NOT FOR DISTRIBUTION, DIRECTLY OR INDIRECTLY, TO U.S. NEWSWIRE SERVICES OR FOR RELEASE,
PUBLICATION OR DISSEMINATION IN OR INTO OR FROM THE UNITED STATES, CANADA, AUSTRALIA,
JAPAN OR SOUTH AFRICA OR ANY OTHER JURISDICTION WHERE TO DO SO WOULD CONSTITUTE A
VIOLATION OF THE RELEVANT LAWS OF SUCH JURISDICTION

HUTCHISON CHINA MEDITECH LIMITED

Fourth Public Filing of Registration Statement on Form F-1 for potential Nasdaq Stock Market Listing

London: Tuesday, 1 March 2016: Further to its announcements on 16 October 2015, 13 November 2015 and 11
February 2016, Hutchison China MediTech Limited ("Chi-Med") (AIM: HCM) announces that it has publicly filed
today a fourth draft of the registration statement on Form F-1 (the "Form F-1 Registration Statement") with the
United States Securities and Exchange Commission (the "SEC") in relation to a potential listing of American
depositary shares (“ADSs”) representing its ordinary shares on the Nasdaq Stock Market (the “Offering”).

Bank of America Merrill Lynch and Deutsche Bank Securities (in alphabetical order) are acting as joint global
coordinators and joint bookrunners for the potential Offering.

The fourth draft of the Form F-1 Registration Statement relating to the ADSs has been filed with the SEC but has
not yet become effective. The ADSs may not be sold, nor may offers to buy be accepted, prior to the time the Form
F-1 Registration Statement becomes effective. The Form F-1 Registration Statement and all subsequent
amendments may be accessed through the SEC's website at www.sec.gov.

This announcement does not constitute an offer to sell or the solicitation of an offer to buy ADSs or any other
securities, nor shall there be any sale of ADSs in any state or jurisdiction in which such an offer, solicitation or sale
would be unlawful prior to registration or qualification under the securities laws of any such state or jurisdiction.

Shareholders and potential investors should note that the potential Offering may or may not proceed, and
accordingly are advised to exercise caution when dealing in the securities of Chi-Med.

Financial results for the year ended 31 December 2015

The Form F-1 Registration Statement contains the audited consolidated financial statements of Chi-Med as of and
for the year ended 31 December 2015, prepared in accordance with U.S. GAAP. In addition, the Form F-1
Registration Statement contains audited consolidated accounts for the three non-consolidated joint ventures of
Chi-Med, namely, Shanghai Hutchison Pharmaceuticals Limited, Hutchison Whampoa Guangzhou Baiyunshan
Chinese Medicine Company Limited and Nutrition Science Partners Limited, as of and for the year ended 31
December 2015, prepared in accordance with IFRS. Such audited consolidated financial statements, as extracted
from the Form F-1 Registration Statement, are set out in the appendices to this announcement. A separate
announcement in respect of Chi-Med's financial results for the year ended 31 December 2015 has been released
today and the final audited consolidated financial statements will be sent to shareholders as part of Chi-Med's
annual report and accounts in due course.

Ends


http://www.sec.gov/
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Christian Hogg, CEO

Panmure Gordon (UK) Limited Telephone: +44 20 7886 2500
Richard Gray
Andrew Potts
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Notes to Editors
About Chi-Med

Chi-Med is a China-based, globally-focused healthcare group which researches, develops, manufactures and sells
pharmaceuticals and health-related consumer products. Its Innovation Platform focuses on discovering and
developing innovative therapeutics in oncology and autoimmune diseases for the global market. Its Commercial
Platform manufactures, markets, and distributes prescription drugs and consumer health products in China.

Chi-Med is majority owned by the multinational conglomerate CK Hutchison Holdings Limited (SEHK: 0001). For
more information, please visit: www.chi-med.com.

Important information

This announcement, which includes the appendices to it, does not constitute a registration statement on Form F-1
and does not constitute or form, and will not form, part of any offer or invitation to sell or issue, or the solicitation of
an offer to purchase or acquire, any of the Ordinary Shares or ADSs or any other securities in the United States or
in any other jurisdiction. Securities may not be offered or sold in the United States absent registration or an
exemption from registration under the United States Securities Act of 1933, as amended ("U.S. Securities Act").
Any potential public offering of securities to be made in the United States will be made by means of a Form F-1
Registration Statement that has been declared effective by the SEC. The Form F-1 Registration Statement
contains detailed information about the issuer and its management and financial statements. This announcement
is being issued pursuant to and in accordance with Rule 135e under the U.S. Securities Act.

No money, securities or other consideration is being solicited, and, if sent in response to the information contained
in this announcement, will not be accepted.

This announcement is not directed to, or intended for distribution or use by, any person or entity that is a citizen or
resident or located in any locality, state, country or other jurisdiction where such distribution, publication, availability
or use would be contrary to law or regulation or which would require any registration or licensing within such
jurisdiction.

The distribution of this announcement into jurisdictions other than the United Kingdom may be restricted by law.
Persons into whose possession this announcement come should acquaint themselves with and observe any such
restrictions.


http://www.chi-med.com/

For readers in the European Economic Area

In any EEA Member State that has implemented the Prospectus Directive, this announcement, which includes the
appendices to it, is only addressed to and directed at qualified investors in that Member State within the meaning of
the Prospectus Directive. The term "Prospectus Directive" means Directive 2003/71/EC (and amendments thereto,
including Directive 2010/73/EU, to the extent implemented in each relevant Member State), together with any
relevant implementing measure in the relevant Member State.

For readers in the United Kingdom

This announcement, which includes the appendices to it, insofar as it constitutes an invitation or inducement to
enter into investment activity (within the meaning of section 21 of the Financial Services and Markets Act 2000, as
amended) in connection with the securities which are the subject of the potential offering described in this
announcement or otherwise, is being directed only at (i) persons who are outside the United Kingdom; or (ii)
persons who have professional experience in matters relating to investments who fall within Article 19(5)
(investment professionals) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
("Order"); or (iii) certain high value persons and entities who fall within Article 49(2)(a) to (d) (high net worth
companies, unincorporated associations etc) of the Order; or (iv) any other person to whom it may lawfully be
communicated (all such persons in (i) to (iv) together being referred to as "relevant persons"). The ADSs are only
available to, and any invitation, offer or agreement to subscribe for, purchase or otherwise acquire such ADSs will
be engaged in only with, relevant persons. Any person who is not a relevant person should not act or rely on this
announcement or any of its contents.

Forward-looking statements

This announcement, which includes the appendices to it, may contain forward-looking statements that reflect
Chi-Med's current expectations regarding future events. A list and description of risks, uncertainties and other risks
associated with an investment in Chi-Med can be found in Chi-Med's filings with the SEC, including the Form F-1
Registration Statement. Existing and prospective investors are cautioned not to place undue reliance on these
forward-looking statements, which speak only as of the date hereof. Chi-Med undertakes no obligation to update or
revise the information contained in this announcement, whether as a result of new information, future events or
circumstances or otherwise.
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Report of Independent Registered Public Accounting Firm
To the Board of Directors and Shareholders of Hutchison China MediTech Limited

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of operations,
of comprehensive income, of changes in shareholders’ equity and of cash flows present fairly, in all material respects, the
financial position of Hutchison China MediTech Limited (the “Company”) and its subsidiaries (the “Group”) at
December 31, 2015 and 2014, and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 2015 in conformity with accounting principles generally accepted in the United States of America.
These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these consolidated financial statements based on our audit. We conducted our audit of these statements in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audit provide a reasonable basis for our opinion.

/sl PricewaterhouseCoopers

Hong Kong
March 1, 2016
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Hutchison China MediTech Limited
Consolidated Balance Sheets
(in US$°000)

Assets
Current assets
Cash aNd CASN EQUIVAIENTS ........ouiiiiiitiiet et ettt e b e bbb e b e s e b e se e bt e b e ne e b e b e b e e b e b et e sb e st ebe e eneban
SNOI-TEIM INVESIMENTS ...ttt nennas
ACCOUNLS FECEIVADIE NI PATTIES. ......c.euiuiiitctiiie ettt bbbttt bbbt
AcCoUNLS reCEIVADIE—TEIALEA PAMTIES .......ceeiiiteieieitee e ettt sttt se et b et b et et e bt
Other receivables, prepayments AN EPOSIES .......c.cvriiuiiiiiiiiieiee ettt bbbt et e
AmOouNts due frOm FEIAIEA PAITIES .........eueiieieeieiriieiet ettt bbbttt bbbttt
INVEINEOTIES. ...ttt b bbb bbb bbb bbbt bbbk bbbt b bbb bbbt
DIEFEITEA TAX BSSELS ...t
TOLAI CUMTENT @SSELS ...ttt R e Rttt
Property, plant and EQUIPMENT, NMEL............ci it bbbt et b e e b b et b e b et e sb e e e bene e st ebe e e bebebenbens
LEASENONH TAND ...
GOOAWITT ... b bbb bbbt E bbb bbb e e bbb bbbt b bbbkttt
Other INEANGIDIE ASSEL.......c.euiiititiiiitei bbbt b bbbt b et b bbbttt b bt s
LONG-TEIMN PIEPAYMENT.........eeeeeiiee ettt h e s R R r ettt
Deferred costs for initial public offering in the UNited STALES ...........ccviiriiiiiiiise e e
INVESEMENTS 1N EQUILY INVESEES ... ..tttk b bbbt b bbbttt b et

L0 = LT TSRS

Liabilities and shareholders’ equity
Current liabilities
ACcOUNtS PAYADIE—ENIT PATTIES .......veveiieiiieiee bbb bbb bbbt bbbt
AccoUNtS PAYADIE—TEIATEA PAITIES ........cuiuieietiiierieiet ettt bbbttt bbbt
Other payables, accruals and advance receipts..
Deferred reVenue..........coveerivrrieciinceeneeas
AMOUNLS AUE £0 TEIATEA PAITIES ...ttt bbbt b b bttt b et b ettt eb et
Short-term DANK DOITOWINGS ........oiviiiiiiiiicc bbbkt
Deferred taX HADIIITIES ........ciiieieee bbb bbbt b bbbt e bt e
TOtAl CUTENT HADIITIES ...ttt bbbttt bbb etk b bbb b ettt b et bebetn
DEferred TaX ADTITIES .......c.c. ikt b bbbkttt b ekttt bbb e
LONG-LErM DANK DOTTOWINGS .......cvetiiiiiete ettt bbbt b bbbt b bttt b et b bbb e
DIETEITEA FEVENUE ...ttt b ekttt b bbbt et h bbbk et h bbbkttt b ettt b et
DIETEITEA IMCOME. ...ttt bbbt b et bbbt et h bt bbbt e bbbkttt et bbb
Other non-current liabilities
TOTAL TIADIIITIES ...ttt b ke b £ b e bRt bbbt e b bR bbb bttt e bt b bt s
Commitments and contingencies (Note 19)
Redeemable NON-CONEIOIIING INEEIESES ........c.coiiiiieiiiriiet ettt bbbttt
Company’s shareholders’ equity
Ordinary shares; $1.00 par value; 75,000,000 shares authorized; 56,533,118 and 53,076,676 shares issued at
December 31, 2015 QNG 2014 .......c.viieeicie ettt ettt et ettt r e b bttt e b ehe e ba bt et e reebeeaeene et et e beareers
Additional paid-in capital
ACCUMUIBTEA TOSSES ...ttt b kbt h Rt b b b £ £ e b b s b b e bRtk e bRt b e b et et et et nene e
Accumulated other COMPreNENSIVE INCOME ...ttt bbbttt bbbt
Total Company’s shareholders’ equity
INON=CONETOIIING TNEEIESES ... ..ttt ettt b bbb st s bbb s etk b et b bbbttt b bbbt n e e

TOtal SHAFENOIAEIS? BOUITY ......cuiiiieitciii bbbttt bbbt h bbbttt eb s
Total liabilities and ShareNOIAEIS” EOUILY .........ciiiiiiiiiice bbbttt b e b e

December 31,

2015 2014
31,941 38,946
— 12,179
33,346 22,724
1,869 2,184
3413 3,016
9,293 6,283
9,555 4,405
250 105
89,667 89,842
8,507 7,482
1,343 1,436
3332 3,430
571 666
2,132 —
4,446 —
119,756 107,978
229,754 210,834
20,565 18,237
3,521 2,190
26,177 17,159
1171 2,394
6,243 8,716
23,077 26,282
308 321
81,062 75,299
3,415 2,626
26,923 26,923
3,498 4,182
2,132 —
10,447 3,853
127,477 112,883
— 41,036
56,533 53,076
113,848 76,256
(92,040) (100,051)
5,015 9,870
83,356 39,151
18,921 17,764
102,277 56,915
229,754 210,834

The accompanying notes are an integral part of these consolidated financial statements.



Hutchison China MediTech Limited
Consolidated Statements of Operations

(in US$°000, except share and per share data)

Revenues
Sales of g00dS—third Parties.........cccuviierierieicie e
Sales of go0ods—related PArties.........ccciieiierieiieiece e
Revenue from license and collaboration agreements—third parties............cc.ccoceeervenene
Revenue from research and development services—third parties..........cccooerevrcerernnns
Revenue from research and development services—related parties .........cccooveeevenenne
TOLAI FEVENUES ...ttt
Operating expenses
Costs of sales of goodS—third PArties.........cccvririiereneee e
Costs of sales of goods—related Parties .........coovverererereiiece e
Research and developmMENt EXPENSES ......ocveveierieieiiiriesierie ettt ean
SEIING EXPENSES ...ttt sttt tesbesbe e et e s e e st etesbesbeneennens
AAMINISIIAtIVE EXPENSES ....vevevirieieeiteririee ettt see sttt st seebeseete e sbenesserens
TOtal OPErating EXPENSES ....cuvveuieeieietesieteestee ettt et ere sttt e seene e te e snenees
L 0SS FrOM OPEIAtiONS ....cuiviieiieiieiiee sttt sttt sbe st e e
Other (expense)/income
INEETESE INCOME ...ttt
Gain on disposal Of @ DUSINESS.........ccciuiiriineiee e
OthEE INCOME ...ttt
INEEIESE EXPEINSE ...ttt
OLNEI BXPENSE ...ttt ettt sttt sttt ettt ne st ebe et et ebe e et eneneebeneanan
Total other (EXPENSE)/INCOME ........ciiiiiieieiieesie ettt e sbe e e eens
(Loss)/income before income taxes and equity in earnings of equity investees.......
INCOME tAX BXPEINSE ...viiieiiriite ettt sb e sb e
Equity in earnings of equity investees, net of tax
Net income/(loss) from continuing operations
Income/(loss) from discontinued operations, net of tax (including loss on disposal
of US$97,000 for 2013)
Net incomMe/(l0SS) ......cocevvvrverieeeinineenn
Less: Net income attributable to non-controlling interests ..........c.ccoceveveiniiinicncnennns
Net income/(loss) attributable to the COMPAaNY .........cccoveiiriiieinieeeee e
Accretion on redeemable non-controlling INtErests ..........cccovvveririneneieieiense e
Net (loss)/income attributable to ordinary shareholders of the Company..............

(Losses)/earnings per share attributable to ordinary shareholders of the
Company—basic (US$ per share)

CONLINUING OPEIALIONS. ... .iviiieiietieieste ettt b et st neeteseesaeneenes

Discontinued operations

(Losses)/earnings per share attributable to ordinary shareholders of the
Company—diluted (US$ per share)

CONLINUING OPEIALIONS. ......euviieeiietieieste ettt b e et sbe e seenes

DisCONtiNUEd OPEIALIONS .....c..oueeiieiiiiesiirie ettt bttt

Number of shares used in per share calculation—basiC...........ccccovererereininiiicneieens

Number of shares used in per share calculation—diluted............c.ccoceririinininininenns

Years Ended December 31,

2015 2014 2013
118,113 59,162 8,667
8,074 7,823 7,803
44,060 12,336 14,546
2,573 3,696 1,919
5,383 4,312 3,612
178,203 87,329 36,547
(104,859) (53,477) (5,380)
(5,918) (5,372) (5,814)
(47,368) (29,914) (22,731)
(10,209) (4,112) (3,452)
(19,620) (12,713) (12,366)
(187,974) (105,588) (49,743)
(9,771) (18,259) (13,196)
451 559 451
— — 30,000
386 20 1,221
(1,404) (1,516) (1,485)
(202) (761) (69)
(769) (1,698) 30,118
(10,540) (19,957) 16,922
(1,605) (1,343) (1,050)
22,572 15,180 11,031
10,427 (6,120) 26,903
— 2,034 (1,978)
10,427 (4,086) 24,925
(2,434) (3,220) (983)
7,993 (7,306) 23,942
(43,001) (25,510) —
(35,008) (32,816) 23,942
(0.64) (0.64) 0.49
— 0.02 (0.03)
(0.64) (0.64) 0.44
— 0.02 (0.03)
54,659,315 52,563,387 52,050,988
54,659,315 52,563,387 52,878,426

The accompanying notes are an integral part of these consolidated financial statements.
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Hutchison China MediTech Limited
Consolidated Statements of Comprehensive Income
(in US$°000)

Years Ended
December 31,
2015 2014 2013
N L= AT ot o g (oL SRR 10,427 (4,086) 24,925
Other comprehensive (loss)/income:

Foreign currency translation (10SS)/INCOME.........covciiiiiiiiiiic s (5,557) (2,712) 3,243
Total Comprehensive iINCOME/(10SS)......ccueiiiiiiiieieeie e 4,870 (6,798) 28,168
Less: Comprehensive income attributable to non-controlling interests ...........ccccoveevieneiienen. (1,732) (2,944) (1,296)
Total Comprehensive income/(loss) attributable to the Company ...........ccccceveveiieicinnenn, 3,138 (9,742) 26,872

The accompanying notes are an integral part of these consolidated financial statements.
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Hutchison China MediTech Limited
Consolidated Statements of Changes in Shareholders’ Equity

(in US$°000, except share and per share data)

As of December 31, 2012..........cccoovveeeernnrnnenenns
NEL INCOME.....viiirecer e
Issuance of ordinary shares in relation to

exercise of share options ...........ccoceeevevreinicnins
Share-based compensation-share options....
Foreign currency translation adjustments...............
Dividend paid to a non-controlling shareholder of a

SUDSIAIANY ..
As of December 31, 2013.........cccooovveeeereririrennns

Net (10SS)/INCOME ........coveiiiieiieieie e
Non-controlling interests arising from

acquisition of a subsidiary...........c.coccceenrnienne
Purchase of additional interest in a subsidiary of an

EQUILY INVESTEE. ....uiiiieciecc e
Issuance of ordinary shares in relation to

exercise of share options ...........cccoveeennnicnne
Share-based compensation-share options....
Foreign currency translation adjustments....
Dividend paid to a non-controlling shareholder of a

SUDSIAIANY ...
Transfer Detween reserves..........oovvvvvvvecccnnnns
Dilution of interests in a subsidiary in relation

to exercise of share options of a subsidiary ........
Accretion to redemption value of redeemable

non-controlling iNterests...........ccovvvernrncnnne
As of December 31, 2014........ccccoovveivevieiieieeies

NEt INCOME......ovriiiiiiiiecc e
Issuance of ordinary shares in relation to
exercise of share options ..........ccccoovecrinrnicnne
Issuance of ordinary shares in exchange of
redeemable non-controlling interest...................
Share-based compensation...................
Share options...........cccc......
Long-term incentive plan

Long-term incentive plan-treasury shares held

by Trustee (note 22(iii)) .......ccoevvvvrvivcrinirniinne
Foreign currency translation adjustments................
Dividend paid to a non-controlling shareholder of a

SUDSIAIANY ...
Transfer Detween reserves..........covvvvvevvccecnnnnns
Dilution of interests in a subsidiary in relation

to exercise of share options of a subsidiary ........
Accretion to redemption value of redeemable

non-controlling iNterests...........ccooevveevcrcnnnenne
As of December 31, 2015........cccccoviiiiciniiiins

Accumulated Total
Additional Other Company’s Non-
Ordinary  Shares Paid-in Accumulated Comprehensive Shareholders’ controlling Total
Number ~ Amount _ Capital Losses Income Equity Interests Equity
52,048 52,048 99,230 (116,517) 9,380 44,141 6,241 50,382
— — — 23,942 — 23,942 983 24,925
3 3 4 — — 7 — 7
— — 127 — — 127 — 127
— — — — 2,930 2,930 313 3,243
— — — — — — (577) (577)
52,051 52,051 99,361 (92,575) 12,310 71,147 6,960 78,107
— — — (7,306) — (7,306) 3,220  (4,086)
— — — — — — 9,003 9,003
— — — (234) — (234) — (234)
1,025 1,025 1,655 — — 2,680 — 2,680
— — 725 — — 725 — 725
— — — — (2,436) (2,436) (276)  (2,712)
— — — — — — (1,179)  (1,179)
— — 25 (25) — — — —
— — — 89 4) 85 36 121
— — (25,510) — — (25,510) — (25,510)
53,076 53,076 76,256 (100,051) 9,870 39,151 17,764 56,915
— — — 7,993 — 7,993 2,434 10,427
243 243 1,131 — — 1,374 — 1,374
3,214 3,214 80,823 — — 84,037 — 84,037
— — 168 — — 168 — 168
— — 233 — — 233 — 233
_ — 401 — — 401 — 401
— — (1,786) — — (1,786) —  (1,786)
— — — — (4,855) (4,855) (702)  (5,557)
_ — — — — — (590) (590)
— — 24 (24) — — — —
_ _ _ 42 — 42 15 57
— —  (43,001) — — (43,001) — (43,001)
56,533 56,533 113,848 (92,040) 5,015 83,356 18,921 102,277

The accompanying notes are an integral part of these consolidated financial statements.



Hutchison China MediTech Limited
Consolidated Statements of Cash Flows
(in US$°000)

Operating activities
INEE INCOME/(I0SS) ...tttk b bbb bt b s b bRt e bR b b€ e e e b e R e b e bRt e bRt b e b et et et e s et eb et e eneneas
Adjustments to reconcile net |ncome/(loss) to net cash (used in)/generated from operating activities
Gain on disposal of a business... .
Depreciation and amortization..
Loss on retirement of property, plant and equipment.
Inventories written off ..o
Provision for excess and obsolete inventories.
Decrease in provision for excess and obsolete |nventor|es due to sale of inventories
Allowance for doubtful accounts
Share-based compensation expense-share options......
Share-based compensation expense-long-term incentive plan .
Equity in earnings of equity investees ..
Dividend received from equity investees..
Foreign currency gain/(loss)...
Income taxes
Changes in operating assets and liabilities
Accounts receivable—third parties
Accounts receivable—related parties..
Other receivables, prepayments and deposits
Amounts due from related parties ...
Inventories.........cccoeeees
Long-term prepayment ..
Accounts payable—third parties
Accounts payable—related parties..
Other payables, accruals and advance receipts
Deferred revenue ...
Deferred income......
Amounts due to related parties
Net cash (used in)/generated from OPErating aCHIVITIES ...........cccciuiiiiiiiiiiicie e

Investing activities

Acquisition of a subsidiary, net of cash acquired ..
Purchases of property, plant and equipment...
Deposit in short-term investments..................
Net cash generated from/(used in) iNVEStING ACHIVILIES ...........cccciiiiiiiiiiiii
Financing activities

Proceeds from issuance 0f OrdiNary SHATES...........ciiiiiiiiic bbb
Proceeds from exercise of share options of a subsidiary
Purchases of treasury shares
Dividends paid to a non-controlling shareholder of a subsidiary ...
Capital contribution from redeemable non-controlling interests
Repayment of loan to a non-controlling shareholder of a subsidiary
Proceeds from bank borrowings...
Repayment of bank borrowings
Payment for the deferred costs for initial public offering in the Unite
Net cash (used in)/generated from financing activities

Net (decrease)/increase in cash and cash equivalents
Effect of exchange rate changes on cash and cash equivalents

Cash and cash equivalents
Cash and cash equivalents at beginning Of YEAI ............cooiiiiiiiiiii s

Cash and cash equIVAIENES At BN OF YEAT .........c.eiiiiiiiieie bbbttt

Supplemental disclosure for cash flow information
Cash paid for interest
Cash paid for tax, net of refunds ..
Supplemental disclosure for non-cash activities

Issuance of ordinary shares in exchange of redeemable non-controlling interests
Deferred costs for initial public offering in the United States incurred but not yet paid

Years Ended
December 31,

2015 2014 2013
10,427 (4,086) 24,925
_ _ (30,000)
2,015 1,265 963
60 36 18

12 147 1,028

25 15 125

(33) (106) (954)
1,408 185 42
1,151 1,065 1,473
308 — —
(22,572) (15,180) (11,031)
6,410 15,949 11,812
198 173 (12)
1,093 497 (131)
(12,030) 8,285 (5,088)
315 1,754 (1,187)
(397) 454 (173)
(3,010) (5,029) (60)
(5,154) 167 (29)
(2,132) — =
2,328 2,332 303
1,331 (162) 677
4,660 @) 4711
(1,907) (697) 6,544
2,132 = —
3,977 1,342 1,071
(9,385) 8,359 5,028
— 689 —
(3,324) (3,729) (2,500)
12,179 (12,179) —
8,855 (15,219) (2,500)
1,374 2,680 7
57 121 —
(1,786) — —
(590) (1,179) (577)
— 3,059 =

— (2,250) —
3,205 8,205 14,261
(6,410) (11,277) (568)
(1,321) _ —
(5,471) (641) 13,123
(6,001) (7,501) 15,651
(1,004) (416) 445
(7,005) (7,917) 16,096
38,946 46,863 30,767
31,041 38,946 46,863
1,220 1,466 1,485
510 908 1,181
84,037 - -
3,125 _ _

The accompanying notes are an integral part of these consolidated financial statements.
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Hutchison China MediTech Limited
Notes to Consolidated Financial Statements

1. Organization and Nature of Business

Hutchison China MediTech Limited (the “Company”) and its subsidiaries (together the “Group”) are principally
engaged in researching, developing, manufacturing and selling pharmaceuticals and health-related consumer products. The
Group and its equity investees have manufacturing plants in Shanghai and Guangzhou in the People’s Republic of China
(the “PRC”) and sell mainly in the PRC and Hong Kong.

The Company considers Hutchison Healthcare Holdings Limited as its immediate holding company and CK
Hutchison Holdings Limited (“CK Hutchison™) as its ultimate holding company. Hutchison Whampoa Limited was the
Company’s ultimate holding company till June 3, 2015 when it became a subsidiary of CK Hutchison upon certain
reorganisation within the group.

The Group determines the operating segments from both business and geographic perspectives as follows:

0] Innovation Platform (Drug research and development (“Drug R&D™)): focuses on discovering and
developing innovative therapeutics in oncology and autoimmune diseases, and the provision of research
and development services; and

(ii) Commercial Platform: comprising of the manufacture, marketing and distribution of prescription and
over-the-counter pharmaceuticals in the PRC as well as certain health-related consumer products through
Hong Kong. The Commercial Platform is further segregated into two core business areas:

€)] Prescription Drugs: comprises the development, manufacture, distribution, marketing and sale of
prescription pharmaceuticals; and

(b) Consumer Health: comprises the development, manufacture, distribution, marketing and sale of
over-the-counter pharmaceuticals and health-related consumer products.

Innovation Platform and Prescription Drugs business under the Commercial Platform are primarily located in the
PRC. The locations for Consumer Health business under the Commercial Platform are further segregated into the PRC and
Hong Kong.

In June 2013, the Group discontinued parts of its Consumer Health business under the Commercial Platform in the
PRC and France as detailed in Note 5.

The Company was incorporated in the Cayman Islands on December 18, 2000 as an exempted company with limited
liability under the Companies Law (2000 Revision), Chapter 22 of the Cayman Islands. The address of its registered office is
P.0. Box 309, Ugland House, Grand Cayman, KY1-1104, Cayman Islands.

The Company’s ordinary shares are listed on the AIM regulated by the London Stock Exchange.
Liquidity

The Group incurred losses from operations of US$9.8 million, US$18.3 million and US$13.2 million for the years
ended December 31, 2015, 2014 and 2013 respectively. As of December 31, 2015, the Group had accumulated losses of
US$92.0 million. As of December 31, 2015, the Group had cash and cash equivalents of US$31.9 million and unutilized bank
borrowing facilities of US$6.9 million. Subsequently, in February 2016, the Group has established new credit facilities of
US$60 million. The Group regularly monitors current and expected liquidity requirements to ensure that it maintains
sufficient cash balances and adequate credit facilities to meet its liquidity requirements in the short and long term.
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Hutchison China MediTech Limited
Notes to Consolidated Financial Statements (Continued)

1. Organization and Nature of Business (Continued)
Liquidity (Continued)

Based on the Group’s operating plan, the existing cash and cash equivalents are considered to be sufficient to meet
the cash requirements to fund planned operations and other commitments for at least the next twelve months. The Group’s

operating plan includes the continued receipt of dividends from certain of its equity investees and there can be no assurances
that these entities will continue to declare and pay dividends to its shareholders.

2. Particulars of Principal Subsidiaries and Equity Investees

Equity interest
attributable to the

Group
Place of At
establishment _ December3l,
Name and operations 2015 2014 Principal activities
Subsidiaries
Hutchison MediPharma Limited..........ccccccoovvivninnene. PRC 99.75% 99.81% Research and development of pharmaceutical
products
Hutchison Whampoa Sinopharm Pharmaceuticals PRC 51% 51% Provision of sales, distribution and marketing
(Shanghai) Company Limited (“Hutchison services to pharmaceutical manufacturers
SINOPRATM™) i
Hutchison Hain Organic (Hong Kong) Limited Hong Kong 50% 50% Wholesale and trading of healthcare and
(“HHOL) (NOtE (1)) «-vvevereverrereesieirieesrecseenenes consumer products
Hutchison Hain Organic (Guangzhou) Limited PRC 50% 50% Wholesale and trading of healthcare and
(“HHOGZL™) (NOte (i) ++eeveveeerererreererrereeeereeereanas consumer products
Hutchison Healthcare Limited (“HHL”)..........c......... PRC 100%  100%  Manufacture and distribution of healthcare
products
Hutchison Consumer Products Limited .................... Hong Kong 100%  100% Wholesale and trading of healthcare and
consumer products
Equity investees
Nutrition Science Partners Limited (“NSPL”) Hong Kong  49.88% 49.91% Research and development of pharmaceutical
(NOLE (1)) cvvveveeeeeesie et products
Shanghai Hutchison Pharmaceuticals Limited PRC 50% 50%  Manufacture and distribution of prescription
(“SHPL”) ettt drugs products
Hutchison Whampoa Guangzhou Baiyunshan PRC 40% 40% Manufacture and distribution of
Chinese Medicine Company Limited over-the-counter drug products
(“HBYS”) (NOte (1)) «.vovvvvevereriiirisrerereec e
Notes:
(i) HHOL and HHOGZL are regarded as subsidiaries of the Company as while both shareholders of these subsidiaries

have equal representation at the Board, in the event of a deadlock, the Group has a casting vote and is therefore, able
to unilaterally control the financial and operating policies of HHOL and HHOGZL.

(i) The 50% equity interest in NSPL is held by a 99.75% and 99.81% owned subsidiary of the Group as of
December 31, 2015 and 2014. The effective equity interest of the Group in NSPL is therefore 49.88% and 49.91%
for 2015 and 2014 respectively.

(iii) The 50% equity interest in HBYS is held by a 80% owned subsidiary of the Group. The effective equity interest of
the Group in HBYS is therefore 40% for both 2015 and 2014.
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Hutchison China MediTech Limited
Notes to Consolidated Financial Statements (Continued)

3. Summary of Significant Accounting Policies
Principles of Consolidation

The accompanying consolidated financial statements reflect the accounts of the Company and all of its subsidiaries
in which a controlling interest is maintained. Investments in equity investees over which the Group has significant influence
are accounted for using the equity method. All inter-company balances and transactions have been eliminated in
consolidation. The consolidated financial statements have been prepared in conformity with generally accepted accounting
principles in the United States of America (“U.S. GAAP”).

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the consolidated financial statements and the reported amounts of revenues and expenses during the
reporting period. Estimates are used when accounting for amounts recorded in connection with acquisitions, including initial
fair value determinations of assets and liabilities and other intangible assets as well as subsequent fair value measurements.
Additionally, estimates are used in determining items such as useful lives of property, plant and equipment, write-down of
inventories, allowance for doubtful accounts, share-based compensation, impairments of long-lived assets, impairment of
other intangible asset and goodwill, taxes on income, tax valuation allowances and revenues from research and development
projects. Actual results could differ from those estimates.

Foreign Currency Translation

The Group’s functional currency is Renminbi (“RMB”) but the presentation currency is U.S. dollar (“US$”). The
financial statements of the Company’s subsidiaries with a functional currency other than the U.S. dollar have been translated
into the Company’s reporting currency, the U.S. dollar. All assets and liabilities of the subsidiaries are translated using
year-end exchange rates and revenues and expenses are translated at average exchange rates for the year. Translation
adjustments are reflected in the accumulated other comprehensive income/(loss) component of shareholders’ equity.

Net foreign currency exchange losses of US$79,000, US$480,000 and net foreign currency exchange gains of
US$1,217,000 were recorded in other (expense)/income for the years ended December 31, 2015, 2014 and 2013 respectively.

Cash and Cash Equivalents

The Group considers all highly liquid investments purchased with original maturities of three months or less to be
cash equivalents. Cash and cash equivalents consist primarily of cash on hand and demand deposits and are stated at cost,
which approximates fair value.
Short-term Investments

Short-term investments include deposits placed with banks with original maturities of more than three months but

less than one year. Interest generated from short-term investments are recorded over the period earned. It is recorded as
‘interest income’ on the statement of operations and measured based on the actual amount of interest the Group earns.
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Hutchison China MediTech Limited
Notes to Consolidated Financial Statements (Continued)

3. Summary of Significant Accounting Policies (Continued)
Concentration of Credit Risk

Financial instruments that potentially expose the Group to concentrations of credit risk consist primarily of cash and
cash equivalents, short-term investments, accounts receivable, other receivables and amounts due from related parties.

The Group places substantially all of its deposits of cash and cash equivalents and short-term investments in major
financial institutions, which management believes are of high credit quality. The Group has a policy to limit the amount of
credit exposure to any particular financial institution.

The Group has no significant concentration of credit risk. The Group has policies in place to ensure that sales of
goods are made to customers with an appropriate credit history and the Group performs periodic credit evaluations of its
customers. Normally the Group does not require collaterals from trade debtors.

Foreign Currency Risk

The Group’s operating transactions and its assets and liabilities are mainly denominated in RMB, which is not freely
convertible into foreign currencies. The Group’s cash and cash equivalents that are subject to such government controls as of
December 31, 2015 and 2014 are as disclosed in Note 7. The value of the RMB is subject to changes by the central
government policies and international economic and political developments that affect the supply and demand of RMB in the
foreign exchange market. In the PRC, certain foreign exchange transactions are required by law to be transacted only by
authorized financial institutions at exchange rates set by the People’s Bank of China (the “PBOC”). Remittances in currencies
other than RMB by the Group in China must be processed through the PBOC or other China foreign exchange regulatory
bodies which require certain supporting documentation in order to effect the remittance.

Fair Value of Financial Instruments
Financial instruments that are measured at fair value is determined according to a fair value hierarchy that prioritizes

the inputs and assumptions used, and the valuation techniques used to measure fair value. The three levels of the fair value
hierarchy are described as follows:

Level 1........... Inputs are unadjusted quoted prices in active markets for identical assets or
liabilities.
Level 2........... Inputs are quoted prices for similar assets or liabilities in active markets; or

quoted prices for identical or similar instruments in markets that are not
active; and model-derived valuations in which all significant inputs and
significant value drivers are observable in active markets.

Level 3........... Inputs are unobservable inputs based on the Group’s assumptions and
valuation techniques used to measure assets or liabilities at fair value. The
inputs require significant management judgment or estimation.
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Hutchison China MediTech Limited
Notes to Consolidated Financial Statements (Continued)

3. Summary of Significant Accounting Policies (Continued)
Fair Value of Financial Instruments (Continued)

The assessment of the significance of a particular input to the fair value measurement requires judgment and may
affect the valuation of fair value assets and liabilities and their placement within the fair value hierarchy levels.

