Em CHINA HEALTH GROUP INC.
FEEREERRAA
(Carrying on business in Hong‘KfQials “EaBREER )
l:I] El E}ﬁ %@ Ez)r[nfngy%fﬁsj ﬁjﬁrﬁiﬁﬁ:i%gﬁgrmories Limited” )

: (FiF8 [ BERIBRELHRAT )
China Health Group (Incorporated in the Cayman Islands with limited liability)
(FTHEHS IMAIZAHRLF)
(Stock Code: 8225)  ( BRft9%: 8225)

Annual Report 2016 £ m r'ﬂ

EZHEBELEEEED ONI dNOYD HLIVIH VNIHD

>
>
>
(=
L
X
[0}
©
o
=3
N
o
(o]
I
A
|
\l/
7
W
H
d
>9d




CHARACTERISTICS OF THE GROWTH ENTERPRISE MARKET (*G EM”) OF
THE STOCK EXCHANGE OF HONG KONG LIMITED (THE “STOCK EXCHANGE")

GEM has been positioned as a market designed to accommodate companies to which a higher investment risk may be attached than
other companies listed on the Stock Exchange. Prospective investors should be aware of the potential risks of investing in such
companies and should make the decision to invest only after due and careful consideration. The greater risk profile and other
characteristics of GEM mean that it is a market more suited to professional and other sophisticated investors.

Given the emerging nature of companies listed on GEM, there is a risk that securities traded on GEM may be more susceptible to
high market volatility than securities traded on the Main Board of the Stock Exchange and no assurance is given that there will be a
liquid market in the securities traded on GEM.

The Hong Kong Exchanges and Clearing Limited and The Stock Exchange of Hong Kong Limited take no responsibility for the
contents of this report, makes no representation as to its accuracy or completeness and expressly disclaims any liability whatsoever
for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this report.

This report, for which the directors (the “Directors”) of China Health Group Inc. (the “Company”) collectively and individually
accept full responsibility, includes particulars given in compliance with the Rules Governing the Listing of Securities on the Growth
Enterprise Market of the Stock Exchange (the “GEM Listing Rules”) for the purpose of giving information with regard to the
Company and its subsidiaries (collectively refer to as the “Group”). The Directors, having made all reasonable enquires, confirm
that, to the best of their knowledge and belief: (1) the information contained in this report is accurate and complete in all material
respects and not misleading; (2) there are no other matters the omission of which would make any statement in this report

misleading; and (3) all opinions expressed in this report have been arrived at after due and careful consideration and are founded
on bases and assumptions that are fair and reasonable.
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CHAIRMAN’S STATEMENT

DEAR SHAREHOLDERS:

The Group now stands at the forefront of the masitieg and
dynamic shift in the history of health industry. ithvthe help of
challenge and opportunity provided by Chineseclievolution, the
Group is focusing on building itself into a grouprmoration
providing comprehensive terminal medical service deun
international architecture, from hospital clinicegearch and product
promotion  service, hospital management service, ilenob
telemedicine service, special expertise therapyvicger to
rehabilitation and medical tours service.

With the changing landscape of commercial way @lripia power
house in China, the Group commits to replace tomadit Contract

Service Organisation (“CSQ”") sales model in ChioaContract

Research Organisation (“CRO”) and CSO combinatiodel. The

Group combines strategic thinking with the abititycapture and
analyze complex clinical data to effectively dentrais real-world

outcomes. Our reach extends to field based teamsarinect with

payers on a local level to help communicate thdymbvalue story.
The Group offers Medical science liaisons, meditarketing

programs bridge the gap between the clinical antheercial phases
of product development, providing expertise aceolssad range of
pre- and post-launch opportunities.

All of CRO-registered clinical trial and PMS or coine research
help to create the “actives” with KOLs and all kegpitals and build
up Site Management Organisation (“SMO”) in all keygpital. We
will leverage all of the research“actives™+*SMO’tancommercial
medical marketing. All those will replace traditiosales in China
and meet all those compliance challenges in China .

WE ARE BUILDING THE FOLLOWING:

With regarding of Hospital management service:@uaup has tried
to operate mobile Internet health care and drugetfglservice like
‘Chinese best doctor’, ‘My doctor 999’, and curhgrg preparing for
providing satellite mobile medical service.

With Special mental illness therapy service: Weehakeady begun to
build Centure Nervous System (“CNS”) doctors gsoapd expect
our CNS BOAO 6pi
well.

With respect to financial operating area, the Giwagpalready been
on the healthy track of profit -making.

In a word, our Group has completed transition fribie type of
pharmaceutical technology to new health care maut#tr the new
creative internet architecture. We will grasp tippartunity of the
Chinese health care reform and take advantagedokzen years’
experience to create physical and spiritual welfarehe patients,
staff and shareholders.

By order of the Board
William Xia Guo
Chairman

hospital project is also in progress as
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FINANCIAL HIGHLIGHTS

Year ended 31 December
12AF> UFC+!N

Ef i ET f
3.#y 3.#y
ZE& ZEa&
Results "'m
Revenue I'm 20,497
Profit/(Loss)for the year M)(neae e[ (3,487)
Assets and Liabilities ">
Total Assets o> 18,951
Total Liabilities "o 58,619
Deficit of Shareholders' funds "t es) (39,668))

The Group recorded consolidated turnover of RMB2D@00 for the
year ended 31 December 2016 (‘this Year”), whiclpresents
approximately 1.25% decrease from RMB20,497,00@ar 2015.

The Group recorded profit before taxation of RMB&,000 this Year, as
compared with loss before taxation of RMB3,376,@0¢ear 2015.

The Group recorded operating profit of RMB2,885,806 Year, before
deducting financial expense of RMB800,000, as caeeatpawith
operating profit of RMB172,000, (before deductimghcial expenses of
RMB817,000 on loss on revaluation of derivativeafioial liabilities of
RMB2,731,000). Operating profit increased by 1577%

Basic earnings per share is 0.23 cents in 201ée Wwhsic loss per share
was 0.37 cents in 2015.

©A=,BBME= GEB° M 0o'M p '"€NO
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For the year ended 31 December 2016

MANAGEMENT DISCUSSION AND ANALYSIS

RESULTS Rt e

The Group recorded profit before taxation of RMB2,085,000 this' M '"IENU 8 "@g@ - &! "L | 6 D i 7€M
Year, as compared with loss before taxation of RMB3,376,000 i u "@@ - e!['L | 6 D ib'M "€ 0
the corresponding period last year. Profit this year was primarilyl . ® A Mé>-d gvad™ Syt tm3di"
attributed to no fair value loss on revaluation of derivative D 8» puy- "> 3¥ 3Au"l- “ef 7

financial liabilities arising from the unlisted convertible notes AEM]uel[61®AV3d ™ S- > 3¥ 3A
issued on 24 December 2014. While loss in last year wagt "I- “el['L}{6D i h"NIEel"
primarily attributed to the fair value loss of RMB2,731,000 on "€ € M"'S" NU o "@g - &|['L | 6 D ib

convertible notes. After deducting the factor from the fair value
loss of Convertible Notes, the Group still recorded loss of RMB
645,000 from operations in the corresponding period last year.

The Group recorded operating profit of RMB2,085,000 for thish " Y!© +™L |6 D i "M "€/yNOa A
Year, without considering the financial expense of RMB800,000;" a&! "L;* | 6 D i TEM]U*A" ! "L !
as compared with operating profit of RMB172,000 in year 6 D iboA=,BBME= @EB°, M
2015.The Group recorded cash outflow from operation activities "lENU a A" YIAA9k @ "L ! 6D i 7=,
of RMB6,893,000 for this Year, as compared with net cashBOM]uA" YIAA9k @ £"L! 6D ib
generated from operation activities of RMB 3,390, 000 in year

2015.

The Group recorded revenue of RMB20,241,000 for this Year, M '"l€"" [ £"L |6 D i +€EM]u
which  represents  approximately 1.25% drop from -" | E"L!6 D i/t"L b Tt'L,
RMB20,497,000 in the corresponding period last year. The 201% 0 i>!©"L | 6 D i ]J°lAE-1ex
consolidated turnover included approximately RMB 12,279,000 ga,5ui#dl?ilo'L!oD

derived from the contracted clinical research services (VPS)j ]I /A -1¢e;* o""H»l©OIE|O6D
amounted to 60.66% of the total revenue; approximately i I°lAE-1e* b IES€M '
RMB5,473,000 from the post marketing research and academiB" b B "€iou/¥iviuAiUa-B ,5

promotion services, amounted t027.04% of the total revenue an8 0;* GJ7 ¥ 105"1a0iTwl' ga,5ufl
approximately RMB2,489,000 from other medical services,#!&1?7w 1>/©02gs¥1WpVbcA'M > 3>

amounted t012.3% of the total revenue. The almost same i® | A"L 6D i¥9u C 'M ""E-|"I©
revenue for two years was mainly due to (a) the terminal of7 14" 1© 9NU "L ! 6 D i¥9u $ 08"")>l0
clinical medicine of research-type extension based on the clinical £#1 € M9t 6D ib

research i.e .the post marketing research and academic promotion
services, which is one of the four growth-driving platforms was
widely recognized by the markets. The revenue in post marketing
research and academic promotion services increased by
RMB52,000 this Year. (b) The Group recorded an increase
revenue in clinical research services (VPS) of approximately
RMB4,000 for this Year. (c) Revenue in other medical services
decreased by RMB313,000 to RMB2,489,000 compared to that
in 2015.

Total consolidated general and administrative expenses wereM '"€-5@#>Y + " *'L 16D i
approximately RMB14,219,000 representing an increase oft € M]U"L |6 D i9F'L|6D i
approximately RMB164,000 compared with approximately ¢ 1;*'"€-1y1'9F#Ep!TIP "v9t TAb
RMB14,055,000 of the corresponding period last year. The

increase was primarily due to the employees’ wages rising and

decrease in provision of litigation claims .

TEEREEARLRA



MANAGEMENT DISCUSSION AND ANALYSIS

CONVERTIBLE NOTES Vid B

On 24 December 2014, the Company issued unlisted convertible
notes with a face value of US$1,000,000 and a maturity date of
24 December 2016. The notes are unsecured, bear no interest and
have a term of 2 years. The noteholder has right to convert the
notes into ordinary shares at any time up to maturity at a
conversion price of HK$0.1.

On 31 December 2016, Winsland Agents Limited exercised its
rights to convert all the Convertible Notes into 77,500,000 of the
Company'’s ordinary shares, representing approximately 8.47%:
of the issued share capital of the Company immediately before
the Conversion and approximately 7.81% of the issued share
capital of the Company immediately after the Conversion.

Share capital increased by RMB6,974,000 and capital reserve
increased by RMB3,977,000 after the conversion, and
convertible notes were removed from current liability for this
Year while the fair values of convertible notes in debt and
derivative financial instrument part are listed as current liability
RMB5,779,000 and RMB4,447,000 respectively in 2015.

As at 31 December 2016, the loss on revaluation of financial
derivative liability in the consolidated statement of profit or loss
and other comprehensive income for this year is nil. (2015:
RMB2,731,000).

LIQUIDITY, FINANCIAL RESOURCES AND GEARING
RATIO

As at 31 December 2016, the Group’s current liabilities exceedec
its current assets and its total liabilities exceeded its total asseis
by approximately RMB28,937,000 (2015: net current liabilities
of approximately RMB44,471,000) and approximately RMB
25,166,000 (2015: net liabilities of approximately
RMB39,668,000 ) respectively.

As at 31 December 2016, the gearing ratio (calculated on the
basis of total bank borrowing divided by total assets at the end o?
the year) of the Group was 0.12 (2015: 0.08). The increase was
due to the decrease of total assets this Year.

Meanwhile, considering the working capital and long term fund
demand for future development, the Group will consider to raise
further funds through bank loans, issuance of new shares,
convertible notes, and issuance of new debts, etc.
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MANAGEMENT DISCUSSION AND ANALYSIS BE_F—AE+"A=+—HILEE

For the year ended 31 December 2016

CAPITAL COMMITMENTS BheiE

As at 31 December 2016, the Group did not have any significanA =, BBME= @EB° '"l€cl¥O ... xv"'
capital commitments. 60Db

FOREIGN EXCHANGE EXPOSURE AL

During the year, the Group's transactions were substantiallA i*0)( '"l€-EAC vis[l6Dw byN
denominated in Renminbi ("RMB"). As such, the foreign '"l€&,¥7~q !¢, vb"-""I€cl¥3G"© ...
currency risk facing the Group is limited. Currently, the Group Apuy TU8%  ob

has not adopted any financial instrument for hedging purposes.

BUSINESS REVIEW £ i)

Aiming at long-term development, the Group keeps pursuing its "'€ AuuUéZIR zIRw»|45¥/1?" g
business strategy of transforming from a leading technology# "' I;*BE° IEO'/¥" (>IO"€Db
transfer supplier to a health care service group under the internet

architecture.

The Group has managed to establish a new drug technology''€ XAyé ,5-ufat"L,5uis©@a" Y
development and value-added services business model for whok© a ga ,5uT#la12w1>I©0© 1t  ¥o"
value chains such as preclinical studies, Contracteds Clinicall? @ é";9 "»>1©"1© T 'cAiu/iviufli
Research Services (VPS), regulatory affair (RA) services andJ!la ° IEQO'/¥" y5@ Ulaa,5S0;*GJI7 ¥
post marketing research and academic promotion serviced ,5"1auiTwlaB " (>" Ula";"'S+4a
(PMS),and devoted to build four growth-driving platforms, such" y>" Ulab
as the medical management platform under the internet
architecture, the terminal of clinical medicine of research-type
extension based on the clinical research, rehabilitation therapy
industry platforms and special features of hospital industry
platforms.

"ME€,x 906gswW1l?i# % ZgSIENZES
The Group continued its investment in the enhancement off"- [T OF 'rgsw T ¥ /12@
marketing capability and the expansion of market network, and"; 9" >!©"1© Tb]-[714 $300tti'y,
introduced a new drug technology development and value-adde#o Z Z “>!© gsb Ai*0)( '"€d11y x"1©
services business model for whole value chains in the domestiB 9u ]l-+y xi E>IO¥ O F« [#"1" 21
market under the brand of Venturepharm, while striving to46 ipézZi*OtK'1la®O"VLa/ll?45¥%t
establish and expand overseas markets under the brand éf¥/!? ,>I© "# b
VPS-CRO. During this Year, the Group not only focused on
business expansion, but also paid more attention to the
enhancement of brand value and the improvement of
professional capability, aiming at becoming a comprehensive
and reliable technology and service provider with the most
prestigious brand and leading technologies.

s EBR A TR R ISR 4PMS)
POST MARKETING RESEARCH AND ACADEMIC
PROMOTION SERVICES (PMS)

MA 3s{"~"UfR ¥BMb'"l€a "/I>¥

This Year is a milestone year for company strategic transition7 14$30¥ M6 #" E,5 lyé¥1%4™
The Group made best use of its VPSCRO's 15 years of effortg ,&e *«" O g,,54 v gaoui#al?
and strong relationship with leaders and experts through 400v1>!/© N>©azgs1iWpV cA'M Q;*
clinical bases for the marketing and clinical research of new "€ § 0"L |6 D i¥IAEDb
drugs to list and clinical research, brought revenue of RMB
5,473,000 for the second time.

TEEREEARLSA



MANAGEMENT DISCUSSION AND ANALYSIS

CONTRACTED CLINICAL RESEARCH SERVICE (VPS) LB 714

Taken clinical study as the prime focus, the Group has
established the most integrated service in the country, which
provides a series of services ranging from phase | clinical and
bioequivalence studies, phase II-1lI clinical studies, and phase IV
post-marketing clinical study, to data management and medical
statistics, and medical administration related service.
Meanwhile, the Group makes a great efforts to improve the
professional capability involving the above mentioned services
and has preliminarily established 13 professional researcti
institutions  including Venturepharm-CBI phaselinical
research center, VPS-mart phase IV clinical research and
academic promotion center, SAS-Venturepharm data
management and medical statistics center, VP-Porsche RA
service center, OHH-VP Pacific-Asia clinical research institution
for oncology, TangXi-VP Pacific-Asia clinical research
institution for Diabetes, CNSVP Psychoneurologic and pain
management Pacific-Asia clinical research institution, CV-VP
Cardiovascular Pacific-Asia clinical research center, AIDS and
hepatitis Pacific-Asia clinical research institution, DermNova
Pacific-Asia clinical research institution for dermatosis and
gynecologic disease and TCM-VP clinical research center for
natural drug and traditional Chinese medicine, etc.

In the meantime, the Group has built a nation-wide network with
bases in Beijing, Shanghai and Guangzhou and offices in over 30
provincial capital cities for clinical monitoring and academic
promotion, covering over 80% hospitals which have been
authorized to conduct clinical research. The Group has the
capacity of operating more than 60 phase | and BE projects each
year and conducting 50 phase IlI-lll clinical projects
simultaneously. Meanwhile, the Group is able to carry out 4
phase IV clinical trials with large sample size (2,000 subjects) at
the same period.

PROSPECTS

The Group will continuously push forward the strategic
transition from a leading technology transference supplier to a
health care service group under the internet architecture. The
Group will also continuously strengthen the terminal of clinical
medicine of research-type extension based on the clinical
research, at the same time push forward the construction of
medical management platform under the internet architecture,
rehabilitation therapy industry platforms, and special features of
hospital industry platform with steady steps.

The Board will also review and assess of potential project or
investment according to reliable principles, in order to improve
the group business performance and return to shareholders.
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MANAGEMENT DISCUSSION AND ANALYSIS BE_F—AE+"A=+—HILLEE

For the year ended 31 December 2016

SIGNIFICANT INVESTMENT BEyghg
During this Year, there was no significant investment. A'M)( '"ME€cl¥xvg'b
HUMAN RESOURCES NHEIR

', &"'G- IVIAD

The Group’s remuneration policy is basically determined by the' "1€ &"'G -~ #<O A Y !
zee ™ (#] ([

performance of individual employees. In addition to salaries anc b ' "1€;* &"'G 4 "o
bonuses. The Group also provided various other benefits to it¢ ("6 wN b
employees. Employee benefits included medical and pension

contributions and share options schemes.

The Group monitored closely the remuneration and fringe'"l€&AM ,y &'G¥" " Za £y 'c61'"I€-
benefits of the employees and rewarded employees in accordande™ m<O &'GbN*“ '"€g*&"'G4 jle#é
with the Group’s business performance. In addition, training andz h\ b

development opportunities for the employees were also provided

by the Group.
DIVIDEND BE

The Directors do not recommend the payment of any dividend Y ,y" 1© A= ,BBME= GEB° M Sé
for the year ended 31 December 2016 (2015: Nil). ©.." =,B6M ¥ b

REVIEW OF FINANCIAL STATEMENTS B B RE B

The Company has established an audit committee (the “Audit 3 XT7él!,3%"G\ '‘cNv ™" § g2"c» A
Committee”) with written terms of reference in compliance with lW<8EU "So6ileb!,3%"G\-61"S"a;* B
the GEM Listing Rules 5.28 to 5.33. The primary duties of the IP ""1€-M adoM#1 84 C ;' 3B

audit committee are (a) to review the Group’s annual reportd) lo# <o ,!B-i<#uT # D ,0'"€-YI©
interim reports and quarterly reports (b) to discuss and reviewt 8 Ta !¢ 5@ #)(t,e"| 'c_iY\4 i

with the auditor of the Company on the scope and findings of the- # y" b

audit; and (c) to supervise the financial reporting process, risk

management and internal control systems of the Group, and

provide advice and comments to the Board.

The audit committee has three members comprising the three, %"G\IA® @ O éd"<«>1Y*I8ipVa.BSL
Independent Non-executive Directors, Dr. Shou Yuan Wu, Mr.,(BWJO -PUUFS 53,B[$ pV'%Iib*!8ipV;*!l, %
Mark Gavin Lotter and Dr. Binhui NI. The chairman of the audit"G\6 "-py J¥Y!©#\wAli b

committee is Dr. Shou Yuan WU who possesses extensive

experience in finance and accounting.

The audit committee has reviewed and approved the consolidatéd 3,"G \ X!IP ,» '"l€'M -"1tYI©8V
financial statements for this Year, including the accounting “' 313G ‘¥+E#A© E"u"c 'c Xlo ~p,II
principles and new and revised accounting standards adopted wa)(t,e #Y!©& 8 YR b

the Group, and discussed matters relating to auditing, internal

controls and financial reporting.

TEEEREBAERASA



PROFILE OF DIRECTORS AND SENIOR MANAGEMENT

EXECUTIVE DIRECTORS

Mr. William Xia GUO, aged 52, is the Chairman, extbee

Director of the Group. Mr. Guo is responsible fdragegic

planning and development, overall management ofGhaup.

Mr. Guo obtained with a Master degree in scienaemfr
University of Toronto in March 1997. Mr. Guo hassal
completed various approved courses for the dedr&aster of

Business Administration in Heriot-Watt Universitycathe Judge
institute EMBA in University of Cambridge. Beforstablishing
the Group in December 1998, Mr. Guo had worked tiow

pharmaceutical companies in Canada, namely Orthgeill¢nc.

under Johnson & Johnson and Novopharm Limited uiiésa

Pharmaceutical Industries Ltd as research sciemtidtprocess
development manager, respectively.

Mr. Guo used to be the director and CEO of Commazaliid
Technology Inc listed on NSDAQ and vice presiddmlbChina
Federation of Industry and Commerce Medical Phaeuiical
Chamber, he also got National model worker titlel arhe
National May 1 Labour Medal, and was prized as 2BRcellent
creative enterpriser’ in 2005 by BCCC(got the safsilip for
EMBA study in University of Cambridge)

Dr. Maria Xue Mei SONG, aged 49, is an executiveeCtor. Dr.
Song is responsible for Clinical Research. Dr. Sgraguated
from China Concord Medical University with a Docite degree
in clinical medicine in July 1995. She is also agRtered
Pharmacist in the PRC. Prior to joining the Groog=ebruary
2000, Ms. Song had served as general manager ¢ghdei
Tiancifu Biopharmaceutical Co. Ltd.

NON-EXECUTIVE DIRECTOR

Mr. Michael SU , aged 45, has been appointed asa&Rrecutive
Director since 18 May 2016.Mr. Su formerly workeat fila
China Limited, Shanghai Pharmceutic Group Limited,
Venturepharm Pharmaceuticals (Hainan)Limited, Chitealth
Group Inc. ,etc. and engaged as finance directdr samilar
positons .He held bachelor degree of Hydrolic Eegiing from
Tsinghua University and Master degree of Busihgsagement
from Shanghai Jiaotong University . He has neary@érs of
experience in financial management and more thapea@s of
experience in pharmaceutic industry.
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For the year ended 31 December 2016

The Directors of the Company present their anrednt and the
audited consolidated financial statements of theu@rfor the
year ended 31 December 2016.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding compahg.
principal activities of the Company’s subsidiar@® set out in
note 13 to the consolidated financial statements.

RESULTS AND DIVIDEND
The results of the Group for the year ended 31 Déee 2016 are
set out in the consolidated statement of profitogs and other

comprehensive income on page 47 of the annualtrepor

The Directors do not recommend the payment of anglehd for
the year ended 31 December 2016.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in the property, plant andmgent of the
Group during the year are set out in note 11 toctivesolidated
financial statements.

SHARE CAPITAL

Details of movements of the share capital of thex@any are set
out in note 25 to the consolidated financial staets.

RESERVE

Movements in the reserves of the Group during e are set
out in the consolidated statement of changes iityequ

FIVE YEARS FINANCIAL SUMMARY

A summary of the results and of the assets anditie$ of the
Group for the last five financial years is set ontpages 107.

PURCHASE, SALE OR REDEMPTION OF THE LISTED
SHARES OF THE COMPANY

The Company and its subsidiaries did not purclsskeor redeem
any of the Company’s listed shares during this YeEre

Company and its subsidiaries also did not redeenchase or
cancel any of their redeemable securities.

CHINA HEALTH GROUP INC.

DIRECTORS’ REPORT
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For the year ended 31 December 2016

DIRECTORS Y

The Directors of the Company during this year apdouthe date
of this report are:

EXECUTIVE DIRECTORS: iy

3 years from his re-appointment on 30
December 2014

William Xia GUO

Maria Xuemei 3 years from her re-appointment on 30

SONG December 2014
NON-EXECUTIVE DIRECTORS: as>iy
Michael 3 years from his appointment on 18
SuU May 2016
Nathan .
Xin ZHANG Resignad on 18 May 2016 "< A= BBMO EO°+©
INDEPENDENT NON-EXECUTIVE DIRECTORS: yedasiy

3 years from his re-appointment on 30
December 2014

Shou Yuan WU

.BSL (BWJO 3-yeardfiemd his appointment on 17 February 2015

Bin Hui NI 3 years from his appointment on 31 March 2015

TEEREEARLRA



DIRECTORS’ AND CHIEF EXECUTIVE'S INTEREST IN
SHARES, UNDERLYING SHARES AND DEBENTURES

As at 31 December 2016, the interests and shoitiggas of the
Company’s Directors and chief executives in the resha
underlying shares or debentures of the Company igd
associated corporations (within the meaning of R&ftof the
Securities and Futures Ordinance (the “SFO”), whighrequired
(a) to notify the Company and The Stock Exchangéanfg Kong
Limited (the “Stock Exchange”) pursuant to Divisson and 8 of
Part XV of the SFO (including interests or shorsifions which
they are taken or deemed to have taken under soefsipn of
the SFO); or (b) pursuant to section 352 of the S6®e entered
in the register referred to therein; or (c) pursuarRules 5.46 to
5.67 of the GEM Listing Rules were as follows:

Long positions in shares and underlying shares®ftompany

DIRECTORS’ REPORT
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DIRECTORS’ REPORT HE_F—AE+"A=+—HLEE

For the year ended 31 December 2016

SUBSTANTIAL SHAREHOLDERS PE&E
The register of substantial shareholders required to be kept under
section 336 of Part XV of the SFO shows that as at 31 December
2016, the Company had been notified of the following substantial
shareholders’ interests and short positions, being 5% or more of
the Company’s issued share capital.
"QQSPYJIJNBUF
QFSDFOUBHF P
IBNF $BQBDJUZ IVNCFS PG TIBSFT JOUFSFTUT
0% Ta &Jm + 0 L kS
TR A B R B TR SR 2 I &

Save as disclosed above, as at 31 December 2@&t6, las no
other person who was recorded in the registerefbmpany as
having interests or short position in the shareumderlying

shares of the Company which would fall to be disetbto the
Company under Divisions 2 and 3 of Part XV of ti#®Sr which

were required, pursuant to section 336 of Part Xthe SFO, to
be entered in the register referred to therein.

