ERBEEERHARAT
LIVZON Livzon Pharmaceutical Group Inc.*

(a joint stock company incorporated in the People’s Republic of China with limited liability)
(Stock code: 1513)

INTERIM REPORT

2017

* For identification purpose only




CONTENTS

VI.

VII.

VIII.

Important Notice and Definitions

Company Profile and Principal Financial Indicators

Summary of Activities

Operation Discussion and Analysis (Management Discussion and Analysis)
Major Events

Changes in Equity and Shareholders

Preferred Shares

Directors, Supervisors and Senior Management

Financial Report

Documents Available for Inspection

CONTENTS

47
68
78
79
84

232

Livzon Pharmaceutical Group Inc. Interim Report 2017

1



. IMPORTANT NOTICE AND DEFINITIONS

IMPORTANT NOTICE

The board of Directors, the Supervisory Committee and the Directors, Supervisors and senior management of
BHREEERR D AR QA Livzon Pharmaceutical Group Inc.* guarantee that the information in this interim
report (the “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 Report has been considered and approved in the 3rd meeting of the 9th session of the Board of the
Company. All the Directors attended the 3rd meeting of the 9th session of the Board.

The Group has prepared the financial report in accordance with China Accounting Standards for Business
Enterprises. The 2017 interim financial statements and notes thereof (collectively the “Financial Report”)
prepared by the Group according to China Accounting Standards for Business Enterprises have not been
audited. This Report has been reviewed by the audit committee of the Company.

The Company does not intend to pay interim cash dividends, to issue bonus share or to transfer any capital
reserve to share capital.

Mr. Zhu Baoguo (R{RE ), the person-in-charge of the Company, Ms. Si Yanxia (B]#E& ), the person-in-
charge of the Company’s financial affairs (mainly responsible for accounting work), and Ms. Zhuang Jianying
(#6245 ) , the person-in-charge of the accounting department, declare that they guarantee the truthfulness,
accuracy, and completeness of the Financial Report in the Report.

The 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 outcomes may be substantially different from these statements. Investors should exercise caution that

inappropriate reliance on and usage of such information may expose to investment risks.

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

* For identification purpose only
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IMPORTANT NOTICE AND DEFINITIONS

DEFINITIONS

In the Report, unless the context requires otherwise, the following expressions shall have the following

meanings:

“Company” B EEEAD AR AT Livzon 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 Shenzhen Stock Exchange,
respectively;

“Group” the Company and its subsidiaries;

“Board” the board of directors of the Company;

"Director(s)”

“Supervisory Committee”

“Supervisor(s)

"

"Shareholder(s)”

"A Share(s)”

"B Share(s)"”

"H Share(s)”

“A Shareholder(s)”

"H Shareholder(s)”

“Reporting Period” or

"Current Period”

“Same Period Last Year” or

"End of Last Year” or "Beginning

“End of the Reporting Period” or

"Previous Period”

of the Reporting Period” or
“Beginning of the Period”

"End of the Period”

“CSRC”

“Shenzhen Stock Exchange”

“Hong Kong Stock Exchange”

*

For identification purpose only

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;

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 A Shares of the Company;

holder(s) of H Shares of the Company;

the six months from 1 January to 30 June 2017,

the six months from 1 January to 30 June 2016;

31 December 2016;

30 June 2017;

the China Securities Regulatory Commission;
FINFE X B P (the Shenzhen Stock Exchange);

The Stock Exchange of Hong Kong Limited;
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IMPORTANT NOTICE AND DEFINITIONS

DEFINITIONS (continued)

“China Accounting Standards for

Business Enterprises”

“the Company Law”

"Securities Law”

“Shenzhen Listing Rules”

“Hong Kong Listing Rules”

“Corporate Governance Code”

“"Model Code”

“SEQ”

"Articles of Association”

“B-TO-H Share Conversion”

“the Restricted A Shares Incentive

Scheme”

“Restricted Shares”

“Joincare”

“Baiyeyuan”

“Topsino”

" Begol "

*

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 Company Law of the People’s Republic of China;

(FhEE AR HEMBIZE ALY (the Securities Law of the People’s Republic
of China) ;

CRINFEHR B ZE L™ AI) (the Stock Listing Rules of the
Shenzhen Stock Exchange);

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);

the “Articles of Association of Livzon Pharmaceutical Group Inc.”;

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;

the Restricted A Shares Incentive Scheme (Revised Draft) considered
and approved by the Company at the 2015 First Extraordinary General
Meeting;

A Shares granted to the incentive participants under the Restricted A
Shares Incentive Scheme of the Company

2T B2 E @D B R A FlJoincare 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;

YT A EIRIEE AR QA Shenzhen Baiyeyuan Investment Co., Ltd.*;
X E 2 A R 2 7l (Topsino Industries Limited*);

EINTRE S E 5 A alGuangzhou Begol Trading Holdings Limited*;
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DEFINITIONS (continued)

“Livzon MAB”

“Pharmaceutical Factory”

“Hecheng”

“Livzon Diagnostic Reagents”

“Jiaozuo Joincare”

"Haibin Pharma”

“Blue Treasure Pharma”

“Weixing”

“Livzon Shengmei”

“Livzon Gene”

“the Disposal”

“China” or "PRC”

“Hong Kong”

“RMB"

“HK$"” or “HKD"

“uUss$”

“Cninfo”

“Company’s website”

*

For identification purpose only

IMPORTANT NOTICE AND DEFINITIONS

R BT E A Y i A BR A §lLivzon MABPharm Inc.*;
BHREBBHRR SR Livzon Group Livzon Pharmaceutical Factory*;

KB RHEEBEKAKREEESFRE QA Zhuhai FTZ Livzon Hecheng
Pharmaceutical Manufacturing Co., Ltd.*;

BREEE Ik A BB 19 B BR 2 FlZhuhai Livzon Diagnostic Reagents Inc.*;

EERREITEMRMRBR A AlJiaozuo Joincare Biological Product Co.,
Ltd.*;

I T 8B &L % A5 [R A B Shenzhen Haibin Pharmaceutical Co., Ltd.*;

BREE S 25 R A 7 Guangdong Blue Treasure Pharmaceutical Co.,
Ltd.*;

KOG 4 2 E BB AR Zhuhai Weixing Shiye Co., Ltd. (formerly named
as TRE M EIRE & T ¥ AR A FZhuhai Livzon Pharmaceutical Industrial
Co. Ltd.), a company incorporated in the PRC with limited liabilities,
and was an indirectly wholly-owned subsidiary of the Company before
completion of the Disposal,

HKEBKEXBEZE K1THE R A FZhuhai Livzon Cynvenio Diagnosis
Ltd.*;

RAETEREREBKBR AR QT Zhuhai Livzon Gene Detection
Technology Co., Ltd.*;

The Company and Pharmaceutical Factory proposed to sell the entire
equity interest of Weixing held by the Company and Pharmaceutical
Factory to Zhuhai Henggin Weichuang Fortune Investment Co., Ltd.*
(REBBEEHAMEREEGRAF)in accordance with the terms and
conditions of the Equity Transfer Agreement entered into on 18 April
2017

the People’s Republic of China;

Hong Kong Special Administrative Region of China;

Renminbi, the lawful currency of China;

Hong Kong dollars, the lawful currency of Hong Kong;

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

B & A A www.cninfo.com.cn;

the website of the Company, www.livzon.com.cn
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[I.  COMPANY PROFILE AND PRINCIPAL FINANCIAL INDICATORS

(I). COMPANY PROFILE

Stock abbreviation
Stock code

Abbreviation of the changed
stocks (if any):

Stock exchange

Chinese name of the Company

Abbreviation of Chinese name of
the Company

English name of the Company

Abbreviation of English name of
the Company

Legal representative of the
Company

Registered address of the
Company in China

Postal code of the registered
address of the Company

Domestic business address of
the Company

Postal code of the domestic
business address of the Company

Principal place of business in
Hong Kong

Company’s website

A Shares H Shares

Livzon Group Livzon Pharma Nete?, BB TR H{t Note2

000513 01513%te!, 299902 Note?

N/A

Shenzhen Stock Exchange The Stock Exchange of Hong Kong
Limited

EBRBEEERNDBERAF

BIREE

LIVZON PHARMACEUTICAL GROUP INC. *

LIVZON GROUP

Zhu Baoguo (KR ET)

Headquarters Building, 38 Chuangye North Road, Jinwan District,

Zhuhai City, Guangdong Province, China

519090

Headquarters Building, 38 Chuangye North Road, Jinwan District,

Zhuhai City, Guangdong Province, China

519090

Room 1301, 13/F, China Evergrande Centre, 38 Gloucester Road, Wanchai,
Hong Kong

www.livzon.com.cn

E-mail LIVZON_GROUP@Ilivzon.com.cn

Note 1: On 16 January 2014, the Company's domestically listed foreign shares ("B Shares”) were converted into overseas
listed foreign shares (“H Shares”), and H Shares were listed and traded on the Main Board of the Hong Kong
Stock Exchange by way of introduction. The stock code of the H Shares of the Company was 01513 and the
stock abbreviation of which was Livzon Pharma.

Note 2: The abbreviation and the stock code are only used by domestic shareholders of original B Shares of the Company

in respect of their trading of H Shares of the Company after H Shares of the Company were listed on the Hong

Kong Stock Exchange.

* For identification purpose only
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[I. COMPANY PROFILE AND PRINCIPAL FINANCIAL INDICATORS

(I1). CONTACT PERSONS AND CONTACT DETAILS

Secretary to the Board Representative of securities affairs
Name Yang Liang Wang Shuguang

Headquarters Building, 38 Chuangye North Road, Jinwan District, Zhuhai
Address City, Guangdong Province, China
Telephone (0756)8135888 (0756)8135888
Fax (0756)8886002 (0756)8886002
E-mail yangliang2014@livzon.com.cn wangshuguang2008@livzon.com.cn

(ll1). OTHER INFORMATION
1. CONTACT DETAILS OF THE COMPANY

Whether the registered address of the Company, the business address of the Company and its
postal code, the website and the e-mail box address changed during the Reporting Period

v Applicable [ Not applicable

During the Reporting Period, nothing changed except the Company’s principal place of business in Hong
Kong.

Principal place of business Room 1301, 13/F., China Evergrande Centre, 38 Gloucester Road,
in Hong Kong Wanchai, Hong Kong
Date of enquiry through the 7 April 2017

designated website as disclosed in
an interim announcement (if any)

Index for enquiry through the www.hkexnews.hk, www.livzon.com.cn
designated website as disclosed in
an interim announcement (if any)

2. INFORMATION DISCLOSURE AND PLACE WHERE COPIES OF THIS REPORT ARE
AVAILABLE

Whether the information disclosure and the place where copies of this report are available
changed during the Reporting Period

v Applicable [ Not applicable

During the Reporting Period, nothing changed except that Securities Daily was newly chosen for information
disclosure.

Media for information disclosure China Securities Journal, Securities Times, Securities Daily
selected by the Company

Website for publishing this www.cninfo.com.cn
interim report appointed by the CSRC

Website for publishing this www.hkexnews.hk, www.livzon.com.cn
interim report in HK

Place where copies of this The Shenzhen Stock Exchange, Secretariat to the Board of the
interim report are available Company, Principal place of business in Hong Kong of the Company

Livzon Pharmaceutical Group Inc. Interim Report 2017



[I.  COMPANY PROFILE AND PRINCIPAL FINANCIAL INDICATORS

(111). OTHER INFORMATION (continued)

3. CHANGE IN REGISTRATION DETAILS

Whether the registration details changed during the Reporting Period
v Applicable [J Not applicable

Registration date Registration place Unified social credit code
Registered at the 23 January 2017  Zhuhai Administrative Bureau 914404006174883094
beginning of the for Industry and Commerce of
Reporting Period Guangdong Province

Registered at the end of 23 March 2017 Zhuhai Administrative Bureau 914404006174883094
the Reporting Period for Industry and Commerce of
Guangdong Province

Date of enquiry through A shares: 15 February 2017, 31 March 2017
the designated website H shares: 14 February 2017, 30 March 2017
as disclosed in an interim
announcement (if any)

Index for enquiry through A shares: www.cninfo.com.cn
the designated website H shares: www.hkexnews.hk, www.livzon.com.cn
as disclosed in an interim
announcement (if any)

4. OTHER RELEVANT INFORMATION

Whether other relevant information changed during the Reporting Period
L1 Applicable v Not applicable

Accounting Firm Appointed by the Company

Name of accounting firm Ruihua Certified Public Accountants (LLP)

Address of accounting firm 4/F, Tower 2, No.16, Xisihuanzhong Road, Haidian District,
Beijing, the PRC

Authorised Representatives of the Company and institution appointed pursuant to the Hong
Kong Listing Rules

Authorised Representatives appointed  Tao Desheng, Yang Liang
pursuant to the Hong Kong Listing Rules

Company Secretary, Secretary to Yang Liang ot
the Board

Assistant Company Secretary Cheng Pik Yuk (resigned on 27 June 2017 with effect from 3 July
and Alternate to Authorised 2017)

Representatives

Alternate to Authorised Representatives Yuan Ailing (appointed on 3 July 2017)

Name of H Share Registrar Tricor Investor Services Limited
Address of H Share Registrar Level 22, Hopewell Centre, 183 Queen’s Road East, Hong Kong
Note: Hong Kong Stock Exchange has confirmed that Mr. Yang Liang was qualified to be our Company Secretary under

Rule 3.28 of the Hong Kong Listing Rules on 27 June 2017.
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[I. COMPANY PROFILE AND PRINCIPAL FINANCIAL INDICATORS

(IV). SIGNIFICANT ACCOUNTING DATA AND FINANCIAL INDICATORS

PREPARED

STANDARDS FOR BUSINESS ENTERPRISES

Whether the Company has made retrospective adjustment or restatement of accounting data of
the prior years due to changes in accounting policies and corrections of accounting errors

IN ACCORDANCE WITH THE CHINA ACCOUNTING

v YES [INO
Amount denominated: RMB
Change of the
Reporting Period
compared with
Same Period Same Period
Items Current Period Last Year Last Year (%)
Operating income 4,274,758,446.48  3,784,299,658.63 12.96%
Net profit attributable to shareholders of the Company 504,002,522.78 409,061,823.40 23.21%
Net profit attributable to the shareholders of
the Company after deducting the extraordinary gain or loss 455,267,463.54 363,841,867.64 25.13%
Net cash from operating activities 447,380,853.65 307,923,704.40 45.29%
Total profit 664,640,227.12 520,421,776.33 27.71%
Change at
the End of the
Reporting Period
compared with
At the At the the Beginning
End of the Beginning of of the
Reporting the Reporting  Reporting Period
Items Period Period (%)
Total assets 15,538,115,223.39  10,529,262,952.41 47.57%
Total liabilities 8,049,127,196.36  3,423,624,448.86 135.11%
Net assets attributable to the shareholders of the Company 6,857,402,951.90  6,505,987,404.43 5.40%
Share capital 425,562,592.00 425,730,126.00 -0.04%
Shareholders’ equity per share attributable to the Shareholders of
the Company 16.11 15.28 5.43%
Change of the
Reporting Period
compared with
Same Period Same Period
Items Current Period Last Year Last Year (%)
Basic earnings per share 1.19 1.04 14.42%
Diluted earnings per share 1.19 1.04 14.42%
Basic earnings per share after deducting extraordinary gain or loss 1.08 0.93 16.13%
Weighted average return on net assets (%) 7.42% 8.95%  Decrease by 1.53
percentage points
Return on equity attributable to shareholders of the Company (% ) 7.35% 8.76% Decrease by 1.41
percentage points
Equity attributable to shareholders of the Company to 44.13% 54.08% Decrease by 9.95

total assets ratio (%)

percentage points
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[I.  COMPANY PROFILE AND PRINCIPAL FINANCIAL INDICATORS

(IV). SIGNIFICANT ACCOUNTING DATA AND FINANCIAL INDICATORS
PREPARED IN ACCORDANCE WITH THE CHINA ACCOUNTING
STANDARDS FOR BUSINESS ENTERPRISES (continued)

Amount denominated: RMB
Adjustment to Figures of Previous Period

Amount before Amount after
Items adjustment Adjustment adjustment
Taxes and surcharges 48,862,604.54 11,131,638.48 59,994,243.02
Administration fee 329,447,597.85 -11,131,638.48 318,315,959.37

The total share capital of the Company as at the trading day immediately preceding disclosure:

The total share capital of the Company as at the

trading day immediately preceding disclosure (shares) 553,231,369
Fully diluted earnings per share based on the
most updated share capital (RMB/share) 0.91

(V).DIFFERENCES IN ACCOUNTING DATA UNDER DOMESTIC AND FOREIGN
ACCOUNTING STANDARDS

1. Difference in net profit and net assets in financial report disclosed in accordance
with International Accounting Standard and China Accounting Standard

L] Applicable v Not applicable

During the Reporting Period, there is no difference in net profit and net assets in financial report disclosed in
accordance with International Accounting Standard and China Accounting Standard.

2. Difference in net profit and net assets in financial report disclosed according to
Foreign Accounting Standards and China Accounting Standard

[J Applicable v Not applicable

During the Reporting Period, there is no difference in net profit and net assets in financial report disclosed
according to Foreign Accounting Standards and China Accounting Standard.

3. Reasons for differences in accounting data under domestic and foreign accounting
standards

L] Applicable v Not applicable
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[I. COMPANY PROFILE AND PRINCIPAL FINANCIAL INDICATORS

(V1).ITEMS AND AMOUNTS OF EXTRAORDINARY GAINS OR LOSSES
v Applicable [J Not applicable

Amount denominated: RMB
Items Amount

Gains or losses from disposal of non-current assets

(including the written-off part of asset depreciation reserves withdrawn) -7,017,747.76
Government grants included in gains or losses for the current period

(excluding those government subsidies closely related to corporate business,

fixed in accordance with the national standard or enjoyed quantitatively) 70,870,480.62
Gains or losses from discretionary investment or asset management 4,310,498.10
Gains or 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 business

relating to the ordinary operation business of the Company 733,944.14
Other non-operating incomes and expenses (excluding items mentioned above) -2,411,600.27
Less: effect of income tax 10,289,554.86

Effect of minority interests (after tax) 7,460,960.73
Total 48,735,059.24

For items of extraordinary gains or losses defined in “Notice on Explanation of Information
Disclosure of Companies Publicly Issuing Securities No.1 — Extraordinary Gains or Losses”, and
items of extraordinary gains or losses illustrated in “Notice on Explanation of Information
Disclosure of Companies Publicly Issuing Securities No.1 — Extraordinary Gains or Losses”
defined as items of recurring gains or losses, the Company shall provide the reasons

L] Applicable v/ Not applicable

During the Reporting Period, the Company has not defined any extraordinary gains or losses as defined and
illustrated in the “Notice on Explanation of Information Disclosure of Companies Publicly Issuing Securities
No.1 — Extraordinary Gains or Losses” as recurring gains and losses.

(VI).CHANGES OF SIGNIFICANT ACCOUNTING POLICIES, ACCOUNTING
ESTIMATES AND CORRECTION OF ACCOUNTING ERRORS

Changes in accounting policies were attributable to the implementation of new accounting
standards for business enterprises.

On 28 April 2017, the MOF issued Accounting Standards for Business Enterprises No. 42 — non-current
assets and disposal groups classified as held for sale and discontinued operation with its Decree of Caikuai
[2017] No.13, implemented since 28 May 2017. On 10 May 2017, the MOF issued Accounting Standards for
Business Enterprises No. 16 — Government Grants (Revised in 2017) with its Decree of Caikuai [2017] No.15,
implemented since 12 June 2017. As resolved in the 3rd meeting of the ninth session of the Board of the
Company, the Company commenced the two accounting standards above at the time as required by the MOF.

Livzon Pharmaceutical Group Inc. Interim Report 2017
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1. SUMMARY OF ACTIVITIES

(I). PRINCIPAL ACTIVITIES ENGAGED DURING THE PERIOD

During the Reporting Period, 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 EEKIE)F 8% ) , a series of Bismuth Potassium Citrate Granules ( Bk
158 (M&BL 88T ) ) products, Anti-viral Granules (F1m & f8#L) , Urofollitropin for Injection (BEERE () 51 A
FRAEORAZ) ), Menotropins for Injection (%815 (V5T ARIEM =) ), llaprazole (llaprazole Enteric Coated
Tablet) (SEZ (M ERWIEAH ) ), Voriconazole for Injection (EE1BEE GISTAIKIZEEM®) ), Mouse Nerve

Growth Factor for Injection (EEEE4E (SE 47 EELW?@EIEEI—F) ) and Leuprorelin Microspheres for Injection (
% (&%Tﬁﬁjpﬁfﬁwwﬁ) ) ; bulk medicines and intermediates such as Mevastatin ( &5 ) , Colistin (#iE
B2 ), Phenylalanine ($?ﬁﬁ@§) and Ceftriaxone Sodium (SEFER#24%) ; and diagnostic reagents such as
ELISA HIV Testing Reagent (HIViLBE 2 B ) | MYCOII Testing Reagent (MAZRENEZEHRLE (HEER

%) ) and TPPA Testing Reagent (18 S 12 iERE B2 I

A CREE) ).

(I1). MATERIAL CHANGES IN MAJOR ASSETS

1. Material changes in major assets

Major assets

Details for material changes

Equity assets

Fixed assets

Intangible assets
Construction in progress
Cash at bank and on hand

Bills receivable

Prepayments

Other receivables

Non-current assets held for sale or

assets in disposal group held for sale

Other current assets

Development expenditure

Other non-current assets

An increase of 0.22%, no material changes for this period

A decrease of 2.37%, no material changes for this period

A decrease of 7.03%, no material changes for this period

A decrease of 15.76%, no material changes for this period

An increase of 229.98%, mainly due to amount received from the
transfer of the equity interest in a subsidiary proposed to be
transferred

An increase of 69.25%, mainly due to the Company changed
the circulation way of bills according to the Company’s
daily demand for fund in the Period, so as to hold the bills
receivables until maturity for collection

An increase of 35.90%, mainly due to the increase in material
purchase amount prepaid

An increase of 43.71%, mainly due to the increase in advance to
staff

Mainly due to reclassification of the equity interest in a subsidiary
proposed to be transferred according to Accounting Standards
for Business Enterprises No. 42 — Held-for-sale Non-current
Assets, Disposal Group and Discontinued Operation

A decrease of 59.74%, mainly due to that we bought principal-
guaranteed financial products with idle raised proceeds which
were redeemed in the Period

An increase of 49.09%, mainly due to the increase in expenditure
at the development stage of recombinant biosimilar human
chorionic gonadotropin (rhCG) for injection (;E57 F E4H A G 12
M2 (rhCG) ), a R&D project, in the Period

An increase of 80.26%, mainly due to the prepayment for the
proposed buying of fund products

2. Major foreign assets
U] Applicable v Not applicable
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l1l. SUMMARY OF ACTIVITIES

(Il1). CORE COMPETITIVENESS ANALYSIS

During the reporting period, the Group continued to adhere to the development target of becoming a high-
end specialty pharmaceutical enterprise with the core business philosophy of “Transformation and Upgrade,
Regularize development” to constantly improve the efficiency of its management and governance standards,
thereby steadily pushing forward the development of its businesses. During the reporting period, there were
no major changes in the Group’s general core competitiveness, which was primarily reflected in the following:

1. Diversified product mix and business portfolio.

Our products cover drug preparation products, raw material and intermediaries, diagnostic reagents and
equipment in various pharmaceutical sub-sectors. In addition, the Group has established an advantageous
position in the specialized pharmaceutical segments of anti-tumor supporting medicine, assisted reproduction,
gastrointestinal drugs and neurology drugs. While continuously strengthening the research and development
of monoclonal antibodies, the Company constantly accelerated the cultivation of its precise pharmaceutical
business.

2. Comprehensive marketing system and professional marketing team.

The Group implemented lean management of marketing and constantly improved its marketing system,
optimized its incentive assessment mechanism and strengthened marketing efforts within the academic field
as well as to end-users. Through optimization of resources allocation, a more complete marketing system has
been gradually established. The Group had more than 9,000 staff members who served in the marketing teams
of its various segments and provided professional sales services. The Group has a marketing network covering
the majority of leading medical institutions, chain drugstores, disease control centres and health authorities
across China.

3. Proven quality management system.

The Group has established a three-dimensional quality management system covering production quality,
scientific research and sales of products. During the reporting period, the Group continuously improved
its quality management level to facilitate the sound operation of the quality management system, thereby
effectively ensuring the safety and stability of products in various areas of the Group.

4. Strong R&D capabilities and global R&D vision.

The Group has strong R&D capabilities and global R&D vision in areas such as chemical drugs, drug preparation
products for traditional Chinese medicine, biopharmaceutical drugs and diagnostic reagent. By proactively
introducing experts and innovative talents from home and abroad, exerting greater efforts in research and
development and developing overseas strategic alliances, the Group has established a clear R&D products
management pipeline with a focus on specialized products portfolio of anti-tumor, assisted reproduction,
gastrointestinal and neurological drugs, which further enhanced its R&D competitiveness.

Livzon Pharmaceutical Group Inc. Interim Report 2017
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(). SUMMARY

2017 is a year full of opportunities and challenges for the pharmaceutical industry. As the reform of the
national healthcare system kept deepening, the adjustment and revision of the medical insurance drug
catalogue, acceleration of drug approval, continuous development of consistency evaluation of generic drugs
and the in-depth implementation of the two-invoice system began to take effect on the pharmaceutical
industry. In the first half of 2017, the industry grew at a slightly higher rate as compared to 2016. Data on
industrial enterprises above designated size from the National Bureau of Statistics of China showed that
operating income of principal activities of the whole pharmaceutical industry registered a year-on-year growth
of 12.6% and the profit registered a year-on-year growth of 15.9% in the first half of 2017.

During the Reporting Period, the Group recorded an operating income of RMB4,274.76 million, representing
an increase of 12.96% as compared with RMB3,784.30 million of the Same Period Last Year. Net profit was
RMB550.39 million, representing an increase of 28.76% as compared with RMB427.47 million of the Same
Period Last Year. Net profit attributable to shareholders of the Company was RMB504.00 million, representing
an increase of 23.21% as compared with RMB409.06 million of the Same Period Last Year. Excluding
extraordinary gains and losses, the Company’s net profit attributable to its shareholders generated from
principal activities in the first half of 2017 was RMB455.27 million, representing an increase of 25.13% as
compared with RMB363.84 million of the Same Period Last Year.

In the first half of 2017, the Group adhered to the management principle of “Transformation and upgrading
for standardized development” as it enhanced management efficiency and standardized governance on an
ongoing basis. The Group also steadily promoted its various businesses and expedited marketing development,
which led to satisfactory progress. The main tasks of the Group included:

1. Drug preparation business - strengthening marketing compliance and in-depth market
development

In the first half of 2017, the Group adopted the sales strategy to “widen environment, establish mechanism,
emphasize on responsibilities and tighten assessments”. It optimized the setting up of the marketing system
and stepped up the marketing efforts within the academic field and to the end-users, thereby promoting
product penetration and team building for primary healthcare institutions.

Major tasks of the Group included: firstly, it set up the primary healthcare sales department to facilitate
product coverage and sales to medical institutions below grade two; secondly, it carried out nationwide
promotion campaign targeting hospitals with low sales of key products to boost sales; thirdly, it optimized the
logistics network across the country to ensure compliance and delivery efficiency, with the view of reducing
the turnover of trade receivables; fourthly, it refined the marketing assessment of non-prescription drugs
and strengthened product promotion; fifthly, it moved forward with the new round of national medical
insurance reform, which resulted in the admission of six new products in the national “medical insurance drug
catalogue”, while actively responded to the revision of the provincial medical insurance drug catalogue; sixthly,
it enhanced the revaluation of certain products after their launch and the related extended development that
aimed at increasing clinical indications.
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(1). SUMMARY (continued)

2. Bulk medicines and intermediates business - improving operation management and
promoting sales and international certification

In early 2017, the bulk medicines business division of the Group was formed by the merger of the former
fermented and bulk medicines business division and Zhuhai FTZ Livzon Hecheng Pharmaceutical Manufacturing
Co., Ltd* (HRBRMEBIKAKEESGR A a]) . Strived to “maintain safe environment, ensure good quality
and cut cost” as its main objectives, the bulk medicines business division strengthened the monitoring and
supervision over its subsidiaries.

During the Reporting Period, the main work our bulk medicines business division had done included: Firstly,
it established a goal to tackle problems on key product variety, reinforced assessment on its project cost,
promoted the upgrading and reform of its core technology, advanced its technology and reduced cost;
Secondly, it promoted the building of its research and development system, established two research and
development teams (i.e. strain cultivation team and bulk medicines research & development team) and
enhanced the development of its featured and competitive products; Thirdly, it improved its sales market’s
composition, striving to cover middle and high end of the market besides the low end, and expanded its
cooperation with well-known pharmaceutical enterprises at both home and abroad; Fourthly, it continued to
enhance the safety, environmental and quality level of its manufacturing subsidiaries, as well as pursued the
international registration and accreditation for its bulk medicines.

As of the end of the Period, 10 products from bulk medicines manufacturing subsidiaries of the Group had
passed the on-site examination for international certification, five products had passed the on-site examination
of FDA and 17 international accreditation certificates had been obtained.

3. Precise medicine - expediting planning and achieving progress in clinical research and
development

Leveraging the synergy between biological preparations and diagnostic reagent business in the field of precise
medicine, the Group took initiatives and planned for the “patient-oriented” customized medical business. The
precise medicine industrial chain comprising “Livzon Reagents ( BB IR El) + Livzon MAB (BEEREE 1) + Livzon
Shengmei (BE¥REE 3£ ) + Livzon Gene (BBEEE R ) " began to take shape.

Livzon Reagents: It further increased capital and talent investment to research of self-produced products,
accelerated research of molecular diagnostics, chemical fluorescence and other projects under research,
optimized the research management procedure, enhanced efficacy of existing products, actively pushed
forward the reform of the marketing system and the change of revenue generated from the evaluation
mechanism, and improved the building of its own marketing team. In the first half of 2017, proportion of
revenue generated from self-produced products kept increasing, in particular, the proportion of traditional
diagnostic reagents for infectious diseases and respiratory diseases recorded significant growth.

Livzon MAB: During the Reporting Period, it continued to optimize talent succession planning and introduced
six talents with overseas experience to take charge of the pharmaceutical, quality, production process, BD and
other departments. Currently, the Company has 12 projects under research in the biopharmaceutical field and
has commenced the selection, evaluation and business negotiation process of several new drug projects.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(1). SUMMARY (continued)

3. Precise medicine - expediting planning and achieving progress in clinical research and
development (continued)

Livzon Shengmei: During the Reporting Period, it actively promoted domestic production of equipment and
accessories as well as reagents. It performed comprehensive internal review based on the GMP and GSP
quality system for medical device, which provided support to the orderly implementation of quality control.
Meanwhile, it spared no efforts to explore feasible clinical applications of liquid biopsy in PRC hospitals and
commenced clinical research in collaboration with renowned hospitals including Peking Union Medical College
Hospital and Beijing Cancer Hospital. It also studied feasible ways from the perspective of device and reagent
registration, entry to market and promotion, which allowed it to formulate a preliminary, effective and feasible
business model.

Livzon Gene: It basically established the operating system for internal management and completed the
construction of technology platforms of liquid biopsy, immunofluorescence protein and fluorescent PCR. It also
took initiatives to drive the qualification accreditation and recognition of third party laboratories.

4. Production - centering on quality, safety and environmental protection

The Group carried on enhancing quality control over the production process while upgrading quality
management, so as to ensure the steady operation of the quality management system. As at the end of
the Period, 30 production lines of the five preparations enterprises of the Group and 13 production lines
of 25 products of bulk medicines enterprises had passed the new GMP certification. During the Reporting
Period, the members of the Group had not recorded any major environmental accidents, safety accidents or
occupational health accidents. The Group also basically completed the legal compliance works in relation
to the environmental assessment of its subsidiaries and published the “Overall Requirement of Livzon EHS
Management System” along with other group-level EHS management systems, with the view of regulating the
EHS management for normal corporate operation.

5. Management and strategy - enhancing internal control management and promoting
business expansion

During the Reporting Period, the Group held to the core operation and management approach of
“Transformation and upgrading for standardized development”. Through continuous efforts in optimizing and
implementing various regulations and rules, it strengthened the internal control and prevented operational
risks in a systematic manner. Its major tasks included: firstly, it improved the human resources management
system, carried out restructuring of the organizational hierarchy at headquarters and adjusted staff’s salary;
secondly, it enhanced the administrative and management platform and the back-office service platform
for better task management of different functions and departments; thirdly, it upgraded the development
capability of information technology, enhanced resources allocation and boosted operating efficiency; fourthly,
it optimized the Group’s control of funds and the financial management of tier two enterprises, so as to
promote the efficiency and effectiveness of fund utilization; fifthly, it carried on applying for technology
projects and government subsidies.

In terms of strategic development and investment, the Group strengthened its core competitiveness through
a combination of organic growth and business expansion. While the Group kept on enhancing equity
management and operating efficiency within the organization, it increased external investment and established
connection for investment projects with renowned international investment banks and institutions. By
identifying potential investment and M&A targets in the medical and healthcare sectors that were in line with
the corporate development strategy, the Group further improved the business structure.
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(I1). OPERATING ACTIVITIES

As for the principal activities of the Group for the Reporting Period, please refer to related contents in the
Chapter Ill “PRINCIPAL ACTIVITIES ENGAGED DURING THE PERIOD" of this report.

(11).SEGMENTAL INFORMATION

The Group operates a single operating segment in the PRC, i.e. pharmaceutical manufacturing. Accordingly, no
operating segmental information of the Group is presented.

(IV). ANALYSIS OF PRINCIPAL ACTIVITIES

1. Whether the disclosure in summary is the same as that in the summary in the
Operation Discussion and Analysis

v YES 0O NO

2. How the future developments and plans disclosed in those publicly disclosing
documents such as the initial public offering prospectus, fund raising document
and assets restructuring report continued until the Reporting Period

L] Applicable v Not applicable
There is no disclosure on how the future developments and plans continued until the Reporting Period in those

publicly disclosing documents such as initial public offering prospectus, fund raising document and assets
restructuring report.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(IV). ANALYSIS OF PRINCIPAL ACTIVITIES (continued)
3. Composition of principal activities

Amount Denominated. RMB
Yearonyear  Year on year

increase/ increase/

(decrease) (decrease) Year on year
Operating Operating Gross  inoperating in operating increase/(decrease)
Income Cost Margin Income Cost in Gross Margin

By sector
Gastrointestinal 483,205,958.80 40,002,353.14 91.72% 28.20% 10.52% Increased by 1.32
percentage points
Cardio-cerebral vascular 100,146,727.09 21,595,872.19 78.44% 19.00% 10.07% Increased by 1.75
percentage points
Western drug Antibiotics 228,064,619.25 50,390,724.11 77.91% 6.95% -4.67% Increased by 2.69
preparation products percentage points
Gonadotropic hormones 664,749,567.19  229,462,274.69 65.48% 10.31% 17.70% Decrease by 2.17
percentage points
Other 402,514,212.81 43,146,858.90 89.28% 11.66% 27.46% Decrease by 1.33
percentage points
Bulk medicines and Intermediates 1,003,680,176.64  757,111,582.22 24.57% 22.17% 12.45% Increased by 6.52
percentage points
Chinese drug preparation products 1,084,258,734.17  224,934,891.52 79.25% 3.26% 2.39% Increased by 0.18
percentage points
Diagnostic products and equipment 288,802,370.79  125,343,287.98 56.60% 11.06% 13.75% Decrease by 1.03
percentage points
Other - - -100.00% -100.00% -
Total 4,255,422,366.73  1,491,987,844.75 64.94% 12.86% 10.94% Increased by 0.60
percentage points

By product

Shenggi Fuzheng Injection 835,106,547.02  148,762,093.26 82.19% 1.49% 4.99% Decrease by 0.59
percentage points

By region
Domestic 3,792,727,424.52  1,140,498,393.89 69.93% 10.68% 5.92% Increased by 1.35
percentage points
QOverseas 462,694,942.21  351,489,450.86 24.03% 34.57% 31.08% Increased by 2.02

percentage points

During the Reporting Period, the Group’s principal activities generated an operating income of RMB4,255.42
million, representing an increase of RMB484.95 million or 12.86% as compared with RMB3,770.47 million for
the Same Period Last Year, among which the sales growth of western drug preparation products increased by
14.74% vyear-on-year, and the sales growth of bulk medicines and intermediates increased by 22.17% year-
on-year. The income and growth of key western drug preparation products are as follows: the income from
sales of llaprazole Enteric Coated Tablets (32 E# M 58 /) amounted to RMB208.74 million with a year-
on-year increase of 46.77% the income from sales of Leuprorelin Acetate Microspheres for Injection (JE &t
FABE B 52 R IR MR ER ) was RMB281.76 million, up by 45.77% year-on-year; the income from sales of Mouse
Nerve Growth Factor for Injection (J¥ 5§ A B P4 4 KEF) amounted to RMB279.42 million with a year-
on-year increase of 19.13%. The income and growth of key bulk medicines and intermediates are as follows:
the income from sales of Phenylalanine ( AR & B ) was RMB134.63 million, up by 16.72% year-on-year; the
income from sales of Acarbose (P <)% #%) was RMB104.92 million, up by 91.01% year-on-year; the income
from sales of Mycophenolic acid (Z B} ) was RMB 85.74 million, up by 69.54% year-on-year; the income
from sales of the Lincomycin (#A] & % ) was RMB68.24 million, up by 44.05% year-on-year; the income from
sales of Vancomycin Hydrochloride ( B8 & & & 2% ) was RMB53.88 million, up by 77.41% year-on-year; the
income from sales of Milbemycin Oxime (K& B f5) was RMB37.39 million, up by 333.36% year-on-year. The
sales growth of above products was primarily due to continuous progress in marketing reform which improved
channel penetration, and accelerated the assembling of sales specialty, and driven by the sustained high
growth of the key products with high-margin in sector of Bulk medicines through the integration of resources,
adjust the product structure, increase international certification and other measures.
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(IV). ANALYSIS OF PRINCIPAL ACTIVITIES (continued)
3. Composition of principal activities (continued)

During the Reporting Period, the Group's operating costs of principal activities amounted to RMB1,491.99
million, representing an increase of RMB147.12 million or 10.94% as compared with RMB1,344.87 million for
the Same Period Last Year, which was mainly due to sales growth.

4. Operating Income of Principal Activities by Regions

Amount denominated: RMB

Amount incurred for Amount incurred for

the Current Period the Previous Period
Principal Principal Principal Principal
activities activities activities activities
Regions income cost income cost
Domestic 3,792,727,424.52 1,140,498,393.89 3,426,641,043.21 1,076,728,670.69
Overseas 462,694,942.21 351,489,450.86 343,825,504.85 268,142,351.78
Total 4,255,422,366.73 1,491,987,844.75 3,770,466,548.06 1,344,871,022.47

5. Major customers and suppliers

During the Reporting Period, the sales amount attributable to the five largest customers contributed to 9.03%
(Same Period Last Year: 8.25%) of the total operating income of the Group, while the purchase amount from
the five largest suppliers of the Group contributed to approximately 36.35% (Same Period Last Year: 36.30%)
of the Group's total purchase of raw materials.

Major Suppliers of the Company for the Reporting Period

Total purchase amount from top five suppliers (RMB) 330,015,443.11
Percentage of purchase amount from top five suppliers to total purchase in
the Current Period (%) 36.35%

Top Five Suppliers of the Company for the Reporting Period

Percentage of

purchase amount

Purchase to total purchase in
amount  the Current Period

No. Name of supplier (RMB) (%)
1 First 157,605,097.57 17.36%
2 Second 50,024,986.01 551%
3 Third 49,386,246.66 5.44%
4 Fourth 38,865,266.54 4.28%
5 Fifth 34,133,846.33 3.76%
Total 330,015,443.11 36.35%
Note: The information in this table is based on the purchase for principal business activities of the Company.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(IV). ANALYSIS OF PRINCIPAL ACTIVITIES (continued)
5. Major customers and suppliers (continued)
Other information about major suppliers:

v/ Applicable [INot applicable

The largest supplier to the Company, Jiaozuo Joincare ( FEE{EZ 7T ) is a wholly-owned subsidiary of Joincare
(2R 7T) , therefore Mr. Zhu Baoguo, the Chairman of the Board, is deemed to be indirectly interested in
Jiaozuo Joincare (= EfZ 7T ) by way of holding shares of Joincare. For details of such interests, please refer
to “Changes in Shareholdings of Directors, Supervisors and Senior management” in Chapter VIII of this report.

To the knowledge of the Directors, none of the directors, their respective close associates, supervisors, senior
management, core technicians 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 and the five largest
customers mentioned above (apart from Jiaozuo Joincare).

6. Expenses

During the Reporting Period, the Group’s three expense items (selling expenses, administrative expenses and
financial expenses) amounted to RMB2,085.38 million, representing an increase of RMB256.91 million or
14.05% year-on-year. Details are as follows:

Amount denominated: RMB

Same Period Year-on-year
Items Reporting Period Last Year change (%)
Selling expenses 1,684,605,046.08 1,501,463,348.45 12.20%
Administrative expenses 400,516,843.08 318,315,959.37 25.82%
Financial expenses 259,718.44 8,694,063.93 -97.01%

(1) Selling expenses rose by 12.20% vyear-on-year, which was mainly due to the increase of marketing
expenses as a result of the growth of sales volume of the products;

(2)  Administrative expenses rose by 25.82% year-on-year, which was mainly due to increase in R&D
investment;

(3) Financial expenses decreased by 97.01% year-on-year, which was mainly due to the combined effect
of the repayment of all interest-bearing liabilities resulting in the decrease in interest expenses, and the
increase in bank deposits resulting in the increase in interest income, as well as the appreciation of RMB
resulting in the increase of foreign exchange loss from exporting operation.

During the Reporting Period, the total income tax expenses were RMB114.25 million, representing an increase
of RMB21.29 million or 22.91% year-on-year, which was mainly due to income growth and the corresponding
increase in profits.
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(IV). ANALYSIS OF PRINCIPAL ACTIVITIES (continued)
7. Research and development expenditure

During the Reporting Period, the Group’s expenditures related to research and development amounted to
RMB278.67 million (Same Period Last Year: RMB172.26 million), representing an increase of 61.78% year-on-
year. The amount accounted for 4.06% of net assets attributable to shareholders of the Company and 6.52%
(Same Period Last Year: 4.55%) of the Group's total operating income for the Reporting Period.

As at the end of the Reporting Period, 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 18 projects have been registered and have commenced clinical studies, two projects have been reported to
the competent authorities for clinical studies, six projects are undergoing clinical studies and seven projects
have been reported to the competent authorities for production; in respect of biopharmaceutical drugs, a total
of 12 projects are being researched, among which, four projects are undergoing clinical studies, two projects
have been registered and the technological research of six projects are in progress. In respect of diagnostic
reagents, a total of six in vitro products have completed development and entered the phase of registration
tests; six in vitro diagnostic reagent products will soon finish clinical trials and enter the registration phase,
while two in vitro diagnostic reagent products have entered the registration phase. In the field of long-term
microsphere, six projects have been registered and commenced the preclinical studies, and one project has
been reported to the competent authorities for clinical studies. Details of Livzon Shengmei are set out below.

The progress of major research and development projects during the Reporting Period is as follows:

(1)  Chemical drugs and Chinese drug preparation products: the approval of clinical trial has been obtained
and will step into the clinical research stage immediately for high purity hMG for injection and bulk
medicines; Orphan Drug Ryanodex for injection (JE5f F f ##4k) and bulk medicines have been
included into the thirteenth batch of priority review procedures for drug registration application
directory; llaprazole Sodium Injection (JEET X E R M $%) and bulk medicines have been declared for
production and is still under review; llaprazole Enteric Coated Tablet ( 3 &+ W 5 A B i@ JEAE ) (The
original registration is classified as category 1.6) is still under review; the supplementary application
for increase the package of multi-layer co-extruded film infusion membrane bag for Shengqgi Fuzheng
Injection (2 E IR IE/F 57K ) has been approved.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(IV). ANALYSIS OF PRINCIPAL ACTIVITIES (continued)

7.
(2)

Research and development expenditure (continued)

Biopharmaceutical drug preparation products: phase Il clinical trial and case selection of recombinant
humanized anti-tumor necrosis factor @ monoclonal antibody for injection GE&T A EH ARILTTARE
RS T o Bre[E 5148 ) commenced; phase Il clinical trial and case selection of recombinant human
chorionic gonadotropin (rhCG) for injection (87 A E 40 A G {2 %3 ) commenced; eight clinical trial
centers were selected and determined for recombinant human/mouse chimeric anti-CD20 biosimilar
monoclonal antibody for injection (E# A B #k& HCD20E = EH 48T §7/& ) and the clinical trial is
in start-up stage; phase | clinical trial of recombinant anti-HER2 humanized monoclonal antibody for
injection project (B4 AJRILITHER2E W E L BE X 57 /R B B ) commenced; recombinant humanized
anti-PD-1 monoclonal antibody ( E# A JR{LIPD-18 52 EH 8L ) is pending to be reviewed by the CDE
of the PRC and has completed the Investigational New Drug (IND) filing with the FDA of the USA; the
new drug registration and on-site inspection of recombinant anti-RANKL monoclonal antibody (E#H
2 APLRANKLE % [ #7188 ) has completed in the PRC and relevant information has been submitted to
the CDE; technology scale-up and three batch of pilot production of recombinant anti-IL-6R humanized
monoclonal antibody (E4H#TIL-6RAJR({L B EHTEE) project has been completed, and the Group is
preparing the information to be submitted for new drug registration; the molecular determination and
druggability evaluation of the recombinant humanized anti-PD-L1 monoclonal antibody ( E# & AL
PD-L1E % fE 4188 ) project has been completed, and the research on intermediate production technology
has commenced; the molecular evaluation and cell strain construction of humanized anti-OX40
monoclonal antibody ( & AJR#HTOX40 B w8 ) has been completed and the development of primary
trial technology was finished; the molecular evaluation and cell strain constitution of recombinant
humanized anti-IL-17A F monoclonal antibody (E 4B #1IL-17A FAJRIL B 7 E 188 ) has also been
completed.

Diagnostic reagents: one gold standard rapid reagent is undergoing clinical trial and will soon enter
registration phase; two reagents have entered registration phase; four drug concentration test reagents
are in clinical trial phase; one ELISA diagnostic reagent has entered clinical trial phase; five molecular
diagnostic reagents will soon complete development and enter the registration and inspection phase;
one chemiluminescent diagnostic reagent (the first reagent and auxiliary equipment project) will soon
complete development and enter the registration and inspection phase; two items of equipment and
device have entered the registration phase, one item is undergoing clinical trial phase and will soon enter
the registration phase, one item will soon enter the registration and inspection phase.
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(IV). ANALYSIS OF PRINCIPAL ACTIVITIES (continued)

7.

4

Research and development expenditure (continued)

Long-term microsphere: the preclinical study for Leuprorelin Acetate for Injection (3 57 /3 B B4 = 7 56 AR )
Project has been completed and an application is about to be filed; The preclinical study for Goserelin
Acetate (EEBE X & B ) Project is undergoing; Triptorelin Acetate Microspheres (B & 3% 5 AR 3R )
Project has entered the stage of being examined and evaluated, waiting for the clinical approval from
the pharmaceuticals appraisal authority; Octreotide Acetate Microspheres (B B2 g iz {4 Bk ) Project is
undergoing magnification research; The primary pilot study for Triptorelin Pamoate Microspheres ( #¢zx
% i B MR{YER ) Project has been completed, and it is undergoing magnification research stage by stage;
The prescription technological study for Aripiprazole (FiiZUK % ) Project has been completed, and the
research on release mechanism and quality standards of ingredients are in progress.

Livzon Shengmei: the formulation of clinical trial proposal for the LiquidBiopsy platform has been
basically completed and it is expected that the clinical trial will commence in the current year. In terms of
the immunofluorescence platform, the evaluation of bulk medicines and construction of reaction system
for two antibody test reagents have been completed. For molecular testing platform, the preliminary
marketing research and technology analysis of two PCR test reagents have been completed and the
projects have been registered. As to the technology platform, the construction of the FISH technology
platform and the IHC technology platform has been completed. Livzon Shengmei has been working
with Livzon Gene in developing a comprehensive operating model centering third party laboratory
business. It has also actively participated in and organized exchange events with hospitals and strived for
cooperation in clinical trials and scientific research. It also took initiatives to promote domestic production
of equipment accessories and reagents and allocated production capacity based on the current scale of
sales.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(V).ANALYSIS OF NON-PRINCIPAL ACTIVITIES

v Applicable [JNot applicable

Amount

As a percentage
of total profits

Amount Denominated: RMB

Reason for occurrence

Sustainability

Investment income

Gains or losses arising
from changes in fair value

Impairment of assets

Non-operating Income

Non-operating expenses

5,084,363.02

733,944.14

34,562,724.43

72,877,568.90

11,436,436.31

0.76%

0.11%

5.20%

10.96%

1.72%

Mainly due to the gain generated
from the redemption of
principal-guaranteed financial
products bought with idle
raised proceeds

Mainly due to the vitality
formation of the market value
of the invested stock

Mainly due to the provision for
the receivables, inventories
according to accounting
policies

Mainly due to the government
subsidies received

Mainly due to the expenses from
disposal of fixed assets

YES

YES

NO

YES

NO

(VI). ANALYSIS OF FINANCIAL CONDITIONS

1. Assets and Liabilities

(1) Material changes in assets composition

At the end of the Period
As a percentage

At the beginning of the Period
As a percentage

Amount denominated: RMB

Increase/decrease
in proportion

Reason for material changes

33.30% Mainly due to the increased proportion of cash at bank and

Amount of total assets Amount of total assets
Cash at bank and on hand 6,803,987,863.10 43.79% 905,540,384.83 10.49%
Receivables 1,730,945,602.62 11.14% 1,602,653,235.14 18.57%
Inventories 1,088,003,959.31 7.00% 1,035,807,509.06 12.00%
Investment properties - - - -
Long-term equity investments 91,694,784.78 0.59% 92,530,162.610 1.07%
Fixed assets 3,261,818,783.99 20.99% 3,386,045,120.75 39.22%
Constructions in progress 169,934,836.39 1.09% 196,862,180.39 2.28%
Short-term loans - - 860,000,000.00 9.96%
Long-term Loans 700,000.00 0.0045% 700,000.00 0.0081%

~7.43%

-5.00%

-0.48%
-18.23%

-1.19%
-9.96%
-0.0036%

on hand in total assets resulting from the consideration for
the transfer of equity interest in a subsidiary received.

Mainly due to the decrease of the proportion of receivables
resulting from the consideration for the transfer of equity
interest in a subsidiary received, and the increase in total
assets.

Mainly due to the decrease of the proportion of inventories
resulting from the consideration for the transfer of equity
interest in a subsidiary received, and the increase in total
assets.

Mainly due to the decrease of the proportion of inventories
resulting from the consideration for the transfer of equity
interest in a subsidiary received, and the increase in total
assets.