The fair value of assets and liabilities is established using the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date and a fair value hierarchy is
established based on the inputs used to measure fair value.

Goodwill

Goodwill represents the excess of the purchase price plus fair value of non-controlling interests over the fair value of
identifiable assets and liabilities acquired. Goodwill is not amortized, but is tested for impairment at the reporting unit level
on at least an annual basis or when an event occurs or circumstances change that would more likely than not reduce the fair
value of a reporting unit below its carrying amount. When performing an evaluation of goodwill impairment, the Group has
the option to first assess qualitative factors, such as significant events and changes to expectations and activities that may
have occurred since the last impairment evaluation, to determine if it is more likely than not that goodwill might be impaired.
If as a result of the qualitative assessment, that it is more likely than not that the fair value of the reporting unit is less than its
carrying amount, the two-step quantitative fair value test is performed. No impairments of goodwill were identified during
any of the years presented.

Property, Plant and Equipment

Property, plant and equipment consist of buildings, leasehold improvements, plant and equipment, furniture,
fixtures, other equipment and motor vehicles. Property, plant and equipment are stated at cost, net of accumulated
depreciation. Depreciation is computed using the straight-line method over the estimated useful lives of the depreciable
assets.

BUIAINGS .o 20 years
Plant and equipmeNnt ..........cccoeiviiieciccceceee e 10 years
Furniture and fixtures, other equipment and motor
VENICIES ..o 4-5 years
Leasehold improvements. .........ccoecevereenensenensenee Shorter of (a) 5 years or (b) remaining term of
lease

Upon retirement or sale, the cost of assets disposed of and the related accumulated depreciation are removed from
the accounts and any resulting gain or loss is reflected in the statement of operations in the year of disposition. Additions and
improvements that increase the value or extend the life of an asset are capitalized. Repairs and maintenance costs are
expensed as incurred.

Impairment of Long-Lived Assets

The Group evaluates the recoverability of long-lived assets in accordance with authoritative guidance on accounting
for the impairment or disposal of long-lived assets. The Group evaluates long-lived assets for impairment whenever events or
changes in circumstances indicate that the carrying value of these assets may not be recoverable. Such impairment is
recognized in the event the net book value of such assets exceeds their fair value. If the carrying value of the net assets
assigned exceeds the fair value of the
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Hutchison China MediTech Limited
Notes to Consolidated Financial Statements (Continued)

3. Summary of Significant Accounting Policies (Continued)
Impairment of Long-Lived Assets (Continued)

assets, then the second step of the impairment test is performed in order to determine the implied fair value. No impairment
of long-lived assets occurred in the years presented.

Leasehold Land

Leasehold land represents fees paid to acquire the right to use the land on which various plants and buildings are
situated for a specified period of time from the date the respective right was granted and are stated at cost less accumulated
amortization and impairment loss, if any. Amortization is computed using straight-line basis over the lease period of
50 years.

Other Intangible Asset

Intangible asset with finite useful life represents the Goods Supply Practice (“GSP”) license. It is carried at cost less
accumulated amortization and impairment loss, if any. Amortization is computed using straight-line basis over its estimated
useful life of 10 years.

Inventories

Inventories are stated at the lower of cost or net realisable value. Cost is determined using the weighted average cost
method. The cost of finished goods comprises raw materials, direct labor, other direct costs and related production overheads
(based on normal operating capacity). Net realisable value is the estimated selling price in the ordinary course of business,
less applicable variable selling expenses. A provision for excess and obsolete inventory will be made based primarily on
forecast of product demand and production requirements. The excess balance determined by this analysis becomes the basis
for excess inventory charge and the written-down value of the inventory becomes its cost. Written-down inventory is not
written up if market conditions improve.

Accounts Receivable

Accounts receivable are stated at the amount management expect to collect from customers based on their
outstanding invoices. Management reviews accounts receivable regularly to determine if any receivable will potentially be
uncollectible. Estimates are used to determine the amount of allowance for doubtful accounts necessary to reduce accounts
receivable to its estimated net realizable value. The amount of the allowance for doubtful accounts is recognized in the
statement of operations.

Research and Development Expense

Research and development expenses consist primarily of salaries and benefits, share-based compensation,
occupancy, materials and supplies, contracted research, consulting arrangements and other expenses incurred to sustain the
Group’s research and development programs. Research and development costs are expensed as incurred.
Operating Leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified

as operating leases. Payments made under operating leases are charged to the statement of operations on a straight-line basis
over the period of the leases.
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Hutchison China MediTech Limited
Notes to Consolidated Financial Statements (Continued)

3. Summary of Significant Accounting Policies (Continued)
Operating Leases (Continued)

Total operating lease rentals for land and building for the years ended December 31, 2015, 2014 and 2013 amounted
to US$1,426,000, US$810,000 and US$672,000 respectively. Out of this total, US$237,000, nil and US$40,000 were
recorded in research and development expenses for the years ended December 31, 2015, 2014 and 2013 respectively and
US$1,189,000, US$810,000 and US$632,000 were recorded in administrative expenses for the years ended December 31,
2015, 2014 and 2013 respectively. Government incentives received in respect of research and development are recorded as a
reduction to operating lease rentals in 2015 and 2014.

Income Taxes

The Group accounts for income taxes under the liability method. Under the liability method, deferred income tax
assets and liabilities are determined based on the differences between the financial reporting and income tax bases of assets
and liabilities and are measured using the tax income rates that will be in effect when the differences are expected to reverse.
A valuation allowance is recorded when it is more likely than not that some of the net deferred income tax asset will not
be realized.

The Group accounts for a tax position from an uncertain tax position in the consolidated financial statements only if
it is more likely than not that the position is sustainable based on its technical merits and consideration of the relevant tax
authority’s widely understood administrative practices and precedents. If the recognition threshold is met, the Group records
only the portion of the tax position that is greater than 50 percent likely to be realized.

Borrowings

Borrowings are recognized initially at fair value, net of transaction costs incurred. Borrowings are subsequently
stated at amortized cost; any difference between the proceeds (net of transaction costs) and the redemption value is
recognized in the statement of operations over the period of the borrowings using the effective interest method.

Defined Contribution Plans

The Company’s subsidiaries in the PRC participate in a government-mandated multi-employer defined contribution
plan pursuant to which certain retirement, medical and other welfare benefits are provided to employees. The relevant labour
regulations require the Company’s subsidiaries in the PRC to pay the local labour and social welfare authorities monthly
contributions at a stated contribution rate based on the monthly basic compensation of qualified employees. The relevant
local labour and social welfare authorities are responsible for meeting all retirement benefits obligations and the Company’s
subsidiaries in the PRC have no further commitments beyond their monthly contributions. The contributions to the plan are
expensed as incurred.

The Group also makes payments to other defined contribution plans for the benefit of employees employed by
subsidiaries outside the PRC. The defined contribution plans are generally funded by the relevant companies and by
payments from employees of the contribution plans.

The Group’s contributions to defined contribution plans for the years ended December 31, 2015, 2014 and 2013
amounted to US$1,653,000, US$1,370,000 and US$1,096,000 respectively.
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Hutchison China MediTech Limited
Notes to Consolidated Financial Statements (Continued)

3. Summary of Significant Accounting Policies (Continued)
Share-Based Compensation
Share options

The share options are classified as equity settled awards. The Group recognizes share-based compensation expense
on share options granted to employees and directors based on their estimated grant date fair value using the Binomial model.
This Binomial pricing model uses various inputs to measure fair value, including estimated market value of the underlying
ordinary share at the grant date, contractual terms, estimated volatility, risk-free interest rate and expected dividend yields.
The Group recognizes share-based compensation expense, net of estimated forfeitures, in the consolidated statements of
operations on a graded vesting over the requisite service period. The Group applies an estimated forfeiture rate derived from
historical and expected future employee termination behaviour. If the actual number of forfeitures differs from those
estimated by management, adjustments to compensation expense may be required in future periods.

For share options granted to non-employees, the fair value of the share options is estimated using the Binomial
model. This model utilizes the estimated market value of the Company’s underlying ordinary share at the measurement date,
the contractual terms of the option, estimated volatility, risk-free interest rates and expected dividend yields of the
Company’s ordinary share. The Company recognizes share-based compensation expense, net of estimated forfeitures, in the
consolidated statements of operations on graded vesting over the requisite service period. Measurement of share-based
compensation is subject to periodic adjustment for changes in the fair value of the award.

Share-based compensation expense, when recognized, is charged to the consolidated statements of operations with
the corresponding entry to additional paid-in capital or non-controlling interests.

Long-term Incentive Scheme

The Long-Term Incentive Plan (“LTIP”) is recognized as a liability in the consolidated balance sheets before the
determination date (i.e. the achievement date of the performance conditions is known, being one business day following the
publication of the annual report for the financial year to which the award relates). Following the determination dates, the
LTIP are settled in a variable number of shares based on a fixed monetary amount, which is determined by the actual
achievement of performance target. The LTIP are classified as equity-settled awards from this date. The amounts previously
recorded in the liability will be transferred to additional paid-in capital.

The Group recognizes the expense, net of estimated forfeitures, on the LTIP based on a fixed monetary amount on a
straight-line basis over the requisite period. The Group applies an estimated forfeiture rate derived from historical and
expected future employee termination behaviour. If the actual number of forfeitures differs from those estimated by
management, adjustments to compensation expense may be required in future periods. Prior to the determination date, the
amount of LTIP that are expected to vest also takes into consideration the achievement of the non-market performance
conditions and the extent to which the performance conditions are likely to be met.

Treasury shares
The Company accounted for treasury shares under the cost method. As of December 31, 2015 and 2014, the amount
of treasury shares is approximately US$1,786,000 and nil, respectively, and the number of treasury shares is 40,655 and nil,

respectively. The treasury shares were purchased for the purpose of the granting of conditional awards under LTIP as
disclosed in Note 22. The Company expects to repurchase
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Hutchison China MediTech Limited
Notes to Consolidated Financial Statements (Continued)

3. Summary of Significant Accounting Policies (Continued)

Treasury shares (Continued)

the shares amounting to approximately US$307,000 during 2016, based on estimation of the determination of LTIP.
Ordinary shares

The Company’s ordinary shares are stated at par value of $1.00 per ordinary share. The difference between the
consideration received, net of issuance cost, and the par value is recorded in additional paid-in capital. Specific incremental
costs directly attributable to the Company’s proposed offering of shares in the United States have been deferred and will be
charged against the gross proceeds of the offering upon closing of the offering.

Convertible Preferred Shares

When the Company or its subsidiaries issues preferred shares, the Group assesses whether such instruments should
be liability, mezzanine equity, or permanent equity classified based on multiple indicators such as redemption features,
conversion features, voting rights and other embedded features. Freestanding equity instruments with mandatory redemption
requirements, embodies an obligation to repurchase the issuer’s equity shares by transferring assets, or certain obligations to
issue a variable number of shares, are treated as liability-classified instruments. Equity instruments that are redeemable at the
option of the holder or not solely within our control are classified as mezzanine equity of the issuer entity (and redeemable
non-controlling interests of the consolidated financial statements of the Group if preferred shares are issued by its
subsidiaries). Subsequent measurements of financing instruments are driven by the instruments” balance sheet classification.

The Group also reviews the terms of each convertible instrument and determines whether the host instrument is
more akin to debt or equity based on the economic characteristics and risks in order to evaluate if there were any embedded
features would require bifurcation and separate accounting from the host contract. For embedded conversion features that are
not required to be separated under ASC 815, Derivatives and Hedging, the Group analyzes the accounting conversion price
and our share price at the commitment date to identify any beneficial conversion features.

For modification to preferred shares not classified as liabilities, the Group assesses whether an amendment to the
term of the preferred shares is an extinguishment or a modification using the fair value model. The Group considers that a
significant change in fair value after the change of the terms to be substantive and thus triggers extinguishment. A change in
fair value which is not significant immediately after the change of the terms is considered non-substantive and thus is subject
to modification accounting. When preferred shares are extinguished, the difference between the fair value of the
consideration transferred to the preferred shareholders and the carrying amount of such preferred shares (net of issuance
costs) is treated as a deemed dividend to the preferred shareholders. When preferred shares are modified and such
modification results in value transfer between preferred shareholders and ordinary shareholders, the change in fair value
resulted from the amendment is treated as a deemed dividend to or from the preferred shareholders.

Government Incentives

Incentives from governments are recognized at their fair values. Government incentives that are received in advance
are deferred and recognized in the statement of operations over the period necessary
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Notes to Consolidated Financial Statements (Continued)

3. Summary of Significant Accounting Policies (Continued)
Government Incentives (Continued)

to match them with the costs that they are intended to compensate. Government incentives in relation to the achievement of
stages of research and development projects are recognized in the statement of operations when there is reasonable assurance
that the incentives will be received and all attached conditions have been compiled with.

Segment Reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the chief executive
officer who is the chief operating decision maker.

The chief operating decision maker has reviewed the Group’s internal reporting in order to assess performance and
allocate resources and determined that the Group’s reportable segments are as disclosed in Note 1.

Revenue Recognition
Sales of goods—wholesale

Revenue from our Commercial Platform segments are recognized when product is delivered and title passes to the
customer and there are no further obligations to the customer. Recognition of revenue also requires reasonable assurance of
collection of sales proceeds and completion of all performance obligations. Sales discounts are issued to customers as direct
discounts at the point-of-sales or indirectly in the form of rebates. Additionally, sales are generally made with a limited right
of return under certain conditions. Revenues are recorded net of provisions for sales discounts and returns.

Revenues from research and development projects

The Group recognizes revenue for the performance of services when each of the following four criteria is met:
(i) persuasive evidence of an arrangement exists; (ii) services are rendered; (iii) the sales price is fixed or determinable; and
(iv) collectability is reasonably assured.

The Group follows ASC 605-25, Revenue Recognition—Multiple-Element Arrangements and ASC 808,
Collaborative Arrangements, if applicable, to determine the recognition of revenue under the Group’s license and
collaborative research, development and commercialization agreements. The terms of these agreements generally contain
multiple elements, or deliverables, which may include (i) licenses to the Group’s intellectual property, (ii) materials and
technology, (iii) clinical supply, and/or (iv) participation in joint research or joint steering committees. The payments the
Group may receive under these arrangements typically include one or more of the following: non-refundable, up-front license
fees; funding of research and/or development efforts; amounts due upon the achievement of specified milestones; and/or
royalties on future product sales.

ASC 605-25 provides guidance relating to the separability of deliverables included in an arrangement into different
units of accounting and the allocation of arrangement consideration to the units of accounting. The evaluation of
multiple-element arrangements requires management to make judgments about (i) the identification of deliverables,
(i) whether such deliverables are separable from the other aspects of the contractual relationship, (iii) the estimated selling
price of each deliverable, and (iv) the expected period of performance for each deliverable.
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Revenues from research and development projects (Continued)

To determine the units of accounting under a multiple-element arrangement, management evaluates certain
separation criteria, including whether the deliverables have stand-alone value, based on the relevant facts and circumstances
for each arrangement. Management then estimates the selling price for each unit of accounting and allocates the arrangement
consideration to each unit utilizing the relative selling price method. The Company determines the estimated selling price for
deliverables within each agreement using vendor-specific objective evidence (“VSOE”) of selling price, if available, or third
party evidence of selling price if VSOE is not available, or the Company’s best estimate of selling price, if neither VSOE nor
third party evidence is available. Determining the best estimate of selling price for a deliverable requires significant
judgment. The Company typically uses its best estimate of a selling price to estimate the selling price for licenses to do
development work, since it often does not have VSOE or third party evidence of selling price for these deliverables. In those
circumstances where the Company applies its best estimate of selling price to determine the estimated selling price of a
license to development work, it considers market conditions as well as entity-specific factors, including those factors
contemplated in negotiating the agreements as well as internally developed estimates that include assumptions related to the
market opportunity, estimated development costs, probability of success and the time needed to commercialize a product
candidate pursuant to the license. In validating its best estimate of selling price, the Company evaluates whether changes in
the key assumptions used to determine its best estimate of selling price will have a significant effect on the allocation of
arrangement consideration between deliverables. The Company recognizes consideration allocated to an individual element
when all other revenue recognition criteria are met for that element.

The allocated consideration for each unit of accounting is recognized over the related obligation period in
accordance with the applicable revenue recognition criteria.

If there are deliverables in an arrangement that are not separable from other aspects of the contractual relationship,
they are treated as a combined unit of accounting, with the allocated revenue for the combined unit recognized in a manner
consistent with the revenue recognition applicable to the final deliverable in the combined unit. Payments received prior to
satisfying the relevant revenue recognition criteria are recorded as unearned revenue in the accompanying balance sheets and
recognized as revenue when the related revenue recognition criteria are met.

The Group typically receives non-refundable, up-front payments when licensing the Group’s intellectual property,
which often occurs in conjunction with a research and development agreement. If management believes that the license to the
Group’s intellectual property has stand-alone value, the Group generally recognizes revenue attributed to the license upon
delivery provided that there are no future performance requirements for use of the license. When management believes that
the license to the Group’s intellectual property does not have stand-alone value, the Group would recognize revenue
attributed to the license rateably over the contractual or estimated performance period. For payments payable on achievement
of milestones that do not meet all of the conditions to be considered substantive, the Group recognizes a portion of the
payment as revenue when the specific milestone is achieved, and the contingency is removed. Other contingent event-based
payments for which payment is either contingent solely upon the passage of time or the result of collaborator’s performance
are recognized when earned. The Company’s collaboration and license agreements generally include contingent milestone
payments related to specified pre-clinical research and development milestones, clinical development milestones, regulatory
milestones and sales-based milestones. Pre-clinical research and development milestones are typically payable upon the
selection of a compound candidate for the next stage of research and
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Revenues from research and development projects (Continued)

development. Clinical development milestones are typically payable when a product candidate initiates or advances in
clinical trial phases or achieves defined clinical events such as proof-of-concept. Regulatory milestones are typically payable
upon submission for marketing approval with regulatory authorities or upon receipt of actual marketing approvals for a
compound, approvals for additional indications, or upon the first commercial sale. Sales-based milestones are typically
payable when annual sales reach specified levels.

At the inception of each arrangement that includes milestone payments, the Company evaluates whether each
milestone is substantive and at risk to both parties on the basis of the contingent nature of the milestone. This evaluation
includes an assessment of whether (a) the consideration is commensurate with either (i) the entity’s performance to achieve
the milestone or (ii) the enhancement of the value of the delivered item(s) as a result of a specific outcome resulting from the
entity’s performance to achieve the milestone; (b) the consideration relates solely to past performance; and (c) the
consideration is reasonable relative to all of the deliverables and payment terms within the arrangement. The Company
evaluates factors such as the scientific, regulatory, commercial and other risks that must be overcome to achieve the
respective milestone, the level of effort and investment required to achieve the respective milestone and whether the
milestone consideration is reasonable relative to all deliverables and payment terms in the arrangement in making this
assessment.

For further details on the license and collaboration agreements, see Note 23.
Comprehensive Income/(loss)

Comprehensive income/(loss) is defined as the change in equity of a business enterprise during a period from
transactions, and other events and circumstances from non-owner sources, and currently consists of net income and gains and
losses on foreign currency translation related to the Company’s subsidiaries.

Earnings/(losses) per share

Basic earnings/(losses) per share is computed by dividing net income/(loss) available to ordinary shareholders by the
weighted average number of ordinary shares outstanding during the period.

Diluted earnings/(losses) per share is calculated by dividing net income/(loss) attributable to ordinary shareholders,
by the weighted average number of ordinary and dilutive ordinary share equivalents outstanding during the period. Dilutive
ordinary share equivalents include shares issuable upon the exercise or settlement of share-based awards issued by the
Company and its subsidiaries using the treasury stock method and the ordinary shares issuable upon the conversion of the
preferred shares issued by its subsidiary, Hutchison MediPharma Holdings Limited (“HMHL”), (referred to as redeemable
non-controlling interests on the consolidated balance sheets) using the if-converted method.

The computation of diluted earnings/(losses) per share does not assume conversion, exercise, or contingent issuance
of securities that would have an anti-dilutive effect.

In determining the impact from share-based awards and convertible preferred shares issued by HMHL, the Company
first calculates the diluted earnings per share at the HMHL and includes in the numerator of consolidated earnings/(losses)
per share the amount based on the diluted earnings/(losses) per share of HMHL multiplied by the number of shares owned by
the Company.
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In addition, periodic accretion to preferred shares of HMHL (Note 20) is recorded as deductions to consolidated net
income to arrive at net income/(loss) available to the Company’s ordinary shareholders for purpose of calculating the
consolidated basic earnings/(losses) per share.

Discontinued Operations

A discontinued operation is a component of the Group’s business, the operations and cash flows of which can be
clearly distinguished from the rest of the Group and which represents a separate major line of business or geographic area of
operations, or is part of a single co-ordinated plan to dispose of a separate major line of business or geographical area of
operations, or is a subsidiary acquired exclusively with a view to resale.

When an operation is classified as discontinued, a single amount is presented in the statement of operations, which
comprises the post-tax profit or loss of the discontinued operation.

Profit appropriation and statutory reserves

The Group’s subsidiaries established in the PRC are required to make appropriations to certain non-distributable
reserve funds.

In accordance with the laws applicable to the Foreign Investment Enterprises established in the PRC, the Group’s
subsidiaries registered as wholly-owned foreign enterprise have to make appropriations from its after-tax profit
(as determined under generally accepted accounting principles in the PRC (“PRC GAAP™) to reserve funds including general
reserve fund, the enterprise expansion fund and staff bonus and welfare fund. The appropriation to the general reserve fund
must be at least 10% of the after-tax profits calculated in accordance with PRC GAAP. Appropriation is not required if the
general reserve fund has reached 50% of the registered capital of the company. Appropriation to the enterprise expansion
fund and staff bonus and welfare fund is made at the company’s discretion.

The use of the general reserve fund, enterprise expansion fund, statutory surplus reserve and discretionary surplus
fund are restricted to the offsetting of losses or increases the registered capital of the respective company. The staff bonus and
welfare fund is a liability in nature and is restricted to fund payments of special bonus to employees and for the collective
welfare of employees. All these reserves are not allowed to be transferred to the company in terms of cash dividends, loans or
advances, nor can they be distributed except under liquidation.

For the years ended December 31, 2015, 2014 and 2013, profit appropriation to statutory funds for the Group’s
entities incorporated in the PRC was approximately US$24,000, US$25,000 and nil respectively. No appropriation to other
reserves was made for any of the years presented.

Recent Accounting Pronouncements

In April 2014, the Financial Accounting Standards Board (“FASB”) issued ASU 2014-08, Presentation of Financial
Statements (Topic 205) and Property, Plant and Equipment (Topic 360)—Reporting Discontinued Operations and
Disclosures of Disposals of Components of an Entity. ASU 2014-08 defines a discontinued operation as a disposal of a
component or group of components that is disposed of or is classified as held for sale and represents a strategic shift that has
(or will have) a major effect on an entity’s operations and financial results. The standard states that a strategic shift could
include a disposal of a
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major geographic area of operations, a major line of business, a major equity investment, or other major parts of an entity.
ASU 2014-08 is effective for fiscal years and interim periods within those years beginning after December 15, 2014. The
adoption of ASU 2014-08 did not have a material impact on the Group’s consolidated balance sheets, results of operations, or
cash flows. However, in the event that a future disposition meets the revised criteria, this standard will have an impact on the
presentation of the financial statements and associated disclosures.

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606), to clarify the
principles of recognizing revenue and create common revenue recognition guidance between U.S. GAAP and International
Financial Reporting Standards (“IFRS”). An entity has the option to apply the provisions of ASU 2014-09 either
retrospectively to each prior reporting period presented or retrospectively with the cumulative effect of initially applying this
standard recognized at the date of initial application. ASU 2014-09 is effective for fiscal years and interim periods within
those years beginning after December 15, 2017, and early adoption is permitted but not earlier than the original effective date
of December 15, 2016. The Group is currently evaluating the method of adoption and the impact ASU 2014-09 will have on
the Group’s consolidated balance sheets, results of operations, cash flows, and associated disclosures.

In August 2014, the FASB issued ASU 2014-15, Presentation of Financial Statements—Going Concern (Subtopic
205-40)—Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going Concern. ASU 2014-15 provides
guidance regarding management’s responsibility to (i) evaluate whether there is substantial doubt about an organization’s
ability to continue as a going concern and (ii) provide related footnote disclosures. ASU 2014-15 is effective for fiscal years
and interim periods within those years beginning after December 15, 2016. The adoption of ASU 2014-15 is not expected to
have a significant impact on the Group’s consolidated financial statement disclosures.

In July 2015, the FASB issued ASU 2015-11, Inventory (Topic 330): Simplifying the Measurement of Inventory
which requires an entity to measure inventory within the scope of this ASU at the lower of cost and net realizable value. Net
realizable value is the estimated selling prices in the ordinary course of business, less reasonably predictable costs of
completion, disposal, and transportation. The amendments in this guidance more closely align the measurement of inventory
in U.S. GAAP with the measurement of inventory in IFRS. ASU 2015-11 is effective for fiscal years and interim periods
within those years beginning after December 15, 2016. The Group does not expect this updated standard to have a material
impact on the consolidated financial statements and associated disclosures.

In November 2015, the FASB issued ASU 2015-17, Income Taxes (Topic 740): Balance Sheet Classification of
Deferred Taxes. ASU 2015-17 simplifies the presentation of deferred income taxes, which require the deferred tax liabilities
and assets be classified as noncurrent in a classified balance sheet. ASU 2015-17 is effective for fiscal years and interim
periods within those years beginning after December 15, 2016. The adoption of ASU 2015-17 is expected to impact the
presentation of the Group’s consolidated balance sheets only.
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In January 2016, the FASB issued ASU 2016-01, Financial Instruments—Overall (Subtopic 825-10): Recognition
and Measurement of Financial Assets and Financial Liabilities. ASU 2016-01 makes a number of changes to the accounting
for equity investments and financial liabilities under the fair value option, and the presentation and disclosure requirements
for financial instruments. It also simplifies the impairment assessment of equity investments without readily determinable fair
values by requiring assessment for impairment qualitatively at each reporting period. ASU 2016-01 is effective for fiscal
years and interim periods within those years beginning after December 15, 2017. Early adoption of this particular guidance
from ASU 2016-01 is not permitted. The Group is currently evaluating the method of adoption and impact ASU 2016-01 will
have on the Group’s consolidated balance sheets, results of operations, cash flows, and associated disclosures.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The core principle of Topic 842 is that a
lessee should recognize the assets and liabilities that arise from leases. A lessee should recognize in the balance sheet a
liability to make lease payments (the lease liability) and a right-of-use asset representing its right to use the underlying asset
for the lease term. For leases with a term of 12 months or less, a lessee is permitted to make an accounting policy election by
class of underlying asset not to recognize lease assets and lease liabilities. If a lessee makes this election, it should recognize
lease expense for such leases generally on a straight-line basis over the lease term. ASU 2016-02 is effective for fiscal years
and interim periods within those years beginning after December 15, 2018. Early adoption is permitted. The Group is
currently evaluating the method of adoption and the impact ASU 2016-02 will have on the Group’s consolidated balance
sheets, results of operations, cash flows and associate disclosures.

Other amendments that have been issued by the FASB or other standards-setting bodies that do not require adoption
until a future date are not expected to have a material impact on the Group’s consolidated financial statements upon adoption.

4. Acquisition

In April 2014, the Group invested approximately US$9,597,000 in cash for the subscription of 51% equity interests
in the enlarged share capital of Hutchison Sinopharm which was formerly known as Sinopharm Holding HuYong
Pharmaceutical (Shanghai) Co., Ltd.. Hutchison Sinopharm is engaged in providing sales, distribution, and marketing
services to major domestic and multi-national third party pharmaceutical manufacturers. The Group expects the acquisition
will provide a broadened sales and marketing platform for synergy across the Group.
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The Group accounted for the transaction using the acquisition method. The allocation of the purchase price is based
on the fair value of assets acquired and liabilities assumed as at the acquisition date. The following table summarizes the
amount invested in Hutchison Sinopharm and the fair value of the assets acquired and liabilities assumed recognized at the

acquisition date.

In US$°000

Cash and cash eqUIVAIENTS ..o 10,286

Property, plant and eqUIPMENT..........ooeiiiiriiiierese e 69

GOOAWIIT (NOTE (1))-v vttt 3,023

Other intangible asset (NOTE (1)) ... ..voveveerreieireeini s 708

DEferred taX GSSELS. ... uveieireerieieirie sttt sttt sttt 100

INVENEOTIES ...t 3,208

Accounts receivable and other receivables............cccoeoviniiiiin 21,105

Accounts payable and other payables...........ccocvvieiieiieiie e (14,932)

Deferred taX HabilitiesS ........c.ccveiieiiie e (198)

Short-term bank DOrrOWINGS .......c.ociiiiiiic s (4,769)

Fair value of net assets aCqUIred..........coovevveveeie e 18,600

Less: Non-controlling interest (Note (1ii))......cccvereierenniienecseeeee e (9,003)

Total purchase CONSIAEratioN ...........cccvevveieirieiiesr e 9,597

Cash and cash equivalents aCQUITed ...........covireriririinineneseeese s 10,286

[ or: ] A T = o3 =T TSR (9,597)

Net cash inflow arising from acquUiSItioN...........c.ccoeviieiiii i 689

Notes:

0] Goodwill arising from this acquisition is from the premium attributable to a pre-existing, well
positioned business in a competitive market. This goodwill is recorded at the consolidation level and
is not expected to be deductible for tax purposes. This goodwill is attributable to the Prescription
Drugs business under the Commercial Platform.

(i) Other intangible asset of US$708,000 represents the GSP license which enables Hutchison
Sinopharm to carry out the drug distribution business and is amortized over its useful life of
10 years.

(iii) The non-controlling interest is measured as the proportion of fair value of the net assets acquired
shared by the non-controlling interest.

(iv) The fair value of accounts receivable and other receivables was equal to the gross contractual
amount of which all were expected to be collectible.

(v) Acquisition related costs of approximately US$23,000 have been included in the administrative
expenses in the Consolidated Statements of Operations.

(vi) Hutchison Sinopharm contributed revenue of US$50,202,000 and net income of US$55,000 to the

Group for the period from April 25, 2014 to December 31, 2014. If the acquisition had occurred on
January 1, 2014, the revenue and net income attributed by Hutchison Sinopharm for the year ended
December 31, 2014 would have been US$71,344,000 and US$125,000 respectively. If the
acquisition had occurred on January 1, 2013, the revenue and net income attributed by Hutchison
Sinopharm for the year ended December 31, 2013 would have been US$73,713,000 and
US$745,000 respectively.
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5. Discontinued operations
In June 2013, the Group discontinued an operation in France and an operation in the PRC, both being part of the
Group’s Consumer Health business under the Commercial Platform segment, as their performances were below expectation

in light of increased competitive activities in the consumer products market.

The results and cash flows of the discontinued operations are set out below.

2015 2014 2013
(in US$°000)

1 [=T3 0] il [0 Too S — — (40)
EXPENSES (NOLE (1)) .+vvververerrermeiisienieiiste sttt — — (1,947)
Other income (NOE (1)) ..veverveceeeeieeeres e — 2,096 9
Net income/(loss) before taxation from discontinued operations........ — 2,096 (1,978)
INCOME tAX EXPENSE ...vvvvieiieiiee e e e te et ettt e ae et e e e sre e —  (62) —
Net income/(loss) for the year from discontinued operations............. — 2,034 (1,978)
Cash flow from discontinued operations

Net cash generated from/(used in) operating activities ..................... — 2,515 (1,239)
Net increase/(decrease) in cash and cash equivalents.............c.ccco...... — 2,515 (1,239)
Notes:

0] Expenses for the year ended 2013 include employee benefit expenses of US$239,000 and selling
expenses of US$840,000.

(i) The income from the discontinued operations for the year ended December 31, 2014 represented the
compensation income from an arbitration proceeding against a supplier, being the excess of
US$2.5 million compensation proceeds received over the carrying amount of US$0.4 million
receivables recorded in prior years.

6. Fair Value Disclosures
The following table presents the Group’s financial instruments by level within the fair value hierarchy:
Fair Value Measurement Using

Level 1 Level 2 Level 3 Total
(in US$°000)

As of December 31, 2015

Cash and cash equivalents...........cccccoeevvririivnnnnnnn 31,941 — — 31,941
As of December 31, 2014

Cash and cash equivalents...........ccccccoeneniiennnnne 38,946 — — 38,946
Short-term inVestmMeNnts........c..cccveeeeee e e, 12,179 — — 12,179
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Accounts receivable, other receivables, amounts due from related parties, accounts payable and amounts due to
related parties are carried at cost, which approximates fair value due to the short-term nature of these financial instruments
and are therefore, excluded from the above table.

The carrying amount of bank borrowings also approximates its fair values.

7. Cash and cash equivalents

December 31,

2015 2014
(in US$°000)
Cash at bank and iN hand...........ccoceeiiiiii e 31,941 32,019
Short-term bank deposits (NOLE (1)) .....cvrerveiererieireree e — 6,927

31,941 38,946

Denominated in:

W 1o (= (1) ) ISP 7,352 8,104
RIMB (NOLE (11))1.vevveveteieieetesieie sttt 19,271 28,034
UK POUN STEFIING .ot 318 247
Hong Kong dollar (“HK$”) ....ceriieiiicenseeesse e 4,987 2,543
T o PRSP PRR ST 13 18

31,941 38,946

Notes:

0] The weighted average effective interest rate on bank deposits, with maturity ranging from 7 to
30 days and 7 to 78 days as of December 31, 2015 and 2014 respectively, was 3.72% and 1.74% per
annum as of December 31, 2015 and 2014 respectively.

(i) Certain cash and bank balances denominated in RMB and US$ were deposited with banks in the

PRC. The conversion of these RMB and US$ denominated balances into foreign currencies is
subject to the rules and regulations of foreign exchange control promulgated by the
PRC government.

8. Short-term investments

December 31,
2015 2014
(in US$°000)

Bank deposits maturing over three months (note (i))
Denominated in:

RIMB ..o — 12,179
Note:
(1) The weighted average effective interest rate on bank deposits, with maturity ranging from 91 to

167 days, was 2.92% per annum as of December 31, 2014.
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9. Accounts receivable

Substantially all the accounts receivable are denominated in RMB and HK$ and are due within one year from the
end of the reporting period.

The carrying value of accounts receivable approximates their fair values.

Movements on the allowance for doubtful accounts, which is only in respect of accounts receivable—third parties,
are as follows:

2015 2014 2013
(in US$°000)

AL JANUANY L oo 1,793 1,670 1,554
ATTOWANCE....c.eeitiie ettt e re e 1,408 185 42
Exchange differenCe .......cccccvevveiiiiice e (74) (62) 74

AL DECEMDET 31 o 3,127 1,793 1,670

In December 2015, the Group recorded a provision amounting to approximately US$1,322,000 which represents the
outstanding balance due from a distributor of which collection has become doubtful due to the distributor’s unsatisfactory

performance during the fourth quarter of 2015. The Group has terminated the distributor’s exclusive distribution rights in
January 2016.

As at December 31, 2015 and 2014, accounts receivable of approximately US$52,000 and US$2,130,000
respectively were past due but not impaired. These are in respect of a number of independent customers for whom there is no
recent history of default. The ageing analysis of these receivables is as follows:

December 31,

2015 2014

(in US$°000)
UP 0 3 MONENS ...t st es —
I (o T G 3 1 10] 111 YR — 24

L3 o T 2 4210 g1 1 52 2,106
52 2,130

The credit quality of accounts receivable neither past due nor impaired has been assessed by reference to historical
information about the counterparty default rates. These counterparties do not have defaults in the past.

