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CHARACTERISTICS OF THE GROWTH ENTERPRISE MARKET (“GEM”) 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 investors 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.

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 disclaim 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. (formerly known as Venturepharm Laboratories
Limited)(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 China Health Group Inc. 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 or deceptive; (2) there are no other matters the omission of which would make any statement
in this report herein or this announcement misleading; and (3) all opinions expressed in this report have been arrived at after due and
careful consideration and are found 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 most exciting and
dynamic shift in the history of health industry. With the help of
challenge and opportunity provided by Chinese clinic revolution, the
Group is focusing on building itself into a group corporation
providing comprehensive medical service under international
architecture, from clinical research, post marketing surveillance
(PMS), real-world study (RWS) medical science events, medical
marketing and product promotion service, hospital management
service, mobile telemedicine service, special expertise therapy
service to rehabilitation and medical tours service.

With the changing landscape of commercial way of pharma power
house in china, the Group commits to replace traditional Contract
Service Organisation (“CSO”) sales model in China to Contract
Research Organisation (“CRO”) and CSO combination model. The
Group combines strategic thinking with the ability to capture and
analyze complex clinical data to effectively demonstrate real-world
outcomes. Our reach extends to field based teams who connect with
payers on a local level to help communicate the product value story,
the Group offers Medical science liaisons, medical marketing
programs bridge the gap between the clinical and commercial phases
of product development, providing expertise across a broad range of
pre- and post-launch opportunities

All of CRO-registered clinical trial and PMS or outcome research
help to create the “actives” with KOLs and all key hospitals and build
up Site Management Orgabisation (“SMQO”) in all key hospitals, we
will leverage all of the research*actives”+“SMO” into commercial
medical marketing. All those will replace traditions sales in china and
meet all those compliance challenges in china.

We are building the following:

With regarding of Hospital management service: Our group has tried
to operate mobile Internet health care and drug delivery service like
‘Chinese best doctor’, ‘My doctor 999°, and currently is preparing for
providing satellite mobile medical service.

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

In a word, our group has completed transition from the type of
pharmaceutical technology to new health care model under the new
creative internet architecture. We will grasp the opportunity of the
Chinese health care reform and take advantage of a dozen years’
experience to create physical and spiritual welfare for the patients,
staff and shareholders.

By order of the Board
William Xia GUO
Chairman

21 March 2018
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MBHE
FINANCIAL HIGHLIGHTS

Year ended 31 December

BETA=Z+T—HILFE

2017 2016
—E ZFA
RMB’000 RMB’000
NEY ST AR¥TT
Results E
Revenue I 7 58,491 20,241
Profit for the year A P9 i ) 30,454 2,127
Assets and Liabilities BENEE
Total Assets s E 32,733 12,845
Total Liabilities HEE [ 26,929 38,011
Shareholders” equity/(deficit) IRARERR ) (H51R) 5,804 (25,166)

1. The Group recorded consolidated turnover of RMB58,491,000 for the
year ended 31 December 2017, which represents approximately 189%
increase from RMB20,241,000 for the year ended 31 December 2016.

2. The Group recorded profit before taxation of RMB33,898,000 for the
year ended 31 December 2017, as compared with profit before taxation of
RMB2,085,000 in for the year ended 31 December 2016. The Group
recorded an increase of profit by the expansion of the post market clinical
research, real-world clinical research, medical science liaisons and

medical market services.

3. The Group recorded operating cash inflow of RMB 14,394,000 this Year,
as compared with operating cash outflow of RMB 6,818,000 in year
2016.

4. The basic and diluted earnings per share is RMB3.07 cents in 2017, while
basic earnings per share was RMBO0.23 cents in 2016.

4 CHINA HEALTH GROUP INC.
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MANAGEMENT DISCUSSION AND ANALYSIS

RESULTS

The Group recorded profit before taxation of RMB33,898,000
for the year of 31 December 2017, as compared with profit
before taxation of RMB2,085,000 in the corresponding period
last year. This year's earnings are mainly due to the income of
post market clinical research, real-world clinical research,

medical science and medical market services (“PM services”).

The Group recorded operating profit of RMB33,974,000 for the
year, without considering the financial expense of RMB76,000,
as compared with operating profit of RMB2,885,000 in year
2016.

The Group recorded revenue of RMB58,491,000 for this Year,
which represents approximately 189%
RMB20,241,000 in the corresponding period last year. The 2017
consolidated turnover included approximately RMB2,632,000

increases from

derived from the contracted clinical research services (“CR
services”), amounted to 5% of the total revenue; approximately
RMB39,273,000 from PM services, amounted to 67% of the total
revenue and approximately RMB1,775,000 from other medical
services, amounted to 3% of the total revenue. The differences in
revenues for these two years was mainly due to (a) the terminal
of clinical medicine of research-type extension based on the
clinical research i.e. PM services, which is one of the four
growth-driving platforms was widely recognized by the markets.
For the year of 31 December 2017, the PM services revenue
increases approximately RMB33,800,000. (b) The Group recorded
a decrease in revenue in CR services of approximately RMB9,647,000
for the Year. (c) Revenue in other medical services decreased by
RMB714,000 compared to that in 2016.

Total consolidated administrative expenses and staffs costs were
approximately RMB22,561,000 representing an increase of
approximately RMB8,342,000 compared with approximately
RMB14,219,000 of the corresponding period last year. The
increase was primarily due to the increase in headcounts.

LIQUIDITY, FINANCIAL RESOURCES AND GEARING
RATIO

As at 31 December 2017, the Group’s current assets exceeded its
current liabilities and its total assets exceeded its total liabilities
by approximately RMB3,053,000 (2016: net current liabilities of
approximately RMB28,937,000) and approximately RMB 5,804,000
(2016: net liabilities of approximately RMB25,166,000) respectively.
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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.

FOREIGN EXCHANGE EXPOSURE

During the year, the Group's transactions were substantially
denominated in Renminbi ("RMB"). As such, the foreign
currency risk facing the Group is limited. Currently, the Group
has not adopted any financial instrument for hedging purposes.

BUSINESS REVIEW

Aiming at long-term development, the Group keeps pursuing its
business strategy of transforming from a leading technology transfer
supplier to a health care service group under the internet architecture.

CHG now stands at the forefront of the most exciting and
dynamic shift in the history of health industry. With the help of
challenge and opportunity provided by Chinese clinic revolution,
China Health Group Inc. is focusing on building itself into a
group corporation providing comprehensive medical service
under international architecture, from clinical research, post
marketing surveillance (PMS) , real-world study (RWS) medical
science events, medical marketing and product promotion
service, hospital management service, mobile telemedicine
service, special expertise therapy service to rehabilitation and
medical tours service.

We are more than exciting about the approval of continuing
connected Service Agreement which has a rather significant
positive impact over the performance of the Group in terms of
revenue and profit.

With the changing landscape of commercial way of pharma
power house in China, CHG commit to replace traditional CSO
sales model in China to CRO and CSO combination model.
CHG combines strategic thinking with the ability to capture and
analyse complex clinical data to effectively demonstrate
real-world outcomes. Our reach extends to field based teams
who connect with payers on a local level to help communicate
your product value story, CHG offers real world clinical study,
medical science liaisons, medical marketing programs which
aimed to bridge the gaps between the clinical and commercial
phases of product development, providing expertise across a
broad range of pre- and post-launch opportunities.

All of CRO-registered clinical trial and PM services or outcome
research help to create the “activities” with KOLs and all key
hospitals and build up “SMO” in all key hospitals, we will
leverage all of the research “actives” + “SMO” into commercial
medical marketing. All those will replace traditions sales in
China and meet all those compliance challenges in China.

6 CHINA HEALTH GROUP INC.
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MANAGEMENT DISCUSSION AND ANALYSIS

PM SERVICES

This year is a milestone year for company strategic transition. The
Group made best use of its VPSCRO's 17 years of efforts and strong
relationship with leaders and experts through 400 clinical bases
for the marketing and clinical research of new drugs to list and
clinical research and brought revenue of RMB39,273,000.

CR SERVICES

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 I clinical and
bioequivalence studies, phase II-I1I 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 research
including  Venturepharm-CBI  phase I clinical
research center, VPS-mart phase IV clinical research and
promotion  center, SAS-Venturepharm data
management and medical statistics center, VP-Porsche RA

service center, OHH-VP Pacific-Asia clinical research institution

institutions

academic

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 I and BE projects each year and
conducting 50 phase II-III 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.
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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.

SIGNIFICANT INVESTMENT
During the year, there was no significant investment.
CAPITAL COMMITMENT

As of 31 December 2017, the Group did not have any significant
capital commitment.

HUMAN RESOUCES

The Group’s remuneration policy is basically determined by the
performance of individual employees. In addition to salaries and
bonuses, the Group also provided various other benefits to its
employees. Employee benefits included medical and pension
contributions and share options schemes.

The Group monitored closely the remuneration and fringe benefits
of the employees and rewarded employees in accordance with the
Group’s business performance. In addition, training and development
opportunities for the employees were also provided by the Group.

DIVIDEND

The Directors do not recommend the payment of any dividend
for the year ended 31 December 2017 (2016: Nil).

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY’S LISTED SECURITIES

Neither the Company, nor any of its subsidiaries purchased, sold
or redeemed any of the Company’s listed securities during the
year ended 31 December 2017.

REVIEW OF FINANCIAL STATEMENTS

The Company has established an audit committee (the “Audit
Committee”) with written terms of reference in compliance with
the GEM Listing Rules 5.28 to 5.33. The primary duties of the
audit committee are (a) to review the Group’s annual reports,
interim reports and quarterly reports (b) to discuss and review
with the audit of the Company on the scope and findings of the
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.
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MANAGEMENT DISCUSSION AND ANALYSIS

The audit committee has three members comprising the three
Independent Non-executive Directors, Mr. Rui QIU, Mr. Mark
Gavin Lotter and Dr. Bin Hui NI. The chairman of the audit
committee is Mr. Rui QIU who possesses extensive experience in
finance and accounting.

The audit committee has reviewed and approved the consolidated
financial statements for this Year, including the accounting
principles and new and revised accounting standards adopted by
the Group, and discussed matters relating to auditing, internal
controls and financial reporting.

DIRECTORS’ INTERESTS IN CONTRACTS OF SIGNIFICANCE

During the year ended 31 December 2017, except for the
continuing connected transactions (Details of which are
disclosed in the company’s circular dated 31 July 2017 in
www.hkexnews.com) entered into between the Group and
related companies, at which a director of the company, Mr.
William Xia Guo, has significant interests in these companies, no
other contracts of significance to which the Company or any of
its subsidiaries was a party and in which a Director of the
Company had a material interest, whether directly or indirectly,
subsisted at the end of the year or at any time during the year.

DIRECTORS’ INTERESTS IN COMPETING BUSINESS

As at 31 December 2017, none of the Directors or the substantial
shareholders of the Company and their respective associates (as
defined in the GEM Listing Rules) had any interest in a business
that competes or may compete with the business of the Group.

EMPLOYEE AND REMUNERATION POLICY

During the Year, staff cost, including directors’ remuneration is
approximately =~ RMB17,373,000  (2016:  approximately
RMB9,827,000). The Group remunerates its employees based
Other
employee benefits include mandatory provident fund, insurance

on their performance, and the prevailing market price.

and medical coverage, training programs and share option
scheme.

The Company adopted the Share Option Schemes where share
options to subscribe for shares of the Company have be granted
to the eligible participants of the Group. 18,745,300 share
options have been owned by the eligible participants under the
Scheme for the year ended 31 December 2017.
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EXECUTIVE DIRECTORS

Mr. William Xia GUO, aged 53, is the Chairman, executive
Director of the Group, as well as one of the members of
remuneration committee and nomination committee. Mr. GUO
is responsible for strategic planning and development, overall
management of the Group. Mr. GUO obtained with a Master
degree in science from University of Toronto in March 1997.
Mr. GUO has also completed various approved courses for the
degree of Master of Business Administration in Heriot-Watt
University and the Judge institute EMBA in University of
Cambridge. Before establishing the Group in December 1998,
Mr. GUO had worked for two pharmaceutical companies in
Canada, namely Ortho-McNeil Inc. under Johnson & Johnson
and Novopharm Limited under Teva Pharmaceutical Industries
Ltd as research scientist and process development manager,
respectively. Mr. GUO used to be the director and CEO of
Common Wealth Technology Inc listed on NSDAQ and vice
president of All-China Federation of Industry and Commerce
Medical Pharmaceutical Chamber, he also got National model
worker title and The National May 1 Labour Medal, and was
prized as ‘2005 Excellent creative enterpriser’ in 2005 by
BCCC(got the scholarship for EMBA study in University of
Cambridge).

Dr. Maria Xue Mei SONG, aged 50, is an executive Director. Dr.
Song is responsible for Clinical Research. Dr. Song graduated
from China Concord Medical University with a Doctorate degree
in clinical medicine in July 1995. She is also a Registered
Pharmacist in the PRC. Prior to joining the Group in February
2000, Ms. Song had served as general manager of Beijing
Tiancifu Biopharmaceutical Co. Ltd.

NON-EXECUTIVE DIRECTOR

Mr. Michael SU , aged 46, has been appointed as a non-executive
Director since 18 May 2016. Mr. Su formerly worked for Fila
China Limited, Shanghai Pharmceutic Group Limited,
Venturepharm Pharmaceuticals (Hainan)Limited, China Health
Group Inc. ,etc. and engaged as finance director and similar
positons. He held bachelor degree of Hydrolic Engineering from
Tsinghua and Master degree
Management from Shanghai Jiaotong University. He has near 20

University of Business

years of experience in financial management and more than 10
years of experience in pharmaceutic industry.
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INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Rui QIU, aged 42, has been appointed as an independent
non-executive Director and the chairman of the audit committee,
as well as one of the members of nomination committee and
remuneration committee since 12 February 2018. Mr. QIU
graduated from Peking University and holds bachelor degree of
Economics. With 20 years of working experience in accounting
and financial management and Merge& Acquisition. Mr. QIU
formerly worked for PwC and TPG, etc, and founded several
investment funds as the key member. Mr. QIU is the founding
partner of BDStar Capital and the directors of his invested
companies. Mr. QIU is the CFA and the CPA.

Dr. Bing Hui NI, aged 59, has been appointed as the independent
non-executive Director and the chairman of nomination
committee, as well as one of the members of audit committee and
remuneration committee since 31 March 2015. Dr Bing Hui NI
acts as Vice President in Sanofi, and head of external Science &
Partnering-Asia Pacific. Dr. Ni holds a PhD in molecular
pharmacology from University of Toronto under fellowship and
post-doctoral fellowship in Clinical Pharmacology from National
Institute of Health. Dr. Ni has over 40 publications in journals
including Science, PNAS and served as adjunct professors in
several universities in USA and Singapore. Dr. Ni has over 20
years of healthcare industry experience in the US and
Asia/China.
positions for several top Fortune 500 companies, including Eli
Lilly (being Action Group Chair, US), S'BIO (being Vice
President/ head of Biology, Singapore,) and Covance China

He served in senior scientific and managerial

(being General Manager, China)

Mr. Mark Gavin Lotter, aged 55, has been appointed as the
independent non-executive Director and the chairman of
remuneration committee, as well as one of the members of audit
committee and nomination committee since 17 February 2015.
Mr. Mark Gavin Lotter holds a Bachelor of Science in Pharmacy,
and Master in Business Leadership of University of South Africa
degrees and has over twenty five years of work experience
largely in the pharmaceutical industry. He started his career in
South Africa and where he has held senior management positions
which included Chief Officer of Astra
Pharmaceuticals (South Africa) and Chief Executive Officer of

Executive

Aspen Healthcare (South Africa). He has more than 10 years’
experience in China where he held a number of senior positions
including Vice President of Commercial Operations of
AstraZeneca China, Founder and Chief Executive Officer of
Nova Med Pharmaceuticals and Chief Executive Officer
SciClone - China Operations. The Board is convinced that the
joining of Mr. Lotter will be a great asset to the Board and the

Company.

For the year ended 31 December 2017
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The Directors of the Company present their annual report and the
audited consolidated financial statements of the Group for the
year ended 31 December 2017.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company. The
principal activities of the Company’s subsidiaries are set out in
note 13 to the consolidated financial statements.

RESULTS AND DIVIDEND

The results of the Group for the year ended 31 December 2017
are set out in the consolidated statement of profit or loss and
other comprehensive income on page 39 of the annual report.

The Directors do not recommend the payment of any dividend
for the year ended 31 December 2017.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in the property, plant and equipment of the
Group and the Company during the year are set out in notel1 to
the consolidated financial statements.

SHARE CAPITAL

Details of the share capital of the Company are set out in note
22(b) to the consolidated financial statements.

RESERVE

Movements in the reserves of the Group during the year are set
out in the consolidated statement of changes in equity.

DISTRIBUTABLE RESERVES

As at 31 December 2017, the Company’s reserves available for
distribution comprised of capital reserve and contributed surplus
of RMB34,150,000 (2016: RMB30,173,000).

FIVE YEARS FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the
Group for the last five financial years is set out on pages 88.