TEEREEARLSA



(SB
JO
'FB

puU
VIF

3FDMB
JO UIH

FITIGJFE
ZFBS

DIRECTORS’' REPORT



DIRECTORS’ REPORT

DIRECTORS’ INTERESTS IN COMPETING BUSINESS

As at 31 December 2016, none of the Directors @rstibstantial
shareholders of the Company and their respectiseciages (as
defined in the GEM Listing Rules) had any intenest business that
competes or may compete with the business of thepar

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY'S SHARES

Neither the Company nor any of its subsidiariesipased, sold or
redeemed any of the Company's listed shares dilnéngear ended
31 December 2016.

CORPORATE GOVERNANCE REPORT

Corporate governance report of the Company isigeiropages 19
to 29 of the annual report.

ENVIRONMENTAL, SOCIAL AND CORPORATE RESPONSIBILITY

Environmental, social and governance report 20fieoc€ompany is
set out on pages 30 to 40 of the annual report.

SUFFICIENCY OF PUBLIC FLOAT

Based on the information that is publicly availaiolehe Company
and within the knowledge of its Directors as atdhte of this report,
the Company has maintained the prescribed publit finder the
GEM Listing Rules.

INDEPENDENCE OF INDEPENDENT NON-EXECUTIVE
DIRECTORS

The Company has received from each Independenteikieutive
Directors an annual confirmation for independengsyant to Rule
5.09 of the GEM Listing Rules. The Independent Ereeutive
Directors have confirmed that they are independent.

MAJOR SUPPLIERS AND CUSTOMERS

During the year, the five largest customers ofGineup accounted
for approximately 47.36% of the Group’s sales. [@hgest customer
accounted for approximately 19.7% of the salek@f3roup.

During the year, the five largest suppliers of@meup accounted for
approximately 68.51% of the Group’s cost of servidee largest
suppliers accounted for approximately 49.18% ofdbst of the
service of the Group.

None of the Directors, their associates or anyesiwdders which, to
the knowledge of the Directors, own more than 5%@Company’s
issued share capital had any interest in the dixgebt customers of
the Group.

2016 E#E

ANNUAL REPORT
HE-ZE—R"E+-HA=+—HIEE
For the year ended 31 December 2016
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For the year ended 31 December 2016

EMPLOYEE AND REMUNERATION POLICY BB B FHMBE

During the Year, staff cost, including Directorgmuneration is ©A=,BBME= @EB° M '"€'Gyi’
approximately RMB9,827,000 (2015: approximately “iY A "L!'6D i =,Boju*
RMBS8,676,000). The Group remunerates its emplopassd on '6D i b'"€61&"G-VIAayTA
their performance, and the prevailing market p@ther employee li#A>g+eD¢” b 8'Gyzee “08iAa l¢
benefits include mandatory provident fund, insueaand medical ~ #" ( !¢ ajlé" A#("dwNb

coverage, training programs and share option scheme

The Company adopted the Share Option Schemes wshare "3X3G("OWN INX_'METizZhE
options to subscribe for shares of the Companybaggantedtothe g Vp (' 3"z-("0bA'M "MET
eligible participants of the Group. 23,168,900 &@7,879,700) "-iZ";€"-u "udb

share options have been owned by the eligiblecjatits under the
Scheme for the year ended 31 December 2016.

PRE-EMPTIVE RIGHTS R

There is no provision for pre-emptive rights untfer Company's ' 3- 3"3%"%.cfilt"c GE£e--Ee'c¥"15("
Articles of Association or the laws of the Caymalarids, which  6-luO #' 30lU¢1& IAp"i4ie"zb
would oblige the Company to offer new shares oroagta basis to

existing shareholders.

AUDITORS ST

The consolidated financial statements have beeitedudy KLC "t T YI© 8 V A*f $\w!) YIOTuK 3!l , b,
Kennic Lui & Co., Ltd (‘KLC"). A resolution will le submitted to IR x*f S\w!) YIOTuK 3©©"' 3,IB!)-8"
the annual general meeting of the Company to reiapLC as " Az A"# "IMFMv\ 4ib

auditors of the Company.

Following the resignation of UHY Vocation HK CPArited as 2?2 P O\w!)) YIOTuK 3 ?2iPO A=,BoM
auditor of the Company on 10 December 2015, KLCapgwinted E= E°«©a *f $\w)YIOTuK 3d3%©
as the auditor of the Company to fill the vacan@here were no  ;*' 3 IBl) [AXy?{P0O+©7>3-bEDb
other change in auditor of the Company during tieeqtling three 3-@M,IBH¥ dl+b

years.
On behalf of the Board WEEEY

Chairman 0

William Xia GUO 8JMMJBN 9JB (VP
Beijing, the PRC, 24 March 2017 i=@ =,BpM@ =E*°

CHINA HEALTH GROUP INC.



CORPORATE GOVERNANCE REPORT

COMPLIANCE WITH THE CODE ON CORPORATE
GOVERNANCE PRACTICES

The Company’s corporate governance practices aedban the
principles and the code provisions as set out & @ode on
Corporate Governance Practices (the “Code”) asosétin
Appendix 15 to the GEM Listing Rules. The princgplkedopted
by the Company emphasis a quality board, transparand
accountability to shareholders. In the opinion e Board, the
Company has complied with the Code for the yearedngil
December 2016, with the exception for the followiteyiations:
Under code provision A.2.1, the responsibilitiestwzen
chairman and chief executive officer should bed#d. However
currently, the Company does not have Chief Exeeud¥ficer.
The day-to-day management of the Company's busiigess
handled by the executive directors, who take teparsibility to
run the Group's business and to implement the Gatiategy so
as to achieve the overall commercial objectivethefCompany.

Under code provision A.4.1, non-executive Directsisuld be
appointed for specific term. There is no specifeagnt of
appointment of the non-executive Directors; howgetleey are
subject to retirement by rotation in accordancélie Articles
and the Code. Accordingly, the Company considexrssfficient
measures have been taken to deal with the requitamesspect
of the appointment terms of non-executive Direcewsequired
under the code provision.

Under the code provision A.6.7 of the CG Code, jrahelent
non-executive directors and other non-executivectiirs should
attend general meetings and develop a balancedstadeing of
the views of shareholders. In addition, under theéecprovision
E.1.2 of the CG Code, the chairman of the boardlshattend the
annual general meeting and he should also invietiairmen of
the audit, remuneration, nomination and any otberrittees (as
appropriate) to attend. The annual general meetihghe
Company (the “AGM”) held on 30 June 2016, Mr. Wit Xia
Guo (chairman of the Board), did not attend thel g€6M to
answer questions of the shareholders of the Comgha@yo other
prior business engagements. However, Mr. Williara &uo has
appointed the other attended Director Ms. MariarkeeSong as
their representative at the said meetings to anguestions of the
shareholders of the Company.

RULE 5.05(1) OF THE GEM LISTING RULES
Rule 5.05(1) of the GEM Listing Rules requires thmard of

directors of a listed issuer must include at |#agte independent
non-executive Directors.
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CORPORATE GOVERNANCE REPORT

BOARD OF DIRECTORS

The overall governance structure of the Compasgtisut below:

2016 EHRE
ANNUAL REPORT

HE_ZE—R"E+-HA=+—HIEE
For the year ended 31 December 2016
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Note

The Board members during this Year and up to the dfthi
annual report are:

Executive Directors:

William Xia GUO (re-appointed on 30 December 2014)
Maria Xuemei SONG (re-appointed on 30 December 014

Non-executive Director:

Mr. Michael SU (appointed on the 18 May 2016)
Dr. Nathan Xin ZHANG (Resigned on 18 May 2016)

Independent Non-executive Director:
Shou Yuan Wu (re-appointed on 30 December 2014)

Mark Gavin Lotter (appointed on 17 February 2015)
Bin Hui NI (appointed on 31 March 2015)
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Biographical details of each Director is set outtlie section
headed “Profile of directors and senior managememtjages 10
to 11 of this annual report.

There are no relationships (including financialsiness, family
or other material or relevant relationships) amargnbers of the
Board.

The Board of Directors ("Board") of the Companyddlectively
responsible for the oversight of the managemethefbusiness
and affairs of the Group with the objective of emting
shareholders value.

The Board, led by the Chairman, is responsiblegHerapproval
and monitoring of the Group's overall strategied aolicies;

approval of annual budgets and business plansyatiag the

performance of the Group; and oversight of managén@ne of

the important roles of the Chairman is to proviedership to the
Board to ensure that the Board acts in the bestests of the
Group. All Directors have been consulted about amtters

proposed for inclusion in the agenda. With the supmpf

Executive Directors and the Company Secretary,Ghairman

seeks to ensure that all Directors are properlgfédi on issues
arising at Board meetings and receives adequatereliatble

information in a timely manner.

Regular Board meetings of the year are schedulediance to
give all Directors an opportunity to attend. Foegular Board
meetings at approximately quarterly intervals haleen
scheduled for 2016. The Directors can attend mgefimpersons
or through other means of electronic communication
accordance with the Company's Articles of AssoaiatiBoard
papers are circulated not less than seven daysebtife Board
meetings to enable the Directors to make informeisibns on
matters to be raised at the Board meetings.

The Company Secretary shall attend all regular o@etings to
advise on corporate governance, statutory comm@iaatrounting
and financial matters when necessary. Directorti Baae full

access to information of the Group and are ableohitain

independent professional advice whenever deemesssay by
the Directors. The Company Secretary assists trarn@an in

establishing the meeting agenda, and each Diretayr request
inclusion of items in the agenda. Minutes of thardomeetings
are kept by the Company Secretary and are opeénsiopection by
Directors.

CHINA HEALTH GROUP INC.

CORPORATE GOVERNANCE REPORT
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CORPORATE GOVERNANCE REPORT

During the twelve months ended 31 December 20X5Bttard
held six meetings. The attendance records of themfentioned
six Board meetings are set out below:

©A=,BBME= @EB° E= 1Y\ E
>BQ\" b BQiY\\" - xNO'X A/

Attendance of individual directors at
board meetings during the year
[o" M A#NUE " tUCE 8,8 \™##/VD°
Attendance no. Attendance rate

#HV<J6™ ##/VD°

Executive Director " aE
William Xia GUO 8JMMJBN 9JB (VP 83.33%
Maria Xuemei SONG AOv, 100%
Non-executive Directors coaE
Mr. Michael SU ( appointed on the 18 May 2016)5| A M °d%0© 100%
Independent Non-executive Directors x coaE
Shou Yuan WU *18 i
Mark Gavin Lotter .BSL (BWJO -PUUFS 100%

83.33%
Bin Hui NI B[ 100%

INDEPENDENCE OF INDEPENDENT NON-EXECUTIVE
DIRECTORS

In accordance with the guidelines for assessingdaddence set
out in Rule 5.09 of the GEM Listing Rules, the Camyp has
received, from each of the independent non-exegivectors,
an annual confirmation of his independence purstaaRtile 5.09

of the GEM Listing Rules. The Company, based onhsuc
confirmations, considers all of the independent-erecutive
Directors are independent.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Chairman of the Board is responsible for the lestdpr and
effective running of the Board, and ensures thhkeys and
appropriate issues are discussed by the Boardtimely and
constructive manner. Currently, the Company doeébawe Chief
Executive Officer.

The day-to-day management of the Company's busiigess
handled by the executive directors, who take tepamsibility to
run the Group's business and to implement the Gsatiategy so
as to achieve the overall commercial objectivethefCompany.
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DIRECTORS'’ TRAINING BE P&
According to the code provision A.6.5 of the Codiédirectors  610"cluO » " lu thivY(UzZFamR"" éz
should participate in continuous professional degwelent to EZ#+O0#0? [+ >tele#M

develop and refresh their knowledge and skillswsuee that their ~ T13¥f8D/UiY\T $!Ab
contribution to the Board remains informed andvaf.

All Directors have participated in continuous pssienal TpiY(PZFQOIR"" éZb' 3g,x_iY4
development during this Year. The Company has also ™" & g2'c# 0!37,52¢cKeéZ-"
continuously updated Directors on the latest deraknts + 4ONo#+b#&t3 z "51E2b
regarding the GEM Listing Rules and other applieakfulatory

requirements, to ensure compliance and enhanaestivareness

of good corporate governance practices.

During this Year, the Directors participated in tbentinuous A'i*0 1Y ¢/ ZTZu,25++aiY"S
professional developments in relation to regulatopgate, the ©#'S"a#'"1€"1©-Q0IR"" éZ

duties and responsibility of the Directors and lthsiness of the

Group in the following manners:

Attended Seminar

or Briefing/ Read Material
alo\ 1Y <\ P O«

WITES
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The audit committee has three members comprisiagtlitee !, %"G\IA® @ O é&d">iY*!8ipVa.BSL
Independent Non-executive Directors, Dr. Shou YWan Mr. (BWJO -PUUFS 53,B[$ pV'%Iib*8ipV;*Il, 3%"G
Mark Gavin Lotter and Dr. Binhui NI. The chairmahtle audit \6  "-pyT¥YO#\wAllb!, ¥%'G\X!IP

committee is Dr. Shou Yuan WU who possesses exensi '"€'M -1TYI©8Vbh

experience in finance and accounting. The Audin@ittee has

reviewed the audited annual results of the Groupttie year

ended 31 December 2016.

During the Year, the audit committee held four rmest The  Ai*M )(!1,3%"G\;E>1Q\" I 3%'G\17
attendance records of the aforementioned audit dteem "G !, %"G\\" -IEfA/
meetings are set out below:

Attendance of member at audit
committee meetings during the year
fi. "esWFecbY
Attendance no. Attendance rate
bYRce by
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BOARD DIVERSITY POLICY PR e BAYIILBIE

The Company has adopted a board diversity poliey ‘{®olicy”) " 3X3GUIY\T'G TAY! £1 "XHNA#
setting out the approach to achieve and maintaiersity onthe P'GiY\1""G (A[461Y\-r?73G|-2Z"€
Board in order to enhance the effectiveness ofBbard and  'cZ YNE/¥TA"S"a%J714 %'G\b4 ¥%'G
delegated certain duties under the Policy to the M@ NCand \#iY\gA=,BBMd E°doiY\-0O"'

the Board had also reviewed on 10 May 2016 thetstre of the 'cp*iY\®,]Y)eaMO0aOA#.a Ra""
Board and is of the opinion the Board consisted of membehns wit Aliia/? #©!0 - 1"G"%1T X~ tiY\ AV
different gender, age, cultural and educationalkgauind, 1w O-2¢b

ethnicity, professional experience, skills and klemge, which

met the requirements under the terms of the BoaverEity

Policy.
REMUNERATION COMMITTEE Eiai 2= Ry
The Company has established a remuneration conenfitte "3XTé” "G\ 'cNv™'§ g2cl<éE

“RC") according to the relevant provisions of th&la Listing U "Soileb 61'S"'a* B U’ 3titivy#U
Rules with written terms of reference. Its primdafies are (@)to 5@ !"G-" Y!#0' _iY4 y"* C y'#i
make recommendation to the Board on the Compamjisypand Y\TE " Z"€#"L7<do#» 5@0g¥%" y"
structure for all remuneration of Directors and isen # D D¢ )"»>iY#Uq50!"G¥~ €0b
management; (b) to review and approve the manag&men

remuneration proposals with reference to the Bsatdrporate

goals and objectives; and (c) to determine the ramation

packages on individual executive Directors and eni

management.

The RC is formed by an executive director and timdependent ~ %'G\®B ">iY#@ O &d":iY"¥%1
non-executive directors During this Year, the mersloéthe RC ~ M)( - %"'G\-T"GA/
are as follows:

Executive Director HITESE

William Xia Guo 8JMMJBN 9JB (VP
Independent non-executive directors By dEiEE

Shou Yuan Wu *18 i

Mark Gavin Lotter .BSL (BWJO -PUUFS
Binhui NI B[$"

During this Year, meetings were held by the RCismubs and  Ai*0)( ~ %'G\E>BQ\"'clo #<0"'
review the remuneration policies of the Companyetdew and ~ 3-" Y!allP #y" pu,iY\T'G-" [ i
make recommendations with respect to the remuperafiBoard ~ Y\» [#Yy" u,M)(¢©iY-" [ 1Y\»
members for approval by the Board and to made b~ 3,"G\X3G*‘ T;*IY\-#lc”"a-"ST
recommendations with respect to the remuneratighehewly T 7iY\ =» )"iY#Uq5@g-"
appointed Directors during the year for approvaltty Board. €U0-K™61b

The RC has adopted the operation model where forpes an

advisory role to the Board, with the Board retagniie final

authority to approve the remuneration packagesndividual

executive Directors and senior management.

CHINA HEALTH GROUP INC.
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Attendance of member at remuneration committeeimgeatiring the
year as set out below:

2016 E#E

ANNUAL REPORT
HE-ZE—R"E+-HA=+—HIEE
For the year ended 31 December 2016

S YGAT'G T WG\ -IETA/

Attendance no. Attendance rate

Members BE bYRoe

Shou Yuan WU %\*& 1/1 100%
William Xia Guo 7ILLIAM 8IA 'UO 1/1 100%
Mark Gavin Lotter -ARK "AVIN ,OTTER 0 0
Binhui NI 1S0-72 1/1 100%
DIRECTORS’ ACKNOWLEDGEMENT OF THEIR B BRYGEG RO ELE

RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

The Directors acknowledge their responsibilitytfes preparaton 1Y© "aGA'"€-YI©O8V 'c+ u,Y!©

of the financial statements of the Group and ertsatehe financial 8V .81Ec¢2c¢#!3" \w'n'cGAbiYg=+ '
statements are prepared in accordance with statieguirements "€ Y!© 8 V d!3!- 'ae b

and applicable accounting standards. The Direcitss ensure

the timely publication of the financial statemeotshe Group.

The Directors confirm that, to the best of theirolfedge, iY+p AT BMt@°¢cd 0140©T0aid"
information and belief, having made all reasonabiguiries, they #1e 14©c,© ©..V?2\U"' 3qIR A"

are not aware of any matters uncertainly relatmgevents or  ?i/i+vPR-Yq f8D-,+¢ylb

conditions that may cast significant doubt upon @wmpany’s

ability to continue as a going concern.

INTERNAL CONTROL AND RISK MANAGEMENT JORL R R BT

The Board is responsible for ensuring that the Gt@ms asoundand 1Y\ "a+ '""€¥ I, 5@ #) (T, e"| rT

effective risk management and internal controlesystThe Groupis  #purb'"l€ AiAl0)ea,e#5@" "lOu, -

committed to the identification, monitoring and ragement of risks Io 'eXY@BIEVYVs,>-ur-,e"]

associated with its business activities and hakeimgnted apractical “b ,¢IYV6-5@u'a z-1AA5S@"| [

and effective control system which includes a dgfimanagement # ®!, %"G\#iY\cu U '"€-""S#" m»>

structure with limits of authority, a sound cashnagement system <dob'M '"€x & O é*laellle ' "€ ¥)(

and periodic review of the Group’s operation anfbpmance bythe t,e"|b !¢ 5@ #)(T,e"|.®1Y\0IB »

Audit Committee and the Board. During the yeae, @mpany ><o~ZurbiY\6i_ d4 -" #'&-

engaged an external independent consultant to coadeview on -3 U'"€EIAp- I, 5@ #) (T, eEZwibi

the intemal control system of the Group. Theriskagementandinternal Y\ p;* Ai*0)(3G ' -)( T, e"|'>rt#urb

control system is reviewed on an ongoing basisheyBoard to  '"€'c¥)(t,)By? iY\p;*'"€"-c,3

ensure itis effective. The Board is satisfied, tbased on information 19! NIEy ? b

furnished to it and on its own observations, tlesqamt risk management

and internal controls system of the Group arefaat@y. The Board

is of the view that the system of risk managemedirsternal control

adopted for this Year is sound and effective. Treu@does not have

an internal audit function and the Board is of ity that there is

currently no need for the Group to have this famcti

AUDITOR’S REMUNERATION ) i <=

The responsibility statement of external auditothef Company, ' 3“x ,IB)*f S\Y)YI©OTuK 30'"1€

KLC about their reporting responsibilities on thmahcial YIO8V-#8"'aOT -"a®©% i"X A» A "¥0

statements of the Group is set out in the Independaditor’s

Report on pages 41 to 46 . During the year, ausitemuneration
for audit services was RMB395,000. Save as disdladmve,
there was no other non-audit services assignmeddrtaken by
the external auditor during the Year.

é.,1B)gabM)( Bl sloT|- Ax*!
6D ib"N-* M)(“x Bl)cl¥4 &>
1©b
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COMPANY SECRETARY

The company secretary of the Company is responditrie
distributing detailed documents to the Directoiento the Board

meetings to ensure that the Directors are ableakenmformed

decisions regarding the matters discussed in tiedings. And all

Directors have access to the advice and servicgedfompany
Secretary with a view to ensuring that the Boaatedures, and
all applicable rules and regulations, are followed.

During this Year, the Company Secretary is Mr. lggfvok Fai
Ben Rich and a written confirmation had been rezeiby the
Company from Mr. Leung Kwok Fai Ben Rich to confihm took
not less than 15 hours of relevant professionatitrg during this
Year.

SHAREHOLDERS'RIGHTS

The general meetings of the Company provide anrypity for
communications between the shareholders and thedBoAn
annual general meeting of the Company shall beiheddch year
and at the place as may be determined by the Board.

SHAREHOLDERS TO CONVENE AN EXTRAORDINARY
GENERAL MEETING

Shareholders may convene an extraordinary genexatimg of
the Company according to the provisions as seindbe Articles

and the Companies Law of the Cayman Islands. A iSpec

General Meeting(“SGM”) can be convened by a writtequest
signed by shareholders of the Company, statingltjective of
the meeting and deposited at the Company’s heamteff Unit B,
19/F, Times Media Centre, 133 Wanchai Road, Wanchang
Kong.

PROCEDURES FOR PUTTING FORWARD PROPOSALS
BY SHAREHOLDERS AT SHAREHOLDERS' MEETING

The procedures for shareholders to put forward gsals at an
AGM or SGM include a written notice of those proglgsbeing
submitted by shareholders, addressed to the Confpacretary
at the Company’s head office at Unit B, 19/F, TinMedia
Centre, 133 Wanchai Road, Wanchai, Hong Kong. ®iailéd
procedures vary according to whether the propasatitutes an
ordinary resolution or a special resolution, or thiee the
proposal relates to the election of a person dttzer a Director of
the Company as a director. The procedures for Bblfers to

CORPORATE GOVERNANCE REPORT
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convene and put forward proposals at an AGM or SGM

(including election of a person other than a Doeobf the
Company as a director) are available on the Comipamgbsite
or on request to the Company Secretary.

CHINA HEALTH GROUP INC.
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PROCEDURES FOR DIRECTING SHAREHOLDERS’
ENQUIRIES TO THE BOARD

Shareholders may at any time send their enquirts@mcerns to
the Board in writing through the Company Secretatythe
Company’s head office at Unit B, 19/F, Times MeQentre, 133
Wanchai Road, Wanchai, Hong Kong or send email
ir@venturepharm.net..

Shareholders may also make enquiries with the Baigite AGM
or SGM.

INVESTOR RELATIONS AND COMMUNICATION
WITH SHAREHOLDERS

The Company uses a number of formal communicatibasnels
to account to shareholders and investors for thomeance of
the Company. These include (i) the publication afrterly,
interim and annual reports; (ii) the AGM or SGM yiing a
forum for shareholders of the Company to raise centsnand
exchanging views with the Board; (iii) key inforriwat of the
Group available on the website of the Company; (v
Company’s share registrars
shareholders in respect of all share registratiattars; and (v)
corporate information and the Bye-laws of the Conypre made
available on the Company’s website.

A Shareholder's Communication Policy was adopted thosy
Board aiming at providing the shareholders and rpite
investors with ready and timely access to balanced
understandable information of the Company.

The Company aims to provide its shareholders avesiors with
high standards of disclosure and financial trarepayr. The
Board is committed to providing clear, detailedhely manner
and on a regular basis information of the Grouphareholders
through the publication of quarterly, interim anthaal reports
and/or dispatching circular, notices, and otheioanaements.

The Company keeps on promoting investor relations a
enhancing communication with the existing sharefisidand
potential investors. It welcomes suggestions framestors,
stakeholders and the public.

Enquiries to the Board or the Company may be sepbbt to the
Company’s head office at Unit B, 19/F, Times MeQentre, 133
Wanchai Road, Wanchai, Hong Kong.
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Report Summary B AR
Reporting Period B

This is the first annual Environmental, Social @Bdvernance '8a”1=" ("€uK 3# 61¥ !> 3 o'

Report (‘ESG Report”) of China Health Group Incdais major "Ep ¥nzM Taa \#5i84a '84ad '
subsidiaries (the “Group”), which covers the periisdm 1 "€®=,BBMB B°A=,BBME= @EB°U
January 2016 to 31 December 2016. t¥Taa \#5i1Z&¥VIAb

REPORT COMPILATION BASIS B GRAI R

The report was prepared with reference to the E®BoRing '84ZIPO tEAMNUK 3w ETx u™"
Guide, as set out in Appendix 20 to the GEM Lisfiges of The 8 g2'cv NO=EuTaa \#5i84.-,v¥d
Stock Exchange of Hong Kong Limited (the “HKEX”). "cGAb

REPORTING SCOPE BEE

The report mainly focused on the key operatiorhefGroup in -~ '84&)(,6 1"TA'"E T=)(1¥"'1© “1'L
the Mainland China, including Contracted Clinidd¢search ,507>© 714 a ga,50i#a?wl>0©
Services (VPS) and Post Marketing Research andeheed 1.4 , 8" (bl©b'84 #¥061=)(0 3u
Promotion Services (PMS) and other medical servithe data @« " ;"1a/1?7pK 3,Z29S3 Slauiyp
are mainly from two major subsidiariegg " ;" 1a/1? K 3b

MK 3 andzZ29S3 SlauiyuK 3

CHINA HEALTH GROUP INC.
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1. STAKEHOLDERS IDENTIFICATION AND 1 BRI BR o B e R
COMMUNICATION

We believe that listening to the opinions of thaksholders is &a<Me ptly|0dmM,€¥i—puAZ-, té
conducive to an objective and comprehensive evatluaif our 11 '€ Taa \,51Z&¥VIAb '8aM
ESG performance. During the reporting period, theup has I 'MeY>,1ZT500mM,€»>0BY&Y
engaged with its stakeholders on an continuous h@ivarious » g'E¥'I0EZ's{V[+"Tgs,omM,
communication channel with the aims to align itssibass €E¥U-,1p »7U™'MES MM, €¥em |
strategies with the market and its stakeholdergeetations and 7 pUAde™/+ ¥ ]’ Db

concerns and balance the interests of the Group and its

stakeholders, which will leads us to create furtt@nmon value.