As at December 31, 2015, there are no accounts receivables from related parties that are past due or impaired.
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10. Other receivable, prepayments and deposits

Other prepayments and deposits consisted of the following:

11. Inventories

Prepayments to suppliers
Interest receivable
Prepaid general and administrative expenses
Government incentives

Deposits

Others

Value-added tax receivables

Inventories consisted of the following:

December 31,

2015 2014
(in US$°000)
1542 1,327
— 200
253 295
— 407
309 147
748 441
561 199

3,413 3,016

December 31,
2015 2014

(in US$°000)
RAW MALEIIAIS ... 753 291
FINISNEA GOOUS......viieieieieiee et nee s 8,802 4,114

_9,955 4,405

Movements on the provision for excess and obsolete inventories are as follows:
2015 2014 2013
(in US$°000)

ALJANUAIY L oo 34 126 937
PIOVISION ..ottt 25 15 125
Decrease due to sale of iNVENLOries ... (33) (106) (954)
Exchange differenCe .......ccccvviviiiici e (1) (1) 18
AL DECEMDET 31 .ottt et 25 34 126
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12. Property, Plant and Equipment

Property, plant and equipment consisted of the following:

2015 2014

Cost

BUIIINGS v 2,392 2,491
Leasehold IMProVEMENES..........ccccveiiiecieeeece s 5989 4,291
Plant and eqQUIPMENT ... 88 91
Furniture and fixtures, other equipment and motor vehicles...................... 12,806 12,278
CONSLIUCTION 1N PrOGIESS...ccvreieerieriereestestesteseeeeseeseesrestesresreeeeeesaeseesresreenes 567 832
TOLAL COSE ..ttt bbbkttt b 21,842 19,983
Less: Accumulated depreciation

ASATJANUAINY L ..o 12,501 11,860
Exchange differeNCesS ..o (524)  (278)
Acquisition of @ SUDSTAIAIY ..o — 112
EXPENSE FOr the YEar ......ccuv i e 1,908 1,180
DISPOSALS ...ttt (550)  (373)
AS at DECEMDEN 31 ..o 13,335 12,501

8,507 7,482

Depreciation expense for the years ended December 31, 2015, 2014 and 2013 is approximately US$1,908,000,
US$1,180,000 and US$925,000 respectively.

13. Leasehold land
The Group’s interests in leasehold land represent prepaid operating lease payments and are located in the PRC.
December 31,

2015 2014 2013
(in US$°000)

Cost

AS AL JANUANY 1 .oeeiiiiiiie e 1,720 1,761 1,706
Exchange differenCes ..o (69) (41) 55
AS at DECEMDEr 3L ... 1651 1,720 1,761
Accumulated amortization

ASALJANUAINY L ..o 284 253 208
Exchange differenCes ..o (13) (6) 7
AMOItiZation ChArge ......oovevieee e 37 37 38
AS at DECEMDEr 3L ... 308 284 253
Net book value

AS At DECEMDET 31 ..ot 1,343 1,436 1,508
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14. Goodwill and other intangible asset
Goodwill consisted of the following:

Commercial
Platform

December 31,
2015 2014
(in US$°000)

AS ATJANUANY L .o 3,430 407
ATAITION ... — 3,023
Exchange differeNCes ........ccvveiiiiiiie s (98) —
AS at DECEMDEN 3L ... 3,332 3,430

The addition to goodwill in 2014 in the Prescription Drugs business under Commercial Platform arose from the
acquisition of Hutchison Sinopharm (see Note 4).

Goodwill as at January 1, 2014 of US$407,000 represents goodwill arising from the acquisition of HHL in 2009,
which is included in the Consumer Health business under the Commercial Platform.

The Group performed its most recent annual impairment test as of December 31, 2015 and concluded that goodwill
was not impaired.

Other intangible asset consisted of the following:
December 31,

2015 2014 2013
(in US$°000)

GSP License

Cost

AS ALJANUAINY L ..o s 714 — —
AAAITION. ..o e — 708 —
Exchange differnCes ........ccviveiiiiiciieii e (29) 6 —
AS At DECEMDET 3L ..o s 685 714 —
Accumulated amortization

AS ALJANUAINY L ..o s 48 — —
AMOITIZAtioN ChAIgE ......oiviiiiieeere e 70 48 —
Exchange differ€nCes ........ccvivviiiiieiiece e (4) — —
AS At DECEMDET 3L ..o s 114 48 —
Net book value

AS At DECEMDET 3L ..ot 571 666 —

The GSP license arose from the acquisition of Hutchison Sinopharm (see Note 4), is recorded at fair value, and is
amortized on a straight-line basis over its estimated useful life of 10 years. The amortization expense for the years ended
December 31, 2015 and 2014 is approximately US$70,000 and US$48,000 respectively.
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The estimated aggregate amortization expense for each of the next five years as of December 31, 2015 is as follows:

GSP License
(in US$°000)

15. Investments in equity investees

Investments in equity investees comprised the following:

70
70
70
70
70

December 31,

2015

2014

(in US$°000)

Hutchison Whampoa Guangzhou Baiyunshan Chinese Medicine

55,753
39,158
12,823

244

Company LIMIEa.......coiiiiiieieeie e 60,762
Shanghai Hutchison Pharmaceuticals Limited ............ccocoocovniiciniiinnnns, 49,709
Nutrition Science Partners Limited ..........ccccoovveeiiiiicie i 9,046
OBNET ..ot 239

119,756

107,978

Particulars regarding the principal equity investees are as disclosed in Note 2.

All of the equity investees are private companies and there is no quoted market price available for their shares.

Summarized financial information for the significant equity investees HBY'S, SHPL and NSPL are as follows:

0] Summarized balance sheet

Commercial Platform

Innovation Platform

Consumer Health Prescription Drugs Drug R&D
HBYS SHPL NSPL
December 31 December 31 December 31
2015 2014 2015 2014 2015 2014
(in US$°000)

CUITENT @SSELS....veeivvieeree e 114,383 144,129 129,456 77,566 3,034 8,548
NON-CUITENT @SSELS ....vvvvvreiieecirie e ccee e 88,263 73,042 95,513 65,608 30,000 30,000
Current [iabilities ......cocooeveiereieiiiceicee s (61,467)  (84,850) (124,617) (52,052) (14,941) (12,903)
Non-current liabilities...........ccooeriiiiiiiiiies (16,116) (17,013) (7,089) (19,216) — —
NEL ASSELS ...vviiiieeiee e 125,063 115,308 93,263 71,906 18,093 25,645
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15. Investments in equity investees (Continued)

(ii) Summarized statement of operations
Commercial Platform Innovation Platform
Consumer Health Prescription Drugs Drug R&D®
HBYS SHPL NSPL
December 31 December 31 December 31
2015 2014 2013 2015 2014 2013 2015 2014 2013
(in US$°000)
REVENUE ..ot 211,603 243,746 247,626 181,140 154,703 138,160 — — —
Gross Profit.......cccccevvvneeiiinnniinenes 91,461 96,421 90,795 127,608 109,965 100,167 — — —
Depreciation and amortization............. (3,274)  (3,206) (3,037) (2,765) (2,651) (2,612) — — —
Interest income 628 1,322 1,126 306 257 197 — — —
FINance CoSt.......cccoveveeriienc e (158) (139) (183) — — — — — —
Income/(loss) before taxation .............. 25,164 24,805 20,460 37,401 31505 26,620 (7,552) (16,812) (17,543)
Income tax expense and
non-controlling interest ................... (3,788) (4,030) (3,295) (6,094) (5103) (4,196) — — —
Net incOmMe/(10SS) ......vervvevrerreerrerennn. 21376 20,775 17,165 31,307 26,402 22424 (7552) (16,812) (17,543)
Notes:
@ NSPL only incurs research and development expenses in 2015, 2014 and 2013.
(b) The net income for other individual immaterial equity investees for the year ended December 31, 2015 is

approximately US$12,000. The net loss for other individual immaterial equity investees for the year ended 2014 is
approximately US$5,000 and the net income for the year ended December 31, 2013 is approximately US$16,000.
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15. Investments in equity investees (Continued)

(iif) Reconciliation of summarized financial information

Reconciliation of the summarized financial information presented to the carrying amount of investments in equity

investees is as follows:

Commercial Platform

Innovation Platform

Consumer Health Prescription Drugs Drug R&D
HBYS SHPL NSPL
December 31 December 31 December 31
2015 2014 2013 2015 2014 2013 2015 2014 2013
(in US$°000)

Opening net assets at January 1~ 115,308 109,986 95,592 71,906 66,476 59,358 25,645 42,457 60,000
Purchase of additional interests

in a subsidiary of an equity

INVESEEE.....cveiiicieeeeeieee — (468) — — — — — —
Net income/(l0sS)........ceuenen.. 21,376 20,775 17,165 31,307 26,402 22,424 (7,552)  (16,812)  (17,543)
Dividend declared.................... (6,410) (12,820) (6,462) (6,410)  (19,077)  (17,162) — — —
Other comprehensive income

and non-controlling interests _ (5,211)  (2,165) 3,691 (3,540) (1,895) 1,856 — — —
Closing net assets at

December 31 .......cccocuevvenen, 125,063 115,308 109,986 93,263 71,906 66,476 18,093 25,645 42,457
Group’s share of net assets ...... 62,532 57,654 54,993 46,632 35,953 33,238 9,046 12,823 21,229
GOOAWIll ... — — — 3,077 3,205 3,282 — — —
Non-controlling interests.......... (1,770) (1,901) (1,700) — — — — — —
Carrying value ...........coccceenne. 60,762 55,753 53,293 49,709 39,158 36,520 9,046 12,823 21,229

The equity investees had the following operating lease commitments and capital commitments:

@ The equity investees lease various factories and offices under non-cancellable operating lease agreements. Future

aggregate minimum payments under non-cancellable operating leases as of the date indicated are as follows:

Not later than one year

Later than one year and not later than five years
Total minimum lease payments
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15. Investments in equity investees (Continued)
(iif) Reconciliation of summarized financial information (Continued)
(b) Capital commitments
The equity investees had the following capital commitments:
December 31,

2015 2014
(in US$°000)

Property, plant and equipment
Contracted but not provided for..........cccoveveieici e 27,789 61,311

16. Accounts payable

Substantially all the accounts payable due to third parties are denominated in RMB and US$ and due within one year
from the end of the reporting period.

The carrying value of accounts payables approximates their fair values due to their short-term maturities.
17. Other payables, accruals and advance receipts
Other payables, accruals and advance receipts consisted of the following:

December 31,

2015 2014
(in US$°000)
Research and development EXPENSES. .......cvveverierierieereeseese e 3,758 5,963
Accrued salaries and DENETItS ........ccvvieviiicie i 5521 4,140
ACCIUEH BXPEINSES ...vvevvereeieeeseeereareeneeseestesseaseeseeseeseeseessesseaseeseenseseeseessessenns 11,232 3,938
Other PAYADIES......c.ee e s 3,322 1,802
Payments in advance from CUSLOMENS .........ccoueirereineneiseneese e 641 564
Deferred government iNCENLIVES. .......coveveieriere e 1,256 580
Current taX HabilitieS .....ccveiiviiiiec e 442 122
Yool g0 1=To [ [ (=] ) A 5 50

26,177 17,159
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Summarized below are the bank borrowings as of December 31, 2015 and 2014:

December 31,

2015 2014
(in US$°000)
NON-CUITENE (NOTE (1)) -+evvevevieeietire s 26,923 26,923
Current (note (i),(i1) and (1)) c..vevvererereiesieeere e 23,077 26,282

50,000 53,205

The weighted average interest rate for bank borrowings outstanding as of December 31, 2015 and 2014 was
1.39% and 1.60% respectively.

Notes:

(i)

(i)

(iii)

(iv)

In December 2011, the Group, through its subsidiary entered into a three-year term loan with a bank
in the aggregate principal amount of HK$210,000,000 (US$26,923,000). The term loan bears
interest at 1.50% over the Hong Kong Interbank Offered Rate (“HIBOR™) per annum and was
classified as a short-term bank borrowing as at December 31, 2013.

In June 2014, the term loan was refinanced into a four-year term loan which bears interest at 1.35%
over the HIBOR per annum. Accordingly, the term loan is recorded as a long-term bank borrowing
as at December 31, 2015 and 2014.

The term loan is unsecured and guaranteed by Hutchison Whampoa Limited (an indirect subsidiary
of CK Hutchison) as at December 31, 2015 and 2014. A fee is paid to Hutchison Whampoa Limited
for the guarantee (note 26).

As at December 31, 2015 and 2014, the Group, through its subsidiary has revolving loans of
HK$180,000,000 (US$23,077,000) and HK$205,000,000 (US$26,282,000) which bears interest at
1.05% over HIBOR per annum till October 2015 and 1.25% over HIBOR per annum from
November 2015 and are unsecured. The borrowing was classified as current borrowings as of
December 31, 2015 and 2014.

The carrying amount of all bank borrowings approximates their fair values. The fair value of bank
borrowings was estimated using a discounted cash flows approach (an income approach) using
market based observable inputs. Such fair value measurements are considered Level 2 under the fair
value hierarchy.

The Group’s bank borrowings are repayable as follows:

December 31,
2015 2014
(in US$°000)

LAY L Y S 23,077 26,282
Between 2 and 5 YRaIS.....c..cviiiiriesie e 26,923 26,923

50,000 53,205

F-35



Hutchison China MediTech Limited
Notes to Consolidated Financial Statements (Continued)

18. Bank borrowings (Continued)

(V) As at December 31, 2015 and 2014, the carrying amounts of the Group’s bank borrowings are all
denominated in HKS.

(vi) As at December 31, 2015 and 2014, the Group has unused credit facilities in relation to revolving
loan facilities of US$6,923,000, and US$8,526,000, respectively.

19. Commitments and Contingencies

(@) Lease commitments

The Group leases various factories and offices under non-cancellable operating lease agreements. Future aggregate
minimum payments under non-cancellable operating leases as of the date indicated are as follows:

December 31,

_2015 2014

(in US$000)
NOt [Ater than ONE YA ....c..eviiiiiiecieee e 1,274 980
Later than one year and not later than five years..........cccocvcvvivieiciienciennns 911 1,425
Later than fIVe YEaIS .......ccvcvi it 183 329
Total MiNiMumM [8aSe PAYMENTS......cviieie e 2,368 2,734

(b) Capital commitments

The Group had the following capital commitments:

December 31,
2015 2014
(in US$°000)

Property, plant and equipment
Contracted but not provided for...........cccccoeviiniiiinens 593 719

In addition, the Group has also undertaken to provide the necessary additional funds for NSPL to finance its ongoing
operations.

20. Redeemable non-controlling interests

In November and December 2010, the Company and HMHL, entered into subscription and shareholders’
agreements (“SSAs”) with Mitsui & Co., Ltd. (“Mitsui”) and SBCVC Fund Il Company Limited (“SBCVC”) (collectively,
the “preferred shareholders”), whereby HMHL issued 7,390,029 redeemable convertible preferred shares (“Preferred
Shares”) for an aggregate consideration of US$20.1 million. The Preferred Shares on an as-if-converted basis represented
approximately 19.76% of the aggregate issued and outstanding share capital of HMHL on the closing date.

In October 2012, the Company repurchased all 2,815,249 Preferred Shares from SBCVC. The remaining

4,574,780 Preferred Shares of US$12.5 million held by Mitsui represents approximately 12.24% of HMHL on a fully
diluted basis.
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20. Redeemable non-controlling interests (Continued)

In May and June 2014, the Company and HMHL further entered into two subscription agreements with Mitsui,
whereby HMHL issued a total of 672,713 HMHL’s Preferred Shares to Mitsui and 4,825,418 HMHL’s ordinary shares to the
Company for an aggregate consideration of US$25.0 million, after which Mitsui’s interest in HMHL remained at 12.24% on
a fully diluted basis.

On July 23, 2015, the Company entered into a subscription agreement (the “Agreement”) with Mitsui under which
the Company has issued 3,214,404 new ordinary shares of the Company (“Subscription Shares”) valued at approximately
US$84.0 million in exchange for the Preferred Shares held by Mitsui with carrying value of US$84.0 million (including
accretion adjustment up to July 23, 2015). The transaction was completed on July 23, 2015 and as a result of this transaction,
Mitsui held approximately 5.69% of the enlarged share capital of the Company. The outstanding balance of redeemable
non-controlling interests was extinguished with the corresponding increase in the Company’s shares and additional paid-in
capital amounts.

Conversion

Pursuant to the SSAs signed in 2010, the preferred shareholders have the right to convert all of their preferred
shareholdings into ordinary shares of HMHL at the initial conversion ratio of 1:1 at any time after the date of issuance of the
preferred shares by issuing a notice to the Company. However, these preferred shares could be convertible into a higher
conversion ratio of ordinary shares of HMHL when there is occurrence of a pre-defined adjustment event (“Adjustment
Event”).

In July 2012, Mitsui and SBCVC agreed for an extension of triggering of Adjustment Event. The Company assessed
whether this amendment to the preferred shares was an extinguishment or a modification in accordance with its accounting
policy. It was concluded that it was modification, rather than extinguishment, of preferred shares as the change in fair value
of the preferred shares due to the amendment was less than 10%.

In March 2013, as a result of the satisfaction of the required condition, the conversion ratio of the preferred shares is
no longer subject to change due to Adjustment Event.

Redemption

Preferred shareholders have the right to require the Company to redeem the preferred shares if HMHL fails to be
listed after the company valuation of HMHL has reached above the specified threshold. The redemption price shall be based
on such preferred shareholder’s share of the actual valuation that would have been obtained in the event of occurrence of
such pre-defined condition.

Liquidation

In the event of a winding-up of HMHL, any other return of capital (other than a redemption or purchases by HMHL
of its own shares), or a trade sale, where the distribution proceeds are equal to or less than the post money valuation at
preferred shares issuance, then such proceeds shall be distributed first to repay preferred shareholders up to the subscription
price and any accrued and unpaid dividend before any surplus will be distributed to the holders of the ordinary shares.
However, if the distribution proceeds are greater than the post money valuation at preferred shares issuance, distribution
proceeds will be distributed equally and ratably among the preferred and ordinary shareholders.
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Accounting for preferred shares

The preferred shares issued by HMHL are redeemable upon occurrence of an event that is not solely within the
control of the issuer. Accordingly, the redeemable preferred shares issued by HMHL are recorded and accounted for as
redeemable non-controlling interests outside of permanent equity in the Group’s consolidated balance sheets. The Group
recorded accretion when it is probable that the preferred shares will become redeemable. The accretion, which increases the
carrying value of the redeemable non-controlling interests, is recorded against retained earnings, or in the absence of retained
earnings, by recording against the additional paid-in capital. During the years ended December 31, 2015 and 2014, HMHL
recorded an accretion of US$43,001,000 and US$25,510,000 respectively to the preferred shares based on such preferred
shareholder’s share of the estimated valuation of HMHL.

21. Ordinary Shares
The Company is authorized to issue 75,000,000 ordinary shares.

A summary of ordinary shares transactions (in thousands) is as follows:

2015 2014 2013
Balance asat January 1 ........cccccocvevveiiiiesien s 53,076 52,051 52,048
1SSUANCES OF SNAES ....cvveiiiii e 3,214 — —
Issuances in relation to exercise of Options ........cccocevevvvvnenenn, 243 1,025 3
Balance as at December 31.........coccovveiieeiiiee i 56,533 53,076 52,051

Each ordinary share is entitled to one vote. The holders of ordinary shares are also entitled to receive dividends
whenever funds are legally available and when declared by the board of directors.

22. Share-based Compensation
(i) Share-based Compensation of the Company

The Company conditionally adopted a share option scheme (the “HCML Share Option Scheme”) on June 4, 2005
which was amended on March 21, 2007. Pursuant to the HCML Share Option Scheme, the Board of Directors of the
Company may, at its discretion, offer any employees and directors (including Executive and Non-executive Directors but
excluding Independent Non-executive Directors) of the Company, holding companies of the Company and any of their
subsidiaries or affiliates and subsidiaries or affiliates, of the Company share options to subscribe for shares of the Company.

The aggregate number of shares issuable under the HCML Share Option Scheme is 2,560,606 ordinary shares. As of
December 31, 2015, the number of shares authorized but unissued was 18,466,882 ordinary shares.

Share options granted are generally subject to a three-year or four-year vesting schedule, depending on the nature
and the purpose of the grant. Share options subject to three-year vesting schedule, in general, vest 33.3% upon the first
anniversary of the vesting commencement date as defined in the grant letter, and 33.3% every subsequent year. Share options
subject to four-year vesting schedule, in general, vest 25% upon the first anniversary of the vesting commencement date as
defined in the grant letter, and

F-38



Hutchison China MediTech Limited
Notes to Consolidated Financial Statements (Continued)

22. Share-based Compensation (Continued)
(i) Share-based Compensation of the Company (Continued)

25% every subsequent year. No outstanding share options will be exercisable or subject to vesting after the expiry of a
maximum of ten years from the date of grant.

On December 17, 2014, 593,686 share options were cancelled with the consent of the relevant eligible employees in
exchange for 1,187,372 new share options of a subsidiary (see note (ii)). This was accounted for as a modification of the
original share options granted which did not result in any incremental fair value to the Group.

As of December 31, 2014, 75,000 outstanding share options were held by non-employees. These share options are
subject to re-measurement through each vesting date to determine the appropriate share-based compensation expense. These
share option were fully vested as of December 31, 2014 and were exercised during the year ended December 31, 2015. As of
December 31, 2015, no share options are held by non-employees.

A summary of the Company’s share option activity and related information is as follows:

Weighted-average

Weighted-average remaining Aggregate
Number of Exercise Price in contractual life intrinsic value
share options £ per share (years) (in £2000)

Outstanding at January 1, 2013...........ccccevvinennn 1,459,931 2.22
Granted ......cvveeeeiiie e 896,386 6.10
EXErCiSEd ...ocovveie e (3,000) 1.54
LaPSEU....ccviivreiiee e (50,000) 4.97
Cancelled ... — —
Outstanding at December 31, 2013...........c.cccvene.. 2,303,317 3.67 5.93 5,843
Granted ......cvvecee i — —
T (o [T (1,025,228) 1.59
Cancelled ..o (593,686) 6.10
Outstanding at December 31, 2014..........ccccceeveneene 684,403 4.67 6.79 6,423
(=T (=10 IR — —
EXEICISEA ...cvvviieiiieiieeci s (242,038) 3.77
CanCelled .......cc.eeiieieecee e — —
Outstanding at December 31, 2015...........ccccvene.. 442,365 5.16 6.53 10,061
Vested and expected to vest at December 31, 2013

.............................................................................. 1,958,048 3.25 5.25 5,781
Vested and exercisable at December 31, 2013...... 1,261,874 1.86 2.92 5,482
Vested and expected to vest at December 31, 2014

.............................................................................. 569,931 4.39 6.38 5,506
Vested and exercisable at December 31, 2014 ...... 419,878 3.91 5.64 4,256
Vested and expected to vest at December 31, 2015

.............................................................................. 333,393 4.85 6.05 7,685
Vested and exercisable at December 31, 2015...... 291,015 4.67 5.77 6,762
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(i) Share-based Compensation of the Company (Continued)

The Company uses the Binomial model to estimate the fair value of share option awards using various assumptions
that require management to apply judgment and make estimates, including:

Volatility

The Company calculated its expected volatility with reference to the historical volatility prior to the issuances of
share options.

Risk-free Rate

The risk-free interest rates used in the Binomial model are with reference to the sovereign yield of the
United Kingdom because the Company’s shares are currently listed on AIM and denominated in pounds sterling (£).

Dividends

The Company has not declared or paid any dividends and does not currently expect to do so in the foreseeable
future, and therefore uses an expected dividend yield of zero in the Binomial model.

In determining the fair value of share options granted, the following assumptions were used in the Binomial model
for awards granted in the periods indicated:

Effective date of
grant of share options
June 24, December 20,
2011 2013

Value of each share option ........cccccoveeieninc i £1.841 £3.154
Significant inputs into the valuation model:

G (o = o] o S TOPPSPR £4.405 £6.100

Share price at effective date of grant ...........cccccoevv i, £4.3250 £6.1000

Expected volatility..........ccooveiiiiic e 46.6% 36.0%

RisK-free INtErest rate .........ccceveverineiieeree e 3.130% 3.160%

Contractual life of share options..........ccccccevvevieiie i, 10 years 10 years

Expected dividend yield ... 0% 0%

The following table summarizes the Company’s share option values:

Years Ended
December 31,
2015 2014 2013
(in £°000, except per
share data)

Weighted-average grant-date fair value of share option granted

during the PEriod ........ccvoiieiiireieie e — — 315
Total intrinsic value of share options exercised ...........cccccoceveruennene 3,296 7,738 9
Total intrinsic value of share options exercised in US$°000............ 5,020 12,034 15
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(i) Share-based Compensation of the Company (Continued)
Share-based Compensation Expense

The Company recognizes compensation expense for only the portion of options expected to vest, on a graded
vesting approach over the requisite service period. The following table presents share-based compensation expense included
in the Group’s consolidated statements of operations:

Years Ended
December 31,

2015 2014 2013
(in US$°000)

Research and development EXPENSES.........cvvvirrirerieinieieeseseeseeeis 74 539 —
AdMINISIIratiVe EXPENSES. ... .eivieiieerieerie e sre st e sreesteeste e seesree e sreeneeenes 14 233 176
88 772 176

As of December 31, 2015, the total unrecognized compensation cost was US$55,000, net of estimated forfeiture
rates, and will be recognized on a graded vesting approach over the weighted-average remaining service period of 1.97 years.

Cash received from option exercises under the share option plan for the years ended December 31, 2015, 2014 and
2013 was approximately US$1,374,000, US$2,680,000 and US$7,000 respectively. The Company will issue new shares to
satisfy share options exercises.

(ii) Share-based Compensation of a subsidiary

HMHL adopted a share option scheme on August 6, 2008 (as amended on April 15, 2011) and another share option
scheme on December 17, 2014 (collectively the “HMHL Share Option Schemes™). Pursuant to the HMHL Share Option
Schemes, any employee or director of HMHL and any of its holding company, subsidiaries and affiliates is eligible to
participate in the HMHL Share Option Schemes subject to the discretion of the board of directors of HMHL.

The aggregate number of shares issuable under the HMHL Share Option Schemes is 9,622,414 ordinary shares. As
of December 31, 2015, the number of shares authorized but unissued was 157,111,839 ordinary shares.

Share options granted are generally subject to a four-year vesting schedule, depending on the nature and the purpose
of the grant, share options subject to four-year vesting schedule, in general, vest 25% upon the first anniversary of the vesting
commencement date as defined in the grant letter, and 25% every subsequent year. No outstanding share options will be
exercisable or subject to vesting after the expiry of a maximum of six or nine years from the date of grant.

On December 20, 2013, 2,485,189 share options were cancelled with the consent of the relevant eligible employees
in exchange for new share options of the Company vesting over a period of four years and/or cash consideration payable over
a period of four years. This was accounted for as a modification of the original share options which did not result in any
incremental fair value to the Group for the options in exchange for new share options under HCML Share Option Scheme.
For the share options in exchange for cash consideration, this was accounted for as a modification in classification that
changed the award’s classification from equity-settled to a liability.
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22. Share-based Compensation (Continued)

(ii) Share-based Compensation of a subsidiary (Continued)

A liability has been recognized on the modification date taking into account the requisite service period that has
been provided by the employee at the modification date. As at December 31, 2015, US$0.9 million and US$0.8 million have
been recognized in other non-current liabilities and other payables respectively. As at December 31, 2014, US$0.7 million

and US$1.0 million were recognized in other non-current liabilities and other payables respectively.

A summary of the subsidiary’s share option activity and related information follows:

Weighted-
average
Exercise Price
in US$ per

Weighted-

remaining
contractual life

Aggregate
intrinsic value
(in US$°000)

Number of
share options
Outstanding at January 1, 2013..........cccccevvinvieevnevie e 3,144,505
GRANTEA ..ot —
EXEICISEA ...oviiiieieiiece e —
LAPSEU. ...ceeeircicc e s (120,896)
Cancelled ........ocvviie e (2,485,189)
Outstanding at December 31, 2013.........ccccocvvvviviverereennn. 538,420
(1T (=10 I 1,187,372
EXEICISEA ...ovviiciiiie et e (80,924)
LAPSE ...t (393,212)
CaNCEIEM ...t (39,884)
Outstanding at December 31, 2014..........cccccevivevvevecnenne, 1,211,772
GRANTEA ..ot —
] (o] 7T SRS (24,400)
LAPSEA. ...ceiecvieieic e s —
CancCelled ..o —
Outstanding at December 31, 2015..........ccccoevvvvvveiecnene, 1,187,372
Vested and expected to vest at December 31, 2013.......... 140,183
Vested and exercisable at December 31, 2013 .................. 403,960
Vested and expected to vest at December 31, 2014 .......... 769,714
Vested and exercisable at December 31, 2014 .................. 316,393
Vested and expected to vest at December 31, 2015.......... 759,918
Vested and exercisable at December 31, 2015 .................. 593,686

1.87

2.03
1.79
2.03
7.82
1.50
2.15
1.70
7.71

2.34

7.82
1.72
1.96
7.75
7.48
7.82
7.82

2.30

8.84

7.97
1.78
2.16
8.88
8.55
7.97
7.97

1,356

134

32,292
396
1,043
54

107
20,667
16,146

The subsidiary uses the Binomial model to estimate the fair value of share option awards using various assumptions

that require management to apply judgment and make estimates, including:

Volatility

The subsidiary calculated its expected volatility with reference to the historical volatility of the comparable

companies for the past five to six years as of the valuation date.
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(ii) Share-based Compensation of a subsidiary (Continued)

Risk-free Rate

The risk-free interest rates used in the Binomial model are with reference to the sovereign yield of the United States.

Dividends

The subsidiary has not declared or paid any dividends and does not currently expect to do so in the foreseeable

future, and therefore uses an expected dividend yield of zero in the Binomial model.

In determining the fair value of share options granted, the following weighted-average assumptions were used in the

Binomial model for awards granted in the periods indicated:

Effective date of grant of share options

August 2, 2010 April 18, 2011 December 17, 2014

Value of each share option..........ccoovrvrvriisneieieninne US$0.258 US$0.923 US$3.490
Significant inputs into the valuation model:

EXEICISE PrICE. ...vvireieiiiiririsieiste sttt US$2.240 US$2.360 US$7.820
Share price at effective date of grant ........c.ccccoevvvrriiinns US$1.030 US$2.048 US$7.820
Expected volatility ..........cocooiininiiiiee 48.6% 55.4% 48.4%
Risk-free INterest rate..........cocovvverieieienese e 2.007% 2.439% 1.660%
Contractual life of share options..........cccccevvvevveiivicviiennn, 6 years 6 years 9 years
Expected dividend yield..........c.cccoovevieiieeieice e, 0% 0% 0%

The following table summarizes the subsidiary’s share option values:

Share-based Compensation Expense

Years Ended

December 31,

2015 2014

2013

(in US$°000, except
per share data)

The subsidiary recognizes compensation expense for only the portion of options expected to vest, on a graded
vesting approach over the requisite service period. The following table presents share-based compensation expense included

in the Group’s consolidated statements of operations:

Research and development ...
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22. Share-based Compensation (Continued)
(ii) Share-based Compensation of a subsidiary (Continued)

As of December 31, 2015, the total unrecognized compensation cost was US$336,000, net of estimated forfeiture
rate, and will be recognized on a graded vesting approach over the weighted-average remaining service period of 1.97 years.

Cash received from option exercises under the share option plan for the years ended December 31, 2015, 2014 and
2013 were US$57,000, US$121,000 and nil respectively. The subsidiary will issue new shares to satisfy share option
exercises.

(iii) Long-term incentive plan

The Company granted awards under LTIP on October 19, 2015. The LTIP awards granted participating directors or
employees a conditional right to receive ordinary shares in the Company (the “Ordinary Shares”), to be purchased by a
trustee consolidated by the Company (the “Trustee”) up to a maximum cash amount depending upon the achievement of
annual performance targets for each financial year of the Company stipulated in the LTIP awards. The Trustee has been set
up solely for the purpose of purchasing and holding the Ordinary Shares during the vesting period on behalf of the Group
using funds provided by the Group.

On the determination date, the Company will determine the cash amount, based on the actual achievement of each
annual performance target, for the Trustee to purchase the Ordinary Shares. The Ordinary Shares will then be held by the
Trustee until they are vested. Vesting will occur one business day after the publication date of the annual report of the
Company for the financial year falling two years after the financial year to which the LTIP award relates. Vesting will also
depend upon continued employment of the award holder with the Group and will otherwise be at the discretion of the Board
of Directors of the Group. The initial LTIP awards will cover a three-year period from 2014 to 2016 (the “LTIP Period”). The
maximum cash amount per annum for the LTIP Period stipulated in the LTIP awards is approximately US$1.8 million.

As at December 31, 2015, the number of Ordinary Shares purchased and held by the Trustee is 40,655 amounted to
approximately US$1.8 million and none of the LTIP awards have been vested or forfeited. Other than the treasury shares, the
Trustee does not have any assets or liabilities as at December 31, 2015.

LTIP awards prior to the determination date

As the extent of achievement of the performance targets is uncertain prior to the determination date, a probability
based on management’s assessment on the achievement of the performance target has been assigned to calculate the amount
to be recognized as an expense over the requisite period with corresponding entry to liability. As at December 31, 2015,
approximately US$75,000 was recorded as compensation expense with a corresponding liability for LTIP awards prior to the
determination date.

LTIP awards after the determination date

Upon the determination date, if the performance target is achieved, the Company will pay the fixed monetary
amount to the Trustee to purchase the Ordinary Shares. If the performance target is not achieved, no Ordinary Shares of the
Company will be purchased and the amount previously recorded in the liability will be reversed through profit or loss. Any
cumulative compensation expense previously recognized as a liability will be transferred to additional paid-in capital, as an
equity-settled award.
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22. Share-based Compensation (Continued)
(iif) Long-term incentive plan (Continued)

As at December 31, 2015, approximately US$1,786,000 was paid to the Trustee and debited to the additional paid-in
capital as treasury shares and approximately US$233,000 was recorded as a compensation expense with a credit to additional
paid-in capital.

The following table presents the expenses recognized under the LTIP awards:

Years Ended
December 31,

2015 2014

(in US$°000)
Research and development EXPENSES.........cvviriririnineieiseeeseeecees 156 —
AdMINISIIatiVe EXPENSES. .....eiveiieiieieeite et ere s e st e steesre e e sree e e e e sreeeas 152 —
308 —

As of December 31, 2015, the total unrecognized compensation cost was approximately US$2,678,000 net of the
estimated probability rate, and will be recognized over the requisite period.

23. Revenue from license and collaboration agreements—third parties
The Group recognized revenue from license and collaboration agreements—third parties of US$44.1 million,
US$12.3 million and US$14.5 million for the years ended December 31, 2015, 2014 and 2013 respectively, which consisted

of the following:

Years Ended December 31,

2015 2014 2013
(in US$°000)
MIIESTONE FEVENUE ...ttt 19,212 5,000 11,000
Amortization of upfront payment..........coccoveieiineiiineeiens 1,907 701 122
Research and development SErVICES ........covcvvvrveveriererennseeens 22941 6,635 3,424

44,060 12,336 14,546

These are mainly from 3 license and collaboration agreements as follows:
License and collaboration agreement with Eli Lilly

On October 8, 2013, the Group entered into a licensing, co-development and commercialization agreement in China
with Eli Lilly (“Lilly”) relating to fruquintinib, a targeted oncology therapy for the treatment of various types of solid tumors.
In accordance with terms of the agreement, the Group is entitled to receive a series of payments of up to US$86.5 million,
including upfront payments and development and regulatory approval milestones. Should fruquintinib be successfully
commercialized in China, the Group would receive tiered royalties based on certain percentage of net sales. Development
costs after the first development milestone are shared between the Group and Lilly.

Following execution of the agreement, the Group received a non-refundable, up-front payment of US$6.5 million.

Supplemental to the main agreement, the Group also signed an option agreement which grants Lilly an exclusive
option to expand the fruquintinib rights beyond Hong Kong and China. The option agreement
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23. Revenue from license and collaboration agreements—third parties (Continued)
License and collaboration agreement with Eli Lilly (Continued)

further sets out certain milestone payments and royalty rates that apply in the event the option is exercised on a global basis.
However, these are subject to further negotiation should the option be exercised on a specific territory basis as opposed to a
global basis. The option was not considered to be a separate deliverable in the arrangement as it was considered to
be substantive.

As at December 31, 2015, the option has not been exercised by Lilly.

The license rights to fruquintinib, delivered at the inception of the arrangement, did not have stand-alone value apart
from the other deliverables in the arrangement which include the development services, the participation in the joint steering
committee and the manufacturing of active pharmaceutical ingredients during the development phase. The non-refundable
up-front payment was deferred and is being recognized rateably over the development period, which has been estimated to
end in 2018. The Group recognizes milestone revenue relating to the deliverables in the agreement as a single unit of
accounting using the milestone method.

