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CHARACTERISTICS OF THE GEM OF THE STOCK EXCHANGE OF HONG KONG LIMITED (THE “STOCK
EXCHANGE”)

GEM has been positioned as a market designed to accommodate small and mid-sized companies to which a
higher investment risk may be attached than other companies listed on the main board of 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.

Given that the companies listed on the GEM are generally small and midsized companies, there is a risk that
securities traded on the 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 the GEM.

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

This announcement, for which the directors of Jilin Province Huinan Changlong Bio-Pharmacy Company Limited and
its subsidiaries (the “Group” and the “Directors”, respectively) collectively and individually accept full responsibility,
includes particulars given in compliance with the Rules Governing the Listing of Securities on the GEM of the Stock
Exchange for the purpose of giving information with regard to the Company. The Directors, having made all reasonable
enquiries, confirm that to the best of their knowledge and belief, the information contained in this announcement is
accurate and complete in all material respects and not misleading or deceptive, and there are no other matters the
omission of which would make any statement herein or this announcement misleading.
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CHAIRMAN'’S STATEMENT

As the Chairman and on behalf of the Board of Directors (the
“Board”), | am pleased to present the audited consolidated result of
Jilin Province Huinan Changlong Bio-pharmacy Company Limited
(the “Company”) and its subsidiaries (collectively referred to as the
“Group”) for the year ended 31 December 2017.

During the year under review, the total revenue of the Group for the
year ended 31 December 2017 was RMB645,303,000, representing a
decrease of 1% as compared with RMB654,119,000 for the previous
year. Profit for the year attributable to owners of the Company
increased to RMB144,402,000 from RMB142,670,000 last year.
For the year ended 31 December 2017, basic earnings per share
increased to RMB25.77 cents from RMB25.47 cents last year.

The achievements in 2017 were the results of joint effort of our
staff at all levels. As the state speeded up the reform of the health
care system and increased the anti-corruption effort in the area of
pharmaceutical distribution, we overcame the unfavorable factors
relating to increasing production cost, dropping drug prices,
restriction on prescription of medicines and rising raw material costs,
and achieved the goals of projects set out in the beginning of the year.
As such, the Board would like to share its view on the Company’s
competitive edges with shareholders since these edges would allow
the Company to achieve further success in the coming years.

Firstly, we continued to emphasize on sales and achieved
breakthrough with the rapid growth of sales of our dominant products
to push our sales to a new height. While firmly focusing on the
sales target of one single product, namely, the Hai Kun Shen Xi
capsule (BEBEZRB %), we exerted effort in increasing the sales of
mainline products, continued to strengthen academic promotion and
strived to explore uncharted markets while proactively organizing
and participating in academic conferences in relation to nephrology
at state level. Meanwhile, we continued to increase the sales of
Compound Huonaoshu capsule (1 A /&K EF B %), our branded
product, and made further efforts in the production and marketing of
injecting drugs, including Edaravone injection (& H 25T §77&), which
propelled our sales to a new level.
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On the other hand, we emphasized on the research and development
of new drugs. The Research and Development Center worked with
a number of pharmaceutical universities, research institutes and a
number of experts in the field of drug research and development and
scholars to develop technologically advanced new drugs, with special
efficacy and a broad market prospect.

Moreover, we have strictly followed the management regulations
of the new version Good Manufacturing Practice, strengthened the
production management, enhanced quality, reduced costs, increased
efficiency, so as to guarantee the supply of goods with the goal of
achieving rapid growth of sales.

The Group acknowledges the importance of environmental, social and
corporate governance as key elements in enhancing shareholders’
value. Thus it is dedicated to improving its policies in compliance
with the respective regulatory requirements and in accordance
with internationally recommended practices. To achieve this aim,
the Group has continuously reviewed its resources, strengthened
internal training and sought professional advice from experts so as to
safeguard interests of the Group and the Company’s shareholders as
a whole.

Looking ahead, we will demonstrate our capability and persistence
in adhering to our business philosophy, that is, “focusing on
technological innovation and serving the public and endeavouring in
the pursuit of health for people around the world”, with the ultimate
goal to achieve rapid growth and create a brighter future.

On behalf of the Board, | would like to express my heartfelt thanks
to all levels of staff and the management for their efforts and
contributions in 2017 and my deep gratitude to our clients, business
partners and owners for their utmost support.

By order of the Board
Zhang Hong
Chairman

Jilin Province, PRC
29 March 2018
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CONSOLIDATED STATEMENT OF PROFIT OR

LOSS AND OTHER COMPREHENSIVE INCOME
For the year ended 31 December 2017

RERERHEMEERER

BEr—F—+FEf_H=1+—HIFE

(Expressed in Renminbi) (UKAREZT)
2017 2016
E—+HF —E-RF
Notes RMB’000 RMB’000
k23 ARET R AREFIT
Revenue WA 3 645,303 654,119
Cost of sales $H & RCA (114,250) (135,266)
Gross profit EF 531,053 518,853
Other income HAaUA 5 24,008 15,635
Other gains Hipzs 6 - 500
Distribution and selling costs D EEERY (335,128) (327,202)
Administrative expenses THRFAX (47,165) (40,400)
Profit from operations 4R ESE R 172,768 167,386
Finance costs BhE Ak A 7 - (101)
Profit before income tax R FT1S 84 A 42 ) 8 172,768 167,285
Income tax expense TS8R 9 (28,366) (24,615)
Profit for the year INEZ % F 144,402 142,670
Other comprehensive income Hih 2 mEUs _ _
Total comprehensive income for the year ZEE2HEINFEEE 144,402 142,670
Profit attributable to: BT AL &EF -
Owners of the Company ViN/NETE Z =N 144,402 142,670
Total comprehensive income DTEAZEEmKRE
attributable to: HEE
Owners of the Company ViN/NETE Z PN 144,402 142,670
Earnings per share BRAEN
- Basic (RMB cents) —BEAR(ARED) 10 25.77 25.47




