directly in capital reserve is reclassified to profit or loss for
the current period. The reclassified accumulated loss is the balance of the initial acquisition cost less
the recovered principal, the amortisation amount, the current fair value and the impairment loss
originally recognised in the profit or loss.

An impairment loss is reversed and the impairment loss in the available-for-sale equity instrument
investment is reversed as the other comprehensive income and the impairment loss in the
available-for-sale debt instrument is reversed in the profit or loss for the current period if there
is any objective evidence that there is a favourable change in the estimates used to determine
the recoverable amount and the change can be linked objectively to an event occurring after the
impairment loss was recognised.

The impairment loss of the equity instrument investments that are not quoted in an active market
and their fair value cannot be reliably measured or the derivative financial assets linked to such
equity instrument and to be settled through the delivery of such equity instrument will not be
reversed.
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IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(4)

(continued)
Financial Instruments (continued)
Recognition basis and measurement methods of transfer of financial assets

The financial assets satisfying any of the following conditions are de-recognised: 1. The contractual right
to receive the cash flow of the financial assets is terminated; 2. The financial assets have been transferred
and almost all of the risks and rewards of ownership of the financial assets have been transferred to the
transferee; 3. The financial assets have been transferred and the enterprise waives the control over the
financial assets although it has neither transferred nor reserved almost all of the risks and rewards of
ownership of the financial assets.

Where the enterprise has neither transferred nor reserved almost all of the risks and rewards of
ownership of the financial assets and not waived the control over the financial assets, the relevant
financial assets and the relevant liabilities are recognised based on the extent of the financial assets
continuing to be involved. The extent of the financial assets continuing to be involved is the level of the
risks to be encountered by the enterprise due to the change in the value of the financial assets.

Where the overall transfer of the financial assets satisfies the conditions of de-recognition, the carrying
amount of the transferred financial assets and the difference between the consideration received from
the transfer and the sum of the accumulated changes in the fair value of the originally recognised other
comprehensive income are recognised in the profit or loss for the current period.

Where the partial transfer of the financial assets satisfies the conditions of de-recognition, the carrying
amount of the transferred financial assets is allocated between the de-recognised portion and the not
de-recognised portion at the corresponding fair value, and the difference between the consideration
received from the transfer and the sum of the accumulated changes in the fair value of the originally
recognised other comprehensive income allocated to the de-recognised portion and the above mentioned
allocated carrying amount are recognised in the profit or loss for the current period.

Where the Company transfers by endorsement the financial assets sold with the right of recourse or
the financial assets held by it, it shall be determined that whether almost all the risks and rewards of
ownership of the financial assets have been transferred. Where almost all the risks and rewards of
ownership of the financial assets have been transferred to the transferee, the financial assets are de-
recognised; where almost all the risks and rewards of ownership of the financial assets have been
reserved, the financial assets are not de-recognised; and where almost all the risks and rewards of
ownership of the financial assets have been neither transferred nor reserved, it shall be determined
whether the enterprise reserves control over the assets and the accounting treatment will be carried out
based on the above mentioned principles.
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IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(5)

(continued)
Financial Instruments (continued)
Classification and measurement of financial liabilities

Upon initial recognition, financial liabilities are classified into financial liabilities at fair value through
profit or loss and other financial liabilities. Upon initial recognition, financial liabilities are measured at
fair value. For the financial liabilities at fair value through profit or loss, the relevant transaction costs
are directly recognised in profit or loss for the current period; and for the other financial liabilities, the
relevant transactions are included in initial recognition.

Financial liabilities at fair value through profit or loss

The conditions for the financial liabilities to be classified as the financial liabilities held for trading
and the financial liabilities designated to be measured at fair value through profit or loss upon
initial recognition are the same as the conditions for the financial assets to be classified as the
financial assets held for trading and the financial assets designated to be measured at fair value
through profit or loss upon initial recognition.

The financial liabilities at fair value through profit or loss are subsequently measured at the fair
value. The gains or losses arising from the change in fair value and the dividends and interests
expenses related to the financial instruments are recognised in the profit or loss for the current
period.

Other financial liabilities

The derivative financial liabilities linked to the equity instruments that are not quoted in an active
market and of which the fair value cannot be reliably measured and to be settled through delivery
of such equity instruments are subsequently measured at cost. The other financial instruments are
subsequently measured at amortised cost using the effective interest rate method and the gains or
losses arising from de-recognition or amortisation are recognised in profit or loss for the current
period.

Financial guarantee contracts and loan commitments

The financial guarantee contracts other than the financial liabilities at fair value through profit or
loss or the loan commitments other than the loan at fair value through profit or loss and granted
at an interest rate lower than the market rate are initially recognised at fair value and then
subsequently measured at the amount determined in accordance with the Accounting Standards for
Business Enterprises No. 13 — Contingencies and the balance of the initially recognised amount less
the accumulated amortisation amount determined in accordance with the Accounting Standards for
Business Enterprises No. 14 — Income, whichever is the higher.
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IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(6)

(7)

(8)

(continued)
Financial Instruments (continued)
De-recognition of financial liabilities

The financial liabilities may not be de-recognised in whole or in part unless and until the present
obligations of the financial liabilities are discharged in whole or in part. Where the Company (the debtor)
concludes agreements with the creditors to replace the existing financial liabilities with the new financial
liabilities and the contractual terms for the new financial liabilities and the existing financial liabilities are
materially the same, the existing financial liabilities are de-recognised and the new financial liabilities are
recognised at the same time.

Where the financial liabilities are de-recognised in whole or in part, the difference between the carrying
amount of the de-recognised portion and the consideration so paid (including the transferred non-
monetary assets or the assumed new financial liabilities) is recognised in profit or loss for the current
period.

Offset between financial assets and financial liabilities

Where the Company is legally entitled to offset the recognised financial assets and financial liabilities
and may exercise this right now and plans to net or realise the financial assets and repay the financial
liabilities, the remaining amount upon the offset between the financial assets and the financial liabilities
is presented in the balance sheet. In other cases, the financial assets and the financial liabilities are
separately presented in the balance sheet and not offset against each other.

Equity instruments

Equity instruments refer to the contracts proving the ownership of the remaining equities in the assets
of the Company upon the deduction of all the liabilities. Change to share equity is accounted when
the Company issue (including refinance), buyback, sell or cancel equity instrument. The consideration
received from the issue of the equity instruments increases the shareholders’ equity upon the deduction
of the transaction costs.

The allocations made by the Company to the holders of equity instruments (excluding stock dividends)

decrease shareholders’ equity. The Company does not recognise the change in the fair value of equity
instruments.
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IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
9. Receivables

Receivables include accounts receivables and other receivables.

(1) Treatment of bad debts provision

The Company inspects the carrying amount of the receivables on the balance sheet, and if there is
objective evidence of impairment in relation to the receivables, impairment loss is determined by the
excess of the carrying amount of the receivables over the estimated present value of future cash flow.

1 Criteria and method of provision for bad debt of receivables that are individually significant:

Methods of providing bad debts
for single receivables with

significant amount on Amount of more than 10% of

individual provision basis the balance of receivables

Method of provision for bad debt of If there is objective evidence of impairment
receivables that are individually significant noted in the individual impairment test,
and impairment provided on an individual provisions for bad debts are made based on the
basis: excess of the carrying amount of the financial

asset over the present value of future cash
flow. For those not impaired in the individual
impairment test, provisions for bad debts are
made based on the portfolio of credit risk using
ageing analysis method.
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SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Receivables (continued)

Treatment of bad debts provision (continued)

2

Bad debt provision for receivables by portfolio

Basis for determining Basis for determining portfolio of
the portfolio credit risk by ageing

Method of bad debts provision based on portfolio  Ageing analysis method

Method of bad debts provision of receivables based on portfolio of credit risk by ageing:

Percentage of Percentage of

provision for provision for
Ageing accounts receivables other receivables
within one year (including one year) 5% 5%
1-2 years (including 2 year) 6% 6%
2-3 years (including 3 year) 20% 20%
3-4 years (including 4 year) 70% 70%
4-5 years (including 5 year) 90% 90%
over 5 years 100% 100%

If there is any indication that there is a significant difference between the recoverability of individual
receivable and other receivables with the same age as indicated by a portfolio test, and the bad
debt provision made in accordance with the portfolio of credit risk using ageing analysis method
cannot truly reflect the recoverable amount of that individual receivable, provision of bad debt will
be made on an individual basis.

No bad debts provision is made on receivables from intra-company transactions in the scope of
consolidation.

Criteria and method of provision for bad debt for receivables that are individually insignificant but
impairment provided on an individual basis

Basis for determining Amount that are not individually
the portfolio significant and aged over 3 years

Method of bad debts provision For the individual impairment test, provisions
for bad debts are made as the excess of the
carrying amount over the estimated present
value of future cash flow. If the present value of
future cash flow cannot be estimated accurately,
provisions for bad debts are made based on
the portfolio of credit risk using ageing analysis

method.
For other receivables (including bills receivable, prepayments, interest receivable and long-term

receivables), provisions for bad debts are made based on the excess of the carrying amount over the
estimated present value of future cash flow.
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V.

(1)

(2)

10.

(1

(2)
(3)

(4)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Receivables (continued)
Treatment of bad debts provision (continued)

4 (continued)
The above amounts that are not recoverable are written off against the corresponding receivables
after approval.

Reversal of bad debts provision

The originally recognised impairment loss is reversed and reclassified in profit or loss for current period
if there is any objective evidence that the value of the receivables has been recovered and the recovery
can be linked objectively to an event occurring after the impairment loss was recognised. The carrying
amount upon the reversal will not exceed the amortised cost of the receivables on the reversal date as if
no impairment loss provision had been made.

Inventories
Classification of inventories

Inventories include raw materials, packaging materials, work in progress, finished goods, subcontracting
materials and low-value consumables.

Inventory system: The Company maintains a perpetual inventory system.
Method of measurement

Inventories are initially measured at actual cost. Cost of inventories comprises actual costs of purchase
and other expenditures incurred in bringing the inventories to their present location and condition.
Cost of distribution of inventories is calculated using the weighted average cost method. Low-value
consumables and packaging materials are amortised in full upon the use.

The underlying factors in the determination and the basis of provision for diminution in net
realisable value of inventories:

Net realisable value is the estimated selling price in the ordinary course of business less the estimated
costs of completion, selling expenses and related taxes. The net realizable value of inventories is
determined based on the exact evidence and consideration will be given to the purpose of holding the
inventories and the effects of the events post balance sheet date.

On the balance sheet date, the inventories are calculated at the lower one of cost and the net realisable
value. When the net realizable value is lower than the cost, the provision for diminution in value of
inventories is made. Provision for diminution in the value of inventory is determined on an item-by-
item basis and made in the excess of the cost of the inventory over its net realizable value. Provision for
diminution in the value of inventories is normally determined on a collective group basis when inventories
are numerous and with low unit price.

After the provision for diminution in the value of inventory is made, if the circumstances resulting in the
write-down of inventories no longer exist and the net realizable value of the inventory is higher than its
carrying amount, the amount of the provision for diminution in value of inventories that has been made
is reversed. The amount of reversal is recognised in the profit or loss for the current period.
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(Unless specified otherwise, all amounts are denominated in RMB.)

IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

11.

(1

(continued)
Long-term equity investment

Long-term equity investment refers to those with which the Company exercise control over the invested
entity, or has significant influence on its operation, or equity investment in joint ventures.

Subsidiaries are the investees over which the Company is able to exercise control. Joint ventures are
the investees over which the Group is able to exercise joint control together with other venturers and
the Company is interested only in the net assets of the investees. Associates are the investees that the
Company has significant influence on their financial and operating decisions.

Investment in subsidiaries is presented in the Company’s financial statements using the cost method.
Investment in joint ventures and associates is accounted for using the equity method.

Determination of investment cost

In case of long-term equity investment arising from business combination, the initial investment cost of a
long-term equity investment acquired through a business combination involving entities under common
control is the Company’s share in the consolidated financial statement of the ultimate controlling
party in the carrying amount of the acquiree’s equity at the combination date. For a long-term equity
investment acquired through a business combination not involving enterprises under common control,
the cost initially recognised is comprised of the fair value of the assets transferred, liabilities incurred or
assumed, and equity securities issued by the acquirer at the acquisition date, in exchange for control of
the acquiree. The costs incurred by the acquirer due to the combination including such intermediary costs
as audit fees, legal fees and valuation fees and other relevant administrative costs shall be recognised in
the profit or loss for the current period. The transaction costs of the equity securities or debt securities
issued by the acquirer as the consideration of the combination shall be included in the initially recognised
amount of the equity securities or debt securities.

Except the long-term equity investment arising from business combination, the other equity investments
are initially measured at cost. The cost is determined based on the purchase price paid by the Company
in cash, the fair value of the equity securities issued by the Company, the value agreed in the investment
contracts or agreements, the fair value or the original carrying amount of the assets transferred in the
non-monetary asset exchanges or the fair value of the long-term equity investment or by the other
methods depending on the different modes of acquiring the long-term equity investment. The costs,
taxes and other necessary expenses directly related to the acquisition of the long-term equity investment
are also recognised in the investment cost.
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(Unless specified otherwise, all amounts are denominated in RMB.)

11.

(2)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Long-term equity investment (continued)

Subsequent measurement and recognition of profit or loss

1

Long-term equity investment accounted for using the cost method

If the Company is able to exert control in the investee of a long-term equity investment, the cost
method will be applied to measure that investment on its individual financial statements. When
accounted for using the cost method, the long-term equity investment is measured at the initial
investment cost, and cash dividend or profit distributions declared by the investee are recognised as
investment income, except those that have been declared but unpaid at the time of acquisition and
therefore included in the consideration.

Long-term equity investment accounted for using the equity method

If the Company has common control in or significant influence on the investee of a long-term
equity investment, the equity method will be applied to account for the investment. When
accounted for using the equity method, the initial investment cost of the long-term equity
investment is not adjusted if the initial investment cost of the long-term equity investment is higher
than the Company'’s share in the fair value of the identifiable net value of the investee at the time
of investment; and the difference is recognised in the profit or loss for the current period and the
cost of the long-term equity investment is adjusted if the initial investment cost of the long-term
equity investment is lower than the Company’s share in the fair value of the identifiable net value
of the investee at the time of investment.

Livzon Pharmaceutical Group Inc. Annual Report 2015



11.

(2)

NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Long-term equity investment (continued)

Subsequent measurement and recognition of profit or loss (continued)

2

Long-term equity investment accounted for using the equity method (continued)

For long-term equity investment accounted for using equity method, return on investment and
other comprehensive income are recognized separately according to the share in the invested
entity’s net profit/or loss and its other comprehensive income, with the book value adjusted for
the long-term equity investment by the Company. Book value of the long-term equity investment
will be deducted according to the announced profit to be distributed by the invested entity or
the share of cash dividend. Changes to shareholders’ equity other than net profit/or loss, other
comprehensive and profit distribution cause book value of long-term equity investment to be
adjusted, and taken into capital reserve. Net profit of the invested entity are recognized after
adjustment on the basis of fair value of all recognizable assets of the invested entity on acquisition.
Accounting policies and accounting period of the invested entity will be adjusted according to
the Company’s relative regulations if that entity adopted different policies. Meanwhile return on
investment and other comprehensive income are adjusted accordingly. For transactions between
the Company and its associates and joint ventures not constituting business transactions by
transferring or selling assets, relative unrealized profit/or loss on internal transactions attributable
to the Company pro rata will be offset, and return on investment will be recognized on such basis.
However if such realized loss on internal transactions are classified as loss on decline in value of
asset, then the relative loss are not to be offset.

In determining the net loss of the investee to be assumed by the Company, the carrying amount
of the long-term equity investment and the other long-term equity actually constituting the net
investment on the investee will be written down to zero to the largest extent. In addition, if the
Company is obligated to assume the additional loss of the investee, the provisions are recognised
based on the obligations expected to be assumed and recognised in the investment loss for the
current period. If the investee realises net profits in subsequent periods, the Company will resume
recognizing the Company’s share in the profits after the Company’s share in the profits remedies
the unrecognised amount of the loss to be assumed by the Company.

Acquisition of non-controlling interests

When preparing the consolidated financial statements, the Company adjusts the capital reserve
and, if the capital reserve is insufficient, adjust the retained earnings based on the difference
between the additional long-term equity investment arising from the acquisition of non-controlling
interests and the Company’s share in the net assets of the subsidiary consecutively calculated from
the acquisition date (or combination date) in proportion to the additional shareholdings.
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(Unless specified otherwise, all amounts are denominated in RMB.)

11.

(2)

(3)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Long-term equity investment (continued)

Subsequent measurement and recognition of profit or loss (continued)
4 Disposal of long-term equity investment

In the consolidated financial statements, if the parent disposes part of the long-term equity
investment in the subsidiary without losing its control, the difference between the disposal price
and the Company’s share in the net assets of the subsidiary corresponding to the disposal of the
long-term equity investment is recognised in the shareholders’ equity; if the parent disposes part
of the long-term equity investment in the subsidiary and so loses its control over the subsidiary, the
accounting treatment shall be done in accordance with note IV 5(2) (Preparation of consolidated
financial statements).

In other cases, upon the disposal of a long-term equity investment, the difference between the
carrying amount of the investment and the sales proceeds received is recognised in the profit or loss
for the current period.

For long-term equity investment accounted for using equity method, and the remaining equity
accounted with equity method after partial disposal, the other comprehensive income originally
accounted into shareholders’ equity will be accounted on the same basis as the invested entity
while disposing relative asset or liability according to its proportion. Shareholders’ equity recognized
by the invested entity due to change to such item other than net profit/or loss, other comprehensive
income or profit distribution, will be accounted into the current profit or loss.

For the remaining equity accounted with cost method after partial disposal, the same basis as the
invested entity while disposing relative asset or liability will be used for the other comprehensive
income recognized using equity method before the investment, or recognized by the regulations
of financial instrument recognition and measurement, and such income will be transferred to the
current profit or loss proportionately. Changes to shareholders’ equity other than those caused by
net profit or loss, other comprehensive income or profit distribution will be taken into the current
profit or loss.

Basis of determining common control and significant influence on the investee

Joint control is the contractually agreed sharing of control over an activity, and exists only when decisions
relating to the activity require the unanimous consent of the parties sharing control. Significant influence
refers to the power to participate in the financial and operational decisions of the investors without
control or common control over the formulation of such policies. When determining whether it has
control or significant influence over the investee, the Company shall consider the convertible corporate
bonds, exercisable call options and other voting rights of the investee held by the Company in the current
period.
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NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Long-term equity investment (continued)
Impairment test and provision for impairment

The Company inspects the possibility of impairment of the long-term equity investment on each balance
sheet date, and if there is evidence of such impairment, the Company estimates the recoverable amount.
If the recoverable amount of the asset is lower than its carrying amount, the impairment provision of the
asset is made based on the difference and recognised in the profit or loss for the current period.

Once recognised, the impairment loss of long-term equity investment shall not be reversed in the
subsequent accounting periods.

Investment Properties

Investment properties are properties held either to earn rental income or for capital appreciation or for
both, which include leased land use rights, land use rights held for sale after appreciation and leased
buildings.

Investment properties are initially measured at cost. If there is possible inflow of economic benefits
related to the properties and the cost may be reliably measured, the subsequent expenses related to
investment properties are recognised in the cost of the investment properties. The other subsequent
expenses are recognised in the profit or loss for the current period at the time of occurrence.

Investment properties are subsequently accounted for using the cost model, and are depreciated or
amortised in accordance with the depreciation or amortisation policies for buildings or land use rights.

Please see note IV 19 (Impairment of non-fixed non-financial assets) for the impairment test and
provision for impairment on investment properties.

Where the properties for private use or inventories are converted to investment properties or vice versa,
the carrying amount prior to the conversion is recognised as the entry value after conversion.

Where the purpose of the investment properties is changed to private use, the investment properties are
converted to fixed assets or intangible assets from the date of such change. Where the purpose of the
properties for private use is changed to earning rental income or capital appreciation, the properties are
converted from fixed assets or intangible assets to investment properties from the date of such change.
In case of any conversion, if the property under the conversion is an investment property using the cost
model, the carrying amount prior to the conversion is recognised as the entry value after conversion; and
if the property under the conversion is an investment property using the fair value model, the fair value
on the conversion date is recognised as the entry value after conversion.

Where the investment properties are disposed of or perpetually not used and it is expected that no
economic benefits may arise from such disposal, the investment properties are de-recognised. When
an investment property is sold, transferred, discarded, damaged or destroyed, the amount of disposal
proceeds less the carrying amount of the property and relevant taxes is recognised as gain on disposal in
the profit or loss for the current period.
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(Unless specified otherwise, all amounts are denominated in RMB.)

V.

13.
1

(2)

(3)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Fixed Assets
Recognition of fixed assets

Fixed assets represent the tangible assets for use in the production of goods, for supply of services, for
rental to others or for operation and administrative purposes with the useful life over one accounting
year. Fixed asset is recognised when it meets the following conditions:

1 it is probable that the economic benefits associated with the fixed asset will flow to the Company;
2 its cost can be reliably measured.

Classification of fixed assets

Fixed assets include plant and building, machinery and equipment, motor vehicles, electronic devices and
others.

Measurement of fixed assets

Fixed assets are initially measured at cost.

1 Where the payment for purchase of a fixed asset is postponed beyond the normal credit terms,
which constitutes financing transaction in substance, the present value of the purchase price is
recognised as the cost of fixed assets.

2 The fixed assets acquired from debtor under debt restructuring are measured at the fair value,
and the difference between the carrying amount of the restructured debt and the fair value of the
fixed assets acquired from debtor under debt restructuring is recognised in the profit or loss for the
current period. If the exchange of non-monetary assets transaction is commercial in nature and the
fair value of the assets received or transferred can be reliably measured, the fixed assets received
in the exchange of non-monetary assets transaction shall normally be measured at the fair value of
the assets transferred, unless there is objective evidence indicating that the fair value of the assets
received is more reliable; For the exchange of non-monetary assets transaction which does not meet
the above conditions, the cost of fixed assets received is recognised at the carrying amount of the
assets transferred with the relevant taxes, and no gains or losses are recognised in the profit or loss.

3 The fixed assets acquired in the business combinations involving enterprises under common control
are measured at the carrying amount of the fixed assets recognised by the acquiree. The fixed
assets acquired in the business combinations involving enterprises not under common control are
recognised at its fair value.
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NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Fixed Assets (continued)
Measurement of fixed assets (continued)

The present value of the initial estimate for the costs of dismantling and removing the fixed assets is
recognised in the carrying amount of fixed assets.

The subsequent cost on fixed assets is recognised in the carrying amount of fixed assets provided that the
economic benefits associated with fixed assets exceed those upon its initial recognition will flow to the
Company, and the carrying amount does not exceed the recoverable amount of the fixed assets.

Method for depreciation of fixed assets

Fixed assets are depreciated using the straight-line method over their estimated useful lives from the
month following the month when they are available for intended use. The estimated useful lives, residual
values and annual depreciation rates of each class of fixed assets are as follows:

Estimated Annual

Depreciation residual depreciation

Class of fixed assets period (years) value (%) rate (%)
Plant and building 20 5-10 4.5-4.75
Machinery and equipment 10 5-10 9-9.5
Motor vehicles 5 5-10 18-19
Electronic devices and others 5 5-10 18-19

Estimated net residual values refer to the amount obtained by the Company from the disposal of the
asset less the expected costs to sell on the assumption that the expected useful life of the fixed asset has
expired and the asset is in the condition expected to exist when its useful life expires.

Impairment test and provision for impairment on fixed assets

Please see note IV 19 (Impairment of non-fixed non-financial assets) for the impairment test and
provision for impairment on fixed assets.

Livzon Pharmaceutical Group Inc. Annual Report 2015

141



142

NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

V.

14.
(1

(2)

(3)

15.
(1)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Construction in progress
Classification of construction in progress

Construction in progress is classified into individual projects.

Conversion of construction in progress to fixed assets

All expenditures arising from construction in progress before the asset becomes ready for its intended use
are recognised as the entry value of the fixed asset. If the construction in progress reaches a stage where
the construction in progress is ready for its intended use but the final account of the completed project
has not been issued, the cost of fixed asset and the depreciation are recognised in accordance with the
estimated cost determined by the construction budget, construction price or actual cost upon the date
when the asset is ready for their intended use until the final account of completed project is issued
when the estimated cost is adjusted according to the actual cost, while the depreciation charged is not
adjusted.

Impairment of construction in progress

Please see note IV 19 (Impairment of non-fixed non-financial assets) for the impairment test and
provision for impairment on construction in progress.

Borrowing Costs

For the borrowing costs incurred by the Company directly attributable to the acquisition, construction or
production of a qualifying asset, they are capitalised as part of the cost of the asset. Other borrowing
costs are recognised as expenses when incurred and charged to profit or loss for the current period.
Qualifying assets are assets (fixed assets, investment properties, inventories, etc.) that necessarily take a
substantial period of time for acquisition, construction or production to get ready for their intended use
or sale. The capitalisation of borrowing costs commences only when all of the following conditions are
satisfied:

1 Expenditures for the asset are being incurred. Expenditures for the asset include payment by cash,
transfer of non-cash asset, undertaking of interest-bearing liability to acquire, construct or produce
qualifying assets;

2 Borrowing costs are being incurred;

3 Activities relating to the acquisition, construction or production of the asset that are necessary to
prepare the asset for its intended use or sale have commenced.
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NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Borrowing Costs (continued)

During the capitalisation period, the amount of interest (including amortisation of any discount or
premium on borrowing) to be capitalised in each accounting period is determined as follows:

1 Where funds are borrowed specifically for the acquisition, construction or production of a qualifying
asset, the amount of interest to be capitalised is the interest expense calculated using effective
interest rates during the period less any interest income earned from depositing the borrowed funds
or any investment income on the temporary investment of those funds before being used on the
asset.

2 Where funds are borrowed generally and used for the acquisition, construction or production
of a qualifying asset, the amount of interest to be capitalised on such borrowings is determined
by applying a capitalisation rate to the weighted average of the excess amounts of cumulative
expenditures on the asset over the above amounts of specific borrowings. The capitalisation rate
is the weighted average of the interest rates applicable to the general-purpose borrowings. The
capitalisation period is the period from the date of commencement of capitalisation of borrowing
costs to the date of cessation of capitalisation, excluding any period over which capitalisation is
suspended.

Where there is any discount or premium for the borrowings, the amount of discounts or premiums is
amortised during each accounting period by the real interest method and adjusted to to the amount of
interests in each period.

During the capitalisation period, exchange differences related to the principal and interest on a specific-
purpose borrowing denominated in foreign currency are capitalised as part of the cost of the qualifying
asset.

Capitalisation of borrowing costs for the acquisition, construction or production of a qualifying asset
ceases when the assets become ready for their intended use or sale. Borrowing costs being incurred
after the assets become ready for their intended use or sale are recognised as expenses in the profit
or loss for the period when they are incurred. Where the construction or production of the qualifying
assets is suspended in the course of construction or production for more than 3 consecutive months, the
capitalisation of the borrowing costs is suspended until the construction or production of the qualifying
assets resumes.
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V.

16.
1

(2)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Biological Assets
Determination and classification of biological assets

The Company’s biological assets are consumable biological assets which include traditional Chinese
medical herbal plant species.

A biological asset is initially recognised at cost. The cost of biological assets includes the cost of purchase,
relevant taxes, insurance premiums and other costs directly attributable to the purchase of such assets.
For biological assets contributed by investors, the cost of the biological assets is initially recognised at the
value stipulated in the investment contract or agreement with relevant taxes. If the value stipulated in the
investment contract or agreement is not its fair value, the cost of biological assets is initially recognised
at the fair value. Cost of self-cultivated consumable biological assets includes the essential costs incurred
prior to crown closure, such as afforestation fees, tending costs, costs of forest operating facilities,
seed testing fees, survey design fees, capitalised interests and share of any indirect costs. The costs of
maintenance, protection and cultivation of the Company’s biological assets subsequent to crown closure
or after the assets become ready for their intended production use are recognised in the profit or loss for
the period incurred.

The carrying amount of consumable biological assets is recognised in profit or loss by weighted average
method when they are harvested.

Impairment test on biological assets and provision of impairment loss

The consumable biological assets are reviewed at least once at the end of each year to determine
whether there is objective evidence of impairment as a result of natural disasters, pests, invasion
from animals or diseases or change in market demand. If there is any evidence indicating that the
net realizable value of the consumable biological assets or the recoverable amount of the productive
biological assets are lower than their carrying amounts, provision of impairment loss is recognised in the
profit or loss for the current period as the excess of the carrying amount over the net realisable value or
the recoverable amount.

If the factors affecting the diminution in value of consumable biological assets no longer exist, the
impairment loss is reversed in the profit or loss for the current period.
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(Unless specified otherwise, all amounts are denominated in RMB.)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Intangible Assets
Intangible assets

An intangible asset is an identifiable non-monetary asset without physical substance owned or controlled
by the Company. An intangible asset is recognised when it meets the following conditions:

1 It is probable that the economic benefits associated with the intangible assets will flow to the
Company;

2 The cost of the intangible asset can be reliably measured.
Intangible assets are measured initially at cost.

1 Where the payment for acquisition of an intangible asset is postponed beyond the normal credit
terms, which constitutes financing transaction in substance, the present value of the purchase price
is recognised as the cost of fixed assets.

2 The intangible assets acquired from debtor under debt restructuring are measured at the fair value,
and the difference between the carrying amount of the restructured debt and the fair value of the
intangible assets acquired from debtor under debt restructuring is recognised in the profit or loss
for the current period. If the exchange of non-monetary assets transaction is commercial in nature
and the fair value of the assets received or transferred can be reliably measured, the intangible
assets received in the exchange of non-monetary assets transaction shall be measured at the fair
value of the assets transferred, unless there are objective evidences indicating that the fair value
of the assets received is more reliable. For the exchange of non-monetary assets transaction that
does not meet the above conditions, the cost of intangible assets received is initially recognised at
the carrying amount of the assets transferred with the relevant taxes, and no gains or losses are
recognised in the profit or loss.

3 The intangible assets acquired from business combinations involving enterprises under common
control are measured at the carrying amount of the intangible assets recognised by the acquiree.
The intangible assets acquired in the business combinations involving enterprises not under
common control are recognised at its fair value.
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V.

17.
(1

(2)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Intangible Assets (continued)
Intangible assets (continued)

The Company shall determine the useful life of intangible assets upon acquisition according to its
judgment. For intangible assets with finite useful life, useful life is estimated from the length of, or
number of production or similar units constituting. When there is no foreseeable limit to the period over
which an intangible asset is expected to generate economic benefits for the Company, it is regarded as
having an indefinite useful life.

Amortisation of intangible assets: Intangible assets with finite useful life are amortised in the profit or
loss using the straight-line method over the estimated useful life. An intangible asset with indefinite
useful life is not amortised. The useful life for an intangible asset with a finite useful life and the method
of amortisation are reviewed at least once at the end of each year. If the useful life and amortisation
method for the intangible assets are different from the previous estimate, the change of amortisation is
recognised prospectively.