1.1 STAKEHOLDERS IDENTIFICATION 117 et NS

Based on the communications frequencies and experieith 01" 06mM,E¥&Y1q,All '"€I0) ¥
relevant stakeholdersthe Group has indentified seven different , —¥6mM,€ 61 “Y© ,5h'a"l ¢g"€
groups of major stakeholders, which are governmegulatory a&'Gaz2'a™ "y " tT 6a>" "¥%"%o,
authorities, shareholders/investors, employeesntslj suppliers 1 ?7b

(hospitals)/business partners, industrial associati and

community/public.

TEEREEARLRA
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1.2 COMMUNICATION WITH STAKEHOLDERS

The Group maintained communication with the staldgrs for a CE"S"T 'MEROMM,EY>0"&Y5 U
range of matters through various communication cbsnas set ,]YIE»>&Y ItA/
out in the table below:-

CHINA HEALTH GROUP INC.
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1.2 COMMUNICATION WITH STAKEHOLDERS (CONT'D) 1.2 ERMANBI SRR )

TEEREBAERALSA
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2. ANALYSIS OF MATERIALITY AND RELEVANCY 2. B R s AT

The HKEx Guide encourages an issuer to identify @disdlose E7-, 84é>!010"Is¥x1Y#U"lO¥
ESG information that is material and relevant toissuers M ,Y !0)¢'c& 8 M,¥Taa \#5i¥61lica
business. Through our materiality assessment, tieagement géaBi%]#,—mr-Lb'"€5@8gY>x1Y
has decided that out of the 11 ESG Aspects sughéstehe s 3 - ) 'EM,gél [/ IEA'"IE

Guide, the following 9 ESG Aspects are material aevantto Taa \#51Z&é¥xA#M, ¥YIEb4. '84
the Group. The management policies and performastaéngto  ¥!W&c3U ©VYIE¥5@Y!,VIAT M,¥%]b
which are set out in the corresponding sectionsiher

ESG il ESG Em

ESG Subject Areas ESG Aspects

g Al HY) Emissions
Environmental

A2 FE[EH Use of Resources

e K THEA Bl J&{H Employment
Employment and Labor Practices
B2 {#f 5% % Health and Safety

B3 % k3%l Development and Training

B4 Z5 T 4] Labor Standards

=gkl B6 5t Product Responsibility
Operating Practices

B7 K75 Anti-corruption

X B8 #X#&#F Community Investment

Social

CHINA HEALTH GROUP INC.
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3. ENVIRONMENT
3.1 EMISSIONS

The Group is committed to operating in compliancéhw
applicable environmental laws and regulations innahterial
respects and protecting the environment by minngisthe
negative impact of the Group’s existing busineswities on the
environment.

The Group continuously performs the separate d@ieenethod
on the daily domestic garbage to ensure reuseeofetyclable
waste, for example: plastic bags, plastic lunctelsppaper and so
on. The Group chooses cups or glasses insteacpef paps for
the guests to minimise waste and be more envirotahiiendly.

The Green House Gas (“GHG”) emission from the Graip
mainly generated from its purchased electricitystoned by the
daily operation. To reduce the amount of carbonssiom, the
Group has implemented several practical measuresawimg

energy as further described in the next sectione“Ud

Resources”.

Note: The Group’s GHG emissions were classified B1scopes.
The relevant activities were as below:

V5 EQRGEHG Emissions refer to direct emissions from theV 1< &9
fuel used by a private car owned by the Group for

business purposes;

V5 E Q Reissibns refer to energy indirect emissionis |

resulted from electricity purchased from energy

For the year ended 31 December 2016

3, TE

3. 1 HEBPRR

"MEATA™SI- TuxvZENOI3'TAEp#
E2 ci>9t ""EAWI© [UTAay¥ &-E7
JTab

"EQR[S I"EC@ACCE— <+ ?2x7V
OT "0pbeA ¥ea¥ff#uOb'"E*Z
14 jo 7de [9f Op#+*T b

'"|€9%|E|t Wg%lEltX Tb01> lOEI”"ST
37h{¥“(Aib'"€*t tb X/ @ E?
20"'n@ »BJEfXA/Bc3w"-+P"xb

4+7922iElttbOs;*
i EAY

T A TQ(¥u,

3K " 0¥2E{&Th{¥—

Vi & 4T (p¥ A"lOA"¥Aj

supply companies used in our business operations;

and

V 5 E Q Remissibns refer to other indirect emissions (oflon Vi< & ™o b

for reporting purposes).ik from the usage of office
paper.

TEEREEARLRA
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3. 2 USE OF RESOURCES 32 BiEmEH

The Group’s operation is mainly office-based and were "ME[0 I'ST*6byN "MEATY>0 i)
committed to minimizing the impact of our businessm the ¥T n@ & 9t UTA¥eEDb 3L?2+Z76& '
environment by adopting eco-friendly measures édffice. In "ell@ [/ zn@

terms of energy saving measures, there were a nmuoflgood
practices as follows.

* Conference calls instead of face-to-face meetingsew * & % TAP\" }9élib
arranged where possible.

* Staff is reminded to switch off lights and air-caiahing in * \"ip Al- &'G\,O\I¥b/E ,°b
the meeting room when it was not in use.

* The room temperature was maintained at 25 degressu€  * 0 iA1?2¥i))Qz=e 0! f € ?¥i9e
in the summer and 18 degrees Celsius in the wimider to "c G!'f [287?+Db
save energy.

* We have provided water supply equipment in theceffor *OoilweE > [ &G,0Z31-P7 9
employees and visitors and we were encouraged ¢0 us 0P "Vx&P"¥ 9f P"P"-£Db
reusable cups to reduce the use of plastic bottles.

* We were encouraged to use emails and online signatu * %BV2P A0"3gnCL !, " »>uIP a
system for document review, signing and commurooati Dés&Y 9t 1,0 ™Mb
where possible, in order to reduce copying andusbe of
papers.
4. EMPLOYMENT AND LABOR PRACTICES 4 BEEER ST EE
The Group viewed each and every employee as thevalosble "MEZABE&'GIB*KT7O¥ .+, Y] Mx ']
resources and wealth, respected and protected ldggiimate ABE&'G¥TEO6mM ,y&G¥rB,% T xlI6!E
rights and interests, paid close attentions to tielth and safety, " mi*&'G'y+&§¥'S" 3i20,y1éZ Ula

valued talent training, strived to build a tailoade career paths ~ A7TAIIA&'G", " ¥ ]1éZb
and rapid development platform, and committed toieae® the
common growth.

CHINA HEALTH GROUP INC.
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4.1 EQUAL CAREER OPPORTUNITIES AND DIVERSITY

The Group valued equality and diversity in our worke we
have introduced various talents through campusuitetent,
social recruitment (including website recruitmemid anternal
referral) and they were recruited according to their abiibd
attitude, regardless of their gender, race and age.

4.2 ATTENTION TO EMPLOYEES’
SAFETY

HEALTH AND

Employees’ health and safety are paramount to teeigs The
Group has continued to organize a range of leisereational
and sporting programs to build and promote a hgadthd
work-life balance environment to the workforce. 2016, the
Group has provided various activities to our emeésy
including Birthday parties Ledongli walk Spring outing
New Year party and medical checkup for the emplsyee

4.3 TRAINING AND GROWTH PLATFORM

For the year ended 31 December 2016

4.1 FERGBER G R & TiL

"MEXIBR'G¥UOY, 1A 4.61Y>n"Fqx
, \gQx IE_qgx,)(Tw" ¥ZT,»,]1E
qx&'Gl-617618¥?i b 7d AVY)a
"*B MOb

42/ RE VBRI 2

&'G¥rB,%TU'""E€OIEA,x1b'"EMIREQ
B" ¥P aE ,Blt | \»&G¥rB#yT,

3 ¥U™p'E "M )*&'GEQ 0" 0" ¥

[ “ &G3°\a [i,> la=MT lai$
S7\,&'G¥t<b

4.3 BRI e =

The Group valued training and development since its'"l€1;Té AAB°xI6!E¥" "S" éZ y;*

commencement, because it helped to increase efficienhance

employees commitment, improve team communicatiohbmost
employees morale, and thus foster the innovatiehgrowth of
the Group.

"~uuA4Urqagoé&'GU " ¥p]Ea\»&Y,
40" 1 »7\»'"€E¥™e é7ZD
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4.3.1 CAREER DEVELOPMENT 43.1 RS

The Group has established nine grading managergstensto  '"l€yé 6q5@é2Z2'Sqlt" + &'GV[a"b
ensure that the employees can choose their cambrgnd "S" éZ~A, 46yTM,¥"" /2 "€ pu¥'S
develop job-related professional skills. The foliogvdiagram set " é Z~"AA/

out the career development paths:

9NO
0
0 9ai>-02 Wo+@
CEO
6NO /aXiNO = o=l
Chief Executive Offel '9:5“5 Ml Ll
O " /aXiNO CFO, COO
Deputy Chief
ANO Executive Offer 9c2(6x/aFy & b"C\i
>8/aFy a-2&alaFy
3 CTO CHO CMO
0
2ajeNO &Kl
Senior Supervisor
aKI"QC®
Assistant Supervisor 2b &K .
Supervisor
006% o
Staff 2c" &Kl _
Deputy Supervisor
6_AO0S$ “NgNwC® b KICENWC® b KIC® 3A j€KI
Staff Front Manager Manager aVlanagement of Busingss Senior Management
Division
4.3.2 TRAINING 432 EEGHle

Training was an important way to improve the ovegablity and 18740 &'Goelti“#18éZ¥x10A '"Ey
provide comprehensive development of the employdé® € gQ¥&'Gjét" mix&G™/N(t,“*Ti
Group has established a multi-level training syst&he Group 1éh\ [468+¥©I0/?2ayT?2i,VIAb'M
endeavored to create internal and external traiopygprtunities 6 1¥ilé “«&'G £"Sjléa"" /?jléaY ©!0
for our employees, so as to enhance their knowl|gdgeskills, jleal j!8,2“%Z le#©©b

capabilities and performance. In the reportinggakrour training

mainly including orientation training for new empées, training

of professional skills, training of new general Wwhiedge, job

rotation and outdoor development activities.

CHINA HEALTH GROUP INC.
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4.4 GUARANTEEING LEGITIMATE RIGHTS

The Group has strictly observed the provisionshia mational
labor laws and regulations, continued to optimibe tabor
management system, established a fair and legalogment

environment, valued protection of legitimate rightsd interests
of women and the disabled, implements equal pagdaal work,
avoided discrimination and unfair treatment, andogt firm

against employment of child and forced labor. 1a&ahe Group
has not violated any of the relevant national latzavs and
regulations and did not employ child and forcedtfdorce.

The Group has established and optimized a welfetes in line
with the enterprise development and employees’ tirotwilt a

For the year ended 31 December 2016

4.4 FRIgAr ELE:

"MEBINO=E [EpE2¥2¢ ,x>y y5
@A yé UtE¥ yTa xi6 J o,\p!
V¥tEém ]y] Ec¢l6,, UEU ..8Q
U&". y,06A yb=,BBM '"IE€c¥IZQM,
=E IEpE2#,i &. y, 06 A y¥i8Dbb

"ME'Y'CH>Y] " 6Z,&"GTUMIB'HY 7 lt”
yé z¥~ 50A " A  “"pPpuéb

remuneration management system and various ineentiv © 'c,x>y" ZAb

systems(including share option incentives), andticoausly
improved the remuneration scheme.

Furthermore, in accordance with the national regns, it has
contributed social insurance and provident funddmployees,
provided various benefits such as subsidies ond&gdi and
festivals, home leaves, meal allowance, and swgssidr mobile
phone hil for employees, and also
accommodation/housing subsidies for Non-Beijing itRag
Graduates and commercial insurance and car loams
outstanding employees, etc. truly enabling emplsyeesnjoy at
work and in turn to improve the overall productvit

5. OPERATING PRACTICES
5.1 SUPPLY CHAIN MANAGEMENT

The office-based operation of the Group was nosiclaned to
have significant environmental and social risksugiply chain.

5.2 PRODUCT RESPONSIBILITY

The Group has highly prioritized the business iritggand
services standards to promote the long-term beseists to all of
its shareholders and stakeholders. During the tieggueriod, the
Group didn't receive any complaint in relation tolations of
relevant laws and regulations. The Group will comgi to fully
comply with relevant governmental and regulatomysarules,
codes and regulations.

5.3 ANTI-CORRUPTION
During the reporting period, there was no legakoatating to

bribery, extortion, fraud and money laundering lgituagainst
the Group and its employees.

"MET GV=E2¢*&'G® \ g, iA U
*&"'G4 3L°Xlva aLapJIXlvamhP +Xlv
©0"7e.e U*d @3+¥B"34 pO p\Xlv
FI®IE4L " " I #({T{ObtZ20&"G

providedy yT 'cyyTTAEy7miyT[463> b
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¥Ta# \lgb

5.2 FRERI®
ey x16 " e HIOO™ [\»Tp"l, 0
mM,€¥uJaemb '8au)('"E,i IZQM,

EpE2¥f8Db' 32zIR+ Y©,,5h'¥3"
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6. SOCIAL 6. #LE

6.1 PROMOTING SOCIAL WELLBEING 6.1 (@i Era 22

The Group adhered to the belief “taking from theisty, giving  '"'€edo|-A \ iéA \p¥.Q "S"'&
back to the society”. It has actively engaged inide range of ¥"u,"+ iog&A0d" \ m, Ky | mi

social welfare and charitable activities with itgpertise and NA'™ME€“dmM,€¥ " "™b
resources, and strived to achieve win-win outcoméh its
stakeholders.

6.2 SUMMARY OF PROMOTING SOCIAL WELLBEING
ACTIVITIES

In the reporting period, the major social welfarel @haritable '8 aM '"€'GyZ"¥61 \ m¥ [K1A
activities participated in by our staff are sumrmedi as follows: /

World No Tobacco Day W g™ e
Q'PLQ[KPI C *GCNVJ[ .KHGR L MRICORWMEHAICLFZMASE pQHHICA,™ £, "fO |
campaigns and donations.

Global Day for ALS W, >I1°

“Love from Wanquan, Warm to ALS Patients” -orgadiserange  E>[ol<tv( Qap>T!p*dls¥%h E -, "f
of disease awareness campaigns and donations. © I

World Allergy Day W,>u0°

“Bye Bye Allergy’-organised a range of disease amass E>[oéé>up *6ls¥%hA—a"",, "f I

campaigns, volunteer medical consultations and tawrga

World Suicide Prevention Day W . "A]1ll°

“Let Us Smile” -organised a range of disease awesen E>[ 0g&*B xqp*0's¥%h/A-a-DrBe
campaigns, mental health educations and go togettir alktB <© |

Wanquan activities.

World Alzheimer's Day W, oM> w*°

“Love Memory” -organised a range of volunteer matic E>[o@ (X" p;*6ls¥, (°1¥"", ,%h+40©
consultations and disease awareness campaignsiog foa the i

elderly.

World Mental Health Day W, U 3e
“Mental Health and Social Harmony" -organised agearof E>[0+@rB \,JOp*dls¥%hea, lctB
disease awareness educations and go together vatmysin  <© |

activities.

World Aids Day W, ()h°

“No I, but love”organised a range of disease awess E>[o,1* 1(p*6ls¥%hAE— |
campaigns.

CHINA HEALTH GROUP INC.
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Independent auditor's report
To the shareholders of China Health Group Inc
(incorporated in the Cayman Islands with limited liability)

Opinion

We have audited the consolidated financial statésnehChina
Health Group Inc (the “Company”) and its subsidiarftogether,
the “Group”) set out on pages 47 to 107, which cosepthe
consolidated statement of financial position a8ktDecember
2016, the consolidated statement of profit or lassl other
comprehensive income, the consolidated statemettiasfges in
equity and the consolidated statement of cash flowghe year
then ended and notes to the consolidated finast@#éments,
including a summary of significant accounting pielsc

In our opinion, the consolidated financial statetaagive a true
and fair view of the consolidated financial positiof the Group
as at 31 December 2016 and of its consolidatedndinh
performance and its consolidated cash flows forytibar then

ended in accordance with Hong Kong Financial Répprt

Standards (“HKFRSs”) issued by the Hong Kong losditof
Certified Public Accountants (“HKICPA”) and have dme
properly prepared in compliance with the disclosergiirements

2016 EHE
ANNUAL REPORT
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For the year ended 31 December 2016
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Basis for opinion

We conducted our audit in accordance with Hong K8tamdards
QP #WFKVKPI
under those standards are further described inAtnditor’'s
responsibilities for the audit of the consolidatédancial
statements section of our report. We are indepaalef the
Group in accordance with the HKICPA's Code of Eshfor
Professional Accountants (the “Code”) and we hanfdléd our
other ethical responsibilities in accordance wita Code. We
believe that the audit evidence we have obtainedfficient and
appropriate to provide a basis for our opinion.
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Material Uncertainty Related to Going Concern

Without qualifying our opinion, we draw attentianriote 2(b)(ii)

to the consolidated financial statements whichdatgis that the
Group’s current liabilities exceeded its currenseds and total
assets by approximately RMB28,937,000 and RMB2501085

respectively, as of 31 December 2016. These conditialong
with other matters as set forth in note 2 (b)(ii) to the clithated

financial statements, indicate the existence of atemal

uncertainty that may cast significant doubt abdw& Group’s
ability to continue as a going concern.Notwithstagdhe above,
the consolidated financial statements have beepaped on a
going concern basis, the validity of which is degesmt on the
Group's ability to generate positive cashflows froemw contracts
and enforcing stringent cost measures.

Key audit matters

Key audit matters are those matters that, in oofegsional
judgement, were most significant in our audit & tdonsolidated
financial statements of the current period. Thesgters were
addressed in the context of our audit of the cadatad financial
statements as a whole, and in forming our opiriiendon, and we
do not provide a separate opinion on these matters.

Revenue recognition from services provided

We identified revenue recognition from servicesvjed as a
key audit matter as revenue recognised is quanéhat
significant to the consolidated statement of prfibss and other
comprehensive income and material revenue traosactinay
occur close to the end of the reporting period.

Revenues from contracted clinical research serviees
recognised over the fixed terms of the contracts vadnere
appropriate, as the related costs are incurretestdne payments
in connection with research and development

commercialisation agreements are recognised whepn #re
earned in accordance with
requirements and contractual terms.

Payments received that are related to future pedoce are
deferred and recorded as revenues as they aredeavee the
specified future performance periods.

Revenue from post marketing research and academiagtion

services is recognised when the relevant servieaadered and
the respective amount of revenue can be measurabolye

CHINA HEALTH GROUP INC.
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Our audit procedures in respect of revenue redognitcluded
the following:

* Obtained a list of receipts in advance as at 3leDber 2016
and a list of revenue recognised during the yeae@rsl
December 2016;

» Reviewed the status of projects as of 31 Decemb&s &n a
sample basis to ensure monies received had begerfyro
recorded either as receipts in advance or reveasedoon the
status of the respective projects; and

* Arranged audit confirmations on a sample basistdien the
service income during the year and receipts inackvdalance
as of 31 December 2016.

Completeness and accuracy of provision for litigation
claims

We identified the completeness and accuracy optbeision for
litigation claims as a key audit matter because Gineup has
incurred certain commercial and labour disputes dve years
and recognises the need of a substantial provefi@mount for
litigation claims.

Our audit procedures to check the completenessierutacy of
the provision for litigation claims included thdléwing:

* Obtained a detailed summary of legal cases witienGroup
and enquired with the legal department on the stafieach
case as of 31 December 2016;

* Performed search on the websites of differentl locarts to
ensure the detailed summary of legal cases coadrdelgal
cases involved by the Group;

* For legal cases with settlement statements issyedhé
respective courts, obtained the settlement statesmend

2016 EHE
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ensured proper provision had been made in accoedanc

therewith; and

« For open legal cases, obtained legal opinions emptssible
penalty to be incurred from the Group’s legal dapant and
ensured adequate but not excessive provisionsmade.
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Information other than the consolidated financial
statements and auditor’s report thereon

The directors are responsible for the other inftiona The other
information comprises all the information includiedthe annual
report, other than the consolidated financial statés and our
auditor’s report thereon.

Our opinion on the consolidated financial statesieoes not cover
the other information and we do not express any foirassurance
conclusions thereon.

In connection with our audit of the consolidatedficial statements,
our responsibility is to read the other informatand, in doing so,
consider whether the other information is matgriattonsistent with

the consolidated financial statements or our kndgéeobtained in

the audit or otherwise appears to be materiallgtatisd.

If, based on the work we have performed, we coedltidat there are
any material misstatements of this other infornmatiee are required
to report such facts. We have nothing to repdhigregard.

Responsibilities of the directors and those charged with
governance for the consolidated financial statements

The directors are responsible for the preparationoasolidated
financial statements that give a true and fair vieaccordance with
HKFRSs issued by the HKICPA and the disclosureirepents of
the Hong Kong Companies Ordinance, and for suehniat control

as the directors determine is necessary to ertablpréparation of
consolidated financial statements that are freem frmaterial

misstatement, whether due to fraud or error.

In preparing the consolidated financial statemehesdirectors are
responsible for assessing the Group’s ability tticae as a going
concern, disclosing, as applicable, matters rel@tegbing concern
and using the going concern basis of accountingsarthe directors
either intend to liquidate the Group or to ceas@atons, or have no
realistic alternative but to do so.

Those charged with governance are responsiblevEnseeing the
Group’s financial reporting process.

Auditor’s responsibilities for the audit of the
consolidated financial statements

Our objectives are to obtain reasonable assurdimee whether the
consolidated financial statements as a whole aesffom material
misstatement, whether due to fraud or error, aigbte an auditor's
report that includes our opinion. This report &dasolely to you, as
a body, and for no other purpose. We do not assespensibility
towards or accept liability to any other persortffiercontents of this
report.

CHINA HEALTH GROUP INC.

INDEPENDENT AUDITOR’S REPORT

Aol B et

iYIOU & 8©a©b & “9 3M8ij
cY¥. E, “11YIO8V#Aa+UNE& ¥ B
N8ab

4°U"1TYIO8VT ¥i—cAIR 3" ba-,
U 8 éVO.. ™MT¥"nu'b

w1t Y©O8V7y as¥a®O”"P o & i
7IR 8" AZ""tYI©8V a4 lw>dAld
¥'. i xv,” »aj xv¥@~ep

Tae AdeX"OG¥YTP*N 8" IAxv¥

la~e 40084 Y!/ba*UNC¥B8AYIED

9 3¥iYIU "adiPO\W) \/e¥uPOYI©
ga'w'cv#POuU sluev >t/ 71\¥11VYIO
8V 'cU p**P1tYI©O8VY~">i ®A
¥la7iA-xv¥a~e«TA3¥(teA "ab

uj

G&E§tYI©O8VI- 1YIU "als 9"EQIR A" ¥
2i'c%] RA" M, ¥YIE AI3" b"diY
HiZ9"EDb2 T,™S "N-“cl¥ 8y
V>¥0E Z'ciVYIU3G [OIRA™* "¥\WEb
iYglU "a,09"E¥YI©O8A@AbUNTY I,
¥%'G\ "alDuiYk>4©¥'S"ab

©i@g"a,5 9"EYI©O84>fb

A*¥"L Nt @ +ceelt7y1TYIO8VAZ,i ®

AU ¥a71A¥xy¥la~e'cé caci-

¥ !B)8ab'sal_celti"G84a "N-“'84

)l¥ d"0oba-,\i'84a¥(,_©.. 3!V
8©0.."a®b



2016 EHRE
ANNUAL REPORT

INDEPENDENT AUDITOR’S REPORT BE_F—AE+"A=+—HILEE

For the year ended 31 December 2016

Reasonable assurance is a high level of assutauicis, not a t@+¢>UgQ¥,™ E,?70 6luPOlw
guarantee that an audit conducted in accordanteH{SAs "wev» s> ¥ Yy T2 AT ¥ xv¥a~

will always detect a material misstatement wherexists. ehxv¥a~eV+AQ] ¥2 e celt
Misstatements can arise from fraud or error anc@msidered t@'AUBD/VSIEP €61 ©11YI©8VT
material if, individually or in the aggregate, theypuld ¥Av8gl- $lI6*xv¥a~eh

reasonably be expected to influence the econonaisides of
users taken on the basis of these consolidatedhcfala

statements.

As part of an audit in accordance with HKSAs, wereise 4+01UPOIW'H'cY»slIlw¥yT-B 'S
professional judgement and maintain professioneptiism ™tk e Hw>AT 0"S" QPb b &
throughout the audit. We also: *9

* |ldentify and assess the risks of material misswgrof the — * 10)e#% "+ YIOSV®A U] ¥271A¥xy

consolidated financial statements, whether duataifor error, ¥la~e I y'# © gl w#'OH AT d
design and perform audit procedures responsiveotetrisks, a @#BE¥NWYS " *ae¥i—-4 'bh®A
and obtain audit evidence that is sufficient anpr@griate to ajV? #tZ1Ya("/a#i" PaldtyY~e
provide a basis for our opinion. The risk of netedting a 9l )(teA yNA?EA®N/T¥xy¥a~
material misstatement resulting from fraud is highan for one el 1A A@AY¥RTIAY xy¥A~0 1;
resulting from error, as fraud may involve collusidorgery, =Ub

intentional omissions, misrepresentations, or therrme of
internal control.

* Obtain an understanding of internal control relévathe audit  * &t 3" lwp,¥)(teA [ w £¥IwAT
in order to design audit procedures that are apptepn the Ecd» U9"e¥)(teA¥uryYévi-b
circumstances, but not for the purpose of exprgssinopinion
on the effectiveness of the Group’s internal cdntro

* Evaluate the appropriateness of accounting polisied andthe  * % T"\wVY!AZ = [#i1YTT ¥\w
reasonableness of accounting estimates and reliatedsures 3.M, %] "2t3b

made by the directors.