CONSOLIDATED BALANCE SHEET REEERER

As at 31 December 2017

R-F—+F+=-H=+—H

(Expressed in Renminbi) (UNRBEZR)
2017 2016
—E—tHF —E-RF
Notes RMB’000 RMB’000
it AR¥ET T AREFIT
ASSETS AND LIABILITIES EEREE
Non-current assets kRBEE
Bearer biological assets T BEMEE 11,440 10,844
Property, plant and equipment ME - BENMEE 166,133 172,672
Prepaid land lease payments B LA 15,520 15,974
Construction in progress FEEIR 44,127 23,271
Intangible assets mILEE - -
Deferred tax assets RERIRE E 316 -
237,536 222,761
Current assets REBEE
Inventories FE 50,722 26,055
Trade receivables TEWE F R 12 244,855 269,703
Other receivables, deposits HEEWIE - ;TR
and prepayments TR IR 108,577 93,005
Loans receivables U E TR 2,500 5,000
Prepaid land lease payments B LA 454 454
Available-for-sale financial assets A HEM S EE 483,000 303,540
Cash and cash equivalents BeRReEEY 110,428 154,738
1,000,536 852,495
Current liabilities pE=RE
Trade payables FERTE S8R 13 35,201 31,698
Other payables, deposits received HMERFIE - 2l
and accruals e RESER 111,697 105,413
Deferred income RIS A 1,789 1,949
Income tax payable ERATSH 27,380 20,120
Other tax payables H b e I8 21,236 18,853
Loans from government authority R EAE R 1,333 697
Dividend payable FERTAR B 1,447 1,468
200,083 180,198
Net current assets REEEFE 800,453 672,297
Total assets less current liabilities HEERTRBERE 1,037,989 895,058




2017 2016
—E—+tF —E—RF
Notes RMB’000 RMB’000
Wz ARET T ARET T
Non-current liabilities FnBERE
Loans from government authority T 1 B K 1,637 2,273
Deferred income JRIEUT A 25,325 25,914
Deferred tax liabilities EERIBEE - 246
26,962 28,433
Net assets BEEZFE 1,011,027 866,625
EQUITY ATTRIBUTABLE TO OWNERS A2 RS AL
OF THE COMPANY EH
Share capital N 56,025 56,025
Reserves #1E 955,002 810,600
Total equity b g k] 1,011,027 866,625




CONSOLIDATED STATEMENT OF CHANGES IN

EQUITY

For the year ended 31 December 2017

REEBESBR

BE T+ F+A=1—HIFFE

(Expressed in Renminbi) (AAREZT)
Statutory
Share Share surplus Retained
capital premium reserve profits Total
N RIVEE EERBRE REERA @t
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETRT AR¥Tn ARETrn AR¥Tn AR¥Tx
Balance at 1 January 2016 RZB-—~F-A—HZ&% 56,025 51,008 33,242 583,590 723,955
Comprehensive income e
Profit for the year NEZEF - - - 142,670 142,670
Other comprehensive income Hitt2mbaE - - - - -
Total comprehensive income PENELE - - - 142,670 142,670
Transactions with owners L EYAT]
Appropriation to statutory BRELT ARG
surplus reserve - - - - -
At 31 December 2016 RIE-R"E+-A=1+-H 56,025 51,098 33,242 726,260 866,625
Balance at 1 January 2017 RZE—tF—-F-RAzE&H 56,025 51,098 33,242 726,260 866,625
Comprehensive income 2EKE
Profit for the year TEZEMN - - - 144,402 144,402
Other comprehensive income Htt2 AW - - - - -
Total comprehensive income PEREBE - - - 144,402 144,402
Transactions with owners REZRXS
Appropriation to statutory BREETRBGRE
surplus reserve - - - - -
At 31 December 2017 RZE—+5+-A=1+-H 56,025 51,098 33,242 870,662 1,011,027




GENERAL INFORMATION

The Company was established as a state-owned enterprise
in the People’s Republic of China (the “PRC”) in 1989. On 29
December 1995, under the relevant provisions of the Company
Law of the PRC, the Company was re-organised from a
state-owned enterprise to a limited liability company. On 16
August 1996, with the approval of the Economic Restructuring
Commission of Jilin Province, the Company was further
converted into a joint stock limited company. On 20 April 1999,
the Company made a bonus issue from capitalisation of retained
profits in the proportion of one bonus share for every two
existing shares.

The Company’s H shares are listed on GEM of The Stock
Exchange of Hong Kong Limited (the “Stock Exchange”) on 24
May 2001.

The Company is principally engaged in the manufacture and
distribution of Chinese medicines and pharmaceutical products
in the PRC under the brand names of Changlong and Qing
Tong.

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

The principal accounting policies applied in the preparation
of these consolidated financial statements are set out below.
These policies have been consistently applied to all the years
presented, unless otherwise stated.

(a) Statement of compliance

These consolidated financial statements have been
prepared in accordance with Hong Kong Financial
Reporting Standards (“HKFRSs”) which collective term
includes all applicable individual Hong Kong Financial
Reporting Standards, Hong Kong Accounting Standards
(“HKASs”) and Interpretation issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA”),
accounting principles generally accepted in Hong Kong,
applicable disclosure provisions of the Rules Governing
the Listing of Securities on the GEM of The Stock
Exchange of Hong Kong Limited (the “GEM Listing Rules”)
and the applicable requirements of the Hong Kong
Companies Ordinance.
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(b) Basis of preparation

()

The consolidated financial statements have been prepared
under the historical cost convention, as modified by certain
biological assets measured at fair value.

