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MBRE
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Chairman’s Statement

ERBE

To all Shareholders:

On behalf of the board (the “Board”) of directors (the “Directors”) of Wuyi
International Pharmaceutical Company Limited (“Wuyi Pharmaceutical” or
the “Company”), | am pleased to present to the shareholders the annual
results of the Company and its subsidiaries (collectively, the “Group”) for the
financial year ended 31 December 2016.

BUSINESS REVIEW

2016 was the start of “13th five years plan” and a year full of ups and
downs. Since the implementation of policies such as “Healthy China 2030”
and “Planning of Pharmaceutical Development” and various measures
including “Urban-Rural Medical Insurance Integration”, “Medical Insurance
Reimbursement Standard”, “Quality Consistency Evaluation” and “Two-
invoice System”, the pharmaceutical market has undergone tremendous
changes with keen competition. The industry was generally under pressure
due to a continuous decrease in the price of pharmaceutical products and a
surge in cost of raw materials. During the year, the Group’s two production
lines in the plant located in Haixi Industrial and Trading Development Zone
(the “Haixi plant”) were suspended due to the carrying out of upgrades and
enhancement on the production lines in obtaining new Good Manufacturing
Practice (“GMP”) Certification (the “Suspension”) and all production
compartments in the Haixi plant have been temporarily suspended as a
result of an accidental rupture in the main underground steam pipelines,
which caused interruption in production. However, the Group actively
responded and overcame the challenges so as to continuously enhance the
production efficiency, enrich the product portfolio and identify developing
opportunities in the future.

For the year ended 31 December 2016, the Group’s turnover was
RMB263,025,000 (2015: RMB555,652,000), and the loss attributable
to owners of the Company was RMB396,258,000 (2015: profit of
RMB41,203,000). The Board do not recommend the payment of a final
dividend for the year ended 31 December 2016 (2015: Nil).
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Marketing: In addition to stocking up inventories, controlling cost and
striving for orders after resuming production, the Group also launched
21 types of Western prescription injectables with different specifications
during the year in order to turnaround the adverse situation caused by the
Suspension and the supply shortage of products such as Perilla Oil Capsule.
There was a huge demand in injectable market. As different doses and
packaging are suitable for different specific conditions and customers may
purchase other pharmaceutical products of the Group while purchasing
such injectables, advertising promotion benefits had been achieved to a
certain extent. The Group continued to plough and cultivate the target
markets deeply and intensely and optimise its marketing resources by
integrating new medicine promotion seminars, academic seminars as well
as medicine fairs.

Manufacturing: As Haixi plant has been suspended due to the carrying out
of upgrading process and all production compartments were temporarily
suspended resulting from an accidental rupture of the main underground
steam pipelines connecting all the production compartments, causing
serious damages to water pipes, nitrogen pipes, fire pipes and sewage
pipes, the production volume had a significant decease throughout the year.
Currently, the repair on damaged pipelines has mostly completed and the
upgrading process is nearly finished.

Management: The acquisition of Fujian Liumai Medical Services Co., Ltd.
(“Fujian Liumai”) by the Group has been completed at the end of 2016.
Fujian Liumai is currently an indirect wholly-owned subsidiary of the Group
with sales of software and provision of consultancy services as its core
business. Fujian Liumai achieved a satisfactory result during the year. Based
on the audited financial statements of Fujian Liumai, its actual profits in 2016
exceeded the profit guarantee and it contributed revenue of approximately
RMB283,000 to the Group after completion, which enabled the Group
to lay a solid foundation to expand its profit sources, improve the overall
management level of the Group, further explore the digital medical and
healthcare service market.

Research and Development (R&D): The Group controlled R&D expenditure
for new drugs cautiously, focused resources on promoting the research
of new medical treatment results of Perilla Oil Capsule and conducted the
research on the anti-hepatitis compound drug liver & gall bladder tablets in
cooperation with the Department of Medicine of Peking University. Another
new product, Pazufloxacin Mesilate Injectible, was still undergoing approval
procedures during the period.

FUTURE PROSPECTS

Despite of the slowdown in the national macroeconomics growth, keen
competition in pharmaceutical market, stricter expense control of medical
insurance and the norm of lowered bidding prices, the rigid demand for
pharmaceutical products is still increasing against the backdrop of rapidly
aging population, implementation of the urbanization policy and increasing
national income. The Group will adhere to its new innovative development
strategy, strengthen its internal management, enhance its advantages in
core pharmaceutical business and steadily proceed with various works in
order to further increase its sustainable development capacity.

The Group also actively pushes forward the quality consistency evaluation
on imitating drugs by selecting certain existing drugs with greater potential
to apply for receiving such evaluation and strives to expand its market
shares after being evaluated. The relevant works are being processed in an
orderly manner.
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Chairman’s Statement

ERBE

The Group has formed an associate company with Antu County Huifeng
Agricultural Trade Company Limited (“Huifeng”) to invest in the sales and
plantation of Perillas and Perilla seeds and its processed products. Perilla
Qil Capsule has been the key product of the Group and Perillas is the
raw material for its production. Following the formation of the associate
company, the Group will be able to utilise the technical expertise of Huifeng
in respect of plantation and management of Chinese herbal medicine and
invest in Perillas plantation base for a stable supply of Perillas and a better
control on the quality of Perillas so as to reduce purchase cost and meet
the future market demand for Perilla Oil Capsule. As at 31 December 2016,
the associate company was still in the preparatory stage in sourcing suitable
plantation base.

Following the completion of upgrading process in the Haixi plant, it is
expected that production will be fully resumed with a higher production
capacity. The Group will further leverage on the advantage of economies of
scale and reduce cost to enhance efficiency.

In addition, Mr. Lin Min resigned as executive Director of the Group due to
his personal commitments. The Group has appointed Mr. Chen Cheng Qing
and Ms. Hung Hoi Lan as executive Directors with effect from 17 February
2017. Both of them have substantial management experience and they will
work with the Group to strengthen its core pharmaceutical business and
key products while expanding new business, increasing its profitability and
grasping new market opportunities at the same time.

I would like to express my heart-felt gratitude on behalf of the Board to Wuyi
Pharmaceutical’s management team and all the staff for their continuous
effort and contribution. In the meantime, | have to thank shareholders for
their ongoing support to the Group. In the past, we have overcome many
challenges hand in hand; in the future, we will continually unite to further
create handsome returns for the business partners and shareholders of the
Group.

Lin Ou Wen
Chairman

Hong Kong, 13 April 2017
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@ Management Discussion and Analysis
- EEENWEIN

BUSINESS REVIEW E eI

Looking back in 2016, the “Healthy China 2030” plan, published by the BE-_FT - F EBRODETEEFEH
State Council, was the first medium to long term strategic plan at state 2030 HEIME) - REZBEREAHBER
level in respect of health in China since its founding. It was expected to B EFEEE P REBIEIRE - Bi5HESD
boost demand for medical products and provide pharmaceutical enterprises BAENR - BECEAES RIS o EBE—
with an opportunity to transform. However, pharmaceutical enterprises in F o SR %1}}@“‘“}1 SEFME - ﬁ%
China were still facing intense market competition and a difficult situation in EERNR#EHE  TEEBRERBRTER
industry restructuring in the previous year. Compared to 2015, the industry — RN @%‘% RHE /\I&ﬁﬁ’E
situation as a whole has no observable improvement with a continuous BAEE FF o (TEFEDE - o el
increase in cost of packaging, raw materials, labour and sales, which AV BE AR o

resulted in pressure on industrial profits and the elimination of some less

10

efficient pharmaceutical enterprises.

In 2016, the sales of the Group were negatively affected by various factors.
Two production lines in the Haixi plant were suspended due to the carrying
out of upgrades and enhancement on production lines in obtaining new
GMP Certification. Although the Group increased its production volume
prior to the suspension and kept inventories of the related products in
advance, certain key products, including the Perilla Oil Capsule, were still
in short supply. The Group expects to obtain the new GMP Certification
and resume the operation of the two suspended production lines by end
of May 2017. On the other hand, sales deteriorated in 2016 as the Haixi
plant has been temporarily suspended as a result of a rupture in the main
underground steam pipelines connecting all the production compartments
in November 2016. An investigation found that the pipeline rupture was
mainly caused by peeling damage to the surface of the steam pipelines
and by unstable pressure. As at the date of this Annual Report, most of the
production facilities have resumed operations, we will hasten to resume the

full production in the Haixi plant to fill the current sales gap.

Costs of purchase decreased following the reduced turnover. Among the
costs of sales, the fixed costs (in particular, labour costs depreciation
charges) did not decrease as the turnover did, which caused an increase in
the proportion of the fixed costs to the overall costs of sales, affecting the

overall gross profit margin.

In face of a multitude of challenges, the Group expanded its market under
the strategy of lower profit margin but higher turnover and launched various
new products to boost income of pharmaceutical products in 2016.

For the year ended 31 December 2016, the turnover of the Group recorded
a year-on-year decrease of 52.7% to approximately RMB263.0 million.
The overall gross profit was approximately RMB18.0 million and the gross
profit margin recorded a year-on-year decrease of 14.7 percentage points
to 6.8%. The loss attributable to the owners of the Company amounted to

RMB396.3 million.
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Management Discussion and Analysis

DEVELOPMENT OF MAJOR PRODUCTS

Perilla Oil Capsule

Perilla Oil Capsule is one of the key products of the Group. It is effective
in lowering cholesterol, reducing low-density lipoprotein and increasing
high-density lipoprotein. It is specifically effective in hyperlipidemia and its
side effects are mild. For the year ended 31 December 2016, the turnover
amounted to approximately RMB21.2 million, accounting for approximately
8.1% of the Group’s turnover (2015: approximately RMB39.7 million,
accounting for 7.1% of the Group’s total turnover). The decrease in sales
was mainly attributable to the suspension in Haixi plant, the inability to
meet market demand due to inventory shortage as well as the year-on-year
decrease by 17.5% in the price of Perilla Oil Capsule.

N(2)-L Alanyl-L Glutamine Injectable

During the year, there was keen competition within the N(2)-L Alanyl-L
Glutamine Injectable market. However, as its production was not affected
by the suspension and the Group strengthened its marketing effort and
implemented effective and targeted marketing strategies, the turnover
increased by 18.0% to RMB44.1 million, accounting for approximately
16.8% of the total revenue of the Group (2015: approximately RMB37.4
million, accounting for approximately 6.7% of the total revenue of the
Group). Therefore, N(2)-L Alanyl-L Glutamine Injectable became the best
seller of the Group.

Compound Chinese Angelica Injectable

Compound Chinese Angelica Injectable had decreased in sales in 2016 with
an upward adjustment of the price by over 4.5%. Its turnover amounted to
approximately RMB12.1 million, accounting for approximately 4.6% of the
Group’s total revenue (2015: approximately RMB18.8 million, accounting
for approximately 3.4% of total revenue).

Other products

In 2015, the Group introduced four new products, which are Western
prescription medicines, including (plastic bottle) sodium chloride injectable,
(plastic bottle) 5% glucose injectable and two (plastic bottle) 10% glucose
injectables of different volumes. In 2016, the price of (plastic bottle) sodium
chloride injectable dropped by 3% while its turnover increased by RMB1.1
million or 26.7% and its gross profit margin increased by 2.7 percentage
point as compared to the same period last year. The price of glucose
injectable is similar to previous year while its turnover increased by RMB5.1
million or 114% and its gross profit margin decreased by 18.7 percentage
point as compared to the same period last year due to the increase of
depreciation expenses in cost of sales.

In 2016, the Group launched 21 Western prescription injectables with
different specifications, including sodium chloride injectable, glucose
injectables and glucose sodium chloride injectables packed in plastic
bottles, soft bags and glass bottles, accounting for 1.9% of the Group’s
total revenue.
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Research and development (R&D) of new medicines

Since the research and development of new medicines requires a vastness
of resources, the Group, according to the market conditions and industry
environment, controlled R&D expenditure for new drugs cautiously,
focused resources on promoting the research of new medical treatment
results of Perilla Oil Capsule and conducted the research on the anti-
hepatitis compound drug liver & gall bladder tablets in cooperation with
the Department of Medicine of Peking University. The Group would also
focus its resources on operation of existing products to strive for quality
consistency evaluation of products with greater potential.

SALES NETWORK AND MARKETING

The Group’s sales network covers 27 key provinces, municipalities and
autonomous regions across China, mainly covering the more affluent
coastal cities and provinces in the eastern region and the north-eastern
region of China. During the period under review, the number of medicine
distributors substantially increased by 78 to 136.

The Group recognized that there was an immense demand for affordable
ordinary medicines with good quality in the rural markets in China and
promoted various types of its affordable ordinary medicines in rural areas by
adjusting resources and engaging county-level pharmaceutical companies.
During the period under review, turnover in rural areas amounted to
approximately 13.4% of the Group’s total turnover, which was approximate
to that of the same period in 2015. The Group will continue to explore
opportunities in rural markets to increase its sales of ordinary medicines.