For the year ended December 31, 2015, the Group recognized US$19.2 million milestone revenues in relation to the
achievement of the “proof of concept” milestone for two indications in accordance with the terms of the agreement. The
Group did not recognize any milestone revenues in relation to this contract during the years ended December 31, 2014 and
2013. The Group recognized US$1.8 million, US$0.6 million and nil revenue from amortization of the up-front payment
during the years ended December 31, 2015, 2014 and 2013. In addition, the Group recognized US$19.4 million for the
provision of research and development services for the year ended December 31, 2015.

License and collaboration agreement with AstraZeneca

On December 21, 2011, the Group and AstraZeneca (“AZ”) entered into a global licensing, co-development, and
commercialization agreement for volitinib (name subsequently changed to ‘savolitinib’), a novel targeted therapy and a
highly selective inhibitor of the c-Met receptor tyrosine kinase for the treatment of cancer.

Under the terms of the agreement, development costs for savolitinib in China will be shared between the Group and
AZ, with the Group continuing to lead the development in China. AZ will lead and pay for the development of savolitinib for
the rest of the world. The Group received a non-refundable upfront payment of US$20.0 million upon the signing of the
agreement and will receive up to US$120 million contingent upon the successful achievement of clinical development and
first sale milestones. The agreement also contains possible significant future commercial sale milestones and up to
double-digit percentage royalties on net sales. Following execution of the agreement, the Group received milestone payment
of US$5.0 million in 2013, and a further US$5.0 million in 2014.

The license right to develop savolitinib in the rest of the world was delivered to AZ at the inception of the
arrangement. Such license had stand-alone value apart from the other deliverables in the arrangement which include the
development of savolitinib in China and the participation in the joint steering committee. The non-refundable up-front
payment was allocated to (a) the license to develop savolitinib in the rest of the world, which was recognized at inception and
(b) the research and development services for which amount allocated has been deferred and is being recognized rateably
over the development period which is expected to be end in 2021.
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23. Revenue from license and collaboration agreements—third parties (Continued)
License and collaboration agreement with AstraZeneca (Continued)

The Group recognizes milestone revenue relating to the deliverables, in the agreement as a single unit of using the
milestone method. The Group did not recognize any milestone income for the year ended December 31, 2015 but
US$5.0 million and US$5.0 million for the years ended December 31, 2014 and 2013, respectively. The Group also
recognized US$3.5 million, US$6.6 million and US$3.4 million for the provision of research and development services for
the years ended December 31, 2015, 2014 and 2013 respectively. In addition, the Group recognized US$0.1 million,
US$0.1 million and US$0.1 million as revenue from amortization of the upfront payment during the years ended
December 31, 2015, 2014 and 2013.

License and collaboration agreement with Ortho-McNeil-Janssen

After an original research and development alliance agreement entered in December 2008, the Group modified the
original arrangement and entered into a new research and development alliance agreement with Ortho-McNeil-Janssen
Pharmaceuticals, Inc. (“Janssen”) on June 2, 2010 for the discovery and development of novel small-molecule therapeutics
against a target in the area of inflammation/immunology. The original agreement signed in December 2008 was terminated
and superseded by the new agreement.

Under the terms of the 2010 agreement, the Group will provide drug discovery activities in order to assess whether
the selected compound meets certain criteria specified in the agreement. Upon selected compound meeting the specified
criteria, Janssen has the option to elect to receive from the Group an exclusive worldwide license to develop and
commercialize the compound. If Janssen opts not to do so, the Group may choose to further pursue clinical development of
drug compounds from the discovery programme through the demonstration of clinical proof-of-concept. Upon the success in
achieving the clinical proof-of-concept, Janssen may again opt to take over further development and obtain the exclusive
rights to develop and commercialize drug compounds from the Group’s programme. The option did not have any significant
value at inception of the arrangement.

The Group received from Janssen an up-front, non-refundable payment of US$3.0 million upon execution of the
2008 agreement, which was carried forward to cover discovery activities under the 2010 agreement.

The Group recognized the upfront payment of US$3.0 million over the drug discovery period under the initial
agreement signed in 2008. Upon signing of the 2010 agreement, the portion of revenue that had not been recognized under
the 2008 agreement was adjusted to be recognized over the remaining drug discovery period under the terms of the 2010
agreement to September 2012. The Group received US$1.0 million in 2011 following confirmation of selected compound
meeting sustainable lead criteria and a further US$6.0 million in 2013 when the selected compound met development
candidate criteria as specified in the agreement.

The Group did not recognize any milestone for the years ended December 31, 2015 and 2014 but US$6.0 million
was recognized during the year ended December 31, 2013.

In November 2015, Janssen terminated the license and collaboration agreement between HMPL and Janssen dated
June 2, 2010 for the discovery and development of novel small molecule therapeutics against a target in the area of
inflammation/immunology. All licenses and other rights granted by the Group to Janssen should have been terminated upon
the termination date. The Group does not have any outstanding liabilities or obligations due to/from Janssen in relation to the
termination of the agreement.
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24. Gain on disposal of a business

On November 27, 2012, Hutchison MediPharma (Hong Kong) Limited (a subsidiary of the Group) and Nestlé
Health Science S.A. (“Nestlé”, a fully-owned subsidiary of Nestlé S.A., a company specialized in the development of
science-based personalized nutritional solutions) entered into a joint venture agreement (“JV agreement”). Pursuant to the JV
Agreement, Nestlé agreed to contribute cash of US$30 million and the Group agreed to contribute certain of its assets and
business processes including the global development and commercial rights of a novel, oral therapy for Inflammatory Bowel
Disease and the exclusive rights to its extensive botanical library, among other things, into the joint venture, NSPL. NSPL is
jointly owned with each of the Group and Nestlé having a 50% equity interest. The above contribution made by the Group
constituted a transfer of a business as it comprises an integrated set of activities including inputs in the form of a botanical
library and a team of scientists engaged in the field of gastrointestinal disease, and critical processes in the form of
well-established botanical research and development platform that are used to generate outputs in the form of novel
medicines and nutritional products. Although the related team of scientists was not transferred as a result of this transaction,
NSPL entered into service agreements with the Group and Nestlé for the use of experienced employees for development
activities.

In April 2013, all regulatory approvals regarding the formation of NSPL were received and Nestlé has injected cash
of US$30 million in accordance with the JV agreement. Accordingly, a gain of US$30 million was recorded on the disposal
of business for the year ended December 31, 2013, being the difference between fair value of the Group’s interest in the joint
venture and the carrying value of net assets contributed into NSPL.

25. Government incentives

The Group receives government grants from the PRC Government (including the National level and Shanghai
province). These grants are given in support of drug research and development activities and are conditional upon i) the
Group spending a predetermined budget cost, regardless of success or failure of the research and development projects and
ii) achievement of certain stages of research and development projects being approved by relevant PRC government
authority. These government grants are subject to ongoing reporting and monitoring by the PRC Government over the period
of the grant.

Government incentives which are deferred and recognized in the statement of operations over the period necessary
to match them with the costs that they are intended to compensate are recognized in other payable, accruals and advance
receipts (note 17) and will be refundable to the PRC Government if the related research and development projects are
suspended. In 2015, 2014 and 2013, the Group received government grants of US$4,898,000, US$859,000 and
US$1,786,000 respectively.

The government grants recorded as a reduction to research and development expenses for the years ended
December 31, 2015, 2014 and 2013 was US$3,664,000, US$3,558,000 and US$704,000 respectively.
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26. Significant related party transactions

The Group has the following significant transactions during the year with related parties which were carried out in
the normal course of business at terms determined and agreed by the relevant parties:

(a) Transactions with related parties:

2015 2014 2013
(in US$°000)

Sales of goods to

—Indirect subsidiaries of CK Hutchison............ccocoocveveriinnnn. 8,074 7,823 7,803
Income from provision of research and development services

—EQUILY INVESTEES....ecvieiececcc et 5,383 4,312 3,612
Purchase of goods from

—A non-controlling shareholder of a subsidiary ....................... 11,894 6,727 6,304

—EQUILY INVESTEES....cccui e 3,701 2,480 —

15,595 9,207 6,304

Providing consultancy services to

—AN EQUILY INVESLEE ....ecvve ettt — 38 325
Rendering of marketing services from

—Indirect subsidiaries of CK Hutchison.............cccccevevvnivnnnnns 751 480 569

—AN EQUILY INVESLEE ....ecvvi ettt 5,093 — —

5,844 480 569

Rendering of management service from

—An indirect subsidiary of CK Hutchison ...........ccccccevivennne 845 989 951
Interest paid to

—An immediate holding ComMpPany........ccccccvervnenninenccnenns 144 113 92

—A non-controlling shareholder of a subsidiary ....................... 85 19 —

229 132 92

Guarantee fee on bank loan to

—An indirect subsidiary of CK Hutchison ...........cccccocoviienne 471 471 471
Dividend paid to
—A non-controlling shareholder of a subsidiary ...........c........... 590 1,179 577
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26. Significant related party transactions (Continued)
(b) Balances with related parties included in:
2015 2014

(in US$°000)
Accounts receivable from related parties:

—Indirect subsidiaries of CK Hutchison (Note (1)) .......coovvvvreivnereienininnens 1,379 1,922
—AnN equity INVEStEE (NOLE (1)) e verveeeeierierie e 490 262
1869 2,184

Accounts payable due to a related party:

—A non-controlling shareholder of a subsidiary (note (i)) ......c.ccooevveirennns 3,521 2,190

Amounts due from related parties:

—Indirect subsidiaries of CK Hutchison (nNote (i)) ....ccocooerererienieiinnennenn 136 107
—Equity iNVestees (NOLE (1)) ....eovererieieriere e e 2,157 1,176
—Loan to an equity investee (NOLE (I1))......ererererieieriene e 7,000 5,000

9293 6,283

Amounts due to related parties:

—Immediate holding company (note (i) .......ccccooevreriininiiinccceas 1,775 8,694
—An indirect subsidiary of CK Hutchison (note (i) .......cccoovevvverivereninnnnn. 20 22
— AN EQUILY INVESEEE ....eceve ettt et re e e nneas 1,898 —
—Loan from a non-controlling shareholder of a subsidiary (note (iv)) ...... 2,550 —

6243 8,716

Non-controlling shareholders:

—Loan from a non-controlling shareholder of a subsidiary (note (iv)) ...... — 2,550
—Loan from a non-controlling shareholder of a subsidiary (note (v))........ 579 579
—Interest payable due to a non-controlling shareholder of a subsidiary .... 105 19

_ 684 3148

Deferred income:

—An equity iNVEStEe (NOLE (VI)) ..vevveereeieiie e 2,132 —

Other non-current liabilities

—Immediate holding company (note (1)) .......cccooerrereininiiieieas 9,000 —

Notes:

(M Other balances with related parties are unsecured, interest-free and repayable on demand. The
carrying values of balances with related parties approximate their fair values due to their short-term
maturities.

(i) Loan to an equity investee is unsecured and interest-bearing (with waiver of interest).
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26. Significant related party transactions (Continued)

(b) Balances with related parties included in: (Continued)

(iii) Amount due to immediate holding company is unsecured, interest-bearing. As of December 31,
2015, approximately US$1,775,000 is repayable within one year or repayable on demand and
approximately US$9,000,000 is repayable within three years from December 2017. As of
December 31, 2014, the balance is repayable on demand. The carrying value of amount due to
immediate holding company approximates its fair value.

(iv) Loan from a non-controlling shareholder of a subsidiary is unsecured and interest-bearing and is
repayable in December 2016. The balance is recorded in current liabilities as at December 31, 2015
and non-current liabilities as at December 31, 2014. US$2,250,000 was repaid during the year ended
December 31, 2014.

(v) Loan from a non-controlling shareholder of a subsidiary is unsecured, interest bearing (with waiver
of interest) and is recorded in other non-current liabilities.

(vi) Deferred income represents amount recognized from granting of promotion and marketing rights.
50% of the amount is received during the year ended December 31, 2015 and the remaining 50%
balance to be received is recorded in amounts due from related parties: equity investees.

27. Income Taxes

(@)

(b)

2015 2014 2013

(in US$000)
Continuing operations:
Current tax
e HK e 150 131
PR e 415 51 21
Deferred income taX—-PRC........coccoiiiiiieece e 1,040 1,161 1,029
INCOME TaX BXPENSE ...ttt 1,605 1,343 1,050

The Company, a subsidiary incorporated in British Virgin Islands and its Hong Kong subsidiaries are subject to
Hong Kong profits tax which has been provided for at the rate of 16.5% on the estimated assessable profits less
estimated available tax losses for the years ended December 31, 2015, 2014 and 2013.

Taxation in the PRC has been provided for at the applicable rate on the estimated assessable profits less estimated
available tax losses. Under the PRC Enterprise Income Tax Law (the “EIT Law”), the standard enterprise income
tax rate for domestic enterprises and foreign invested enterprises is 25%. In addition, the EIT Law provides for,
among others, a preferential tax rate of 15% for companies which qualifies as High and New Technology
Enterprises. Hutchison MediPharma Limited qualifies as a High and New Technology Enterprise. Pursuant to the
EIT law, a 10% withholding tax is levied on dividends declared by their PRC to their foreign investors. A lower
withholding tax rate of 5% is applicable if direct foreign investors with at least 25% equity interest in the PRC
companies are incorporated in Hong Kong and meet the condition or requirements pursuant to the tax arrangement
between the PRC and Hong Kong. Since the equity holders of the major subsidiaries and equity investees of the
Company are Hong Kong incorporated companies, the Company has used 5% to
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27. Income Taxes (Continued)

provide for deferred tax liabilities on retained earnings which are anticipated to be distributed. As of December 31,
2015 and 2014, the amounts accrued in deferred tax liabilities relating to withholding tax on dividends were
determined on the basis that 100% of the distributable reserves of the major subsidiaries and equity investees
operating in the PRC will be distributed as dividends.

The reconciliation of the Group’s reported income tax expense to the theoretical tax amount that would arise using

the tax rates of the Company against the Group’s (loss)/income before income taxes and equity in earnings of equity
investees is as follows:

Continuing operations:

2015 2014 2013
(in US$°000)

(Loss)/Income before income taxes and equity in

earnings of equity iNVESTEES ............ccocovvrrrerveervinreninns (10,540) _ (19,957) 16,922
Tax calculated at the statutory tax rate of the Company...... (1,739) (3,293) 2,792
Effects of different tax rates available to different

JUFISTICLIONS ..o (2,953) 3,551 (4,077)
Tax valuation allowance...........ccoeeeveeiiii i 4,505 783 802
Expenses not deductible for tax purposes...........cc.ceevverenae 253 399 3,670
Utilization of previously unrecognized tax losses................ (34) (1,055) (2,662)
Withholding tax on undistributed earnings of equity

INVESTEES ..ottt 1,216 1,161 1,029
OBNETS ..o 357 (203) (504
INCOME taX EXPENSE ..ovveeiirieciiee it 1,605 1,343 1,050

Deferred income tax as at December 31 is as follows:

December 31,

2015 2014
(in US$°000)
Deferred taX 8SSELS.......civivirerieirereeerre et 250 105
Deferred tax l1abilities ........cooviiiiiii e (3,723)  (2,947)
Net deferred tax liabilities ..o (3,473) (2,842)
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The movements in net deferred income tax liabilities are as follows:

2015 2014 2013
(in US°000)

ALJANUAIY L oot (2,842) (2,267) (2,403)
Exchange differences ... 88 4 —
Acquisition of a subsidiary (Note 4)..........ccccvveveveivevierernnnnn, — (98) —
Utilization of previously recognized withholding tax on

undistributed €arnings ........cccocevereirineinee s 321 797 1,165
(Charged)/Credited to the consolidated statement of

operations

—withholding tax on undistributed earnings of equity

TNVESTEES ...ttt (1,216)  (1,161) (1,029)

—deferred tax on amortization of intangible assets .......... 24 11 —

—deferred tax on provision of assets .........cccccevvviervenen. 152 — —

—utilization of previously recognized tax losses.............. — (128) —
AL DECEMDEE 31 ..o (3,473) (2,842) (2,267)

The deferred tax assets and liabilities are offset when there is a legally enforceable right to set off and when the
deferred income taxes related to the same fiscal authority.

The significant components of deferred tax assets and liabilities are as follows:
December 31,

2015 2014 2013
(in US$°000)

Deferred income tax assets:

TaAX JOSSES 1.ttt 9,297 7,468 9,600

Depreciation allowancCes..........cccoeeveiveivieiieseece e, — 49 —

(0] 1 1=T £ 250 43 —
Total deferred inCOME taX asSets ......ccccvvviveeeiveeiciee e 9,547 7,560 9,600
Less: Valuation allowance...........cocooeiviriininiiiescnees (9,297)  (7,455) (9,470)
Deferred iNCOME taX aSSELS....cviiiivieireeiieeiie s sre e enee s 250 105 130
Deferred income tax liabilities:

Undistributed earnings from equity investees ................... 3,560 2,760 2,397

ONEIS o 163 187 —
Deferred income tax liabilities ........ccccoovveveeiiiiccec e, 3,723 2,947 2,397
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The tax losses can be carried forward against future taxable income and will expire in the following years:
December 31,

2015 2014 2013
(in US$°000)

NO EXPINY dALE ... 28,699 21,063 18,269
2004 — — 8,647
2005 s — 10,098 10,341
2006 — — 336
2007 o s 3,982 4,097 5,672
2018, 865 1,148 1,347
2009 s 4,298 633 —
2020 ... s 33,735 — —

71579 37,039 44,612

The Company believes that it is not more likely than not that future operations will generate sufficient taxable
income to realize the benefit of the deferred income tax assets as the subsidiaries of the Company have had sustained pre-tax
losses. Accordingly, a valuation allowance has been recorded against the deferred income tax assets arising from the tax
losses of the Company.

The table below summarizes changes in the deferred tax valuation allowance:
December 31,

2015 2014 2013
(in US$’000)

Deferred income tax valuation allowance:

ALJANUANY 1 oo 7,455 9,470 10,802
Exchange differences ... (235) (135) 242
Charged to statement of Operations ..........ccccceevveveeveiverenevennnn, 4,505 783 802
Utilization of previously unrecognized tax 10Sses.................... (34) (1,055) (2,662)
Write-off of expired tax 10SSES ......cccovvevvviiiiieiicceece e, (1,493) (1,169) —
L0111 £ SS (901) (439) 286
AL DECEMDET 31 ot 9,297 7,455 9,470

The Group recognizes interests and penalties, if any, under other payables, accruals and advance receipts on its
consolidated balance sheets and under other expenses in its consolidated statement of operations. As of December 31, 2015,
2014 and 2013, the Group did not have any material unrecognized uncertain tax positions.
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28. (Losses)/Earnings per Share
(a) Basic (losses)/earnings per share

Basic (losses)/earnings per share is calculated by dividing the net (loss)/income attributable to ordinary shareholders
of the Company by the weighted average number of ordinary shares in issue during the year. Periodic accretion to preferred

shares of HMHL (note 20) is recorded as deductions to consolidated net income to arrive at net (loss)/income available to the
Company’s ordinary shareholders for purpose of calculating the consolidated basic (losses)/earnings per share.

2015 2014 2013
Weighted average number of outstanding ordinary shares in issue.................... 54,659,315 52,563,387 52,050,988
Net income/(loss) from continuing OPErations..........cccccvverevesrsieseereeseereseennns 10,427 (6,120) 26,903
Net income attributable to non-controlling interests..........ccccocvvvvvivicveveicresennn, (2,434) (2,203) (1,553)
Accretion on redeemable non-controlling iNterests ..........cccoeevvvncineneinennenn, (43,001) (25,510) —
Net (loss)/income for the year attributable to ordinary shareholders of the
Company—Continuing operations (US$’000) ..........cccceverveiererieieserieesienans (35,008) (33,833) 25,350
Income/(loss) from discontinued operations, net of taX...........cccccveviveiviicinennen, — 2,034 (1,978)
Net (income)/loss attributable to non-controlling interests...........ccoovevrenienne — (1,017) 570
Net income/(loss) for the year attributable to ordinary shareholders of the
Company—Discontinued operations (US$’000) ..........ccccevveererieieseriereniennans — 1,017 (1,408)
(35,008) (32,816) 23,942
(Losses)/earnings per share attributable to ordinary shareholders of the
Company
—Continuing operations (US$ per Share).........ccccoveevrreienneienneienseesene (0.64) (0.64) 0.49
—Discontinued operations (US$ per share) ........cccocervveneinivnieneneiesenenens — 0.02 (0.03)
(0.64) (0.62) 0.46

(b) Diluted (losses)/earnings per share

Diluted (losses)/earnings per share is calculated by dividing net (loss)/income attributable to ordinary shareholders,
by the weighted average number of ordinary and dilutive ordinary share equivalent outstanding during the period. Dilutive
ordinary share equivalents include shares issuable upon the exercise or settlement of share-based awards issued by the
Company and its subsidiaries using the treasury stock method and the ordinary shares issuable upon the conversion of the
preferred shares issued by HMHL using the if-converted method. The computation of diluted (losses)/earnings per share does
not assume conversion, exercise, or contingent issuance of securities that would have an anti-dilutive effect.

In determining the impact from share-based awards and convertible preferred shares issued by HMHL, the Company
first calculates the diluted earnings per share at the HMHL and includes in the numerator of consolidated (losses)/earnings
per share the amount based on the diluted (losses)/earnings per share of HMHL multiplied by the number of shares owned by
the Company. If dilutive, the percentage of the Company’s shareholding in HMHL was calculated by treating convertible
preferred shares issued by
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28. (Losses)/Earnings per Share (Continued)

(b) Diluted (losses)/earnings per share (Continued)

HMHL as having been converted at the beginning of the period and share options as having been exercised during the period.
For purpose of calculating (losses)/earnings per share for discontinued operations, the same number of potential

ordinary shares used in computing the diluted per share amount for income from continuing operations was used in
computing diluted per share amount for income from discontinued operations.

2015 2014 2013
Weighted average number of outstanding ordinary shares in issue................... 54,659,315 52,563,387 52,050,988
Adjustment for Share OPtIONS ..o — — 827,438

54,659,315 52,563,387 52,878,426

Net (loss)/income for the year attributable to ordinary shareholders of the

Company—Continuing operations (US$’000) (BaSIC) ......cc.vvevererrerererraerennas (35,008) (33,833) 25,350
Net income attributable to preferred shares and share options of HMHL .......... — — (1,971)
Net (loss)/income for the year attributable to ordinary shareholders of the

Company—Continuing operations (US$°000) (Diluted).........cccccovverveerrennnn. (35,008) (33,833) 23,379
Income/(loss) from discontinued operations, net of taX.......c.cccceevvevvevvcicvnennen, — 2,034 (1,978)
Net (income)/loss attributable to non-controlling interests..........cccoovvevrerennn — (1,017) 570
Net income/(loss) for the year attributable to ordinary shareholders of the

Company—Discontinued operations (US$’000) ..........ccccevverererieieserieresiennans — 1,017 (1,408)

(35,008) (32,816) 21,971
(Losses)/earnings per share attributable to ordinary shareholders of the

Company

—Continuing operations (US$ per Share).......c.ccoveveiieneineneise e (0.64) (0.64) 0.44

—Discontinued operations (US$ per share) ........ccccocevvveveineveiene e — 0.02 (0.03)

(0.64) (0.62) 0.41

For the years ended December 31, 2015 and 2014, the preferred shares issued by HMHL and share options issued by
the Company and HMHL were not included in the calculation of diluted loss per share because of their anti-dilutive effect.

Diluted loss per share from continuing operations for the years ended December 31, 2015 and 2014 was the same as
the basic loss per share from continuing operations.

29. Segment reporting

The operating segments are strategic business units that offer different products and services. They are managed
separately because each business requires different technological advancement and
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29. Segment reporting (Continued)

marketing approach. Details of the operating segments are disclosed in Note 1. The performance of the reportable segments
are assessed based on two measurements: (a) earnings or losses of subsidiaries before interest income, finance costs and tax
expenses (“EBIT/(LBIT)”) and (b) equity in earnings of equity investees, net of tax. The group had discontinued part of its
Consumer Health business under the Commercial Platform in the PRC and France for the year ended December 31, 2013.
Details of the discontinued operations are included in Note 5.

The segment information for the reportable segments is as follows:

Continuing operations

As at and for the year ended December 31, 2015

Innovation
Platform Commercial Platform
Drug Prescription Reportable
R&D Drugs Consumer Health segment
PRC PRC PRC  Hong Kong Total Unallocated Total
(in US$°000)
Revenue from external customers.............. 52,016 105,478 3,028 17,681 178,203 — 178,203
EBIT/(LBIT) . coiiieeieeeieesc e (119) 676  (169) 1,211 1,599 (11,186)  (9,587)
Interest INCOME .....ceevevviiiiieccce e, 79 114 29 1 223 228 451
Equity in earnings of equity investees,

NEt OF tAX..viiiecieciece e (3,770) 15,653 10,689 — 22,572 — 22,572
Operating profit/(10SS) .......cccoceevreerreenas (3,810) 16,443 10,549 1,212 24,394 (10,958) 13,436
Finance COStS ........covvvvvieiiicciecee e, — — — 85 85 1,319 1,404
Additions to non-current assets (other

than financial instrument and

deferred tax assets) .......ccoovvvvereriereennn 3,218 88 5 4 3,315 9 3,324
Depreciation/amortization ..............c.ccc.c.... 1,864 94 11 5 1,974 41 2,015
INCOME taX EXPENSE ....cceveerierieniieie e — 239 — 148 387 1,218 1,605

As at December 31, 2015
Innovation
Platform Commercial Platform
Drug Prescription Reportable
R&D Drugs Consumer Health segment
PRC PRC PRC Hong Kong Total Unallocated Total
(in US$°000)
Total assets .......cceevevnne. 49,545 97,572 66,552 8,651 222,320 7,434 229,754
Property, plant and

equipment..........c........ 8,312 122 27 7 8,468 39 8,507
Leasehold land................ 1,343 — — — 1,343 — 1,343
Goodwill........ccovevrnnee. — 2,925 407 — 3,332 — 3,332
Intangible asset ............... — 571 — — 571 — 571
Investments in equity

iNVeStees ...vvvvi, 9,285 49,709 60,762 — 119,756 — 119,756
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29. Segment reporting (Continued)

Continuing operations (Continued)

Revenue from external customers..............
EBIT/(LBIT).cooiieieieier e
INterest INCOME .....cvvvvveiveiiiieciece e
Equity in earnings of equity

investees, net of taX .......ccceeveveeveeceieennen,
Operating profit/(10SS) .......cccoeeveernerennes
FINanCe COSES .....covovveveiierececcie e
Additions to non-current assets

(other than financial instrument

and deferred tax assets) .......ccocccervreenns
Depreciation/amortization ...
INCome tax eXPENSE .........ccevvevveriniiereenens

Total @SSets .....coccovveveeeiiire e
Property, plant and equipment....................
Leasehold land..........cccoeovinininiicnis
GoOAWIll ...
Intangible asset.........cccccoviveiiiiniice
Investments in equity investees .................

Hutchison China MediTech Limited

As at and for the year ended December 31, 2014

Innovation
Platform Commercial Platform
Drug Prescription Reportable
R&D Drugs Consumer Health segment
PRC PRC PRC  Hong Kong Total Unallocated Total
(in US$°000)
20,344 50,202 3,847 12,936 87,329 — 87,329
(13,817) 48 771 999 (11,999) (7,001)  (19,000)
33 68 12 3 116 443 559
(8,409) 13,201 10,388 — 15,180 — 15,180
(22,193) 13,317 11,171 1,002 3,297 (6,558) (3,261)
— 10 7 19 106 1,410 1,516
3,671 915 24 2 4,612 6 4,618
1,145 65 6 7 1,223 42 1,265
— 51 131 182 1,161 1,343
As at December 31, 2014
Innovation
Platform Commercial Platform
Drug Prescription Reportable
R&D Drugs Consumer Health segment
PRC PRC PRC  Hong Kong Total Unallocated Total
(in US$°000)

43,061 68,650 70,731 7,050 189,492 21,342 210,834
7,305 62 36 8 7,411 71 7,482
1,436 — — — 1,436 — 1,436

— 3,023 407 — 3,430 — 3,430
— 666 — — 666 — 666
13,067 39,158 55,753 — 107,978 — 107,978
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29. Segment reporting (Continued)

Continuing operations (Continued)

As at and for the year ended December 31, 2013

Innovation
Platform Commercial Platform
Drug Prescription Reportable
R&D Drugs Consumer Health segment
PRC PRC PRC  Hong Kong Total Unallocated Total
(in US$°000)
Revenue from external customers................. 20,077 — 4,908 11,562 36,547 — 36,547
EBIT/(LBIT) oo 24,261 — 726 (486) 24,501 (6,545) 17,956
Interest income 31 — 21 2 54 397 451
Equity in earnings of equity investees,

NEL OF tAX..cvv i (8,764) 11,212 8,583 — 11,031 — 11,031
Operating profit/(10SS) ........ccccevevvervevrvnnne. 15,528 11,212 9,330 (484) 35,586 (6,148) 29,438
FiNance COStS .....c..covvvvvveicieiie e — — 186 — 186 1,299 1,485
Additions to non-current assets (other

than financial instrument and

deferred tax assets) .......ocevvreererererieenenn 2,461 — 5 2 2,468 32 2,500
Depreciation/amortization .............c.ccoceeneee. 889 — 19 15 923 40 963
INCOME taX EXPENSE ....oovvieiieieieeeeecee 21 — — — 21 1,029 1,050

Segment information for discontinued operation has been disclosed in Note 5.

Revenue from external customers is after elimination of inter-segment sales. The amount eliminated attributable to
(a) sales between Prescription Drugs business and Consumer Health business within the PRC of US$1,187,000, US$271,000
and nil; (b) sales within Consumer Health business from Hong Kong to the PRC of US$2,874,000, US$105,000 and
US$628,000 for the years ended December 31, 2015, 2014 and 2013.

Sales between segments are carried out at mutually agreed terms.

There was one customer under Innovation Platform who accounted for 23% of the Group’s revenue for the year
ended December 31, 2015. There was one customer under Innovation Platform who accounted for 13% of the Group’s
revenue for the year ended December 31, 2014. There were two customers under Innovation Platform who accounted for
23% and 21% of the Group’s revenue for the year ended December 31, 2013.

Unallocated expenses mainly represent corporate expenses which include corporate employee benefit expenses and
the relevant share-based compensation expenses. Unallocated assets mainly comprise cash at banks.
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29. Segment reporting (Continued)
Continuing operations (Continued)

A reconciliation of EBIT/(LBIT) for reportable segments to net income/(loss) from continuing operations is
provided as follows:

2015 2014 2013
(in US$°000)
EBIT/(LBIT) o 1,599  (11,999) 24,501
Unallocated EXPENSES .....ccveeeierierierie e siese e ee e e e sre e (11,186) (7,001) (6,545)
INEEreSt INCOME ...eviiiiiecicc e 451 559 451
Equity in earnings of equity investees, net of taX................... 22,572 15,180 11,031
FINANCE COSES ..ot (1,404) (1,516) (1,485)
INCOME LAXES....ecviciicie e e (1,605) (1,343) (1,050)
Net income/(loss) from continuing operations ....................... 10,427 (6,120) 26,903

30. Litigation

From time to time, the Group may become involved in litigation relating to claims arising from the ordinary course
of business. The Group believes that there are currently no claims or actions pending against the Group, the ultimate
disposition of which could have a material adverse effect on the Group’s results of operations, financial position or cash
flows. However, litigation is subject to inherent uncertainties and the Group’s view of these matters may change in the future.
When an unfavourable outcome occurs, there exists the possibility of a material adverse impact on the Group’s financial
position and results of operations for the periods in which the unfavourable outcome occurs, and potentially in future periods.

31. Restricted net assets

Relevant PRC laws and regulations permit payments of dividends by the Company’s subsidiaries in China only out
of their retained earnings, if any, as determined in accordance with PRC accounting standards and regulations. In addition,
the Company’s subsidiaries in China are required to make certain appropriation of net after-tax profits or increase in net
assets to the statutory surplus fund prior to payment of any dividends. In addition, registered share capital and capital reserve
accounts are also restricted from withdrawal in the PRC, up to the amount of net assets held in each subsidiary. As a result of
these and other restrictions under PRC laws and regulations, the Company’s subsidiaries in China are restricted in their
ability to transfer their net assets to the Group in terms of cash dividends, loans or advances, which restricted portion
amounted to US$80,040,000 and US$79,441,000 as at December 31, 2015 and 2014 respectively. Even though the Group
currently does not require any such dividends, loans or advances from the PRC subsidiaries, for working capital and other
funding purposes, the Group may in the future require additional cash resources from the Company’s subsidiaries in China
due to changes in business conditions, to fund future acquisitions and development, or merely to declare and pay dividends to
make distributions to shareholders.

Further, the Group has certain investments in equity investees, of which the Group’s equity in undistributed earnings
amounted to US$74,715,000 and US$51,244,000 as at December 31, 2015 and 2014 respectively.
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32. Additional information: condensed financial statements of the Company

Regulation S-X require condensed financial information as to financial position, changes in financial position and
results of operations of a parent company as of the same dates and for the same periods for which audited consolidated
financial statements have been presented when the restricted net assets of consolidated and unconsolidated subsidiaries
together exceed 25 percent of consolidated net assets as of the end of the most recently completed fiscal year.

The Company’s investments in its subsidiaries are accounted for under the equity method of accounting. Such
investment is presented on separate condensed balance sheets of the Company as “Investments in subsidiaries” and the
Company’s shares of the profit or loss of subsidiaries are presented as “Equity in earnings of subsidiaries” in the statements
of operations. Ordinarily under the equity method, an investor in an equity method investee would cease to recognize its
share of the losses of an investee once the carrying value of the investment has been reduced to nil absent an undertaking by
the investor to provide continuing support and fund losses. For the purpose of this condensed financial information of parent
company, the Company has continued to reflect its share, based on its proportionate interest, of the losses of a subsidiary
regardless of the carrying value of the investment even though the Company is not legally obligated to provide continuing
support or fund losses.

The Company’s subsidiaries did not pay any dividends to the Company for the periods presented except for
Hutchison Chinese Medicine Holdings Limited and Hutchison Chinese Medicine (Shanghai) Investment Limited. Hutchison
Chinese Medicine Holdings Limited declared dividends of US$1,923,000 and US$2,564,000 during the years ended
December 31, 2015 and 2014 respectively. Hutchison Chinese Medicine (Shanghai) Investment Limited declared dividends
of US$2,949,000 and US$15,385,000 during the years ended December 31, 2015 and 2014 respectively. These dividends
were settled by off-setting against amounts due to the same subsidiaries.