The preparation of financial statements in conformity with
HKFRSs requires the use of certain critical accounting
estimates. It also requires the management to exercise
its judgement in the process of applying the Group’s
accounting policies.

Changes in the accounting policy and disclosures
In the current year, the Group has applied the following
new and revised Standards, Amendments and
Interpretations (“new and revised HKFRSs”) issued by the
HKICPA that are effective for accounting periods beginning
on or after 1 January 2017.

HKAS 7 (Amendments)
HKAS 12 (Amendments)
HKFRSs (Amendments)

Disclosure initiative
Income tax
Annual improvement HKFRSs 2014 - 2016 cycle

HKAS 40 (Amendments) Transfer of Investment Property

The application of the new and revised HKFRSs in the
current year has had no material impact on the financial
performance and positions of the Company and the Group
for the current and prior years and/or on the disclosures
set out in these consolidated financial statements.
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New and amended standards have been issued
but are not effective for the financial year
beginning 1 January 2017 and have not been

early adopted

HKFRS 9 Financial instruments!

HKFRS 15 Revenue from contracts with customers'
HKFRS 16 Leases?

! Effective for annual periods beginning on or after 1 January 2018

2 Effective for annual periods beginning on or after 1 January 2019

The Group did not early adopt any of these new or revised
HKASs and HKFRSs, amendments and interpretation
to existing HKASs and HKFRSs. The management is
currently assessing the financial impact of these revisions
to the financial performance and positions of the Company
and the Group.

REVENUE

The principal activities of the Group are manufacture and
distribution of Chinese medicines and pharmaceutical products.
Revenue represents the invoiced value of merchandise sold less
allowances for returns, discounts, value-added tax and other
sales related taxes.
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SEGMENT INFORMATION

Segment information

Information reported to the Executive Directors of the Company,
being the chief operating decision-makers (“CODM”), for the
purpose of resource allocation and assessment of segment
performance focuses on type of goods delivered.

The executive directors have identified that, the Group has only
one reportable operating segment, which is the manufacture
and distribution of Chinese medicines and pharmaceutical
products in the PRC. Since this is the only reportable operating
segment of the Group, no further operating segment analysis
thereof is presented.

Geographical information

In addition, the Group’s revenue, expenses, results, assets and
liabilities and capital expenditures are predominantly attributable
to a single geographical region, which is the PRC. Therefore, no
analysis by geographical regions is presented.

Information about major customers

There is no revenue from customers for the years ended 31
December 2017 and 2016 contributed over 10% of the total
operating revenue of the Group.
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OTHER INCOME H A
2017 2016
—E—+F —E-RF
RMB’000 RMB’000
AR¥T ARBTIT
Recovery of bad debts previously Ui [B] B il 41322 B
written off 16 -
Bank interest income HRITH BUWA 2,356 1,406
Government subsidies (Note) AT aL (A7) 4,950 102
Recognition of deferred income TERIBEE YA 1,949 3,849
Interest income on loans receivables  FEU & ZF B A 390 3,816
Yield gain on available-for-sale A EMSEE
financial assets B 10,555 2,837
Reversal of provision for impairment & U & 3R 8 $ {5 ] ¢
of loans receivables 2,500 2,500
Others H 1,292 1,125
24,008 15,635

Note: During the year ended 31 December 2017 and 2016, the Group received
subsidies from various local municipal government bodies in the PRC,
which aimed at the general financing of the business and technology
development of the Group.
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OTHER GAINS H i 22
2017 2016
ZE—tF —EREF
RMB’000 RMB’000
AR¥T T ARET T
Gain on disposal of a subsidiary HE BRI E - 500
- 500
FINANCE COSTS il & B A
2017 2016
—E—tE —E—RF
RMB’000 RMB’000
AR¥T T ARETTT

Interest expenses on loans from
government authority

BB E R 2 F &
2H

101

101
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PROFIT BEFORE INCOME TAX

BR P S8 Al s A

2017 2016
—E—tHF —E-RF
RMB’000 RMB’000
AR®T T ARET T
Profit before income tax for the year is RNEERR TSR A&
arrived at after charging:— EHRTEIEIE : —
Cost of inventories sold (excluding BEHEFEKRAN(TE
additional provision for, and write off of FEIE N M i E
obsolete and slow-moving inventories) BERBHEETFE) 105,023 127,856
Provision for obsolete and slow-moving REE MR EEERE
inventories 179 -
Write off of bearer biological assets TREZEWE EM Y - 499
Write off of slow-moving inventories 7 1T B e - 1,558
Write off of construction in progress ERETIZHES - 8,537
Impairment loss on trade receivables FEWE SRR ZRE
B8R 24,698 8,286
Impairment loss on other receivables, EMmERIE - 5] d
deposit and prepayment MIERFIBZ
IEEE - 95
Auditor’s remuneration:— ZERME - —
Provision for the year FNRE 277 274
Amortisation of intangible assets B A
(included in cost of sales) (BIASHERA) - 659
Research and development cost 3% B AN 1,477 278
Amortisation of prepaid land lease TEAT Tt 70 S B 8
payments (included in cost of sales) (FIASHERA) 454 454
Depreciation of property, plant WE - R MR
and equipment e 20,874 18,322
Employee benefits expenses and human  ETEFMEAHR AN
resources cost (excluding directors’ and BIREA (PN BEIEE
supervisors’ remuneration): EREEME)
Salaries and allowances e MR 16,941 28,448
Sales Commission ¥%BERe 135,789 126,817
Pension scheme contributions RIKSRTBIHER 2,033 2,554
Loss on disposal of property, HEDE BEK
plant and equipment HiEEE - 12
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9.