* Conclude on the appropriateness of the direct@es'afi going  * " piVY3G "[QIBRA™* "¥\WE~Z + 'c

concern basis of accounting and, based on the ewiditnce OIXd|¥lwy ourZipvV2U9"€Q
obtained, whether a material uncertainty existtedlto events IRA"¥2i'TxVvPle¥Y(q 8D, ¥xv,
or conditions that may cast significant doubt oa @roup’s scylb Taeoppiruxv,+cyl a
ability to continue as a going concern. If we dode that a U IB)8AT4&Vi"TYI©8V)(¥M,Ys
material uncertainty exists, we are required tevdxtiention in ] M,%], @ "COEAs¥i—ba-¥yp
our auditor’s report to the related disclosurebéconsolidated . A°ABN8ACUTde¥IwY b7
financial statements, or if such disclosures aaeléquate, to AdY q f8bVv?? A9"eE, pam Ay
modify our opinion. Our conclusions are based hen dudit ?ib

evidence obtained up to the date of our auditogisort.
However, future events or conditions may causeGioeip to
cease to continue as a going concern.

* Evaluate the overall presentation, structure amteod of the * % "1 tYI©O8V “Y] ¥celt 8a0',)(
consolidated financial statements, including tiseldsures, and L [#1tYleosvArzZX UQ™# 8M,EN
whether the consolidated financial statementssepiréhe underlying #YEb
transactions and events in a manner that ach&vesdsentation.
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*  Obtain sufficient appropriate audit evidence regarding the * 19 "€)(I/it "1© [¥YIO" de @!3+

financial information of the entities or business activities ¥lw¥™ [0"MTYIO8VEéVi—-bae "a
within the Group to express an opinion on the consolidated -la, 0, > 9"E¥IwyThae* ae¥
financial statements. We are responsible for the direction, Twi-80tt"'a®©b

supervision and performance of the Group audit. We
remain solely responsible for our audit opinion.

We communicate with those charged with governance regardinga s G!'w | “ ¥wOile -1 # [l wi10)e
among other matters, the planned scope and timing of the audié x vIlw €A “)(Te A¥xvE> ", 1@ g»>
and significant audit findings, including any significant & Y b

deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statemerdteg i@ gT 1% U VUA&A*XNop,O&Y¥;
that we have complied with relevant ethical requirementsE1p 'cUTU$ST D p*V2IE4-O& VY ¥ &,
regarding independence and communicate with them alldYR[#M, pn@ AI3" " i@g»>&Yb
relationships and other matters that may reasonably be thought to

bear on our independence and, where applicable, related

safeguards.

From the matters communicated with those charged withAsY>"1@g&Y +¢'uf1tvYi©@8VIiwyT
governance, we determine those matters that were of mosKx1YIE yNu, YIE*, —II YIEb"dEp
significance in the audit of the consolidated financial statement€ 2, IY @Y% ]INOYIE ohp¥f8b/ a<p
of the current period and are therefore the key audit matters. WeA IB)8aT—'pu, YIEVT@'Au¥, aTzN
describe these matters in our auditor's report unless law osp,—!¥ ?27am7 "#AN>Y Z'ca- B!
regulation precludes public disclosure about the matter or wher8 4T1i*N© Y!E b

in extremely rare circumstances, we determine that a matter

should not be communicated in our report because the adverse

consequences of doing so would reasonably be expected to

outweigh the public interest benefits of such communication.

The engagement director on the audit resulting in thisNO & Bl)8a¥iw[™ A" *»I' b
independent auditor's report is Tang Wai Yau.

KLC Kennic Lui & Co. Ltd. 7 1T @ MR IR A =
Certified Public Accountants (Practising) " Awl)

Tang Wai Yau »

Practising Certificate No.: P05737 "WMl<GB 1

Hong Kong, PO

24 March 2017 =,BpM@ =E*'°
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Year ended 31 December 2016
aA>-CCNF> UFC#+!N

2016 2015
>-CCN >-C0ON
Notes RMB’000 RMB’000
, JO §+<%1 §+<%1
Revenue 4 20,241 20,497
%tfr_'”come 5 220 1,876
Cost of services
(1©F4 3,357 4,980)
Staff costs
"G1E4 6(b) 9,827 8,676
Administrative expenses
N 4,392 5,379
Impairment losses on work-in-progress
™ n9tg 14 - 3,166
Finance costs
" E4 6(a) 800 817
Loss on revaluation of derivative financial liabéis
avU. " xd e 22 - 2,731
Profit/(loss) before taxation
@o¥} e[ 6 2,085 3,376
Income tax
i @o 7 42 111
Total comprehensive income/(loss) for the year
4f fva} e[ "a 2,127 3,487)
Attributable to:
Bt " "HoY
Equity shareholders of the Company
4 B& 0 FE% 2,127 3,353)
Non-controlling interests
c & 0 - 134)
Total comprehensive income/(loss) for the year
AR fY) e[ "4 2,127 3,487)
Earnings/(loss) per share
t&} e
Basi
gzlc 10(a) 0.23 cents 0.37 cents)
Elluted 10(b) 0.23 cents 0.37 cents)

The notes on pages 52 to 107 form patti@$e financial statements.

f "cMKY©8& a4 Y©8 &¢T%J
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At 31 December 2016

pa $»afA
2016 2015
>-CCN >-C0ON
Notes RMB’000 RMB’000
. JO 8§+<%T 8§+<%T
Non-current assets FHnETE
Property, plant and equipment " Ex\" > 11 3,771 4,803
New drug technologies 3 ~1? 12 - -
3,771 4,803
Current assets BEhEE
Work-in-progress ™ u 14 2,086 2,673
Trade and bills receivable WX [T Ly 15 551 3,368
Trade deposits paid "A6"1© " U 16 3,100 -
Prepayments and other receivables "AB["$4 "H..[ 17 1,584 1,332
Cash and cash equivalents IAU"IAU@ IE + 18(a) 1,753 6,775
9,074 14,148
Current liabilities BErEE
Trade payables, other payables and accrued chardés6"™x [ $4 "#6[" "#w+ x 19 23,311 22,550
Receipts in advance AL 20 4,855 24,215
Loans from related companies , Z i[ 21 8,321 -
Convertible notes 2 3d&" ... 22 - 5,779
Derivative financial liabilities avu. 22 - 4,447
Bank borrowings an| 23 1,500 1,500
Income taxes payable "“#61A/ @o'E 24 24 128
38,011 58,619
Net current liabilities L0 i i
(28,937 44,471
Net liabilities FRENR

(25,166) (39,668)

The notes on pages 52 to 107 form part of thesméial statements.
f ¢t KY©8 é a4 Y'©8 éc¢q %oJ
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At 31 December 2016
pa $»afA
2016 2015
>-CCN >-CON
Notes RMB’000 RMB’000

.JO 8+ <%d §+<%T
Capital and reserves *4"A+
Share capital *4 25 88,673 81,699
Reserves i+ 25(c) (113,839) (121,367)
(25,166) (39,668)
Deficiency in assets attributable to equity 4 B&>A% 0> 3"

shareholders of the Company

Non-controlling interests E =2ty T - -
Deficit of shareholders'funds B A (25, 166) (39,668)

5/|F DPOTPMJEBUFE GJOBODRBBM TWXBBFNFDQUSPWEF E) BOETB VABIPSH THE % PSFDUIPVST CPZOL
BOE BSF TIJHOFE PO JUT CFIBMG CZ

f " f " MtYI©E8V p Ef.fi»$ a}A dE \ zMc p 6ée&c®[/iY}VDi Y
William XiaGUO Maria Xuemei SONG
William XiaGuo AOwvq W
Director Director
iz i Z

5F OPUFT PO QBHFT UP BO®GEBM QPBBUFNG QUATF GJO
f 7 " C¢MKYO©8& 4 Y©8EGT%J
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BE_E—AE+A=t+—HILEE CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 31 December 2016

Attributable to owners of the Company

(7 " q5ue
Tubuvupsz
Tibsf. foufsgsjtf Opo.
Tibsf Chtfelgbznfou! Tqfdjbm DbgjubmTubuvupstygbotjpRddvnvmbufe! dpouspmmjoh
ldbgjubm sftfswf Isftfswf  sftfswf sftfswf gvoe mpttft  Upubm joufsftut Upubm
#( # % Z&"  ((&"  Fé Fé = A Ci..@ tr ef#,n -
§28" @A
RMB’000 RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
§+<01 §+<%i §+< %] §+<%1 §+<%i §+<%i §+<%1 §+<%1 §+<%i §+<%i
Balance at 1 >-CoN
January 2015 I1C Cz

Change in equity for 2015 >-CGN® o n i
Loss for the year (N &

Total comprehensive loss ~ fi e[[°a

Equity settled share \#{ * 2|
-based transactions [EENCEN
Balance at 31 >-CONF>
December 2015 HUFCt$>-
and at 1 January 2016 IICCNC Ct

Change in equity for 2016~ >-CCN® o n i

Profit for the year (Nog
Total comprehensive fimn "4
income

Conversion of convertible ~ Wad# N i"3d

notes Hi#(

Equity settled share \#{ x2|
-based transactions @ _

Balance at 31 >-CCNF>
December 2016 IUFC#

5/F OPUFT PO QBHFT UP BO®BEBM QPBBUFNG QUATF GJO
f 7 " C¢MKYO©8& a4 YI©8 8¢ %J
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Year ended 31 December 2016
BA=BBMEF FEBP NHILSEE
2016 2015
SECCM  >-CON
Notes RMB’000 RMB’000
§+<%1

Operating activities REHBARFEEE
Cash (used in)/generated from operations A"™i© 1" 7alAA 18(b) (6,756) 3,529
Interest paid X+ee (75) (132)
Income taxes paid X ®@g!E (62) )
Net cash (used in)/generated from operating activities  Z&*EE B (FTBATRGERS B (6,893) 3,390
Investing activities g™ 11alAAa
Interest received Xlee 9 7
Net cash generated from investing activities BEESNRE TE 9 7
Cash flows from financing activities EEE (RS &R
Proceeds from bank borrowings Ut iae{lE 1,500 1,500
Repayment of bank borrowings vU at” (1,500) (2,000)
Loans from related companies , 24 1,862 -
Net cash generated from /(used in) financing activities REEEBIFTES/ (BrRBKRAS R 1,862 (500)
Net(decrease)/ increase in cash and cash equivalents ¥4 FARACHBIE BiOE/|9 B RF2E (5,022) 2,897
Cash and cash equivalents at beginning of the year B4 AR A B TENA SB1A SR 2E 6,775 3,878
Cash and cash equivalents at end of the year R B IRACHETAV SR AR R 1,753 6,775
The notes on pages 52 to 107 form part of these financial statements.
f " ¢ KY©O8 é a4 YI©8 é¢ T %oJ
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NOTES TO THE FINANCIAL STATEMENTS

1. GENERAL

The Company was incorporated in the Cayman Islands on 21
May 2002 as an exempted company with limited liability
under the Companies Law (2002 Revision) of the Cayman
Islands. The address of its registered office is Scotia Centre,
4th Floor, PO Box 2804, George Town, Grand Cayman,
Cayman Islands and its principal place of business is Building
All Venturepharma Center, No. 11 of West Third Ring North
Road, Haidian District, Beijing, the People’'s Republic of
China (the “PRC"), 100089. The Company has had its shares
listed on The Growth Enterprise Market of the Stock
Exchange of Hong Kong Limited since 10 July 2003.

The Company is an investment holding company. The
principal activities of its subsidiaries are set out in note 13 to
the consolidated financial statements.

The consolidated financial statements are presented in
Renminbi (“‘RMB”), rounded to the nearest thousand. RMB is

the functional currency of the Company and is also the
functional currency for the Company’s subsidiaries

established in the PRC.

2. SIGNIFICANT ACCOUNTING POLICIES 2.
(@) statement of compliance
These financial statements have been prepared in

accordance with all applicable Hong Kong Financial
Reporting Standards (“HKFRSs”), which is a colleeti
term that includes all applicable individual Hon@ng
Financial Reporting Standards, Hong Kong Accounting
Standards (“HKASs”) and Interpretations issued Iy t
Hong Kong Institute of Certified Public Accountants
(“HKICPA"), accounting principles generally acceptiea
Hong Kong and the disclosure requirements of thegHo
Kong Companies Ordinance. These financial statesnen
also comply with the applicable disclosures reqlig
the Rules Governing the Listing of Securities oreTh
Growth Enterprise Market of The Stock Exchange of
Hong Kong Limited. A summary of the significant
accounting policies adopted by the Group is sebeldw.

The HKICPA has issued certain new and revised HKERS
that are first effective or available for early pton for

the current accounting period of the Group and the
Company. Note 2(c) provides information on anyngjes

in accounting policies resulting from initial apmtion of
these developments to the extent that they areaeieo

the Group for the current and prior accounting qusi
reflected in these consolidated financial statesient

CHINA HEALTH GROUP INC.
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NOTES TO THE FINANCIAL STATEMENTS

(b) Basis of preparation of the financial statements

@)

(ii)

Measurement basis, judgements, estimates and
assumptions

The consolidated financial statements for the year
ended 31 December 2016 comprise the Company and
its subsidiaries (together referred to as the “Group”).

The measurement basis used in the preparation of the
consolidated financial statements is the historical cost
basis except that derivative financial liabilities are
stated at their fair values as explained in note 2(e) to
the accounting policies.

The preparation of consolidated financial statements
in conformity with HKFRSs requires management to
make judgments, estimates and assumptions that
affect the application of policies and reported
amounts of assets, liabilities, income and expenses.
The estimates and associated assumptions are based
on historical experience and various other factors that
are believed to be reasonable under the
circumstances, the results of which form the basis of
making the judgments about carrying values of assets
and liabilities that are not readily apparent from other
sources. Actual results may differ from these
estimates.

The estimates and underlying assumptions are
reviewed on an ongoing basis. Revisions to

accounting estimates are recognised in the period in
which the estimate is revised if the revision affects

only that period, or in the period of the revision and

future periods if the revision affects both current and

future periods.

Judgments made by management in the application of
HKFRSs that have significant effects on the financial
statements and major sources of estimation
uncertainty are discussed in note 3.

Going Concern

As at 31 December 2016, the Group‘s current
liabilities exceeded its current assets and total assets
by  approximately = RMB28,937,000 (2015:
RMB44,471,000) and RMB25,166,000 (2015:
RMB39,668,000), respectively. These conditions,
along with other matters set forth in the consolidated
financial statements, indicate the existence of a
material uncertainly that may cast significant doubt
about the Group’s ability to continue as a going
concern.

2016 E#E

ANNUAL REPORT
HE_ZT—AR"E+"A=+—HILEE
For the year ended 31 December 2016
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The directors believe that the Group will be able to meet "3iYpr 'MEZY>eDE¥T] V@

its financial obligations in full as and when they fall due 161¥T'n@> 3A0E= Z2AA@b"' 3

for the foreseeable future since the directors of the iYMe AIR eyid '""€zu?iAvV
Company believe that the Group will generate positive -70 YI©30zu-vUTIB{E yN "t
cash flows in the next twelve months by receiving cash YiIo8V. AGRA" "uGAb"tVY©8V8»
from new contracts and enforcing stringent cost U “AT'™ME 20ARA"TV? #¥'xe’
measures. Accordingly, the financial statements have ¥O..Fe#'>" "I¥xs b

been prepared on a going concern basis. The financial
statements do not include any adjustments relating to the
carrying amounts and reclassification of assets and
liabilities that might be necessary should the Group be
unable to continue as a going concern.

(c) Changes in accounting policies (c) &b IR BE S
The HKICPA has issued a number of amendments to PO\w!) \/e slEA'"€+-\wuin
HKFRSs that are first effective for the current@etting Q3r-uPOYI©8a"U'cvOED3IG' ©OE
period of the Group. None of these developments had "U'MEYYIO8 V¥ xVED

a material effect on how the Group’s result andriiial
position for the current or prior periods have bpeypared
or presented.

The Group has not applied any new standard or "MEA'M cA% X/ @E A3r¥.E
interpretation that is not yet effective for therremt Ao¢-uPOYI©84&"WcvVb
accounting period.

(d) Subsidiaries and non-controlling interests (d) i ove Sraane %5
Subsidiaries are entities controlled by the Group. The J> sxrrgie A-lth+ e 21
Group control an entity when it is exposed, or has rights, Nt-"1©da puoédaVIiig #u?iTuU
to variable returns from its involvement with the entity Nt>P 8i7¢«E ©i8 "c'"€eA Y
and has the ability to affect those returns through its lth+% '"M€ArZpodil- °IR ltdee
power over the entity. When assessing whether the ®'"E€H# o|vVau b

Group has power, only substantive rights (held by the
Group and other parties) are considered.

An investment in a subsidiary is consolidated into the Al>3.g"® eAd3r°u Ape°u
consolidated financial statements from the date that JutAttyiogvit E'xb"€)( 3-1%-
control commences until the date that control ceases. w8aE #HAA@ [#"M€)( 3-f-EN
Intra-group balances, transactions and cash flows and any >3-©..AllAne (AGA"tY©8VI-
unrealised profits arising from intra-group transactions tlib A9t ™1 "E)( 3-1-E"> 3-

are eliminated in full in preparing the consolidated AlAe ¢ AAImM]-zTRNI b

financial statements. Unrealised losses resulting from
intra-group transactions are eliminated in the same way as
unrealised gains but only to the extent that there is no
evidence of impairment.

CHINA HEALTH GROUP INC.
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Non-controlling interests represent the equity in a
subsidiary not attributable directly or indirectly to the
Company, and in respect of which the Group has not
agreed any additional terms with the holders of those
interests which would result in the Group as a whole
having a contractual obligation in respect of those
interests that meets the definition of a financial liability.
For each business combination, the Group can elect to
measure any non-controlling interests either at fair value
or at the non-controlling interests’ proportionate share of
the subsidiary’s net identifiable assets.

Non-controlling interests are presented in the

consolidated statement of financial position within

equity, separately from equity attributable to the equity
holders of the Company. Non-controlling interests in the
results of the Group are presented on the face of the
consolidated statement of profit or loss and other
comprehensive income as an allocation of the total profit
or loss and total comprehensive income for the year
between non-controlling interests and the equity

shareholders of the Company.

Changes in the Group’s interests in a subsidiary that do
not result in a loss of control are accounted for as equity
transactions, whereby adjustments are made to the
amounts of controlling and non-controlling interests
within consolidated equity to reflect the change in relative
interests, but no adjustments are made to goodwill and no
gain or loss is recognised.

When the Group loses control of a subsidiary, it is
accounted for as a disposal of the entire interest in that
subsidiary, with a resulting gain or loss being recognised
in profit or loss. Any interest retained in that former
subsidiary at the date when control is lost is recognised at
fair value and this amount is regarded as the fair value on
initial recognition of a financial asset or, when
appropriate, the cost on initial recognition of an
investment in an associate or joint venture.

In the Company’s statement of financial position, an
investment in a subsidiary is stated at cost less
impairment losses (see note 2(i)), unless the investment is
classified as held for sale (or included in a disposal group
that is classified as held for sale).
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(e) Derivative financial instruments

Derivative financial instruments are recognised initially
at fair value. At the end of each reporting period the fair
value is remeasured. The gain or loss on remeasurement
of fair value is recognised immediately in profit or loss,
except where the derivatives qualify for cash flow hedge
accounting or hedge the net investment in a foreign
operation, in which case recognition of any resultant gain
or loss depends on the nature of the item being hedged.

(f) Property, plant and equipment
Property, plant and equipment are stated at cost less
accumulated depreciation and impairment losses (see

note 2(i)).

Depreciation is calculated to write off the cost of items of

NOTES TO THE FINANCIAL STATEMENTS

(e) iBApRE TR
"$.¢*U8%Y ¥ 3Auy “ d 3A
HY S¢ “+b Adpgexew
"bxew > 3-Im'-Am-=+pb

$-¢*U8%yY ¥ 3Auy - U 1Iw-
Im¥+pZEr6I$US%"TA-Y"7¢hb

(f) sk x s Bt

b ax\# > A ;7' 9t €/Ew|E#9t’
el -,y J 8AYI©8DV "xb

[E.¢p" ax\# >"TA-1'9T€ w:
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residual value, if any, using the straight-line method over [ ZTNliw@

their estimated useful lives as follows:
Leasehold improvements ZFBST ?/p""-© /e
Machinery and equipment ZFBST E(@a-A#0 il > vé /e
Motor vehicles ZFBST { /s

Where parts of an item of property, plant and equipment
have different useful lives, the cost of the item is allocated
on a reasonable basis between the parts and each part is
depreciated separately.

Both the useful life of an asset and its residual value, if
any, are reviewed annually.

Gains or losses arising from the retirement or disposal of
an item of property, plant and equipment are determined
as the difference between the net disposal proceeds and
the carrying amount of the item and are recognised in
profit or loss on the date of retirement or disposal.

(g)Intangible assets

Intangible assets are stated at cost less accumulated
amortisation and impairment losses (see note 2(i)).
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Amortisation of intangible assets with finite useful lives
is charged to profit or loss on the straight-line basis over
the assets’ estimated useful lives. The following
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intangible assets with finite useful lives are amortised VP "MUA/
from the date they are available for use and their
estimated useful lives are as follows:
New drug technologies ZFBST o 12 0

Both the period and method of amortisation are reviewed
annually.

(h)Lease assets

An arrangement, comprising a transaction or a series of

transactions, is or contains a lease if the Group determines
that the arrangement conveys a right to use a specific

asset or assets for an agreed period of time in return for a
payment or a series of payments. Such a determination is
made based on an evaluation of the substance of the
arrangement and is regardless of whether the arrangement
takes the legal form of a lease.

J Classification of assets leased to the Group

Assets that are held by the Group under leases which
transfer to the Group substantially all the risks and

rewards of ownership are classified as being held

under finance leases. Leases which do not transfer
substantially all the risk and rewards of ownership to

the Group are classified as operating leases.

J Dperating lease charges

Where the Group has the use of assets held under
operating leases, payments made under the leases are
charged to profit or loss in equal instalments over the
accounting period covered by the lease terms, except
where an alternative basis is more representatitreeo
pattern of benefits to be derived from the leasséta.
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(i) Impairment of assets

@

Impairment of trade and other receivables

For trade and other receivables and other financial
assets carried at amortised cost, the impairment loss
is measured as the difference between the asset’s
carrying amount and the present value of estimated
future cash flows, discounted at the financial asset’s
original effective interest rate (i.e. the effective
interest rate computed at initial recognition of these
assets), where the effect of discounting is material.
This assessment is made collectively where these
financial assets share similar risk characteristics,
such as similar past due status, and have not been
individually assessed as impaired. Future cash flows
for financial assets which are assessed for
impairment collectively are based on historical loss
experience for assets with credit risk characteristics
similar to the collective group.

If in a subsequent period the amount of an
impairment loss decreases and the decrease can be
linked objectively to an event occurring after the
impairment loss was recognised, the impairment loss
is reversed through profit or loss. A reversal of an
impairment loss shall not result in the asset’s
carrying amount exceeding that which would have
been determined had no impairment loss been
recognised in prior years.

Impairment losses are written off against the
corresponding assets directly, except for impairment
losses recognised in respect of trade debtors included
within trade and other receivables, whose recovery is
considered doubtful but not remote. In this case, the
impairment losses for doubtful debts are recorded
using an allowance account. When the Group is
satisfied that recovery is remote, the amount
considered irrecoverable is written off against trade
debtors directly and any amounts held in the
allowance account relating to that debt are reversed.
Subsequent recoveries of amounts previously
charged to the allowance account are reversed
against the allowance account. Other changes in the
allowance account and subsequent recoveries of
amounts previously written off directly are
recognised in profit or loss.

CHINA HEALTH GROUP INC.

NOTES TO THE FINANCIAL STATEMENTS

() EPaEE

g x {# 8" {¥9t"

Gt 1ot "X "#Ix {# 8#]
{7y AJIA-<EI>xv "cot &l "
> "x& " P Au"> -8El/yaeq '
S+p ©>!-w@-l/yeq 7|A-
wAOAA@ -IA"-f-paw bA
OAN'> > »-1s+8 @A »-C
UfBD#CA )e$% *9T "cp,-%
\ ]»)bAu"-> -Af)'AA@ \6]";
©"> W »elp+E"> ->2¢]
8D 1% 9t b

ot “el[-AaA24 019t 7p,9t
VZ-1"+h9t el[adé3-Yqu &
"cOt “@[AmTibTiot &l ,"#,A
"> "x& UALI>2M 'cl¥ =+ pot ~ e
I-8"#Dc-Aab

of “élfea" M#'> NIi 0 A"#1'x
{(# "#I{I"#I'x{##ID11+p-

ot “el IifepI>iP7,A"€"cT
Y b Nf8D/ WR"x-9t el[i>T>
"xxNOb'""€«‘ITh\fi" $!6;*I¥E
li-Ada\ea "#I'x {##IDI1TNI
70... ET>XNINEU,-A&\S$T
ib &Tli--X T>xIh"-Aa

"o\ T>XITi>"x)(- 811# &l
i--X°aNIi-AaAl[m)(+pbb




NOTES TO THE FINANCIAL STATEMENTS

(i) Impairment of other assets

Internal and external sources of information are
reviewed at the end of each reporting period to
identify indications that the following assets may be
impaired or an impairment loss previously
recognised no longer exists or may have decreased:

— property, plant and equipment;

— work-in-progress; and

— investments in subsidiaries in the Company’'s
statement of financial position.

If any such indication exists, the asset’s recoverable
amount is estimated.

Calculation of recoverable amounts

The recoverable amount of an asset is the greater of
its fair value less costs of disposal and value in use.
In assessing value in use, the estimated future cash
flows are discounted to their present value using a
pre-tax discount rate that reflects current market

assessments of the time value of money and the risks
specific to the asset. Where an asset does not
generate cash inflows largely independent of those
from other assets, the recoverable amount is

determined for the smallest group of assets that
generates cash inflows independently (i.e. a

cash-generating unit).