Certain information and footnote disclosures generally included in financial statements prepared in accordance with
U.S. GAAP have been condensed and omitted. The footnote disclosures represent supplemental information relating to the
operations of the Company, as such, these statements should be read in conjunction with the notes to the consolidated
financial statements of the Group.
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32. Additional information: condensed financial statements of the Company (Continued)

Condensed Balance Sheets
(in US$°000)

December 31,

2015 2014
Assets
Current assets
Cash and cash eqUIVAIENTS ........c.coveviieie i 1 1
PrepayMENTS ....eiiiiiciec et 19 1
Amounts due from related Parties ... 76 76
TOtal CUMTENE ASSELS ...vevieeiiciireee e e 96 78
Non-current asset
INVeStMeNts in SUDSIAIAITES . ........ccviiiiiicier e 93,396 90,004
Deferred costs for initial public offering in the United States................... 4,446 —
TOUAL BSSELS ...ttt e 97,938 90,082
Liabilities and shareholders’ equity
Current liabilities
Other payables and accruals ...........cccoovvieiieeie e 5,224 599
AmMouNts due t0 SUDSIAIANIES . .......coveivireiirieiee e 9,029 9,055
Amounts due to immediate holding company ............ccceevrinvinennnn, 329 241
Total HaDIITIES. ....ccvviicveeci et 14,582 9,895
Redeemable non-controlling interests ..........ocovvvieeiereneniese e — 41,036
Company’s shareholders’ equity
Ordinary share; $1.00 par value; 75,000,000 shares authorized,;
56,533,118 and 53,076,676 shares issued at December 31, 2015
ANA 2014 ..o e 56,533 53,076
Other shareholders’ EQUILY .........covereiiieneiene e 26,823  (13,925)
Total Company’s shareholders’ eqQUILY .........cooveierereneiese e 83,356 39,151
Total liabilities and shareholders” equUity........c.cccccvevveieiieve v 97,938 90,082
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32. Additional information: condensed financial statements of the Company (Continued)

Condensed Statements of Operations
(in US$°000, except share and per share data)

Years Ended December 31,

2015 2014 2013

Operating expenses
AAMINISTIALIVE ... (4,658) (1,146) (1,770)
Other (expense)/income

INTEIESt EXPENSE ...vvvreveeeiie e ste e e ree et e e s e re e e e e seesresreenes 4 3) Q)

Other (eXPenSe)/INCOME.........ccviriiriieirenees e (7) (98) 12
Total other (EXPeNnses)/iNCOME .......ccooveiririeiriiieireee s (11) (101) 11
Equity in earnings of subsidiaries, net of tax.......c..cccccevvvervnnnnne. 12,662  (6,059) 25,701
NEt INCOME/(10SS) ...vvvieiiiiiirieietre e 7,993 (7,306) 23,942

Condensed Statements of Cash Flows
(in US$°000)

Years Ended December 31,
2015 2014 2013

Operating activities
NEet iINCOME/(10SS) ...vvviviiiieirieeir e 7,993  (7,306) 23,942
Adjustments to reconcile net income/(loss) to net cash

used in operating activities

Equity in earnings of subsidiaries, net of taX.............cc.c....... (12,662) 6,059  (25,701)
Loss on dilution of interest in a subsidiary............cccccvevvennen. 3 98 —
Changes in operating assets and liabilities
Prepayments ........ccccveiieiieiie e (18) (D) 1
Amounts due from related parties ...........cccvevvvverernennns — — 130
Amounts due to SUDSIAIArIeS. ......ccccvrvrveeerierere e 3,171 1,379 987
Other payables and accruals ............cccooeeveneinienennennnn, 1,425 (318) 512
Amounts due to immediate holding company .................. 88 89 129

Net cash from operating activities and net increase in cash

and cash equIvaleNntS .........cccoeveirinciie e — — —
Cash and cash equivalents at beginning of year ...................
Cash and cash equivalents at end of year ..........cccoceveivnenne 1 1 1

[EEN
[EEN
[EEN

33. Subsequent events

The Group evaluated subsequent events through March 1, 2016, which is the date when the consolidated financial
statements were issued.

In February 2016, the Group established additional new credit facilities with Bank of America N.A. and Deutsche
Bank AG, Hong Kong Branch totalling an aggregate amount of HK$468.0 million (equivalent to US$60.0 million). These
facilities are unsecured with certain financial covenant requirements, with a range of 12 and 18 month terms, and were
established in order to give the Group additional flexibility in the context of execution of the proposed listing in the United
States.
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Independent Auditor’s Report
To the Board of Directors and Shareholders of Shanghai Hutchison Pharmaceuticals Limited

We have audited the accompanying consolidated financial statements of Shanghai Hutchison Pharmaceuticals
Limited and its subsidiaries, which comprise the consolidated statements of financial position as of December 31, 2015 and
2014, and the related consolidated income statements, consolidated statements of comprehensive income, of changes in
equity and of cash flows for each of the three years in the period ended December 31, 2015.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with International Financial Reporting Standards as issued by the International Accounting Standards Board,; this
includes the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the consolidated financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on our judgment, including the assessment of the risks of
material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk
assessments, we consider internal control relevant to the Company’s preparation and fair presentation of the consolidated
financial statements 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 Company’s internal control. Accordingly, we express no such opinion. An
audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the consolidated financial
statements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Shanghai Hutchison Pharmaceuticals Limited and its subsidiaries at December 31, 2015 and 2014, and
the results of their operations and their cash flows for each of the three years in the period ended December 31, 2015 in
accordance with International Financial Reporting Standards as issued by the International Accounting Standards Board.

/sl PricewaterhouseCoopers Zhong Tian LLP

Shanghai, the People’s Republic of China
March 1, 2016
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Shanghai Hutchison Pharmaceuticals Limited
Consolidated Income Statement
For the Years Ended December 31, 2015, 2014 and 2013

Note 2015 2014 2013
US$°000 US$°000 US$°000
REVENUE ...ttt bbbttt b ettt 181,140 154,703 138,160
COSt OF SAIES ...t (53,532) (44,738) (37,993)
GOSS PrOTIt ..ttt bbb 127,608 109,965 100,167
SEIIING EXPENSES. ... viieieeereetee ettt et e e e e e e e et e resaeere e e e ee e e nre s (78,429) (70,239) (64,933)
AdMINISratiVe BXPENSES .. vvivierieiiieiiestesesteeee e esee s e te s e e e e e e e e sre e sresreeneeseeseenees (12,317) (8,932) (9,524)
Other net 0perating iNCOME..........coiiiiriieireie e 5 539 711 910
OPErating Profit ...c.vie i 6 37,401 31,505 26,620
FINANCE COSES... ettt bbbttt st sttt et e e e b e — — —
Profit Defore taXation ..o 37,401 31,505 26,620
TAXALION CRAIGE ...t 7 (6,094) (5,103) (4,196)
Profit fOr the YR ..o e 31,307 26,402 22,424

The accompanying notes are an integral part of these consolidated financial statements.
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Shanghai Hutchison Pharmaceuticals Limited
Consolidated Statement of Comprehensive Income
For the Years Ended December 31, 2015, 2014 and 2013

2015 2014 2013
US$000  US$000  US$°000
0T T 0 g (IR T S 31,307 26,402 22,424
Other comprehensive (loss)/income that has been or may be reclassified
subsequently to profit or loss:
Exchange translation differenCes ..o (3,540) (1,895) 1,856
Total comprehensive income for the year (net 0f taX) .......ccocvvivvierieeicie e 21,767 24,507 24,280

The accompanying notes are an integral part of these consolidated financial statements.
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Shanghai Hutchison Pharmaceuticals Limited
Consolidated Statement of Financial Position
As at December 31, 2015 and 2014

Note 2015 2014
US$°000 US$°000
ASSETS
Non-current assets
Property, plant and QUIPIMENT ..........cceioiiiiie e e e e re e eneas 9 84,791 52,954
[T E=] 0 o] [o I 1o To TR 10 7,932 11,989
Other INtANGIDIE @SSEL......c.iieiieieiece et e st e tesresresneeneas 11 2,096 —
D] e =10 B N =) £ 12 4,509 2,788

99,328 67,731

Current assets

LY 41 0] =L S SOPTOOPRRRPR 13 40,685 35,136
Trade and DillS rECEIVADIES...........coviiiii s 14 23,174 18,938
Other receivables, prepayments and depOoSItS .........cccvevvviieiierieiiee e 2,139 2,495
Cash and €ash EQUIVAIENTS .......c..oiviiiiiiieicee et sneeneas 15 43,141 16,575
Bank deposits maturing over three MONtNS..........ccceiviiieiice e 15 3,767 2,299
112,906 75,443
Non-current assets classified as held for Sales ... 16 12,735 —
125,641 75,443
JLIK0] =TT TR 224969 143,174
EQUITY
Capital and reserves attributable to the Company’s equity holders
] T T o o] | - | 17 33,382 33,382
RSB VS ...ttt ettt e e e e e e e et e e e e e e e bbb — e e e e e e e e —br et eeaeeeaaabbareeaeeeaantrrrraeeeeeaates 59,881 38,524
LI 1 UN=T (USROS 93,263 71,906
LIABILITIES
Current liabilities
Trade PAYADIES .....veeeeeceece e aae s 18 4,407 9,937
Other payables, accruals and advance reCeIPLS .......cvvviveiiiiieii e 19 91,358 33,031
BaNK DOMTOWING ..ottt e te e sae e st e saeesae e taesbeeaeanneas 20 25,577 7,476
CUrrent taX HabIlITIES ........ooiiiiiee e e 3,275 1,608

124,617 52,052

Non-current liabilities

D=1 (= =0 T Tot0] 1 OSSR 21 7,089 4,703
25T 0TS ¢ 011 1o ST 20 — 14,513
7,089 19,216

TOtAl HADIIITIES ....veie e s te e re e nbe et e neenne e e 131,706 71,268
N L CUITEINT ASSBES L eeiii it ii ittt e e e e e e e s e ettt e e e e e s e e ettt b reeeeeeeessabbreseeeeeesanssrens 1,024 23,391
Total assets 1ess current labilities.........c.cooveiieiiiie e 100,352 91,122
Total equity and labIlItIES .......ocvieiieicc e ene s 224969 143,174

The accompanying notes are an integral part of these consolidated financial statements.
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Shanghai Hutchison Pharmaceuticals Limited
Consolidated Statement of Changes in Equity
For the Years Ended December 31, 2015, 2014 and 2013

As at January 1, 2013.......cccooiiiiiiiie

Profit for the Year........cccovve i

Other comprehensive income that has been or may be
reclassified subsequently to profit or loss:

Exchange translation differences.........cccoccvvvivivivcieiciiennns
Total comprehensive income for the year (net of tax) ..............
Issue 0f Shares (NOtE 17) ...ccvevvvvveieiiieieee e
Transfer DEtWEEN FESEIVES ......ccccoveieierieie e
Dividend Paid.........ccocoviiiiiiiiiii s
As at December 31, 2013.......cccoiiiiieiieeee e

Asat January 1, 2014.......ccooiviiiiiiiieeiie e

Profit for the Year.........ccvviiiiiree s

Other comprehensive loss that has been or may be reclassified
subsequently to profit or loss:

Exchange translation differences........ccccccoecvvievievieccecnenn,
Total comprehensive (loss)/income for the year (net of tax) ....
Transfer DETWEEN FESEIVES ......c.cccveiieieieieriee e
Dividend paid.........cccceooiiiiiiiisiesee e
As at December 31, 2014 .......c.oeooeiieeeeee e

As atanuary 1, 2015, ...
Profit for the YEar........ccocooeiviiieii e

Other comprehensive loss that has been or may be
reclassified subsequently to profit or loss:

Exchange translation differences...........ccoeovvviniiiinncnnennn,
Total comprehensive (loss)/income for the year (net of tax) .......
Dividend paid.........cccceocviiiiiiiiieee e
As at December 31, 2015, ..o

Share Exchange General Retained Total
capital reserve reserves earnings equity
US$°000 US$°000 US$°000 US$°000 US$°000
10,605 5,820 862 42,071 59,358
— — — 22,424 22,424
— 1,856 — — 1,856
— 1,856 — 22,424 24,280
22,777 — —  (22,777) —
— — 48 (48) —
— — —  (17,162)  (17,162)
33,382 7,676 910 24,508 66,476
Share Exchange General Retained Total
capital reserve reserves earnings equity
US$°000 US$°000 US$°000 US$°000 US$°000
33,382 7,676 910 24,508 66,476
— — — 26,402 26,402
— (1,895) — — (1,895)
— (1,895) — 26,402 24,507
— — 15 (15) —
— — —  (19,077)  (19,077)
33,382 5,781 925 31,818 71,906
Share Exchange General Retained Total
capital reserve reserves earnings equity
US$°000 US$°000 US$°000 US$°000 US$°000
33,382 5,781 925 31,818 71,906
— — — 31,307 31,307
— (3,540) — — (3,540)
— (3,540) — 31,307 27,767
— — — (6,410)  (6,410)
33,382 2,241 925 56,715 93,263

The accompanying notes are an integral part of these consolidated financial statements.
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Shanghai Hutchison Pharmaceuticals Limited
Consolidated Statement of Cash Flows
For the Years Ended December 31, 2015, 2014 and 2013

Note 2015 2014 2013
US$°000 US$°000 US$°000

Cash flows from operating activities

Net cash generated from OPErations............ccovvvveveieerieiese s 22 51,007 20,114 28,869

INTErESt FECEIVEA .....iiviieieiie et e 300 257 197

INCOME tAX PAIH......eiviieiiiieie e (6,199) (5,494) (4,290)
Net cash generated from operating aCtiVities..........cocoeereneineneiseeee 45,108 14,877 24,776
Cash flows from investing activities

Purchase of property, plant and equUIPMENt........c.ccevevierere v s (44,899) (27,655) (6,608)

Government grants received relating to property, plant and equipment ......... 2,816 559 3,428

Receipt in advance from government authority .........cccccecvivieinsieccciesceenn, 16 31,146 — —

Proceeds from disposal of property, plant and equipment.............cccccevvenes 1 19 36

Increase in bank deposits maturing over three months ... (1,468) (2,299) —
Net cash used in iNVESEING aCHIVITIES .........ooviriiiiiie e (12,404) (29,376) (3,144)
Cash flows from financing activities

INterest eXPENSE PAIU.......c.cieeiiee e (1,934) (691) 9)

Dividend paid to Shareholders ...........cccooveiiiie i (6,410) (29,077) (17,162)

NeW bank DOFTOWINGS ........cciiiiiieiie e 16,764 21,169 820

Repayment of bank DOrTOWINGS ........ccveiieiiie e (13,176) — —
Net cash (used in)/generated from financing activities...........c.ccoceovvvneriienennn (4,756) 1,401 (16,351)
Net increase/(decrease) in cash and cash equivalents............ccccccoevvievieeieennene, 27,948 (13,098) 5,281
Cash and cash equivalents at JanUary 1 .........cccccccvevevieviensienseese e 16,575 30,331 24,196
EXChange differnCes. ..o e (1,382) (658) 854
Cash and cash equivalents at December 31 .......cccccevieviiiviee i 43,141 16,575 30,331
Analysis of cash and bank balances

—Cash and cash eqUIVAIENTS ..........c.coeriiiie i 15 43,141 16,575 30,331

—Bank deposits maturing over three months..........ccccccvvevieeieviecie e 15 3,767 2,299 —

15 46,908 18,874 30,331

The accompanying notes are an integral part of these consolidated financial statements.
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Shanghai Hutchison Pharmaceuticals Limited
Notes To The Accounts

1. General information

Shanghai Hutchison Pharmaceuticals Limited (the “Company”) and its subsidiaries (together the “Group”) are
principally engaged in manufacturing and selling of prescription traditional Chinese medicine (“TCM”). The Group has
manufacturing plants in the People’s Republic of China (the “PRC”) and sell mainly in the PRC.

The Company was incorporated in the PRC on April 30, 2001 as a Chinese-Foreign Equity joint venture and the
approved operation period is 50 years. The Company is jointly controlled by Shanghai Hutchison Chinese Medicine (HK)
Investment Limited (“SHCM(HK)IL”) and Shanghai Traditional Chinese Medicine Co., Ltd (“SHTCML").

These consolidated accounts are presented in thousands of United States dollars (“US$000”), unless otherwise
stated.

2. Summary of significant accounting policies

The consolidated accounts of the Company have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) as issued by the International Accounting Standards Board. These consolidated accounts have been
prepared under the historical cost convention.

During the year, the Group has adopted all of the new and revised standards, amendments and interpretations issued
by the International Accounting Standards Board that are relevant to the Group’s operations and mandatory for annual
periods beginning January 1, 2015. The adoption of these new and revised standards, amendments and interpretations did not
have any material effects on the Group’s results of operations or financial position.

At the date of authorisation of these consolidated accounts, the following standards, amendments and interpretations
were in issue but not yet effective and have not been early adopted by the Group:

IAS 1 (AMENAMENES) D ... Disclosure Initiative

IAS 7 (AMENAMENTS) @ .........ovireeeeeeeiesees e Disclosure Initiative

IAS 12 (AMENdMENtS) @ ..o Recognition of Deferred Tax Assets for Unrealised Losses

IAS 16 and 1AS 38 (Amendments)® ........ccccocovvvernveeriseeeesenienens Clarification of Acceptable Methods of Depreciation and
Amortisation

IAS 16 and 1AS 41 (Amendments)® .........cocoovivverieeeeeeeeeeeenieens Agriculture: Bearer Plants

IAS 27 (AMENAMENES) ... Equity Method in Separate Financial Statements

IFRS 9% oot Financial Instruments

IFRS 10 and IAS 28 (Amendments)®..........cco.covvvereerrerreesreeniennons Sale or Contribution of Assets between an Investor and its Associate
or Joint Venture

IFRS 10, IFRS 12 and IAS 28 (Amendments)¥............cccoevvvenrennn. Investment Entities: Applying the Consolidated Exception

IFRS 11 (AMendments) Y ........cc.coovvveeierenreeeeseeeeessessessees s Accounting for Acquisitions of Interests in Joint Operations

IFRS 1AW, oottt Regulatory Deferral Accounts

IFRS 15, oot Revenue from Contracts with Customers

IFRS L168™...... oot Lease

Annual improvements 2012-2014 cycle® .........cccoveeerrenvinvienieninn, Improvements to IFRSs

Q) Effective for the Group for annual periods beginning on or after January 1, 2016.

2 Effective for the Group for annual periods beginning on or after January 1, 2017.
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Shanghai Hutchison Pharmaceuticals Limited
Notes To The Accounts (Continued)

2. Summary of significant accounting policies (Continued)

3) Effective for the Group for annual periods beginning on or after January 1, 2018.
4) Effective for the Group for annual periods beginning on or after January 1, 2019.
(5) In December 2015, the IASB postponed the effective date of this amendment indefinitely pending the outcome of its

research project on the equity method of accounting.

The adoption of standards, amendments and interpretations listed above in future periods is not expected to have any
material effect on the Group’s result of operations and financial position, except for the adoption of IFRS 15 which the
management is still assessing the impact.

(a) Basis of consolidation

The consolidated accounts of the Group include the accounts of the Company and its subsidiaries made up to
December 31, 2015, 2014 and 2013.

The accounting policies of subsidiaries have been changed where necessary to ensure consistency with the policies
adopted by the Group.

All significant intercompany transactions and balances within the Group are eliminated on consolidation.
(b) Subsidiaries

The subsidiaries are all entities over which the Group has control. The Group controls an entity when the Group is
exposed to, or has rights to variable return from its involvement with the entity and has the ability to affect those returns
through its power over the entity. In the consolidated accounts, the subsidiaries are accounted for as described in
Note 2(a) above.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are
de-consolidated from the date that control ceases.

(c) Foreign currency translation

Items included in the accounts of each of the Group’s companies are measured using the currency of the primary
economic environment in which the entity operates (the “functional currency”). The functional currency of the Company and
its subsidiaries is Renminbi (“RMB”) whereas the consolidated accounts are presented in United States dollars
(“US dollars™), which is the Company’s presentation currency.

The accounts of the Company and its subsidiaries are translated into the Company’s presentation currency using the
year end rates of exchange for the statement of financial position items and the average rates of exchange for the year for the
income statement items. Exchange differences are recognised directly in the consolidated statement of comprehensive
income.

(d) Property, plant and equipment
Property, plant and equipment other than construction in progress are stated at historical cost less accumulated

depreciation and any accumulated impairment losses. Historical cost includes the purchase price of the asset and any directly
attributable costs of bringing the asset to its working condition and location for its intended use.
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Shanghai Hutchison Pharmaceuticals Limited
Notes To The Accounts (Continued)

2. Summary of significant accounting policies (Continued)
(d) Property, plant and equipment (Continued)

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only
when it is probable that future economic benefits associated with the item will flow to the Group and the cost of the item can
be measured reliably. All other repairs and maintenance are charged to the income statement during the financial period in

which they are incurred.

Depreciation is calculated using the straight-line method to allocate their costs less accumulated impairment losses
over their estimated useful lives. The principal annual rates are as follows:

BUIAINGS. ...ttt e 30 years
Leasehold improvements ..........ccocoveverereiiniencse e Over the unexpired period of the lease or 5 years,
whichever is shorter
Plant and eqUIPMENT.........covieirieiierieire e 10 years
Furniture and fixtures, other equipment and motor
VENICIES ..t 5 years

The assets’ useful lives are reviewed and adjusted if appropriate, at end of each reporting period. An asset’s carrying
amount is written down immediately to its recoverable amount if the asset’s carrying amount is greater than its estimated
recoverable amount (Note 2(h)).

Gains and losses on disposals are determined by comparing net sales proceeds with the carrying amount of the
relevant assets and are recognised in income statement.

(e) Construction in progress

Construction in progress represents buildings, plant and machinery under construction and pending installation and
is stated at cost less accumulated impairment losses (if any). Cost includes the costs of construction of buildings and the costs
of plant and machinery. No provision for depreciation is made on construction-in-progress until such time as the relevant
assets are completed and ready for intended use. When the assets concerned are brought into use, the costs are transferred to
property, plant and equipment and depreciated in accordance with the policy as stated in Note 2(d).

() Leasehold land

Leasehold land is stated at cost less accumulated amortisation and accumulated impairment losses (if any). Cost
mainly represents consideration paid for the rights to use the land on which various plants and buildings are situated for a
period of 50 years from the date the respective right was granted. Amortisation of leasehold land is calculated on a
straight-line basis over the period of the land use rights.
(g) Other intangible asset

The Group’s other intangible asset represents promotion and marketing rights. Other intangible asset has definite

useful live and is carried at historical cost less accumulated amortisation and accumulated impairment losses. Amortisation is
calculated using the straight-line method to allocate its costs over its estimated useful live of ten years.
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Shanghai Hutchison Pharmaceuticals Limited
Notes To The Accounts (Continued)

2. Summary of significant accounting policies (Continued)
(h) Research and development

Research expenditure is recognised as an expense as incurred. Costs incurred on development projects (relating to
the design and testing of new or improved products) are recognised as intangible assets when it is probable that the project
will generate future economic benefits by considering its commercial and technological feasibility, and costs can be measured
reliably. Other development expenditures are recognised as an expense as incurred. Development costs previously recognised
as an expense are not recognised as an asset in a subsequent period. Development costs with a finite useful life that have been
capitalised (if any) are amortised on a straight-line basis over the period of expected benefit not exceeding five years. The
capitalised development costs are reviewed for impairment whenever events or changes in circumstances indicate that the
carrying amount of the assets exceeds its recoverable amount.

Where the research phase and the development phase of an internal project cannot be clearly distinguished, all
expenditure incurred on the project is charged to the income statement.

(i) Impairment of non-financial assets

Assets that have an indefinite useful life such as goodwill or intangible assets not ready to use are not subject to
amortisation and are tested for impairment annually. Assets are reviewed for impairment to determine whether there is any
indication that the carrying value of these assets may not be recoverable and have suffered an impairment loss. If any such
indication exists, the recoverable amount of the asset is estimated in order to determine the extent of the impairment loss, if
any. The recoverable amount is the higher of an asset’s fair value less costs to sell and value in use. Such impairment loss is
recognised in the income statement.

(i) Non-current assets classified as held for sale

Non-current assets are classified as held for sale when their carrying amount is to be recovered principally through a
sale transaction and a sale is considered highly probable. The non-current assets, are stated at the lower of carrying amount
and fair value less costs to sell. Property, plant and equipment and leasehold land are classified as held for sale are not
depreciated and amortised.

(K) Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined using the weighted average
cost method. The cost of finished goods comprises raw materials, direct labor, other direct costs and related production
overheads (based on normal operating capacity). Net realisable value is the estimated selling price in the ordinary course of
business, less applicable variable selling expenses.

(I) Trade and other receivables

Trade and other receivables are recognised initially at fair value and subsequently measured at amortised cost using
the effective interest method, less provision for impairment. A provision for impairment of trade and other receivables is
established when there is objective evidence that the asset is impaired. The amount of the provision is the difference between
the asset’s carrying amount and the present value of estimated future cash flows, discounted at the effective interest rate. The
amount of the provision is recognised in the income statement.
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Shanghai Hutchison Pharmaceuticals Limited
Notes To The Accounts (Continued)

2. Summary of significant accounting policies (Continued)
(m) Cash and cash equivalents

In the consolidated statement of cash flows, cash and cash equivalents include cash in hand, deposits held at call
with banks, other short-term highly liquid investments with original maturities of three months or less.

(n) Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are subsequently
stated at amortised cost; any difference between the proceeds (net of transaction costs) and the redemption value is
recognised in the income statement over the period of the borrowings using the effective interest method.
(o) Financial liabilities and equity instruments

Financial liabilities and equity instruments issued by the Group are classified according to the substance of the
contractual arrangements entered into and the definitions of a financial liability and an equity instrument. Financial liabilities
(including trade and other payables) are initially measured at fair value, and are subsequently measured at amortised cost,
using the effective interest method. An equity instrument is any contract that does not meet the definition of financial liability
and evidences a residual interest in the assets of the Group after deducting all of its liabilities.

Ordinary shares are classified as equity. Incremental costs, net of tax, directly attributable to the issue of new shares
are shown in equity as a deduction from the proceeds.

(p) Current and deferred income tax

(i) Current income tax

The current income tax charge is calculated on the basis of the tax laws enacted or substantively enacted at the
balance sheet date in the country where the Group operates and generates taxable income. Management periodically evaluates
positions taken in tax returns with respect to situations in which applicable tax regulation is subject to interpretation. It
establishes provisions where appropriate on the basis of amounts expected to be paid to the tax authorities.

(ii) Deferred income tax

Inside basis differences

Deferred income tax is recognised, using the liability method, on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts in the consolidated financial statements. However, deferred tax
liabilities are not recognised if they arise from the initial recognition of goodwill, the deferred income tax is not accounted for
if it arises from initial recognition of an asset or liability in a transaction other than a business combination that at the time of
the transaction affects neither accounting nor taxable profit or loss. Deferred income tax is determined using tax rates
(and laws) that have been enacted or substantively enacted by the balance sheet date and are expected to apply when the
related deferred income tax asset is realised or the deferred income tax liability is settled.

Deferred income tax assets are recognised only to the extent that it is probable that future taxable profit will be
available against which the temporary differences can be utilised.

F-75



Shanghai Hutchison Pharmaceuticals Limited
Notes To The Accounts (Continued)

2. Summary of significant accounting policies (Continued)
(p) Currentand deferred income tax (Continued)

Outside basis differences

Deferred income tax liabilities are provided on taxable temporary differences arising from investments in
subsidiaries, except for deferred income tax liability where the timing of the reversal of the temporary difference is controlled
by the Group and it is probable that the temporary difference will not reverse in the foreseeable future.

Deferred income tax assets are recognised on deductible temporary differences arising from investments in
subsidiaries, only to the extent that it is probable the temporary difference will reverse in the future and there is sufficient
taxable profit available against which the temporary difference can be utilised.

(q) Employee benefits
(i) Pension plans

The employees of the Group participate in defined contribution retirement benefit plans organised by the relevant
municipal and provincial governments in the PRC under which the Group required to make monthly contributions to the
plans calculated as a percentage of the employees’ salaries. The municipal and provincial governments undertake to assume
the retirement benefit obligations to all existing and future retired employees payable under the plan described above. Other
than the monthly contributions, the Group has no further obligations for the payment of the retirement and other post
retirement benefits of its employees. The assets of these plans are held separately from those of the Group in an independent
fund managed by the PRC government.

(r) Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events; it
is probable that an outflow of resources will be required to settle the obligation; and the amount has been reliably estimated.
Provisions are not recognised for future operating losses.
(s) Operating leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified
as operating leases. Payments made under operating leases are charged to the income statement on a straight-line basis over
the period of the leases.
(t) Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are
assets that necessarily take a substantial period of time to get ready for their intended use or sale, are added to the cost of

those assets, until such time as the assets are substantially ready for their intended use or sale. All other borrowing costs are
recognised in the income statement in the period in which they are incurred.
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Shanghai Hutchison Pharmaceuticals Limited
Notes To The Accounts (Continued)

2. Summary of significant accounting policies (Continued)
(u) Government incentives

Incentives from government are recognised at their fair values where there is a reasonable assurance that the
incentives will be received and all attached conditions will be complied with.

Government incentives relating to costs are deferred and recognised in the income statement over the period
necessary to match them with the costs that they are intended to compensate.

Government grants relating to property, plant and equipment are included in non-current liabilities as deferred
revenue and credited to the income statement on a straight-line basis over the expected lives of the related assets.

(v) Revenue and income recognition

Revenue comprises the fair value of the consideration received and receivable for the sales of goods in the ordinary
course of the Group’s activities. The Group recognises revenue when the amount of revenue can be reliably measured; when
it is probable that future economic benefits will flow to the entity; and when specific criteria have been met for each of the
Group’s activities, as described below.

Revenue is shown net of value-added tax, returns, volume rebates and discounts after eliminated sales within the
Group. Revenue and income are recognised as follows:

(i) Sales of goods

Sales of goods are recognised when a group entity has delivered products to the customer, the customer has accepted
the products and collectability of the related receivables is reasonably assured.

(if) Other service income

Other service income is recognised when services are rendered.

(iii) Interest income

Interest income is recognised on a time-proportion basis using the effective interest method.
(w) Segment information

The Group has one reporting segment which is manufacturing and selling of prescription TCM. All segment assets
are located in the PRC. The Group’s chief operating decision-maker reviews the consolidated results of the Group for the
purposes of resource allocation and performance assessment. Therefore, no additional reportable segment and geographical
information has been presented.
3. Financial risk management

(a) Financial risk factors

The Group’s activities expose it to a variety of financial risks, including credit risk, cash flow interest rate risk and
liquidity risk. The Group does not use any derivative financial instruments for speculative purpose.
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Notes To The Accounts (Continued)

3. Financial risk management (Continued)
(a) Financial risk factors (Continued)
(i) Credit risk

The carrying amounts of cash at bank, bank deposits, trade receivables (including bills receivables) and other
receivables included in the consolidated statement of financial position represent the Group’s maximum exposure to credit
risk of the counterparty in relation to its financial assets.

Substantially all of the Group’s cash at banks are deposited in major financial institutions, which management
believes are of high credit quality. The Group has a policy to limit the amount of credit exposure to any financial institution.

Bills receivables are mostly to be settled by reputable banks or state-owned banks and therefore the management
considers that they will not expose the Group to any significant credit risk.

The Group has no significant concentrations of credit risk. The Group has policies in place to ensure that the sales of
products are made to customers with appropriate credit history and the Group performs periodic credit evaluations of
its customers.

Management makes periodic assessment on the recoverability of trade receivables and other receivables. The
Group’s historical experience in collection of receivables falls within the recorded allowances. It is considered that adequate
provision for uncollectible receivables has been made.

(ii) Cash flow interest rate risk

The Group has no significant interest-bearing assets except for bank deposits and cash at bank, details of which have
been disclosed in Note 15. The Group’s exposure to interest rate risk is mainly attributable to its bank borrowing, which bear
interest at fixed rate. Therefore, the fixed rate interest bearing financial liabilities makes the Group expose to fair value
interest rate risk. Details of the Group’s bank borrowings are disclosed in Note 20. Since it bears the interest at fixed rate, the
Group considers the exposure to the change in interest rate risk is insignificant and no sensitivity analysis has
been performed.

(i) Liquidity risk

Prudent liquidity management implies maintaining sufficient cash and cash equivalents and the availability of
funding when necessary. The Group’s policy is to regularly monitor current and expected liquidity requirements to ensure
that it maintains sufficient cash balances and adequate credit facilities to meet its liquidity requirements in the short and
long term.

As at December 31, 2015 and 2014, the Group’s current financial liabilities were due for settlement contractually
within twelve months.

(b) Capital risk management

The Group’s objectives when managing capital are to safeguard the Group’s ability to provide returns for
shareholders and benefits for other stakeholders and to maintain an optimal capital structure to reduce the cost of capital.

The Group regularly reviews and manages its capital structure to ensure optimal capital structure to maintain a
balance between higher shareholders’ return that might be possible with higher levels of borrowings and advantages and
security afforded by a sound capital position, and makes adjustments to the capital structure in light of changes in economic
conditions.
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3. Financial risk management (Continued)
(b) Capital risk management (Continued)

The Group monitors capital on the basis of the liabilities to assets ratio. This ratio is calculated as total liabilities
divided by total assets as shown on the consolidated statement of financial position.

Currently, it is the Group’s strategy to maintain a reasonable liabilities to assets ratio. The liabilities to assets ratio as
at December 31, 2015 and 2014 were as follows:

2015 2014
(US$°000) (US$°000)
Total Habilities.......cooiiiiecieice e 131,706 71,268
TOAl ASSELS ...evviirriricre ettt ettt 224,969 143,174
Liabilities t0 aSSets ratio........ccveiveeiiie i 58.5% 49.8%

The increase in the liabilities to assets ratio was primarily resulted from the receipt in advance of land compensation
during 2015.

(c) Fair value estimation

The Group does not have any financial assets or liabilities which are carried at fair value. The carrying amounts of
the Group’s current financial assets, including cash and bank balances, trade and bills receivables, and other receivables and
current financial liabilities, including trade payables, other payables and accruals and bank borrowings approximate their fair
values due to their short-term maturities. The carrying amounts of the Group’s financial instruments carried at cost or
amortised cost are not materially different from their fair values.

The face values less any estimated credit adjustments for financial assets and liabilities with a maturity of less than
one year are assumed to approximate their fair values. The fair value of financial liabilities for disclosure purposes is
estimated by discounting the future contractual cash flows at the current market interest rate that is available to the Group for
similar financial instruments.

4. Critical accounting estimates and judgements

Note 2 includes a summary of the significant accounting policies used in the preparation of the accounts. The
preparation of accounts often requires the use of judgements to select specific accounting methods and policies from several
acceptable alternatives. Furthermore, significant estimates and assumptions concerning the future may be required in
selecting and applying those methods and policies in the accounts. The Group bases its estimates and judgements on
historical experience and various other assumptions that it believes are reasonable under the circumstances. Actual results
may differ from these estimates and judgements under different assumptions or conditions.

The following is a review of the more significant assumptions and estimates, as well as the accounting policies and
methods used in the preparation of the accounts.

(a) Useful lives of property, plant and equipment

The Group has made substantial investments in property, plant and equipment. Changes in technology or changes in
the intended use of these assets may cause the estimated period of use or value of these assets to change.
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4. Critical accounting estimates and judgements (Continued)
(b) Impairment of receivables

The Group makes provision for impairment of receivables based on an assessment of the recoverability of the
receivables. This assessment is based on the credit history of the relevant counterparty and the current market condition.
Provisions are made where events or changes in circumstances indicate that the receivables may not be collectible. The
identification of impairment in receivables requires the use of judgement and estimates. Where the expectation is different
from the original estimate, such difference will impact the carrying amount of receivables and impairment is recognised in
the period in which such estimate has been changed.

(c) Deferred income tax

Deferred tax is recognised using the liability method on temporary differences arising between the tax bases of
assets and liabilities against which the deductible temporary differences and the carry forward of unused tax losses and tax
credits can be utilised. Where the final outcomes are different from the estimations, such differences will impact the carrying
amount of deferred tax in the period in which such determination is made.

5. Other net operating income

2015 2014 2013
(US$°000) (US$°000) (US$°000)

INErest INCOME .......oviiiiiiice e 306 257 197

Net foreign exchange (losses)/ gains.........cccccveveeee. (25) (15) 24

Other operating iNCOME .........cccovviireienereesenieieas 258 469 689

539 711 910

6. Operating profit
Operating profit is stated after charging the following:
2015 2014 2013

(US$°000)  (US$°000)  (US$°000)

AUuditor’s remuneration ..........ccocceeerevenenieeeeieenene e 71 47 45
Amortisation of leasehold land............ccccoovreieiiiicirinee, 271 276 277
Amortisation of other intangible asset...........c.ccoceeniriinenn 217 — —

Cost of inventories recognised as eXPense .........ccocvvvreeeeene. 36,887 27,504 22,584
Depreciation of property, plant and equipment ................... 2,277 2,375 2,335
Provision for inventories (NOte).........c.cccvervveneneicienieenne, 1,569 263 902

Loss on disposal of property, plant and equipment .............. 34 38 70
Operating lease rentals in respect of land and buildings ...... 670 599 570
Research and development eXPense .........ccceveveerereriesiennnn 1,442 (69) 1,403
Employee benefit expenses (Note 8).......cccceveverencieiinnnne 49,398 42,605 38,580

Note:

Provision for inventories amounted to US$1,569,000 (2014: US$263,000; 2013: US$902,000) mainly related
to obsolete or damaged inventories.
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7. Taxation charge

2015 2014 2013
(US$°000) (Us$°000) (Us$°000)
CUITENE TAX v 7,928 5,279 4,708
Deferred income tax (NOte 12).........ccccvveverinenennnn (1,834) (176) (512)
Taxation Charge ........cccveveveresese e 6,094 5,103 4,196

€)] The Company has been granted High and New Technology Enterprise status. Accordingly, the Company is
subjected to a preferential income tax rate of 15% up to 2016 (2014: 15.0%; 2013: 15.0%) and is renewable subject
to approval by the relevant authorities.