INCOME TAX EXPENSE

(a)

(b)

9.

FREB X i

Income tax represents: (@) FIBBIEE:
2017 2016
—E—tF —E—REF
RMB’000 RMB’000
AR¥TR AREFTT
PRC enterprise income tax Bl TSR
— Current year —ARFE 29,601 24,420
— (Overprovision)/Underprovision —BAFE(BERE),
in prior years BETR (673) 276
Deferred taxation RIEFIR (562) (81)
28,366 24,615

The PRC enterprise income tax is provided according to
the relevant laws and regulations in the PRC.

On 16 March 2007, the National People’s Congress
approved the PRC Enterprise Income Tax Law, which
became effective from 1 January 2008. In accordance with
the new tax law, an unified enterprise income tax rate of
25% is applied to both domestic-invested enterprises and
foreign- invested enterprises.

On 17 September 2015, the Company was accredited
as a “National New and High-tech Enterprise” by the
Jilin Provincial Science and Technology Bureau (F#%&
RIE2#17E8) and is entitled to a reduced PRC Enterprise
Income tax rate of 15% for the three consecutive years
commenced since year 2015.

Reconciliation between tax expense and
accounting profit at applicable tax rate:

(b)

TERMEMERIDREPEEBE
REERBE -

RZBELF=A+XB  2EHA
SERMEPERCEMBHL &
“EENF-A-HREM - RIE
B TBERNERINEDERS
—IREE%BN B EMET

ARAR_E-—HFNA+LBE
EMERBRMERS BRI
Ml  ARFAR_E—RFRLF
EE-FURARTEEERER
FE16%HMNTLIA

BEXHESTENRBERARE
HERIOE -

2017 2016

—E—+F —T—XF

RMB’000 RMB’000

ARET T AREF T

Profit before income tax % BT 18 %4 BiD& ) 172,768 167,285
National tax calculated at PRC R EPCEREHE15%

enterprise income tax rate of 15% (ZZE—R"F :15%)

(2016: 15%) STE AR 25,915 25,093
Tax effect of non-taxable income BERTBRANH B E - (673)
Tax effect of non-deductible expenses 7~ a] F1FH 5 37 K9 Fi 7% o2 &8 3,686 -
(Overprovision)/Underprovision BEEE (BEEE)

in prior years BETR (673) 276
Deferred tax on temporary differences B FEH RS Z5E

in prior year EEFIIR (562) (81)
Income tax expense Frigfisz 28,366 24,615
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10.

11.

12.

EARNINGS PER SHARE 10.

The calculation of basic earnings per share for the year ended
31 December 2017 is based on the profit attributable to
owners of the Group for the year of RMB144,402,000 (2016:
RMB142,670,000) and 560,250,000 shares in issue during the
year (2016: 560,250,000 shares).

Diluted earnings per share is not presented as there were no
dilutive potential ordinary shares in existence during the years
ended 31 December 2017 and 2016.

DIVIDENDS 11.

No final dividend has been proposed or paid by the Company in
respect of the year ended 31 December 2017 (2016: Nil).
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TRADE RECEIVABLES 12. EIRE ZERR
2017 2016
—E—+tF —E—RF
RMB’000 RMB’000
AR®ET T AREEF T
Trade receivables FEUE 5 8RN 310,641 310,791
Less: Provision for impairment B ORE R (65,786) (41,088)
Trade receivables — net U E FERFN — F58 244,855 269,703

()  The Group’s policy is to allow an average credit period of
180 days to its trade customers.

(i)  The movements in the provision for impairment for
doubtful debts during the year, including both specific and
collective loss components, are as follows:

() AEEBREA/GETEZEPFH180
BziEEH -

(i) FARFRERGBNEH (BEETE
REBEBRID)IT

2017 2016

:g—tﬂi — 7 /\£|E

RMB’000 RMB’000

ARET T ARETT

At 1 January A—H—H 41,088 32,802
Additional provision NN 24,698 8,286
At 31 December R+—_A=+—H 65,786 41,088

Provision for doubtful debts had been made for the
estimated irrecoverable amounts arising from the sale of
goods. The provision was determined by the directors with
reference to past default experience.
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(i)

(iv)

The ageing analysis of trade receivables, based on the
invoice date and net of provision for impairment of trade
receivables, is as follows:

(i)

REEE A RN ERE ZEX
BEREE BREIERINERD
WranT :

2017 2016
—E—+tHF ZE—RF
RMB’000 RMB’000
AR®T AREF T
Current BNEA 43,467 34,671
31-90 days 31-90H 52,533 44,333
91-180 days 91-180H 42,892 54,146
More than 180 days FBiE180H 105,963 136,553
244,855 269,703
The ageing analysis of trade receivables that are neither (v) IEAERSHEBBIERMENERE
individually nor collectively considered to be impaired is as SERFERER T
follows:
2017 2016
—E—+5F —E-RF
RMB’000 RMB’000
AR¥T R ARETTT
Neither past due nor impaired 3 #8260 HA SRk B 138,892 133,150
Less than 1 month past due mHL R —1E A 24,267 27,818
1 to 3 months past due wmHE—Z==1AAH 16,985 30,757
Over 3 months past due mHAEA =R A 64,711 77,978
244,855 269,703
Trade receivables that were neither past due nor impaired WEm s ERNEWE 5 ERE
relate to a wide range of customers for whom there was no REVWELP R EFER
recent history of default.
Trade receivables that were past due but not impaired mEEERENEREFERES
relate to a number of independent customers that have EENEBEPEWR ZEBEPHAE
a good track record with the Group. Based on past BERNEETCHRRY BEBAERK
experience, the management believes that no impairment B BEIEEMREE  ZEE4HER
is necessary in respect of these balances as there has not B BRAEEEEZTIESE KE
been a significant change in credit quality and the balances B BESDESRET2EKE -
are still considered fully recoverable. The Group does not AEBUWERZSESRFTEEAK
hold any collateral over these balances. R e
The Directors consider the carrying amount of trade
receivables approximates their fair value. (v)
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13. TRADE PAYABLES

The ageing analysis of trade payables, based on the invoice
date, is as follows:

13.