Recognition of impairment losses

An impairment loss is recognised in profit or loss if
the carrying amount of an asset, or the
cash-generating unit to which it belongs, exceeds its
recoverable amount. Impairment losses recognised
in respect of cash-generating units are allocated first
to reduce the carrying amount of any goodwill
allocated to the cash-generating unit (or group of
units) and then, to reduce the carrying amount of the
other assets in the unit (or group of units) on a pro
rata basis, except that the carrying value of an asset
will not be reduced below its individual fair value
less costs of disposal (if measurable) or value in use
(if determinable).
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Reversals of impairment losses

In respect of assets other than goodwill, an
impairment loss is reversed if there has been a
favourable change in the estimates used to determine
the recoverable amount. Impairment losses in respect
of goodwill are not reversed.

Reversal of an impairment loss is limited to an
asset’'s carrying amount that would have been
determined had no impairment loss been recognised
in prior years. Reversals of impairment losses are
credited to profit or loss in the year in which the
reversals are recognised.

(iii) Interim financial reporting and impairment recogait

Under the Rules Governing the Listing of Securities
on The Growth Enterprise Market of The Stock
Exchange of Hong Kong Limited, the Group is
required to prepare an interim financial report in
compliance with HKAS 34, Interim Financial
Reporting, in respect of the first six months of the
financial year. At the end of the interim period, the
Group applies the same impairment testing,
recognition and reversal criteria as it would at the
end of the finanal year see notes 2(i)(i) and (ii))

(i) Work-in-progress

Costs incurred on development projects with an intention
of outright sale as technology transfer are recognised as
work-in-progress when it is probable that the poyeill

be a success considering its commercial and technological
feasibility, and only if the cost can be measured reliably.
Work-in-progress is recognised as cost of sales in
accordance with the performance requirements and
contractual terms as stated in the contracts.

Work-in-progress is stated at the lower of cost and net
realisable value. The cost of work-in-progress comprises
raw materials, direct labour, other direct cost and related
production overheads. Net realisable value ig#tienated
selling price in the ordinary course of business, less
applicable variable selling expenses.
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NOTES TO THE FINANCIAL STATEMENTS

(k) Trade and other receivables

Trade and other receivables are initially recognised at
fair value and thereafter stated at amortised cost using
the effective interest method, less any allowances for
impairment of doubtful debts (see note 2(i)), except
where the receivables are interest-free loans made to
related parties without any fixed repayment terms or the
effects of discounting would be immaterial. In such
cases, the receivables are stated at cost less allowance
for any impairments for doubtful debts.
() Interest-bearing borrowings
Interest-bearing borrowings are recognised initially at
fair value less attributable transaction costs.
Subsequent to initial recognition, interest-bearing
borrowings are stated at amortised cost with any
difference between the amount initially recognised and
redemption value being recognised in profit or loss over
the period of the borrowings, together with any interest
and fees payable, using the effective interest method.

(m) Trade and other payables
Trade and other payables are initially recognised at fair
value and subsequently stated at amortised cost unless

the effect of discounting would be immaterial, in which
case they are stated at cost.

(n

=

Convertible notes which do not contain an equity
component

At initial recognition, the derivative component of
convertible notes is measured at fair value and
presented as part of derivative financial instruments (see
note 2(e)). Any excess of proceeds over the amount
initially recognised as the derivative component is
recognised as the liability component. Transaction
costs that relate to the issue of convertible notes are
allocated to the liability and derivative components in
proportion to the allocation of proceeds. The portion of
the transaction costs relating to the liability component
is recognised initially as part of the liability. The
portion relating to the derivative component is
recognised immediately in profit or loss.

(k)

o
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The derivative component is subsequently remeasured
in accordance with note 2(e). The liability component is
subsequently carried at amortised cost. The gttexpense
recognised in profit or loss on the liability component is
calculated using the effective interest method.

If notes are converted, the carrying amounts of the
derivative and liability components are transferred to
share capital and capital reserve as consideration for the
shares issued. If notes are redeemed, any difference
between the amount paid and the carrying amounts of
both components is recognised in profit or loss.

(0) Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and on
hand, demand deposits with banks and other financial
institutions, and short term, highly liquid investments
that are readily convertible into known amounts of cash
and which are subject to an insignificant risk of changes
in value, having been within three months of maturity at
acquisition. Bank overdrafts that are repayable on
demand and form an integral part of the Group’s cash
management are also included as a component of cash
and cash equivalents for the purpose of the consolidated
cash flow statement.

(p) Employee benefits

(1) Short term employee benefits and contributions to
defined contribution retirement plans

Salaries, annual bonuses, paid annual leave,
contributions to defined contribution retirement
plans and the cost of non-monetary benefits are
accrued in the year in which the associated
services are rendered by employees. Where
payment or settlement is deferred and the effect
would be material, these amounts are stated at
their present values.

(i) Share-based payments

The fair value of share options granted to employees
is recognised as an employee cost with a
corresponding increase in the share-based payment
reserve within equity. The fair value is measured at
the grant date using the binomial lattice model,
taking into account the terms and conditions upon
which the options were granted. Where the
employees have to meet vesting conditions before
becoming unconditionally entitled to the options,
the total estimated fair value of the options is spread
over the vesting period, taking into account the
probability that the options will vest.

CHINA HEALTH GROUP INC.
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During the vesting period, the number of share A3l>ut ' 3\do"AuzZ3>-("
options that is expected to vest is reviewed. Any 0BB"bA>2M +p-©...EwWw £
resulting adjustment to the cumulative fair value e\ doM j[mh"& wA![m "d
recognised in prior years is charged / credited to the OU&"'GI | t"i+p*> 'cM# AL
profit or loss for the year of the review, unless the e["z* '-Xv“>bA3>°0 +
original employee expenses qualify for recognition b*@!-Aa\T Ece [Q™13!>-
as an asset, with a corresponding adjustment to the ("6-YyB" 7["z* "-Xv*
share-based payment reserve. On the vesting date, >g\T M#&E e, °yA2!z%"
the amount recognised as an expense is adjusted to 3"zgep,-3>luq7tA$8»Ic
reflect the actual number of options that vest (with a "thomAA&a.A["z* '-Xv“>
corresponding adjustment to the share-based +p °A("6d>P N-u,AdwAE
payment reserve) except where forfeiture is only AXé>"z-""T=p-Aa ("ol

due to not achieving vesting conditions that relate to w Nl-p,Ad°aTA =ne *,b

the market price of the Company’s shares. The

equity amount is recognised in the share-based
payment reserve until either the options are

exercised (when they are included in the amount
recognised in share capital for the shares issued) or
the options expire (when it is released directly to

retained profits or losses).

(iii) Contribution to defined contribution retirement (i) ,¢ {I"wN- {
benefit plans

The Group’s entities in Mainland China participate E TE) (LM Z e, YO+

in defined contribution retirement benefit plans FI=)(1&"G%% ¥, ¢ {|"Azaew
organised by relevant government authorities for its N'col&'G™ TAasly _ ©Ow
employees in Mainland China and contribute to N { KU.-.¢cKa®u,Yo+ 2¢hb
these plans based on certain percentage of the 61 O©OWN YO+ 6- TuAu#°
salaries of the employees on a monthly basis, up to 4| &'GoO#+¥| Aze"a®©b

a maximum fixed monetary amount, as stipulated by
the relevant government authorities. The
government authorities undertake to assume the
retirement benefit obligations payable to all existing
and future retired employees under these plans.

(q) Income Taxes () Tc@e
Income taxes for the year comprise current tax and M)(Te@g “'U@OIE # % U@g!E"> |, "l -
movements in deferred tax assets and liabilities. Iib'U@OIE# % U@'E"> , "I-I1TA]
Current tax and movements in deferred tax assets and mi<p A 8dtélm ccAdm=+p
liabilities are recognised in profit or loss except to the “MTAM,E"" NfsB/ M,@gas) A
extent they relate to items recognised in other dtélm °caAdmi+pb

comprehensive income or directly in equity, in which
case the relevant amounts of tax are recognised in other
comprehensive income or directly in equity,

respectively.

Current tax is the expected tax payable on the taxable "U@B'EN e M)("#U@o | £[& 8°X3r I/
income for the year, using tax rates enacted or y X3r-@oqw@-"AU#+@g'E F>2M
substantively enacted at the end of the reporting period, "H+@oIE-©...FEceb

and any adjustment to tax payable in respect of previous

years.
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Deferred tax assets and liabilities arise from dtlole and
taxable temporary differences, respectively, beihg

differences between the carrying amounts of assls
liabilities for financial reporting purposes anceithtax

bases. Deferred tax assets also arise from utaxskdses
and unused tax credits.

Apart from certain limited exceptions, all deferrek
liabilities, and all deferred tax assets to theemxit is
probable that future taxable profits will be avaltsagainst
which the asset can be utilised, are recognisetiird-u
taxable profits that may support the recognitiodeferred

tax assets arising from deductible temporary diffees
include those that will arise from the reversakgisting
taxable temporary differences, provided those rdiffees
relate to the same taxation authority and the sar@ble
entity, and are expected to reverse either inahesperiod

as the expected reversal of the deductible temporar
difference or in a period into which a tax lossiag from

the deferred tax asset can be carried back or fdrwehe
same criteria are adopted when determining whether
existing taxable temporary differences support the
recognition of deferred tax assets arising fromsaduax
losses and credits, that is, those differencetagen into
account if they relate to the same taxation autharid the
same taxable entity, and are expected to reveesperiod,

or periods, in which the tax loss or credit cantiised.

The limited exceptions to recognition of deferredassets
and liabilities are those temporary differencesiragi from
goodwill not deductible for tax purposes, the atiti
recognition of assets or liabilities that affectitmer
accounting nor taxable profits (provided they arigpart of
a business combination), and temporary differences
relating to investments in subsidiaries to theredeat, in
the case of taxable differences, the Group contras
timing of the reversal and it is probable thatdtiferences
will not reverse in the foreseeable future, oth@ tase of
deductible differences, unless it is probable they will
reverse in the future.

The amount of deferred tax recognised is measwasedb
on the expected manner of realisation or settleifethie
carrying amount of the assets and liabilities, gisix rates
enacted or substantively enacted at the end oéfiteting
period. Deferred tax assets and liabilities are¢ no
discounted.

The carrying amount of a deferred tax asset igved at
the end of each reporting period and is reducttktextent
itis no longer probable that sufficient taxablefis will be

available to allow the related tax benefit to bisetl. Any

such reduction is reversed to the extent it becq@muable
that sufficient taxable profits will be available.
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NOTES TO THE FINANCIAL STATEMENTS

Current tax balances and deferred tax balances, and
movements therein, are presented separately from each
other and are not offset. Current tax assets are offset
against current tax liabilities, and deferred tax assets
against deferred tax liabilities, if the Company or the
Group has the legally enforceable right to set off current
tax assets against current tax liabilites and the
following additional conditions are met:

In the case of current tax assets and liabilities, the
Company or the Group intends either to settle on a
net basis, or to realise the asset and settle the
liability simultaneously; or

In the case of deferred tax assets and liabilities, if
they relate to income taxes levied by the same
taxation authority on either:

- the same taxable entity; or

- different taxable entities, which, in each future
period in which significant amounts of deferred tax
liabilities or assets are expected to be settled or
recovered, intend to realise the current tax assets
and settle the current tax liabilities on a net basis or
realise and settle simultaneously.

(r) Provisions and contingent liabilities

Provisions are recognised for other liabilities of
uncertain timing or amount when the Group or the
Company has a legal or constructive obligation arising
as a result of a past event, it is probable that an outflow
of economic benefits will be required to settle the
obligation and a reliable estimate can be made. Where
the time value of money is material, provisions are
stated at the present value of the expenditure expected
to settle the obligation.

Where it is not probable that an outflow of economic
benefits will be required, or the amount cannot be
estimated reliably, the obligation is disclosed as a
contingent liability, unless the probability of outflow of
economic benefits is remote. Possible obligations
whose existence will only be confirmed by the
occurrence or non-occurrence of one or more future
events are also disclosed as contingent liabilities unless
the probability of outflow of economic benefits is
remote.
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(s)Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable. Provided it is probable that the
economic benefits will flow to the Group and the revenue
and costs, if applicable, can be measured reliably,
revenue is recognised in profit or loss as follows:

(i) Revenues from contracted clinical research services

Revenues from contracted clinical research services
are recognised over the fixed terms of the contracts
or, where appropriate, as the related costs are incurred.
Milestone payments in connection with research
and development or commercialisation agreements
are recognised when they are earned in accordance
with the applicable performance requirements and
contractual terms.

Payments received that are related to future
performance are deferred and recorded as revenues
as they are earned over the specified future
performance periods.

(iiy Other service income

Service income is recognised when the relevant
services are rendered and the respective amount of
revenue can be measured reliably.

(iif) Government grants

Government grants are not recognised until there is
reasonable assurance that the Group will comply
with the conditions attaching to them and that the
grants will be received.

Government grants that are receivable as
compensation for expenses or losses already
incurred or for the purpose of giving immediate

financial support to the Group with no future related

costs are recognised in the statement of
comprehensive income in the period in which they
become receivable.

(iv) Interest income

Interest income is recognised as it accrues using the
effective interest method.

CHINA HEALTH GROUP INC.
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NOTES TO THE FINANCIAL STATEMENTS

(t) Translation of foreign currencies

Foreign currency transactions during the year are
translated at the foreign exchange rates ruling at the
transaction dates. Monetary assets and liabilities
denominated in foreign currencies are translated at the
foreign exchange rates ruling at the end of the reporting
period. Exchange gains and losses are recognised in
profit or loss.

Non-monetary assets and liabilities that are measured in
terms of historical cost in a foreign currency are
translated using the foreign exchange rates ruling at the
transaction dates. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair
value are translated using the foreign exchange rates
ruling at the dates the fair values were measured.

The results of foreign operations are translated into
Renminbi at the exchange rates approximating the
foreign exchange rates ruling at the dates of
transactions. Statement of financial position items are
translated into Renminbi at the closing foreign
exchange rates at the end of the reporting period. The
resulting exchange differences are recognised in other
comprehensive income and accumulated separately in
equity in the exchange reserve.

On disposal of a foreign operation, the cumulative
amount of the exchange differences relating to that
foreign operation is reclassified from equity to profit or
loss when the profit or loss on disposal is recognised.

(u) Borrowing costs

General and specific borrowing costs directly
attributable to the acquisition, construction or
production of qualifying assets, which are assets that
necessarily take a substantial period of time to get ready
for their intended use or sale, are added to the cost of
those assets, until such time as the assets are
substantially ready for their intended use or sale.

Investment income earned on the temporary investment
of specific borrowings pending their expenditure on
qualifying assets is deducted from the borrowing costs

eligible for capitalisation.

All other borrowing costs are recognised in profit or
loss in the period in which they are incurred.

(v) Share capital

Ordinary shares are classified as equity.

®

(u)

V)
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Incremental costs directly attributable to the issue of ca3l>Aése” UO¥e9T Omli
new shares or options are shown in equity as a *1o{¥9t h"@gE b
deduction, net of tax, from the proceeds.

(W) Related parties W), Vv

(8" QFSTPO PS B DMPTF NFNCFS PG U (@® UuQ~SIAP @8PT "G BW J WZ
JT SFMBUFE UP UIF (SPVQ JG UIBU QFSTRBEVIG" "€,

J IBT DPOUSPM PS KPJOU DPOUSPM RWAS|&AFIESPVQ
JJ IBT TJHOJGJDBOU JOGMVFODF PWHU UKL XxSPEQ PS

JJJ JT B NFNCFS PG UIF LFG@ NBOBHFNNQUIEQBEST® PE-BM P
UIF (SPVQ PS UIF (SPVQYT QBSFOU

C"O FOUJUZ JT SFMBUFE UMBKRQ$PVQ QG 1BOZ..Px B tGP;,M'I€ n
DPOEJUJPOT BQQMJIFT ,

J 5IF FOUJUZ BOE UIF (SBENP BSF NF WRSTER B UEF'G 3
HSPVQ XIJDI NFBOT UIRU FBDI QBSFOW *AVCTAFEJBS4N
BOE GFMMPX TVCTJEJBSZ JT SFMBUFE WP UIF PUIFST

JJ 0OF FOUJUZ JT BO BTTURBPJBUF PS KiipB@U*&WBQUYV SF"P'G
PUIFS FOUJUZ PS BO BGTPDJBUF PS K@BMYWI'"W FOEV/EE 3
NFNCFS PG B HSPVQ PGBXIJDI UIF PUIFS"FOWIUDIT
NFNCFS

JJJ #PUI FOUJUJFT BSF KPI®E WF O U ViS)PF{PG* UBID ikBNE " b
QBSUZ

JW 0OF FOUJUZ JT B KPZCBOWRIOE VS F(iP) 8 1BItYDI S BItF'UJI U6
PUIFS FOUJUZ JT BOJBZTPDJBUF PG UIF BNESB KAN- " 3b

W 5IF FOUJUZ JT B QPTU FSIQMPZNFQY IGtFORGJUEQMBA G
UIF CFOFGJU PG FNQMPRZBPT PG FJUIFS&IGEaABPVLQSazaewNDb
FOUJUZ SFEMBUFE UP UIF (SPVQ

WJ 51F FOUJUZ JT DPOUS®GMBFE PS KR)ONI$1Z (BROYUSEMMERD
QFSTPO JEFOUJGJFE JO B

WJJ " QFSTPO JEFOUJGJFE JO B J |BM A@M)OIDE INDB Dty x v oIE i
JOGMVFODF PWFS UIRFFDRIZUZ PS JT B NENGFS/PG U150
NBOBHFNFOU QFSTPOBBMCAG UIF FOUJUG-BB PG B Q
PG UIF FOUJUZ

WJJJ 5IF FOUJUZ PS BOZINRNCFS PG (di)H'!6 P-QER® .XTEGD3_""
B QBSU QSPWJEFT LFZ NBOBHFNFOU Q€ SEFOMFHML5T["G>I©b
TFSWJIDFT UP UIF (SPAMGUPS UP UIF (SPVQYT QBS

Close members of the family of a person are thaxselyf Y!V-TAEVT'G. - «@"l/lt EN-

members who may be expected to influence, or be V20U IV@IYE $ |VeE-&>TGb
influenced by, that person in their dealings wlith éntity.
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NOTES TO THE FINANCIAL STATEMENTS

(x) Segment reporting

Operating segments, and the amounts of each
segment item reported in the financial statememés,
identified from the financial information provided
regularly to the Group’s most senior executive

management for the purposes of allocating resources

to, and assessing the performance of, the Group’s
various lines of business and geographical locgtion

Individually material operating segments are not
aggregated for financial reporting purposes urtless
segments have similar economic characteristics and
are similar in respect of the nature of products an
services, the nature of production processesytie t

or class of customers, the methods used to digtribu
the products or provide the services, and the eatur
the regulatory environment, Operating segments
which are not individually material may be
aggregated if they share a majority of these diter

The Group operates in a single segment and no
segmental analysis is presented.

3. ACCOUNTING JUDGEMENTS AND ESTIMATES 3.

(a) Critical accounting judgements in applying the
Group’s accounting policies

In the application of the Group’s accounting policies,
which are described in note 2, the directors of the
Company are required to make judgments, estimates
and assumption about the carrying amounts of assets
and liabilities that are not readily apparent from other

sources. The estimates and associated assumptions

are based on historical experience and other factors
that are considered to be relevant. Actual results may
differ from these estimates.

The estimates and underlying assumptions are
reviewed on an ongoing basis. Revisions to

accounting estimates are recognised in the period in
which the estimate is revised if the revision affects

only that period, or in the period of the revision and

future periods if the revision affects both current and

future periods.

(b) Sources of estimation uncertainty

The following are the key assumptions concerning
the future, and other key sources of estimation
uncertainty at the end of the reporting period, that
have a significant risk of causing a material

adjustment to the carrying amounts of assets and
liabilities within the next financial year.
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Useful lives of property, plant and equipment

The Group’s management determines the estimated
useful lives for its property, plant and equipment. These
estimates are based on the historical experience of the
actual useful lives of property, plant and equipment of
similar nature and function. They could change
significantly as a result of technical innovations and
competitor actions in response to severe industry cycles.
Depreciation charges will be reassessed where useful live
are different from the previous estimations, or they will
write-off or write-down obsolete assets that have been
abandoned or sold.

Impairment of receivables

The Group’s management determines the provisions for
impairments of trade and other receivables. Such
estimates are based on the collectability of trade and other
receivables. Provisions for impairment are applied to
trade and other receivables where events or changes in
circumstances indicate that the balances may not be
collectible. The identification of doubtful debts requires
the use of judgments and estimates. Where the
expectation is different from the original estimate, such
difference will impact the carrying amount of receivables
and doubtful debt expense in the period in which such
estimate is changed.

Impairment of investments in subsidiaries

The Group follows the guidance of HKAS 36 to
determine when investments in subsidiaries are impaired.
This determination requires significant judgments. In
making these judgments, the Group evaluates, among
other factors, the duration and extent to which the fair
values of investments are less than cost; and the financial
health and near-term business outlook of an investee,
including factors such as industry and sector
performance, changes in technology and operational and
financing cash flow.

Provision for legal claims

The Group reviews the status of all open legal claims at
the end of the reporting period and ascertains the
probability and amount of compensation payable for each
legal claim to determine the provision for legal claims.
However, the actual results of each legal claim may be
different from the estimation and profit or loss could be
affected by differences in this estimation.

CHINA HEALTH GROUP INC.
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Net realisable value of work-in-progress BRI B EE
The Group’s management determines the net realisabl "l >0¢@é>ANYV-TAx12 @
value of work-in-progress. The determination rezgii A, 501 -» #1TT>b5@g% T>
judgments of the accomplishment of certain stades o Aa&al-31T ‘x# wb VYyuT Adu
milestones during the process of new drugs devedopm SOU W) p,HazZelE WAL
Where the actual outcomes or expectations in ftee Uf->O0%e #T> | Tib

different from the original estimates, such differes
will impact the carrying value of work-in-progreasd
provisions for charges/write-backs in the periodhsu
estimates change.

Impairment of property, plant and equipment Ysa xS SR 1 ET

Property, plant and equipment is reviewed for +uYq 8D 1% UV 2¥EI{"x&é I-<
impairment whenever events or changes in lop" ax\#! >uzZ9t bVIiAa. A
circumstances indicate that the carrying amount may U-9tliri' gs "w@bNoO©w®@IU"S
not be recoverable. The recoverable amounts are “Cx# Wb

determined based on fair values less costs to sell
calculations or market valuations. These calculations
require the use of judgments and estimates.

Management judgments are required in the area of ">09t " 4x 1pu5@g‘'x - "
asset impairment particularly in assessing (i) whether J UWZ IAV2UyI%Up,"> « V2I¥E
an event has occurred that may indicate that the il Jy">"xe ~"zZdaVIi{iE ' U
related asset may not be recoverable; (ii) whether the ofrtt ["IOGBP > x T wY¥
carrying value of an asset can be supported by the n,°8IAA@ 9KIA % €T¥+U€ ¥'a
recoverable amount, being the higher of fair value less # JJJ GAAA@ "Afl-P " ¥13+061L!
costs to sell or net present value of future cash flows “uJAA@ "Af~rZ[13"1q|'Ab 5
which are estimated based upon the continued use of Fguye 9t f1aLl “AA@ "Afi-
the asset in the business; and (iii) the appropriate key WIAgq QuqglL! pil+ U9t «fi”
assumptions to be applied in preparing cash flow OkIA" pelE {7 SIE'ME¥YIOBD#
projections including whether these cash flow A" mb

projections are discounted using an appropriate rate.
Changing the assumptions in the cash flow
projections could affect the net present values used in
the impairment tests and as a result affect the Group’s
financial position and results of operations.

Income taxes e

The Group is principally subject to income taxes in "MEG1IU =@ 'Toc@obbcic@aT>
the PRC. The determination of the provision for WOT xv'xh?7 E"#WID¥K"@@!OD¢
income taxes involves significant judgments as there [ *E"l©>fAT+¢cb u, YIE K" ¥@g

are many transactions and calculations for which the ©puT K TAX¥Y¥AA,]"c Opa\e
ultimate tax determination is uncertain during the IET DcUi¥' 0To@aT>[#%0To@0o
ordinary course of business. Where the final tax "> # "lb

outcome of these matters is different from the amount
that were initially recorded, such difference will
impact the current income tax provision and deferred
income tax assets and liabilities in the period in which
such determination is made.
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Recognition of deferred income tax assets depends on
management’s expectation of future taxable profits that
will be available against which the deferred income tax

assets can be utilised. The outcome of their actual
utilisation may be different.

4. REVENUE AND SEGMENT INFORMATION

Operating segments are reported in a manner consistent
with the internal reporting provided to the chief operating
decision-maker. The Group provides pharmaceutical
development and product commercialisation services.
These services are subject to similar business risks, and
resources are allocated based on what is beneficial to the
Group in enhancing the value as a whole rather than on
any specific unit.  The Group’s chief operating
decision-maker considers that the performance
assessment of the Group should be based on the
profit/(loss) before taxation of the Group as a whole.
Therefore, management considers there to be only one
operating segment under the requirements of HKFRS 8.

“TA"'Z-pa @o'Eel[M,-%iTo@glE"
>A5@gprAo#U@enaez“uv?Vda
7JUNVP™Zl-ua @gEelll-i[+pb
Oy li-uT u,]1b

A"ste¢v_n A"871€4 ¥) (1840
[BA¥ZT84b'"EY¥H1"IO " Ué
#&?7W1>5I0bIRZ ©"'1©¥"10 ¢ Mi
7'"E "+ ¥AL\IR'"E¥eltaem
7,M )2E 'ME¥n A8 Ep+!

M€Y elt"@o-e! & MY, VE" mY¥
‘Lb yN 5@gp*61uPOYI©8a"u'c
v»OB '"ME°paB¥ 1©sth

Breakdown of revenue from services is as follows: | /Es U+A/
2016 2015
>-CCN >-C0ON
RMB’000 RMB’000
8§+<%17 8§+<%17
Contracted clinical research services (VPS) t"L,5uM©1 A& 12,275
Post marketing research and academic ga,5ut#a 5,420
promotion services PMS 17w 15©
Other medical services 0""Hlo| &£ 2,802
20,497

Other medical services included registration, application
and testing services.

The Group primarily operates in the PRC and its
revenues are all derived in the PRC for both years.