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

The Company and its subsidiaries did not purchase, sell or
redeem any of the Company’s listed shares during this Year. The
Company and its subsidiaries also did not redeem, purchase or
cancel any of their redeemable securities.
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DIRECTORS

The Directors of the Company during this year and up to the date
of this report are:

EXECUTIVE DIRECTORS:

3 years from his re-appointment on 30

William Xia GUO
December 2017
Maria Xuemei 3 years from her re-appointment on 30
SONG December 2017

NON-EXECUTIVE DIRECTORS:

Michael SU 3 years from his appointment on 18 May 2016

INDEPENDENT NON-EXECUTIVE DIRECTORS:

Rui QIU 3 years from his appointment on 12
February 2018
Shou Yuan Wu Resigned on 12 February 2018

Mark Gavin Lotter 3 years from his appointment on 17
February 2015
Bin Hui NI 3 years from his appointment on 31

March 2015
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DIRECTORS’ AND CHIEF EXECUTIVE’S INTEREST IN
SHARES, UNDERLYING SHARES AND DEBENTURES

As at 31 December 2017, the interests and long positions of the
Company’s Directors and chief executives in the shares,
underlying shares or debentures of the Company and its
associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (the “SFO”), which are required
(a) to notify the Company and The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”) pursuant to Divisions 7 and 8 of
Part XV of the SFO (including interests or short positions which
they are taken or deemed to have taken under such provision of
the SFO); or (b) pursuant to section 352 of the SFO, to be entered
in the register referred to therein; or (c) pursuant to Rules 5.46 to
5.67 of the GEM Listing Rules were as follows:

Long positions in shares and underlying shares of the Company

EFEHE
DIRECTORS’ REPORT

EEREZTERA BB MBS RARSZ

REFBEF A= H, AARZEENEETH
NBTAAR A F AR CE R R S Bkl (7
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Number of shares in

Number of shares in which which interested under Total Approximate
interested(other than under physically settled equity number percentage of
Name Type of interests Capacity equity derivatives) derivatives(Note 4) of shares interest(%)
" REZRHEU3 5 13 FrAhins 2 Bety s H HUE S QARG HERAIERY
CRARTA T BRI ) ATA: TRAATHERS F57E (%)
Z Ay ¥ H (Note 4)
William Xia GUO Personal Ber}eficial owner 95,895,941 10,974,000 106,869,941 10.77
William Xia Guo AN PamEaA
William Xia GUO Corporate Interests of a controlled 343,408,873 - 343,408,873 34.59
William Xia Guo VNG Corporation iNote: )
SR PR 2 ()
William Xia GUO Corporate Interests of a controlled 149,432,583 - 149,432,583 15.05
William Xia Guo N _ Corporation (Note 2)
RN (P RE2)
William Xia GUO Corporate Interests of a controlled 91,915,181 91,915,181 9.26
William Xia Guo Na] B Corp\oratiqzl (Note 3)
SRR (T E3)
Maria Xuemei SONG Personal Begggcig_l owner 636,500 1,636,000 2,272,500 0.23
KEHE i jEgn/
Mr. Michael SU Personal Beneficial owner - 220,000 220,000 0.02
R [UN Pl A
Shou Yuan Wu Personal Beneficial owner - 100.000 100.000 0.01
RFETC 1 e ’ ’
Mark Gavin Lotter Personal Beneficial owner - 100,000 100.000
Mark Gavin Lotter 1] His > A 0.01
Bin Hui NI Personal Beneficial owner - 100,000 100,000
e fAA fifE 001

Note 1: Winsland Agents Limited is 100% directly held by Mr. William Xia GUO.

Note 2: The controlled corporation, Venturepharm Holdings Inc., is 47.63 % directly
held by Mr. William Xia GUO and 49.00 % held by Mr. William Xia GUO
through Winsland Agents Limited, his wholly and beneficially owned company
incorporated in British Virgin Islands.

Note 3:  The controlled corporation, Bright Excel Assets Limited, is 100 % beneficially
owned by Venturepharm Holdings Inc.

Note 4: Various interests of the Directors pursuant to physically settled equity
derivatives are through share options granted.
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SUBSTANTIAL SHAREHOLDERS

The register of substantial shareholders required to be kept under
section 336 of Part XV of the SFO shows that as at 31 December
2017, the Company had been notified of the following substantial
shareholders’ interests and long positions, being 5% or more of

the Company’s issued share capital.
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EX 314

R 5 N B B XV BT A 330f6 2 R E i A7 B 2 B
ROBRCMHER, R —tE A=+ —H, RAFERN
TR A R MR, RIS AN R E B TR 5%
s DA B .

Approximate
percentage of

Name Capacity Number of shares . iqterests
P N By e TEEBEAT A L
Winsland Agents Limited Note 1) Beneficial owner 343, 408, 873 34.59
Venturepharm Holdings Inc. (Note 2) Beneficial owner 149, 432, 583 15.05
Venturepharm Holdings Inc. (Note 3) Interest of controlled corporation 91, 915, 181 9.26
Bright Excel Assets Limited (Note 3)  Beneficial owner 91,915, 181 9.26
William Xia GUO (Notes 1, 2, 3,4) Beneficial owner and interest of controlled corporations 691, 626, 578 69.67
Winsland Agents Limited (ff7FE1) BiaEL A 343, 408, 873 34.59
Venturepharm Holdings Inc. ( {71 2) BaEL A 149, 432, 583 15.05
Venturepharm Holdings Inc. (BffFE3) S vk R S 91,915, 181 9.26
Bright Excel Assets Limited ( FfiaE3) =Rk E-DN 91, 915, 181 9.26
William Xia Guo (FfizE1. 2. 3K4) T T N M &2 s ) B RE 2 691, 626, 578 69.67
Long positions in shares and underlying shares of the Company AT AT RAER B Z 176

Note 1: Winsland Agents Limited is 100% directly held by Mr. William Xia GUO.
The shares include 77,500,000 shares granted under the 2014 Convertible
Notes. Noteholder has converted all Convertible Notes to ordinary share of
77,500,000 shares on 31 December 2016.There will be no Convertible
Notes of the Company held by the Noteholder after the Conversion.

Note 2: Venturepharm Holdings Inc. is 47.63% directly held by Mr. William Xia
GUO and 49% held by Mr. William Xia GUO through Winsland Agents
Limited, his wholly and beneficially owned company incorporated in the
British Virgin Islands.

Note 3: The controlled corporation, Bright Excel Assets Limited, is 100 %
beneficially owned by Venturepharm Holdings Inc.

Note 4: Apart from shares held through Venturepharm Holdings Inc., and
Winsland Agents Limited, the interests of 10,974,000 shares which are
granted to him under the Share Option Scheme are beneficially owned by
Mr. William Xia GUO.

Save as disclosed above, as at 31 December 2017 there was no
other person who was recorded in the register of the Company as
having interest or short position in the shares or underlying shares
of the Company which would fall to be disclosed to the Company
under Divisions 2 and 3 of Part XV of the SFO or which were
required, pursuant to section 336 of Part XV of the SFO, to be
entered in the register referred to therein.

Fi#EL: Winsland Agents Limited HiWilliam Xia Guot: ELHERFA 100%/BHE I
AU A 20 14 AT IR AR T 1 977,500,000« FA20164E12 31 H,
Winsland Agents Limitedsi 42 H P MHRE 5 45 1877,500,000 A% A FIHY
W PIEHAEESARE A N A AR A IR AT

Bffik2: 2tk E Venturepharm Holdings Inc. HiWilliam Xia GuoZe/: BHERFA
47,63%]1&’@, LR Hiwilliam Xia GuoGA:iE i Winsland Agents Limited (
TA D B LRI REM AL, HGuofS E R AR HEA) $549.000 0
fiEo

BfE3: 24815 Bright Excel Assets Limited 42 FBBEHE T Venturepharm Holdings
Inc. A o

Fffiita. @%ﬁ”ﬁj‘@\/enturepharm Holdings Inc. M Winsland Agents Limited 54 2 &5
AN, William Xia Guoo BT A5 HEAT 10,974,008 AR, FEHRBEEIE
RER BT T8 2 SIBRE T 1210,974,000/B B3«
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DIRECTORS’
SIGNIFICANCE

INTERESTS 1IN CONTRACTS OF

Save as disclosed in note 27(b) to the consolidated financial
statements, no other contracts of significance to which the
Company or any of its subsidiaries was a party and in which a
Director of the Company had a material interest, whether directly
or indirectly, subsisted at the end of the year or at any time during

the year.

SHARE OPTION SCHEME

As disclosed in note 26, the Company adopted a share option
scheme. It awards the relevant eligible participants for their

contribution in the Group’s operation.
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Name or Grant At 31 Exercise Date of Exercise
category At 1 Januay in the Exercised Expired in December price per grant of period of
Oﬁfparti(‘ipan?t 2017 Year in the Year the Year 2017 share(HK$) share options share options
e f‘ U%*ﬁ ==L ks | Are | RACERE [RTEE| mRET 2 e
sl | A0 | G | R | A= TR | fEeKs) | B I
966,000 - - 966,000 - 0.625 10-05-07 10-05-07%09-05-17
William
Xia Guo 858,000 - - - 858,000 0.435 07-04-09 07-04-094206-04-19
9,150,000 - - - 9,150,000 0.45 30-06-15 gz
416,000 - - 416,000 - 0.625 10-05-07 10-05-07%09-05-17
Other directors
- - - - 720,000 0.435 -04- -04-09 %2 06-04-
g 720,000 07-04-09 07-04-093106-04-19
1,020,000 - - - 1,020,000 0.45 30-06-15 logEal
568,100 - - 568,100 - 0.625 10-05-07 10-05-07209-05-17
Employees and
consultants | 2,340,800 - - 250,000 2,090,800 0.435 07-04-09 07-04-09£06-04-19
AV
7,130,000 - - 1,190,000 5,940,000 0.45 30-06-15 fftst1
Total 23,168,900 - - 3,390,100 19,778.800
o1
Notel: B 5t
These options are exercisable in three trench with the IR A 2 =T A= — XA H =11

maximum percentage of options exercisable with the

periods commencing from 30 June 2016 to 29 June 2017,
30 June 2017 to 29 June 2018 and 30 June 2018 to 29 June
2025 being 40%, 70% and 100% respectively.
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DIRECTORS’ INTERESTS IN COMPETING BUSINESS

As at 31 December 2017, none of the Directors or the substantial
shareholders of the Company and their respective associates (as
defined in the GEM Listing Rules) had any interest in a business that
competes or may compete with the business of the Group.

PERMIITTED INDEMINITY PROVISION

At no time during the year and up to date of this report, there was or
is, any permitted indemnity provision being in force for the benefit of
the directors of the Company (whether made by the Company or
otherwise) or any of its subsidiaries (if made by the Company).

AUDIT COMMITTEE

The audit committee of the Company had, together with the management
and external auditor of the Company, reviewed the accounting
principles and policies adopted by the Group and the consolidated
financial statements for the year ended 31 December 2017.

CORPORATE GOVERNANCE

The Company is committed to maintaining high standards of
corporate governance practices. Information on the corporate
governance practices adopted by the Company is set out in the

Corporate Governance Report on pages 21 to 32 of this annual report.

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY’S SHARES

Neither the Company nor any of its subsidiaries purchased, sold or
redeemed any of the Company's listed shares during the year ended
31 December 2017.

SUFFICIENCY OF PUBLIC FLOAT

Based on the information that is publicly available to the Company
and within the knowledge of its Directors as at the date of this report,
the Company has maintained the prescribed public float under the
GEM Listing Rules.

INDEPENDENCE OF INDEPENDENT NON-EXECUTIVE
DIRECTORS

The Company has received from each Independent Non-executive
Directors an annual confirmation for independence pursuant to Rule
5.09 of the GEM Listing Rules. The Independent Non-executive
Directors have confirmed that they are independent.
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MAJOR SUPPLIERS AND CUSTOMERS

During the year, the five largest customers of the Group accounted
for approximately 83.71% of the Group’s sales. The largest customer
accounted for approximately 41.45% of the sales of the Group.

During the year, the five largest suppliers of the Group accounted for
approximately 17.63% of the Group’s cost of service. The largest
suppliers accounted for approximately 12.05% of the cost of the
service of the Group.

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

RETIREMENT BENEFIT SCHEMES

Particulars of the retirement benefit schemes of the Group are set out
in note25 to the consolidated financial statements.

CONNECTED TRANSACTION

During the year, a number of the connected transactions and
continuous connecting transactions between the Company and the
related companies are also disclosed according to the requirements of
Chapter 20 of the GEM Listing Rules. The details of connected
transaction and continuous connected transactions have been
contained in note 27(b) of the consolidated financial statements and
in the paragraphs below respectively.

The Company has approved the continuous connected transaction on
July 14, 2016 and the EGM on August 15, 2017. It has come into
force since August 15, 2017 for a period of two years.

The Company’s independent non-executive directors, after they
reviewed the listed connected transaction shown in note of
consolidated financial statements, considered that during the
reporting period, such connected transactions are,

(1) Related to the general and normal business of the Company;

(2) Entered into in accordance with the terms of the general
agreement or in terms of the terms of the agreement between the
Company and the independent third party; and

(3) The terms of the agreement concluded are fair and reasonable in
terms of the owners of the group

The independent non executive directors believe that the Company
and its associated persons, which have an annual limit of the
continuous connected transaction on the annual limit of transactions,
do not exceed the annual limit.
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Pursuant to Rule 20.54 of the GEM Listing Rules, the Directors
engaged the auditor of the Company to perform certain work on the
above continuing connected transactions in accordance with Hong
Kong Standard on Assurance Engagements 3000 (Revised)
“Assurance Engagements Other Than Audits or Reviews of
Historical Financial Information” and with reference to Practice Note
740 “Auditor’s Letter on Continuing Connected Transactions under
the Hong Kong Listing Rules” issued by the Hong Kong Institute of
Certified Public Accountants. The auditor has provided a letter to the
Directors and confirmed that, for the year ended 31 December 2017:

1. Nothing has come to their attention that causes them to believe that
the disclosed continuing connected transactions have not been
approved by the Company’s board of directors.

2. For transactions involving the provision of goods or services by the
Group, nothing has come to their attention that causes them to believe
that the transactions were not, in all material respects, in accordance
with the pricing policies of the Group.

3. Nothing has come to their attention that causes them to believe that
the transactions were not entered into, in all material respects, in
accordance with the relevant

agreements governing such

transactions.

4. With respect to the aggregate amount of each of the continuing
connected transactions set out the continuing connected transactions,
nothing has come to their attention that causes them to believe that
the disclosed continuing connected transactions have exceeded the
annual cap as set by the Company.

EMPLOYEE AND REMUNERATION POLICY

During the Year, staff cost, including Directors’ remuneration is
approximately RMB 17,373,000 (2016: approximately RMB
9,827,000). The Group remunerates its employees based on their
performance, and the prevailing market price. Other employee
benefits include mandatory provident fund, insurance and medical
coverage, training programs and share option scheme.

The Company adopted the Share Option Schemes where share
options to subscribe for shares of the Company have be granted to the
eligible participants of the Group. 18,745,300 share options have
been owned by the eligible participants under the Scheme for the year
ended 31 December 2017.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company’s
Articles of Association or the laws of the Cayman Islands, which
would oblige the Company to offer new shares on a pro-rata basis to
existing shareholders.
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AUDITORS

The consolidated financial statements have been audited by Baker
Tilly Hong Kong Limited. A resolution will be submitted to the
forthcoming annual general meeting of the Company to reappoint
Baker Tilly Hong Kong Limited as auditors of the Company.

Following the resignation of KLC Kennic Liu & Co., Ltd as
auditor of the Company on 5 January 2018, Baker Tilly Hong

Kong Limited was appointed as the auditor of the Company to
fill up the vacancy.

EVENTS AFTER THE REPORTING PERIOD

The Directors are not aware of any significant event requiring
disclosure that has taken place subsequent to 31 December 2017 and
up to the date of this report.

On behalf of the Board

Chairman
William Xia GUO

Beijing, the PRC, 21 March 2018
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COMPLIANCE WITH THE CODE ON CORPORATE
GOVERNANCE PRACTICES

The Company’s corporate governance practices are based on the
principles and the code provisions as set out in the Code on Corporate
Governance Practices (the “Code™) as set out in Appendix 15 to the
GEM Listing Rules. The principles adopted by the Company
emphasis a quality board, transparency and accountability to
shareholders. In the opinion of the Board, the Company has complied
with the Code for the year ended 31 December 2017, with the
exception for the following deviations:

Under code provision A.2.1, the responsibilities between chairman
and chief executive officer should be divided. However currently, the
Company does not have Chief Executive Officer. The day-to-day
management of the Company's business is handled by the executive
directors, who take the responsibility to run the Group's business and
to implement the Group's strategy so as to achieve the overall
commercial objectives of the Company.

Under code provision A.4.1, non-executive Directors should be
appointed for specific term. There is no specific term of appointment
of the non-executive Directors; however, they are subject to
retirement by rotation in accordance with the Articles and the Code.
Accordingly, the Company considers that sufficient measures have
been taken to deal with the requirement in respect of the appointment
terms of non-executive Directors as required under the code provision.

Under the code provision A.6.7 of the CG Code, independent
non-executive directors and other non-executive directors should
attend general meetings and develop a balanced understanding of the
views of shareholders. In addition, under the code provision E.1.2 of
the CG Code, the chairman of the board should attend the annual
general meeting and he should also invite the chairmen of the audit,
remuneration, nomination and any other committees (as appropriate)
to attend. The annual general meeting of the Company (the “AGM”)
held on 30 June 2017, Mr. William Xia GUO (chairman of the
Board), did not attend the said AGM to answer questions of the
shareholders of the Company due to other prior business
engagements. However, Mr. William Xia GUO has appointed the
other attended Director Ms. Maria Xuemei Song as their
representative at the said meetings to answer questions of the
shareholders of the Company.

RULE 5.05(1) OF THE GEM LISTING RULES

Rule 5.05(1) of the GEM Listing Rules the board of directors of a listed
issuer must include at least three independent non-executive Directors.

After the appointment of Mr. Mark Gavin Lotter on 17 February
2015, Dr Bin Hui NI on 31 March 2015 as the independent
non-executive Director and Mr. Rui QIU on 12 February 2018, the
Company has fulfilled the requirement on the number of independent
non-executive directors of the Company as required under Rule
5.05(1) of the GEM Listing Rules.
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RULE 5.28 OF THE GEM LISTING RULES

Rule 5.28 of the GEM Listing Rules every listed issuer must establish
an audit committee comprising non-executive directors only. The
audit committee must comprise a minimum of 3 members.

After the appointment of Mr. Mark Gavin Lotter on 17 February
2015, Dr. Bin Hui NI on 31 March 2015 as the independent
non-executive Director and Mr. Rui QIU on 12 February 2018,
the Company has fulfilled the requirement on the number of
members of the audit committee as required under Rule 5.28 of
the GEM Listing Rules.