Research and development expenditures

Expenditures on an internal research and development project are classified into expenditures on the
research phase and expenditures on the development phase.

Expenditures on the research phase refer to the costs incurred for original and planned investigations
undertaken with the prospect of gaining new scientific or technical knowledge and understanding for
further development activities. There is great uncertainty as to whether research in progress can move
onto development phase and whether intangible assets can be created at the end of the development
phase.

Expenditures on the development phase refer to the cost incurred for the application of research findings
or other knowledge to a plan or design for the production of new or substantially improved materials,
devices, products or processes before the start of commercial production or use. The development phase
is the application of the result of the research phase with the entity capable to demonstrate the feasibility
of creating new products or new technologies.

Expenditures on a research phase are recognised in profit or loss when incurred. Expenditures on a
development phase are recognised as intangible assets if an entity can demonstrate all of the following:

1 The technical feasibility of completing the intangible asset so that it will be available for use or for
sale;

2 The intention to complete the intangible asset and use or sell it;

Livzon Pharmaceutical Group Inc. Annual Report 2015



V.

17.
(2)

(3)

18.

NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Intangible Assets (continued)
Research and development expenditures (continued)

3 The intangible asset will generate future economic benefits, including proving that the products
produced by using the intangible assets have markets or the intangible assets have markets. If the
intangible assets will be used internally, the intangible assets are proved useful;

4 The availability of adequate technical, financial and other resources to complete the development
and to use or sell the intangible assets;

5 The expenditures attributable to such intangible assets during its development can be reliably
measured.

After obtaining relevant approval (such as “the Clinical Test Approval (E& R #L1F) “, “the
Drug Registration Approval ( Z Gz #E1F) “pursuant to the requirements in the Measures for the
Administration of Drug Registration ( 225Xl E I ##)%) by the State Food and Drug Administration)
or approval by international drug administration institutions or satisfying the conditions of pilot in R&D
projects through combining the R&D process of the pharmaceutical industry and the Company’s own
R&D features, expenses occurred after obtaining relevant approval or commencing the pilot can be
regarded as capitalized R&D expenses when such expenses satisfy conditions for development through
the Company’s assessment; the remaining R&D expenses are regarded as expensed R&D expenses;
and the purchase of production technology or formulation are regarded as development expenses
and projects requiring further R&D follow the standards as mentioned; the remaining R&D expenses
are regarded as expensed R&D expenses; and the purchase of production technology or formulation
are regarded as development expenses and projects requiring further R&D follow the standards as
mentioned.

Where it is impossible to differentiate the expenditures on the research phase and the expenditures on
the development phase, all the research and development expenditures are recognised in profit or loss for
the current period.

Impairment test and provision for impairment on intangible assets

Please see note IV 19 (Impairment of non-fixed non-financial assets) for the impairment test and
provision for impairment on intangible assets.

Long-term deferred expenses

Long-term deferred expenses are the various expenses already incurred but to be amortised over the
reporting period and the subsequent amortisation periods (together of more than 1 year). Major repair
and maintenance expenditures on fixed assets of the Company are amortised over the interval period
using a straight-line method. Other long-term deferred expenses are amortised over the beneficial period
using a straight-line method.
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IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

19.

(continued)
Impairment of Non-fixed Non-financial Assets

For fixed assets, construction in progress, intangible assets with limited useful life, investment properties
measured using cost model, long-term equity investment in subsidiaries, joint ventures and associates
and other non-fixed non-financial assets, the Company inspects the possibility of impairment of such
assets on each balance sheet date, and if there is evidence of such impairment, the Company shall
estimate the recoverable amount and conduct impairment test. Goodwill, intangible assets with indefinite
useful life and intangible assets not ready for the intended use are subject to impairment test in each
year regardless of the possibility of impairment.

Where the impairment test indicates that the recoverable amount of the asset is lower than its carrying
amount, the provision for impairment is made based on the difference and recognised in impairment
loss. The recoverable amount is the net amount of the fair value of the asset less the costs to sell or
the present value of the estimated future cash flow expected to derive from the asset, whichever is the
higher. The fair value of the asset is determined based on the price under the sale agreement in the fair
transaction; or, in case of no sale agreement but an active market for the asset, the buyer’s offer of the
asset; or, in case of no sale agreement and no active market for the asset, the available best information.
The costs to sell include the legal costs, taxes and charges, transportation costs and direct costs incurred
by the asset to reach the condition ready for its intended use, which are related to the disposal of the
asset. The present value of the estimated future cash flow of the asset is determined based on the
estimated future cash flow expected to derive from the asset in the course of holding and use and at
the time of final disposal after discounted at an appropriate discount rate. The provision for impairment
on the asset is calculated and determined on an item-by-item basis. Where it is difficult to estimate the
recoverable amount of an individual asset, the Company determines the recoverable amount of the asset
group to which the asset belongs. The asset group is the minimum set of asset group that may generate
cash inflow.

The accounting amount of the goodwill separately presented in the financial statements is allocated
to the asset groups or the sets of asset groups expected to benefit from the synergy effect of business
combination at the time of impairment test. Where the test result indicates that the recoverable amount
of the asset groups or the sets of asset groups containing the allocated goodwill is lower than their
carrying amount, the Company determines the corresponding impairment loss. The amount of the
impairment loss is to offset the carrying amount of the goodwill allocated to the asset groups or the sets
of asset groups in the first place, and then to offset the carrying amount of all the other assets in the
proportion of the carrying amount of all the other assets except goodwill.

Once the above mentioned impairment loss of the asset is recognised, the recovered portion of the value
will not be reversed in the subsequent periods.
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IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

20.

(continued)
Employee compensation

Employee compensation of the Company mainly comprise short-term employee compensation, welfare
post resignation, and welfare post cancellation of the labor relationship, including:

Short-term employee compensation include wage, bonus, allowances and subsidies, employee welfare
expenditures, medical insurance expenditures, maternity insurance expenditures, work injury insurance
expenditures, housing accumulation fund expenditures, labor union expenditures and employee
education expenses, non-monetary welfare, etc. During the accounting period that an employee’s
providing services to the Company, The Company recognize the relative short-term employee
compensation incurred as liabilities, and will account for in the current Profit and Loss or relative cost of
asset. Non-monetary welfare will be measured by fair value.

Welfare post resignation mainly comprises of defined provision plan, which include basic endowment
insurance, unemployment insurance. The relative payables will be accounted for in the relative cost of
asset or the current profit and loss.

The relative employee compensation liabilities due to cancellation of labor relationship are recognized
and taken into the current Profit and Loss, when the Company cancels the labor relationship with any
employee prior to the expiration of the relevant labor contract, or brings forward any compensation
proposal for the purpose of encouraging the employee to accept a layoff, on the earlier date between
the date that Company cannot withdraw the relative compensation, or date that the Company recognize
reconstruction of cost involving payment of compensation for the cancellation of the labor relationship
with the employee.

Internal retirement plan adopts the same principles as the above mentioned compensation for the
cancellation of the labor relationship with the employee. The Company account for the wage and social
insurance payables incurred from the date the relative employee cease services to the Company to his/
her date of expected retirement to the internally retired employee into the current Profit and Loss (i.e.
compensation for the cancellation of the labor relationship with the employee), when requirements for
recognition of provision are met.
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V.

21.
1

(2)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Provisions
Principles for the recognition of provisions

The provision of the Company are recognised as liabilities when all of the following conditions are
satisfied:

1 An entity has a present obligation;
2 It is probable that an outflow of economic benefits will be required to settle the obligation;
3 The amount of the obligation can be estimated reliably.

The loss from contracts and the obligations assumed from restructuring by the Company that satisfy the
conditions above are recognised as provisions.

Determination for the best estimate of provisions

If there is a range of the estimated amount required to settle the obligation, the best estimate is
determined by the median of the range. In other cases, the best estimate is determined by the following:

1 If the provision is related to a single outcome, the best estimate is determined by the amount
required to settle the obligation of the most likely outcome;

2 If the provision is related to several outcomes, the best estimate is calculated and determined
in accordance with all possible outcomes with the relevant probabilities. When all or part of the
liabilities of the Company is expected to be compensated by a third-party, the compensation
is separately recognised as an asset only when it is virtually certain that the compensation will
be received. The amount of asset recognised in respect of compensation should not exceed the
carrying amounts of the liabilities recognised.
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IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

22.

(1)

(continued)
Share-based payments
Accounting treatment for share-based payments

Share-based payments are transactions that grant equity instruments or assume equity-instrument based
liabilities for receiving services rendered by employees or other parties.

1 Equity-settled share-based payments

Equity-settled share-based payments made in exchange for services rendered by employees are
measured at the fair value on the date of grant of equity instruments granted to employees.
If vesting is conditional upon completion of services in the pending period or fulfillment of
performance conditions, the amount of such fair value, based on the best estimates of the number
of equity instruments that can be vested during the pending period, is charged to relevant costs
or expenses (computed using the straight-line method). Instruments which are vested immediately
upon the grant are charged to relevant costs or expenses on the date of grant and the capital
reserve is credited accordingly.

At each balance sheet date during the pending period, the Company, based on the latest
subsequent information such as the latest update on the change in the number of entitled
employees, makes best estimates to adjust the expected number of equity instruments that can be
vested. The effect of the above estimate is included in relevant costs or expenses for the period and
the capital reserve is adjusted accordingly.

Equity-settled share-based payments in exchange for services rendered by other parties are
measured at the fair value of the services rendered by other parties on the receiving date if such fair
value can be reliably measured. If the fair value of the services rendered by other parties cannot be
reliably measured, equity-settled share-based payments in exchange for services rendered by other
parties are measured at the fair value of equity instruments on the date of receiving services and
charged to relevant costs or expenses and shareholders’ equity is credited accordingly, provided that
the fair value of equity instruments can be reliably measured.

2 Cash-settled share-based payments

Cash-settled share-based payments are measured at the fair value of the liabilities (share-based
or other equity instrument-based) assumed by the Company. Instruments which are vested
immediately upon the grant are charged to relevant costs or expenses on the date of grant and
liabilities are increased accordingly. If vesting is conditional upon completion of services in the
pending period or fulfillment of performance conditions, at each balance sheet date during the
pending period, based on the best estimates of the vesting situation, according to the amount of
fair value of the liabilities assumed by the Company, the services received for the period are charged
to costs or expenses and liabilities are increased accordingly.

At each balance sheet date and settlement date before the relevant liabilities are settled, the fair

value of liabilities are re-measured and the resulting changes are included in the profit and loss for
the period.

Livzon Pharmaceutical Group Inc. Annual Report 2015

151



152

NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

22.

(2)

(3)

(continued)
Share-based payments (continued)
Accounting treatment in relation to share-based payment plan modification and termination

When the Company modifies the share-based payment plan, and if such modification increases the fair
value of the equity instruments granted, the increase in services received will be recognized accordingly
following the increase in fair value of the equity instruments. The increase in fair value of the equity
instruments refers to the difference in fair value on the date of modification before and after the
modification in respect of the equity instruments. If the modification reduces the total fair value of the
share-based payments or adopts any form that is unfavorable to employees, accounting treatment will
be continued to be conducted in respect of the services received and the modification will be deemed to
have never occurred, unless the Company had cancelled part or all of the equity instruments granted.

During the pending period, if the equity instruments granted are cancelled, the Company will undertake
an accelerated vesting in respect of the cancelled equity instruments that had been granted, include the
remaining amount that shall be recognized during the pending period in the profit and loss for the period
immediately and recognize capital reserve accordingly. Where employees or other parties are permitted
to choose to fulfill non-vesting conditions but have not fulfilled during the pending period, the Company
will treat the granted equity instruments as cancelled.

Accounting treatment for share-based payments involving the Company and the shareholders
of the Company or the actual controller

For share-based payment transactions involving the Company and the shareholders of the Company
or the actual controller, the settlement enterprise and the enterprise receiving services (one under
the Company while another external to the Company)shall follow the requirements below to conduct
accounting treatment in the Company’s consolidated financial statements:

1 For settlement enterprises settling through their own equity instruments, such share-based payment
transaction will be treated as equity-settled share-based payment; except for this, such share-based
payment transaction will be treated as cash-settled share-based payment.

Where a settlement enterprise is an investor of an enterprise receiving services, the fair value of the
equity instruments on the date of grant or the fair value of the liabilities that shall be assumed are
recognized as long-term equity investment in the enterprise receiving services, at the same time,
capital reserve (other capital reserve) or liabilities are recognized.

2 Where an enterprise receiving services has no settlement obligations or grants its own equity
instruments to employees, such share-based payment transaction will be treated as equity-settled
share-based payment; where an enterprise receiving services has settlement obligations and grants
equity instruments (other than its own) to employees, such share-based payment transaction will be
treated as cash-settled share-based payment.

For a share-based payment transaction occurring between each enterprise under the Company
where the enterprise receiving services and the settlement enterprise are not the same enterprise,
such share-based payment transaction shall be recognized and measured in each of the respective
financial statements of the enterprise receiving services and the settlement enterprise (as compared
with the above principles).
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NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Repurchase of shares of the Company

For capital reduction by means of repurchase of the shares of the Company under statutory approval,
the capital is reduced by the total nominal value of the shares cancelled. The difference between the
consideration paid for the repurchase of shares (including the transaction costs) and the nominal value of
the shares is adjusted in the shareholders’ equity. The excess of consideration paid over the total nominal
value is adjusted in the capital reserve (share premium), surplus reserve and retained profits in sequence.
The shortfall from the total nominal value is credited to capital reserve (share premium).

Prior to cancellation or transfer of shares repurchased, the Company recognises all expenditures arising
from share repurchase as cost of treasury shares in the treasury share account.

Upon the transfer of treasury shares, the excess of proceeds from the transfer over the cost of treasury
shares is credited to capital reserve (share premium); whereas the shortfall from the cost of treasury
shares is adjusted in the capital reserve (share premium), surplus reserve and retained profits in sequence.

Revenue
Sale of goods

Revenue is recognised when the significant risks and rewards of ownership of goods have been
transferred by the Company to the buyer, and the Company retains neither continuing managerial
involvement to the degree usually associated with ownership nor effective control over the goods sold,
and when it is probable that the economic benefits will flow to the Company and the amount of revenue
and costs can be measured reliably.

The Company sells goods by the way of distribution and enters into sales contracts with dealers. Revenue

from sales is recognised according to the invoiced amount upon the delivery of goods according to the
orders received from dealers.
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V.

24,

(2)

(3)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Revenue (continued)
Rendering of services

At the balance sheet date, where the outcome of a transaction involving the rendering of services can
be estimated reliably, revenue from the rendering of services is recognised by reference to the stage of
completion of the transaction. The stage of completion of the transaction is determined according to the
progress of work performed by the following methods:

1 Survey of work performed.
2 Services performed to date as a percentage of total services to be performed.
3 The proportion of the costs incurred to date bear to the estimated total costs of the transaction.

Total revenue from rendering of services is determined by the amount received or receivable from
the party receiving the service as stated in the contract or agreement unless the amount received or
receivable as stated in the contract or agreement is not at fair value. At the balance sheet date, the
revenue arising from the rendering of services for the current period is recognised with reference to the
total revenue of rendering of services multiplied by percentage of completion less the cumulative amount
of revenue recognised in the prior accounting periods.

Where outcome of rendering of services cannot be estimated reliably at the balance sheet date, the
revenue is determined as follows:

1 If the costs incurred are expected to be recoverable, revenues are recognised as costs incurred, and
an equivalent amount is charged as service cost.

2 If the costs incurred are not expected to be recoverable, the costs incurred are recognised in profit
or loss for the current period and no service revenue is recognised.

Assignment of asset use right

If it is probable that economic benefits associated with the transaction will flow to the Company, and the
amount of revenue can be reliably estimated, the Company recognises the revenue from the assignment
of asset use rights by the following methods:

1 Interest income is recognised on a time proportion basis with reference to the principal outstanding
at the applicable effective interest rate.

2 Licensing revenue is recognised with reference to the period and method stated under relevant
contract or agreement.
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SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Government Grant

Government grant is the monetary assets and the non-monetary assets obtained by the Company
from the government free of charge, excluding the capital invested by the government as an owner.
Government grant is classified into government grant related to assets and government grant related to
income.

Principles of recognition and classification standards

The Company generally recognises and measures the government grant at the amount actually received
at the time of actual receipt.

The Company defines the government grant obtained by the Company for constructing or otherwise
forming long-term assets as the government grant related to assets; and defines the other government
grant as the government grant related to income. Where the target is not explicitly stipulated in
governmental documents, the government grant is classified as the government grant related to
income and the government grant related to assets by the following methods: 1. If the specific project
entitled to the grant is explicitly specified in the government documents, the classification will be made
in the proportion of the expenditures to be generated by the specific project as per its budget to the
expenditures included in the costs, which shall be reviewed on each balance sheet date and changed
when necessary; 2. If the government documents describe the usage of the grant only in general rather
than specify the specific project, the grant is deemed as the government grant related to income.

Measurement

If a government grant is in the form of a transfer of a monetary asset, it is measured at the amount that
is received or receivable. If a government grant is in the form of a transfer of a non-monetary asset, it
is measured at its fair value. If its fair value cannot be measured reliably, it is measured at its nominal
amount.

Accounting treatment

A government grant related to assets is recognised initially as deferred income and amortised to profit
or loss on a straight-line basis over the useful life of the asset. A government grant related to income
is recognised by the following methods: a grant that compensates the Group for expenses or loss to be
incurred in the subsequent periods is recognised initially as deferred income and recognised in profit
or loss in the same periods in which the expenses are recognised; and a grant that compensates for
expenses incurred is recognised in profit or loss for the current period.

Where the recognised government grant is to be returned, the balance of the related deferred income,
if any, is to offset the carrying amount of the related deferred income; and the excess, if any, is to be
recognised in profit or loss for the current period; and the grant is to be directly recognised in profit or
loss for the current period in case of no related deferred income.
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26.

27.

(1

(continued)
Recognitions of deferred tax assets/deferred tax liabilities

Deferred tax assets and liabilities arise from deductible and taxable temporary differences respectively,
being the differences between the carrying amounts of assets and liabilities for financial reporting
purposes and their tax bases (for items not yet recognised as assets and liabilities that have their tax
bases determined by reference to the provisions in the relevant tax laws, the difference between such tax
bases and their carrying amounts is applied). Deferred tax assets and deferred tax liabilities are measured
at tax rates that are expected to be applied in the period when the assets are recovered or the liabilities
are settled.

Deferred tax assets are recognised to the extent that it is probable that future taxable profits will be
available against which deductible temporary differences can be utilised. At the balance sheet date, if
there is objective evidence that future taxable profits will be available against which deductible temporary
differences can be utilised, deferred tax assets not recognised in prior accounting periods is recognised.

The carrying amount of a deferred tax asset is reviewed at each balance sheet date and is reduced to the
extent that it is no longer probable that sufficient taxable profits will be available to allow the related
tax benefit to be utilised. Any such reduction is reversed to the extent that it becomes probable that
sufficient taxable profits will be available.

Accounting Treatment for Income tax

The balance sheet approach is applied by the Company for the accounting of income tax.

Recognition of deferred tax assets

1 Apart from the following exceptions, deferred tax asset are recognised to the extent that it is
probable that future taxable profits will be available against which deductible temporary difference
can by utilised:
A.  The transactions are not business combinations;

B.  The transactions affect neither accounting nor taxable profit (or deductible loss).

2 Deductible temporary difference related to investments in subsidiaries, associates and joint ventures
are recognised as deferred tax assets if the following conditions are satisfied:

A. It is probable that the deductible temporary difference will be reversed in the foreseeable
future;

B.  Future Taxable profits will be available against which deductible temporary difference can be
utilised.

3 Deferred tax assets in relation to tax loss are recognised to the extent that it is probable that future
taxable profits will be available against which the tax loss can be utilised.
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(3)

NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Accounting Treatment for Income tax (continued)
Recognition of deferred tax liabilities

All deferred tax liability of the Company arising from taxable temporary difference are recognised except
for the following situations:

1 Initial recognition of goodwill;
2 Initial recognition of assets or liabilities satisfying both the below conditions:
A.  The transactions are not business combinations;
B.  The transactions affect neither accounting nor taxable profit (or deductible loss).

3 Taxable temporary difference related to investments in subsidiaries, associates and joint ventures if
the following conditions are satisfied:

A.  the Company controls the timing of reversal of the taxable temporary difference;
B. it is probable that the taxable temporary difference will not reverse in the foreseeable future.

Measurement of income taxes

The current income taxes and deferred tax of the Company in the current period are recognised as
income tax expenses or incomes in the profit or loss for the current period, except for the income taxes
arising from the following circumstances:

1 Business combinations;

2 The transactions or events directly recognised in the shareholders’ equity.
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28.

(1)

(2)

29.

(1

(2)

(continued)
Other Comprehensive Income

The Company stipulates that the gains and losses not recognised in profit or loss for the current period
are presented as the other comprehensive income in accordance with applicable accounting standards.
The other comprehensive income is presented by the following two groups in accordance with applicable
accounting standards:

The other comprehensive income items not eligible to be re-classified as profit or loss in the subsequent
accounting periods mainly include the changes caused by re-measurement and re-definition of net
liabilities or net assets of benefit plans and the Company’s share in the other comprehensive income
not eligible to be re-classified as profit or loss in the subsequent accounting periods of the investee and
accounted for using the equity method;

The other comprehensive income items to be re-classified as profit or loss in the subsequent accounting
periods upon the satisfaction of stipulated conditions mainly include the Company’s share in the other
comprehensive income to be re-classified as profit or loss in the subsequent accounting periods of the
investee upon the satisfaction of stipulated conditions and accounted for using the equity method, the
gains or losses arising from the hold-to-maturity investment re-classified as available-for-sale financial
assets, such a portion of the gains or losses arising from cash flow hedges instrument as may be
attributable to hedging activities and difference in translation of financial statements in foreign currency.

Leases

Finance leases are the leases that substantially transfer all the risks and rewards related to ownership of
assets, under which the ownership may be or may not be finally transferred. Leases other than finance
leases are operating leases.

The Company books operating leases as a lessee.

Rent expenditures of operating leases are recognised in cost of relevant assets or profit or loss for current
period by the straight-line method in various periods within the term of lease. Initial direct costs are
recognised in profit or loss for current period. Contingent rent is recognised in profit or loss for current
period when actually taking place.

The Company books operating leases as a lessor.

Rent income of operating leases is recognised in profit or loss for current period by the straight-line
method in various periods within the term of lease. Initial direct costs with large amount are capitalised
when actually taking place and recognised in profit or loss for current period in different stages on
the same basis as that to recognise rent income; and other initial direct costs with small amount are
recognised in profit or loss for current period directly at the time of occurrence. Contingent rent is
recognised in profit or loss for current period when actually taking place.
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29.

(3)

(4)

(continued)
Leases (continued)
The Company books finance leases as a lessee.

On the commencement date of the term of lease, the fair value of the leased asset on the
commencement date of the lease or the present value of the minimum lease payment, whichever is the
lower, is recognised as the cost of the leased asset; the minimum lease payment is recognised as the cost
of long-term receivables; and the difference is the unrecognised financing costs. In addition, the initial
direct costs attributable to leases and arising in the course of lease negotiations and conclusion of lease
contracts are also recognised in the value of the leased asset. The balance of the minimum lease payment
less the unrecognised financing costs is presented in long-term liabilities and long-term liabilities due
within one year.

Unrecognised financing costs are calculated and recognised as the financing costs for the current period
by the effective interest rate method. Contingent rent is recognised in profit or loss for current period
when actually taking place.

The Company books finance leases as a lessor.

On the commencement date of the term of lease, the sum of the minimum lease receipt on the
commencement date of the lease and the initial direct costs are recognised as the cost of finance lease
accounts receivables and the unsecured balance is recognised at the same time; the difference between
the sum of the minimum lease receipt, the initial direct costs and the unsecured balance and the present
value thereof is recognised as the unrealised finance income. The balance of the finance lease accounts
receivables less the unrealised finance income is presented in long-term credits and long-term credits due
within one year.

Unrealised financing income is calculated and recognised in financing income for the current period by

the effective interest rate method. Contingent rent is recognised in profit or loss for current period when
actually taking place.
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30.

(continued)
Held-for-sale Assets

Where the Company has resolved to dispose of a certain non-fixed asset, has concluded an irrevocable
transfer agreement with the transferee and the transfer is likely to be completed within one year, the
non-fixed asset is accounted for as held-for-sale non-fixed asset, and no provision for depreciation or
amortisation is made and the asset is measured based on the carrying amount and the net amount
of the fair value less the costs to sell, whichever is the lower. Held-for-sale non-fixed assets include
separate assets and disposal groups. Where the disposal group is an asset group and the goodwill arising
from business combination is allocated to this asset group in accordance with provisions stipulated in
Accounting Standards for Business Enterprises No. 8 — Impairment of Asset or this disposal group is
an operation in such asset groups, this disposal group includes the goodwill involved in the business
combination.

Where an asset or disposal group fails to satisfy the recognition conditions for the held-for-sale non-
fixed assets after classified as held-for-sale assets, the Company stops classifying it as held-for-sale assets
and measure the group at the (1) the amount of the carrying amount of the asset or disposal group
prior to being classified as held-for-sale assets adjusted based on the originally recognised depreciation,
amortisation or impairment as if it had not been classified as held-for-sale assets; (2) the recoverable
amount on the date when the Company determines not to sell the group, whichever is the lower.
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SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Change of significant accounting policies, accounting estimates and correction to
accounting errors

Changes of accounting policies

On 5 June 2015, the Company considered and approved “Resolution related to the Change of the
Company's Accounting Policy” at the 11th meeting of the 8th session of the board of Directors. The
Company has changed the accounting policy related to the impairment of available-for-sale financial
assets. Details of the changes are set out as follows:

Accounting policy adopted before the change:

“If there is a significant or prolonged decline in the fair value of available-for-sale financial assets based
on relevant factors, the available-for-sale equity instrument investment is impaired. “Significant decline”
refers to the decline of fair value by more than 20%; “prolonged decline” refers to the decline of fair
value for more than 12 months consecutively.”

Accounting policy adopted upon the change:
“If there is a significant or prolonged decline in the fair value of available-for-sale financial assets based
on relevant factors, the available-for-sale equity instrument investment is impaired. In determining the
meaning of “significant” and “prolonged”, the Company shall base its judgment upon the extent and
the duration to which the fair value of the investment is less than its cost, and shall take into account
other factors to reach a comprehensive view.”

Effective date: Effective from 1 January 2015.

The change of accounting policy of the Company requires no retrospective adjustment to any previous
annual financial report disclosed.

Changes of accounting estimates and correction of accounting errors

Nil

Livzon Pharmaceutical Group Inc. Annual Report 2015

161



162

NOTES TO FINANCIAL STATEMENTS 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

TAXATION

The main taxes and tax rates applicable to the Company are set out as follows:

Types of tax

Basis of taxation

Tax rate

Value added tax

Business tax

Urban maintenance and
construction tax

Education surcharges

Local education surcharges

Enterprise income tax

Income from sales of
products and raw materials

Taxable operating income
Turnover tax to be paid

Turnover tax to be paid
Turnover tax to be paid
Taxable income

Value added tax rate

for sales of

biological preparation:

3% and 6%, value added
tax rate for other sales: 17%.
5%

1%, 5%, 7%

3%
Note 1
Note 2

Note 1: The Company and its subsidiaries that are incorporated in Zhuhai shall pay local education surcharges that
is charged as 2% of the turnover tax to be paid. Other subsidiaries shall pay local education surcharges
according to the tax rate as specified at its place of incorporation on the basis of turnover tax to be paid.

Note 2:

The enterprise income tax rate applicable to the Company and its subsidiaries are set out as follows:

Actual

Name tax rate  Remarks

Lizhu (Hong Kong) Co., Limited (BB (& 16.5%  Policies regarding Hong Kong Profits Tax
7#)EBR2A7), Ando Development are applicable
Limited (ZBERBMR AR, Livzon
Pharmaceutical Biotechnology Co.,

Limited (EEERE S MR BR AT,
Li An (Hong Kong) Co., Ltd.
(BLBEBBRAF)

Companhia de Macau Carason Limitada 0-12%  Tax rate is 12% where the taxable income
CRFZZEABR2AA), Li Zhu (Macau) is Macau dollar 600,000 or more;
Limitada (EB¥k CRFI) BR 2 F]) for those with taxable income less

than Macau dollar 600,000, they are
exempted from income taxes.

Livzon Pharmaceutical Group Inc. (BB ZkE 15%  Shanghai Livzon Biotechnology Co.,
ZEFERMDARAT), Livzon Group Ltd. ( E/SEBHREMEEBRAR])
Limin Pharmaceutical Manufacturing was recognised as a high and new
Factory (BB IR B A R RIEER ) |, Livzon technology enterprise in 2015 for a
Group Livzon Pharmaceutical Factory (2 valid period of three years; Livzon Group
TREBREREL B ) , Zhuhai FTZ Livzon Ningxia Xinbeijiang Pharmaceutical
Hecheng Pharmaceutical Manufacturing Manufacturing Co., Ltd. (BB EEZEE
Co., Ltd. (BRI EEIRE K HEFR b IR HR A7) and Zhuhai Livzon
A@]), Shanghai Livzon Pharmaceutical Diagnostic Reagents Inc. ( Zf/8 B 2k # Al
Manufacturing Co., Ltd. ( E/& B IEE i 17 5 fR 2 &) were recognised as high
ZHBRAF), Livzon Group Xinbeijiang and new technology enterprises in 2013
Pharmaceutical Manufacturing Inc. (BB ¥k for a valid period of three years; other
SR TR ERH AR AT ), Sichuan companies were all recognised as high
Guangda Pharmaceutical Manufacturing and new technology enterprises in 2014
Co., Ltd. (TJII X R EEFRAF), for a valid period of three years.
Zhuhai Livzon Diagnostic Reagents Inc.
(FRBBHEABRMDARAR), Livzon
Group Fuzhou Fuxing Pharmaceutical Co.,
Lid. (BXREERMBEBEBRAF),
Shanghai Livzon Biotechnology Co., Ltd.
(EBBHREYMR AR RF])

Other subsidiaries 25%
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(Unless specified otherwise, all amounts are denominated in RMB.)

TAXATION (continued)
Tax Preference and Approvals

Preferential value added tax:

In accordance with the Notice of the Ministry of Finance and the State Administration of Taxation on
the Application of Low Value Added Tax Rates and Policies on Collecting Value Added Tax by the Simple
Approach to Some Goods (Cai Shui [2009] No. 9), the biological products produced by the subsidiaries
of the Company using microbe, microbe metabolites, animal toxin, human or animal blood or tissue are
subject to value added tax at 6% by the simple approach.

In accordance with the Announcement on Value Added Tax on Biological Products Sold by Pharmaceutical
Operation Enterprises (Announcement of State Administration of Taxation [2012] No. 20), the biological
products sold by the Company are subject to value added tax at 3% by the simple approach.