In 2016, the Group further consolidated its marketing resources on
organizing academic seminars, new medicine promotion seminars, as well
as medicine trade fairs to introduce the advantages of various medicines
through professional channels.

COMPLETION OF ACQUISITION OF A SUBSIDIARY AND
FORMATION OF AN ASSOCIATE COMPANY

During the year, the Group completed the acquisition of Fujian Liumai, an
enterprise with sales of softwares and provision of consultancy services as
its core business. As the acquisition was completed on 16 December 2016,
the revenue contribution to the Group’s turnover during the year was only
RMB283,000.

In accordance with the terms of the relevant share transfer agreement dated
9 December 2015, the vendors have jointly and severally undertaken and
guaranteed that the total audited net profit after taxation of Fujian Liumai
arising from its ordinary course of business (excluding non-operating
income and extraordinary income) for the financial year ended 31 December
2016 shall not be less than RMB8.0 million. Based on the audited financial
statements of Fujian Liumai, such guarantee had been fulfilled for the year
ended 31 December 2016. As such, no adjustment to the consideration for
the acquisition of equity interests in Fujian Liumai is required.

Furthermore, the Group on 4 November 2016 entered into a cooperation
agreement with Huifeng in respect of, among others, the formation of
an associate company, the provision of financial assistance and the
cooperation regarding the planting, processing, production and sales of
Perillas and Perilla seeds. As at 31 December 2016, the associate company
was still in the preparatory stage in sourcing suitable plantation base, and
had not yet contributed revenue to the Group.
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OUTLOOK

The central government has issued a medium to long term national
strategic plan in respect of health and implemented policies such as “Two-
invoice System” and “Quality Consistency Evaluation” in order to create a
healthy and good operating environment in the long term. Looking forward,
reform of the pharmaceutical industry will continue to deepen at a fast
pace. Although strengthening the regulatory requirements and rising the
entry barriers may result in industry restructuring, the management of
the Company believes that opportunities come with challenges. A more
standardized market will ultimately be beneficial to the healthy development
of the industry and the market in the long term.

Seeking changes while maintaining stability and grasping the market’s
needs

The Group recognized that there was an immense demand for affordable
ordinary medicines with good quality in the rural markets. In order to grasp
the market’s needs, the Company will continue its strategy of lower profit
margin but higher turnover to expand its base of sales in a short period of
time.

At the same time, the management realizes that customers have different
demands for Western prescription injectable products in different
specifications of package. In order to meet the needs of the market and
to further boost sales, the Group launched various products of different
specifications last year, including new packages of 250 ml and 150 ml.
These products were put into production and launched. The initial response
to these products was satisfactory, which further enhances the potential
sales of products and can have a marketing effect on other pharmaceutical
products and push up their revenue, while driving the overall revenue base
at the same time.

Expanding the industrial value chain to ensure a stable supply of raw
materials with good quality

In 2016, a wholly-owned subsidiary of the Company participated in a joint
investment in Perilla and Perilla seed planting, processing, production and
sales business in Antu County, Jilin Province, China. As at 31 December
2016, the associate company was still in the preparatory stage in sourcing
suitable plantation base. It is expected to provide the Group with high
quality Perilla seeds at the lowest price in the market, which helps to control
the production cost of Perilla Oil Capsule, our key product, and to stabilize
the inventory level and supply of our products in order to cater for the
immense market demand and potential in the future. As disclosed in the
Company’s announcement dated 23 January 2017, the upcoming sources
of funding is expected to be funded by internal resources of the Group.

In the face of intense industrial competition, the Group is confident to keep
abreast of market dynamics with a diversified product portfolio, experienced
sales teams, competitive product prices and sales performance. On one
hand, we will put our resources in strengthening sales and marketing
activities of existing products, on the other hand, we will hasten to resume
the production in the Haixi plant to fill the current sales gap.
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The management firmly believes that the pharmaceutical industry is
experiencing a golden period of long-term growth against the backdrop
of an increase in per capita disposable income, population aging and
urbanization. The Group will grasp the developing opportunity with timely
moves and actively adjust its product portfolio. At the same time, the Group
will optimize its sales network to increase its market shares in rural areas
and lay the solid foundation for long-term growth of profit so as to generate
optimal returns for the Group’s partners and shareholders.

FINANCIAL REVIEW

1. Turnover
To keep consolidating the development of existing medicine business
and markets, the Group reinforced the sales strategies of “small
profit, quick return” and focused on rural markets. The Group
recorded an overall turnover of approximately RMB263.0 million
(2015: approximately RMB555.7 million), representing a decrease of
approximately 52.7%. Turnover of the second half of the year was
approximately RMB91.5 million (turnover of the first half of the year
was approximately RMB171.5 million), representing a decrease of
approximately 46.7% as compared with that of the first half of the
year due to the temporary suspension of the Haixi plant as a result of
a rupture in the main underground steam pipelines connecting all the
production compartments in November 2016.

Turnover of 2016 was still dominated by Western medicines, we
recorded a turnover of approximately RMB177.3 million in Western
medicines, accounting for approximately 67.4% of the overall
turnover and representing a decrease of approximately 40.0% over
last year (2015: approximately RMB295.4 million, representing
approximately 53.2% of the overall turnover). The turnover of Chinese
medicines amounted to approximately RMB81.7 million, accounting
for approximately 31.1% of the overall turnover and representing a
decrease of approximately 67.1% over last year (2015: approximately
RMB248.0 million, accounting for approximately 44.6% of the overall
turnover). The difference in proportion of the turnover of Western
medicines and Chinese medicines increased. In addition, the
pharmaceutical trading revenue recorded a turnover of approximately
RMB3.7 million, accounting for approximately 1.4% of the overall
turnover and representing a decrease of approximately 70.0% over
last year (2015: approximately RMB12.3 million, accounting for
approximately 2.2% of the overall turnover), representing a decrease
as compared with the proportion of last year.

Although our key product, Perilla Oil Capsule, has obtained
approval from Fujian, Shanxi, Inner Mongolia and Xinjiang for listing
in the provincial medical insurance directories and it is still under
a monitoring period, it is yet to be listed in the national medical
insurance directory, together with the suspension of production in the
Haixi plant, causing inability to meet market demand due to inventory
shortage and the lowering of the unit price of Perilla Oil Capsule
by 17.5% over last year, its production and sales were affected
to a certain extent. Sales for the year amounted to approximately
RMB21.2 million, accounting for approximately 8.1% of the overall
turnover, or a decrease of approximately 46.6% over last year (2015:
approximately RMB39.7 million, accounting for approximately 7.1%
of the overall turnover).
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The highest sales volume was again achieved by Western medicine,
N(2)-L Alanyl-L Glutamine Injectable, with a turnover of approximately
RMB44.1 million, representing approximately 16.8% of the overall
turnover (2015: approximately RMB37.4 million, representing
approximately 6.7% of the overall turnover). Due to the reduction
of productivity of certain products as a result of the suspension of
production in the Haixi plant, the Group focused on N(2)-L Alanyl-L
Glutamine Injectable and strengthened its promotion during the year.
Therefore, the turnover of this product increased by approximately
18.0% as compared with the same period of last year. Sales of the
five top selling medicines amounted to approximately RMB128.1
million, representing approximately 48.7% of the overall turnover
(2015: approximately RMB164.5 million, representing approximately
29.6% of the overall turnover). The Group introduced 21 Western
prescription medicines of different specifications, including sodium
chloride injectable, glucose injectable and glucose sodium chloride in
plastic bottles, soft bags and glass bottles, their turnover for the year
was approximately RMB5.0 million, representing approximately 1.9%
of the overall turnover.

Gross Profit and Gross Profit Margin

Gross profit of the Group decreased by approximately 85.0% over
last year to approximately RMB18.0 million (2015: approximately
RMB119.6 million). Gross profit margin decreased to approximately
6.8% (2015: approximately 21.5%):

(1) Turnover: Turnover was affected by various negative factors.
Two production lines in the Haixi plant were suspended due to
the carrying out of upgrades and enhancement on production
lines in obtaining new GMP Certification. Although the Group
increased its production volume prior to the suspension and
kept inventories of the related products in advance, certain key
products, including the Perilla Oil Capsule were still in short
supply. On the other hand, sales was further deteriorated in
2016 as the Haixi plant has been temporarily suspended as
a result of a rupture in the main underground steam pipelines
connecting all the production compartments in November
2016;

(2)  Cost of sales: The new plant could officially produce medicines
of relevant specifications starting from the beginning of 2015.
The new plant and relevant production facilities newly acquired
slightly increased the depreciation expenses in the cost of sales
to approximately RMB69.2 million, representing approximately
28.2% of the overall cost of sales (2015: approximately
RMB67.8 million, representing approximately 15.6%), and an
increase of 2.0% over last year, where the overall proportion
of sales costs decreased by 43.8 percentage points over last
year.

The decrease in gross profit margin was mainly due to the decrease
in turnover which resulted in a decrease in purchase costs. Among
the costs of sales, the fixed costs (including labour costs and
depreciation charges) did not decrease as the turnover did, which
caused an increase in the proportion of the fixed costs in the overall
costs of sales, affecting the overall gross profit margin.
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Apart from the depreciation charges, the proportion of other cost of
sales, including raw materials, packaging materials, energy and fuel
costs, as well as direct labor costs and others, remained essentially
the same, except that the related amounts decreased with the drop
in sales as compared with the same period of last year.

Loss for the year

Although the Group reduced its product prices in the year under
review, the suspension of production led to a decrease in both
sales and gross profit. Also, impairment on the property, plant and
equipment and the land use rights largely increased the Group’s
loss during the period under review. The Group recorded a loss
of approximately RMB396.3 million (2015: profit amounted to
approximately RMB41.2 million).

The distribution costs decreased by approximately 64.9% to
approximately RMB15.5 million (2015: approximately RMB44.1
million). The main reason for the decrease was that the relevant
advertising and marketing expenses of our three wholly-owned
subsidiaries in the People’s Republic of China (the “PRC”) was
approximately RMBO.1 million in total for the year under review,
representing a decrease of approximately 99.0% over last year (2015:
approximately RMB14.2 million). Since last year, the Group further
reduced its investment in advertising resources substantially and
invested in other areas with more apparent benefits. The Group will
continue to participate in academic and new medicine promotion
seminars, as well as medicine trade fairs to introduce the advantages
of various medicines.

Administrative expenses increased approximately 57.2% over last
year to RMB82.8 million (2015: approximately RMB52.7 million). The
increase was mainly attributable to the equity-settled share-based
payment expenses for approximately RMB19.9 million (2015: Nil).

Furthermore, during the period under review, the Board identified
certain impairment indicators, among others, the turnover of
the Group did not increase as anticipated and the gross profit
deteriorated. In response to the impairment indicators identified, the
Group performed an impairment review of the recoverable amount
related to the Group’s production facilities in the Haixi plant.

For the purpose of impairment testing, the property, plant and
equipment and the land use rights located at the above production
factories had been allocated to a cash generating unit (“CGU”)
and the recoverable amount of the Group’s production facilities is
determined through determining the recoverable amount of the CGU.

The Group determined the recoverable amount of the CGU on the
basis of value-in-use calculations, which adopted the discount cash
flow method, an income approach technique. The calculation was
based on, among others, the following:

- cash flow forecast for the next five years as approved by the
management, which had taken into account of the following
assumptions: budgeted sales, expected gross profit margins
and stable material price inflation rate of 3% per year (2015:
2%) during the next five-year period based on the Group’s past
performance, available market data and the management’s
reasonable expectations for the market development;
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- cash flow forecast beyond the fifth year is extrapolated using
an annual growth rate of 3% (2015: 2%) which is based on
industry and firm specific forecast;

- discount rate of approximately 13.5% (2015: 12.0%) by
adopting weighted average cost of capital; and

- reference to a valuation performed by an independent
professional valuer, APAC Assets Valuation and Consulting
Limited.

Based on the value-in-use calculation as above, the recoverable
amount of the CGU as at 31 December 2016 was approximately
RMB786.4 million, which was below the carrying amount of the CGU
as at 31 December 2016, i.e. RMB1,118.5 million. Accordingly,
the Group recognised an impairment loss of RMB332.1 million
in total, including RMB316.8 million and RMB15.3 million in the
property, plant and equipment and the land use rights respectively.
Due to the drop in sales demand, suspension of two production
lines in the Haixi plant due to the upgrading and enhancement of
existing production equipment for new GMP Certification and the
continuously deepening of the pharmaceutical system reform in
China, the Group has experienced significant drop in revenue and
gross profit during the year. In consideration of the uncertainty due to
marketing competition, government policies such as environmental
regulations and other reforms in laws and regulations, it is uncertain
whether the sales after obtaining new GMP Certification and the
completion of reconstruction work of the Haixi plant can resume back
to previous level. Hence, the management adopted a conservative
projected cash flow forecast which resulted in a significant
impairment loss. Such impairment loss was mainly attributable to
the non-cash accounting treatment on the impairment losses on
these production facilities, and mainly to reflect the value in use of
the assets. Accordingly, such impairment loss is a non-cash expense
with no impact on the Group’s cash flow or business and production
operations. No such impairment loss was provided for the non-
current assets including any production equipment for last year.

