For Immediate Release

29 September 2008

China Medical System Holdings Ltd.
(“CMS” or “the Company”)
INTERIM RESULTS ANNOUNCEMENT
For the six months ended 30 June 2008
China Medical System Holdings Ltd. (AIM: CMSH), the profitable Chinese
pharmaceutical sales, marketing & research company, is pleased to announce its
interim results for the six months ended 30 June 2008.
Results are reported in US dollar currency unless otherwise stated.
Financial Highlights:
•
Sales up 40.8% to $33.8 million (H1 2007: $24.0 million)
•
Gross Profit up 36.3% to $21.4 million (H1 2007: $15.7million)
•
Net Profit up 184.6% to $7.4 million (H1 2007: $2.6 million)
1
•
Adjusted Net Profit up 37.0% (H1 2007 $5.4 million)
2
•
Cash Resources of $18.3 million (H1 2007: $22.5 million)
•
EPS of $0.16 per share (H1 2007: $0.07 per share)
3
•
Adjusted EPS of $0.16 pershare (H1 2007: $0.13 pershare)
•
Interim dividend of $0.05 pershare (H1 2007: nil)
Operational Highlights
•
Existing in-licensed products continued to perform well
o
Deanxit (anti-depressant) : sales up 42.3%
o
Ursofalk Capsule (chloretic) : sales up 52.3%
o
Stulln Mono (eye drops) : sales up 42.9%
o
GanFuLe Tablet (primary liver cancer) : sales up 90.0%
®
•
Two new products introduced during the period: Nesiritide and Cystistat
•
Received Chinese State Food and Drug Administration (SFDA) request to
expand the treatment group for CMS024 (primary liver cancer) in clinical
trial
•
Expanded sales network by recruiting 183 new staff (Total sales team of
over 720)
Post Review Period
•
Acquired full agency right of Stulln Mono in China for the next 10 years
•
Received SFDA approval to commence Phase II clinical trial for CMS024-02
(non small cell lung cancer)
1
2
3

Adjusted Net Profit in H1 2007 represents Net Profit excluding IPO expenses
Cash Resources in H1 2007 included $15.7 million of net IPO proceeds
Adjusted EPS represents EPS excluding IPO expenses in 2007

Commenting on the results, Mr Kong Lam, Chairman & CEO said:
CMS has continued to make good progress both in terms of the sales and marketing of
pharmaceuticals, and the R&D of our in-house novel compounds. At this time last year we
reported sales growth of 37.1%, and achieving 40.8% growth this year clearly demonstrates
our determination to achieve profitable growth and our commitment to add value for our
shareholders and the future potential of the Company.
The combined effect of the rapidly growing economy, expanding middle-class and
modernisation, has driven the demand for quality healthcare products in the China
domestic market. CMS business model and a product portfolio consisting of high quality
prescription medicine are the key factors of the success of CMS.

For further information, please contact:
China Medical System Holdings Ltd
Vincent Hui
Seymour Pierce Limited
Stuart Lane / Huaizheng Peng / Christopher Wren

+ (852) 2369 3889

+ 44 (0)20 7107 8344

CHAIRMAN’S STATEMENT

Overview
I am pleased to report another period of growth during the first half of the year, with sales
increased by 40.8% to $33.8 million (H1 2007: $24.0 million), and gross profit increased by
36.3% to $21.4 million (H1 2007: $15.7 million).
Against the background of continued growth, CMS has continued to make progress in the
overall strategic direction of the Company to in-license at least 2 new pharmaceutical
products each year, to complement our product portfolio and better utilise our nationwide
sales network.
Our in-house drug discovery programme also made advancement in our novel compounds
which are now in the clinical stage of development, representing significant upside potential.
We believe that the efficient cost base in China means that the Company is well positioned
to develop innovative drugs for the global marketplace and achieve sustainable long term
growth for the Company.

Dividend Declaration
I am delighted to report that the Board is recommending an interim dividend of US$0.05 per
share, equating to 31.3% of earnings per share for the half year ended 30 June 2008. This
payment is consistent with the intended dividend policy of the Company at a level of 25% to
50% of the net profits for the period. Subject to approval of shareholders at the
Extraordinary General Meeting (“EGM”), the interim dividend will be paid on or about 7
November 2008, with an ex-dividend date of 8 Oct 2008 and a Record Date of 10 October
2008.
The EGM is scheduled for 30 October 2008 and is to be held in the Macau Special
Administrative Region in China.