PB4 B 5 BR K
DT AN B S E 2R

BT

2017 2016
—E—+F AN
RMB’000 RMB’000

AR®F T ARBET T

Current BIVHA 7,654 3,838
31-90 days 31-90H 5,831 9,376
Over 90 days faspielo]=! 21,716 18,484

35,201 31,698

The average credit period from the Group’s trade creditors is 90
to 180 days.

Trade payables principally comprise amounts outstanding for

trade purchases. The directors consider the carrying amount of
trade payables approximates their fair value.
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MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW

For the year ended 31 December 2017, the Group’s
revenue decreased to RMB645,303,000 from approximately
RMB654,119,000 while the profit for the year attributable to owners of
the Company increased to RMB144,402,000 from RMB142,670,000.
For the year ended 31 December 2017, basic earnings per share
increased to RMB25.77 cents from RMB25.47 cents last year.

For the year ended 31 December 2017, the manufacturing and sales of
Hai Kun Shen Xi capsule (82 & Z B %) continued to be the Group’s
core source of revenue.

OPERATION REVIEW

Good Manufacturing Practice (GMP)

During the year ended 31 December 2017, the Company has already
obtained GMP certificates for the following:

1.  Tablets — valid until 28 January 2021

2. Capsules — valid until 28 January 2021
3.  Bulk Drug (Gardema Extract) — valid until 28 January 2021
4. Membrane (Including Chinese Medicine Pretreatment &

Extraction) — valid until 28 January 2021

5.  Pills (Condensate) (Including Chinese Medicine Pretreatment &
Extraction) — valid until 12 February 2020

6. Bulk Drug (Fucoidan) — valid until 12 February 2020
7. Powder for Injection (Cephalosporins) — valid until 29 December
2018

8.  Lyophilized Powder for Injection — valid until 29 December 2018

9. Small Volume Parenteral Solutions — valid until 29 December
2018

10. Sterile Bulk Drug (Cefpiramide, Cefmenoxime Hydrachloride,
Cefepime Hydrachloride), Bulk Drug (Edaravone) — valid until 17
October 2018

11. Solution (External Use) — valid until 20 June 2018

12. Granules and Pills (Water Pills) — valid until 28 August 2022
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RESEARCH AND DEVELOPMENT

The Research and Development (R&D) department is essential for the
future success of a pharmaceutical company. In the past, our R&D
department had successfully developed the medicine, Compound
Huonaoshu capsule, which had generated huge profit to the Group
and finally led to the listing of the Company in Hong Kong. In the year
of 2003, our R&D department completed the development of Hai Kun
Shen Xi capsule, which has now become the first largest contributor
of revenue and its revenue reached our target level.

PRODUCTION FACILITIES

In 2017, the property, plant and equipment of the Group increased
by RMB11,012,000 and the construction in progress increased by
approximately RMB24,179,000. This project is the construction of
Phase Il Changlong Project (Freeze-drying No.2 workshop) and we
believe the production capacity of the Group will be further enhanced.

During the year, the purchase and construction of equipment
and testing works of Jilin Changlong Yuan Biological Technology
Company Limited, a wholly-owned subsidiary, have completed and
the accreditation of health food products has passed. Its product,
the Ai Ke Sai Lun Granules (X EIEm%EH) has been launched to
the market, providing a new profit driver for the enhancement of the
Group’s result.

FINANCIAL REVIEW

For the year ended 31 December 2017, the Group’s recorded
a revenue amounted to approximately RMB645,303,000 (2016:
RMB654,119,000), a decrease of approximately 1% as compared
with the figure of the previous year. The audited profit for the
year attributable to owners of the Company was approximately
RMB144,402,000, representing an increase of 1% as compared with
RMB142,670,000 of the previous year. The basic earnings per share
amounted to RMB25.77 cents (2016: RMB25.47 cents), representing
an increase of RMBO0.30 cents over the previous year.

The Board of Directors is pleased with the financial performance in
2017. It is believed that the maintenance of profitability is attributed to
the following reasons:

Firstly, we emphasized on sales and distribution and achieved
breakthrough with the rapid growth of sales of our dominant products,
thereby reaching our sales target.

Secondly, we have followed the management regulations of the new
version Good Manufacturing Practice, attached great importance to
staff training and strengthened the production management in 2017,
thereby bolstering the growth and development of the Group.

Thirdly, we continued to strengthen academic promotion and strived
hard to develop the unexplored new markets while proactively
organizing and participating in academic conferences in relation to
nephrology at state level.

Fourthly, we further strengthened our efforts on integrating market
resources, encouraged reasonable mobility of personnel, unified the
price of products supplied and regulated sales practices. Focusing
on enhancing clinical sales, efforts were made in various areas, such
as soliciting business from the medicine departments of hospitals, in
order to identify new profit drivers.