Mainly due to the repayment of interest-bearing liabilities
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(VI). ANALYSIS OF FINANCIAL CONDITIONS (continued)
1. Assets and Liabilities (continued)
(2) Assets and liabilities measured at fair value

v Applicable [JNot applicable
Amount denominated. RMB

Amount Amount
At the Change in Accumulated Impairment purchased sold
beginning fair value change in fair provision during the during the At the end
Item of the Period for the Period  value in equity for the Period Period Period of the Period
Financial assets
1. Financial assets at fair value through profit or loss for
the current period (excluding derivative financial
assets) 6,019,067.02 733,944.14 = = - - 6,587,883.16
2. Derivative financial assets - - - - - - -
3. Available-for-sale financial assets 6,598,657.13 - 2,126,961.35 - - - 9,100,964.60
Sub-total for financial assets 12,617,724.15 733,944.14 2,126,961.35 = - - 15,688,847.76
Investment properties = = = = = = =
Productive biological assets - - - - - - -
Others - - - - - - -
Total 12,617,724.15 733,944.14 2,126,961.35 - - - 15,688,847.76

Financial liabilities - = = - - - -

Whether there are material changes in measuring assets during the year
OYES vNO

(3) Whether the entitlement to assets was limited as at the end of the Reporting Period

v Applicable [JNot applicable

On 18 April 2017, the Company and its subsidiary, Pharmaceutical Factory* (Z 247 ) entered into an Equity
Transfer Agreement with Zhuhai Henggin Weichuang Fortune Investment Co., Ltd.* (MX/EEZEL A ERER
FRZA A1) in relation to the proposed transfer of 100% equity interest in its subsidiary of Weixing. As of the end
of the Reporting Period, the abovementioned equity transfer has been passed by way of a resolution at the
2016 annual general meeting and the equity transfer consideration was fully received. However, in accordance
with the agreement between both parties, consideration for this transfer of RMB4.102 billion should be
supervised and managed by a bank before the completion of registration procedures at Administration of
Industry and Commerce. Therefore, such consideration amount was still supervised and managed by the bank
as at the end of the Reporting Period. The transfer of equity interest was completed on 17 July 2017, the
supervision and management was fully released.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(V). ANALYSIS OF FINANCIAL CONDITIONS (continued)

2. Year-on-year changes of major financial data
(1) Year-on-year changes in Consolidated Income Statement items and reasons for those
changes

Amount denominated: RMB
For the For the Year-on-year
Current Period Previous Period change (%)
Financial expenses 259,718.44 8,694,063.93 -97.01%
Asset impairments loss 34,562,724.43 78,584,389.42 -56.02%
Gain from changes in fair value 733,944.14 -416,854.57 276.07%
Investment income 5,084,363.02 1,684,174.09 201.89%
Other income 9,524,623.00 - -
Non-operating expenses 11,436,436.31 2,871,052.59 298.34%
Gains and losses of the non-controlling shareholders 46,389,160.88 18,404,926.37 152.05%

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

(1

Financial expenses decreased by 97.01% year-on-year, which was mainly due to the combined effect
of the repayment of all interest-bearing liabilities resulting in the decrease in interest expenses, and the
increase in bank deposits resulting in the increase in interest income, as well as the appreciation of RMB
resulting in the increase of foreign exchange loss from exporting operation;

Assets impairment loss decreased by 56.02% year-on-year, which was mainly attributable to provision
for impairments as a result of decreasing market value of the shares of the invested overseas companies
during the same period last year;

Gain from changes in fair value increased by 276.07% year-on-year, which was mainly due to the
fluctuation of the fair value of financial assets held for trading at End of the Period;

Investment income increased by 201.89% year-on-year, which was mainly due to the income generated
from the redemption of principal-guaranteed financial products subscribed for with idle proceeds;

Other income for the current period amounted to RMB9,524,623.00, which was mainly due to
government subsidies related to daily business activities were included in other income in accordance
with Accounting Standards for Business Enterprises No. 16 — Government Grants (Revised in 2017) (&%
S AR 16T B (2017FEF]) ) ;

Non-operating expenses increased by 298.34% year-on-year, which was mainly due to the loss from the
disposal of idle fixed assets;

Gains and losses of the non-controlling shareholders increased by 152.05% year-on-year, which was
mainly due to the increase in profit of non-wholly owned subsidiaries and the corresponding increase in
profit and loss of minority shareholders.
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(VI). ANALYSIS OF FINANCIAL CONDITIONS (continued)

2. Year-on-year changes of major financial data (continued)

(2) Year-on-year changes in Consolidated Balance Sheet items and reasons for those changes

Amount denominated: RMB

Change at
End of the
Period as
compared to
Beginning of
30 June 2017 31 December 2016 the Period(%)
Cash at bank and on hand 6,803,987,863.10 2,061,923,004.89 229.98%
Bills receivables 868,254,813.90 512,986,726.32 69.25%
Prepayments 119,227,647.65 87,734,518.90 35.90%
Other receivables 70,140,871.98 48,808,469.78 43.71%
Non current assets classified as held for sale or assets
of a disposal group classified as held for sale 33,729,017.03 - -
Other current assets 277,715,068.05 689,748,423.34 -59.74%
Development costs 22,097,916.42 14,821,797.96 49.09%
Other non-current assets 207,328,387.21 115,019,206.09 80.26%
Bills payables 744,086,552.91 323,795,509.11 129.80%
Prepayments 4,567,499,660.83 78,685,240.60 5704.77%
Taxes payables 177,615,892.25 292,306,699.79 -39.24%
Interest payables - 3,812,602.74 -100.00%
Dividends payables 215,313,280.46 2,531,984.46 8403.74%
Liabilities of a disposal group classified as held for sale 501,921.20 - -
Other current liabilities - 350,000,000.00 -100.00%
Treasury shares 75,162,388.20 140,321,805.40 -46.44%
Other consolidated earnings -18,326,857.85 602,767.19 -3140.45%

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

(1) Cash at bank and on hand increased by 229.98% year-on-year, which was mainly due to the equity
transfer amount received from proposed transfer of subsidiaries’ equities;

(2) Bills receivables increased by 69.25% year-on-year, which was mainly due to the Company changed the

circulation way of bills according to the Company’s daily demand for fund in the Period, so as to hold the
bills receivables until maturity for collection;

Prepayments increased by 35.90% year-on-year, which was mainly due to the increase in prepayments for
procurement of materials;

Other receivables increased by 43.71% year-on-year, which was mainly due to the increase in advance to
the staff for business;

Non-current assets classified as held for sale or assets of a disposal group classified as held for sale
amounted to RMB33,729,017.03 at the End of the Period, which was mainly due to reclassification
of the proposed transfer of equities in subsidiaries according to Accounting Standards for Business
Enterprises No. 42 — Non-current Assets, Disposal Group and Discontinued Business Classified as Held for
Sale;

Other current assets decreased by 59.74% year-on-year, which was mainly due to the redemption in the
current period of capital-guaranteed financial products subscribed for with idle proceeds from last year;
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IV.

OPERATION DISCUSSION AND ANALYSIS

(MANAGEMENT DISCUSSION AND ANALYSIS)

(V). ANALYSIS OF FINANCIAL CONDITIONS (continued)

Year-on-year changes of major financial data (continued)

Year-on-year changes in Consolidated Balance Sheet items and reasons for those changes
(continued)

Development costs increased by 49.09% year-on-year, which was mainly due to the increase in expenses
for the development of recombinant human chorionic gonadotropin (rhCG) for injection, a R&D project,
in the Period;

Other non-current assets increased by 80.26% year-on-year, which was mainly due to the prepayment for
the proposed buying of fund products;

Bills payables increased by 129.80% year-on-year, which was mainly due to the Company changed the
circulation way of bills according to the Company’s daily demand for fund in the Period, so as to increase
the percentage of bills payment in the purchase operation;

Receipts in advance increased by 5704.77% year-on-year, which was mainly due to the equity transfer
amount received from transfer of subsidiaries’ equities;

Taxes payable decreased by 39.24% year-on-year, which was mainly due to the decrease in value-added
tax payable ;

Interest payable decreased by 100.00% year-on-year, which was mainly due to the repayment of the
interest for the first tranche of short-term financing bills issued in 2016;

Dividends payable increased by 8403.74% vyear-on-year, which was mainly due to the ex-rights and
ex-dividends events in July by passing the 2016 equity distribution plan at the Shareholders’ General
Meeting in the current period;

Liabilities of a disposal group classified as held for sale amounted to RMB501,921.20 at the End of
the Period, which was mainly due to reclassification of the proposed transfer of equities in subsidiaries
according to Accounting Standards for Business Enterprises No. 42 — Non-current Assets, Disposal Group
and Discontinued Business Classified as Held for Sale;

Other current liabilities decreased by 100.00% year-on-year, which was mainly due to the repayment of
the principal for the first tranche of short-term financing bills issued in 2016;

Treasury shares decreased by 46.44% year-on-year, which was mainly due to the decrease in repurchase
obligation confirmed by the issuance of A Shares under the restricted shares incentive scheme as a result
of the unlock of the first batch of the second tranche;

Other consolidated earnings decreased by 3140.45% year-on-year, which was mainly due to the changes
in translation differences of foreign currency statements resulted from exchange rate fluctuations.

Debt ratio

The Group's debt ratio as at 30 June 2017 and 31 December 2016 is calculated by dividing the Group's total
liabilities at each respective date by its total assets. The debt ratio of the Group increased from 32.52% as at
31 December 2016 to 51.80% as at 30 June 2017.
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(VI). ANALYSIS OF FINANCIAL CONDITIONS (continued)

2. Year-on-year changes of major financial data (continued)
(3) Year-on-year changes in Consolidated Cash Flow Statement items and reasons for those
changes
Amount denominated: RMB
For the For the Year-on-year
Current Period Previous Period change (%)
Net cash flows from operating activities 447,380,853.65 307,923,704.40 45.29%
Sub-total of cash inflows from investing activities 810,183,782.84 78,247,638.34 935.41%
Net cash flows from investing activities 587,562,211.72 -122,429,567.93 579.92%
Sub-total of cash inflows from financing activities 16,753,334.52 861,007,821.00 -98.05%
Sub-total of cash outflows from financing activities 391,719,936.09 912,201,689.37 -57.06%
Net cash flows from financing activities -374,966,601.57 -51,193,868.37 -632.44%
Effect of foreign exchange rate changes on cash and
cash equivalents -22,141,605.59 4,146,713.28 -633.96%
Net increase in cash and cash equivalents 637,834,858.21 138,446,981.38 360.71%

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

(1)

Net cash flows from operating activities increased by 45.29% year-on-year, which was mainly due to
the fact that the sales increased and the Company changed the circulation way of bills according to
the Company’s daily demand for fund, so as to hold the bills receivables until maturity for collection,
which led to the increase in the gross proceeds from sales; meanwhile the percentage of bills payment in
purchase increased, which led to the extension of payment period.

Sub-total of cash inflows from investing activities increased by 935.41% year-on-year, which was mainly
due to the receipt of the deposits of RMB400 million from the proposed equity transfer of subsidiary, as
well as redemption of principal-guaranteed financial products bought in the previous year for the Current
Period.

Net cash flows from investing activities increased by 579.92% year-on-year, which was mainly due to
the receipt of the deposits of RMB400 million from the proposed equity transfer of subsidiary, as well as
redemption of principal-guaranteed financial products bought in the previous year for the Current Period.

Sub-total of cash inflows from financing activities decreased by 98.05% year-on-year, which was mainly
due to that there was no additional bank loans because the capital was adequate enough to meet the
operational needs for the Current Period.

Sub-total of cash outflows from financing activities decreased by 57.06% year-on-year, which was mainly
due to the decrease of the repayment of bank borrowings and the dividend on profit distribution for
2016 of the Company paid on July 2017.

Net cash flows from financing activities decreased by 632.44% year-on-year, which was mainly due to
repayment of all bank borrowings and no addition of bank borrowings.

Effect of foreign exchange rate changes on cash and cash equivalents decreased by 633.96% year-on-
year, which was mainly due to the fluctuations in exchange rates.

Net increase in cash and cash equivalents increased by 360.71% year-on-year * which was mainly due to
the receipt of the deposits of RMB400 million from the proposed equity transfer of subsidiary, as well as
redemption of principal-guaranteed financial products bought in the previous year for the Current Period.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(V). ANALYSIS OF FINANCIAL CONDITIONS (continued)

3. Material changes in the composition or source of profit of the Company for the
Reporting Period

LJApplicable v Not applicable

There were no material changes in the composition or source of profit of the Company for the Reporting
Period.
4. Liquidity and financial resources

As at 30 June 2017, the Group’s monetary funds amounted to RMB6,803.99 million (31 December 2016:
RMB2,061.92 million), primarily arising from the proceeds from proposed transfer of subsidiaries’ equities
received.

During the Reporting Period, the Board and general meeting of the Group approved granted credit facilities
of RMB6,281.00 million may be applied for and the actual granted amount applied to banks was RMB822.21
million.

Structure of monetary funds

Amount denominated: RMB

at End of the Period (30 June 2017) at Beginning of the Period (31 December 2016)

Amounts Amounts

in foreign Amounts in foreign Amounts
Item currencies Discount rate in RMB currencies Discount rate in RMB
Cash on hand: 170,285.08 125,085.29
- RMB - - 144,696.15 - - 87,874.60
-US$ 1,970.00 6.7744 13,345.57 3,700.00 6.937 25,666.90
- Euro 1,579.87 7.7496 12,243.36 1,579.87 7.3068 11,543.79
bank deposits: 6,713,508,910.72 2,060,784,878.76
- RMB 5,871,108,819.92 1,676,739,336.00
- HK$ 713,014,278.66 0.86792 618,839,352.74 259,790,066.68 232,384,812.55
- Us$ 31,853,351.11 6.7744 215,787,341.76 21,327,322.21 147,947,634.17
- Yen 55,832,535.00 0.060485 3,377,030.88 21,111,307.00 0.059591 1,258,043.90
- Euro 252,411.59 7.7496 1,956,088.86 282,060.26 2,060,957.91
- Mop 2,887,901.25 0.8450 2,440,276.56 452,565.72 0.8708 394,094.23
Capital in other currencies 90,308,667.30 1,013,040.84
- RMB 2,684,118.12 329,886.07
- HK$ 22,905,969.66 0.86792 19,880,549.18 763,719.54 0.89451 683,154.77
- US$ 10,000,000.00 6.7744 67,744,000.00
Total 6,803,987,863.10 2,061,923,004.89

As at 30 June 2017, the Group's borrowings balance amounted to RMB1.10 million (31 December 2016:
RMB1.10 million), accounting for 0.01% of the total assets (31 December 2016: 0.01%), of which short-term
borrowings to mature within one year amounted to RMB0.40 million (31 December 2016: RMB0.40 million),
accounting for 0.003% of total assets (31 December 2016: 0.005%) and long-term borrowings balance to
mature after one year amounted to RMB0.70 million (31 December 2016: RMBO0.70 million), accounting for
0.005% of total assets (31 December 2016: 0.01%). Repayments of borrowings denominated in RMB and
borrowings denominated in Hong Kong dollars during the Reporting Period amounted to RMB350 million and
HK$0.00 million, respectively. There was no distinct seasonal demand for each of the above borrowings.
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(VI).ANALYSIS OF FINANCIAL CONDITIONS (continued)
5. Capital structure

The Group's capital structure comprises the shareholders’ equity and liabilities. As at 30 June 2017, the
shareholders’ equity amounted to RMB7,488.99 million, the total liabilities amounted to RMB8,049.13
million and the total assets amounted to RMB15,538.12 million. Among which, the current liabilities of the
Group amounted to RMB7,942.24 million (31 December 2016: RMB3,310.64 million), which increased by
139.90% from the End of Last Year; the aggregated non-current liabilities amounted to RMB106.89 million
(31 December 2016: RMB112.98 million), which decreased by 5.39% from the End of Last Year. During the
Reporting Period, the Group repaid liabilities of RMB350.00 million (30 June 2016: RMB650.00 million).

Equity attributable to the shareholders of the Company amounted to RMB6,857.40 million (31 December
2016: RMB6,505.99 million), up by 5.40% from the End of Last Year. Minority interests amounted to
RMB631.59 million (31 December 2016: RMB599.65 million), which increased by 5.33% from the End of Last
Year.

6. Capital Commitments

Amount denominated: RMB

Balance at Balance at
End of Beginning of
Items the Period the Period
Contracted but not recognized in the financial statements
—Commitments for purchase and construction of
long-term assets 20,947,790.89 37,696,879.21
Total 20,947,790.89 37,696,879.21

7. Interest rate

As at 30 June 2017, the interest-bearing bank borrowings and other borrowings amounted to RMB0.00 million
(31 December 2016: RMB350.00 million). On 12 August 2016, the Group issued the 2016 first tranche of
super short-term financing bills with an aggregate amount of RMB350.00 million with a fixed interest rate (the
annualized interest rate being 2.80%) was due and repaid on 9 May 2017.

8. Ageing analysis of outstanding liabilities

Amount denominated: RMB million

Items 30 June 2017 31 December 2016
Within one year 744.49 674.20
1-2 years - -
2-5 years - -
Over 5 years 0.70 0.70
Total 745.19 674.90

9. Gearing ratio

As at 30 June 2017 and 31 December 2016, the gearing ratios were calculated by dividing the Group’s total
debts as at each respective date by shareholders’ equity. The gearing ratio was 9.50% as at 31 December 2016
and increased to 9.95% as at 30 June 2017.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(V1). ANALYSIS OF FINANCIAL CONDITIONS (continued)
10. Interest Expenses and Capitalisation

Amount denominated: RMB
Same Period

Items Reporting Period Last Year
Interest expenses 3,050,424.10 12,725,878.77
Capitalised interest 386,288.23 2,020,268.19
Total interest expenses 3,436,712.33 14,746,146.96

11. Foreign Exchange Risks

Details of foreign exchange risks of the Group are set out in “Note 9. Risks related to financial instruments.”
to the Financial Report of the Report prepared in accordance with the China Accounting Standards for Business
Enterprises.

12. Contingent liabilities

As at 30 June 2017, the Group had no significant contingent liabilities.

13. Pledge of assets

As at 30 June 2017, the assets of the Company subject to pledge were as follows:

Reasons for

30 June 2017 being subjected

Items (RMB) through pledge
Assets pledged:

Other monetary fund 4,102,000,000.00 Tripartite

regulatory

funds for

equity transfer

Other monetary fund 2,230,000.00 Deposit for

letter of credit

Total 4,104,230,000.00

14. Staff, Remuneration, Pension Scheme and Training

As at 30 June 2017, the Group had 6,421 staff members (31 December 2016: 6,297 staff members).
The remuneration of the employees was determined by the Group mainly according to the PRC laws and
regulations, the Company’s economic performance and the remuneration level in the society. During the
Reporting Period, the total wages, bonuses, allowances, compensation, welfare, housing funds and social
insurance paid for the employees by the Group amounted to RMB343.34 million (31 December 2016:
RMB575.45 million).
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(V1). ANALYSIS OF FINANCIAL CONDITIONS (continued)
14. Staff, Remuneration, Pension Scheme and Training (continued)

During the Reporting Period, there was no change in the employees remuneration policies. The employees
of the Group have participated in the social basic endowment insurance system implemented by the local
labor and social security departments. Upon retirement of the employees, the local labor and social security
departments are obligated to pay social basic pension to the retired employees. The Group is required to
contribute to the social basic old age insurance schemes at a specified rate of the employees’ salaries to fund
the employee retirement benefits. The sole obligation of the Group with respect to the social basic old age
insurance schemes is to make the required contributions under the scheme. There was no change in the details
of the retirement benefits. The Company completed the grant and first tranche of unlock of the Restricted
Shares Incentive Scheme in 2015 and 2016. Please refer to “the Restricted A Shares Incentive Scheme” in
Chapter IV of the 2016 annual report of the Company for more details. Please refer to “the Restricted A
Shares Incentive Scheme” in Chapter V of this Report for details of the Restricted A Shares Incentive Scheme
for the Reporting Period.

In the first half of 2017, the Company further commenced many kinds of employee training, including events
and training, to satisfy employee’s needs for working and learning; organized several sharing sessions in
respect to government projects reporting, artisan spirit book-reading, environmental protection knowledges;
and opened several courses in respect of target management training, project management, personal planning
methods, oral English and others. Through above measures, the operation mode of Livzon Business School was
enriched. Besides, a total of 45 hours of online learning courses are offered to newly promoted management
personnel. For high-level management officers, studies and inspections are made through their preparation
of management positions papers and sharing of their reading experience. The Company changed the training
mode for new employees, increased their training time, brought together the internal lecturers and external
industry experts to instruct them in regard of production, quality, personnel system, administrative system,
safety and environmental protection, information system and others, so to enable our employees to fully
receive our corporate culture and absorb professional and technical knowledges.

15. Investments

During the Reporting Period, the Group did not make significant investment for the acquiring of equity interest
and/or otherwise, and there was no significant change in the investments held by the Group compared with
the relevant information disclosed in the 2016 annual report of the Company.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(Vll). PROSPECT FOR FUTURE DEVELOPMENT

In the second half of 2017, the Company will continue to optimize its business portfolio and enhance its
management, aiming to achieve the goal of the share incentive scheme of the Company. The Company’s
objectives planned for the second half year of 2017 are as follows:

1. Drug preparation business

Marketing: the Company will fully launch a marketing campaign for medical institutions under grade 2, step
up its efforts in team building and assessment mechanism development for the management teams of medical
institutions under grade 2 and actively build model markets and model teams. While constantly strengthening
the academic promotion of its products, the Company will also establish a team comprising core clinical
experts and pharmaceutical consultants dedicated to a variety of products including Shengqi and llaprazole.
Our business efforts will focus on “commercial distribution, sales data, accounts receivable” at primary
healthcare institutions. In addition to continuously consolidate its existing hospital market share, the Company
intends to actively explore the OTC market for some of its products, boost product sales through multiple
channels and further enhance its brand influence.

R&D: the Company will continue to increase efforts in the technological innovation and research of new
products so as to speed up the development of new product types and stay abreast with the global R&D
trend. In addition, while promoting the development of an international R&D platform for microspheres, the
Company will spare no efforts to speed up the R&D progress of its key products under development, strive to
obtain the approvals for llaprazole oral liquid new indications and llaprazole for injection as soon as practical,
and vigorously promote the production verification of Shengi Fuzheng Injection in soft bags.

2. Bulk medicines and intermediates business

Adhering to its guideline of “protecting safety environment, improving quality and reducing costs”, the
bulk medicines business will continue to increase efforts in talent recruitment and team building, refine
performance appraisal management and enhance the comprehensive management of its production
enterprises, thereby laying a solid management foundation for the development of the bulk medicines
department.

Primary objectives include: to consolidate and improve production technology by introducing new strains and
new technology so as to implement lean management as well as costs reduction program for key products; to
establish and improve the R&D management system so as to speed up the research and development of new
product projects; to introduce, research and develop products with high gross profit, low energy consumption
and low emission; and to continuously conduct international certification for bulk medicines so as to further
expand the international market.

3. Precise pharmaceutical business

Livzon Reagents ( BEZk & Zl) : Livzon Reagents will strive to capitalize on the emerging market opportunities,
proactively explore the health check market and the third-party inspection market, promote adjustments to its
sales model. It will also speed up the R&D progress of the projects under development, such as the chemical
luminous platform, the molecular detection platform and the multiple testing platform.

Livzon MAB (EEZkEEHT) : Livzon MAB will focus on promoting the clinical study of the five major products
(being the Recombinant Biosimilar Human Chorionic Gonadotropin (E#H A& {21E %), the Recombinant
Humanised Anti-tumor Necrosis Factor @ Monoclonal Antibody ( E4B AJRIEITASEBIZILA T o BEREHEE) ,
the Anti-HER2 Humanized Monoclonal Antibody (E 4 AJR{EHLHER2 B 7 [E #1528 )F 51/&% ) , the Recombinant
Human/Mouse Chimeric Anti-CD20 Biosimilar Monoclonal Antibody (E 45 A B #t & 1 CD20E wE 1 52)
and PD1 US FDA (PD1ZBFDA)). In addition, it will actively promote the registration, declaration, research
and development of new products and introduce certain projects in a timely manner to diversify and improve
product research and development line.
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(VIl). PROSPECT FOR FUTURE DEVELOPMENT (continued)
3. Precise pharmaceutical business (continued)

Livzon Shengmei (BE¥REE3E) : Livzon Shengmei vigorously promote the registration of and application for
some of the relevant liquid biopsy equipment (Category Il products) and CTC testing reagents (Category |lI
products) to speed up the accumulation of clinical data. In addition, with increased efforts in marketing and
introduction of equipment into hospitals, it will cooperate with Livzon Gene to establish liquid biopsy clinical
application models by focusing on the development of third-party laboratory models.

Livzon Gene (BBI¥REE ) : Livzon Gene will respond actively to the assessment, inspection and acceptance
by the health and family planning authority, establish a quality control system and running process for its
laboratory (including quality system establishment, laboratory software system assessment, etc.), launch
the internal verification and trial operation of the examination service projects, striving to initially achieve a
commercial operation.

4. Quality and Production

The Group will continue to focus on its main products, and carry out project-based audit work in an accurate
and effective manner through a combination of regular inspection and unscheduled inspection, taking into
consideration the latest regulatory developments in the PRC.

Meanwhile, the Group will accomplish the audit work of the scientific research units according to the annual
audit plan, and confirm with scientific research units their progress of establishing quality management system.
The Group will also improve the project management of construction work, regulate project management and
supplies procurement management of construction work, and gradually establish its technology management
system to increase efforts in transformation of new products, control over production capacity and
technological innovation. In addition, the Group will strengthen monitor and inspection efforts so as to prevent
EHS incidents and ensure “zero” security and environmental accidents through a combination of prevention
and regulation.

5. Management and Strategy

“Transformation, upgrading and regulated development” remains the Group’s core operation and
management guideline. Firstly, the Group will optimize and implement regulations, strengthen internal control,
and construct and improve administration and logistics service platforms to allow both basic level-based
management and provision of refined services. Secondly, the Group will promote its IT-based construction in
a comprehensive manner, by setting up the informationization committee of the Group and establishing and
improving an information system focusing on the ERP and group-level management and control, so as to
build the commercial intelligent and big data platform of the Group; Thirdly, the Group will further increase
its efforts in establishment of human resources management system, search and conserve high-calibre talents,
and promote the special work plan for doctoral management trainees.

At the same time, the Group will continue to step up efforts in the exploration and development of the capital
market, establish investment channels and platforms, actively obtain the subjects of mergers and acquisitions,
and strengthen the post-investment management of external investment, especially investment in overseas
projects.

In view of the foregoing, in the second half of 2017, the Company will take effective measures to actively

respond to changes in the industry, strive to achieve the goal of the Restricted A Share Incentive Scheme, and
discuss the feasible program for medium- and long-term incentive schemes in due course.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(VIN).INVESTMENT ANALYSIS
1. External Equity Investments
(1) External Investments

v Applicable  [J Not Applicable

Particulars of external investments

Amount of investment Amount of investment

for the Current Period for the Same Period Last Year Change
(RMB) (RMB)
6,715,058.00 84,575,000.00 -92.06%

Particulars of the investee

Name of the company Principal business

Shareholding in the

investee attri

butable

to the listed company

Livzon MABPharm (US) Inc. Research and development of
(BREmAEYEM (EB)BR2AA]) biological products for
treatment purpose

51%

Note: Livzon Gene was established in December 2016, and no capital was paid in during that year. The Company has made
actual capital contribution of RMB30.0 million during the Current Period. As the amount has been stated in 2016
annual report of the Company, which is not included in the amount of investment for the Reporting Period.

(2) Material Equity Investment during the Reporting Period

[J Applicable v Not Applicable

(3) Material non-equity investment ongoing during the Reporting Period

L] Applicable v Not Applicable

(4) Shareholdings in Financial Institutions

v Applicable  [J Not Applicable
Number of  Percentage of Number of ~ Percentage of Carrying  Profit or loss
Initial ~ shares held at ~ shares held at shares held shares held amount at for the
Company investment  the Beginning  the Beginning at the End at the End the End of Current  Accounting Sources
Company names  Categories cost  of the Period  of the Period  of the Period  of the Period the Period Period items of shares
(RMB) (shares) (shares) (RMB) (RMB)

Zhuhai China Commercial 95,325,760.00  84,936,000.00 1.5065%  84,936,000.00 1.5065%  75,325,760.00 - Financial assets  Investee
Resources Bank bank held-for-sale  company
Co,, Ltd.

(REZRRT
RABRAR)

Guangdong Commercial 177,348.84 68,854.00 0.0004% 68,854.00 0.0004% 177,348.84 - Financial assets  Investee
Development Bank  bank held-for-sale  company
Co., Ltd.

(BEETREG
BRAF)
Total - - -
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IV. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(VIN.INVESTMENT ANALYSIS (continued)
1. External Equity Investments (continued)
(5) Investment in Securities

v Applicable  [J Not Applicable

Number of
shares held Number of Carrying Profit or
Initial at the shares held amountat loss for the
Types of Securities Securities investment  Beginning of at the End the End of Current Sources
securities codes abbreviations cost the Period  of the Period the Period Period Accounting items of shares
(RMB) (Shares) (Shares) (RMB) (RMB)
Shares 00135 Kunlun Energy 4.243,647.64  1,000,000.00 1,000,000.00 5,745,630.40 787,810.68 Financial assets at fair value  Self funding
through profit or loss
Funds 206001 Penghua Fund 150,000.00 619,573.00 619,573.00 842,252.76 11,343.74  Financial assets at fair value ~ Self funding
through profit or loss
Other securities - -
investment held
at the end of
the year
Total 4,393,647.64 6,587,883.16 799,154.42 - -
Disclosure date of the Board's announcement Not applicable

on review of securities investments
Disclosure date of the general meeting announcement  Not applicable
on review of securities investments (if any)

(6) Shareholdings in other listed companies

v Applicable I Not Applicable

Unit: RMB
Change in
the equity
Carrying attributable
Initial amount at Profitor  to the owner
Securities Securities investment the End of loss for the for the Sources
codes abbreviation amount the Period  Current Period  Current Period Accounting items  of shares
000963 Huadong Medicine 39,851.86 9,100,964.60 123,604.65 2,126,961.35 Available-for-sale Investee
financial assets
EPRS Epirus 93,254,995.09 - - - Available-for-sale Investee
financial assets
Total 93,294,846.95 9,100,964.60 123,604.65 2,126,961.35

Note: On 25 July 2016, Epirus filed a voluntary petition for relief under Bankruptcy Code (the Chapter 7 of Title 11 of the
United States Code) in the United States Bankruptcy Court for the District of Massachusetts. The Company has made
the impairment provision for the asset pursuant to relevant requirements of the accounting policies.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(VI).INVESTMENT ANALYSIS (continued)
2. Entrusted Wealth Management, Derivatives Investment and Entrusted Loans
(1) Entrusted wealth management

v Applicable  [J Not Applicable

Unit: RMB'0,000

Actual Actual gains
Amount of principal or losses
entrusted Determination  recovered  Impairment during the
Connected  Type of wealth Commencement Maturity ~ of commission ~ duringthe  provision Expected reporting
Name of Trustee Relationship ~transactions products management date date fee period (if any) return period
China Resources Bank of - No Principal-protected  25,000.00 2016.10.26 2017.10.09 By agreement - - Not applicable ot applicable
Co., Ltd.(Gongbei Branch) with variable
(ERRARHARAA income
(#1x7))
Total 25,000.00 - - -
Source of funds for entrusted investment Funds raised
Aggregate amount of overdue and outstanding principal and gain Nil
Litigation incurred (if applicable) No
Date of announcement of the Board of Directors regarding the approval of 27 October 2016
entrusted investment (if any)
Date of announcement of the Board of Directors regarding the approval of Not applicable

entrusted investment (if any)

(2) Information on Derivatives Investment

L] Applicable v Not Applicable

(3) Entrusted loans

L] Applicable v Not Applicable
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(VIN.INVESTMENT ANALYSIS (continued)
3. Utilization of Raised Funds

v Applicable [ Not applicable

(1) Overall use of proceeds

v Applicable  [J Not Applicable

Unit: RMB'0,000

Total proceeds 142,030.04
Total amount of proceeds used during the Reporting Period 1,790.50
Accumulated amount of proceeds used 43,432.38
Total amount of proceeds involved in change of use during the Reporting Period 0
Accumulated amount of proceeds involved in change of use 0
Proportion of accumulated amount of proceeds involved in change of use 0

Overall use of proceeds

With the “Approval in relation to the Non-public Issuance of Shares by Livzon Pharmaceutical Group Inc.”
(Zheng Jian Xu Ke 2016 No. 1524) issued by the China Securities Regulatory Commission (the “CSRC"),
the Company has issued 29,098,200 A Shares with a nominal value of RMB1.00 per share at RMB50.10
per share, raised proceeds amounted to RMB1,457,820,000, and the Company received net proceeds of
RMB1,420,300,400 after deduction of underwriting and sponsorship fees and other issuance expenses of
RMB37,519,600. The proceeds are mainly used to research and develop and commercialise the upgrade
of innovative product of llaprazole series, increase investment to Livzon MAB's construction of “R&D and
Industrialization of therapeutic antibody-based drugs”, construction of R&D platform of prolonged-action
microsphere technologies and supplement to working capital and repayment of bank borrowings, consistent
with use passed by the Board meeting of the Company. As of 30 June 2017, unused proceeds were deposited
in the special account designated for raised fund or cash management and will continue to be used in
proceeds-funded project.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(VIN.INVESTMENT ANALYSIS (continued)
3. Utilization of Raised Funds (continued)

(2) Particulars of projects undertaken with the use of proceeds

v Applicable  [J Not Applicable
Unit: RMB'0,000
Date of project
Project change Total amount Total Invested  Cumulative  Progress of reaching Results
(including of proceeds  investment amount invested investment  the working realised Any material
partially undertaken amount after  duringthe amountasof asof end of  condition for  during the Achieving change in
Investment projects undertaken changed for  adjustment  Reporting  endofthe  theperiod itsintended  reporting its estimate feasibility of
and the use of the excess funds projects) investment (1) Period period (2)  (3)=(2)/(1) use period results project
Investment projects undertaken
Deeper Developmentand ~ Deeper Development and ~ Yes 45,000.00 45,000.00 935.17 2,786.08 6.19% 31 December - - No
Industrialization Upgrade  Industrialization Upgrade 2023
of the innovative of the innovative
Ilaprazole product series Ilaprazole product series
Capital injections to Livzon ~ Capital injections to Livzon ~ Yes 30,600.00 30,600.00 - 2,099.12 6.86% 31 December - - No
MAB for its investment MAB for its investment 2001
in the construction in the construction
of "Research & of "Research &
Development and Development and
Industrialization of Industrialization of
therapeutic antibody- therapeutic antibody-
based drugs” based drugs”
Construction of Research ~ Construction of Research ~ No 30,182.00 30,182.00 855.33 2,299.14 762% 31 December - - No
& Development & Development 201
Platform of sustained Platform of sustained
release Microsphere release Microsphere
Technologies Technologies
Supplementary working Supplementary working No 36,248.04 36,48.04 36,248.04 100.00%  NOT NOT NOT No
capital and banking loan ~ capital and banking loan APPLICABLE ~ APPLICABLE  APPLICABLE
repayment repayment
Subtotal of the investment - 142,030.04  142,030.04 1,790.50 4343238 - - - - -
projects undertaken
Use of the excess proceeds:
Not applicable
Banking loan repayment - - - - - - - - - -
(if any)
Supplementary working - - - - - - - - - -
capital (if any)
Subtotal of the use of the - - - - - - - - - -
excess proceeds
Total = 142,030.04 142,030.04 1,790.50 4343238 - - - - -
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IV. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(VI.INVESTMENT ANALYSIS (continued)

3. Utilization of Raised Funds (continued)

(2) Particulars of projects undertaken with the use of proceeds (continued)

Particulars of and reasons
for not meeting schedule
or estimated income (by
specific projects)

. llaprazole Project - 1. As for research and development equipment expenditures, small funds were invested due to the fact the project was at the stage of preliminary research and screening in the
first half, and it's expected that more funds will be invested due to entering the purchase and payment period in the second half; 2. As for Industrialization Upgrade, the Company will focus its
investment on upgrading the production lines in the second half, therefore, it's expected that more funds will be invested; 3. Due to the introduction of requlations in centralized assessment and
clinical verification etc., the progress of obtaining approval of new indications of Ilaprazole Sodium for Injection and llaprazole Tablet did not meet the expectation, and the industrialization upgrade of
the project will be carried out in phrases and postponed. The adjustments to the amount of proceeds used in each of the subsequent years of the project and the construction period of industrialization
project have been made subject to the consideration and approval by the 35th Meeting of the Eighth Session of the Board of Directors and the 27th Meeting of the Eighth Session of the Supervisory
Committee of the Company.

Il Capital injections to Livzon MAB investment in construction projects: 1. The capital expenditure for the first half was mainly paid out from its own funds and no raised funds were used due to the fact
that the project was at the clinical screening and ethical stage; 2. Given the approval of clinical trial for products under research in relation to the project was obtained later than expected, and in view
of the prospective changes of registration and approval policy of drugs in China, the time for launching the products under research may be delayed. The adjustments to the amount of proceeds used
in each of the subsequent years of the project and the construction period of industrialization project have been made subject to the consideration and approval by the 35th Meeting of the Eighth
Session of the Board of Directors and the 27th Meeting of the Eighth Session of the Supervisory Committee of the Company.

Ill. - Construction of Research & Development Platform of sustained release Microsphere Technologies: The overall project was in accordance with the expected progress, the funds used for construction of
pilot workshop will increase significantly in the second half.

Particulars of material
change in feasibility
of project

Amount and uses of the
excess proceeds and
the progress of uses

Particulars of change in
place of application
of proceeds

Not applicable

Not applicable

Not applicable

Particulars of adjustment
to way of application
of proceeds

The project financed by funds raised of R&D and Industrialization Upgrade of Innovative Product of llaprazole Series (3 E il 25| ERAE R & REZ LA RET ) was originally executed by Livzon
Pharmaceutical Group Inc. and upon review and approval of “the resolution on replacement of self-raised funds invested in advance to projects financed by proceeds raised from issuance of preference
shares” at the third Extraordinary Shareholders” Meeting in 2016, Pharmaceutical Factory, a wholly owned subsidiary of the Company, was added as another executor of the project to facilitate effective
implement, improve production abilities and quality of such project, and keep technical advantages of the Company.

The addition of executor to partial projects financed by funds raised, and the adjustments to the amount of proceeds used in each of the subsequent years of the project and the construction period of
industrialization project, will not result in any change on investment of funds or impact on the project’s operation and the financial position of the Company

Particulars of application
of proceeds in early
stage and replacement
of proceeds

On 28 December 2016, the thirty-third meeting of the Eighth Session of the Board of the Company reviewed and approved “the resolution on replacement of self-raised funds invested in advance to projects
financed by proceeds raised from issuance of preference shares” and proceeds raised from issuance of preference shares amounted to RMB41,857,100 were used by the Company. On 4 January 2017, the
Company has transferred the funds from special account.

Particulars of application
of idle proceeds for
temporary replenishment
of working capital

Amount of positive balance
of proceeds upon
commencement of
project and its reason

Not applicable

Not applicable

Uses and whereabouts of
unused proceeds

Those unused proceeds are deposited into the special account for proceeds-funded or cash management and will continue to be used for proceeds-funded projects.

Issues and other particulars
of use of proceeds and
its disclosure

Not applicable
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(VI.INVESTMENT ANALYSIS (continued)

3.

(3) Particulars of projects changed with the use of proceeds

Utilization of Raised Funds (continued)

[J Applicable v Not Applicable

(4) Particulars of projects with the use of proceeds

Overview of Projects Financed by Funds Raised

Date of disclosure

Index of disclosure

Overall use of proceeds: With the "Approval in relation to the Non-public Issuance

of Shares by Livzon Pharmaceutical Group Inc.” (Zheng lJian Xu Ke 2016 No.
1524) issued by the China Securities Regulatory Commission (the “CSRC"), the
Company has issued 29,098,200 A Shares with a nominal value of RMB1.00 per
share at RMB50.10 per share, raised proceeds amounted to RMB1,457,820,000,
and the Company received net proceeds of RMB1,420,300,400 after deduction
of underwriting and sponsorship fees and other issuance expenses of
RMB37,519,600. The proceeds are mainly used to research and develop and
commercialise the upgrade of innovative product of llaprazole series, increase
investment to Livzon MAB's construction of "R&D and Industrialization of
therapeutic antibody-based drugs”, construction of R&D platform of prolonged-
action microsphere technologies and supplement to working capital and
repayment of bank borrowings, consistent with use passed by the Board meeting
of the Company. As of 30 June 2017, unused proceeds were deposited in the
special account designated for raised fund or cash management and will continue
to be used in proceeds-funded project.

23 August 2017

“Special Report of the
Board of Directors of
Livzon Pharmaceutical
Group Inc. on the Deposit
and the Actual Use of
the Fund Raised as at
30 June 2017", website
for announcement:
http://www.cninfo.com.cn/

4,

Significant Non-fundraising Investment Project

L] Applicable v Not Applicable

During the Reporting Period, the Company had no significant non-fundraising investment project.
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V. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(1X). MAJOR SUBSIDIARIES AND INVESTEE COMPANIES
v Applicable I Not Applicable

Amount denominated: RMB

Company Registered Total Net  Operational ~ Operational
Company names categories  Industry Major products or services capital assets assets income profit Net profit
Livzon Group Livzon Subsidiary Pharmaceutical Principally engaged in production and sale of 450,000,000.00 2,161,533,740.68 821,480,763.40 897,159,075.76  173,355,249.33  154,399,255.35
Pharmaceutical Factory self-made chemical drugs, biochemical drugs,
(BREERKHER) microbiological preparations, antibiotics, etc.
Sichuan Guangda Pharmaceutical Subsidiary ~ Pharmaceutical  Principally engaged in R&D, production and sale  149,000,000.00 887,250,140.39  762,886,185.58 187,553,139.72  55,098,833.45  47,856,699.66
Manufacturing Co., Ltd. of traditional Chinese medicine, major products
(BIXABEERAR) include Anti-viral Granules, Dexaltin Oral Paste,
efc
Livzon Group Limin Subsidiary ~ Pharmaceutical  Principally engaged in production and operation  61,561,014.73  727,365,356.57 259,893,507.91 315,403,412.19 118,970,951.93  91,144,919.04
Pharmaceutical of Chinese drug preparations and pharmaceutical
Manufacturing Factory raw materials, etc., major products include Shengi
(BAEBRRHEER) Fuzheng Injection, Xueshuantong, etc
Shanghai Livzon Pharmaceutical Subsidiary ~ Pharmaceutical ~ Principally engaged in production of biochemical ~ 87,328,900.00 518,254,341.18  311,169,023.11 390,130,599.39  100,791,961.97  81,987,796.72
Manufacturing Co., Ltd. and polypeptide bulk medicines, major products
(LEBHRIEERAA) include biochemical bulk medicines such as
Human Menopausal Gonadotropin and Human
Chorionic Gonadotropin
Zhuhai FTZ Livzon Hecheng Subsidiary ~ Pharmaceutical Principally engaged in production and operation  128,280,000.00 804,443,932.08  269,962,072.81 314,322,144.79  28,689,696.65  26,558,844.60
Pharmaceutical of chemical bulk medicines, major products
Manufacturing Co., Ltd. include Cefuroxime Sodium, Cefodizime Sodium,
(KERHEBKAREE Ceftriaxone Sodium, etc.
BRAR)
Livzon Group Xinbeijiang Subsidiary ~ Pharmaceutical  Principally engaged in sale of bulk medicines, 134,925,200.00 587,026,605.29 430,549,463.57 273,163303.62  52,430,322.94  45327,775.99
Pharmaceutical intermediate products and export of related
Manufacturing Inc. (E% & technologies, major products include Pravastatin,
BH L IRERHERAR) Mevastatin, Salinomycin, etc
Livzon Group Fuzhou Subsidiary Pharmaceutical Principally engaged in production of antibiotics ~ USD41,700,000 647,436,166.01 518,098,712.49 230,091,550.48 ~ 57,897,530.24  46,909,471.96
Fuxing Pharmaceutical Co., bulk medicines, intermediate and drug
. (BHERENEREE preparation products and chemical raw materials
ERLF) for pharmaceutical production, major products
include Colistin, Vancomycin, Phenylalanine, etc.
Zhuhai Livzon Subsidiary Pharmaceutical Principally engaged in production and sale of 46,450,837.00 703,107,063.65 449,843,353.66 295,028,145.53  44,619,130.71  41,448,927.95
Diagnostic Reagents Inc. diagnostic reagents, major products include
CkEBRAARN Chlamydia Trachomatis Antigen Diagnostic Kit
BRAR) and ELISA HIV Testing Reagents Kit.
Livzon MABPharm Inc. Subsidiary Pharmaceutical Principally engaged in technological R&D for 533,330,020.00 403,980,137.24 358,774,843.06 - -51987,481.29 -41,335242.86
(REMBRER MR biopharmaceutical products and antibiotics.
BERAR)

Note: Livzon MAB (EEZRE#1) is our key biopharmaceutical R&D enterprise which currently has no products for sale in

market. The loss is mainly due to investment in R&D.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(X). ESTIMATION OF OPERATING RESULTS FOR JANUARY TO SEPTEMBER 2017

Warning on estimation that the accumulated net profit for the period from the beginning of the year to the
end of next reporting period might be loss or there might be significant change compared to the same period
of last year and reasons for that

v Applicable  [J Not Applicable

From the Beginning of the Year to ~ Same Period

the End of the Next Reporting Period Last Year Changes
Forecast of accumulated 422,878.64 - 426,992.88 61,477.40 587.86% - 594.55%
net profit (RMB'0,000)
Basic earnings per share 7.73-7.81 1.21 538.84% - 545.45%
(RMB/share)

Information on result forecast On 18 April 2017, the Company and its subsidiary, Livzon Group Livzon Pharmaceutical Factory* ( B %k
SEBHEER) entered into an Equity Transfer Agreement with Zhuhai Henggin Weichuang Fortune
Investment Co., Ltd.* (3G EZE# BT =R EBMR D E) in relation to the proposed transfer of 100%
equity interest in its subsidiary being Weixing. As at the End of the Reporting Period, the aforesaid
equity transfer has been passed at the 2016 annual general meeting and all payment therefor has been
received. However, pursuant to the Equity Transfer Agreement, the actual closing could take place only
subject to completion of changes in the industrial and commercial registration. In view that the equity
transfer has been completed on 17 July 2017, it's expected that the transaction will lead to an increase
in the Company'’s net profit of approximately RMB3.498 billion and the trading profit which can be
realized eventually depends on the figures after audit by the Accountants for annual audit.

(XI). STRUCTURAL BODY CONTROLLED BY THE COMPANY

L] Applicable v Not Applicable

(XII). RISKS THE COMPANY ARE FACING AND CORRESPONDING MEASURES

Pharmaceutical industry is one of the key industries in China, thus pharmaceutical products concerns the
health and security of the public in the society. In recent years, relative administration authorities (e.g. National
Development and Reform Commission of the People’s Republic of China, National Health and Family Planning
Commission of the People’s Republic of China and China Food and Drug Administration) of PRC successively
issued policies on pharmaceutical products assessment and approval reforms, price reform, Pharmacy benefit
management, generic drugs conformance assessment, “two-vote” system and so on. With the continuing
reform and update on policies, the requirements on the compliance with environmental and security
regulations are becoming more and more strict, all process of the pharmaceutical industry chain, together
with investment, fundraising, market supply and demand, operating mode of pharmaceutical enterprises,
technology research and development and products’ selling price in this sector, are affected significantly.
Therefore, the Company proactively respond to the major changes occurred in the pharmaceutical sector
through “early planning, early transform and early compliance”.

Currently, the Group is still in an important stage of strategic adjustment, and has set up a preliminary market
layout led by special preparations with synergy of biological drugs and precision medicine. In order to meet
market requirements better, the Company will continue to optimize the planning of business in all segments,
enhance its R&D and innovation, increase efforts to R&D, improve its work on market access continually,
increase sales, meanwhile improve production quality control, standardize the safety and environmental
protection production. The Company will enhance its internal control and standardize its development with
transformation and upgrade in progress, so as to establish its own position and core competitiveness.
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IV. OPERATION DISCUSSION AND ANALYSIS
[MANAGEMENT DISCUSSION AND ANALYSIS)

(XIl). REGISTRATION FORM FOR HOSTING RESEARCHES, COMMUNICATIONS
AND INTERVIEWS DURING THE REPORTING PERIOD

v Applicable [J Not applicable

Date of Place of Type of Type of Content of discussion and

reception reception reception  guests Guests information provided

10 January 2017 Company's On-site Institution ~ Ximeng Investment (2#5# %) Asked about information on the Company's
Office investigation operation and future development direction,

and the Company answered questions in
details but no information in written form was

provided.
18 January 2017 Company's On-site Institution  Taikang Asset (%54 & ) , Zhongtai Securities Asked about information on the Company's
Office investigation (R%&EH), Penghua Fund (BEEES), operation and future development direction,
China Future (EEFKX) and the Company answered questions in
details but no information in written form was
provided.
18 January 2017 Company's On-site Institution  Shenwan Hongyuan (B E7%R) , ®&E, Neuberger Asked about information on the Company's
Office investigation Berman (B 15#) , AEEIR, Great Wheel (K& operation and future development direction,
&), Zhongrong Fund (P REES), R E, Boyu and the Company answered questions in

Capital (B4 E %), Takang Asset (RREE), ®%  details but no information in written form was
FlZ BREE, REEE, Huatai Financial (£% % provided.
&), BERE, Alianze Global Investors (R B E ),

Taiping Asset (K FEE)
3 May 2017 Company's On-site Institution  Changjiang Securities (&/L#% ), Qianhai Alliance  Asked about information on the Company's
Office investigation Asset (ATEHAES), China Life AMP Asset (BIE operation and future development direction,

ZRES), TF Securities (KEE# ) , Foresea Life and the Company answered questions in
Insurance (318 AZ{RE) , HuaAn Funds (% E %) details but no information in written form was

provided.
23 May 2017 Company's On-site Institution ~ UOBKayHian ( AE£E) Asked about information on the Group's operation
Office investigation and future development direction, and the

Company answered questions in details but no
information in written form was provided.

25 May 2017 Company's On-site Institution ~ Dongxing Securities ( & && %) , Sinolink Securities  Asked about information on the Group's operation
Office investigation (B&&EH), PICC Asset (AREE), BRFIL, £ and future development direction, and the

Fund (553 ) , Fying Tiger (BR#% &) Company answered questions in details but no
information in written form was provided.

7 June 2017 Company's On-site Institution  Huatai Securities (£%& &%) , China Asset Asked about information on the Group's operation
Office investigation Management (2E£%) , BOCOM Schroders (%83  and future development direction, and the

E1), Fullgoal Fund (EEE2) , Taikang Asset (%RF  Company answered questions in details but no
BE), ERE, China Life Asset Management (1B A information in written form was provided.

SEE)

9 June 2017 Company's On-site Institution ~ #1&1% &, Morgan Stanley (ER+375]) £ K%, Asked about information on the Group's operation
Office investigation Ally Bridge (EBER), RERE, BRER, 7#FE  and future development direction, and the

Company answered questions in details but no
information in written form was provided.