On 15 September 2016, the strong typhoon Meranti hit Fujian and
brought heavy rainfall to Haixi plant. Furthermore, on 8 November
2016, there was a rupture of the main underground steam pipelines
connecting all the production compartments occurred in the small
hours, which has destroyed and suspended the operation of pipelines
for water for injection, nitrogen gas, fire hose and sewage in the Haixi
plant. These incidents have caused damage on production facilities
and inventories, as a result the Group has written off RMB89.9
million and RMB13.0 million of property, plant and equipment and
inventories for the year respectively.
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Finally, tax credit of the Group amounted to approximately RMB107.1
million (2015: tax expenses of approximately RMB16.4 million). It
mainly included (i) deductible temporary differences arising from the
impairment of property, plant and equipment and land use rights
amounted to approximately RMB83.0 million (2015: Nil); (i) deductible
temporary difference arising from the write-off on property, plant
and equipment amounted to approximately RMB22.5 million (2015:
Nil); and (iii) withholding deferred income tax for the provision of
undistributed profits for the three wholly-owned subsidiaries in the
PRC and the deferred tax credit amounted to approximately RMB1.9

million (2015: tax expenses of approximately RMB792,000).

4. Liquidity, Financial Resources and Capital Structure
The Group adopts conservative treasury policies in financial and
cash management, manages bank credit availability and monitors
risks of credit cost, and also reviews the funding liquidity and
financing requirements regularly. As at 31 December 2016, the
Group had cash and cash equivalents of approximately RMB147.5
million (2015: approximately RMB555.2 million) and most cash
and cash equivalents were denominated in Renminbi and Hong
Kong dollars. The decrease in cash and cash equivalents during
the year under review was mainly due to the increase of capital
expenditure of the Group (see note 10 below). As at 31 December
2016, the Group’s secured bank loans which were secured by
land use rights and property, plant and equipment amounted
to approximately RMB85.6 million (2015: RMB35.0 million). The
loans were denominated in Renminbi, carried interest at fixed rates
ranged from 4.6% to 4.8% (2015: 5.0% and 6.4% respectively)
per annum and are repayable within 1 year. The Group continued
to maintain a stable financial position with low gearing and healthy
cash flows. The Group generated a net cash outflow from operating
activities of approximately RMB70.3 million (2015: net cash inflow of
approximately RMB70.8 million). During the year, the Group did not

use any financial instruments for hedging purpose.

The Group reviewed the capital structure by using a gearing ratio. The
gearing ratio representing the total debt, which includes trade and
other payables and secured bank loans of the Group divided by total
equity of the Group. The gearing ratio of the Group was approximately

10.9% as at 31 December 2016 (2015: approximately 8.4%).

5. Exposure to Fluctuation in Exchange Rates
For the year ended 31 December 2016, the Group conducted its
business transactions principally in Renminbi. The Group has not
experienced any material difficulties or negative impacts on its
operations as a result of fluctuations in currency exchange rates. As
at 31 December 2016, the Group did not have any foreign exchange
contracts, interest or currency swaps or other financial derivatives
for hedging purpose. Therefore, the Group was not exposed to any

material interest and exchange risks.
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Management Discussion and Analysis

Significant Acquisitions and Disposals of Investments,
Subsidiaries, Associates or Joint Ventures

For the year ended 31 December 2016, the Company had no other
significant acquisitions and disposals of investments, subsidiaries,
associates or joint ventures save as the following:

On 4 November 2016, Fuzhou Sanai Pharmaceutical Company
Limited (2N = Z B R A A]) (“Fuzhou Sanai”), a wholly-owned
subsidiary of the Company entered into a cooperation agreement (the
“Cooperation Agreement”) with Huifeng in respect of, among others,
the formation of the Antu County Chinese Medicines Technology
Development Company Limited (the “Associate Company”), the
provision of a shareholder’s loan to the Associate Company by
Fuzhou Sanai in the sum of approximately RMB112.7 million and the
cooperation regarding the planting, processing, production and sales
of Perillas and Perilla seeds. The Associate Company is a limited
company established in the PRC and is held as to 51% by Huifeng
and 49% by Fuzhou Sanai. The Associate Company will be principally
engaged in the planting, processing, production and sales of Perillas
and Perilla seeds based in Antu County of Jilin Province of the PRC.
Further details of the Corporation Agreement were disclosed in the
announcement of the Company dated 23 January 2017.

The Number and Remuneration of Employees

For the year ended 31 December 2016, the Group employed
approximately 355 employees (2015: 417 employees) with a staff
cost of approximately RMB33.2 million (2015: approximately
RMB54.4 million). The Group determines staff remuneration
in accordance with prevailing market salary scales, individual
qualifications and performance. Remuneration packages including
performance bonuses and entitlements to share options are reviewed
on regular basis.

Charge on Group Assets

As at 31 December 2016, the Group charged its assets including
land use rights and property, plant and equipment amounted to
approximately RMB167.1 million (2015: RMB94.4 million) in favour of
secured bank loans of RMB85.6 million (2015: RMB35.0 million).

Contingent Liabilities
As at 31 December 2016, the Group did not have any contingent
liabilities (2015: Nil).

Capital Expenditure

For the year ended 31 December 2016, capital expenditure of the
Group for property, plant and equipment and for the construction
and development of existing factory located in Fujian Province for
its own use in our ordinary and usual course of business amounted
to approximately RMB435.5 million (2015: approximately RMB93.6
million). The increment was due to the capital expenditure incurred on
(i) the reconstruction work in the Haixi plant arising from the rupture of
the main underground steam pipelines connecting all the production
compartments and other damaged production facilities; and (ii) the
upgrades and enhancement on the production lines in the Haixi plant
in obtaining new GMP Certification.

Capital Commitments

As at 31 December 2016, the Group’s capital expenditure contracted
for but not provided in the financial statements amounted to
approximately RMB30.9 million (2015: approximately RMB8.1
million).
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The Company is committed to achieving a high standard of corporate
governance practice, such that the interests of our shareholders,
customers, employees as well as the long term development of the

Company can be safeguarded.

CORPORATE GOVERNANCE PRACTICES

The Company has complied with the provisions as set out in the Corporate
Governance Code (the “CG Code”) during the year ended 31 December
2016 as contained in Appendix 14 to the Rules (the “Listing Rules”)
Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”), ensuring that the Company is up to the
requirements of being diligent, accountable and professional, except for
deviation from code provision A.2.1 of the CG Code in respect of the roles of
chairman (“Chairman”) and chief executive officer (“Chief Executive Officer”)

of the Company as further elaborated below.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities Transactions by
Directors of Listed Issuers (the “Model Code”) as set out in Appendix 10 to
the Listing Rules as the Company’s own code for securities transactions
by its Directors. In addition, the Company has made specific enquiries of
all Directors and each Director confirmed that during the year ended 31
December 2016, they fully complied with the required standards as set out

in the Model Code.

BOARD OF DIRECTORS

As at the date of this report, the Board currently consists of six members,
with three executive Directors, namely, Mr. Lin Ou Wen, Mr. Chen Cheng
Qing and Ms. Hung Hoi Lan, and three independent non-executive
Directors, namely, Mr. Zhang Jie, Mr. Zhang Xue Wen and Mr. Wu Cheng
Han. All Directors have distinguished themselves in their field of expertise,
and have exhibited high standards of personal and professional ethics and
integrity. The biographical details of each Director are shown on pages 33

to 34 of this Annual Report.

Mr. Lin Ou Wen, the Chairman, is the younger brother of Mr. Lin Qing Ping.
Mr. Lin Min is the son of Mr. Lin Qing Ping. Mr. Lin Ou Wen is the uncle of
Mr. Lin Min. Save as disclosed, there is no relationship among the Directors.

The Board is responsible for planning and overseeing the overall
development and management 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 overall strategies and policies of the
Group, approval of annual budgets and business plans, evaluation of the

Company’s performance and oversight of the works of management.

The Board is accountable to the shareholders and report to them at general
meetings. The day-to-day operations of the Group are delegated to the

management, which is headed by the Chief Executive Officer.
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The Board meets regularly throughout the year to review the overall
strategy and to monitor the operation as well as the financial performance
of the Company. The Chairman focuses on the Company’s strategy and is
responsible for chairing and managing the efficient operation of the Board
and ensuring that all key issues are considered by the Board in a timely
manner. Notice of at least 14 days has been given to all Directors for all
regular Board meetings and the Directors can include matters for discussion
in the agenda whenever they consider appropriate and necessary. Agenda
and accompanying Board papers in respect of regular Board meetings
are dispatched in full to all Directors within a reasonable time before the
meeting. Directors have to declare their direct or indirect interests, if any,
in any proposals or transactions to be considered at Board meetings and
abstain from voting as appropriate. Draft minutes of all Board meetings
are circulated to Directors for comment within a reasonable time prior to
confirmation. The Board meets at least 4 times a year, at approximately
quarterly intervals, to review the financial performance, results of each
period, material investments and other matters of the Company that require
the resolution of the Board. Simultaneous conference call may be used to
improve attendance when individual Director cannot attend the meeting in
person. Opinions of the independent non-executive Directors are actively
sought by the Company if they are unable to attend the meeting in person.

Minutes of Board meetings are kept by the company secretary of the
Company (“Company Secretary”); all Directors have access to Board papers
and related materials, and are provided with adequate information in a
timely manner; this enables the Board to make informed decision on matters
placed before it.

In respect of the corporate governance functions, during the year under
review, the Board formulated the terms of reference on the corporate
governance duties and performed corporate governance duties in
accordance with the terms of reference. To be specific, the Board mainly
performed the following corporate governance duties during the year under
review:

o To review the Company’s policies and practices on corporate
governance and make recommendations;

. To review and monitor the training and continuous professional
development of Directors and senior management;

o To review and monitor the Company’s policies and practices on
compliance with legal and regulatory requirements;

o To develop, review and monitor the code of conduct applicable to
directors and employees; and

. To review the Company’s compliance with the CG Code and
disclosure in the Corporate Governance Report.

BOARD ATTENDANCE
For the year ended 31 December 2016, the Board had convened seven
Board meetings and two general meetings.
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Attendance records of the Directors are as follows:

BERzHECHENT

Number of
attendance of
Board meetings

Number of
attendance of
general meetings

Directors EEEEE BREREAE
BE R R
Executive Directors HITES

Mr. Lin Ou Wen (Chairman) MBS A (£ ) 7/7 2/2

Mr. Lin Qing Ping WEF LA 6/6 2/2
(retired with effect from 2 June 2016, (I = ZF—NFNHZHERE - (Note 1) (Note 1)
appointed with effect from 30 June 2016 H_E—NENAZHEEZT (BFEE1) (PFFEE1)
and resigned with effect Rd —F— NF A H P9 HEFHF)
from 14 October 2016)

Mr. Lin Min ESEE 3/3 1/1
(appointed with effect from 30 June 2016 (B =—F—NFENA=FHEEZT (Note 2) (Note 2)
and resigned with effect from R = FE—+F = F++ HEFT) (MfzE2) (Mi7E2)
17 February 2017)

Mr. Xu Chao Hui FTRRIE ST 3/3 1/1
(retired with effect from 2 June 2016) (I =—F—NFNH-HERET) (Note 3) (Note 3)

(H3%3) (BF3ES)

Non-executive Directors FHTES

Mr. Tang Bin BWkE 3/3 11
(retired with effect from 2 June 2016) (=F—NFNA=-HELET) (Note 3) (Note 3)

(MF3E3) (PFZES)

Mr. John Yang Wang FRGEE 1/4 0/1

(resigned with effect from 30 June 2016) (BH=F—NENA=1HEFHT) (Note 4) (Note 4, 7)
(MisE4) (MizE4 - 7)

Mr. Wen Cyrus Jun-Ming BB sE 5T E 0/0 0/0

(resigned with effect from 3 March 2016) (I —F—NF=H=HEFT) (Note 5) (Note 5)
(MI3E5) (FF3ES)

Independent non-executive Directors BAFEHITES

Mr. Zhang Jie RELAE 3/3 0/1
(appointed with effect from 30 June 2016) (=—ZF—NENA=Z1THEEZ(T) (Note 6) (Note 6, 7)

(M5t 6) (MisE6 - 7)

Mr. Zhang Xue Wen REXEHE 3/3 1/1

(appointed with effect from 30 June 2016) (H=—ZF—NENA=Z1HEEZ(T) (Note 6) (Note 6)
(MfzE.) (fFzES)

Mr. Wu Cheng Han R - 3/3 1/1

(appointed with effect from 30 June 2016) (H=—ZF—NENA=Z1HEEZ(E) (Note 6) (Note 6)
(MfzE.) (fFzES)

Mr. Liu Jun RIE Sk 4/4 11

(resigned with effect from 30 June 2016) (=F—NFENA=1HEFT) (Note 4) (Note 4)
(MI3x4) (FF&E4)

Mr. Lam Yat Cheong MBELAE 4/4 0/1

(resigned with effect from 30 June 2016) (H=F—NFENA=1HEFT) (Note 4) (Note 4, 7)
(M 4) (MisE4 - 7)

Mr. Du Jian MEEAE 4/4 0/1

(resigned with effect from 30 June 2016) (H=F—NFENA=1HEFT) (Note 4) (Note 4, 7)
(M 4) (MisE4 - 7)
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Note:

(1) Mr. Lin Qing Ping retired with effect from 2 June 2016, appointed with effect from 30
June 2016 and resigned with effect from 14 October 2016, only 6 Board meetings
and 2 general meetings were held during his appointment period.