CODE OF CONDUCT REGARDING SECURITIES
TRANSACTIONS BY DIRECTORS

The Company had adopted a code of conduct regarding securities
transactions by Directors on terms no less exacting than the
required standard of dealings set out in Rules 5.48 to 5.67 of the
GEM Listing Rules. The Company also had made specific
enquiry of all Directors and the Directors confirmed that they
have complied with the required standard of dealings and its code
of conduct regarding securities transactions by Directors during
the Year.
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BOARD OF DIRECTORS

The overall governance structure of the Company is set out below:

Audit Committee three members

FWEEAT KR

Rui QIU (Chairman) (Appointed on 12 Feb 2018)
g (B h =R —/\F AT HZED)

Shou Yuan WU (Resigned on 12 Feb 2018)
ST R & - /\E T HEHMD)

Mark Gavin Lotter

Mark Gavin Lotter

Bin Hui NI
LM

Note:

The Board members during this Year and up to the date of this

annual report are:

Executive Directors:

William Xia GUO (Re-appointed on 30 December 2017)
Maria Xuemei SONG (Re-appointed on 30 December 2017)

EEY

The Board

Chairman appointed by the Board
il R i

Two Executive Directors
o HATH R
One Nop—E)ieglitive Director
Vi AT HER
Three Independent Non—Executive Directors

3L S AR T R

Nomination Committee four members

RAZEEVIARE

Bin Hui NI (Chairman)
FRAIE (EJ)

William Xia GUO
William Xia Guo

Rui QIU (Chairman) (Appointed on 12 Feb 2018)
et (R=F—/\FHTZHZM)

Shou Yuan WU (Resigned on 12 Feb 2018)
RFT (RF—/EZH T HERHE)

Mark Gavin Lotter
Mark Gavin Lotter

B -

HITEDE:
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AN TR BRI T -

Remuneration Committee four members
E eSS R I A=
Mark Gavin Lotter (Chairman)

Mark Gavin Lotter (F=J#)

William Xia GUO
William Xia Guo

Rui QIU (Chairman) (Appointed on 12 Feb 2018)
e A —F—/GFEZH T HHEE)

Shou Yuan WU (Resigned on 12 Feb 2018)
REIC A& —/UFE A+ HEBHMT)

Bin Hui NI
5L Mz

N R EA R F R A

William Xia Guo (F* ~“F—-+t44+ " H =+ HERHEZRAT)
KEMH (h-F—tLFE+H = HERERT)
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Non-executive Director:
Mr. Michael SU
Independent Non-executive Director:

Rui QIU (Appointed on 12 February 2018)

Shou Yuan WU (Resigned on 12 February 2018)
Mark Gavin Lotter

Bin Hui NI

Biographical details of each Director is set out in the section
headed “Profile of directors and senior management” on pages 10
to 11 of this annual report.

There are no relationships (including financial, business, family
or other material or relevant relationships) among members of the
Board.

The Board of Directors ("Board") of the Company is collectively
responsible for the oversight of the management of the business
and affairs of the Group with the objective of enhancing
shareholders value.

The Board, led by the Chairman, is responsible for the approval
and monitoring of the Group's overall strategies and policies;
approval of annual budgets and business plans; evaluating the
performance of the Group; and oversight of management. One of
the important roles of the Chairman is to provide leadership to the
Board to ensure that the Board acts in the best interests of the
Group. All Directors have been consulted about any matters
proposed for inclusion in the agenda. With the support of
Executive Directors and the Company Secretary, the Chairman
seeks to ensure that all Directors are properly briefed on issues
arising at Board meetings and receives adequate and reliable
information in a timely manner.

Regular Board meetings of the year are scheduled in advance to
give all Directors an opportunity to attend. Four regular Board
meetings at approximately quarterly intervals have been
scheduled for 2017. The Directors can attend meetings in persons
or through other means of electronic communication in
accordance with the Company's Articles of Association. Board
papers are circulated not less than seven days before the Board
meetings to enable the Directors to make informed decisions on
matters to be raised at the Board meetings. The Company
Secretary and the Qualified Accountant shall attend all regular
Board meetings to advise on corporate governance, statutory
compliance, accounting and financial matters when necessary.
Directors shall have full access to information of the Group and
are able to obtain independent professional advice whenever
deemed necessary by the Directors. The Company Secretary
assists the Chairman in establishing the meeting agenda, and each
Director may request inclusion of items in the agenda. Minutes of
the board meetings are kept by the Company Secretary and are
open for inspection by Directors.
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During the twelve months ended 31 December 2017, the Board
held four meetings. The attendance records of the aforementioned
four Board meetings are set out below:
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Attendance of individual directors at

board meetings during the year

SENEREF ER TR
Attendance no. Attendance rate
HE B HiE 2

Executive Director PITHESE
William Xia GUO William Xia Guo 4/4 100%
Maria Xuemei SONG REH 4/4 100%
Non-executive Directors IFHfTESE
Michael SU Rt 4/4 100%
Independent Non-executive Directors Hhs7d Eﬁl{ﬁ‘§$
Shou Yuan WU (Resigned on 12 February 2018) %770 (A - FE—/\"F_H+ _HEHT) 4/4 100%
Mark Gavin Lotter Mark Gavin Lotter 3/4 75%
Bin Hui NI i 4/4 100%
INDEPENDENCE OF INDEPENDENT NON-EXECUTIVE B AEBATEEZ

DIRECTORS

In accordance with the guidelines for assessing independence set
out in Rule 5.09 of the GEM Listing Rules, the Company has
received, from each of the independent non-executive Directors,
an annual confirmation of his independence pursuant to Rule 5.09
of the GEM Listing Rules.

confirmations, considers all of the independent non-executive

The Company, based on such

Directors are independent.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Chairman of the Board is responsible for the leadership and
effective running of the Board, and ensures that all keys and
appropriate issues are discussed by the Board in a timely and
constructive manner. Currently, the Company does not have Chief
Executive Officer. The day-to-day management of the Company's
business is handled by the executive directors, who take the
responsibility to run the Group's business and to implement the
Group's strategy so as to achieve the overall commercial

objectives of the Company.
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DIRECTORS’ TRAINING

According to the code provision A.6.5 of the Code, all directors
should participate in continuous professional development to
develop and refresh their knowledge and skills to ensure that their
contribution to the Board remains informed and relevant.

All Directors have participated in continuous professional

development during this year. The Company has also
continuously updated Directors on the latest developments
regarding the GEM Listing Rules and other applicable regulatory
requirements, to ensure compliance and enhance their awareness

of good corporate governance practices.

During this year, the Directors participated in the continuous
professional developments in relation to regulatory update, the
duties and responsibility of the Directors and the business of the
Group in the following manners:

PR
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HEHZE

REF RIS A0 50, BRI HS MRt R
, BRI NN AR RE ,  LAEOR AR AR i A D
A% ORIV SN o 3 L (S

v B 5350 2 IS R SE S J o AR A W IR AN ) 2 4R
AR S L TR R e At P S R B B R R
HfECRAR S5 08 R B A R R S IR R R

RIS, S NPT S AR R R
B MO NSRBI SE s 2 AR B IR

Attended Seminar

or Briefing/ Read Material
R G i &/ R

Directors

Executive Directors PITESE

William Xia Guo William Xia Guo vV
Maria Xuemei Song KEH vV
Non-executive Director FBfTHES

Michael SU Rt V
Independent non-executive directors W rEEUTES

Shou Yuan Wu (Resigned on 12 February 2018) %30 (h % —/\FE_H+ _HBEIT) vV
Mark Gavin Lotter Mark Gavin Lotter VvV
Bin Hui NI A5 M Vv
BOARD COMMITTEES EEZRY

The Board has established three committees, namely audit  FHEFCEM . “MEETHIHEEEZES. IE4TETNH

committee, nomination committee and remuneration committee,
to oversee particular aspects of the Company’s affairs.

AUDIT COMMITTEE

The Company has established an audit committee (the “Audit
Committee™) with written terms of reference in compliance with
the GEM Listing Rules 5.28 to 5.33. The primary duties of the
audit committee are (a) to review the Group’s annual reports,
interim reports and quarterly reports (b) to discuss and review
with the audit of the Company on the scope and findings of the
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.
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As at the date of this report, the audit committee has three
members comprising the three Independent Non-executive
Directors, Mr. Rui QIU, Mr. Mark Gavin Lotter and Bin Hui NI.
The chairman of the audit committee is Mr. Rui QIU who
possesses extensive experience in finance and accounting. The
Audit Committee has reviewed the audited annual results of the
Group for the year ended 31 December 2017.

During the Year, the audit committee held four meetings The
attendance records of the aforementioned audit committee
meetings are set out below:
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AR, FREE G =AM AT E R
E+ Mark Gavin Lotter JeAE R A k. fhLER5EE %
FTRBEO TN, HEAYENWH R ERER. T
B CHERAERAEE 2 GREMTBHRE.

JRIBEEREL N, FEEEEE RO EE®, FREETK
B R 2 B Sl e T

Attendance of member at audit
committee meetings during the year

FANFEZEER A HER
Attendance no. Attendance rate
HERE HE=R
Members ) A=1

Shou Yuan WU (Resigned on 12 February 2018) REEIL A -F—/)\E A+ HEHP 4/4 100%
Mark Gavin Lotter Mark Gavin Lotter 3/4 75%
Bin Hui NI i 4/4 100%

NOMINATION COMMITTEE RELZES

The Company has established a nomination committee (the
“NC”) with written terms of reference in compliance with the
GEM Listing Rules. The primary duties of the NC are to review
the structure, size and composition (including but not limited to
the gender, skills, knowledge and experience) of the Board and
make recommendations on any proposed changes to the Board to
complement the Company’s corporate strategy. The NC is chaired
by an independent non-executive Director. The NC comprises a
majority of independent non-executive Directors. During the
year, the members of the NC are as follows:

Executive Director
William Xia Guo

Independent non-executive directors

Rui QIU (Appointed on 12 February 2018)
Shou Yuan Wu (Resigned on 12 February 2018)
Mark Gavin Lotter

Bin Hui NI

During the Year, the NC held two meetings. The attendance
records of the aforementioned nomination committee meetings
are set out below:

AR AZ RS, BRI iR R
HIHERE, Dlbart G 2 200, RIS (B EA
BRATER £rRE. RIE M ACE) Mot ETHREER )
R et NV o /A /Al L R N = R Y i R
B AU TS AT G E AT A
JHe P, RETEFZEEWT:

BITES

William Xia Guo

B AERATESE

s R=F—/FEH+THZET)
Rt (A=EF—/EZH T HEHT)
Mark Gavin Lotter

M i

TRFBAERE Y, $RAZEEHT T K. IRAEREK
B2 Z B G e T

Attendance no. Attendance rate

Members BE HEXE HE=R
Shou Yuan WU (Resigned on 12 February 2018) SREr (R —F—/SFEH+HFHD) 2/2 100%
William Xia Guo William Xia Guo 2/2 100%
Mark Gavin Lotter Mark Gavin Lotter 172 50%
Bin Hui NI fi MM 2/2 100%
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BOARD DIVERSITY POLICY

The Company has adopted a board diversity policy (the “Policy”)
setting out the approach to achieve and maintain diversity on the
Board in order to enhance the effectiveness of the Board and
delegated certain duties under the Policy to the NC. The NC and
the Board had also reviewed on 10 May 2017 the structure of the
Board and is of the opinion the Board consisted of members with
different gender, age, cultural and educational background,
ethnicity, professional experience, skills and knowledge, which
met the requirements under the terms of the Board Diversity
Policy.

REMUNERATION COMMITTEE

The Company has established a remuneration committee (the
“RC”) according to the relevant provisions of the GEM Listing
Rules with written terms of reference. Its primary duties are (a) to
make recommendation to the Board on the Company’s policy and
structure for all remuneration of Directors and senior
management; (b) to review and approve the management’s
remuneration proposals with reference to the Board’s corporate
goals and objectives; and (c) to determine the remuneration
packages on

management.

individual executive Directors and senior

The RC is formed by an executive director and three independent
non-executive directors During the Year, the members of the RC
are as follows:

Executive Director

William Xia Guo

Independent non-executive directors

Rui QIU (Appointed on 12 February 2018)

Shou Yuan WU (Resigned on 12 February 2018)
Mark Gavin Lotter

Bin Hui NI

During the Year, meetings were held by the RC to discuss and
review the remuneration policies of the Company, to review and
make recommendations with respect to the remuneration of Board
approval by the Board and
recommendations with respect to the remuneration of the newly
appointed Directors during the year for approval by the Board.
The RC has adopted the operation model where it performs an

members  for to made

advisory role to the Board, with the Board retaining the final
authority to approve the remuneration packages of individual
executive Directors and senior management.
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Attendance of member at remuneration committee meeting during the
year as set out below:
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HZ B G R E R H R B S S e s T

Attendance no Attendance rate
Members HE HERE HFER
Shou Yuan WU (Resigned on 12 February 2018) REL (A E ) H A HEHMD) 1/1 100%
William Xia Guo William Xia Guo 1/1 100%
Mark Gavin Lotter Mark Gavin Lotter 0/1 0%
Bin Hui NI G 171 100%
REMUNERATION OF DIRECTORS AND SENIOR  ZHEHF 4B MHE

MANAGEMENT

The remuneration of the members of the Board and senior
management of the Company, whose biographies are set out on
pages 63 to 64 of this annual report, for the year ended 31
December 2017 are under the band of HK$Nil to HK$1,000,000.

DIRECTORS’ ACKNOWLEDGEMENT OF THEIR
RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

The Directors acknowledge their responsibility for the
preparation of the financial statements of the Group and ensure
that the financial statements are prepared in accordance with
statutory requirements and applicable accounting standards. The
Directors also ensure the timely publication of the financial

statements of the Group.

The Directors confirm that, to the best of their knowledge,
information and belief, having made all reasonable enquiries,
they are not aware of any matters uncertainly relating to events or
conditions that may cast significant doubt upon the Company’s
ability to continue as a going concern.
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INTERNAL CONTROL AND RISK MANAGEMENT

The Board is responsible for ensuring that the Group has a sound
and effective risk management and 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 risk management and 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 risk
management and internal controls system of the Group are
satisfactory. The Board is of the view that the system of risk
management and internal control adopted for this Year is sound
and effective. The Group does not have an internal audit function
and the Board is of the view that there is currently no need for the
Group to have this function.

AUDITOR’S REMUNERATION

The responsibility statement of external auditor of the Company,
Baker Tilly Hong Kong about their reporting responsibilities on
the financial statements of the Group is set out in the Independent
Auditor’s Report on pages 33 to 38. During the year, auditor’s
remuneration for audit services was HK$600,000. Save as
disclosed above, there was no other non-audit services

assignment undertaken by the external auditor during the Year.
COMPANY SECRETARY

The company secretary of the Company is responsible for
distributing detailed documents to the Directors prior to the
Board meetings to ensure that the Directors are able to make
informed decisions regarding the matters discussed in the
meetings. And all Directors have access to the advice and
services of the Company Secretary with a view to ensuring that
the Board procedures, and all applicable rules and regulations,

are followed.

During the Year, the Company Secretary is Mr. Leung Kwok Fai
Ben Rich and a written confirmation had been received by the
Company from Mr. Leung Kwok Fai Ben Rich to confirm he took
not less than 15 hours of relevant professional training during the Year.

SHAREHOLDERS’ RIGHTS

The general meetings of the Company provide an opportunity for
communications between the shareholders and the Board. An
annual general meeting of the Company shall be held in each year
and at the place as may be determined by the Board.

30 CHINA HEALTH GROUP INC.

FREBRE
CORPORATE GOVERNANCE REPORT

PIER B I R

T R A R L N RS B A
R R REEBORER . B AR EB A
JE g, A EEHE B AT T 2 AR B R, 6
FEE M S E 7 AR A RIF 2 BLE AR, U
Ko 7B A% 22 B e A o S AR A N SE A T
et B BN YRR B R AT o R RN E TR
R MR AR A R YO AR B 2 B
BIA L B 2 o B EE A PR B RN R R
2T IR PO SR A4 2 PO TR B AR R A B e e S A R AR
AN FAZ I RE, S R A S H AL T 2R
PLIH I RE

BB <

Ay T AN AZ T R T i = il A 4 T B
Wk 2 R EAT AT 2 B W0 55 33 2 38 1 M 2 1
URm R o AF Y, A T A R P B I 2 v
600,0007C BRILZ AN, 4 P SN A Wbl f e g A L At il 255

ARy T2 W B R o S A B AT 1) 9 0 URE
TR R, DAEOR S RSl & kb P et s < SF LR
FTEPRE . 2R aEERA N EE RN, §14&
i PR A S R e S AT 0 IR A S U S

7 R P9 A WAL R RIS E 2R, AR A W] BRI
AR IR A, F PR R A B N T 2
ANDTA LS/ INRE 2 AH B SR SE RS

JRSRAER

PN/ N i o R SR s P NN RS S
R MG IEZ BT RO F R .



TRERRE
CORPORATE GOVERNANCE REPORT

SHAREHOLDERS’ RIGHT TO CONVENE AN
EXTRAORDINARY GENERAL MEETING

Shareholders may convene an extraordinary general meeting of
the Company according to the provisions as set out in the Articles
and the Companies Law of the Cayman Islands. A Special
General Meeting (“SGM”) can be convened by a written request
signed by shareholders of the Company, stating the objects of the
meeting and deposited at the Company’s head office at Unit B,

19/F, Times Media Centre, 133 Wanchai Road, Wanchai, Hong Kong.

PROCEDURES FOR PUTTING FORWARD PROPOSALS
BY SHAREHOLDERS AT SHAREHOLDERS’ MEETING

The procedures for shareholders to put forward proposals at an
AGM or SGM include a written notice of those proposals being
submitted by shareholders, addressed to the Company Secretary
at the Company’s head office at Unit B, 19/F, Times Media
Centre, 133 Wanchai Road, Wanchai, Hong Kong. The detailed
procedures vary according to whether the proposal constitutes an
ordinary resolution or a special resolution, or whether the
proposal relates to the election of a person other than a Director
of the Company as a director. The procedures for shareholders to
convene and put forward proposals at an AGM or SGM
(including election of a person other than a Director of the
Company as a director) are available on the Company’s website
or on request to the Company Secretary.

PROCEDURES FOR DIRECTING SHAREHOLDERS’
ENQUIRIES TO THE BOARD

Shareholders may at any time send their enquires and concerns to
the Board in writing through the Company Secretary at the
Company’s head office at Unit B, 19/F, Times Media Centre, 133
Wanchai Road, Wanchai, Hong Kong or send email to
ir@venturepharm.net..