29 June 2017 Company's On-site Institution ~ UBS, Putnam, Cathay Life Insurance (& A ), Asked about information on the Group's operation
Office investigation Minmetals Capital (RIBEA), L&A, vy Assets  and future development direction, and the

(EEHAE), Broadvision Investment (EERE ), 1 Company answered questions in details but no
B EE, Honghu Investment (B #1#%2) information in written form was provided.

29 June 2017 Company’s On-site Institution ~ Orient Securities (& /775 ) Asked about information on the Group's operation
Office investigation and future development direction, and the

Company answered questions in details but no
information in written form was provided.
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IV. OPERATION DISCUSSION AND ANALYSIS
(MANAGEMENT DISCUSSION AND ANALYSIS)

(XIV). DETAILS OF SUBSEQUENT EVENTS WITH MATERIAL IMPACT ON THE
GROUP

Save as disclosed in the Report, there has been no significant event that has impact on the Company since the
end of the accounting period.

(XV). OTHER SIGNIFICANT EVENT

Save for such transactions as disclosed herein, 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 Reporting Period.
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V. MAJOR EVENTS

(). ANNUAL GENERAL MEETING AND EXTRAORDINARY GENERAL
MEETINGS CONVENED DURING THE REPORTING PERIOD

1. General meetings during the reporting period

Attendance Date of
Type of rate of  Date of A shares

Session of meeting meeting investors  meeting disclosure Disclosure index
The 2016 Annual General Meeting  Annual general 49.1931% 23 June 2017 24 June 2017 Announcement on Resolutions
meeting Passed at 2016 Annual General
Meeting, 2017 First Class
Meeting of A Shareholders and
2017 First Class Meeting of H
Shareholders (Announcement
No.: 2017-054), Published on the
website of: Cninfo
(http://www.cninfo.com.cn/)

The 2017 First Class Meeting Class Meeting 39.7861%

of A Shareholders
The 2017 First Class Meeting Class Meeting 67.4747%

of H Shareholders

2. Preferential shareholders with voting rights resumed request to convene an
extraordinary general meeting

[J Applicable v Not applicable

(I1). CORPORATE GOVERNANCE
1. Highlights

During the Reporting Period, in strict accordance with the Company Law, the Securities Law, the Guidelines
for Corporate Governance of Listed Companies, the Shenzhen Listing Rules, 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. During the Reporting Period, the decision-making and supervisory authorities
of the Company (i.e. shareholders’ general meetings, the Board, supervisory committee, etc) all conduct
management decision and supervision strictly pursuant to the requirements of normative operation rules and
internal control. The special committees of the Board all perform corresponding duties.
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V. MAJOR EVENTS

(11). CORPORATE GOVERNANCE (continued)
2. Compliance with the Corporate Governance Code

The Company confirmed that since 1 January 2017 up to 30 June 2017, the Company strictly complied
with principles and all of the code provisions (the “Code”) in the Corporate Governance Code as set out in
Appendix 14 of Hong Kong Listing Rules, excluded the following deviation:

The Code Provision E.1.2 provides that the chairman of the Board should attend the annual general meeting.
Mr. Zhu Baoguo, the chairman of the Board did not attend the 2016 annual general meeting due to urgent
business trip.

3. Compliance with the Model Code for Securities Transactions by Directors of Listed
Issuers

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Issuers (“Model
Code”) as set out in Appendix 10 of the Hong Kong Listing Rules as its own code of conduct regarding the
securities transactions by the Company’s Directors and Supervisors. Having made specific enquiries to all
of the Directors and Supervisors of the Company, the Company has not been informed of any information
which reasonably indicated that each of the Directors and Supervisors had not complied with the standards
required by the Model Code throughout the period from 1 January 2017 to 30 June 2017. All Directors and
Supervisors have confirmed that they had fully complied with the standards as set out in the Model Code and
the Company’s code of conduct throughout the period from 1 January 2017 to 30 June 2017.

4. 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.

(1) Audit Committee

The Audit Committee under the Ninth 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.

The Audit Committee has reviewed the unaudited results and interim report of the Group for the six months
ended 30 June 2017 and agreed to submit to the Board for consideration.
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(11). CORPORATE GOVERNANCE (continued)
4. Special Committees of the Board (continued)
(2) Remuneration and Assessment Committee

The Remuneration and Assessment Committee under the Ninth 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.

(3) Nomination Committee

The Nomination Committee under the Ninth 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.

(4) Strategic Committee

The Strategic Committee under the Ninth 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.

(). LITIGATION
MATERIAL LITIGATION AND ARBITRATION

L] Applicable v Not applicable

OTHER LITIGATION

[J Applicable v Not applicable
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V. MAJOR EVENTS

(IV). QUESTIONING FROM MEDIA
[0 Applicable v Not applicable

(V). MATTERS RELATED TO BANKRUPTCY RECTIFICATION

[J Applicable v Not applicable

(V). DISPOSAL OF SUBSTANTIAL ASSETS AND EQUITY
1. Disposal of substantial assets

v Applicable [ Not applicable

During the Period, the Company and Pharmaceutical Factory disposed 100% equity interest in Weixing, one
of the Company’s subsidiaries. Please refer to "Disposal of substantial equity” in Section V of this Report for
details.

2. Disposal of substantial equity

v Applicable [J Not applicable

Net profit
from disposal The proportion
of the equity of the net
to the listed profit from
company from disposal of Implemented as
the Beginning equity of scheduled If not,
of the Period the listed shall provide
to Date of company to  Pricing Principle Relationships  Full Transfer of ~ the reasons and
Date of Trading Price Disposal ~ Effect of the Disposal the total for disposal Connected with connected property rights  measures taken by
Counterparty Disposed Equity Disposal (RMB'0,000)  (RMB'0,000) on the Company netprofit  of equity Transaction persons in the equity the Company
Zhuhai Henggin Weichuang 100% equity interestin 17 July 2017 452,993.21 -787.88  This transfer can enhance the ~ Not applicable  Based on negotiation No Not applicable ot applicable Yes
Fortune Investment Co.,  Zhuhai Weixing Shiye Company's financial condition, ~ (Please refer (Please refer to
Ld* CREREREME  Co, Ltd CREREE and has no impact on the to the Note the Note
REBRAA) BRA) Company's daily operation and ~ for details) for details)

production department

Note: On 18 April 2017, the Company and its subsidiary, Pharmaceutical Factory* (B %% ) entered into an Equity
Transfer Agreement with Zhuhai Henggin Weichuang Fortune Investment Co., Ltd.* (AR BEZEL AT EREER
A ®]) in relation to the proposed transfer of 100% equity interest in its subsidiary being Weixing. As of the end
of the Reporting Period, the abovementioned equity transfer has been passed by way of a resolution at the 2016
annual general meeting and the equity transfer consideration was fully received. However, in accordance with the
agreement between both parties, it should be regarded that actual delivery has occurred only after the completion of
registration procedures at Administration of Industry and Commerce. The equity interest transfer was completed on
17 July 2017. Therefore, no gain on transfer of relative equity interest was recognized in the Reporting Period.

Details on the equity interest transfer mentioned above are set out in Announcement on the Progress of the
Proposed Transfer of 100% Equity Interest in Zhuhai Weixing Shiye Co., Ltd. (BK/EB#EE X BR A F)) , a Subsidiary,
and Xiangzhou District Livzon Group Transformation Project (announcement ref no.: 2017-029), Announcement on
the Progress of the Proposed Transfer of 100% Equity Interest in Zhuhai Weixing Shiye Co., Ltd. (AR B#EE%XH
FR7A 7)), a Subsidiary (announcement ref no.: 2017-031), Announcement on the Progress of the Proposed Transfer
of 100% Equity Interest in Zhuhai Weixing Shiye Co., Ltd. (EK/G# 2 EF X EBR A F]), a Subsidiary (announcement
ref no.: 2017-044), and Holding Announcement on the Completion of Registration Procedures at the Administration
of Industry and Commerce for the Equity Transfer of Weixing Shiye, a Subsidiary (announcement ref no.: 2017-060)
published on Cninfo website (http://www.cninfo.com.cn/ (BB & &43) ) on 20 April 2017, 27 April 2017, 9 May
2017 and 18 July 2017, respectively.
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(V1). DISPOSAL OF SUBSTANTIAL ASSETS AND EQUITY (continued)
2. Disposal of substantial equity (continued)

Disposal of 100% Equity Interest in Weixing (which constituted a major transaction of the
Company under chapter 14 of the Hong Kong Listing Rules)

Given that Xiangzhou District Livzon Group Transformation Project Update Unit Planning Schemes
(Amendments to Regulatory Plan) (“Transformation Project”) for which the Company filed an application had
been approved by Zhuhai Municipal Government on 20 December 2016. In order to prompt the Company to
further focus on biopharmaceutical business as well as cooperate with government to push on implementation
of the Transformation Project, on 18 April 2017, the Company, Pharmaceutical Factory (together with the
Company hereinafter referred to as the “Sellers”) and Zhuhai Henggin Weichuang Fortune Investment Co.,
Ltd.* (BRBREHAIBERE BB AR (the “Purchaser”, a subsidiary of and controlled by Guowei Fortune)
entered into the Equity Transfer Agreement (“Equity Transfer Agreement”), pursuant to which the Sellers
agreed to sell and the Purchaser agreed to acquire the entire equity interest of Weixing (an indirectly wholly-
owned subsidiary of the Company) (the “Disposal”). Pursuant to the Equity Transfer Agreement, the total
consideration payable by the Purchaser was RMB4,552,000,000.00, of which, amount for equity transferred
was RMB4,479,932,115.41, the debt repaid to the Company by the Purchaser in place of Weixing amounted
to RMB22,067,884.59, and the reserved costs of construction cost of auxiliary public rental houses for the
Transformation Project amounted to RMB50,000,000.00. After the completion of the Disposal, the carrying
amount of the Company’s monetary fund would increase by RMB4.502 billion, and it's expected that the
completion of the Disposal would generate unaudited accounting net profit of RMB3.498 billion for the Group
for the financial year ended 31 December 2017.

After the completion of the Disposal, the Company agreed to report Weixing as executor of the Transformation
Project, responsible for implementing and completing the Transformation Project and be entitled to all rights
and interests which may arise from the Transformation Project, except for property right of built public rental
houses for the Transformation Project. Accordingly, after the completion of the Disposal, the Company ceased
to be entitled to any interest of the Transformation Project and/or engage in the Transformation Project, except
for property right of built public rental houses for the Transformation Project, which had been approved by
Zhuhai Municipal Government.

As one of the applicable percentage ratios calculated under Chapter 14 of the Hong Kong Listing Rules for
the Disposal is more than 25% but less than 75%, the Disposal constitutes a major part of the Company
under Chapter 14 of the Hong Kong Listing Rules and therefore subject to the reporting, announcement and
shareholders’ approval requirements under the Hong Kong Listing Rules. According to relevant requirements in
Shenzhen Listing Rules and Articles of Association, the Disposal shall also be proposed for consideration and
approval by general meeting of the Company.
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V. MAJOR EVENTS

(V1). DISPOSAL OF SUBSTANTIAL ASSETS AND EQUITY (continued)
2. Disposal of substantial equity (continued)

Disposal of 100% Equity Interest in Weixing (which constituted a major transaction of the
Company under chapter 14 of the Hong Kong Listing Rules) (continued)

As at 25 April 2017, the Company had received an aggregate of RMB1,129,000,000.00, being part of
consideration for transfer of the equity interest of Weixing. As of 5 May 2017, the Company had received
the remaining balance of RMB3,340,295,323.16 for the equity transfer, and the Pharmaceutical Factory had
received the remaining balance of RMB739,636,792.25 for the equity transfer. Meanwhile, the Company had
also received the repayment of loan owed by Weixing to the Company of RMB22,067,884.59 made by the
Purchaser on behalf of Weixing. The aforesaid amount totaled RMB4,102,000,000.00. Accordingly, the total
amount received by the Group was RMB4,502,000,000.00.

On 23 June 2017, the Disposal and the matters related to the transfer of equity in the subsidiary to be
executed by the Board and its attorney at sole discretion with authorization were considered and approved at
the 2016 annual general meeting of the Company.

On 17 July 2017, the Company completed the registration and filing procedure of the change in equity
ownership of Weixing, Weixing had obtained a new Business License accordingly and the Company had ceased
to hold any equity interest in Weixing. Moreover, an aggregate amount of RMB4,102,000,000.00 deposited
in a regulatory account in China Citic Bank Corporation Limited (Zhuhai Branch) opened by the Company and
Pharmaceutical Factory had been released from being regulated after Weixing completed the procedures of
registration of industrial and commercial change.

(Vi) THE LAUNCH OF SHARE INCENTIVE OF THE COMPANY AND ITS EFFECT
v Applicable [ Not applicable

Restricted A Shares Incentive Scheme

In order to set up overall long-term incentive mechanism of the Company, retain and recruit outstanding staff,
maximize the proactiveness of core staffs and align the interests of all parties including shareholders, the
Company and operators, the Restricted A Shares Incentive Scheme was considered, approved and authorized
by the 2015 First Extraordinary General Meeting, the 2015 First Class Meeting of H Shareholders and the 2015
First Class Meeting of A Shareholders held on 13 March 2015. The Company has implemented the Restricted
A Shares Incentive Scheme. The validity period of the Restricted A Shares Incentive Scheme shall commence on
the date of the Proposed Grant of the Restricted Shares and end on the date on which all the Restricted Shares
granted have been unlocked or otherwise repurchased and cancelled with a period for less than 5 years.
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(V. THE LAUNCH OF SHARE INCENTIVE OF THE COMPANY AND ITS EFFECT

(continued)
Restricted A Shares Incentive Scheme (continued)

During the reporting period, details of implementation of the Restricted A Shares Incentive Scheme are as
follows:

On 8 February 2017, the Company completed the repurchase and cancellation of 133,274 restricted shares in
total, representing 0.03% of the total share capital of the Company before the repurchase and cancellation,
i.e. 425,730,126 shares. Please refer to “Repurchase, sale or redemption of securities” contained in Section V
of this report for the details of the repurchase cancellation.

On 28 March 2017, the “Resolution on Granting Shares to be Unlocked during the Second Unlocking Period
under the Restricted Shares Incentive Scheme of the Company” and “the Resolution on Repurchase and
Cancellation of Locked Restricted Shares Granted to Incentive Participants No Longer Satisfying the Conditions
for Incentive” were being passed. It was agreed: (i) to complete the unlock procedure of the Second Unlocking
Period for restricted shares initially granted in accordance with the relevant requirement of the Share Incentive
Scheme. The number of incentive participants satisfying unlocking conditions for this time was 427 in total.
The number of restricted shares which could be circulating in market after application for unlocking was
3,177,213 shares, representing 44.70% of the total number of shares with selling restrictions under share
incentive which had yet to be unlocked. The unlocking date (i.e. the first date of circulating in market) of
restricted shares for unlocking this time would be 7 April 2017, (ii) to repurchase and cancel all of the 34,260
shares which were comprised of 6,240 Restricted Shares granted but not yet unlocked from 1 incentive
participant in the initial grant of Restricted shares who was no longer satisfying the incentive conditions and
28,020 Restricted Shares granted but not yet unlocked from 5 incentive participants in the reserved grant
of Restricted Shares who were no longer satisfying the incentive conditions. Please refer to “Repurchase,
sale or redemption of securities” contained in Section V of this report for the details of the repurchase and
cancellation.
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V. MAJOR EVENTS

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

1. Connected Transactions in the Ordinary Course of Business

v Applicable

L] Not applicable

Proportion to
transaction  Settlement

Relationships Type of Description of  Pricing principle Amount of amount of method of
Transactions with with connected  connected connected of connected connected the same  connected
connected persons persons transactions transactions transactions transaction category transactions Disclosure date Disclosure index
(RMBO'000)
Shenzhen Haibin Subsidiary of the ~ Sale of Sale of Determined by 230.24 0.05% Bank settlement 25 March 2017 “Livzon Pharmaceutical
Pharmaceutical Co., Ltd. controlling commodities finished goods ~ negotiation Group Inc. Execution of
B3 shareholder based on Connected Transactions
market price in the Ordinary Course
Guangdong Blue Treasure  Associate Sale of Sale of Determined by 0.23 0.00% Bank settlement of Business for 2016
Pharmaceutical Co. Ltd commodities finished goods ~ negotiation and the Expected
(EREBHE based on Connected Transactions
BRAF) market price in the Ordinary Course
Jiaozuo Joincare Subsidiary of the  Sale of Sale of Determined by 91.54 0.02%  Bank settlement of Business for 2017
Pharmaceutical Industry controlling commodities raw material negotiation Announcement”
Group Co., Ltd shareholder based on (Announcement No.:
(EERETED market price 2016-015)
HRERDA)
Guangdong Blue Treasure  Associate Provision of Water, Determined by 395.37 55.22% Bank settlement
Pharmaceutical Co. Ltd. services electricity negotiation
(EREENE and power based on
BRAE) market price
Zhuhai Joincare Subsidiary of the  Provision of Water, Determined by 26.86 3.75% Bank settlement
Pharmaceutical Co., Ltd. controlling services electricity negotiation
CRBRETED shareholder and power based on
BEARDA) market price
Jiaozuo Joincare Subsidiary of the ~ Procurement of ~ Procurement of ~ Determined by 15,760.51 17.36% Bank settlement 24 December 2016 "Resolution announcement
Pharmaceutical Industry controlling goods raw materials negotiation of the 2016 Third
Group Co., Ltd shareholder based on Extraordinary General
(EFERRTED market price Meeting of Livzon
HRBARAF) Pharmaceutical Group
Shenzhen Haibin Subsidiary of the ~ Procurement of ~ Procurement of ~ Determined by 607.77 0.67% Bank settlement Inc.” (Announcement
Pharmaceutical Co., Ltd. controlling goods raw materials negotiation code: 2016-118)
(RYImEENE shareholder based on
BRAR) market price
Guangdong Blue Treasure  Associate Procurement of  Procurement of  Determined by 4231 0.05% Bank settlement 25 March 2017 “Livzon Pharmaceutical
Pharmaceutical Co. Ltd. goods raw materials negotiation Group Inc. Execution of
(EREEHE based on Connected Transactions
BRAR) market price in the Ordinary Course
of Business for 2016
Joincare Pharmaceutical Subsidiary of the  Procurement of ~ Procurement of ~ Determined by 6.48 0.01% Bank settlement and the Expected
Industry Group Co., Ltd controlling goods finished good negotiation Connected Transactions
(RETEZSE shareholder based on in the Ordinary Course
BRHBRAR) market price of Business for 2017
Announcement”
Jiaozuo Joincare Subsidiary of the  Acceptance of Water, Determined by 771.28 5.97% Bank settlement (Announcement No.:
Pharmaceutical Industry controlling services electricity negotiation 2016-15)
Group Co., Ltd shareholder and power based on
(EfERRTED market price
LRARLDA)
Zhuhai Joincare Subsidiary of the  Renting out of Hiring of office  Determined by 12.06 8.66% Bank settlement
Pharmaceutical Co., Ltd. controlling assets premises and negotiation
CRBRETED shareholder equipment based on
BEERAF) market price

Joincare Pharmaceutical
Industry Group Co., Ltd
(RETEZER
RABRAR)

Cynvenio Biosystems, Inc.

Controlling
Shareholder

The company in

which Directors

are holding
position

Hiring of assets

Procurement of
goods

Hiring of office
premises

Procurement of
equipment

Determined by 35.03 12.91%  Bank settlement
negotiation
based on
market price

Determined by 1,309.35 23.06% Bank settlement
negotiation
based on
market price

Total

19,289.03 = = = =

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

(if any)

Reason for the significant difference between the transaction amounts and referential
projection amounts (if applicable)

Not Applicable

During the Period, the total amount of the connected transactions actually conducted in the ordinary course of business was
RMB192.8568 million. Among which, the amount of connected transactions actually conducted between the Company and
controlling shareholders (Joincare) and their subsidiaries was RMB175.3841 million, representing 45.91% of the projected
amount (RMB382.0000 million) approved by the general meeting of shareholders and the Board of the Company; the
amount of connected transactions actually conducted between the Company and Blue Treasure Pharmaceutical (& & % &)
was RMB4.3791 million, representing 56.95% of the projected amount (RMB7.6894 million) approved by the Board of the
Company; the amount of connected transactions actually conducted between the Company and Cynvenio biosystems, inc.
was RMB13.0935 million, representing 72.74% of the projected amount (RMB18.00 million) approved by the Board of the
Company; and no connected transaction aforesaid exceeded the projected amount approved.

Not Applicable
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(Vil). SUBSTANTIAL CONNECTED TRANSACTION DISCLOSED PURSUANT TO
THE SHENZHEN LISTING RULES (continued)

2. Connected Transactions relating to Acquisition and Disposal of Assets

v Applicable  [INot applicable

Relationships Description  Pricing Carrying value Settlement
with Type of of principle of  of the assets method of Profit or
connected connected  connected connected transferred  Consideration  connected loss of the  Disclosure Disclosure
Connected parties parties transactions transactions  transactions (RMBO0'000) of transfer  transactions  transactions  date index
(RMBO000) (RMBO000) (RMBO000)
Jiaozuo Joincare Subsidiary of  Sale of assets Sale of Pricing principle 5267 57.81 Bank settlement 5.14  Not applicable ~ Not applicable
Pharmaceutical Industry ~ the controlling equipment  of negotiation
Group Co., Ltd. (BfERE  shareholder
RTENERERAR)
Reason for the significant difference between transfer consideration and Not applicable
carrying value or evaluation value (if any)
Effect on the operating results and financial position of the Company No significant effect on the operating results and financial position of the Company

3. Connected Transactions on Joint External Investment

L] Applicable v Not applicable
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(Vil). SUBSTANTIAL CONNECTED TRANSACTION DISCLOSED PURSUANT TO

THE SHENZHEN LISTING RULES (continued)

4, Credits and Debts with Connected Persons

v Applicable [ Not applicable

Non-operating credits and debts with connected persons

v Yes [ No

Liabilities receivable from the connected persons

Relationships Use of Balance at Amount Amount Balance at
with connected Reason for extraordinary the beginning increased for recovered for Interest of the end of
Connected parties parties occurrence capital  of the period the period the period  Interest rate the period the period
(RMB0'000) (RMBO'000) (RMBO'000) (RMB0'000) (RMBO'000)
Zhuhai Joincare Subsidiary of the Sales of goods, No 327 4574 49.01 - - 0.00
Pharmaceutical Co., Ltd. controlling provision of services,
(RBRERTENEE shareholder leasing of assets
BRAR)
Guangdong Blue Treasure Associate Sales of goods. No 901.80 44935 767.58 - = 583.57
Pharmaceutical Co. Ltd. provision of services
(BEREZHEARAR)
Shenzhen Haibin Subsidiary of the Sales of goods No 0.18 269.38 0.18 - - 269.38
Pharmaceutical Co., Ltd. controlling
CRYITBEHEEBRAR)  shareholder
Jiaozuo Joincare Subsidiary of the Sales of goods and No - 174.74 84.20 - = 90.54
Pharmaceutical Industry Group  controlling fixed assets
Co., Ltd. (EfERRTAED shareholder
HRBERRAR)
Health Pharmaceutical (China) ~ Subsidiary of the Renting out of assets No 333 - 333 = = 0.00
Co., ltd. (fEEEE% (FE)  controlling
BRAR) shareholder
Joincare Pharmaceutical Controlling Procurement of goods No 10.80 - 481 - - 5.99
Industry Group Co., Ltd. Shareholder
(RETEXEERN
BRAR)

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

4, Credits and Debts with Connected Persons (continued)

Liabilities payable to the connected persons

Balance at Amount Amount Balance at
Relationships with Reason for the beginning increased for recovered for Interest of the end of
Connected parties connected parties occurrence of the period the period the period  Interest rate the period the period
(RMBO'000) (RMBO'000) (RMBO'000) (RMBO'000) (RMBO'000)
Jiaozuo Joincare Subsidiary of the Procurement of 16,086.75 19,325.16 24,424.58 - - 10,987.33
Pharmaceutical Industry controlling shareholder  goods, water,
Group Co., Ltd. (E{ERE electricity and
TENERERRE) power
Shenzhen Haibin Subsidiary of the Procurement 0.34 1,094.13 0.67 - - 1,093.79
Pharmaceutical Co., Ltd. controlling shareholder  of goods,
(FIITEERE dividends
BRARF) payables
Guangdong Blue Treasure  Associate Procurement of 16.28 49.50 33.21 - - 32.57
Pharmaceutical Co. Ltd. goods
(EREEHERRAF)
Joincare Pharmaceutical Controlling shareholder  Procurement of - 5,089.60 48.96 - - 5,040.65
Industry Group Co., Ltd. goods, hiring
(BRTEXEERN of assets
BERAE)
Topsino Industries Limited ~ Subsidiary of the Dividends - 3,717.90 - - - 3,717.90
(RAEEEBRAR) controlling shareholder ~payables
Guangzhou Begol Trading  Party acting in concert  Dividends - 393.86 - - - 393.86
Corporation ( FE M with the controlling payables
RENEHRAE) shareholder
CYNVENIO A company in which Purchase of - 1,309.35 1,309.35 - - -
BIOSYSTEMS, INC Directors are holding  equipment
position
Effect of creditors with connected parties The creditors mainly arose from ordinary course of business of the Company. There is no significant effect on the operating
on the operating results and financial position results and financial position of the Company.

of the Company
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V. MAJOR EVENTS

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

5. Other Connected Transactions

L] Applicable v Not applicable

6. Relevant Enquiry about Website Disclosing the Interim Report on Connected
Transactions

Disclosure Date of Name of Website
the Interim Disclosing the Interim
Title of the Interim Announcement Announcement Announcement
Livzon Pharmaceutical Group Inc. Execution of 25 March 2017 B
Connected Transactions in the Ordinary Course (http://www.cninfo.com.
of Business for 2016 and Connected Transactions cn/)
in the Ordinary Course of Business for 2017
Announcement

(IX).CONNECTED TRANSACTIONS DEFINED IN HONG KONG LISTING RULES
1. Connected Persons

As Joincare (f#FZ7T) is the controlling shareholder of the Company, Joincare (f# & Jt) 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.

2. Continuing Connected Transactions

Please refer to “Connected Transactions in the Ordinary Course of Business” contained in Section V of this
Report for transactions actually occurred between the Group and the controlling shareholder Joincare and its
subsidiaries which constitute the “continuing connected transactions” under Chapter 14A of the Hong Kong
Listing Rules during the Reporting Period (except for Guangdong Blue Treasure Pharmaceutical Co. Ltd. ([ E®E
EEREEBRAA) and CYNVENIO BIOSYSTEMS, INC.).

(X). INFORMATION ON THE NON-OPERATING USE OF FUNDS OF THE
LISTED COMPANY BY THE CONTROLLING SHAREHOLDER AND ITS
RELATED PARTIES

L] Applicable v Not applicable

During the Reporting Period, there is no non-operating use of funds of the listed company by the controlling
shareholder of the Company and its related parties.

Livzon Pharmaceutical Group Inc. Interim Report 2017



V. MAJOR EVENTS

(XI). MAJOR CONTRACTS AND ITS ENFORCEMENT

1. Custody, Hiring and Leasing Matters
(1) Custody

[J Applicable v Not applicable

During the Reporting Period, the Company had no custody items which generated over 10% of total profit of
the Company for the Current Period.

(2) Hiring

L] Applicable v Not applicable

During the Reporting Period, the Company had no hiring items which generated over 10% of total profit of
the Company for the Current Period.

(3) Leasing

[J Applicable v Not applicable

During the Reporting Period, the Company had no leasing items which generated over 10% of total profit of
the Company for the Current Period.
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V. MAJOR EVENTS

(XI). MAJOR CONTRACTS AND ITS ENFORCEMENT (continuea)

2. Guarantees

v Applicable [J Not applicable
Unit: RMB’0,000
External guarantees of the Company (excluding guarantees to its subsidiaries )
Disclosure date Actual date of
of related event (Signing Actual
Name of announcements of Guaranteed date of guarantee Period of Performance Related party
guaranteed party guaranteed amount amount the Agreement) amount  Type of guarantee guarantee completion guarantee
Total of external guaranteed amount approved during - Total of actual external guaranteed amount -
the period (A1) approved during the reporting period (A2)
Total of external guaranteed amount approved at the - Total of actual external guaranteed amount -
end of the period (A3) approved at the end of the reporting
period (Ad)
Guarantees between the Company and its subsidiaries
Disclosure date Actual date of
of related event (Signing Actual
Name of announcements of Guaranteed date of guarantee Period of Performance Related party
guaranteed party guaranteed amount amount the Agreement) amount  Type of guarantee guarantee completion guarantee
Livzon MABPharm Inc. 2017.06.24 5,000.00 2016.6.22 588.23  Joint obligation 2016.6.22- No
(RETBHRER guarantee 2019.6.22
ENRTERAR)
Zhuhai Livzon Diagnostic  2017.06.24 10,000.00 2013.02.05 1,804.42  Joint obligation 2013.02.05- No
Reagents Inc. (X8 B% guarantee 2018.02.04
ABEBHERAR)
Zhuhai Livzon Diagnostic  2017.06.24 4,000.00 2015.09.11 160.00  Joint obligation 2015.09.11- No
Reagents Inc. (KB guarantee 2018.09.11
AARBARAR)
Total of guaranteed amount to its subsidiaries RMB362,500.00 Total of actual guaranteed amount to 4,486.57
approved during the reporting period (B1) its subsidiaries approved during the
reporting period (B2)
Total of guaranteed amount to its subsidiaries RMB362,500.00 Total of actual guaranteed amount to its 2,552.65
approved at the end of the reporting period (B3) subsidiaries approved at the end of the
reporting period (B4)
Subsidiaries’ guarantees to subsidiaries
Disclosure date Actual date of
Subsidiaries’ guarantees of related event (Signing Actual
to subsidiaries Name of announcements of Guaranteed date of guarantee Period of Performance Related party
guaranteed party guaranteed amount amount the Agreement) amount  Type of guarantee guarantee completion guarantee
Total of guaranteed amount to its subsidiaries - Total of actual guaranteed amount to -
approved during the reporting period (C1) its subsidiaries approved during the
reporting period (C2)
Total of guaranteed amount to its subsidiaries - Total of actual guaranteed amount to its -
approved at the end of the reporting period (C3) subsidiaries approved at the end of the
reporting period (C4)
Total guaranteed amount of the Company (the total of the above three items)
Total of guaranteed amount approved during the RMB362,500.00 Total of actual guaranteed amount 4,486.57
reporting period (A1+B1+C1) approved during the reporting period
(A2+4B2+C2)
Total of guaranteed amount approved at the end of RMB362,500.00 Total of actual guaranteed amount 2,552.65
the reporting period (A3+B3+C3) approved at the end of the reporting
period (A4+B4+C4)
Total of actual guaranteed amount (A4+B4+C4) proportion to the net 0.37%

assets of the Company

Among which:

Guaranteed amount provided to shareholders, the ultimate beneficial
owner and their related parties (D)

Debt guaranteed amount to guaranteed party asset-liability ratio
exceeding 70% directly or indirectly (E)

The amount exceeding 50% of net assets in total guaranteed amount (F)

Total of guaranteed amount of the above three items (D+E+F)

For not yet mature guarantees, may undertake joint obligation (if any)

lllegal external guarantees (if any)

Not Applicable
Not Applicable

Information on illegal external guarantees

L] Applicable v Not applicable

During the Reporting Period, the Company had no illegal external guarantee.
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V. MAJOR EVENTS

(X1). MAJOR CONTRACTS AND ITS ENFORCEMENT (continued)
3. Other Major Contracts

v Applicable [ Not applicable

Carrying value of
the underlying Connected
Name of the Name of the contracted Date of assets in Transaction transaction  Connected  Execution as of the end of the
contracted company counterparty Contract subject  contract the contract  Pricing principle  consideration  or not relationships Reporting Period
(RMBO'000) (RIBO'000)
(if any)

Livzon Group Xinbeijiang Hangzhou Zhongmei Huadong Acarbose bulk 31 May 2017 - Determined by 43,060.00 No Nil As of the end of the Reporting Period,
Pharmaceutical Manufacturing Pharmaceutical Co., Ltd. medicines negotiation based an aggregate of RMB16.1531 million
Inc. (EREEMLIRERRE  (MHFEERZEERAF) on market price transaction amount (tax inclusive)
BAaE) has been recorded, representing

3.36% of the contracted amount

4. Other Material Transactions

v Applicable [J Not applicable

Please refer to “Disposal of substantial equity” contained in Section V of this Report for details on the disposal
of 100% equity interest in Weixing (a subsidiary of the Company) during the Reporting Period.
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V. MAJOR EVENTS

(XI).COMMITMENTS PERFORMED DURING THE REPORTING PERIOD OR
NOT YET PERFORMED AS OF THE END OF THE REPORTING PERIOD BY
THE DE FACTO CONTROLLER, SHAREHOLDERS, RELATED PERSONS,
PURCHASER AND THE COMPANY

L] Applicable v Not applicable

(XIl). SOCIAL RESPONSIBILITY
1. Fulfilling social responsibility of targeted poverty alleviation

The Company temporarily did not carry out the works of targeted poverty alleviation during the interim
reporting period, and did not has the subsequent plan of targeted poverty alleviation for the time being.

2. Major Environmental Events

(1) The Listed Company and its subsidiaries belonging to key units discharging pollutants as
announced by the environmental protection department

v Yes [ No [ Not applicable

Pollutant
Name of Major Discharge Total
Pollutants The Number of  Distribution Standard Total Emissions
and Specific Method of Discharge  of Discharge  Concentration Implemented Emissions Verified  Excessive
Name of Company or Subsidiary Pollutant Discharge Outlet  Outlet (mg/L) (mg/L) (t/a) (t/a)  Emissions
Livzon Group Fuzhou Fuxing cop 169.027 500 61.366 3943 No
) . . . Northwest of
Pharmaceutical Co., Ltd. Ammonia intermittent iy
("Fuxing Company") nitrogen 25.348 60 0.5126 65.6 No

(2) Construction and operation of pollution prevention and treatment facilities

Since its commencement of production, Fuxing Pharmaceutical, a subsidiary of the Company, has effectively
collected and treated the “three wastes” in accordance with the requirements of the “Three Simultaneous”
system. Specifically, the designed sewage treatment capacity is 4,000 tonnes per day, with an upfront
investment of more than RMB18 million. By employing an advanced sewage treatment process known as
“Regulating pool + Hydrolysis acidification tank + SBR + Precipitation + Air float”, the treatment system has
an effective pool capacity of 14,000 cubic meters and accommodates over 20 sets of treatment equipment,
with an installed capacity of 700KW. Its operating system is automatically controlled by the PLC programmable
control system. To date, nearly RMB10 million has successively been invested to improve the water treatment
process, so as to ensure all indicators of discharges from wastewater treatment consistently meet the relevant
standards. After satisfying the third-grade discharge standards and the standards provided in the agreement
entered into with Jiangyin sewage plant, waste water after treatment will be piped in to Jiangyin sewage plant
operated by Fujian Huadong Water Treatment Co., Ltd. ({8 Z2ZE R /KB R A 7)) via sewage pipe network at
the industrial park area.
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V. MAJOR EVENTS

(XIv) COMPARED WITH FINANCIAL STATEMENT OF THE PREVIOUS
ACCOUNTING PERIOD, THE EXPLANATION OF CHANGE WITHIN
COMBINED STATEMENT

v Applicable [J Not applicable

Livzon MABPharm (USA) Limited (BBIZREH A1 (£B) AR A F]) was founded with 100% registered
capital from Livzon MAB on June 2017 and was included in the scope of combination during the period.

(XV). APPOINTMENT AND DISMISSAL OF CERTIFIED PUBLIC ACCOUNTANTS

After consideration and approval at the 2016 Annual General Meeting of the Company, the re-appointment
of Ruihua Certified Public Accountants (LLP) as the auditors firm of the Company for the year 2017 has been
approved.

Whether the interim financial report has been audited
Ll Yes v No

The interim financial report of the Company has not been audited.

(XV. PUNISHMENT AND RECTIFICATION

L] Applicable v Not applicable

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

(XVI. UNVEILING THE RISKS OF ILLEGALITY, NON-COMPLIANCE AND
DELISTING

[J Applicable v Not applicable
During the Reporting Period, the Company was not exposed to the risks of illegality, non-compliance and

delisting.

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

[J Applicable v Not applicable

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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V. MAJOR EVENTS

(XIX). OTHER SIGNIFICANT EVENTS
v Applicable [ Not applicable

1. Non-Public issuance of A Shares

In order to achieve long-term development targets of the Company that sticks to researching and developing
initially and completing products line, to complement its liquidity and repay bank loans with optimization of
its balance sheet and improvement of financial position, the Company’s plan for non-public issuance of A
shares (“the Issuance”) was considered and approved by the 2015 Third Extraordinary General Meeting held
on 21 December 2015. At the 2016 Second Extraordinary General Meeting held on 25 April 2016, the Board
considered and passed the adjustments to the number of issuance, pricing methods and issue price of the plan
of the Issuance.

The Issuance was completed as approved by the China Securities Regulatory Commission on 19 September
2016. The number of shares under the Issuance was 29,098,203 A Shares. The gross proceeds of the Issuance
amounted to RMB1,457,819,970.30, net of issuance expenses totaling RMB37,519,603.53, the net proceeds
were RMB1,420,300,366.77.

On 24 March 2017, the Board has comprehensively inspected the progress of the projects invested with
proceeds from the Issuance in 2016, and considered and approved to make adjustments to the projects
invested with proceeds for which the difference between the originally planned use of proceeds and the actual
use of proceeds exceeds 30%. The adjustments involved that to the major investment plan of the “Deeper
development and industrialization upgrade of innovative llaprazole series” and that to the major investment
plan of the capital injections to Livzon MAB for investment in the construction of “Research & Development
and Industrialization of Therapeutic Antibody-based Drugs”.

On 30 March 2017, the Company has received the “Notice of Approval of Registration Change” on the
completion of the business registration of increase in the registered capital of the Company due to the
Issuance from Guangdong Province Zhuhai Administration for Industry and Commerce. The above industrial
and commercial change of registered capital of the Company came into effect on 23 March 2017.

The aforesaid adjustments are made by the Company in view of the actual progress of the projects invested
with proceeds. There were only adjustments to the amount of proceeds used in each of the subsequent
years of the project and the construction period of industrialization project, without changing the use of the
proceeds. The adjustments have been considered and approved at the annual general meeting for 2016 on 23
June 2017.
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V. MAJOR EVENTS

(XIX.OTHER SIGNIFICANT EVENTS (continued)
2. Shares pledged by the controlling shareholders

The Company noted on 29 May 2014, by a notice from Topsino Industries Limited (K EX AR A A]), a
wholly-owned subsidiary of Joincare (#2FZ7T) , 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 (f#F7T ) Pharmaceutical Industry Group Co., Ltd. (FE{ERRE
TEMEBAR A A), another wholly-owned subsidiary of Joincare (§2E27T) . 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.

On 19 September 2016, the Company received the notice from Topsino that Topsino released the pledge of
the original pledge of 4,550,000 H Shares of the Company to Nanyang Commercial Bank, relevant release
procedures have completed, and the released shares approximately accounting for 1.07% of the total shares in
issue at that time of the Company (425,730,126 shares).

On 15 August 2017, the Company received the notice from Topsino that Topsino released the pledge of
the original pledge 0f16,250,000 H Shares of the Company to Nanyang Commercial Bank, relevant release
procedures have been completed, and the released shares approximately accounting for 2.94% of the total
shares in issue of the Company (553,231,369 shares). As at the date of this report, no shares of the Company
held by Topsino are pledged.

As at the date of the Report, Joincare ({2527t ) , the Company’s controlling shareholder, directly and indirectly,
holds and controls a total of 247,857,176 shares of the Company, representing 44.80% of the Company'’s
total issued shares. Among which, Topsino directly holds 96,665,487 H Shares of the Company, representing
approximately 17.47% of the Company’s total issued shares.
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V.

MAJOR EVENTS

(XIX). OTHER SIGNIFICANT EVENTS (continued)

3.
(1

Repurchase, sale or redemption of securities

In view of that 9 original Incentive Participants under the First Grant of the Restricted A Shares Incentive
Scheme and 5 original Incentive Participant under the Reserved Grant have resigned, pursuant to the
provisions of “13. Handling unusual changes to the Company/Incentive Participants” under the Restricted
A Shares Incentive Scheme, the Company has repurchased and cancelled the 133,274 Restricted Shares
granted but still locked-up as held by the 14 resigned Incentive Participants.

On 6 February 2017, the Company purchased a total of 133,274 of the Restricted Shares (the
“Repurchased A Shares”) on the Shenzhen Stock Exchange at the price of RMB18.81 per share for
103,974 Restricted Shares of the First Grant and at the price of RMB24.11 per share for 29,300
Restricted Shares of the Reserved Grant respectively (the “Repurchase”). The aggregate purchase price
paid for the Repurchase was RMB2,662,173.94. The Repurchased A Shares represented approximately
0.03% of the total issued capital of the Company immediately prior to the Repurchase. According to the
Repurchase, the Repurchased A Shares have already been cancelled on 8 February 2017. Following the
completion of the Repurchase, the total issued share capital of the Company reduced from 425,730,126
shares to 425,596,852 shares (comprising 280,005,492 A Shares and 145,591,360 H Shares).

In view of that one original Incentive Participants under the First Grant of the Restricted A Shares
Incentive Scheme and five original Incentive Participant under the Reserved Grant have resigned,
pursuant to the provisions of “13. Handling unusual changes to the Company/Incentive Participants”
under the Restricted A Shares Incentive Scheme, the Company has repurchased and cancelled the 34,260
Restricted Shares granted but still locked-up as held by the six resigned Incentive Participants.

On 13 June 2017, the Company purchased a total of 34,260 of the Restricted Shares (the “Repurchased
A Shares”) on the Shenzhen Stock Exchange at the price of RMB18.81 per share for 6,240 Restricted
Shares of the First Grant and at the price of RMB24.11 per share for 28,020 Restricted Shares of the
Reserved Grant respectively (the “Repurchase”). The aggregate purchase price paid for the Repurchase
was RMB792,936.60. According to the Repurchase, the Repurchased A Shares have already been
cancelled on 14 June 2017. Following the completion of the Repurchase, the total issued share capital
of the Company will reduce from 425,596,852 shares to 425,562,592 shares (comprising 279,971,232 A
Shares and 145,591,360 H Shares).

Save as disclosed above, throughout the period from 1 January 2017 to 30 June 2017, neither the Company
nor any of its subsidiaries repurchased, sold or redeemed any of the listed securities of the Company.

For further details of the Restricted A Shares Incentive Scheme, please refer to section V “Implementation and
Impact of Shares Incentive of the Company” of the Report.

4,

Dividends

On 23 June 2017, the Company convened the annual general meeting for 2016 to consider and approve the
payment of a cash dividend of RMB5.00 (tax included) (the “Cash Dividend”) per 10 shares to all Shareholders,
totaling RMB212,781,296 (tax inclusive), and a bonus issue to all Shareholders by way of capitalising capital
reserve on the basis of 3 shares (the “Bonus Share”) for every 10 shares. The Company completed the
payment of the Cash Dividend of A Shares and H Shares on 7 July 2017 and 28 July 2017, respectively.

The Board does not recommend the payment of an interim dividend for the six months ended 30 June 2017.
The Company did not pay any dividend during the six months ended 30 June 2016.
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V. MAJOR EVENTS

(XX).SIGNIFICANT EVENT OF SUBSIDIARIES OF THE COMPANY
v Applicable [ Not applicable

Please refer to the related content in “Disposal of substantial equity” in Section V in this report for the details
of significant events of subsidiaries of the Company.

(XX. DURING THE REPORTING PERIOD, THE EXPLANATION OF "NON-
STANDARD AUDITORS’ REPORT” GIVEN BY THE BOARD OF
DIRECTORS, THE SUPERVISORY COMMITTEE

[J Applicable v Not applicable

(XXI. THE EXPLANATION OF RELEVANT INFORMATION ON “NON-STANDARD
AUDITORS’ REPORT” FOR LAST YEAR BY THE BOARD

[J Applicable v Not applicable

(XXI.PLANS FOR PROFIT DISTRIBUTION AND CONVERSION OF CAPITAL
RESERVE INTO SHARE CAPITAL

L] Applicable v Not applicable
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VI. CHANGES IN EQUITY AND SHAREHOLDERS

(I). CHANGES IN SHARES
1. As at 30 June 2017, the share capital structure of the Company is as follows:

Unit: Shares
Increase/Decrease (+, -)

Before the current change due to the current change After the current change
Percentage Percentage
Number  (approximately) Others Sub-total Number  (approximately)
.- Shares subject to selling restrictions 44,392,430 10.43% -3,013,481 3,013,481 41,378,949 9.73%
1 State-owned shares
2 State-owned legal person shares 11,777,256 2.77% - - 11,777,256 2.77%
3 Other domestic shares 32,615,174 7.66% -3,013,481 -3,013,481 29,601,693 6.96%
Of which: Domestic legal person shares
Domestic natural person shares 7,416,971 1.74% -3,013,481 3,013,481 4,403,490 1.04%
Funds and asset management products 25,198,203 5.92% - - 25,198,203 5.92%
4 Foreign shares
Of which: Overseas legal person shares
QOverseas natural person shares
Il Shares not subject to selling restrictions 381,337,696 89.57% 2,845,947 2,845,947 384,183,643 90.27%
1 Ordinary shares denominated in Renminbi 235,746,336 55.37% 2,845,947 2,845,947 238,592,283 56.07%
2 Domestically listed foreign shares
3 Overseas listed foreign shares 145,591,360 34.20% - - 145,591,360 34.20%
4 Others
. Total number of shares 425,730,126 100.00% -167,534 -167,534 425,562,592 100.00%

Reasons for changes in equity

v Applicable [J Not applicable

The Company has completed the Second Unlocking in March 2017 under the Restricted A Shares Incentive
Scheme and 3,177,213 shares have been unlocked with 331,266 locked shares held by the senior
management, resulted in an actual increase of 2,845,947 non-restricted shares of the Company and listed on 7
April 2017.

On 8 February 2017, the Company repurchased and cancelled 133,274 Restricted Shares held by 14
Participants.

On 14 June 2017, the Company repurchased and cancelled 34,260 Restricted Shares held by 6 Participants.
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VI.

(1). CHANGES IN SHARES (continued)

2. Changes in shares with selling restrictions

CHANGES IN EQUITY AND SHAREHOLDERS

v Applicable [ONot applicable
Unit: Shares
Number of
shares with Increase in -~ Number of
selling  Number of  number of shares with
restrictions shares  shares with selling
at the relieved from selling  restrictions
Beginning of  restrictions  restrictions  atthe End  Reasons for Date of relieving

Name of shareholder the Period for the Period in the Period of the Period  selling restrictions from restrictions

Guangzhou Begol Trading Holdings Limited 7,877,256 - - 7,877,256 shares pledged, shares locked, not confirmed
(EMTRHNESHAA) shares with selling restriction

before initial issue

Penghua Asset Management 14,900,000 - - 14,900,000  non-public issuance of restricted 20 September 2017
(Shenzhen) Co., Ltd. shares (14,900,000 shares)

Caitong Fund Management Co., Ltd. 5,200,000 - - 5,200,000 non-public issuance of restricted 20 September 2017
shares (5,200,000 shares)

Da Cheng Fund Management Co., Ltd. 4,100,000 - - 4,100,000  non-public issuance of restricted 20 September 2017
shares (4,100,000 shares)

China Huarong Asset Management 3,900,000 - - 3,900,000  non-public issuance of restricted 20 September 2017
Co., Ltd. shares (3,900,000 shares)

China Merchants Wealth Asset 998,203 - - 998,203 non-public issuance of restricted 20 September 2017
Management Co., Ltd shares (998,203 shares)

Total 584 of the incentive participants 6,557,486 2,835,066 - 3,554,886 restricted shares under the share 7 April 2017; 13 November
(middle management, core technology incentive scheme 2017 (359,910 shares);
(business) staff) ot 27 March 2018

(2,835,066 shares);
12 November 2018
(359,910 shares)

Tao Desheng 206,992 82,797 82,797 206,992 restricted shares under the share 7 April 2017, 27 March
incentive scheme, locked shares 2018 (82,797 shares)
held by the senior management

Xu Guoxiang 206,992 82,797 82,797 206,992 restricted shares under the share 7 April 2017, 27 March
incentive scheme, locked shares 2018 (82,797 shares)
held by the senior management

Lu Wengi 132,405 52,962 52,962 132,405  restricted shares under the share 7 April 2017, 27 March
incentive scheme, locked shares 2018 (52,962 shares)
held by the senior management

Yang Daihong 132,405 52,962 52,962 132,405  restricted shares under the share 7 April 2017, 27 March
incentive scheme, locked shares 2018 (52,962 shares)
held by the senior management

Si Yanxia 82,777 33,111 33,111 82,777 restricted shares under the share 7 April 2017, 27 March
incentive scheme, locked shares 2018 (33,111 shares)
held by the senior management

Zhou Peng 58,524 21,762 10,881 47,643 restricted shares under the share 7 April 2017, 27 March
incentive scheme, locked shares 2018 (21,762 shares)
held by the senior management

Yang Liang 39,390 15,756 15,756 39,390 restricted shares under the share 7 April 2017, 27 March
incentive scheme, locked shares 2018 (15,756 shares)
held by the senior management

Total 44,392,430 3,177,213 331,266 41,378,949

Note:

1. During the Period, among the shares with selling restriction held by incentive participants (excluding senior
managements), 167,534 shares were bought back while some were relieved from selling restriction, therefore, the
number of shares with selling restrictions at the End of the Period was 3,554,886,

2. The shares with selling restriction increased in the Period held by senior management shown in the table above were

locked shares, which will be unlocked year by year proportionately according to the Securities Law of the People’s
Republic of China and other relative laws and regulations.
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VI. CHANGES IN EQUITY AND SHAREHOLDERS

(1). CHANGES IN SHARES (continued)

Approval of changes in equity

v Applicable [J Not applicable

On 30 November 2016, “the Resolution on Repurchase and Cancellation of Locked Restricted Shares Granted
to Incentive Participants No Longer Satisfying the Conditions for Incentive” was being passed at the Thirty-
second Meeting of the Eighth Session of the Board and the Twenty-fifth Meeting of the Eighth Session of the
Supervisory Committee of the Company.

On 28 March 2017, the “Resolution on Granting Shares to be Unlocked during the Second Unlocking Period
under the Restricted Shares Incentive Scheme of the Company” and “the Resolution on Repurchase and
Cancellation of Locked Restricted Shares Granted to Incentive Participants No Longer Satisfying the Conditions
for Incentive” were being passed at the Thirty-sixth Meeting of the Eighth Session of the Board and the
Twenty-eighth Meeting of the Eighth Session of the Supervisory Committee of the Company.

Transfer of changes in equity

[J Applicable v Not applicable

Impacts of changes in equity on the financial indicators such as basic and diluted earnings per
share of the latest year and latest period, net asset value per share attributable to the ordinary
Shareholders of the Company.