Financial Performance
The results for the six months ended 30 June 2008 have been encouraging and are in line
with our expectations. Sales increased 40.8% to $33.8 million (H1 2007: $24.0 million),
Gross profit for the period was $21.4 million (H1 2007: $15.7 million), representing an
increase of 36.3%. Gross profit margin was 63.3% (H1 2007: 65.4%) reflecting product mix
change.
Net Profit of $7.4 million, up 184.6% from $2.6 million in H1 2007; and up 37.0% from $5.4
million of net profit excluding IPO expenses in H1 2007. Net margin on sales decreased to
21.9% (H1 2007 excluding IPO expenses: 22.5%).
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Financial Performance (Continued)
Other income for the period has increased to US$2.1 million (H1 2007: US$0.1 million) as
the Group received government grant for the R&D projects and additional income derived
from the appreciation of Renminbi.
Selling and marketing expenses have increased to $9.3 million (H1 2007: $6.5 million), this
was in line with the increase of turnover. Selling and marketing expense as a percentage of
sales also increased to 27.5% (H1 2007: 27.1%). The increase was primarily due to two
factors: increase of staff cost due to implementation of new compensation incentive and the
earlier recruitment of new employees in January 2008 as opposed to August recruitment in
the previous year.
Administrative expenses amounted to $3.6 million (H1 2007: $2.2 million), its percentage of
sales has increased to 10.7% (H1 2007: 9.2%). The increase was mainly due to increase
of staff cost, related expenses for maintaining the listed company status, and the
Company’s donation to the earthquake relief in Sichuan in May 2008.
Research and development costs have increased to $1.2 million (H1 2007: $0.7 million).
This was a result of the explorative trial of CMS024 since CMS received SFDA request to
enlarge patient treatment group, as well as the increase of expenses in the other R&D
Programs.
At the period end, we maintained a healthy cash resources position, with cash resources of
$18.3 million (H1 2007: $22.5 million) after paying a cash dividend of $4.7 million for fiscal
year 2007, The cash resources comprised cash and bank balance of $14.5 million (H1
2007: $22.5 million) and $3.8 million bank acceptance bills with maturities of less than 3
months at term (H1 2007: nil).
Inventory increased to $8.7 million (H1 2007: $3.5 million), mainly due to the build up of
inventory as our turnover increased and to minimise the risk of out-of-stock situation in the
market. When compared to the previous year-end position, inventory has decreased by
$2.0 million (31 December 2007: $10.7 million).
Net trade receivables was up 28.3% to $18.6 million (H1 2007: $14.5 million) in line with
our increase in turnover, at the same time, we have maintained a healthy debtors ageing
with over 85% due within 90 days.

Operational Review
Sales & Marketing
The vast population and rapidly growing economy, makes China one of the fastest growing
pharmaceutical markets in the world. In order to benefit and keep up with this fast paced
market, a well-developed sales network has to be in place to penetrate key hospitals in the
largest country by population in the world and to respond quickly to the changing market
conditions. The CMS sales network having been established and evolved for over one and
a half decades has meant that we are well positioned to capitalise on this fast growing
market, and this fact can be substantiated by the 40.8% sales growth observed in the first
half of 2008. To further widen the coverage and penetration of our sales network and meet
the demands of our growing product portfolio, 183 new staff were recruited during the
period, making our current sales team of over 720 representatives throughout the country.
To maintain the high professional level of our sales team, most of the new recruits were
university graduates with medical or pharmacy background.
In line with our growth strategy, we introduced 2 new products during the period, namely
Nesiritide and Cystitat, and it is expected that these products will contribute significantly to
the overall turnover in the coming years. The current period growth in sales was driven by a
45.7% increase in sales of our products at the growth stage of the product life cycle to
$27.4 million (H1 2007: $18.8 million), together with sales of products at the introductory
stage of $4.7million (H1 2007: $2.7 million), representing a 74.1% increase. We also have
one decline stage product in our portfolio, the sales of which decreased 32.0% to $1.7
million (H1 2007: $2.5 million).
A brief review of major licensed drug products follows:
Growth Stage Products
Deanxit Tablet
Sales of Deanxit increased 42.3% to $17.5 million in the first half of 2008 (H1 2007: $12.3
million). The Import Drug License was approved by the SFDA in April 2008. During the
period, CMS also renewed the exclusive agency agreement with H. Lundbeck A/S to sell
and market Deanxit in China (excluding Hong Kong and Macau) up to the end of 2013.
In a fast developing country, with increase awareness of depression by the general public
and enhanced diagnosis by the medical profession, we believe Deanxit has further growth
potential and will continue to be one of the Company’s best selling products.
Ursofalk Capsule
Sales of Ursofalk surged by 52.3% to $9.9 million in the first half of 2008 (H1 2007: $6.5
million). The supplier Dr Falk Pharma, an international pharmaceutical company based in
Germany, pays good attention to providing doctors and scientists with the most up-to-date
and balance information about the state of knowledge concerning diseases and therapies in
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Operational Review (Continued)
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gastroenterology and hepatology. In connection with this, the 163 International Falk
Symposium was co-sponsored by CMS in China for the first time in March 2008. Over 800
delegates from over 30 countries, including 500 doctors from China were present at the
event.
CMS also took part in the Hong Kong-Shanghai International Liver Congress 2008 where
over 2600 delegates from over 60 countries attended. CMS hosted the Chairman
Reception where Ursofalk was exhibited and attracted participants’ attention during the
congress.
These events undoubtedly strengthened the brand awareness and sales of Ursofalk within
China, and the reputation of CMS.