Preferential enterprise income tax:

The Company and its subsidiaries, Livzon Group Limin Pharmaceutical Manufacturing Factory ( BEZk & [
FIRZLER ) |, Livzon Group Livzon Pharmaceutical Factory ( Bk EE BB TR &L %45 ) and Zhuhai FTZ Livzon
Hecheng Pharmaceutical Manufacturing Co., Ltd. (3R FIRBIEA KR EGR QA R)) , Shanghai Livzon
Pharmaceutical Manufacturing Co., Ltd. ( E/SEB%E % HFRE A 7)), Sichuan Guangda Pharmaceutical
Manufacturing Co., Ltd. (PO)I[3¢ K&EEHR A F]) , Livzon Group Fuzhou Fuxing Pharmaceutical Co., Ltd.
(BHREEBMEBEEZAFR /AT ) have obtained the certificates of high and new technology enterprises
before May 2015. Such companies were subject to preferential enterprise income tax rates for 3 years
starting from 2014. Livzon Group Xinbeijiang Pharmaceutical Manufacturing Inc. (BEER&E E #1bT &
BRI AR A F) and Zhuhai Livzon Diagnostic Reagent Inc. (ER/BEIRS AL B R Q7)) obtained
certificates of high and new technology enterprises in March 2014 and were subject to preferential
enterprise income tax rates for 3 years starting from 2014; Shanghai Livzon Biotechnology Co., Ltd. ( £
BEKREYEF AR ZAE) high and new technology enterprise in February 2015 and is entitled to the
preferential taxation policies applicable to high and new technology enterprises for three years since
2015. Such subsidiaries were subject to an enterprise income tax rate of 15% for the year.

In accordance with Article 27 of the Enterprise Income Tax Law of the People’s Republic of China and
Article 86 of the Regulations for the Implementation of the Enterprise Income Tax Law of the People’s
Republic of China, the business of planting Chinese herbal medicines engaged by the subsidiaries of
the Company, Datong Livzon Qiyuan Medicine Co., Ltd. ( KRIBEKERE M AR A7), Longxi Livzon
Shenyuan Medicine Co., Ltd. (BEFEREER 2 REEH BFR 2 B]) and Wenshan Livzon Sangi Plantation Co.,
Ltd. (XILEBER =t EE AR A R)) are exempted from enterprise income tax.

In accordance with the Revenue Bill 2008 passed by the Legislative Council of the Hong Kong Special
Administrative Region on 26 June 2008, the subsidiaries of the Company, Lizhu (Hong Kong) Co., Limited
(B (F8)BBR2AA), Ando Development Limited (% HZE AR A A)) and Livzon Pharmaceutical
Biotechnology Co., Limited (EEZREE S2AE Y RHEBR AR, Li An (Hong Kong) Co. Ltd. (BREBERR
A]) began to pay enterprise income tax rate at 16.5% from 2008 and were subject to the rate of 16.5%
for the year.
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI.

(1

(2)

(1

(2)

(3)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS

Cash at bank and on hand

Balance at

Balance at the beginning

Item the year end of the year
Cash on hand 72,486.40 177,881.98
Bank deposits 766,211,133.63 708,388,606.07
Other cash at bank and on hand 32,011,663.71 7,139,115.75
Total 798,295,283.74 715,705,603.80
In which: total overseas deposit 5,944,040.29 5,710,492.60

Other cash at bank and on hand are mainly deposits for investments, security for bank acceptance bills
and guarantees.

The above mentioned restricted funds such as guarantee for letter of credit and security for bank
acceptance bills and guarantees were deducted from cash and cash equivalents in cash flow statement.
Apart from the restricted funds, there is no other charge, pledge or lock up on the balance of cash at
bank and on hand that may limit its use, kept outside China and may have probable risks in its collection.
Below is the details of the use of restricted funds:

Balance at
Balance at the beginning
the year end of the year
Deposits under guarantees for letter of credit 0.00 69,091.76
Deposits under bank acceptance bills 22,455,390.29 6,522,085.87
Guarantees 8,746,490.00 0.00
Total 31,201,880.29 6,591,177.63
Financial assets at fair value through profit or loss
Classification
Balance at
Balance at the beginning
Item the year end of the year
Financial assets at fair value through
profit or loss 6,589,225.34 6,423,571.77
Of which: Shares 5,780,682.00 5,782,417.10
Funds 808,543.34 641,154.67

The Company's financial assets measured at fair value, with the change in fair value included in the profit
or loss for the year were listed for trading on Shenzhen Stock Exchange and Hong Kong Stock Exchange.
The fair value was determined based on the closing price on the last trading date in the year.

No restrictive financial asset measured at fair value through profit or loss was realised in the ending
balance.

No hedges instruments in the ending balance and no hedges transactions during the year.
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VI.

(1)

(2)

(3)

(4)

(5)

(1)

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Bills receivables

Classification of bills receivables

Balance at
Balance at the beginning

Type the year end of the year

Bank acceptance bills 342,877,975.08 305,153,666.79

Short-term commercial papers 164,460.00 161,575.00

Total 343,042,435.08 305,315,241.79

At the end of this year, no bills receivables of the Group was pledged.

Endorsed or discounted receivable bills not yet mature by the date of balance sheet
Recognised Unrecognised
amount by amount by

Item year end year end

Bank acceptance bills not yet mature but already endorsed 241,718,730.30 0.00

Bank acceptance bills not yet mature but already discounted 63,372,816.84 0.00

There was no bills transferred into account receivables for non-performance by the issuer by the year
end.

For the year, the Company discounted RMB142,394,750 bank acceptance bills (RMB174,194,850 in
the previous year). As the main risks (such as interest risks) related to these bank acceptance bills were
transferred to the bank, the Company derecognized the undue bank acceptance bills that had been
discounted. The discounted fee was RMB 1,980,560 (RMB2,748,480 in the previous year).

Accounts receivables

Accounts receivables disclosed by types

Balance at the year end

Balance Provision for bad debts

Type Amount  Percentage (%) Amount  Percentage (%)  Carrying Value
Accounts receivables that are individually

significant and impairment provided on

an individual basis 0.00 0.00 0.00 0.00
Accounts receivables assessed

for impairment collectively 1,329,418,573.07 99.96 73,324,308.93 5.52 1,256,094,264.14
Accounts receivables that are individually

insignificant but impairment provided on

an individual basis 566,871.41 0.04 566,871.41 100.00 0.00
Total 1,329,985,444.48 100.00 73,891,180.34 5.56 1,256,094,264.14
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

4, Accounts receivables (continued)

(1) Accounts receivables disclosed by types (continued)
Balance at the beginning of the year
Balance Provision for bad debts

Type Amount Percentage (%) Amount  Percentage (%) Carrying Value
Accounts receivables that are individually

significant and impairment provided on

an individual basis 0.00 0.00 0.00 0.00
Accounts receivables assessed

for impairment collectively 1,134,836,751.70 99.95 61,946,234.22 5.46 1,072,890,517.48
Accounts receivables that are individually

insignificant but impairment provided on

an individual basis 566,871.41 0.05 566,871.41 100.00 0.00
Total 1,135,403,623.11 100.00 62,513,105.63 5.51 1,072,890,517.48

7 Accounts receivables for which provision for bad debts has been made using the ageing analysis

method in the portfolio

Balance at the year end

Account Provision
Ageing receivables for bad debts  Percentage (%)
Within 1 year 1,292,187,011.54 64,609,350.57 5.00
1 to 2 years 23,121,028.26 1,387,261.70 6.00
2 to 3 years 6,743,252.97 1,348,650.60 20.00
3 to 4 years 4,121,072.72 2,884,750.90 70.00
4 t0 5 years 1,519,124.20 1,367,211.78 90.00
Over 5 years 1,727,083.38 1,727,083.38 100.00

Total

1,329,418,573.07

73,324,308.93

2 As at the year end, ageing analysis of accounts receivables that are individually insignificant but

impairment provided on an individual basis

Provision for Reason for
Accounts receivables description Balance bad debts Percentage (%)  provision made
Loans 566,871.41 566,871.41 100.00  not expected to be

recoverable

According to the credit policies of the Company, the Company usually grants a credit period

ranging from 30 to 90 days to its customers.
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(2)

(3)

(4)

(5)

(6)
(7

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Accounts receivables (continued)

The ageing analysis of accounts receivables (based on dates of recognition of accounts
receivables)

Balance at the year end Balance at the beginning of the year
Item Amount  Percentage (%) Amount  Percentage (%)
1t0 90 days 1,103,414,629.39 82.96  892,939,631.57 78.64
91 to 180 days 137,056,779.67 10.30  177,228,210.75 15.61
181 days to 1 year 51,715,602.48 3.89 37,037,363.34 3.26
110 2 years 23,121,028.26 1.74 15,959,104.30 1.41
2 10 3 years 6,743,252.97 0.51 6,833,675.62 0.60
3 to 4 years 4,121,072.72 0.31 1,772,481.41 0.16
4 10 5 years 1,562,134.20 0.12 582,321.27 0.05
Over 5 years 2,250,944.79 0.17 3,050,834.85 0.27
Total 1,329,985,444.48 100.00 1,135,403,623.11 100.00

Provisions for bad debts made for the year was RMB13,172,300.39; no provision for bad debts was
recovered or reversed.

Actual write-off of accounts receivables for the year

Amount

Item written-off
Receivables actually written off 1,794,225.68
In which: Important written-off receivables

Nature of

accounts Amount Reason for  Procedure of written off Related party
Name of Unit receivables written off written off  taken place at transactions
AEERREERAT Sales of goods 380,620.90  Not recoverable the 7th Meeting for the 8th ~ No
EHEREEERAA Sales of goods 199,000.00  Not recoverable ~ Board of the Company ~ No
Total 579,620.90

The total of account receivables with five largest amount by creditors was RMB197,421,915.16, or
14.84% of the total account receivables by the year end, total provision for bad debts by the year end
was RMB9,871,095.76.

The Company has no derecognized receivables out of transfer of financial assets.

The Company has no assets or liabilities formed by its continuous involvement of transferring receivables.
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

5. Prepayments

(1) Ageing analysis of prepayments was as follows

Balance at the year end Balance at the beginning of the year
Ageing Amount  Percentage (%) Amount  Percentage (%)
Within 1 year 109,801,612.93 89.78  109,708,526.92 66.12
110 2 years 8,101,147.18 6.63 27,255,546.76 16.42
2 t0 3 years 1,763,020.66 1.44 1,689,753.14 1.02
Over 3 years 2,631,768.89 215 27,281,185.24 16.44
Total 122,297,549.66 100.00  165,935,012.06 100.00

(2) The total of prepayments with five largest amount by receiver of prepayments was RMB58,860,906.60,
or 48.13% of the prepayments by the year end.

6. Other receivables
(1) Other receivables presented by types

Balance at the year end

Balance Provision for bad debts

Type Amount  Percentage (%) Amount  Percentage (%)  Carrying value
Other receivables that are individually

significant and impairment provided

on an individual basis 0.00 0.00 0.00 0.00 0.00
Other receivables that are assessed

for impairment collectively 77,802,020.54 99.00 10,152,256.88 13.05 67,649,763.66
Other receivables that are individually

insignificant but impairment

provided on an individual basis 786,698.56 1.00 786,698.56 100.00 0.00
Total 78,588,719.10 100.00 10,938,955.44 13.92 67,649,763.66

Balance at the beginning of the year

Balance Provision for bad debts

Type Amount  Percentage (%) Amount  Percentage (%) Carrying value
Other receivables that are individually

significant and impairment provided

on an individual basis 0.00 0.00 0.00 0.00 0.00
Other receivables that are assessed

for impairment collectively 61,369,889.91 98.34 9,237,445.01 15.05 52,132,444.90
Other receivables that are individually

insignificant but impairment provided

on an individual basis 1,036,698.56 1.66 1,036,698.56 100.00 0.00
Total 62,406,588.47 100.00 10,274,143.57 16.46 52,132,444.90
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

6. Other receivables (continued)
(1) Other receivables presented by types (continued)

1 Other receivables for which provisions for bad debts has been made using the ageing analysis
method in the portfolio

Balance at the year end

Other Provision Percentage
Ageing receivables for bad debts (%)
Within 1 year 63,678,387.11 3,183,919.39 5.00
1 to 2 years 6,923,682.70 415,420.97 6.00
2 to 3 years 706,555.53 141,311.10 20.00
3 to 4 years 242,548.55 169,783.98 70.00
4 to 5 years 90,252.11 81,226.90 90.00
Over 5 years 6,160,594.54 6,160,594.54 100.00
Total 77,802,020.54 10,152,256.88

2 As at the year end, ageing analysis of other receivables that are individually insignificant but
impairment provided on an individual basis

Other receivables Provision  Percentage of  Reason for provision
description Gross amount  for bad debts  provision (%) made
Current account 786,698.56 786,698.56 100.00  Not expected to be

recoverable

(2) Provisions for bad debts made for the year was RMB899,845.54; no provision for bad debts was
recovered or reversed.
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

6. Other receivables (contin

(3) Actual write-off of accounts receivables for the year

Item

ued)

Amount

written-off

Receivables actually written off

In which: Important written-off receivables

254,600.00

Nature of Procedure of
other accounts Amount Reason for written off Related party
Name of Unit receivables written off written off taken place at transactions
Shenzhen MPS Technology Co., Ltd Current account 250,000.00 Not recoverable the 7th Meeting for the No
(RITELEHEREAERAF) 8th Board of the Company
Total 250,000.00

(4) Other receivables with five largest amount by creditors by the year end

Proportion to

Provision for

receivables at bad debts at
Nature of Balance at the end of the end of
Name of unit receivables the yearend  Ageing the year(%) the year
Tax refunds on exports Tax refunds on 13,513,639.43  Within 1 year 17.19 675,681.97
exports
Guangzhou Galaxy Sunshine Biological Products  Borrowing 5,000,000.00  Over 5 years 6.36 5,000,000.00
Co, Ltd. (BMBABRENZRERAR)
Guangdong Blue Treasure Pharmaceutical Energy and power 1,167,760.25  Within 1 year 1.49 58,388.01
Co. td (EREERERRAF)
Jiangsu Zheyuan Automatic Engineering Current account 961,110.26  1-2 year 1.22 57,666.62
Co,. Ld CTEMEBHILTRAR)
Guangdong Power Grid Corporation Deposits 500,000.00  Within 1 year 0.64 25,000.00
Shaoguan Power Supply Bureau
(EXER/ARTBHER)
Total - 21,142,509.94 - 26.90 5,816,736.60

(5) The Company has no derecognized other receivables out of transfer of financial assets.

(6) The Company has no assets or liabilities formed by its continuous involvement of transferring other

receivables.
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

(1)

STATEMENTS (continued)

Inventories

Classification of inventories

Item

Balance at the year end

Balance

Provision for
diminution
in value

Carrying
amount

Raw materials

Packaging materials

Goods in process

Finished goods
Sub-contracting materials
Low-valued consumables
Goods in transit

Consumable biological assets
Proprietary semi-finished goods

216,732,296.77
28,578,805.91
210,116,014.94
500,142,988.31
78,305.07
3,002,998.58
4,278,555.40
16,025,763.50
27,167,375.21

664,451.17
9,615.19
4,168,968.75
17,364,298.44
0.00

0.00

0.00

0.00

0.00

216,067,845.60
28,569,190.72
205,947,046.19
482,778,689.87
78,305.07
3,002,998.58
4,278,555.40
16,025,763.50
27,167,375.21

Total 1,006,123,103.69 22,207,333.55 983,915,770.14
Balance at the beginning of the year
Provision for

diminution Carrying
Item Balance in value amount
Raw materials 154,459,930.59 429,923.55 154,030,007.04
Packaging materials 23,606,121.57 54,650.00 23,551,471.57
Goods in process 185,942,212.81 5,497,646.24 180,444,566.57
Finished goods 489,768,744.29 34,955,933.82 454,812,810.47
Sub-contracting materials 4,553,237.83 0.00 4,553,237.83
Low-valued consumables 2,627,195.82 0.00 2,627,195.82
Goods in transit 3,281,380.84 0.00 3,281,380.84
Consumable biological assets 7,503,919.00 0.00 7,503,919.00
Proprietary semi-finished goods 16,675,233.25 0.00 16,675,233.25

Total

888,417,976.00

40,938,153.61

847,479,822.39

The consumable biological assets of the Group represent the planting of Chinese herbal medicines,
including astragalus and radix notoginseng, which are the raw materials for the production of Chinese

drug preparations.
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

7. Inventories (continued)

(2) Provision for diminution in value of inventories

Increase during the year Decrease during the year
Balance at the

beginning of Balance at
Item the year Provision Other Reversed Written off the year end
Raw materials 429,923.55 702,125.15 0.00 79,482.38 388,115.15 664,451.17
packaging materials 54,650.00 109,892.31 0.00 7,225.25 147,701.87 9,615.19
Goods in progress 5,497,646.24 477,974.14 0.00 1,723,192.54 83,459.09 4,168,968.75
Finished goods 34,955,933.82 24,902,649.29 0.00 138,683.14 42,355,601.53 17,364,298.44
Proprietary semi-finished goods 0.00 5,854.70 0.00 0.00 5,854.70 0.00
Total 40,938,153.61 26,198,495.59 0.00 1,948,583.31 42,980,732.34 22,207,333.55

(3) Reason for provision and write-off for diminution in value of inventories

Reason for
written off provision
Basis for provision Reason for reversal provision for diminution in
for diminution in value for diminution in value value of inventories
Item of inventories of inventories during the year during the year
Raw materials Net realisable value is less Increase in value Sale of finished goods
than carrying amount
Finished goods Net realisable value is less Increase in value Sale and discard
than carrying amount
Other inventories Net realisable value is less Increase in value Sales of finished goods
than carrying amount
8. Available-for-sale financial assets
(1) Status of available-for-sale financial assets
Balance at the year end Balance at the beginning of the year
Impairment Impairment
Item Balance provision Carrying value Balance provision Carrying value

Available-for-sale equity instruments  262,054,679.57 82,432,392.81 179,622,286.76 162,002,772.99 20,600,000.00 141,402,772.99
Of which: measured at fair value 100,759,170.73 61,832,392.81 38,926,777.92 59,149,664.15 0.00 59,149,664.15
measured at cost 161,295,508.84 20,600,000.00 140,695,508.84 102,853,108.84 20,600,000.00 82,253,108.84

(2) Available-for-sale financial assets measured by fair value at the end of the year

Available-for-
sale equity

Classification of available-for-sale financial assets instruments
Cost of equity instruments 93,294,846.95
Fair value 38,926,777.92
Change in fair value accrued through other comprehensive income 6,344,675.21
Accrued impairment provision 61,832,392.81
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Available-for-sale financial assets (continued)

(2)

(3)

(4)

Available-for-sale financial assets measured by fair value at the end of the year (continued)

Available-for-sale equity instruments measured at fair value by year end were listed on Shenzhen Stock
Exchange and on NASDAQ in the United State, the fair value was determined by the closing price for the
last day of dealings in the year.

Available-for-sale financial assets measured by cost at the end of the year

Balance Impairment provision Proportion of
At the beginning Increase Decrease attheend At the beginning Increase Decrease at the end equity hold in Cash dividend
Investee of the year  during the period ~ during the period of the year of the year  during the period  during the period of the year investee(%) for the period
Guangdong Development Bank
Co, Ld. (BRRARABRAR) 17734884 000 000 177,348.84 0.00 000 000 000 00004 000
Beijing Medical Supplies Joint
QOperating Corporation
(AREENERALELT) 100,000.00 000 000 100,000.00 100,000.00 000 000 100,00000 0821 000
Doumen Sanzhou Industrial
City Co., Ltd
(ABZHIZARAERAR) 500,000.00 000 000 500,000.00 500,000.00 000 000 500,000.00 160 000
Zhuhai China Resources Bank Co., Ltd.
(KEEBRARNARAR) 95,325,760.00 000 000 9532576000 20,000,000.00 000 000 2000000000 1.5065 000
Ruiheng Medical Technology
Investment Co., Ltd
(B BENRRABRELLA) 6,250,000.00 0.00 0.00 6,250,000.00 0.00 0.00 0.00 000 5681 343,750.00
Shanghai Haixin Pharmaceutical
BREEERAA) 500,000.00 0.00 000 500,000.00 000 000 000 000 455 50,000.00
CYNVENIO BIOSYSTEMS,INC 000 5844240000 000 5844240000 000 000 000 000 1364 000
Total 10285310884 58,442,400.00 000 16129550884 20,600,000.00 000 000 20,600,000.00 - 393,750.00
movement in impairment for available-for-sale financial assets by the year end
Available-for-
sale equity
Categorised available-for-sale financial assets instruments Total
Provision for Impairment at the beginning of the year 20,600,000.00 20,600,000.00
Provision for Impairment for the year 61,832,392.81 0.00
In which: transferred from other comprehensive income 29,191,687.45 0.00
Decrease during the year 0.00 0.00
In which: transferred upon increase in fair value after the period 0.00 0.00

Provision for Impairment by the year end

82,432,392.81

20,600,000.00
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI.

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Long-term equity investments

Change during the year
Adjustment
Balance at Investment profit in other
the beginning Investment Investment  and loss onthe  comprehensive Other equity
Investee of the year acquired disposed of equity method income changes
Associates
Livzon Medical Electronic Equipment

(Plant) Co., Ltd. (B% %

ETRE(BERAR) 1,200,000.00 0.00 0.00 0.00 0.00 0.00
Guangdong Blue Treasure

Pharmaceutical Co. Ltd.

(EREEHEERAT) 37,771,892.70 0.00 0.00 6,876,453.51 0.00 0.00
IHENBEENERAT 0.00 25,000,000.00 -560,672.30 0.00 0.00
RYTEEMBEBERAR 0.00 0.00 0.00 -179,162.84 0.00 0.00
Total 38,971,892.70 25,000,000.00 0.00 6,136,618.37 0.00 0.00

Change during the year
Cash dividend Impairment
or profit Balance provision
distribution Impairment at the end at the end
Investee announced provision Others of the year of the year
Associates
Livzon Medical Electronic Equipment (Plant)

Co., Ltd. (BREREFHE (F)

BRRA) 0.00 0.00 0.00 1,200,000.00 1,200,000.00
Guangdong Blue Treasure Pharmaceutical

Co. Ltd. (RREEHEFRAA) 0.00 0.00 000  44,648,346.21 0.00
TEHENBEREMARAF 0.00 0.00 000  24,439,327.70 0.00
RYmEERRERAF 0.00 0.00 0.00 -179,162.84 0.00
Total 0.00 0.00 0.00 70,108,511.07 1,200,000.00

Pursuant to the Capital Increase Agreement entered into by the Company and jT &k /EFl 2 & 22 B R
‘A d], the Company made a contribution of RMB25,000,000.00 in cash to ;T#/EF} and the Company
amounted to 24% of its registered capital after the capital increase; on 3 December 2015, the Company
and the Third Party jointly established &I B B £ B R 2 7], with the Company made a contribution
of RMB3,000,000.00 amounting to 30% of its registered capital.
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

10.

(1)

STATEMENTS (continued)

Fixed assets

Status of fixed assets

Balance at

the beginning Additions Decrease Balance at

Item of the year  for the period  for the period the year end
|.Total cost at book: 4,581,854,264.64  729,731,094.49  134,414,722.74 5,177,170,636.39
Including:Plant & buildings 2,296,496,276.73  429,229,592.50  57,535,690.59 2,668,190,178.64
Machinery & equipment 1,976,904,693.62  232,550,100.59  46,647,735.43 2,162,807,058.78

Motor vehicles 55,931,571.66 9,554,892.61 2,690,713.01 62,795,751.26
Electronic devices and others 252,521,722.63 58,396,508.79  27,540,583.71  283,377,647.71
IIl.Accumulated depreciation: 1,549,225,293.89  286,913,717.42  73,826,498.55 1,762,312,512.76
Including:Plant & buildings 571,897,160.03  104,775,736.48 14,850,710.96  661,822,185.55
Machinery & equipment 779,101,139.16  146,753,827.04  40,970,427.96  884,884,538.24

Motor vehicles 28,973,721.53 7,668,112.32 2,048,412.44  34,593,421.41
Electronic devices and others 169,253,273.17  27,716,041.58 15,956,947.19  181,012,367.56

Ill.Total fixed assets net carrying amount: 3,032,628,970.75 3,414,858,123.63
Including:Plant & buildings 1,724,599,116.70 2,006,367,993.09
Machinery & equipment 1,197,803,554.46 1,277,922,520.54

Motor vehicles 26,957,850.13 28,202,329.85
Electronic devices and others 83,268,449.46 102,365,280.15

IV.Total provision for impairment: 89,059,327.56 2,637,032.09 603,673.28 91,092,686.37
Including:Plant & buildings 47,160,194.64 10,287.61 0.00 47,170,482.25
Machinery & equipment 40,817,842.57 2,510,291.39 556,729.65 42,771,404.31

Motor vehicles 95,452.14 0.00 12,400.68 83,051.46
Electronic devices and others 985,838.21 116,453.09 34,542.95 1,067,748.35

V. Total fixed assets carrying amount: 2,943,569,643.19 3,323,765,437.26
Including:Plant & buildings 1,677,438,922.06 1,959,197,510.84
Machinery & equipment 1,156,985,711.89 1,235,151,116.23

Motor vehicles 26,862,397.99 28,119,278.39

Electronic devices and others

82,282,611.25

101,297,531.80

During the year, the amount of depreciation was RMB286,913,717.42 (RMB228,074,392.73 in 2014).
During the year, construction in progress transferred to cost of fixed assets was RMB573,260,914.62

(RMB1,138,920,340.62 in 2014).
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

10. Fixed assets (continued)

(2) As at the year end, temporarily idled fixed assets

Accumulated Provision Carrying
Item Cost depreciation  for impairment amount Remarks
Plant & buildings 22,502,027.98 10,763,372.54 0.00 11,738,655.44
Machinery & equipment 36,018,418.84 23,416,071.97 1,320,900.00 11,281,446.87
Electronic devices and others 3,762,294.02 3,210,568.04 537.00 551,188.98
Total 62,282,740.84 37,390,012.55 1,321,437.00 23,571,291.29

(3) The Company has no fixed assets leased in under finance leases

(4) Fixed assets leased out under operating leases

Item

Carrying amount
at the year end

Plant and building
Electronic devices and others

1,432,901.28
30,398,484.02

Total

31,831,385.30

(5) Fixed assets with pending certificates for ownership at the year end

Item

Reason for
pending
certificates for

Carrying amount ownership

Plant & buildings

11. Construction in progress

(1) Construction in progress status

Balance at the year end

977,108,887.97 Being in progress

Balance at the beginning of the year

Provision for Carrying Provision for Carrying
Item Balance impairment amount Balance impairment amount
Construction of new
production plants 252,195,979.46 0.00  252,195,979.46  442,145378.46 0.00  442,145,378.46
Installation of equipment 77,728,082.13 0.00 71,728,082.13 61,404,895.98 0.00 61,404,895.98
Technology upgrade 4,144,916.71 0.00 4,144,916.71 44,589,853.89 0.00 44,589,853.89
Workshop modification 12,959,462.55 0.00 12,959,462.55 13,382,976.39 0.00 13,382,976.39
Others 220,474.00 0.00 220,474.00 193,224.81 0.00 193,224.81
Total 347,248,914.85 0.00 347,248,914.85  561,716,329.53 0.00  561,716,329.53
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

11.

(2)

(3)

12.

STATEMENTS (continued)

Construction in progress (continued)

Status of changes of significant construction in progress item

Balance at
Budgeted  the beginning
Categories of project amount of the year

Additions
for the year

Transferred to
fixed asset
for the year

deduction

Balance at
the year end

Other

Construction of new

production plants 463,830,037.70  442,145,378.46  172,485,690.93  344,641,322.86 17,793,767.07  252,195,979.46

Installation of equipment 93,217,434.83 61,404,895.98  133,790,978.00  116,977,581.22 490,210.63 77,728,082.13

Technology upgrade 4,144,916.71 44,589,853.89 7,443,921.46 47,888,858.64 0.00 4,144,916.71

Workshop modification 20,653,468.77 13,382,976.39 62,759,749.76 63,141,026.55 42,237.05 12,959,462.55

Others 1,500,000.00 193,224.81 1,253,409.58 612,125.35 614,035.04 220,474.00

Total 583,345,858.01  561,716,329.53  377,733,749.73  573,260,914.62 18,940,249.79  347,248,914.85

Accumulated
amount of
the interest Including: Percentage of
capitalised interest Interest cost incurred

Categories of as at the capitalised  capitalised rate over budgeted  Construction  Sources of

project year end for the year  for the year (%) amount (%)  progress funds

Construction of new production Completion of  Borrowings and

plants 1,105,838.20 13,408,148.23 434 5437 some projects  self-funding

Completion of

Installation of equipment 0.00 0.00 0.00 83.38 some projects  Self-funding
Completion of

Technology upgrade 0.00 0.00 0.00 100.00 some projects  Self-funding
Completion of

Workshop modification 0.00 0.00 0.00 62.75 some projects  Self-funding
Completion of

Others 0.00 0.00 0.00 96.44 some projects  Self-funding

Total 1,105,838.20 13,408,148.23

Other deduction refers to the transfer of long-term deferred expenses.

As at the year end, status of the interest capitalised in the projects under construction in

progress
Balance at Transferred to

the beginning Additions fixed asset Other Balance at
Categories of project of the year for the year for the year deduction the year end
Construction of new production plants 14,676,220.92 13,408,148.23 26,978,530.95 0.00 1,105,838.20

Construction supplies
Balance at
Balance at the beginning
Item the year end of the year
Specialised equipment 72,208.40 121,472.17

Livzon Pharmaceutical Group Inc. Annual Report 2015

177



178

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

13.

(1)

(2)

(3)

STATEMENTS (continued)

Intangible assets

Status of intangible assets

Balance at

the beginning Additions Decrease Balance at
Item of the year  for the period  for the period the year end
|.Total cost: 445,856,639.07 25,201,361.56 0.00  471,058,000.63
Land use rights 257,772,315.75 4,477,301.92 0.00  262,249,617.67
Technical know-how 159,455,720.94 19,295,014.04 0.00  178,750,734.98
Software 28,604,602.38 1,429,045.60 0.00 30,033,647.98
Trademark rights 24,000.00 0.00 0.00 24,000.00
Il. Accumulated depreciation: 185,219,231.26 24,002,754.54 0.00  209,221,985.80
Land use rights 59,297,121.05 5,153,850.17 0.00 64,450,971.22
Technical know-how 107,448,598.74 15,243,920.45 0.00  122,692,519.19
Software 18,449,511.47 3,604,983.92 0.00 22,054,495.39
Trademark rights 24,000.00 0.00 0.00 24,000.00

ll. Total net carrying value of
intangible assets : 260,637,407.81 261,836,014.83
Land use rights 198,475,194.70 197,798,646.45
Technical know-how 52,007,122.20 56,058,215.79
Software 10,155,090.91 7,979,152.59
Trademark rights 0.00 0.00
IV.Total provision for impairment: 2,361,826.83 0.00 0.00 2,361,826.83
Land use rights 981,826.94 0.00 0.00 981,826.94
Technical know-how 1,379,999.89 0.00 0.00 1,379,999.89
Software 0.00 0.00 0.00 0.00
Trademark rights 0.00 0.00 0.00 0.00

V. Carrying amount of intangible
assets:
Land use rights
Technical know-how

258,275,580.98
197,493,367.76
50,627,122.31

259,474,188.00
196,816,819.51
54,678,215.90

Software 10,155,090.91 7,979,152.59
Trademark rights 0.00 0.00
Amortisation for the year is RMB24,002,754.54 (RMB19,040,602.87 in 2014).