L] Applicable v Not applicable

Other information considered necessary by the Company or required by securities regulators to
be disclosed

[J Applicable v Not applicable

Changes in the total number of shares, the shareholdings and the asset and liability structure
of the Company

L] Applicable v Not applicable

(11). NUMBER OF SHAREHOLDERS AND DETAILS ON SHAREHOLDINGS
1. Number of Shareholders

At the End of the Reporting Period, the Company had a total of 15,169 Shareholders which included 8 H
Shareholders (Note 1) and 15,161 A Shareholders. Based on the information that is publicly available to the
Company and within the knowledge of the Directors, the public float of the Company has satisfied relevant
requirements under the Hong Kong Listing Rules as at the date of the Report.

Total number of ordinary 15,169 holders (including Total number of preferential 0
Shareholders at the End 15,161 A Shareholders Shareholders with voting rights
of the Reporting Period and 8 H Shareholders) resumed at the End of the

Reporting Period (if any)

Livzon Pharmaceutical Group Inc. Interim Report 2017



VI. CHANGES IN EQUITY AND SHAREHOLDERS

(I1). NUMBER OF SHAREHOLDERS AND DETAILS ON SHAREHOLDINGS (continued)

2. Shareholdings of Ordinary Shareholders holding more than 5% shares or top ten
Ordinary Shareholders

Unit: Shares

Number of Number
ordinary of Number of
shares held ordinary ordinary
at the Change shares shares
End of the  during the with without ALAIE S
Nature of Class of ~ Shareholding  Reporting  Reporting selling selling
Name of Shareholder Shareholder shares percentage Period Period  restrictions restrictions Share status Number
(Shares) ~ (Shares) (Shares)
HKSCC Nominees Limited e Foreign legal person  H Share 34.21% 145,587,570 - 16,250,000"%2 129,337,570 Pledge 16,250,000
Joincare Pharmaceutical Industry Group Co., Ltd. Domestic non-state A Share
owned legal person 23.68% 100,763,218 - - 100,763,218
Penghua Asset Management-SPDB-Hwabao Others A Share
Trust - Hwabao -Kang Sheng Tian Tian Xiang
Shang Assembled Funds Trust Scheme e 3.50% 14,900,000 - 14,900,000 -
Guangzhou Begol Trading Corporation State owned legal A Share Pledge and
person 1.85% 7,877,256 - 7,877,256 - lock up 7,877,256
Shenzhen Haibin Pharmaceutical Co., Ltd. Domestic non-state A Share
owned legal person 180% 7,660,826 - - 7,660,826
Central Huijin Investment Company Limited State owned legal A Share
person 129% 5,487,820 - - 5,487,820
China Construction Bank Corporation Others A Share
- Boshi Industry Mixed Securities
Investment Fun (LOF) 0.99% 4,200,603 200,000 - 4,200,603
China Huarong Asset Management Co., Ltd. ##7  State owned legal A Share
person 0.92% 3,900,000 - 3,900,000 -
China Merchants Bank Co., Ltd. Others A Share
- Hui Tian Fu Medical Services Flexible
Configuration Hybrid Securities Investment Fund 0.84% 3,590,796 3,590,796 - 3,590,796
National Social Security Fund 113 e Others A Share 0.58% 2,473,180 -7,083,976 1,700,000 773,180
Description on strategic investors or general legal persons becoming Not applicable
the top ten ordinary Shareholders by placing of new shares (if any)
Description on connection and concert in actions among the aforesaid Shareholders (1) On 2 January 2004, Joincare and Begol (&7 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; (2) Haibin
Pharmaceutical Co., Ltd. (/8% # ) is Joincare’s directly and indirectly wholly owned subsidiary; (3) the Company
does not aware 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.

Livzon Pharmaceutical Group Inc. Interim Report 2017

71



VI. CHANGES IN EQUITY AND SHAREHOLDERS

(I1). NUMBER OF SHAREHOLDERS AND DETAILS ON SHAREHOLDINGS (continued)

3. Shareholdings of top ten ordinary Shareholders without selling restrictions

Name of Shareholder

Number of
ordinary
shares held
without selling
restriction

at the End of
the Reporting
Period

(Shares)

Type of shares

Category
of shares

Number
(Shares)

HKSCC Nominees Limited Mt

Joincare Pharmaceutical Industry Group Co., Ltd.
Shenzhen Haibin Pharmaceutical Co., Ltd.
Central Huijin Investment Company Limited
China Construction Bank Corporation
— Boshi Industry Mixed Securities Investment Fund (LOF)
China Merchants Bank Co., Ltd.
— Hui Tian Fu Medical Services Flexible Configuration
Hybrid Securities Investment Fund
Bank of China Limited
— Castrol Healthcare Equity Securities Investment Fund
National Social Security Fund 102 Mote
Bank of China — Castrol Growth and Income Securities

Investment Fund

Huaxia Growth Securities Investment Fund
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129,337,570

100,763,218

7,660,826

5,487,820

4,200,603

3,590,796

2,290,430

1,868,532

1,800,659

1,702,745

Overseas listed
foreign shares
Ordinary shares
denominated in
Renminbi
Ordinary shares
denominated in
Renminbi
Ordinary shares
denominated in
Renminbi
Ordinary shares
denominated in
Renminbi
Ordinary shares
denominated in
Renminbi
Ordinary shares
denominated in
Renminbi
Ordinary shares
denominated in
Renminbi
Ordinary shares
denominated in
Renminbi
Ordinary shares
denominated in
Renminbi

129,337,570

100,763,218

7,660,826

5,487,820

4,200,603

3,590,796

2,290,430

1,868,532

1,800,659

1,702,745



(1.
3.

VI. CHANGES IN EQUITY AND SHAREHOLDERS

NUMBER OF SHAREHOLDERS AND DETAILS ON SHAREHOLDINGS (continued)

Shareholdings of top ten ordinary Shareholders without selling restrictions (continued)

Description on connection and concert (1) On 2 January 2004, Joincare (£ t) and Begol entered into a
in actions among top ten ordinary share transfer and custody agreement and a share pledge agreement,
Shareholders without selling restrictions  pursuant to which the 6,059,428 original domestic legal person shares (the
themselves and between top ten number of shares was increased to 7,877,256 shares after the Company's
ordinary Shareholders without selling implementation of 2014 Equity Distribution) of the Company held by Begol
restrictions and top ten ordinary have been directly transferred, entrusted and pledged to Joincare (f&5Z7T) ;
Shareholders (2) Haibin Pharmaceutical Co., Ltd. GEERZHFR A F]) is Joincare's directly

and indirectly wholly-owned subsidiary; (3) both Bank of China Limited —
Castrol Healthcare Equity Securities Investment Fund and Bank of China -
Castrol Growth and Income Securities Investment Fund belong to Harvest
Fund Management Co., Ltd; (4) 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.

Description of the top ten ordinary Not applicable

Sha

reholders of ordinary shares involved

in the margin financing and securities
lending business (if any)

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 74,358,067 H Shares held by Topsino Industries Limited (X# &2 AR 2 7)), which is a wholly-
owned subsidiary of Joincare (42FZ7C), 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. In
19 September 2016 and 15 August 2017, Topsino released its 4,550,000 and 16,250,000 H shares of the Company
pledged to Nanyang Commercial Bank, respectively. As at the date of this report, none of the shares of the Company
held by Topsino was pledged. Please see the section headed “Shares Pledged by the Controlling Shareholder” in
Chapter V of this report for details.

Note 3:Each of Penghua Asset Management-SPDB-Hwabao Trust — Hwabao-Kang Sheng Tian Tian Xiang Shang Assembled

Funds Trust Scheme, National Social Security Fund 113, China Huarong Asset Management Co., Ltd. and Dacheng
Income Growth Securities Investment Fund are allottees of the Company’s non-public issuance of A shares (The
corresponding allottees are Penghua Asset Management (Shenzhen) Co., Ltd., Da Cheng Fund Management Co.,
Ltd., China Huarong Management Co., Ltd. and Da Cheng Fund Management Co., Ltd.), with allotted non-public
A shares of the Company of 14,900,000, 1,700,000, 3,900,000 and 600,000 shares respectively. On 19 September
2016, the Company completed the non-public issuance. The shares subscribed by allottees cannot be transferred
within 12 months from the listing date of the new shares, and the estimated circulation date of the listed new shares
shall be 20 September 2017 (to be postponed accordingly if not a trading day).

Whether any of the top ten ordinary Shareholders and the top ten non-restricted ordinary
Shareholders of the Company conducted any transactions on agreed repurchases during the
Reporting Period

[Yes

v'No

The top ten ordinary Shareholders and the top ten non-restricted ordinary Shareholders of the Company did
not conduct any transactions on agreed repurchases during the Reporting Period.
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VI. CHANGES IN EQUITY AND SHAREHOLDERS

(I1). NUMBER OF SHAREHOLDERS AND DETAILS ON SHAREHOLDINGS (continued)

4. As at 30 June 2017, the following major Shareholders and other persons (other
than the Directors, supervisors or chief executives as defined in the SFO) had
interests and short positions in the shares and underlying shares of the Company
which were required to be recorded in the register required to be kept by the
Company under section 336 of the SFO:

Asa Asa
percentage to percentage
Number of the the specific to the
Shares interested/ class of issued total issued
subject to the Shares of the Shares of
Name of Director Capacity short position Position Company the Company
Substantial shareholders
Baiyeyuan Interest of controlled corporations 116,301,300 A Shares”  Long position 41.54% 27.33%
Interest of controlled corporations 74,358,067 H Shares?  Long position 51.07% 17.47%
Ms. Liu Guangxia (2B &) Spouse interest 116,301,300 A Shares”  Long position 41.54% 27.33%
74,358,067 H Shares?  Long position 51.07% 17.47%
Joincare (R TT) 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 7,877,256 A Shares”  Long position
shares
116,301,300 A Shares 41.54% 27.33%
Interest of controlled corporations 74,358,067 H Shares?  Long position 51.07% 17.47%
Topsino Industries Beneficial owner 74,358,067 H Shares?  Long position 51.07% 17.47%
Others
UBS Group AG Person having a security interest in 567,010 H Shares®  Long position
shares
Interest of controlled corporations 9,702,584 H Shares®  Long position
10,269,594 H Shares 7.05% 2.41%
Interest of controlled corporations 387,620 H Shares”  Short position 0.27% 0.09%
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VI. CHANGES IN EQUITY AND SHAREHOLDERS

(I1). NUMBER OF SHAREHOLDERS AND DETAILS ON SHAREHOLDINGS (continued)

4,

As at 30 June 2017, the following major Shareholders and other persons (other
than the Directors, supervisors or chief executives as defined in the SFO) had
interests and short positions in the shares and underlying shares of the Company
which were required to be recorded in the register required to be kept by the
Company under section 336 of the SFO: (continued)

Among these shares, 108,640,474 shares and 7,660,826 shares are held directly by Joincare ( #£527T) and its wholly-
owned subsidiary, Haibin Pharmaceutical.

These shares are held directly by Topsino Industries, a wholly-owned subsidiary of Joincare (f#EZT) .

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.

These shares are held directly by Haibin Pharmaceutical, a wholly-owned subsidiary of Joincare (f2FE7t) .

These shares were directly transferred from, entrusted and pledged by Begol in favor of Joincare (2 JT) in
accordance with the share transfer, custody and pledge agreement with Joincare ({#527T) and Zhuhai Lishi Investment
Co., Ltd. (B8 MBI E AR A RF]) dated 2 January 2004, the share transfer and custody agreement and the share
pledge agreement with Joincare (& T) .

These shares include 567,010 shares attributable to security interest and 9,702,584 shares attributable to interest
in controlled corporations, among which 387,620 shares are derivatives delivered by cash. Interest in controlled
corporations is held as to 388,972 shares, 2,426,822 shares, 190,980 shares, 8,800 shares, 6,685,610 shares and
1,400 shares by its wholly-owned entities, namely UBS AG, UBS Asset Management (Hong Kong) Ltd, UBS Asset
Management (Singapore) Ltd, UBS Asset Management Trust Company, UBS Fund Management (Luxembourg) S.A. and
UBS Fund Management (Switzerland) AG, respectively.

These short positions are held by its wholly-owned UBS AG.
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VI. CHANGES IN EQUITY AND SHAREHOLDERS

(1).CHANGES IN CONTROLLING SHAREHOLDERS OR ULTIMATE
BENEFICIAL OWNERS

Changes in controlling shareholders during the Reporting Period

L] Applicable v Not applicable
No change occurred on controlling shareholders of the Company during the Reporting Period.

Changes in ultimate beneficial owners during the Reporting Period

L] Applicable v Not applicable
No change occurred on ultimate beneficial owners of the Company during the Reporting Period.

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

Liu Guangxia Zhu Baoguo

10% l 90% 100%

Substantial shareholders of Zhongtie Baoying Asset (#1821 £ & /& )
—SPD Bank — Zhongtie Baoying (*F${¥i%) — Joincare (fEFc) Others
to increase shareholding in specific client asset management plans

Shenzhen Baiyeynan
Investment Co., Ltd.

46.81% 3.04% 50.15%

Joincare Pharmaceutical Industry Group Co., Ltd.

100% 100%
Hold: 23.67%
Pledge and
Shenzhen Haibin in custody: 1.85%

K Topsino Industries Limited
Pharmaceutical Co., Ltd.

1.80% 17.47%
Livzon Pharmaceutical Group Inc.*

Notes:
1. Zhu Baoguo (% #RE1) is the spouse of Liu Guangxia (B|EE) .

2. On 25 January 2017, 1,238,000 restricted shares have been repurchased and cancelled by Joincare, of which share
capital decreased from 1,587,139,292 shares to 1,585,901,292 shares. As such, the shareholding of Baiyeyuan in
Joincare increased to 46.81% from 46.78%. Mr. Zhu Baoguo holds 48,277,046 shares in Joincare (f£EEJT) in the
form of targeted asset management scheme(s), with the proportion to the total share capital of Joincare unchanged at
3.04%.
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VI. CHANGES IN EQUITY AND SHAREHOLDERS

(IV).PROPOSAL ON OR IMPLEMENTATION OF A SHARE ACQUISITION PLAN
BY SHAREHOLDERS OF THE COMPANY AND PERSONS ACTING IN
CONCERT WITH THEM DURING THE REPORTING PERIOD

[J Applicable v Not applicable

During the Reporting Period, to the best of the knowledge of the Company, no Shareholders of the Company
or persons acting in concert with them proposed or implemented any share acquisition plan.
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VIl. PREFERRED SHARES

[J Applicable v Not applicable

There were no preferred shares of the Company during the Reporting Period.
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VIIl. DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

(). CHANGES IN SHAREHOLDINGS OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT

v Applicable [ Not applicable

Number of

Restricted Number of Number of

Number Shares Restricted Restricted

of shares Additional  Reduction of Number of granted Shares Shares

held at the  shareholdings  shareholdings shares held at the granted granted

Beginning during during at the End Beginning during at the End

Status of  of the Period the Period the Period  of the Period  of the Period the Period  of the Period

Name Position Office (shares) (shares) (shares) (shares) (shares) (shares) (shares)
Tao Desheng Vice Chairman, Executive Director, ~ Current

(BEk) President 275,990 - - 275,990 165,594 82,797 82,797
Xu Guoxiang Executive Director, Vice President  Current

(hEH) 275,990 - - 275,990 165,594 82,797 82,797
Yang Daihong Vice President Current

(BRE) 176,540 - - 176,540 105,924 52,962 52,962

Lu Wengi (X&) Vice President Current 176,540 - - 176,540 105,924 52,962 52,962

Si Yanxia (AJ%E)  Vice President Current 110,370 - - 110,370 66,222 -33,1M 33,111

Zhou Peng ()  Vice President Current 63,524 - - 63,524 43,524 -21,762 21,762

Yang Liang (#5%)  Secretary to the Board Current 52,520 - - 52,520 31,512 -15,756 15,756

Total - - 1,131,474 - - 1,131,474 684,294 -342,147 342,147

Note: On 28 March 2017, the Company held a Board meeting and considered and passed the “Resolution on Granting
Shares to be Unlocked during the Second Unlock-up period under the Restricted A Shares Incentive Scheme of the
Company”. The unlock-up of part of the Restricted Shares held by the mentioned Directors and senior management
who participated in the Restricted A Shares Incentive Scheme was completed during the Reporting Period. The number
of Restricted Shares mentioned in the table above does not include locked shares held by the senior management.
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VIIl.  DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

(). CHANGES IN SHAREHOLDINGS OF DIRECTORS, SUPERVISORS AND

SENIOR MANAGEMENT (continued)

As at 30 June 2017, 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 As a
percentage to percentage to
the specific the total
Number of class of issued issued shares
Shares interested shares of of the
Name of Director Capacity (Long position) the Company Company
Mr. Zhu Baoguo ( KR El) Interest of controlled 116,301,300 A Shares”@ 41.54% 27.33%
corporations 74,358,067 H Shares”® 51.07% 17.47%
Mr. Tao Desheng ( B k) Beneficial owner 275,990 A Shares
Spouse interest 48,360 A Shares®
324,350 A Shares 0.12% 0.08%
Mr. Xu Guoxiang (& BI#) Beneficial owner 275,990 A Shares 0.10% 0.06%
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VIIl. DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

(). CHANGES IN SHAREHOLDINGS OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT (continued)

As at 30 June 2017, 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 to
the equity
interest of
Name of Equity interest associated
Name of Director associated corporation  Capacity (RMB) corporation
Mr. Zhu Baoguo (K/REI)  Baiyeyuan Beneficial owner 72,000,000 90.00%
Joincare ({25 T) Beneficial owner 48,277,046
Interest of controlled 742,415,520%
corporations
790,692,566 49.86%
Livzon MAB Interest of controlled 261,331,700 ® 49.00%
corporations

Notes:

(1) Joincare (f#FE7T) is 46.81% held by Baiyeyuan which is in turn 90% held by Mr. Zhu Baoguo (K{RE) . Mr. Zhu
Baoguo (1R E) is deemed to be interested in the shares of the Company and the equity interest of its associated
corporations in which Joincare (22 7T ) 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 (§2EZ7T) and its wholly-
owned subsidiary, Haibin Pharmaceutical, respectively.

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

(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 (f#EE7T) .
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VIIl.  DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

(I1). CHANGES IN DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

v Applicable [J Not applicable

Name Occupation Type Reason
Yang Daihong Executive Director Retired 30 June 2017 He retired due to expiration of his
(BRE) term of office with effect from 30
June 2017.
Xu Guoxiang Executive Director Appointed 30 June 2017 He was appointed as an Executive
(fREIH) Director of the ninth session of the

Board of Directors of the Company
after the approval at the annual
general meeting for 2016 of the
Company with effect from 30 June
2017.

(I.CHANGE OF BIOGRAPHICAL DETAILS OF DIRECTORS AND

SUPERVISORS

During the Reporting Period, change of biographical details of Directors and Supervisors during their tenure
which require to be disclosed in accordance with Rules 13.51(2) and 13.51B of Hong Kong Listing Rules are set

out as follows:

(1) Mr. Xu Yanjun (2%t & ) , independent non-executive Director of the Company, is a member of Zhuhai
Committee of Chinese People’s Political Consultative Conference from 23 December 2016;

(2) Mr. Huang Huamin (Z#8) , Supervisor of the Company, is the Investment Director of Guangdong
Qifan Investment Joint Venture (Limited Partnership) (ERRMNIEEAETE (BERA#)) from April

2017.
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VIIl. DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

(IV).LISTS OF MEMBERS OF THE BOARD AND THE SUPERVISOR COMMITTEE

The Board of the Company comprises eleven Directors which includes three Executive Directors, three Non-
executive Directors and five Independent Non-executive Directors. As at the date of the Report and during the
Current Period, the Directors of the Company are as follows:

Executive Directors

Mr. Tao Desheng (F§1E%5)  (Vice Chairman and President)

Mr. Fu Daotian ({#:& M) (Vice President)

Mr. Xu Guoxiang (R B %)  (Vice President) (appointed as an Executive Director on 23 June 2017 with
effect from 30 June 2017)

Mr. Yang Daihong (#5X7) (Vice President) (retired as an Executive Director on 30 June 2017)

Non-executive Directors

Mr. Zhu Baoguo (KR E) (Chairman)
Mr. Qiu Qingfeng (I fF &)
Mr. Zhong Shan (1)

Independent Non-executive Directors

Mr. Xu Yanjun (%2t 5 )
Mr. Guo Guoqing ( P &)
Mr. Wang Xiaojun ( £/NE)
Mr. Zheng Zhihua ( 87 %)
Mr. Xie Yun (#i#z)

The Supervisory Committee of the Company comprises three Supervisors. As at the date of the Report and
during the period, the Supervisors of the Company are as follows:

Mr. Wang Maolin (FE90#K)  (Chief Supervisor)

Mr. Huang Huamin ( &%)
Mr. Tang Yin (G5 J4)
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IX. 'FINANCIAL REPORT

(). AUDITORS’ REPORT

Whether the interim report has been audited

[JYes v No

The interim financial report of the Company has not been audited.
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CONSOLIDATED BALANCE SHEET

Amount denominated: RMB
30 June 2017 31 December 2016

Prepared by: Livzon Pharmaceutical Group Inc.
Item Notes

Current assets:

Cash at bank and on hand VI 1 6,803,987,863.10 2,061,923,004.89
Financial assets at fair value through profit or
loss VI.2 6,587,883.16 6,019,067.02

Derivative financial assets

Total non-current assets

Total assets

4,539,458,270.51
15,538,115,223.39

Bills receivables VI.3 868,254,813.90 512,986,726.32

Accounts receivables VI.4 1,730,945,602.62 1,464,366,229.78

Prepayments VI.5 119,227,647.65 87,734,518.90

Interest receivables

Dividends receivables 64,226.08

Other receivables VI.6 70,140,871.98 48,808,469.78

Inventories VI.7 1,088,003,959.31 1,099,199,376.02

The non-current assets classified as

held for sale or the part of
disposal group classified as held for sale V.8 33,729,017.03

Non-current assets due within one year

Other current assets V1.9 277,715,068.05 689,748,423.34

Total current assets 10,998,656,952.88 5,970,785,816.05
Non-current assets:

Available-for-sale financial assets VI.10 146,671,473.44 147,294,165.97

Held-to-maturity investments

Long-term receivables

Long-term equity investments VI.11 91,694,784.78 91,109,734.79

Investment properties

Fixed assets VI.12 3,261,818,783.99 3,340,977,856.91

Construction in progress VI.13 169,934,836.39 201,733,854.47

Construction supplies VI.14 31,009.86

Fixed assets to be disposed

Bearer biological assets

Oil and gas assets

Intangible assets VI.15 277,896,861.71 298,903,312.95

Development costs VI.16 22,097,916.42 14,821,797.96

Goodwill VI.17 103,040,497.85 103,040,497.85

Long-term deferred expenses VI.18 114,188,781.83 92,477,000.88

Deferred income tax assets VI.19 144,754,937.03 153,099,708.49

Other non-current assets VI.20 207,328,387.21 115,019,206.09

4,558,477,136.36
10,529,262,952.41
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CONSOLIDATED BALANCE SHEET

Prepared by: Livzon Pharmaceutical Group Inc.

Amount denominated: RMB

Item Notes 30 June 2017 31 December 2016
Current liabilities:
Short-term loans
Financial liabilities at fair value through
profit or loss
Derivatives financial liabilities
Bills payables VI.21 744,086,552.91 323,795,509.11
Accounts payables VI.22 449,727,964.76 587,715,946.84
Receipts in advance VI.23 4,567,499,660.83 78,685,240.60
Employee benefits payables VI.24 79,461,537.97 113,279,912.95
Taxes payables VI.25 177,615,892.25 292,306,699.79
Interest payables VI.26 3,812,602.74
Dividends payables VI.27 215,313,280.46 2,531,984.46
Other payables VI.28 1,707,630,188.20 1,558,113,278.30
Liabilities of disposal group classified
as held for sale V1.8 501,921.20
Non-current liabilities due within one year VI.29 400,000.00 400,000.00
Other current liabilities VI.30 350,000,000.00
Total current liabilities 7,942,236,998.58 3,310,641,174.79
Non-current liabilities:
Long-term loans VI.31 700,000.00 700,000.00
Notes payables
Of which: preferred shares
Perpetual bonds
Long-term payables
Long-term employee benefits payables
Special payables
Accrued liabilities
Deferred gain VI.33 84,092,257.22 94,997,993.67
Deferred tax liabilities VI.19 22,097,940.56 17,285,280.40
Other non-current liabilities
Total non-current liabilities 106,890,197.78 112,983,274.07
Total liabilities 8,049,127,196.36 3,423,624,448.86
Shareholders’ equity:
Share capital VI.34 425,562,592.00 425,730,126.00
Other equity instruments
Of which: Preferred shares
Perpetual bonds
Capital reserve VI.35 1,834,441,114.65 1,820,309,052.12
Less: Treasury shares VI.36 75,162,388.20 140,321,805.40
Other consolidated earnings VI.37 -18,326,857.85 602,767.19
Special reserve
Surplus reserve VI.38 587,255,162.90 587,255,162.90
General risks provision
Unallocated earnings VI.39 4,103,633,328.40 3,812,412,101.62

Total equity attributable to shareholders of
the parent company
Non-controlling interests
Total shareholders’ equity
Total liabilities and shareholders’ equity

Chairman of the Board and Vice Chairman and

6,857,402,951.90
631,585,075.13
7,488,988,027.03
15,538,115,223.39

6,505,987,404.43
599,651,099.12
7,105,638,503.55
10,529,262,952.41

Principal in charge of Name of the accounting firm’s

Legal representatives: President: accounting work: principal:

Zhu Baoguo Tao Desheng Si Yanxia Zhuang Jianying
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CONSOLIDATED INCOME STATEMENT

Prepared by: Livzon Pharmaceutical Group Inc.
Item

Notes

Amount denominated: RMB

30 June 2017

31 December 2016

. Total operating income
Including: Operating income

Il. Total operating costs
Including: Operating costs

Business taxes and surcharges

Selling expenses

Administrative expenses

Financial expenses

Asset impairment loss

Add: Gains from changes in fair value

("=" represents losses)

Investment income (“-"
represents losses)

Including: Income from
investment in associates and
joint ventures

Other income

lll. Operating profit (“-" represents losses)
Add:Non-operating income
Including: Profit from disposal of
non-current assets
Less: Non-operating expenses
Including: Losses from disposal of
non-current assets
IV. Total profit (“-" represents total losses)
Less: Income tax expenses
V. Net profit (“-" represents net losses)
Net profit attributable to the shareholders
of the parent company
Profit or loss from non-controlling interests
VI. Other comprehensive net income after
taxation
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

VI. 40
VI. 40
VI. 41
VI. 42
VI. 43
VI. 44
VI. 45
VI. 46

VI. 47

VI. 32

VI. 48

VI. 49

VI. 50

VI. 51

4,274,758,446.48
4,274,758,446.48
3,686,902,282.11
1,503,215,468.12
63,742,481.96
1,684,605,046.08
400,516,843.08
259,718.44
34,562,724.43

733,944.14
5,084,363.02
585,049.99
9,524,623.00
603,199,094.53

72,877,568.90

652,895.89
11,436,436.31

7,670,643.65
664,640,227.12
114,248,543.46
550,391,683.66

504,002,522.78
46,389,160.88

-18,984,809.91

-18,929,625.04

3,784,299,658.63
3,784,299,658.63
3,322,367,543.86
1,355,315,539.67
59,994,243.02
1,501,463,348.45
318,315,959.37
8,694,063.93
78,584,389.42

-416,854.57

1,684,174.09

1,046,651.54

463,199,434.29
60,093,394.63

5,735,970.45
2,871,052.59

217,369.82
520,421,776.33
92,955,026.56
427,466,749.77

409,061,823.40
18,404,926.37

1,855,202.22

1,825,451.95
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CONSOLIDATED INCOME STATEMENT

Prepared by: Livzon Pharmaceutical Group Inc.
Item

Notes

Amount denominated: RMB

30 June 2017

31 December 2016

(INOther 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
reclassified 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
VIl. Total comprehensive income
Total comprehensive income attributable to
the shareholders of the parent company
Total comprehensive income attributable to
non-controlling interests
VIIl. Earnings per share:
(I)  Basic earnings per share
(I)  Diluted earnings per share

Chairman of the Board and Vice Chairman and

Legal representatives: President:

Zhu Baoguo Tao Desheng

Livzon Pharmaceutical Group Inc. Interim Report 2017

XVIII.2
XVIII.2

Principal in charge of

-18,929,625.04

2,126,961.35

-21,056,586.39

-55,184.87
531,406,873.75

485,072,897.74

46,333,976.01

1.19
1.19

accounting work:

Si Yanxia

1,825,451.95

-1,133,134.18

2,958,586.13

29,750.27
429,321,951.99

410,887,275.35

18,434,676.64

1.04
1.04

Name of the accounting firm’s
principal:
Zhuang Jianying



CONSOLIDATED CASH FLOW STATEMENT

Prepared by: Livzon Pharmaceutical Group Inc. Amount denominated: RMB

Item Notes For the Period  For the Previous Period
I. Cash flows from operating activities:
Cash received from sale of goods and
rendering of services 4,155,737,239.39 3,511,468,937.29
Refund of taxes 18,822,794.00 22,986,914.48
Cash received relating to other operating activities VI.52 104,355,190.42 84,125,713.82
Sub-total of cash inflows from
operating activities 4,278,915,223.81 3,618,581,565.59
Cash paid for purchasing goods and services 1,046,325,931.48 938,862,776.69
Cash paid to and for employees 344,900,636.27 301,912,677.49
Cash paid for all types of taxes 646,234,979.87 534,217,034.36
Cash paid relating to other operating activities VI.52 1,794,072,822.54 1,535,665,372.65
Sub-total of cash outflows from operating activities 3,831,534,370.16 3,310,657,861.19
Net cash flows from operating activities 447,380,853.65 307,923,704.40
Il. Cash flows from investing activities:
Cash received from disposal of investments 404,080,530.00
Cash received from return on investments 4,209,870.84 165,222.25
Net cash received from disposal of fixed assets,
intangible assets and other long-term assets 1,893,382.00 572,667.31
Net cash received from disposal of subsidiaries and
other operating entities 62,999,265.69
Cash received relating to other investing activities VI.52 400,000,000.00 14,510,483.09
Sub-total of cash inflows from investing activities 810,183,782.84 78,247,638.34
Cash paid for acquisition of fixed assets, intangible
assets and other long-term assets 119,525,288.38 178,102,206.27
Cash paid for investments 103,096,282.74 22,575,000.00
Net cash paid for acquisition of subsidiaries
and other operating entities
Cash paid relating to other investing activities
Sub-total of cash outflows from investing activities 222,621,571.12 200,677,206.27
Net cash flows from investing activities 587,562,211.72 -122,429,567.93
lll. Cash flows from financing activities:
Cash received from investors 15,000,000.00
Including: Cash received from non-controlling
shareholders of subsidiaries 15,000,000.00
Cash received from borrowings 860,000,000.00
Cash received from issue of financing bills
Cash received relating to other financing activities VI.52 1,753,334.52 1,007,821.00
Sub-total of cash inflows from financing activities 16,753,334.52 861,007,821.00
Cash repayments of borrowings 350,000,000.00 650,000,000.00
Cash paid for dividends, profit distributions or interest 35,669,315.07 257,174,465.17
Including: Dividends and profits paid to
non-controlling shareholders of subsidiaries 29,400,000.00 31,850,000.00
Cash paid relating to other financing activities VI.52 6,050,621.02 5,027,224.20
Sub-total of cash outflows from financing activities 391,719,936.09 912,201,689.37

Net cash flows from financing activities

IV. 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

-374,966,601.57

-22,141,605.59
637,834,858.21

2,061,923,004.89
2,699,757,863.10

-51,193,868.37

4,146,713.28
138,446,981.38

767,093,403.45
905,540,384.83

VI. Cash and cash equivalents at the end of the period

Chairman of the Board and Vice Chairman and Principal in charge of Name of the accounting firm’s

Legal representatives: President: accounting work: principal:

Zhu Baoguo Tao Desheng Si Yanxia Zhuang Jianying
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS® EQUITY

buifuelr buenyzy eixuek IS busaysaqg oel onboeg nyz
jedpurid 2ylom bununodoe Juspisaid .SoAleuasaldal jebay
s,wdry bununodoe ayy jo awep 40 abueyd ui jedipurid pue ueuwiey> A pue pieog ayj jo ueullieyd

1617565998

0579155185

12601 070LT'SL0'LSH

00'00000%'52-

00100000852 0%TI8L T

6861101

OTLSVSS HOLSLBLE 0PES'L8)-

SE'S9€ 66851 TN 0ESL3)-

w0
sbuues

pauleiy

e s
agns el

aniasal
feude)

40 59

fuedl eyS 0} IGENGURY

pouad 3 oj

gINY :pa1euILoUsp JUNOWY DUl dnoJg [edinadewleyd uozalg :Aq paledald

Livzon Pharmaceutical Group Inc. Interim Report 2017

90



BALANCE SHEET

Prepared by: Livzon Pharmaceutical Group Inc. Amount denominated: RMB
Item Notes 30 June 2017 31 December 2016

Current assets:
Cash at bank and on hand 5,807,224,934.56 1,606,485,665.85
Financial assets at fair value through
profit or loss
Derivative financial assets

Bills receivables 424,584,045.20 378,167,573.35
Accounts receivables XVII. 1 890,915,379.69 750,555,294.60
Prepayments 8,982,377.05 7,714,173.54
Interest receivables

Dividends receivables 391,650,975.80 177,917,013.08
Other receivables XVII.2 2,038,998,050.47 1,597,868,171.05
Inventories 317,544,152.73 544,807,287.12

The non-current assets classified as held for
sale or the part of disposal group classified

as held for sale 235,841,100.00
Non-current assets due within one year
Other current assets 250,742,769.71 659,787,830.58
Total current assets 10,366,483,785.21 5,723,303,009.17
Non-current assets:
Available-for-sale financial assets 146,171,473.44 146,794,165.97

Held-to-maturity investments
Long-term receivables

Long-term equity investments XVII.3 1,922,596,213.52 2,129,168,228.64
Investment properties

Fixed assets 55,529,202.56 57,527,592.11
Construction in progress 1,333,336.74

Construction supplies
Fixed assets to be disposed
Bearer biological assets

Oil and gas assets

Intangible assets 21,897,514.49 27,692,003.80

Development costs 18,430,897.97 14,821,797.96

Goodwill

Long-term deferred expenses 60,000.00 120,000.00

Deferred tax assets 37,091,853.95 23,188,326.48

Other non-current assets 19,193,598.03 13,151,166.62

Total non-current assets 2,222,304,090.70 2,412,463,281.58
Total assets 12,588,787,875.91 8,135,766,290.75

Chairman of the Board and Vice Chairman and Principal in charge of Name of the accounting firm’s

Legal representatives: President: accounting work: principal:
Zhu Baoguo Tao Desheng Si Yanxia Zhuang Jianying
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BALANCE SHEET

Prepared by: Livzon Pharmaceutical Group Inc.

Item

Notes

Amount denominated: RMB

30 June 2017

31 December 2016

Current liabilities:

Short-term loans

Financial liabilities at fair value through profit or

loss

Derivatives financial liabilities

Bills payables
Accounts payables
Receipts in advance

Employee benefits payables

Taxes payables
Interest payables
Dividends payables
Other payables

Liabilities of disposal group classified as held for

sale

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 gain

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 consolidated earnings

Special reserve
Surplus reserve

General risks provision
Unallocated earnings
Total shareholders’ equity

Total liabilities and shareholders’ equity

Chairman of the Board and

Legal representatives:
Zhu Baoguo

Vice Chairman and
President:
Tao Desheng

Livzon Pharmaceutical Group Inc. Interim Report 2017

Principal in charge of

796,681,185.27
855,910,557.29
3,786,475,654.26
16,197,665.51
35,775,715.19

212,801,470.46
2,298,196,770.98

8,002,039,018.96

28,983,338.51
5,236,015.15

34,219,353.66
8,036,258,372.62

425,562,592.00

1,955,968,423.00
75,162,388.20
9,921,210.84

382,292,109.32
1,853,947,556.33

4,552,529,503.29
12,588,787,875.91

accounting work:

Si Yanxia

357,658,571.27
959,772,950.49
27,009,355.74
21,646,582.84
33,984,535.88
3,812,602.74
20,174.46
2,818,149,364.34

350,000,000.00
4,572,054,137.76

28,983,338.51
4,026,425.14

33,009,763.65
4,605,063,901.41

425,730,126.00

1,941,836,360.47
140,321,805.40
7,794,249.49

382,292,109.32
913,371,349.46

3,530,702,389.34
8,135,766,290.75

Name of the accounting firm’s

principal:

Zhuang Jianying



Prepared by: Livzon Pharmaceutical Group Inc.

INCOME STATEMENT

Amount denominated: RMB

Item Notes For the period  For the Previous period

I. Operating income XVII.4 2,519,389,541.44 2,315,400,043.19

Less:Operating costs XVII.4 1,429,118,380.09 1,173,286,453.29

Business taxes and surcharges XVII.5 22,742,308.34 23,462,702.38

Selling expenses 1,041,682,556.02 963,730,130.20

Administrative expenses 145,213,452.28 121,852,065.63

Financial expenses -25,105,084.54 -10,276,818.33

Asset impairment loss 13,793,748.43 12,693,154.15
Add:Gains from changes in fair value

("=" represents losses)
Investment income (“-" represents losses) XVII.6 1,214,323,982.87 353,239,868.61

Including: Gains from investment in
associates and joint ventures
Other income
Il. Operating profit (“-" represents losses)
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
Ill. Total profit (“-" represents total losses)
Less: Income tax expenses
IV. Net profit (“-" represents net losses)
Including: Profit or loss from continuing operations
Profit or loss from discontinued operations
V. Other comprehensive income after tax, net
(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
(I1) 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
Vl.Total comprehensive income

" "

Chairman of the Board and Vice Chairman and

Legal representatives: President:

Zhu Baoguo Tao Desheng

Principal in charge of

-730,915.12
3,315,800.00
1,109,583,963.69
41,569,037.12

71,538.46
10,864,781.52
31,051.67
1,140,288,219.29

-13,069,283.58
1,153,357,502.87

2,126,961.35

2,126,961.35

2,126,961.35

1,155,484,464.22

accounting work:

Si Yanxia

-644,508.87

383,892,224.48
41,241,142.77

5,921.77
47,404.88
47,404.88

425,085,962.37

6,400,095.47
418,685,866.90

-1,133,134.18

-1,133,134.18

-1,133,134.18

417,552,732.72

Name of the accounting firm’s
principal:
Zhuang Jianying
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CASH FLOW STATEMENT

Prepared by: Livzon Pharmaceutical Group Inc.
Item

Notes

Amount denominated: RMB

For the period

For the Previous period

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

. 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

IV. 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

2,707,217,792.96

65,884,063.83
2,773,101,856.79
1,525,231,196.68
62,923,733.00
174,555,460.62
1,068,076,998.75
2,830,787,389.05
-57,685,532.26

403,125,000.00
1,001,552,233.36

86,700.00
400,000,000.00
1,804,763,933.36

5,055,396.36
30,000,000.00

35,055,396.36
1,769,708,537.00

1,753,334.52
1,753,334.52
350,000,000.00
7,249,315.07
132,573,105.44
385,573,224.01
875,395,644.52
-873,642,310.00

-4,633.78
838,376,060.96

1,606,485,665.85
2,444,861,726.81

2,391,571,605.55

65,819,106.59
2,457,390,712.14
1,132,535,456.34
50,824,933.41
200,079,396.20
979,598,141.27
2,363,037,927.22
94,352,784.92

31,964,448.75

166,500.00

32,130,948.75

7,757,412.55
3,000,000.00

10,757,412.55
21,373,536.20

568,872,360.33
430,000,000.00

1,007,821.00
999,880,181.33
400,000,000.00
216,363,731.81

632,885,689.92
1,249,249,421.73
-249,369,240.40

3,878.57
-133,639,040.71

677,465,238.87
543,826,198.16

Chairman of the Board and Vice Chairman and

Legal representatives: President:

Zhu Baoguo Tao Desheng
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Principal in charge of Name of the accounting firm’s

accounting work: principal:

Si Yanxia Zhuang Jianying



STATEMENT OF CHANGES IN SHAREHOLDERS® EQUITY
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

COMPANY STATUS

History and development

In March 1992, Livzon Pharmaceutical Group Inc. (EEEKE BB MDA R AR ) (referred to as “our
company” or “the Company” below) 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. (2P
& (%£E) AR A7), Zhuhai Credit Cooperative Union (Ek/& {5 & {EEE 4L ) , Guangdong Medicine
Group Co., Ltd. ([BERARLET 2/ 7]), Zhuhai Medicine Corporation (¥k/8 T 2 2482 7] ) , Guangzhou
Medicines & Health Products Imp. & Exp. Corp. ( EM B Z(R{E R #E L 02 7)), Zhuhai branch of Bank
of China (FREIERTER/E T H 7T ) and Zhuhai Guihua Employees Mutual Aid Association (¥k/8E/ER T
HB)& ), 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 (ZR/& 4L & B 62 EZ E € ) and [1992] No. 45 jointly
issued by Joint Examination Group for Pilot Joint Stock Enterprise in Guangdong Province ( B & > %%
DI 2h B\ ) and Guangdong Economic System Reform Committee ([ERE K EERHNELZTE S ) |

In 1993, pursuant to Yue Zheng Jian Fa Zi [1993] No. 001 document ( £ & E5%% 5[1993]0015% 3 ) issued
by Guangdong Securities Regulatory Commission (EREFHEBEEIEZE =), Shen Ren Yin Fu Zi
[1993] No. 239 document (G A $R# £[1993]5239%% 32 ) issued by Shenzhen Special Economic Zone
branch of the People’s Bank of China (Bl A RIBTTFEYILE R R 5 77) and Zheng Jian Fa Shen Zi
[1993] No. 19 document ( 75 B5 %% 28 F[1993]195% 3 ) issued by China Securities Regulatory Commission
(FEFEASEEEEZE®), the Company was listed on the Shenzhen Stock Exchange.

In 1998, the promoters of the Company, namely Zhuhai Credit Cooperative Union ( ¥k/& 12 Fi & 1E 5t
#t), Guangdong Medicine Group Co., Ltd. (BR &R ZE T %A 7)), Zhuhai Guihua Employees Mutual
Aid Association (Zk/E#E/EBt T HEB)® ) and Zhuhai branch of Bank of China (FREISRITEREM D 1T)
entered into an equity interests transfer agreement with China Everbright (Group) Corporation (
SR (5£[@) 422 a]) respectively, and transferred all shares held by them to China Everbright (Group)
Corporation (FREIY¢ K (£8 ) 422 F)) . Upon the completion of the transfer, China Everbright (Group)
Corporation (B YK (£E )4 A F)) held 38,917,518 domestic legal person shares of the Company.
Macau Nam Yue (Group) Co., Ltd. CEFIm & (K& )BR A Al), the foreign promoter of the Company,
entered into an equity interests transfer agreement with China Everbright Pharmaceutical Co., Ltd. (&
HREZAFRAF), and transferred all of the 18,893,448 foreign-invested legal person shares held by it
to China Everbright Pharmaceutical Co., Ltd. (FREt KB ZEHFRE A al) .

On 12 April 2002, China Everbright (Group) Corporation (# B ¥ K (£ 8 )4 2 7)) entered into
an equity custody agreement with Xi‘an Dongsheng Group Co., Ltd. (FAZEEEEER A7) 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. (FAZREEEERAF]) . On 21 December 2004, Xi'an Dongsheng Group
Co., Ltd. (AL R EE AR A G ) accepted the transfer of 38,917,518 domestic legal person shares
held by China Everbright (Group) Corporation (FREIJE K (5B )4 A F]) . As at 31 December 2004,
China Everbright (Group) Corporation (H Bl X (&£®) 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. (AL R
RSB AR AR]), which represented 12.72% of the total share capital of the Company.

Livzon Pharmaceutical Group Inc. Interim Report 2017



NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

(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. (2R TZ#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. (FAZEBEEBEAFRAF) . Xi‘an
Dongsheng Group Co., Ltd. (AR RS E B R A F]) 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. On 3 August 2006, the procedures for the transfer of the 38,917,518 domestic
legal person shares to Joincare were completed.

As at 31 December 2012, Joincare 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 ( EINTHREL S E 5 A F]) did not complete the
procedures for the transfer to Joincare.

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 B#ES#Z R & EFRE LR 7AYI
/A7) . 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 eighth meeting (27 March 2015) of the eighth 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 RMB304,382,252. 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.

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 Rui Hua Yan Zi
[2015]40030017 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.
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(Unless specified otherwise, all amounts are denominated in RMB)

COMPANY STATUS (continued)
History and development (continued)

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 Rui Hua Yan Zi [2015]40030020
issued by Ruihua issued by Ruihua Certified Public Accountants.

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 Rui Hua Yan Zi [2015]40030023 issued by Ruihua issued by Ruihua Certified Public
Accountants.

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
23rd Board Meeting of the 8th Session of the Board (28 March 2016) and the 26th Board Meeting of the
8th Session of the Board (16 May 2016), 257,624 shares were repurchased. The Company’s share capital
following the exercise of options has changed to RMB396,631,923. This capital reduction was validated
and confirmed by Capital Verification Report Rui Hua Yan Zi [2016]40030011 issued by Ruihua issued by
Ruihua Certified Public Accountants.

Pursuant to the resolutions on the 17th Board Meeting of the 8th Session of the Board (2 November
2015 & 21 December 2015), the third Extraordinary General Meeting in 2015, 21st Board Meeting
of the 8th Session of the Board (8 March 2016 & 25 April 2016), the second Extraordinary General
Meeting in 2016, and approved by China Securities Regulatory Commission (BB A EBEIE L 8
2 ) with”Approval in Relation to the Non-public Issuance of Shares by Livzon Pharmaceutical Group
Inc.” (Zheng Jian Xu Ke 2016 No. 1524) on 1 August 2016, 29,098,203 ordinary shares (A shares) of
the Company were issued through non-public issuance with a nominal value of RMB1.00 each. After
the issuance, the Company’s share capital has changed to RMB425,730,126. This capital injections was
validated and confirmed by Capital Verification Report Rui Hua Yan Zi [2016] 40030019 issued by Ruihua
issued by Ruihua Certified Public Accountants.

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
32nd Board Meeting of the 8th Session of the Board (30 November 2016) and the 36th Board Meeting of
the 8th Session of the Board (28 March 2017), 167,534 shares were repurchased. After the repurchase,
the Company’s share capital has changed to RMB425,562,592. This capital reduction was validated and
confirmed by Capital Verification Report Rui Hua Yan Zi [2017]40030001 and [2017]40030007 issued by
Ruihua issued by Ruihua Certified Public Accountants.

Industry of the Company

The Company is engaged in the industry of manufacturing pharmaceutical products.
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(Unless specified otherwise, all amounts are denominated in RMB)

COMPANY STATUS (continued)
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 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).

Change of principal activities

During the Reporting Period, there was no change in the principal activities of the Company.
The financial statements have been approved and published by the Board meeting on 22 August 2017.

Please refer to note. VIII “Equity in other entities” for names of subsidiaries included into the
consolidation in January to June 2017. One subsidiary is added compared with the previous year, please
refer to note. VIl “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 42 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
value 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 30 June 2017 and the results and cash flow of the Company for January-June 2017. 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 THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

V.

1.

(1)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES
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.

Business cycle

The Company regards twelve months as a business cycle and regards such business cycle as a liquidity
classification standard of 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 values as recorded by the enterprise being
combined on the combination date. The difference between the carrying value of the net assets acquired
and the carrying value 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 period
as incurred.
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V.

(2)

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

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

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

V.

(2)

(1)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Accounting treatments for business combinations (continued)
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 12 (Longterm
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 value 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 value are recognised in the investment income for the 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.

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.
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V.

(2)

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

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

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

The shareholders’ equity of the subsidiaries and the share in the net profit or loss for the 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
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 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 12 (Long-term equity investment) and note IV 8 (Financial Instruments)
for details.
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V.

(2)

(1)

(2)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

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

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 12 (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 period when the control is
lost.

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.
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(2)

(3)
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SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

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

Translation of monetary items and non-monetary items denominated in foreign currency
(continued)

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
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 period if the monetary item denominated in foreign currency is effectively constituted in relation
to the net investment in the overseas operation.

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 period upon translation; the non-distributed profit at the end of the period 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 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.
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V.

(1)

(2)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Financial Instruments (continued)
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.

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 period.
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SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Financial Instruments (continued)

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 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 value 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.

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 period.

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.
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V.

(2)

(3)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Financial Instruments (continued)

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

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 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 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

At the End of the Reporting Period, the Company inspects the carrying value of the other financial assets
other than the financial assets at fair value through profit or loss on each balance sheet, and if there is
objective evidence of impairment in relation to the financial assets, impairment loss is determined by the
excess of the carrying value 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.

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

The carrying value 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 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 value 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.

2 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.
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SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Financial Instruments (continued)

Impairment of financial assets (continued)

2 Impairment of available-for-sale financial assets (continued)

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 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 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.

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
value 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 period.

Where the partial transfer of the financial assets satisfies the conditions of de-recognition, the carrying
value 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 value are recognised in the profit or loss for the period.
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V.

(4)

(5)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

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

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
derecognised; 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.

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 period; and for the other financial liabilities, the relevant
transactions are included in initial recognition.

1 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 period.

2 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 period.

3 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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SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(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
value 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 period.

Derivatives and embedded derivatives

Derivatives are initially measured at fair value at the date when the derivative contracts are entered into
and are subsequently re-measured at fair value. The gain or loss arising from the change in fair value of
a derivative is recognised in profit or loss for the current period, unless the derivative is designated and
highly effective as a hedging instrument, in which case the timing of the recognition in profit or loss
depends on the nature of the hedge relationship in accordance with hedging accounting policies.

An embedded derivative is separated from the hybrid instrument, where the hybrid instrument is not
designated as a financial asset or financial liability at fair value through profit or loss, and treated as a
stand-alone derivative if the economic characteristics and risks of the embedded derivative are not closely
related to those of the host contract, and a separate instrument with the same terms as the embedded
derivative would meet the definition of a derivative. If the Group is unable to measure the embedded
derivative separately either at acquisition or at a subsequent balance sheet date, it will designate the
entire hybrid instrument as a financial asset or financial liability at fair value through profit or loss.

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)

(1)

Receivables

Receivables include accounts receivables and other receivables.

Treatment of bad debts provision

The Company inspects the carrying value 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 value 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 noted in
receivables that are individually the individual impairment test, provisions for bad debts
significant and impairment provided are made based on the excess of the carrying value
on an individual basis 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.

Bad debt provision for receivables by portfolio

Basis for determining portfolio of

Basis for determining the portfolio credit risk by ageing
Method of bad debts provision based Ageing analysis method
on portfolio

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 years) 6% 6%
2-3 years (including 3 years) 20% 20%
3-4 years (including 4 years) 70% 70%
4-5 years (including 5 years) 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.
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10.
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(2)

(3)

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

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Receivables (continued)
Treatment of bad debts provision (continued)

B No bad debts provision is made on receivables from intra-company transactions in the scope of
consolidation.