-19-

DS
BENRZHEAH AR HERINELEREE Y
1B o DATE - FRPIRORT 35 BRAC T B B4 T0 A B &F
BE  RAKBESERENGN  UHKREERESR
BIRBEBLT - R-ZFT=F » LMW EIT
KFREEEESRBE  REXREME-—AEA
KR - REZEmHBAZDEROBE -

HEERIE

—ELFEAEENEYE  BERREA
R#11,012,00070  FEEZIRHARE
24,179,0007C °» WETIEARE _HIR(RY
TER)EXR  BMEEAEEMNEERNGE
—FRF -

AEZK T 2ETARIGMREREVHEAR
RARBEELFAATLE  WBRTRERDR
F - EHRNBERENDERNTS - SRR
SERERTIRMNOIERE -

Bt 7 B 8
HE-_ZT—+E+-_A=+—HBILEE -
REBESRAREFRLHO1% - THA
R #¥645,303,000 (=T —NF : AR
654,119,0007T) ° RNEFEE AR R B RIEFEFF AR
IR EZm AR EF ARE142,670,0007T 1 A1
1% » ZH AR 144,402,0007C » FRRER
BRSEFIEINARKOI0NDEARKE25. 770
(ZE—RF : AR#25.475) o

EEgH T LFNUBRERTHE  BF
SRERANENFUERTIRINR AT ZER
:

—RBRUEERSHIIEAEE LB RE
RFIBRARE - EHERAENERNAR -

TRIZE-EFARARAEBRMAITHRGMP
EERIE TEABREI - RLLEEERE  NUE
TEERFERR

—REERCBMERE  BHIRBEATS B

BASMNSERREBRBMEH

MRE—FNETIHERES - REABRER
B m-HEER RBEETH  BERKRH
EREFREETE ARBRTREBENE -
SRR RE -



Fifthly, we enhanced our efforts to recruit new sales staffs and are
dedicated to train sales teams in order to improve their overall quality
and strengthen their capabilities. We have nurtured the sense of
overall awareness and the sense of responsibilities among every
salesperson in charge of regional markets and provincial sales
managers. Meanwhile, we have also focused on getting our products
covered by local medical insurance and included in the supplemental
catalogue for the new rural cooperative medical system. We also put
efforts on product tender and filing of product prices. Through our
concerted effort, we accelerated the development of markets and
hence making our market coverage wider.

The gross profit margin for the year ended 31 December 2017 was
approximately 82.3%, representing a 3.0% increase as compared
with that of 79.3% for the year ended 31 December 2016.

For the year ended 31 December 2017, the Group recorded other
income and gains of approximately RMB24,008,000, contrasting to a
figure of RMB16,135,000 for the year ended 31 December 2016.

Distribution and selling costs increased to approximately
RMB335,128,000 for the year ended 31 December 2017 from
approximately RMB327,202,000 in last year. These expenses
accounted for 51.93% of revenue in 2017, which represented a
1.91% increase from 50.02% as compared with the corresponding
period of last year.

For the year ended 31 December 2017, administrative expenses
increased to approximately RMB47,165,000 from approximately
RMB40,400,000 last year.

LIQUIDITY AND FINANCIAL RESOURCES

The Group has maintained a sound financial position during this
year. As at 31 December 2017, cash and bank balances of the
Group amounted to RMB110,428,000 (2016: RMB154,738,000) with
total borrowings of RMB2,970,000 (2016: RMB2,970,000) which
were interest bearing at commercial rates and unsecured. As at 31
December 2017, the Group had total assets of RMB1,238,072,000
(2016: RMB1,075,256,000) which were financed by current liabilities
of RMB200,083,000 (2016: RMB180,198,000), long term borrowings
of RMB1,637,000 (2016: RMB2,273,000), deferred tax liabilities
of RMB Nil (2016: RMB246,000) and shareholders’ equity of
RMB1,011,027,000 (2016: RMB866,625,000).
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GEARING RATIO

As at 31 December 2017, the Group had a net cash and cash
equivalents of RMB110,428,000. As at 31 December 2017, the
ratio of the total liabilities to the total assets of the Group was 18%
(2016: 19%) which was calculated by dividing the Group’s total
liabilities of RMB227,045,000 (2016: RMB208,631,000) by the
Group’s total equity and liabilities of RMB1,238,072,000 (2016:
RMB1,075,256,000). The Group’s gearing ratio which derived from
the total borrowings to total net assets was 0.3% (2016: 0.3%).

EMPLOYEES

The Group has a total of 665 full-time employees and has employed
some temporary sales persons.

Remuneration is determined by reference to market conditions
and the performance, qualifications and experience of individual
employee. Discretionary bonuses based on individual performance
will be paid to employees as recognition of and reward for their
contribution. Other benefits include contributions to retirement
scheme and medical scheme.

ENVIRONMENTAL, SOCIAL AND CORPORATE
RESPONSIBILITY

As a responsible corporation, the Group is committed to maintaining
the highest environmental and social standards to ensure sustainable
development of its business. The Group has complied with all relevant
laws and regulations in relation to its business including health and
safety, workplace conditions, employment and the environment.
The Group understands a better future depends on everyone’s
participation and contribution. It has encouraged employees,
customers, suppliers and other stakeholders to participate in
environmental and social activities which benefit the community as a
whole.

The Group maintains strong relationships with its employees, has
enhanced cooperation with its suppliers and has provided high quality
products and services to its customers so as to ensure sustainable
development.

SEGMENTAL INFORMATION

The Group has only one business segment which is the manufacture
and distribution of Chinese medicines and pharmaceutical products in
the PRC. In 2017, revenue of the Group was generated entirely from
sales in the PRC and all identifiable assets of the Group are located
in the PRC. Accordingly, no business or geographical segmental
analysis is prepared for the year.
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CAPITAL STRUCTURE

The operations of the Group were financed mainly by shareholders’
equity. The Group will continue to adopt its treasury policy of placing
the Group’s cash and cash equivalents in interest bearing deposits,
and to fund operations with internal resources.