Intangible assets with pending certificates for ownership were as follows:

Reason for

pending

Carrying certificates for

Item amount ownership

Land use rights 4,917,840.74  Being in progress

Notes to intangible assets

The Company obtained the State-owned land use rights in accordance with Chinese laws in China, and
there will be 50 years of grant term commencing from the date of obtaining the land use rights.
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VI.

14.

15.

(1)

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Development costs

Decrease for the year

Balance at Recognised Recognised
the beginning Additions in profit as intangible Balance at
Item of the year for the year or loss assets the year end
Expensing costs 0.00 222,031,402.88 222,031,402.88 0.00 0.00
Capitalised expenses 0.00 13,252,992.01 0.00 0.00 13,252,992.01
In which: western drug preparation 0.00 13,252,992.01 0.00 0.00 13,252,992.01
Total 0.00 235,284,394.89 222,031,402.88 0.00 13,252,992.01

In respect of expenses after obtaining relevant approval or certificates (such as “the Clinical Test Approval
(B Rt BHE1F) ) which were obtained in R&D projects, when the present value or the realisable value
of the Company’s future cash flow resulting from evaluation of the projects’ results is higher than the
carrying amount, such expenses are regarded as capitalized R&D expenses; the remaining R&D expenses
are regarded as expensed R&D expenses; llaprazole Sodium Injection Project in R&D for the year began
its capitalisation after the approval of Phase Ill clinical test. As at 31 December 2015, Phase lll clinical
test has been completed and is currently at the stage of self inspection for clinical test and review by the
State Food and Drug Administration.

Goodwill

Total goodwill value at book

Balance at
Name of investee or the beginning Additions Decrease Balance at
the matter of goodwill arisen of the year  for the period  for the period the year end

Livzon Group Livzon Pharmaceutical

Factory (BBIRE B BIRRER) 47,912,269.66 0.00 0.00  47,912,269.66
Sichuan Guangda Pharmaceutical

Manufacturing Co., Ltd.

(P ARERRDA) 13,863,330.24 0.00 0.00  13,863,330.24
Livzon Group Fuzhou Fuxing

Pharmaceutical Co., Ltd.

(BHhREERMNIEmELE

BRAA) 46,926,155.25 0.00 0.00 46,926,155.25
Livzon Group Xinbeijiang

Pharmaceutical Manufacturing Inc.

(BUREEHFILIRHERR

ARATE) 7,271,307.03 0.00 0.00 7,271,307.03
Zhuhai Livzon Meidaxin

Technological Development Co.,

Ltd. (FRIE TR EE R

RERRLA) 287,756.12 0.00 0.00 287,756.12
Shanghai Livzon Pharmaceutical

Manufacturing Co., Ltd.

(LBERHEFRRAR) 2,045,990.12 0.00 0.00 2,045,990.12
Zhuhai FTZ Livzon Hecheng

Pharmaceutical Manufacturing

Co., Ltd. (KBRTEEIRA K

HEERRF) 3,492,752.58 0.00 0.00 3,492,752.58

Total 121,799,561.00 0.00 0.00  121,799,561.00
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI.

15.

(2)

(3)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Goodwill (continued)

Provision for impairment of goodwill

Balance at
Name of investee or the beginning Additions Decrease Balance at
the matter of goodwill arisen of the year  for the period  for the period the year end

Livzon Group Fuzhou Fuxing

Pharmaceutical Co., Ltd.

(BHEERMEEER

BR2A) 11,200,000.00 0.00 0.00 11,200,000.00
Livzon Group Xinbeijiang

Pharmaceutical Manufacturing Inc.

(BHREEFILIRERN

BRRAA) 7,271,307.03 0.00 0.00 7,271,307.03
Zhuhai Livzon Meidaxin Technological

Development Co., Ltd. (/&

BREZECRMAZEARRAR) 287,756.12 0.00 0.00 287,756.12

Total 18,759,063.15 0.00 0.00 18,759,063.15

Impairment test and provision for impairment on goodwill

Goodwill of the Company arose from its business combination involving enterprises under common
control in previous years.

On the balance sheet date, the Company conducted impairment test on goodwill and adopted the asset
groups related to goodwill to estimate the present value of the future cash flow when estimating the
recoverable amount of the investment cost. The present value of future cash flow is calculated according
to the five-year financial plan made by the management and a discount rate of 12%. The cash flows in
the years beyond the years in the five-year plan are deemed stable.

Key assumptions of discounted future cash flow for goodwill impairment test are as follows:

For future cash flow of Livzon Group Livzon Pharmaceutical Factory (BEIk & BB IR L E ) , key
assumptions are a gross margin of 55%-58% and a business revenue growth rate of 0~18%. The
management took into account historical conditions and predictions for future market development in
making above assumptions.
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VI.

15.

(3)

16.

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Goodwill (continued)
Impairment test and provision for impairment on goodwill (continued)

For future cash flow of Sichuan Guangda Pharmaceutical Manufacturing Co., Ltd. (P9JI1 Y A B %5 R D
7)), key assumptions are a gross margin of 60%-61% and a business revenue growth rate of 0~20%.
The management took into account historical conditions and predictions for future market development
in making above assumptions.

For future cash flow of Livzon Group Fuzhou Fuxing Pharmaceutical Co,Ltd. (EBHKEBE R NEEEESR
Ad]) , key assumptions are a gross margin of 20%-27% and a business revenue growth rate of 0~20%.
The management took into account historical conditions and predictions for future market development
in making above assumptions.

As tested, the management of the Company believes that no impairment provision is needed during the
reporting period.

Long-term deferred expenses

Balance at
the beginning Additions  Amortisation Balance at Reason for
Item of the year for the year for the year Other decrease the year end  other decrease
Overhaul costs of fixed assets 3,491,352.61 1,561,500.00 2,199,608.80 0.00 2,853,243.81
Renovation costs of offices 14,324,815.20 2,424,282.28 998,067.13 0.00  15,751,030.35
Renovation costs of plants 26,882.00  14,275,440.12 798,461.08 0.00  13,503,861.04
Share of costs for
public utilities 4,042.00 97,500.00 20,291.98 0.00 81,250.02
Resin and filler 5,138,145.97 5,110,750.74 4,280,218.87 0.00 5,968,677.84
Others 2,584,422.41 1,029,865.28 1,748,893.92 0.00 1,865,393.77
Total 25,569,660.19  24,499,338.42 10,045,541.78 0.00  40,023,456.83
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

17. Deferred tax assets/Deferred tax liabilities
(1) Breakdown of deferred tax assets

Balance at the year end Balance at the beginning of the year

Deductible Deductible
temporary Deferred tax temporary Deferred tax
Item difference assets difference assets
Deductible temporary difference
arising from provision
for impairment 180,085,772.58 27,447,005.41 193,187,962.72 29,462,367.31
Deductible temporary difference
arising from amortisation of
intangible assets 16,498.33 2,474.75 56,382.67 8,457.40
Deductible temporary difference
arising from accrued expenses 110,039,069.54 16,505,860.45 84,789,531.98 12,718,429.80

Deductible temporary difference
arising from tax losses carried
forward

Deductible temporary difference
arising from available-for-sale

58,907,279.16

8,836,091.88

85,241,417.38

12,786,175.12

financial assets 0.00 0.00 38,922,249.93 9,730,562.48
Deductible temporary difference

arising from deferred income 53,129,897.41 7,969,484.61 3,660,000.00 549,000.00
Deductible temporary difference

arising from gains from unrealized

intra-company transactions 254,420,737.12 38,163,110.57 0.00 0.00
Deductible temporary difference

arising from share incentive cost 36,089,000.00 5,414,454.31 0.00 0.00

Total 692,688,254.14 104,338,481.98  405,857,544.68 65,254,992.11
(2) Breakdown of deferred tax liabilities
Balance at the year end Balance at the beginning of the year
Taxable Taxable
temporary Deferred tax temporary Deferred tax
Item difference liabilities difference liabilities
Taxable temporary difference arising
from financial assets held for trading 658,543.34 98,781.50 491,154.67 73,673.20
Taxable temporary difference arising
from available-for-sale financial
assets 10,075,223.78 1,511,283.57 4,777,067.13 716,560.07
Taxable temporary difference arising
from long-term equity investments
under in equity method 23,796,301.97 3,569,445.29 17,659,683.60 2,648,952.54
Taxable temporary difference arising
from accelerated depreciation of
fixed assets 48,295,157.43 7,262,793.43 25,322,673.37 3,802,077.58
Total 82,825,226.52 12,442,303.79 48,250,578.77 7,241,263.39
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17.

(3)

(4)

19.

(1

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)
Deferred tax assets/Deferred tax liabilities (continued)

Breakdown of deferred tax assets not recognised

Balance at

Item the year end

Balance
the beginning
of the year

Deductible temporary difference 109,628,369.67

Deductible loss

239,234,455.81

45,514,892.39
157,976,231.14

Total

348,862,825.48

203,491,123.53

Deductible loss of deferred tax assets not recognised will be due next year

Balance at
Balance at the beginning
Year the year end of the year Remarks
2015 0.00 8,393,580.85
2016 24,646,839.24 24,646,839.24
2017 20,911,633.82  20,911,633.82
2018 27,888,663.82 27,888,663.82
2019 59,410,126.67 59,410,126.67
2020 86,397,169.60 0.00
Indefinitely 19,980,022.66 16,725,386.74
Total 239,234,455.81 157,976,231.14
18. Other non-current assets
Balance at
Balance at the year
Item the year end beginning
Prepayment for acquisition of land use rights 20,425,185.00 0.00
Prepayment for acquisition of project and equipment 5,919,463.00 0.00
Prepayment for acquisition of technical know-how 33,561,875.64 0.00
Total 59,906,523.64 0.00
Short-term loans
Classification of short-term loans
Balance at
Balance at the beginning
Item the year end of the year

(2)

Loans on credit
Guarantee loans

250,000,000.00

0.00

56,009,770.00
319,910,451.10

Total

250,000,000.00

375,920,221.10

There was no past due short-term loans that were unpaid in the ending balance.
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

20. Bills payables

Balance at

Balance at the beginning

Type the year end of the year
Bank acceptance bills 299,007,801.36 352,619,794.63

The amount of RMB299,007,801.36 will be due for the next accounting period.

21. Accounts payables

(1) Breakdown of accounts payables (an ageing analysis is based on dates of recognition of account

payables)
Balance at

Balance at the beginning
Type the year end of the year
1 to 90 days 391,502,813.19 327,211,277.75
91 to 180 days 76,598,394.01 89,161,459.34
181 days to 1 year 100,632,550.47 117,872,097.04
1 to 2 years 29,128,330.58 43,392,010.73
Over 2 years 38,890,510.98 21,112,094.92
Total 636,752,599.23 598,748,939.78

(2) Important payables ageing over 1 year
Reason for

Balance at non-payment
Item the year end  or non-transfer
Industrial Green Building Technology Co., Ltd. of Zhuhai

(RERXGEREMBKBR AT 6,934,409.42  Holdback

Total 6,934,409.42
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22.

(1)

(2)

23.

(1

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)
Receipts in advance

Presentation of receipts in advance

Type

Balance at
the year end

Balance at
the beginning
of the year

Within 1 year
Over 1 year

43,057,773.86
22,197,476.55

29,130,958.57
26,882,818.71

Total

65,255,250.41

56,013,777.28

Large sum of receipts in advance over one year

Item

Balance at
the year end

Reason for
not being
charged

Shenzhen Family Planing Service Center

CRINTEBEERBEH L)

Yunnan Province Center for Disease Prevention and Control

(EBAKRBEAZESIF L)

Guangdong Province Centre for Disease Prevention and

Control (BER A KR FAFIESIH L)

3,595,838.40

3,421,571.41

2,336,279.02

The customer has
not required the
delivery of goods

The customer has
not required the
delivery of goods

The customer has
not required the
delivery of goods

Total

9,353,688.83

Employee benefits payables
Presentation of salary payables

Balance at

Balance

Item

the beginning
of the year

Accruals
for the year

Decrease
for the year

at the year
end

|. Short-term salary

Il. Post-resignation benefits —
designated provision

ll. Dismiss benefits

IV. Other benefits due within 1 year

69,058,428.69

297,947.06
258,000.00
0.00

465,770,521.80

40,415,064.46
1,241,858.98
0.00

463,123,294.73

40,570,070.15
1,499,858.98
0.00

71,705,655.76

142,941.37
0.00
0.00

Total

69,614,375.75

507,427,445 .24

505,193,223.86

71,848,597.13
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

23.

(2)

(3)

STATEMENTS (continued)

Employee benefits payables (continued)

Presentation of short-term salary

Item

Balance at
the beginning
of the year

Accruals
for the period

Decrease
for the period

Balance at
the year end

1.Salaries, bonuses, allowances
and subsidies
2.Employee welfare
3.Social insurance
Of which: Medical insurances
Work-related injury
insurances
Maternity insurances
4.Housing funds
5.Labour union fees and employee
education fees
6.Short-term compensated absence
7. .Performance-linked bonuses of
subsidiaries

67,698,488.21
662,594.89
126,847.95
109,393.19

14,365.98
3,088.78
283,231.37

287,266.27
0.00

0.00

413,771,593.01
18,590,965.31
16,510,977.60
13,792,062.57

1,582,385.46
1,136,529.57
15,853,309.57

1,043,676.31
0.00

0.00

412,213,636.64
17,481,184.86
16,569,723.85
13,850,715.57

1,583,543.61
1,135,464.67
15,875,770.64

982,978.74
0.00

0.00

69,256,444.58
1,772,375.34
68,101.70
50,740.19

13,207.83
4,153.68
260,770.30

347,963.84
0.00

0.00

Total

69,058,428.69

465,770,521.80

463,123,294.73

71,705,655.76

Presentation of designated provision

Balance the
beginning Accruals Decrease Balance at
Item of the year  for the period  for the period the year end
1.Basic pension insurance 260,274.88 37,827,280.87 37,954,648.71 132,907.04
2.Unemployment insurance 37,672.18 2,587,783.59 2,615,421.44 10,034.33
Total 297,947.06 40,415,064.46 40,570,070.15 142,941.37
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

24,

25.

26.

STATEMENTS (continued)

Taxes payables

Balance at

Balance at the beginning

Item the year end of the year
Value added tax payable -17,720,385.49 -30,246,456.40
Business tax payable 32,921.70 174,606.43
Urban maintenance and construction tax payable 4,827,251.64 3,615,771.23
Enterprise income tax payable 125,093,660.77 44,871,960.98
Property tax payable 4,418,116.16 5,618,879.93
Land use tax payable 1,834,686.81 1,760,288.81
Individual income tax payable 5,863,466.96 2,819,632.46
Stamp duty payable 1,259,358.85 1,058,477.91
Education surcharges payable 4,039,147.84 3,200,291.78
Flood prevention fee payable 285,782.33 259,645.39
Others 100,871.96 78,894.74

Total

130,034,879.53

33,211,993.26

Interest payables

Balance at the

Balance at beginning
Item the year end of the year
Interest for medium-term bills 11,823,945.25 11,823,945.24
Super short-term financing bills 0.00 4,241,095.90
Interest for short-term loans 0.00 1,024,160.09

Total

11,823,945.25

17,089,201.23

Dividends payables

Balance at  Reason for

Balance at the beginning  outstanding
Item the year end of the year  over 1 year
Dividends on ordinary shares 20,174.46 2,537,519.12  Not yet paid
Qingyuan Xinbeijiang (Group) Company

(BEFILICE (£8)Q7F) 1,200,710.00 1,200,710.00  Not yet paid

Other legal persons and individual shares of subsidiaries 1,051,300.00 1,051,300.00  Not yet paid
Staff shares of subsidiaries 259,800.00 259,800.00  Not yet paid
Total 2,531,984.46 5,049,329.12

Livzon Pharmaceutical Group Inc. Annual Report 2015

187



188

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)
27. Other payables

(1) Breakdown of other payables

Balance at

Balance at the beginning

Item the year end of the year
Within 1 year 1,165,075,389.28 806,407,040.65
Over 1 year 122,209,556.46 54,095,778.08
Total 1,287,284,945.74 860,502,818.73

(2) The breakdown of accruals included in balances was as follows:

Balance at

Balance at  the beginning

Reason for

Item the year end of the year outstanding
Utilities expenses 4,918,521.09 4,096,008.22  Not yet paid
Research expenses 572,648.40 2,393,443.55 Not yet paid
Business promotion expenses 612,157,797.84 533,372,876.35 Not yet paid
Advertising expenses 294,147.66 10,311,109.78  Not yet paid
Business meeting expenses 31,737,907.19 17,594,069.54  Not yet paid
Auditing and information disclosure expenses 5,054,490.76 2,898,931.14  Not yet paid
Segment operating expenses 20,871,386.46 8,862,877.47  Not yet paid
Others 38,724,576.72  20,816,202.24  Not yet paid
Total 714,331,476.12 600,345,518.29

28. Non-current liabilities due within one year

Balance at the

Balance at beginning

Item the year end of the year

Long-term loans due within 1 year (Note VI.30) 400,000.00 400,000.00

Notes payables due within 1 year (Note VI.31) 400,000,000.00 0.00

Total 400,400,000.00 400,000.00
Of which: changes in notes payables due within 1 year

Interest
payables at Interest Interest
Nominal the beginning payables Interest paid payables at Balance at
Name of Bond amount  Date of issue  Term of bond  Issue amount of theyear ~ fortheyear  fortheyear  theyearend  the yearend

13LivzonMTN1 400,000,000.00 29 May 2013 3years  400,000,000.00
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VI.

29.

30.

(1

(2)

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

Other current liabilities

Balance at
Balance at the beginning
Item the year end of the year
Short-term payable bills 0.00 300,000,000.00
Of which: changes in short-term payable notes
Interest
payables at Interest Interest Interest
Nominal Date Term Issue  the beginning payables paid for payables at Balance at
Name of Bond Amount of issue of bond amount of theyear ~ fortheyear  fortheyear  theyearend  the year end
14Livzon SCP0O1 300,000,000.00 22 September 2014 270 days  300,000,000.00 4,241,095.90 6,404,054.81  10,645,150.71 0.00 0.00
Long-term loans
Classification of long-term loans
Balance at
Balance the beginning
Item at the year end of the year

Loans on credit 1,100,000.00

1,100,000.00

Guarantee loans 0.00 65,800,000.00
Less: Long-term loans due within one year (Note VI.28) 400,000.00 400,000.00
Total 700,000.00 66,500,000.00

As at 31 December 2015, there was no overdue long-term loans that were unpaid.

Long-term loans with five largest amount

Balance at the year end

Balance at the beginning of the year

Starting Termination Interest Foreign Local currency Foreign Local currency

Name of lender date of loans  date of loans  Currency rates amount amount amount amount
Agricultural Bank of China,
Shaoguan Branch Wujiang

Sub-branch 18/1/2013 31112016 RMB 6.15 - 0.00 - 65,800,000.00

Interest-
Fuzhou Bureau of Finance Indefinite Indefinite RMB free - 700,000.00 - 700,000.00
Total 700,000.00 66,500,000.00

Livzon Pharmaceutical Group Inc.

Annual Report 2015

189



190 NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)
31. Notes payables

Balance at

Balance at the beginning

Item the year end of the year
Bond payables 400,000,000.00 400,000,000.00
Less: notes payables due within1 year (Note VI.28) 400,000,000.00 0.00

Total

0.00 400,000,000.00

32. Deferred income

Balance at the

beginning  Increase during  Decrease during Balance at
Item of the year the year the year the year end Reason
Government grant 77,271,812.03 41,389,040.00 19,102,112.05 99,558,739.98

Items related to government grant

Recognised
Balances Amount of in non- Related to
atthe new additional operating assets/
beginning subsidy income Other Balances at Related to
of the year for the year for the year changes the year end income

R&D and commercialisation of innovative 9,831,374.90 0.00 2,000,000.04 0.00 7,831,374.86 Related to
drug of llaprazole series (3% fu M £7| assets
Bl EmmEREEY)

6,657,403.48 0.00 748,129.80 0.00 5,909,273.68 Related to
income

Team for research, development and 16,862,929.55 0.00 3,185,289.31 0.00 13,677,640.24 Related to
commercialisation of protein drugs (2012) assets
under the scientific research team for
introduction of innovation technologies
in Guangdong Province ( &% 4 5/ &l
HAERQ12DZBEENHERER
EXEHN)

110,428.34 0.00 110,428.34 0.00 0.00 Related to
income

2014 Strategic Emerging Industries 0.00 3,000,000.00 1,000,000.00 0.00 2,000,000.00 Related to
(Sustained Release Microsphere) (20144 income
BRI AER (RBIR))

R&D and Commercialisation of Mouse Nerve 0.00 5,000,000.00 1,250,000.03 0.00 3,749,999.97 Related to
Growth Factor for Injection (¥ 51 B B 48 Z assets
ERAFHEREEL)

Special Fund for Industry-Academia-Research 0.00 1,000,000.00 1,000,000.00 0.00 0.00 Related to
Collaboration from Provincial income

Departments in 2013
QUBFEEHESHAEZEED)
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

32.

STATEMENTS (continued)

Deferred income (continued)

Recognised
Balances Amount of in non- Related to
at the new additional operating assets/
beginning subsidy income Other Balances at Related to
of the year for the year for the year changes the year end income

2013 Provincial Technology Special Fund 0.00 750,000.00 216,170.73 0.00 533,829.27 Related to
(0135 EERMRZTEES) assets

0.00 750,000.00 750,000.00 0.00 0.00 Related to
income

Demonstration project on the application of 5,491,166.58 0.00 701,000.04 0.00 4,790,166.54 Related to
solar photovoltaic architecture assets
(KEarEREEARERR)

Subsidy for the Tender of Technology 2,769,711.66 0.00 194,365.80 0.00 2,575,345.86 Related to
Upgrade Project for PVC Soft Bag assets
Supported by Provincial Finance
Departments (% 81 B35 R 12
EERBEPVCER)

Demonstration projects of high concentration 788,771.00 0.00 394,404.00 0.00 394,367.00 Related to
organic wastewater treatment technology assets
(BREBRBEKRERNREER)

Shengi Fuzheng Injection (2 B IE/Z5TR) 1,097,211.05 0.00 67,223.37 0.00 1,029,987.68  Related to

assets
964,070.19 0.00 0.00 0.00 964,070.19 Related to
income

Financial grant for the quality control 1,076,390.00 0.00 416,664.00 0.00 659,726.00 Related to
technologies of Shengi assets
(ZRESEHIRMmHBER)

Construction of production facilitates for 8,951,165.80 0.00 1,105,446.86 0.00 7,845,718.94 Related to
the GAP commercialisation of astragalus assets
at Hunyuan in Shanxi
(IEEREKCAPER L EERRER)

First batch of science and technology R&D 1,000,000.00 0.00 1,000,000.00 0.00 0.00 Related to
funding from trade and industry subbranch income
in the district branch in 2010( BRI T &%

01055 —HHUFHEEE)

Guidance Project for the Development of 850,000.00 0.00 0.00 0.00 850,000.00 Related to
High-Tech Industrial Development Zone income
(Yue Cai Gong No. 319) Special Fund
(BYINIRERHBEMEXFAER
BRO|SERAS)

First Batch of Fund for Industry-Academia- 400,000.00 0.00 400,000.00 0.00 0.00 Related to
Research Integration Pilot Project 2011 income

(011 FEHESNAASIEHA
F-H#HET)

Livzon Pharmaceutical Group Inc. Annual Report 2015

191



192 NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

32. Deferred income (continued)

Recognised
Balances Amount of in non- Related to
at the new additional operating assets/
beginning subsidy income Other Balances at Related to
of the year for the year for the year changes the year end income

Construction of hi-tech facilities for 125,011.00 0.00 99,996.00 0.00 25,015.00 Related to
innovation and commercialisation of assets
modern traditional Chinese medicines
(RRPERRMAFER(EDRR)

Power-saving of lighting pump fan and 87,511.00 0.00 69,996.00 0.00 17,515.00 Related to
airconditioning system assets
(REPKREABRZEZRHE)

R&D and Production Transformation of 212,527.55 0.00 0.00 0.00 212,527.55 Related to
Gemifloxacin Tablets assets
(BAYEROHEREESL)

Supplementary Funding from the Scientific 250,000.00 0.00 250,000.00 0.00 0.00 Related to
and Technology Departments of the State income
and the Provinces in 2012
(Q0FEREMIGHERERS)

Research in the technologies critical to 39,581.62 0.00 27,504.00 0.00 12,077.62 Related to
the intelligent monitoring system assets
for bottled infusion workshop (2 & i
EREREAERARBRENHRT)

3,958.38 0.00 0.00 0.00 3,958.38 Related to
income

Research and development of sugar and 25,277.78 0.00 25,271.78 0.00 0.00 Related to
electrolyte mixed injections assets
(RARERLISRNARAE)

31,111.14 0.00 28,888.86 0.00 2,222.28 Related to
income

Research of technologies for the inspection 160,000.00 0.00 80,000.00 0.00 80,000.00 Related to
of toxic substances from high-throughput income
aquatic products in Guangdong Province
(BEREKERTEENERRERD
RITHE)

Technology Centre Innovation Capabilities 4,221,660.00 3,778,340.00 397,064.81 0.00 7,602,935.19 Related to
Development (Antibody Drugs Laboratory) assets
(B D AR BNk (MBEY
ERE))

0.00 800,000.00 124,230.56 0.00 675,769.44 Related to
income

Special Fund for the Research 1,351.01 0.00 1,351.01 0.00 0.00 Related to
in the Technology Standard of income

Chinese Medicine Drinking Tablets
(RERRAERITRERRERLE)
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32.

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Deferred income (continued)

Recognised
Balances Amount of in non- Related to
at the new additional operating assets/
beginning subsidy income Other Balances at Related to
of the year for the year for the year changes the year end income

Second Batch of Science and Technology 1,000,000.00 0.00 0.00 0.00 1,000,000.00 Related to
R&D Funding in 2012 income
Q0NFE-_BHERELE)

Industrial Revitalisation Supporting Funds 7,950,000.00 2,580,000.00 1,136,500.00 0.00 9,393,500.00 Related to
(EXREKRFED) assets
Innovative drug of Ilaprazole phase IV clinical 903,200.00 1,445,600.00 0.00 0.00 2,348,800.00 Related to
research ( 8137 2% L& A VA assets

BATR)

Special construction projects of 135,000.00 0.00 135,000.00 0.00 0.00 Related to
astragalus facilities of Finance Bureau assets
in Hunyuan County
(EREMHRERANRRIAR)

Government grant for industrial 1,758,333.33 0.00 200,000.00 0.00 1,558,333.33 Related to
transformation ( LEBHHFHEES) assets
New Industrialisation Development Grant 1,750,000.00 1,500,000.00 245,833.33 0.00 3,004,166.67 Related to
(FUIXERSES) assets
Subsidy for Industrial Project 1,766,666.67 0.00 200,000.00 0.00 1,566,666.67 Related to
(IXEEHSH) assets
Five Goods and One New Supporting Funds 0.00 1,000,000.00 100,000.00 0.00 900,000.00 Related to
(RE-HHRER) assets
Set-up and research fund for post-doc station 0.00 100,000.00 7,122.00 0.00 92,878.00 Related to

(BLRBUARAHE) income

New R&D Institution Subsidy 0.00 4,060,000.00 1,434,225.38 0.00 2,625,774.62 Related to
(HETREEERD) assets

Special Funds Transferred to the Shanoguan 0.00 1,000,000.00 0.00 0.00 1,000,000.00 Related to
Bureau of Finance Treasury Branch for assets
Cooperative Innovation and Platform
Environmental Construction ( BB E/ B
EEXRROEEHRANE
TaRERRZEED)

R&D of Innovative Traditional Chinese 0.00 1,000,000.00 0.00 0.00 1,000,000.00 Related to
Medicine Qihuo Sugar (EZEi#) assets
Capsule for Kidney for cure for diabetes
and kidney disease (V&7 1 K % 2w 8137
TERERBRE OHRRE)

2012 Zhuhai Strategic Emerging Industries 0.00 3,330,000.00 0.00 0.00 3,330,000.00 Related to
Special Funds (2012F )8 T &I B 1 assets

MAEXERESD)
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

32. Deferred income (continued)

Recognised
Balances Amount of in non- Related to
at the new additional operating assets/
beginning subsidy income Other Balances at Related to
of the year for the year for the year changes the year end income
Funds for R&D and commercialisation of 0.00 5,600,000.00 0.00 0.00 5,600,000.00 Related to

innovative drug of llaprazole series assets
(JLERw 25 85 2 R
EXERER)

Innovative drug of llaprazole for Injection 0.00 2,400,000.00 0.00 0.00 2,400,000.00 Related to
(B ETST A S AW hEE) assets
Funds for Joint R&D and Commercialisation 0.00 2,295,100.00 0.00 0.00 2,295,100.00 Related to
of Integrated Platform for molecular income

diagnostics (£ —BI{LD FRETER
AEREREXLER)
Total 77,271,812.03 41,389,040.00 19,102,112.05 0.00 99,558,739.98
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Share capital

33.

2015
Balance at the beginning
of the year Movement for the year Balance at the year end
Issue of ~ Number of Reserve fund
Item Amount  Percentage  new shares  bonus shares  capitalised Others Sub-total Amount  Percentage
(%) (%)
I Shares subject to selling restrictions
1. State-owned shares 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
2. State-owned legal person shares 6,059,428 2.05 0.00 0.00 1,817,828 0.00 1,817,828 1,871,256 1.98
3. Other domestic shares 0.00 0.00 0.00 0.00 2,598,120 9,853,020 12,451,140 12,451,140 3.14
OF which: Domestic legal person shares 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Domestic natural person shares 0.00 0.00 0.00 0.00 2,598,120 9,853,020 12,451,140 12,451,140 3.14
4. Foreign shares 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
OFf which: Overseas legal person shares 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Overseas natural person shares 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Shares subject to selling restrictions in aggregate 6,059,428 2.05 0.00 0.00 4,415,948 9,853,020 14,268,968 20,328,396 5.12
Il Shares not subject to selling
restrictions
1. Ordinary shares denominated
in Renminbi 177,669,070 60.08 0.00 0.00 53,300,721 000 53,300,721 230,969,791 58.19
2. Domestically listed foreign shares (B-share) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
3. Overseas listed foreign shares (H-share) 111,993,354 37.87 0.00 0.00 33,598,006 000 33,598,006 145,591,360 36.68
4. Others 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Shares not subject to selling restrictions in
aggregate 289,662,424 97.95 0.00 000 86,898,727 000 86,898,727 376,561,151 94.88
Ill. ~ Total number of shares 295,721,852 100.00 0.00 000 91,314,675 9,853,020 101,167,695 396,889,547 100.00

Please refer to Note I. Company Status for details of changes in the share capital of the Company for the
year.
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI.

33.