3" GIOIE cJO)3 #é,f7510b

eAi=vM A% M) A"IAE
(0+Ai=vMbM,M 0122 -1m]"

"glira [ -f8DA/
Revenues from customers of the corresponding g@aisbuting
over 10% of total sales of the Group are as follows
2016 2015
>-CCN >-CON
RMB’000 RMB’000
§+<%T §+<%T
Customer A (1) E3! 4,926

The above customer received post marketing research and

academic promotion service®MS

CHINA HEALTH GROUP INC.
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5. OTHER INCOME 5. EAlKAA
2016 2015
>-CCN >-CON
RMB’000 RMB’000
§+<%1T 8§+<%1T
Compensation income ‘vIAE 28
Government grants note Yoxu ,y 668
Interest income e | A 7
Overprovision of litigation claims in prior year [-M Na¥Ep ' vT> 346
Overprovision of staff costs in prior year [-M Na¥Gyi' 332
Overprovision of other expenses in prior year [-M Nay¥ 8+~ 367
Reversal of impairment losses on other receivables 8"#1{91 [>T i 89
Other o} 39
1,876
Note: Y
The above government grants during the years efded ©A=,BBME= GEB°#=,BOME= &
December 2016 and 2015 represented unconditiorsal ca EB°.M ¥YOXU*¥luq¥Y©AAXUb
awards granted by government authorities.
6. PROFIT/(LOSS) BEFORE TAXATION
Profit/(loss) before taxation is arrived at after charging: "@o-ne & Xh'& wA&E
2016 201
SECCSM >-C06N
RMB’000 RMB’000
AR T §+<%i
(a) Finance costs B -1
Interest on: & |
Bank borrowings wholly repayable within oM)(VTtvUu¥ >
one year “{ee 5 132
Convertible bonds V*3dl S s 725 685
Total interest expense on financial liabiktie d¢ "wdcwAEl[m¥
not at fair value through profit or loss Aurl¥ose | 800 817
(b) Staff costs (including directors’ emoluments) C "Gy *iY A
Salaries, bonuses and awards CA#RY 7,110 6,484
Contributions to defined contribution retireme ¢ {|"wN-
plans { 1,187 851
Share-based payments ["z* "-x{ 1,424 1,341
Other benefits 0zee 106 -
9,827 8,676
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2016 2015
SECGSH >-C0ON
RMB'000 RMB’000
ABREAF T §+<%1
(c) Other items D J&E"
Auditors’ remuneration JBl) A 424 490
Litigation claims TvET 296 1,722
Depreciation |E 1,082 1,207
Operating lease charges in respect of rentedhiges ? “p" ¥A"?/+" 24 179
7. INCOME TAX 7. e RERRE R IR eap T
(a) Taxation in the consolidated statement of piafi B "fim# 8télmV-@gEA/
loss and other comprehensive income reprgsent
2015
>-CON
RMB’000
8§+<%T
Current tax — PRC Enterprise Income Tax IAU@gE  TM!6 ,=" 1@
Provision for the year M)(T > - 111
Overprovision in prior year [-M N&T> 42) )
(42) 111

No provision for Hong Kong profits tax has been mad
the Group had no assessable profits generated g Ho
Kong for the year ended 31 December 2016 (2015: Nil

The provision for PRC Enterprise Income Tax hambee
calculated on the estimated assessable profithéoyear
according to the relevant laws and regulations. The
applicable income tax rate ranges from 15% to 25%ta
31 December 2016 (2015: 15% to 25%).

CHINA HEALTH GROUP INC.
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(b) Reconciliation between tax expense and accounting C @2E! " \wna e[ 3" @zqwd-U"x
profit/(loss) at applicable tax rates:
2016 2015
S ECERM| >-CON
RMB’000
8§+<%T
Profit/(loss) before taxation "@oz-ne € (3,376)
Notional tax charge/(credit) on profit/(loss) befor ¢ H@PESESRI3 -0
taxation calculated at the applicable tax rdt258%6 @o@oqw@"@o-nee & -"@gE 522 (844)
Tax effect of unused tax losses not recognised Ai%i@oE +p-AP @pl0&[-@0lOE 431 2,696
Tax effect of utilisation of tax losses not recagd iP"'5-A+h-@0l0e[-@2'0IE - (1,290)
Tax effect of deferred tax not recognised iP"'5-A+ph-%U@0E -@plO-E (. gm) (451)
Overprovided in prior year c@a U “@2) -
@2) 111
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8. DIRECTORS’ EMOLUMENTS 8. VI

Directors’ emoluments disclosed pursuant to Section 383(1) of the Hong 61POu sluév» lu#u 3 Y%liYaem"
Kong Companies Ordinance and Part 2 of the Companies (Disclosure of ~ 2&v» t%]-1Y#>Y°S AA/
Information About Benefits of Directors) Regulation are as follows:

Contributions to

Salaries, allowances and defined contribution
Directors’ fees benefits in kind retirement plans Share based payments Total
E U UE(" -} S_r7[ >&JIY0¢6[ 3_
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
ETA ETh ETA ETh ETA ETf Ef A ETA ET/A ETA
RMB'000  RMB'000 RMB'000  RMB'000 RMB'000  RMB'000  RMB'000  RMB'000 RMB'000  RMB'000
7 Da 7 Da 7 Da 7 Da 7 Da 7 Da 7 Da 7 Da 7 Da 7 Da
Executive directors
"OoIY
";';-1 William Xia GUO 1,130 1,130 - - 643 546 1,773 1,676
Dr. Maria Xue Mei SONG
A0y 328 283 91 85 35 30 454 398
Non-executive directors
d'olyY
Mr. Michael Su
(Appointed on 18 May 2016) R R R . 15 . 15
1S
A M °dx
Dr. Nathan Xin ZHANG
(Resigned on 18 May 2016) R R R 6 6
<
A M °e©
Independent non-executive directors
Oedoiy
*Dl!'é iShou Yuan WU 50 50 - - - - 7 6 57 56
Dr. Bing Hui NI
(Appointed on 31 March 2015)
- - - 7 6 7 6
B[$
A M ° x
Mr. Mark Gavin Lotter
(Appointed on 17 February 2015)
- - - 7 6 7 6
.S .BSL (BWJO -PUUFS
A M °dx
Mr. Paul CONTOMICH-ALOS
(Resigned on 21 January 2015)
'S 1BVM $0/50.*$) "-04 ) ) )
A M °e©
50 50 1,458 1,413 91 85 714 600 2,313 2,148
There were no arrangements under which a director YYM =,BBME= GEB°#=,B0
waived or agreed to waive any emoluments in resplect ME= GEB°)( 'c8»u®©...1YDb6A ]i
the year ended 31 December 2016 (2015: Nil). During 7b6A A¥%tbAYYM =, BBME=
the years ended 31 December 2015 and 2016, no JEB°#=,BOME= GEB°)( '"€
emoluments were paid by the Group to the direatdrs S ul+©... AliYT* | iIYFAE""
the Company as an inducement to join or upon jginin I€¥8 T* IY>€'SE¥ vb

the Group, or as compensation for loss of office.
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9. INDIVIDUALS WITH HIGHEST EMOLUMENTS o BRI A N+
Of the five (2015: five) individuals with the higéte 6 KU A'VI % =,B6M % ;*
emoluments, two (2015: two) are directors whose Y 4©- AA .y iv%]b"8@ =,Bd
emoluments are disclosed in note 8. The aggrexfates M @ KU A!V- A0aA/

emoluments in respect of the remaining three (2€1irge)
individual are as follows:

2016 2015
>-CCN >-C0ON
RMB’000 RMB’000
8§+<%T 8§+<%1
Salaries and allowances “A# 3 A 582 418
Contributions to defined contribution retiremerdrpl |"wN { 73 68
Share based payments — Note 28 ["z* "-£{ .,V 24 15
679 501

The emoluments of each of the individuals withhighest =,BBM#=,BOMKU A!V- A°o-!§
emoluments are within the band of RMB$ nil to D {A!6D ib
RMB$1,000,000 in both years.
10. EARNINGS/(LOSS) PER SHARE 10. GBS (FE)
(@) Basic earnings/(loss) per share (@ A" "ma e
Basic earnings/(loss) per share is calculated by A" "mege el[ .61 3"oaul#]”
dividing the profit attributable to ordinary equity ®&|06D i =,BO6M el[}06D
shareholders of the Company of RMB2,127,000 i #M)(Xé>0Y"-FoU("B
(2015: loss of RMB3,353,000 and the weighted "oY" =,BOM "0
average of 915,484,000 ordinary shares (2015: Y" w@ wagA/
915,272,000 shares) in issue during the year,
calculated as follows:
1. Weighted average number of ordinary shares oY"-FoU ("B
2016 2015
>-CCN >-Co6N
RMB’000 RMB’000
8§+<%T 8§+<%T
Issued ordinary shares at 1 January AB B°-Xé>dY" 915,272 915,272
Effect of convertible notes converted )3dV3d"Dl-E 212 -
Issued ordinary shares at 31 December AE= GEB°-0Y"-FoU ("B 915,484 915,272
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(b) Diluted earnings / (loss) per share (b) 45 Frlivee 518 el Fll
No adjustment has been made to the basic earris/(
per share amounts presented for the years ended 31 @GEB°, M -A"lc el A" e
December 2016 and 2015 in respect of a dilutiothas M] yA>P-V"3d'IS#"DPuduQlc
convertible notes and outstanding share optioneigdh J[Eb

note 22 and note 28, respectively, had an anttidéu

effect on the basic earnings/(loss) per share atsoun

©A=,BBME= OEB°#=,BO6ME=

presented.
11. PROPERTY, PLANT AND EQUIPMENT 11, VIBE a BB AR5
Leasehold Machinery and Motor
improvements equipment vehicles Total
-E % gty + { tw
RMB’000 RMB’000 RMB'000 RMB’000
16D $i 16DS$i 16D $i 16D S
Cost: A
At 1 January 2015, A= ,BO6MB B°
31 December 2015, =,BOME= GEB®
1 January 2016 and =,BBMB B°#
31 December 2016 =,BBME= QEB® 5,672 18,926 645 25,243
Accumulated depreciation FEWTE:
At 1 January 2015 A=, B6MB B° 5,637 13,213 383 19,233
Charge for the year "M Icli#|E 1 1,138 58 1,207
At 31 December 2015 A=,B6ME= GEB"
and 1 January 2016 # =,BBMB B° 5,648 14,351 441 20,440
Charge for the year "M Icli#|E 7 966 59 1,032
At 31 December 2016 A=,BBME= QGEB® 5,655 15,317 500 21,472
Net book value: P FORMEL:
At 31 December 2016 A= ,BBME= GEB"° 17 3,609 145 3,771
At 31 December 2015 A= BOME= QGEB"® 24 4,575 204 4,803
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12. NEW DRUG TECHNOLOGIES

Cost:

At 1 January 2015, 31 December 2015,
1 January 2016 and 31 December 2016

Accumulated amortisation and impairment
At 1 January 2015, 31 December 2015,
1 January 2016 and 31 December 2016

Net book value:

At 31 December 2016
At 31 December 2015

13.

AR

TEORAH :

The new drug technologies included above haveefinit
useful lives over which the assets are amortisg&tie
amortisation period for development costs incumedhe
Group’s new drug technologies is five years.

No amortisation charges are included in adminis&at
expenses in the consolidated statement of profioss
during the year (2015: Nil).

INVESTMENTS IN SUBSIDIARIES

The following list contains only the particulars of
subsidiaries which principally affected the resudtssets
or liabilities of the Group. The class of sharetdhis
ordinary unless otherwise stated.

A=,B6MB B~°
=,BBMB B°#=,BBME= JEB"°

Freao R
A=,B6MB B°®
=,BBMB B°#=,BBME=

2016 E#E
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For the year ended 31 December 2016

12, BreE
Total
w0y
RMB’000
'6D '000
BOME= GEB®°
16,681
BOME= GEB®°
GEB-® 16,681

A= BBME= QEB® B
A= BOME= QEB® B

VT =" 1?7 pKP"MU 'c¢ U
H(clib e 1?21 #@é1' -l
Ut*oMb

:,BBM#:,BﬁM'CS))p!C!i+"XWﬁE"1
tHmvVw 8A"+"x)(b

13. [t JB/A%E]

IVX U e 1> BEfD 6 Uy i”
"MEQp-"z ) (*6Y"b
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(SPVQyTHeld by
FGGFDUJ\We
JO U F S F Tdmpany

NOTES TO THE FINANCIAL STATEMENTS

Proportion of ownership interest

JFME CZ B Principal
TVCTJEJBSZ Activities

z P5E «
B £ %

Place of Particulars of
incorporation issued and paid
Name of subsidiary and business up capital
Z BO% 1 &eF° Aga"
" E A [&4Y5
Venturepharm #SJUJTI 7JSHJO *(IyMBOET
Laboratories (BVI) b#7*y

7
Limited (“VP(BVI)") cerxAs pHTY

*OWFTUNFOU IPMEJOH
& ... *

Venovo Pharma 47 64 *OWFTUNFOU IPMEJOH
" ” *
US Inc (“VP(US)") #7 v & .. *
*
VPSCRO Grou *OBDUJWF
p #7% 64 AB.
Inc. (“VPSCRO") #T* s
Ya
3FTFBSDI BOE EFWFMPQNFOU PG ESVHT OBUVS
ESVHT UFDIOPMPHJDBM USBOTGFS PG BOE TFS
EFWFMPQNFOU PG CJPESVHT OBUVSBM ESVHT
IBSNBDPEZOBNJD BOE DMJOJDBM SFTFBSDI PG
D E?TI 1" #FJIJKJOH UIF 13, N
" SIuK @ o Gi#@e Oa?—" O#1™ O ui#@e3p
O6-N % "Oar—" O#TT -1 B0 " O
ui#,5ut
3FTFBSDI BOE EFWFMPQNFOU PG ESVHT OBUVSY
ESVHT UFDIOPMPHJDBM USBOTGFS PG BOE TF{
Rtay #FJKJOH UIF 136$4 EFWFMPQNFOU PG CJPESVHT OBUVSBM ESVHT
. QIBSNBDPEZOBNJD BOE DMJOJDBM SFTFBSDI PG|
4~6% B O-N % ) . .
ui#@é" Oa?-" O#11™" O Ui#Dé3p
"Qa?-" O#TM -2 g#sl0 " Oy
ui#,5uf
3FTFBSDI BOE EFWFMPQNFOU PG ESVHT OBUVS
ESVHT UFDIOPMPHJDBM USBOTGFS PG BOE TFS
RNi1ay #FJKJOH UIF 136$ EFWFMPQNFOU PG CJPESVHT OBUVSBM ESVHT
Y 4 QIBSNBDPEZOBNJD BOE DMJOJDBM SFTFBSDI PG
q-~% B O-N % ) ) )
ui#@é" Oa?-" O#11" O Ui#@é3p
"Qa?-" O#TM -2 g#sI0 " O
ut#,5ut
3FTFBSDI BOE EFWFMPQNFOU PG OFX ESVH
NBUFSJBMT TVQQMFNFOUBSZ NBUFSJBMT BOE
N sT: q- #FJKJOH UIF 136$4 USBOTGFS BOE TFSWJDFT
~6'&% B 6-N % UTHPE"8BUAB a Udc ™MU#@
Fu #3p" O /1?" g#>0
3FTFBSDI BOE EFWFMPQNFOU PG ESVHT OBUVS
ESVHT UFDIOPMPHJDBM USBOTGFS PG BOE TF§Y
0y 5BI[IPV UIF 13§ EFWFMPQNFOU PG CJPESVHT OBUVSBM ESVHT
a R # QIBSNBDPEZOBNJD BOE DMJOJDBM SFTFBSDI PG
~% B O« f ZE . . \
ui#@é" Oa?-" O#1t1™" O Ui#dé3p
"Oa?-" O#t -2 g#sI0 " O
ui#,50t
3FTFBSDlI BOE EFWFMPQNFOU PG ESVHT OBUVS
ESVHT UFDIOPMPHJDBM USBOTGFS PG BOE TFS
i ve )BJOBO UIF 13§ EFWFMPQNFOU PG CJPESVHT OBUVSBM ESVHT
Q S 64 QIBSNBDPEZOBNJD BOE DMJOJDBM SFTFBSDI PG
4B 0-Qi A ) . )
ui#@é" Oa?-" O#11" O ui#@dé3p
"Qa?-" O#t -2 g#sl0 " O
ui#,5af
. . .BOVGBDUVSJOH BOE TBMFT PG BDUJWF QIBS
BLOKCL Y )BO[IPOH UIF 188 QSPEVDUT
oXE7Xe Y .
qb1% B 0+%0 4 i e" &84% E u Fk> p
3FTFBSDI BOE EFWFMPQNFOU PG ESVHT OBUVS
ESVHT UFDIOPMPHJDBM USBOTGFS PG BOE TFS
41 "3 9J[BOH UIF 138%.# EFWFMPQNFOU PG CJPESVHT OBUVSBM ESVHT
i " QIBSNBDPEZOBNJD BOE DMJOJDBM SFTFBSDI PG
~?7% B O.4( z D

CHINA HEALTH GROUP INC.
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The following table lists out the information relatingAo
TA~lt"" AyuK 3 ,the only subsidiary of
the Group which has a material nhon-controlling interest
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/V'X "M€.B"-uxvde"6m wde"d
mx -'""€ 1> SATA~kt"" AypkK
sp,-" b/Oi -YI©" A1-T ©...

(NCI). The summarized financial information presented 3xNli--Aab
below represents the amounts before any inter-company
eliminations.
2016
ET d ET n
RB\MB’N 000 3.#n
Zz Da z Da
NCI percentage de"6méasl 49%
Current assets @i"> 10
Non-current assets d@i"> 5
Current liabilities @i (19)
Net liabilities 9k "l O]
Carrying amount of NCI de"6m-"xé’ -
Revenue | 2
Profit/(loss) for the year 'M na&e el 2
Total comprehensive income/(loss) télm el @& 2
Profit/(loss) allocated to NCI s¥Ade"6m-neae e[ -
Cash flows used in operating activities A" 1TalAA@ -
14. WORK-IN-PROGRESS 14. TEER
Ef d ET dA
3.#n 3.#n
z Da z Da

Cost (N
Less: Provisions for impairments

9t > 09t " T>

The movements in the provisions for impairments of
work-in-progress are as follows:

>OT>-11A/

$POUSBDU/FPE DPOUSBDUFEBPUBM

3.#y 3.#y 3.#y
A 2° K_
ZE& JEA JEA

At 1 January 2015 A=,B6MB B°

Provision for impairment for 2015 'M 91t " T >

At 31 December 2015, A= BO6ME= QEB®
1 January 2016 and ,BBMB B°#=
31 December 2016 ,BBME= GEB®°
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The impairments for contracted work-in-progresseveere XE'L¥ >OTot ' T>"®@A©TLT'N ™t'LA
to the total contract cost exceeding the totalrecht/alues a 7TAEL > OT9f ' T>"®A'"ET 8»pEe
while the impairments for non-contracted work-iogness t1¥ b @ é>OE"D

were due to the suspension of non-contracted
Pharmaceutical Development Service (PDS) projects.

53"%& "/% #*--4 3&$&*T"#-&

2016
TN EY f
1B\VB’n 000 3.#n
NEW&ET 7 D&
Trade receivables "7 { 551
Bills receivable "#IDI1 -
551
B Ageing analysis B"x0s
The Group grants credit periods normally rangiogfil5 "ME {NZ2°4 -«TUBT* °A °
days to 30 days to its customers (2015: ranging fi& =,B6M °A ° bA=,BOME= @
days to 30 days). The bills receivable as at 3leieer EB°-"#I1DI*, ">6) "DcA=,
2015 were non-interest bearing bank acceptancedniti BOME= @EB°&B )(zub'"€A
are aged within 6 months. The Group seeks to aiaint iU#I"x{'84 064a,ec®5@gcuU
strict control over its outstanding receivables anerdue CUAbU-4{»>,3b
balances are reviewed regularly by management.
As of the end of the reporting period, the agemeaysis of A&|8° "#I'X{##ID1 X “A"#I'x
trade receivables, based on the invoice dates endfn {# O"#I1{)( ¢éD°u#h"wR"xXT>
allowances for doubtful debts, is as follows: "x0s A/
2016
TERNGE ET dA
B\(#'n 000 3.#n
NEBETT 7 D&
EBZT A 518
EBZT A 33
551
(b) Impairment of trade receivables (b) "#I"x {##1D1-9t~
Impairment losses in respect of trade receivabtes a "d'ME€e i A{IE-V?2VYRAT Z'%
recorded using an allowance account unless thepdsou WX {#HIDI1-9T [P T>xxNUb
satisfied that recovery of the amounts are renmotghich IVIT-V?2YA~ u,0ot e[ oA#I
case the impairment losses are written off agaiase x{##IDITNI -y J J b

receivables directly (see note 2(i)(i)).

A= BBME= @OEB°#=,BOME=
At 31 December 2016 and 2015, no balances in dlde tr DEB#I'x {##1D18» U9t "¥31b
receivables of the Group were individually detesdirto
be impaired.

CHINA HEALTH GROUP INC.
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DTrade receivables that are not impaired
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D'c!¥9t " "#I'x {#'#1D1

2016
TBNE EY A
13\B’n 000 3.#n
NEWHTT Z Da
Neither past due nor impaired ¥ Cug¥ot” 551
Receivables that were neither past due nor impegtate ¥ CUg¥ot -#I{; O0&z2p,
to a wide range of customers for whom there were no ©z2"'"€t-+"{NU zb
recent histories of default.
16. TRADE DEPOSITS PAID 16. TR SEFARE
Trade deposits paid represented guarantee depasits "A+"I©OAAMA+Z2u, gd,50T#&
to customers in connection with service agreements Pwisot]¥ "Ab
signed for the provision of post marketing reseanati
academic promotion services.
17. PREPAYMENTS AND OTHER RECEIVABLES 17. ?ﬂﬁﬂ&%@]ﬁ%ﬁ
IPUFT Ef A Ef A
3.#n 3.#n
7 D& z Da
Prepayments "Ax{
Deposits " A
Other receivables 3"#1{ B
Amounts due from directors iYao C
At 31 December "Ax{# O"#I{
(a)impairment of other receivables (@ 8"#I{wR"'XT>
Impairment losses in respect of other receivables a "d'"E€e i A{IE-V?2YA" Z'c
recorded using an allowance account unless thepdsou O#I{wR"XT>-9t &l[P"T>"xxNU
satisfied that recovery of the amounts are remiote, biVIi-V2YA" u,9t el[°aA#
which case the impairment losses are written offiresj 'x {##IDITNIT -y J J b
trade receivables directly (see note 2(i)(i)).
At 31 December 2016 and 2015, no balance in ther oth A= BBME= @EB°#=,BOME=
receivables of the Group were individually deterqito DEB° o0"#1{8»u9t ¥31b
be impaired.
(b)Amounts due from directors (b)ivyao
The amounts due from directors, disclosed purst@ant 61POu 3luév» Elu-iYao¥

section 383(1)(d) to the Hong Kong Companies
Ordinance, are as follows:

1A/
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Maximum amount
outstanding
during the year

+MKUp4
"U %FDFNCF'Y %FDFNCRAS +BOVBSZ
M ET R u ET A MWETA
Name a $»afA a $»afA 1$7A ET A fi
Y 3.#n 3.#n 3.#n 3.#n 3.#n
7 Da 7 Da ? Da 7 Da 7 Da

Dr. Maria Xue Mei Song
AOY,

Mr Michael Su

IS

The amounts due from directors are non-trade cklate

iYaol>l¥.da¢c #lUA1pvU-vUD
unsecured, interest-free and repayable on demand.

18. CASH AND CASH EQUIVALENTS

(a) Cash and cash equivalents comprises: B IAA#AA©IE" ©
2016
BN EY A
18\B’n 000 3.#n
NEWFTT 7 D&
Cash at bank and on hand "spi#ailAA 1,753

Cash at bank and on hand of the Group comprise bank balances!€ ¥" > u"8 #1A A®" > u"8"%1b" > u"8[g

that are interest-bearing at prevailing market rates. seqw b
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(b)Reconciliation of profit/(loss) before taxatitincash "@o-nee e[ " A™IoTalAA-U"X
generate from operations:
2016
TESONAE Ef i
B\E’n 000 3.#n
NEWB%ETT z D&

Profit/(loss) before taxation "@g-ne e 2,085
Adjustments for: A e

Depreciation |E 1,032
Interest expenses ® | 800
Interest income e | A ©)
Impairment losses on work-in-progress > 09t e[ =
Loss on revaluation of derivative financial liathds 3Au"Ix & -
Share-based payment expenses ["z* "-x{ 1,424
Exchange losses on derivative financial liabilities 3Ap ")3deq -
Reversal of impairment losses on other receivables O"#I{9t " Ti -
Operating cash flows before changes in workingtebpi ™™ S Ali--A"™1©7TalAA 5,332
Decreasel/(increase) in work-in-progress > 09t 9F 587
Decreasel/(increase) in trade and bills receivable "#I'x{9t 9F 2,817
Increase in trade deposits paid "A+"IOAA9F (3,100)
Increase in prepayments and other receivables 8"#1{9F (252)
Increase in other payables and accruals "HaX{# O"HE{9F 761
Decrease in receipts in advance "Al{9t (12,901)
Cash (used in)/generated from operations A™i© 17 TalAA (6,756)

19. TRADE PAYABLES, OTHER PAYABLES AND
ACCRUED CHARGES

19. FE4Enela ot E(H B R B A

B ET

[PUFT 3.#n 3.#n
NRW&TT 7 D&
Trade payables "#+"x { D 108
Other payables O'# £ { 3,728
Accrued expenses "Hw" 3,455
Amounts due to related parties "+, Z B 2,987
Litigation claims payable "#+EPpITIP v C 13,033
23,311

(@) Amounts due to related parties are unsecured,nerest B#+, ZI>¥-8ac¢ #3» pu%¢vUlu{
bearing and without fixed repayment terms. -{b

(b) Several subsidiaries of the Company are defendants
various lawsuits and claims arising out of the rarm

C'"E)(¥SE 1> 3y"IOA"71$4b
"#+EpITIP V*GIEY '8 ¥#+84E

course of the Group’s business. The amount refisstben p!TIP"vb
outstanding claims payable to plaintiffs accordinghe
respective court judgments.