4 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 value 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 value over the
estimated present value of future cash flow.

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 the 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
value 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.
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V.

10.
(4)

11.

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Inventories (continued)

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 value, 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 period.

Non-current assets and disposal groups held for sale

A non-current asset or disposal group will be classified under held-for-sale category where the Company
recovers the carrying value of the non-current asset or disposal group mainly through the disposal of
(including non-monetory assets exchange with commercial substance, the same below) them instead of
the continuous use of them. The specific criterion is to satisfy all of the conditions mentioned below:
According to the practice of disposing of this type of assets or disposal groups in a similar transaction, a
non-current asset or disposal group can be disposed of at its current condition; The Company has made
resolution on the disposal plan and obtained definite purchase commitment from buyer; The disposal
is estimated to be completed within one year. Among them, disposal group is a group of assets which
are disposed of together through sale or other means as a whole in a transaction, and the liabilities
transferred in the transaction which are directly associated with those assets. Where the asset group or
groups to which a disposal group belongs share the goodwill acquired in the business merger according
to Accounting Standards for Business Enterprises 8 — Impairment of Assets, the disposal group shall
include the goodwill allocated to it.

When the Company measures initially or remeasures the non-current assets and disposal group classified
as held-for-sale on the balance sheet date, its carrying value is written down to its fair value less selling
costs if its carrying value is higher than its fair value less selling costs. The reduced amount is recognized
as asset impairment loss and charged to current profit or loss, with provision made for the impairment
of the held-for-sale assets. With regard to the disposal group, the asset impairment loss recognized is
offset by the carrying value of the goodwill in the disposal group first, and then by the carrying value of
each of the non-current assets in the disposal group which are applicable to the measure requirements
in Accounting Standards for Business Enterprises 42 — Held-For-Sale Non-current Assets, Disposal
Group and Discontinued Operation (hereinafter referred to as “Held-For-Sale Standards”) pro rata. If
on a subsequent balance sheet date, the net amount of the fair value of a held-for-sale disposal group
less its selling costs increases, the amount reduced previously shall be recovered, and reversed in the
asset impairment loss recognized on the non-current asset which is applicable to the measurement
requirements of Held-For-Sale Standards after the non-current asset is classified into held-for-sale
category. The reversed amount is credited to current profit or loss, and the carrying value of each non-
current asset (other than goodwill) which is applicable to the measurement requirements of Held-For-Sale
Standards is increased pro rata according to the percentage of each non-current asset’s carrying value;
Neither the carrying value of goodwill which has been offset nor the asset impairment loss recognized
before the non-current asset which is applicable to the measurement requirements of Held-For-Sale

Standards is classified into held-for-sale category can be reversed.
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SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Non-current assets and disposal groups held for sale (continued)

No depreciation or amortization is provided for the non-current assets in the held-for-sale non-current
assets or disposal group. The interest on the liabilities and other costs in the disposal group held for sale
is recognized continuously.

When the non-current asset or disposal group doesn’t meet the classification condition of the held-
for-sale category, the Company ceases to classify them into held-for-sale category or remove the non-
current asset from the held-for-sale disposal group, and measures it at the lower of: (1) its carrying value
before it's classified into held-for-sale category, after being adjusted with the depreciation, amortization
or impairment which could have been recognized as if it's not classified into held-for-sale category; (2)
recoverable amount.

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 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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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 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.

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 is 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 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.
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SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Long-term equity investment (continued)

Subsequent measurement and recognition of profit or loss (continued)

3

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.

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

V.

12.
(3)

(4)

13.

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Long-term equity investment (continued)
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 period.

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 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 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 20 (“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.
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V.

13.

14.

(1)

(2)

(3)

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

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Investment Properties (continued)

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 period.

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

V.

14.
(3)

(4)

(5)

15.
(1)

(2)

(3)

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:

Depreciation Estimated Annual

Period residual depreciation

Class of fixed assets (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 20 (Impairment of non-fixed non-financial assets) for the impairment test and
provision for impairment on fixed assets.

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 20 (“Impairment of non-fixed non-financial assets”) for the impairment test and
provision for impairment on construction in progress.
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(2)
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(Unless specified otherwise, all amounts are denominated in RMB)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
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 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;

B 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.

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.
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V.

16.
(5)

17.
(1)

(2)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Borrowing Costs (continued)

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.

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 Reporting Period 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 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 period.
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V.

18.
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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 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.

B 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.

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.
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V.

18.
(2)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Intangible Assets (continued)
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;

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 (& Rzt #L{F) “, “the Drug
Registration Approval (% & s #L14F) “ pursuant to the requirements in the Measures for the
Administration of Drug Registration ( 25 £ it 5 $2 ##7% ) 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 period.
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(3)

19.

20.

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

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Intangible Assets (continued)
Impairment test and provision for impairment on intangible assets

Please see note IV 20 (“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 within one
year in the Reporting Period and the subsequent amortisation periods. 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.

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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V.

21.

22.

(1)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Employee compensation

Employee compensation of the Company mainly comprises of short-term employee compensation,
welfare post resignation, and welfare post cancellation of the labor relationship, including:

Short-term employee compensation includes 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 provides
services to the Company, the Company recognizes 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 includes 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 the date that the Company
recognizes 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 accounts for the wage and social
insurance payables incurred from the date the relative employee ceases 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.

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.
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23.
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(Unless specified otherwise, all amounts are denominated in RMB)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Provisions (continued)

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;

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.

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.
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23.

(1)

(2)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)

Share-based payments (continued)

Accounting treatment for share-based payments (continued)
7 Equity-settled share-based payments (continued)

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.

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.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

V.

23.

(3)

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

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Share-based payments (continued)

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).

24. 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.

Livzon Pharmaceutical Group Inc. Interim Report 2017

129



130

NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

IV. SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

25.

(1)

(2)

(3)

(continued)
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.

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 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 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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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

26.

(1)

(2)

(3)

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

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. If a government grant is measured at its nominal amount, it is directly included in the profit and
loss for the period.

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 period.

Government grants related to the daily activities of the Company will be recognised in other revenue
according to business nature; government grants unrelated to daily activities of the Company will be
recognised in non-operating revenue.

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 period; and the grant is to be directly recognised in profit or loss for
the period in case of no related deferred income.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

V.

27.

28.

(1)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(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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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

V.

28.

(2)

(3)

29.

(1)

(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).

B 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 period are recognised as income tax
expenses or incomes in the profit or loss for the 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

Other Comprehensive Income

The Company stipulates that the gains and losses not recognised in profit or loss for the 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;
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

V.

29.

(2)

30.

(1)

(2)

(3)

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Other Comprehensive Income (continued)

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 the
period by the straight-line method in various periods within the term of lease. Initial direct costs are
recognised in profit or loss for the period. Contingent rent is recognised in profit or loss for the 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 the 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 the 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 the period directly at the time of occurrence. Contingent rent is recognised in profit or loss for
the period when actually taking place.

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 period by the
effective interest rate method. Contingent rent is recognised in profit or loss for the period when actually
taking place.
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30.

(4)

31.

(1)

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

SIGNIFICANT ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

(continued)
Leases (continued)
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 the period by the
effective interest rate method. Contingent rent is recognised in profit or loss for the period when actually
taking place.

Change of significant accounting policies, accounting estimates and correction to
accounting errors

Change of accounting policy
Change of accounting policies due to adoption of new Accounting Standards for Business Enterprises

1 On 28 April 2017, the Ministry of Finance issued the Accounting Standards for Business Enterprises
42 —Non-current assets, Disposal Groups Classified as Held for Sale and Discontinued Operation
Caikuai [2017] No.13, which came into effect from 28 May 2017. On 10 May 2017, the Ministry
of Finance issued the Accounting Standards for Business Enterprises 16 —Government grants (2017
revision), which came into effect on 12 June 2017. As approved by the resolution passed on the
third meeting of the ninth session of the Board held on 22 August 2017, the Company adopted the
foregoing two accounting standards from the time as required by the Ministry of Finance.

2 According to the Provisions Concerning the Accounting Treatments on Value-Added Tax (Cai kuai
[2016] No. 22) issued by the Ministry of Finance, the Previous Period’s figures are adjusted as

follows:
January-June 2016
Consolidated financial statements Parent Company’s financial statements
Amount before Amount after Amount before Amount after
Items adjustment Changes adjustment adjustment Changes adjustment
Taxes and surcharges 48,862,604.54  11,131,638.48  59,994,243.02  22,354,930.17 1,107,772.21 23,462,702.38
Administrative fees 329,447,597.85 -11,131,638.48 318,315,959.37 122,959,837.84  -1,107,772.21 121,852,065.63

(2) Change of accounting estimates and correction to accounting errors

Nil.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

V. TAXATION
1. 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

Value added tax rate for

sales of biological preparation:
3% and 60/0,

value added tax rate

for other sales: 17%.

Taxable operating income 5%
Turnover tax to be paid 1%, 5%, 7%

Income from sales of products
and raw materials

Business tax
Urban maintenance and
construction tax

Education surcharges Turnover tax to be paid 3%
Local education surcharges Turnover tax to be paid Note 1
Enterprise income tax Taxable income 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.
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Note 2. The enterprise income tax rate applicable to the Company and its subsidiaries are set out as follows:
Actual tax

Name rate  Remarks

Livzon Pharmaceutical Biotechnology Co., Limited 16.5%  Policies regarding Hong Kong Profits Tax are
(BHRBELYBHEERAF), Lian (Hong applicable
Kong) Co., Ltd. (BLZ&BEBRAA)

Companhia de Macau Carason Limitada (295 0-12%  Tax rate is 12% where the taxable income is
Z{=8MR A7), Li Zhu (Macau) Limitada (B %k Macau dollar 600,000 or more; for those
CRFI)BRAR) with taxable income less than Macau

dollar 600,000, they are exempted from
income taxes.

Livzon Pharmaceutical Group Inc. (78 Pk B8 % 15%  Shanghai Livzon Biotechnology Co., Ltd.
EEBMHAMRAR), Livzon Group Limin (EEBEKREMBIEAER A ) was
Pharmaceutical Manufacturing Factory ( B %k recognised as a high and new technology
SEF R BN ) , Pharmaceutical Factory enterprise in 2015 for a valid period
(BUEERR ) , Zhuhai FTZ Livzon Hecheng of three years; Livzon Group Ningxia
Pharmaceutical Manufacturing Co., Ltd. (Zk Xinbeijiang Pharmaceutical Manufacturin
BRI RBIRAKEEFRAF), Shanghai Co., Ltd. (BHREEF I IHEFR A A
Livzon Pharmaceutical Manufacturing Co., and Zhuhai Livzon Diagnostic Reagents
Ltd. ( BB IREEEHFR A A]) , Livzon Group Inc. (FREBHRALKRHDERRQF) were
Xinbeijiang Pharmaceutical Manufacturing Inc. recognised as high and new technology
(BIRE B IR ER KB AR AR ), Sichuan enterprises in 2016 for a valid period of
Guangda Pharmaceutical Manufacturing Co., three years and other enterprises have
Ltd. ()11 KRB ZEH R A A) , Zhuhai Livzon been reapplied for the recognition of high
Diagnostic Reagents Inc. ( k& B Bk =t 2l A% and new technology enterprises during the
MABR2AF), Livzon Group Fuzhou Fuxing year.

Pharmaceutical Co., Ltd. ( B8 %k 5 B 1@ /| 42 £ &5
BB R A7), Shanghai Livzon Biotechnology
Co., Ltd. (L BEBIREMBKRAERAR)

Livzon Group Ningxia Fuxing Pharmaceutical 15%  Livzon Group Ningxia Fuxing Pharmaceutical
Manufacturing Co., Ltd. (EEZR 5 B2 & 1g H &Y Manufacturing Co., Ltd. (BIEE=EE
AR AT, Livzon Group Ningxia Xinbeijiang 1R ZH R X F]) and Livzon Group
Pharmaceutical Manufacturing Co., Ltd. Ningxia Xinbeijiang Pharmaceutical
(BHEREBEHILIRNEARAA) Manufacturing Co., Ltd. (BBEREEEE

it T2 B AR A 7)) were approved
to enjoy the tax preference of the
Encouraged Industries in Western China
during the year

Other subsidiaries 25%



NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

V. TAXATION (continued)
2. 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 ( Bk
S E A RRZEM), Pharmaceutical Factory (2L %), Zhuhai FTZ Livzon Hecheng Pharmaceutical
Manufacturing Co., Ltd. (kBRI REK A K HZEAFR 2 7l) Shanghai Livzon Pharmaceutical
Manufacturing Co., Ltd. ( E/8BIR&®EEHPR A7), Sichuan Guangda Pharmaceutical Manufacturing
Co., Ltd. (PJII e AZZ AR A a]), Livzon Group Fuzhou Fuxing Pharmaceutical Co., Ltd. ( BBk EE 2
I 18 EL %8 5 B A 7)) have been reapplied for the recognition of high and new technology enterprises
during the year. Livzon Group Xinbeijiang Pharmaceutical Manufacturing Inc. (B8 ¥k & B 374t T 3L 52(%
BB AR)and Zhuhai Livzon Diagnostic Reagent Inc. (B8R A B (D B BR A A)) have enjoyed
preferential taxation policies applicable to high and new technology enterprises since 2016 for a valid
period of three years; Shanghai Livzon Biotechnology Co., Ltd. ( E/8EBIRAEMRI AR A A]) is entitled
to the preferential taxation policies applicable to high and new technology enterprises for three years
since 2015; Livzon Group Ningxia Fuxing Pharmaceutical Manufacturing Co., Ltd. (BB ¥R & B %= 2 g E 2
ZHBR/AF]) and Livzon Group Ningxia Xinbeijiang Pharmaceutical Manufacturing Co., Ltd. (BB EE
BE TR EEFR A F) were approved to enjoy the tax preference of the Encouraged Industries in
Western China during the year. Such subsidiaries were subject to an enterprise income tax rate of 15%
for the period.

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. ( K RIEETRERZEM B R A A]) , Longxi Livzon
Shenyuan Medicine Co., Ltd. (REFAEE K2R ZH B R 2 7)) and Wenshan Livzon Sangi Plantation Co.,
Ltd. (XU =tTEHE AR A A) 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, Livzon Pharmaceutical
Biotechnology Co., Limited (FEEEE Z LW EI B R 2 7)) and Lian (Hong Kong) Co., Ltd. (BZ&HEHR
R 2 &]) began to pay enterprise income tax rate at 16.5% from 2008 and were subject to the rate of
16.5% for the period.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

(1)

(2)

STATEMENTS
Cash at bank and in hand
Balance Balance
at the End at the beginning
Item of the Period of the year
Cash in hand 170,285.08 125,085.29
Bank deposits 6,713,508,910.72 2,060,784,878.76
Other cash at bank and in hand 90,308,667.30 1,013,040.84

Total 6,803,987,863.10

2,061,923,004.89

In which: total overseas deposit 715,344,760.69

233,154,094.99

(1) Other cash at bank and on hand are mainly deposits for investments and guarantee for letter of

credit.

(2) Bank deposit subject to third-party supervision and restricted funds such as guarantee for letter
of credit 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 Balance

at the End at the beginning

of the Period of the year

Capital subject to third-party supervision 4,102,000,000.00 0.00

Guarantee for letter of credit 2,230,000.00 0.00

Total 4,104,230,000.00 0.00
Financial assets at fair value through profit or loss

Classification

Balance Balance

at the End at the beginning

Item of the Period of the year

Financial assets at fair value through profit or loss 6,587,883.16 6,019,067.02

Of which: Shares 5,745,630.40 5,188,158.00

Funds 842,252.76 830,909.02

The Company's financial assets measured at fair value, with the change in fair value included in the
profit or loss for the period 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

Reporting Period.

No restrictive financial asset measured at fair value through profit or loss was realised in the ending

balance.

(3) No hedges instruments in the ending balance and no hedges transactions during the Current Period.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

VI.

(1)

(2)
(3)

(4)

(5)

(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 Balance

at the End at the beginning

Type of the Period of the year
Bank acceptance bills 868,254,813.90 512,986,726.32
Total 868,254,813.90 512,986,726.32

At the end of this period, no bills receivables of the Company were pledged.

Endorsed or discounted receivable bills not yet mature by the date of balance sheet

Recognised Unrecognised

amount by amount by

the End of the End of

Item the Period the Period

Bank acceptance bills not yet mature but already endorsed 43,014,663.85 0.00
Bank acceptance bills not yet mature but already

discounted 0.00 0.00

There was no bills transferred into account receivables for non-performance by the issuer by the End of
the Period.

For the Current Period, the Company discounted RMB0.00 bank acceptance bills (RMB0.00 in the
Previous Period). 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 RMB0.00 (RMBO0.00 in the Previous Period).
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

(1)

STATEMENTS (continued)

Accounts receivables

Accounts receivables disclosed by types

Balance at the End of the Period

Gross amount

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 1,830,268,497.64 99.66  99,322,895.02 5.43 1,730,945,602.62
Accounts receivables that are individually

insignificant but impairment provided

on an individual basis 6,178,670.20 0.34 6,178,670.20 100.00 0.00
Total 1,836,447,167.84 100.00  105,501,565.22 5.74 1,730,945,602.62

Balance at the beginning of the year
Gross amount 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 1,550,361,240.55 99.63 85,995,010.77 5.55 1,464,366,229.78
Accounts receivables that are individually

insignificant but impairment provided

on an individual basis 5,821,227.13 0.37 5,821,227.13 100.00 0.00
Total 1,556,182,467.68 100.00 91,816,237.90 5.90 1,464,366,229.78
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

VI.

(1)

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

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Accounts receivables (continued)

Accounts receivables disclosed by types (continued)

1

Accounts receivables in the portfolio with provision for bad debts made using the ageing analysis
method

Balance at the End of the Period

Account Provision for
Ageing receivables bad debts Percentage (%)
Within 1 year 1,792,254,128.09 89,612,706.41 5.00
1 to 2 years 24,954,991.43 1,497,299.48 6.00
2 to 3 years 4,723,819.97 944,764.00 20.00
3 to 4 years 2,941,207.87 2,058,845.50 70.00
4 to 5 years 1,850,706.49 1,665,635.84 90.00
Over 5 years 3,543,643.79 3,543,643.79 100.00
Total 1,830,268,497.64 99,322,895.02

As at the End of the Period, ageing analysis of accounts receivables that are individually insignificant
but impairment provided on an individual basis

Accounts Provision for Reason for
receivables description Gross amount bad debts Percentage (%) provision made
Loans 6,178,670.20 6,178,670.20 100.00  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.

(2) The ageing analysis of accounts receivables (based on dates of recognition of accounts
receivables)

(3)

Balance at the End of the Period Balance at the beginning of the year
Item Amount Percentage (%) Amount Percentage (%)
1 to 90 days 1,532,604,570.56 83.46 1,277,695,733.87 82.10
91 to 180 days 187,387,338.80 10.20 147,348,953.76 9.47
181 days to 1 year 72,271,060.83 3.94 91,909,884.28 5.91
1 to 2 years 25,965,015.43 1.41 19,847,303.22 1.28
2 to 3 years 6,627,278.81 0.36 7,980,583.68 0.51
3 to 4 years 4,811,511.51 0.26 4,908,199.74 0.31
4 to 5 years 2,674,876.70 0.15 3,371,193.64 0.22
Over 5 years 4,105,515.20 0.22 3,120,615.49 0.20
Total 1,836,447,167.84 100.00  1,556,182,467.68 100.00

As at 30 June 2017 and 31 December 2016, the Company had no accounts receivables that are past due
but not impaired.

Provisions for bad debts made for the period were RMB13,911,147.34; no provision for bad debts was
recovered or reversed.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

Vi

(4)

(5)

(6)
(7)

(1)

(2)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Accounts receivables (continued)
Actual write-off of accounts receivables for the Current Period

Item Amount written-off

Receivables actually written off 224,476.64

The total of account receivables with five largest amount by creditors was RMB291,945,889.53, or
15.90% of the total account receivables by the period end, total provision for bad debts by the period
end was RMB 14,597,294 .48.

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.
Prepayments

Ageing analysis of prepayments was as follows

Balance at the End of the Period Balance at the beginning of the year
Ageing Amount Percentage (%) Amount Percentage (%)
Within 1 year 110,725,211.39 92.87 76,523,370.05 87.22
110 2 years 6,893,731.30 5.78 8,349,790.80 9.52
2 to 3 years 859,443.03 0.72 562,270.35 0.64
Over 3 years 749,261.93 0.63 2,299,087.70 2.62
Total 119,227,647.65 100.00 87,734,518.90 100.00

The total of prepayments with five largest amount by receiver of prepayments was RMB43,875,815.09,
or 36.80% of the prepayments by the period end.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

(1)

STATEMENTS (continued)

Other receivables

Other receivables presented by types

Type

Balance at the End of the Period

Gross amount

Provision for bad debts

Amount Percentage (%)

Amount Percentage (%)

Carrying value

Other receivables that are individually
significant and impairment provided
on an individual basis

Other receivables that are assessed for

0.00 0.00

0.00 0.00

0.00

impairment collectively 81,416,097.56 97.61  11,275,225.58 13.85  70,140,871.98
Other receivables that are individually

insignificant but impairment provided

on an individual basis 1,992,510.97 2.39 1,992,510.97 100.00 0.00
Total 83,408,608.53 100.00  13,267,736.55 15.91  70,140,871.98

Balance at the beginning of the year
Gross amount 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 58,391,006.73 96.15 9,582,536.95 16.41 48,808,469.78
Other receivables that are individually

insignificant but impairment provided

on an individual basis 2,340,097.37 3.85 2,340,097.37 100.00 0.00
Total 60,731,104.10 100.00  11,922,634.32 19.63  48,808,469.78
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

(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 in the portfolio with provision for bad debts made using the ageing analysis

method
Balance at the End of the Period

Provision for
Ageing Other receivables bad debts Percentage (%)
Within 1 year 67,426,934.94 3,371,346.75 5.00
1 to 2 years 5,531,998.87 331,919.93 6.00
2 to 3 years 425,323.71 85,064.75 20.00
3 to 4 years 1,737,668.06 1,216,367.65 70.00
4 to 5 years 236,454.85 212,809.37 90.00
Over 5 years 6,057,717.13 6,057,717.13 100.00
Total 81,416,097.56 11,275,225.58

2 As at the End of the Period, ageing analysis of other receivables that are individually insignificant
but impairment provided on an individual basis

Other receivables Provision for Percentage of Reason for
description Gross amount bad debts provision (%) provision made
Current account 1,192,510.97 1,192,510.97 100.00 Not expected to
be recoverable
Project account 800,000.00 800,000.00 100.00  Project shelved,

not expected to
be recoverable

Total 1,992,510.97 1,992,510.97 100.00

(2) Provisions for bad debts made for the Current Period was RMB1,362,346.89; no provision for bad debts
was recovered or reversed.

(3) Other receivables written off during the Current Period

Item Amount written off

Other receivables written off 5,800.00
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Other receivables (continued)

(4)

(5)

(6)
(7)

Other receivables by the nature of receivables

Balance Balance

at the End at the beginning

Nature of receivables of the Period of the year
Deposits under guarantee 8,557,680.56 8,899,921.66
Reserve fund 9,528,820.28 14,164,735.70
Related party balances 2,383,026.39 2,184,030.10
Borrowing due from external entities 5,000,000.00 5,000,000.00
Tax refunds on exports 6,435,755.88 6,041,905.94
Lease expenses and deposits 3,290,261.18 4,814,789.50
Staff advances 29,741,009.74 10,145,092.64
Others 18,472,054.50 9,480,628.56
Total 83,408,608.53 60,731,104.10

Other receivables with five largest amount by creditors by the End of the Period

Proportion to

Provision for

Balance receivables bad debts
Nature of at the End at the End at the End
Name of unit receivables of the Period  Ageing of the Period (%) of the Period
PICC Property and Casualty Company  Indemnity
Limited Zhuhai branch 9,006,514.78  Within 1 year 10.80 450,325.74
Tax refunds on exports Tax refunds
on exports 6,435,755.88  Within 1 year 7.71 321,787.79
Guangzhou Galaxy Sunshine Borrowing
Biological Products Co., Ltd.
(BMSUEEEMRRERAR) 5,000,000.00  Over 5 years 5.99 5,000,000.00
Guangdong Blue Treasure Energy and
Pharmaceutical Co. Ltd. power
(BEREBHEFBAR) 2,383,026.39  Within 1 year 2.86 119,151.32
Zhuhai City Pipeline Gas Co. Ltd. Guarantee 1,750,000.00  Within 1 year 2.10 87,500.00
Total - 24,575,297.05 — 29.46 5,978,764.85

The Company has no derecognized other receivables out of transfer of financial assets.

The Company has no assets or liabilities formed by its continuous involvement of transferring other

receivables.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

(1)

Livzon Pharmaceutical Group Inc. Interim Report 2017

STATEMENTS (continued)

Inventories

Classification of inventories

Item

Balance at the End of the Period

Gross amount

Provision for
diminution
in value

Carrying amount

Raw materials

Packaging materials

Goods in process

Finished goods
Sub-contracting materials
Low-value consumables

Goods in transit

Consumable biological assets
Proprietary semi-finished goods

262,340,861.25
20,449,736.67
232,045,849.38
546,814,174.93
801,551.14
5,443,397.82
9,147,569.11
8,523,435.58
29,417,330.12

1,599,322.18
889,888.04
2,097,762.76
22,392,973.71
0.00

0.00

0.00

0.00

0.00

260,741,539.07
19,559,848.63
229,948,086.62
524,421,201.22
801,551.14
5,443,397.82
9,147,569.11
8,523,435.58
29,417,330.12

Total 1,114,983,906.00 26,979,946.69 1,088,003,959.31
Balance at the beginning of the year

Provision for

diminution
[tem Gross amount in value Carrying amount
Raw materials 254,728,662.55 762,653.88 253,966,008.67
Packaging materials 17,270,886.84 0.00 17,270,886.84
Goods in process 246,453,027.12 8,404,429.48 238,048,597.64
Finished goods 573,399,209.20 32,850,393.05 540,548,816.15
Sub-contracting materials 998,264.12 0.00 998,264.12
Low-value consumables 4,251,539.17 0.00 4,251,539.17
Goods in transit 4,847,226.33 0.00 4,847,226.33
Consumable biological assets 7,926,390.69 0.00 7,926,390.69
Proprietary semi-finished goods 31,341,646.41 0.00 31,341,646.41

Total

1,141,216,852.43

42,017,476.41

1,099,199,376.02

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.



NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

(2)

STATEMENTS (continued)

Inventories (continued)

Provision for diminution in value of inventories

Increase during
the Current Period

Decrease during
the Current Period

Balance at Balance

the beginning at the End

Item of the year Provision Other Reversed Written off ~ of the Period
Raw materials 762,653.88 928,717.71 0.00 16,322.62 75,726.79 1,599,322.18
Packaging materials 0.00 889,888.04 0.00 0.00 0.00 889,888.04
Work in progress 8,404,429.48 2,097,762.76 0.00 0.00 8,404,429.48 2,097,762.76
Finished goods 32,850,393.05  15,735,300.55 0.00 359,394.32  25,833,325.57  22,392,973.71
Total 42,017,476.41 19,651,669.06 0.00 375,716.94  34,313,481.84  26,979,946.69

(3) Reason for provision and write-off for diminution in value of inventories

Item

Basis for provision for
diminution in value of
inventories

Reason for

reversal provision for
diminution in value of
inventories during
the Current Period

Reason for write

off provision for
diminution in value
of inventories during
the Current Period

Raw materials
Finished goods

Other inventories

Net realisable value is less than
carrying amount

Net realisable value is less than
carrying amount

Net realisable value is less than
carrying amount

Increase in value

Increase in value

Increase in value

Sale of finished goods
Sale and discard

Sale of finished goods
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

8. Non-current assets and disposal group classified as held for sale

(1) basic information of non-current assets and disposal group held for sale

Carrying
amount
at the End Estimated Reason and Estimated
Items of the Period Fair Value  cost for sale  method for sale sale time Segment
Disposal group classified as  33,227,095.83 4,529,932,115.41 1,603,945.26  To dispose it by 17 July 2017

held for sale - Zhuhai
Weixing Shiye Co., Ltd.
(RBEEEXFRRA)

Of which: Other current 116,234.97 - -
assets
Fixed assets 20,642,452.49 - -

Intangible assets 9,535,429.57 - -
Other non-current  3,434,900.00 - -

the way of
transferring the
equity interest
in a subsidiary,
50 as to help
the Company
to further focus
on its main
activity—bio-
pharmaceuticals,
and to
cooperate with
the government
to speed up the
implementation
of the
transformation
project

assets
Total assets 33,729,017.03 - - - - -
Of which: Taxes payables 1,921.20 - - - - -
Other payables 500,000.00 - - - - -
Total liabilities 501,921.20 - - - - -
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

VI.

(2)

(3)

(4)

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

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

Non-current assets and disposal group classified as held for sale (continued)

Impairment and provision for assets held for sale

Decrease in the Current Period

Carrying value Provision Balance

at the beginning in the Current at the End

Item of the year Period Reversed Other decrease of the Period
Disposal group classified as held for
sale — Zhuhai Weixing Shiye Co.,

Ltd. CREREEXERAA) 0.00 0.00 0.00 0.00 0.00

Total 0.00 0.00 0.00 0.00 0.00

As at the End of the Period, the Company’s other comprehensive income related to the
above disposal group held for sale was nil.

Items not classified as held for sale or removed from disposal group held for sale during

the Current Period

Nil.

Other current assets

Balance Balance

at the End at the beginning

Item of the Period of the year
Input VAT pending deduction/attestation 22,950,121.82 4,566,465.14

Remaining VAT credit

Smart deposit

“Bubuweiying” structured deposit
("EERREBUEER)

Runjin No.2 principal-protected RMB wealth
management product

CH22MARAMAREEMER)

4,764,946.23
0.00

0.00

250,000,000.00

35,181,958.20
100,000,000.00

300,000,000.00

250,000,000.00

Total

277,715,068.05

689,748,423.34

According to the notes of “Regulations for the Accounting Treatment of VAT*"” (Cai Kuai [2016]
No. 22) issued by the PRC Ministry of Finance, the debit balance of the breakdown items of “VAT
Payable”, “Outstanding VAT”, “Credit tax available for deduction”, “Credit tax pending verification”
and “Outstanding VAT credit” under the entry of “Tax payable” as at the End of the Period have been
presented as “Other current assets”.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)
10. Available-for-sale financial assets
(1) Status of available-for-sale financial assets

Balance at the End of the Period

Balance at the beginning of the year

Impairment Carrying Impairment Carrying
Item Balance provision value Balance provision value
Available-for-sale equity
instruments 260,526,468.53  113,854,995.09 146,671,473.44 261,149,161.06  113,854,995.09  147,294,165.97
Of which: measured at fair
value 102,355,959.69  93,254,995.09 9,100,964.60  99,853,652.22  93,254,995.09 6,598,657.13
measured at cost 158,170,508.84  20,600,000.00 137,570,508.84 161,295,508.84  20,600,000.00  140,695,508.84

(2) Available-for-sale financial assets measured by fair value at the End of the Period

Classification of available-for-sale financial assets

Available-for-sale
equity instruments

Cost of equity instruments
Fair value

Change in fair value accrued through other comprehensive income

Accrued impairment provision

93,294,846.95
9,100,964.60
7,701,945.83
93,254,995.09

Available-for-sale equity instruments measured at fair value by the End of the Period were listed on
Shenzhen Stock Exchange and the fair value was determined by the closing price for the last day of

dealings in the year.

(3) Available-for-sale financial assets measured by cost at the End of the Period

Balance Impairment provision
At the Increase Decrease At the At the Increase Decrease Atthe  Proportion of
beginning of during during End of  beginning of during during End of equity holdin  Cash dividend

Investee the year the Period the Period the Period the year the Period the Period the Period investee (%) for the period
Guangdong Development

Bank Co., Ltd.

(BRRIRAERAR) 177,348.84 0.00 0.00 177,348.84 0.00 0.00 0.00 0.00 0.0004 0.00
Beijing Medical Supplies Joint

Operating Corporation

(AREEMERAEERT) 100,000.00 0.00 0.00 100,000.00 100,000.00 0.00 0.00 100,000.00 0.821 0.00
Doumen Sanzhou Industrial

City Co., Ltd. (IFI=H

THIRAERAR) 500,000.00 0.00 0.00 500,000.00 500,000.00 0.00 0.00 500,000.00 1.60 0.00
Zhuhai China Resources Bank

Co, Ltd. GREZBRTRH

BRAT) 95,325,760.00 0.00 0.00  95325,760.00  20,000,000.00 0.00 0.00  20,000,000.00 1.5065 0.00
Ruiheng Medical Technology

Investment Co., Ltd.

(REENRRE

BREFAR) 6,250,000.00 000  3,125,000.00  3,125,000.00 0.00 0.00 0.00 0.00 5.681 0.00
Shanghai Haixin Pharmaceutical

Co, ltd. (LEEMEZ

ERAR) 500,000.00 0.00 0.00 500,000.00 0.00 0.00 0.00 0.00 455 0.00
CYNVENIO BIOSYSTEMS,INC 58,442,400.00 0.00 0.00  58,442,400.00 0.00 0.00 0.00 0.00 13.64 0.00
Total 161,295,508.84 0.00  3,125,000.00 158,170,508.84  20,600,000.00 0.00 0.00 20,600,000.00 - 0.00
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

10.

(4)

11.

STATEMENTS (continued)

Available-for-sale financial assets (continued)

movement in impairment for available-for-sale financial assets by the End of the Period

Categorised available-for-sale financial assets

Available-for-sale
equity instruments

Total

Provision for Impairment at the beginning of the year

Provision for Impairment for the Period
In which: transferred from other comprehensive income

Decrease during the Period

In which: transferred upon increase in fair value

after the period

113,854,995.09
0.00
0.00
0.00

0.00

113,854,995.09

0.00
0.00
0.00

0.00

Provision for Impairment by the End of the Period

113,854,995.09

113,854,995.09

Long-term equity investments

Change during the Period
Investment
Balance profit and Adjustment
at the loss on in other Other
beginning Investment Investment the equity comprehensive equity
Investee of the year acquired disposed of method income changes
Associates
Livzon Medical Electronic Equipment (Plant)
Co., Ltd. (BHERE 74 (&)
BRAR) 1,200,000.00 0.00 0.00 0.00 0.00 0.00
Guangdong Blue Treasure Pharmaceutical
Co. ltd. (BREBREERAR) 47,464,325.41 0.00 0.00  2,488,194.33 0.00 0.00
Minitech Medical (Jiangsu) Ltd
(IEENMBRSHERAR) 23,527,231.29 0.00 0.00 -1,207,938.50 0.00 0.00
Yobbo (RIITAERBEERAR) 1,133,011.55 0.00 0.00 ~75,908.70 0.00 0.00
AbCyte Therapeutics Inc. 18,985,166.54 0.00 0.00 -619,297.14 0.00 0.00
Total 92,309,734.79 0.00 0.00 585,049.99 0.00 0.00
Change during the Period
Balance of
Cash dividend provision for
or profit Balance impairment
distribution Impairment at the End at the End
Investee declared provision Others  of the Period  of the Period
Associates
Livzon Medical Electronic Equipment (Plant)
Co., ltd. (BHEREF&ME (R)ERAR) 0.00 0.00 0.00  1,200,000.00  1,200,000.00
Guangdong Blue Treasure Pharmaceutical Co. Ltd.
(EREZZEERAF) 0.00 0.00 0.00  49,952,519.74 0.00
Minitech Medical (Jiangsu) Ltd
(IHERBESMERAR) 0.00 0.00 0.00  22,319,292.79 0.00
Yobbo (RYIMBEREBRAR) 0.00 0.00 0.00  1,057,102.85 0.00
AbCyte Therapeutics Inc. 0.00 0.00 0.00  18,365,869.40 0.00
Total 0.00 0.00 0.00  92,894,784.78 1,200,000.00
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

12. Fixed assets

(1) Status of fixed assets

Machinery & Electronic devices
Items Plant & buildings equipment  Motor vehicles and others Total
. Cost at book
1. Balance at the beginning
of the year 2,805,673,864.46  2,294,105,270.63 65,427,676.80 311,077,450.29  5,476,284,262.18
2. Additions for the Period 49,018,617.26 43,696,095.70 5,494,737.54 19,308,765.57 117,518,216.07
(1) Acquisition 4,114,665.30 21,290,495.13 5,240,147.52 17,317,297.95 47,962,605.90
(2) Construction in progress
transferred 44,903,951.96 22,405,600.57 254,590.02 1,991,467.62 69,555,610.17
3. Decrease for the Period 265,269,751.60 85,288,081.56 3,063,643.27 6,142,204.42 359,763,680.85
(1) Disposal or written-off 287,191.82 85,288,081.56 3,063,643.27 6,142,204.42 94,781,121.07

(2) Transferring to a disposal
group classified as held
for sale 264,982,559.78 0.00 0.00 0.00 264,982,559.78
4. Balance at the End of the Period 2,589,422,730.12  2,252,513,284.77 67,858,771.07 324,244,011.44  5,234,038,797.40
Il Accumulated depreciation
1. Balance at the beginning of year ~ 781,941,900.97 1,021,104,678.76 40,569,796.64 199,649,690.40  2,043,266,066.77

2. Additions for the Period 56,097,858.24 85,011,041.97 3,968,529.19 16,530,211.41 161,607,640.81
(1) Provision 56,097,858.24 85,011,041.97 3,968,529.19 16,530,211.41 161,607,640.81
(2) Other additions 0.00 0.00 0.00 0.00 0.00
3. Decrease for the Period 218,126,454.14 69,861,579.47 2,006,244.53 4,779,154.61 294,773,432.75
(1) Disposal or written-off 264,895.04 69,861,579.47 2,006,244.53 4,779,154.61 76,911,873.65

(2) Transferring to a disposal
group classified as held
for sale 217,861,559.10 0.00 0.00 0.00 217,861,559.10
4. Balance at the End of the Period ~ 619,913,305.07  1,036,254,141.26 42,532,081.30 211,400,747.20  1,910,100,274.83
ll. - Impairment provision
1. Balance at the beginning of the

year 47,143,625.75 43,778,992.19 65,313.29 1,052,407.27 92,040,338.50
2. Additions for the Period 0.00 12,298.08 0.00 980.00 13,278.08
(1) Provision 0.00 12,298.08 0.00 980.00 13,278.08
3. Decrease for the Period 26,500,844.97 3,202,945.43 0.00 230,087.60 29,933,878.00
(1) Disposal or written-off 22,296.78 3,202,945.43 0.00 230,087.60 3,455,329.81

(2) Transferring to a disposal
group classified as held
for sale 26,478,548.19 0.00 0.00 0.00 26,478,548.19
4. Balance at the End of the Period 20,642,780.78 40,588,344.84 65,313.29 823,299.67 62,119,738.58
IV. Carrying amounts
1. Carrying amount at the End of

the Period 1,948,866,644.27  1,175,670,798.67 25,261,376.48 112,019,964.57  3,261,818,783.99
2. Carrying amount at the
beginning of the year 1,976,588,337.74  1,229,221,599.68 24,792,566.87 110,375,352.62  3,340,977,856.91

During the Period, the amount of depreciation was RMB161,607,640.81 (RMB171,291,939.54 in the
previous Period). During the Period, construction in progress transferred to cost of fixed assets was
RMB69,555,610.17 (RMB150,132,125.74 the previous Period).
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VI.

12.

(2)

(3)
(4)

(5)

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

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Fixed assets (continued)

As at the End of the Period, temporarily idled fixed assets

Accumulated Provision for
Item Cost depreciation impairment Carrying amount
Plant & buildings 23,344,398.33 13,170,732.36 41,432 .31 10,132,233.66
Machinery & equipment 35,609,236.86 26,070,331.39 1,419,797.95 8,119,107.52
Electronic devices and others 4,650,391.28 4,236,034.34 71,043.91 343,313.03
Total 63,604,026.47 43,477,098.09 1,532,274.17 18,594,654.21

The Company has no fixed assets leased in under finance leases.
Fixed assets leased out under operating leases

Carrying amount

at the End

Item of the Period

Plant and building 1,380,080.74

Electronic devices and others 35,663,138.78

Total 37,043,219.52
Fixed assets with pending certificates for ownership at the End of the Period

Reason for

pending certificates

Item Carrying amount for ownership

Plant & buildings 577,965,958.46 Being in progress
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

13.

(1)

(2)

STATEMENTS (continued)
Construction in progress

Construction in progress status

Balance at Balance at
the End of the Period the beginning of the year
Provision for Carrying Provision for Carrying
Item Balance impairment amount Balance impairment amount
Guangda New Factory
Project (X AFTRUEE ) 5,784,851.29 0.00  5784,851.29  5,784,851.29 000  5,784,851.29
Improvement Project of
Workshop of Hecheng
Co. (RRARERBIEIRR)  6,253,091.24 0.00  6,253,091.24  12,813,476.65 0.00  12,813,476.65
Project of New Factory of
Reagent Co.
(RBARNEHEE) 113,976,871.47 0.00 113,976,871.47  121,205,122.02 0.00 121,205,122.02
Project of Shijiao New Factory
(BARIER) 6,057,212.52 0.00 6,057,212.52 682,930.46 0.00 682,930.46
Transformation Project of
Pharmaceutical Factory
Workshop (M=
YUEEA) 11,796,803.49 0.00 11,796,803.49  22,634,029.13 0.00  22,634,029.13
Transformation Project of
Weigiu Zhongshi Workshop
(x5l EmEE) 1,333,336.74 0.00  1,333,336.74 0.00 0.00 0.00
Others 24,732,669.64 0.00 24,732,669.64  38,613,444.92 0.00  38,613,444.92
Total 169,934,836.39 0.00 169,934,836.39 201,733,854.47 0.00 201,733,854.47
Status of changes of significant construction in progress item
Balance at Transferred to Balance at
Budgeted  the beginning Additions  fixed asset for Other the End
Categories of project amount of the year  for the Period the Period deduction  of the Period
Guangda New Factory
Project (K R#TBIER ) 365,816,500.00  5,784,851.29 0.00 0.00 000  5,784,851.29
Improvement Project of
Workshop of Hecheng
Co. (ARRARIERMBUEEE) 26,840,007.50  12,813476.65  3,418,132.04  9,637,227.45 341,290.00  6,253,091.24
Project of New Factory of
Reagent Co.
(RAEDRNEIER) 148,315,000.00  121,205,122.02  5,571,749.45  12,800,000.00 0.00 113,976,871.47
Project of Shijiao New Factory
(hA¥HEER) 46,664,000.00 682,930.46  5374,282.06 0.00 0.00  6,057,212.52
Transformation Project of
Pharmaceutical Factory
Workshop ( ZRRE
YEEE ) 47,752,151.44  22,634,029.13  20,015,236.97  30,852,462.61 0.00  11,796,803.49
Transformation Project of
Weigiu Zhongshi Workshop
(kR ERER) 33,450,000.00 0.00  1,333336.74 0.00 000  1,333,336.74
Others 0.00 38,613,444.92  33,701,812.22  16,265,920.11 31,316,667.39  24,732,669.64
Total 668,837,658.94  201,733,854.47  69,414,549.48  69,555,610.17  31,657,957.39  169,934,836.39
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(Unless specified otherwise, all amounts are denominated in RMB)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

13.

(2)

14.

STATEMENTS (continued)

Construction in progress (continued)

Status of changes of significant construction in progress item (continued)

Accumulated
amount of

Interest

Percentage of

the interest Interest capitalised rate  cost incurred
capitalised as  capitalised for ~ for the Period over budgeted Construction Sources of
Categories of project at the year end the Period (%) amount (%) progress funds
Guangda New Factory Project Designing
(EAHMBEER) 0.00 0.00 0.00 1.58% process Self-funding
Improvement Project of
Workshop of Hecheng Completion of
Co. (AR RIERBERR) 0.00 0.00 0.00 85.54%  some projects Self-funding
Project of New Factory of
Reagent Co. Under
(G5 NGE TR 0.00 0.00 0.00 85.48% construction Self-funding
Project of Shijiao New Factory Under
(BAMEER) 0.00 0.00 0.00 73.11% construction Self-funding
Transformation Project of
Pharmaceutical Factory
Workshop ( £ & Completion of  Borrowing and
EER) 0.00 219,686.96 2.80% 89.31%  some projects self-funding
Transformation Project of
Weigiu Zhongshi Workshop Under
(W AERER) 0.00 0.00 0.00 3.99% construction Self-funding
Others Borrowing and
166,601.27 166,601.27 2.80% self-funding
Total 166,601.27 386,288.23

Other deduction mainly refers to the disposal of assets and transfer of long-term deferred expenses.

Construction supplies

Balance Balance

at the end at the beginning

Item of the Period of the Period
Specialised equipment 31,009.86 0.00
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI.

15.
(1)

(2)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Intangible assets

Status of intangible assets

Patent and
technical
Items Land use rights know-how Software Trademark rights Others Total
. Cost at book
1. Balance at the beginning of the year ~ 276,224,425.58  223,448,445.32 31,780,544.04 24,000.00 10,985,294.53  542,462,709.47
2. Additions for the Current Period 340,454.88 707,547.15 697,048.72 0.00 0.00 1,745,050.75
(1) Acquisition 340,454.88 707,547.15 697,048.72 0.00 0.00 1,745,050.75
3. Decrease for the Current Period 19,710,906.98 0.00 0.00 0.00 0.00 19,710,906.98
(1) Disposal 250,905.92 0.00 0.00 0.00 0.00 250,905.92
(2)  Transferring to a disposal group
classified as held for sale 19,460,001.06 0.00 0.00 0.00 0.00 19,460,001.06
4. Balance at the End of the Period 256,853,973.48  224,155,992.47 32,477,592.76 24,000.00 10,985,294.53  524,496,853.24
Il Accumulated depreciation
1. Balance at the beginning of year 66,035,475.76  140,363,010.39  25,854,372.52 24,000.00 91,544.12  232,368,402.79
2. Additions for the Period 2,517,679.99 7,928,042.56 1,671,820.43 0.00 1,098,529.44 13,216,072.42
(1) Provision 2,517,679.99 7,928,042.56 1,671,820.43 0.00 1,098,529.44 13,216,072.42
3. Decrease for the Period 10,175,477.41 0.00 0.00 0.00 0.00 10,175,477.41
(1) Disposal 250,905.92 0.00 0.00 0.00 0.00 250,905.92
(2)  Transferring to a disposal group
classified as held for sale 9,924,571.49 0.00 0.00 0.00 0.00 9,924,571.49
4. Balance at the End of the Period 58,377,678.34  148,291,052.95 27,526,192.95 24,000.00 1,190,073.56  235,408,997.80
lll.  Impairment provision
1. Balance at the beginning of the year 981,826.94  10,209,166.79 0.00 0.00 0.00  11,190,993.73
2. Additions for the Period 0.00 0.00 0.00 0.00 0.00 0.00
(1) Provision 0.00 0.00 0.00 0.00 0.00 0.00
3. Decrease for the Period 0.00 0.00 0.00 0.00 0.00 0.00
(1) Disposal 0.00 0.00 0.00 0.00 0.00 0.00
4. Balance at the End of the Period 981,826.94 10,209,166.79 0.00 0.00 0.00 11,190,993.73
IV, Carrying amounts
1. Carrying amount at the End
of the Period 197,494,468.20 65,655,772.73 4,951,399.81 0.00 9,795,220.97  277,896,861.71
2. Carrying amount at the beginning
of the year 209,207,122.88 72,876,268.14 5,926,171.52 0.00 10,893,750.41  298,903,312.95

Amortisation for the Current Period is RMB13,216,072.42 (RMB15,311,422.63 in the Previous Period).

Intangible assets with pending certificates for ownership were as follows:

Reason for

pending certificates

Item Carrying amount for ownership
Land use rights 27,268,261.64 Being in progress
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

Vi

15.

(3)

16.

17.

(1)

. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)
Intangible assets (continued)

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.

Development costs
Decrease for the Current Period
Balance at Additions Recognised Balance at
the beginning forthe  Recognised in as intangible the end
Item of the year  Current Period  profit or loss assets  of the Period
Expensing costs 0.00 171,552,330.26  171,552,330.26 0.00 0.00
Capitalised expenses 14,821,797.96 7,276,118.46 0.00 0.00  22,097,916.42
In which: western drug preparation 14,821,797.96 7,276,118.46 0.00 0.00  22,097,916.42
Total 14,821,797.96  178,828,448.72  171,552,330.26 0.00  22,097,916.42
Goodwill
Total goodwill value at book
Balance at Additions Decrease Balance at
Name of investee or the matter of the beginning for the for the the end
goodwill arisen of the year Current Period Current Period of the Period
Pharmaceutical Factory ( 2L/ 47,912,269.66 0.00 0.00 47,912,269.66
Sichuan Guangda Pharmaceutical Manufacturing
Co., Ltd. (B XAREBRAR) 13,863,330.24 0.00 0.00 13,863,330.24
Livzon Group Fuzhou Fuxing Pharmaceutical Co., Ltd.
(BREBRNEEEZERAF) 46,926,155.25 0.00 0.00 46,926,155.25
Livzon Group Xinbeijiang Pharmaceutical
Manufacturing Inc.
(BREEFLIRERNHERAR) 7,271,307.03 0.00 0.00 7,271,307.03
Zhuhai Livzon Meidaxin Technological Development
Co, Ltd. (RETBAXEERNARERAF) 287,756.12 0.00 0.00 287,756.12
Shanghai Livzon Pharmaceutical Manufacturing Co.,
Ltd. (EBEHRHEERAR) 2,045,990.12 0.00 0.00 2,045,990.12
Zhuhai FTZ Livzon Hecheng Pharmaceutical
Manufacturing Co., Ltd.
(KERBEBRAKREARAT) 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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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI.

17.

(2)

(3)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Goodwill (continued)

Provision for impairment of goodwiill

Balance at Balance at
Name of investee or the matter of the beginning Additions Decrease the end
goodwill arisen of the year for the period for the period of the period

Livzon Group Fuzhou Fuxing Pharmaceutical Co., Ltd.

(BRSERMNEREZERAR) 11,200,000.00 0.00 0.00 11,200,000.00
Livzon Group Xinbeijiang Pharmaceutical

Manufacturing Inc. (BIXE BT RER 7

BRATF) 7,271,307.03 0.00 0.00 7,271,307.03
Zhuhai Livzon Meidaxin Technological Development

Co., Ltd. (FEMBHEEERITAEERAF) 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 Pharmaceutical Factory (L% ) , key assumptions are a gross margin of 63%-
67% and a business revenue growth rate of 0~17%. The management took into account historical
conditions and predictions for future market development in making above assumptions.

For future cash flow of Sichuan Guangda Pharmaceutical Manufacturing Co., Ltd. (POJII Y A& %EH
FRAR]), key assumptions are a gross margin of 62%-64% and a business revenue growth rate of
0~25.30%. 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. (EEIZkE E{E /18 M E
ZEHPR/AR), key assumptions are a gross margin of 41%-45% and a business revenue growth rate
of —19%~8.33%. 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
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all amounts are denominated in RMB)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

18.

19.