Shareholders may also make enquiries with the Board at the
AGM or SGM.
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INVESTOR RELATIONS AND COMMUNICATION
WITH SHAREHOLDERS

The Company uses a number of formal communications channels
to account to shareholders and investors for the performance of
the Company. These include (i) the publication of quarterly,
interim and annual reports; (ii) the AGM or SGM providing a
forum for shareholders of the Company to raise comments and
exchanging views with the Board; (iii) key information of the
Group available on the website of the Company; (iv) the
Company’s
shareholders in respect of all share registration matters; and (v)

share registrars in Hong Kong serving the
corporate information and the Bye-laws of the Company are
made available on the Company’s website.

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

The Company aims to provide its shareholders and investors with
high standards of disclosure and financial transparency.

The Board is committed to providing clear, detailed, timely
manner and on a regular basis information of the Group to
shareholders through the publication of quarterly, interim and
annual reports and/or dispatching circular, notices, and other
announcements.

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

Enquiries to the Board or the Company may be sent by post to the
Company’s head office at Unit B, 19/F, Times Media Centre, 133
Wanchai Road, Wanchai, Hong Kong.
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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 statements of China
Health Group Inc. and its subsidiaries (together the “Group”) set
out on pages 39 to 87 , which comprise the consolidated
statement of financial position as at 31 December 2017, the
consolidated statement of profit or loss and other comprehensive
income, the consolidated statement of changes in equity and the
consolidated statement of cash flows for the year then ended and
notes to the consolidated financial statements, including a
summary of significant accounting policies.

In our opinion, the consolidated financial statements give a true
and fair view of the consolidated financial position of the Group
as at 31 December 2017 and of its consolidated financial
performance and its consolidated cash flows for the year then
ended in accordance with Hong Kong Financial Reporting
Standards (“HKFRSs”) issued by the Hong Kong Institute of
Certified Public Accountants (“HKICPA”) and have been
properly prepared in

compliance with the disclosure

requirements of the Hong Kong Companies Ordinance.
BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong
Standards on Auditing (“HKSAs”) issued by the HKICPA. Our
responsibilities under those standards are further described in the
Auditor’s responsibilities for the audit of the consolidated
financial statements section of our report. We are independent of
the Group in accordance with the HKICPA’s Code of Ethics for
Professional Accountants (the “Code”) and we have fulfilled our
other ethical responsibilities in accordance with the Code. We
believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.
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OTHER MATTER

The consolidated financial statements of the Group for the year
ended 31 December 2016 were audited by another independent
auditor whose report dated 24 March 2017 expressed an

unmodified opinion on those consolidated financial statements.

KEY AUDIT MATTER

Key audit matter is the matter that, in our professional
judgement, was of most significance in our audit of the
consolidated financial statements of the current period. The
matter was addressed in the context of our audit of the
consolidated financial statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on the

matter.

Revenue recognition is identified as a key audit matter because
revenue is one of the key performance indicators of the Group
and there is an inherent risk over the recognition of revenue by
the management to meet specific financial targets or

expectations.

Each of the significant category of revenue recognition is as

follows:

@ Revenue recognition for contracted clinical research
services (the “CR services”) and contracted pharmaceutical
development services (the “PD services”)

Revenue from CR services and PD services are recognised
over the fixed terms of the contracts or, if appropriate, as the
related costs are incurred. Milestone payments received in
connection  with research and development or
commercialisation agreements are recognised as revenue
when the related services are rendered in accordance with the
satisfaction of applicable performance requirements and

contractual terms.

Milestone payments received that are related to future
performance are deferred and recorded as revenue as the
related services are rendered over the specified future

performance periods.

@ Revenue from post market clinical research, real-world
clinical research, medical science liaisons and medical
market services (the “PM services”) and other services

Revenue from PM services and other services are recognised
when the relevant services are rendered and the respective

amount of revenue can be measured reliably.
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@ Revenue recognition from sales of drug technologies, patents
and trademarks

Revenue from sales of drug technologies, patents and trademarks
are recognised upon transfer of risks and rewards of ownership to

customers.

The Group’s disclosures on revenue, including the accounting policies
adopted, are included in notes 2(q) and 4 to the consolidated financial
statements.

How the matter was addressed in our audit

Our audit procedures included:

@ Assessing the design, implementation and operating effectiveness
of management’s key internal control which govern revenue

recognition;

@ Inspecting, on sample basis, customer contracts to understand
the terms and conditions relating to the provision of a variety of
services and sales of drug technologies, patents and trademarks
and to assess revenue recognition criteria with reference to the

requirements of the prevailing accounting standards;

@ Performing substantive analytical procedures to assess whether

the recognised revenue was in line with the expected level; and

@ Assessing, on a sample basis, the service income recorded before
and after the financial year end date with relevant underlying
documentation, including service contracts and service

acknowledgement records, to verify whether the service income

had been recognised in the correct financial period.

INFORMATION OTHER THAN THE CONSOLIDATED FINANCIAL
STATEMENTS AND AUDITOR’S REPORT THEREON

The directors are responsible for the other information. The other
information comprises all the information included in the annual
report, other than the consolidated financial statements and our
auditor’s report thereon (the “other information™).

Our opinion on the consolidated financial statements does not cover
the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the consolidated financial
statements, our responsibility is to read the other information and,
in doing so, consider whether the other information is materially
inconsistent with the consolidated financial statements or our
knowledge obtained in the audit or otherwise appears to be
materially misstated.

2017 ERE
ANNUAL REPORT

BE-_F—t&E+-A=1+—HILEE
For the year ended 31 December 2017

© SHEZERBAMT . FARREREA

B ZE AR . RN A i i ' MR AT RE R
J—leu ﬂ]q&ﬁﬁlﬁ/ﬂ% Hit» o

REMIPRA T (BTN ERIECE) EEA IR

2 (q) Fadis.

BRSO R B B E

T TR R R G

@ TG HISO BRI A P B A 0 S ks R R R, E AN
AR

© MR AR P &4, LA BB BUIRES  Sa 4E i,
SRR R I o RS A R M A 8 2 TR B T 2 U
RIS TREA

@ ETEEM ML, DAREAE BRI oS A 1A TE
A K

© fHIEREF A A BLAE R L H 2 1l b 2 AR Rk Y R B W A

B SCRESCHE (B IRE & A MR F R e) |, DML
NFEAR EAET 1 SO P e
Frerp B R AR BT 45 SN I AR R
HAFERESEAMEEAR. HAE SRS EERE N

AEE, ARSI BRI M AL RTR S (LAN
M THAER] ) o

ARG R M LA

NEREEAGE, RIS
S H A 7 S B R AT T A B A o

KA BB S O BECR R ERE, T A B A
R, fEIdmRd, i ER A s G i H ks
BT FHBAE AP T A A DA A B KA S P A7
FE B R R B R 1 DL o

TEE®REBAERALSAEIS



2017 ER T
ANNUAL REPORT

H#E_FT—tE+"A=1+—HIEE
For the year ended 31 December 2017

If, based on the work we have performed, we conclude that there
is a material misstatement of this other information, we are
required to report that fact. We have nothing to report in this

regard.

RESPONSIBILITIES OF THE DIRECTORS AND THOSE
CHARGED WITH GOVERNANCE FOR THE CONSOLIDATED
FINANCIAL STATEMENTS

The directors are responsible for the preparation of the
consolidated financial statements that give a true and fair view in
accordance with HKFRSs issued by the HKICPA and the
disclosure requirements of the Hong Kong Companies
Ordinance, and for such internal control as the directors
determine is necessary to enable the preparation of consolidated
financial statements that are free from material misstatement,

whether due to fraud or error.

In preparing the consolidated financial statements, the directors
are responsible for assessing the Group’s ability to continue as a
going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless
the directors either intend to liquidate the Group or to cease
operations, or have no realistic alternative but to do so.

Those charged with governance are responsible for overseeing
the Group’s financial reporting process.

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF
THE CONSOLIDATED FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance about whether
the consolidated financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue
an auditor’s report that includes our opinion. This report is made
solely to you, as a body, and for no other purpose. We do not
assume responsibility towards or accept liability to any other
person for the contents of this report.

Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with HKSAs
will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of
users taken on the basis of these consolidated financial

statements.
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As part of an audit in accordance with HKSAs, we exercise
professional judgement and maintain professional skepticism
throughout the audit. We also:

- Identify and assess the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks,
and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not detecting a
material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of
internal control.

- Obtain an understanding of internal control relevant to the audit
in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Group’s internal control.

- Evaluate the appropriateness of accounting policies used and
the reasonableness of accounting estimates and related
disclosures made by the directors.

- Conclude on the appropriateness of the directors’ use of the
going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists related
to events or conditions that may cast significant doubt on the
Group’s ability to continue as a going concern. If we conclude
that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in the
consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on
the audit evidence obtained up to the date of our auditor’s report.
However, future events or conditions may cause the Group to

cease to continue as a going concern.

- Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures, and
whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves fair

presentation.

- Obtain sufficient appropriate audit evidence regarding the
financial information of the entities or business activities within
the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and
performance of the Group audit. We remain solely responsible

for our audit opinion.
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We communicate with those charged with governance regarding,
among other matters, the planned scope and timing of the audit
and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement
that we have complied with relevant ethical requirements
regarding independence and communicate with them all
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 with
governance, we determine those matters that were of most
significance in the audit of the consolidated financial statements
of the current period and are therefore the key audit matter. We
describe this matter in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when,
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 this
independent auditor’s report is Tong Wai Hang.

Baker Tilly Hong Kong Limited
Certified Public Accountants

Hong Kong, 21 March 2018

Tong Wai Hang

Practising certificate number P06231
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Revenue
= IUN
Cost of services

i F A

Other income

FAbA

Administrative expenses
e

Staff costs

BT

Profit from operations
BRI

Finance costs

e

Profit before taxation

PR

Income tax

KGR

Profit and total comprehensive income for the year

AP ) AR A e AR

Profit and total comprehensive income for the year attributable to:

AR N AR S e SRR AL

- Equity shareholders of the Company
- AN TR A

- Non-controlling interests

- AR i

Earnings per share
a3ighil

- Basic anq diluted

The notes on pages 44 to 87 form part of these financial statements.

Ra4 8T H 2 A I B R M ) S A A 2 —

2017 2016
e S RN

Note RMB’000 RMB’000
BiFsE AREET T ANRHET T
4 58,491 20,241
(2,075) (3,357)

5 119 220
(5,188) (4,392)

(17,373) (9,827)

33,974 2,885

6(a) (76) (800)
6 33,898 2,085
7 (3.444) 42
30,454 2,127

30,454 2,127

30,454 2,127

N B AL AR

10 3.07 0.23
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Note 2017 2016
Bt e TERbE CFOAF
RMB’000  RMB’000

ARETFIE ARTTIC

Non-current assets JETEEE
Property, plant and equipment BN 11 2,751 3,771
New drug technologies B S 12 - -
2,751 3,771
Current assets REgE
Work-in-progress FEEE 14 2,418 2,086
Trade and bills receivables B 5 N T I 2 15 18,891 551
Trade deposits paid NSRS 16 1,600 3,100
Prepayments and other receivables TR E A s 17 815 1,584
Cash and cash equivalents B& BB FED 6,258 1,753
29,982 9,074
Current liabilities nEA R
Trade payables, other payables and accrued charges A EMFH, HAEATERESEH 18 23,079 23,311
Receipts in advance TR 19 382 4,855
Loans from related companies BRI A R B 20 - 8,321
Bank borrowing SRATEEK 21 - 1,500
Tax payable JEAT TR 3,468 24
26,929 38,011
Net current assets/(liabilities) R (1) 3,053 (28,937)
Net assets/(liabilities) TG (B 5,804 (25,166)

The notes on pages 44 to 87 form part of these financial statements.

BB HZ B IHW BRI Y A Bk 2 — &

40 CHINA HEALTH GROUP INC.



2017 ERE

’é\ﬁﬂj ?75;/76}}325 ANNUAL REPORT
CONSOLIDATED STATEMENT OF FINANCIAL POSITION BE_F—t&E+-_A=+—HILEE

For the year ended 31 December 2017

Note 2017 2016
bk %t CFAHF
RMB’000  RMB’000
ARETFIE ARTTIC

Capital and reserves 2N 22

Share capital JEEA 88,673 88,673
Reserves fifi s (82,869)  (113,839)
Total equity /(deficit) attributable to equity BATIVERS R B B HERS (518 ) 48E 5,804 (25,166)
shareholders of the Company

Non-controlling interests Bl 2oty a0 - -
Total equity /(deficit) TE2s/ (51R)AEEE 5,804 (25, 166)

Approved and authorised for issue by the Board of Directors on 21 March 2018.
SRR =/ FE=H = At e .

William Xia GUO Maria Xuemei SONG
=} KM
Director Director
ER W

The notes on pages 44 to 87 form part of these financial statements.
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For the year ended 31 December 2017

Attributable to owners of the Company

LN 2N (0
Statutory
Share- enterprise Non—
Share Based payment Special Capital  Statutory  expansion Accumulated controlling
capital reserve reserve reserve reserve fund osses Total interests Total
Tk MepyieE  REIREE BARME  mEAR meeE REH it ol it
AR HRER
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

ARBFT ARBFE  ARWTX  ARBTL ARBFL ARETT ARWTL ARWTL  ARBTL ARET

Balance at 1 January 2016
o A

Changes in equity for 201(:
2010 2 HE R 44 E):

81,699 5,626 6,039 2,254 3821 6,980 (146,093) (39,668) - (39,668)

Profit and total comprehensive income for the year - -
ARSI B i it A8 . : - - - - 2,127 2127 - 2127

Conversion of convertible notes

AT S 6974 - - 3977 - . - 10,951 - 10951

Equity settled share-based transactions

AR AR 4 24 3 5 : 1424 : : : : : 1424 : 424

At 31 December 201 and at 1 January 2017 N
Bt A AR E A 88,673 7,050 6,039 6,231 3,821 6,986 (143,966) (25,166) - (25,166)

Changes in equity for 2017:
20172 HE A5 52 8):

Profit and total comprehensive income for the year 3045 - -
AR IR A R A A I A AR ) - - - - - 30,454 30,454 - 30,454

Equity settled share-based transactions

FERS B LR 0 2S5 R458 5 - Slo : : - : - ol : Sl

Cancellation of share options

S ) G709 : : : . 37

Appropriations
- - - . 337 - 3337
e 3,337 (3,337)

At 31 December 2017 - . _ N
Rt A= +—H 88,673 3,803 6,039 6,231 7,158 6,986 (113,146) 5,804 - 5,804

The notes on pages 44 to 87 form part of these financial statements.

SBAAZERTH 2 A M B HORHTREA M Bk 2 —
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2017 2016
—F L DF R
Note RMB’000 RMB’000

Bk ARM¥TIE  ARWTIC

Cash generated from/(used in) operations EER I (FTH) 2Bi% 23 14,394 (6,756)
Income tax paid SRR - (62)
Net cash generated from/(used in) operating activities BEEE TS () 2 Blama 14,394 (6,818)
Investing activity TS

Interest received WeEIF WA 8 9
Net cash generated from investing activity TEETEH) 15 2 Bl TR 8 9
Financing activities REYEE)

Interest paid AR (76) (75)
Proceed from bank borrowing ATIBERA TR - 1,500
Repayment of bank borrowing R ERA TR (1,500) (1,500)
(Repayments of)/proceeds from loans from related companies (RO AT B BT A =R (8,321) 1,862
Net cash (used in)/generated from financing activities RIS (AP TS 2 Bl (9,897) 1,787
Net increase/(decrease) in cash and cash equivalents T RIS gy (E/b) R 4,505 (5,022)
Cash and cash equivalents at 1 January RIS RO Y 1,753 6,775
Cash and cash equivalents at 31 December FRES MR EEEY 6,258 1,753
Note: B

Liabilities arising from financing activities include loans from related
companies and bank borrowing. No reconciliation of liabilities
arising from financing activities as, besides of above cash flow

movements, there are no other changes or movements for those

liabilities during the year ended 31 December 2017.

The notes on pages 44 to 87 form part of these financial statements.
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1. GENERAL

China Health Group Inc. (the “Company”) was incorporated in the
Cayman Islands on 21 May 2002 as an exempted company with
limited liability under the Companies Law of the Cayman Islands and
its shares are listed on the Growth Enterprise Market of the Stock
Exchange of Hong Kong Limited (the “Stock Exchange”). On 1
October 2016, the address of its registered office was changed from
PO Box 2804, 4th Floor, Scotia Centre, George Town, Grand
Cayman, Cayman Islands to P.O. Box 31119 Grand Pavilion,
Hibiscus Way, 802 West Bay Road, Grand Cayman, KY1-1205,
Cayman Islands and its principal place of business is at Building A2,
Haitong Commercial Centre, No. 11 West Third Ring North Road,
Haidian District, Beijing, the People’s Republic of China (the
“PRC”).

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 the Company’s subsidiaries
established in the PRC.

2. SIGNIFICANT ACCOUNTING POLICIES

(a) Statement of compliance

The consolidated financial statements for the year ended 31
December 2017 comprise the Company and its subsidiaries
(together referred to as the “Group”).

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

The HKICPA has issued certain new and revised HKFRSs that
are first effective or available for early adoption for the current
accounting period of the Group and the Company. There have
been no significant changes to the accounting policies applied in
these consolidated financial statements as a result of these
developments.
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The Group has not applied any new standard or interpretation
that is not yet effective for the current accounting period (note
32).

A summary of the significant accounting policies adopted by
the Group is set out below.

(b) Basis of preparation of the consolidated financial statements

The measurement basis used in the preparation of the
consolidated financial statements is the historical cost basis.

The preparation of consolidated financial statements in
conformity with HKFRSs requires management to make
judgements, 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 judgements 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.

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

(c) Subsidiaries and non-controlling interests

Subsidiaries are entities controlled by the Group. The Group
controls an entity when it is exposed, or has rights, to variable
returns from its involvement with the entity and has the ability
to affect those returns through its power over the entity. When
assessing whether the Group has power, only substantive rights
(held by the Group and other parties) are considered.

An investment in a subsidiary is consolidated into the
consolidated financial statements from the date that control
commences until the date that control ceases. Intra-group
balances, transactions and cash flows and any unrealised
profits arising from intra-group transactions are eliminated in
full in preparing the consolidated 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.

For the year ended 31 December 2017
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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 shareholders 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 interest, 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(g)(ii)), unless the investment is classified as
held for sale (or included in a disposal group that is classified
as held for sale).