Main Introductory Stage Products
Augentropfen Stulln Mono Eye-drops
Augentropfen Stulln Mono (ASM) is one of the products introduced in 2007. ASM is a
product of Pharma Stulln GmbH, Germany. As an eye-drop, ASM is aimed at the treatment
of all forms of ocular asthenopia and senile macula degeneration, which is also known
as Age-related Macular Degeneration.
Sales of ASM reached $2.0 million in the first half of 2008 (H1 2007: $1.4 million),
representing an increase of 42.9% from last year. The number of hospitals ordering the
product reached 920 by the end of June 2008 (H1 2007: Hospitals number: 700).
During the period, CMS has stepped up promotional activities including academic seminars,
annual conferences and scholarships for doctors’ overseas studying, as well as cooperated with the Chinese Medical Association (CMA), hospitals and experts to further
strengthen the brand. We believe there is a substantial market in the PRC for this eye drop
and the growth in sales will continue over the next few years.
Strategically, CMS reached an agreement with its marketing partner, Ophol Ltd., to gain full
control of the agency and distribution of ASM in China. CMS also directly renewed its
agency and distribution right with Pharma Stulln GmbH to exclusively sell and market ASM
for the next 10 years in China. The renewal of the Import Drug License of ASM was
approved by SFDA in May 2008 and the new license will be valid until May 2013.
GanFuLe Tablet (“GFL Tablet”)
GFL Tablet, which was also introduced by CMS in 2007, is produced by Huahe Pharmacy
LengShuiJiang Pharmaceutical Co. Ltd, and is used to treat primary liver cancer, hepatitis

B and cirrhosis with specified symptoms. Sales of GFL Tablet increased by 90.0% to $1.9
million in the first half of 2008 (H1 2007: $1.0 million)
GFL Tablet has been included in the National Traditional Chinese Medicine (TCM)
protection list, whereby the product is not permitted to be generically manufactured by any
manufacturer up to July 2013.
Nesiritide (recombinant human B-type Natriuretic Peptide）
Nesiritide is one of the two new products introduced in the first half of 2008. It is a
cardiovascular product which is aimed for acutely decompensated congestive heart failure
(“ADHF”) patients who have dyspnea at rest or with minimal activity. Nesiritide is classified
as a National Class One New Drug by the SFDA and was independently developed and
owned by Tibet Rhodiola Pharmaceutical Holding Company.
Sales of Nesiritide has already reached $0.5 million in the first half of 2008. As one of the
key products introduced in 2008, CMS has carried out some promotional activities including
clinical trials in major cities and provinces and hosted academic seminars and annual
conferences in 2008. We believe Nesiritde has great growth potential as we launch it into
the market.
Cystistat®
Cystistat® is another product in-licensed in the first half of 2008. Cystistat® is indicated for
the temporary replacement of the glycosaminoglycan (GAG) layer in the bladder. Treatment
with Cystistat® has been shown to alleviate clinical symptoms in patients with cystitis.
Cystistat® is registered and marketed as a medical device in Canada and most European
countries.
Cystistat® received registration approval as a Medical Device from SFDA of China in 1999.
The registration of Cystistat® was successfully renewed in 2004 and is currently in the
process of renewal. As a new product with market potential in the PRC, CMS has made
preparations for its re-launch. We hope to initiate the sales of Cystistat® in China in the
second half of 2008, and we believe that Cystistat® will be one of the profit contributors in
the near future.