(1)

(2)

STATEMENTS (continued)

Long-term deferred expenses

Balance at Additions  Amortisation Balance at
the beginning for the for the Other theend  Reason for

Item of the year  Current Period  Current Period decrease  of the Period  other decrease
Overhaul costs of fixed assets 3,038,437.77 42,735.04 913,313.62 0.00 2,167,859.19
Renovation costs of offices 17,984,172.67  3,540,514.29  1,261,928.81 0.00 20,262,758.15
Renovation costs of plants 63,695,566.78  21,847,871.66  2,426,026.15 0.00 83,117,412.29
Share of costs for public utilities 48,750.06 0.00 16,249.98 0.00 32,500.08
Resin and filler 6,691,473.14  3,520,555.55  2,386,741.39 0.00  7,825,287.30
Others 1,018,600.46 96,581.19 332,216.83 0.00 782,964.82
Total 92,477,000.88  29,048257.73  7,336,476.78 0.00 114,188,781.83

Deferred income tax assets/Deferred income tax liabilities

Breakdown of deferred income tax assets

Balance at the end of the Period

Balance at the beginning of the year

Deductible Deductible
temporary Deferred temporary Deferred
Item difference tax assets difference tax assets
Deductible temporary difference arising from
provision for impairment 226,905,568.57 29,511,075.89 231,892,133.71 29,929,197.82
Deductible temporary difference arising from
accrued expenses 158,436,497.07 23,765,474.55 141,166,101.17 21,174,915.04
Deductible temporary difference arising from
tax losses carried forward 125,473,524.13 18,878,212.15 34,207,535.93 5,131,130.39
Deductible temporary difference arising from
deferred income 63,488,747.75 9,523,312.16 62,888,581.97 9,433,287.29
Deductible temporary difference arising from
gains from unrealized intracompany transactions 399,029,499.33 59,854,424.91 549,114,425.28 82,367,163.80
Deductible temporary difference arising from
share incentive cost 21,954,139.25 3,222,437.37 33,760,094.36 5,064,014.15
Total 995,287,976.10 144,754,937.03 1,053,028,872.42 153,099,708.49

Breakdown of deferred income tax liabilities

Balance at the end of the Period

Balance at the beginning of the year

Taxable Taxable
temporary Deferred temporary Deferred
Item difference tax liabilities difference tax liabilities
Taxable temporary difference arising from
financial assets held for trading 692,252.76 103,837.91 680,909.00 102,136.35
Taxable temporary difference arising from
available-for-sale financial assets 11,672,012.74 1,750,801.91 9,169,705.27 1,375,455.79
Taxable temporary difference arising from long-term
equity investments under in equity method 25,216,706.26 3,782,505.94 24,012,359.13 3,601,853.87
Taxable temporary difference arising from
accelerated depreciation of fixed assets 109,320,132.36 16,460,794.80 81,080,134.67 12,205,834.39
Total 146,901,104.12 22,097,940.56 114,943,108.07 17,285,280.40
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VI.

19.

(3)

(4)

20.
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NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

Deferred income tax assets/Deferred income tax liabilities (continued)

Breakdown of deferred income tax assets not recognised

Item

Balance
at the end
of the Period

Balance
at the beginning
of the Period

Deductible temporary difference

Deductible loss

142,739,592.20
418,677,087.80

144,620,046.23
341,889,829.68

Total

561,416,680.00

486,509,875.91

Deductible loss of deferred income tax assets not recognised will be due next year

Balance Balance
at the end at the beginning
Year of the Period of the year Remarks
2017 19,915,143.83 20,911,633.82
2018 27,829,187.05 27,888,663.82
2019 59,342,863.03 59,410,126.67
2020 83,129,268.76 84,685,649.76
2021 126,139,577.44 124,537,726.45
2022 94,365,489.25
Indefinite 7,955,558.44 24,456,029.16
Total 418,677,087.80 341,889,829.68
Other non-current assets
Balance Balance
at the end at the beginning

Item

of the Period

of the Period

Input VAT pending deduction/attestation
Remaining VAT credit
Prepayment for investments

Prepayment for acquisition of project and equipment
Prepayment for acquisition of technical know-how

2,518,292.39
39,180,588.55
101,541,432.48
18,847,644.33
45,240,429.46

238,726.86
39,590,963.11
0.00
26,666,529.37
48,522,986.75

Total

207,328,387.21

115,019,206.09

According to the notes of “Regulations for the Accounting Treatment of VAT*” (Cai Kuai 2016 No. 22)
issued by the PRC Ministry of Finance, the debit balance of the breakdown items of “VAT Payable”,

“Outstanding VAT”, “Credit tax available for deduction”,

“Credit tax pending verification” and

“Outstanding VAT credit” under the entry of “Tax payable” as at the end of the Period have been

presented as “Other non-current assets”.
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(Unless specified otherwise, all amounts are denominated in RMB)

VI.

21.

22.

(1)

(2)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)
Bills payables

Type

Balance
at the end
of the Period

Balance
at the beginning
of the Period

Bank acceptance bills

744,086,552.91

323,795,509.11

The amount of RMB744,086,552.91 will be due for the next accounting period.

Accounts payables

Breakdown of accounts payables (an ageing analysis is based on dates of recognition of

account payables)

Item

Balance
at the end
of the Period

Balance
at the beginning
of the Period

1 to 90 days

91 to 180 days
181 days to 1 year
1 to 2 years

Over 2 years

312,943,981.07
52,085,361.85
19,666,032.56
39,455,751.61
25,576,837.67

309,091,528.70
149,853,279.51
46,024,114.99
48,792,716.60
33,954,307.04

Total

449,727,964.76

587,715,946.84

Important payables ageing over 1 year

Item

Balance
at the end
of the Period

Reason for
non-payment or
non-transfer

Zhenjiang East Biotech Equipment and Technology
Co., Ltd. (IR S AN I RRBERMBEREERA])
Industrial Green Building Technology Co., Ltd. of Zhuhai
(RBEXGEZEMRERQA)
Hebei Installation Engineering Co., Ltd
Ot LR TRREERAA)
ABC Building Systems (China) Co., Ltd
(RERERG (FE)ERRAA)
Zibo Dongfang Yineng Medical Chemical Co., Ltd
MIERAD HEBELCTIRRAA)
Guangdong Jian‘an Changsheng Engineering Co., Ltd.
(BERELZERIEFGRATF)

9,541,862.66

6,934,409.42

6,405,380.03

3,183,338.65

3,100,000.00

2,371,197.82

Holdback

Holdback

Holdback

Holdback

Holdback

Holdback

Total

31,536,188.58
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VI.

23.

(1)

(2)

24.

(1)

(2)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)
Receipts in advance

Presentation of receipts in advance

Balance Balance

at the end at the beginning

Item of the Period of the Period
Within 1 year 4,551,220,359.51 51,374,594.76
Over 1 year 16,279,301.32 27,310,645.84
Total 4,567,499,660.83 78,685,240.60

Large sum of receipts in advance over one year

Nil.

Employee benefits payables

Presentation of salary payables

Balance Balance

at the beginning Increase for Decrease for at the end

Item of the year the Current Period the Current Period of the Period

I. Short-term salary 110,251,790.51 284,818,913.51 317,242,206.02 77,828,498.00

II. Post-resignation benefits—designated provision 28,122.44 24,700,648.34 24,475,730.81 253,039.97

IIl. Dismiss benefits 3,000,000.00 0.00 1,620,000.00 1,380,000.00

IV. Other benefits due within 1 year 0.00 0.00 0.00 0.00

Total 113,279,912.95 309,519,561.85 343,337,936.83 79,461,537.97
Presentation of short-term salary

Balance Balance

at the beginning Increase for Decrease for at the end

Item of the year the Current Period the Current Period of the Period

1. Salaries, bonuses, allowances and subsidies 108,738,713.76 250,550,849.93 282,834,587.94 76,454,975.75

2. Employee welfare 914,091.50 13,488,132.50 13,451,682.48 950,541.52

3. Social insurance 14,150.10 10,840,168.79 10,729,937.97 124,380.92

Of which: Medical insurances 11,394.47 9,468,156.29 9,373,971.91 105,578.85

Work-related injury insurances 1,925.21 722,219.93 711,457.88 12,687.26

Maternity insurances 830.42 649,792.57 644,508.18 6,114.81

4. Housing funds 522,789.00 9,238,704.12 9,515,962.12 245,531.00

5. Labour union fees and employee education fees 62,046.15 701,058.17 710,035.51 53,068.81

6. Short-term compensated absence 0.00 0.00 0.00 0.00

7. Short-term profit distribution plan
—Performance-linked bonuses of subsidiaries 0.00 0.00 0.00 0.00
Total 110,251,790.51 284,818,913.51 317,242,206.02 77,828,498.00
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)
24. Employee benefits payables (continued)

(3) Presentation of designated provision

Balance Balance
at the beginning Increase for Decrease for at the end
Item of the year the Current Period the Current Period of the Period
1. Basic pension insurance 27,151.02 23,350,748.23 23,136,473.35 241,425.90
2. Unemployment insurance 971.42 1,349,900.11 1,339,257.46 11,614.07
Total 28,122.44 24,700,648.34 24,475,730.81 253,039.97
25. Taxes payables
Balance Balance
at the end at the beginning

Item

of the Period

of the Period

Value added tax

74,154,910.02

95,848,978.18

Urban maintenance and construction tax 5,312,475.14 4,998,468.60
Enterprise income tax 71,675,635.46 163,284,148.94
Property tax 7,792,017.21 8,325,607.88
Land use tax 2,368,826.18 1,982,305.92
Individual income tax 10,850,323.79 11,448,173.56
Stamp duty 785,447.67 1,505,696.22
Education surcharges 4,662,911.77 4,666,899.96
Flood prevention fee 13,345.01 24,082.65
Others 0.00 222,337.88
Total 177,615,892.25 292,306,699.79
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI.

26.

27.

28.

(1)

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

Interest payables

Balance Balance
at the end at the beginning
Item of the Period of the Period
Interest for short-term bonds payable 0.00 3,812,602.74
Total 0.00 3,812,602.74
Dividends payables
Balance Balance Reason for
at the end at the beginning outstanding over
Item of the Period of the year 1 year
Dividends on ordinary shares 212,801,470.46 20,174.46 Not yet paid
Qingyuan Xinbeijiang (Group) Company
(BEFMILILE (£B)QA) 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 215,313,280.46 2,531,984.46
Other payables
Breakdown of other payables
Balance Balance
at the end at the beginning
Item of the Period of the Period
Within 1 year 1,481,495,108.91 1,468,382,831.50
Over 1 year 226,135,079.29 89,730,446.80
Total 1,707,630,188.20 1,558,113,278.30
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)
28. Other payables (continued)
(2) Other payables by nature

Item

Balance
at the end
of the Period

Balance
at the beginning
of the Period

Office expenses

Deposits under guarantees

Business promotion expenses

Obligations of repurchasing restricted shares
Technology transfer funds

Related party balances

Accrued expenses

Others

44,822,511.64
23,940,851.18
594,069,947.49
75,162,388.20
11,759,647.92
3,690,021.35
917,831,580.36
36,353,240.06

46,432,084.92
21,425,431.13
479,228,514.39
140,321,805.40
13,490,101.79
2,459,992.87
807,309,319.37
47,446,028.43

Total

1,707,630,188.20

1,558,113,278.30

The repurchase of the restricted shares obligation of the Directors, the senior
spouses amounted to RMB6,530,353.05 by the end of the Period.

(3) The breakdown of accruals included in balances was as follows:

management and their

Balance Balance
at the end at the beginning Reason for

Item of the Period of the year outstanding
Utilities expenses 7,504,120.11 6,726,545.55 Not yet paid
Research expenses 24,291,079.52 21,267,803.56 Not yet paid
Business promotion expenses 797,692,018.59  715,786,697.44 Not yet paid
Advertising expenses 2,511,402.75 873,776.16 Not yet paid
Business meeting expenses 6,347,905.46 8,366,673.40 Not yet paid
Auditing and information disclosure expenses 5,883,613.27 5,668,454.20 Not yet paid
Others 73,601,440.66 48,619,369.06 Not yet paid
Total 917,831,580.36  807,309,319.37
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

29. Non-current liabilities due within one year

Balance Balance
at the end at the beginning
Item of the Period of the Period
Long-term loans due within 1 year (Note VI.31) 400,000.00 400,000.00
Total 400,000.00 400,000.00
30. Other current liabilities
Balance Balance
at the end at the beginning
Item of the Period of the Period
Short-term payable bills 0.00 350,000,000.00
Of which: changes in short-term payable bonds
Interest
payables Interest Interest Interest
atthe  payables for paid for payables at Balance
Nominal Date of Term of Issue beginning the Current the Current the end at the end
Name of Bond amount issue bond amount of the year Period Period  of the Period  of the Period
16Livzon SCPOOY 10000 11August2016  270days 350,000,00000  3,812,60274 343671233  7,49,315.07 0.00 0.00
31. Long-term loans
(1) Classification of long-term loans
Balance Balance
at the end at the beginning
Item of the Period of the Period
Loans on credit 1,100,000.00 1,100,000.00
Guarantee loans 0.00 0.00
Less: Long-term loans due within one year (Note VI.29) 400,000.00 400,000.00
Total 700,000.00 700,000.00

As at the end of the Period, there was no overdue long-term loans that were unpaid.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

31.

(2)

32.

(1)

STATEMENTS (continued)
Long-term loans (continued)

Long-term loans with five largest amount

Balance at
the end of the Period

Balance at
the beginning of the year

Local Local

Starting date Termination Interest Foreign currency Foreign currency

Name of lender of loans date of loans Currency rate (%) amount amount amount amount
Fuzhou Bureau of

Finance Indefinite Indefinite RMB Interest-free — 700,000.00 — 700,000.00

Total 700,000.00 700,000.00

Government grant

The details of the government grant recognized at the beginning of the Current Period are

as follows :
Related to assets Related to income
Non- Non- Written  Actually
Deferred operating Deferred other operating downof  received

Items Amount income income income incomes income costs  ornot
R&D and Commercialisation of Innovative

Drug of llaprazole Series

(UEAW AT B ENHERER L) 583137480 483137482 1,00,000.00 0.00 0.0 0.0 000 Yes
R&D and Commercialisation of Innovative

Drug of llaprazole Series

(NEAW A5 B ENHEREZL) 5,161,143.88 0.00 000 465341225 0.00 507,731.63 000 Yes
Team for Research, Development and Commercialisation

of Protein Drugs (2012) under the Scientific

Research Team for Introduction of Innovation

Technologies in Guangdong Province

(ERGolEAMMAER012)ZREEN

REREREZER) 5,587,400.47 000 558740047 0.00 000 0.0 000 Yes
2014 Strategic Emerging Industries (Sustained Release

Microsphere (20145 ST BE % (FEAR))  2,000,000.00 0.00 000 2,000,000.00 0.00 0.00 000 VYes
Pilot magnification and commercialization of

long-term microspheres products

(REVESHURER MR ABANEE (L) 2,400,000.00  2,400,000.00 0.00 0.00 000 0.0 000 Yes
2015 Special Fund for Innovation-driven Projects

(0EFEFEDEEEEES) 93,000.00 93,000.00 0.00 0.00 000 0.0 000 Yes
Project subsidy from Ministry of Industry and Information

Technology ( TEAE S BER REIH) 2,400,000.00  2,400,000.00 0.00 0.00 0.00 0.00 000 Yes
R&D Projects Subsidy from Xiangzhou District Technology

Industry and Information Technology

(BNENIERHEBEEAHN) 1,029300.00  1,029,300.00 0.00 0.00 0.00 0.0 000 Yes
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

32. Government grant (continued)

(1) The details of the government grant recognized at the beginning of the Current Period are
as follows : (continued)

Related to assets Related to income
Non- Non- Written  Actually
Deferred operating Deferred other operating downof  received
Items Amount income income income incomes income costs or not

Foreign Trade Development and Port Construction

Special Fund (SMEB X R RN RRERZEER) 189,725.00 0.00 189,725.00 0.00 0.00 0.00 000 VYes
R&D and Commercialisation of Mouse Nerve

Growth Factor for Injection

(IS RERELRATHERERL) 324999993 2,999,999.91 250,000.02 0.00 0.0 000 000 Yes
2013 Provincial Technology Special Fund (Subsidy for

Rotavirus Vaccine Pre-clinical Research)

QIERAAMEEEES

(BHASRERRITERE)) 420,442.09 0.0 420,442.09 0.00 0.0 000 000 Yes
Demonstration project on the application of

solar photovoltaic architecture

(AGHtEREERTEER) 796549983 7,548,166.50 41733333 0.00 0.0 0.0 000 Yes
Subsidy for the Tender of Technology Upgrade

Project for PVC Soft Bag Supported by

Provincial Finance Departments

(BRBZFRAREER HOLPVCER) 2580980.06  2,483,797.16 97,182.90 0.00 0.0 0.0 000 Yes
Traditional Chinese Medicine Standardization Project of

State Administration of Traditional Chinese Medicine

(BFHBEERRRERE(ER) 1,000,000.00 700,000.00 0.00 0.00 0.0 0.0 000 Yes
Shengi Fuzheng Injection ( 2EHE 517 ) 109987.68  1,029,987.68 0.00 0.00 0.0 0.0 000 Yes
Shengi Fuzheng Injection (2 KK IE 51 ) 960,523.19 0.00 0.00 960,523.19 0.00 0.00 000 VYes
Financial grant for the quality control technologies

of Shengi (2 KB S Rl B HEF) 243,062.00 34,730.00 208,332.00 0.00 0.00 0.00 000 Yes

Construction of production facilitates for

the GAP commercialisation of astragalus at

Hunyuan in Shanxi

(LEBRERGAPER L EERHER) 464135794 4,641,357.94 0.00 0.00 0.0 0.0 000 Yes
Guidance Project for the Development of High-Tech

Industrial Development Zone (Yue Cai Gong No. 319)

Special Fund (B8 T3195 45 REERER

¥RIEIBEES) 850,000.00 0.00 0.00 850,000.00 0.00 0.00 000 Yes
R&D and Production Transformation of Gemifloxacin
Tablets (FXDERRFERLEEL) 212,527.55 212,527.55 0.00 0.00 0.00 0.00 000 Yes
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

32.

(1)

STATEMENTS (continued)

Government grant (continued)

The details of the government grant recognized at the beginning of the Current Period are

as follows : (continued)

Related to assets Related to income
Non- Non- Written  Actually
Deferred operating Deferred other operating downof  received

Items Amount income income income incomes income costs  ornot
Research of Technologies for the Inspection of

Toxic Substances from High-Throughput

Aquatic Products in Guangdong Province

(EREKERPAENERESRARINHE) 80,000.00 0.0 0.00 80,000.00 0.0 0.0 000 Yes
Subsidy for Rental and Property of

the Investment and Promotion Center

(REROEERNEERE) 841,557.60 0.0 0.0 467,532.00 0.00 374,025.60 000 Yes
Technology Centre Innovation Capabilities Development

(Antibody Drugs Laboratory)

(RO NER (MEENERE)) 5412,97040  4857,702.04 555,268.36 0.00 0.00 0.0 000 Yes
Technology Centre Innovation Capabilities Development

(Antibody Drugs Laboratory)

(R OaFE N ER (RBENERE)) 589,435.56 0.0 0.0 545,971.32 0.00 4345824 000 Yes
Second Batch of Science and Technology R&D Funding in

2012 QNEE-HBEHEEE) 1,000,000.00 0.00 000 1,000,000.00 000 0.0 000 Yes
Technological Upgrading and Transformation

Projects of Workshop for Acarbose

(Bulk Medicine of Glucosidase Inhibitor)

(o BEREENHUERREN FRE

TEEHIBARKMAEER) 1,000,000.00 946,428.58 5357142 0.00 0.00 0.00 000 VYes
R&D and Commercialisation of Statins

(Rifst TRENNHERER L) 500,000.00 150,000.00 350,000.00 0.00 000 0.0 000 VYes
Industrial Revitalisation Supporting Funds

(EXERKRES) 823550001 7,656,500.01 579,000.00 0.00 0.00 0.0 000 Yes
Innovative drug of llaprazole phase IV clinical research

(BB ERMVERATE) 327080000 3,270,800.00 0.00 0.00 0.00 0.00 000 VYes
Government grant for industrial transformation

(TRERURREES) 135833334 1,25833336 99,999.98 0.00 000 0.0 000 Yes
New Industrialisation Development Grant

(I ERES) 2,654,166.67  2,479,166.67 175,000.00 0.00 0.00 0.0 000 Yes
Policy fund for leading industrial enterprises loan Interests

(IXERAZEHMENKAS) 1366,666.69  1,266,666.67 100,000.02 0.00 0.00 0.00 000 VYes
Five Goods and One New Supporting Funds

(RE-HHHES) 800,000.00 750,000.02 49,999.98 0.00 0.0 0.0 000 Yes
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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. Government grant (continued)

(1) The details of the government grant recognized at the beginning of the Current Period are
as follows : (continued)

Related to assets Related to income
Non- Non- Written  Actually
Deferred operating Deferred other operating downof  received
Items Amount income income income incomes income costs or not
Subsidy for Online Monitoring Equipment for
Coalfired Boilers (MR BEARE AREREME)  450,00000 450,000.00 0.00 0.00 0.00 0.00 000 VYes
Set-up and research fund for post-doc station
(BLERUERNHER) 100,000.00 100,000.00 0.00 0.00 0.0 000 000 Yes
Set-up and research fund for post-doc station
(BLERIANTRE) 5,142.15 0.0 000 5,142.15 0.00 0.0 000 Yes
New R&D Institution Subsidy (FE & & EHE)) 2,560,454.41  2,321,631.40 238,823.01 0.00 0.00 0.00 000 Yes
Capital projects of Innovation and Entrepreneurship Team
Funding Program ( Bl XM &AMt B €R)  2,500,000.00 0.00 0.00 400,000.00 000 2,100,000.00 000 VYes

Special Funds Transferred to the Shanoguan Bureau of

Finance Treasury Branch for Cooperative Innovation

and Platform Environmental Construction

G P GEES BRI E

TaRrERzEAS) 1,000,000.00  1,000,000.00 0.00 0.00 0.0 0.0 000 Yes
Capsule for Kidney for cure for diabetes and

idney disease (BB REREIHRE

"REREBE OHERE) 1,000,000.00  1,000,000.00 0.00 0.00 0.00 0.00 000 Yes
Zhuhai Strategic Emerging Industries Special Funds
(BETMEEEREESERAS) 3,210,00000  3,270,000.00 0.00 0.00 0.00 0.00 000 Yes

Funds for R&D and commercialisation of
innovative drug of llaprazole series

(MEARZFIEFNEIREREZLRERES) 560000000  5600,000.00 0.00 0.00 0.00 0.00 000 VYes
Innovative drug of Ilaprazole for Injection

(B A EumBIE) 2,400,000.00  2,400,000.00 0.00 0.00 0.00 0.00 000 Yes
Technological Transformation Projects of

New Cefuroxime (FEIERMS B MERA) 153310000  1,533,100.00 0.00 0.00 0.00 0.00 000 VYes

Funds for Joint R&D and Commercialisation of Integrated

Platform for molecular diagnostics

(ER-BILATPETENAERIREELES) 241510000  2,415,100.00 000 000 0.0 000 000 Yes
Export credit insurance subsidy ( i 1 £ (R &) 939,600.00 0.00 0.00 0.00 939,600.00 0.00 000 Yes

170 Livzon Pharmaceutical Group Inc. Interim Report 2017



NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

32.

(1)

STATEMENTS (continued)

Government grant (continued)

The details of the government grant recognized at the beginning of the Current Period are

as follows : (continued)

Related to assets Related to income
Non- Non- Written  Actually
Deferred operating Deferred other operating downof  received
Items Amount income income income incomes income costs  ornot
R&D Subsidy (R FZEE) 8,585,023.00 0.00 0.00 000  8585,023.00 0.00 000 Yes
Fiscal Subsidy ( BB R ) 798,700.00 0.00 0.00 0.00 0.00 798,700.00 000 VYes
Interest Discount for Supporting Excellent and
Strong Enterprises and Innovation Supporting Funds
(HEHRM S RANMESKES) 5,427,12000 0.0 0.00 0.00 000 5427,120.00 000 Yes
Interest Discount and Relevant Funds for
Promoting Imports (A 2 REEES) 356,340.00 0.00 0.00 0.00 0.00 356,340.00 000 Yes
Technological Upgrading and Transformation Projects of
Workshop for Acarbose (Bulk Medicine of
Glucosidase Inhibitor) (« -BEEEEINHAERHE
MREBEEEHIEARKGRERR) 100,000.00 0.00 0.00 0.00 0.00 100,000.00 000 Yes
10KV Pharmaceutical Factory Line Relocation and
Improvement Project at Tieta Road in Qingyuan City
(BEMEARIKVERGRENER) 132,731.97 0.00 0.00 0.00 0.00 132,731.97 000 VYes
Subsidies for high and new technology enterprises and
high and new technology products
(BHEHCERSFROERERAE) 600,000.00 0.0 0.00 0.00 0.0 600,000.00 000 Yes
Market Development Fund For Small and Medium
Enterprises (F/EEFATBEEAL) 1,661,000.00 0.0 0.0 0.00 000 1,661,000.00 000 Yes
Special Fund for Energy Saving and Emission Reduction
(BRArgEde) 1,208,950.00 0.00 0.00 0.00 000 1,08950.00 000 Yes
Subsidies for Enterprises to Attract Graduates of Tertiary
Academic Institutions (X RAFRELERET) 1648090 0.0 0.00 0.00 0.0 16,480.90 000 Yes
Scientific Technology Incentive and Subsidy for
Technological Innovative Project
(MERERREREFEEAR) 910,000.00 0.00 0.00 0.00 0.00 910,000.00 000 Yes
Financial Support Funds of Jinwan District
(SEEHUHKITES) 41,834471.76 0.00 0.00 0.00 000  41,834477.76 000 Yes
Patent (Intellectual Property) Support Fund
(EM(AaEER)EpEL) 300,000.00 000 0.0 0.00 000 300,000.00 000 Yes
Leading Enterprise Development Bonus
(ERAXHAHR D) 180,000.00 0.00 0.00 0.00 0.00 180,000.00 000 VYes
Employment Assurance and Re-employment Subsidy
(PEEERERERR) 325,846.94 0.00 0.00 0.00 0.00 3)5,846.94 000 Yes
Reward Funds for Contribution of Pillar-type Enterprise
(XHEPRAZEHR) 2,253,839.00 000 0.0 0.00 000 2,253,839.0 000 Yes
Supporting Subsidy for “The Thousand Talents Plan”
(TFAsH 8l RERE) 1,000,000.00 0.00 0.00 0.00 000  1,000,000.00 000 VYes
Others 367,700.00 0.00 0.00 0.00 0.00 367,700.00 000 Yes
Total - 7312967031 10372,07858  10,962,586.91  9,524,623.00  60,498,402.04 000 -
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(Unless specified otherwise, all amounts are denominated in RMB)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

32.

(2)

STATEMENTS (continued)

Government grant (continued)

Government grant recognized as profit or loss for the Current Period

Recognised in

Related to Recognised in non-operating Written
Item assets income other incomes income down of costs
Export credit insurance subsidy ( i A E R #85) Related to income 939,600.00 0.00 0.00
R&D Subsidy (FFEFEERE) Related to income 8,585,023.00 0.00 0.00
Fund for Team for Research, Development and Related to assets 0.00 5,587,400.47 0.00
Commercialisation of Protein Drugs (2012) under the
Scientific Research Team for Introduction of Innovation
Technologies in Guangdong Province (R & 3| E &I 3 &I
BEHQ020ERBENHARERESCEKES)
R&D and commercialisation of innovative drug of Related to assets 0.00 1,000,000.00 0.00
llaprazole series ( 3L Aum 251 813 48 & REZ{L)
R&D and commercialisation of innovative drug of Related to income 0.00 507,731.63 0.00
llaprazole series ( 3L A 251 813 B4 H & REZ(L)
Fiscal Subsidy ( B B85 ) Related to income 0.00 798,700.00 0.00
Interest Discount for Supporting Excellent and Related to income 0.00 5,427,120.00 0.00
Strong Enterprises and Innovation Supporting Funds
(REHRRESEe REFMEDKEES)
R&D and Commercialisation of Mouse Nerve Growth Factor ~ Related to assets 0.00 250,000.02 0.00
for Injection (X H A E L ERATFHERER(L)
Fund for Entrepreneurial Team (Bl £E MK &) Related to income 0.00 2,100,000.00 0.00
2013 Provincial Technology Special Fund (Subsidy for Rotavirus Related to assets 0.00 420,442.09 0.00
Vaccine Pre-clinical Research)
(013FFEANBEZEES (B REREBRANE
) )
Interest Discount and Relevant Funds for Promoting Imports  Related to income 0.00 356,340.00 0.00
(ERHEREEES)
Promoting Imports of Foreign Trade Development and Related to assets 0.00 189,725.00 0.00
Port Construction Special Fund
(IMEBREREORFEZZRER)
Subsidy for Rental and Property of the Investment and Related to income 0.00 374,025.60 0.00
Promotion Center (R LS R WX ERAL)
Technological Upgrading and Transformation Projects of Related to assets 0.00 53,571.42 0.00
Workshop for Acarbose (Bulk Medicine of Glucosidase
Inhibitor) ( o -2 %5 % 5 B 40 I B8 R 64 2200 KRR 72
CEERIEARKMNERER)
Technological Upgrading and Transformation Projects of Related to income 0.00 100,000.00 0.00
Workshop for Acarbose (Bulk Medicine of Glucosidase
Inhibitor) ( o -5 % ¥ B 1 i) B 28 R B 2 ) 5
EESHISEARRMBEER)
R&D and Commercialisation of Statins Related to assets 0.00 350,000.00 0.00
(P& ARt TR 2R A2 AL )
10KV Pharmaceutical Factory Line Relocation and Related to income 0.00 132,731.97 0.00
Improvement Project at Tieta Road in Qingyuan City
(BRMEARIOKVERSKBRIER )
Subsidy for the Tender of Technology Upgrade Project for PVC  Related to assets 0.00 97,182.90 0.00
Soft Bag Supported by Provincial Finance Departments
(BB RBRRE R B ePVCER)
Financial grant for the quality control technologies of Shengi  Related to assets 0.00 208,332.00 0.00

(PEEEBEBRMI AR
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VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

32.

(2)

STATEMENTS (continued)
Government grant (continued)

Government grant recognized as profit or loss for the Current Period (continued)

Recognised in

Related to Recognised in non-operating Written

Item assets income other incomes income down of costs

Demonstration project on the application of Related to assets 0.00 417,333.33 0.00
solar photovoltaic architecture (K588 X ERE
ERTREER)

High and new technology enterprises and Related to income 0.00 600,000.00 0.00
high and new technology products projects
(R RMCERRHRMGERER)

Market Development Fund For Small and Medium Enterprises  Related to income 0.00 1,661,000.00 0.00
(RhEERATSEEES)

Special Fund for Energy Saving and Emission Reduction Related to income 0.00 1,208,950.00 0.00
(FRRHERER)

Subsidies for Enterprises to Attract Graduates of Tertiary Related to income 0.00 16,480.90 0.00
Academic Institutions ( (&2 A =R E £ £ )

Scientific Technology Incentive and Subsidy for Technological ~ Related to income 0.00 910,000.00 0.00
Innovative Project (B2 5 i iR R B EIFT B E B B))

Financial Support Funds from Jinwan District Related to income 0.00 41,834,477.76 0.00
(2 ERMHKEES)

Patent (Intellectual Property) Support Fund Related to income 0.00 300,000.00 0.00
(EF (HHER)EHES)

Policy fund for leading industrial enterprises loan Interests Related to assets 0.00 100,000.02 0.00
(IXEBELE

Government grant for industry transformation Related to assets 0.00 99,999.98 0.00
(IXBARNKRER)

New Industrialization Development Grant Related to assets 0.00 175,000.00 0.00
(FEIFBERES)

Government Industry Encouragement Fund Related to assets 0.00 579,000.00 0.00
(BFEXRRERES)

Five Goods and One New Supporting Funds Related to assets 0.00 49,999.98 0.00
(RBE—#HFER)

Leading Enterprise Development Bonus Related to income 0.00 180,000.00 0.00
(AR EMAMRZER)

Employment Assurance and Re-employment Subsidy Related to income 0.00 325,846.94 0.00
(CEBERBAEHNR)

New Scientific Research Institution Subsidy Related to assets 0.00 238,823.01 0.00
(FEMARBRDES)

Enterprise Technology Center Innovation Capacity Related to assets 0.00 555,268.36 0.00
Development (Antibody Laboratory)
(CERMHR LA ENER (MEENFARE))

Enterprise Technology Center Innovation Capacity Related to income 0.00 43,458.24 0.00
Development (Antibody Laboratory)
(BERMHLEFENER (WBENHRE))

Reward Funds for Contribution of Pillar-type Enterprise Related to income 0.00 2,253,839.00 0.00
(XEEPZEEEEE)

Supporting Subsidy for “The Thousand Talents Plan” Related to income 0.00 1,000,000.00 0.00
([T A2 RER)

Others Related to income 0.00 367,700.00 0.00

Total - 9,524,623.00 70,870,480.62 0.00
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(Unless specified otherwise, all amounts are denominated in RMB)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

32. Government grant (continued)
(3) Return of the government grant for the Current Period

Nil.

33. Deferred income

Balance at Increase for Decrease for Balance at
the beginning the Current the Current the end of

Item of the year Period Period the Period Reason
Government grant 94,997,993.67 2,791,557.60 13,697,294.05  84,092,257.22

Items related to government grant:

Decrease for the Current Period

Related to
Balanceat  Increase for  Recognised in Recognised Written Balance at  assets/
the beginning the Current  non-operating in other down of Other the end of  Related to
Liabilities of the year Period income incomes costs decreases the Period  income
R&D and Commercialisation of Innovative 5831,374.82 0.00  1,000,000.00 0.00 0.00 000 483137482  Related to assets
Drug of llaprazole Series Related to
(CEam R B ENHE RES L) 5,161,143.88 0.00 507,731.63 0.00 0.00 000  4,653,412.25 income

Team for Research, Development and
Commercialisation of Protein Drugs (2012)
under the Scientific Research Team for
Introduction of Innovation Technologies in
Guangdong Province ( R 4 3| £ M B M
(201)ZREENTRREREZCEH) 5,587,400.47 0.00  5587,400.47 0.00 0.00 0.00 0.00  Related to assets
2014 Strategic Emerging Industries
(Sustained Release Microsphere) Related to
(QoFERIERRES (RENR)) 2,000,000.00 0.00 0.00 0.00 0.00 000 2,000,000.00 income
Pilot magnification and commercialization of

long-term microspheres products

(RALSHRER T ARANER() 2,400,000.00 0.00 0.00 0.00 0.00 0.00  2,400,000.00  Related to assets
2015 Special Fund for Innovation-driven Projects

(0155 BRI EHEAZEER) 93,000.00 0.00 0.00 0.00 0.00 0.00 93,000.00  Related to assets
Project subsidy from Ministry of Industry and

Information Technology

(IEXREELBRARE) 2,400,000.00 0.00 0.00 0.00 0.00 0.00  2,400,000.00  Related to assets

R&D Projects Subsidy from Xiangzhou District

Technology Industry and Information Technology

(BEHENIERHEEE #E) 1,029,300.00 0.00 0.00 0.00 0.00 0.00  1,029,300.00  Related to assets
Foreign Trade Development and

Port Construction Special Fund ( SMEBEE &

NERRERAE) 189,725.00 0.00 189,725.00 0.00 0.00 0.00 0.00 Related to assets
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(Unless specified otherwise, all amounts are denominated in RMB)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

33.

STATEMENTS (continued)

Deferred income (continued)

Decrease for the Current Period

Related to
Balanceat Increase for  Recognised in Recognised Written Balanceat  assets/
the beginning the Current  non-operating in other down of Other the end of  Related to
Liabilities of the year Period income incomes costs decreases the Period  income
R&D and Commercialisation of Mouse Nerve
Growth Factor for Injection (;£57 F3 B f4
ERRFMERESI) 3,249,999.93 0.00 250,000.02 0.00 0.00 000  2,999,999.91  Related to assets
2013 Provincial Technology Special Fund (Subsidy for
Rotavirus Vaccine Pre-clinical Research)
(0B3FEERNEZEES
(BHRERERRARERS)) 420,442.09 0.00 420,442.09 0.00 0.00 0.00 0.00  Related to assets
Demonstration project on the application of
solar photovoltaic architecture
(ARGt ERERATREEE) 7,965,499.83 0.00 41733333 0.00 0.00 000  7,548,166.50  Related to assets
Subsidy for the Tender of Technology Upgrade
Project for PVC Soft Bag Supported by
Provincial Finance Departments
(BHBRAAREE R EPVCRR) 2,580,980.06 0.00 97,182.90 0.00 0.00 000  2483,797.16  Related to assels
Traditional Chinese Medicine Standardization Project
of State Administration of Traditional Chinese
Medicine (BX BZEERFEEELER)  1,00000000 0.00 0.00 0.00 000 30000000  700,000.00 Related to assets
Shengi Fuzheng Injection ( 2 &3k I /251 ) 1,029,987.68 0.00 0.00 0.00 0.00 000  1,029,987.68  Related to assets
Related to
960,523.19 0.00 0.00 0.00 0.00 0.00 960,523.19 income
Financial grant for the quality control technologies
of Shengi (2 £ E 1 5|5 EHERR) 243,062.00 000 208,332.00 0.00 0.00 0.00 34,730.00  Related to assets
Construction of production facilitates for the GAP
commercialisation of astragalus at Hunyuan in
Shanxi (LB RERGAPER (L A EEMER)  4,641,357.94 0.00 0.00 0.00 0.00 000  4,641,357.94  Related to assets
Guidance Project for the Development of High-Tech
Industrial Development Zone (Yue Cai Gong
No. 319) Special Fund (28 T319%% Related to
RHRMEXNEERRSIETRED) 850,000.00 0.00 0.00 0.00 0.00 000 850,000.00 income
R&D and Production Transformation of Gemifloxacin
Tablets (ERD 2R B EREES () 212,527.55 0.00 0.00 0.00 0.00 0.00 212,527.55  Related to assets
Research of technologies for the inspection of
toxic substances from high-throughput aquatic
products in Guangdong Province Related to
(EREKERTAENERRERARETE)  80,000.00 0.00 0.00 0.00 0.00 0.00 80,000.00 income
Subsidy for Rental and Property of
the Investment and Promotion Center Related to
(REROHERMEERE) 0.00 841,557.60 374,025.60 0.00 0.00 0.00 467,532.00 income
Technology Centre Innovation Capabilities 5412,970.40 0.00 555,268.36 0.00 0.00 000  4,857,702.04  Related to assets
Development (Antibody Drugs Laboratory) Related to
(Rirh LEFENRR (MEENERE)) 589,435.56 0.00 4345824 0.00 0.00 000 54597732 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)

33. Deferred income (continued)

Decrease for the Current Period

Related to
Balance at  Increase for  Recognised in Recognised Written Balanceat  assets/
the beginning the Current  non-operating in other down of Other the end of  Related to

Liabilities of the year Period income incomes costs decreases the Period  income
Second Batch of Science and Technology R&D Related to

Funding in 2012 (012§ —#MHFEEE)  1,000,000.00 0.00 0.00 0.0 0.00 0.00  1,000,000.00 income
Technological Upgrading and Transformation

Projects of Workshop for Acarbose

(Bulk Medicine of Glucosidase Inhibitor)

(o-BERERINEERHENRRE

EEERTERARMBERE) 000 1,000,000.00 53,571.42 0.0 0.00 000 94642858  Related to assels
R&D and Commercialisation of Statins

(BmBef TRENMAXRER() 000  500,000.00  350,000.00 0.0 0.00 000 150,000.00 Related to assets
Industrial Revitalisation Supporting Funds

(EXREKEES) 8,235,500.01 0.00 579,000.00 0.00 0.00 000  7,656,500.01 Related to assets
Innovative drug of llaprazole phase IV clinical

research ( &% 291 LE AU VISR ) 3,270,800.00 0.00 0.00 0.0 0.00 000  3270,800.00 Related to assets
Government grant for industrial transformation

(TXBERAKEAS) 1,358,333.34 0.00 99,999.98 0.0 0.00 000 125833336 Related to assels
New Industrialisation Development Grant

(FUIRERRS) 2,654,166.67 0.00 175,000.00 0.00 0.00 000  2,479,166.67  Related to assets
Policy fund for leading industrial enterprises loan

Interests (L ¥ AR EHESHRES) 1,366,666.69 0.00 100,000.02 0.00 0.00 000  1,266,666.67  Related to assets
Five Goods and One New Supporting Funds

(RE-HHKER) 800,000.00 0.00 49,999.98 0.00 0.00 0.00 750,000.02  Related to assets
Subsidy for Online Monitoring Equipment for

Coalfired Boilers (HA M5 AIETESRE: 5%

RERE) 0.00 450,000.00 0.00 0.00 0.00 0.00 450,000.00  Related to assets
Set-up and research fund for post-doc station 100,000.00 0.00 0.00 0.00 0.00 0.00 100,000.00  Related to assets

(BLARBANTES) Related to

5.142.15 0.00 0.00 0.00 0.00 0.00 5,142.15 income

New R&D Institution Subsidy (M ERERE)  2,560454.41 0.00 238,823.01 0.00 0.00 000  2321,631.40  Related to assets
Capital projects of Innovation and Entrepreneurship

Team Funding Program ( £1%7 81 E R Related to

CUREETED 2,500,000.00 0.00  2,100,000.00 0.00 0.00 0.00 400,000.00 income
Special Funds Transferred to the Shanoguan Bureau

of Finance Treasury Branch for Cooperative

Innovation and Platform Environmental

Construction (RETEHBRHEES b

BEHRAENETARARRERER) 1,000,000.00 0.00 0.00 0.00 0.00 000  1,000,000.00 Related to assets
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VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

33.

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

STATEMENTS (continued)

Deferred income (continued)

Decrease for the Current Period

Related to
Balanceat Increase for  Recognised in Recognised Written Balanceat  assets/
the beginning the Current  non-operating in other down of Other the end of  Related to

Liabilities of the year Period income incomes costs decreases the Period  income
R&D of Innovative Traditional Chinese Medicine

Qihuo Sugar (EE1#) Capsule for Kidney for

cure for diabetes and kidney disease CAERE R &

EREFT 2 EEEEBR WHERT) 1,000,000.00 0.00 0.00 0.00 0.00 000  1,000,000.00 Related to assets
Zhuhai Strategic Emerging Industries Special Funds

(FETERENREXZHES) 3,270,000.00 0.00 0.00 0.00 0.00 000  3,270,000.00  Related to assets
Funds for R&D and commercialisation of

innovative drug of llaprazole series

(CEAM R B ENHEREXERES)  5600,00000 0.00 0.00 0.00 0.00 000  5600,000.00 Related to assets
Innovative drug of Ilaprazole for Injection

(&5 AR MstE) 2,400,000.00 0.00 0.00 0.00 0.00 000  2400,000.00 Related to assets
Technological Transformation Projects of

New Cefuroxime (FTRER RS ERMAKERE) 1,533,100.00 0.00 0.00 0.00 0.00 000  1533,100.00 Related to assets
Funds for Joint R&D and Commercialisation of

Integrated Platform for molecular diagnostics

(ER—RIAFPETENAERER

EfA¢) 2,415,100.00 0.00 0.00 0.00 0.00 000  2415100.00 Related to assets

Total 94,997,993.67  2,791,557.60  13,397,294.05 0.00 0.00 300,000.00  84,092,257.22
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(Unless specified otherwise, all amounts are denominated in RMB)

VI.

34.

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Share capital

January to June 2017

Balance at the Balance at
beginning of the year Changes for the Current Period (+ -) the end of the Period
Issue of Number Reserve
new  of bonus fund
Item Amount  Percentage shares shares  capitalized 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 11,777,256 277 0.00 0.00 0.00 0.00 000 11,777,256 211
3. Other domestic shares 32,615,174 7.66 0.00 0.00 000 -3,013481 -3,013481 29,601,693 6.96
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 7,416,971 1.74 0.00 0.00 000 -3013481 -3,013481 4,403,490 1.04
Funds and wealth management products 25,198,203 5.92 0.00 0.00 0.00 0.00 0.00 25,198,203 5.92
4. Foreign shares 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Of which: - Domestic 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 44,392,430 1043 0.00 0.00 0.00 -3,013481 -3,013481 41,378,949 9.73
Il. Shares not subject to selling
restrictions
1. Ordinary shares denominated in
Renminbi 235,746,336 55.37 0.00 0.00 000 2,845947 2845947 238,592,283 56.07
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 145,591,360 34.20 0.00 0.00 0.00 0.00 0.00 145,591,360 34.20
(H-share)
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 381,337,696 89.57 0.00 0.00 000 2,845947  2,845947 384,183,643 90.27
IIl. Total number of shares 425,730,126 100.00 0.00 0.00 000  -167534  -167,534 425,562,592 100.00

On 28 March 2017, the “Resolution on Granting Shares to be Unlocked during the First Unlocking Period
under the Restricted Shares Incentive Scheme of the Company” was passed at the Thirty-sixth Meeting
of the Eighth Session of the Board of the Company. Total 3,177,213 shares were unlocked during the
First Unlocking Period. According to the authority granted to the Board at the 2015 First Extraordinary
General Meeting of the Company, the Company had completed the unlock procedure and related
matters for the above shares, with the listing date of such shares being 7 April 2017, resulting in a
change in the number of shares. According to the Guidelines of the Shenzhen Stock Exchange for the
Standard Operation of Companies Listed on the Main Board, upon completion of this unlock procedure,
there are 331,266 locked shares held by the senior management, resulting in an actual increase of
2,845,947 non-restricted shares of the Company.

For the details of changes of other shares, please see the Note 1.
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(Unless specified otherwise, all amounts are denominated in RMB)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

34.

STATEMENTS (continued)
Share capital (continued)

January to June 2016

Balance at the Balance at
beginning of the year Changes for the Current Period (+ -) the end of the Period
Issue of Number Reserve
new  of bonus fund
Item Amount  Percentage shares 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 7,877,256 1.98 0.00 0.00 0.00 0.00 000 7,877,256 1.98
3. Other domestic shares 12,451,140 3.14 0.00 0.00 0.00 -4292985 -4292985 8,158,155 2.06
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 12,451,140 3.4 0.00 0.00 000 -4292985 4292985 8,158,155 2.06
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
Qverseas 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 20,328,3% 5.12 0.00 0.00 000 -4292985 -4292985 16,035,411 4.04
Il. Shares not subject to selling
restrictions
1. Ordinary shares denominated in
Renminbi 230,969,791 58.19 0.00 0.00 0.00 4292985 4,292,985 235,262,776 59.28
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 145,591,360 36.68 0.00 0.00 0.00 0.00 0.00 145,591,360 36.68
(H-share)
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 376,561,151 94.88 0.00 0.00 0.00 4292985 4,292,985 380,854,136 95.96
IIl. Total number of shares 396,889,547 100.00 0.00 0.00 0.00 0.00 0.00 396,889,547 100.00

On 28 March 2016, the “Resolution on Granting Shares to be Unlocked during the First Unlocking
Period under the Restricted Shares Incentive Scheme of the Company” was passed at the Twenty-third
Meeting of the Eighth Session of the Board of the Company. 4,453,176 shares, representing 1.12% of
the Company’s total share capital, were unlocked during the First Unlocking Period. According to the
authority granted to the Board at the 2015 First Extraordinary General Meeting of the Company, the
Company had completed the unlock procedure and related matters for the above shares, with the listing
date of such shares being 5 April 2016, resulting in a change in the number of shares. According to the
Guidelines of the Shenzhen Stock Exchange for the Standard Operation of Companies Listed on the Main
Board, upon completion of this unlock procedure, there are 160,191 locked shares held by the senior
management, resulting in an actual increase of 4,292,985 non-restricted shares of the Company.
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(Unless specified otherwise, all amounts are denominated in RMB)

VI.

35.

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Capital reserve

January to June 2017

Balance at Increase Decrease Balance at

the beginning for the for the the end

Item of the year Current Period Current Period of the Period
Capital premiums 1,766,067,775.00 29,225,593.78 3,287,576.14  1,792,005,792.64
Other capital reserve 54,241,277.12 8,559,980.22 20,365,935.33 42,435,322.01
Total 1,820,309,052.12 37,785,574.00 23,653,511.47  1,834,441,114.65

Increase in share premium for the Current Period represents: 1. releasing conditions of 3,177,213
Restricted Shares from the First Grant have been fulfilled, and the corresponding withdrawal of share
incentive expenses RMB20,365,935.33 is transferred from other capital reserve to the share premium
reserve; 2. upon unlocking of Restricted Shares, the difference between expenses deductible for tax
purpose and the accrued expenses reduced income tax payable by RMB8,859,658.45 according to
taxation requirements and capital premiums is increased accordingly. The decrease of share premium for
the Current Period was attributable to the decrease of share premium in the sum of RMB 3,287,576.14
by the repurchase and cancellation of 167,534 shares restricted shares granted to incentive participants
no longer satisfying the conditions of incentive.

The increase in other capital reserve for the Current Period was attributable to the provision of share
incentive expenses.

January to June 2016

Balance at Increase Decrease Balance at

the beginning for the for the the end

Item of the year Current Period Current Period of the Period
Capital premiums 339,139,167.39 28,991,598.92 0.00 368,130,766.31
Other capital reserve 56,570,182.76 19,792,166.43 28,884,400.00 47,477,949.19
Total 395,709,350.15 48,783,765.35 28,884,400.00 415,608,715.50

Increase in share premium during the period represents: 1. the releasing conditions of the
Restricted Shares have been fulfilled, and the corresponding withdrawal of share incentive expenses
RMB28,884,400.00 is transferred from other capital reserve to the share premium reserve; 2. the
transferred amount from clearing up the odd lot of shares of RMB107,198.92.

The increase in other capital reserve during the period was attributable to the provision of share incentive
expenses.
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VI.

36.

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

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Treasury shares

January to June 2017

Balance at Increase Decrease Balance at
the beginning for the for the the end
Item of the year Current Period Current Period of the Period
Repurchase arising from
the Share Incentive Scheme 140,321,805.40 0.00 65,159,417.20 75,162,388.20
Total 140,321,805.40 0.00 65,159,417.20 75,162,388.20

The decrease in our repurchase obligation for the Current Period represents: 1. the releasing conditions
of 3,177,213 Restricted Shares from the First Grant have been fulfilled, resulting in a corresponding
decrease in our repurchase obligation of RMB59,763,376.53; 2. the decrease of treasury shares of
RMB1,940,930.53 was due to cash dividends distributed to the holders of Restricted Shares for the
Current Period; 3. the repurchase and cancellation of 167,534 shares Restricted Shares granted to
the Incentive Participants who no longer satisfying the incentive conditions, resulting in a repurchase
payment of RMB3,455,110.14, among which the decrease of share capital of RMB167,534 and capital
reserve of RMB3,287,576.14 were attributable to the cancellation of treasury shares.