) Mr. Lin Min was appointed with effect from 30 June 2016, only 3 Board meetings and

1 general meeting were held during his appointment period.

3 Mr. Xu Chao Hui and Mr. Tang Bin retired with effect from 2 June 2016, only 3 Board
meetings and 1 general meeting were held during their appointment period.

(4) Mr. John Wang Yang, Mr. Lam Yat Cheong, Mr. Liu Jun and Mr. Du Jian resigned with
effect from 30 June 2016, only 4 Board meetings and 1 general meeting were held
during their appointment period.

5) Mr. Wen Cyrus Jun-Ming resigned with effect from 3 March 2016, no Board meeting
and general meeting was held during his appointment period.

(6) Mr. Zhang Jie, Mr. Zhang Xue Wen and Mr. Wu Cheng Han were appointed with effect
from 30 June 2016, only 3 Board meetings and 1 general meeting were held during
their appointment period.

(7) Pursuant to code provision A.6.7 of the CG Code, independent non-executive
Directors and other non-executive Directors should also attend general meetings.
Mr. John Wang Yang, a non-executive Director, Mr. Zhang Jie, Mr. Lam Yat Cheong
and Mr. Du Jian, the independent non-executive Directors, did not attend the general
meeting of the Company due to their own business arrangement.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Under code provision A.2.1 of Appendix 14 to the Listing Rules, the roles
of Chairman and Chief Executive Officer of an issuer should be separate
and should not be performed by the same person. The Company does not
at present separate the roles of Chairman and Chief Executive Officer. Mr.
Lin Ou Wen is the Chairman and Chief Executive Officer responsible for
overseeing the operations of the Group. The Board considers that vesting
the roles of the Chairman and the Chief Executive Officer in the same
person facilities the execution of the Company’s business strategies and
maximizes the effectiveness of its operations. On the other hand, there are
three independent non-executive Directors in the Board, all of them possess
adequate independence and therefore the Board considers the Company
has achieved balance of and provided sufficient protection to its interests
and the interests of its shareholders. The Board shall review the structure
from time to time and shall consider the appropriate adjustment should
suitable circumstance arise.

NON-EXECUTIVE DIRECTORS

In full compliance with Rules 3.10(1), 3.10(2) and 3.10A of the Listing Rules,
during the year ended 31 December 2016, the Company has appointed
three independent non-executive Directors, at least one of whom has
appropriate professional accounting qualifications or related financial
management expertise. The Company has received from each independent
non-executive Director an annual confirmation of his independence, and the
Company considers such Directors to be independent in accordance with
the independence guidelines set out in Rule 3.13 of the Listing Rules.
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All non-executive Directors (including independent non-executive Directors)
are appointed for a term of one year. The appointment contracts will be
renewed every year and they are subject to retirement by rotation and re-
election by shareholders in accordance with the articles of association of
the Company. The responsibilities of the non-executive Directors include,
without limitation: regular attendance at meetings of the Board and of
board committees of which they are members; provision of independent
opinions at meetings of the Board and other board committees; resolution
of or taking the lead where there is potential conflict of interests; service
on the audit committee (“Audit Committee”), remuneration committee
(“Remuneration Committee”) and nomination committee (“Nomination
Committee”) of the Company; and scrutinizing and monitoring the
performance of the Company.

BOARD DIVERSITY
The Board has adopted the Board Diversity Policy in August 2013 whereas
such Policy states the method by which the board diversity can be reached.

The Company has known the fact that the Board has become more
and more diversified day by day has helped the Company achieved its
strategic objective and has provided support for the Company’s sustainable
development.

The Company aims to achieve Board diversity by taking into consideration
of various factors including the age, culture and educational background,
race, professional experience, knowledge and other qualifications. When
the Company determines the best combination for the members of the
Board, it will, from time to time, take into consideration of its own business
mode and specific needs.

The Nomination Committee has designed measurable goals according
to four major aspects (namely, the age, professional qualification, term
of service and independence) for purposes of implementing the Board
Diversity Policy and considered that these goals have been achieved
satisfactorily during the year. The relevant goals will be reviewed from time
to time so as to ensure its appropriateness and its progress for achieving
such goals. The Nomination Committee will review the Board Diversity
Policy (if it is appropriate) to ensure that such Policy continues to be
effective from time to time.

DIRECTORS’ INDUCTION AND CONTINUOUS PROFESSIONAL
DEVELOPMENT

On appointment to the Board, each Director receives a comprehensive
induction package covering business operations, policy and procedures of
the Company as well as the general, statutory and regulatory obligations
of being a Director to ensure that he/she is sufficiently aware of his/
her responsibilities under the Listing Rules and other relevant regulatory
requirements.

The Directors are regularly briefed on the amendments to or updates on
the relevant laws, rules and regulations. In addition, the Company has been
encouraging the Directors and senior executives to enrol in a wide range
of professional development courses and seminars relating to the Listing
Rules, Companies Ordinance/Act and corporate governance practices
organised by professional bodies, independent auditors and/or chambers in
Hong Kong so that they can continuously update and further improve their
relevant knowledge and skills.
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From time to time, Directors are provided with written training materials to
develop and refresh their professional skills; during the year under review,
the Company Secretary also organised and arranged seminars on the latest
development of applicable laws, rules and regulations for the Directors to
assist them in discharging their duties.

According to the records maintained by the Company, the Directors
received the following training with an emphasis on the roles, functions and
duties of a director of a listed company in compliance with the requirement
of the CG Code on continuous professional development during the period
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from 1 January to 31 December 2016:

Directors

E=

Bl :

Corporate Governance/
Updates on Laws,
Rules and regulations

bEER/EH - RA

BBz RATRA
Attend
Read Seminars/
Materials Briefings

BMEME HERE/BRE

Accounting/Financial/
Management or Other
Professional Skills
it /0% R
HEMEERRE
Attend
Read Seminars/
Materials Briefings

MEME HERE/ RS

Executive Directors
Mr. Lin Ou Wen (Chairman)
Mr. Lin Qing Ping
(retired with effect from 2 June 2016,

appointed with effect from 30 June 2016

and resigned with effect
from 14 October 2016)
Mr. Lin Min

(appointed with effect from 30 June 2016

and resigned with effect from
17 February 2017)
Mr. Xu Chao Hui
(retired with effect from 2 June 2016)

Non-executive Directors
Mr. Tang Bin

(retired with effect from 2 June 2016)
Mr. John Yang Wang

(resigned with effect from 30 June 2016)

Mr. Wen Cyrus Jun-Ming

(resigned with effect from 3 March 2016)

Independent non-executive Directors
Mr. Zhang Jie

(appointed with effect from 30 June 2016)

Mr. Zhang Xue Wen

(appointed with effect from 30 June 2016)

Mr. Wu Cheng Han

(appointed with effect from 30 June 2016)

Mr. Liu Jun

(resigned with effect from 30 June 2016)

Mr. Lam Yat Cheong

(resigned with effect from 30 June 2016)

Mr. Du Jian

(resigned with effect from 30 June 2016)
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DIRECTORS’ AND OFFICERS’ LIABILITY

The Company has renewed Directors’ and Officers’ liabilities insurance for
all the Directors and the senior management of the Company for the year
2016/2017. The insurance covers them against costs, charges, expenses
and liabilities incurred arising out of the corporate activities.

BOARD COMMITTEES
The monitoring and assessment of certain governance matters are allocated
to three committees which operate under defined terms of reference.

AUDIT COMMITTEE

The Company has established an audit committee with written terms of
reference in compliance with the Listing Rules. The composition of the Audit
Committee and their attendance records for the year ended 31 December
2016 were as follows:

EEREIREET
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Directors Number of attendance
BE R
Independent non-executive Directors: BN EHITES !
Mr. Zhang Jie (Chairman) SREESAE (EFE)

(appointed with effect from 30 June 2016) (B =ZF—NFNA=+HEEZT) 11
Mr. Zhang Xue Wen REXFEE

(appointed with effect from 30 June 2016) (H=F—NFNA=FHEEZT) 1/1
Mr. Wu Cheng Han R E

(appointed with effect from 30 June 2016) (H=—F—NFENA=FHEEZ) 1/1
Mr. Lam Yat Cheong (Chairman) MEBSRE(EF)

(resigned with effect from 30 June 2016) (B =F—NFNA=1+HEEFE) 2/2
Mr. Liu Jun RE L E

(resigned with effect from 30 June 2016) (B =F—NFNA="1HEFHE) 2/2
Mr. Du Jian kL

(resigned with effect from 30 June 2016) (B =F— NFNH=~1HEFE) 2/2

Each member can bring to the committee his valuable experience in
reviewing financial statements and evaluating significant control and
financial issues of the Company as each of them possesses management
experience in the accounting profession or commercial sectors.

The principal duties of the Audit Committee include the review and
supervision of the Company’s financial reporting system, financial
statements and internal control procedures. The Audit Committee also
monitors the appointment of the Company’s external independent auditor.
The terms of reference of the Audit Committee are available for inspection
on the Company’s website at www.wuyi-pharma.com and the website of
the Stock Exchange.
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The Audit Committee shall meet at least twice a year. During the year under
review, three meetings (on 24 March 2016, 6 April 2016 and 23 August
2016) were held. For the two meetings held on 24 March 2016 and 6
April 2016, the consolidated financial statements of the Company for the
financial year ended 31 December 2015 and the Company’s internal control
system reports were reviewed, and with recommendation to the Board
for further approval. For the meeting held on 23 August 2016, the Audit
Committee reviewed the consolidated financial statement of the Company
for the six months ended 30 June 2016 and the Company’s internal control
system reports were reviewed, and with recommendation to the Board
for further approval. The annual results announcement and annual report
of the Group and the reports on the Company’s internal control and risk
management systems for the year ended 31 December 2016 had also
been reviewed by the Audit Committee in the meeting held on 13 April
2017, with no disagreement among all Audit Committee members, and with
recommendation to the Board for approval.

REMUNERATION COMMITTEE
The Company has established a remuneration committee with written terms
of reference in compliance with the Listing Rules. The composition of the
Remuneration Committee and their attendance records for the year ended
31 December 2016 were as follows:
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Directors Number of attendance
2= HFER B
Executive Director: BITES:
Mr. Lin Ou Wen MBS 1/1
Independent non-executive Directors: BYIHITES :
Mr. Zhang Jie (Chairman) REESEAE(ER)

(appointed with effect from 30 June 2016) (H=F—NFENA=1HEEZE) 0/0
Mr. Zhang Xue Wen REN S

(appointed with effect from 30 June 2016) (H=F—NFENA=FHEEZ) 0/0
Mr. Wu Cheng Han R TE

(appointed with effect from 30 June 2016) (B =F—NFNA=+HEEST) 0/0
Mr. Lam Yat Cheong (Chairman) MBS LE(EF)

(resigned with effect from 30 June 2016) (B =F—NFNHA="1HEFHE) 1/1
Mr. Liu Jun RE R

(resigned with effect from 30 June 2016) (B =F—NFNH="1HEFE) 11
Mr. Du Jian ks

(resigned with effect from 30 June 2016) (H —F—NFENH="1HEEFE) 11

The Board has delegated the authority to the Remuneration Committee
to review and recommend to the Board the compensation scheme of the
Directors as well as that of the senior management staff.

The main function of the Remuneration Committee is to assist the Board
to oversee the Company’s remuneration packages, bonus and other
compensation payable to Directors and senior management and establish
a transparent procedure for developing policy on such remuneration. The
Board shall provide sufficient resources to the Remuneration Committee to
enable it to discharge its duties.
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During the year under review, the Remuneration Committee has conducted
a meeting on 30 June 2016. The Remuneration Committee assisted
the Board to review and made recommendations to the Board on the
remuneration of newly appointed executive Directors and independent non-
executive Directors. The terms of reference of the Remuneration Committee
are available for inspection on the Company’s website at www.wuyi-
pharma.com and the website of the Stock Exchange.