Decline Stage Products
Jinerlun (Naloxone Hydrochloride Injection)
In the first half of 2008, Sales of Jinerlun decreased 32.0% to $1.7 million (H1 2007: $2.5
million). Its sales have declined in recent years primarily due to more and more generics
coming into the market. However, with the products’ high brand loyalty and efforts of our
sales staff, CMS will strive to maintain its market share. We also expect that as the
Introductory stage products develop into growth products, the importance of Jinerlun in the
total turnover will gradually decrease.
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Research & Development
Research and development expenses increased as a result of the explorative trial of
CMS024, as well as the increase in spending for the other R&D Programs. As more inhouse R&D projects are initiated, especially those in the clinical stage, we expect our R&D
expense to rise in the next few years, but we will endeavour to control our R&D annual
spending to between 4-8% of our annual turnover.
CMS024 (Tyroserleutide)-Primary Liver Cancer
CMS024, Tyroserleutide, is the lead compound developed by CMS for the treatment of
primary liver cancer. The Clinical trials of Phase II have shown CMS024 to be effective,
safe, well tolerated, and have prolonged patient survival with only mild side effects.
At the end of 2007, CMS received an Assessment Notice from the SFDA in China which
requires the Company to enlarge the patient sample group in the clinical trial for approval. A
new explorative clinical trial research has been carried out from the beginning of 2008. And
we expect to begin the expanded, randomized, double-blinded, multi-centre, multiindication clinical trial study in the second half of 2008 or the first half of 2009.
CMS024-02 (Tyroservatide)-Non Small Cell Lung Cancer
CMS024-02, Tyroservatide, a novel compound developed by CMS for the treatment of nonsmall cell lung cancer, completed Phase I clinical trials in November 2006, which proved its
safety and tolerance in patients.
The SFDA has approved the commencement of Phase II Clinical Trial for CMS024-02 in
June 2008, and the Company plans to prepare the Phase II Clinical Trial trial protocol in the
second half of 2008.
Other R&D Programs
CMS also have a number of candidates including CMS010-26, CMS017, CMS-H001, CMSH002 and Antibiotic program at the pre-clinical stage. Further pre-clinical studies are
currently being arranged.

Intellectual Property
CMS has a rich patent portfolio. As of period ended 30 June 2008, 126 overseas
applications for pharmaceutical substances have been filed, with 12 patents granted. CMS
has also filed 65 patent applications in China, including 55 patents for pharmaceutical
substances with 36 granted, and 10 patents for medical devices with 5 granted.
As of the period end, CMS024 has obtained patent warrants in 6 countries including China,
New Zealand, Russia, Saudi Arabia, Singapore, and South Africa and in the continent of
Europe. CMS024-02 has obtained patent warrants in Pakistan and South Africa.

Outlook & Summary
CMS has established a solid foundation in the sales and marketing of pharmaceuticals and
this has been reflected in this favourable set of results. The Company has built up a
diversified portfolio of products whose sales are growing stably, and we anticipate the
organic growth to continue.
The continued addition of new products to our portfolio highlights our commitment to
develop long term co-operation with our business partners and our dedication to enhance
our international reputation and become a leading pharmaceutical company in China.
Having the financial support from our profitable trading business, we can continue to make
encouraging progress in our R&D projects. The presence of our experienced research team
has meant that we can quickly and effectively move projects from pre-clinical to clinical
trials, and our location in China greatly reduces discovery and development costs. The inhouse drug discovery program is a long term project, but we expect our R&D program to
result in substantial value over the coming years.
The financial position of CMS remains very strong with cash resources at the end of June
2008 at $18.3 million leaving the Company in a good position to capitalise on the
opportunities to enhance the Company’s market position.
In conclusion, I would like to thank the Company’s shareholders for their continued support
and acknowledge the contribution to CMS’s success made by its staff and business
partners.

Kong Lam
Chairman & CEO

Condensed Consolidated Income Statement
For the six months ended 30 June 2008
(All amounts in US$ thousands unless otherwise stated)
Notes

Turnover
Cost of goods sold

33,842
(12,483)

23,950
(8,296)

Gross profit
Other income
Selling expenses

21,359
2,114
(9,344)

15,654
103
(6,483)

Initial public offering expenses
Other administrative expenses

(3,572)

(2,773)
(2,224)

Administrative expenses

(3,572)

(4,997)

(1,166)
73

(667)
(170)
20

Research and development costs
Finance costs
Share of result of an associate

3

Six months ended
2008
2007
(Unaudited)
(Unaudited)

4

Profit before taxation
Taxation

5

9,464
(2,026)

3,460
(849)

Profit for the period

6

7,438

2,611

7,411
27
7,438

2,631
(20)
2,611

Attribute to:
- Equity holders of the Company
- Minority interests

Dividends paid

7

4,725

-

Dividends proposed

7

2,362

-

Earnings per share (US$ per share)