34.

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Share capital (continued)

2014
Balance at the beginning
of the year Movement for the year Balance at the year end
Reserve
Issue of  Number of fund
Item Amount  Percentage  new shares  bonus shares  capitalised Others Sub-total Amount  Percentage
(%) (%)
I Shares subject to selling restrictions
1. State-owned shares 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
2. State-owned legal person shares 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
3. Other domestic shares 6,059,428 2.05 0.00 0.00 0.00 0.00 0.00 6,059,428 2.05
Of which: Domestic legal person shares 6,059,428 2.05 0.00 0.00 0.00 0.00 0.00 6,059,428 2.05
Domestic natural person shares 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
4. Foreign shares 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
OF which. Overseas legal person shares 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Overseas natural person shares 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Shares subject to selling restrictions
in aggregate 6,059,428 2.05 0.00 0.00 0.00 0.00 0.00 6,059,428 2.05
1. Shares not subject to selling
restrictions
1. Ordinary shares denominated
in Renminbi 177,669,070 60.08 0.00 0.00 0.00 0.00 0.00 177,669,070 60.08
2. Domestically listed foreign shares
(B-share) 111,993,354 37.87 0.00 0.00 0.00 -111,993,354 0.00 0.00 0.00
3. Overseas listed foreign shares (H-share ) 0.00 0.00 0.00 0.00 0.00 111,993,354 0.00 111,993,354 37.87
4. Others 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Shares not subject to selling restrictions in
aggregate 289,662,424 97.95 0.00 0.00 0.00 0.00 0.00 289,662,424 97.95
Ill. ~ Total number of shares 295,721,852 100.00 0.00 0.00 0.00 0.00 0.00 295,721,852 100.00

On 16 January 2014, the Company was approved by the Stock Exchange of Hong Kong Limited to list
and trade 111,993,354 domestically listed foreign shares (B share) in the share capital of the Company
on the Main Board of the Stock Exchange of Hong Kong Limited.

Capital reserve

2015
Balance at the
beginning Increase for Decrease for Balance at
Item of the year the year the year the year end
Capital premiums 192,213,531.98 239,944,419.05 93,018,783.64 339,139,167.39
Other capital reserve 20,481,182.76 36,089,000.00 0.00 56,570,182.76
Total 212,694,714.74 276,033,419.05 93,018,783.64 395,709,350.15

The increase in the share premium in the year includes: (1)the increase in the share premium in the sum
of RMB239,937,057.00 by the exercise of restricted shares;(2) the transfer amounting to RMB7,362.05
by eradicating fractional shares. The decrease of share premium in the year was attributable to (1) the
decrease of share premium in the sum of RMB1,704,108.64 by the repurchase and cancellation of
93,080 shares restricted shares granted to incentive participants no longer satisfying the conditions of
incentive; (2) the decrease of share premium in the sum of RMB91,314,675.00 by increases of shares due
to transfer.

The increase in other capital reserve for the year was attributable to the provision of share incentive
expenses.
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(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Capital reserve (continued)

2014
Balance at the
beginning Increase for Decrease for Balance at
Item of the year the year the year the year end
Capital premiums 191,464,446.44 2,007,283.07 1,258,197.53 192,213,531.98
Other capital reserve 20,481,182.76 0.00 0.00 20,481,182.76
Total 211,945,629.20 2,007,283.07 1,258,197.53 212,694,714.74

The increase in the share premium in the year was attributable to the increase in shareholder’ equity
interest by eradicating fractional shares; the decrease of share premium in the year was attributable
to difference between the transfer price of the disposal of 24.99% of equity of Shanghai Livzon
Pharmaceutical Manufacturing Co.,Ltd. ( E/8EIREEHFR 2 F]) and the corresponding shareholder’s
equity interests of RMB1,258,197.53 as capital reserve.

Treasury shares

Balances at Balances at

the beginning of Increase for Decrease for the end of

Item the year the year the year the year
Repurchase arising from

the Share Incentive Scheme 0.00 249,883,157.00 2,663,200.00 247,219,957.00

Total 0.00 249,883,157.00 2,663,200.00 247,219,957.00

Repurchase obligation arising from the Share Incentive Scheme includes: (1) based on the repurchase
obligation arising from the Restricted Shares granted by the Company during the year to fully
recognize the liability and treated as treasury shares, resulting in the increase of treasury shares of
RMB249,883,157.00; (2) the repurchase and cancellation of 93,080 shares Restricted Shares granted to
the Incentive Participants who no longer satisfying the incentive conditions at the price of RMB19.308
per share after the adjustments of the 2014 Annual Equity Distribution Plan (implemented on 14 August
2015, based on the original granting price of RMB25.20 per share), resulting in a repurchase payment of
RMB1,797,188.64, among which the decrease of share capital of RMB93,080.00 and capital reserve of
RMB1,704,108.64 were attributable to the cancellation of treasury shares; the decrease of treasury shares
of RMB866,011.36 was due to cash dividends distributed to the holders of Restricted Shares.
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STATEMENTS (continued)

36. Other comprehensive income

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

2015
For the year
Less: amount
recognised
in other
comprehensive
income in
Amount previous Attributable
incurred period Attributable to the non-
Balance at the before transferred to Less:  to the parent controlling
beginning income tax  profit or loss income company  shareholders Balance at
Item of theyear  for the year for the period  tax expenses after tax aftertax  the year end
(I)  Other comprehensive income items subsequently
not to be re-classified as profit or loss 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Of which: changes caused by re-measurement of net
liabilities or net assets of benefit plans 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Other comprehensive income portions
subsequently not to be re-classified as
profit or loss of investment units using the
equity method 0.00 0.00 0.00 0.00 0.00 0.00 0.00
(I)  Other comprehensive income items subsequently
to be re-classified as profit or loss -33,326,810.31 6,530,723.85 -29,191,687.45 794,723.50  20,573,582.46  14,354,105.34 -12,753,227.85
Of which: other comprehensive income portions
subsequently to be re-classified as profit or
loss of investment units using the equity
method 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Profit and loss from change of fair value of
available-for-sale financial assets -10,827,253.53 2,687,256.65 -29,191,687.45 403,088.50  17,171,928.75  14,303,926.85 6,344,675.22
Held-to-maturity investment to be re-
classified as available-for-sale financial
asset profit and loss 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Valid portion of the gains or losses arising
from cash flow hedges instrument 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Translation differences of financial statements
denominated in foreign currency -22,499,556.78 1,232,567.20 0.00 0.00 1,182,388.71 50,178.49  -21,317,168.07
Others 0.00  2,610,900.00 0.00 391,635.00 2,219,265.00 0.00  2,219,265.00
Total of other comprehensive income -33,326,810.31 6,530,723.85 -29,191,687.45 79472350  20,573,582.46  14,354,105.34 -12,753,227.85
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

STATEMENTS (continued)

36. Other comprehensive income (continued)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

2014
For the year
Less: amount
recognised
in other
comprehensive
income in
Amount previous Attributable
incurred period Attributable to the non-
Balance at the before transferred to Less:  to the parent controlling
beginning income tax  profit or loss income company  shareholders Balance at
Item of theyear  for the year for the period  tax expenses after tax aftertax  the year end
(I)  Other comprehensive income items subsequently
not to be re-classified as profit or loss 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Of which: changes caused by re-measurement of net
liabilities or net assets of benefit plans 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Other comprehensive income portions
subsequently not to be re-classified as
profit or loss of investment units using the
equity method 0.00 0.00 0.00 0.00 0.00 0.00 0.00
(I)  Other comprehensive income items subsequently
to be re-classified as profit or loss -16,328,209.99 -38,048,843.71 2,872,716.73  -9,639,781.73 -16,998,600.32 -14,283,178.39 -33,326,810.31
Of which: other comprehensive income portions
subsequently to be re-classified as profit or
loss of investment units using the equity
method 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Profit and loss from change of fair value of
available-for-sale financial assets 6,418,799.56 -38,317,044.94 2,872,716.73  -9,639,781.73 -17,246,053.09 -14,303,926.85 -10,827,253.53
Held-to-maturity investment to be re-
classified as available-for-sale financial
asset profit and loss 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Valid portion of the gains or losses arising
from cash flow hedges instrument 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Translation differences of financial statements
denominated in foreign currency -22,747,009.55 268,201.23 0.00 0.00 247,452.77 20,748.46  -22,499,556.78
Others 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Total of other comprehensive income -16,328,209.99 -38,048,843.71 2,872,716.73  -9,639,781.73 -16,998,600.32 -14,283,178.39 -33,326,810.31
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

37.

STATEMENTS (continued)

Surplus reserve

2015
Balance at
the beginning Increase for Decrease for Balance at
Item of the year the year the year the year end
Statutory surplus reserve 345,884,163.87 33,138,067.39 0.00 379,022,231.26
Discretionary surplus reserve 63,796,201.34 0.00 0.00 63,796,201.34
Reserve funds 82,108,376.71 0.00 0.00 82,108,376.71
Enterprise development funds 21,683,742.35 0.00 0.00 21,683,742.35
Total 513,472,484.27 33,138,067.39 0.00 546,610,551.66
2014
Balance at
the beginning Increase for Decrease for Balance at
Item of the year the year the year the year end
Statutory surplus reserve 333,608,626.57 12,275,537.30 0.00 345,884,163.87
Discretionary surplus reserve 63,796,201.34 0.00 0.00 63,796,201.34
Reserve funds 82,108,376.71 0.00 0.00 82,108,376.71
Enterprise development funds 21,683,742.35 0.00 0.00 21,683,742.35
Total 501,196,946.97 12,275,537.30 0.00 513,472,484.27
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38.

(1)

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Retained earnings

Movement in retained earnings

Allocation or

For the For the appropriation
Item year previous year proportion
Retained earnings for the previous year
before adjustment 2,707,954,326.83 2,352,112,358.31
Add:Adjusted retained earnings at the beginning
of the year 0.00 0.00
Retained earnings at the beginning of the year
after adjustment 2,707,954,326.83 2,352,112,358.31
Add: Net earnings attributable to the shareholders of
the parent company for the year 622,641,033.06 515,978,431.82
Less: Appropriation to statutory surplus reserve 33,138,067.39 12,275,537.30 10%
Appropriation to discretionary surplus reserve 0.00 0.00
Dividends payable to ordinary shares 30,438,225.20 147,860,926.00
Dividends of ordinary shares capitalised 0.00 0.00
Retained earnings at the year end 3,267,019,067.30 2,707,954,326.83

Breakdown of adjustments to the retained earnings as at the beginning of the period:
1 The effect of the retrospective adjustments arising from Accounting Standards for Business
Enterprises and their new related requirements on the retained earnings as at the beginning of the

period amounted to RMB0.00.

2 The effect of changes in accounting policies on the retained earnings as at the beginning of the
period amounted to RMB0.00.

3 The effect of corrections of significant accounting errors on the retained earnings as at the
beginning of the period amounted to RMB0.00.

4 The effect of the change of the scope of combination under common control on the retained
earnings as at the beginning of the period amounted to RMB0.00.

5 The effect of other adjustments on the retained earnings as at the beginning of the period
amounted to RMBO0.00.
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Retained earnings (continued)

38.

(2)

Notes to appropriation of profits

Unit: RMB'000

For the

Item For the year previous year
Dividends:
Final dividends in respect of the year 2014 paid during the year

(Note 2) 30,438.23 -
Final dividends in respect of the year 2013 paid during the year

(Note 3) 147,860.93
Dividends proposed after the balance sheet date:
Final dividends proposed for the year 2015 (Note 1) 198,444.77 —
Final dividends proposed for the year 2014 (Note 2) - 30,438.23

Note 1:

Note 2:

Note 3:

On 24 March 2016, the Company held the 22nd Meeting of the 8th Board, which passed the resolution
of 2015 annual profit distribution plan to distribute a cash dividend (RMBO.5 per share (tax inclusive)) to
all shareholders with reference to the total number of 396,889,54 shares of the Company at the end of
the year. Such profit contribution plan is subject to the approval at the 2015 annual general meeting.

On 23 March 2015, the 7th Meeting of the 8th Board of the Company has approved the profit
distribution plan for 2014 as follows: based on the Company’s total share capital as at the registration
date of shares determined by implementation of the 2014 annual profit distribution plan to distribute
a cash dividend of RMBO.1 per share (tax inclusive) to all the shareholders of the Company. Based on
the Company’s total share capital of 304,382,252 shares as at the registration date, a cash dividend of
RMB30,438,230 was distributed to all shareholders of the Company. Said profit distribution plan was
approved in the shareholders’ meeting on 26 June 2015 and the dividends were paid to shareholders in
August 2015.

On 24 March 2014, the Company held the 28th Meeting of the 7th Board, which passed the resolution
of 2013 annual profit distribution plan to declare a cash dividend of RMB147,860,930 (RMBO0.5 per
share (tax inclusive)) to all shareholders with reference to the total number of 295,721,852 shares of
the Company at the end of the period of the report. Such profit contribution plan was approved in the
shareholder’s meeting on 30 June 2014 and the dividends were paid to shareholders in July 2014.
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

39.

40.

41.

STATEMENTS (continued)

Operating income and operating cost

For the year For the previous year

Item Income Cost Income Cost
Principal activities 6,516,612,497.64  2,478,508,546.86  5,456,211,974.12  2,083,831,632.88
Other activities 103,904,039.09 96,821,987.53 88,021,803.74 59,079,389.53
Total 6,620,516,536.73  2,575,330,534.39  5,544,233,777.86  2,142,911,022.41

The Company operates in a single operating segment in the PRC, i.e. the manufacture of
pharmaceuticals. Accordingly, no operating segment for geographical information of the Company are

presented.

Business taxes and surcharges

For the
Item year

For the
previous year

42,501,887.94
33,619,441.63

Urban maintenance and construction tax payable
Education surcharges payable

37,297,910.45
29,191,576.91

Flood prevention fee payable 2,922,122.92 2,460,143.73
Business tax payable 1,964,895.15 241,648.46
Others 112.01 1,056.33
Total 81,008,459.65 69,192,335.88

The basis of calculations for various business taxes and surcharges taxes are disclosed in note V. Taxation.

Selling expenses

For the
Item year

For the
previous year

2,317,726,850.71
91,106,541.96
49,898,970.31
28,085,124.93

Marketing and promotional expenses
Staff salaries

Transportation costs

Travelling expenses and entertainment
Business meeting expenses 24,912,786.02
Others 29,944,818.63

2,002,527,160.49

75,480,203.32
42,857,561.80
30,476,847.28
22,771,349.09
34,105,623.30

Total 2,541,675,092.56

2,208,218,745.28
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI.

42.

43.

44.

45,

Livzon Pharmaceutical Group Inc. Annual Report 2015

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

Administrative expenses

Item

For the
year

For the
previous year

Research and development costs
Staff salaries

Share incentive costs
Depreciation and amortisation
Loss on suspension of operations
Tax expenses

Auditor Remuneration

Others

222,031,402.88
98,403,053.12
36,089,000.00
43,234,664.48
47,451,303.62
21,577,454.31
3,047,169.77
134,467,919.89

189,499,613.52
87,523,725.82
0.00
43,238,782.99
24,935,364.24
19,631,382.71
2,587,347.17
97,106,534.89

Total

606,301,968.07

464,522,751.34

Financial expenses

Item

For the
year

For the
previous year

Interest expenses

Less: Interest income
Exchange (gains)/losses
Bank charges

31,329,411.11
10,505,970.45
2,257,000.20
4,123,554.78

26,855,257.66
13,664,016.51
1,399,753.94
6,040,595.77

Total

27,203,995.64

20,631,590.86

Impairment loss

Item

For the
year

For the
previous year

Provision for bad debts

Provision for diminution in value of inventories
Provision for impairment of fixed assets
Provision for impairment of available-for-sale financial assets

14,072,145.93
24,249,912.28

2,637,032.09
61,832,392.81

4,646,238.97
51,891,614.05
995,514.34
0.00

Total

102,791,483.11

57,533,367.36

Gains from changes in fair value

For the For the

Sources of gains from changes in fair value year previous year
Financial assets at fair value through profit or loss -182,343.23 -4,939,260.57
Of which: Shares -349,731.90 -4,985,191.50
Funds 167,388.67 45,930.93




NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

46.

47.

STATEMENTS (continued)

Investment Income

For the For the
Item year previous year
Long-term equity investments income under equity method 6,136,618.37 4,781,707.78
Investment income generated from disposal of long-term equity
investments 0.00 -264,848.13
Investment income generated from financial assets measured at
fair value, with the change in fair value included in the profit
or loss for the year during its holding period 161,820.14 180,879.76
Investment income generated from disposal of financial assets
measured at fair value, with the change in fair value included
in the profit or loss 0.00 0.00
Investment income generated from held-to-maturity investments
during its holding period 0.00 0.00
Investment income generated from available-for-sale financial
assets during its holding period 477,984.28 161,916.30
In which:investment income generated from available-for-sale
financial assets measured at fair value during its holding
period 84,234.28 64,091.30
Investment income generated from disposal of available-for-sale
financial assets investments 0.00 3,364,181.22
When without control, income generated from revaluation of
remaining equity measured at fair value 0.00 0.00
Total 6,776,422.79 8,223,836.93

Non-operating income

Recognised as
extraordinary
gains or losses

For the For the for the
Item year previous year year
Gains on disposal of non-current assets in aggregate 2,003,640.57 355,242.11 2,003,640.57
Of which: Gains on disposal of fixed assets 116,848.12 355,242.11 116,848.12
Income from scraps 344,877.33 1,214,462.30 344,877.33

Government grants (More details, please see the table

below: Table for breakdown of government grants) 127,679,776.28

66,827,495.36

127,679,776.28

Compensation income 90,938.48 252,832.99 90,938.48
Waiver of payables 138,233.63 455,033.39 138,233.63
Others 429,436.46 1,008,349.01 429,436.46
Total 130,686,902.75 70,113,415.16 130,686,902.75
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)
Non-operating income (continued)
Of which, breakdown of government grants through profit or loss:
Related to
assets/
For the For the Related to
Item year previous year income
Team for research, development and 3,185,289.31 1,278,741.49  Related to assets
commercialization of protein drugs (2012)
under the scientific research team
for introduction of innovation technologies
in Guangdong Province ( R % 5| # 8137 BL 5
B (2012) EHEEYARRE REZ(CEK) 110,428.34 432,379.99 Related to income
Guangdong Province Strategic Industry Core
Technology Breakthrough Research Fund (2011)
for MAB for Class | Treatment of Necrosis Factor in
Human Tumour from Human Source ( & 5 & B B
B EEZO BRI E (2011) B ER AR
MABBENATF o EnERENENHEES) 0.00 472,053.20  Related to assets
NDRC llaprazole Project (B2 Z X EHRWIFE ) 2,000,000.04 2,500,000.04  Related to assets
748,129.80 1,248,129.80 Related to income

2014 Strategic Emerging Industries for the Province
- Regional Agglomeration Development Pilot Project
Fund (AT132) (2014F & BRIt MEX B S EH
HRWEATI32I5E )

The First Domestic Solid Preparations Workshop
under LHoest Concept (Interest Discount Fund
for Supporting Outstanding and Strong Enterprises)
(BN E R LHoest}E 2 Bl B8 BB ] (KB R
BhEER))

2014 Transformation Fund Received in respect of
the Acquisition of Internationally Renowned
Brands and Foreign Trade and Economic Promotion
Supported by the Province (I E 145 & F Tk UEE
BRELmEREENEEELET)

R&D and Commercialisation of Mouse Nerve
Growth Factor for Injection (V5T AEMEER
AFiEREEL)

Fund for Entrepreneurial Team (Bl EKR & &)

Subsidy for Rotavirus Vaccine Pre-clinical Research
(WRHmEEEBRRAHTHE)

Special Fund for Foreign Patent Applications by
Provincial Treasury from Central Treasury 2013

(BHP20B3FFREPAEIAFENERES)
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22,000,000.00

11,285,100.00

3,000,000.00

1,250,000.03
150,000.00

216,170.73
750,000.00
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0.00

0.00

0.00
150,000.00

0.00
0.00

90,800.00
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Related to assets
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47.

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED

STATEMENTS (continued)

Non-operating income (continued)

Item

For the
year

For the
previous year

FINANCIAL

Related to
assets/
Related to
income

Grant to Enterprises Manufacturing Bright Acrylic
Microspheres and Injection ( 55 P ## Bk & /3 47 A
BEER)

Rebate on the Incentives for Enterprises to Secure
the Employment of Disabled People (& A5t %
RESCXRBSRE)

Fund for Quality Control Programme on Chinese
Injection Medicines from Finance Bureau of
Shaoguan ( ERRE ™ 8 B /@ o B2 )% 51 B & 42 50

Financial Interest Subsidy for the Industrialization of
Traditional Chinese Medicine Injections
Technological Transformation Projects ( & %53 &t 7
EFRITSE TR BAEEK)

Deferred Income Carried Forward from Astragalus
GAP Projects (B HEKGAPHE ELE W H=)

Demonstration Projects of High Concentration
Organic Wastewater Treatment Technology
(BREARRBEIERMREAAR)

Financial Subsidy for Vocational Training in Pudong
New Area (JF 3R % % B 5% 55 7! B Il B B0

Interest Discount Funds for Promoting Imports
(EDBEER)

Subsidy for Production Process Improvement for
Antiviral Granule, Automatic Production and
Packaging Line for Chinese Traditional Medicine
(MRS E TENE R - BB
BECEEBERMA)

Subsidy for New Prescriptions for Antivirus Influenza
(B H RS RERL)

Research on Quality Enhancement and Process
Improvement for Skin-smoothing and Itch-relieving
Granules (BB HEBENESRAMTE Y #E
BgE)

Subsidy from Pengzhou Industry, Information and
Technology Bureau ( &)1 1 T A{5 B/ B#8h)

Special fund from Pengzhou Industry and Science
Technology Bureau ( &1 1 T AE} 25 i
EELRERES)

Subsidy from Chengdu Enterprise Technology Center
and Provincial Industrial Research ( 5X &B T 1> %
AL R REXFTAE)

0.00

0.00

0.00

0.00

1,240,446.86

394,404.00

0.00

136,685.00

0.00

0.00

288,100.00

400,000.00

362,500.00

1,289,300.00

300,000.00

11,071.41

291,666.65

487,868.89

548,834.20

394,404.00

625,764.00

238,418.00

176,500.00

600,000.00

0.00

86,477.08

500,000.00

300,000.00

Related to assets

Related to income

Related to income

Related to income

Related to assets

Related to assets

Related to income

Related to income

Related to income

Related to income

Related to income

Related to income

Related to income

Related to income
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(Unless specified otherwise, all amounts are denominated in RMB.)

47.

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)
Non-operating income (continued)
Related to
assets/
For the For the Related to
Item year previous year income
Special Fund for Industrial Technology R&D ( = ¥ Ffir
MAEHEZEES) 600,000.00 0.00 Related to income
Non-PVC bag improvement project
(FEPVCHREMIEER) 194,365.80 194,365.80  Related to assets
Amount Granted from Science and Technology
Bureau of Shaoguan for Quality Control
Research of Shengi Fuzheng Injection ( &R/
MERB2ERIEISTRESEHMHERF) 416,664.00 173,610.00  Related to assets
0.00 625,000.00 Related to income
Subsidy for the demonstration project on the
application of solar photovoltaic architecture
(KGR BREER R®RAHE) 701,000.04 701,000.04  Related to assets
Electricity Incentive Funds (R E B &%) 1,980.00 159,400.00 Related to income
Construction of Hi-tech Facilities for Innovation and
Commercialization of Modern Traditional Chinese
Medicines (3 R & 5 BT B ¥ & L B2 R ) 99,996.00 99,996.00  Related to assets
Shanghai Jingiao Export Processing Zone
Management Committee Financial Support Funds
(Tax Rebates) ( F & BHONTIREELZES
Bk ER (BUBCRE) ) 0.00 833,000.00 Related to income
Subsidy for Support Funds of the Financial
Bureau of Pudong New Area, Shanghai
(LEMHRMEHBRAERFTESHIR) 200,000.00 0.00 Related to income
Amount Granted for Triptorelin Acetate Microspheres
Injection (/57 F BE B% i 35 I ARG ER B 50 1,921,000.00 0.00 Related to income
Export credit insurance subsidies ( i A= R # Bf ) 1,266,242.46 939,739.00 Related to income
Power-saving of Lighting Pump Fan and
Air-conditioning System
(RAKREERZEFZRGE) 69,996.00 69,996.00  Related to assets
Subsidy for solvent workshop process improvement
(REIQER I BRMSERHE) 0.00 1,000,000.00 Related to income
Experimental Studies on Anti-viral Granules
Against Avian Influenza Virus
(MAREBRNNEREERHRT) 32,000.00 0.00 Related to income
2010 Project Funding for Technology Centers
for Municipal Level Enterprises in Zhuhai
Q010F BT HREERMPLIRIEELE) 0.00 300,000.00 Related to income
2012 Zhuhai Strategic Emerging Industries
Special Funds (20124 Tk /5 T 81 8 14 37 S %
ERES) 0.00 500,000.00 Related to income
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

47. Non-operating income (continued)

Related to

assets/

For the For the Related to

Item year previous year income
863-plan biological and technical fields:
in vitro diagnostic technology product

development project (863&t %] 4 1)l 88 B 1 iy
BRI CEHRNERRAEER) 0.00 150,000.00 Related to income
Biomedicine R&D subsidies ( 4 ¥) & 245 B4 B & & ) 500,000.00 200,000.00 Related to income

Innovation Special Rolling Funds paid by the Industry

and Commerce Division ( TE BT & 281372 8

NRES) 0.00 490,000.00 Related to income
Grant to the Project of Three Rapid Testing

Technologies for Melamine lllegally Added in Food

(R@PIEERMY =B E IR =B RER R

RMERKE) 0.00 188,600.00 Related to income
Grant to the project in development of precise and

rapid testing technologies and equipment for

the presence of substantial toxic substances in food

(RmTEZAEVEERBAERERARMERE

EHEKE) 0.00 141,450.00 Related to income

2013 Xiangzhou District Outstanding Economic

Contribution Reward Funds (20134 & M@ 2 H

REERERT) 0.00 250,000.00 Related to income
2012 Zhuhai Enterprise Transformation and Upgrade

Encouragement Reward Funds (20124 3% /G & B

CEBAAREDHE) 0.00 50,000.00 Related to income
Zhuhai Enterprise Transformation and Upgrade and

Expansion Encouragement Reward Funds

(RESEEEEBRFRBEAEERE) 0.00 38,926.28 Related to income
Industry-Academia Research Integration Special Fund
(EHBESWMAIEREES) 1,400,000.00 0.00 Related to income

Supplementary funding from the Scientific and

Technology Departments of the State and the

Provinces in 2012 Q0N2FBERE R EIRLEE ) 250,000.00 0.00 Related to income
First Batch of Science and Technology R&D Funding

from Trade and Industry Sub-branch in the District

Branch in 2010( BRI T B %2010 & —#t R &

REKE) 1,000,000.00 0.00 Related to income
Shengi Fuzheng Injection ( £ Bk IE 417/ ) 67,223.37 105,788.95  Related to assets
Provision for Technology Transformation Funds

(BATEE 2B 1,103,000.00 1,004,550.00 Related to income
Incentives of the Bonded Zone ({R %= 52 fE) ) 0.00 25,000.00 Related to income
Zhuhai Special Fund for Energy Saving and Emission

Reduction (A /B8M & sLREEIEES) 740,000.00 0.00 Related to income
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47.

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)
Non-operating income (continued)
Related to
assets/
For the For the Related to
Item year previous year income
Qingyuan Municipal Finance Bureau Grant
for Special Funding to Small and Medium
Enterprises to Develop in 2013
(BEMHBRE2013F/ N EEREEES) 200,000.00 225,000.00 Related to income
Subsidies for Enterprises to Attract Graduates of
Tertiary Academic Institutions
(EERASREBREEMHUE) 192,043.80 47,810.30 Related to income
2014 Qingyuan Foreign Trade Development Special
Fund OBREM2014FIMNEBEHREBE D) 45,000.00 0.00 Related to income
Scientific Technology Incentive and Subsidy
for Technological Innovative Project
(MERmBLERRAIFHEREY) 1,388,800.00 0.00 Related to income
Enterprise Development Reward Funds
(CXZEREBED) 0.00 117,828.00 Related to income
2013 encouraging funds for enterprises to
transform and expand production
QOBFHUTRBALEERDS) 0.00 120,000.00 Related to income
Special Funds for Provincial Intellectual Property
Rights in 2013 QO13E R AHERZEE D) 0.00 30,000.00 Related to income
Set-up and Research Fund for Post-doc Station
(B MBI 107,122.00 700,000.00 Related to income
Subsidy and Support Fund for Relocation and
Household Registration and Financial Support
Funds (B RZFPHINABKFES) 48,270,000.00 40,070,000.00 Related to income
Strategic Emerging Industries (Sustained Release
Microsphere) ( B B |4 37 E & 2 (EEMIR) #8)) 1,000,000.00 0.00 Related to income
2014 Special Funds for Brand Development of
Technology and Trade
QO4FEMREEARIEEREBES) 0.00 500,000.00 Related to income
Reward Funds from the Finance Bureau in Jinwan
for Scientifically and Technologically Advanced
Enterprises (& /& 81 /5 5 ) B 2 B i o
CERBE) 0.00 50,000.00 Related to income
Patent (Intellectual Property) Support Fund
(BN (HBAER)EDHES) 965,100.00 83,850.00 Related to income
Zhuhai Tax Rebate for Normal Export and Subsidy
for Increased Quantity (¥R M —AE 5 H QB
EREESRIEEMIT) 130,659.00 135,400.00 Related to income
Special Funds for Energy Auditing
(ER=EEER) 0.00 20,000.00 Related to income
Energy Subsidy from Fuging Municipal Bureau of
Economics and Trade (B8 & e IR @ EIR) 200,000.00 0.00 Related to income
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)
Non-operating income (continued)
Related to
assets/
For the For the Related to
Item year previous year income
Special Subsidies for Innovative Technology of
Provincial Enterprises (Arginine)
(B¥RIFRIMEEMBES (Bak)) 0.00 300,000.00 Related to income
Special subsidies for innovative technology of
provincial enterprises (Teicoplanin)
(BERIFRINEE#HDES (BE)) 0.00 400,000.00 Related to income
2015 Provincial Development Project Subsidy
QUISELEHERBAESHE) 1,000,000.00 0.00 Related to income
Subsidy for Elimination of the Second Batch of
Backward Production Facilities for Energy Efficiency
in 2015(20156F % —#ERLENERERE S MEN) 1,000,000.00 0.00 Related to income
Incentive Bonus for Steady Industrial Growth of
All Quarters of 2015 from Fuging Municipal
Bureau of Economics and Trade
(BERERBMNSFIAZEIXAREREDES) 300,000.00 0.00 Related to income
Incentives for Supporting the Pharmaceutical
Development Industry by Finance Bureau in Gu
Tian Xian (&5 HZMHBRE B EERER RE) 500,000.00 0.00 Related to income

Research and Development Fee Subsidy Fund
(MEFRELEHDES)

Research in the Technologies Critical to the Intelligent
Monitoring System for Bottled Infusion Workshop
(REBREREERERE R RBRRMARE)

Research and development of sugar and electrolyte
mixed injections (R A HE S AR )T 5T R M UG %)

Project Funding from Shaoguan Technology Bureau
(B@AmRHERRMNERK)

Policy fund for leading industrial enterprises loan
Interests (CHBEBCXERUSHEKES)

Government grant for industry transformation
(IXEAPFRFESR)

Government fund for industrial enterprise production
Expansion (TEMERERBHFES)

2014 Reward from Industrial Economy Conference
(014FTRKERG RRE)

Reward Fund for Industry Growth and Production

Expansion ( LEREE & RILE 52E)

6,264,100.00

27,504.00
0.00

25,277.78
28,888.86

1,019,200.00

200,000.00
0.00

200,000.00

0.00

0.00

120,000.00

1,021,400,000

15,418.38
43,541.63

4,722.22
24,444 .42

0.00

233,333.33
369,800.00

241,666.67

144,500.00

454,000.00

843,900.00

Related to income

Related to assets
Related to income

Related to assets
Related to income

Related to income

Related to assets
Related to income

Related to assets

Related to income

Related to income

Related to income
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47.