The Company adopted a share option scheme for the senior management
and employees on 8 January 2007, which serves as incentives or rewards
to attract, retain and motivate staff.

NOMINATION COMMITTEE

The Company has established a nomination committee with written terms
of reference. The composition of the Nomination Committee and their
attendance records for the year ended 31 December 2016 were as follows:
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Directors Number of attendance
= R B
Executive Directors: BITES:
Mr. Lin Ou Wen (Chairman) MBS (EF) 1/1
Mr. Lin Qing Ping M‘F“gﬁf‘ﬁi

(retired with effect from 2 June 2016, (1= 7 ANFNAZ HERT -

appointed with effect from 30 June 2016 E: F—NFNA=FHEEZFL

and resigned with effect from B =F—NF A A1 EEEFE)

14 October 2016) 0/0
Independent non-executive Directors: BUEHTES
Mr. Zhang Jie REESEAE

(appointed with effect from 30 June 2016) (H=F—NFNA=FHEEZ) 0/0
Mr. Zhang Xue Wen ?EE\X?EE

(appointed with effect from 30 June 2016) (B —F—NFNA=1THEEZE) 0/0
Mr. Wu Cheng Han b&ﬁﬁﬁf‘ﬁi

(appointed with effect from 30 June 2016) (=—F—NENA=F+HEEZT) 0/0
Mr. Lam Yat Cheong WHESE

(resigned with effect from 30 June 2016) (B =F—NFNA=+HEFT) 1/1
Mr. Liu Jun %UES‘EE

(resigned with effect from 30 June 2016) (B =—F—NFN A=+ HAEET) 11
Mr. Du Jian Ti%f‘ﬁi

(resigned with effect from 30 June 2016) (BH=F—NFNA=1HEFT) 1/1

The main functions of the Nomination Committee are to review the
structure, size and composition of the Board, to identify individuals who
are suitably qualified to become members of the Board, and to assess the
independence of the independent non-executive Directors. Having regard to
the independence and quality of nominees, the Nomination Committee shall
make recommendations to the Board so as to ensure that all nominations
are fair and transparent. The Nomination Committee is also responsible for
reviewing the succession planning for Directors, in particular the chairman of
the Board and the chief executive officer of the Company and reviewing the
objectives set for implementing and reviewing the Board Diversity Policy as
well as the composition and diversity of the Board. The Board shall provide
sufficient resources to the Nomination Committee to enable it to discharge
its duties.
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Pursuant to the Company’s articles of association, one-third of the Directors
for the time being (or, if their number is not a multiple of three, then the
number nearest to but not less than one-third) shall retire from office by
rotation at each annual general meeting of the Company provided that every
Director shall be subject to retirement at least once every three years. The
retiring Directors are eligible to offer themselves for re-election.

During the year under review, the Nomination Committee has conducted
a meeting on 30 June 2016, in which the members of Nomination
Committee performed appraisal of newly appointed executive Directors and
independent non-executive Directors, recommended the Board to appoint
them as Directors and certain of them as members of Board committees
and reviewed the independence of the independent non-executive
Directors. During the year under review, the Nomination Committee also
monitored the implementation of the Board Diversity Policy. The terms of
reference of the Nomination Committee are available for inspection on the
Company’s website at www.wuyi-pharma.com and the website of the Stock
Exchange.

SENIOR MANAGEMENT’S REMUNERATION
Senior management’s remuneration paid by the Group for the year ended
31 December 2016 falls within the following band:
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Number of individuals

AE

Nil to HK$1,000,000 L% 1,000,000/87C
AUDITOR’S REMUNERATION

The total remuneration paid or payable to the Company’s external auditor,
Crowe Horwath (HK) CPA Limited (including any entity under common
control, ownership or management with the external auditor or any entity
that a reasonable and informed third party having knowledge of all relevant
information would reasonably conclude as part of the auditor nationally
or internationally), for the year ended 31 December 2016 amounted to
HK$2,030,000.
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Fee paid and payable for
the year ended 31 December

ERENER
BHE+t-A=+—HILEE
2016
—E-RE
HK$
BT
Audit services* BEIZR 1,590,000
Other services, including: EART - B5F
the review of interim financial statements* HER A M RE 210,000
review risk management and internal HHRREE R AL RS
control systems 230,000
Total 5t 2,030,000
* Provided by Crowe Horwath (HK) CPA Limited
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DIRECTORS’ AND AUDITOR’S RESPONSIBILITIES FOR
ACCOUNTS

The Board acknowledges their responsibility for presenting a balanced,
clear and understandable assessment of annual and interim reports,
inside information announcements and other financial disclosures required
under the Listing Rules and other regulatory requirements. The Board
acknowledges their responsibilities for the preparation of the consolidated
financial statements of the Company for the year ended 31 December 2016,
which give a true and fair view of the state of affairs of the Company and of
the results and cash flows for that period. In preparing these consolidated
financial statements, the Board has selected suitable accounting policies
and applied them consistently; made judgments and estimates that are
prudent, fair and reasonable; and have prepared the consolidated financial
statements on a going concern basis. The Directors are responsible for
keeping proper accounting records which disclose the financial position of

the Group with reasonable accuracy at any time.

Crowe Horwath (HK) CPA Limited, the auditor of the Company, has
presented their responsibilities in the independent auditor’s report as set out

on page 48.

RISK MANAGEMENT AND INTERNAL CONTROL

The Board places great importance on risk management and internal control
and has ultimate responsibilities for overseeing management in the design,
implementation and monitoring of the risk management and internal control
systems on an ongoing basis. The Board is also committed to review the
adequacy and effectiveness of the Group’s risk management and internal

control systems at least annually.

The Group established the risk management and internal control systems
with aims to manage rather than eliminate the risk of failure to achieve
business objectives, and provide reasonable and not absolute assurance
against material misstatements or losses caused by judgment in decision

making process, human error, fraud or other irregularities.

In order to comply with the applicable code provisions set out in the CG
Code, the Board has engaged an independent professional firm as an
outsourced internal auditor to facilitate the Group’s internal audit function to
be equipped with adequate resources and to conduct reviews as required
by the Stock Exchange and to assist the Audit Committee and the Board
to perform review on the effectiveness of the Group’s risk management
and internal control systems for the year ended 31 December 2016 at least

annually.

During the year ended 31 December 2016, the Group has established
an internal audit charter which defined the scope and the duties and
responsibilities of the internal audit function and its reporting protocol. The
Group has conducted an annual risk assessment which identified respective
strategic risks, operational risks, financial risks and compliance risks for
each of the major business operations of the Group. Risk factors were
analyzed and consolidated at the Group level. Based on the risk assessment
results following a risk based methodology audit approach, a three-year
internal audit plan was devised which prioritized the risks identified into

respective annual internal audit projects accordingly.
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An annual review was performed by the independent professional internal
auditor firm according to the internal audit plan with a view to assisting
the Audit Committee and the Board to evaluate the effectiveness of
the Group’s risk management and internal control systems for the year
ended 31 December 2016. The review also covered the compliance
of code provisions as set out in the CG Code and all material controls,
including financial, operational and compliance controls at entity and
operational levels. The Company has taken further steps to enhance its
risk management and internal control systems according to some control
weaknesses that were found during risk assessment and examination of the
internal control system and strengthened the implementation of all the risk
management and internal control systems.

The Company has established procedures in handling and dissemination
of inside information in an accurate and secure manner to avoid possible
mishandling of inside information within the Group. Release of inside
information is subject to the approval of the Board. Unless duly authorized,
all staff members of the Company shall not communicate inside information
to any external parties and shall not respond to market speculation and
rumours. In addition, all external presentation materials or publications must
be pre-vetted before release.

Based on the risk management and internal control systems established
and maintained by the Group, the work performed by the internal and
external auditors, the Audit Committee and the Board performed an annual
review on the effectiveness of the Group’s risk management and internal
control systems for the year ended 31 December 2016 and are of the view
that the Group has maintained effective and adequate risk management and
internal control systems during the year ended 31 December 2016.

COMPANY SECRETARY

The former Company Secretary, Mr. Kung Wai Chiu, Marco, resigned with
effect from 13 June 2016. The Company Secretary appointed with effect
from 13 June 2016, Mr. Luk Ting Fung, undertook not less than 15 hours of
professional training during the year under review in accordance with Rule
3.29 of the Listing Rules.

COMMUNICATIONS WITH SHAREHOLDERS

The Company believes that shareholders’ rights should be well
respected and protected. The Company endeavours to maintain good
communications with shareholders on its performance through interim
reports, annual reports, general meetings and public disclosure on the
Company’s website (www.wuyi-pharma.com) and the website of the
Stock Exchange, so that they may make an informed assessment for their
investments and exercise their rights as shareholders. The Company also
encourages shareholders’ participation through general meetings or other
means. Specific enquiries and suggestions by shareholders can be sent
in writing to the Board or the Company Secretary to the principal place of
business in Hong Kong of the Company at Unit 1113, 11th Floor, North
Tower, Concordia Plaza, 1 Science Museum Road, Tsimshatsui East,
Kowloon, Hong Kong.
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SHAREHOLDERS’ RIGHT

Procedures to convene an extraordinary general meeting and putting

forward proposals at general meeting

Pursuant to the articles of association of the Company, any one or more
members holding at the date of deposit of the requisition not less than one-
tenth of the paid up capital of the Company carrying the right of voting
at general meetings of the Company shall at all times have the right, by
written requisition to the Board or the Company Secretary, to require an
extraordinary general meeting to be called by the Board for the transaction
of any business specified in such requisition; and such meeting shall be held
within two (2) months after the deposit of such requisition. If within twenty-
one (21) days of such deposit the Board fails to proceed to convene such
meeting the requisitionist(s) himself (themselves) may do so in the same
manner, and all reasonable expenses incurred by the requisitionist(s) as a
result of the failure of the Board shall be reimbursed to the requisitionist(s)

by the Company.

Any requisition to convene an extraordinary general meeting or proposal to
be put forward at the general meeting can be addressed to the principal
place of business in Hong Kong of the Company at Unit 1113, 11th Floor,
North Tower, Concordia Plaza, 1 Science Museum Road, Tsimshatsui East,
Kowloon, Hong Kong. The requisitionists must state in their request(s)
the objects of the extraordinary general meeting to be convened, and
such request must be signed by all the requisitionists. Upon receipt, the
Company will verify the requisitionists’ particulars and if the request is
in order, the Company will convene the extraordinary general meeting in

accordance with its articles of association.

CHANGE OF ARTICLES OF ASSOCIATION

During the year under review, there was no significant change to the articles

of association of the Company.
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Directors and Senior Management

EXECUTIVE DIRECTORS

Mr. Lin Ou Wen, aged 60, is the Chairman, the Chief Executive Officer, an
Executive Director and founding shareholder. Mr. Lin graduated from Fujian
Normal University with a bachelor’s degree in physics in 1983. He is a senior
economist. He is also the chairman and a director of various subsidiaries
of the Company. He has over 15 years of experience in the pharmaceutical
industry. He is the younger brother of Mr. Lin Qing Ping and the uncle of Mr.
Lin Min, each a former Director.

Mr. Chen Cheng Qing, aged 39, is an entrepreneur with more than 20
years of experience in business management in the PRC. Mr. Chen is
currently the chairman of Guizhou Changtong Cable Co., Ltd., the vice
president of Pingba District Federation of Industry and Commerce, the
executive vice president of Anshun Zhejiang Federation of Commerce, a
member of Pingba District Committee of the Chinese People’s Political
Consultative Conference and the vice president of Guizhou Wenzhou
Federation of Commerce. He was appointed as an executive Director with
effect from 17 February 2017. He is the sole shareholder and director of
Cyber Success Global Investments Limited, a substantial shareholder of the
Company interested in approximately 18.49% of the total number of issued
shares in the Company.

Ms. Hung Hoi Lan, aged 27, graduated from Sun Yat-Sen University with
a bachelor’s degree in marketing in 2011. She later obtained a master
degree of science in hospitality with tourism management from University
of Birmingham in 2013. She started operating wine business ran by her
family during her studies in the United Kingdom and has joined the business
development department of Hilton Beijing since 2013. She was appointed
as an executive Director with effect from 17 February 2017.

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Zhang Jie, aged 33, obtained a bachelor’s degree in banking and
international finance and a bachelor’s degree in commerce from Flinders
University in Australia in 2010. In 2011, he obtained a master’s degree in
business administration from Flinders University in Australia. He served
as a senior auditor of an international audit services firm and is currently
a senior consultant of a financial consultancy firm, focusing on enterprise
consultation services. He is a CPA in Australia. He was appointed as an
independent non-executive Director with effect from 30 June 2016.