8

Basic

0.157

0.066

Diluted

0.157

0.066

Condensed Consolidated Balance Sheet
As at 30 June 2008
(All amounts in US$ thousands unless otherwise stated)
Notes
Non-current assets
Property, plant and equipment
Prepaid lease payments
Interest in a jointly controlled entity
Interests in an associate
Available-for-sale investment
Intangible assets
Goodwill
Deferred tax assets
Current assets
Inventories
Trade and other receivables
Amount due from an associate
Amounts due from directors
Bank balances and cash
Current liabilities
Trade and other payables
Tax payable

9

Equity attributable to equity holders of
the company
Minority interests

31.12.2007
(Audited)

4,942
270
271
191
650
581
486
7,391

4,940
257
198
162
610
581
429
7,177

8,684
25,593
160
7
14,458
48,902

10,677
19,305
164
20
17,601
47,767

14

8,140
1,085
9,225
39,677
47,068

12,920
180
13,100
34,667
41,844

15

4,725
42,486

4,725
37,275

47,211
(143)
47,068

42,000
(156)
41,844

10
11

12
13

Net current assets
Capital and reserves
Share capital
Reserves

30.6.2008
(Unaudited

The financial statements were approved and authorised for issue by Board of Directors on
22 September 2008.

Condensed Consolidated Statements of Changes in Equity
For the six months ended 30 June 2008
(All amounts in US$ thousands unless otherwise stated)
Attributable to the equity holders of the Company
Share
Surplus
Public
cumulated
option
reserve
welfare
(losses)
reserve
fund
fund
profits

Share
capital

Share
premium

Capital
reserve

Balance at 1 January 2008
Exchange differences
arising from
translation of PRC
operations
Dividends paid
Profit for the period
Total recognised income
and expenses for the
period
Dividends proposed –
2008 interim
Balance at 30 June 2008

4,725

17,147

4,911

570

4,255

-

-

-

-

-

-

4,725

17,147

4,911

570

4,725

17,147

4,911

Balance at 1 January 2007
Exchange differences
arising from
translation of PRC
operations
Profit for the period
Total recognised income
and expenses for the
period
Issue of shares on
capitalisation issue
Issue of shares upon
placing and admission
to AIM
Recognition of equity
based share based
payments
Expenses incurred in
connection with the
issue of shares upon
placing and admission
to AIM
Acquisition of a subsidiary
Balance at 30 June 2007

2

-

-

Note:

Dividend
reserve

Translation
reserve

Total

Minority
interest

Total

2,937

4,725

2,730

42,000

(156)

41,844

-

7,411

(4,725)
-

2,525
-

2,525
(4,725)
7,411

(14)
27

2,511
(4,725)
7,438

4,255

-

10,348

-

5,255

47,211

(143)

47,068

570

4,255

-

(2,362)
7,986

2,362
2,362

5,255

47,211

(143)

47,068

8,909

-

2,433

845

(46)

-

1,080

13,223

(138)

13,085

-

-

-

-

-

2,631

-

523
-

523
2,631

(2)
(20)

521
2,611

2

-

8,909

-

2,433

845

2,585

-

1,603

16,377

(160)

16,217

3,998

-

(3,998)

-

-

-

-

-

-

-

-

-

725

19,264

-

-

-

-

-

-

-

19,989

-

19,989

-

(570)

-

570

-

-

-

-

-

-

-

-

-

(1,547)
17,147

4,911

570

2,433

845

2,585

-

1,603

(1,547)
34,819

4
(156)

(1,547)
4
34,663

4,725

The Company granted the share options of 708,695 shares on 26 June 2007 to Evolution Securities China Limited ("Evolution") in connection with the underwriting of the new shares of the Company by way of placing and
public offer with an exercise price of GBP1.38 per share in consideration of the sum of GBP1 paid by Evolution to the Company. The share option will expire on 25 June 2012.