CHARGE OF ASSET

As at 31 December 2017 and 2016, the Group had no security over
its assets.

FOREIGN EXCHANGE RISK

For the years ended 31 December 2017 and 2016, the Group mainly
generated revenue and incurred costs in Renminbi. The directors
consider the impact on foreign exchange exposure of the Group
is minimal. Accordingly the Group did not employ any financial
instruments for hedging purposes.

CONTINGENT LIABILITIES
As at 31 December 2017 and 2016, the Group had no material
contingent liabilities.

PURCHASE, SALES OR REDEMPTION OF LISTED
SECURITIES

Neither the Company nor its subsidiaries purchased, sold or
redeemed any of the Company’s listed securities during the year.

PERMITTED INDEMNITY PROVISION

At no time during the financial year and up to the date of this directors’
report, there was or is, any permitted indemnity provisions being in
force for the benefit of any of the directors of the Company or any of
its subsidiaries.
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DIRECTORS’ AND SUPERVISORS’ INTERESTS
IN SHARES

At 31 December 2017, the interests and short positions of the
Directors, supervisors and chief executives of the Company in the
shares, underlying shares and debentures of the Company and
its associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (the “SFQ”) as recorded in the
register required to be kept under Section 352 of the SFO or as
otherwise notified to the Company and the Stock Exchange pursuant
to the minimum standards of dealing by directors as referred to in
Rule 5.46 to 5.67 of the Rules Governing the Listing of Securities
on GEM of the Stock Exchange (the “GEM Listing Rules”) were as
follows:

EERESERROMER

R-ZE—tF+-HA=+—HB ARRIEF &
FEREETHRABRARR RHEBBER(EH
RESLAEE([ZHEBPEED ) EXVED)
B - R RESTEERIEES MR
{EPIFE 36215 - AP ARG E R A
KA AREE R PIGEMEE 7 E AR A ([ GEM
LR FE546156E567TIRMIEEFEER
RIRAEM R A g AR ) N2 A e 25 SOR 2 40
T

Long positions in shares RBRAHWRE

Percentage of

total registered

Type of Number of Percentage of Share Capital

Director Interests Capacity Domestic Shares Domestic Shares {HAFTMIRA

BE Rz R g4 RERHE HRERBD L WEDL

Zhang Hong Personal Beneficial owner 101,937,000 26.29 18.19
3% 54 EA ERBEAA

Zhang Xiao Guang Personal Beneficial owner 42,315,000 10.91 7.55
SRIBES EA ERBEAA

Wu Guo Wen Personal Beneficial owner 900,000 0.232 0.161
REIX EA ERBEAA

Save as disclosed above, as at 31 December 2017, none of the
Directors, supervisors and chief executives of the Company has
any interests and short positions in the shares, underlying shares
and debentures of the Company and its associated corporations
(within the meaning of Part XV of the SFO) as recorded in the register
required to be kept under section 352 of the SFO or as otherwise
notified to the Company and the Stock Exchange pursuant to the
minimum standards of dealing by directors as referred to in Rule 5.46
to 5.67 of the GEM Listing Rules.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES

Saved as disclosed under the headings “Directors’ and supervisors’
interests in shares” above, at no time during the year were there any
rights to acquire benefits by means of the acquisition of shares in
or debentures of the Company granted to any director, supervisor
and chief executive or their respective spouses or children under
18 years of age, or were any such rights exercised by them; or was
the Company, its holding company, or any of its subsidiaries a party
to any arrangement to enable the directors, supervisors and chief
executives to acquire such rights in any other body corporate.
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INTERESTS DISCLOSEABLE UNDER THE SFO
AND SUBSTANTIAL SHAREHOLDERS

As at 31 December 2017, the following persons (other than the
Directors, supervisors and chief executives of the Company) had
interests and short positions in the shares and underlying shares of
the Company as recorded in the register required to be kept under
Section 336 of the SFO.

BEIZRPERIETHRENE
HZ=RFERRK

RZZT—tF+-_A=+—8  BBRAQARE
BERAEEMEIBCKEFTNRREEAMEAT
LNTAT(ARRIES EERFBITHAER
SRR RN RABBRO P HE RS RAE -

Long positions in Domestic shares RRERHNRER
Percentage of
Capacity/ Number of Percentage of  total registered
Name of shareholder Nature of Interest Domestic Shares Domestic Shares Share Capital
G RAR A
REEMH B #BME RERBE MHARERBESH MBS
Huinan County SAB (Note) Beneficial owner 81,975,000 21.14 14.63

BESTRIREGREEAR(MZE) BEXZEBA

Note: Apart from the equity interest in the Company, Huinan County SAB does not have
any direct or indirect interest in the Company, including representatives in the
Board of Directors.

Long positions in H shares

Hat - BRAMEARRRMBRAERS  EEBRMREREFTREML

NRVEEEARRNTMEZMEER  BETEE
EERHRE -
RHEWERRE

Percentage of

Number of Percentage of  total registered

Name of shareholder Capacity H Shares H Shares Share Capital

IHBE MR A

RERERE 14 HER#E EHRB DL WEZL

Chen Jingwei Beneficial owner 29,520,000 17.11 5.269
PR E EnERA

Shen Qianzhen Beneficial owner 13,996,000 8.11 2.498

i EaEAA

Save as disclosed above, as at 31 December 2017, the Directors
were not aware of any other person (other than the Directors,
Supervisors and Chief Executives of the Company) who had interests
and short positions in the shares and underlying shares of the
Company as recorded in the register required to be kept under
Section 336 of the SFO.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the
whole or any substantial part of the business of the Group and the
Company were entered into or were in existence during the year.