Mr. Zhang Xue Wen, aged 45, graduated from Xiamen University with a
bachelor’s degree in laws in 1994. He later obtained a master’s degree in
laws from Xiamen University in 2004 and was awarded a doctorate degree
in laws from Xiamen University in 2009. He was appointed as a judge
of the Fuzhou Intermediate People’s Court in Fujian Province. He was
also an associate researcher of the Faculty of Law of Fuzhou University.
From November 2010 to April 2016, he engaged in postdoctoral research
work at the Institute of Law of the Chinese Academy of Social Sciences.
He currently serves as a researcher of the Institute of Law of the Fujian
Academy of Social Science, a member of China Law Society, a council
member of China Commercial Law Society and an arbitrator of Fuzhou
Arbitration Commission. Mr. Zhang was on the list of 2013 Fujian Province
Million Talents Project at provincial level, and has been awarded the Social
Sciences Outstanding Achievement Award (Fujian Province) for several
times. His published literary works and academic papers are also abundant.
He was appointed as an independent non-executive Director with effect
from 30 June 2016.
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Mr. Wu Cheng Han, aged 59, graduated from Guangzhou First Military
Medical University in 1984 with a bachelor’s degree. He once served as the
chief doctor in Neurology of Nanjing Military Zone Fuzhou General Hospital
and a professor of Fujian University of Traditional Chinese Medicine. He
is currently the chief doctor of the Second People’s Hospital of Fujian
University of Traditional Chinese Medicine. He has been a standing
committee member of the 11th session of Fujian Province Committee of the
Chinese People’s Political Consultative Conference since 2013. He is also
a member, deputy chairman, vice-president, standing committee member,
senior advisor and so forth of various medical associations. Mr. Wu has
been awarded the Outstanding Award for Academic Dissertation in Natural
Science (Fujian Province) for several times. He is an editor for various
medical journals and the inventor of various patents. He was appointed as
an independent non-executive Director with effect from 30 June 2016.

SENIOR MANAGEMENT

Mr. Chen Zhi Chuan, aged 52, is the Chief Financial Officer in charge
of financial management. He graduated from Fuzhou University with a
bachelor’s degree in Finance in 1988. He has over 16 years of experience
in the pharmaceutical industry. He joined the Group in January 2001.

Mr. Cheng Shi De, aged 58, is the Deputy General Manager in charge
of production. He graduated from Anhui Province Medical School with a
bachelor’s degree in pharmacy in 1982. He is a senior engineer. He has over
32 years of experience in the pharmaceutical industry. He joined the Group
in June 2002.

Ms. Yang Ai Min, aged 41, is the manager of sales and marketing.
She graduated from Fujian Medical University with a bachelor’s degree
in pharmacy in 1998. She has over 19 years of experience in the
pharmaceutical industry. She joined the Group in January 2001.

COMPANY SECRETARY

Mr. Luk Ting Fung, aged 32, is the Company Secretary and Financial
Controller of the Company. Mr. Luk graduated from The Chinese
University of Hong Kong with a bachelor’s degree of Science in Molecular
Biotechnology. He has over 7 years of experience working in an international
audit services firm and an investment bank, focusing on auditing and equity
research and analysis. Mr. Luk also served as the senior finance manager
in a chain department store listed on the Stock Exchange, responsible for
accounting, financial management, tax planning and management, and
business advisory services. He is a member of the Hong Kong Institute of
Certified Public Accountants and has been registered as a Certified Public
Accountant (Practising) in Hong Kong since 2015. He joined the Group in
June 2016.
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The Directors would like to present their annual report together with the
audited accounts of the Company for the year ended 31 December 2016.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The principal activities
of its major subsidiaries are set out in note 20 to the consolidated financial
statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31 December 2016 are set out
in the consolidated statement of profit or loss and other comprehensive
income on page 55.

The Board of Directors do not suggest declaring any final dividend for the
year ended 31 December 2016 (2015: Nil) to the shareholders.

CLOSURE OF REGISTER OF MEMBERS

The Register of Members will be closed from Thursday, 8 June 2017 to
Friday, 16 June 2017 (both days inclusive). In order to be qualified for
attending the annual general meeting in 2017, all transfers accompanied
by the relevant share certificates must be lodged with the Company’s
share registrar, Computershare Hong Kong Investor Services Limited,
Shops 1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East,
Wanchai, Hong Kong not later than 4:30 p.m. on Wednesday, 7 June 2017.

RESERVES

As at 31 December 2016, the Company’s reserves available for distribution
amounted to RMB1,129,716,000 (2015: RMB1,023,122,000). Movements
in the reserves of the Group and the Company during the year under review
are set out in consolidated statement of changes in equity on page 57 and
in note 29 to the financial statements respectively.

PROPERTY, PLANT AND EQUIPMENT
Movements in the property, plant and equipment of the Company during the
year under review are set out in note 16 to the financial statements.

SHARE CAPITAL

During the year ended 31 December 2016, 376,000,000 ordinary
shares were issued upon placing under general mandate. Details of the
abovementioned placing can be found under the paragraph headed
“Placing Agreement” in this section.

Details of movements in the share capital of the Company during the year
under review are set out in note 29 to the financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s
articles of associations or the laws of the Cayman Islands which oblige the
Company to offer new shares on a pro-rata basis to existing shareholders.

TAX RELIEF

The Company is not aware of any relief from taxation available to the
shareholders of the Company by reason of their holding of the shares in the
Company.

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

The Group has not purchased, sold or redeemed any of the Company’s
listed securities during the year ended 31 December 2016.
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DIRECTORS
The Directors of the Company during the year under review and up to the
date of this Annual Report were:

Executive Directors:
Mr. Lin Ou Wen
Mr. Chen Cheng Qing

(Chairman and Chief Executive Officer)
(appointed with effect from 17 February 2017)

Ms. Hung Hoi Lan (appointed with effect from 17 February 2017)

Mr. Lin Qing Ping (retired with effect from 2 June 2016, appointed
with effect from 30 June 2016 and resigned
with effect from 14 October 2016)

Mr. Lin Min (appointed with effect from 30 June 2016 and
resigned with effect from 17 February 2017)

Mr. Xu Chao Hui (retired with effect from 2 June 2016)

Non-executive Directors

Mr. Tang Bin

Mr. John Yang Wang

(retired with effect from 2 June 2016)
(resigned with effect from 30 June 20176)

Mr. Wen Cyrus Jun-Ming  (resigned with effect from 3 March 2016)

Independent non-executive Directors
Mr. Zhang Jie (appointed with effect from 30 June 2016)

Mr. Zhang Xue Wen (appointed with effect from 30 June 2016)

Mr. Wu Cheng Han (appointed with effect from 30 June 2016)

Mr. Liu Jun (resigned with effect from 30 June 2016)

Mr. Lam Yat Cheong (resigned with effect from 30 June 20176)

Mr. Du Jian (resigned with effect from 30 June 20176)

According to the requirements of the articles of association of the Company,
Mr. Lin Ou Wen, Mr. Chen Cheng Qing, Ms. Hung Hoi Lan, Mr. Zhang Jie,
Mr. Zhang Xue Wen and Mr. Wu Cheng Han will retire and being eligible,
offer themselves for re-election in the forthcoming annual general meeting.

All of the independent non-executive Directors are members of the
Company’s audit committee, nomination committee and remuneration
committee.

ANNUAL CONFIRMATION OF INDEPENDENCE

The Company has received from each independent non-executive Director
an annual confirmation of his independence, and the Company considers
such Directors to be independent in accordance with the independence
guidelines set out in rule 3.13 of the Listing Rules.
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BIOGRAPHICAL DETAILS OF THE DIRECTORS AND THE SENIOR
MANAGEMENT

The biographical details of the Directors and Senior Management are set out
on pages 33 to 34 of this Annual Report.

DIRECTORS’ SERVICE CONTRACTS

None of the Directors (including Directors standing for re-election in the
forthcoming annual general meeting) has entered into any contract of
service, which is not determinable by the employer within one year without
payment of compensation (other than statutory compensation), with the
Company or any of its subsidiaries.

PERMITTED INDEMNITY

The Company has renewed the Directors’ and Officers’ liabilities insurance
for all the Directors and the senior management of the Company for the
year ended 31 December 2016. The insurance covers them against costs,
charges, expenses and liabilities incurred arising out of the corporate
activities.

MANAGEMENT CONTRACTS

Save for the contracts of service entered into with respective Directors, no
contracts concerning the management and administration of the whole or
any substantial part of the business of the Company were entered into or
existed during the year under review.

RETIREMENT BENEFITS SCHEME
Details of the retirement benefits scheme is set out in note 33 to the financial
statements.

DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS AND
SHORT POSITIONS IN SHARES, UNDERLYING SHARES AND
DEBENTURES OF THE COMPANY AND ITS ASSOCIATED
CORPORATIONS

As at 31 December 2016, none of the Directors or Chief Executive of the
Company is aware of any Director or Chief Executive of the Company who
has any interests or short positions in any shares, underlying shares and
debentures of the Company or any of its associated corporations (within the
meaning of Part XV of the Securities and Futures Ordinance (Chapter 571 of
the Laws of Hong Kong) (“SFO”)) which were required to be recorded in the
register maintained by the Company pursuant to section 352 of the SFO or
otherwise notified to the Company and the Stock Exchange pursuant to the
Model Code for Securities Transactions by Directors of Listed Issuers (the “
Model Code”) as set out in Appendix 10 to the Listing Rules.

DIRECTORS’ RIGHT TO ACQUIRE SHARES OR DEBENTURES
Save for the Share Option Scheme, at no time during the year ended 31
December 2016 was the Company or any of its subsidiaries a party to any
arrangement to enable the Directors to acquire benefits by means of the
acquisition of shares in, or debentures of, the Company in any other body
corporate.
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS AND SHORT FTERRRART 2RO REERDH

POSITIONS IN SHARES AND UNDERLYING SHARES IN THE ERRKRE

COMPANY

As at 31 December 2016, the following persons, other than a Director or R-ZE—RF+-_A=+—8 UTAL(E
Chief Executive of the Company, had an interest or a short position in the EHARRDNRETEITHAERIN) RARQ RN

shares or underlying shares in the Company as recorded in the register SUERIR G P A R IRE S M EE &5 55 336
required to be kept by the Company pursuant to section 336 of the SFO: BBERSEN AR R 1B IR 2 S sloR

BT
Approximate
percentage of
Number of shareholding

Name of shares (Note 6)

shareholder (Note 1) AR

BEREE Capacity BHEE ERalnd

HE g1 (PfF3E1) (M5t 6)

Cyber Success Global Beneficial owner (Note 2) 417,303,000 (L) 18.49%
Investments Limited BEmEA A (HE2)

RIRRIKIEE AR A A

Chen Cheng Qing Interest of controlled 417,303,000 (L) 18.49%

PR A B corporation (Note 2)

EEAERER (i 2)
Pope Investments LLC Beneficial owner (Note 3) 102,400,000 (L) 4.54%
BEanEA A (M3)
Wells William P. Interest of controlled 102,400,000 (L) 4.54%
corporation (Note 3)
B g (EE3)

Credit Suisse Beneficial owner (Note 4 & 5) 133,545,000 (L) 5.92%
(Hong Kong) EnEAA (M4 %5) 66,772,500 (S) 2.96%
Limited

Credit Suisse Interest of controlled 133,545,000 (L) 5.92%
(International) corporation (Note 4 & 5) 66,772,500 (S) 2.96%
Holding AG Sk EEss (4 R5)

Credit Suisse Interest of controlled 138,545,000 (L) 5.92%

corporation (Note 4 & 5) 66,772,500 (S) 2.96%
ZiEEEER (T4 &5)

China Medical Service Beneficial owner 171,000,000(L) 7.58%
Investment Holding EEEA
Limited
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Notes:

©)

The letters “L” and “S” denote long position and short position in the shares
respectively.

These shares are registered in the name of Cyber Success Global Investments
Limited, which is wholly owned by Mr. Chen Cheng Qing, an individual who was
subsequently appointed as an executive Director on 17 February 2017. Mr. Chen
Cheng Qing is deemed to be interested in all the shares in which Cyber Success
Global Investments Limited is interested by virtue of the SFO.

In accordance with the individual substantial shareholder notice on disclosure of
interests of Wells William P. and the corporate substantial shareholder notice on
disclosure of interests of Pope Investments LLC. both filed on 7 February 2007,
these shares are registered in the name of Pope Investments LLC, which is controlled
by Pope Asset Management LLC, which is in turn controlled by Wells William P..
In accordance with the corporate substantial shareholder notice on disclosure
of interests of Pope Asset Management LLC filed on 26 June 2013, Pope Asset
Management LLC ceased to have a notifiable interest pursuant to the SFO since 26
June 2013.