Condensed Consolidated Cash Flow Statement
For the six months ended 30 June 2008
(All amounts in US$ thousands unless otherwise stated)
Note

Net cash from operating activities

Six months ended
2008
2007
(Unaudited)
(Unaudited)
1,002

4,831

154
-

553
22
(344)

(143)

(412)

(35)

(770)

(24)

(951)

-

19,989

-

(4,320)
3,485
(170)

(4,725)
-

(257)
(1,313)
(2,831)

-

(5,280)

Net cash (used in) from financing
activities

(4,725)

9,303

Net (decrease) increase in cash and
cash equivalents
Effect of foreign exchange rate changes
Cash and cash equivalent at 1 January

(3,747)
604
17,601

13,183
409
8,948

Cash and cash equivalent at 30 June

14,458

22,540

Investing activities
Repayment from a director
Interest received
Acquisition of a subsidiary
Purchase of property, plant and
equipment
Acquisition of available-for-sale
investment and intangible asset
Net cash used in investing activities
Financing activities
Proceeds from issue of shares
Expenses incurred in connection with
issue of shares upon placing and
admission to AIM
New bank borrowings raised
Interest paid
Dividend paid to a minority
shareholder
Dividend paid
Repayment of borrowings
Repayment of other borrowings
Repayment of amounts due to
shareholders
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Notes to the Condensed Consolidated Financial Statements
For the six months ended 30 June 2008
(All amounts in US$ thousands unless otherwise stated)
1.

GENERAL
The Company was incorporated as an exempted company with limited liability in the
Cayman Islands on 18 December 2006. On 26 June 2007, the Company was listed on
the Alternative Investment Market operated ("AIM") by the London Stock Exchange plc.
The principal activities of its subsidiaries are production of medicines, distribution and
import of drugs and medical devices and research and development on microbiology
related drugs.
This condensed consolidated interim financial statements for the half-year ended 30
June 2008 has been prepared in accordance with International Accounting Standard
34, ‘Interim financial reporting’. The condensed consolidated interim financial
information should be read in conjunction with the annual statements for the year
ended 31 December 2007, which have been prepared in accordance with International
Financial Reporting Standards.

2.

Significant accounting policies
The condensed consolidated financial statements have been prepared under the
historical cost basis except for certain financial instruments, which are measured at
fair value.
The accounting policies adopted are consistent with those of the annual financial
statements for the year ended 31 December 2007, as described in those annual
financial statements.
In the current interim period, the Group has applied for the first time, the following new
interpretations (“new Interpretations”), which are effective for the Group’s financial
year beginning on 1 January 2008.
IFRIC 11
IFRIC 12
IFRIC 14

IFRS 2: Group and Treasury Share Transactions
Service Concession Arrangements
IAS 19 - The Limit on a Defined Benefit Asset,
Minimum Funding Requirements and their Interaction

The adoption of these new Interpretations had no material effect on the results or
financial position of the Group for the current or prior accounting periods. Accordingly,
no prior period adjustment has been recognised.

Notes to the Condensed Consolidated Financial Statements
For the six months ended 30 June 2008
(All amounts in US$ thousands unless otherwise stated)
3.

Turnover
Turnover represents the net amount received and receivable for goods sold during the
period.
The Group's operation is regarded as a single entity, being an enterprise engaged in
research and development, manufacture and distribution of drugs and medical devices.
Over 90% of the Group’s sales are made in the People’s Republic of China (“PRC”)
and over 90% of the Group’s assets are situated in the PRC during the six months
ended 30 June 2008.

4.

Finance costs
The finance costs represent the interest on bank loans wholly repayable within five
years.

5.

Taxation
Six months ended
30.6.2008
30.6.2007
Current tax
PRC Enterprise Income Tax
Deferred taxation charge
- current period
- attributable to a change in tax rate
Taxation charge for the period

2,099

1,181

(73)
(73)
2,026

(185)
(147)
(332)
849

The provision for PRC Enterprise Income Tax is based on the estimated taxable
income for PRC taxation purposes at the rate of taxation applicable to each period.
On 16 March 2007, the PRC promulgated the Law of the People's Republic of China
on Enterprise Income Tax (the "New Law") by Order No. 63 of the President of the
People's Republic of China. On 6 December 2007, the State Council of the PRC
issued Implementation Regulations of the New Law. The New Law and
Implementation Regulations have changed the existing tax rate from 15% to 25%
progressively over 5 years for certain subsidiaries from 1 January 2008. Among them,
the enterprises which enjoyed the enterprise income tax rate of 15% should be subject
to the enterprise income tax rate of 18% in 2008, 20% in 2009, 22% in 2010, 24% in
2011 and 25% in 2012.

5.

Taxation (Continued)
Taxation charge mainly represented income tax charge of 深圳市康哲药业有限公司
Shenzhen Kangzhe Pharmaceutical Company Limited ("Shenzhen Kangzhe") at 18%,
(2007: 15%).

6.

Profit for the period
Six months ended
30.6.2008
30.6.2007
Profit for the period has been arrived at after charging
Amortisation of intangible asset
Depreciation of property, plant and equipment
Loss on disposal of property, plant and equipment
Minimum lease payment under operating lease in
respect of property
Release of prepaid lease payments

7.