(d) Property, plant and equipment

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

2(g)(ii).

Depreciation is calculated to write off the cost of items of
property, plant and equipment, less their estimated residual
value, if any, using the straight-line method over their
estimated useful lives as follows:
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Leasehold improvements 10 years FHEY2EE 104F
Machinery and equipment 5-10 years RN 5—104
Motor vehicles 10 years VR 104F

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.

(e) Intangible assets

Expenditure on research activities is recognised as an expense in
the period in which it is incurred. Expenditure on development
activities is capitalised if the product or process is technically and
commercially feasible and the Group has sufficient resources and
the intention to complete development. The expenditure
capitalised includes the costs of materials, direct labour, and an
appropriate proportion of overheads and borrowing costs, where
applicable. Capitalised development costs are stated at cost less
accumulated amortisation and impairment losses (see note
2(g)(ii)). Other development expenditure is recognised as an
expense in the period in which it is incurred.

Amortisation of intangible assets with finite useful lives is
charged to profit or loss on a straight-line basis over the assets’
estimated useful lives. The following intangible assets with finite
useful lives are amortised from the date they are available for use
and their estimated useful lives are as follows:
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New drug technologies 10 years
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Both the period and method of amortisation are reviewed
annually.

(f) 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 for whether
the arrangement takes the legal form of a lease.
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(i) 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.

(ii) Operating 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 periods covered by the
lease term, except where an alternative basis is more
representative of the pattern of benefits to be derived from the
leased assets.

(g) Impairment of assets

(i) Impairment of trade and other receivables

Trade and other receivables that are stated at cost or amortised
cost are reviewed at the end of each reporting period to determine
whether there is objective evidence of impairment. Objective
evidence of impairment includes observable data that comes to
the attention of the Group about one or more of the following loss
events:

- significant financial difficulty of the debtor;

- a breach of contract, such as a default or delinquency in interest
or principal payments;

- it becoming probable that the debtor will enter bankruptcy or
other financial reorganisation;

- significant changes in the technological, market, economic or
legal environment that have an adverse effect on the debtor.

If any such evidence exists, any impairment loss is determined
and recognised. 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.
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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 and bills receivable 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.

(ii) 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;
- New drug technologies; 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 amount

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).
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- 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 to
reduce the carrying amount of the 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).

- Reversals of impairment losses

An impairment loss is reversed if there has been a favourable

change in the estimates used to determine the recoverable amount.

A reversal of an impairment loss is limited to the 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.

(h) 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 project will 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 all direct costs that are
attributable to the development projects.

Net realisable value is the estimated selling price in the ordinary
course of business, less the estimated costs necessary to make the sale.

(i) 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 allowance for impairment of doubtful debts (see note
2(g)(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 impairment of
doubtful debts.
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(j) Interest-bearing borrowing

Interest-bearing borrowing is recognised initially at fair value less
attributable transaction costs. Subsequent to initial recognition,
interest-bearing borrowing is 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 borrowing, together with any interest and fees
payable, using the effective interest method.

(k) 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.

(1) Convertible notes

Convertible notes which do not contain an equity component are
accounted for as follows:

At initial recognition, the derivative component of convertible
notes is measured at fair value and presented as part of derivative
financial instruments. 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 allocate 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.

The derivative component is subsequently remeasured. The
liability component is subsequently carried at amortised cost. The
interest expense recognised in profit or loss on the liability
component is calculated using the effective interest method.

If the note is 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 the note is
redeemed, any difference between the amount paid and the
carrying amounts of both components is recognised in profit or
loss.

(m) Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and on hand 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.

For the year ended 31 December 2017
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(n) Employee benefits

(i)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.

The Group’s entities in the PRC participate in defined
contribution retirement benefit plans organised by relevant
government authorities for its employees in the PRC and
contribute to these plans based on certain percentage of the
salaries of the employees on a monthly basis, up to 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.

(i) Equity settled 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.

During the vesting period, the number of share options that is
expected to vest is reviewed. Any resulting adjustment to the
cumulative fair value recognised in prior years is charged/credited
to the profit or loss for the year of the review, unless the original
employee expenses qualify for recognition as an asset, with a
corresponding adjustment to the share-based payment reserve.
On vesting date, the amount recognised as an expense is adjusted
to reflect the actual number of options that vest (with a
corresponding adjustment to the share-based payment reserve)
except where forfeiture is only due to not achieving vesting
conditions that relate to the market price of the Company’s shares.
The equity amount is recognised in the share-based payment
reserve until either the option is exercised (when it is included in
the amount recognised in share capital for the shares issued and
capital reserve) or the option expires (when it is released directly
to accumulated losses).
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(o) Income tax

Income tax for the year comprises current tax and movements in
deferred tax assets and liabilities. Current tax and movements in
deferred tax assets and liabilities are recognised in profit or loss
except to the extent that they relate to items recognised in other
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 income for
the year, using tax rates enacted or substantively enacted at the
end of the reporting period, and any adjustment to tax payable in
respect of previous years.

Deferred tax assets and liabilities arise from deductible and
taxable temporary differences respectively, being the differences
between the carrying amounts of assets and liabilities for financial
reporting purposes and their tax bases. Deferred tax assets also
arise from unused tax losses and unused tax credits.

Apart from certain limited exceptions, all deferred tax liabilities,
and all deferred tax assets to the extent that it is probable that
future taxable profits will be available against which the asset can
be utilised, are recognised. Future taxable profits that may
support the recognition of deferred tax assets arising from
deductible temporary differences include those that will arise
from the reversal of existing taxable temporary differences,
provided those differences relate to the same taxation authority
and the same taxable entity, and are expected to reverse either in
the same period as the expected reversal of the deductible temporary
difference or in periods into which a tax loss arising from the deferred
tax asset can be carried back or forward. The same criteria are
adopted when determining whether existing taxable temporary
differences support the recognition of deferred tax assets arising
from unused tax losses and credits, that is, those differences are
taken into account if they relate to the same taxation authority and
the same taxable entity, and are expected to reverse in a period, or
periods, in which the tax loss or credit can be utilised.

The limited exceptions to recognition of deferred tax assets and
liabilities are those temporary differences arising from the initial
recognition of assets or liabilities that affect neither accounting
nor taxable profits (provided they are not part of a business
combination), and temporary differences relating to investments
in subsidiaries to the extent that, in the case of taxable differences,
the Group controls the timing of the reversal and it is probable that
the differences will not reverse in the foreseeable future, or in the
case of deductible differences, unless it is probable that they will
reverse in the future.

The amount of deferred tax recognised is measured based on the
expected manner of realisation or settlement of the carrying
amount of the assets and liabilities, using tax rates enacted or
substantively enacted at the end of the reporting period. Deferred
tax assets and liabilities are not discounted.
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The carrying amount of a deferred tax asset is reviewed at the end of
each reporting period and is reduced to the extent that it is no
longer probable that sufficient taxable profits will be available to
allow the related tax benefit to be utilised. Any such reduction is
reversed to the extent it becomes probable that sufficient taxable
profits will be available.

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 liabilities 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.

(p) Provisions and contingent liabilities

Provisions are recognised for 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.

(q) 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:
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(i) Revenue from contracted clinical research services (the “CR () AR R ([ ARERTRRE | ) RARZE G

services”) and contracted pharmaceutical development services
(the “PD services”)

Revenue from CR services and PD services are recognised over the
fixed terms of the contracts or, if appropriate, as the related costs
are incurred. Milestone payments received in connection with
research and development or commercialisation agreements are
recognised when the related services are rendered in accordance
with the applicable performance requirements and contractual
terms.

Milestone payments received that are related to future performance
are deferred and recorded as revenue as the related services are
rendered over the specified future performance periods.

(i) Revenue from post launch market research, medical and medical

market services (the “PM services”) and other services

Revenue from PM services and other services are recognised when
the relevant services are rendered and the respective amount of
revenue can be measured reliably.

(iii) Revenue from sales of drugs technologies, patents and trademarks

Revenue from sales of drugs technologies, patents and trademarks
are recognised upon transfer of risks and rewards of ownership to
customers.

(iv) Government grants

Government grants are recognised in the consolidated statement of
financial position initially when there is reasonable assurance that
the grants will be received and that the Group will comply with the
conditions attaching to them. Grants that compensate the Group
for expenses incurred are recognised as income in profit or loss on
a systematic basis in the same periods in which the expenses are
incurred. Grants that compensate the Group for the cost of an asset
are deducted from the carrying amount of the asset and
consequently are effectively recognised in profit or loss over the
useful life of the asset by way of reduced depreciation expense.

(v) Interest income

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

(r) 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.
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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 value was measured.

The results of foreign operations are translated into Renminbi at
the exchange rates approximating the foreign exchange rates
ruling at the dates of the 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.

(s) Borrowing costs

Borrowing costs that are directly attributable to the acquisition,
construction or production of an asset which necessarily takes a
substantial period of time to get ready for its intended use or sale
are capitalised as part of the cost of that asset. Other borrowing
costs are expensed in the period in which they are incurred.

The capitalisation of borrowing costs as part of the cost of a
qualifying asset commences when expenditure for the asset is
being incurred, borrowing costs are being incurred and activities
that are necessary to prepare the asset for its intended use or sale
are in progress. Capitalisation of borrowing costs is suspended or
ceases when substantially all the activities necessary to prepare
the qualifying asset for its intended use or sale are interrupted or
complete.

(t) Related parties

(a) A person, or a close member of that person’s family, is related
to the Group if that person:

(i) has control or joint control over the Group;
(ii) has significant influence over the Group; or

(iii) is a member of the key management personnel of the Group
or the Group’s parent.

(b) An entity is related to the Group if any of the following
conditions applies:

(i) The entity and the Group are members of the same group

(which means that each parent, subsidiary, and fellow subsidiary
is related to the others).
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(ii) One entity is an associate or joint venture of the other entity (or an
associate or joint venture of a member of a group of which the
other entity is a member).

(iii) Both entities are joint ventures of the same third party.

(iv) One entity is a joint venture of a third entity and the other entity is
an associate of the third entity.

(v) The entity is a post-employment benefit plan for the benefit of
employees of either the Group or an entity related to the Group.

(vi) The entity is controlled or jointly controlled by a person identified
in (a).

(vii) A person identified in (a)(i) has significant influence over the
entity or is a member of the key management personnel of the
entity (or of a parent of the entity).

(viii) The entity, or any member of a group of which it is a part,
provides key management personnel services to the Group or to
the Group’s parent.

Close members of the family of a person are those family
members who may be expected to influence, or be influenced by,
that person in their dealings with the entity.

(u) Segment reporting

Operating segments, and the amounts of each segment item
reported in the consolidated financial statements, are 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 locations.

Individually material operating segments are not aggregated for
financial reporting purposes unless the segments have similar
economic characteristics and are similar in respect of the nature of
products and services, the nature of production processes, the type
or class of customers, the methods used to distribute the products
or provide the services, and the nature of the regulatory environment.
Operating segments which are not individually material may be
aggregated if they share a majority of these criteria.

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

3. ACCOUNTING JUDGEMENTS AND ESTIMATES

(a) Critical accounting judgements in applying the Group’s
accounting policies
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In the application of the Group’s accounting policies, which are
described in note 2, the directors of the Company are required to make
judgements, 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.

Impairment of property, plant and equipment

Property, plant and equipment is reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount
may not be recoverable. The recoverable amounts are determined
based on fair values less costs of disposals calculations or market
valuations. These calculations require the use of judgements and
estimates.

Management judgements are required in the area of asset impairment
particularly in assessing (i) whether an event has occurred that may
indicate that the related asset may not be recoverable; (ii) whether the
carrying value of an asset can be supported by the recoverable
amount, being the higher of fair value less costs of disposals or the
present value of the expected future cash flows on the continuous use
of the asset in the business; and (iii) the appropriateness of key
assumptions applied in arriving the net present value of the expected
future cash flows. Changes in the assumptions could affect the
estimation of net present value of the expected future cash flows used
in the impairment tests and as a result could affect the Group’s
financial position and operating results.

Useful lives of property, plant and equipment

The Group’s management determines the estimated useful lives and
related depreciation charges 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 lives are
different from the previous estimations, or they will write-off or
write-down obsolete assets that they have been abandoned.
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Impairment of trade and other 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 judgements 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.

4. Revenue and segment reporting

Operating segments are reported in a manner consistent with the
internal reporting provided to the chief operating decision-maker.
The Group is principally engaged in the provisions of clinical
research services, real-world clinical research, medical science
liaisons, medical marketing programs which aimed to bridge the
gaps between the clinical and commercial phases of product
development in the PRC and its revenues are all derived in the
PRC for both years. These services are subject to similar business
risks and resources and are allocated based on the view of the
whole Group’s benefits in enhancing the value as a whole rather
The Group’s chief operating
decision-maker considers that the performance assessment of the
Group should be based on the profit before taxation of the Group
as a whole. Therefore, only one single segment information are
disclosed under the requirements of HKFRS 8.

than on any specific unit.

The amount of each significant category of revenue is as follows:
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2017 2016

SELE A

RMB’000 RMB’000

NS e ANRWTIT
Provision of PM services T%1%Lﬂif§§%%%ﬁﬁi‘% [ R 39,273 5,473

WA B BTk s RV B T 45 B

Provision of PD services PEAULE KB o B AR AR 5,377 -
Provision of CR services PRALE KR A 58 IR 2,632 12,279
Sales of drugs technologies fick = ATIES X N) 4,717 -
Sales of patents and trademarks B S A R 4,717 -
Other medical services HAth BE LR BN 1,775 2,489
58,491 20,241

Other medical services include registration, application and
testing services.
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Revenue from customers of the corresponding years, each — #EFEX R YA, FF 2 LS 1098 LA L,
contributing over 10% of total sales of the Group are as follows: FEFIIR
2017 2016
e S st S TR
RMB’000 RMB’000
AREETIT NRMTIC
Provisions of PM, PD and At Ei R BN RIS RIS 22,828 3,387
CR services and sales of drugs B B R BT, A RISER
technologies, patents and trademarks to ~ BAEENIRES, S&IERMTSI, HE
Customer A BENAT, BRI AR R A
Provision of PM services to Customer B $2t 1778 B S R IR FS « B AR WS 24,244 N/A
PRSI T B TTIA IR 4% 7 B
5. OTHER INCOME 5. HAKA
2017 2016
—Z -t TE N
RMB’000 RMB’000
AR#TIT ARHET T
Government grants (Note) BURRTRD (5T 29 87
Bank interest income ERATRI BN 8 9
Compensations received LN - 19
Others HAh 82 105
119 220

Note: B

The government grants during the years ended 31 HE-FE —tEN—FENF+ A=+ —HILEE

December 2017 and 2016 represented unconditional cash o A B 2 SR ARG B A A B i 2 SR A A
awards in respect of refunds of application fees of patents e
and trademarks from government authorities.

6. PROFIT BEFORE TAXATION 6. BRI
Profit before taxation is arrived at after charging: SRATHE A T REAER T 81 2 SHARE B
2017 2016
Bt TAINAR
RMB’000 RMB’000
ANBR¥TT NG TS
(a) Finance costs () H
Interests on: FLESZ H -
- Bank borrowings -SRATRER 76 75
- Convertible bonds (note 22(b)) - RS (FE22()) - 725
76 800
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2017 2016
—F—t TERNE
RMB’000 RMB’000
AR¥TT ANRHETIT
(b) Staff costs (including directors’ emoluments (b) B LR (IR e 2 M)
as disclosed in note 8)
Salaries, bonuses and other benefits ¥a TEMEAMER 14, 459 7,216
Contributions to defined contribution retirement ERIHEOR RSB 2,398 1,187
plans
Equity settled share-based payment expenses e BT ARG A AT A B 516 1,424
(note 26(c)) (BT 26(c))
17, 373 9, 827
(¢) Other items (o) HAthZHH
Auditors’ remuneration Tz 530 424
Litigation claims expense R 1,172 296
Depreciation Pres 1,020 1,032
Minimum lease payments under operating lease OSSN - SEHE 240 24
in respect of buildings - Vit S
Cost of work-in-progress TR A 2,075 3,357
7. INCOME TAX 7. Fr8
(a) Taxation in the consolidated statement of profit or (a) NG FHE R M HA AR AU TR 2R RV 2 BT
loss and other comprehensive income represents:
2017 2016
—F—tF A
RMB’000 RMB’000
A R#TIT NRHETIT
Current tax — PRC Enterprise Income Tax AREFRIE - PEOASERER
Provision for the year IR 3,444 -
Over-provision in respect of prior years AR 2 - (42)
Income tax expense/(credit) PS5 F = i/ (nl a8 3, 444 (42)

PR A S8 [ 77 Y 00 S FEER AT ), AT 0T 201 74F BE it
BB (20165 « ) -

No provision for Hong Kong Profits Tax has been made as the
Group had no estimated assessable profits for the year ended 31
December 2017 (2016: RMBNil).
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Under the Enterprise Income Tax (“EIT”) Law of the PRC, in
general, the applicable EIT rate of enterprises in the PRC is
25%. Certain subsidiaries of the Group are approved and
certified by relevant authorities as “High and New Technology
Enterprises” and are entitled to a preferential EIT rate of 15%

for both years.

Taxation of other overseas subsidiaries are charged at the

HETHRZ15%.

appropriate current rates of taxation ruling in the relevant

countries.