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)
Non-operating income (continued)
Related to
assets/
For the For the Related to
Item year previous year income
New Industrialization Development Grant
(FMBIRERESD) 245,833.33 250,000.00  Related to assets
Government Industry Encouragement Fund
(BREXFREXFTES) 1,136,500.00 1,050,000.00  Related to assets
Five Goods and One New Supporting Funds
(RE-—HHKFES) 100,000.00 0.00  Related to assets
Leading Enterprise Development Bonus
(BESEMEMAMARBN) 340,000.00 0.00 Related to income
Employment Assurance and Re-employment Subsidy
(EEBELERERY) 612,761.39 0.00 Related to income
New Scientific Research Institution Subsidy
(FEMMBERBES) 1,434,225.38 0.00  Related to assets
Enterprise Technology Center Innovation
Capacity Development (Antibody Laboratory)
(EERMPLAFENRR (MEENARE) ) 397,064.81 0.00  Related to assets
124,230.56 0.00 Related to income
Special Funds for Expanding Overseas by Enterprises
in Zhuhai (kBT EHE"BRES) 274,844.00 0.00 Related to income
Others 460,599.59 357,349.59 Related to income
Total 127,679,776.28 66,827,495.36

48.

Non-operating expenses

Recognised as
extraordinary

For the For the gains or losses
Item year previous year for the year
Losses on disposal of non-current assets 6,009,136.37 1,354,272.04 6,009,136.37
Of which: Losses on disposal of fixed assets 6,009,136.37 1,354,272.04 6,009,136.37
Write-off of fixed assets 456,085.19 0.00 456,085.19
Charity donation expenses 87,819.21 757,006.17 87,819.21
Others 9,011,645.05 485,644.17 9,011,645.05
Total 15,564,685.82 2,596,922.38 15,564,685.82
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49.

(1

(2)

50.

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED

STATEMENTS (continued)
Income tax expenses

Breakdown of income tax expenses

Item

For the
year

FINANCIAL

For the
previous year

Current income tax calculated according to tax laws and
relevant rules
Include: Income tax on domestic enterprises
Income tax on Hong Kong and Macau enterprises
Adjustment of deferred income tax

192,765,657.33
192,764,014.45

1,642.88
-44,407,735.45

98,913,586.15
99,487,636.19
-574,050.04
-510,725.06

Total

148,357,921.88

98,402,861.09

The relationships between income tax expenses and total profit are as follows

Item

For the
year

For the
previous year

Profit before tax

Income tax calculated at statutory tax rates

Tax effect of different rates applicable to subsidiaries

Effect of tax deduction

Effect of non-deductible expenses

Credit (charge) on temporary differences on which deferred tax
assets are not recognised for the year

Deductible losses of deferred tax assets that are not recognised
for the year

Use of deductible losses of deferred tax assets that are not

807,921,299.80
201,980,324.95
996,958.20
-102,284,767.04
5,444,862.22

18,940,711.69

18,207,625.93

652,025,033.87
163,006,258.47
1,207,474.59
-78,318,844.13
3,435,633.78

-5,358,514.01

16,877,054.00

recognised in the previous year -124,576.04 -4,121,151.17
Others 5,210,536.68 1,674,949.56
Total 148,357,921.88 98,402,861.09

Other comprehensive income details

Please refer to note VI. 36 for details.
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VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

51.

(1)

(2)

(3)

(4)

(5)

STATEMENTS (continued)
Notes to cash flow statement item

Cash received relating to other operating activities

Item

For the
year

For the
previous year

Government grants

Interest income

Damages and penalty income

Income from scraps

Deposits under guarantees for letter of credit
Movements of capital and others

149,966,704.23
10,505,970.45
90,938.48
344,877.33
0.00
35,508,058.71

65,027,774.67
13,664,016.51
362,442.99
1,214,462.30
2,240,968.33
33,929,329.33

Total

196,416,549.20

116,438,994.13

Cash paid relating to other operating activities

Item

For the
year

For the
previous year

Office expenses

Travelling expenses

Entertainment expenses

Transportation fees

Advertising expenses

Business meeting expenses

Auditing and information disclosure fees

Consultancy fees

Research and development costs

Bank charges

Business promotion expenses

Deposits under guarantees for letter of credit and bank
acceptance bills

Other expenses paid and current account

26,402,730.70
29,603,354.25
23,975,864.51
57.630,256.38
5,936,488.60
38,722,753.82
5,822,775.49
5,800,966.83
71,590,117.62
4,123,554.78
2,315,726,877.30

16,682,305.44
78,192,774.68

30,471,460.20
28,707,547.21
24,528,850.56
53,310,216.12
22,224,921.30
30,281,032.23
5,623,995.77
17,656,638.40
89,388,487.68
6,040,595.77
1,948,283,686.66

2,305,000.00
87,310,715.18

Total

2,680,210,820.40

2,346,133,147.08

Cash received relating to other investing activities

Item

For the
year

For the
previous year

Deposits under guarantees

14,260,023.82

11,844,211.41

Cash paid relating to other investing activities

For the For the
Item year previous year
Deposits under guarantees 22,188,421.04 8,255,955.14
Cash received relating to other financing activities

For the For the
Item year previous year
Repurchase of shares 1,797,188.64 0.00
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(1)

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

Supplemental information to cash flow statement

Information about reconciliation of net profit to cash flow from operating activities

Item

For the
year

For the
previous year

1 Reconciliation of net profit to cash flow from operating
activities:
Net profit for the year
Add: Provision for impairment of assets
Depreciation of fixed assets, amortisation of oil and gas
assets, depreciation of productive biological assets
biological assets
Amortisation of intangible assets
Amortisation of long-term expense
Losses on disposal of fixed assets, intangible assets and
other long-term assets (“=" represents gains)
Losses on write-off of fixed assets
Losses from changes in fair value
("=" represents gains/income)
Financial expenses ("-" represents
gains/income)
Investments losses
("=" represents gains)
Decrease in deferred tax assets
("=" represents increase)
Increase in deferred tax liabilities
("=" represents decrease)
Decrease in inventories
("=" represents increase)
Decrease in trade receivables
("=" represents increase)
Increase in trade payables
("=" represents decrease)
Others
Net cash flows from operating activities
2 Significant investing and financing activities not
involving cash receipts and payment:
Liabilities converted into capital
Convertible bonds due within one year
Fixed assets acquired under finance leases
3 Net movement in cash and cash equivalents:
Cash at the end of the year
Less: Cash at the beginning of the year
Add: Cash equivalents at the end of the year
Less: Cash equivalents at the beginning of the year
Net increase in cash and cash equivalents

659,563,377.92
102,791,483.11

286,913,717.42
24,002,754.54
10,045,541.78

4,005,495.80
456,085.19

182,343.23
13,546,851.29
-6,776,422.79

-48,814,052.35
4,406,316.90
-196,614,062.19
-262,102,156.95
300,092,187.42

36,089,000.00
927,788,460.32

0.00
0.00
0.00

767,093,403.45
709,114,426.17
0.00

0.00
57,978,977.28

553,622,172.78
57,533,367.36

228,074,392.73
19,040,602.87
10,423,007.82

999,029.93
0.00

4,939,260.57
31,184,906.31
-8,223,836.93
-5,334,021.11
4,823,296.05
-270,830,470.53
-123,561,204.71
214,703,390.41

0.00
717,393,893.55

0.00
0.00
0.00

709,114,426.17
750,928,733.31
0.00
0.00
-41,814,307.14
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VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

52. Supplemental information to cash flow statement (continued)

(2) Relevant information with respect to acquisition or disposal of subsidiaries and other operating

units during the year
Nil

(3) Composition of cash and cash equivalents

Balance at

Balance at the beginning

Item the year end of the year
1 Cash 767,093,403.45 709,114,426.17

Of which: Cash on hand
Bank deposits that are readily available for payment
Other cash at bank and on hand that are readily
available for payment
2 Cash equivalents
Of which: Bond investments due within three months
3 Cash and cash equivalents at the end of the year

72,486.40 177,881.98

766,211,133.63 708,388,606.07

809,783.42 547,938.12
0.00 0.00
0.00 0.00

767,093,403.45 709,114,426.17

Cash and cash equivalents excluded restricted cash and cash equivalents used by the Company.

53. Assets with restricted ownership or right of use

Gross amount Reason for
Total by the year end restriction

Pledged assets:

Other cash fund 31,201,880.29 Deposits for bank acceptance bills and

deposits for guarantees

Total 31,201,880.29
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(Unless specified otherwise, all amounts are denominated in RMB.)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

Monetary items in foreign currency

Amount Amount
in foreign translated
currency Exchange into RMB

Item by year end rate by year end

Cash in foreign currency:

In which: HKD 8,042,719.82 0.83778 6,738,029.81
Euro 454,365.99 7.0952 3,223,817.57
usb 2,921,811.01 6.4936  18,973,071.97
MOP 594,016.20 0.8133 483,113.38
JPY 318,592,276.00 0.053875  17,164,158.87

Total cash in foreign currency: 46,582,191.60

Trade receivables:

In which: Euro 57,895.42 7.0952 410,779.58
usb 26,269,732.12 6.4936 170,585,132.49
MOP 760,000.00 0.8133 618,108.00
JPY 6,365,604.00 0.053875 342,946.92

Total trade receivables: 171,956,966.99

Other receivables:

In which: HKD 397,250.00 0.83778 332,808.11
MOP 418,000.00 0.8133 339,959.40

Total other receivables: 672,767.51

Payables:

In which: USD 20,556.95 6.4936 133,488.61

Other payables:

In which: HKD 165,589.31 0.83778 138,727.41
usb 25,360.20 6.4936 164,678.99

Total other payables 303,406.40
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(Unless specified otherwise, all amounts are denominated in RMB.)

VIl. CHANGE TO CONSOLIDATION SCOPE

On 16 January 2015, the Company established Lian Hong Kong Limited (EEZ & AR A 7)) with a
registered capital of HKD1 million. This year the Company’s range of consolidation includes Lian Hong
Kong Limited.

VIII. EQUITY IN OTHER ENTITIES
1. Equity in subsidiaries

(1) Group Structure

Subsidiary Type of Place of Place of Nature of Registered  Percentage of  Proportion of  Acquisition

Name of the subsidiary Type legal entity main business  incorporation  business Capital ~ shareholding  voting rights  method

Ando Development Limited (2 ZEB AR L) Wholly-owned Limited company ~ Hong Kong Hong Kong Investment HKD500,000 100% 100%  Setup

Lizhu (Hong Kong) Co. Limited (B (&%) R AE) Wholly-owned Limited company ~ Hong Kong Hong Kong Investment HKDS1,000,000 100% 100%  Setup

Lian Hong Kong Limited (BZZEABRAR) Wholly-owned Limited company ~ Hong Kong Hong Kong Investment HKD1,000,000 100% 100%  Setup

Zhuhai Modern Chinese Medicine High Technology Wholly-owned Limited company ~ Zhuhai Zhuhai Provision of RMB6,000,000 100% 100%  Setup
Co, Ltd. (FERRHETHRERAA) services

Livzon Group Livzon Pharmaceutical Factory Wholly-owned Limited company ~ Zhuhai Zhuhai Manufacture of ~ RMBA450,000,000 100% 100%  Set-up
(EREEERSER) medicine

Livzon Group Livzon Pharmaceutical Marketing Co., Ltd Wholly-owned Limited company ~ Zhuhai Zhuhai Sales of goods RMB20,000,000, 100% 100%  Set-up
(EREEEABERHARLR)

Zhuhai Livzon Pharmaceutical Trading Co., Ltd Wholly-owned Limited company ~ Zhuhai Zhuhai Sales of goods RMB60,000,000 100% 100%  Set-up
(RETERBELAERAR)

Shanghai Livzon Pharmaceutical Manufacturing Co., Ltd Holding Limited company ~ Shanghai Shanghai Manufacture of RMB87,330,000, 51% 5%  Setup
(LEERREAERAA) medicine

Zhuhai FTZ Livzon Hecheng Pharmaceutical Manufacturing Co., Ltd. ~ Wholly-owned Limited company ~ Zhuhai Zhuhai Manufacture of ~ RMB128,280,000 100% 100%  Set-up
(RERREEKARZEERLA) medicine

Zhuhai Livzon Diagnostic Reagents Inc Holding Limited company ~ Zhuhai Zhuhai Manufacture of RMB46,450,000 51% 51%  Setup
(CREERHARHERAA) medicine

Datong Livzon Qiyuan Medicine Co., Ltd Subsidiary of Limited company ~ Hunyuan County ~ Hunyuan County ~ Crop farming RMB4,000,000 92.5% 925%  Set-up
(AREREREHERAA) Wholly-owned

subsidiary

Longxi Livzon Shenyuan Medicine Co., Ltd. Subsidiary of Limited company ~ Longxi County  Longxi County ~ Crop farming RMB4,000,000 100% 100%  Setup

(REBHSRENERAA) Wholly-owned
subsidiary

Livzon Pharmaceutical Biotechnology Co., Limited Wholly-owned Limited company ~ Hong Kong Hong Kong Provision of HKD10,000 100% 100%  Setup
(EREEENHRERLA) services

Zhuhai Livzon Advertising Co., Ltd. Wholly-owned Limited company ~ Zhuhai Zhuhai Provision of RMB1,000,000 100% 100%  Setup
(REERREERAA) services

Zhuhai Livzon Balameng Biological Materials Co., Ltd, Holding Limited company ~ Zhuhai Zhuhai Manufacture of RMB12,000,000 82% 8%  Setup
(WEBR-RNRLNIHERLA) medicine

Zhuhai Livzon Meidaxin Technological Development Co., Ltd Wholly-owned Limited company ~ Zhuhai Zhuhai Provision of RMB1,000,000 100% 100%  Setup
(RETBARERRIFEERAA) services

Livzon Group Livzon Medical Research Centre Wholly-owned Limited company ~ Zhuhai Zhuhai Provision of RMB10,000,000 100% 100%  Setup
(EREERREERRA) services

Jiaozuo Livzon Hecheng Pharmaceutical Manufacturing Co., Ltd. Wholly-owned Limited company ~ Jiaozuo Jiaozuo Manufacture of RMB70,000,000 100% 100%  Set-up
(EFERARHEARAA) medicine

Livzon MABPharm Inc. Holding Limited company ~ Zhuhai Zhuhai Provision of RMB500,000,000 51% 5%  Setup
(RETERERENRAERLA) services
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(Unless specified otherwise, all amounts are denominated in RMB.)

VIIl. EQUITY IN OTHER ENTITIES (continued)

1.
1

Equity in subsidiaries (continued)

Group Structure (continued)

Subsidiary Type of Place of Place of Nature of Registered  Percentage of ~ Proportion of  Acquisition
Name of the subsidiary Type legal entity main business  incorporation  business Capital ~ shareholding  voting rights  method
Livzon Group Vaccine Engineering Inc Holding Limited company ~ Zhuhai Zhuhai Provision of RMB65,000,000 83.85% 8385%  Setup
(ERSEREIRRHARAR) senvices
Wenshan Livzon Sangi Plantation Co., Ltd. Holding Limited company ~ Wenshan Wenshan Crop farming RMB9,200,000 51% 51%  Set-up
(RUER=tERARLA)
Livzon Group Ningxia Xinbeijiang Pharmaceutical Manufacturing Holding Limited company ~ Pingluo County  Pingluo County ~ Manufacture o~ RMB100,000,000 99.214% 99.214%  Setup
Co, Ltd. (BREEEEMLIREARAR) medicine
Livzon Group Ningxia Fuxing Pharmaceutical Manufacturing Wholly-owned Limited company  Pingluo County ~ Pingluo County ~ Manufacture of ~ RMB100,000,000 100% 100%  Set-up
Co, Ltd. (BREEEERAREARAR) medicine
Companhia de Macau Carason Limitada Subsidiary of Limited company ~ Macau Macau Sales of goods MOP100,000 51% 51%  Set-up
(RMEZEERAR) Holding Subsidiary
Li Zhu (Macau) Limitada (B3 (F5) RAE) Wholly-owned Limited company ~ Macau Macau Provision of MOP100,000 100% 100%  Set-up
services
Shanghai Livzon Biotechnology Co., Ltd. Subsidiary of Limited company ~ Shanghai Shanghai Provision of RMB10,000,000 38.25% 3825%  Setup
(EBBRAMMEARLA) Holding Subsidiary services
Zhuhai Livzon Pharmaceutical Industrial Co. Ltd Wholly-owned Limited company ~ Zhuhai Zhuhai Provision of RMB309,562,400 100% 100%  Set-up
(CRETEREEIZARAR) senvices
Zhuhai Line Medical Diagnostic Product Co., Ltd Subsidiary of Limited company ~ Zhuhai Zhuhai Manufacture of RMB15,000,000 51% 51%  Set-up
(HBERBE HERERAR) Holding Subsidiary medicine
Sichuan Guangda Pharmaceutical Manufacturing Wholly-owned Limited company  Pengzhou Pengzhou Manufacture of ~ RMB149,000,000 100% 100%  Consolidated from
Co, Ltd. (BIIXRREERAT) medicine non-common
control
Livzon Group Xinbeijiang Pharmaceutical Manufacturing Inc. Holding Limited company  Qingyuan Qingyuan Manufacture of -~ RMB134,930,000 92.14% 92.14%  Consolidated from
(BREEFLIRERAERLA) medicine non-common
control
Livzon Group Limin Pharmaceutical Manufacturing Factory Wholly-owned Limited company ~ Shaoguan Shaoguan Manufacture of ~ RMB61,5600,000 100% 100%  Consolidated from
(ERSERRSER) medicine non-common
control
Livzon Group Fuzhou Fuxing Pharmaceutical Co., Ltd Wholly-owned Limited company ~ Fuzhou Fuzhou Manufacture of USD41,700,000 100% 100%  Consolidated from
(EREERMEREELERART) medicine non-common
control
Gutian Fuxing Pharmaceutical Co., Lid. Wholly-owned Limited company ~ Gutian County ~ Gutian County ~ Manufacture of RMB26,700,000 100% 100%  Consolidated from
(EMEEEEARAR) medicine non-common
control

MR
et /et

On 2 March 2015, Zhuhai Livzon Pharmaceutical Enterprise Management Co. Ltd. (BR/G T REE IR B8 22> %
T

EIBAHM A T) was renamed as Zhuhai Livzon Pharmaceutical Industrial Co., Ltd. ( ¥k /& i BB ¥k 22 %4

BIRQA) .
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(Unless specified otherwise, all amounts are denominated in RMB.)

VIIl. EQUITY IN OTHER ENTITIES (continued)
1. Equity in subsidiaries (continued)
(2) Important non-wholly owned subsidiaries

Percentage

of shareholdings

under

non-controlling

Name of Subsidiaries shareholders

Profit and loss
attributable to
non-controlling
shareholders
for the year

Dividend

paid to
non-controlling
shareholders
for the year

Equity

balance for
non-controlling
shareholders
by the year end

Shanghai Livzon Pharmaceutical
Manufacturing Co., Ltd. ( E/8E
LR B IR A 7)) (consolidated
Shanghai Livzon Biotechnology
Co., Ltd. (E/BBHKAEMMRER
NG 49%

Zhuhai Livzon Diagnostic Reagents
Inc. (KBBHRABBKRNER
‘A 7)) (consolidated Companhia
de Macau Carason Limitada (29
=% =ZBR2A) and Zhuhai Lihe
Medical Diagnostic Product Co.Ltd
(KEBERBEZHERER

A7) 49%
Livzon MABPharm Inc. (%8 T BB %k
BMAEYMREMERAR) 49%

Livzon Group Vaccine Engineering
Inc. (BAREEEETRROER
A 16.15%
Livzon Group Xinbeijiang
Pharmaceutical Manufacturing Inc.
(BUREENIDIHERNHAR
A) 7.86%
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47,728,663.98

42,271,436.60

-49,105,429.07

-1,101,286.65

3,498,911.04

10,290,000.00

12,250,000.00

0.00

0.00

0.00

103,589,441.68

178,211,582.73

157,490,488.95

1,131,134.53

23,443,723.57



VIIl. EQUITY IN OTHER ENTITIES (continued)

1.
(3)

NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

Equity in subsidiaries (continued)

Major accounting information on important non-wholly owned subsidiaries

Name of subsidiaries

Financial Position
by the year end

Financial Position by the beginning
of the year

Total assets

Net assets

Total assets

Net assets

Shanghai Livzon Pharmaceutical
Manufacturing Co., Ltd. ( £/&
B AR A A)) (consolidated
Shanghai Livzon Biotechnology Co.,

Ld. ( EBEXREDRRAERLDA)

Zhuhai Livzon Diagnostic Reagents Inc.

(REBARABRNAERAR)
(consolidated Companhia de Macau
Carason Limitada CRPMI =% =
BPR 22 8]) and Zhuhai Lihe Medical
Diagnostic Product Co.Ltd (Zk/&
BRABEZDUERBRAR)

Livzon MABPharm Inc. (k)8 B ¥
BRAMRMARRAR)

Livzon Group Vaccine Engineering Inc.
(BREEEHIRERNHERAR)

Livzon Group Xinbeijiang
Pharmaceutical Manufacturing Inc.
(BREEFILTIRERN
BRRAA)

342,551,746.62

543,338,930.56

354,956,204.71

27,691,535.18

445,127,533.58

231,126,961.06

363,697,107.64

321,409,161.10

7,003,929.00

298,266,203.15
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247,078,637.99

469,993,492.10

314,553,681.00

30,356,175.19

371,836,894.22

169,258,861.90

302,326,464.60

292,432,635.02

13,823,041.36

253,750,795.52
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VIII. EQUITY IN OTHER ENTITIES (continued)
1. Equity in subsidiaries (continued)

(3) Major accounting information on important non-wholly owned subsidiaries (continued)

Operating results for the year Operating results for the previous year
Total Total
comprehensive comprehensive
Name of subsidiaries Revenue Net profit income Revenue Net profit income

Shanghai Livzon

Pharmaceutical

Manufacturing Co., Ltd.

(LEBREEBRAA)

(consolidated Shanghai

Livzon Biotechnology Co.,

Ltd. ( EEEKEDREER

) 488,362,630.14  82,868,099.16  82,868,099.16 356,668,321.07  42,129,177.68  42,129,177.68
Zhuhai Livzon Diagnostic

Reagents Inc. (3/8%8

KRERBERRR)

(consolidated Companhia

de Macau Carason Limitada

(EFRREBRAF)

and Zhuhai Lihe Medical

Diagnostic Product Co.Ltd

(HEBRBRYNERAR

RARA) 469,303,734.92  86,268,237.96  86,370,643.04 443,309,860.79  85,603,683.30  85,646,027.10
Livzon MABPharm Inc. (%8

MRRERENRMBRA

al) 0.00 -100,215,161.37 -100,215,161.37 0.00 -45,476,858.07 -74,668,545.52
Livzon Group Vaccine

Engineering Inc. (B% % E

EEIRRMAERAR) 0.00 -6,819,112.36  -6,819,112.36 0.00 -11,922,711.76  -11,922,711.76
Livzon Group Xinbeijiang

Pharmaceutical

Manufacturing Inc. (B3 &

BT RERHERA

al) 338,031,128.09  44,515,407.63  44,515,407.63 277,690,271.99  29,353,091.08  29,353,091.08
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VIIl. EQUITY IN OTHER ENTITIES (continued)

1.
(3)

(1)

(2)

Equity in subsidiaries (continued)

Major accounting information on important non-wholly owned subsidiaries (continued)

Name of subsidiaries

Cash flow for the year

Cash flow for the previous year

cash flow for
operating
activities

cash flow for
investment
activities

cash flow for
financing
activities

Cash and cash
equivalents
by the
beginning

of the year

Cash and cash

equivalents
Cash and cash cash flow for cash flow for cash flow for bythe  Cashand cash
equivalents operating investment financing beginning equivalents
by the year end activities activities activities of the year by the year end

Shanghai Livzon Pharmaceutical
Manufacturing Co.,

Ltd. (Shanghai Livzon
Pharmaceutical Manufacturing
Co,ltd. (LEERHEER
27) ) (consolidated Shanghai
Livzon Biotechnology Co., Ltd.
(LEBRENHRERAR)

Zhuhai Livzon Diagnostic Reagents
Inc. CREBHABRNAER
228) (consolidated Companhia
de Macau Carason Limitada
(RFEZEERAA) and
Zhuhai Line Medical Diagnostic
Product Co.Ltd
PHERERAR)

Livzon MABPharm Inc
ERENENRHERLR)

Livzon Group Vaccine Engineering
nc. (BREERETIRRAE
BAT)

Livzon Group Xinbeijiang
Pharmaceutical Manufacturing
nc. (BHEEILTRERR
BERAR)

90,383,492.45

49,329,793.00

-25,390,588.18

-1,605,365.58

70,367,605.23

-14,093,610.74

-59,542,369.05

-36,335,491.30

-126,693.41

-42,295,137.35

-18,034,287.31

16,773,367.10

61,640,635.97

2,345,525.37

-32,822,613.32

2,613,170.31

21,411,464.87

549,574.37

66,046.83

19,442,411.12

86876471 424259111 -8595090.80 6178838 690388162  2,613,17031

3146588113 77324466.61  -24,12653451  -72,891,11153 4807770694  27,411,464.87

46413086  -43,871,186.42  -152,049,867.92  196,157,123.10 313,585.07 549,574.37

7951321 600022502 -1,797,783.27 7,551,806.99 312,248.13 66,046.83

16,730,091.81  112,341,759.91  -10981,994.15  -97,72585036  15,067,39493  19,442,411.12

Equity interest transfer with changes to proportion of equity ownership for

subsidiaries without losing control

Explanation on changes to proportion of equity interest ownership for subsidiaries

Nil

Effect of transfer on non-controlling shareholder’s equity interests and equity interest
attributable to the owners of the Company for the year

Nil

Livzon Pharmaceutical Group Inc. Annual Report 2015
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

VIIl. EQUITY IN OTHER ENTITIES (continued)

3.
Q)]

(2)

(1

Equity in associates or joint ventures

Accounting information for non-important associates or joint ventures

Balance at the
Balance at beginning of the

the year end/ year/For the
Item For the year previous year
Associates:
Total nominal value of investment 68,908,511.07 37,771,892.70
Total amount calculated by percentage of shareholding
- net profit 6,136,618.37 4,781,707.78
— other comprehensive income 0.00 0.00
— total comprehensive income 6,136,618.37 4,781,707.78

Explanation of major restriction on capacity of capital transfer from associates or joint ventures
to the company

Nil

RISKS RELATED TO FINANCIAL INSTRUMENTS
Management objectives and policies of risks

The operation activities of the Company are subject to various financial risks: market risks (mainly
including foreign exchange risks and interest rate risks), credit risks and liquidity risks. The Company
formulates an overall risk management plan with respect to the unforseability of the financial market in
order to minimise the potential adverse impacts on the financial performance of the Company.

Foreign exchange risks

The Company conducts its operation primarily in China. Substantially all of the transactions were
denominated and settled in Renminbi. However, the Company still has certain imports and exports
businesses regarding bulk medicines and diagnostic reagents and equipment, for which they are settled
in U.S. dollar and Japanese Yen. The Company’s businesses outside China (mainly in Hong Kong) are
settled in Hong Kong dollars. In addition, the Company will have foreign currency loans according to
the operating needs. In respect of the above, the Company still exposes to certain foreign exchange
risks. Taking into account the foreign exchange risks acceptable by the Company, the Company does not
use derivatives to hedge foreign exchange risks. However, as to the foreign exchange risk in loans, the
Company shall closely monitor the trend on the exchange rate of Renminbi, and timely adjust the extent
of borrowings, so as to reduce its risks to the minimum.
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

IX. RISKS RELATED TO FINANCIAL INSTRUMENTS (continued)

1.
1

Management objectives and policies of risks (continued)
Foreign exchange risks (continued)

Financial assets and liabilities in foreign currencies held by the Company expressed in Renminbi are stated
below:

(1) 31 December 2015

Amount denominated: RMB'000

Item HKD item USD item Euro item JPY item MOP item

Financial assets in foreign currency -
Cash 6,738.03 18,973.07 3,223.82 17,164.16 483.11
Financial assets measured at fair value, with the

change in fair value included in the profit or

loss for the year 5,780.68 0.00 0.00 0.00 0.00
Receivables 0.00 170,585.13 410.78 342.95 618.11
Prepayments 0.00 14.74 0.00 0.00 239.61
Other receivables 332.81 0.00 0.00 0.00 339.96
Total: 12,851.52 189,572.94 3,634.60 17,507.11 1,680.79
Financial liabilities in foreign currency -

Payables 0.00 133.49 0.00 0.00 0.00
Receipts in advance 0.00 1,205.33 0.00 0.00 0.00
Other payables 138.73 164.68 0.00 0.00 0.00
Sub total: 138.73 1,503.50 0.00 0.00 0.00
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

IX. RISKS RELATED TO FINANCIAL INSTRUMENTS (continued)
1. Management objectives and policies of risks (continued)
(1) Foreign exchange risks (continued)

(2) 31 December 2014

Amount denominated: RMB ‘000

Item HKD item USD item Euro item JPY item MOP item

Financial assets in foreign currency -
Cash 5,536.93 15,871.86 21257 5,407.49 1,831.87
Financial assets measured at fair value, with the

change in fair value included in the profit or

loss for the year 578242 0.00 0.00 0.00 0.00
Receivables 0.00 119,419.56 0.00 101.41 0.00
Prepayments 0.00 3,338.76 0.00 0.00 0.00
Other receivables 316.50 0.00 0.00 0.00 127.44
Total: 11,635.85 138,630.18 21257 5,508.90 1,959.31
Financial liabilities in foreign currency -

Short-term loan 375,920.22 0.00 0.00 0.00 0.00
Payables 0.00 248.40 0.00 0.00 0.00
Receipts in advance 0.00 1,286.22 0.00 0.00 0.00
Interest payables 1,024.16 0.00 0.00 0.00 0.00
Dividend payables 2,517.34 0.00 0.00 0.00 0.00
Other payables 121.69 0.00 0.00 0.00 0.00
Sub total: 379,583.41 1,534.62 0.00 0.00 0.00

As at 31 December 2015, in respect of Group's financial assets and liabilities denominated in Hong
Kong dollar, U.S. dollar, Euro, Japanese Yen and Macau dollar, should the value of RMB appreciate
or depreciate by 5% against the Hong Kong dollar, U.S. dollar, Euro, Japanese Yen and Macau
dollar, and other factors remain unchanged, the Group would be subject to an increase or decrease
in profit of RMB11,180,240 (31 December 2014: RMB11,158,560).