In accordance with the corporate substantial shareholder notices on disclosure of
interests of Credit Suisse (Hong Kong) Limited, Credit Suisse (International) Holding
AG and Credit Suisse all filed for the relevant event took place on 1 February 2007,
these shares are registered in the name of Credit Suisse (Hong Kong) Limited, which
is owned as to 94.75% by Credit Suisse (International) Holding AG, which is in turn
wholly owned by Credit Suisse. Therefore, Credit Suisse (International) Holding AG
and Credit Suisse are deemed to be interested in all the shares in which Credit Suisse
(Hong Kong) Limited is interested by virtue of the SFO.

In accordance with the corporate substantial shareholder notices on disclosure of
interests of Credit Suisse (Hong Kong) Limited, Credit Suisse (International) Holding
AG and Credit Suisse all filed for the relevant event took place on 1 February 2007,
these shares are registered in the name of Credit Suisse (Hong Kong) Limited, which
is owned as to 94.75% by Credit Suisse (International) Holding AG, which is in turn
wholly owned by Credit Suisse. Therefore, Credit Suisse (Hong Kong) Limited, Credit
Suisse (International) Holding AG and Credit Suisse are deemed to hold or hold a
short position of 66,772,500 shares as defined under Part XV of the SFO.

The percentage of shareholding is calculated on the basis of 2,256,772,500 issued
shares of the Company as at 31 December 2016.

Save for the disclosed above, the Company was not aware of any person
who had an interest or a short position in the shares or underlying shares in
the Company which were required to be recorded in the register to be kept
by the Company under section 336 of the SFO as at 31 December 2016.
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CONTINUING CONNECTED TRANSACTIONS

Sale and Purchase Agreement for packaging materials

On 5 December 2014, Fujian Sanai Pharmaceutical Co. Ltd. (“Fujian Sanai”)
and Fuzhou Sanai, both are wholly-owned subsidiaries of the Company,
entered into a sale and purchase agreement (the “Sale and Purchase
Agreement”) with Fuzhou Hongyu Packing Co., Ltd. (“Fuzhou Hongyu”) in
respect of the sale and purchase of packaging materials, including paper
cartons and packaging colour boxes, from Fuzhou Hongyu for a term of 3
years from 1 January 2015 to 31 December 2017.

The entire share capital of Fuzhou Hongyu is owned by Lin Ou Wen, the
Chairman, an executive Director and a then substantial shareholder of
the Company. Accordingly, Fuzhou Hongyu is a connected person of the
Company as defined under the Listing Rules.

By reference to (i) the actual amounts of the transactions under the previous
sale and purchase agreement in respect of the above continuing connected
transactions in the recent years; (i) the estimated demand for packaging
materials for the products of Fujian Sanai from Fuzhou Hongyu for the
term of the Sale and Purchase Agreement; (iii) the estimated demand for
packaging materials for the products of Fuzhou Sanai from Fuzhou Hongyu
for the term of the Sale and Purchase Agreement; (iv) the possible increase
in demand for the packaging materials for the products of Fujian Sanai
and Fuzhou Sanai led by the improvement and possible expansion of the
Group’s medicine business; and (v) the estimated inflation rate and increase
in costs including the labour costs in the PRC leading to the increase of
manufacturing costs for the packaging materials, the annual caps are set at
RMB8,000,000 (equivalent to approximately HK$9,756,000) for each of the
years ending 31 December 2015, 2016 and 2017.

The actual transaction amount under the Sale and Purchase Agreement is
determined by the quantity of packaging materials ordered and received
by Fujian Sanai and Fuzhou Sanai times the unit purchase prices of the
packaging materials. The unit purchase prices of the packaging materials
under the Sale and Purchase Agreement were determined by reference
to (i) the current market price of similar products in the market; (i) the unit
purchase prices of the packaging materials offered by the independent
third parties to Fujian Sanai and Fuzhou Sanai in their ordinary course of
business; and (iii) the manufacturing costs for the packaging materials
including labour costs.

The actual transaction amount under the Sale and Purchase Agreement for
the year ended 31 December 2016 was RMB1,284,000.

The reasons for entering into the Sale and Purchase Agreement were set
out in the announcement of the Company dated 5 December 2014. The
independent non-executive Directors have reviewed and confirmed that the
above continuing connected transactions have been entered into:

(@  inthe ordinary and usual course of businesses of the Group;

(b)  on normal commercial terms;

(c)  according to the relevant written agreement governing them on terms
that are fair and reasonable and in the interests of the shareholders of
the Company as a whole; and

(d)  without exceeding the relevant cap amount.

The above continuing connected transactions are subject to the

requirements of reporting and announcement under the Listing Rules and

the Company has complied with the disclosure requirements in accordance
with Chapter 14A of the Listing Rules.
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The Board engaged the auditor of the Company to perform works on
the continuing connected transactions set out above in accordance
with Hong Kong Standard on Assurance Engagements 3000 (Revised)
“Assurance Engagements Other Than Audits or Reviews of Historical
Financial Information” issued by the Hong Kong Institute of Certified Public
Accountants. The auditor has issued his unqualified letter containing
his findings and conclusions in respect of the continuing connected
transactions disclosed by the Group in this section of the Annual Report in
accordance with Rule 14A.56 of the Listing Rules. A copy of the auditor’s
letter has been provided by the Company to the Stock Exchange.

The related party transactions disclosed in the Note 34 to the financial
statements constituted continuing connected transactions under Chapter
14A of the Listing Rules and the Company has complied with the disclosure
requirements under Chapter 14A of the Listing Rules.

EQUITY-LINKED AGREEMENTS

Share Option Scheme

The Company has adopted a share option scheme (the “Share Option
Scheme”) for, among others, the senior management and employees on 8
January 2007, which serves as incentives or rewards to attract, retain and
motivate staff. Details of the Share Option Scheme are set out in note 30 to
the financial statements.

On 14 October 2016, 164,000,000 share options were granted to certain
grantees to subscribe for up to a total of 164,000,000 ordinary shares of
HK$0.01 each in the Company (the “Share Option”) under the Share Option
Scheme. The following table discloses movements in the Company’s share
options during the year:
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Number of share options
BREHE
Closing
price of
the shares
immediately
Cancelled before
or lapsed At the date
At 1 January Granted during Exercised 31 December of grant
Category of 2016 during the year during 2016 Exercise  BERMH
participant R=B-RE the year EREH theyear WZZ—R%E Date of grant Exercise period price A&l
SEALER -A-H EREH EPR ERTR TZA=T-B RUHAH N iRE ROEUHE
(HKS) (HKS)
(B7) (B7)
Non-employees
in aggregate - 164,000,000 - - 164,000,000 14 October 2016 14 October 2016 to 0.32 0.31
FES Y —ERE 13 October 2021
TATEA
- 164,000,000 - - 164,000,000

Note: The Share Options do not subject to any vesting period. The Company has received
consideration of HK$8 pursuant to the Share Options, details of the valuation of the
Share Options as at the date of grant are set out in note 30 to the financial statements.
The Group has no legal or constructive obligation to repurchase or settle the Share
Options in cash at any time.

Save for 164,000,000 Share Options granted mentioned above, no option was
granted, exercised, cancelled or lapsed during the year. As at 31 December
2016, the total number of ordinary shares in respect of which options may
be granted under the Share Option Scheme was 300,000, which represents
approximately 0.01% of the issued shares of the Company as at the date of this
Annual Report. The Share Option Scheme expired on 31 January 2017.
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Placing Agreement

On 9 September 2016, in order to enlarge the shareholder base and the
capital base of the Company as well as strengthening the Group’s financial
position for future development of the Group, the Company entered
into a placing agreement with a placing agent whereby the Company
conditionally agreed to place, through the placing agent, on a best effort
basis, 376,000,000 new ordinary shares of the Company of HK$0.01 each
to not less than six independent placees at HK$0.22 per new share. The
completion of the placing is conditional upon the Listing Committee of the
Stock Exchange granting approval for the listing of, and permission to deal
in, the placing shares. The above placing was completed on 23 September
2016 with not less than six independent placees and the net proceeds
amounted to approximately RMB69.3 million (equivalent to HK$80.5 million,
representing a net placing price of HK$0.21 per placing share). As at 31
December 2016, approximately RMB31.1 million of the net proceeds
were being applied as investment in short-term equity securities, with the
remaining as cash deposits in a financial institution in Hong Kong.

On 9 September 2016, being the date of the placing agreement, the closing
price of the Company’s shares was HK$0.265 per share as quoted on the
Stock Exchange. Details of the placing are set out in the announcement of
the Company published on 9 September 2016.

DIRECTORS’ AND MANAGEMENT EMOLUMENTS

Particulars of the directors’ emoluments on an individual and named basis
and the five highest paid individuals in the Group are set out in notes 11 and
12 respectively to the financial statements. The remuneration policies of the
Group are as follows:

- The amount of remuneration for the Directors or the employees is
determined according to their relevant experience, responsibilities,
workload, contributions and years of service in the Group and with
reference to the goals and objectives of the Group;

- The non-monetary benefits are determined by the Board (or by the
relevant management after consultation with the Board) and may
be provided in the remuneration package of the Directors or the
employees; and

- No person participates in the deliberation or approval of his own
remuneration package.

The Company’s policies concerning remuneration of the Directors are as
follows:—

(i) the amount of remuneration is determined on a case by case basis
of the relevant Director’s experience, responsibility, workload and the
time devoted to the Group;

(i) non-cash benefits may be provided at the discretion of the Board to
the relevant Directors under their remuneration package; and

(i) the Directors may be granted, at the discretion of the Board and in
accordance with the requirements under the Listing Rules, with share
options under the share option scheme adopted by the Company, as
part of their remuneration package.
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MAJOR CUSTOMERS AND SUPPLIERS

The information of revenue and purchases attributable to the major
customers and suppliers of the Company for the year under review is as
follows:

Revenue from sales of goods HEEmBRH
or rendering of services RSk E

The largest customer SEARF

Five largest customers in aggregate AARFEAH

Purchases BB

The largest supplier SABER

Five largest suppliers in aggregate AAHERAE H

None of the Directors, their close associates or any shareholders (which to
the knowledge of the Directors owns more than 5% of the Company’s share
capital) had an interest in the major suppliers and major customers noted
above.

CORPORATE GOVERNANCE
Report for the corporate governance principles and practices adopted by
the Company is set out on pages 20 to 32 of this Annual Report.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and within
the knowledge of the Directors, as at the date of this Annual Report, the
Company has maintained sufficient public float as required under the Listing
Rules.

DONATIONS
During this year, the Group did not make any charitable donations (2015:
Nil).

MODEL CODE FOR SECURITIES TRANSACTIONS

The Company has adopted the Model Code as the Company’s code of
conduct for dealings in securities of the Company by the Directors. Based
on specific enquiry made with all Directors, the Directors have complied with
the required standard set out in the Model Code, throughout the accounting
period covered by this Annual Report.

DIRECTORS’ INTERESTS IN CONTRACTS

Save as disclosed in the paragraphs headed “Continuing Connected
Transactions”, none of the Directors or any of their connected entities
had a material interest, whether directly or indirectly, in any transaction,
arrangement or contract of significance to the business of the Group which
the Company or any of its subsidiaries was a party to or involved in at the
end of the year under review or at any time during the year under review.

COMPETING INTERESTS

None of the Directors had an interest in a business which competes or may
compete with the business of the Company or has any other conflict of
interest with the Company during the year under review.
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AUDIT COMMITTEE

In compliance with Rule 3.21 of the Listing Rules, the Board has established
an audit committee on 8 January 2007, with written terms of reference. The
primary duties of the audit committee are to review the financial reporting
procedures and internal control and risk management systems and
provides guidance in relation thereto. The Audit Committee comprises three
independent non-executive Directors.

The Audit Committee has reviewed the accounting principles and practice
adopted by the Company as well as the audited financial statements of the
Company for the year ended 31 December 2016 before recommending to
the Board for approval.

AUDITOR
The financial statements of the Company for the year ended 31 December
2016 have been audited by Messrs. Crowe Horwath (HK) CPA Limited. A
resolution will be submitted at the annual general meeting of the Company
to re-appoint Messrs. Crowe Horwath (HK) CPA Limited as auditor of the
Company.

BUSINESS REVIEW

Business Performance and Future Development

The discussion on the Group’s business performance and future
development, being part of the Directors’ Report, is set out in the
paragraphs headed “Business Review” and “Outlook” of the section headed
“Management Discussion and Analysis”.

Key Financial Performance Indicators

The analysis of the Group’s key financial performance indicators, being
part of the Directors’ Report, is set out in the paragraph headed “Financial
Review” of the section headed “Management Discussion and Analysis”.

RISKS RELATING TO OUR BUSINESS

Our newly launched products may not be well received by the market.
The success of a pharmaceutical company depends, to a large extent,
on whether the products it introduces to the market are well received by
the market. The primary factors which may affect the acceptance of our
products by the market include efficacy, quality and price. In particular,
the introduction of new products requires substantial investment of capital
resources and research and development efforts. If any of our new drugs
is not well received by the market because its efficacy is not as good as
expected, it is too expensive compared to other substitutes, or for any other
reason, we may not be able to recoup the investment we have made in
developing such new drug, in which case our financial condition and results
of operations may be materially adversely affected.