(b) Reconciliation between tax expense and accounting

profit at applicable tax rates:
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NOTES 70 THE CONSOLIDATED FINANCIAL STATEMENTS

AR ) R AT S > W A v N R [ £ 36 P B 4 PO 4
g «pEE N RALFE SRR
Bkl ) wHE. REHN
AT RS REdsE) | NSRS

(LAT s Tirfs

:iéﬁﬂfﬁlﬂ%ﬁﬁ@ﬁm%o e

Fo A3 SN G 2 WA R A SE PR B R w A A o

(b) LR FSRS K e g

2017 2016
—E—tF —INAE
RMB’000 RMB’000
ARHTIT ANRHTIC
Profit before taxation SRR 33, 898 2, 085
Notional tax on profit before taxation, calculated at the  #%25%i8 FI B 152 R i Fl 44 2 A
applicable tax rate of 25% 8, 474 522
Effect of tax exemptions in other jurisdictions /H\f‘lﬁﬂ?f&@ﬁﬁ”ﬁﬁ%EQﬁf%%% 466 1,263
Preferential income tax rates applicable to subsidiaries i 1A RN R (2, 650) (220)
Tax effect of unused tax losses not recognised AR AR ﬁlﬁéﬁfﬁﬁﬁﬁﬁﬂ4? 263 271
Tax effect of utilisation of tax losses not recognsied B A AR R (3,109) (1, 836)
Over-provision in respect of prior years EfaRAE y e al A - (42)
Income tax expense/(credit) JRASRR (1) 3, 444 (42)
(c) Deferred tax not recognised: (o) MAMERR 2 MEREFT TG E
At 31 December 2017, the Group has not recognised deferred HAARRERH AR A AR < KU A, BRI —

tax assets in respect of cumulative tax losses and deferred
income of RMB9,997,000 (2016: RMB22,942,000) and
RMB96,000 (2016: RMB1,214,000) respectively, as it is (—%
not probable that future taxable profits will be available
against which the unused tax losses can be utilised in the

(=%

relevant tax jurisdiction. The unused tax losses will expire

within five years from the end of the respective reporting

periods.
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8. DIRECTORS' EMOLUMENTS

Director’s emoluments disclosed pursuant to GEM Listing Rule and

section 383 of the Hong Kong Companies Ordinance as follows:

8. EH %
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R AIZE R S5 TR R A CamIRED B

EREIS a8 I

Salaries, allowances and

Contributions to

defined contribution

Directors’ fees benefits in kind retirement plans Share based payments Total
HFHE Frde HI AR BTN RS fEa A AR B R sh Er
2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
CE b CENE TR BE R ONE R bR RN R LR SRR TR LR SN
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARHETT AT ARBET . ARMTc AR AR ARWFT ARWT AREFT AR¥FT
Executive directors
oy
Mr. William Xia GUO
S - - 623 1,130 - - 335 643 958 1,773
Dr. Maria Xue Mei SONG
REMHEA - - 295 328 90 91 18 35 403 454
Non-executive directors
JETET
Mr. Michael Su
ST - - 8 15 8 15
Dr. Nathan Xin ZHANG
(Resigned on 18 May 2016)
SRR
(A20164F5 H 18 HEHE) - - -
Independent non-executive directors
B AR TES
Dr. Bin Hui NI
R - - ¢ 7 ¢ !
Mr. Mark Gavin LOTTER 4 7 4 7
Mr. Mark Gavin LOTTER - -
Mr. Rui QIU
(Appointed on 12 February 2018)
s
(A= F—)EH T HEE - - -
Dr. Shou Yuan WU
(Resigned on 12 February 2018)
Sk
(R \E AT HEHD) 30 50 - - 4 7 54 57
50 50 918 1,458 90 91 373 714 1,431 2,313

There were no arrangement under which a director
waived or agreed to waive any emoluments in respect of
the year ended 31 December 2017 (2016: Nil). During
the years ended 31 December 2017 and 2016, no
emoluments were paid by the Group to the directors of
the Company as an inducement to join or upon joining
the Group, or as compensation for loss of office.

fEF i A S AR E A A
Sb FURARRE, AU A 8RR
ORI 5 1 BT S AT AT T 3
EEA SV S BN PSS

for Y REH -
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9. INDIVIDUALS WITH HIGHEST EMOLUMENTS

Of the five (2016: five) individuals with the highest
emoluments, two (2016: two) individuals are director
whose emoluments is disclosed in note 8. The aggregate of
the emoluments in respect of the remaining three (2016:
three) individuals are as follows:

B R & et

NOTES 70 THE CONSOLIDATED FINANCIAL STATEMENTS

9 fEL 3 B = M A L

AR E s B = B AR (20164 o) R
, A N4 TR EES, 3060 (20164 3f7) 1%
[SF LN [ i I

2017 2016

N S

RMB’000 RMB’000

AREETIT NS

Salaries, bonuses and other benefits Hig. T&MHARER 737 582
Contributions to defined contribution retirement plans STERACEGB IR Tk 60 73
Equity settled share-based payment expenses Fez (A LAB AR 2 S 5 RO B S 14 24
811 679

The emoluments of the three (2016: three) individuals with
the highest emoluments are within the band of HK$Nil to
HK$1,000,000 in both years.

10. EARNINGS PER SHARE
(a) Basic earnings per share

The calculation of basic earnings per share is based on the
profit attributable to ordinary equity shareholders of the
Company of RMB30,454,000 (2016: RMB2,127,000) and
the weighted average of 992,772,000 (2016: 915,484,000)
ordinary shares in issue during the year, calculated as

follows:

Weighted average number of ordinary shares

e —CFE N AN s H 367 (2016
FEro3hn) A AE R T B IHERE1,000,000 TCAL BT -

10. SR (B1R)

(a) FFIFEAZF
FFIRFEA T 2w S DAAS A ) JBE B TR\ 78 7 2E 5 i )
NEE#30,454,0000C (2016%F: N ER#E2,127,0000C) AR

WA 2 BT IR B 80992,772,000 (20164 :
915,484,000) BT

B4 i

2017 2016

e S S TE—NAE

RMB’000 RMB’000

AT AR#TIC

Issued ordinary shares at 1 January 1A 1 H B3 T2 ik 992, 772 915, 272

Effect of convertible notes converted T T AR - 212

into ordinary shares

Weighted average number of ordinary

shares at 31 December 12 31 H 2 @B A4 i 992, 772 915, 484
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(b) Diluted earnings per share

No adjustment had been made to the basic earnings per

share amount as presented for the years ended 31
December 2017 and 2016 in respect of a dilution of the

convertible notes and outstanding share options which

had an anti-dilutive effect on the basic earnings per share.

11. PROPERTY, PLANT AND EQUIPMENT

2017 ERE
ANNUAL REPORT

BE-_F—tE+-"A=1+—HILEE
For the year ended 31 December 2017

(b) /e 2 A1

HITA ARAT ol R R il ) 22 91 2 A B A J ) A
SO, AT N L 3 ) 2 A R A R
SR

11. W% BB Mt

Leasehold  Machinery and Motor
improvements equipment vehicles Total
Y= i S Eid ] ¥ &t
RMB’000 RMB’000 RMB’000 RMB’000
NRHETIC ARMETIE ARWETIT AR¥ETIT
Cost: AR
At 1 January 2016, RN,
31 December 2016, ZE AT+ _H=1+—H,
1 January 2017 and ZEBAE-H
31 December 2017 NZF-EETFZH=1—H 5,672 18,926 645 25,243
Accumulated depreciation: HFHE:
At 1 January 2016 R NAE—H—H 5,648 14,351 441 20,440
Charge for the year AT 7 966 59 1,032
At 31 December 2016 RN A=+
and 1 January 2017 —F—tH—H—H 5,655 15,317 500 21,472
Charge for the year ARAF T 7 955 58 1,020
At 31 December 2017 o FEEF A= H 5,602 16,272 558 22,492
Net book value: HRTH M
At 31 December 2017 I s i S I E [Es e 6| 10 2,654 87 2,751
At 31 December 2016 I AN S e E [y e | 17 3,609 145 3771

TEE®SEEEAERALSE6S
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12. NEW DRUG TECHNOLOGIES 12. FrEERAY
Total
Hast
RMB’000
ANRHETIT
Cost: AR
At 1 January 2016, 31 December 2016 RoE—NFE—H—H, ZFNFE
and 1 January 2017 TOA=HE R EE A 16,681
Write-off e (16,681)
At 31 December 2017 REE -t A=1—H -
Accumulated amortisation and impairment: B cpserail 2ic
At 1 January 2016, 31 December 2016 and REF—AFE—A—H, ZFZ—AHF+2A
1 January 2017 o S DA o s e 16,681
Write-off e (16,681)
At 31 December 2017 WoE—tiE T A=1+—H -
Net book value: FETERE:
At 31 December 2017 REE—tETFZ A=+ -
At 31 December 2016 REEANEFZ =1 -
13. INVESTMENTS IN SUBSIDIARIES 13. Y A R

The following list contains only the particulars of subsidiaries BRI Y 2 EE N A B A TSI . B
which principally affected the results, assets or liabilities of the — HFUFIH | FrfiA 2 BRE Ak .

Group. The class of shares held is ordinary unless otherwise

stated.
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Name of subsidiary

K3 g w1

Place of
incorporation
and business

wE par
NN

Proportion of ownership interest

AR R

Particulars of
issued and paid
up capital
EEAT M
JEBATHS

Group’s
effective
interest

AL
ety

Held by
the Held by a
company  subsidiary

Ao F s
Ry AR

Principal
Activities

LT

Venturepharm
Laboratories (BVI)
Limited (“VP(BVI)”)

British Virgin Islands
(“BVI" )

US$100
JESTS

100%

100%

Investment holding

Eediichacs

Venovo Pharma
US Inc (“VP(US)”)

BVI

Us$1
B

100%

100%

Investment holding

fialibeia

VPSCRO Group Inc.
(“VPSCRO”)

BVI

Us$1
IESTH

100%

100% -

Inactive
JEARHS

R
ZERHAIRA T

Beijing, the PRC
LAETEl

US$200,000
200,000557C

100%

N 100%

Research and development of drugs, natural drugs and synthetic
drugs; technological transfer of and services for the research and
development of biodrugs, natural drugs and synthetic drugs;
pharmacodynamics and clinical research of drugs; PM services
and PD services

Eﬁﬁ&l}q%*uu SRBE S B A LR RO DR A
ESTNPN S *nu&AﬁiﬁlﬁJZ§W$§n§&Hﬁ% Efhpa
ﬁﬁ?ﬁ&ﬁr‘?ﬁ% bR BRI . BRRATTE. B
PRI PR T 03 A0 2 £ 0 BB N A

JotE 2R
B TR A ]

Beijing, the PRC
HEE T

US$200,000
200,000557C

100%

- 100%

Research and development of drugs, natural drugs and synthetic
drugs; technological transfer of and services for the research and
development of biodrugs, natural drugs and synthetic drugs;
pharmacodynamics and clinical research of drugs; Provision of
PM services and PD services

mﬁ&&q%*uu FKIRGE G T A BRI B B A 4y
ZEAh TCIREE L N5 TEE i 2 BT RS %ﬂz%
RIS KGRI, Ll BRSO S BRI
ST A T BRI 3 B A 44 i DR I

oS
SRR

Beijing. the PRC
b

US$200,000
200,000557¢C

100%

- 100%

Research and development of drugs, natural drugs and synthetic
drugs; technological transfer of and services for the research and
development of biodrugs, natural drugs and synthetic drugs;
pharmacodynamics and clinical research of drugs; Provision of
PM services and PD services

E}ff‘b&gﬂﬁxuu SREE ST R WESE BRI 4
EATN fﬁf%uu&/“ﬁjiwcuuz&migiﬁﬁﬁﬁﬁ Bl 5
WS R RAIF T ;b fa BB R IR TR ST

ERT A R BEITE T4 RS 2 45 %) B8 i DR TR

Bl i ke L]
Bk BRI A ]

Beijing, the PRC
LHEE#7Y

US$865,000
865,000557C

100%

- 100%

Research and development of new drug preparations, raw
materials, supplementary materials and biodrugs technological
transfer and services; Provision of PM services and PD services

ﬁﬂ:nﬁﬁ'ﬁﬁémnnw RIRBE N R A5 K EE N RS R Bas )
BRI RARGE R A PRE T 2 BT S s, g2 3R
xﬂﬁﬁh/ﬁﬁﬁ%ﬁﬂﬁm T R RIS BRREEAT B
ERIGA F B SR T S I B A A 2 i B B I

TR A B LER)
oA

Taizhou, the PRC
PRI

RMB1,000,000
AL 1,000,0007T

100%

- 100%

Research and development of drugs, natural drugs and synthetic
drugs; technological transfer of and services for the research and
development of biodrugs, natural drugs and synthetic drugs;
pharmacodynamics and clinical research of drugs; Provision of
PM services and PD services

LB EE ¢ LN NS SRSy E SR E s E ]
Bk RIRGE RN DA AR BT R s B 2 2
RBFTEMIGIRETE ; Lot S St R BRORBESE S B
SRR B T R B 4 B 5 D

TEE®SEEEARLSEGY
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Proportion of ownership interest

AR R

Place of Particulars of Group’s Held by
incorporation issued and paid effective the Heldbya Principal
Name of subsidiary and business up capital interest company subsidiary ~ Activities
Kt g o~ w1 kAt par LB T M AL Ao F 2y TR
NSRS JETRATEN Fi i £ BESEE
Research and development of drugs, natural drugs and synthetic
drugs; technological transfer of and services for the research and
S o A A ains ~ development of biodrugs, natural drugs and synthetic drugs;
T R Hdm(jm’ the PRC US$360,000 100% _ 100% pharmacodynamics and clinical research of drugs; Provision of
R IERE R 360,000357T PM services and PD services
WFFE M B AE i ROREE S S B TREE A, BFE M B A4
BEfh . RIRBE R SR TREE G L BORTGR M B 2 2
RS MG RIS ; bk i St R AR B B PRB ST B
B R T R B K A i B
TR 4B Hanzhong, the PRC US$600,000 Inactive
Yl T HIRAT) LU 600,000 1% - 51%  guoe
TR 4 Xizang, the PRC RMB$1,000,000 Inactive
I o . _ A
BT P ARfELO00000 T 100% 100% e

The following table lists out the information relating to7%
BT 4 B EEL TR/ T, the only subsidiary of
the Group which has a material non-controlling interest

TGRSR A B R R (AR AR )
) AN B A I T L A B EE A TR A RIARZ
Bkt TR MH R R VR A 2 W A AT

(NCI). The summarized financial information presented EH-
below represents the amounts before any inter-company
eliminations.
2017 2016
—FHE BN
RMB’ 000 RMB’ 000
ARHETIT ARFETIT
NCI percentage iR | o T 49% 49%
Current assets A 10 10
Non-current assets s B 5 5
Current liabilities EA T (19) 19)
Net liabilities AT @ “
Carrying amount of NCI AR 2 HR T - -
Revenue (Lo - 2
Profit and total comprehensive income for the year iR DS E Syl e - 2

Profit allocated to NCI

Cash flows used in operating activities

I3 BEZE AR H PR 2 2 )

KRR B P SR A
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14. WORK-IN-PROGRESS 14. FEEE M
2017 2016
SEUE CENE
RMB’ 000 RMB' 000
AR#TFI ARETIT
Cost A 95,953 95,621
Less: Provisions for write-down Pk AFEE B (93,535) (93,535)
2,418 2,086
The provisions for write-down of work-in-progress are as follows: 72 i JR(E S EE #  SEIT -
Contracted Non—contracted Total
RMB’ 000 RMB’ 000 RMB’ 000
T4 ENIED! aal
ARIETFIT AR¥EFIT AR¥EFIT
At 1 January 2016, REEANFE-H—H,
31 December 2016, TR ARFET A= H,
1 January 2017 and “E—tiFE—H—HX
52,306 41,229 93,535

31 December 2017

% tEF-A=H

The provisions for write-down of contracted work-in-progress were
due to the total contract costs exceeding the total contract values
while the of non-contracted
work-in-progress were due to the suspension of non-contracted PD

provisions for  write-down
services projects in prior years.

15. TRADE AND BILLS RECEIVABLE

BT AR I St E D (LR 35 082 e A B RO BB G 40
B, AT AL b ' 80 OB $85 88 et Pl TR AR SR £ 11 ATE AR

ARSI R ZE BB IS H

15. ORI B 4

2017 2016

SR A

RMB’ 000 RMB’ 000

ARHEETIC ARHEETIC

Trade receivables 0 18,122 551
Bills receivable JRE 2255 769 -
18.891 551

Included in trade receivables of the Group as at 31 December 2017 is
the trade receivable from a related company of RMBS8,824,000
(2016: RMBN:Il), which is unsecured, interest-free and bears normal
commercial terms as other trade debtors. A related company is an
entity in which a director of the Company, Mr. William Xia GUO,
had significant influence.

B WSR2 MRl M 2 ) AN R 8,824,000 (%
PR ) 2 R D MG . AR R S I R AT, S B
B =5 Z WSR2 BB PR FR AR A B R R SR A RE
LS NN 2

TEEESEEBEARLLAG9
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(a) Ageing analysis

The Group normally grants 30 days (2016: 15 to 30 days)
credit period to its customers. The bills receivable as at 31
December 2017 are non-interest bearing bank acceptance
bills and are aged within 6 months. The Group seeks to
maintain strict control over its outstanding receivables and
overdue balances are reviewed regularly by management.

As of the end of the reporting period, the ageing analysis of
trade and bills receivables, based on the invoice date and net
of allowances for doubtful debts, is as follows:

B H TSR E T

NOTES 70 THE CONSOLIDATED FINANCIAL STATEMENTS

(@) AR

AEMHEFERETHE 30K (ZF7N4F: 15330
H) 8. A -F—tF T HA=1—H, Bk
TR A AR TR SRS P RES A SR A 9. AR
SRR AR B AR ORI, aAAS SR
A HLE A T

TR SR B 2y MU B A S 2 S, %%
SEH W AR MR e, AT

2017 2016
R ZENIE
RMB’ 000 RMB’ 000
ARHTE  NEHTT
Within 30 days 300 16,333 518
31 to 60 days 314260H 2,525 -
61 to 90 days 614290H - 33
Over 365 days 365 H 33 -
18,891 551

(b) Trade and bills receivables that are not impaired (b) EJEAE 2 B ) EM O N SRR 224
2017 2016
-
RMB’ 000 RMB’ 000
ARHETIT ARHEETIT
Neither past due nor impaired k36 Bk IS 16,333 551
Within 30 days past due i DiA30H 2,525 -
31 to 365 days past due w31 H 423651 - -
More than 365 days past due G 365 H 33 -
Amounts past due SRR 2,558 -
18,891 551

Receivables that were neither past due nor impaired relate
to a wide range of customers for whom there were no recent
history of default.

Receivables that were past due but not impaired relate to a
number of independent customers that have a good track
record with the Group. Based on past experience,
management believes that no impairment allowance is
necessary in respect of these balances as there has not been
a significant change in credit quality and the balances are
considered fully recoverable.