(2) Interest rate risk

The Company's exposures in interest rate risk are mainly arising from bank borrowings. The bank lending
rates are affected by the macro monetary policies of China, so that the Company is facing the risks
arising from fluctuation of interest rates in future.

The finance department of the head office of the Company continues to monitor the interest rate level
of the Company. The rise in the interest rate will increase the cost of additional interest bearing liability
and the interest expense of the Company’s outstanding interest bearing liability of which the interest is
calculated at floating rate and impose material adverse impact on the financial results of the Company.
The management will timely make adjustment based on the updated market conditions. The directors of
the Company considers that the future changes in the interest rate will have no material adverse impact
on the operating results of the Company.
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

IX. RISKS RELATED TO FINANCIAL INSTRUMENTS (continued)

1.
(3)

(4)

Management objectives and policies of risks (continued)
Credit risk

Credit risk is primarily attributable to cash and cash equivalents, restricted cash at bank, accounts
receivables and other receivables. In respect of cash at banks, they were placed at several banks with
good reputations, for which the credit risk was limited. In respect of accounts receivables, the Company
shall assess the credit limit granted to customers for credit purpose. Moreover, as the customer base is
large, the credit risk on accounts receivables is not concentrated. In respect of the settlement of bills
receivables, a lot of bills receivables are used to settle external payments, which significantly limit the
balance of bills receivables. Moreover, the balance of bills receivables are quality bills having maturity
within three months. Therefore, there should not be any significant credit risk. In addition, the provision
made on accounts receivables and other receivables are adequate to manage the credit risk.

Liquidity risk

The Company adopts a prudent liquidity risk management, so as to ensure the sufficiency of the sources
of monetary funds and liquidity by maintaining adequate monetary funds and reserve of banking facilities
so that we can secure credit loans from banks. Apart from indirect financing from banks, a number of
financing channels were opened, such as direct financing by inter-bank market including short-term
financing bills and medium term financing bills, corporate bonds etc. These instruments can appropriately
reduce the effects arising from the scale of financing by inter-bank market and the macromonetary
policies of China, which shall secure adequate funds in a flexible manner.

As at the date of balance sheet, cash flows of the financial assets and financial liabilities contracts are
presented below by term of maturity:

(1) 31 December 2015

Item Within 1 year 1-2 years 2-5 years Over 5 years total

Financial assets -
Cash 798,295,283.74 0.00 0.00 0.00 798,295,283.74
Financial assets measured at fair value, with the

change in fair value included in the profit or

loss for the year 6,589,225.34 0.00 0.00 0.00 6,589,225.34
Receivable notes 343,042,435.08 0.00 0.00 0.00 343,042,435.08
Receivables 1,329,985,444.48 0.00 0.00 0.00 1,329,985,444.48
Prepayments 122,297,549.66 0.00 0.00 0.00 122,297,549.66
Other receivables 78,588,719.10 0.00 0.00 0.00 78,588,719.10
Sub total: 2,678,798,657.40 0.00 0.00 0.00  2,678,798,657.40
Financial liabilities -
Short-term loan 250,000,000.00 0.00 0.00 0.00 250,000,000.00
Bills payables 299,007,801.36 0.00 0.00 0.00 299,007,801.36
Payables 636,752,599.23 0.00 0.00 0.00 636,752,599.23
Receipts in advance 65,255,250.41 0.00 0.00 0.00 65,255,250.41
Interest payables 11,823,945.25 0.00 0.00 0.00 11,823,945.25
Dividend payables 2,531,984.46 0.00 0.00 0.00 2,531,984.46
Other payables 1,287,284,945.74 0.00 0.00 0.00 1,287,284,945.74
Non-current liabilities due within one year 400,400,000.00 0.00 0.00 0.00 400,400,000.00
Long-term loans 0.00 0.00 0.00 700,000.00 700,000.00
Sub total: 2,953,056,526.45 0.00 700,000.00  2,953,756,526.45
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(Unless specified otherwise, all amounts are denominated in RMB.)

IX. RISKS RELATED TO FINANCIAL INSTRUMENTS (continued)

1. Management objectives and policies of risks (continued)

(4) Liquidity risk (continued)
(2) 31 December 2014

[tem Within 1 year 1-2 years 2-5 years Over 5 years total
Financial assets -
Cash 715,705,603.80 0.00 0.00 0.00 715,705,603.80
Financial assets measured at fair value, with the

change in fair value included in the profit or

loss for the year 6,423,571.77 0.00 0.00 0.00 6,423,571.77
Receivable notes 305,315,241.79 0.00 0.00 0.00 305,315,241.79
Receivables 1,135,403,623.11 0.00 0.00 0.00  1,135,403,623.11
Prepayments 165,935,012.06 0.00 0.00 0.00 165,935,012.06
Other receivables 62,406,588.47 0.00 0.00 0.00 62,406,588.47
Sub total: 2,391,189,641.00 0.00 0.00 0.00 2,391,189,641.00
Financial liabilities -
Short-term loan 375,920,221.10 0.00 0.00 0.00 375,920,221.10
Bills payables 352,619,794.63 0.00 0.00 0.00 352,619,794.63
Payables 598,748,939.78 0.00 0.00 0.00 598,748,939.78
Receipts in advance 56,013,777.28 0.00 0.00 0.00 56,013,777.28
Interest payables 17,089,201.23 0.00 0.00 0.00 17,089,201.23
Dividend payables 5,049,329.12 0.00 0.00 0.00 5,049,329.12
Other payables 860,502,818.73 0.00 0.00 0.00 860,502,818.73
Non-current liabilities due within one year 400,000.00 0.00 0.00 0.00 400,000.00
Other current liabilities 300,000,000.00 0.00 0.00 0.00 300,000,000.00
Long-term loans 0.00 65,800,000.00 0.00 700,000.00 66,500,000.00
Bonds payables 0.00 400,000,000.00 0.00 0.00 400,000,000.00
Sub total 2,566,344,081.87  465,800,000.00 0.00 700,000.00  3,032,844,081.87

2. Transfer of financial assets

Transferred financial assets that are derecognized but still related to the transferor

For the year, the Company discounted RMB142,394,750 bank acceptance bills (RMB174,194,850 in
2014). As the main risks (such as interest risks) related to these bank acceptance bills were transferred
to the bank, the Company derecognized the undue bank acceptance bills that had been discounted.
According to the discount agreement, if such bills are not accepted when due, the bank is entitled
to request the Company to honor the unsettled amount. As such, the Company is still involved in
discounted bank acceptance bills. On 31 December 2015, the Company has discounted undue bank
acceptance bills RMB63,372,820 (31 December 2014: RMB99,753,280).
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(Unless specified otherwise, all amounts are denominated in RMB.)

X. DISCLOSURE OF FAIR VALUE

1. Assets and liabilities measured at fair value

Fair value at the

Amount denominated: RMB ‘000

beginning of Fair Fair value
the year value changes  Accumulated fair at the year end
Measured at in profit or loss value changes Impairment Measured at
fair value level | for the year inequity  during the year  fair value level |
I Continuous fair value measurement
() Financial assets measured at fair value, with
the change in fair value included in the
profit or loss for the year 6,423.57 -182.34 0.00 0.00 6,589.23
1 Financial assets held for trading 6,423.57 -182.34 0.00 0.00 6,589.23
(1) debt instrument investments 0.00 0.00 0.00 0.00 0.00
(2)  equity instrument investments 6,423.57 -182.34 0.00 0.00 6,589.23
(3)  derivative financial assets 0.00 0.00 0.00 0.00 0.00
2. Financial assets measured designated
at fair value, with the change in fair
value included in the profit or loss for
the year 0.00 0.00 0.00 0.00 0.00
(I Available-for-sale financial assets 59,149.66 0.00 31,475.90 61,832.39 38,926.78
(1) debt instrument investments 0.00 0.00 0.00 0.00 0.00
(2)  equity instrument investments 59,149.66 0.00 31,475.90 61,832.39 38,926.78
(3)  Others 0.00 0.00 0.00 0.00 0.00
() Total liabilities continuously measured at fair
value 0.00 0.00 0.00 0.00 0.00
Il Non-continous fair value measurement
() Held-for-sale Assets 0.00 0.00 0.00 0.00 0.00
Total assets non-continuously measured at fair value 0.00 0.00 0.00 0.00 0.00
Total liabilities non-continuously measured at fair value 0.00 0.00 0.00 0.00 0.00

2. Basis of market price for cases continuously measured at fair value level |

By the closing price of the closed market for the last day of dealings in the year.

3. Fairs value of financial assets and liabilities not measured at fair value

Nil
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NOTES TO FINANCIAL STATEMENT 2015

XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS

1. Status of parent company of

the Company

Related party Place of Legal Nature of
Name of parent company relationship Type of entity incorporation representative business
Joincare Pharmaceutical Industry Group Controlling Joint stock Shenzhen Zhu Baoguo Production of oral
Co., Ltd. (BRTEXEERH shareholder companies with liquid, drugs and
BRAR) Limited liabilities healthcare food
(listed)
Percentage of Percentage of
the Company’s the Company’s The ultimate
shareholding voting rights controlling
Registered held by the held by the party of the Unified Social
Name of parent company capital  parent company  parent company Company Credit Code
(%) (%)
Joincare Pharmaceutical Industry Group 1,587,029,292 25.39 25.39  Zhu Baoguo 91440300618874367T

Co, Ltd (RELEXKEARNERAT)

Notes to the parent company of the Company

As of 31 December 2015, the Company’s parent company and its subsidiaries held a total of
182,159,367 shares in the Company, representing 45.90% of the total share capital of the Company.
Among the shares of the Company held by Joincare Pharmaceutical Industry Group Co., Ltd. ( f# T %%
XEBRMHABERADT), of which 7,877,256 legal person shares were held in the name of Guangzhou
Begol Trading Corporation (E/N{REL7E %2 5]) and the transfer procedures for these shares were not
completed. The transfer procedures for other shares were completed.

2. The Company'’s subsidiaries

Please refer to note VIII.1. Interests the Company's subsidiaries.

3. Joint ventures and associates of the Company

Please refer to note VIII.3 Interests in joint ventures and associates.

4. Other related parties of the Company

Organisation code/

Unified Social

Name of other related parties Relationship with the Company Credit Code

Shenzhen Haibin Pharmaceutical Co., Ltd. A company controlled by the holding  61885517-4
(FImEGERERRAR) company of the Company

Xinxiang Haibin Pharmaceutical Co., Ltd. A company controlled by the holding ~ 76489454-2
(FRGBEEBRAT) company of the Company

Jiaozuo Joincare Pharmaceutical Industry Group A company controlled by the holding ~ 77512952-0
Co., Ltd. (EERETEMERBRAF) company of the Company

Zhuhai Joincare Pharmaceutical Co., Ltd. A company controlled by the holding ~ 75788087-1
(KERETEMBEERAA) company of the Company

Health Pharmaceutical (China) Co., Ltd. A company controlled by the holding  61749891-0
(e (hR)BRAR) company of the Company

Shenzhen Taitai Pharmaceutical Co., Ltd. A company controlled by the holding ~ 91440300741217151R
ORVAKREZRRAT) company of the Company

Shenzhen Taitai Gene Engineering Co., Ltd. A company controlled by the holding ~ 73308333-3
(FINAKXEERIRRBERAF) company of the Company

Topsino Industries Limited A company controlled by the holding
(RHEEERRA) company of the Company

Guangzhou Joincare Respiratory Drugs A company controlled by the holding  34751653-2

Engineering Technology Co., Ltd.
(EMRETFREY TRZRMARLDA)
EPIRUS SWITZERLAND GmbH
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(Unless specified otherwise, all amounts are denominated in RMB.)

XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)

5.
1

(2)

Related party transactions

Related party transactions relating to purchase of goods/receipt of services

For the year For the previous year
Pricing basis and
decision making
Related party procedures of Percentage
transaction the related party of similar Percentage of
Related party description transactions Amount transactions Amount  similar transactions
(%) (%)
Guangdong Blue Treasure Pharmaceutical Co. Ltd. Raw materials The market price 588,124.79 0.03 515,449.50 0.03
(EREEHEARAA)
Shenzhen Haibin Pharmaceutical Co., Ltd Raw materials The market price 27,566,307.86 1.52 12,269,846.16 0.77
(RITEEREBRAA)
Xinxiang Haibin Pharmaceutical Co., Ltd. Raw materials The market price 0.00 0.00 262,478.63 0.02
(FHBEEXERAR)
Shenzhen Taitai Gene Engineering Co., Ltd. Low-valued The market price 8,547.01 0.00 42,735.04 0.00
(RYAREAIRARAR) consumables
Health Pharmaceutical (China) Co., Ltd Raw materials The market price 139,474.36 0.01 248,292.31 0.02
(BREZ(HE)BERRA)
Joincare Pharmaceutical Industry Group Co., Ltd. Finished Product ~ The market Price 37,974.62 0.00 0.00 0.00
(BEREXRERNARAR)
Shenzhen Taitai Pharmaceutical Co., Ltd. Raw Materials The market Price 14,918.80 0.00 0.00 0.00
(RNRABZBRAT)
Jiaozuo Joincare Pharmaceutical Industry Group Co., Ltd. ~ Raw materials The market price 266,408,030.77 1471 224,993,163.26 14.11
(BERRTENZRERAR)
Total Purchased Products 294,763,378.21 16.27 238,331,964.90 14.95
Joincare Pharmaceutical Industry Group Co., Ltd. Water and Power ~ The market Price 1,341,939.39 0.53 0.00 0.00
(BERETENSRERAR)
Total Services Received 1,341,939.39 0.53 0.00 0.00

Related party transactions relating to sales of goods/provision of services

For the year For the previous year
Pricing principles
and decision
making
Related party procedures of Percentage
transaction the related party of similar Percentage of
Related party description transactions Amount transactions Amount  similar transactions
(%) (%)
Zhuhai Joincare Pharmaceutical Co., Ltd. Finished goods The market price 7,433.69 0.00 14,910.95 0.00
(RERETENBEERAR)
Guangdong Blue Treasure Pharmaceutical Co. Ltd. Finished goods The market price 39,525,309.83 0.61 27,661,838.03 0.51
(EREEREARAA)
Jiaozuo Joincare Pharmaceutical Industry Group Co., Ltd. ~ Raw materials The market price 0.00 0.00 121,163.09 0.00
(BERETANRRERAR)
Guangzhou Joincare Respiratory Drugs Raw Materials The market price 94,017.09 0.00 0.00 0.00
Engineering Technology Co., Ltd.
BENRETHRENIRRGERAR
Sales of goods in aggregate 39,626,760.61 0.61 27,797,912.07 0.51
Guangdong Blue Treasure Pharmaceutical Co. Ltd. Electricity and The market price 5,734,854.62 90.63 5,282,144.99 93.86
(EREZHEBRAT) power
Zhuhai Joincare Pharmaceutical Co., Ltd. Electricity and The market price 543,182.96 8.58 301,606.95 5.36
(KERETENEEERAR) power
Provision of services in aggregate 6,278,037.58 99.21 5,583,751.94 99.22
Shenzhen Haibin Pharmaceutical Co., Ltd Processing Fee The market price 1,510,810.08 56.06 0.00 0.00
Provision of services in aggregate 1,510,810.08 56.06 0.00 0.00
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XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)

5. Related party transactions (continued)
(3) Related party leases

7 The Company as lessor

Class of

Name of lessee leased assets

Lease
income
recognised
for the year

Lease income
recognised
for the
previous year

Zhuhai Joincare Pharmaceutical Co., Ltd.
(KEBRETEMBEERAR)

Health Pharmaceutical (China) Co., Ltd.
(fEEEz (R BRAA)

Plant & buildings
Plant & buildings

2 The Company as lessee

Class of

Name of lessor leased assets

361,820.65

99,948.00

Leasing
expenses
recognised
for the year

528,082.06

99,948.00

Lease expenses
recognised

for the
previous year

Joincare Pharmaceutical Industry Group

Co., Ltd. (@R TEESBERMAERAF) Plant & buildings 658,944.00 658,944.00
Jiaozuo Joincare Pharmaceutical Industry Group
Co., Ltd. (FRERBETAEMEMAER A F) Plant & buildings 36,000.00 42,000.00
(4) Asset Transfer and Debt Arrangement of Connected Parties
Content of
Connected
Connect Party Transaction This Year Last Year
Jiaozuo Joincare Pharmaceutical Industry Group Co., Sales of
Lid. (FRERETAMHMBERAR) Equipment 6,885,299.14 0.00
Jiaozuo Joincare Pharmaceutical Industry Group Co., Sales of
Lid. (FRERETAEMHMBERAR) Equipment 2,607,934.77 0.00

(5) Related party guarantees

During the reporting period, the details on the bank loans of subsidiaries guaranteed by the Company

were set out as follow (RMB000O0):

Actual date of event Balances Actual
(Signing date of at the end guaranteed Guaranteed  Type of
Name of guaranteed party the Agreement) of the year amount amount  guarantee Period of guarantee
Zhuhai Livzon Diagnostic Reagents Inc. 11/9/2015 0.00 0.00 4,000.00  Joint obligation  4/8/2015 - 3/8/2016 Bank of
(KEBHABIRAERAR) guarantee China, Zhuhai Branch
(hERTHENTT)
Zhuhai Livzon Diagnostic Reagents Inc. 3111212014 0.00 0.00 2,597.44  Joint obligation  31/12/2014 - 31/12/2015
(REBHAEBRNBRAA) (USD400.00) guarantee Standard Chartered Bank,
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XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)
5. Related party transactions (continued)

(5) Related party guarantees (continued)

Actual date of event Balances Actual
(Signing date of at the end guaranteed Guaranteed  Type of
Name of guaranteed party the Agreement) of the year amount amount  guarantee Period of guarantee
Zhuhai Livzon Pharmaceutical Trade Co., Ltd. 121212014 0.00 0.00 1,000.00  Joint obligation  12/12/2014 - 12/12/2015
(GEBHBEZFERAF) guarantee Bank of Communication,
Zhuhai Branch (X @817
HERTT)
Livzon Group Livzon Pharmaceutical Factory 29/412015 0.00 0.00 20,000.00  Joint obligation ~ 29/4/2015 - 29/4/2016
(BHEBRREEZR) guarantee China Agricultural Bank,
Zhuhai Branch ( B £ 817
KEHT)
Livzon Group Livzon Pharmaceutical Factory 1211212014 0.00 0.00 9,000.00  Joint obligation  2014.12.12-2015.12.12
(BREEBRYER) guarantee Bank of Communication,
Zhuhai Branch (X @817
HEA1T)
Livzon Group Livzon Pharmaceutical Factory 6/7/2015 0.00 0.00 12,000.00  Joint obligation  2015.7.6-2016.7.2 Industrial
(EREEBRYER) quarantee and Commercial Bank of
China, Zhuhai Branch ( T
BRTKEAT)
Livzon Group Livzon Pharmaceutical Factory 4/8/2015 0.00 0.00 10,000.00  Joint obligation  2015.8.4-2016.8.3 Bank of
(BREEBHZER) guarantee China, Zhuhai Branch (&
BRTHREHT)
Livzon Group Livzon Pharmaceutical Factory 241612014 0.00 0.00 37,000.00  Joint obligation  2014.6.24-2016.6.24 China
(BEUEEBREER) quarantee Resources Bank, Zhuhai
Branch (BB THES
1)
Livzon Group Livzon Pharmaceutical Factory 31/5/2015 0.00 13,140.00 40,000.00  Joint obligation  2015.5.31-2016.5.31 HSBC
(BHEERRRLER) guarantee China/HSBC HK (ELHE
IESEE)
Livzon Group Livzon Pharmaceutical Factory 26/3/2015 0.00 0.00 16,000.00  Joint obligation ~ 2015.3.26-2016.3.26
(BREERRRER) quarantee Xiamen International
Bank, Zhuhai Branch (&
MBI RITHEH1T)
Livzon Group Livzon Pharmaceutical Factory 15/12/2014 0.00 0.00 22,727.60  Joint obligation ~ 2014.12.15-2015.11.24
(BHEEBRRLER) (USD3,500.00) guarantee Australia and New Zealand
Banking, Singapore Branch
CARRTHMEAT)
Livzon Group Livzon Pharmaceutical Factory 3111212014 0.00 0.00 2597440 Joint obligation ~ 2014.12.31-2015.12.31
(BHEBEREER) (USD4,000.00) guarantee Citibank, Shenzhen
Branch (TEIEHIT RIS
1)
Total actual amount guaranteed for loans of 13,140.00
subsidiaries during the reporting period
Balance of total amount guaranteed for loans of 0.00
subsidiaries during the end of the reporting
period
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XI.

(6)

Livzon Pharmaceutical Group Inc. Annual Report 2015

Remuneration of key management personnel

RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)

Related party transactions (continued)

Directors’, supervisors’ and senior management’s remuneration disclosed as follows

2015
Unit: RMB’0,000
Salaries, Social
allowances insurance,
and benefits pensions
Fees in kind and others Total in 2015
Directors:
Zhu Baoguo (RREY) 9.00 0.00 0.00 9.00
Tao Desheng (Fa{Z55) 7.20 98.25 11.67 117.12
Yang Daihong (15 7%) 7.20 88.93 11.53 107.66
Fu Daotian ({#3&H) 7.20 96.46 3.79 107.45
Qiu Qingfeng (EfE =) 7.20 0.00 0.00 7.20
Zhong Shan (& 1) 7.20 0.00 0.00 7.20
Independent Directors:
Xu Yanjun (fR#4 ) 9.60 0.00 0.00 9.60
Guo Guoqging (SFHE) 9.60 0.00 0.00 9.60
Wang Xiaojun ( E/NE) 9.60 0.00 0.00 9.60
Zhong Zhuhun (B %) 4.80 0.00 0.00 4.80
Xie Yun (##=) 4.80 0.00 0.00 4.80
Yang Bin (#53) 4.80 0.00 0.00 4.80
Yu Xiong ( 87 %) 1.60 0.00 0.00 1.60
Supervisors:
Wang Maolin GGEII#K) 4.20 40.87 8.37 53.44
Yuan Huasheng ( RE 4 ) 3.30 0.00 0.00 3.30
Huang Huamin ( & &) 3.60 0.00 0.00 3.60
Other senior management:
Xu Guoxiang (#REI#) 0.00 97.68 12.05 109.73
Lu Wenqi (B ) 0.00 90.67 5.49 96.16
Si Yanxia (@& ) 0.00 70.86 9.44 80.30
Yang Liang (#55) 0.00 30.68 7.40 38.08
Total 100.90 614.40 69.74 785.04

Mr. Zheng Zhihua (#8752 ) and Mr. Xie Yun (#{#z) were appointed on 26 June 2015.

Mr. Yu Xiong (@1% ) resigned on 27 February 2015; Mr. Yang Bin retired on 26 June 2015.
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RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)

Related party transactions (continued)

Remuneration of key management personnel (continued)

1

Directors’, supervisors” and senior management’s remuneration disclosed as follows (continued)

2014
Unit: RMB'0,000
Salaries, Social
allowances insurance,
and benefits pensions
Fees in kind and others Total in 2014
Directors:
Zhu Baoguo (RIRET) 9.00 0.00 0.00 9.00
Liu Guangxia (21EE&) 4.80 0.00 0.00 4.80
Tao Desheng (M1 %) 7.20 79.06 10.45 96.71
Fu Daotian ({#&H ) 3.60 58.93 3.57 66.10
Yang Daihong (15 R) 1.20 75.06 10.36 86.62
Qiu Qingfeng (EBEZ) 7.20 0.00 0.00 7.20
Zhong Shan (§&11) 7.20 0.00 0.00 7.20
An Ning (% %) 1.28 9.48 2.70 13.46
Independent Directors:
Luo Xiaosong ( B 4.80 0.00 0.00 4.80
Yang Bin (#5%t) 9.60 0.00 0.00 9.60
Guo Guogqing (BB ) 9.60 0.00 0.00 9.60
Wang Xiaojun (E/NE) 9.60 0.00 0.00 9.60
Yu Xiong (#1%) 9.60 0.00 0.00 9.60
Xu Yanjun ({44 %) 4.80 0.00 0.00 4.80
Supervisors:
Wang Maolin (GEIR#K) 3.90 29.48 7.20 40.58
Yuan Huasheng (= #E 4 ) 3.90 0.00 0.00 3.90
Huang Huamin ( & &) 3.60 0.00 0.00 3.60
Other senior management:
Xu Guoxiang (#REI#) 0.00 80.58 10.84 91.42
Lu Wenqi ( BESCIE) 0.00 76.67 5.49 82.16
Si Yanxia ( 1% E) 0.00 52.94 8.52 61.46
Li Rucai (Z104) 0.00 32.76 7.18 39.94
Yang Liang (#55%) 0.00 23.29 6.30 29.59
Total 100.88 518.25 72.61 691.74

Mr. Yang Liang (#5254 ) was appointed on 24 June 2014; Mr. Fu Daotian (#38H L4 ) , Mr. Xu
Yanjun (fR#X T 5 4 ) and Ms. Si Yanxia ( 7] # & Z + ) were appointed on 30 June 2014; Mr. Yang
Daihong (57 5%t 4 ) was appointed on 24 October 2014.

Mr. An Ning (ZZ 54 ) resigned on 5 March 2014 i Mr. Li Rucai (Z204 %4 ) resigned on 24
June 2014; Mr. Luo Xiaosong ( Z& BE#A %¢ A4 ) resigned on 30 June 2014; Ms. Liu Guangxia resigned

on 21 August 2014.

During the reporting period, no remuneration was paid by the Company to any director and
supervisor as an inducement to join or upon joining the Company or as compensation for
loss of office. There was no arrangement under which any director and supervisor waived any

remuneration.
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XIl.

(6)

(7)

(1)

RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continuea)
Related party transactions (continued)

Remuneration of key management personnel (continued)

2 Individuals with highest emoluments

The emoluments of three and three of the five highest paid individuals were directors of the
Company for the year 2014 and 2015, respectively. The rest were senior management of the
company (two and two for the year 2014 and 2015, respectively).Their remuneration were already
disclosed in note. XI 5(6) “Remuneration of key management personnel”.

Other affiliated transactions

On 15 May 2014, it was resolved in the general meeting of Livzon MABPharm Inc. (¥k/8 T EBHRE N £
YT A BR 2 8) that its registered capital would be increased to RMB500 million. The initial increased
capital of RMB100 million was paid on 27 May 2014. The second installment of increased capital of
RMB100 million was paid by the Company (contributing RMB51 million) and Joincare Pharmaceutical
Industry Group Co., Ltd. (2R TEESEBE R D AR AT ) (contributing RMB49 million) respectively on 1
December 2015, with the original contribution ratio unchanged.

In accordance with the New Collaboration Compound Supplement to the Collaboration Agreement
by and between Epirus Switzerland GmbH and Livzon Mabpharm Inc. (Epirusizn =B8R A7 -8 H
EXRENEMBMNBER AR EGIELa RIS EE), both parties cooperate on the clinical
research and commercialization of a new biosimilar compound which may be used as immunosuppressive
for treatment of Rheumatoid arthritis, Polyarthritis and Idiopathic Arthritis. Epirus will pay to Livzon
Mabpharm Inc. a total of USD4.5 million as pre-clinical development funding. This year, USD1.5 million
has been received.

Amounts due from/to related parties

Amounts due from related parties and prepayments

Balance at the year end Balance at the beginning of the year
Provision Provision
Item Related parties Balance for bad debts Gross amount for bad debts
Accounts receivables Guangdong Blue Treasure Pharmaceutical 17,410,000.00 870,500.00 10,676,640.00 533,832.00
Co. ltd. (EREZRHEFRAA)
Accounts receivables Zhuhai Joincare Pharmaceutical Co., Ltd. 75,483.35 3,774.17 16,079.67 803.98
(GERRTANBEERAF)
Sub-total 17,485,483.35 874,274.17  10,692,719.67 534,635.98
Other receivables Zhuhai Joincare Pharmaceutical Co., Ltd. 33,134.76 1,656.73 30,287.80 1,514.39
(GERRTANBEERAF)
Other receivables Health Pharmaceutical (China) Co., Ltd. 8,329.00 416.45 8,329.00 416.45
(EREZE (RE)ERAR)
Other receivables Shenzhen Haibin Pharmaceutical 489,659.30 24,482.97 0.00 0.00
Co., ltd. CRIIMBELEERAF)
Other receivables Jiaozuo Joincare Pharmaceutical Industry Group 0.00 0.00 50,005.81 3,000.35
Co., Ltd. (RIERETLAENERBERAR)
Other receivables Guangdong Blue Treasure Pharmaceutical 1,167,760.25 58,388.01 876,332.29 43,816.61
Co. Ltd. (EREEHEERRA)
Sub-total 1,698,883.31 84,944.16 964,954.90 43,747.80
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XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)

6.
(2)

Xil.

Amounts due from/to related parties (continued)

Amounts due to related parties and receipts in advance

Balance at the

Balance at beginning

Name of item Related parties the year end of the year
Payables Guangdong Blue Treasure Pharmaceutical Co. Ltd.

(BREBHEFRRNA) 65,656.41 44,132.00
Payables Shenzhen Taitai Gene Engineering Co., Ltd.

(RINAREERIBRERAA) 0.00 5,000.00
Payables Shenzhen Haibin Pharmaceutical Co., Ltd.

(RIITBBERERRAA) 6,018,360.00 0.00
Payables Health Pharmaceutical (China) Co., Ltd.

(BRZEX (FB)ARRF]) 0.00 55,530.00
Payables Jiaozuo Joincare Pharmaceutical Industry Group

Co., Ltd. (BERETEMHMEBERAR) 119,277,932.00  84,243,191.79
Sub total 125,361,948.41 84,347,853.79

Other payables

Jiaozuo Joincare Pharmaceutical Industry Group

Co., Ltd. (FR{ERRTEMHBRBERAF) 712,335.59 54,482.17
Other payables EPIRUS SWITZERLAND GmbH 9,495,450.00 0.00
Sub total 10,207,785.59 54,482.17
Dividend payables Topsino Industries Limited ( K EZER 2 7)) 0.00 2,517,344.66
Sub total 0.00 2,517,344.66

SHARE PAYMENT

General Information of Share payment

Item Relevant Content
Total equity instruments granted during the current period by the Company (share) 9,946,100
Total equity instruments exercised during the current period by the Company (share) —
Total equity instruments of the Company expired during the period (share) 93,080

Range of exercise price of share option of the Company outstanding and

remaining term of contract as the End of the Period -
Range of exercise price of other equity instruments of the Company and

remaining term of contract as at the End of the Period -

Pursuant to “Livzon Pharmaceutical Group Inc. Restricted Shares Incentive Scheme (Revised Draft)” and
its summary considered and approved by the 2015 First Extraordinary Shareholders’ Meeting of the
Company and the resolution of the 8th meeting (27 March 2015) of the 8th session of the board of
directors, the Company first granted 8,660,400 Restricted Shares to 458 Incentive Participants at the
price of RMB25.20 per share with 27 March 2015 as the date of grant. The Restricted Shares under the
first grant were listed on 14 April 2015.