January to June 2016

Balance at Increase Decrease Balance at
the beginning for the for the the end
Item of the year Current Period Current Period of the Period
Repurchase arising from
the Share Incentive Scheme 247,219,957.00 0.00 90,144,746.80 157,075,210.20
Total 247,219,957.00 0.00 90,144,746.80 157,075,210.20

The decrease in our repurchase obligation during the period represents: 1. 4,453,176 Restricted Shares
from the first batch have fulfilled the releasing conditions, resulting in a corresponding decrease in our
repurchase obligation of RMB86,231,552.00; 2. Cash dividends allocated to the holders of Restricted
Shares, resulting in a decrease in Treasury Shares of RMB3,913,194.80.
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(Unless specified otherwise, all amounts are denominated in RMB)

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)
37. Other comprehensive income

January to June 2017

For the Current Period

Less: amount

recognised
in other
comprehensive
income in
Amount  Previous Period Attributable
incurred before  transferred to Attributable to the
Balance at  income tax for profit or loss to the parent non-controlling Balance at
the beginning the Current for the Less: income company  shareholders the end
Item of the year Period  Current Period  tax expenses after tax aftertax  of the Period
. 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
II. Other comprehensive income items subsequently
to be re-classified as profit or oss 602,767.19  -18,609,463.79 0.00 375,346.12  -18,929,625.04 -55,184.87  -18,326,857.85
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
finandial assets 5,574,984.49 2,502,307.47 0.00 375,346.12 2,126,961.35 0.00 7,701,945.84
Held-to-maturity investment to be
reclassified 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 -7,191,48230  -21,111,771.26 0.00 0.00 -21,056,586.39 -55,184.87  -28,248,068.69
Others 2,219,265.00 0.00 0.00 0.00 0.00 0.00 2,219,265.00
Total of other
comprehensive income 602,767.19  -18,609,463.79 0.00 375,346.12  -18,929,625.04 -55,184.87  -18,326,857.85
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

37. Other comprehensive income (continued)

January to June 2016

For the period

Less: amount

recognised
in other
comprehensive
income in Attributable
Amount  previous period Attributable to the
Balance at incurred before transferred to to the parent  non-controlling
the Beginning  income tax for  profit or loss Less: income company  shareholders Balance at
[tem of the year the period  for the period  tax expenses after tax after tax  the period end

. 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
II. Other comprehensive income items subsequently
to be re-classified as profit or loss -12,753,227.85 1,655,237.36 0.00 -199,964.86 1,825,451.95 29,750.27  -10,927,775.90

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 634467522 -1,333,099.04 0.00 -199,964.86  -1,133,134.18 0.00 5,211,541.04
Held-to-maturity investment to be

reclassified 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 -21,317,168.07 2,988,336.40 0.00 0.00 2,958,586.13 29,750.27  -18,358,581.94
Others 2,219,265.00 0.00 0.00 0.00 0.00 0.00 2,219,265.00
Total of other

comprehensive income -12,753,227 .85 1,655,237.36 0.00 -199,964.86 1,825,451.95 29,750.27  -10,927,775.90
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

38.

STATEMENTS (continued)

Surplus reserve

January to June 2017

Balance at Increase Decrease Balance at

the beginning for the for the the end

Item of the year Current Period Current Period of the Period

Statutory surplus reserve 419,666,842.50 0.00 0.00 419,666,842.50

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 587,255,162.90 0.00 0.00 587,255,162.90
January to June 2016

Balance at Increase Decrease Balance at

the beginning for the for the the end

Item of the year Current Period Current Period of the Period

Statutory surplus reserve 379,022,231.26 0.00 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 546,610,551.66 0.00 0.00 546,610,551.66
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

39.

(1)

STATEMENTS (continued)
Retained earnings

Movement in retained earnings

Allocation
For the or appropriation
[tem For the period previous period proportion
Retained earnings for the previous year before adjustment 3,812,412,101.62 3,267,019,067.30
Add: Adjusted retained earnings at
the beginning of the year 0.00 0.00
Retained earnings at the beginning of the year
after adjustment 3,812,412,101.62 3,267,019,067.30
Add: Net earnings attributable to the shareholders of
the parent company for the period 504,002,522.78 409,061,823.40
Less: Appropriation to statutory surplus reserve 0.00 0.00 10%
Appropriation to discretionary surplus reserve 0.00 0.00
Dividends payable to ordinary shares 212,781,296.00 198,444,773.50
Dividends of ordinary shares capitalised 0.00 0.00
Retained earnings at the period end 4,103,633,328.40 3,477,636,117.20

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 RMBO0.00.

(2) The effect of changes in accounting policies on the retained earnings as at the beginning of the

period amounted to RMBO0.00.

(3) The effect of corrections of significant accounting errors on the retained earnings as at the
beginning of the period amounted to RMBO.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 THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continued)

Retained earnings (continued)

39.

(2)

40.

Notes to appropriation of profits

Item

Unit: RMB'000

For the
For the period previous period

Dividends:
Final dividends in respect of the year 2016

paid during the year (Note 1) - -
Final dividends in respect of the year 2015

paid during the year (Note 2) = 198,315.96
Dividends proposed after the balance sheet date:

Final dividends proposed for the year 2016 (Note 1)

212,781.30 -

Final dividends proposed for the year 2015 (Note 2) — 198,315.96

Note 1:

Note 2:

On 24 March 2017, the Company held the 35th Meeting of the 8th Board, which passed the resolution
of 2016 annual profit distribution plan to distribute a cash dividend (RMBO.5 per share (tax inclusive)) to
all shareholders. Based on the Company’s total share capital as at the registration date of shareholding
determined by implementation of the 2016 annual profit distribution plan, a cash dividend of RMBO0.5 per
share (tax inclusive) would be distributed to all the shareholders of the Company. At the same time, 3 shares
would be issued for every 10 shares held to all shareholders of the Company by way of capitalizing our
capital reserve. Such profit contribution plan is subject to the approval at the annual general meeting on 23
June 2016.

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 396,889,547 shares of the Company at the end of the
period. Such profit contribution plan was approved at the general meeting on 27 May 2016 and the payment
of RMB198,315,960 was made on June and December of 2016, respectively.

Operating income and operating cost

For the Current Period For the Previous Period
Item Income Cost Income Cost
Principal activities 4,255,422,366.73  1,491,987,844.75 3,770,466,548.06  1,344,871,022.47
Other activities 19,336,079.75 11,227,623.37 13,833,110.57 10,444,517.20
Total 4,274,758,446.48 1,503,215,468.12 3,784,299,658.63  1,355,315,539.67

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 is
presented.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

41.

42.

STATEMENTS (continued)

Business taxes and surcharges

For the For the
Item Current Period Previous Period
Urban maintenance and construction tax 25,428,894.46 24,921,415.08
Education surcharges 20,698,880.20 19,968,871.17
Flood prevention fee 258,635.33 1,202,301.58
Business tax 0.00 2,770,016.71
Land use tax 3,292,201.27 3,387,396.50
Property tax 10,409,620.00 6,703,442 .48
Stamp duty 3,411,944.66 850,480.33
Vehicle and vessel usage tax 24,619.53 6,390.00
Others 217,686.51 183,929.17
Total 63,742,481.96 59,994,243.02

Note 1: The basis of calculations for principal business taxes and surcharges taxes are disclosed in note V. Taxation.

Note 2: Items accounted under “Management fee” including land use tax, property tax, vehicle and vessel usage tax
and stamp duty were should be accounted as “Tax and surcharges” in accordance with “Regulations for the
Accounting Treatment of VAT*" (Cai Kuai [2016] No. 22) issued by the PRC Ministry of Finance.

Selling expenses

Item

For the
Previous Period

For the
Current Period

Marketing and promotional expenses
Staff salaries

Transportation costs

Travelling expenses and entertainment
Business meeting expenses

Others

1,557,350,097.28
57,579,535.14
27,526,885.54
14,800,309.03
10,990,092.45
16,358,126.64

1,389,651,866.96
51,206,527.51
26,142,404.61
14,342,573.36
7,010,645.79
13,109,330.22

Total

1,684,605,046.08 1,501,463,348.45
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

43.

44,

45.

Livzon Pharmaceutical Group Inc. Interim Report 2017

STATEMENTS (continued)

Administrative expenses

Item

For the
Current Period

For the
Previous Period

Research and development costs
Staff salaries

Share incentive expenses
Depreciation and amortisation
Loss on suspension of operations
Auditor Remuneration

Others

171,552,330.26
58,422,752.10
8,559,980.22
29,052,016.46
30,133,491.13
1,231,417.10
101,564,855.81

117,885,714.09
51,925,434.54
19,792,166.43
30,049,956.04
25,955,331.57
1,641,509.39
71,065,847.31

Total

400,516,843.08

318,315,959.37

Financial expenses

Item

For the
Current Period

For the
Previous Period

Interest expenses

3,050,424.10

12,725,878.77

Less: Interest income 14,656,795.70 2,797,130.94
Exchange (gains)/losses 10,006,744.30 -3,222,370.51
Bank charges 1,859,345.74 1,987,686.61
Total 259,718.44 8,694,063.93
Impairment loss

For the For the

Item

Current Period

Previous Period

Provision for bad debts

Provision for diminution in value of inventories
Provision for impairment of fixed assets

Provision for Intangible assets

Provision for impairment of available-for-sale

financial assets

15,273,494.23
19,275,952.12
13,278.08
0.00

0.00

20,497,826.88
14,586,955.38
3,247,837.98
8,829,166.90

31,422,602.28

Total

34,562,724.43

78,584,389.42




NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

46.

47.

48.

STATEMENTS (continued)

Gains from changes in fair value

For the For the
Sources of gains from changes in fair value Current Period Previous Period
Financial assets at fair value through profit or loss 733,944.14 -416,854.57
Of which: Shares 722,600.40 -431,577.30
Funds 11,343.74 14,722.73
Investment Income
For the For the
Item Current Period Previous Period
Long-term equity investments income under equity method 585,049.99 1,046,651.54
Investment income generated from disposal of long-term
equity investments 0.00 472,300.00
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 65,210.28 50,773.80
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 123,604.65 114,448.75
In which: investment income generated from
available-for-sale financial assets measured at
fair value during its holding period 123,604.65 114,448.75
Investment income generated from disposal of
available-for-sale financial assets investments 0.00 0.00
Income generated from revaluation of remaining equity
measured at fair value upon loss of control 0.00 0.00
Return from cash management 4,310,498.10 0.00
Total 5,084,363.02 1,684,174.09

Non-operating income

Recognised as

For the For the extraordinary gains
Current Previous or losses for the
Item Period Period Current Period
Gains on disposal of non-current assets in aggregate 652,895.89 5,735,970.45 652,895.89
Of which: Gains on disposal of fixed assets 652,895.89 636,605.36 652,895.89
Income from scraps 349,681.78 48,884.47 349,681.78

Government grants (as detailed in the table below :
Table for breakdown of government grants)

70,870,480.62

54,024,145.82

70,870,480.62

Compensation income 458,669.44 6,866.57 458,669.44
Waiver of payables 191,411.51 0.00 191,411.51
Others 354,429.66 277,527.32 354,429.66
Total 72,877,568.90 60,093,394.63 72,877,568.90
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED

STATEMENTS (continued)

49. Non-operating expenses

FINANCIAL

Recognised as
extraordinary

For the For the gains or losses
Current Previous for the
Item Period Period Current Period
Losses on disposal of non-current assets 7.670,643.65 217,369.82 7,670,643.65
Of which: Losses on disposal of fixed assets 7.670,643.65 217,369.82 7,670,643.65
Retirement of fixed assets 0.00 73,400.67 0.00
Charitable donation expenses 492,569.88 492,569.88
Others 3,273,222.78 2,580,282.10 3,273,222.78
Total 11,436,436.31 2,871,052.59 11,436,436.31
50. Income tax expenses

(1) Breakdown of income tax expenses

For the For the

Item

Current Period

Previous Period

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

101,466,457.96
101,466,457.96
0.00
12,782,085.50

102,931,086.52
102,928,372.11
2,714.41
-9,976,059.96

Total

114,248,543.46

92,955,026.56

(2) The relationships between income tax expenses and total profit are as follows

Item

For the
Current Period

For the
Previous Period

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 recognised in the previous year

Others

664,640,227.12
166,160,056.78
-1,044,687.16
-83,947,079.01
1,333,878.86

619,822.35

23,666,015.46

-897,877.83
8,358,414.01

520,421,776.33
130,105,444.08
-14,106,859.27
-49,092,258.44

-1,322,477.20

11,670,538.33

12,872,624.72

-1,394,303.02
4,222,317.36

Total

114,248,543.46

92,955,026.56
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

VI.

51.

52.

(1)

(2)

(3)

(4)

NOTES TO THE COMPONENTS OF THE

STATEMENTS (continued)
Other comprehensive income details

Please refer to note VI. 37 for details.

Notes to cash flow statement item

Cash received relating to other operating activities

Item

CONSOLIDATED FINANCIAL

For the
Current Period

For the
Previous Period

Government grants

Interest income

Damages and penalty income

Income from scraps

Deposits under guarantees for letter of credit
Movements of capital and others

69,489,367.17
14,656,795.70
463,564.44
349,681.78
0.00
19,395,781.33

45,071,067.21
2,797,130.94
6,866.57
48,884.47
16,691,397.20
19,510,367.43

Total

104,355,190.42

84,125,713.82

Cash paid relating to other operating activities

Item

For the
Current Period

For the
Previous Period

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

28,827,893.74
17,028,213.41
21,007,397.58
38,204,483.19
608,301.81
40,595,363.51
3,463,443.01
9,793,889.73
61,300,002.31
1,859,345.74
1,520,337,575.70

2,230,000.00
48,816,912.81

13,910,159.02
13,613,044.39
11,998,647.03
27,944,411.81
128,403.77
19,586,507.44
4,494,656.30
6,286,004.68
40,664,692.43
1,987,686.61
1,354,482,428.68

0.00
40,568,730.49

Total

1,794,072,822.54

1,535,665,372.65

Cash received relating to other investing activities

Item

For the
Current Period

For the
Previous Period

Deposits under guarantees

400,000,000.00

14,510,483.09

Cash paid relating to other investing activities

Item

For the
Current Period

For the
Previous Period

Collection and advance payment of individual income tax

1,753,334.52

1,007,821.00
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(Unless specified otherwise, all amounts are denominated in RMB)

VI.

52.

(5)

53.

(1)

192

NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)
Notes to cash flow statement item (continued)

Cash paid relating to other financing activities

For the For the
Item Current Period Previous Period
Repurchase of shares 3,455,110.14 5,027,224.20
Collection and advance payment of individual income tax 2,595,510.88 0.00
6,050,621.02 5,027,224.20
Supplemental information to cash flow statement

Information about reconciliation of net profit to cash flow from operating activities

For the For the

Item

Current Period

Previous Period

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
Amortisation of intangible assets
Amortisation of long-term deferred expenses
Losses on disposal of fixed assets, intangible assets and
other long-term assets (“~" represents gains)
Losses on retirement of fixed assets (“~" represents gains)
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 Period
Less: Cash at the beginning of the year
Add: Cash equivalents at the End of the Period
Less: Cash equivalents at the beginning of the year
Net increase in cash and cash equivalents

550,391,683.66
34,562,724.43

161,607,640.81
13,216,072.42
7,336,476.78

7,017,747.76
0.00
-733,944.14
26,686,560.04
-5,084,363.02
8,344,771.46
4,437,314.04
-8,080,535.41
-679,885,768.21
319,004,492.81
8,559,980.22
447,380,853.65

0.00
0.00
0.00

2,699,757,863.10
2,061,923,004.89
0.00

0.00
637,834,858.21

427,466,749.77
78,584,389.42

171,291,939.54
15,311,422.63
4,610,264.80

-5,518,600.63
73,400.67
416,854.57
8,579,165.49
-1,684,174.09
-12,920,501.88
2,944,441.92
-66,478,694.30
-448,903,435.51
114,358,315.57
19,792,166.43
307,923,704.40

0.00
0.00
0.00

905,540,384.83
767,093,403.45
0.00
0.00
138,446,981.38
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

VI.

S

(2)

(3)

(4)

54.

(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 (continued)

Net Cash Payment for Acquisition of Subsidiaries during the Current Period

Nil

Net Cash Amount from Disposal of Subsidiaries during the Period

Nil

Composition of cash and cash equivalents

For the For the

Item Current Period Previous Period

1 Cash 2,699,757,863.10 905,540,384.83

Of which: Cash on hand 170,285.08 213,028.68

Bank deposits that are readily available for payment 2,611,508,910.72 904,345,336.13
Other cash at bank and on hand that are readily

available for payment 88,078,667.30 982,020.02

2 Cash equivalents 0.00 0.00

Of which: Bond investments due within three months 0.00 0.00

3 Cash and cash equivalents at the End of the Period 2,699,757,863.10 905,540,384.83

Cash and cash equivalents excluded restricted cash and cash equivalents used by the Company.

Assets with restricted ownership or right of use

Item

Carrying amount at
the End of the Period Reasons

Cash in foreign currency
- Bank deposits

Cash in foreign currency
— Other cash at bank and on hand

4,102,000,000.00 The equity transfer payments received are
subject to supervision by the parties to
the transaction and the bank before the
completion of the transfer
2,230,000.00 Deposits under guarantees for letter of credit

Total

4,104,230,000.00

Livzon Pharmaceutical Group Inc. Interim Report 2017

193



194

NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VI. NOTES TO THE COMPONENTS OF THE CONSOLIDATED FINANCIAL

STATEMENTS (continued)

55. Monetary items in foreign currency

Item

Amount in
foreign currency
by the End

of the Period

Exchange rate

Amount
translated into
RMB by the End
of the Period

Cash in foreign currency :
In which: HKD

Euro

usD

MOP

JPY
Total cash in foreign currency
Trade receivables :
In which: USD

MOP
Total trade receivables
Other receivables :
In which: HKD

MOP
Total other receivables
Payables :
In which: Euro

usD
Total other receivables
Other payables:
In which: HKD

usD
Total other payables

735,920,248.32
253,991.46
41,855,321.11
2,887,901.25
55,832,535.00

40,986,546.02
1,028,865.03

1,474,282.03
418,000.00

88,900.00
305,205.95

1,413,100.98
389,138.59

0.86792
7.7496
6.7744
0.8450

0.060485

6.7744
0.8450

0.86792
0.8450

7.7496
6.7744

0.86792
6.7744

638,719,901.92
1,968,332.22
283,544,687.33
2,440,276.56
3,377,030.88
930,050,228.91

277,659,257.36
869,390.95
278,528,648.31

1,279,558.86
353,210.00
1,632,768.86

688,939.44
2,067,587.19
2,756,526.63

1,226,458.60
2,636,180.46
3,862,639.06
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VIl. CHANGE TO CONSOLIDATION SCOPE

VIIILEQUITY IN OTHER ENTITIES

1.

Livzon MABPharm (USA) Limited (BIZKE AW & (£B) R Q7)) was founded with 100%
registered capital from Livzon MABPharm Inc. (R MEBIREH AWM AR A A ) in June 2017 and was

included in the scope of combination during the period.

Equity in subsidiaries

(1) Group Structure

Principal
Subsidiary Type of place of Place of Nature of Percentage of  Proportion of  Acquisition

Name of the subsidiary Type legal entity business registration ~ business Registered capital shareholding  voting rights  method

Ando Development Limited (Z BEBEARAT)  Wholly-owned limited company ~ HongKong ~ Hong Kong Investment HKDS500,000 100% 100%  Set-up

Lizhu (Hong Kong) Co. Limited Wholly-owned Limited company Hong Kong Hong Kong Investment HKD61,000,000 100% 100%  Set-up
(B% (F%)BRAR)

Li An (Hong Kong) Co,, Ltd. (BXZ#BRAR) Wholy-owned  Limited company HongKong ~ HongKong  Investment HKD1,000,000 100% 100%  Set-up

Zhuhai Modern Chinese Medicine Wholly-owned Limited company ~ Zhuhai Zhuhai Provision of RMBG6,000,000 100% 100%  Set-up
High Technology Co., Ltd. services
(FERRPERHEERAR)

Livzon Group Livzon Pharmaceutical Factory Wholly-owned Limited company ~ Zhuhai Zhuhai Manufacture of ~ RMB450,000,000 100% 100%  Set-up
(EREEERHEH) medicine

Livzon Group Livzon Pharmaceutical Marketing Wholly-owned Limited company ~ Zhuhai Zhuhai Sales of goods~ RMB20,000,000 100% 100%  Set-up
Co, ld. (BHEEEGBERHARDA)

Zhuhai Livzon Pharmaceutical Trading Co., Ltd. Wholly-owned Limited company ~ Zhuhai Zhuhai Sales of goods ~ RMB60,000,000 100% 100%  Set-up
(FETEREEEAERAR)

Shanghai Livzon Pharmaceutical Manufacturing Holding Limited company ~ Shanghai Shanghai Manufacture of ~ RMB87,330,000 51% 51%  Set-up
Co, Ltd. (LEEREERRAR) medicine

Zhuhai FTZ Livzon Hecheng Pharmaceutical Wholly-owned Limited company ~ Zhuhai Zhuhai Manufacture of -~ RMB128,280,000 100% 100%  Set-up
Manufacturing Co., Ltd. medicine
(FERREERAREEERAT)

Zhuhai Livzon Diagnostic Reagents Inc. Holding Limited company ~ Zhuhai Zhuhai Manufacture of -~ RMB46,450,000 51% 51%  Set-up
(CREERABBRNERAR) medicine

Zhuhai Livzon Shengmei Medical Diagnosis Subsidiary of Limited company ~ Zhuhai Zhuhai Manufacture of ~ RMB103,333,300 36.06% 36.06%  Set-up
Technology Co. Ltd. Holding Subsidiary medicine
(REBREZXBRIHRAERAR)

Datong Livzon Qiyuan Medicine Co., Ltd. Subsidiary of Limited company ~ Hunyuan County Hunyuan County Crop farming ~ RMB4,000,000 92.5% 92.5%  Set-up
(ARBRERENERAR) Wholly-owned

subsidiary

Longxi Livzon Shenyuan Medicine Co., Ltd. Subsidiary of Limited company ~ Longxi County ~ Longxi County ~ Crop farming ~ RMBA4,000,000 100% 100%  Set-up

(EEBK2RENERAR) Wholly-owned
subsidiary

Livzon Pharmaceutical Biotechnology Co., Limited ~ Wholly-owned Limited company ~ Hong Kong Hong Kong Provision of HKD10,000 100% 100%  Set-up
(BRBEENMEERAR) senvices

Zhuhai Livzon Advertising Co., Ltd. Wholly-owned Limited company ~ Zhuhai Zhuhai Provision of RMB1,000,000 100% 100%  Set-up
(KEBKELARAR) services

Livzon Group Livzon Baiameng Holding Limited company ~ Zhuhai Zhuhai Manufacture of -~ RMB12,000,000 82% 82% Set-up
Biological Materials Co., Ltd. medicine
(BHEBER-FAFLENMHERAR)

Zhuhai Livzon Meidaxin Technological Development  Wholly-owned Limited company ~ Zhuhai Zhuhai Provision of RMB1,000,000 100% 100%  Set-up
Co, Ltd. (RETEREECRHREERAR) senvices

Livzon Group Livzon Medical Research Centre Wholly-owned Limited company ~ Zhuhai Zhuhai Provision of RMB10,000,000 100% 100%  Set-up
(BREEBGEEREH) senvices

Jiaozuo Livzon Hecheng Pharmaceutical Wholly-owned Limited company Jiaozuo Jiaozuo Manufacture of ~ RMB70,000,000 100% 100%  Set-up
Manufacturing Co., Ltd. medicine
(EFBRANZEERAR)

Livzon MABPharm Inc. Holding Limited company ~ Zhuhai Zhuhai Provision of RMB533,330,000 51% 51%  Set-up
(CRETEREREMRIERAA) services
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VIII.LEQUITY IN OTHER ENTITIES (continued)

1.
(1)

Equity in subsidiaries (continued)

Group Structure (continued)

Principal
Subsidiary Type of place of Place of Nature of Percentage of  Proportion of  Acquisition
Name of the subsidiary Type legal entity business registration  business Registered capital shareholding  voting rights method
Livzon Group Vaccine Engineering Inc. Holding Limited company ~ Zhuhai Zhuhai Provision of RMB65,000,000 83.85% 83.85%  Set-up
(BREBRETERHERAR) senvices
Wenshan Livzon Sangi Plantation Co., Ltd. Holding Limited company ~ Wenshan Wenshan Cropfarming ~ RMB9,200,000 51% 51%  Set-up
(RUBHK=tBREERAR)
Livzon Group Ningxia Xinbeijiang Pharmaceutical  Holding Limited company ~ Pingluo County  Pingluo County  Manufacture of  RMB100,000,000 99.214% 99.214%  Set-up
Manufacturing Co., Ltd. medicine
(BHREEZRMLIHERRAA)
Livzon Group Ningxia Fuxing Pharmaceutical Wholly-owned Limited company ~ Pingluo County  Pingluo County  Manufacture of  RMB100,000,000 100% 100%  Set-up
Manufacturing Co., Ltd. medicine
(BREAERRENEERAR)
Companhia de Macau Carason Limitada Subsidiary of Limited company ~ Macau Macau Sales of goods  MOP100,000 51% 51%  Set-up
(RMERERRAR) Holding Subsidiary
Li Zhu (Macau) Limitada Wholly-owned Limited company ~ Macau Macau Provision of MOP100,000 100% 100%  Set-up
(B% (M) ERAR) services
Shanghai Livzon Biotechnology Co., Ltd Subsidiary of Limited company ~ Shanghai Shanghai Provision of RMB10,000,000 38.25% 38.25%  Set-up
(EBBRENHRERAR) Holding Subsidiary services
Zhuhai Weixing Shiye Co., Ltd Wholly-owned Limited company ~ Zhuhai Zhuhai Provision of RMB309,562,400 100% 100%  Set-up
(KBEEEZERAR) services
Zhuhai Lihe Medical Diagnostic Product Subsidiary of Limited company ~ Zhuhai Zhuhai Manufacture of ~ RMB15,000,000 51% 51%  Set-up
Company Limited Holding Subsidiary medicine
(REBREEDNERARAR)
Shanghai Lihang Biotechnology Co., Limited Subsidiary of Limited company ~ Shanghai Shanghai Provision of RMB1,000,000 51% 51%  Set-up
(EBBRENNRERAR) Holding Subsidiary services
Zhuhai Livzon Gene Detection Technology Holding Limited company ~ Zhuhai Thuhai Provision of RMB100,000,000 60% 60% Set-up
Co, ltd (RETEFERRAMRERAR) services
Livzon MABPharm (USA) Limited Subsidiary of Limited company ~ Boston Boston Technology USD1,000,000 51% 51%  Set-up
(BRERENRN (RE)ERAR) Holding Subsidiary development
Sichuan Guangda Pharmaceutical Manufacturing  Wholly-owned Limited company ~ Pengzhou Pengzhou Manufacture of ~ RMB149,000,000 100% 100%  Consolidated from
Co, Ltd. (W) X ARERRAR) medicine noncommon
control
Livzon Group Xinbeijiang Pharmaceutical Holding Limited company ~ Qingyuan Qingyuan Manufacture of ~ RMB134,930,000 92.14% 92.14%  Consolidated from
Manufacturing Inc. medicine noncommon
(BHREDTLINERNARAR) control
Livzon Group Limin Pharmaceutical Wholly-owned Limited company ~ Shaoguan Shaoguan Manufacture of ~ RMB61,560,000 100% 100%  Consolidated from
Manufacturing Factory (B & BFIRZEH) medicine noncommon
control
Livzon Group Fuzhou Fuxing Pharmaceutical Wholly-owned Limited company ~ Fuzhou Fuzhou Manufacture of  USD41,700,000 100% 100%  Consolidated from
Co, ld. (BHEBRHBRBEARAR) medicine noncommon
control
Gutian Fuxing Pharmaceutical Co., Ltd. Wholly-owned Limited company ~ Gutian County ~ Gutian County ~ Manufacture of ~ RMB26,700,000 100% 100%  Consolidated from
(EERRBEERAR) medicine noncommon
control

On 12 April 2017, Zhuhai Livzon Pharmaceutical Industrial Co. Ltd. (BkK/ETEREZE T2 HRE A7) was
renamed as Zhuhai Weixing Shiye Co., Ltd. (SR/B%#EEEHBR A A]) .
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

VIILEQUITY IN OTHER ENTITIES (continued)

1.
(2)

(3)

Equity in subsidiaries (continued)

Important non-wholly owned subsidiaries

Percentage of
shareholdings of
non-controlling

Name of Subsidiaries shareholders

Profit and loss
attributable to

Equity balance for

Dividend paid to non-controlling

non-controlling non-controlling shareholders by
shareholders for shareholders for the End of
the Current Period the Current Period the Period

Shanghai Livzon Pharmaceutical Manufacturing
Co., Ltd. (L BBHREEERAR)
(consolidated Shanghai Livzon Biotechnology
Co., Ltd. (LEBAREMRERRF)) 49%

Zhuhai Livzon Diagnostic Reagents Inc.
(REBUAABBRHAERRF)

(consolidated Companhia de Macau Carason
Limitada CRPIZZEHERAA),

Zhuhai Lihe Medical Diagnostic Product

Co. Ltd KEBARERZHEMBRAF),
Zhuhai Livzon Shengmei Medical Diagnosis
Technology Co., Ltd. (AREEHKEE
BEZHRMARRF) and

Shanghai Lihang Biotechnology

Co., Limited ( LEEMENRHBERATF)) 49%
Livzon MABPharm Inc.
(REMBRENENEMNERAA) 49%

Livzon Group Vaccine Engineering Inc.

(BHREERETIERAERARF) 16.15%
Livzon Group Xinbeijiang

Pharmaceutical Manufacturing Inc.

(BREEFLIHERAERAF) 7.86%

44,918,059.35 29,400,000.00 154,496,077.15

17,076,968.10 0.00 254,621,575.92
-20,254,269.00 0.00 175,799,673.11
-44,760.83 0.00 -1,058,242.07
3,562,763.19 0.00 33,841,187.84

Major accounting information on important non-wholly owned subsidiaries

Financial Position by
the End of the Period

Financial Position by
the beginning of the year

Name of subsidiaries Total assets

Net assets Total assets Net assets

Shanghai Livzon Pharmaceutical Manufacturing
Co., Ltd. (L EBHRAEEERRR)
(consolidated Shanghai Livzon Biotechnology
Co., Ltd. (LEBHRAENMRBRAF))

Zhuhai Livzon Diagnostic Reagents Inc.
(REBUAABBRHAERRF)
(consolidated Companhia de Macau Carason
Limitada CRFIRZEERAR),

Zhuhai Lihe Medical Diagnostic Product

Co. Lid CGREBABRLMERERAF),
Zhuhai Livzon Shengmei Medical Diagnosis
Technology Co., Ltd. (AREEHKEE
BEZHRMARRF) and

Shanghai Lihang Biotechnology

518,254,341.18

Co., Limited ( ESEMENRRERAA)) 703,107,063.65
Livzon MABPharm Inc.
(KEMBEREREYBEMERAR) 403,980,137.24

Livzon Group Vaccine Engineering Inc.
(BAREEEEIRRAERAA)
Livzon Group Xinbeijiang Pharmaceutical

Manufacturing Inc.
(BHREEAIHERNERAF)

17,829,355.47

587,026,605.29

311,169,023.11 375,405,673.51 234,001,736.34

449,843,353.66 588,527,027.75 383,231,481.48

358,774,843.06 272,090,340.55 256,526,013.32
-6,552,582.47 14,594,391.59 -5,643,104.09
430,549,463.57 451,430,171.83 333,466,020.40
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VIII.LEQUITY IN OTHER ENTITIES (continued)

1. Equity in subsidiaries (continued)

(3) Major accounting information on important non-wholly owned subsidiaries (continued)

Operating results for

the Current Period

Operating results for
the Previous Period

Name of subsidiaries Revenue Net profit

Total
comprehensive
income

Revenue

Net profit

Total
comprehensive
income

Shanghai Livzon Pharmaceutical Manufacturing

Co., ltd. ( EEBREERRAR)

(consolidated Shanghai Livzon Biotechnology

Co., ltd. (At LEBTRENRBARAR)) 390,130,599.39  81,987,796.72
Zhuhai Livzon Diagnostic Reagents Inc.

(REBHABRNERAR)

(consolidated Companhia de Macau Carason

Limitada (R GFEPIZZEERAA),

Zhuhai Lihe Medical Diagnostic Product

Co. Ltd. GREBARBEIHERARAR) -

Zhuhai Livzon Shengmei Medical Diagnosis

Technology Co., Ltd. GAEBHEX

ERIHRNERAR) and

Shanghai Lihang Biotechnology Co., Limited

(EEBMAENRRERRAR)) 295,028,145.53  41,448,927.95
Livzon MABPharm Inc.

(CRETBHRENENZHERAR) 0.00 -41,335242.86
Livzon Group Vaccine Engineering Inc.

(BREDREIERHBRAR) 000  -277,156.83
Livzon Group Xinbeijiang Pharmaceutical

Manufacturing Inc.

(BREEIIRERNARAR) 273,163,303.62  45,327,775.99
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

VIILLEQUITY IN OTHER ENTITIES (continued)
1. Equity in subsidiaries (continued)

(3) Major accounting information on important non-wholly owned subsidiaries (continued)

Cash flow for the Current Period Cash flow for the Previous Period
Cash and Cash and Cashand Cash and
cash flow  cash flowfor  cash flow for cash equivalents cash equivalents cash flow cash flow for cash flow for  cash equivalents  cash equivalents
for operating investment financing by the beginning by the End for operating investment financing by the beginning by the End
Name of subsidiaries activities activities activities of the year  of the Period activities activities activities of the year of the Period

Shanghai Livzon Pharmaceutical Manufacturing
Co, Ltd. (EEBRBEERAR))
(consolidated Shanghai Livzon Biotechnology
Co, Ltd. (A3 LEBRENHEBRAA)) 64,184,218.40  -9,796,698.44  -46,848,323.95 521917650  12,732,07093 5022960543  -4,929825.09  -44,504957.34 868,764.71 1,663,587.71

Zhuhai Livzon Diagnostic Reagents Inc
(REEGHARAERAA)

(consolidated Companhia de Macau Carason
Limitada (RPZRERRAR),

Zhuhai Lihe Medical Diagnostic Product Co. Ltd
(CREEREEDMERARAR) and
Zhuhai Livzon Shengmei Medical Diagnosis
Technology Co, Ltd. (KB ERER
BEDERIERAR) and

Shanghai Lihang Biotechnology Co., Limited

(LEERENHRERAA)) -1625,149.94 1479041412 -12,841917.92 4482479954 1563123744 1388283069 3137650871 7407722366 3146588113 60,928334.77
Livzon MABPharm Inc.

(FENERERENRIERAR) -47,07,96072  -10,631,49054  66,804,687.87 29450764 935974425 4366503544  -39,12476344  83,344,029.82 46413086 1,018,361.80
Livzon Group Vaccine Engineering Inc.

(BREMREIRRHARAR) 2827151 -45,255.63 -19,168.87 42,208.18 61119 -689,09403  -191469.97 845,103.70 7951321 44,052.91

Livzon Group Xinbeijiang Pharmaceutical
Manufacturing Inc.
(BREEMLIEERHERAA) -14190,203.84  -4,038,051.36  50,026,121.65  81,655605.61 11151866856 2164431815 ~ 5786031062 2573718588  16,730,091.81  27,270947.05

2. Equity interest transfer with changes to proportion of equity ownership for
subsidiaries without losing control

(1) Explanation on changes to proportion of equity interest ownership for subsidiaries
Nil.

(2) Effect of transfer on non-controlling shareholder’s equity interests and equity interest
attributable to the owners of the Company for the period
Nil.

3. Equity in associates or joint ventures

(1) Summarized Accounting information for non-important associates or joint ventures

Balance at Balance for
the End of the Period/ the Previous Period/
Item For the Current Period For the Previous Period
Associates :
Total nominal value of investment 91,694,784.78 92,530,162.61
Total amount calculated by percentage of shareholding
- net profit 585,049.99 1,046,651.54
— other comprehensive income 0.00 0.00
— total comprehensive income 585,049.99 1,046,651.54

(2) Explanation of major restriction on capacity of capital transfer from associates or joint
ventures to the Company

Nil.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

IX. RISKS RELATED TO FINANCIAL INSTRUMENTS

(1

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 unforeseeability 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 that 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.

Financial assets and liabilities in foreign currencies held by the Company expressed in Renminbi are stated
below:

(1) 30 June 2017

Amount denominated: RMB’'000

Item HKD item USD item Euro item JPY item MOP item
Financial assets in foreign currency -
Cash 638,719.90 283,544.69 1,968.33 3,377.03 2,440.28

Financial assets measured at
fair value, with the change in
fair value included in the

profit or loss for the period 5,745.63 0.00 0.00 0.00 0.00
Receivables 0.00 277,659.26 0.00 0.00 869.39
Prepayments 0.00 39.80 6,889.39 0.00 0.00
Dividend receivables 64.23 0.00 0.00 0.00 0.00
Other receivables 1,279.56 0.00 0.00 0.00 353.21
Other non-current assets 101,541.43 0.00 0.00 0.00 0.00
Subtotal: 747,350.75 561,243.75 8,857.72 3,377.03 3,662.88
Financial liabilities in foreign currency -

Payables 0.00 2,067.59 688.94 0.00 0.00
Receipts in advance 0.00 1,516.72 0.00 0.00 0.00
Other payables 1,226.46 2,636.18 0.00 0.00 0.00
Subtotal: 1,226.46 6,220.49 688.94 0.00 0.00
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

(1

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

RISKS RELATED TO FINANCIAL INSTRUMENTS (continued)
Management objectives and policies of risks (continued)
Foreign exchange risks (continued)
(2) 30 June 2016
Amount denominated: RMB’'000

Item HKD item USD item Euro item JPY item MOP item

Financial assets in foreign currency -
Cash 229,664.89 23,373.60 2,081.00 62.73 601.62
Financial assets measured at

fair value, with the change in

fair value included in the

profit or loss for the period 5,461.34 0.00 0.00 0.00 0.00
Receivables 0.00 188,310.85 0.00 851.27 192.78
Prepayments 127.04 204.31 0.00 0.00 967.01
Other receivables 341.23 0.00 0.00 0.00 347.27
Subtotal: 235,594.50 211,888.76 2,081.00 914.00 2,108.68
Financial liabilities in foreign currency -

Payables 0.00 136.32 0.00 0.00 0.00
Receipts in advance 0.00 961.21 0.00 0.00 41339
Dividend payables 3,337.25 0.00 0.00 0.00 0.00
Other payables 141.52 59.40 0.00 0.00 0.00
Subtotal: 3,478.77 1,156.93 0.00 0.00 41339

As at 30 June 2017, 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 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
approximately RMB65,817,810 (30 June 2016: approximately RMB22,376,890).

Interest rate risk

The Company's exposures to interest rate risk are mainly arising from interest-bearing liabilities such as
bank borrowings and bonds payables. The interest rates are affected by the macro monetary policies of
China, hence the Company will face the risks arising from fluctuation of interest rates in the future.

The finance department of the head office of the Company continues to monitor the level of interest
rate. The rise in the interest rate will increase the cost of additional interest bearing liabilities and the
interest expenses of the Company’s outstanding interest-bearing liabilities of which the interests are
calculated at floating rates, 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 consider 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 THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

IX. RISKS RELATED TO FINANCIAL INSTRUMENTS (continued)

(1
3.

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, since more quality bills such as bank acceptance bills are used, it's expected that there
should be no significant credit risks as for whether the Company determines to hold for redemption
upon maturity or endorse for payment to external parties based on capital requirements. In addition, the
provision made on accounts receivables and other receivables are adequate to manage the credit risk.

Liquidity risk

The Company adopts prudent liquidity risk management for the sufficient supply of monetary funds and
liquidity. It secures readily available credit loans from banks mainly by maintaining adequate monetary
funds and banking facilities. 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 effectively reduce the effects of
scale of financing and the macromonetary policies of China on indirect bank financing, which shall secure
adequate funds in a flexible manner. As at the date of the balance sheet, cash flows of the financial
assets and financial liabilities contracts are presented below by term of maturity:

(1) 30 June 2017

Item Within 1 year 1-2 years 2-5 years Over 5 years Total

Financial assets -
Cash 6,803,987,863.10 0.00 0.00 0.00 6,803,987,863.10
Financial assets measured at

fair value, with the change in

fair value included in the

profit or loss for the period 6,587,883.16 0.00 0.00 0.00 6,587,883.16
Bills receivables 868,254,813.90 0.00 0.00 0.00 868,254,813.90
Receivables 1,730,945,602.62 0.00 0.00 0.00 1,730,945,602.62
Prepayments 119,227,647.65 0.00 0.00 0.00 119,227,647.65
Dividend receivables 64,226.08 0.00 0.00 0.00 64,226.08
Other receivables 70,140,871.98 0.00 0.00 0.00 70,140,871.98
Other current assets 250,000,000.00 0.00 0.00 0.00 250,000,000.00
Subtotal: 9,849,208,908.49 0.00 0.00 0.00 9,849,208,908.49
Financial liabilities -
Bills payables 744,086,552.91 0.00 0.00 0.00  744,086,552.91
Payables 449,727,964.76 0.00 0.00 0.00  449,727,964.76
Receipts in advance 4,567,499,660.83 0.00 0.00 0.00 4,567,499,660.83
Dividend payables 215,313,280.46 0.00 0.00 0.00 215,313,280.46
Other payables 1,707,630,188.20 0.00 0.00 0.00 1,707,630,188.20
Non-current liabilities due

within one year 400,000.00 0.00 0.00 0.00 400,000.00
Long-term loans 0.00 0.00 0.00 700,000.00 700,000.00
Subtotal: 7,684,657,647.16 0.00 700,000.00 7,685,357,647.16
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

(1

RISKS RELATED TO FINANCIAL INSTRUMENTS (continued)

Management objectives and policies of risks (continued)

Liquidity risk (continued)

)

30 June 2016
Item Within 1 year 1-2 years 2-5 years Over 5 year s Total
Financial assets -
Cash 905,540,384.83 0.00 0.00 0.00 905,540,384.83
Financial assets measured at

fair value, with the change in

fair value included in the

profit or loss for the period 6,284,607.37 0.00 0.00 0.00 6,284,607.37
Bills receivables 447,397,071.95 0.00 0.00 0.00 447,397,071.95
Receivables 1,696,579,396.91 0.00 0.00 0.00 1,696,579,396.91
Prepayments 120,508,246.59 0.00 0.00 0.00 120,508,246.59
Other receivables 73,038,489.60 0.00 0.00 0.00 73,038,489.60
Subtotal: 3,249,348,197.25 0.00 0.00 0.00 3,249,348,197.25
Financial liabilities -
Short-term loans 860,000,000.00 0.00 0.00 0.00  860,000,000.00
Bills payables 270,832,083.12 0.00 0.00 0.00 270,832,083.12
Payables 649,083,875.68 0.00 0.00 0.00 649,083,875.68
Receipts in advance 54,438,636.07 0.00 0.00 0.00 54,438,636.07
Interest payables 524,189.89 0.00 0.00 0.00 524,189.89
Dividend payables 6,060,057.60 0.00 0.00 0.00 6,060,057.60
Other payables 1,331,166,209.39 0.00 0.00 0.00 1,331,166,209.39
Non-current liabilities due

within one year 400,000.00 0.00 0.00 0.00 400,000.00
Long-term loans 0.00 0.00 0.00 700,000.00 700,000.00
Subtotal: 3,172,505,051.75 0.00 0.00 700,000.00  3,173,205,051.75

(I) Transfer of financial assets

Nil.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

X. DISCLOSURE OF FAIR VALUE

1. Assets and liabilities measured at fair value

Amount denominated: RMB’'000

Fair value
at the Fair value
beginning of Fair value at the End of
the year changes Accumulated the Period
Measured in profit or fair value Impairment Measured
at fair value loss for the changes during the at fair value
level 1 Current Period in equity Current Period level 1
I. Continuous fair value measurement
(I) Financial assets measured at fair value,
with the change in fair value included
in the profit or loss for the period 6,019.07 733.94 0.00 0.00 6,587.88
1. Financial assets held for trading 6,019.07 733.94 0.00 0.00 6,587.88
(1) debt instrument investments 0.00 0.00 0.00 0.00 0.00
(2) equity instrument investments 6,019.07 733.94 0.00 0.00 6,587.88
(3) derivative financial assets 0.00 0.00 0.00 0.00 0.00
2. Financial assets measured at fair value,
with the change in fair value included
in the profit or loss for the period 0.00 0.00 0.00 0.00 0.00
(Il Available-for-sale financial assets 6,598.66 0.00 2,126.96 0.00 9,100.96
1. debt instrument investments 0.00 0.00 0.00 0.00 0.00
2. equity instrument investments 6,598.66 0.00 2,126.96 0.00 9,100.96
3. others 0.00 0.00 0.00 0.00 0.00
(I1l) Total liabilities continuously measured at fair value 0.00 0.00 0.00 0.00 0.00
II. Non-continuous 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 |

Based on the closing price in the open market as at the last trading day at the end of the Reporting
Period.

3. Fair value of financial assets and liabilities not measured at fair value

Nil.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS

1.

Status of parent company of the Company

Relationship
with the Place of Legal
Name of parent company related party Type of entity registration  representative Nature of business
Joincare Pharmaceutical Industry Group Controlling Joint stock company Shenzhen Zhu Baoguo Production of oral liquid,
Co, Ltd. (BRTEX S ERR shareholder with limited liability (listed) drugs and healthcare food
BRAR)
Percentage of Percentage of
the entity's the entity's The ultimate
shareholding voting rights controlling
Registered held by the held by the party of Unified social
Name of parent company capital  parent company (%)  parent company (%) the entity credit code
Joincare Pharmaceutical Industry Group ~ 1,573,778,272 23.68 23.68 Zhu Baoguo 91440300618874367T

Co, td (BETEXEERH
BRAR)

Notes to the parent company of the Company

As of 30 June 2017, the Company’s parent company and its subsidiaries held a total of 190,659,367
shares in the Company, representing 44.80% of the total share capital of the Company. Among these
shares, 7,877,256 legal person shares were held in the name of Guangzhou Begol Trading Corporation
(BEMEEHE S A R]) and the transfer procedures were not completed. The transfer procedures for

other shares were completed.

The Company’s subsidiaries

Please refer to note VIII.1. Equity in subsidiaries.

Joint ventures and associates of the Company

Please refer to note VI.12. Long-term equity investments and note VIII.3. Equity in joint ventures and

associates.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)

4,

Livzon Pharmaceutical Group Inc. Interim Report 2017

Other related parties of the Company

Name of other related parties

Relationship
with the Company

Organisation code

Shenzhen Haibin Pharmaceutical Co., Ltd.
ORYIm B BRESRDA)

Xinxiang Haibin Pharmaceutical Co., Ltd.
(B EEEBRAR)

Jiaozuo Joincare Pharmaceutical
Industry Group Co., Ltd.
(EERETEMHEMEBRAA)

Zhuhai Joincare Pharmaceutical Co., Ltd.
(KBRETEMBERFRAA)

Health Pharmaceutical (China) Co., Ltd.
(e (R BRAR)

Shenzhen Taitai Pharmaceutical Co., Ltd.
(RINAREZEBRAR)

Shenzhen Taitai Gene Engineering Co., Ltd.
(RYAKXRERIEERAA)

Topsino Industries Limited
(RAEXERRA)

Guangzhou Joincare Respiratory Drugs
Engineering Technology Co., Ltd.
(BMBRETTREN TREMERAR)

EPIRUS SWITZERLAND GmbH

CYNVENIO BIOSYSTEMS, INC.

Zhuhai Xianghetai Investment Management
Partnership (Limited Partnership)
(RBENRREBTEARLE (BRER) )

Zhuhai Henggin New Area Guanlian Gu
Investment Partnership (Limited Partnership)
(KEBRENREBEMAREAR X
(BRER))

A company controlled by the
parent company
A company controlled by the
parent company
A company controlled by the
parent company

A company controlled by the
parent company
A company controlled by the
parent company
A company controlled by the
parent company
A company controlled by the
parent company
A company controlled by the
parent company
A company controlled by the
parent company

A subsidiary of the company in

which a Director of the Company is

holding position

A company at which a Director
of the Company serves

A company controlled by

a senior management of

the Company

A company controlled by

a director of the subsidiary of
the Company

91440300618855174Y

914107007648945429

77512952-0

914404007578808713

914404006174989103

91440300741217151R

91440300733083333P

91440101347516532X

91440400MA4UXRWAOK

91440400MA4UY9CWX9



NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)

5. Related party transactions

(1) Related party transactions relating to purchase of goods/receipt of services

For the Current Period

For the Previous Period

Pricing basis
and decision Proportion to Proportion to
making the transaction the transaction
Description procedures amount of amount of
of related of the related the same the same
Related party party transaction party transactions Amount category (%) Amount category (%)
Guangdong Blue Treasure Pharmaceutical Co., Ltd.
(EREZLEERAT) Raw materials The market price 423,027.78 0.05 92,786.32 0.01
Shenzhen Haibin Pharmaceutical Co., Ltd.
(R EREERAR) Raw materials The market price 6,077,658.12 0.67  23,040,598.29 2.59
Xinxiang Haibin Pharmaceutical Co., Ltd.
(MBBREXERAR) Raw materials The market price 0.00 0.00 4,273.50 0.00
Health Pharmaceutical (China) Co., Ltd.
(RREE (PE)ERAR) Raw materials The market price 0.00 0.00 11,666.67 0.00
Joincare Pharmaceutical Industry Group Co., Ltd.
(BRTEXSERAERAA) Finished goods ~ The market price 64,804.82 0.01 61,900.93 0.01
Shenzhen Taitai Pharmaceutical Co., Ltd.
(RIAREZXERAR) Raw materials The market price 0 0.00 20,000.00 0.00
Jiaozuo Joincare Pharmaceutical Industry Group
Co., Ltd. (RERETENERBRAR) Raw materials The market price 157,605,097.57 1736 123,347,466.11 13.86
Purchase of goods in aggregate 164,170,588.29 18.09  146,578,691.82 16.47
Jiaozuo Joincare Pharmaceutical Industry Group
Co., td. (BEfERRTANERARAR) Water and power  The market price 7,712,847.20 5.97 4,066,665.23 351
Receipt of services in aggregate 7,712,847.20 5.97 4,066,665.23 3.51
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)

5. Related party transactions (continued)

(2) Related party transactions relating to sales of goods/provision of services

For the Current Period For the Previous Period
Pricing principles
and decision Proportion to Proportion to
making the transaction the transaction
Description procedures amount of amount of
of related of the related the same the same
Related party party transaction party transactions Amount category (%) Amount category (%)
Zhuhai Joincare Pharmaceutical Co., Ltd.

(GBRETANBEERAR) Finished goods ~ The market price 0.00 0.00 7,460.45 0.00
Guangdong Blue Treasure Pharmaceutical Co., Ltd.

(EREZREERAT) Finished goods ~ The market price 2,290.60 0.00 1474358974 0.39
Jiaozuo Joincare Pharmaceutical Industry Group

Co., Ltd. (BEfERETENZERERAA) Raw materials The market price 915,381.28 0.02 97,095.38 0.00
Shenzhen Haibin Pharmaceutical Co., Ltd.