D Ageing analysis D'x0s

As of the end of the reporting period, the ageing
analysis of trade payables, based on the invoiesda
is as follows:

A&|8° "# I"X{#"#IDi X “A'#|
" {# 8H#ID( ¢ éD°U#h"WR"X
T>-"x0s A/
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2016
BN ET f
BN 000 3.#n
[ E Z Da
EBZT A 108
108
All of the other payables are expected to be sette Tu 8"#+{lIEw BM)($=+p* ¢1lpv
recognised as income within one year or are ref@yab Ub
demand.
20. RECEIPTS IN ADVANCE 20. TEMER
2016
BN ET A
BME’n 000 3.#n
NEWEFTT z Da
Receipts in advance TR 4,855
At 1 January AB B° 24,215
Cash receipts for the year "MI{ 552
Reclassification to amounts due to related parties — Note 21 M /E"x A, Z1{ .y (6,459)
Revenue recognised for the year 'M+pl A (13,453)
At 31 December AE= QGEB"® 4,855
Included in the receipts in advance is an amouR\B300,000 A&|8° "AlI{T “16D i =,B0
(2015: RMB6,145,000) representing suspended gmojehich M 16D [ ¥X"ZT¥E™AI{b A
are pending mutual agreement between the Group thad "Al{¥ @ ZENE'"E", Z2'D &8 ¢b

customers on final settlement in respect of thesiépreceived.
21. LOANS FROM RELATED COMPANIES 21 BT R

The loans from related companies are unsecuredjntenest , Z1{>¥.dac¢ a3 "A'"E°E™S
bearing and specifically provided to finance thdydaperations ' #A=,BOMB QGE°VUb®A, Zt

of the Group. The loans are repayable on 30 J@18 dut {,80A1pvUl-vU-lu{ yN , Zt
contain repayment on demand clauses and, therefoe, {3 @Il "lb

classified as current liabilities. The loans ao¢ expected to be
settled within one year.

22. CONVERTIBLE NOTES AND DERIVATIVE 22 TNV S QTR Bl & 18
FINANCIAL LIABILITIES

On 24 December 2014, the Company issued unlistedecible A= BIME= =E!° ' 3é>'A4

notes with a face value of US$1,000,000 and a iigatlate of 24 Ai-d gVv3d™ Sbvad"l S;*1¥
December 2016. The notes were unsecured and béaterest. -dac¢ #MU*%Mbau!Va'bAzul-
The noteholder had the right to convert the natés ordinary --3deA" Oizv3d™S)3d;*'
shares at any time up to maturity at a conversime pf HK$0.10 30Y"b' 3V?2\ Az0-©..-FvU"

each, subject to anti-dilutive adjustments, or eedéhem at 100% A'8ab

of the nominal value of the convertible notes upwturity. The
Company could, at any time prior to the maturitjedaepay the
outstanding principal of the notes.

CHINA HEALTH GROUP INC.
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The convertible notes contained two componentseharie host V3d"™S c% tz o6t "Its,B &t
liability component and a compound derivative congm 3ts ¢"3dud,=iudbV"3dIS®Aiw
consisting of the conversion option and the redemjtption. The o N 3¥'8§2eDbV™3dST¥"3d,!=
convertible notes are denominated in USD, whiettisrrency other fudc,"N” 2%c¢!B ¥06my 03d]|%c¢!B
than the Company’'s functional currency. The casivar and ¥[Aiw YAAbM"'#¥" 06ts~20»
redemption options in the convertible notes did calt for an >w ¥B 3Ap "l 8otN©@tsraMM
exchange at a fixed number of the Company’s ownityequ J¥bolt ", 3ts¥ o A VvU3dIS
instruments for a fixed amount of cash, denomindtedSD. ¥é>+?8 ¢c¥b Sw -3 "©ts"lcl
Accordingly, the options were accounted for seprabs a ZT»>w 3ts” < w o
derivative liability, which is not closely related the host debt fwZA[mb

component. The fair values of the debt componewt the
derivative component were determined at the datessfe.
Subsequent to initial recognition, the debt compbnas carried at
amortised cost while the derivative component weasured at fair
value, with changes in fair value being recognisgmofit or loss.

The effective interest rate of the liability compan on initial "ItzA S+pl--/lyMeeqg* bb
recognition is 12.822% per annum.

The convertible notes were converted to 77,500000@ary shares V3d"ISXA'M [)3deA" O ) 3d
at HK$0.10 each during the year ended 31 Decentli. 2 "' 3¥0Y"b
JEY
Movement in the convertible notes v3ad™ S
— liability component: "I
At 1 January 2015 A=,B6MB B°
Interest charged e 7
Exchange realignment NgAE R

At 31 December 2015 and 1 January 2016A=,B6ME= GEB°#=,BBMB B°

Interest charged e "
Conversion during the year )y3dVv3d" Dl
At 31 December 2016 A= BBME= QEB"°
Movement in the convertible notes v3ad™I S
— derivative component: 3Ap
At 1 January 2015 A=,Bd6MB B°
Fair value changes Ul
Exchange realignment NgAE®

At 31 December 2015 and 1 January 2016A=,BOME= GEB°#=,BBMB B°
Conversion during the year )3dV3d" Dl

At 31 December 2016 A=,BBME= JEB"°

The fair value of the derivative component of thevertible notes as A": ,BOM F = OEB °"V3d "S 3 }"A is-
at 31 December 2015 was calculated using the Biradrhiattice U'.P"=IE Tw@ "A T-01BIA/
model with the major input used in the model ds¥al

Stock price HK$0.249 e O D$0.249
Expected volatility 127.66% "AUo-— 127.66%
Risk-free rate US:0.644% ¥ 1. q US:0.644%

TEEREEARLRA




2016EERE
ANNUAL REPORT

HE_E—AE+"A=+—HILEE
For the year ended 31 December 2016

Any changes in the major input into the model wdadge
resulted in changes in the fair value of the dérkea
component. The change in the fair value of thevdévie
component during the year ended 31 December 2015
resulted in a fair value loss of RMB 2,731,000 whicas
included in the “Loss on revaluation of derivatfirencial

NOTES TO THE FINANCIAL STATEMENTS

"A T-61BI1-©..11 z1A 3y
is- U utlib 3y is- U’
A©A=,BOME= GEB° M )(-II
TAIA U elloD i IBaxXw
FEOA=,B6ME= @GEB° M -"t1]
m# dtélmV)(w 3Auy - Ul

instruments” in the consolidated statement of pmfloss ixIE/b
and other comprehensive income for the year ended 3
December 2015.
23. BANK BORROWINGS 23, BHITESR
ET i ET i
3.#n 3.#n
z D& z Da

#BOL MPBO an|

The loan as at 31 December 2016 was unsecuregesnte
bearing at the Loan Prime Rate of Beijing Bank #ds
points and was guaranteed by a director of the @omp
Dr. Song Xue Mei, Maria. The interest rate dutimgyear
was 5.22% per annum. The loan is repayable on 2
December 2017 but may be renewed upon maturity.

The bank loan as at 31 December 2015 was unsecured,
interest bearing at a variable rate based on topl&s
Bank of China rate and was guaranteed by a direttoe
Company, Dr. Song Xue Mei, Maria. The interest dateng

the year was ranged from 5.22% to 7.2% per anniline.

loan was repaid on 24 November 2016.

24. INCOME TAXES PAYABLE

(@) Current taxation in the consolidated stateroént
financial position represents:

A=,BBME= @EB°¥ > "{.I¥.4

#[' 3 IBEiY AO%oVT !© b

© KUa *!16D fbl¥-a" >

{[eiM&q¢ @">Meq ¢ AOw

bA=,BBME= @EB°,M ¥Meq;*
Pb"> {lUA=,BpME= =°vU

'cVAZU°IR" b

A= ,BOME= @EB°¥ > "{.I¥.4
#[' 3 IBEiY AO%oVT !© b

© KU4&a *16D ibl¥.a"»>"
{[eiMaqe¢!d" >Meqw bA=,B
OME= GEB°,M ¥Ma&q?* DA
Pb" > {IUA=,BBMEB =E!°vU
'cVAZU°IR"b

24. "# +IA U@o!E

(@" 1 VY© 8D V'#+IAU@oEA/

2016

"B ET A

18\B’n 000 3.#n

NEWETT ? D&
1SPWJTJPO GPS 13% &OUFQ@SOTM 2ODPNE"SRY@0T> -
13%$ &OUFSQSJTF *ODPNF 5B96QBIRA 2 - =L"]i @9 -

#BMBODF PG 13$%$ FOUFSQSJTF *ODPNF

5BY SFMBUJOH UP QSJPS¥FB® Mz - =L"1]i @oT> 24
24
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(b) Deferred tax assets not recognised

In accordance with the accounting policy set outadte
2(q), the Group has not recognised deferred teetsass
respect of cumulative tax losses and deferred ircoim
RMB22,942,000 (2015: RMB20,887,000) and RMB1,21@,00
(2015: RMB6,054,000), respectively, as it is nauasd
future taxable profits against which the losses lban
utilised will be available in the relevant tax gdiction and

2016 EHRE
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BHE-E—R"E+-H=1+—HIEE
For the year ended 31 December 2016

(b) A+p-%U@gE">

01,y 2(qMX-\wY! "MECc¥+ppu
A@oloel[#'Al{s)!6D 22,942,000 (=
,BO6M '6D 20,887,000 ) #!6D 1,214,000
i (=,B6M !6D 6,054,000 ) -¥%U@gE"
> 38y Ap,@@E3EBBI#/t,vV?

> 3A0#U@oneael[ iV -p,e[#

d"Z-u>Ab A+ p@glOel[zVs)1el> 3

entity. The tax losses do not expire under curtaxt -M y"K 6Mb

legislation. The tax losses will expire withindiyears

from the end of the respective reporting period.

25. SHARE CAPITAL
(a) Issued share capital (@ Xeé>"'

EY A EYf A ET n EY i
IVNCFS PG 3.#n IVNCFS PG.#n
TIBSFTn z Da TIBSFTn Zz Da
"IBn "IBn

0SEJOBSZ TIBSFT JTTVAE B0E GVMMZ QBJE

"U +BOVBSZ hi&Y
*TTVF PG TIBSFT VQPO PPOMFSTIPO PG
DPOWFSUJCMF OPUFT )@d: 3d&Y |

"U %FDFNCFS H$»arA

(b) Conversion of convertible notes

The convertible notes as referred to in note 22ab@re
converted to 77,500,000 ordinary shares at HK$€ath
during the year ended 31 December 2016.

(b)) 3dV3d "D

Ay JEGUV3d™ISXA'M 3d-A"
0.1007)3d 77,500,000 *¥6Y"b
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(c) Nature and purpose of reserves
(i) Statutory reserve and statutory enterprise expafisio

Pursuant to the PRC regulations and the Company’s
Articles of Association and board resolutions @ th
Company, the Company is required to transfer 10% of
its net profit, as determined under PRC accounting
regulations, to a statutory reserve until the fund
aggregates 50% of the Company’s registered capital.
The transfers to this reserve must be made before
distribution of dividends to shareholders. Théustay
reserve shall only be used to make good previaars ye
losses, to expand the Company production operations
or to increase the capital of the Company. Uppnayal

by a resolution at a shareholder’'s general mestieg,
Company may transform its statutory reserve into
share capital and issue bonus shares to existing
shareholders in proportion to their original shatéings

or to increase the nominal value of each share
currently held by them, provided that the balanice o
the reserve fund after such issue is not lessbnof

the registered capital. Moreover, the subsidiafes
the Company established in the PRC are required to
transfer 5% or 10% of their profit after taxatias,
determined under the PRC accounting regulations, to
the enterprise expansion fund.

(i) Special reserve

The special reserve represents the differencegbrtw
the nominal value of the shares of VP (BVI) (a mad
company of the other members of the Group prior to
the Group Reorganisation) and the nominal value of
the Company’s shares issued pursuant to the Group
Reorganisation.

(iii)y Capital reserve

The capital reserve represents the additional
contributions made by the shareholders of the
Company and the additional contributions made by th
minority shareholder of the subsidiary of the Conypa
prior to the listing of the Company’s shares on The
Growth Enterprise Market of The Stock Exchange of
Hong Kong Limited. It also included the premium of
the issued share capital of the Company.

(iv) Contributed surplus
The contributed surplus represents the difference
between the net assets of the subsidiaries and the

nominal amount of the Company’s shares issued in
exchange thereof pursuant to the Group Reorgamisati

CHINA HEALTH GROUP INC.
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NOTES TO THE FINANCIAL STATEMENTS

The Company’s reserves available for distributiorit$
shareholders comprise the capital reserve andilcoted

surplus. In accordance with the Company’s Articés

Association, dividends shall be payable out of isadr

2016 EHE
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For the year ended 31 December 2016

"3V sS{"l-“> “"znea"'"
>al/®ne#Awnaebdl' 3¥%'%ch "#
+-"101" 3nae 8“>IT [
zne'x )bN*“ 0i@Ee-- 3E (=,,=

other reserves, including the share premium accoftitite
Company. Under the Companies Law (2002 Revisibn) o
the Cayman Islands, the Company must be able titpay
debts as they fall due in the ordinary course dfir@ss
immediately following the distribution of any divadds.

MOEfR) " 30 -adé" -8 7!
t°E"10120-1"b

26. OPERATING LEASES 26. ?/£{

A= ,BBME= @EB®° &61,Vv3"-A"
2/ CA#E-K®?/x{°aA/

At the end of the reporting period, the total fetur
minimum lease payments under non-cancellable apgrat
leases are payable as follows:

ET d EY A
3.#n 3.#n
7 D& 7z D&
8JUIJO POF ZFBS 17 )

Operating lease payments represent rentals palyqithe "MER /£ {OTA"?2/27¥p" h #

Group in respect of machinery and land and buikling >7>3b ©?/ ,*UBM 'cOPOA/ w

The leases typically run for an initial period afeoyear, aabiBu /-Tpu{(Vxe ¢ch'"€¥

with an option to renew when all terms are reneged. A"?2/c, ¢ —=?Ab

Lease payments are usually increased every yeefléot

market rentals. None of the leases includes antjrgent

rentals.

27. RETIREMENT BENEFIT SCHEMES 27. &'G|"zee

Pursuant to the relevant labour rules and regulgiio the 01T=¥M, y2'c#E2 '"€AI=¥,

PRC, the Group’s subsidiaries in the PRC partieipat I> 37" M,1Z+ «0¥ ¢ {|"wWN

defined contribution retirement schemes (the “Sasin wwNx IN T= 1> 3sAM)(IU¢ -1

organised by the relevant local authorities whertsy &'G"A¥ 0.3%A20% =,B6M 0.3%A20%

PRC subsidiaries are required to make contributiorise
Schemes at rates which range from 0.3% to 20% (2015
0.3% to 20%) of the eligible employees’ salariesmdythe
year. The relevant local government authorities ar
responsible for the entire pension obligations pky#o
retired employees.

_WNT {bM,1Z+ 5@©#*| &'G¥
tt]"Aa@b

28. EQUITY SETTLED SHARE-BASED TRANSACTIONS 28. ["zxx{ '-E"
The Company has a share option scheme which was
adopted on 20 June 2003 whereby the directors ef th
Company are authorized, at their discretion, toitéenv
employees of the Group, including directors of any
company in the Group, to take up options at preaeted
considerations to subscribe for shares of the Cagnpa

"3A=, @MB =E°3G‘BIE("6wWN
IN ' 2-iYdqgo f$é'"€-&'G
“ime J©... -iY v ("d[p

(" 26Y"b
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(a) The terms and conditions of the grants given are as follows:

NOTES TO THE FINANCIAL STATEMENTS

B A&|8°-A/ w#A>P ("d-lu{#uqA/

2016: =,BBM
Atl Granted  Exercised Lapsed At 31
Exercise January during during the  during December
Grant date price Note 2016 2016 year the year 2016
qo°u >Poe Y A= BB A'M A'M A'M A= BBM
MB B° q >P Jol E= OEB®
10 August 2006 HK$0.36
o /2%06 g (ii) 928,800 - - (928,800) -
10 May 2007 HK$0.625 .
10/5/22;07 O D62.56 (v) 1,950,100 ; ; ; 1,950,100
7 April 2009 HK$0.435
. 4%'009 5 g pps W) 4,330,800 - - (412,000) 3,918,800
38 /;72512015 %Kgggtg (i) 20,670,000 ; - (3,370,000) 17,300,000
27,879,700 - - (4,710,800) 23,168,900
=,Bo6M
Atl Granted Exercised Lapsed At 31
Exercise January during during the during the  December
Grant date price Note 2015 2015 year year 2015
qoé°u >Pe .Y A=,B6M A'M A'M A'M A= B6M
B B° q >P Joli E= GEB®
2 March 2005 HK$0.52 )
2/3/2005 OD 6 @ 706,400 - - (706,400) -
14 December 2005 HK$0.45 )
14/12/2005 oD 6 (i) 72,000 - - (72,000) -
18 /Q/;%‘ésg 2006 %Kgo.sg (ii) 1,018,800 ; - (90,000) 928,800
18 /gA/%Oz?om %Kgo.ezs(a (iv) 2,058,100 - - (108,000) 1,950,100
; 25’;'(')3809 %K§0'4356 W) 5,392,800 - - (1,062,000) 4,330,800
28 /g‘;zngéow %Kgo'd'g (i) - 20,670,000 ; - 20,670,000
9,248,100 20,670,000 - (2,038,400) 27,879,700

CHINA HEALTH GROUP INC.
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Notes: Bt
(i) These options were exercisable within the period () ©("0VA=,,0M@ =°A=,B0M
commencing from 2 March 2005 to 1 March 2015. The @ Beutp(' 3"zb ("6zA=,
options were valid and effective until 1 March 2015. B6MZ B°>rb

(i) These options were exercisable within the period (i) ©("6VA=, 6ME= E1°A=,B
commencing from 14 December 2005 to 13 December OME= E@°ufp(" 3"zb ("0
2015. The options were valid and effective until 13 7A=,BOME= E@°>rb
December 2015.

(i) These options were exercisable within the period (i) ©("0VA=,,BMO E° A=,BBM
commencing from 10 August 2006 to 9 August 2016. O 6°utp(' 3"zb ("6zA=,

The options were valid and effective until 9 August 2016. BBMO 6°>rb
(iv) These options are exercisable within the period (v) ©("6VA=,,pM6 E°A=,BpM
commencing from 10 May 2007 to 9 May 2017. The 0 6°Ufp( 3"zb ("6zA=,
options are valid and effective until 9 May 2017. BpM6 6°>rb
(v) These options are exercisable within the period (v) ©("6VA=,,6M! p°A=,Bo6M
commencing from 7 April 2009 to 6 April 2019. The 1t Beutp( 3"zb ("0zA=,
options are valid and effective until 6 April 2019. BoOM! B°>rb
(vi) These options are exercisable in three trench with the (viy ©("6Vs@u>P '=,BBMB OE
maximum percentage of options exercisable with the °A=,BpMB =E6°a=,BpMB @
periods commencing from 30 June 2016 to 29 June 2017, E°A=,BOMB =E6°#=,BOMB
30 June 2017 to 29 June 2018 and on 30 June 2018 being @E°[& s)[ a # -VA>P(
40%, 70% and 100%, respectively. The options are valid "04sl Kp(' 3"zb ("6zA=
and effective until June 2026. ,=BMB =E06°>rb
(b)The number and weighted average exercise wictgre (by("6-B"#FoU(>P-A/
options are as follows:
2016 2015
=,BBM =,B6M
Weighted Number Weighted Number
average exercise of options average exercise of options
price HK$ (‘000) price HK$ (‘000)
FoU( ("6-B" FoU( ("6-B"
>P«OD m $" >P«OD m $"

OVUTUBOEJOH BU UIF CFHJOOJOH PG UIF ZFBS

AB B° A>P

-BQTFE EVSJOH UIF ZFBS
A'M JOIi

(SBOUFE EVSJOH UIF ZFBS
A'M q

OVUTUBOEJOH BU UIF FOE PG UIF ZFBS
AE= OEB° A>P

&YFSDJTBCMF BU UIF FOE PG UIF ZFBS
AE= GOGEB°VI>P
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The options outstanding at 31 December 2016 had a  A&|8° ("6-FoU(:"8 t"LMu;* M
weighted average remaining contractual life of 1.53 years =,B6M M b
(2015: 4.35 years).

(c) Fair value of share options and assumptions D("6- “#L!
The fair value of services received in return for share ""€[q ("60drm->lO- 7 .ZI
options granted is measured by reference to the fairvalue  Xq ("6- “w bXqg ("6- w
of share options granted. The estimate of thevddure of the [=IETA", Tw b("6-1tLMU"T
share options granted is measured based on a Binomial T-BIEL,AZBbu,4*>P-"AuXwAE
Lattice model. The contractual lives of the share options =IETA", T-)(b

are used as an input and expectations of early exercise are
incorporated into the Binomial Lattice model.

2015 =.BoM
Fair value at measurement date HK$0.209 - HK$0.2881 Aw °u- ~ oD 6 OD 6
Share price HK$0.43  "» OD &6
Exercise price HK$0.45 >Po OD &6
Expected volatility (expressed as 89.29% "Auo-—

weighted average volatility used
in the modeling under Binomial
Lattice model)
Option life (expressed as weighted 10years "Au("6-pru M
average life used in the modeling
under Binomial Lattice model)
Expected dividends 0% "Au"
Risk-free interest rate (based on 1.788% ¥ l,eaeq
Exchange Fund Notes)

The expected volatility is based on the historic volatility "Alo-¢ No-Dc¢'coly @" tAA
(calculated based on the weighted average remaining 00—-O©..."AUIAI[E£eb'Al" ¢ N"
lives of the share options) and adjusted for any expected D¢hi3G "6-L AL -1IVU -
changes to historical dividends. Changes in the subjective ~ w> 3 xvsIEb

input assumption could materially affect the fair value

estimates.

Share options were granted under service conditions ("6761>©uq7q bNIElug w io
which have not been taken into account in the grantdate  >l©- ~ Aq °0 !-, IR- bq

fair value measurement of the services received. There  ("6'cl¥,ugslugb

were no market conditions associated with the share

option grants.

CHINA HEALTH GROUP INC.
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NOTES TO THE FINANCIAL STATEMENTS

29 MATERIAL RELATED PARTIES TRANSACTIONS 29. xv, [VE"
(a) Key management personnel remuneration B ,—50!'G- A
Remuneration for key management personnel of the e, —5@"G- AfI>A_ 3iY!
Group wholly related to amounts paid to the Company’s +-{IEcA .y 8wl Al

directors, as disclosed in note 8, is as follows:

2016
TE-NEE ET A
I8\VIB’n 000 3.#n
NEBH T ? Da
41PSU UFSN FNQMPZFF CFOFGJUTI&"Gzee 1,508
$POUSJCVUJPOT UP EFGJOFE DPSBBaCVUJPO SFUJSFNFOUQMBO
4I1BSF CBTFE QBZNFOUT "'XvZee 714
2313
Total remuneration is included in “staff costs” (see note "™ AXwW/EW'GYi'x —,y C b
6(b)).
(b) Financing arrangements C YOt
2016
BN EY @
[3\IB’n 000 3.#n
NRW&TT Z Da
Loans from related companies , 24
lk+&8" Z2 pK 3 lc+&8" Z2 pK 3
~ISKEJ'" uK 3 ~ISKE"" pK 3
Other payables due to related companies: O'# +
Z2KEJ" uK 3 "HEZ2KE]"" pK 3
DIt £27"" 3p /N2 uK 3 "#x OITE?T" 3p/MN?pK 3
Dlt3p"" S/uK 3 "#x OlT3p"" S/uK 3
Zg9S3 SlduiypukK 3 "W+Z7g9S3 SlauiypukK 3
The loans from related companies are unsecuredintenast , Zt{I>¥.Fac a3 "A'"E°E"S!

bearing and were specifically provided to finante tdaily #A=,BOMB QGE°vUb®A, z1{, 8IU
operations of the Group. The loans are repayabB0aJune 2018 Al1pvUl-vU-lu{ yN , Z{3 @I

but contain repayment on demand clauses and, dherefre "lb

classified as current liabilities. The loans ao¢ expected to be

settled within one year.

The outstanding balances with these related compaviiich are  "#+, 31>¥-3dac¢ #8» u%cvUlu{-1{
included in “Other payables and accruals” (noteat8)unsecured, b"'#+, Z ¢ &"#+{##w=+")(b ,Vy
non-interest bearing and have no fixed repaymemiste
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(c) Receipts in advance D "Al{
EY A ET A
3.#n 3.#n
z Da z Da
1+fqGQTH% B k+&§" Z2 ukK 3
C 's qE% B ~ISKE'" uK 3

During the year ended 31 December 2015, the Group signe®@ A=,BOME= @EB° M '"€" -,
several pharmaceutical research and promotional contracts withz®+ " pui,wlt]clz¢A!6D

the above related parties and received deposits amounting to ib «t]A'M ™ bol",, Z¥Dg¢
RMB6,459,000. The contracts were terminated during the year , Z'"K[X+¢AT*4 '""€°E'ST-"Ab vy
and the receipts in advance brought forward from 2015 ofN =,BOMXIZ¥¢cA!6D i#'Mlz
RMB6,459,000 together with further deposit received of ¥¢A'!6D iEcez, Z*{b
RMB1,862,000 were reclassified to loans from related parties

since the related parties agreed to use the deposits paid to provide

funding to finance the daily operations of the Group.

The related companies are under the common control of Mr. Guo 3 TBEiY 8JMMJBN 9JB (VP53* «, 3
Xia, William, a director of the Company. ¥e""lb

(d) Other related parties transactions (d o, |VE~

(i) The Group had the following significant business transactionsJ '"€A'M ¥xv, 'VE"MA/
with a related company during the year ended 3kDéer 2016:

IBNF PG SFMBUFE QBSUZ/BUVSF PG USBOT/RPWEIPOT

LIV € ENY"
I tlc+&8" 0-} uK 3 5FTUJOH TFSWJDFT
lctlc+&8" 0-} pK 3 f7 + J

(i) The management of the Group is of the opinion that revenu@) 5@ g p;*'"€¥, |VEMU{*[DZD¢cD
from the services to the related company were made on normal ¥ b
commercial terms negotiated between the parties.