The 16th meeting (27 October 2015) of the 8th session of the board of directors of the Company passed
the Proposal on Repurchase and Deregistration of the Authorized Restricted Shares Not Yet Unlocked
whose Incentive Participants Are No Longer Qualified, the Company has repurchased 93,080 shares at
the price of RMB19.308 per share.

Pursuant to the 18th meeting of the 8th session of the board of directors of the Company which passed
the Proposal on Matters Related to Granting Reserved Restricted Shares to Incentive Participants, the
Company granted 1,285,700 Restricted Shares to 177 Incentive Participants at the price of RMB24.61 per
share with 12 November 2015 as the date of grant. The Restricted Shares under this grant were listed on
31 December 2015.
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XIl. SHARE PAYMENT (continued)
2. Equity settled share-based payments

Item Relevant Content

Determination on Fair Value of Equity Instruments as the Date of Grant Black-Scholes Model
Basis for Determining Quantity of Exercisable Equity Instruments -

Reasons for Significant Discrepancies Between Estimate of Current and Previous Year Nil
Accumulated Amount of Shares Settled in Equity Included in Capital Reserve 36,089,000.00
Total Expense Recognized for Equity Settled Share-Based Payments for this Year 36,089,000.00

3. Cash settled share-based payments
Nil

Xlll. COMMITMENTS AND CONTINGENCIES
1. Significant commitments

(1) Capital commitments

Balance at

Balance at the beginning

Item the year end of the year
Contracted but not recognised in the financial statements

— Commitments in relation to acquisition of long-term assets 51,405,931.81 218,289,661.35

Total 51,405,931.81 218,289,661.35

(2) Operating lease commitments

As at the balance sheet date, the Company signed the non-cancellable operating leases as follows:

Livzon Pharmaceutical Group Inc. Annual Report 2015

Balance at

Balance at the beginning

Item the year end of the year
Minimum lease payments under non-cancellable operating leases

payable:

Within 1 year 5,332,489.64 4,709,290.11

1 to 2 years 3,354,957.20 1,302,476.40

2 to 3 years 836,378.00 736,556.20

Over 3 years 699,873.00 1,357,725.00

Total 10,223,697.84 8,106,047.71
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Xlil. COMMITMENTS AND CONTINGENCIES (continued)

1.
(3)

(4)

Significant commitments (continued)
Other commitments

In 2005, the Company entered into a licencing and supply agreement with LG Life Science Ltd. of
Korea (hereinafter referred to as “LG Life Science”) regarding the relevant licence on the intellectual
property rights of Gemifloxacin Mesylate, payment for the licences of injection and tablets for mesylate
gemifloxacin at USD1 million each. As at 31 December 2006, such amounts were settled in full. It was
provided in the agreement that:

Within the first five business years upon the agreement became effective, if the net sales volume of the
above tablet products of the Company reached 1,500,000 packets (3 tablets in each packet), LG Life
Science shall pay a rebate to the Company of USD500,000 (net of tax) within two months after the
Company submitted its net sales certificate to LG Life Science. At the same time, within the valid period
of the agreement (as of the end of 2015), the Company shall pay licence fee to LG Life Science of 1.5%
on the net sales amount (net of tax) within 30 days after the end of each quarter. Licence fee was paid
according to the provisions of the agreement since the sales began in 2008.

Within the first five business years upon the agreement became effective, the Company shall pay licence
fee of the above injection products to LG Life Science of 10% on the net sales amount (net of tax) within
30 days after the end of each quarter. From the sixth business year until the expiry of the agreement (as
of the end of 2019), the Company shall pay licence fee to LG Life Science of 6% on the net sales amount
(net of tax) within 30 days after the end of each quarter.

In September 2015, the aforesaid agreement is terminated upon friendly consultation of both sides.

Performance of previous commitments

The Company has duly performed the capital expenditure commitments and the operating lease
commitments dated as at 31 December 2014 and the other commitments.

Contigencies

As at the date of the balance sheet, there was no significant contingencies that required to be disclosed
by the Company.
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XIV. POST BALANCE SHEET DATE EVENTS

1.

On 24 March 2016, the Company held the 22nd Meeting of the 8th Board and passed the
resolution of 2015 annual profit distribution plan, under which the parent’s undistributed profit
available for distribution to shareholders in 2015 was RMB745,885,809.84 with reference to the
net profit of RMB331,380,673.90 realised by the parent in 2015 less the statutory reserve fund of
RMB33,138,067.39 set aside at 10% as per applicable regulations, plus the opening undistributed
profit of RMB478,081,428.53 and further minus the dividends of RMB30,438,225.20 paid under
2014 annual profit distribution plan.

Considering the capital demands due to its operations, the Board proposed the 2015 profit
distribution plan for the Company: based on the Company's total share capital of 396,889,547
shares as at the end of the year to distribute a cash dividend of RMB5 for every 10 shares held to all
the shareholders of the Company. It is expected that the Company will pay RMB198,444,773.5 on
profit distribution. The remaining undistributed profit is to be carried forward to the next year. No
distribution of shares and no transfer of capital reserve into share capital will be undertaken by the
Company for the year.

The above mentioned profit distribution plan shall be submitted to the annual general meeting of
2015 for examination and approval.

On 28 January 2016, Livzon MABPharm Inc. and AbCyte Therapeutics Inc. (“AbCyte Company”)
have entered into an Investment Framework Agreement (the “Framework Agreement”). Pursuant
to the Framework Agreement, Livzon MABPharm Inc. invests USD3 million to subscribe 30,000,000
Series A Preferred Shares issued by AbCyte Company, which constitute 40% of all issued shares
of AbCyte Company. As of the Reporting Date, Livzon MABPharm Inc. has paid USD3 million for
investment.

On 22 February 2016, Zhuhai Livzon Diagnostic Reagents Inc. (BB IR A B D AR A7) and
Cynvenio Biosystems, Inc. have entered into a Joint Venture Contract of Zhuhai Livzon Shengmei
Medical Diagnosis Technology Co. Ltd. (SR/BEBHKEXBEZEKEIMBR AT ) . The registered
capital of the joint venture company amounts to RMB103,333,333, among which Zhuhai Livzon
Diagnostic Reagents Inc. contributes RMB62 million in cash, constituting 60% of the registered
capital, and Cynvenio Biosystems, Inc. contributes RMB41,333,333 by means of intellectual
properties (converted into price upon assessment) such as LiquidBiopsy patent and relevant
franchised technologies, constituting 40% of the registered capital.

As at the date of this report, there is no other non-adjusting post balance sheet event that should
be disclosed by the Company.
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OTHER SIGNIFICANT MATTERS

The seventeenth meeting of the eighth session of the board of directors of the Company and the third
Extraordinary Shareholders’ Meeting in 2015 passed the proposal on matters related to non-public
issuance of A shares of the Company. Pursuant to proposals such as the Proposal on Plan of Non-public
Issuance of A shares of the Company and Proposal on Contingency Plan of Non-public Issuance of A
Shares of the Company, the total amount of fund proposed to be raised from this non-public issuance of
A shares of the Company does not exceed RMB1,457,820,000 and the issuance price of shares is no less
than 90% of the average price of shares of the Company for the 20 transaction days prior to the base
day for pricing (22 December 2015), i.e. no less than RMB45.03 per share. The Company proposes to
issue to no more than 10 particular participants A shares for a limit not exceeding the limit of fund raised
for this issuance divided by the minimum subscription price, i.e. not exceeding 32,374,417 (inclusive).
Between the base day for pricing and the issuance date, if the Company’s share capital changes due to
dividend distribution, bonus shares, conversion of capital reserve into share capital or other ex-rights or
ex-dividends event, the maximum number of A shares to be issued will be adjusted accordingly.

As at the date of the balance sheet, saved as disclosed above, there is no other major events to be
disclosed by the Company.

NET CURRENT ASSETS AND TOTAL ASSETS LESS CURRENT LIABILITIES

Net current assets

Balance at

Balance at the beginning

Item the year end of the year

Current assets 3,577,884,291.76 3,165,882,214.19

Less: Current liabilities 3,154,940,003.11 2,669,170,450.88

Net current assets 422,944,288.65 496,711,763.31
Total assets less current liabilities

Balance at

Balance at the beginning

Item the year end of the year

Total assets 8,077,537,790.41 7,302,605,055.90

Less: Current liabilities 3,154,940,003.11 2,669,170,450.88

Total assets less current liabilities 4,922,597,787.30 4,633,434,605.02
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XVI. NOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL

(1)

STATEMENTS

Accounts receivables

Accounts receivables presented by types

Balance at the year end

Balance

Provision for bad debts

Carrying value

Type Amount Percentage Amount Percentage
(%) (%)
Accounts receivables that are
individually significant and
impairment provided on an
individual basis 0.00 0.00 0.00 0.00 0.00
Accounts receivables assessed for
impairment collectively 699,156,636.77 100.00 36,637,642.23 5.24 662,518,994.54
Accounts receivables that are
individually insignificant but
impairment provided on an
individual basis 0.00 0.00 0.00 0.00 0.00
Total 699,156,636.77 100.00 36,637,642.23 5.24 662,518,994.54
Balance at the beginning of the year
Balance Provision for bad debts Carrying value
Type Amount  Percentage Amount  Percentage
(%) (%)
Accounts receivables that are
individually significant and
impairment provided on an
individual basis 0.00 0.00 0.00 0.00 0.00
Accounts receivables assessed for
impairment collectively 626,400,204.46 100.00 32,914,877.50 5.25 593,485,326.96
Accounts receivables that are
individually insignificant but
impairment provided on an
individual basis 0.00 0.00 0.00 0.00 0.00
Total 626,400,204.46 100.00 32,914,877.50 5.25 593,485,326.96
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

XVI. NOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL

(1)

(2)

(3)

(4)

(5)

(6)

STATEMENTS (continued)
Accounts receivables (continued)
Accounts receivables presented by types (continued)

Accounts receivables for which provisions for bad debts has been made using the ageing analysis method
in the portfolio

Balance at the year end

Provision for Provision

Ageing Amount bad debts Percentage

(%)

Within 1 year 689,830,740.49 34,491,537.03 5.00

1 to 2 years 5,800,179.71 348,010.78 6.00

2 to 3 years 1,793,246.03 358,649.21 20.00

3 to 4 years 729,159.16 510,411.41 70.00

4 to 5 years 742,775.80 668,498.22 90.00

Over 5 years 260,535.58 260,535.58 100.00
Total 699,156,636.77 36,637,642.23

Provisions for bad debts made for the year was RMB4,885,986.24; no provision for bad debts was
recovered or reversed.

Receivables written off during the year

Item Amount written-off

Accounts receivables actually written off 1,163,221.51

In which: Important written-off receivables

Nature of
accounts Amount Reason for Procedure of written off Related party
Name of Unit receivables written off written off  taken place at transactions
AErRIEERAR Sales of goods 380,620.90 Not recoverable ~the 7th Meeting for the 8th No
Board of the Company
EEERBEERAA Sales of goods 199,000.00 Not recoverable No
Total 579,620.90

The total of account receivables with five largest amount by creditors was RMB72,470,335.27, or
10.37% of the total account receivables by the year end, total provision for bad debts by the year end
was RMB3,623,516.77.

The Company has no derecognized receivables out of transfer of financial assets.

The Company has no assets or liabilities formed by its continuous involvement of transferring receivables.
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

XVI. NOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL
STATEMENTS (continued)

(1)

Other receivables

Other receivables presented by types

Balance at the year end

Balance Provision for bad debts Carrying value
Type Amount Percentage Amount Percentage
(%) (%)
Other receivables that are
individually significant and
impairment provided on an
individual basis 0.00 0.00 0.00 0.00 0.00
Other receivables that are
assessed for impairment
collectively 18,935,070.08 1.19 6,355,029.48 33.56 12,580,040.60
Receivables from each company in
the scope of combination 1,572,805,681.35 98.81 0.00 0.00 1,572,805,681.35
Other receivables that are
individually insignificant but
impairment provided on an
individual basis 0.00 0.00 0.00 0.00 0.00
Total 1,591,740,751.43 100.00 6,355,029.48 0.40  1,585,385,721.95
Balance at the beginning of the year
Balance Provision for bad debts Carrying value
Type Amount  Percentage Amount  Percentage
(%) (%)
Other receivables that are
individually significant and
impairment provided on an
individual basis 0.00 0.00 0.00 0.00 0.00
Other receivables that are
assessed for impairment
collectively 16,447,123.60 .1 6,048,304.49 36.77 10,398,819.11
Receivables from each company in
the scope of combination 1,470,389,075.70 98.89 0.00 0.00  1,470,389,075.70
Other receivables that are
individually insignificant but
impairment provided on an
individual basis 0.00 0.00 0.00 0.00 0.00
Total 1,486,836,199.30 100.00 6,048,304.49 0.41  1,480,787,894.81
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

XVI. NOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL

2.
1

(2)

(3)

STATEMENTS (continued)
Other receivables (continued)

Other receivables presented by types (continued)

1 Other receivables for which provision for bad debts has been made using the ageing analysis

method in the portfolio

Balance at the year end

Provision for Provision
Ageing Amount bad debts Percentage
(%)
Within 1 year 11,446,025.05 572,301.25 5.00
1 to 2 years 1,647,016.66 98,821.01 6.00
2 to 3 years 113,231.56 22,646.31 20.00
3 to 4 years 197,383.00 138,168.10 70.00
4 to 5 years 83,210.00 74,889.00 90.00
Over 5 years 5,448,203.81 5,448,203.81 100.00
Total 18,935,070.08 6,355,029.48
2 Receivables from each company in the scope of combination
Other receivables Carrying Provision for Percentage
description amount  bad debts of provision Reason
(%)
Current account 1,572,805,681.35 0.00 0.00  The debtor is a subsidiary

Provisions for bad debts made for the year was RMB306,724.99; no provision for bad debts was

recovered or reversed.

No other receivables were written off during the year.
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

XVI. NOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL
STATEMENTS (continued)

2. Other receivables (continued)

(4) Status of other receivables due from top five customers as at the year end

Proportion to Balance of

total balance of provision for

Nature or Balance at other receivables bad debts

Name of unit description theyearend  Term at the yearend  at the year end
(%)

Livzon Group Ningxia Xinbeijiang Current account 617,982,364.29  Within 1 year 38.82 0.00

Pharmaceutical Manufacturing Co., Ltd.
(BRERERHILILEERAA)

Livzon Group Ningxia Fuxing Pharmaceutical Current account 569,386,940.66  Within 1 year 35.77 0.00
Manufacturing Co., Ltd.
(BREEEEREREARAF)

Zhuhai FTZ Livzon Hecheng Pharmaceutical Current account 166,910,648.72  Within 1 year 10.49 0.00
Manufacturing Co., Ltd.
(RERKREHRAMHERRAR)

Ando Development Limited Current account 123,857,335.92  Within 1 year 7.78 0.00
(REERERAF)

Livzon Group Fuzhou Fuxing Pharmaceutical Co., Ltd. ~ Current account 20,379,177.13  Within 1 year 1.28 0.00
(BREERMNBREZBRAA)

Total - 1,498,516,466.72  — 94.14 0.00

(5) The Company has no derecognized other receivables out of transfer of financial assets.

(6) The Company has no assets and liabilities formed by its continuous involvement of transferring other
receivables.

3. Long-term equity investments

(1) Classification of long-term equity investments

Balance at the year end Balance at the beginning of the year
Provision for Provision for
Item Balance impairment  Carrying amount Gross amount impairment  Carrying amount
Investments in subsidiaries 2,010,431,664.98 18,471,307.03  1,991,960,357.95 1,724,490,564.98 18,471,307.03 1,706,019,257.95
Investments in associates and
joint ventures 35,382,019.56 1,200,000.00 34,182,019.56 9,593,753.92 1,200,000.00 8,393,753.92
Total 2,045,813,684.54 19,671,307.03 2,026,142,377.51 1,734,084,318.90 19,671,307.03 1,714,413,011.87
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

XVI. NOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL
STATEMENTS (continued)

(2)

Long-term equity investments (continued)

Investment in subsidiaries

Investee

Balance at the
beginning
of the year

Increase
during
the year

Decrease
during
the year

Balance at
the year end

Provision for
impairment for
the year

Balance of
provision for
impairment at
the year end

Zhuhai Livzon Baiameng
Biological Materials Co., Ltd.
(KEBK-BEMRENIHE
RRE)

Zhuhai Livzon Meidaxin
Technological Development
Co., Ltd. (RETBIREER
BiAEERAR)

Livzon Group Livzon
Pharmaceutical Factory
(BUEEBKEER)

Sichuan Guangda
Pharmaceutical
Manufacturing Co., Ltd.
(EIEARBEERAF)

Shanghai Livzon Pharmaceutical
Manufacturing Co.,Ltd.
(LEBREEBBRRA)

Zhuhai Modern Chinese
Medicine High Technology
Co., Ltd. GRERRTERH
BERDA)

Livzon Group Livzon Medical
Research Centre (BHEEE
KEERR)

Lizhu (Hong Kong) Co.,Limited
(B% (FR)ERRA)

Ando Development Limited (%
BERBRRR)

Livzon Group Xinbeijiang
Pharmaceutical
Manufacturing Inc.
(BHRERMILIHERN A
RAE)

Zhuhai Livzon Diagnostic
Reagents Inc.
(REBKABRHBRR
a)

Livzon Group Livzon
Pharmaceutical
Marketing Ltd.
BREERABETH
BRAR

3,934,721.95

800,000.00

361,060,443.85

170,872,457.35

31,438,404.00

4,539,975.00

6,004,000.00

64,770,100.01

534,050.00

116,446,982.80

2,896,800.00

12,008,000.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

3,934,721.95

800,000.00

361,060,443.85

170,872,457.35

31,438,404.00

4,539,975.00

6,004,000.00

64,770,100.01

534,050.00

116,446,982.80

2,896,800.00

12,008,000.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

7,271,307.03

0.00

0.00
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

XVI. NOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL
STATEMENTS (continued)

3. Long-term equity investments (continued)

(2) Investment in subsidiaries (continued)

Balance of
Balance at the Increase Decrease Provision for provision for
beginning during during Balance at  impairment for  impairment at
Investee of the year the year the year the year end the year the year end
Livzon Group Limin
Pharmaceutical
Manufacturing Factory
(BUEENRZER) 184,301,219.52 0.00 0.00  184,301,219.52 0.00 0.00

Zhuhai Livzon Pharmaceutical

Trading Co., Ltd. (/GBI

BEEHERAA) 40,020,000.00 0.00 0.00 40,020,000.00 0.00 0.00
Livzon Group Fuzhou Fuxing

Pharmaceutical Co., Ltd. (B

KEERENEREE

BRLA) 280,769,410.50 0.00 0.00  280,769,410.50 0.00 11,200,000.00
Livzon MABPharm Inc. (¥k/&

BRER AN

BRRAA) 204,000,000.00 51,000,000.00 0.00  255,000,000.00 0.00 0.00

Livzon Group Vaccine

Engineering Inc. (B £EZ

BIRRAERAR) 54,500,000.00 0.00 0.00 54,500,000.00 0.00 0.00
Livzon Group Ningxia

Fuxing Pharmaceutical

Manufacturing Co., Ltd.

(BUEEEERENE

BRAE) 90,000,000.00 0.00 0.00 90,000,000.00 0.00 0.00
Livzon Group Ningxia

Xinbeijiang Pharmaceutical

Manufacturing Co., Ltd.

(BUEEEEHILIRE

BRARF) 90,000,000.00 0.00 0.00 90,000,000.00 0.00 0.00
Wenshan Livzon Sangi

Plantation Co., Ltd. (31U

BH=-tEBEERAA) 4,694,000.00 0.00 0.00 4,694,000.00 0.00 0.00
Zhuhai Livzon Pharmaceutical

Enterprise Management Co.,

Ltd. GRETBRBELRE

BERAA) 900,000.00  234,941,100.00 0.00  235,841,100.00 0.00 0.00

Total 1,724,490,564.98  285,941,100.00 0.00 2,010,431,664.98 0.00 18,471,307.03
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

XVI. NOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL

(3)

STATEMENTS (continued)
Long-term equity investments (continued)

Investment in associates and joint ventures (continued)

Change during the year
Investment Adjustment
Balance at the profit and loss in other
beginning Investment Investment on the equity ~ comprehensive Other equity
Investee of the year acquired disposed of method income changes
Associates
Livzon Medical Electronic
Equipment (Plant) Co., Ltd. (&
KERBETRE (F)
BRAR) 1,200,000.00 0.00 0.00 0.00 0.00 0.00
Guangdong Blue Treasure
Pharmaceutical Co. Ltd.
(EREFHEERAT) 8,393,753.92 0.00 0.00 1,528,100.78 0.00 0.00
Jiangsu Nike Medical
Equipment Co., Ltd.
(IHEHERBMERAT) 0.00 25,000,000.00 -560,672.30 0.00 0.00
Shenzhen City Youbao
Technology Co., Ltd
(RITEEMRERAT) 0.00 0.00 0.00 -179,162.84 0.00 0.00
Total 9,593,753.92 25,000,000.00 0.00 788,265.64 0.00 0.00
Change during the year
Balance of
Cash dividend or provision for
profit distribution Impairment Balance at impairment at
Investee announced provision Others the year end the year end
Associates
Livzon Medical Electronic Equipment (Plant) Co., Ltd.
(BUBRETRE (B)BRAR) 0.00 0.00 0.00 1,200,000.00 1,200,000.00
Guangdong Blue Treasure Pharmaceutical Co. Ltd.
(EREBHEARAA) 0.00 0.00 0.00 9,921,854.70 0.00
Jiangsu Nike Medical Equipment Co., Ltd.
(IREMBRSHERAR) 0.00 0.00 0.00 24,439,327.70 0.00
Shenzhen City Youbao Technology Co., Ltd
(RImEENRERAT) 0.00 0.00 0.00 -179,162.84 0.00
Total 0.00 0.00 0.00 35,382,019.56 1,200,000.00

Operating income and operating cost

For the year

For the previous year

Item Income Cost Income Cost
Principal activities 3,857,872,044.93 1,843,586,621.69 3,107,022,168.59 1,386,499,168.87
Other activities 1,422,344.60 52,871.71 1,856,336.59 96,333.52

Total 3,859,294,389.53  1,843,639,493.40

3,108,878,505.18

1,386,595,502.39
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

XVI. NOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL

STATEMENTS (continued)

5. Business taxes and surcharges

Item

For the year

For the
previous year

Urban maintenance and construction tax payable
Education surcharges payable

Flood prevention fee payable

Business Tax

21,026,107.49
14,991,760.53
838,712.03
1,607,961.01

18,166,531.96
12,976,094.30
688,480.73
0.00

Total

38,464,541.06

31,831,106.99

6. Investment income

Item

For the year

For the
previous year

Long-term equity investments income under cost method

Long-term equity investments income under equity method

Investment income generated from disposal of long-term equity
investments

Investment income generated from financial assets measured at
fair value, with the change in fair value included in the profit or
loss for the year during its holding period

Investment income generated from disposal of financial assets
measured at fair value, with the change in fair value included
in the profit or loss for the year

Investment income generated from held-to-maturity investments
during its holding period

Investment income generated from available-for-sale assets
during its holding period

In which: investment income generated from available-for-

sale financial assets measured at fair value during its
holding period

Investment income generated from disposal of available-for-sale
financial assets investments

When without control, income generated from revaluation of
remaining equity measured at fair value

20,310,000.00
788,265.64

0.00

0.00

0.00

0.00

427,984.28

84,234.28

0.00

0.00

17,850,000.00
1,078,882.36

-1,523,045.66

0.00

0.00

0.00

64,091.30

64,091.30

3,364,181.22

0.00

Total

21,526,249.92

20,834,109.22
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

XVI. NOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL

STATEMENTS (continued)

7. Supplemental information to income statement

Item

For the year

For the
previous year

(1) Reconciliation of net profit to cash flow from operating
activities:
Net profit
Add: Provision for impairment of assets
Depreciation of fixed assets, amortisation of
oil and gas assets, depreciation of productive
biological assets biological assets
Amortisation of intangible assets
Amortisation of long-term expense
Losses on disposal of fixed assets,
intangible assets and other long-term assets
("=" represents gains/income)
Losses on write-off of fixed assets
Losses from changes in fair value
("=" represents gains/income)
Financial expenses (“~" represents gains/income)
Investments losses
("=" represents gains/income)
Decrease in deferred tax assets
("=" represents increase)
Increase in deferred tax liabilities
("-" represents decrease)
Decrease in inventories (=" represents increase)
Decrease in trade receivables
("=" represents increase)
Increase in trade payables (“-" represents decrease)
Others
Net cash flows from operating activities
(2) Significant investing and financing activities not involving
cash receipts and payment:
Liabilities converted into capital
Convertible bonds due within one year
Fixed assets acquired under finance leases
(3) Net movement in cash and cash equivalents:
Cash at the end of the year
Less: Cash at the beginning of the year
Add: Cash equivalents at the end of the year
Less: Cash equivalents at the beginning of the year
Net increase in cash and cash equivalents

331,380,673.90
10,392,882.38

15,688,817.06
11,852,001.23
60,000.00

-218,783,454.65
0.00

0.00
-30,246,318.78

-21,526,249.92

-9,449,943.00

472,734.92
-34,517,107.32

-242,083,121.36
89,511,521.34
36,089,000.00

-61,158,564.20

0.00
0.00
0.00

677,465,238.87
611,630,017.65
0.00

0.00
65,835,221.22

122,755,373.01
386,925.46

15,331,700.61
7,778,874.63
60,000.00

-72,265.86
0.00

0.00
-19,475,063.67

-20,834,109.22

4,649,781.58

1,700,669.88
-36,115,682.30

-138,691,558.60
459,315,802.63
0.00
396,790,448.15

0.00
0.00
0.00

611,630,017.65
605,176,378.73
0.00

0.00
6,453,638.92
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

XVill. SUPPLEMENTAL INFORMATION

1.

Breakdown of extraordinary gains or losses

For the

Item For the year previous year

Gains or losses from the disposal of non-current assets -4,005,495.80 -999,029.93
Ultra vires or without official approval documents, or incidental tax

rebate or relief 0.00 0.00

Government grants included in the profit or loss for the period,
save as those government grants closely associated to the normal
operation of the Group, complying with the policies and regulations
of China, being entitled at a certain standard amount or certain
level

Funds utilisation fees collected from non-financial enterprises included
in the profit or loss for the period

The gain from the excess of the fair value of identifiable net assets
attributable to the investee at acquisition over the investment costs
of the Group for its subsidiaries, associates and joint ventures

Gains or losses from the exchange of non-monetary assets

Gains or losses from investments on trust or asset management

Provision for impairment as a result of force majeure factors, such as
natural disasters

Gains or losses from debt restructuring

Corporate reorganisation expenses, such as expenditures for staff
dormitory, and business combination expenses

Gains or losses from transaction with transaction price not at fair
value over the part at fair value

Net gains or losses of subsidiaries arising from business combination
under common control from the beginning of the period to the
date of combination

Gains or losses arising from contingent matters not related to the
normal operation of the Group

Investment income derived from the holding of financial assets held
for trading, gains or losses arising from changes in fair value of
financial liabilities held for trading and disposal of financial assets
held for trading, financial liabilities held for trading and available-
for-sale financial assets (excluding the hedging activities of the
normal operation of the Group)

Reversal of impairment of receivables on individual basis

Gains or losses from external entrusted loans

Gains or losses from changes in fair value on investment properties
under the fair value model

One-off adjustment in profit or loss for the period according to the
laws and regulations regarding taxation and accounting

Entrust fee income from entrusted operation

Other non-operating income and expenditures apart from the above

Items of gains or losses as defined meeting the definition of
extraordinary gains or losses

Sub-total

Effect of income tax

Effect of non-controlling interests (after tax)

127,679,776.28
0.00
0.00
0.00

0.00

0.00
0.00

0.00

0.00

0.00

0.00

-182,343.23
0.00
0.00

0.00

0.00
0.00
-8,552,063.55

0.00
114,939,873.70
14,326,733.64
16,336,387.58

66,827,495.36
0.00
0.00
0.00

0.00

0.00
0.00

0.00

0.00

0.00

0.00

-1,497,131.42
0.00
0.00

0.00

0.00
0.00
1,688,027.35

0.00
66,019,361.36
9,666,588.14
3,405,813.53

Total

84,276,752.48

52,946,959.69
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NOTES TO FINANCIAL STATEMENT 2015

(Unless specified otherwise, all amounts are denominated in RMB.)

XVIll. SUPPLEMENTAL INFORMATION (continued)

1.

Breakdown of extraordinary gains or losses (continued)

Note: Figures “+" in the extraordinary gains or losses represents by revenue and income, while “-" represents loss or

expenses.

According to the “Notice on Explanation of Information Disclosure of Companies Publicly Issuing
Securities No. 1 — Extraordinary Gains or Losses” (CSRC Notice [2008] No. 43), the Company shall be

governed by its provisions and recognised the extraordinary gains or losses.

Rate of return on net assets and earnings per share

2015

Earnings per share

Weighted (RMB/share)
average rate Basic Diluted
of return on earnings earnings

Profit for the reporting period net assets per share per share
Net profit attributable to shareholders of ordinary
shares 15.51% 1.62 1.60
Net profit attributable to shareholders of ordinary
shares after deducting extraordinary
gains or losses 13.41% 1.40 1.39
2014
Earnings per share
(RMB/share)
Weighted
average rate Basic Diluted
of return on earnings earnings
Profit for the reporting period net assets per share per share
Net profit attributable to shareholders of
ordinary shares 14.66% 1.34 1.34
Net profit attributable to shareholders of ordinary
shares after deducting extraordinary gains
or losses 13.15% 1.20 1.20

Please see note VI.51 for the calculation basic earnings per share and diluted earnings per share.
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254 DOCUMENTS AVAILABLE FOR INSPECTION

(1) They include the audited financial reports of the Company for the twelve months ended 31 December
2015, which has been signed and sealed by the legal representative, person-in-charge of the accounting
affairs (head of accounting affairs) and head of the accounting department, and which was prepared in
accordance with the China Accounting Standards for Business Enterprises.

(2) They include the original copy of the auditors’ report which is sealed by the accounting firm and signed
and sealed by the certified public accountant.

(3) They include the original copies of the documents and announcements of the Company which have
been disclosed in the designated newspaper as approved by CSRC during the year.

(4) 2015 Annual Report of the Company both in English and Chinese versions published at the website of
Hong Kong Exchanges and Clearing Limited.

Livzon Pharmaceutical Group Inc.
Zhu Baoguo
Chairman

24 March 2016
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