(b) The taxation charge on the Group’s profit before taxation differs from the theoretical amount that would arise using
the Group’s weighted average tax rate as follows:

2015 2014 2013
(US$°000)  (US$°000)  (US$’°000)

Profit before taxation.........ccccooveee e 37,401 31,505 26,620
Tax calculated at the domestic tax rates of respective

COMPANIES ...vevveieesieesieesteesteeeeeeesneesreesreesreesreeeeeraenreens 9,351 7,876 6,655
Expenses not deductible for tax purposes..........cccccevuennee. 389 873 1,108
Temporary differences ........ccccvvevieeve i — (195) (784)
(Over)/under provision in Prior Years..........cccceevveevereenns (98) an 38
Tax losses for which no deferred tax assets was

FECOGNISE..... vt 553 — —
Tax effect 0N CONCESSION ......cceevvveviece e (4,101) (3,434) (2,821)
TaXation ChArge ......cocveieieiie e 6,094 5,103 4,196

The weighted average tax rate calculated at the domestic tax rates of the respective companies for the year was
25.0% (2014: 25.0%; 2013: 25.0%).

The effective tax rate for the year was 16.3% (2014: 16.2%; 2013: 15.8%).

8. Employee benefit expenses

2015 2014 2013
(US$°000) (US$°000) (US$°000)
Wages, salaries and bonuses............cccocevvrereennene. 32,776 28,910 24,734
Pension costs—defined contribution plans........... 3,837 3,377 2,946
Staff Welfare .......ooovevvvieeecce e 12,785 10,318 10,900
49,398 42,605 38,580

Approximately US$19,585,000 (2014: US$16,971,000; 2013: US$14,507,000) is included in cost of sales.
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9. Property, plant and equipment

Furniture
and
fixtures,
other
Buildings Plant equipment
situated in Leasehold and and motor Construction
the PRC improvements equipment  vehicles in progress Total
(US$°000) (US$°000) (US$°000) (US$°000) (US$°000) (US$°000)
Cost
AsatJanuary 1, 2015........cccovvivviiiiineeeee e 23,065 2,156 13,660 4,266 39,346 82,493
Exchange differences . . (922) (86) (547) (181) (2,762) (4,498)
Additions................. . — 5 71 470 46,287 46,833
Disposals.. — (41) 47 (163) — (251)
TrANSTENS .o — — — 34 (34) —
Transfer to non-current assets classified as held for sale........ (22,143) (1,716) (11,734) (501) — (36,094)
As at December 31, 2015 .....cccoeviiiiiceeeee e — 318 1,403 3,925 82,837 88,483
Accumulated depreciation
and impairment
As at January 1, 2015 ......ccccviiieriiiieeeee e 16,385 1,368 9,199 2,587 — 29,539
Exchange differences .........ccovvreeniiiiennnseeeeceeae (677) (59) (384) (115) — (1,235)
Charge for the year 851 244 610 572 — 2,277
DiSPOSAIS......coeviiiciiiiicc e . — 37) (34) (145) — (216)
Transfer to non-current assets classified as held for sale........ (16,559) (1,237) (8,493) (384) — (26,673)
As at December 31, 2015 .....cccoeviiiiiceeeee e — 279 898 2,515 — 3,692
Net book value
As at December 31, 2015 .......ccooiiiiiriiineee e — 39 505 1,410 82,837 84,791
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9. Property, plant and equipment (Continued)

Furniture
and
fixtures,
other
Buildings Plant equipment
situated in Leasehold and and motor Construction
the PRC improvements equipment _ vehicles in progress Total
(US$°000) (US$°000) (US$°000) (US$°000) (US$°000) (US$°000)
Cost
AsatJanuary 1, 2014 .........ccoovvvvvviviieeeeee e 23,619 1,730 13,467 3,718 6,074 48,608
Exchange differences ..........ccoeovineiineincince e (554) (43) (318) (91) (298) (1,304)
Additions................. . — 9 243 671 34,683 35,606
Disposals.. . — — (309) (108) — (417)
Transfers ... . — 460 577 76 (1,113) —
As at December 31, 2014 .......ccoovvviiieieeee e 23,065 2,156 13,660 4,266 39,346 82,493
Accumulated depreciation and impairment
As atJanuary 1, 2014 .......cccoerieieiineeneeese e 15,821 1,145 9,003 2,226 — 28,195
Exchange differences . . (375) (29) (213) (54) — (671)
Charge for the Year.........cooveiiiiicininecec 939 252 677 507 — 2,375
DiSPOSAIS........ccviiiii — — (268) (92) — (360)
As at December 31, 2014 ......ccooeiiiiiiiiniiese e 16,385 1,368 9,199 2,587 — 29,539
Net book value
As at December 31, 2014 ... 6,680 788 4,461 1,679 39,346 52,954
Furniture
and
fixtures,
other
Buildings Plant equipment
situated in Leasehold and and motor  Construction
the PRC improvements equipment  vehicles in progress Total
(US$°000) (US$°000) (US$°000) (US$°000) (US$°000) (US$°000)
Cost
As atJanuary 1, 2013 .......ccovviiiiieeieieneeesss s 22,881 1,595 13,473 3,180 1,106 42,235
Exchange differences ........ccoooeveiieineneiie e 738 53 429 109 104 1,433
AAITIONS. ... — 143 272 613 5,589 6,617
Disposals.. . — (148) (1,335) (194) — (1,677)
Transfers ... — 87 628 10 (725) —
As at December 31, 2013 .........covoviiiiineeeess s 23,619 1,730 13,467 3,718 6,074 48,608
Accumulated depreciation
and impairment
As atJanuary 1, 2013 .......ccovviiiiieeieieneeesss s 14,322 1,045 9,255 1,936 — 26,558
Exchange differences . . 477 39 291 66 — 873
Charge for the year..... . 1,022 190 727 396 — 2,335
Disposals..........c.cccceuuene. . — (129) (1,270) (172) — (1,571)
As at December 31, 2013 ..o 15,821 1,145 9,003 2,226 — 28,195
Net book value
As at December 31, 2013 .......ccooiiiiiriieeee e 7,798 585 4,464 1,492 6,074 20,413

During 2015, the finance cost of US$981,000 (2014: US$650,000; 2013: US$8,000) of bank borrowing was

capitalised.
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9. Property, plant and equipment (Continued)
Construction in progress are mainly related to the construction of new factory in Fengpu District, Shanghai.
10. Leasehold land

The Group’s interests in leasehold land represent prepaid operating lease payments and are located in the PRC.

2015 2014 2013
(US$°000) (US$°000) (US$°000)
Cost
AS AL JANUAIY 1 ..o 13,729 14,057 13,618
Exchange differences ... (550) (328) 439
AITIONS ..o — — —
Transfer to non-current assets classified as held for sale..... (4,665) — —
As at December 31 .......ooviiiiiiiiieee e 8,514 13,729 14,057
Accumulated amortisation
AS AL JANUAIY L. 1,740 1,500 1,181
Exchange differences ... (78) (36) 42
AMOItISation Charge ........ccocevveiiiieiienees e 271 276 277
Transfer to non-current assets classified as held for sale..... (1,351) — —
As at December 31 ... 582 1,740 1,500
Net book value
AS at DECEMDEr 31 ... 7,932 11,989 12,557

11. Other intangible asset

2015 2014 2013
(US$°000) (US$°000) (US$°000)

Cost

AS AL JANUANY L ..o — — —

Exchange differences ... (96) — —

AITIONS ... 2,404 — —

As at December 31 ..o 2,308 — —
Accumulated amortisation

AS AL JANUANY L ..o — — —

Exchange difference ... 5) — —

AMOrtisation Charge ........ccocveve e 217 — —

As at December 31 ..o 212 — —
Net book value

AS at DECEMDET 3L ..o 2,096 — —
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12. Deferred income tax

December 31,

December 31,

2015 2014
(US$°000) (US$°000)
Deferred tax assets
—t0 be recovered within 12 months...........ccccoevvviveeiiieeennn, 3,815 2,123
—to be recovered after 12 months .........c.ccoeevvevieieiiieinenn, 694 665
4,509 2,788
The movements in deferred income tax assets are as follows:
2015 2014 2013
(US$°000) (US$°000) (US$°000)
ALJaNUAry 1 ..o 2,788 2,676 2,089
Exchange differences ........ccocoeevneininenncne (113) (64) 75
Credited to the consolidated income statement
—accrued expenses, provisions and
depreciation allowances............ccoceeveverenennns 1,834 176 512
At DecemMbBEr 31 ..o 4,509 2,788 2,676

The deferred tax assets and liabilities are offset when there is a legally enforceable right to set off and when the

deferred income taxes related to the same fiscal authority.

The Group’s deferred tax assets and liabilities are mainly related to the temporary differences including accrued
expenses, provisions and depreciation allowances. The potential deferred tax assets in respect of tax losses which have not
been recognised in the consolidated accounts amounted to approximately US$553,000 (2014: US$4,000).

These unrecognised tax losses can be carried forward against future taxable income and will expire in the

following years:

2015 2014 2013
(US$°000) (US$°000) (US$°000)

2009 16 17 —

2020, 2,151 — —

2,167 17 —

13. Inventories

December 31,

December 31,
2014

(US$°000)
18,188
8,540
8,408

2015
(US$°000)
RAW MALEIIAIS .....veiiiiieiciic et 22,008
WOTK IN PPOGIESS ...veevieiiitinie sttt 8,562
FiNiShed goods.........coviiviieiece e, 10,115
40,685

35,136
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14. Trade and bills receivables

December 31, December 31,
2015 2014
(US$°000) (US$°000)
Trade receivables from third parties..........cccccovevevieiieniniinennnn, 10,916 8,661
Trade receivables from related parties ((Note 24(b)) .............. 4,102 1,844
Bills receivables ..o 8,156 8,433
23,174 18,938

All the trade and bills receivables are denominated in RMB and are due within one year from the end of the
reporting period.

The carrying value of trade and bills receivables approximates their fair values.

Movements on the provision for trade receivables are as follows:

2015 2014 2013
(US$°000) (US$°000) (US$°000)
ALJANUANY 1 .o 137 140 136
Exchange difference ..o (6) 3) 4
At DeCceMbBEr 31 ..o 131 137 140

The impaired and provided receivables of US$131,000 (2014: US$137,000; 2013: US$140,000) are aged over
6 months.

15. Cash and bank balances

December 31, December 31,
2015 2014
(US$°000) (US$°000)
Cash at bank and in hand (NOte (8)).......cccvververirieneireieeen, 42,662 16,094
Short-term bank deposits (Note (10))....c.coovererrieneiiereieen, 479 481
Bank deposits maturing over three months (note (b)) ............. 3,767 2,299
46,908 18,874

Notes:

@ The cash and bank balances denominated in RMB were deposited with banks in the PRC. The
conversion of these RMB denominated balances into foreign currencies is subject to the rules and
regulations of foreign exchange control promulgated by the PRC government.

(b) The weighted average effective interest rate on 2015 bank deposits, with maturity ranging from 90 to

365 days, was 2.0% (2014: 3.0%) per annum. Cash at bank earns interest at floating rates based on
daily bank deposit rates.
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16. Non-current assets classified as held for sales

The current manufacturing facilities and the factory site (“the Site”) of the Company are located in Putuo District,
Shanghai, an area of Shanghai 12 kilometres from the city centre. The area was re-zoned in 2014 from industrial usage into a
new science and technology, commercial and residential development area called Smart City.

On December 9, 2015, the Company entered into an agreement (“the Agreement”) with the relevant Shanghai
government authorities for the surrender of its remaining 36 years land-use right in respect of the Site.

Under the Agreement, the Company will receive total cash compensation of approximately US$105 million
(the “Compensation”). The Compensation, which is expected to be received in three stages, is intended to compensate the
Company for the land use rights and manufacturing facilities surrendered, certain relocation expenses, and capital
expenditure at the new site.

As at December 31, 2015, the Company has received approximately US$ 31 million of the Compensation. The
remaining portion of the Compensation is targeted to be received in approximately one year when all the obligations in the
Agreement are fulfilled, and when legal title of the Site is transferred back to the relevant Shanghai government authorities.

Therefore, the Company reclassified the following assets from non-current assets to non-current assets classified as
held for sales.

December 31,

2015
(US$°000)
Buildings situated in the PRC...........ccooiioiiieie e 5,584
Leasehold iIMProVeMENLS. ........ccoi it 479
Plant and eQUIPMENT ..ot 3,241
Furniture and fixtures, other eqUIPMENT ..o, 117
=T E=T o o] [0 1 - oo 3,314
12,735

17. Share capital

Registered and fully paid capital

Nominal amount

(US$°000)
Registered and fully paid:
As at January 1, 2013 ... 10,605
Capital contribution from shareholders (NOte).........c.coovirinvininiiie, 22,777
As at December 31, 2013; January 1, 2014; December 31, 2014;
January 1, 2015 and December 31, 2015.........cccccoverrereevrieeeierieee s 33,382
Note:

During 2013, the Company capitalised RMB141 million (equivalent to US$22,777,000) distributed retained
profit as the registered capital. The total registered and fully paid capital increased from RMB88 million
(equivalent to US$10,605) to RMB229 million (equivalent to US$33,382).
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18. Trade payables

December 31, December 31,
2015 2014
(US$°000) (US$°000)
Trade payables due to third parties............ccocveveverevvsnninennnn, 3,121 4,652
Trade payable due to a related party (Note 24(b))........ccce.e.n. 1,286 5,285
4,407 9,937

All the trade payables are denominated in RMB and due within one year from the end of the reporting period.
The carrying value of trade payables approximates their fair values due to their short-term maturities.

19. Other payables, accruals and advance receipts

December 31, December 31,
2015 2014
(US$°000) (US$°000)
Other payables and accruals
Accrued operating eXPENSES .......cvcvververrereereerieerieseesnens 27,172 15,047
ACCrUE SAIANIES ....cveiviiiciee e, 8,400 7,177
Other payables.........cocooviiiieiiiee e, 23,722 10,008
59,294 32,232
Advance receipts
Payments in advance from CUStOMErS ........c.ccceevvevviiernnenn, 918 799
Payments in advance from government authority
(NOLE (1)) +eveeereererreieet et 31,146 —
91,358 33,031
Notes:

0] As at December 31, 2015, the Company has received approximately US$31 million of the
Compensation (Note 16).

20. Bank borrowings

December 31, December 31,
2015 2014
(US$°000) (US$°000)

Bank borrowings

NoN-current (N0t (1)) ...ovvverveererieeie e, — 14,513

CUrrent (NOLE (i) «vevvereerrereereeereeeeie et 25,577 7,476
Total DOITOWINGS ..ovveveeieciese e 25,577 21,989
Weighted average effective interest rate (notes (ii))................ 6.25% 6.25%

Notes:
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20. Bank borrowings (Continued)

(M The long-term and short-term bank borrowings are unsecured, interest-bearing, denominated in
RMB and the carrying amount of the bank borrowings approximates their values.

(i) The finance costs incurred in the course of drawdown of bank borrowings directly for the purpose of
fixed assets requisition.

The Group’s bank borrowings are repayable as follow:

21. Deferred income

2015 2014

(US$°000) (US$°000)
WIhIN 1 YEAT ... 25,577 7,476
Between 2 and 5 YEarS........cccevvviieeieiesee s — 14,513
25,577 21,989

December 31, December 31,

2015 2014
(US$°000) (US$°000)
Deferred government incentives

—Property, plant and equipment............ccccceviverieieniesnen, 7,017 4,552
—Research and development projects ..........ccoceeveeveriniennn, 72 151
7,089 4,703

Deferred income represents government incentives of approximately US$7,017,000 (2014: US$4,552,000) received
by the Group mainly in relation to property, plant and equipment.
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22. Notes to the consolidated statement of cash flows

Reconciliation of profit for the year to net cash generated from operations:

2015 2014 2013
(US$°000) (US$°000) (US$°000)

Profit fOr the YEAT ......cieie et re s 31,307 26,402 22,424
Adjustments for:

TaXALON CRAMGE ....veveiiecee ettt re e neer e e e e e e saesrenne e 6,094 5,103 4,196

Amortisation of other intangible asset ..........ccccvvvviiieieicce e 217 — —

Amortisation of leasehold 1and ..o 271 276 277

Provision fOr INVENTOIIES . ........coi ittt e 1,569 263 902

Depreciation on property, plant and eqUIPMENT...........cccviieineneineneee e 2,277 2,375 2,335

Loss on disposal of property, plant and equUIpmMeNt...........cccceoveneinienenseneeene, 34 38 70

INEEIEST INCOME ... ittt bbb (306) (257) (197)

EXChange differeNCES......ccviiieecice e 1,720 (291) 21
Operating profit before working capital Changes..........cocoovvriiiineniie 43,183 33,909 30,028
Changes in working capital:

—INCrease iN INVENTOTIES ......coiuiiiiiiiciriee e (7,118) (11,013) (7,853)

—(increase)/decrease in trade and bills receivables ..........ccccccoveviiiiiie e, (4,236) 355 (1,450)

—decrease/(increase) in other receivables, prepayments and deposits................... 361 (1,346) (502)

—(decrease)/increase in trade Payables.........ccccovveieiieecie s (5,530) (805) 2,537

—increase/(decrease) in other payables, accruals and advance receipts.................. 25,979 (105) 6,365

—decrease in deferred INCOME.........coiiiiiiiiie e (430) (881) (256)

—payment of other intangible aSSet ... (1,202) — —
Net cash generated from OPErations..........cceviveiieeieiiee i 51,007 20,114 28,869
23. Commitments
(@) Capital commitments

The Group had the following capital commitments:
December 31, December 31,
2015 2014
(US$°000) (US$°000)
Property, plant and equipment
Contracted but not provided for..........ccccovvvveiieiicieeiee, 9,979 30,897

Capital commitment for property, plant and equipment contracted is mainly for the construction in progress of new
plant of the Company.
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23. Commitments (Continued)
(b) Operating lease commitments

The Group leases various factories and offices under non-cancellable operating lease agreements. The future
aggregate minimum lease payments in respect of land and buildings under non-cancellable operating leases were as follows:

2015 2014
(US$°000) (Us$°000)
NoOt later than 0N YEAr .......cccccvvvieeieerce e 393 410
Later than one year and not later than five years...........c.ccoceeeenen. 405 340
798 750

24. Significant related party transactions

Save as disclosed above, the Group has the following significant transactions during the year with related parties
which were carried out in the normal course of business at terms determined and agreed by the relevant parties:

@ Transactions with related parties:

2015 2014 2013
(US$2000)  (US$°000)  (US$°000)

Sales of goods to

—A fellow subsidiary of SHTCML ........cccccovviiiniiinennns 17,478 17,880 17,458

—A fellow subsidiary of SHCM(HK)IL...........ccccovennen. 3,549 2,408 —
21,027 20,288 17,458

Purchase of goods from
—A fellow subsidiary of SHTCML ........ccccocvvvivriiinnnns 11,151 13,035 12,428

Rendering of marketing services from
—A fellow subsidiary of SHTCML ........ccccovviiiiinenns 389 358 349

Rendering of research and development services from
—A fellow subsidiary of SHCM(HK)IL............cccceovvens 286 121 —

Rendering of consultancy services from
—A fellow subsidiary of SHCM(HK)IL...........ccccovennee. — 38 325

Provision of marketing services to
—A fellow subsidiary of SHCM(HK)IL............cccccovvenns 5,093 — —

No transactions have been entered into with the directors of the Company (being the key management personnel)
during the years ended December 31, 2015 (2014 and 2013: nil).
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24. Significant related party transactions (Continued)

(b) Balances with related parties included in:

Trade receivables from related parties:

—A fellow subsidiary of SHTCML (Note 14)(note) ..............
—A fellow subsidiary of SHCM(HK)IL.............

Trade payable due to a related party:

—A fellow subsidiary of SHTCML (Note 18)(note) ..............

Amounts due to related parties:

—SHTCML (NOLE) ..o

—Fellow subsidiaries of SHCM(HK)IL (note)

Note:

December 31, December 31,

2015 2014
(US$000) (US$°000)
2,204 1,844
.................... 1,898 —
4,102 1,844
1,286 5,285
.................... — 137
.................... 1,965 641
1,965 778

Balances with related parties are unsecured, interest-free and repayable on demand. The carrying values of
balances with related parties approximate their fair values due to their short-term maturities.

25. Particulars of a principal subsidiary

Equity interest

Place of attributable to the
establishment Nominal Group
and value of As at December 31,
Name operation registered capital 2015 2014 Type of legal entity  Principal activities
Hutchison Heze Bio Resources & Limited liability Agriculture & sales of
Technology Co., Limited............ The PRC RMB1,500,000 100% 100% company Chinese herbs
Shanghai Shangyao Hutchison
Whampoa GSP Company Limited liability Distribution of drug
Limited......cooovvvineiieceece The PRC RMB20,000,000 100% — company products
Note:

As at December 31, 2014, Shanghai Shangyao Hutchison Whampoa GSP Company Limited had obtained its business
license, while its paid-in capital was not yet injected by the Company. As at December 31, 2015, the paid-in capital has been

injected by the Company.
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Independent Auditor’s Report

To the Board of Directors and Shareholders of Hutchison Whampoa Guangzhou Baiyunshan Chinese Medicine
Company Limited
(incorporated in the People’s Republic of China with limited liability)

We have audited the accompanying consolidated financial statements of Hutchison Whampoa Guangzhou
Baiyunshan Chinese Medicine Company Limited and its subsidiaries, which comprise the consolidated statements of
financial position as of December 31, 2015 and 2014, and the related consolidated income statements, consolidated
statements of comprehensive income, of changes in equity and of cash flows for each of the three years in the period ended
December 31, 2015.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with International Financial Reporting Standards as issued by the International Accounting Standards Board; this
includes the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the consolidated financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on our judgment, including the assessment of the risks of
material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk
assessments, we consider internal control relevant to the Company’s preparation and fair presentation of the consolidated
financial statements 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 Company’s internal control. Accordingly, we express no such opinion. An
audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the consolidated financial
statements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Hutchison Whampoa Guangzhou Baiyunshan Chinese Medicine Company Limited and its subsidiaries
at December 31, 2015 and 2014, and the results of their operations and their cash flows for each of the three years in the
period ended December 31, 2015 in accordance with International Financial Reporting Standards as issued by the
International Accounting Standards Board.

/sl PricewaterhouseCoopers Zhong Tian LLP

Guangzhou, the People’s Republic of China
March 1, 2016
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited
Consolidated Income Statement
For the Years Ended December 31, 2015, 2014 and 2013

Note 2015 2014 2013
US$°000 US$°000 US$°000
REVENUE ....eiiti ettt sttt e sbe e abe e 5 211,603 243,746 247,626
COSt OF SAIES ... s (120,142) (147,325) (156,831)
LC 0TI ] (0] 11 S 91,461 96,421 90,795
SEIlING EXPENSES. ....viieieieeet ettt e e sae b srenrenre e (45,325) (51,303) (49,214)
AdMINIStrative BXPENSES ....vcuveeeriieriestese e eeesiesiesresre e sreeraeeesaesre e sresreanes (23,722) (23,488) (22,885)
Other net operating iNCOME...........ccoiiiiriiiiereee s 6 2,902 3,344 1,940
Operating Profit .....c.ccvcvciece e 7 25,316 24,974 20,636
Share of profits less losses after tax of:
JOINE VENTUIE.....eiieiiciecse et 7 4 7
ASSOCIAtEd COMPANIES......veiiieiieiiee e ettt e e sreesee s (8] (34) —
FINANCE COSES.... vttt sbe e 8 (158) (139) (183)
Profit Defore taXation ...........coviieiiii e 25,164 24,805 20,460
TaXation CRAIGE ...c.coveeiiiiieec et 9 (3,948) (3,940) (3,099)
Profit fOr the Year.......ccveii e 21,216 20,865 17,361
Attributable to:
Equity holders of the COMPANY ........cooviriiiiiie e 21,376 20,775 17,165
NON-CONrOIlING INTEFESES .....vvcvveciiecee e e (160) 90 196
21,216 20,865 17,361

The accompanying notes are an integral part of these consolidated financial statements.
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited

Consolidated Statement of Comprehensive Income
For the Years Ended December 31, 2015, 2014 and 2013

2015 2014 2013
US$°000 US$°000 US$°000
0T T 0 g (IR T S 21,216 20,865 17,361
Other comprehensive (loss)/income that has been or may be reclassified

subsequently to profit or loss:

Exchange translation differenCes ..o (5,097) (2,647) 3,301
Total comprehensive income for the year (Net 0f taX) .......ccocevvivvieriecicic e 16,119 18,218 20,662
Attributable to:

Equity holders of the COMPANY ......cceiiiiiiiiie s 16,427 18,208 20,357

NON-CONTOIIING INTEIESES ....e.veiviieceeie ettt ne e e e sne s (308) 10 305

16,119 18,218 20,662

The accompanying notes are an integral part of these consolidated financial statements.
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited
Consolidated Statement of Financial Position
As at December 31, 2015 and 2014

Note 2015 2014
US$°000 US$°000
ASSETS
Non-current assets
Property, plant and QUIPIMENT ........c.coveiiiiiiie et re e ene s 11 54,691 35,195
LEaSENOIA TAN ........eiieiieiic bbb 12 11,037 11,772
GOOAWIIL ... ettt sttt bbb e st b e et e 13 9,010 9,385
Other INtANGIDIE BSSEL.......ccuiieiiitiict bbb ere e 14 708 865
INVESEMENE N @ JOINT VENTUIE ...ttt 178 178
Investments in assoCiated COMPANIES.......ciiiiiriieirieie et 213 222
Other NON=-CUITENT SSEES .....veiuieiieieite ettt ettt sttt sbesreese e e et e sbeseesbesneeneas 15 11,768 14,733
DETEITEA 18X BSSEBLS ..viveitiiiiiitiriet ettt bbbt b et b e b et re st 16 1,009 1,034

88,614 73,384

Current assets

0N 101 (] 4 1R 17 39,393 43,570
Trade and DIllS FECEIVADIES. ........ccvvi i 18 37,033 43,102
Other receivables, prepayments and dePOSIS ........covoereiririiiiniise e 6,189 5,278
Cash and €ash EQUIVAIENTS .......c..oiiiiieiiciiiee et sneeneas 19 31,155 31,004
Bank deposits maturing over three MONthS ..o 19 262 20,833
114,032 143,787
JLIE0] =1 TS R 202,646 217,171
EQUITY
Capital and reserves attributable to the Company’s equity holders
] T T o o] | - | 20 24,103 24,103
RSB VS ...ttt e e e e e e e e e e e e e e e e e b b e e e e e e e e et br et e eaeeeaaabbareeaeeeaantbarraeeeeeaaates 97,420 87,403
121,523 111,506
NON-CONIOIIING INTEIESES ....e.veieieieeeiee ettt sttt seeseenreeneens 3,540 3,802
TOMAL BOUITY ..cvvevet ettt ettt e st e st e s besbeeteess et e st e sbesbeebeese e e ebesaesbesreaneas 125,063 115,308
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited
Consolidated Statement of Financial Position (Continued)
As at December 31, 2015 and 2014

Note 2015 2014
US$°000 US$°000
LIABILITIES
Current liabilities
QLI Uo L= o F Yz L o] SR 21 17,444 29,868
Other payables, accruals and advanCe rECEIPLS .......evvivrieiieieerieresesesese e e e e e sae e eneas 22 42,513 53,068
BanK DOITOWING ....vvcece ettt e reene e e e e e beseesrenne e 23 923 625
(N4 = 01 D L LT T TR 587 1,289
61,467 84,850
Non-current liabilities
DETEITEA INCOME ...ttt ettt ettt et et e et e st e st b e st e e sbeesbeebesabesbeeebsesbeesbeesbesneens 24 15,774 16,585
Deferred taX HADITTIES .......cviiciii ettt ettt e e ebe e e ebe e be e e sbeeeeraeens 16 342 428
16,116 17,013
LIE0] = I T 0T L 1= PP PP 77,583 101,863
L o0 =] 0L T £ P 52,565 58,937
Total assets 1eSS CUITent HabIlITIES.........c..covvviiieiie e 141,179 132,321
Total equity and HADIITIES .......ccveieiice e 202,646 217,171

The accompanying notes are an integral part of these consolidated financial statements.
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited

Consolidated Statement of Changes in Equity

For the Years Ended December 31, 2015, 2014 and 2013

As at January 1, 2013........ccccoeiininne
Profit for the year........ccccccecvvvvvivinnnns

Other comprehensive income that
has been or may be reclassified
subsequently to profit or loss:

Exchange translation differences...

Total comprehensive income for the

year (net of taxX).......ccoevevinninnnnns
Dividend paid........c..ccccovivvriiiirennnnn,

Changes in ownership interests in a
subsidiary without change of

(o0 21 (0] [T
As at December 31, 2013...................

Asat January 1, 2014........cccccoevvvinnenne
Profit for the year.........ccccccevevvvvennnn,

Other comprehensive loss that has
been or may be reclassified
subsequently to profit or loss:

Exchange translation differences...

Total comprehensive (loss)/ income

for the year (net of tax) .......c..........
Dividend paid...........ccccovvvviiieirennnnn,

Changes in ownership interests in a
subsidiary without change of

CONEIOL ...
As at December 31, 2014...................

Attributable to equity holders of the Company Non-
Share Exchange General Retained controlling Total
capital reserve reserves earnings Total interests equity
US$°000 US$°000 US$°000 US$°000 US$°000 US$°000 US$°000
24,103 11,967 131 56,490 92,691 2,901 95,592
— — — 17,165 17,165 196 17,361
— 3,192 — — 3,192 109 3,301
— 3,192 — 17,165 20,357 305 20,662
— — —  (6,462) (6,462) —  (6,462)
— — — — — 194 194
24,103 15,159 131 67,193 106,586 3,400 109,986
Attributable to equity holders of the Company Non-
Share Exchange General Retained controlling Total
capital reserve reserves earnings Total interests equity
US$°000 US$°000 US$°000 US$°000 US$°000 US$°000 US$°000

24,103 15,159 131 67,193 106,586 3,400 109,986
— — — 20,775 20,775 90 20,865
—  (2,567) — —  (2,567) (80)  (2,647)
—  (2,567) — 20,775 18,208 10 18,218
— — —  (12,820) (12,820) —  (12,820)
— — — (468) (468) 392 (76)
24,103 12,592 131 74,680 111,506 3,802 115,308
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited
Consolidated Statement of Changes in Equity (Continued)
For the Years Ended December 31, 2015, 2014 and 2013

As at January 1, 2015.........ccoociiieeenn
Profit/(loss) for the year............cccce.e.
Other comprehensive loss that has
been or may be reclassified
subsequently to profit or loss:
Exchange translation differences.....
Total comprehensive (loss)/ income for
the year (net of tax) ......ccccecevvrennnnnn.
Dividend paid..........ccccovvvirniiniinienennns
Capital contribution from a
non-controlling shareholder of
asubsidiary ........ccoceeveneiicneinenns
As at December 31, 2015...........ccccueeee.

Attributable to equity holders of the Company Non-
Share Exchange General Retained controlling Total
capital reserve reserves earnings Total interests equity
US$°000 US$°000 US$°000 US$°000 US$°000 US$°000 US$°000

24,103 12,592 131 74,680 111,506 3,802 115,308
— — — 21,376 21,376 (160) 21,216
—  (4,949) — —  (4,949) (148)  (5,097)
—  (4,949) — 21376 16,427 (308) 16,119
_ _ —  (6,410) (6,410) —  (6,410)
_ — — — — 46 46
24,103 7,643 131 89,646 121,523 3,540 125,063

The accompanying notes are an integral part of these consolidated financial statements.
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited
Consolidated Statement of Cash Flows
For the Years Ended December 31, 2015, 2014 and 2013

Cash flows from operating activities

Net cash generated from OPErations............ccvveveviereresnseseeree e
INTEreSt FECEIVEA .....oiviieiiiee et
FINANCE COSES PAIL ......ccviiviiriiieiieieiee e
INCOME tAX PAIH.....c.eiviiciiiee e
Net cash generated from operating actiVities..........c.covoveneinenennenecee
Cash flows from investing activities

Purchase of property, plant and equUIpMENt.........cccevvieeeeieereie e
Proceeds from disposal of property plant and equipment............c.ccccveveeee
Decrease/(increase) in bank deposits maturing over three months..............
Acquisition Of a SUBSIAIArY .........ccecveie i
Purchase of leasehold 1and.............ccoovvviiiiinii e
Increase in governMENt Grant........cocoveieierieienierieiese e
Net cash used in iNVEStING aCHIVITIES .........cooviriiiiiie e
Cash flows from financing activities

DivIdend Paid.........ccceiiiiieiieece e
New short-term bank BOrroOWING ..o
Repayment of short-term bank borrowing ..o,
Capital contribution from a non-controlling shareholder of a subsidiary ....
Purchase of additional interests in a subsidiary ..........cccccviveviviiv e e,
Net cash used in financing actiVities..........cccocvvve i,

Net increase/(decrease) in cash and cash equivalents............cccccceeevieveevenennn.
Cash and cash equivalents at JaNUArY 1, .......ccccovvereienennienenee e
Exchange differenCes.........ccoveiiieiiciic e

Cash and cash equivalents at December 31, ......ccccccvvvievieiiee e

Analysis of cash and bank balances

—Cash and cash eqUIVaIENLS ..........c.ccoveiieieiie e
—Bank deposits maturing over three months...........ccoceevviiineiiincinenns

Note 2015 2014 2013
US$°000 US$°000 US$°000
25(a) 12278 22,148 38,642
628 1,322 1,126
(36) (37) (40)
(4,703)  (3481)  (3277)
8167 19952 36,451
(21,698)  (11,597)  (4,070)
— 122 33
20571 (1,141)  (19,692)
25(b) - — 21
—  (6,798)  (14,408)
451 11,589 1,199
(676)  (7,825)  (36,917)
(6,410)  (12,820)  (6,462)
923 625 -
(625) — (620)
46 — 194
25(c) — (76) .
(6,066) (12,271)  (6,888)
1,425 (144)  (7,354)
31,004 31,895 38,121
(1,274) (747) 1,128
31,155 31,004 31,895
19 31,155 31,004 31,895
19 262 20,833 19,692
31,417 51,837 51587

The accompanying notes are an integral part of these consolidated financial statements.

F-101



Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited
Notes To The Accounts

1. General information

Hutchison Whampoa Guangzhou Baiyunshan Company Limited (the “Company™) and its subsidiaries (together the
“Group”) are principally engaged in manufacturing and selling of over-the-counter drug products. The Group has
manufacturing plants in the People’s Republic of China (the “PRC”) and sell mainly in the PRC.

The Company was incorporated in the PRC on April 12, 2005 as a Chinese-Foreign Equity joint venture. The
Company is jointly controlled by Guangzhou Hutchison Chinese Medicine (HK) Investment Limited (“GZHCMHK”) and
Guangzhou Baiyunshan Pharmaceuticals Holdings Co., Ltd (“GBPHCL").

These consolidated accounts are presented in thousands of United States dollars (“US$000”), unless otherwise
stated.

2. Summary of significant accounting policies

The consolidated accounts of the Company have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) as issued by the International Accounting Standards Board. These consolidated accounts have been
prepared under the historical cost convention.

During the year, the Group has adopted all of the new and revised standards, amendments and interpretations issued
by the International Accounting Standards Board that are relevant to the Group’s operations and mandatory for annual
periods beginning January 1, 2015. The adoption of these new and revised standards, amendments and interpretations did not
have any material effects on the Group’s results of operations or financial position.