(ii) The unsecured bank loan to the Group of RMB1,500,000was JJ '"I€A'M ¥I¥.a" > " {.[' 3 IBE

guaranteed by a director, Dflaria Xue Mei Song, of the 1Y AO%pVT !© b © KU& *!6D
Company. The details of the guarantee are disclosed in note 23. i =,B6M 6D ib

CHINA HEALTH GROUP INC.
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30. CONTINGENT LIABILITIES IN RESPECT OF
LEGAL CLAIM

As of 31 December 2016, certain of the subsidiaries of the Group\&| 8 ° '"I€)(¥SE > 3y"IOA"1*$ &

are defendants in proceedings relating to its customers. Based@n' "€ 5@ gIRM,Epy" ,Ey‘8 % 1,
respective legal advice and court judgements, management is o u "l p;* ©Ep!TIP " v'#,\N |y

the opinion that the outcome of such proceedings will not beC ~ ¥'#+Ep!TIP v yNU'"I€¥Y!©O"8D8»
beyond the existing accruals made for such litigation claims agi x v /E b

disclosed in note 19(b). Accordingly, there will be no significant

impact to the financial status of the Group.

31.CAPITAL MANAGEMENT 31. BACEEE

The Group’s primary objectives when managing chgita to "ME 5@"'--nl1"L* p'"E€?0IR A"
safeguard the Group’s ability to continue as agaioncern, so ¥ ?2i P ?2zIR*"14 i8#* daemM,!
that it can continue to provide returns for shaldéis and V4 seemb'"€ 5@ '¥! {A'M!'(,lb
benefits for other stakeholders. The Group’s diesteategy

remains unchanged from prior years.

The Group actively and regularly reviews and masdigecapital '"'l€io#¢cuU" 'O '»><do#50 [|ZK
structure to ensure it is effective and optimiséarsholder prm#KU¥"i1i8b'"E€ do#5@>Hf|
returns, taking into consideration the future apiéquirements \IRAOQ¥"'3p#"AU¥"'@"#g" h\b

of the Group prevailing and projected capital exfieme and

projected investment opportunities.

In order to maintain or adjust the capital struettihe Groupmay * 0 Ace"'p' '"EV[Ee+!"1¥"a
consider the amount of dividends paid to sharehs|dke return Tt ése” "> [9T® Mlb

of capital to shareholders, the issue of new sharsslling assets

to reduce debt.

The Group assesses the total equity/deficiencyepted on the '"I€¥".'5@Zv "XA"1YI©"8DV¥6m™ab
face of the consolidated statement of financialtjpwsfor capital
management purposes.

32. FINANCIAL RISK MANAGEMENT AND FAIR YO 1, 5@ #Apy -
VALUES OF FINANCIAL INSTRUMENTS

Exposure to credit, liquidity, interest rate andreocy risks arise  '"l€ BT"l©>fli «"a@ ("~ Aaaq#e
in the normal course of the Group’s business. Glauipisalso D lgb'"€géUy "+ gs ¥ol7> 3¥"
exposed to equity price risk arising from its ovetdd share price. « !¢ b

The Group’s exposure to these risks and the fimhnask  '"l€&8U -, l¢ #'"€13G"-YIO 1450 Y
management policies and practices used to manege tisks are  !":/&"X*A/b
described below.

(a) Credit risk B <" I
The Group’s credit risk is primarily attributable trade and "ME-eT 1, 0101 I'x{# O"#I{DC
other receivables and cash at bank. Managemerat tizslit A#CA© ["b5@g>p"Y! 7u, »
policy in place and the exposure to these credisriare "ol lRsz,eb

monitored on an ongoing basis.
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In respect of trade and other receivables, the GGiwas
policies in place to ensure credit is grantedust@mers
with appropriate credit histories and good repaoteti
through evaluations on customer past histories afing
payments when due and have the ability to pay,takel
into account information specific to the customasswell
as pertaining to the economic environment in whiaky
operate. Trade receivables are due within 30 d28/5( 30
days) from the date of billing. Normally, the @mpdoes
not obtain collateral from customers.

The Group’s concentration of credit risk on trade

receivables by geographical locations is mainlthen PRC
which accounted for 94.0% (2015: 97.7%) of thel tintale
receivables balance at 31 December 2016. The giisop
has a concentration of credit risk on its two latge
customers (2015: three largest customers) whictesept
94.0% (2015: 97.7%) of the total trade receivablgance
and of which the largest customer represents 73%45(2
72.9%) of the total trade receivables balancebBtr years,
the two largest customers (2015: three largesbmests),
which are engaged in medical related businesshs iARC,
have good repayment histories and credit qualitth wi
reference to the track records of these customedgru
internal assessment by the Group.

The credit risk on cash at bank is limited becathse
counterparties are authorised financial institugionith
sound credit ratings.

The maximum exposure to credit risk, without taking

account of any collateral held, is representedbycarrying
amount of each financial asset in the statemefihafcial
position after deducting any impairment allowances.

Further quantitative disclosures in respect of @reup’s

exposure to credit risk arising from trade and iothe

receivables are set out in notes 15 and 17.

(b) Liquidity risk

Individual operating entities within the Group are

responsible for their own cash management, inciuttie
short term investment of cash surpluses and tisengaof
loans to cover expected cash demands, subjecpto\a
by the parent company’s board when the borrowirgsex
certain predetermained levels of authority. Theupis
policy is to regularly monitor its liquidity req@ments and

compliance with lending covenants, to ensure that i

maintains sufficient reserves of cash and readdlisable
marketable securities and adequate committed lofes
funding from major financial institutions to meets i
liquidity requirements in the short and longer term

CHINA HEALTH GROUP INC.
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NOTES TO THE FINANCIAL STATEMENTS

The following tables detail the remaining contrattu
maturities at the end of the reporting period o th
Group’s non-derivative financial liabilittes and
derivative financial liabilities, which are based o
contractual undiscounted cash flows (includingriege

payments computed using contractual rates or, if
floating, based on rates current at the end of the

reporting period) and the earliest date the Grafilae

Company are required to pay:

2016 E#E
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/Vi ""EA&I8°-Au "l-"8/1"L

UK N.0IT'LAJAIAA@ “¢t
"Leeq Al>e (& 8°Y>-eqwd-
® [#'MeUvUp,{E-K*°uT

s

=,BBM

Within 1 year or

More than 1 year

Total contractual

on demand but less than 2 years undiscounted cash flow CaTying amount
RMB’000 RMB'000 RMB’000 RMB'000
BM)( ¢1p B M & E % M)( T'LAJAIAA@ "ow w e
10D S oD S$i 10D S
Non-derivative financial liabilities:
d 3Au"
Payables and accrued charges
B {H#HHWE" 23,311 23,311 23,311
Loaznls{from related parties 8.321 8.321 8.321
B "’)‘nk{ borrowings 1,570 1,570 1,500
33,202 33,202 33,132

=,B6M

Within 1 year or

More than 1 year

Total contractual

on demand but less than 2 years undiscounted cash flow Carrying amount
RMB’000 RMB’000 RMB’000 RMB'000
BM)( ¢1p B M & E % M)( TLAJAIAA@ "™w we
16DS$i oD S$i 10D
Non-derivative financial liabilities:
d 3Au"
Payables and accrued charges 22,550 22,550 22,550
O'HE{#H'Hw="
Convertible notes 6,520 6,520 5,779
v3d ™ S
Bank borrowings 1,570 1,570 1,500
"y
30,640 30,640 29,829
Derivative financial liabilities:
3Ap "
Derivative financial liabilities
embedded in convertible notes 4,447 4,447 4,447

vad™$S  3Ap
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(c) Interest rate risk

The Group'’s interest rate risk arises primarilynirdoank
deposits and bank borrowings. The bank deposits an
borrowings bear interest at variable rates and sxjbe
Group to cash flow interest rate risk and fair gahierest rate
risk, respectively. The Group’s interest rate if@ofs
monitored by management.

Sensitivity analysis

It is estimated that a general increase/decreaséCobasis
points in the interest rates of variable rate lwimgs and
bank savings prevailing at the reporting date, aittother
variables held constant, would decrease/increasgiibup’s
profit after tax and increase/decrease accumulatex by
approximately RMB71,000 for the year ended 31 Déggm
2016 (2015: increase/decrease the Group's losstaftand
accumulated losses by approximately RMB53,000).

The sensitivity analysis above has been deternaissaming
that changes in interest rates occurred at theoéritie

reporting period and had been applied to the exposu
interest rate risk for financial instruments instemce at that
date. The 100 basis point increase or decreasesesys
management’s assessment of a reasonably possibigecim

interest rates over the period until the next aheod of

reporting period. The analysis is performed orstrae basis
for 2015.

(d) Equity price risk

The Group is exposed to equity price risk arisimgmf
changes in the Company’s own share price to tremettiat
the Company’s own equity instruments underlie thie f
values of derivatives or other financial liabilitief the Group.
As at 31 December 2015, the Group was exposedstrsk
through the convertible notes issued by the Compeny
disclosed in note 22. The convertible notes wenserted to
ordinary shares as at 31 December 2016 and the &yng
no longer exposed to equity price risk as the enth®
reporting period.

At 31 December 2015, it is estimated that an
increase/decrease of 10% in the relevant stockeneuttex
(for listed investments), the price/earnings ratio
comparable listed companies (for unquoted invedshen
the Company's own share price (for the derivative
component of convertible notes) as applicable, alltbther
variables held constant, would have increased/dsetethe
Group’s loss after tax (and accumulated loss) ahéro
components of consolidated equity by RMB690,000.

CHINA HEALTH GROUP INC.
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NOTES TO THE FINANCIAL STATEMENTS

The sensitivity analysis indicates the instantasebange in
the Group’s fair value reserve that would arisemmésy that
the changes in the respective quoted share picesred at
the end of the reporting period and had been apjptie
re-measure those financial instruments held byGtaip
which expose the Group to equity price risk aethe of the
reporting period. It is also assumed that thevigires of the
Group’s equity investments would change in accarelan
with the historical correlation with the relevahiage price
that none of the Group’s available-for-sale finaheissets
would be considered impaired as a result of thet $hion
fluctuations in the relevant share price, and &flabther
variables remain constant.

(e) Currency risk

The Group is exposed to currency risk primarilyotigh
bank accounts that are denominated in a foreigreray,
i.e. a currency other than the functional currentythe
operations to which the transactions relate. Theencies
giving rise to this risk are primarily Hong Kong I2os
(“HKD") and United States Dollars (“‘USD”). The Gup
currently does not hedge its foreign exchange expes

Exposure to currency risks

The following table details the Group’s exposuréhatend
of the reporting period to currency risks arisimgni
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UEYs Vi'"€¥ « “>7y'84U
"Pei¥i7¢1 UNxew '""E¥A
uy 9zP'"€A840 &,+"Deilg
b]l- O dI'B,1¥f8D/ 3¥6m

g-9su,"D¥ NM,YE "MEYV
rAp'> z \yu,"D¥ 0ollR9t’
"u>b

e eD I

'meeU-eD 1 6101IAAUS ©E"
..“D "E""©-y?eD[“-eD

w b>3u,l-eDo1*0i wOix

#Ai wAix b'"€c8»pUeD l¢»>
UsYs b

0s-eD !¢

IVIE "MEA&|8°cd[p Nt-y?eD
-eDw ¥X=+p"> "l7>3-xveD

recognised assets or liabilities denominated iureency ¢ b
other than the functional currency of the operationwhich
they relate.
2016 2015
=,BBM =,B6M
HKD’000 uUSsD’000 HKD’000 uUSsD’000
Oin A 000 Oin A 000
$BTI BU CBOL BOE PO IBOE
IAA# >i{
Sensitivity analysis UEYs

The following table indicates the approximate clearig the
Group’s profit/(loss) after tax and accumulateds las
response to reasonably possible changes in therfore
exchange rates to which the Group has significgrasires
at the end of the reporting period. Other companeit
equity are not affected by changes in the foreigihange
rates.

IV UA&|8° ' MeoNteUxv l¢ -
IAITV2IA'ME " @oénae# Awel-'
-libomY¥ 8%its,srqlielEb
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2016 2015
=,BBM =, B6M
Effect on
. Effect on
Change in & GGFDU P oaccumulated .
. Change in loss after tax and
foreign exchange QSPGJU BGUFSIoBSBY )
3 ) foreign exchange accumulated loss
rates 3. #Y RMB’000 rates RMB'000
Al U @e UEwel ngll 0 @p & !
YaloU IE -E d #;Ewéu[ae{é
; D$i ; D$i 1
$ $ Zz DS$i
), %
Oi
64 %
Ai

()

Results of the analysis as presented in the abalvle t
represent an aggregation of the instantaneoug<sffecthe

profit after taxation and retained earnings of estity of the

Group measured in the respective functional cuiesnc
translated into USD at the exchange rates rulinghat

financial year end date for presentation purposes.

The sensitivity analysis assumes that the chanderéign

exchange rates had been applied to re-measurdfitiezsal

instruments held by the Group which expose the (Gtou
foreign currency risks at the financial year en dacluding

intercompany payables and receivables within theugr
which are denominated in a currency other thafutietional

currencies of the lender or the borrower. The yaisl
excludes differences that would result from thediation of
the financial statements of foreign operationstingoGroup’s
presentation currency.

Fair value measurement
Fair value hierarchy

The following table presents the fair value of GBmup’s
financial instruments measured at the end of tpertiag
period on a recurring basis, categorised intdteetlevel fair
value hierarchy as defined in HKFRS 13, Fair value
measurement. The level into which a fair value nnessent

is classified is determined with reference to theeovability
and significance of the input used in the valuatohnique as
follows:

CHINA HEALTH GROUP INC.

Vie-s uTI%U ' "€0Nt[01y?e
DW@-"@oanae#AEwWe] (& 8°Y>-1
q3d Z*OD[Ti8 -l l-«IED

QEYs LI AqlIig Axew "MEA
& 8°apu-7""e€eU“r lg-u, Ay
e 3R H{i-y?eD|
“.eDw -#+{##I{bs , “y3d @
I=[“1i !> 3-YIO8V*'"I€-7 e

D7> 3¥pab

o w
q)
IVIE ¢ < wW@¥YIoy A&|8°¢PO
Yi©o8a'u'c» B o'w ¢ o
Qe 7Ya]¥'x8 (AwW@ e puxv

M, ¥l "



NOTES TO THE FINANCIAL STATEMENTS

e Level 1 valuations: Fair value measured using baiyel
1 input i.e. unadjusted quoted prices in activeketarfor
identical assets or liabilities at the measurerdate.

e Level 2 valuations: Fair value measured using Lével
input i.e. observable inputs which fail to meetélel; and
not using significant unobservable input. Unobdeleva
input are those for which market data are not alvil

¢ Level 3 valuations: Fair value measured using faigmit
unobservable input.

The following table presents the Group’s assets and
liabilities that are measured at fair value at 31 December
2016 and 2015.

2016 EHE
ANNUAL REPORT

HE-ZE—-R"E+-A=+—HIEE
For the year ended 31 December 2016

e »Bqg) M]"> "l Eg "Mgs-8e
AAE® b

e »=q) " grB)(-8¢" ">
- 8 /& Veal '@Aei fot
"1l $-3D

* »@qe"> "l-LEcdGIV-3-g
s 'dV-3L/E b

IV U'MeEA=BBME= GEB°#=,B
OME= GEB°[ < w ¥'>#"|

EY i EY i
-FWFM -FWFM
f» aqe f» ae
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(9) Estimation of fair values
Derivative component embedded in convertible notes

The fair value of the derivative component embedded
convertible notes as at 31 December 2015 was valped
the directors with reference to a valuation rejsstied by
RHL Appraised Ltd and is determined using the Biiadm
Lattice model and the significant unobservabletinjsed
in the fair value measurement is expected volatilithe
fair value measurement is positively correlatedthe
expected volatility.

The movements during the period in the balance of
these Level 3 fair value measurements are as follows:

@ “¥%
Vv3d™lS

3y isA=,BOME= GEB°¥
"®IYGI¥e>¥% *leepK 3¥% 84
'c[=IETA", Tw b'Auo—* T-B
IExv¥; EZIBb “"¥w""AUo—p°
o,&ceb

»@qrApy A©OA=,BBME= QE
B°. M -1iA/

NeW
# =

o =}

oo

N¢ w m
H =
=}

Derivative component embedded in Vv3d "™ S
convertible notes 3Au
At 1 January AB B°
Conversion of convertible notes )3dVv3d ™S
Changes in fair value recognised in ‘M7
profit or loss during the year i
Exchange realignment N pa
At 31 December AE= GEB"°
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The fair values of the convertible notes are estimated as being thé3d "' S¥ « A, vAO¥IAA@9%IA 6 w
present values of future cash flows, discounted at interest ratesl S¥lv/Ag” A'84u Y©'ISImqgF 13
based on the government yield curve as at the end of the ¥+ @ uEIB FEce*'"I€E¥" I¢b

reporting period plus an adequate constant credit spread, adjusted

for the Group’s own credit risk.

33. STATEMENT OF FINANCIAL POSITION OF 33, /A F B RO AN =
THE COMPANY

2016
BN ET d

3%’n 000 3.#n
NEWHET 2z Da

NRQubM Ss&EOU BTTFUT HwEEE
*OUFSFTUT JO TVCTJEJBSJFT A !> 3-6m -

GSSE@U BTTFUT TeEaE
1SFQBZNFOUT BOE PUIFS SFDFAMKBIE M'E R 13,286
$BTlI BOE DBTI FRVIJWBMFOUT '1AA#AA® IE" 659
13,945
MG SiEDtits MIBCIMIUJIFT e A 4
OUIFS QBZBCMFT BOE BDDSVBM®+{##w=" 9,217
"NPVOUT EVF UP TVCTJEJBSJF¥=+ I> 3{IE 31,525
$POWFSUJCMF OPUFT vad™lS -
%FSIJWBUJWF GJOBODJBM MJBGAMIIJUJIFT -
40,742
/FU DVSSFOU MJBCJMJUJFT 9k@i"l (26,797)
/FU MIJBCJIJMJUJFT ok "l (26,797)
GeBiEl ddd BMvBOE SFTFSWFT Bz Kot
41IBSF DBQJUBM 88,673
3FTFSWFT “> (115,470)
%FGJDJFODZ JO BTTFUT om"™a (26,797)

51F $PNQBOZYyT TUBUFNFOU PG GJOBODJBM QPTJUJPO XBT BQQSPWFE BOE BVUIPS
BSF TJHOFE PO JUT CFIBMG CZ
' 3.YI©"BDVA=,BpM@ =E!°diY\» 'cqdé c®[/IY}IVDF

William XiaGUO Dr. Maria Xue Mei SONG
8JMMJBN 9JB (VP AOvq W
Director Director
iz iz
34 ULTIMATE CONTROLLING PARTIES 34. GHETERAE R

As at 31 December 2016, the directors consider the ultimate 1Y p;* A=,BBME= @EB®° '"EK"™
controlling shareholder of the Company to be Mr. William e""1*8JMMJIBN 9JB (VP53b
Xia Guo.
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35 POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS

NOTES TO THE FINANCIAL STATEMENTS

AND INTERPRETATIONS ISSUED BUT NOT YET
EFFECTIVE FOR THE YEAR ENDED 31 DECEMBER 2016

Up to the date of issue of these financial statements, the
HKICPA has issued a number of amendments and new
standards which are not yet effective for the year ended 31

2016 EHE
ANNUAL REPORT

HE_ZE—R"E+-A=+—HIEE
For the year ended 31 December 2016

35. DR (R AN G BB ME—T B B BEoL-ME IHERE
EIMERTE et TR ]

OA'YI©O8V<é-° PO\W!) \X/e©A
=,BBME= @EB°,M A3r gl¥ '

December 2016 and which have not been adopted in these

?NMEM, -OE#'0'4b

financial statements. These include the following which may

be relevant to the Group:

Effective for accounting periods beginning on or after

Amendments to HKAS 7, Statement of Cash Flows: 1 January 2017
Disclosure initiative

Amendments to HKAS 12, Income taxes: 1 January 2017
Recognition of deferred tax assets for unrealised

losses
HKFRS 15, Revenue from contracts with customers1 January 2018

HKFRS 9, Financial instruments 1 January 2018
Amendments to HKFRS 2, Share-based paymentl January 2018
Classification and measurement of share-based

payment transactions

Amendments to HKFRS 4: Applying HKFRS 9 1 January 2018
Financial instruments with HKFRS 4 Insurance
contracts

Amendments to HKFRS 10 and HKAS 28: Sale or Annual period

contribution of assets between an Investment and itdeginning on or
associate or joint venture after a date to
be determined

HKFRS 16, Leases 1 January 2019

The Group is in the process of making an assessment of what thel€ 7 14

Al °0 -4@S-\wutf3r
uPO\w'p'cv» B¥OE'
wYs]w O x

uPO\w'p'cv» BY¥OE'wiuAlA
e[+ p%u@o!E"> x

uPOVY©8aWcv» BwZ2 t'LIAEX

uPOYl©8a"w'cv» BwApNyY x

uPOYl©8a"u'cv» B¥O
E'w"zz{E"¥s #w X

uPOVYl©8a'u'cv» B¥OE' ' w'#"
uPOY©84a"uy'cv» BApy “uP
Ov©8aucv» B Ig t"Lx

uPOY©8aucv» B#uPO\w'u
B-OEwg" € " f
ryx

"cv»
34>

uPOY©84&"wcv» Bw?/x

YI©8V3G -IBIEOE#«E"w'c 1 “/ V

ET.AT$TA

ET.AT$TA

ET ATSTA
ET ATSTA
ET AT$TA

ET A1s$1A

7 NycA/is
ed|¢i / b

ET6AT$TA

©OE#-E"MW'cCANQ# Uf'AUS

impact of these amendments and new standards is expected tode¢ slEb A" "€ XI0)e e E"n'c ¥TAZEV2U

in the period of initial application.

So far the Group has" t YI©O 8V /i xvelEbp,"AUE¥»B IEf

identified some aspects of the new standards which may have A/ O " «b® A' "€ A>T % #'"IEVA

significant impact on the consolidated financial statements!3 +I- ©!0)e » B, *IE 'c2A8 ¢A ©+2¢3r

Further details of the expected impacts are discussed below. ASy-~Z73G*‘© ...

©e2¢c#01E"ucpn9}z

the Group has not completed its assessment, further impacts m&\V "1-3G “..."s> ZE!-IR ©+<Eb
be identified in due course and will be taken into consideration
when determining whether to adopt any of these new
requirements before their effective date and which transitional
approach to take, where there are alternative approaches allowed

under the new standards.

TEEREEARLRA
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HKFRS 15, Revenue from contracts with customers BB SR » SEBaRRz D e BRI |

HKFRS 15 was issued which establishes a singlerebemsive model for uP O Y!I© 8 &"p"cv» Bleae Ac¢BIE2Bté
entities to use in accounting for revenue arigimg tontracts with customers. T /It " T21Z2 t"L1> 3¥ImAE"XbAuP
HKFRS 15 will supersede the current revenue reiomggiiidance incuding O Y!I© 8 &"'u"'cv» B3r& Z|HAL-"XAuP
HKAS 18 “Revenue”, HKAS 11 “Construction Contracisid the related O \w"u'cv» BwimxauP O\w'u'cv» B
interpretations when it becomes effective. wy'st'Lx#M,"64¥Im=+p-,b

The core principle of HKFRS 15 is that an entitpudtl recognise uP O Y!I© 8 &"p'cv» 15B ¥, «d"c*l/ltT+pie
revenue to depict the transfer of promised goodsemvices to 72" gd-e O >IO¥ImA& "#*?2Q " /it
customers in an amount that reflects the considersid which the "AU U E3d ©e O >lOpdda¥}eb It7y
entity expects to be entitled in exchange for tiyusmls or services. "w'c, £ +plAE£¥0 ,'ce

Specifically, the Standard introduces a 5-stepagmbr to revenue

recognition:
o Step 1: Identify the contract(s) with a customer o »B, 10)"; Z2 E6¥ 'L
« Step 2: Identify the performance obligations indbstract . »=,10) T"LT¥K'L"a®©
o Step 3: Determine the transaction price . »B,NcE"e
* Step 4: Allocate the transaction price to the perémce . »l, ZENs¥ATLI¥K'L"a®©
obligations in the contract
« Step 5: Recognise revenue when (or as) the eatigfiss a . »06, Atk>k'L"a®©- UN +plm

performance obligation

Under HKFRS 15, an entity recognises revenue woera$) a o6iuP O YI©84&"w'cv » 15B /'t Ak>k"L"a ©!-
performance obligation is satisfied, i.e. when toglhof goods or UN +plm '"A+ck'L"a©M,¥eO »l©

services underlying the particular performance galibn is ¥weAo6x " giZ2l-buP OYI©84&"U'cv» 15B
transferred to the customer. Far more prescrigiivgance hasbeen X (i+)f8D ¥ @ ZEFA+U+¥ - ,bN“ uPO

added in HKFRS 15 to deal with specific scenafasthermore, YI© 8 &"u'cv» 15B1p=+IEY%¥Y]b

extensive disclosures are required by HKFRS 15.

The directors of the Company anticipate that thglieagion of '"€iY"Au "# " uPOYI©8&"Wecv» 15BVv?2U
HKFRS 15 in the future may have an impact on thewsuts reported ' "1€1 1+ YI© 8V¥T18A&# Y] /1+lEb-7 °

and disclosures made in the Group’s consolidatedndial AIE %P >T--U <IE4 T@ wc,M/V>sb

statements. However, it is not practicable to pl®w reasonable

estimate of that effect until a detailed review besn completed.

36 COMPARATIVE FIGURES 36. L EIEEE

Certain comparative figures, including figures in the - spgAMeA"VIA TA1+B3
consolidated statement of profit or loss and other +tm# 8t&ImV¥B3Xxei b
comprehensive income have been re-presented so that it can

better present the performance of the Group.
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FIVE YEARS FINANCIAL SUMMARY

2012

Year ended 31 December
©AE= @EB° M

2013 2015 20016
=,B=M = B@M —®—pm4& = BoM =
RMB’000 RMB’000 RMB’000 RMB’000
16D S 16D S AEWTTT  16DS$Ii NEHST T
Turnover " a 28,688 14,931 20,497 20,241
(Loss)/profit before tax "@z- e[ na 3,231 (30,966) (3,376) 2,085
Income tax @o'E (113) (53) (111) 42
(Loss)/profit after tax before "@g& EAwdeAdm 3,118 (31,019) (3,487) 2,121
non-controlling interests - e[ nee
Non-controlling interests deAom 89 9) (134) -
(Loss)/profit for the year after h"deAoma- 3,207 (31,028) (3,353) 2,127
non-controlling interests 'M @& nee
ZE—MU4E

ARBTT
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