35
270
6

32
288
3

263
4

134
3

Dividends
Dividend paid

Final dividend for 2007 of US$0.07 (2006:nil) per
share on 47,246,376 shares
Special dividend for 2007 of US$0.03 (2006:nil) per
share on 47,246,376 shares

Dividend proposed

Proposed interim dividend for 2008 of US$0.05
(2007:nil) per share on 47,246,376 shares

Six months ended
30.6.2008
30.6.2007

3,307

-

1,418
4,725

-

Six months ended
30.6.2008
30.6.2007

2,362
2,362

-

Notes to the Condensed Consolidated Financial Statements
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8.

Earnings per share
The calculation of the basic and diluted earnings per share attributable to the ordinary
equity holders of the Company is based on the following data:
Six months ended
30.6.2008
30.6.2007
Profit attributable to equity holders of the Company

7,411

2,631

Number of ordinary shares
Six months ended
30.6.2008
30.6.2007
Weighted average number of ordinary shares for
the purpose of basic earnings per share
Effect of dilutive potential ordinary shares on share
options
Weighted average number of ordinary shares for
the purpose of diluted earnings per share

47,246,376

40,160,000

-

1,136

47,246,376

40,161,136

For the purpose of the calculation of basic earnings per share, the weighted average
number of shares in issue was calculated assuming that the capitalization issue had
been taken place on 1 January 2007
9.

Property, plant and equipment
During the period, the Group spent US$143,000 (US$412,000 for the six months
ended 30 June 2007) on the acquisition of property, plant and equipment.

10. Available-for-sale investment
In February 2007, the Group acquired a 51% equity interest in 青岛立康医药有限公司
Qingdao League Pharmaceutical Co., Ltd. ("Qingdao League"), a limited liability
company established in the PRC, from an independent third party at a total
consideration of RMB5,865,000 (equivalent to approximately US$770,000). Qingdao
Ledgue was formed by the independent third party and Ophol Limited, the remaining
49% shareholder, pursuant to an existing joint venture agreement commencing on 7
February 2007 and expiring 20 years from that date.
On 10 February 2007, the Group entered into an operation agreement (the "Operation
Agreement") with Ophol Limited, the remaining 49% shareholder of Qingdao League.
Pursuant to the Operation Agreement, Ophol Limited is wholly responsible for the
management and operation of the business of Qingdao League and in particular, the
wholesale of supermarket business. The Group does not participate in the
management and operation of Qingdao League and the resulting operating results and
liabilities of Qingdao League are solely borne by Ophol Limited. With reference to the
joint venture agreement of Qingdao League and the Operation Agreement, the
directors of the Company consider that the Group did not have control over Qingdao
nor exercise a significant influence on Qingdao League; therefore the investment in
Qingdao League is regarded as an available-for-sale investment of the Group.
The directors of the Company are of the view that the Group can fully recover the
contributed capital attributable to the Group in Qingdao League amounting to
RMB2,550,000 (equivalent to approximately US$335,000) upon the expiry of the joint
venture period of Qingdao League. The fair value of the available-for-sale investment
is determined by discounting the amount of US$335,000 to be recovered after twenty
years to its present value as at the date of purchase of US$126,000. The available-forsale investment is measured at amortised cost subsequent to initial recognition as
there does not exist a quoted active market to reliably measure the investment at fair
value. As at 30 June 2008, the fair value of the available-for-sale investment in
Qingdao League amounted to approximately US$191,000 (31 December 2007:
US$162,000).
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11. Intangible asset
Cost
At 1 January 2008
Addition
Currency realignment
At 30 June 2008

671
35
45
751

Amortisation
At 1 January 2008
Charge for the period
Currency realignment
At 30 June 2008

61
35
5
101

Carrying value
At 1 January 2008

610

At 30 June 2008

650

The intangible asset represents the exclusive distribution rights in connection to a
finished drug product under the trade name of Augentropfen Stulln Mono. On 10
February 2007, the Group entered into a supplemental agreement with Qingdao
League, which gave to the Group exclusive distribution rights of Augentropfen Stulln
Mono in the PRC for a term of ten years with effect from 1 January 2007 to 31
December 2016. In the opinion of the directors of the Company, the exclusive
distribution rights were acquired by the Group in connection with the Operation
Agreement described in Note 10 above. Accordingly, the cost of the intangible asset of
exclusive distribution rights amounting to US$644,000 obtained from Qingdao League
was determined as the excess of the consideration paid of US$770,000 and the fair
value of the investment in Qingdao League as at the date of acquisition of
US$126,000.
The expected useful life of the intangible asset is 10 years.