At the date of authorisation of these consolidated accounts, the following standards, amendments and interpretations
were in issue but not yet effective and have not been early adopted by the Group:

IAS 1 (AMENAMENES) D ... Disclosure Initiative

IAS 7 (AMENdMENtS)® ........coovvveeieeeeieres e Disclosure Initiative

IAS 12 (AMeNdMENtS) @ ..o Recognition of Deferred Tax Assets for Unrealised Losses

IAS 16 and 1AS 38 (Amendments)® ........cc.cocovvvernveerseeeesenieeens Clarification of Acceptable Methods of Depreciation and
Amortisation

IAS 16 and 1AS 41 (Amendments)® .........cocoovivverieeeeeeeeeeeenieens Agriculture: Bearer Plants

IAS 27 (AMENAMENES) ... Equity Method in Separate Financial Statements

IFRS 9% oot Financial Instruments

IFRS 10 and IAS 28 (Amendments)®..........cco.covvvereerrerreesreeniennons Sale or Contribution of Assets between an Investor and its Associate
or Joint Venture

IFRS 10, IFRS 12 and IAS 28 (Amendments)¥............cccoevvvenrennn. Investment Entities: Applying the Consolidated Exception

IFRS 11 (AMendments) Y ........cc.coovvveeierenreeeeseeeeessessessees s Accounting for Acquisitions of Interests in Joint Operations

IFRS 1AW, oottt Regulatory Deferral Accounts

IFRS 15, oot Revenue from Contracts with Customers

IFRS 16M....o.oeoeecvee st Leases

Annual improvements 2012-2014 cycle® .........cccovvervenvenrienienien, Improvements to IFRSs

Q) Effective for the Group for annual periods beginning on or after January 1, 2016.

2 Effective for the Group for annual periods beginning on or after January 1, 2017.

3) Effective for the Group for annual periods beginning on or after January 1, 2018.
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited
Notes To The Accounts (Continued)

2. Summary of significant accounting policies (Continued)
4) Effective for the Group for annual periods beginning on or after January 1, 2019.

(5) In December 2015, the IASB postponed the effective date of this amendment indefinitely pending the outcome of its
research project on the equity method of accounting.

The adoption of standards, amendments and interpretations listed above in future periods is not expected to have any
material effect on the Group’s result of operations and financial position, except for the adoption of IFRS 15 which the
management is still assessing the impact.

(a) Basis of consolidation

The consolidated accounts of the Group include the accounts of the Company and all its direct and indirect
subsidiaries made up to December 31 and also incorporate the Group’s interests in joint venture and associated companies,
and on the basis set out in Notes 2(d) and 2(e) below.

The accounting policies of subsidiaries, joint venture and associated companies have been changed where necessary
to ensure consistency with the policies adopted by the Group.

All significant intercompany transactions and balances within the Group are eliminated on consolidation.

Non-controlling interests represent the interests of outside shareholders in the operating results and net assets of
subsidiaries.

(b) Subsidiaries

Subsidiaries are all entities over which the Group has control. The Group controls an entity when the Group is
exposed to, or has rights to variable returns from its involvement with the entity and has the ability to affect those returns
through its power over the entity. In the consolidated accounts, subsidiaries are accounted for as described in
Note 2(a) above.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are
de-consolidated from the date that control ceases.

Business combinations

The Group applies the acquisition method to account for business combinations. The consideration transferred for
the acquisition of a subsidiary is the fair values of the assets transferred, the liabilities incurred to the former owners of the
acquiree and the equity interests issued by the group. The consideration transferred includes the fair value of any asset or
liability resulting from a contingent consideration arrangement. Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured initially at their fair values at the acquisition date.

The Group recognises any non-controlling interest in the acquiree on an acquisition-by-acquisition basis.
Non-controlling interests in the acquiree that are present ownership interests and entitle their holders to a proportionate share
of the entity’s net assets in the event of liquidation are measured at either fair value or the present ownership interests’
proportionate share in the recognised amounts of the acquiree’s identifiable net assets. All other components of
non-controlling interests are measured at their acquisition date fair value, unless another measurement basis is required
by IFRS.

Acquisition-related costs are expensed as incurred.
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited
Notes To The Accounts (Continued)

2. Summary of significant accounting policies (Continued)
(b) Subsidiaries (Continued)

The excess of the consideration transferred over the fair value of the identifiable net assets acquired is recorded as
goodwill. If the total of consideration transferred, non-controlling interest recognised and previously held interest measured is
less than the fair value of the net assets of the agcuiree acquired in the case of a bargain purchase, the difference is recognised
directly in the income statement.

(c) Transactions with non-controlling interests

Transactions with non-controlling interests that do not result in a loss of control are accounted for as transactions
with equity owners of the Group. For purchases from non-controlling interests, the difference between any consideration paid
and the relevant share acquired of the carrying value of net assets of the subsidiary is recorded in equity. Gains or losses on
disposals to non-controlling interests are also recorded in equity.

(d) Joint arrangements

Investments in joint arrangements are classified as either joint operations or joint ventures depending on the
contractual rights and obligations of each investor. The Group has assessed the nature of its joint arrangement and determined
to be a joint venture. Joint venture is accounted for using the equity method.

Under the equity method of accounting, interest in joint venture is initially recognised at cost and adjusted thereafter
to recognise the Group’s share of the post-acquisition profits or losses and movements in other comprehensive income. The
Group determines at each reporting date whether there is any objective evidence that the investment in the joint venture is
impaired. If this is the case, the Group calculates the amount of impairment as the difference between the recoverable amount
of the joint venture and its carrying value and recognises the amount adjacent to “share of profits less losses after tax of joint
venture” in the income statement.

(e) Associated companies

An associate is an entity, other than a subsidiary or a joint venture, in which the Group has long-term equity interest
and over which the Group is in position to exercise significant influence over its management, including participation in the
financial and operating policy decisions.

The results and net assets of associates are incorporated in these accounts using the equity method of accounting,
except when the investment is classified as held for sales, in which case it is accounted for under IFRS 5, Non-current assets
held for sale and discontinued operations. The total carrying amount of such investments is reduced to recognise any
identified impairment loss in the value of individual investment.

() Segment reporting
Operating segments are reported in a manner consistent with the internal reporting provided to the chief operating

decision-maker. The board of directors, who is responsible for allocating resources and assessing performance of the
operating segments, has been identified as the steering committee that makes strategic decisions.
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited
Notes To The Accounts (Continued)

2. Summary of significant accounting policies (Continued)
(g) Foreign currency translation

Items included in the accounts of each of the Group’s companies are measured using the currency of the primary
economic environment in which the entity operates (the “functional currency”). The functional currency of the Company and
its subsidiaries, joint venture and associated companies is Renminbi (“RMB”) whereas the consolidated accounts are
presented in United States dollars (“US dollars”), which is the Company’s presentation currency.

The accounts of the Company, subsidiaries, joint venture and associated companies are translated into the
Company’s presentation currency using the year end rates of exchange for the statement of financial position items and the
average rates of exchange for the year for the income statement items. Exchange differences are recognised directly in the
consolidated statement of comprehensive income.

(h) Property, plant and equipment

Property, plant and equipment other than construction in progress are stated at historical cost less accumulated
depreciation and any accumulated impairment losses. Historical cost includes the purchase price of the asset and any directly
attributable costs of bringing the asset to its working condition and location for its intended use.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only
when it is probable that future economic benefits associated with the item will flow to the Group and the cost of the item can
be measured reliably. All other repairs and maintenance are charged to the income statement during the financial period in
which they are incurred.

Depreciation is calculated using the straight-line method to allocate their costs less accumulated impairment losses
over their estimated useful lives. The principal annual rates are as follows:

BUIAINGS .o 30 years
Leasehold improvements.........cccoceevveveiveiveseennnns Over the unexpired period of the lease or 5 years,
whichever is shorter
Plant and equipmeNt ..........cccoeiiieieneinc e 10 years
Furniture and fixtures, other equipment and
MOLOr VENICIES ..o 5 years

The assets’ useful lives are reviewed and adjusted if appropriate, at end of each reporting period. An asset’s carrying
amount is written down immediately to its recoverable amount if the asset’s carrying amount is greater than its estimated
recoverable amount (Note 2(n)).

Gains and losses on disposals are determined by comparing net sales proceeds with the carrying amount of the
relevant assets and are recognised in the income statement.

(i) Construction in progress
Construction in progress represents buildings, plant and machinery under construction and pending installation and
is stated at cost less accumulated impairment losses (if any). Cost includes the costs of construction of buildings and the costs

of plant and machinery. No provision for depreciation is made on construction-in-progress until such time as the relevant
assets are completed and ready for intended use.
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited
Notes To The Accounts (Continued)

2. Summary of significant accounting policies (Continued)
(i) Construction in progress (Continued)

When the assets concerned are brought into use, the costs are transferred to property, plant and equipment and depreciated in
accordance with the policy as stated in Note 2(h).

() Leasehold land

Leasehold land is stated at cost less accumulated amortisation and accumulated impairment losses (if any). Cost
mainly represents consideration paid for the rights to use the land on which various plants and buildings are situated for a
period of 50 years from the date the respective right was granted. Amortisation of leasehold land is calculated on a
straight-line basis over the period of the land use rights.

(k) Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group’s share of the net
identifiable assets of the acquired subsidiary/business at the date of acquisition, or the excess of fair value of business over its
fair value of the net identifiable assets injected to the Company upon its formation. If the cost of acquisition is less than the
fair value of the Group’s share of the net identifiable assets of the acquired subsidiary, the difference is recognised directly in
the consolidated income statement.

Goodwill is retained at the carrying amount as a separate asset, and subject to impairment test annually when there
are indications that the carrying value may not be recoverable.

The profit or loss on disposal of a subsidiary is calculated by reference to the net assets at the date of disposal
including the attributable amount of goodwill.

() Other intangible asset

The Group’s other intangible assets mainly include distribution network. Other intangible asset has definite useful
life and is carried at historical cost less accumulated amortisation and accumulated impairment losses. Amortisation is
calculated using the straight-line method to allocate its costs over its estimated useful life of ten years.

(m) Research and development

Research expenditure is recognised as an expense as incurred. Costs incurred on development projects (relating to
the design and testing of new or improved products) are recognised as intangible assets when it is probable that the project
will generate future economic benefits by considering its commercial and technological feasibility, and costs can be measured
reliably. Other development expenditures are recognised as an expense as incurred. Development costs previously recognised
as an expense are not recognised as an asset in a subsequent period. Development costs with a finite useful life that have been
capitalised (if any) are amortised on a straight-line basis over the period of expected benefit not exceeding five years. The
capitalised development costs are reviewed for impairment whenever events or changes in circumstances indicate that the
carrying amount of the assets exceeds its recoverable amount.

Where the research phase and the development phase of an internal project cannot be clearly distinguished, all
expenditure incurred on the project is charged to the income statement.
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited
Notes To The Accounts (Continued)

2. Summary of significant accounting policies (Continued)
(n) Impairment of non-financial assets

Assets that have an indefinite useful life such as goodwill or intangible assets not ready to use are not subject to
amortisation and are tested for impairment annually. Assets are reviewed for impairment to determine whether there is any
indication that the carrying value of these assets may not be recoverable and have suffered an impairment loss. If any such
indication exists, the recoverable amount of the asset is estimated in order to determine the extent of the impairment loss, if
any. The recoverable amount is the higher of an asset’s fair value less costs to sell and value in use. Such impairment loss is
recognised in the income statement.

(o) Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined using the weighted average
cost method. The cost of finished goods comprises raw materials, direct labor, other direct costs and related production
overheads (based on normal operating capacity). Net realisable value is the estimated selling price in the ordinary course of
business, less applicable variable selling expenses.

(p) Trade and other receivables

Trade and other receivables are recognised initially at fair value and subsequently measured at amortised cost using
the effective interest method, less provision for impairment. A provision for impairment of trade and other receivables is
established when there is objective evidence that the asset is impaired. The amount of the provision is the difference between
the asset’s carrying amount and the present value of estimated future cash flows, discounted at the effective interest rate. The
amount of the provision is recognised in the income statement.

(q) Cash and cash equivalents

In the consolidated statement of cash flows, cash and cash equivalents include cash in hand, deposits held at call
with banks, other short-term highly liquid investments with original maturities of three months or less.

(r) Borrowing

Borrowing is recognised initially at fair value, net of transaction costs incurred. Borrowing is subsequently stated at
amortised cost; any difference between the proceeds (net of transaction costs) and the redemption value is recognised in the
income statement over the period of the borrowings using the effective interest method.

(s) Financial liabilities and equity instruments

Financial liabilities and equity instruments issued by the Group are classified according to the substance of the
contractual arrangements entered into and the definitions of a financial liability and an equity instrument. Financial liabilities
(including trade and other payables) are initially measured at fair value, and are subsequently measured at amortised cost,
using the effective interest method. An equity instrument is any contract that does not meet the definition of financial liability
and evidences a residual interest in the assets of the Group after deducting all of its liabilities.
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Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited
Notes To The Accounts (Continued)

2. Summary of significant accounting policies (Continued)
(s) Financial liabilities and equity instruments (Continued)

Ordinary shares are classified as equity. Incremental costs, net of tax, directly attributable to the issue of new shares
are shown in equity as a deduction from the proceeds.

(t) Current and deferred income tax

(i) Current income tax

The current income tax charge is calculated on the basis of the tax laws enacted or substantively enacted at the
balance sheet date in the country where the Group operates and generates taxable income. Management periodically evaluates
positions taken in tax returns with respect to situations in which applicable tax regulation is subject to interpretation. It
establishes provisions where appropriate on the basis of amounts expected to be paid to the tax authorities.

(i) Deferred income tax

Inside basis differences

Deferred income tax is recognised, using the liability method, on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts in the consolidated financial statements. However, deferred tax
liabilities are not recognised if they arise from the initial recognition of goodwill, the deferred income tax is not accounted for
if it arises from initial recognition of an asset or liability in a transaction other than a business combination that at the time of
the transaction affects neither accounting nor taxable profit or loss. Deferred income tax is determined using tax rates
(and laws) that have been enacted or substantively enacted by the balance sheet date and are expected to apply when the
related deferred income tax asset is realised or the deferred income tax liability is settled.

Deferred income tax assets are recognised only to the extent that it is probable that future taxable profit will be
available against which the temporary differences can be utilised.

Outside basis differences

Deferred income tax liabilities are provided on taxable temporary differences arising from investments in
subsidiaries, associates and joint arrangements, except for deferred income tax liability where the timing of the reversal of the
temporary difference is controlled by the Group and it is probable that the temporary difference will not reverse in the
foreseeable future. Generally the Group is unable to control the reversal of the temporary difference for associates. Only
when there is an agreement in place that gives the Group the ability to control the reversal of the temporary difference in the
foreseeable future, deferred tax liability in relation to taxable temporary differences arising from the associate’s undistributed
profits is not recognised.

Deferred income tax assets are recognised on deductible temporary differences arising from investments in

subsidiaries, associates and joint arrangements only to the extent that it is probable the temporary difference will reverse in
the future and there is sufficient taxable profit available against which the temporary difference can be utilised.
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2. Summary of significant accounting policies (Continued)
(u) Employee benefits

(i) Pension plans

The employees of the Group participate in defined contribution retirement benefit plans organised by the relevant
municipal and provincial governments in the PRC under which the Group is required to make monthly contributions to the
plans, calculated as a percentage of the employees’ salaries. The municipal and provincial governments undertake to assume
the retirement benefit obligations to all existing and future retired employees payable under the plan described above. Other
than the monthly contributions, the Group has no further obligations for the payment of the retirement and other post
retirement benefits of its employees. The assets of these plans are held separately from those of the Group in an independent
fund managed by the PRC government.
(v) Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events; it
is probable that an outflow of resources will be required to settle the obligation; and the amount has been reliably estimated.
Provisions are not recognised for future operating losses.
(w) Operating leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified
as operating leases. Payments made under operating leases are charged to the income statement on a straight-line basis over
the period of the leases.
(x) Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are
assets that necessarily take a substantial period of time to get ready for their intended use or sale, are added to the cost of
those assets, until such time as the assets are substantially ready for their intended use or sale. All other borrowing costs are
recognised in the income statement in the period in which they are incurred.

(y) Government incentives

Incentives from government are recognised at their fair values where there is a reasonable assurance that the
incentives will be received and all attached conditions will be complied with.

Government incentives relating to costs are deferred and recognised in the income statement over the period
necessary to match them with the costs that they are intended to compensate.

Government grants relating to property, plant and equipment are included in non-current liabilities as deferred
revenue and credited to the income statement on a straight-line basis over the expected lives of the related assets.

(z) Revenue and income recognition

Revenue comprises the fair value of the consideration received and receivable for the sales of goods in the ordinary
course of the Group’s activities. The Group recognises revenue when the amount of revenue
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2. Summary of significant accounting policies (Continued)
(2) Revenue and income recognition (Continued)

can be reliably measured; when it is probable that future economic benefits will flow to the entity; and when specific criteria
have been met for each of the Group’s activities, as described below.

Revenue is shown net of value-added tax, returns, volume rebates and discounts after eliminated sales within the
Group. Revenue and income are recognised as follows:

Q) Sales of goods

Sales of goods are recognised when a group entity has delivered products to the customer, the customer has accepted
the products and collectability of the related receivables is reasonably assured.

(i) Sales rebate

Certain sales rebate is provided to customers when their business performance for the whole year meets certain
criteria. Sales rebate is recognised in profit or loss based on the management’s estimation at each period end.

(iii) Interest income

Interest income is recognised on a time-proportion basis using the effective interest method.
3. Financial risk management
(@) Financial risk factors

The Group’s activities expose it to a variety of financial risks, including credit risk, cash flow interest rate risk and
liquidity risk. The Group does not use any derivative financial instruments for speculative purpose.

0] Credit risk

The carrying amounts of cash at bank, bank deposits, trade receivables (including bills receivables) and other
receivables included in the consolidated statement of financial position represent the Group’s maximum exposure to credit
risk of the counterparty in relation to its financial assets.

Substantially all of the Group’s cash at banks and bank deposits are deposited in major financial institutions, which
management believes are of high credit quality.

Bills receivables are mostly to be settled by reputable banks or state-owned banks and therefore the management
considers that they will not expose the Group to any significant credit risk.

The Group has no significant concentrations of credit risk. The Group has policies in place to ensure that the sales of
products are made to customers with appropriate credit history and the Group performs periodic credit evaluations of
its customers.

Management makes periodic assessment on the recoverability of trade receivables and other receivables. The

Group’s historical experience in collection of receivables falls within the recorded allowances. It is considered that adequate
provision for uncollectible receivables has been made.
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3. Financial risk management (Continued)
(a) Financial risk factors (Continued)
(ii) Cash flow interest rate risk

The Group has no significant interest-bearing assets except for cash at bank and bank deposits, details of which have
been disclosed in Note 19. The Group’s exposure to interest rate risk is mainly attributable to its bank borrowing, which bear
interest at fixed rate. Details of the Group’s bank borrowings are disclosed in Note 23. Since it bears the interest at fixed rate,
the Group considers the exposure to the change in interest rate risk is insignificant and no sensitivity analysis has
been performed.

(i) Liquidity risk

Prudent liquidity management implies maintaining sufficient cash and cash equivalents and the availability of
funding when necessary. The Group’s policy is to regularly monitor current and expected liquidity requirements to ensure
that it maintains sufficient cash balances and adequate credit facilities to meet its liquidity requirements in the short and
long term.

As at December 31, 2015 and 2014, the Group’s current financial liabilities were due for settlement contractually
within twelve months.

(b) Capital risk management

The Group’s objectives when managing capital are to safeguard the Group’s ability to provide returns for
shareholders and benefits for other stakeholders and to maintain an optimal capital structure to reduce the cost of capital.

The Group regularly reviews and manages its capital structure to ensure optimal capital structure to maintain a
balance between higher shareholders’ return that might be possible with higher levels of borrowings and advantages and
security afforded by a sound capital position, and makes adjustments to the capital structure in light of changes in economic
conditions.

The Group monitors capital on the basis of the liabilities to assets ratio. This ratio is calculated as total liabilities
divided by total assets as shown on the consolidated statement of financial position.

Currently, it is the Group’s strategy to maintain a reasonable liabilities to assets ratio. The liabilities to assets ratio as
at December 31, 2015 and 2014 were as follows:

2015 2014
(US$°000) (US$°000)
Total Habilities......ccviiiiiicecc e 77,583 101,863
L0 U TS 202,646 217,171
Liabilities t0 aSSEts ratio........cveiveeiirieiiiee et 38.3% 46.9%

(c) Fair value estimation

The Group does not have any financial assets or liabilities which are carried at fair value. The carrying amounts of
the Group’s current financial assets, including cash and bank balances, trade and bills receivables, other receivables and
current financial liabilities, including trade payables, other payables and accruals and bank borrowing approximate their fair
values due to their short-term maturities. The carrying
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3. Financial risk management (Continued)
(c) Fair value estimation (Continued)

amounts of the Group’s financial instruments carried at cost or amortised cost are not materially different from their
fair values.

The face values less any estimated credit adjustments for financial assets and liabilities with a maturity of less than
one year are assumed to approximate their fair values. The fair value of financial liabilities for disclosure purposes is
estimated by discounting the future contractual cash flows at the current market interest rate that is available to the Group for
similar financial instruments.

4. Critical accounting estimates and judgements

Note 2 include a summary of the significant accounting policies used in the preparation of the accounts. The
preparation of accounts often requires the use of judgements to select specific accounting methods and policies from several
acceptable alternatives. Furthermore, significant estimates and assumptions concerning the future may be required in
selecting and applying those methods and policies in the accounts. The Group bases its estimates and judgements on
historical experience and various other assumptions that it believes are reasonable under the circumstances. Actual results
may differ from these estimates and judgements under different assumptions or conditions.

The following is a review of the more significant assumptions and estimates, as well as the accounting policies and
methods used in the preparation of the accounts.

(a) Sales rebate

Certain sales rebate will be provided to customers when their business performance for the whole year meets certain
criteria. The estimate of sales rebate during the year is based on sales transaction, settlement status, etc. Changes in the
performance at year end may cause the sales rebate estimation to change.

(b) Useful lives of property, plant and equipment

The Group has made substantial investments in property, plant and equipment. Changes in technology or changes in
the intended use of these assets may cause the estimated period of use or value of these assets to change.

(c) Impairment of non-financial assets

The Group tests annually whether goodwill (Note 13), has suffered any impairment. Other non-financial assets are
reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of the asset exceeds
its recoverable amount in accordance with the accounting policy stated in Note 2(n). The recoverable amount of an asset or a
cash-generating unit is determined based on the higher of the asset’s or the cash-generating unit’s fair value less costs to sell
and value-in-use. The value-in-use calculation requires the entity to estimate the future cash flows expected to arise from the
asset and a suitable discount rate in order to calculate present value, and the growth rate assumptions in the cash flow
projections which has been prepared on the basis of management’s assumptions and estimates.
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4. Critical accounting estimates and judgements (Continued)
(d) Impairment of receivables

The Group makes provision for impairment of receivables based on an assessment of the recoverability of the
receivables. This assessment is based on the credit history of the relevant counterparty and the current market condition.
Provisions are made where events or changes in circumstances indicate that the receivables may not be collectible. The
identification of impairment in receivables requires the use of judgement and estimates. Where the expectation is different
from the original estimate, such difference will impact the carrying amount of receivables and impairment is recognised in
the period in which such estimate has been changed.

(e) Deferred income tax

Deferred tax is recognised using the liability method on temporary differences arising between the tax bases of
assets and liabilities against which the deductible temporary differences and the carry forward of unused tax losses and tax
credits can be utilised. Where the final outcomes are different from the estimations, such differences will impact the carrying
amount of deferred tax in the period in which such determination is made.

(f) Allocation of purchase price amongst identifiable assets acquired and liabilities assumed in the business
combination

The Group accounts for the business combination as detailed in Note 25(b) in accordance with IFRS 3 “Business
Combinations”. At the date of initial recognition, it is required to recognise separately, the Group’s share of identifiable
assets and liabilities that satisfy the recognition criteria regardless of whether they have been previously recognised in
acquiree’s financial statements. An independent professional valuer was engaged to assist in determining the fair values of
the assets acquired and liabilities assumed in the business combination.

5. Revenue and segment information
The Group is principally engaged in manufacturing and selling of over-the-counter drugs products.

The management has reviewed the Group’s internal reporting in order to assess performance and allocate resources,
and has determined that the Group has two reportable operating segments as follows:

—Manufacturing and sales of the drugs products.

—Wholesales of the drugs products and related materials not produced by the Group.

The operating segments are strategic business units that offer different products and services. They are managed
separately because each business requires different technological advancement and marketing approach. The performance of

the reportable segments are assessed based on a measure of earnings or losses before share of profits less losses after tax of
joint ventures, interest income, finance costs and tax expenses (“EBIT”).
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5. Revenue and segment information (Continued)

The segment information for the reportable segments for the year is as follows:

Operating Profit ...
Share of profits less losses after tax of joint venture and

associated COMPANIES........cccvvvververeereere e
FINANCE COSIS....eviiiiiiiie e
Additions to non-current assets (other than

financial instrument and deferred tax assets).............
Depreciation/amortisation...........ccoceoeeerernienensienenens
TOtAl ASSELS ...t

Operating Profit ...
Share of profits less losses after tax of joint venture and

associated COMPANIES........ccvevvvvieeriieriee e
FINANCE COSES....cviiiiieieiiciee e
Additions to non-current assets (other than

financial instrument and deferred tax assets) .............
Depreciation/amortisation............ccccoeevvireriinenecnenns
TOLAl ASSELS ...

As at and for the year ended December 31, 2015

Wholesale of the drugs
products and related
materials not produced

Manufacturing and
sales of the drugs

products by the Group Total
PRC PRC Total
(US$°000) (US$°000) (US$°000)
144,510 67,093 211,603
24,152 536 24,688
496 132 628
24,648 668 25,316
6 — 6
(158) — (158)
21,698 — 21,698
3,221 53 3,274
169,659 32,987 202,646
As at and for the year ended December 31, 2014
Wholesale of the drugs
Manufacturing and products and related
sales of the drugs materials not produced
products by the Group Total
PRC PRC Total
(US$°000) (US$°000) (US$°000)
166,646 77,100 243,746
23,180 472 23,652
993 329 1,322
24,173 801 24,974
(30) — (30)
(139) — (139)
18,301 94 18,395
3,025 181 3,206
178,864 38,307 217,171
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5. Revenue and segment information (Continued)

As at and for the year ended December 31, 2013

Wholesale of the drugs

Manufacturing and products and related
sales of the drugs materials not produced
products by the Group Total
PRC PRC Total
(US$°000) (US$°000) (US$°000)
Revenue from external CUStOMErS..........ccocevvvereieieniennns 157,680 89,946 247,626
EBIT e 18,646 864 19,510
INEEreSt INCOME....cviviiiiiiccriee e 958 168 1,126
Operating Profit ... 19,604 1,032 20,636
Share of profits less losses after tax of joint venture
and associated COMPANIES .......cccervevrereienereenereieas 7 — 7
FINANCE COSES.....viiiviieiccireie e (183) — (183)
Additions to non-current assets (other than
financial instrument and deferred tax assets) .............. 18,469 9 18,478
Depreciation/amortiSation...........cc.ccoeverereieneneieneneens 2,857 180 3,037
TOLAl ASSELS ...vveveieeeeeeee s 168,813 36,136 204,949

Revenue from external customers is after elimination of inter-segment sales. The amount eliminated was
US$33,657,000 for 2015 (2014: US$51,353,000; 2013: US$67,654,000).

Sales between segments are carried out at mutually agreed terms.

A reconciliation of EBIT for reportable segments to profit before taxation is provided as follows:

2015 2014 2013
(US$°000) (Us$°000) (Us$°000)
EBIT for reportable segments ..........ccccocevervriennen. 24,688 23,652 19,510
INEEreSt INCOME ..ot 628 1,322 1,126
Share of profits less losses after tax of joint
venture and associated companies.................... 6 (30) 7
FINANCE COSES ...vveveeiecie e (158) (139) (183)
Profit before taxation...........ccccooeveiiieniinennenen, 25,164 24,805 20,460
6. Other net operating income
2015 2014 2013
(US$°000) (Us$°000) (Us$°000)
INtErest INCOME ....vvveriieiieeccrec s 628 1,322 1,126
Other operating iNCOME .........ccccveieeieierene e 2,574 2,541 1,131
Other operating eXPENSES .......ccoervrereererereneneas (300) (519) (317)
2,902 3,344 1,940
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7. Operating profit

Operating profit is stated after charging/(crediting) the following:

2015 2014 2013

(US$°000)  (US$°000)  (US$°000)
AUuditor’s remMUNEIation .........ocooveireeeinerieeseneese s 53 39 35
Amortisation of leasehold land............ccocooviviniiiininnn, 271 239 140
Amortisation of other intangible asset..........c..ccccceevevvrnnnnnn, 126 129 129
Impairment of goodwill............cccoviiiiiiii — — 1,352
Cost of inventories recognised as eXpense ..........ccoccveevevenes 111,064 138,213 145,031
Depreciation of property, plant and equipment .................... 2,877 2,838 2,768
Provision for inventories (NOte).........c.cccvervieneneesenisennen, 340 — 13
Inventories provision written back ...........ccccveiiiiiicnnenn, — (14) —
Provision for receivables...........ccovvvviiinieiicience e 77 62 17
Loss on disposal of property, plant and equipment............... 54 191 82
Operating lease rentals in respect of land and buildings ...... 1,022 700 521
Research and development eXPense .........ccvevevveveeieereeene 1,284 1,421 2,391
Employee benefit expenses (Note 10).......ccccccevevvieeieecenennn. 31,838 30,914 29,230
Note:

No provision for inventories for the year ended December 31, 2014 and the provision of inventories for the
years ended December 31, 2015 and 2013 amounted to US$340,000 and US$13,000 mainly related to
obsolete or damaged inventories.

8. Finance costs

2015 2014 2013
(Us$°000) (US$°000) (Us$°000)
Interest expense on short-term bank borrowing ..... 36 37 40
Interest expense on other payable due to an affiliate
company of GBPHCL ........c.ccoovevivenriineies 122 102 143
158 139 183
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9. Taxation charge

2015 2014 2013
(US$°000) (Us$°000) (Us$°000)
CUITENE TAX e 4,034 4,203 3,328
Deferred income tax (Note 16)........ccccocerervriennen. (86) (263) (229)
Taxation Charge ........cocoveeevenvse e 3,948 3,940 3,099

(@) The Company has been granted High and New Technology Enterprise status. Accordingly, the
Company is subjected to a preferential income tax rate of 15% up to 2016 (2014: 15%; 2013: 15%)
and is renewable subject to the approval by the relevant tax authorities.

(b) The taxation charge on the Group’s profit before taxation differs from the theoretical amount that
would arise using the Group’s weighted average tax rate as follows:

2015 2014 2013
(US$°000)  (US$°000)  (US$’°000)

Profit before taxation..........ccccoeveeve i 25,164 24,805 20,460
Tax calculated at the domestic tax rates of

reSPeCtive COMPANIES.......c.cieeveeie e e et ie e 6,291 6,201 5,115
Tax effect of JV’s and associated companies’ result......... — 8 (2)
Expenses not deductible for tax purposes...........ccccecevuenne 207 222 43
Tax effect 0N CONCESSION .....cvvviriiiieiee e (2,699) (2,530) (2,131)
Tax impact of goodwill impairment upon acquisition

OF @ SUDSIAIANY ..o — — 274
Tax losses for which no deferred tax assets was

FECOGNISE.....cviieieiiiieirieere e 131 241 —
OFNEIS ..ot 18 (202) (200)
TaXation ChAarge .......cververeiese e 3,948 3,940 3,099

The weighted average tax rate calculated at the domestic tax rates of respective companies for the year was 25.0%
(2014: 25.0%).

The effective tax rate for the year was 15.7% (2014: 15.9%; 2013: 15.1%).

10. Employee benefit expenses

2015 2014 2013
(US$°000) (US$°000) (US$°000)
Wages, salaries and bonuses..........cccccceveeevvenienen. 22,902 22,922 21,248
Pension costs—defined contribution plans........... 7,695 7,193 7,288
Staff Welfare .......ooovveviiieee e 1,241 799 694
31,838 30,914 29,230

Approximately US$8,611,000 (2014: US$9,139,000; 2013: US$8,947,000) is included in cost of sales.
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11. Property, plant and equipment

Furniture and
fixtures, other

Buildings equipment
situated in Leasehold Plant and and motor Construction
the PRC improvements equipment vehicles in progress Total
(US$°000) (US$°000) (US$°000) (US$°000) (US$°000) (US$°000)
Cost
As at January 1, 2015................ 22,677 4,295 13,275 7,842 9,989 58,078
Exchange differences................ (910) (190) (535) (323) (941) (2,899)
Additions ........ccccoeviieiieiee, 65 573 663 352 22,541 24,194
Disposals........cccoevvieiieiiniiieians (13) (609) (53) — (675)
Transfers .....cccooevevievieeiecee, 72 188 — 70 (330) —
As at December 31, 2015.......... 21,891 4,866 12,794 7,888 31,259 78,698
Accumulated depreciation
As at January 1, 2015................ 5,313 1,665 10,276 5,629 — 22,883
Exchange differences................ (232) (73) (583) (244) — (1,132)
Charge for the year ................... 836 265 949 827 — 2,877
Disposals........ccoevviiriiiiiniinnn — — (572) (49) — (621)
As at December 31, 2015.......... 5,917 1,857 10,070 6,163 24,007
Net book value
As at December 31, 2015.......... 15,974 3,009 2,124 1,725 31,259 54,691
Furniture and
fixtures, other
Buildings equipment
situated in Leasehold Plant and and motor Construction
the PRC improvements equipment vehicles in progress Total
(US$°000) (US$°000) (US$°000) (US$°000) (US$°000) (US$°000)
Cost
As at January 1, 2014................ 21,564 4,288 13,728 7,517 2,030 49,127
Exchange differences................ (513) (101) (321) (179) (85) (1,199)
Additions ........cccoeevieiieiee — — 64 1,153 10,380 11,597
Disposals........ccoeviiriiiiniinnn (322) — (476) (649) — (1,447)
Transfers ......cccoevevievieevecne, 1,948 108 280 — (2,336) —
As at December 31, 2014.......... 22,677 4,295 13,275 7,842 9,989 58,078
Accumulated depreciation
As at January 1, 2014................ 4,812 1,564 9,761 5,554 — 21,691
Exchange differences................ (116) 37) (226) (133) — (512)
Charge for the year ................... 707 138 1,212 781 — 2,838
Disposals.......cccccevviviiiveiieninns (90) — (471) (573) — (1,134)
As at December 31, 2014.......... 5,313 1,665 10,276 5,629 — 22,883
Net book value
As at December 31, 2014.......... 17,364 2,630 2,999 2,213 9,989 35,195
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11. Property, plant and equipment (Continued)

Cost
As at January 1, 2013..................
Exchange differences...................
Acquisition of a subsidiary
(Note 25(0)) ..vovvivereieicriin,
AddItioNnS ....ocovverieiiieeee
Disposals.......cccccecvvrieivenieininens
Transfers ..o
As at December 31, 2013.............
Accumulated depreciation
As at January 1, 2013.........c.c......
Exchange differences..................
Acquisition of a subsidiary
(Note 25(0)) .ccvvevvveieveeieeciee,
Charge for the year ........c..ccoc.......
DiSpOSalS......ccccoveirireiiirieiiieeas
As at December 31, 2013.............
Net book value
As at December 31, 2013.............

Furniture and
fixtures, other

Buildings equipment
situated in Leasehold Plant and and motor Construction
the PRC improvements  equipment vehicles in progress Total
(US$°000) (US$°000) (US$°000) (US$°000) (US$°000) (US$°000)
17,950 3,517 11,239 6,704 615 40,025
625 123 395 224 38 1,405
2,426 53 1,458 27 — 3,964
15 — 632 775 2,648 4,070
(10) — (114) (213) — (337)
558 595 118 — (1,271) —
21,564 4,288 13,728 7,517 2,030 49,127
3,550 1,391 7,436 4,747 — 17,124
130 46 264 161 — 601
484 — 913 23 1,420
649 127 1,230 762 — 2,768
(1) — (82) (139) — (222)
4,812 1,564 9,761 5,554 — 21,691
16,752 2,724 3,967 1,963 2,030 27,436

As at December 31, 2015, the net book value of buildings pledged as security for the short-term bank borrowing
amounted to US$136,000 (2014: US$316,000; 2013: nil).
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12. Leasehold land

The Group’s interests in leasehold land represent prepaid operating lease payments and are located in the PRC.