70 CHINA HEALTH GROUP INC.
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16. TRADE DEPOSITS PAID 16. MRS
Trade deposits paid represented guarantee deposits paid to TEAF 2T 4 MTEAT 2 P A B T 14 6 R BT 5% K B0k i
customers in connection with service agreement signed for the BEIR A R A 4

provision of PM services and will be refunded upon
satisfaction of contract terms

17. PREPAYMENTS AND OTHER RECEIVABLES 17. TSR B HoAt FEHSR
2017 2016
Note :)7\4‘[:4:':‘ :2'5\4'/\4\54:
Ffy e RMB’ 000 RMB’ 000
ABRBTE  ARMETL
Prepayments TEfEK 61 61
Value-added tax recoverable T [l BEAE R 281 283
Advances to staft for business trips THAT B LR 284 758
Amounts due from directors JREVAL 2 (a) 68 88
Other receivables oA I R TE 121 394
815 1,584
All of the prepayments and other receivables are expected to be TG FEA) 2R At A S ST R A 4 AT B Bl el
recovered or recognised as expenses within one year. #H,
(a) Amounts due from directors (@) JE & FHZoE
The amounts due from directors, disclosed pursuant to section HRIEFHE CATUEPD B383Mk 2 B HA KPR T

383 of the Hong Kong Companies Ordinance, are as follows:

Maximum amount
outstanding
during the year

31 December 2016 and N
ﬁé’ﬁzﬁﬁi =] ™H J\

At 31 December 2017 1 January 2017 At1 January 2016
RF—LE REEETCAETH AT E IR 2017 2016
Name of director +-H=1+—H FoE -1 —H—H TR BE TE N
ik ) B
RMB’ 000 RMB’ 000 RMB’ 000 RMB’ 000 RMB’” 000
ANRHETIT ARHETIC ARHETFIC AR¥EFI T AR
Dr. Maria Xue Mei Song 68 60 - 68 73
REMFHAL
Mr. Michael Su - 28 - 28 30
R
68 88 -
The amounts due from directors are non-trade related, JREVAL B H AR B A AT D0 S S A B R I

unsecured, interest-free and repayable on demand.

TEBEREBERS AT
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18. TRADE PAYABLES, OTHER PAYABLES AND
ACCRUED CHARGES

B H TSR E T

NOTES 70 THE CONSOLIDATED FINANCIAL STATEMENTS

18. ERMEMDOR, HABASORM R A

2017 2016

TER R SEORIE

Note RMB’ 000  RMB’ 000

it AR¥EFIL AR¥ETIC

Trade payables B 5 WA (@) 43 108
Litigation claims payables JEATE A b) 13,484 13,033
Accrued staff costs, welfare and benefits ~ JERT B T4, faFIFIEF] 3,492 2,279
Value-added tax and sundry taxes payable [JEf]BE{E R A HABFIIE 1,913 98
Amounts due to related companies WEASTBRE A w20 © - 2,987
Others HoAtl 4,147 4,806
23,079 23,311

All of the trade and other payables are expected to be settled or
recognised as income within one year or are repayable on
demand.

(a) Ageing analysis

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

Ji B 5 B FL A MRS AR IFDA 147 P9 S A el A i o

(a) HRH AT

TR IR B 50 A O 2 Rl 14 52 L A

2017 2016

“F—tE ZFAE

RMB’ 000 RMB’ 000

AR®ETIT ARW¥TIC

Within 30 days 30H M - 108
Over 365 days 365 H 43 -
43 108

(b) Several subsidiaries of the Company are defendants in various
lawsuits and claims arising in the normal course of business. The
amounts provided represented the outstanding claims payables to
plaintiffs according to the respective court judgements.

(c) Related companies were entities in which a director of the
Company, Mr. William Xia GUO, had significant influence. The
amounts due were unsecured, interest-free and repayable on
demand.

72 CHINA HEALTH GROUP INC.

(b) AER [ P 1) HE 5 P I 2 ] PR SE RS R T e i o B AN 95
IR R A R B PIPR A JE Jr d FR A RA I (E

() BT A IR AN B HHEL T o REAV B Z S AN w4
TR, AT B A Dl A BT 0 B AR
R 5 o



5 s 2017 EHE
BHEZEIREMEE ANNUALE REE&RT
NOTES 70 THE CONSOLIDATED FINANCIAL STATEMENTS HE-_FE—t&E+-A=+—HItEE
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19. RECEIPTS IN ADVANCE 19. TG

2017 2016

SEHE BN

RMB’ 000 RMB’ 000

ARMFTT ARETT

At 1 January wm—H—H 4,855 24,215

Cash received for the year AR 83 552

Reclassify to loans from related companies (note 20) AT R Z B T K (i 20) - (6,459)

Revenue recognised for the year NG SR PN (4,556) (13,453)

At 31 December wt_H=+—H 382 4,855
As at 31 December 2016, included in receipts in advance was an R FE—NFEH A =1—H, FHEEEP R AR
amount of RMB300,000 representing suspended projects which 300,000 % 7> B 85T H IO TEICEOE . B2 TR

are pending of mutual agreement between the Group and the TR S PR T B A AR B B P i R AR TR AT

customers on final settlement in respect of the deposits received.

20. LOANS FROM RELATED COMPANIES 20. BT AR
Related companies were entities in which a director of the Bl A TR FE AN W) 8 SRR S A RE A S S w
Company, Mr. William Xia GUO, had significant influence. The GREIpN- 2 Pl /AR e R S NI A SN NS
loans from related companies were unsecured, interest-free and REEE H A g MR EEUGER, SO
specifically provided to finance the daily operations of the Group. T JEAH =P R, ERa LSRR
The loans were repayable on 30 June 2018 but contain a A =R N ES AR A . Ira 8Rdgmn —
repayment on demand clause and, therefore were classified as T BRI R A .
current liabilities in 2016. All of the loans were settled before its
due date in 2017.
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21. BANK BORROWINGS 21. $RATESK
2017 2016
TE B CENE
RMB’ 000 RMB’ 000
AR AREETIC
Bank loan SRATESK - 1,500

The loan was unsecured, interest-bearing at the Loan Prime Rate of
Beijing Bank plus 92 points and was guaranteed by a director of the
Company, Dr. Maria Xue Mei SONG. The loan was fully repaid
during the year. The effective interest rate during the year ended 31
December 2017 was 5.22% (2016: 5.22%) per annum.

22. CAPITAL AND RESERVES

(a) Movements in components of equity

The reconciliation between the opening and closing balances of each
component of the Group’s consolidated equity is set out in the
consolidated statement of changes in equity. Details of the changes in
the Company’s individual components of equity between the
beginning and the end of the year are set out below:

AT NAET T H S HZ S TR I K AR A
FIHEAP A ER, RTME LR ASE R ST TR
DIVF ) R AL R TR 2 _Bip o2 it B Arfa SRAT
FROR - FE TR eiEE. R oF—-tLFt+ A=
+—H I FER R A 28 (—FEANE A=+
—HIFFERE - 5.22H).

22, A KAt
(a) (I BIRERS AR R0 SEA BLAE AR (A Bl
IR SR AR AT 2 9300 B AR & i 2 1 2 SR A

BREGARIHGE N o A2 T BIRE SR SR A ) S R 2 T
ZAEHRHE ST

Share

Based
Share Payment Capital  Contributed Accumulated
capital reserve reserve surplus losses Total
A RRpEEE  RERIGHHE BRAR ReHER At
STt
RMB’ 000 RMB’ 000 RMB’ 000 RMB’ 000 RMB’" 000 RMB’ 000
ARHTIE ARWTIT ARETT ARWTE ARWETTE AR
At 1 January 2016 REB—AE—H—H 3169 5626 2162 28011 (151619) (34,121)
Changes in equity for 2016: ZERNEZ R
Loss and total comprehensive SEPE R MR S AR - - (5,051) (5,051)
loss for the year
Conversion of convertible bonds TR AR 6,974 - 3977 - - 10,951
Equity settled share-based transactions MR AR R R 2 2 5 - 1,424 - - - 1424
At 31 December 2016 and 1 ZE-ANFFASTAR s 7,050 6139 28011 (156670) (26,797)
January 2017 —F—tF—A—H
Changes in equity for 2017: TR HEZ R
Loss and total comprehensive loss for the year AR M A S AR - - - - (1,862) (1,862)
Equity settled share-based transactions MR AR R 28 5 - 516 - - - 516
Cancellation of share options iveleliio - (3,703) - - 3,703
At 31 December 2017 ZE—tFETA=H s 3863 6139 28011 (154829) (28143)
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(b) Issued share capital (b) BEEETHEA
2017 2016
[ v TR NE
Number of Number of
Shares’ 000  RMB’ 000  Shares’ 000 RM}%’ 000
e 000 AREETIC g 000 ARIETIT
Ordinary shares, issued and fully paid: EETREHE
e
At 1 January A—H—H 992,772 88,673 915,272 81,699
Issue of shares upon conversion of SR AT PR S - - 77,500 6,974
convertible notes(note)
At 31 December Ht—H=+—H 992,772 88,673 992,772 88,673

The holders of ordinary shares are entitled to receive dividends as
declared from time to time and are entitled to one vote per share
at meetings of the Company. All ordinary shares rank equally

with regard to the Company’s residual assets.

Note:

During the year ended 31 December 2016, the Company
completed the conversion of all outstanding convertible bonds in
which 77,500,000 ordinary shares at HK$0.10 each were issued

upon conversion of all outstanding convertible notes.

Interest expense of RMB725,000 was recognised in profit or loss
in respect of the convertible bonds for the year ended 31
December 2016.

(c) Nature and purpose of reserves

(i) Special reserve

The special reserve represents the differences between the
nominal value of the shares of VP (BVI) (a holding company of

of the

reorganisation) and the nominal value of the Company’s shares

the other members Group prior to the group

issued pursuant to the group reorganisation.

(ii) Capital reserve

The capital reserve represents the additional contributions made
by the shareholders of the Company and the additional
contributions made by the non-controlling shareholder of the
subsidiary of the Company prior to the listing of the Company’s
shares on The Growth Enterprise Market of the Stock Exchange.
It also includes the premium of the issued share capital of the
Company.

W BT NAREA RN EIRAIE,, TATRER A5
P DAR AR SRR IR PR R A R
B 3 T A S A

B &L
BEZZAFET A=A HIEFEE, AARETEHT

PP A TR S, W DA B AR 0. 107 TSR T
77,500,000 8 A8 23 7 22 453 1

HEFNFE+H =+ HIREE, TR s e
B A 725, 00070 B R B RS FERR .

(c) 2 g L H M

(i) R it

FERIGEAS T8 VP(BVI) (AHE B EE 4 B A G B HoAth gl B4 7]

AT TR T B A IR A SE I A T 3 172
JBe A7y T A 5 TR 2 228

(if) BEAfH IR
BARTE R TE A A W B A A W B RIS By LT RT Br

(F2 SN, AT A A R A 7 D MRS 4 PO
BUNERE. SRR RTAA BB T RAG.
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(iii) Statutory reserve and statutory enterprise expansion fund

Pursuant to the PRC regulations and the Articles of Association
and Board regulations of the subsidiaries of the Company, each
of the subsidiary 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 each of the subsidiary
registered capital. The transfer to this reserve must be made
before distribution of any dividends to shareholders. The
statutory reserve shall only be used to make good of previous
years’ losses, to expand the subsidiary’s production operations or
to increase the capital of the subsidiary. Upon approval by a
resolution at a shareholder’s general meeting, the subsidiary may
transform its statutory reserve into share capital and issue bonus
share to existing shareholders in proportion to their original
shareholdings or to increase the nominal value of each share
currently held by them, provided that the balance of the reserve
fund after such issue is not less than 25% of the registered capital.
Moreover, the subsidiaries of the Company established in the
PRC can transfer certain percentage of their profit after taxation
on voluntary basis, as determined under the PRC accounting
regulations to the enterprise expansion fund.

(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 Reorganisation.

The Company’ reserves available for distribution to its
shareholders comprise the capital reserve and contributed
surplus. In accordance with the Company’s Articles of
Association, dividends shall be payable out of profits or other
reserves of the Company. Under the Companies Law of the
Cayman Islands, the Company must be able to pay its debts as
they fall due in the ordinary course of business immediately

following the distribution of any dividends.
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23 NOTES TO THE CONSOLIDATED STATEMENT OF

CASH FLOWS

Reconciliation of profit before taxation to cash generated

from/(used in) operations:
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23 /B ERERER

SRETHT R A BLACE S TS (PP Bl iR

2017 2016
=
Note RMB’ 000 RMB’ 000
Btk ARMFIT ARMFIC
Profit before taxation
[SRizGIRi 33,898 2,085
Adjustments for:
T
- Bank interest income
- SRATRLEHA : ® ©
- Interest expenses
R A 6(a) 76 800
- Equity settled share-based payment expenses
- HERR A LA ) A Bl S 53 T 6(b) 316 b
- Depreciation
g 6(c) 1,020 1,032
Operating profit before changes in working capital
G SRR R TSR 35,502 3,332
(Increase)/decrease in work-in-progress
AERES R 3D (332) 587
(Increase)/decrease in trade and bills receivables
5% SR I MBS A (18,340) 2817
Decrease/ (increase) in trade deposits paid
GBS AR e 100 (3,100)
Decrease/(increase) in prepayments and other receivables
HE RS ARy () 709 (232)
(Decrease)/increase in trade payables, payables and accrued charges
B ETAOR, FLABE OB R TR 22 ) (232) 761
Decrease in receipts in advance
PN (4.473) (12,501)
Cash generated from/(used in) operations
14,394 (6,756)

ROBESEHITTR (FrA]) Z28iE

TEEREBAFRLSA77
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24. OPERATING LEASE COMMITMENTS

At the end of the reporting period, the total future minimum lease
payments under non-cancellable operating leases are payable as
follows:
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24, RBTHE AN

RER-LEF A= H, ARSI Y
ARACEARAL A SRR T SR SEAT -

2017 2016

TE L SEONE

RMB’ 000 RMB” 000

AR#TIT ARMTT

Within one year —ER 22 47
The Group is the lessee in respect of a number of buildings held — AEEFEARFLEHERA 2 2 EW LA A . #ZEH
under operating leases. The leases typically run for an initial KW — % —4F, A RERERAEA, e WA IR
period of one year, with an option to renew when all terms are B EHFHE R . MHEM R A TR S —K, UM

renegotiated. Lease payments are usually increased every year to
reflect market rentals. None of the leases includes contingent

rentals.

25. RETIREMENT BENEFIT SCHEMES

Pursuant to the relevant labour rules and regulations in the PRC,
the subsidiaries of the Company in the PRC participate in defined
contribution retirement schemes (the “Schemes”) organised by
the relevant local authorities whereby the subsidiaries in the PRC
are required to make contributions to the Schemes at rates which
range from 0.4% to 19% (2016: 0.3% to 20%) of the eligible
employee’s salaries during the year. The relevant local
government authorities are responsible for the entire pension

obligations payables to retired employees.

26. EQUITY SETTLED SHARE-BASED TRANSACTIONS

The Company has a share option scheme which was adopted on
20 June 2003 whereby the directors of the Company are
authorised, at their discretion, to invite employees of the Group,
including directors of any company within the Group, to take up
options at predetermined considerations to subscribe for shares
of the Company. Each option gives the holder the right to
subscribe for one ordinary share in the Company and is settled
gross in shares.
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(a) The terms and conditions of the grants given are as follows:
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(a) TR GEHR H 2 AR st i B ARA T (o PR 2 i B Ak P T

2017: —F -t
Atl Lapsed during At 31 December
January 2017 the year 2017
Exercise Note A JAAAE P S
Grant date FEREH price 1T{H(E Bt F—H—H ey o H=+—H
10 May 2007 10/5/2007 HK$0.625 K62 511l (ii) 1,950,100 (1,950,100) -
7 April 2009 7/4/2009 HK$0.435 W43 51 (iii) 3,918,800 (250,000) 3,668,800
30 June 2015 30/6/2015 HK$0.45 W 4541 (iv) 17,300,000 (1,190,000) 16,110,000
23,168,900 (3,390,100) 19,778,800
2016: TERNAE

Atl Lapsed during At 31 December
Exercise January 2016 the year 2016
price Note AN TAAAEE AR —INAE
Grant date R H FTdfE Bk F—H—H g o H=1—H
10 August 2006 10/8/2006 HK$0.36 3611l 0] 928,800 (928,800) -
10 May 2007 10/5/2007 HK$0.625 W62 sl (ii) 1,950,100 - 1,950,100
7 April 2009 7/4/2009 HK$0.435 W43 541l (iii) 4,330,800 (412,000) 3,918,800
30 June 2015 30/6/2015  HK$0.45 k45l (iv) 20,670,000 (3,370,000) 17,300,000
27,879,700 (4,710,800) 23,168,900

Notes: st

(i) These options were exercisable within the period commencing
from 10 August 2006 to 9 August 2016. The options were valid
and effective until 9 August 2016.

(ii) These options were exercisable within the period commencing
from 10 May 2007 to 9 May 2017. The options were valid and
effective until 9 May 2017.

(iii) These options were exercisable within the period commencing
from 7 April 2009 to 6 April 2019. The options were valid and
effective until 6 April 2019.

(iv) These options are exercisable in three trench with the
maximum percentage of options exercisable with the periods
commencing from 30 June 2016 to 29 June 2017, 30 June 2017 to
29 June 2018 and on 30 June 2018 being 40%, 70% and 100%
respectively. The options are valid and effective until June 2025.

(b) The number and weighted average exercise prices of share
options that are exercisable are as follows:

() %IRRT A RN\ FHETE R 4F /A
JUH B A N m By o XM I — TN\ H
JUH R

(i) X FBETA —EREFE I FHEZE LFRA
JUH B AR A A R o X IR —F —EHF T H
JUHZRZL

(i) X IR AT A B R IUEN A EH B F U
7S MR A N m By o XM BRI I —F—JLE I H
NHERL

(iv) ZE MR = Al BB —NEAH = HHE
ZE-LEAASTH. 22 bBEAH ST HESE
—JVUEANH ZFIHEE— N ENH =T HEE, 251
40%- 70% 52 100% 2 AT AT i s FRORE T 43 Lb L BRER I A 7]
JBEA o IR RES A~ AR AN U E R

(b) MHMCHEZ B H A1 TR T -

TEEREREBEBARLAT7
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2017 2016
S S
Weighted average Number of Weighted average Number of
exercise price HK$ options exercise price HK$ options
TRE-F-£ S P e 2 B H hkEFYy MEBREZ BH
FrE Fr (A
Outstanding at the beginning of the year 0.465 18,518,150 0.464 13,927,450
R H— H AR TE
Granted during the year 0.450 3,617,250 0.450 9,301,500
AR
Lapsed during the year 0.550 (3,390,100) 0.431 (4,710,800)
T AR P
Outstanding at the end of the year 0.447 18,745,300 0.465 18,518,150
A = H AR T
Exercisable at the end of the year 0.447 18,745,300 0.465 18,518,150

A=A BT

The options outstanding as at 31 December 2017 had their
exercise price of HK$0.435 and HK$0.45 (2016: HK$0.625,
HK$0.435, HK$0.45) and a weighted average remaining
contractual life of 6.28 years (2016: 5.34 years).