(RmEEREARAR) Finished goods ~ The market price 2,302,360.15 0.05 0.00 0.00
Sales of goods in aggregate 3,220,032.03 0.07 14,848,145.57 0.39
Guangdong Blue Treasure Pharmaceutical Co. Ltd.

(EREBLEARAH) Water and power  The market price 3,953,732.52 55.22 2,835,901.18 97.84
Zhuhai Joincare Pharmaceutical Co., Ltd.

(RBRRTENBEERAA) Water and power  The market price 268,572.57 3.75 0.00 0.00
Provision of services in aggregate 4,222,305.09 58.97 2,835,901.18 97.84
Shenzhen Haibin Pharmaceutical Co., Ltd. Processing and Based on

(R EREERAR) inspection fee negotiation 0.00 0.00 49323457 53.96
Provision of services in aggregate 0.00 0.00 493,234.57 53.96

(3) Related party leases

(1)  The Company as lessor

Lease income

Lease income

recognised recognised
for the for the
Name of lessee Type of leased assets Current Period Previous Period
Zhuhai Joincare Pharmaceutical Co., Ltd.
(KBRETENEEFRAR) Plant & buildings, equipment 120,560.05 86,274.11
Health Pharmaceutical (China) Co., Ltd.
(RE#Ex (hE)ARAR) Plant & buildings 0.00 47,145.28

(2)  The Company as lessee

Lease expenses

Lease expenses

recognised recognised

for the for the

Name of lessor Type of leased assets Current Period Previous Period
Joincare Pharmaceutical Industry Group Co.,

Ltd. (RERTEXRERMBAERRAA)  Plant & buildings 350,335.14 329,472.00
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

XIl.

(4)

(5)

RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)

Related party transactions (continued)
Related party asset transfers and debt restructuring

For the
Current Period

Description of

Related party related party transaction

For the
Previous Period

Jiaozuo Joincare Pharmaceutical Industry Group
Co., ltd. (BfERETAENERERAR)
CYNVENIO BIOSYSTEMS, INC.

578,139.08
13,093,539.59

Sales of equipment
Procurement of equipment

Related party guarantees

0.00
7,899,972.21

(1) During the Reporting Period, the details on the bank loans of subsidiaries guaranteed by the

Company were set out as follow (RMB'0,000):

Actual date of

event (Signing Balance Actual
date of the at the end of guaranteed Guaranteed  Description and
Name of guaranteed party Agreement) the Period amount amount  type of guarantee Period of guarantee
Livzon MABPharm Inc 2016.6.22 588.23 588.23 5,000.00  Opening bank acceptance  2016.6.22-2019.6.22
(REMERERE DR bills, joint liability (Bank of Communication,
BRAR) guarantee Zhuhai Branch )
(RBRTKENTT)
Zhuhai Livzon Diagnostic Reagents Inc. 2013.2.05 1,804.42 1,804.42 10,000.00  Opening the letter of 2013.2.05-2018.2.04
(KBBHABRABERAR) credit, joint liability Standard Chartered Bank,
guarantee Zhuhai Branch
(BIRTKENT)
Zhuhai Livzon Diagnostic Reagents Inc. 2015.9.11 160.00 160.00 4,000.00  Opening the letter of 2015.9.11-2018.9.11 Bank
(KEEHABARNERAR) guarantee, joint liability of China, Zhuhai Branch
guarantee (RERTHEHT)
Total actual amount guaranteed for 4,486.57
subsidiaries during the Reporting
Period
Total balance of actual amount 2,552.65

quaranteed for subsidiaries at the
end of the Reporting Period

(2) Guarantee provided to the Company by related party

Joincare Pharmaceutical Industry Group Co., Ltd., the other shareholder of Livzon MABPharm
Inc. has provided a “Letter of Undertaking for Counter Guarantee”, pursuant to which it has
undertaken to provide a joint liability guarantee for 49% of the obligation of the Company under
the guarantee granted to Livzon MABPharm Inc. and the guarantee period of which will be expired

on the expiry date of the Company’s obligation thereunder.

Zhuhai Zhenghe Co., Ltd. (ZRBIER{EEABRARF]), the other shareholder of Zhuhai Livzon
Diagnostic Reagents Inc. (FR/BEZRHBIAR (D B PR A 7)) has provided a “Letter of Undertaking for
Counter Guarantee”, pursuant to which it has undertaken to provide counter guarantee for 49% of
the abovementioned guarantee credit for Zhuhai Livzon Diagnostic Reagents Inc. (Zx/8 B8 2k &l Bl B
A BR A7) and the guarantee period of which will be expired on the expiry date of the credit.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)

5. Related party transactions (continued)

(6) Remuneration of key management personnel

1 Directors’, supervisors’ and senior management’s remuneration disclosed as follows

January - June 2017

Unit: RMB'0,000

Fees of Salaries Housing Compensation
Director/ and Social provident Signing for loss

Supervisor  allowances insurance fund Bonus bonus of office Others Total
Directors:
Zhu Baoguo (KR E) 450 0.00 0.00 0.00 0.00 0.00 0.00 0.00 450
Tao Desheng (F3{2 1) 360 25.36 219 0.51 75.00 0.00 0.00 6.79 11345
Yang Daihong (#5H.7%) 3.60 27.90 220 0.51 417 0.00 0.00 0.00 75.38
Fu Daotian (B ) 3.60 23.63 123 0.00 8.42 0.00 0.00 0.00 36.88
Qlu Qingfeng (%) 360 0.00 0.00 0.00 0.00 0.00 0.00 0.00 3.60
Zhong Shan (1) 3.60 0.00 0.00 0.00 0.00 0.00 0.00 0.00 3.60
Independent Directors:
Xu Yanjun (%4 E) 430 0.00 0.00 0.00 0.00 0.00 0.00 0.00 4.80
Guo Guoging (SFELE) 4.80 0.00 0.00 0.00 0.00 0.00 0.00 0.00 4.80
Wang Xiaojun ( E/\E) 480 0.00 0.00 0.00 0.00 0.00 0.00 0.00 480
Zheng Zhihua (BEE) 430 0.00 0.00 0.00 0.00 0.00 0.00 0.00 4.80
Xie Yun (#iz) 4.80 0.00 0.00 0.00 0.00 0.00 0.00 0.00 4.80
Supervisors:
Wang Maolin (E504%) 2.10 1437 2.10 0.51 3.45 0.00 0.00 0.00 22.53
Tang Yin (i 4) 1.80 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.80
Huang Huamin (Z %) 1.80 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.80
Other senior management:
Xu Guoxiang (R E2) 0.00 21.67 22 0.51 0.00 0.00 0.00 0.00 30.39
Lu Wengi ( 321 0.00 2537 0.00 051 45.18 0.00 0.00 0.00 71.06
Si Yanxia ( E#& ) 0.00 17.19 2.13 0.51 3132 0.00 0.00 0.00 57.75
Zhou Peng (FEB8) 0.00 21.11 215 0.51 8.47 0.00 0.00 0.00 3224
Yang Liang (152 0.00 1145 208 051 520 0.00 0.00 339 22,63
Total 52.20 194.65 16.29 4.08 22421 0.00 0.00 10.18 501.61

Mr. Zhou Peng (A5 ) was appointed on 7 November 2016.
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(Unless specified otherwise, all amounts are denominated in RMB)

XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)

5. Related party transactions (continued)

(6) Remuneration of key management personnel (continued)

1

Directors’, supervisors” and senior management’s remuneration disclosed as follows (continued)

January - June 2016
Unit: RMB’0,000

Fees of Housing Compensation
Director/  Salaries and Social provident Signing for loss

Supervisor  allowances insurance fund Bonus bonus of office Others Total
Directors:
Zhu Baoguo (R{REI) 4.50 0.00 0.00 0.00 0.00 0.00 0.00 0.00 450
Tao Desheng (Fa12 ) 3.60 2537 2.00 0.78 10.69 0.00 0.00 0.00 42.44
Yang Daihong (5 7%) 3.60 2537 2.00 0.78 7.50 0.00 0.00 0.00 39.25
Fu Daotian (&) 3.60 23.62 1.26 0.00 2.50 0.00 0.00 10.00 40.98
Qiu Qingfeng (BEZ) 3.60 0.00 0.00 0.00 0.00 0.00 0.00 0.00 3.60
Zhong Shan (&1L) 3.60 0.00 0.00 0.00 0.00 0.00 0.00 0.00 3.60
Independent Directors:
Xu Yanjun (% E) 4.80 0.00 0.00 0.00 0.00 0.00 0.00 0.00 4.80
Guo Guoging (SBELE) 4.80 0.00 0.00 0.00 0.00 0.00 0.00 0.00 4.80
Wang Xiaojun (E/\E) 4.80 0.00 0.00 0.00 0.00 0.00 0.00 0.00 4.80
Zheng Zhihua (875 %) 4.80 0.00 0.00 0.00 0.00 0.00 0.00 0.00 4.80
Xie Yun (#z) 4.80 0.00 0.00 0.00 0.00 0.00 0.00 0.00 4.80
Supervisors:
Wang Maolin (GE514%) 2.10 14.20 1.89 0.76 2.50 0.00 0.00 0.00 2145
Tang Yin (i%/4.) 1.20 0.00 0.00 0.00 0.00 0.00 0.00 0.00 120
Huang Huamin (E%8) 1.80 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.80
Yuan Huasheng (RE4) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Other senior management:
Xu Guoxiang (fREL#) 0.00 27.67 2.03 0.78 0.00 0.00 0.00 0.00 3048
Lu Wenqi ( B30k 0.00 25.37 0.00 0.78 7.50 0.00 0.00 0.00 33.65
Si Yanxia (E#E) 0.00 17.79 1.93 0.78 7.50 0.00 0.00 0.00 28.00
Yang Liang (#55%) 0.00 10.41 1.85 0.55 2.50 0.00 0.00 0.00 15.31
Total 51.60 169.80 12.96 521 40.69 0.00 0.00 10.00 290.26

Mr. Tang Yin (5 J4l) was appointed on 26 February 2016; and Mr. Yuan Huasheng (RZE4)
tendered his resignation on 20 November 2015, effective from 26 February 2016.

Individuals with highest emoluments

The emoluments of three and three of the five highest paid individuals were directors of the
Company for January—June 2016 and January—June 2017, respectively. The rest were senior
management of the Company (two and two for January—June 2016 and January—June 2017,
respectively).The remuneration of the five highest paid individuals were already disclosed in note.
XI.5.(6) “Remuneration of key management personnel”.

(7) Other affiliated transactions

Nil.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)
6. Amounts due from/to related parties

(1) Amounts due from related parties and prepayments

Balance at the End of the Period Balance at the beginning of the year
Name of item Provision Provision
Related parties Gross amount for bad debts Gross amount for bad debts

Accounts receivables Guangdong Blue Treasure

Pharmaceutical Co. Ltd.

(ERESREARAA) 3,452,680.00 207,134.00 6,900,000.00 345,000.00
Accounts receivables Jiaozuo Joincare Pharmaceutical Industry

Group Co., Ltd.

(EERETENZRERAR) 905,399.78 45,269.99 0.00 0.00
Accounts receivables Zhuhai Joincare Pharmaceutical Co., Ltd.

(HERETENBEFRAR) 0.00 0.00 0.00 0.00
Accounts receivables Shenzhen Haibin Pharmaceutical

(RITERHEERAR) 2,693,761.37 134,688.07 1,755.00 87.75
Sub-total 7,051,841.15 387,092.06 6,901,755.00 345,087.75
Prepayments Joincare Pharmaceutical Industry Group

Co, ltd. (RRTEXSBRHERAT) 59,871.80 0.00 108,030.26 0.00
Sub-total 59,871.80 0.00 108,030.26 0.00
Other receivables Zhuhai Joincare Pharmaceutical Co., Ltd.

(FERETENBEERAR) 0.00 0.00 32,724.76 1,636.24
Other receivables Health Pharmaceutical (China) Co., Ltd.

(RRES (hE)ERAR) 0.00 0.00 33,316.00 1,665.80
Other receivables Shenzhen Haibin Pharmaceutical

(RITERRHEERAR) 0.00 0.00 0.00 0.00
Other receivables Guangdong Blue Treasure Pharmaceutical

Co. ltd. (EREZREARAR) 2,383,026.39 119,151.32 2,117,989.34 105,899.47
Sub-total 2,383,026.39 119,151.32 2,184,030.10 109,201.51
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(Unless specified otherwise, all amounts are denominated in RMB)

XI. RELATED PARTIES AND RELATED PARTY TRANSACTIONS (continued)

6.
(2)

Amounts due from/to related parties (continued)

Amounts due to related parties and receipts in advance

Balance Balance
at the End of  at the beginning of
Name of item Related parties the Period the year
Payables Guangdong Blue Treasure Pharmaceutical Co. Ltd.
(EREEREARAA) 325,680.00 162,840.00
Payables Shenzhen Haibin Pharmaceutical
(RImEERERRAF) 7,107,500.00 3,360.00
Payables Health Pharmaceutical (China) Co., Ltd.
(REEX (PE)BRRA) 0.00 0.00
Payables Jiaozuo Joincare Pharmaceutical Industry Group
Co., Ltd. (RERETANMHRERAAF) 106,208,168.45 158,407,480.13
Sub-total 113,641,348.45 158,573,680.13
Other payables Joincare Pharmaceutical Industry Group Co., Ltd.
(RETEXZBRNHARLAR) 24,877.86 0.00
Other payables Jiaozuo Joincare Pharmaceutical Industry Group
Co., Ltd. (RERETANHBERLFA) 3,665,143.49 2,459,992.87
Other payables EPIRUS SWITZERLAND GmbH 0.00 0.00
Sub-total 3,690,021.35 2,459,992.87
Dividend payables Joincare Pharmaceutical Industry Group Co., Ltd.
(RETEXSERNHERAF) 50,381,609.00 0.00
Dividend payables Guangzhou Begol Trading Corporation
(BEMTRHMANESHRR) 3,938,628.00 0.00
Dividend payables Shenzhen Haibin Pharmaceutical
(RImEEREBRAT) 3,830,413.00 0.00
Dividend payables Topsino Industries Limited ( KA EEER A 7)) 37,179,033.50 0.00
Sub-total 95,329,683.50 0.00

Livzon Pharmaceutical Group Inc. Interim Report 2017

213



214

NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XIl. SHARE-BASED PAYMENT

1.

General information about share-based payments

Relevant
Item description
Total equity instruments granted during the Current Period by the Company (share) —
Total equity instruments exercised during the Current Period by the Company (share) 3,177,213
Total equity instruments of the Company expired during the Current Period (share) —

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 Note

Note 1

: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 eighth meeting (27 March 2015) of the eighth 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 lock-up period is 12 months from the date of the granting
of the Restricted Shares and the unlock-up period is 36 months thereafter. During the unlock-up period,
participants may, subject to unlocking conditions of the scheme being satisfied, apply for unlocking the subject
shares in 3 tranches, representing 40%, 30% and 30% of the total number of granted Restricted Shares for the
Current Period of 12 months to 24 months from the date of granting (the First unlock-up period), 24 months to
36 months from the date of granting (the Second unlock-up period) and 36 months to 48 months from the date
of granting (the Third unlock-up period), respectively. Unlocking conditions are as follows:

Unlock-up period Target level of performance assessment
The First Unlock-up Net profit attributable to the shareholders of the listed companies and net profit
period attributable to the shareholders of the listed companies (net of non-recurring profit

or loss) should be no less than the average of the three latest accounting years before
the date of granting and cannot be negative. Based on the net profit of 2014, the
growth rate of net profit for 2015 is no less than 15%;

The Second Unlock-up ~ Based on the net profit of 2014, the growth rate of net profit for 2016 is no less than

period 38%;
The Third Unlock-up Based on the net profit of 2014, the growth rate of net profit for 2017 is no less than
period 73%.

Pursuant to the 18th meeting of the 8th session of the board of directors of the Company which considered and
passed the “Proposal on Matters Related to Granting Reserved Restricted Shares to Incentive Participants” on 12
November 2015, 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 lock-up period for the Restricted Shares
under this grant was 12 months since the date of granting and its unlock-up period was 36 months from the
locking. During the unlock-up period, participants may, subject to unlocking conditions stipulated by the scheme
being satisfied, apply for unlocking the subject shares in 3 tranches, representing 40%, 30% and 30% of the
total number of granted Restricted Shares since 12 months to 24 months from the date of granting (the First
unlock-up period), 24 months to 36 months from the date of granting (the Second unlock-up period) and 36
months to 48 months from the date of granting (the Third unlock-up period), respectively. Unlocking conditions
are as follows:

Unlock-up period Target level of performance assessment
The First Unlock-up Based on the net profit of 2014, the growth rate of net profit for 2015 is no less than
period 15%;

The Second Unlock-up ~ Based on the net profit of 2014, the growth rate of net profit for 2016 is no less than
period 38%;

The Third Unlock-up Based on the net profit of 2014, the growth rate of net profit for 2017 is no less than
period 73%;
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XIl. SHARE-BASED PAYMENT (continued)

1. General information about share-based payments (continued)

Note 2:0n 14 August 2015, the Company completed the 2014 Equity Distribution. According to the Incentive
Scheme, 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 price upon the transfer
of capital reserves into the share capital, bonus issues and share sub-divisions. The number of the Restricted
Shares of the first grant after the adjustments was 11,258,520 and the repurchase price of the first grant after
the adjustments was RMB19.308 per share. On 27 October 2015, the 16th Board Meeting of the 8th Session
of the Board, considered and approved “the Resolution on Repurchase and Cancellation of Locked Restricted
Shares Granted to Incentive Participants No Longer Satisfying the Conditions for Incentive”. It was agreed to
repurchase and cancel 93,080 Restricted shares granted but not yet unlocked at RMB19.308 per share from 7
incentive participants in the initial grant of Restricted shares who no longer satisfying the incentive conditions.
Upon completion of the repurchase, the number of incentive participants of the initial grant of Restricted
Shares was adjusted from 458 to 451.

On 28 March 2016, the Twenty-third Meeting of the Eighth Session of the Board considered and passed the
“Resolution on Granting Shares to be Unlocked during the First Unlock-up period under the Restricted Shares
Incentive Scheme of the Company” and the “Resolution on Repurchase and Cancellation of the Restricted
Shares Granted but Not Yet Unlocked to Incentive Participants Who Are No Longer Qualified”. It was agreed to
repurchase and cancel 32,500 Restricted Shares granted but not yet unlocked at RMB19.308 per share from 1
incentive participant in the initial grant of Restricted shares who no longer satisfying the incentive conditions.
The remaining 450 incentive participants in the initial grant of Restricted shares have satisfied the unlocking
conditions with 4,453,176 Restricted Shares unlocked and listed in the first tranche in the initial grant.

On 16 May 2016, the 26th Board Meeting of the 8th Session of the Board, considered and passed “the
Resolution on Repurchase and Cancellation of Locked Restricted Shares Granted to Incentive Participants No
Longer Satisfying the Conditions for Incentive”. It was agreed to repurchase and cancel 215,124 Restricted
Shares granted but not yet unlocked at RMB19.308 per share from 13 incentive participants in the initial grant
of Shares who no longer satisfying the conditions for incentive, and repurchase and cancel 10,000 Restricted
Shares granted but not yet unlocked at RMB24.61 per share from 1 incentive participant from the reserved
grant of Shares who no longer satisfying the incentive conditions, totaling 225,124 shares repurchased. Upon
completion of the repurchase, the number of incentive participants of the initial grant of Restricted Shares and
the reserved grant of incentive shares were adjusted from 450 to 437 and 177 to 176, respectively.

On 30 November 2016, the 32nd Board Meeting of the 8th Session of the Board, considered and passed
“Resolution on Reserved Grant to be Unlocked during the First Unlocking Period under the Restricted Shares
Incentive Scheme of the Company” and “the Resolution on Repurchase and Cancellation of Locked Restricted
Shares Granted to Incentive Participants No Longer Satisfying the Conditions for Incentive”. It was agreed to
repurchase and cancel 103,974 Restricted Shares granted but not yet unlocked at RMB18.81 per share from 9
incentive participants in the initial grant of Shares who no longer satisfying the conditions for incentive, and
repurchase and cancel 29,300 Restricted Shares granted but not yet unlocked at RMB24.11 per share from
5 incentive participants from the reserved grant of Shares who no longer satisfying the incentive conditions,
totaling 133,274 shares repurchased. Upon completion of the repurchase, the number of incentive participants
of the initial grant of Restricted Shares and the reserved grant of incentive shares were adjusted from 437
to 428 and 176 to 171, respectively. The remaining 171 incentive participants from the reserved grant have
satisfied the unlocking conditions with 498,560 Restricted Shares unlocked and listed in the first tranche from
the reserved grant.
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XIl. SHARE-BASED PAYMENT (continued)

1. General information about share-based payments (continued)

Note 3:0n 28 March 2017, the Company convened the 36th meeting of the eighth session of the Board to consider
and approve the “Resolution on Granting Shares to be Unlocked during the Second Unlocking Period of the First
Grant under the Restricted Shares Incentive Scheme of the Company” and the “Resolution on Repurchase and
Cancellation of Locked Restricted Shares Granted to Incentive Participants No Longer Qualified for Incentive”.
Pursuant to which, it was agreed that the Company repurchase and cancel 6,240 Restricted shares granted
but not yet unlocked at RMB18.81 per share from 1 incentive participants in the initial grant of Shares who
no longer satisfying the conditions for incentive, and repurchase and cancel 28,020 Restricted Shares granted
but not yet unlocked at RMB24.11 per share from 5 incentive participant from the reserved grant of Shares
who no longer satisfying the incentive conditions, totaling 34,260 shares repurchased. Upon completion of the
repurchase, the number of incentive participants of the initial grant of Restricted Shares and the reserved grant
of incentive shares were adjusted from 428 to 427 and 171 to 166, respectively. The remaining 427 incentive
participants in the initial grant of Restricted shares have satisfied the unlocking conditions with 3,177,213
Restricted Shares unlocked and listed in the second tranche from the initial grant.

2. Equity settled share-based payments

Relevant
Item 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 Period Nil
Accumulated Amount of Shares Settled in Equity Included in Capital Reserve 75,047,851.14
Total Expense Recognized for Equity Settled Share-Based Payments for this Period 8,559,980.22

3. Cash settled share-based payments
Nil.
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XIILCOMMITMENTS AND CONTINGENCIES

1.

Significant commitments

(1) Capital commitments
Balance Balance
at the End of at the beginning of
Item the Period the year
Contracted but not recognised in the financial statements
- Commitments in relation to acquisition of long-term assets 20,947,790.89 37,696,879.21
Total 20,947,790.89 37,696,879.21
(2) Operating lease commitments
As at the balance sheet date, the Company signed the non-cancellable operating leases as follows:
Balance Balance
at the End of at the beginning of
Item the Period the year
Minimum lease payments under non-cancellable
operating leases payable:
Within 1 year 5,563,538.17 7,271,507.49
1 to 2 years 4,777,040.10 7,097,054.83
2 to 3 years 2,453,346.02 3,976,684.49
Over 3 years 0.00 110,476.03
Total 12,793,924.29 18,455,722.84

(3)

(4)

Other commitments

Nil.

Performance of previous commitments

The Company has duly performed the capital expenditure commitments and the operating lease

commitments dated as at 31 December 2016 and the other commitments.

Contingencies

As at the balance sheet date, there were no significant contingencies required to be disclosed by the

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

XIV.POST BALANCE SHEET DATE EVENTS

1.

On 23 June 2017, the “Proposal on Transfer of 100% Equity Interest of Our Subsidiary Zhuhai
Weixing Shiye Co., Ltd. (BRGHEEEXHFRAA) " was considered and approved at the 2016
General Meeting of the Company, pursuant to which, the 100% equity interest of Zhuhai Weixing
Shiye Co., Ltd. (BR/B# 2 E B R A& ' hereinafter referred to “Weixing Singye”) held by the
Company and Pharmaceutical Factory (%2 ) was transferred to Zhuhai Henggin Weichuang
Fortune Investment Co., Ltd.* (BREEZEHBII =R EBR AT ) . After consideration and approval
at the general meeting, the Company submitted the relevant information to the Industrial and
Commercial Administration of Zhuhai, Guangdong Province for registration of the change in equity
interest of Weixing Singye. On 17 July 2017, the Company completed the relevant equity change
registration, and no longer holds any equity interest in Weixing Singye. In addition, a total amount
of RMB4,102,000,000.00 in the supervisory account opened by the Company and Pharmaceutical
Factory (2L%8 ) with the Zhuhai Branch of China CITIC Bank Corporation Limited has been
deregulated after completion of the registration of industrial and commercial changes. A total of
RMB4,102,000,000.00 held in the regulatory account opened by the Company and the Livzon
Group Livzon Pharmaceuticals Fund with CITIC Bank Co., Ltd. Zhuhai Branch was deregulated after
completion of the registration of industrial and commercial changes.

In July 2017, the Company invested and set up Zhuhai Livzon Weigiu Technology Co., Ltd.* (Ex)&
BIRHERE AR A F]) , accounting for 100% of its registered capital.

The 2016 Annual Profit Distribution Plan of the Company was considered and adopted at 2016
Annual General Meeting held on 23 June 2017, the 2017 First Class Meeting of A Shareholders
and the 2017 First Class Meeting of H Shareholders, pursuant to which, the Company will
distribute cash dividend of RMB5 (including taxes) for every 10 Shares held to all Shareholders of
the Company, based on the Company’s total share capital as at the registration date of shares
determined by implementation of the 2016 Annual Profit Distribution Plan, and will make a bonus
issue by way of capitalizing our capital reserve on the basis of 3 shares for every 10 shares held
to all Shareholders of the Company. The registration date of shares was 6 July 2017, and the ex-
dividend and ex-right date was 7 July 2017. The total equity of the Company before the Equity
Distribution was of 425,562,592 shares (comprising 279,971,232 A shares and 145,591,360
H shares), the total equity after the the Equity Distribution increased to 553,231,369 shares
(comprising 363,962,601 A shares and 189,268,768 H shares).

On 2 August 2017, the Company held the Second Meeting of the Ninth Session of the Board of
Directors of the Company to consider and pass the Resolution on Alteration to the Fund-Raising
Investment Project of the Non-Public of A Shares of the Company, pursuant to which alterations
and adjustments to the Fund-Raising Investment Project of the Non-Public of A Shares of the
Company were approved, with details set out as follows:

(1)  The Company intended to alter the “Capital injections to Livzon MAB for its investment in
the construction of ‘Research & development and industrialization of therapeutic antibody-
based drugs’'”, and to apply the total proceeds of RMB306,000,000.00 (which was originally
proposed to allocate to the project) for the following purposes: (a) RMB143,289,400.00
will be applied to the project of relocation and expansion of Livzon Group Xinbeijiang
Pharmaceutical Manufacturing Inc (phase I); (b) RMB53,117,300,00 will be applied to the
technological transformation project of bag infusion workshop in relation to Livzon Group
Livzon Pharmaceutical Factory; and (c) RMB109,593,300.00 will be applied to the sub-project
of “microsphere workshop construction project for Livzon Group Livzon Pharmaceutical
Factory” under the project of “Construction of research & development platform of sustained
release microsphere technologies”.
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(Unless specified otherwise, all amounts are denominated in RMB)

XIV.POST BALANCE SHEET DATE EVENTS (continued)

Upon completion of the alteration, the Company will turn to use its own funds to finance the
capital injections to Livzon MAB for additional investment in the construction of “Research
& development and industrialization of therapeutic antibody-based drugs”. The originally
invested proceeds will be refunded to the special account of fund-raising exercises for the
purpose of the construction of new investment projects.

(2) The Company intended to adjust the sub-project under the project of “Construction of
research & development platform of sustained release microsphere technologies”, so as to: (a)
change the original sub-project of “Renovation Project of Pilot Workshop” to “Microsphere
Workshop Construction Project for Livzon Group Livzon Pharmaceutical Factory”, and
additionally include Livzon Group Livzon Pharmaceutical Factory as one of the subjects of
implementation; and (b) terminate preclinical studies project of “Risperidone Sustained-release
Microspheres for Injection (1 month)”.

In order to satisfy the fund needs for the implementation of new investment projects after the
aforesaid alterations and to ensure the successful implementation of the investment projects, the
Company will use the proceeds to provide borrowings to the subject of implementation of new
investment projects, the borrowing limits are up to the amounts to be applied with the proceeds
from each of the new investment projects, respectively. The term of borrowing shall commence
from the date of actual borrowing and end at the completion of the construction of new
investment projects. The borrowings may be used on a rolling basis after its expiration and early
repaid. The borrowings above bear interests at the latest one-year RMB benchmark loan interest
rates of financial institutions. The operating management of the Company was authorized by the
Board of Directors of the Company to deal with the follow-up matters at its absolute discretion
regarding the abovementioned borrowings.

The aforesaid resolution on alteration to the use of the proceeds is subject to consideration and
approval by the general meeting of the Company.

As at the date of the Report, the Company has no other non-adjustment events that need to be disclosed
after the balance sheet date.

XV. OTHER SIGNIFICANT MATTERS

As at the balance sheet date, there are no other major events required to be disclosed by the Company.
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XVI.NET CURRENT ASSETS AND TOTAL ASSETS LESS CURRENT LIABILITIES

1. Net current assets

Balance Balance

at the End of at the beginning of

Item the Period the year
Current assets 10,998,656,952.88 5,970,785,816.05
Less: Current liabilities 7,942,236,998.58 3,310,641,174.79
Net current assets 3,056,419,954.30 2,660,144,641.26

2. Total assets less current liabilities

Balance Balance

at the End of at the beginning of

Item the Period the year
Total assets 15,538,115,223.39 10,529,262,952 .41
Less: Current liabilities 7,942,236,998.58 3,310,641,174.79
Total assets less current liabilities 7,595,878,224.81 7,218,621,777.62

XVILNOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL
STATEMENTS

1. Accounts receivables
(1) Accounts receivables disclosed by types

Balance at the End of the Period

Gross amount 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 939,457,916.22 99.54 48,542,536.53 5.17  890,915,379.69
Accounts receivables that are individually
insignificant but impairment provided on
an individual basis 4,374,559.94 0.46 4,374,559.94 100.00 0.00
Total 943,832,476.16 100.00 52,917,096.47 5.61  890,915,379.69
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XVILNOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL

STATEMENTS (continued)

1. Accounts receivables (continued)

(1) Accounts receivables disclosed by types (continued)

Balance at the beginning of the year

Gross amount

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 791,197,142.14 99.53 40,641,847.54 5.14  750,555,294.60
Accounts receivables that are individually

insignificant but impairment provided on

an individual basis 3,723,328.97 0.47 3,723,328.97 100.00 0.00
Total 794,920,471.11 100.00 44,365,176.51 5.58  750,555,294.60

1 Accounts receivables in the portfolio with provision for bad debts made using the ageing analysis

method
Balance at the End of the Period
Ageing Accounts Provision
receivables for bad debts Percentage
(%)
Within 1 year 935,491,897.10 46,774,594.86 5.00
1 to 2 years 2,217,873.39 133,072.40 6.00
2 to 3 years 16,759.53 3,351.91 20.00
3 to 4 years 281,570.23 197,099.16 70.00
4 to 5 years 153,977.67 138,579.90 90.00
Over 5 years 1,295,838.30 1,295,838.30 100.00
Total 939,457,916.22 48,542,536.53

2 As at the End of the Period, the accounts receivables that are individually insignificant but

impairment provided on an individual basis

Other receivables

Provision Reason for

description Gross amount  for bad debts Percentage provision made
(%)
Loans 4,374,559.94 4,374,559.94 100.00 Not expected to be

recoverable
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XVILNOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL

(2)

(3)

(4)

(5)
(6)

(1)

STATEMENTS (continued)
Accounts receivables (continued)

Provisions for bad debts made for the Current Period were RMB8,601,554.36; no provision for bad debts
was recovered or reversed during the period.

Actual write-off of accounts receivables for the Current Period

Amount
Item written-off
Receivables actually written off 49,634.40

The total of account receivables with five largest amount by creditors was RMB107,743,783.95, or
11.42% of the total account receivables by the end of the Current Period, total provision for bad debts
by the end of the Current Period was RMB5,387,189.20.

The Company has no derecognized receivables out of transfer of financial assets.

The Company has no assets or liabilities arising from its continuous involvement of transferring
receivables.

Other receivables
Other receivables disclosed by types

Balance at the End of the Period

Gross amount 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 assessed for impairment collectively 30,980,597.43 1.51 7,412,818.43 23.93 23,567,779.00
Receivables from each company in the scope of
combination 2,015,430,271.47 98.47 0.00 0.00 2,015,430,271.47
Other receivables that are individually insignificant
but impairment provided on an individual basis 290,005.20 0.02 290,005.20 100.00 0.00
Total 2,046,700,874.10 100.00 7,702,823.63 0.38  2,038,998,050.47
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XVILNOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL

STATEMENTS (continued)
2. Other receivables (continued)

(1) Other receivables disclosed by types (continued)

Balance at the beginning of the year

Gross amount

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 assessed for impairment collectively 19,763,173.80 1.23 6,525,445.08 33.02 13,237,728.72
Receivables from each company in the scope of

combination 1,584,630,442.33 98.76 0.00 0.00  1,584,630,442.33
Other receivables that are individually insignificant

but impairment provided on an individual basis 90,005.20 0.01 90,005.20 100.00 0.00
Total 1,604,483,621.33 100.00 6,615,450.28 0.41  1,597,868,171.05

1 Other receivables in the portfolio with provision for bad debts made using the ageing analysis

Method
Balance at the End of the Period
Ageing Provision Provision
Other receivables for bad debts Percentage
(%)
Within 1 year 23,328,350.50 1,166,417.53 5.00
1 to 2 years 951,991.13 57,119.47 6.00
2 to 3 years 335,262.00 67,052.40 20.00
3 to 4 years 752,549.24 526,784.47 70.00
4 to 5 years 170,000.00 153,000.00 90.00
Over 5 years 5,442,444 .56 5,442,444.56 100.00
Total 30,980,597.43 7,412,818.43
2 Receivables from each company in the scope of combination
Other receivables Provision Provision
description Carrying amount  for bad debts Percentage Reason
(%)

Current account 2,015,430,271.47 0.00

0.00 The debtor is a subsidiary
of the Company and
no provision for
bad debts is made.
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XVILNOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL

2.
(1)

(2)

(3)

(4)

STATEMENTS (continued)

Other receivables (continued)

Other receivables disclosed by types (continued)

3 As at the End of the Period, other receivables that are individually insignificant but impairment

provided on an individual basis

Other receivables Provision Reason for

description Gross amount  for bad debts Percentage provision made
(%)

Current account 290,005.20 100.00  Not expected to be

recoverable

Provisions for bad debts made for the Current Period were RMB1,093,173.35; no provision for bad debts

was recovered or reversed.

Actual write-off of other receivables for the Current Period

Amount

Item written-off

Other receivables actually written off 5,800.00
Other receivables by nature of items

Balance Balance

at the End of at the beginning of

Nature or description the Period the year

Reserve fund 17,862,544.38 11,204,397.91

Related party balances 0.00 66,040.76

Receivables from each company in the scope of
combination

Borrowing due from external entities

Others

2,015,430,271.47
5,000,000.00
8,408,058.25

1,584,630,442.33
5,000,000.00
3,582,740.33

Total

2,046,700,874.10

1,604,483,621.33

Livzon Pharmaceutical Group Inc. Interim Report 2017



NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XVILNOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL
STATEMENTS (continued)

2. Other receivables (continued)

(5) Status of other receivables due from top five customers as at the End of the Period

Proportion to Provision for

total balance of bad debts

other receivables Balance

Nature or Balance at at the End of at the End of

Name description the End of the Period  Term the Period the Period
(%)

Livzon Group Ningxia Fuxing

Pharmaceutical Manufacturing

Co, Ltd. (BREBEE RRAE

HBAF) Current account 788,095,256.23  Within 1 year 38.51 0.00
Livzon Group Ningxia Xinbeijiang

Pharmaceutical Manufacturing

Co, Ltd. (BREBEEEH I THE

BRAF) Current account 547,764,885.08  Within 1 year 26.76 0.00
Zhuhai FTZ Livzon Hecheng

Pharmaceutical Manufacturing

Co., Ltd. CKERHBEBKA KA E

BRRAE) Current account 293,657,256.24  Within 1 year 14.35 0.00
Ando Development Limited
(REERBRAA) Current account 123,935,871.32  Within 1 year 6.05 0.00

Livzon Group Livzon
Pharmaceutical Factory
(BAREEBRZER) Current account 116,675,568.58  Within 1 year 5.70 0.00

Total - 1,870,128,837.45 — 91.37 0.00

(6) The Company has no derecognized other receivables out of transfer of financial assets.

(7) The Company has no assets or liabilities arising form its continuous involvement of transferring other
receivables.

3. Long-term equity investments

(1) Classification of long-term equity investments

Balance at the End of the Period Balance at the beginning of the year
Provision for Provision for
Item Gross amount impairment Carrying value Gross amount impairment Carrying value
Investments in subsidiaries 1,906,590,564.98 18,471,307.03  1,888,119,257.95  2,112,431,664.98 18,471,307.03  2,093,960,357.95
Investments in associates and joint ventures 35,676,955.57 1,200,000.00 34,476,955.57 36,407,870.69 1,200,000.00 35,207,870.69
Total 1,942,267,520.55 19,671,307.03  1,922,596,213.52  2,148,839,535.67 19,671,307.03  2,129,168,228.64
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XVILNOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL
STATEMENTS (continued)

3. Long-term equity investments (continued)

(2) Investments in subsidiaries

Provision Balance of
Balance at Increase Decrease Balance for impairment provision for
the beginning of during the during the at the End of for the impairment at the
Investee the year Current Period Current Period the Period Current Period  End of the Period
Zhuhai Livzon Baiameng Biological Materials Co., Ltd.
(REBK-EMRENMHERAR) 3,934,721.95 0.00 0.00 3,934,721.95 0.00 0.00
Zhuhai Livzon Meidaxin Technological Development
Co., Ltd. REMBAREEEHINAZERAR) 800,000.00 0.00 0.00 800,000.00 0.00 0.00
Livzon Group Livzon Pharmaceutical Factory
(BHREEERAER) 361,060,443.85 0.00 0.00 361,060,443.85 0.00 0.00
Sichuan Guangda Pharmaceutical Manufacturing Co., Ltd.
(mIXARERRAR) 170,872,457.35 0.00 0.00  170,872,457.35 0.00 0.00
Shanghai Livzon Pharmaceutical Manufacturing Co.,Ltd.
(LEBRHERBRAR) 31,438,404.00 0.00 0.00 31,438,404.00 0.00 0.00
Zhuhai Modern Chinese Medicine High Technology
Co., Ltd. GRERR P ESHBEARAF) 4,539,975.00 0.00 0.00 4,539,975.00 0.00 0.00
Livzon Group Livzon Medical Research Centre
(BREEERBEREMN) 6,004,000.00 0.00 0.00 6,004,000.00 0.00 0.00
Lizhu (Hong Kong) Co., Limited ( Bk (%) ERAE) 64,770,100.01 0.00 0.00 64,770,100.01 0.00 0.00
Ando Development Limited (2% B ERAA]) 534,050.00 0.00 0.00 534,050.00 0.00 0.00
Livzon Group Xinbeijiang Pharmaceutical Manufacturing
Inc. (BREELIRERBBERAR) 116,446,982.80 0.00 0.00 116,446,982.80 0.00 7,271,307.03
Zhuhai Livzon Diagnostic Reagents Inc.
OrEBRAERNERAR) 2,896,800.00 0.00 0.00 2,896,800.00 0.00 0.00
Livzon Group Livzon Pharmaceutical Marketing Ltd.
(BUEEBRBEAHERRA) 12,008,000.00 0.00 0.00 12,008,000.00 0.00 0.00
Livzon Group Limin Pharmaceutical Manufacturing Factory
(BEREEARAER) 184,301,219.52 0.00 000  184,301,219.52 0.00 0.00
Zhuhai Livzon Pharmaceutical Trading Co., Ltd.
(RETERBEZ5BRAR) 40,020,000.00 0.00 0.00 40,020,000.00 0.00 0.00
Livzon Group Fuzhou Fuxing Pharmaceutical Co., Ltd.
(BHEERNERABEERAA) 280,769,410.50 0.00 0.00  280,769,410.50 0.00 11,200,000.00
Livzon MABPharm Inc.
(RETRRENENRMERRR) 357,000,000.00 0.00 0.00  357,000,000.00 0.00 0.00
Livzon Group Vaccine Engineering Inc.
(BHEBREIBRAERAA) 54,500,000.00 0.00 0.00 54,500,000.00 0.00 0.00

Livzon Group Ningxia Fuxing

Pharmaceutical Manufacturing Co., Ltd

(BHRSEEERAREERAA) 90,000,000.00 0.00 0.00 90,000,000.00 0.00 0.00
Livzon Group Ningxia Xinbeijiang

Pharmaceutical Manufacturing Co., Ltd

(BREEEENLIREERAF) 90,000,000.00 0.00 0.00 90,000,000.00 0.00 0.00
Wenshan Livzon Sangi Plantation Co., Ltd.

(XLBH=tBHEARAA) 4,694,000.00 0.00 0.00 4,694,000.00 0.00 0.00
Zhuhai Livzon Pharmaceutical Industrial Co., Ltd.

(REMBLREBEIXARAR) 235,841,100.00 000  235,841,100.00 0.00 0.00 0.00
Zhuhai Livzon Gene Diagnostics Ltd.

(FETBRERRANKERAR) 0.00 30,000,000.00 0.00 30,000,000.00 0.00 0.00
Total 2,112,431,664.98 30,000,000.00  235,841,100.00  1,906,590,564.98 0.00 18,471,307.03
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XVILNOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL
STATEMENTS (continued)

3. Long-term equity investments (continued)

(3) Investments in associates and joint ventures

Change during the Current Period

Investment Adjustment
Balance profit and in other Other
at the beginning Investment Investment loss on the comprehensive equity
Investee of the year acquired disposed of equity method income changes
Associates
Livzon Medical Electronic Equipment (Plant) Co., Ltd.
(BRERTTRE (B)ARAR) 1,200,000.00 0.00 0.00 0.00 0.00 0.00
Guangdong Blue Treasure Pharmaceutical Co. Ltd.
(EREELEFRAT) 10,547,627.85 0.00 0.00 552,932.08 0.00 0.00
Jiangsu Nike Medical Equipment Co., Ltd.
(I&EMNEESHERAR) 23,527,231.29 0.00 0.00 -1,207,938.50 0.00 0.00
Shenzhen City Youbao Technology Co., Ltd
(RIFAEEHRERAA) 1,133,011.55 0.00 0.00 ~75,908.70 0.00 0.00
Total 36,407,870.69 0.00 0.00 -730,915.12 0.00 0.00
Change during the Current Period
Balance of
Cash dividend provision for
or profit Balance impairment
distribution Impairment at the End of at the End of
Investee announced provision Others the Period the Period
Associates
Livzon Medical Electronic
Equipment (Plant) Co., Ltd.
(EGREBREFRE (BEBRAA) 0.00 0.00 0.00 1,200,000.00 1,200,000.00
Guangdong Blue Treasure Pharmaceutical
Co. Ltd.
(EREBHEERRA) 0.00 0.00 0.00 11,100,559.93 0.00
Jiangsu Nike Medical Equipment
Co., Ltd. (IHER B EREM
BERRA) 0.00 0.00 0.00 22,319,292.79 0.00
Shenzhen City Youbao Technology
Co., Ld CRYIITAEREARRAA) 0.00 0.00 0.00 1,057,102.85 0.00
Total 0.00 0.00 0.00 35,676,955.57 1,200,000.00
4. Operating income and operating cost
For the Current Period For the Previous Period
Item Income Cost Income Cost
Principal activities 2,516,026,716.34 1,429,118,380.09 2,314,831,984.42 1,173,284,371.36
Other activities 3,362,825.10 0.00 568,058.77 2,081.93
Total 2,519,389,541.44 1,429,118,380.09 2,315,400,043.19 1,173,286,453.29
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XVILNOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL

5

STATEMENTS (continued)

Taxes and surcharges

Item

For the
Current Period

For the
Previous Period

Urban maintenance and construction tax

11,741,615.68

11,362,996.08

Education surcharges 8,386,868.31 8,116,409.85
Flood prevention fee 0.00 303,311.90
Business tax 0.00 2,572,212.34
Land use tax 150,000.00 103,200.00
Property tax 799,800.00 788,400.00
Stamp duty 1,655,282.11 212,572.21
Vehicle and vessel usage tax 8,742.24 3,600.00
Total 22,742,308.34 23,462,702.38

Investment Income

Item

For the
Current Period

For the
Previous Period

Long-term equity investment income under cost method
Long-term equity investment 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 period 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 period
Investment income generated from

held-to-maturity investments during its holding period
Investment income generated from

available-for-sale financial 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
Income generated from revaluation of

remaining equity measured at fair value upon loss of control
Cash management gains

1,211,076,325.24
-730,915.12

0.00

0.00

0.00

0.00

123,604.65

123,604.65

0.00

0.00
3,854,968.10

353,769,928.73
-644,508.87

0.00

0.00

0.00

0.00

114,448.75

114,448.75

0.00

0.00
0.00

Total

1,214,323,982.87

353,239,868.61
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED]

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

XVILNOTES TO THE KEY COMPONENTS OF PARENT COMPANY FINANCIAL
STATEMENTS (continued)

7. Supplemental information to cash flow statement

Item

For the
Current Period

For the
Previous Period

(1

()

3)

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

Amortisation of intangible assets
Amortisation of long-term deferred expenses

Losses on disposal of fixed assets, intangible assets and
other long-term assets (“=" represents gains/income)

Losses on retirement of fixed assets
("=" represents gains/income)
Losses from changes in fair value
("=" represents gains/income)
Financial expenses (“~" represents gains/income)
Investments losses (“~" represents gains/income)
Decrease in deferred tax assets (“-"
Increase in deferred tax liabilities
("=" represents decrease)
Decrease in inventories (“~" represents increase)
Decrease in trade receivables (“-"
Increase in trade payables (“~" represents decrease)
Others
Net cash flows from operating activities
Significant investing and financing activities
not involving cash receipts and payment:
Liabilities converted into capital
Convertible corporate bonds due within one year
Fixed assets acquired under finance leases
Net movement in cash and cash equivalents:
Cash at the End of the Period
Less: Cash at the beginning of the year
Add: Cash equivalents at the End of the Period
Less: Cash equivalents at the beginning of the year
Net increase in cash and cash equivalents

represents increase)

represents increase)

1,153,357,502.87
13,793,748.43

5,150,620.32
5,794,489.31
60,000.00

-40,486.79

0.00

0.00
-12,473,387.41
-1,214,323,982.87
-13,903,527.47

834,243.89
223,164,113.67
-629,824,306.71
402,165,460.28
8,559,980.22
-57,685,532.26

0.00
0.00
0.00

2,444,861,726.81
1,606,485,665.85
0.00

0.00
838,376,060.96

418,685,866.90
12,693,154.15

6,127,393.58
6,679,957.65
60,000.00

41,483.11

0.00

0.00
-12,168,336.76
-353,239,868.61
733,084.57

364,235.00
-68,145,037.81
152,453,498.57
-89,724,811.86

19,792,166.43
94,352,784.92

0.00
0.00
0.00

543,826,198.16
677,465,238.87
0.00

0.00
-133,639,040.71
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XVILSUPPLEMENTAL INFORMATION

1. Breakdown of extraordinary gains or losses

For the For the

Item Current Period Previous Period

Gains or losses from the disposal of non-current assets -7,017,747.76 5,990,900.63
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 for those government grants closely associated to the
normal operation of the Group, complying with the policies and
requlations 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 for the period arising from
business combination under common control from the beginning
of the year to the date of combination

Gains or losses arising from contingent matters not related to
the normal operation of the Company

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 Company)

Reversal of provision for impairment of receivables that are
individually tested for impairment

Gains or losses from external entrusted loans

Gains or losses from changes in fair value of investment properties
subsequently measured under the fair value model

Effect of one-off adjustment made according to the laws and
regulations regarding taxation and accounting to profit or loss
for the period

Custodian fee income from entrusted operation

Other non-operating income and expenditures apart from the above

[tems of gains or losses meeting the definition of
extraordinary gains or losses

Sub-total

Effect of income tax

Effect of non-controlling interests (after tax)

70,870,480.62
0.00

0.00

0.00
4,310,498.10

0.00
0.00

0.00

0.00

0.00

0.00

733,944.14

0.00
0.00

0.00

0.00
0.00
-2,411,600.27

0.00
66,485,574.83
10,289,554.86

7,460,960.73

54,024,145.82
0.00
0.00
0.00
0.00

0.00
0.00

0.00

0.00

0.00

0.00

-416,854.57

0.00
0.00

0.00

0.00
0.00
-2,320,404.41

0.00
57,277,787.47
8,067,921.05
3,989,910.66

Total

48,735,059.24

45,219,955.76
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NOTES TO THE 2017 INTERIM FINANCIAL STATEMENTS (UNAUDITED)

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

XVILSUPPLEMENTAL INFORMATION (continued)

1.

Breakdown of extraordinary gains or losses (continued)

Note: Figure “+” in the items of extraordinary gains or losses represents revenue and income, while figure “-"

represents loss or expense.

Items of extraordinary gains or losses are recognized by the Company in accordance with “Notice on
Explanation of Information Disclosure of Companies Publicly Issuing Securities No. 1 — Extraordinary

Gains or Losses” (CSRC Notice [2008] No. 43).

Rate of return on net assets and earnings per share

January - June 2017

Earnings per share (RMB/share)

Weighted
average rate of Diluted
return on net Basic earnings earnings
Profit for the Reporting Period assets per share per share
Net profit attributable to shareholders of
ordinary shares of the Company 7.42% 1.19 1.19
Net profit attributable to shareholders of ordinary shares
of after deducting extraordinary gains or losses 6.70% 1.08 1.08
January - June 2016
Earnings per share (RMB/share)
Weighted
average rate of Diluted
return on net Basic earnings earnings
Profit for the Reporting Period assets per share per share
Net profit attributable to shareholders of
ordinary shares of the Company 8.95% 1.04 1.04
Net profit attributable to shareholders of ordinary shares
after deducting extraordinary gains or losses 7.96% 0.93 0.93
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X. DOCUMENTS AVAILABLE FOR INSPECTION

()  They include a copy of the 2017 interim report of the Company which is signed by the legal
representative.

() They include the Company’s unaudited financial report for the six months ended 30 June 2017 prepared
in accordance with the China Accounting Standards for Business Enterprises which is signed and sealed
by the legal representative, the person-in-charge of the Company's financial affairs (mainly responsible
for accounting work), the person-in-charge of the accounting department (accounting supervisor).

(Il They include the original copies of all of the documents and announcements of the Company which have
been disclosed on the designated website as approved by CSRC during the Reporting Period.

(IV) They include both English and Chinese versions of the 2017 interim report of the Company published on
the website of Hong Kong Exchanges and Clearing Limited.

Livzon Pharmaceutical Group Inc.
Zhu Baoguo
Chairman
22 August 2017
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