12. Trade and other receivable
As at

Bills receivables
Trade receivables
Less: Allowance for bad and doubtful debts
Other receivables
Total trade and other receivables

30.6.2008

31.12.2007

3,751
18,960
(361)
22,350
3,243
25,593

2,669
14,785
(307)
17,147
2,158
19,305

The Group normally allows a credit period of three months to its trade customers.
An aged analysis of the trade receivables net of an allowance for bad and doubtful
debts at the respective balance sheet dates was as follows:
As at

0 - 90 days
91 - 365 days
Over 365 days

30.6.2008

31.12.2007

15,853
2,618
128
18,599

12,164
2,188
126
14,478

13. Amounts due from directors
Amounts due from directors comprises:
As at

Hou Xiaoxuan
Hui Ki Fat
Chen Hongbing

30.6.2008

31.12.2007

6
1
7

5
12
3
20
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14. Trade and other payable
An aged analysis of the trade payables at the respective balance sheet dates was as
follows:
As at
30.6.2008
31.12.2007
0 - 90 days
91 - 365 days
Over 365 days

6,033
7
6,040

1,272
9,122
7
10,401

15. Share capital
Number of
shares
'000
Authorised share capital with nominal value of
US$0.1 each:
At 1 January 2007
Increase in authorised share capital
At 31 December 2007 and 30 June 2008
Issued and fully paid:
At 1 January 2007
Issue of shares on capitalisation
Issue of shares upon placing and admission to AIM
At 31 December 2007 and 30 June 2008

Amount
US$'000

10,000
990,000
1,000,000

1,000
99,000
100,000

20
39,980
7,246
47,246

2
3,998
725
4,725

Pursuant to the written shareholders' resolutions of the Company dated on 25 April
2007, the Company increased its authorised share capital from 10,000,000 to
1,000,000,000 through the creation of 990,000,000 ordinary shares at US$0.1 per
share.
On the same day, the shareholders authorised a capitalisation issue of 39,980,000
ordinary shares. The Group has transferred US$3,998,000 from the capital reserve to
the share capital to reflect this issue. Such new ordinary shares were credited as fully
paid and rank pari passu with the then existing shares.

15. Share capital (Continued)
On 26 June 2007, 7,246,376 new ordinary shares of US$0.10 of the Company were
issued at GBP1.38 per share (equivalent to US$2.76 per share) by way of placing and
initial public offering on AIM.
All the shares which were issued by the Company during the period rank pari passu
with each other in all respects.
16. Acquisition of subsidiaries
In January 2007, the Group acquired 60% equity interest in Sky United Trading
Limited ("Sky United"), a private limited liability company incorporated in Hong Kong,
from Mr. Vincent Hui and his father for aggregate cash consideration of HK$3 million
(equivalent to approximately US$386,000) and Sky United has become a 60%
subsidiary of the Company thereafter. Mr. Vincent Hui is an employee of the Group.
Sky United was the importer of medicine products for the Group.
The net assets acquired in this transaction are as follows:
Acquiree's
carrying
amount and
fair value
US$'000
Net assets acquired:
Property, plant and equipment
Trade and other receivables
Amount due from a director
Bank balances and cash
Trade and other payables
Other borrowings
Amount due to a director
Dividend payable
Tax payable
Bank borrowings
Minority interests
Net assets acquired
Goodwill
Total consideration, satisfied by cash
Net cash outflow arising on acquisition:
Cash consideration paid
Cash and cash equivalents acquired

2
2,968
553
42
(1)
(2,831)
(6)
(257)
(5)
(454)
11
(4)
7
379
386

(386)
42
(344)
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16. Acquisition of subsidiaries (Continued)
The goodwill arising on the acquisition of Sky United is attributable to the anticipated
future operating synergies from the business combination.
The acquiree has contributed insignificant turnover and profit to the Group for the
period between the date of acquisition and the balance sheet date.
Had the acquisition been completed on 1 January 2007, there would have insignificant
impact on the turnover and profit to the Group respectively.
17. Operating lease commitments
The Group as lessee
The Group's total future minimum lease payments under non-cancellable operating
lease in respect of property was payable as follows:
As at

Within one year
In the second and fifth year inclusive

30.6.2008

31.12.2007

495
820
1,315

181
363
544

The lease is negotiated for a lease term of 1 to 5 years.
18. Related party transactions
The office premises occupied by the Group at rent free during the period ended 30
June 2007 is owned by a related company in which all directors of the Company have
beneficial interests. The Group moved to another office building in June 2007 and no
longer enjoy the office premises.
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