COMPETING INTEREST

None of the Directors, the management shareholders, the significant
shareholders or the substantial shareholders (as defined in the GEM
Listing Rules) of the Company had any interest in a business, which
competes or may compete with the business of the Group.
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PRE-EMPTIVE RIGHT

There are no provisions for pre-emptive rights under the article
of association of the Company or the laws of the PRC, being the
jurisdiction in which the Company was established, which would
oblige the Company to offer new shares on a pro rata basis to existing
shareholders.

CONNECTED TRANSACTIONS

During the year, the Group had no material related party transactions,
which constituted connected transactions under the GEM Listing Rules.

CORPORATE GOVERNANCE PRACTICES

The Company is committed to achieve high standards of corporate
governance to safeguard the interest of its shareholders and enhance
its corporate value. Throughout the year ended 31 December 2017
and up to the date of this announcement, the Company has complied
with the Corporate Governance Code as set out in Appendix 15 of the
GEM Listing Rules.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Under the code provision A.2.1, the roles of chairman and chief
executive officer should be separate and should not be performed
by the same individual. Mr. Zhang Hong assumes the role of both
the chairman and the chief executive officer of the Company. The
Board is of the view that this has not compromised accountability and
independent decision making for the following reasons:

- the Audit Committee composes exclusively of Independent
Non-executive Directors;

- the Independent Directors have free and direct access to the
Company’s external auditors and independent professional
advice when considered necessary.

Mr. Zhang Hong, the chairman, is a substantial shareholder of the
Company and has considerable industry experience. He is motivated
to contribute to the growth and profitability of the Group. The Board
is of the view that it is in the best interests of the Group to have
an executive chairman so that the Board can have the benefit of a
chairman who is knowledgeable about the business of the Group
and is most capable to guide discussions and brief the Board in a
timely manner on pertinent issues and developments to facilitate open
dialogue between the Board and the management.

CODE OF CONDUCT REGARDING SECURITIES
TRANSACTIONS BY DIRECTORS

The Company has adopted a code of conduct regarding securities
transactions by directors on terms no less than the required standard
of dealings as set out in rules 5.48 to 5.67 of the GEM Listing Rules.
The Company has also made specific enquiry of all Directors and the
Company was not aware of any non-compliance with the required
standard of dealings and its code of conduct regarding securities
transactions by Directors throughout the year ended 31 December
2017.
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BOARD OF DIRECTORS AND BOARD MEETINGS

The Directors of the Company during the year and up to the date of
this announcement were:

Executive Directors

Mr. Zhang Hong (Chairman)
Mr. Zhang Xiao Guang

Mr. Zhao Bao Gang

Mr. Wu Guo Wen

Independent Non-Executive Directors
Mr. Gao Yong Cai

Ms. Tian Jie

Ms. Qiu Fang Ping

As at the date of this announcement, the Board comprised seven
Directors, four of whom are Executive Directors, three of whom are
INEDs of the Company.

AUDIT COMMITTEE

The Audit Committee was established in 2001 and currently
comprises three members, Mr. Gao Yong Cai, Ms. Tian Jie and Ms.
Qiu Fang Ping. All of them are INEDs. The chairman of the Audit
Committee is Mr. Gao Yong Cai. The Board considers that each
Audit Committee has broad commercial experience and there is a
suitable mix of expertise in business, legal, accounting and financial
management in the Audit Committee.

None of the members of the Audit Committee has any personal
financial interests, conflicts of interests arising from cross-
directorships or day-to-day involvement in the running of the
business. The Audit Committee oversees the financial reporting
process and the adequacy and effectiveness of the Company’s
system of internal control. During the year, the Audit Committee
carried out their own independent review of the interim and annual
financial statements and financial reports and statements included
in circulars of the Company published during the year. And with the
assistance of the internal audit department, which reports directly
to the committee, the Audit Committee completed its review of the
adequacy and effectiveness of the Company’s systems of internal
control and reported its findings and recommendations to the Board.
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INTERNAL CONTROL AND RISK MANAGEMENT

The Board is responsible for ensuring that the Group has a sound
and effective internal control system. The Group is committed to
the identification, monitoring and management of risks associated
with its business activities and has implemented a practical and
effective control system which includes a defined management
structure with limits of authority, a sound cash management system
and periodic review of the Group’s operation and performance by
the Audit Committee and the Board. The internal control system is
reviewed on an ongoing basis by the Board to ensure it is effective.
The Board is satisfied that, based on information furnished to it and
on its own observations, the present internal controls of the Group
are satisfactory. The Board has conducted review of the effectiveness
of the system of internal control and is of the view that the system of
internal control adopted for the year is sound and effective. The Group
does not maintain its own internal audit team for cost-saving reason
but the work is shared between related parties in the company to
assist the Audit Committee to review the effectiveness of the Group’s
risk management and internal control system.

AUDITORS

A resolution will be submitted to Annual General Meeting of the
Company to re-appoint the auditors, Reanda Lau & Au Yeung (HK)
CPA Limited.

By order of the Board

Zhang Hong
Chairman

Jilin Province, PRC
29 March 2018

As at the date of this announcement, the Board comprises four
executive directors, being Zhang Hong, Zhang Xiao Guang, Zhao
Bao Gang and Wu Guo Wen and three independent non-executive
directors, being Qiu Fangping, Gao Yong Cai and Tian Jie.

This announcement will remain on the “Latest Company

Announcements” page on the GEM Website at www.hkgem.com for
at least 7 days from the date of its posting.
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