(c)Fair value of share options and assumptions

The fair value of services received in return for share options
granted is measured by reference to the fair value of share
options granted. The estimate of the fair value of the share
options granted is measured based on binomial lattice model.
The contractual life of the share option is used as an input into
this model. Expectations of early exercise are incorporated into
the binomial lattice model.

2015

Fair value at measurement date HK$0.209 - HK$0.2881
Share price HKS$0.43
Exercise price HK$0.45
Expected volatility (expressed as 89.29%

weighted average volatility used

in the modeling under Binomial

Lattice model)
Option life (expressed as weighted 10 years

average life used in the modeling

under Binomial Lattice model)
Expected dividends 0%
Risk-free interest rate (based on 1.788%

Exchange Fund Notes)

The expected volatility is based on the historic volatility
(calculated based on the weighted average remaining life of the
share options), adjusted for any expected changes to historical
dividends. Changes in the subjective input assumptions could
materially affect the fair value estimate.
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Share options were granted under a service condition. This
condition has not been taken into account in the grant date fair
value measurement of the services received. There were no

market conditions associated with the share option grants.

During the year ended 31 December 2017, equity settled
share-based payment expenses related to services provided by
the directors of the Company and other employees of
RMB373,000 (2016: RMB714,000) and RMB143,000 (2016:
RMB710,000) respectively were recognised in profit or loss

arising from options vested during the year.

27. MATERIAL RELATED PARTY TRANSACTIONS AND
BALANCES

(a) Key management personnel remuneration

Remuneration for key management personnel of the Group
wholly related to amounts paid to the Company’s directors, as
disclosed in note 8.

(b) Other related parties transactions

In addition to the financial arrangement dealt with a director of

the Company as mentioned in note 21, the Group entered into

the following material related party transactions during the year:
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HERE AR OB R AR T o SRR PR AE RIS I
ZASME PRI EET) AR H. 2 TR
A T R

HE-Z—tE+ A=+ —HIFEE, EBAAHHL
HoAth i B P AR A R T i (A AR 2 Bt e B B S
F NRWE373,0000C (—F—NF: ARKE714,00000) KA
FO5143,00000 (N4 ARIE710,00000)  EIAER
Z BT

27. BB 2 EASL B R A5tk

(a) FEEHE N B4
LA\ B O L AARA TR, A A
R4

(b) HoAth BT 522 5

BRI R AT A A w8 R I e HR AN, AR AR
WRTSZEL N HRRRIB A 158 5 -

2017 2016
E L E N
RMB’ 000 RMB’ 000
ARHTIE  ARMBT
Income for PM services from a B 2N PSR . F i e B R IR %
related company (Note) BRRBITIT . S S8l B G IR (1 &E) 24,244 -
Note: Fp&E -
A related company is an entity in which a director of the BRI LR A A B # SRR oA REA S A Fl AR T
Company, Mr. William Xia GUO has significant influence. KA

(c) Details of balances with related parties are disclosed in notes
15, 17, 18 and 20.

28. CONTINGENT LIABILITIES IN RESPECT OF
LITIGATION CLAIMS

As of 31 December 2017, certain of the subsidiaries of the
Group are defendants in proceedings relating to its customers.
Based on the respective court judgements, management is of the
opinion that the outcome of such proceedings will not be beyond
the existing accruals made for such litigation claims as disclosed
in note 18(b). Accordingly, there will be no significant impact

to the financial status of the Group.

(c) BRI 2 7] 2 &k CAE A FHY BRI R 515, 17, 18
S0z 5 o

28 AL AR A

PTEEET A= H, AEB NS E A
IR TR Bt o I LR 25 T o s el e A
HEEFR, FEERTSRAEE R, R E AR
RN S Tt 18 (b) A1) H MBS S AR AR 1, AL 3
AL A BRI A G B
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29. CAPITAL MANAGEMENT

The Group’s primary objectives when managing capital are to
safeguard the Group’s ability to continue as a going concern, so
that it can continue to provide returns for shareholders and
benefits for other stakeholders, by pricing products and services
commensurately with the level of risk and by securing assess to
finance at a reasonable cost. The Group’s overall strategy

remains unchanged from prior years.

The Group actively and regularly reviews and manages its
capital structure to ensure it is effective and optimises
shareholder returns, taking into consideration the future capital
requirements of the Group prevailing and projected capital
expenditure and projected investment opportunities.

In order to maintain or adjust the capital structure, the Group
may consider the amount of dividends paid to shareholders, the
return of capital to shareholders, the issue of new shares or
selling assets to reduce debt.

The Group assesses the total equity/deficiency presented on the
face of the consolidated statement of financial position for
capital management purposes.

30. FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENTS

Exposure to credit, liquidity, interest rate and currency risks
arise in the normal course of the Group’s business.

The Group’s exposure to these risks and the financial risk
management policies and practices used by the Group to manage
these risks are described below.

(a) Credit risk

The Group’s credit risk is primarily attributable to trade and
other receivables and cash and cash equivalents. Management
has a credit policy in place and the exposure to these credit risks
are monitored on an ongoing basis.

In respect of trade and other receivables, the Group has policies
in place to ensure credit is granted to customers with appropriate
credit history and good reputations through evaluations on
customer past history of making payments when due and have
the ability to pay, and take into account information specific to
the customers as well as pertaining to the economic environment
in which they operate. Trade and bills receivables are due within
30 days (2016: 15 to 30 days) from the date of billing.
Normally, the Group does not obtain collateral from customers.
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The Group has a concentration of credit risk on its two largest
customers (2016: two largest customers) and the largest
customer which represent 98% (2016: 94%) and 72% (2016:
75%) of the total trade receivables balance respectively.

The credit risk on cash and cash equivalents is limited because
the counterparties are authorised financial institutions with
sound credit ratings.

The maximum exposure to credit risk is represented by the
carrying amount of each financial asset in the consolidated
statement of financial position after deducting any impairments

or allowances.

Further quantitative disclosures in respect of the Group’s
exposure to credit risk arising from trade and other 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, including the short term
investment of cash surpluses and the raising of loans to cover
expected cash demands, subject to approval by the Company’s
Board when the borrowings exceed certain predetermined levels
of authority. The Group’s policy is to regularly monitor its
liquidity requirements and its compliance with lending
covenants, to ensure that it maintains sufficient reserves of cash
and adequate committed lines of funding from major financial
institutions to meet its liquidity requirements in the short and

longer term.

The following tables show the remaining contractual maturities

at the end of the reporting period of the Group’s non-derivative
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AREMEWRET (ZF—NE: MARKEST) MEK
B SR AR P 2 G B D) G TR A B AR A 1 98 %
(TN 94%) M72% (CFE—NFr 75%) o

ARG SRATAEA A HOR A RIS
TR Ay AR I T A B B A R

PR 2 4 A |

R SRR AR 32 b IR & B R S AR TR & S R L3R
HIHRTI{E -

A7 T A 2 ) 9 R MAC R 5 b WA T 2 A 2 A B B
TP R RO 15 817

(b) WeB LS

AL S ERa T LA EEZ BEEHE, UinFE
e B 4 A O A N B AT R TR R TRk, M
SRR T YRS RE 2 K 3E | R B0 =198 S e it otk

A [ 2 MBS A B Y e N e S R
G, DA R A [ A R 7 A e S i
1‘#17?( AR S 2 (BRI A8 ) MR ) 2 Bl i 4

NREVIALEA R A 2 SRAEZ B T AP, 1
TIMHBE BRI ARYTBB S (RIS GHRIE, shn@? Skt

financial liabilities, which are based on contractual i HIBATZ FIEEETE R DA A S 8 (B B 3 2 B
undiscounted cash flows (including interest payments computed HIE 7
using contractual rates or, if floating, based on rates current at
the end of the reporting period) and the earliest date the Group
can be required to pay:
Contractual undiscounted cash flows
BRI B ER T
Within 1 year or on demand Carrying amount
—AENEZ R HRIHIME
RMB’000 RMB’000
2017 —R b ARHETIT ANRHETIT
Trade payables, other payables o AT HOE, HoAb e 20H
and accrued charges Mo T2 23,079 23,079

T EESESBAERALESS
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Contractual undiscounted cash flows

BRIAITB B G H
Within 1 year or on demand Carrying amount
AN EHR R W T
RMB’000 RMB’000
2016 TR PN PN
Trade payables, other payables B Ly MEA E , FABEAS FOH 23,311 23,311

and accrued charges RS A

Loans from related companies Al A ol 8,321 8,321
Bank borrowing RATE 1,570 1,500
33,202 33.132

(c) Interest rate risk

The Group’s interest rate risk arises primarily from bank deposits and
bank borrowing. The bank deposits and borrowings bear interest at
variable rates and expose the Group to cash flow interest rate risk and
fair value interest rate risk respectively. The Group’s interest rate profile

is monitored by management.

Sensitivity analysis

At 31 December 2017, it is estimated that a general increase/decrease of
100 basis points in the interest rates, with all other variables held
constant, it would have increased/decreased the Group’s profit after tax
and accumulated losses by approximately RMBS53,000 (2016:
decreased/increased the Group’s profit after tax and increased/decreased

of accumulated losses by approximately RMB4,000).

The sensitivity analysis above has been determined assuming that
changes in interest rates occurred at the end of the reporting period and
had been applied to the exposure to interest rate risk for financial
instruments in existence at that date. The 100 basis point increase or
decrease represents management’s assessment of a reasonably possible
change in interest rates over the period until the next annual end of

reporting period. The analysis is performed on the same basis for 2016.
(d) Currency risk

The Group is not exposed to significant foreign currency risk as most of
income and expenses are denominated in the functional currency of the
Group.

(e) Fair values

All financial instruments are carried at amounts not materially different

from their fair values as at 31 December 2017 and 2016.
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31. STATEMENT OF FINANCIAL POSITION OF THE
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31. AT T BRE

COMPANY

2017 2016
e v TE N
RMB’ 000 RMB’ 000
ARHETT ARHEETTT

Non-current asset MBI EE
Interests in subsidiaries P R 2 - -

Current assets MEIEE
Prepayments and other receivables TR A AT 88 -
Cash and cash equivalents B4 R4 EY) 25 659
113 659
Current liabilities bk y=Ci=i

Other payables and accruals oA JE AT O R ER T2 H 1,886 1,718
Amounts due to subsidiaries I 2 > SR S 26,370 25,738
28,256 27,456
Net current liabilities I IE=Ci=y (28,143) (26,797)
Net liabilities HaMR (28,143) (26,797)

Capital and reserves JRA B f
Share capital %N 88.673 88,673
Reserves il (116,816) (115.470)
Total deficit S (28.143) (26,797)

TEEREEBEARLLABS



2017 EHE

ANNUAL REPORT
BE-_F—t&+-A=+—HILEE
For the year ended 31 December 2017

B IR Mt
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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32. POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS
AND INTERPRETATIONS ISSUED BUT NOT YET
EFFECTIVE FOR THE YEAR ENDED 31 DECEMBER 2017

Up to the date of issue of these consolidated financial
statements, the HKICPA has issued a number of amendments,

MRS HERETE LN, FEaFmATCH
iz T Bl Rae kg, (HREE—F—tHE+
H=AHIRSFEMARER, HASARR IS G G585
IR o TELEAUHE LU P REBLACER B A B A P 2 -

new standards and interpretations which are not yet effective
for the year ended 31 December 2017 and which have not been
adopted in these consolidated financial statements. These
include the following which may be relevant to the Group:
Effective for accounting periods beginning on or after A H B ek 2 % B G BT A AR AL

1 January 2018
“H—)\F—H—H

HKFRS 9, Financial instruments

AT B e I SR 0B — SRl A

HKFRS 15, Revenue from contracts with customers 1 January 2018

A F IR HER S5 1558 — B P& A —F—)\F—H—H
Amendments to HKFRS 2, Share-based payment: Classification and measurement of share-based payment transactions 1 January 2018
AR F R R BB SRE T — LUBD 2 R N S 58 o - AR 2 BERIE T SN2 B T H 22 43 R ik “H— )\ H—H

1 January 2018
—EF—)\F—H—H

HK(IFRIC) 22, Foreign currency transactions and advance consideration

A H R R B 85209k — SN L ) MR AU

HKFRS 16, Leases
EUE A RS 169k — TS

1 January 2019
=%

1 January 2019
—% JuE—H—H

HK(IFRIC) 23, Uncertainty over income tax treatments
FERA RS B 239K — TS RO T ) B P

The Group is in the process of making an assessment of what
the impact of these amendments, new standards and
interpretations is expected to be in the period of initial
application. So far the Group has identified some aspects of
the new standards which may have a significant impact on the
consolidated financial statements. Further details of the
expected impacts are discussed below. As the Group has not
completed its assessment, further impacts may 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.
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A ER T TEAE R A Lo 8 R TR FI AR A0 e P 301 P R 9
W, BIHRTRIE, AR TR FT R A L Ty T
FIRES & O B R e AL R B T e v TR R 28
IS AMET o PR AR I AR SE JRCRT Al , 7T RE & (08
R R — AP A SO, AR Al E A A2 80 H ) 2 BT (R
50T 4 F ) 5 R A A 2 R LA B B P R i 91
JrikE, AR
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HKEFRS 15, Revenue from contracts with customers

HKEFRS 15 was issued which establishes a single comprehensive model for
entities to use in accounting for revenue arising from contracts with customers.
HKFRS 15 will supersede the current revenue recognition guidance including
HKAS 18 “Revenue”’, HKAS 11 “Construction Contracts” and the related
interpretations when it becomes effective.

The core principle of HKFRS 15 is that an entity should recognise
revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which the
entity expects to be entitled in exchange for those goods or services.
Specifically, the Standard introduces a 5-step approach to revenue
recognition:

o Step 1: Identify the contract(s) with a customer

o Step 2: Identify the performance obligations in the contract

o Step 3: Determine the transaction price

e Step 4: Allocate the transaction price to the performance
obligations in the contract

o Step 5: Recognise revenue when (or as) the entity satisfies a
performance obligation

Under HKFRS 15, an entity recognises revenue when (or as) a
performance obligation is satisfied, i.e. when ‘control’ of goods or
services underlying the particular performance obligation is
transferred to the customer. Far more prescriptive guidance has been
added in HKFRS 15 to deal with specific scenarios. Furthermore,
extensive disclosures are required by HKFRS 15.

The Group has assessed that the application of HKFRS 15 in the
future will not have a significant impact on the Group’s consolidated
financial statements.

33. COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform
to current year’s presentation.
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FEM BRGNS 155 — HEPWERERA
CEEI RSN 1 shRAEA, HElE —EHE 2

R B 5 P A R A s AR R «FF

BB AEND G159k AR, HF BN «F&
BEFHERD B1shk Mikat) « RS EEREND 1198
FESEEH ) MBI RS ] o

il i‘%iﬁiﬁﬁu>> EB1SHERIR LR E R it B ilids

IF) 75 P R B O A R S, MR R S e BT

THHE}EXT@?%E hE IR AR R RS, &
LSHIEIDN 0 NINE R 2 &

o B WBIBEE PRI AR

o HTL WA RERET

o HEH: WERSH 1'

o SBUE: MGESEESK T HENET

o I WERUETIEAIER (Soit) mERla

R BB AERD SB159E, ERRIEITIRA IR

(EHIt) RlERBUCaR, RIVHAREE B A BT AR B A 52 fh AR
B TEIRE ) MR TR PR CHBEMF R 1598
EtAE BT DUAY SR BT A BAREAYTE 5] BLAh, i
W HERI BB SREOR B R AR A4

AL T, A BB ERD S8 159ERT RE
LRI 75 T BRI S B R N it F

33, LI EF

L EARSEEERARABIR T, W By A
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BFEHERE
FIVE YEARS FINANCIAL SUMMARY

RESULTS E S
Year ended 31 December
HE+ZH=1—HILFE
2013 2014 2015 2016 2017
CERCTE S cmpiE SRRE SR AE SR
RMB’000 RMB’000 RMB’000 RMB’000  RMB’000
ARMETIE ARBTT  ARETT ARHETIC ARWETIT
Revenue (=ELION 14,931 5,956 20,497 20,241 58,491
(Loss)/profit before taxation FREERT (B51R) /mfl (30,966) 44,117 (3,376) 2,085 33,808
Income tax G (53) (32) (111) 42 (3,444)
(Loss)/profit and total comprehensive  AiT AAR{ Hl A 25 77 2 AR4E
income for the year after tax before YR58/l L AE A IES (31,019) 44,085 (3,487) 2,127 30,454
non-controlling interests Mg
Non-controlling interests BBt 9) 32 134 - -
(Loss)/profit and total comprehensive i AARAEHIMERE #3152 AT
income for the year after (EHR) A R S A7 A W et MR (31,028) 44,117 (3,353) 2,127 30,454
non-controlling interests
ASSETS AND LIABILITIES BENAR
As at 31 December
AT H =1 HIREE
2013 2014 2015 2016 2017
TR CRPE CRRE SR ANE SR L
RMB’000 RMB’000 RMB’000 RMB’000  RMB’000
AT ARETIT  ARETT ANRHEETIE AREETIT
Total assets less current liabilities A IR B A e (124,625) (31,055)  (39,668) (25,166) 5,804
Non-current liabilities e £
(Convertible notes payable) (BT AT R A TS - (6,476) - - -
Non-controlling interests At iR o (166) (134) - - -
Total (deficit)/equity R (51 /M £ (124,791) (37,665) (39,668) (25,166) 5,804
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