Our Group rely on third parties, such as hospitals, clinics and pharmacies,
in selling our prescription and over-the-counter products.

We rely on different channels in selling our products in China. Our over-
the-counter pharmaceutical products are sold mainly to consumers
through pharmacies. Our prescription pharmaceutical products are sold
mainly to hospitals and clinics for consumption by their patients. There
is no assurance that pharmacies and hospitals and clinics will continue
to stock and prescribe our products over those of our competitors, there
are no contractual restrictions preventing our sales channels from selling
our competitors’ products. If our sales channels treat our competitors’
products more favorably or stop selling our products, and we are unable to
find appropriate substitutes, our business and results of operations may be
materially adversely affected.
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RISKS RELATING TO OUR INDUSTRY

The pharmaceutical industry is extremely competitive.

Our business is subject to competition from other pharmaceutical
manufacturers. Chinese and international pharmaceutical manufacturers
engaged in the manufacture and sale of substitute or similar products
to ours in China may have more capital resources, better research and
development capabilities and more experience in manufacturing and
marketing. Many of our competitors, including large pharmaceutical
companies and other generic drug manufacturers, have employed various
strategies intended to maximize their market share for previously-patented
products. Competition is likely to intensify if (i) the number of manufacturers
or distributors of substitute or similar products increases due to increased
market demand or increased prices; (i) competitors drastically reduce
prices due to oversupply of products; or (i) competitors develop new
products or substitute products having comparable medicinal applications
or therapeutic effects that may be used as direct substitutes for our
products which are more effective with prices comparable to or lower than
our products. If any of the above occurs, our profitability may be adversely
affected.

Our Company is subject to environmental regulations and may be exposed
to liability and potential costs for environmental compliance.

We are subject to the PRC laws and regulations concerning the discharge of
effluent water and solid waste during our manufacturing processes. We are
required to obtain certain clearances and authorizations from governmental
authorities for the treatment and disposal of such discharge. Any violation
of these regulations may result in substantial fines, criminal sanctions,
revocation of operating permits, shutdown of our facilities and obligation
to take corrective measures. Our cost of complying with current and future
environmental protection laws and regulations, and liabilities which may
potentially arise from the discharge of effluent water and solid waste, may
materially adversely affect our business, financial condition and results of
operations.

The government may take steps towards the adoption of more stringent
environmental regulations and there is no assurance that we will be at all
times in full compliance with these regulatory requirements. Due to the
possibility of unanticipated regulatory or other developments, the amount
and timing of future environmental expenditures may vary substantially
from those currently anticipated. If there is any unanticipated change in
the environmental regulations, we may need to incur substantial capital
expenditures to install, replace, upgrade or supplement our pollution control
equipment or make operational changes to limit any adverse impact or
potential adverse impact on the environment in order to comply with new
environmental protection laws and regulations. If such costs become
prohibitively expensive, we may be forced to modify, curtail or cease certain
of our business operations.

ENVIRONMENTAL POLICY AND PERFORMANCE

The Group understands the importance of environmental protection to the
sustained stable development of enterprises. Striving to strike the best
balance between cost control and environmental protection, the Group
consistently executes the measures of clean production, energy saving,
reducing consumption, etc. The Group also carries out regular reviews on
various environmental protection measures and routine jobs, to ensure
that all environmental protection permission and approval required by the
regulatory authorities of the PRC will be granted.

In the meantime, the Group endeavours to create an environmentally-
friendly work environment to promote the environmental awareness to
employees by encouraging them to use less electricity and paper, and
recycle office supplies and other materials.
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The Company shall issue the Environmental, Social and Governance Report
separately in accordance with the requirements under the Listing Rules.

LAWS AND REGULATIONS THAT HAVE SIGNIFICANT IMPACT
ON THE COMPANY

The principal activities of the Group are manufacturing, marketing and
selling of branded prescription and non-prescription drugs as well as
Chinese pharmaceutical products in the PRC. The production of all
pharmaceutical products must comply with the current Good Manufacturing
Practice standard of the PRC, and be approved by the China Food and
Drug Administration. The Group also needs to comply with the Production
Safety Law, Law on Employment Contracts and Company Law of the
PRC. As the Company is listed on the Main Board of the Stock Exchange,
the Company is also required to comply with the Listing Rules and the
disclosure requirements of the Hong Kong Companies Ordinance.

For the year ended 31 December 2016, the Group is not aware of any
occurrence of material breach of laws or regulations that have significant
impact on the Group.

The Group acknowledges that as the PRC is in the midst of the critical
period for healthcare system reform, laws, regulations and policies
regarding the healthcare and pharmaceutical industry will be updated
frequently. Hence, it will pay close attention to the updates and timely
implement the measures required by the relevant laws and regulations so as
to ensure the business and operation are free from adverse effects.

IMPORTANT RELATIONS WITH STAKEHOLDERS

Employees

The Group endeavours to develop and maintain good working relationship
with the employees. The Group provides directors and senior management
with continuous professional training, including seminars and workshops,
such that the latest changes of regulatory requirements and corporate
governance practices can be introduced. Aiming to raise the operational
efficiency, the Group also organises various pre-employment and on-
the-job trainings to deepen the employees’ understanding of its business
objectives and operation. In the aspect of safeguarding the occupational
safety and health of employees, the Group spares no effort to provide
employees with a safe work environment and enhance their health
and safety awareness. In addition, the Group provides competitive
remuneration, rewards program, retirement and medical benefits to attract
and incentivise employees.

Suppliers

The Group selects the suppliers prudently and requires them to satisfy
certain evaluation criteria, including track records, experience, financial
strength, reputation, ability to manufacture high-quality products, etc. The
Group has developed long-term collaborative relationship with various
suppliers and endeavours to make sure that they comply with the Group’s
commitment to quality and ethics.

Sales Agents and Distributors

The Group sells pharmaceutical products to hospitals, clinics and drug
stores through sales agents and distributors. The Group requires the sales
agents and distributors to comply with the relevant laws and regulations
and the Group’s marketing policies. The Group also collaborates with the
distributors by providing training for their frontline salespersons to ensure
that they provide high-quality sales services.
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Hospitals and Doctors

The pharmaceutical products of the Group are mainly sold to 27 key
provinces, cities and autonomous regions around the country. The Group
continues to organise and participate in promotional activities such as
seminars and pharmaceutical product launch events. The Group also keeps
in touch with, explains and illustrates the clinical application of the Group’s
pharmaceutical products to doctors within the sales network through sales
agents and distributors.

On behalf of the Board

LIN OU WEN
Chairman

Hong Kong, 13 April 2017
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Independent Auditor’s Report
B AT E

Crowe Horwath..

INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF
WUYI INTERNATIONAL PHARMACEUTICAL COMPANY LIMITED
(Incorporated in the Cayman Islands with limited liability)

OPINION

We have audited the consolidated financial statements of Wuyi International
Pharmaceutical Company Limited (“the Company”) and its subsidiaries
(“the Group”) set out on pages 55 to 135, which comprise the consolidated
statement of financial position as at 31 December 2016, and 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
2016, 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 (“HKSASs”) 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.

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional judgement,
were of most significance in our audit of the consolidated financial
statements of the current period. These matters were 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
these matters.

BEEEE (& SEMEBMERAR
Crowe Horwath (HK) CPA Limited
Member Crowe Horwath International

&4 EE TSIEETTR SR 09E
9/F Leighton Centre,

77 Leighton Road,

Causeway Bay, Hong Kong
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Impairment of property, plant and equipment and land use rights

Refer to notes 16 and 17 to the consolidated financial statements and the

accounting policies set out on pages 70-74

The Key Audit Matter

The Group has experienced a
significant drop in revenue during the
year. Further, on 8 November 2016,
the operations of all the production
compartments in the Group’s
production plant located in the Haixi
Industrial and Trading Development
Zone in Jianyang City, Fujian Province,
China (the “Haixi Plant”) have been
temporarily suspended as a result of
a rupture of the main underground
steam pipelines connecting all the
production compartments occurred,
which has destroyed and suspended
the operation of pipelines for water for
injection, nitrogen gas, fire hose and
sewage.

Considered as a key audit matter
due to its importance to the financial
statements and the application of
the relevant accounting policies
included management’s judgement
and reliance to a considerable extent
on the financial budget and cash flow
projections.

How the matter was addressed in our
audit

Our procedures in relation to
management’s impairment assessment
included:-

o Discussed with management
about indicators of possible
impairment;

o Assessed the methodologies

of and the appropriateness
of key assumptions used by
management in the forecast;

o Checked the accuracy and
relevance of input data used by
management in the forecast;

o Evaluated the competence,
capabilities and objectivity of
the independent professional
valuers and the valuation
methodologies employed;

o Used our internal valuation
specialists to assist us in
evaluating the methodology
used by management in the
preparation of its discounted
cash flow forecast and the
valuations performed by
independent professional
valuers;

o Compared the most significant
inputs used in the discounted
cash flow forecasts prepared in
the prior year with the current
year’s performance of the
Group to assess the accuracy
of management’s forecasting
process and enquired
management for any significant
variations identified; and

o Assessed the discount rates
used in the discounted cash
flow forecasts by benchmarking
against other similar companies.
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Business combination and impairment of goodwill

Refer to notes 19 and 35 to the consolidated financial statements and the
accounting policies set out on pages 63-65 and 70-74

The Key Audit Matter

The Group has completed the
acquisition of Fujian Liumai Medical
Services Co., Limited (“Fujian
Liumai”) on 16 December 2016 at a
consideration of HK$145,000,000
(equivalent to approximately
RMB124,304,000).

As a result of the acquisition, the
Group recognised goodwill of
RMB107,055,000.

Considered as a key audit matter as
the acquisition is material and requires
the use of significant management
judgement regarding the identification
of intangible assets acquired and the
valuation of the assets and liabilities
acquired. The valuation of certain
assets involve the use of estimates
regarding future cash flows.

How the matter was addressed in our
audit

Our procedures included:—

o Considered and challenged
management’s assessment
of the appropriate accounting
treatment, the identification
and valuation of tangible and
intangible assets and the
allocation of purchase price
to the assets and liabilities
acquired;

o Evaluated the assumptions
and methodologies used by
the Group and independent
professional valuer in the
determination of the fair value
of contingent consideration
payable;

o Evaluated and challenged
the Group’s future cash flow
forecasts in the cash generating
unit, and by which they were
drawn up, including testing
the underlying value in use
calculations;

o Challenged management’s
key assumptions within the
model such as the revenue
growth rate and gross profit
margin and compared these
key assumptions to externally
derived data;

. Used our internal valuation
specialists to assist us
in critically assessing the
appropriateness and valuation
of the identified intangible
assets, the methodology used
by the management in the
preparation of its discounted
cash flows forecasts and the
appropriateness of the discount
rates and long term growth rate
and comparing the inputs used
in determining the discount rate;

° Understood the Group’s
impairment testing process,
including the valuation
model adopted, allocation
of cash generating units and
assumptions used;

o Assessed the discount rates
used in the discounted cash flow
forecasts by benchmarking against
other similar companies; and

o Evaluated the competence,
capabilities and objectivity of
the independent professional
valuers.
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Revenue recognition

Independent Auditor’s Report
B AR S

Refer to note 8 to the consolidated financial statements and the accounting policies

set out on page 80.

The Key Audit Matter

Considered as a key audit matter as
revenue is a key performance indicator
of the Group.

The principal activities of the Group
include sales of pharmaceutical
products, sales of softwares and
provision of consultancy services.
There is a risk of improper revenue
recognition, particularly with regard to
cut-off at period end dates.

The risk has increased in the current
year due to the acquisition which have
resulted in new revenue streams for the
Group.

How the matter was addressed in our
audit

We selected a sample of sales
transactions. Our procedures in relation
to those transactions included:—

o Understanding of and tested the
key controls in respect of the
Group’s revenue recognition;

o Read the signed sales and
purchase agreements to identify
contractual arrangements;

o Reconciled the monetary
amounts to the signed sales and
purchase agreements;

o Scrutinised manual journals
related to revenue to assess
the timing and fair values of
revenues recorded;

. Conducted substantive
analytical procedures on
revenue;

. Obtained evidence for the

transfer of effective control of
ownership; and

o Tested the recognition of sales
transactions close to the end of
the reporting period to assess
whether those sales transactions
were recorded in appropriate
accounting period in accordance
with the Group’s revenue
recognition policy.
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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.

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.

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 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

Oor 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.

The directors are assisted by the Audit Committee in discharging their
responsibilities 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 persons 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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Independent Auditor’s Report

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

o 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.

o 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.

o 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.

o 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.

o 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 stat