2015 2014 2013
(US$°000) (US$°000) (US$°000)

Cost

AsatJanuary 1 .....cocccvereieneneienenee e 13,168 6,886 6,423

Exchange differences ........ccccoocevevvennnnnnnnn, (526) (191) 210

Acquisition of a subsidiary (Note 25(b)).......... — — 253

AAITION ..ot 6,473 —

As at December 31 .......cccovcvviiiiieieee e 12,642 13,168 6,886
Accumulated amortisation

AsatJanuary 1 .......ccccceviiiiiinniiiniee e 1,396 1,187 975

Exchange differences ..........cccoocvivevviieinennnnn, (62) (30) 34

Acquisition of a subsidiary (Note 25(b)).......... — 38

Amortisation charge ........cccoceevevevvececieseeseenn, 271 239 140

As at December 31 ......cccoovvveviiiiiiececee e 1,605 1,396 1,187
Net book value

As at December 31 .......cccooiiiriiiiiee e 11,037 11,772 5,699

As at December 31, 2015, the net book value of leasehold land pledged as security for the short-term bank

borrowing amounted to US$133,000 (2014: US$142,000; 2013: nil).

13. Goodwill
2015 2014 2013
(US$°000) (US$°000) (US$°000)
Cost
AsatJanuary ... 9,385 9,610 9,310
Exchange difference .........cccovevininininenn, (375) (225) 300
Acquisition of a subsidiary (Note 25(b)).......... — — 1,352
Impairment (Note 25(b)(1))....c.ceovrereieneninennen. — — (1,352)
As at December 31 ... 9,010 9,385 9,610

The Company was set up with cash and non-cash assets (which constitutes a business) contributed by GZHCMHK
and GBPHCL respectively. Upon formation, the Company accounted for the businesses contributed by GBPHCL using
acquisition method at fair value and Goodwill of $9,193,000 was recognised. The Goodwill is attributable to manufacturing
and sales of the drugs products segment and is attributable to the anticipated profitability of the distribution of the Company’s

products in the market and the anticipated future operating synergies.

For the purposes of impairment reviews, the recoverable amount of goodwill is determined based on value-in-use
calculations. The value-in-use calculations use cash flow projections based on financial budgets approved by management

covering a five-year period. Projections in excess of five years are used
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13. Goodwill (Continued)

to take into account increasing market share and growth momentum, which does not exceed the long term average growth
rate of pharmacy industry in China.

There are a number of assumptions and estimates involved for the preparation of cash flow projections for the period
covered by the approved budget. Key assumptions are set out below:

2015 2014 2013

Expected growth in FeVENUE ...........coveiriiiiiricce s 3% 5% 5%
Pre-taX diSCOUNT FALE .......cerviiiirieiecsie e 13% 11% 11%
LONG-term growth Fate.........ccooiiriiiiieecere s 3% 3% 3%

Management prepared the financial budgets taking into account actual and prior years’ performances and market
development expectations. Judgement is required to determine key assumptions adopted in the cash flow projections, and
changes to key assumptions can significantly affect these cash flow projections.

14. Other intangible asset

2015 2014 2013
(US$°000) (US$°000) (US$°000)

Cost

Asat January 1 ..o 1,282 1,313 1,272

Exchange differences ........c.ccoceovvvvcniniinenn, (51) (31) 41

As at December 31 ..o 1,231 1,282 1,313
Accumulated amortisation

AsatJanuary 1......cccooeviviiiiniii e 417 295 160

Exchange difference .........cccovvininininnenn, (20) @) 6

Amortisation charge ........cccocevveve e cieseeseenn, 126 129 129

As at December 31 ........ooovvviiviiiiiee e, 523 417 295
Net book value

As at December 31 ......cccooovvveviiiiieeeeece e 708 865 1,018

15. Other non-current asset

Other non-current asset represents the prepayments for the construction cost and the land use right. Since the title is
in the process of registration, the respective prepayments are recorded in other non-current asset.
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16. Deferred income tax

December 31, December 31,
2015 2014
(US$°000) (US$°000)

Deferred tax assets

—10 be recovered after 12 months ...........ccceceeevvviiieennn. 658 692

—10 be recovered within 12 months...........cccceevvvvvveennn. 351 342
Deferred tax liabilities

—to be recovered after 12 months ...........ccccooeveeneneen (342) (428)

—10 be recovered within 12 months...........ccccoeevvivvveennn. — —
Net deferred tax aSSetS......cceevvveiieeeirieiiieeirie et 667 606

The movements in net deferred income tax assets are as follows:
2015 2014 2013
(US$°000) (US$°000) (US$°000)

ALJANUATY 1 ..oocvviereiece e 606 352 351
Exchange differences .........cccoccevvvevivvievcniieesnenn, (25) 9 11
Acquisition of a subsidiary (Note 25(b)).............. — — (239)
Credited to the consolidated income statement

—accrued expenses, provisions,

depreciation allowances..........c.ccoeevvrvrnnnnns 86 263 229

At December 31 ..o 667 606 352

The deferred tax assets and liabilities are offset when there is a legally enforceable right to set off and when the
deferred income taxes related to the same fiscal authority.

The Group’s deferred tax assets and liabilities are mainly related to the temporary differences including accrued
expenses, provisions and depreciation allowances. The potential deferred tax assets in respect of tax losses which have not
been recognised in the consolidated accounts amounted to approximately US$385,000 (2014: US$251,000; 2013: nil).

These unrecognised tax losses can be carried forward against future taxable income and will expire in the
following years:

2015 2014 2013

(US$000) (US$°000) (US$°000)
2019 963 1,003 —
2020 e 578 — —
1,541 1,003 —
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Notes To The Accounts (Continued)

17. Inventories

December 31, December 31,
2015 2014
(US$°000) (US$°000)
Raw materialS.........cccooe i 7,018 6,580
WOIK iN PrOGIESS c..oveveieieie ettt 9,979 15,539
Finished goods.........ccovvieiiie i 22,396 21,451
39,393 43,570
18. Trade and bills receivables
December 31, December 31,
2015 2014
(US$°000) (US$°000)
Trade receivables from third parties...........ccceevevvveverinnen. 18,650 22,105
Trade receivables from related parties (Note 27(b))............ — 33
Bills reCRIVADIES ......veeiviiicviecree e 18,383 20,964
37,033 43,102

All the trade and bills receivables are denominated in RMB and are due within one year from the end of the
reporting period.

The carrying value of trade and bills receivables approximates their fair values.

Movements on the provision for trade and bills receivables are as follows:

2015 2014 2013
(US$°000) (US$°000) (US$°000)
AL L JANUANY ..o 285 228 205
Exchange difference ..o, (12) (5) 6
PrOVISION ...oveieiciieiee e 77 62 17
Amount written off as uncollectible..................... (185) — —
At December 31 .....ocveeeiere e 165 285 228

The impaired and provided receivables of US$165,000 (2014: US$285,000; 2013: US$228,000) are aged over
1 year.
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19. Cash and bank balances

December 31, December 31,
2015 2014
(US$°000) (US$°000)

Cash at bank and in hand............cccoeeveiinninnce e 31,155 26,196
Short-term bank deposits (NOte (8)) ......eovrververerererirenieae — 4,808
Bank deposits maturing over three months (note (a)) ......... 262 20,833

31,417 51,837
Notes:
@ The weighted average effective interest rate on bank deposits as at December 31, 2015 with maturity

ranging from 90 days to 360 days (2014: 90 days to 360 days) was 2.1% (2014: 3.2%) per annum.
Cash at bank earns interest at floating rates based on daily bank deposit rates.

(b) The cash and bank balances denominated in RMB were deposited with banks in the PRC. The
conversion of these RMB denominated balances into foreign currencies is subject to the rules and
regulations of foreign exchange control promulgated by the PRC government.

20. Share capital
Registered and fully paid share capital

Nominal amount

(US$°000)
Registered and fully paid:
As at December 31, 2013, January 1, 2014, December 31, 2014,
January 1, 2015 and December 31, 2015........cccooveeeeeereeeeeeeeeeerererennns 24,103
21. Trade payables
December 31, December 31,
2015 2014
(US$°000) (US$°000)
Trade payables due to third parties............ccocveveeveinreiennnns 13,293 27,067
Trade payables due to related parties (Note 27(b)) ............. 4,151 2,801
17,444 29,868

All the trade payables are denominated in RMB and due within one year from the end of the reporting period.

The carrying value of trade payables approximates their fair values due to their short-term maturities.
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22. Other payables, accruals and advance receipts

December 31, December 31,
2015 2014
(US$°000) (Us$°000)
Other payables and accruals
Accrued operating EXPENSES .......coerveerrereererieesenieene 7,492 21,303
ACCrUE SAIAMIES ....eoveieieiie et 4,552 2,471
Other payables.........ccccoveieiiieiiceese e 16,331 12,624
28,375 36,398
Advance receipts
Payments in advance from CUStOMErS .........ccccoceveeriennn 11,952 14,054
Deferred government incentives (NOtE) ........cceevevvervenenn 2,186 2,616
14,138 16,670
42,513 53,068

Note:

The deferred government incentives are related to the research and development projects which are expected
to be completed within one year.

23. Bank borrowing

December 31, December 31,
2015 2014
(US$°000) (US$°000)
Short-term bank borrowing ..........cccocevvevieviei e, 923 625
Weighted average effective interestrate ...........ccocoeeeriennne 7% 7%

The short-term bank borrowing is secured by certain buildings and leasehold land of a subsidiary (Note 11 and 12).
This bank borrowing is interest bearing and denominated in RMB.

24. Deferred income

December 31, December 31,
2015 2014
(US$°000) (US$°000)
Deferred government incentives:
Buildings and other non-current assets..........ccccceverveeene 10,578 11,017
(0] 111=] £ U P P RO PR 5,196 5,568
15,774 16,585
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25. Notes to the consolidated statement of cash flows

(a) Reconciliation of profit for the year to net cash generated from operations:

2015 2014 2013
(US$000)  (US$°000)  (US$’°000)
Profit for the Year ........ccccoov v 21,216 20,865 17,361
Adjustments for:
Taxation Charge ........coevveveieieeeeieese e 3,948 3,940 3,099
Amortisation of leasehold land............ccccovveiiinennnn 271 239 140
Amortisation of other intangible asset.............cc.ccoeu.. 126 129 129
Impairment of goodwill............cccooiiiiiiiiii — — 1,352
Inventories provision written back ............c.cccceeenennen. — (14) —
Provision for iNVentories ...........cocovevvevinienieinnenenns 340 — 13
Provision for receivables..........ccccovveiinieiicinienenns 77 62 17
Depreciation on property, plant and equipment .......... 2,877 2,838 2,768
Loss on disposal of property, plant and equipment ..... 54 191 82
Amortisation of deferred income...........ccccccevvvevvennnn (1,262) (628) (1,812)
INEreSt INCOME .....cvviiecee e (628) (1,322) (1,126)
Share of profits less losses after tax of:
JOINEVENTUIE ..o @) 4) @)
Associated COMPANIES ........ccoervrireneirenere e 1 34 —
Gain on acquisition of an associated company............ — (194) —
FINANCE COSES ..ovveiiie et 158 139 183
Exchange differences .........cccoovvieieevv e, (710) (800) 862
Operating profit before working capital changes ............ 26,461 25,475 23,061
Changes in working capital:
—Decrease/(increase) in iNVENtOries..........coceevverenens 3,837 (5,772) (7,743)
—Decrease in trade and bills receivables................... 5,992 1,880 7,084
—(Increase)/decrease in other receivables,
prepayments and depositsS.........ccccvvevvereeresiesineenn, (911) 6,004 (7,272)
—(Decrease)/increase in trade payables...................... (12,424) (983) 7,229
—(Decrease)/increase in other payables, accruals
and advance reCeiptS.......cocvvvrerererieeeeeeee e (10,677) (4,456) 16,283
Net cash generated from operations ..........c.c.ccceeveveenenne. 12,278 22,148 38,642

(b) Acquisition of a subsidiary
In April 2013, the Group has invested RMB2 in cash for the subscription of 100% equity interests in Bozhou

Baiyunshan Pharmaceuticals Co., Ltd (“Bozhou”). The purpose of Bozhou is to provide a new production base for the
Company for the manufacturing of drugs products.
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25. Notes to the consolidated statement of cash flows (Continued)
(b) Acquisition of a subsidiary (Continued)

The following table summarises the amount invested in Bozhou and the amounts of the assets acquired and
liabilities assumed recognised at the acquisition date.

(US$°000)
Capital INJECTION ....cveeiiiiiecce s —
Fair value (US$°000)
Cash and bank balanCes.........ccovieiieiii e 21
Property, plant and eqUIPMENT..........cooeiiiiiiiiiiese e 2,544
Leasehold 1and..........cccoiiiiiiiiie e 215
INVENEOTIES ...t bbbttt 48
Trade reCIVADIES. .......ooeie s 317
Other reCEIVADIES ..o 104
Trade PaYaDIES. .....ccv e (398)
Other PaYabIES........oo e (3,960)
Deferred taX HabilitiesS ........c.cciveiveiiie s e (243)
Total identifiable net liabilities..........coovveiv i (1,352)
Goodwill arising on acquisition (Note 13 and note (i))......cccocevvevvervniesvennnn, 1,352

Net cash inflow arising from acquisition

Cash and cash equivalents aCqUITed ...........ccceeverririiiineneseee s 21

LeSS CaSh INJECIEA .....ccueiiiieeeee e —
21

Notes:

(M Goodwill of US$1,352,000 was impaired at year end due to the change in strategic plan by the
Group.

(i) Bozhou contributed revenue of US$1,488,000 and net profit of US$12,000 to the Group for the
period from May 1, 2013 to December 31, 2013. If the acquisition has occurred on January 1, 2013,
the consolidated revenue and consolidated loss attributed by Bozhou for the year ended
December 31, 2013 would have been US$1,966,000 and US$180,000 respectively.

(iii) Acquisition related costs of approximately US$8,000 have been charged to income statement during
the year.

(c) Changes in ownership interests in a subsidiary without change of control
Fuyang Baiyunshan Hutchison Whampoa Chinese Medicine Technology Company Limited (“FYBYS”) was a 51%

owned subsidiary of the Group. In 2014, the Group increased its investments in FYBYS by approximately US$1,872,000. In
addition, the Company acquired an additional 3.3806%
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25. Notes to the consolidated statement of cash flows (Continued)
(c) Changes in ownership interests in a subsidiary without change of control (Continued)

interest for a consideration of approximately US$76,000. FYBY'S has become a 75% owned subsidiary of the Group after the
transaction.

26. Commitments
(a) Capital commitments

The Group had the following capital commitments:

December 31, December 31,
2015 2014
(US$°000) (US$°000)
Property, plant and equipment
Contracted but not provided for..........ccccoevvevveievieiienn, 17,810 30,414

Capital commitment for property, plant and equipment contracted is mainly for the construction in progress of new
plant of the Company.

(b) Operating lease commitments

The Group leases various factories and warehouses under non-cancellable operating lease agreements. The future
aggregate minimum lease payments in respect of land and buildings under non-cancellable operating leases were as follows:

2015 2014
(US$°000) (US$°000)

Not later than 0N YEar .......ccevvvvie i 1,059 699

Later than one year end not later than five years...........cccceen..e. 104 208

1,163 907
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27. Significant related party transactions

Save as disclosed above, the Group has the following significant transactions during the years with related parties
which were carried out in the normal course of business at terms determined and agreed by the relevant parties:

(a) Transactions with related parties:

2015 2014 2013
(US$°000) (US$°000) (US$°000)

Sales of goods to

—TFellow subsidiaries of GBPHCL ...................... 25,688 24,973 26,722

—A fellow subsidiary of GZHCMHK ................. 152 73 —
25,840 25,046 26,722

Other services income from

—Fellow subsidiaries of GBPHCL ...................... 875 1,295 786

Purchase of goods from

—Fellow subsidiaries of GBPHCL ...................... 32,156 25,613 29,800

Rental expenses to

—A fellow subsidiary of GBPHCL ..................... — — 491

Advertising expenses to

—A fellow subsidiary of GBPHCL ..................... 6,353 — —

No transactions have been entered into with the directors of the Company (being the key management personnel)
during the years ended December 31, 2015 (2014 and 2013: nil).
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27. Significant related party transactions (Continued)

(b) Balances with related parties included in:

December 31, December 31,
2015 2014
(US$°000) (US$°000)

Trade receivables from related parties:

—TFellow subsidiaries of GBPHCL (Note 18 and note (i)) .... — 33

Trade payables due to related parties:

—TFellow subsidiaries of GBPHCL (Note 21 and note (i)) .... 4,151 2,801

Other receivables from related parties

—Fellow subsidiaries of GBPHCL (note (i))........cccccoervevenen. 968 683

Other payable, accruals and advanced receipts due to related

parties

—Non-controlling shareholders of subsidiaries (note (i)) ...... — 213

—Fellow subsidiaries of GZHCMHK (note (i)) .....cc.oeovevenen. 193 535

—Fellow subsidiaries of GBPHCL (note (i))........ccccooervvvenen. 1,703 1,770

—A fellow subsidiary of GBPHCL (note (ii)) ......c..ccccevernene 2,403 2,809

4,299 5,327

Notes:

0] Balances with related parties are unsecured, interest-free and repayable on demand. The carrying
values of balances with related parties approximate their fair values due to their short-term
maturities.

(i) Balance with related party is unsecured, interest bearing and repayable on demand. The carrying

value of balance with a related party approximates its fair value due to its short-term maturity.

F-130



Hutchison Whampoa Guangzhou Baiyuanshan Chinese Medicine Company Limited

Notes To The Accounts (Continued)

28. Particulars of principal subsidiaries, joint venture and associated companies

Name
Fuyang Baiyunshan Hutchison Whampoa Chinese Medicine
Technology Company Limited ...........ccocoveenieriinciennens
Nanyang Baiyunshan Hutchison Whampoa Danshen R&D
LIMIEd.....oii s
Nanyang Baiyunshan Hutchison Whampoa Guanbao
Pharmaceutical Company Limited............ccccocevervriiirninnenn
Wenshan Baiyunshan Hutchison Whampoa Qidan Sanqi
Chinese Medicine Co. Ltd..........ccoooviiniiiiiieee
Shen Nong Garden Traditional Chinese Medicine
IMUSEUIM .
Hutchison Whampoa Guangzhou Baiyunshan Health &
Wellness Co. Ltd
Bozhou Baiyunshan Pharmaceuticals Co Ltd.

Hutchison Whampoa Guangzhou Baiyunshan Chinese
Medicine (Bozhou) Co. Ltd........ccccevvriviinieniiniiiicis
Hutchison Whampoa Guangzhou Baiyunshan Pharmaceuticals

Daging Baiyunshan Hutchison Whampoa Banlangen
Technology Company Limited....
Hutchison Whampoa Baiyunshan Laida
(Shantou) Co. Ltd. .....cceviiiiiiiiiiieieeeeeeee s
Joint Venture
Qing Yuan Baiyunshan Hutchison Whampoa ChuanXinLian
R&D Limited .......cccoovviiiiiiiiss s
Associated companies
Tibet Lizhi Guangzhou Pharmaceutical
Development Co. Ltd. ......ccccoovvviiiiieccceceeeees
Linyi Shenghe Jiuzhou Pharmaceuticals Company Limited......

Nominal value of registered

Equity interest
attributable to

Place of capital in RMB the Group
establishment As at As at
and December 31, December 31,
operation 2015 2014 2015 2014 Type of legal entity Principal activity

Limited liability Agriculture and sales of

PRC 3,650,000 3,650,000 75% 75% company Chinese herbs
Limited liability Agriculture and sales of

PRC 1,000,000 1,000,000 51% 51% company Chinese herbs
Limited liability Agriculture and sales of

PRC 30,000,000 30,000,000 60% 60% company Chinese herbs
Limited liability Agriculture and sales of

PRC 2,000,000 2,000,000 51% 51% company Chinese herbs
Limited liability Non-profit making

PRC 1,000,000 1,000,000 100% 100% company organisation
Limited liability Health supplemented food

PRC 10,000,000 10,000,000 100% 100% company distribution
Limited liability Manufacture, sales and

PRC 500,000 500,000 100% 100% company distribution of drugs products
Limited liability Manufacture, sales and

PRC 100,000,000 100,000,000 100% 100% company distribution of drugs products
Limited liability Sales and marketing of the

PRC 10,000,000 10,000,000 100% 100% company drugs products
Limited liability Agriculture and sales of

PRC 1,020,400 1,020,400 51% 51% company Chinese herbs
Limited liability Manufacture, sales and

PRC 1,000,000 —  70% — company distribution of drugs products
Limited liability Agriculture and sales of

PRC 1,000,000 1,000,000 50%  50% company Chinese herbs
Limited liability

PRC 2,000,000 2,000,000 20% 20% company Trading of Chinese herbs
Limited liability Agriculture and sales of

PRC 3,000,000 3,000,000 30% 30% company Chinese herbs
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Independent Auditor’s Report

To the Board of Directors and Shareholders of Nutrition Science Partners Limited
(incorporated in Hong Kong with limited liability)

We have audited the accompanying consolidated financial statements of Nutrition Science Partners Limited and its
subsidiary, which comprise the consolidated statements of financial position as of December 31, 2015 and 2014, and the
related consolidated income statements, consolidated statements of comprehensive income, of changes in equity and of cash
flows for each of the three years in the period ended December 31, 2015.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with International Financial Reporting Standards as issued by the International Accounting Standards Board; this
includes the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the consolidated financial statements based on our audits. We
conducted our audits in accordance with audit standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements
are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on our judgment, including the assessment of the risks of
material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk
assessments, we consider internal control relevant to the Company’s preparation and fair presentation of the consolidated
financial statements 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 Company’s internal control. Accordingly, we express no such opinion. An
audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the consolidated financial
statements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Nutrition Science Partners Limited and its subsidiary at December 31, 2015 and 2014, and the results of
their operations and their cash flows for each of the three years in the period ended December 31, 2015, in accordance with
International Financial Reporting Standards as issued by the International Accounting Standards Board.

/sl PricewaterhouseCoopers

Hong Kong
March 1, 2016
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Nutrition Science Partners Limited
Consolidated Income Statement
For the Years Ended December 31, 2015, 2014 and 2013

Note 2015 2014 2013
US$°000 US$°000 US$°000

TUIMOVET ..ottt r et re e nne e n e — — —
Service fee charged by related Parties ..........cccvceveeieeieeieie s 12 (5,712) (4,594) (3,752)
ClNical trialS BXPENSES .....cveveiieiieriecreeeie e se et ste e re e ere e e e e eseenrens (427) (8,778) (11,025)
Other research and developmMENt COSES.......cvvviiiiiiiiiieiecieie e (1,371) (3,381) (2,652)
OENET BXPENSES ...ttt ettt sttt ettt ettt b e bbb et sb e bbb e bt ebenn bbb nr b e abenbeneas (42) (59) (114)
OPEIALING 0SS ...ttt b e b e erenneneas (7,552) (16,812) (17,543)
L.0SS DETOrE taXAtiON.....cc.vieereieice et (7,552) (16,812) (17,543)
LI ;Lo OSSR URRRRPRP 5 — — —
LOSS FOF the YEAN ....cveveciicecr et (7,552) (16,812) (17,543)

The accompanying notes are an integral part of these consolidated financial statements.
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Nutrition Science Partners Limited
Consolidated Statement of Comprehensive Income
For the Years Ended December 31, 2015, 2014 and 2013

2015 2014 2013
US$°000 US$°000 US$°000
LOSS TOF TNE WEAT ...ttt b et b e er e (7,552) (16,812) (17,543)
Total comprehensive 10SS fOr the YEar ... (7,552) (16,812) (17,543)

The accompanying notes are an integral part of these consolidated financial statements.
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Nutrition Science Partners Limited
Consolidated Statement of Financial Position
As at December 31, 2015 and 2014

ASSETS
Non-current assets
INTANGIDIE ASSELS ..ot
Current assets
P DAY IMIBINES ...ttt ettt b et a e b n e nare e
Cash and Cash EQUIVAIENTS ..o

LI ] = LI ST SRS
EQUITY
Capital and reserves attributable to the Company’s equity holders
SNAre CaPIAL......cee et
ACCUMUIALEA 10SSES.......veiviiiiieitee ittt ettt ettt ettt st be e sbeebe e b e sasesbeesbeesbaesbeesbeereens
TOLAI EOUITY ...ttt et b bbb et eb et re e
LIABILITIES
Current liabilities
Other payables and @CCIUAIS............coiviiieiie et
Amounts due to related COMPANIES .......ccviiiiiierieiee e sre e re e e
ShareholdErs” LOANS..........coiiii ettt et ettt sbe e be e te e e eaeesaee s
TOtAl THADIIITIES ...t

NEL CUITENT HHADTTITIES ..vvviiieeeiee ettt e et e st e e e s st e e s st b e e e s eateaessbeeeas
Total assets 1eSS CUITeNt HADIIITIES. ........ueviieiiii e
Total equity and HADIITIES ........ccooviiiiei e

Note 2015 2014

US$°000 US$°000
7 30,000 30,000
410 2,299
8 2,624 6,249
3,034 8,548
33,034 38,548
9 60,000 60,000
(41,907)  (34,355)
18,093 25,645
451 2,393
10 490 510
11 14,000 10,000
14,941 12,903
(11,907)  (4,355)
18,093 25,645
33,034 38,548

The accompanying notes are an integral part of these consolidated financial statements.
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Nutrition Science Partners Limited
Consolidated Statement of Changes in Equity
For the Years Ended December 31, 2015, 2014 and 2013

Share Share Accumulated Total
capital premium losses equity
US$°000 US$°000 US$°000 US$°000
ALJanuary 1, 2013 ..o 1 29,999 — 30,000
Loss for the year and total comprehensive loss for the year .................. — — (17,543) (17,543)
Issue of Shares (NOE 9) .....covciiiiciie e 1 29,999 — 30,000
At December 31, 2013 ..o 2 59,998 (17,543) 42,457
Share Share Accumulated Total
capital premium losses equity
US$°000 US$°000 US$°000 US$°000
ALJANUAIY 1, 2014 ..o 2 59,998 (17,543) 42,457
Loss for the year and total comprehensive loss for the year ................. — — (16,812) (16,812)
Transition to no-par value regime on March 3, 2014 (note 9) ............... 59,998 (59,998) — —
At DecemMbDEr 31, 2014 ....ccveeiceeeceie e 60,000 — (34,355) 25,645
Share Accumulated Total
capital losses equity
US$°000 US$°000 US$°000
AL JANUANY 1, 2015 ... bbb 60,000 (34,355) 25,645
Loss for the year and total comprehensive loss for the year.........c..cccoccveevicviiciiennns — (7,552) (7,552)
At DECEMDET 31, 2005 ... ittt ettt be e e srb e e saae e 60,000 (41,907) 18,093

The accompanying notes are an integral part of these consolidated financial statements.
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Nutrition Science Partners Limited
Consolidated Statement of Cash Flows
For the Years Ended December 31, 2015, 2014 and 2013

Note 2015 2014 2013
US$°000 US$°000 US$°000

Cash flows from operating activities
L0SS DefOre taXation.........coueiiiriiiiiriec e (7,552) (16,812) (17,543)
Operating loss before working capital Changes ..........ccoccevevvivie i (7,552) (16,812) (17,543)
Changes in working capital:

Decrease/(iNCrease) in PrePaymMeNtS.......cccieieveeeeieeieereesesiesesreseseeseessesseseens 1,889 (1,475) (824)

(Decrease)/increase in other payables and accruals ...........ccccoevviveveiveviereninnnn, (1,942) (1,905) 4,298

(Decrease)/increase in amounts due to related companies..........cccocvevrerennn (20) (590) 1,100
Net cash used in operating aCtiVities...........ccoerverereienenee e (7,625) (20,782) (12,969)
Cash flows from financing activities
Proceeds from iSSUE OF SNAES .........cciiiiiiiie s 9 — — 30,000
Increase in Shareholders’” 108NS ..........ccuviiieicie i 11 4,000 10,000 —
Net cash generated from financing activities ..........cocccvveveininiiiencee 4,000 10,000 30,000
Net (decrease)/increase in cash and cash equivalents ..., (3,625) (10,782) 17,031
Cash and cash equivalents at JANUAry 1, .........cccooevieriieniieeie e 6,249 17,031 —
Cash and cash equivalents at December 31, ......ccccvvvriiieienene e 2,624 6,249 17,031
Analysis of balance of cash and cash equivalents
BanK DALANCE.......cciiiii e 2,624 6,249 17,031

The accompanying notes are an integral part of these consolidated financial statements.
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1. General information

Nutrition Science Partners Limited (the “Company”) and its subsidiary (together, the “Group™) are principally
engaged in the research and development of pharmaceutical products. The Company was incorporated in Hong Kong on
May 28, 2012 as a limited liability company. The registered office of the Company is located at 22nd Floor, Hutchison
House, 10 Harcourt Road, Hong Kong.

On November 27, 2012, Hutchison MediPharma (Hong Kong) Limited (“HMPHK?”), a subsidiary of Hutchison
China MediTech Limited (“Chi-Med”, which together with its subsidiaries, hereinafter collectively referred to as the
“Chi-Med Group”) and Nestlé Health Science S.A. (“NHS”), a subsidiary of Nestlé S.A. (“Nestlé”), entered into a joint
venture agreement (“JV Agreement”). Pursuant to the JV Agreement, Nestlé agreed to contribute cash of US$30,000,000 and
the Chi-Med Group agreed to contribute certain of its assets and business processes including (i) the global development and
commercial rights of a novel, oral therapy for Inflammatory Bowel Disease for a drug candidate and (ii) the exclusive rights
to its extensive botanical library and well established botanical research and development platform in the field of
gastrointestinal disease into the Company. The Company would be jointly owned by HMPHK and NHS having 50% equity
interest each.

During the year ended December 31, 2013, all regulatory approvals regarding the formation of the Company were
received and NHS has injected cash of US$30,000,000 in accordance with the JV Agreement.

These consolidated accounts are presented in United States dollars (“US$”), unless otherwise stated.
2. Summary of significant accounting policies

The consolidated accounts of the Company have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) as issued by International Accounting Standards Board. These consolidated accounts have been prepared
under the historical cost convention.

As at December 31, 2015, the Group has net current liabilities of US$11,907,000. In preparing these consolidated
accounts, management, including the directors of the Company, has taken into account all available information about the
foreseeable future, which is at least, but is not limited to, twelve months from the end of the reporting period. Management
considers a wide range of factors relating to the availability and sufficiency of the Group’s financial resources to satisfy its
working capital and other financing requirements for the reasonable period of time, including, the progress and results of its
new and in-progress research and development projects, the Group’s current and expected future financial performance and
operating cash flows, availability of loans and other financial supports from shareholders, and potential sources of new funds.
HMPHK and NHS have confirmed their intention to provide financial support to the Company to meet its liabilities as and
when they fall due. Accordingly, the Directors are of the opinion that the Group will be able to meet its liabilities as and
when they fall due within the next twelve months and therefore have prepared the financial statements on a going
concern basis.

During the year, the Group has adopted all of the new and revised standards, amendments and interpretations issued
by the International Accounting Standards Board that are relevant to the Group’s operations and mandatory for annual
periods beginning January 1, 2015. The adoption of these new and revised standards, amendments and interpretations did not
have any material effects on the Group’s results of operations or financial position.
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2. Summary of significant accounting policies (Continued)

At the date of authorisation of these consolidated accounts, the following standards, amendments and interpretations
were in issue but not yet effective and have not been early adopted by the Group:

IAS 1 (AMENAMENS) D ... Disclosure Initiative

IAS 7 (AMENAMENTS) ... Disclosure Initiative

IAS 12 (AMENAMENES) ... Recognition of Deferred Tax Assets for Unrealised Losses

IAS 16 and 1AS 38 (AMendments).........ccccvervivieiiieieeeeeeeeenns Clarification of Acceptable Methods of Depreciation and
Amortisation

IAS 16 and 1AS 41 (Amendments)® ..o Agriculture: Bearer Plants

IAS 27 (AMENdMENES) ) ........oviieeeeieeeeeeeee e Equity Method in Separate Financial Statements

IFRS 9P oot Financial Instruments

IFRS 10 and IAS 28 (AmMendments)™.............coooveuveeeerreeeeeeeeesresnnnn Sale or Contribution of Assets between an Investor and its Associate
or Joint Venture

IFRS 10, IFRS 12 and IAS 28 (Amendments)®.........c...ccocvvvrvveennnn. Investment Entities: Applying the Consolidated Exception

IFRS 11 (AMendments) Y .........cocoovvvrveerreereeeeseseeesesses s Accounting for Acquisitions of Interests in Joint Operations

IERS 1AW, Regulatory Deferral Accounts

IERS 15®)... et Revenue from Contracts with Customers

IFRS 16@.......cooiiiiciicviessesssss s Leases

Annual improvements 2012-2014 cycle® .........cccooovvvervciiereeennn, Improvements to IFRSs

Q) Effective for the Group for annual periods beginning on or after January 1, 2016.

2 Effective for the Group for annual periods beginning on or after January 1, 2017.

3) Effective for the Group for annual periods beginning on or after January 1, 2018.

(@) Effective for the Group for annual periods beginning on or after January 1, 2019.

(5) In December 2015, the IASB postponed the effective date of this amendment indefinitely pending the outcome of its

research project on the equity method of accounting.

The adoption of standards, amendments and interpretations listed above in future periods is not expected to have any
material effect on the Group’s result of operations and financial position, except for the adoption of IFRS 15 which the
management is still assessing the impact.

(a) Basis of consolidation

The consolidated accounts of the Group include the accounts of the Company and its subsidiary made up to
December 31, 2015, 2014 and 2013. The account of the subsidiary is prepared for the same reporting period as the Company,
using consistent accounting policies. The results of the subsidiary are consolidated from the date on which the Group obtains
control, and continue to be consolidated until the date that such control ceases. All intra-group assets and liabilities, equity,
income, expenses and cash flows relating to transactions between members of the Group are eliminated in full on
consolidation.

(b) Subsidiary

The subsidiary is an entity over which the Group has control. The Group controls an entity when the Group is
exposed to, or has rights to variable returns from its involvement with the entity and has the
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2. Summary of significant accounting policies (Continued)
(b) Subsidiary (Continued)

ability to affect those returns through its power over the entity. In the consolidated accounts, subsidiary is accounted for as
described in Note 2(a) above.

The subsidiary is fully consolidated from the date on which control is transferred to the Group. It is de-consolidated
from the date that control ceases.

(c) Foreign currency translation

Items included in the accounts of each of the Group’s companies are measured using the currency of the primary
economic environment in which the entity operates (the “functional currency”). The consolidated accounts are presented in
US$, which is the Company’s functional and presentation currency.

The accounts of the Company and subsidiary are translated into the Company’s presentation currency using the year
end rates of exchange for the statement of financial position items and the average rates of exchange for the year for the
income statement items. Exchange differences are recognised directly in the consolidated statement of comprehensive
income.

(d) Segment information

The Group has one reporting segment which is research and development. All segment assets are located in Hong
Kong. The Group’s chief operating decision-makers review the consolidated results of the Group for the purposes of resource
allocation and performance assessment. Therefore, no additional reportable segment and geographical information has
been presented.

(e) Related parties

A party is considered to be related to the Group if:

€)] the party is a person or a close member of that person’s family and that person
0] has control or joint control over the Group;
(i) has significant influence over the Group; or
(iii) is a member of the key management personnel of the Group or of a parent of the Group; or
(b) the party is an entity where any of the following conditions applies:
Q) the entity and the Group are members of the same group;
(i) one entity is an associate or joint venture of the other entity (or of a parent, subsidiary or fellow

subsidiary of the other entity);
(iii) the entity and the Group are joint ventures of the same third party;
(iv) one entity is a joint venture of a third entity and the other entity is an associate of the third entity;

(V) the entity is a post-employment benefit plan for the benefit of employees of either the Group or an
entity related to the Group;
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2. Summary of significant accounting policies (Continued)
(e) Related parties (Continued)
(vi) the entity is controlled or jointly controlled by a person identified in (a); and

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

(f) Financial assets
Initial recognition and measurement

Financial assets of the Group are classified, at initial recognition, as loans and receivables. When financial assets are
recognised initially, they are measured at fair value plus transaction costs that are attributable to the acquisition of the
financial assets.

All regular way purchases and sales of financial assets are recognised on the trade date, that is, the date that the
Group commits to purchase or sell the asset. Regular way purchases or sales are purchases or sales of financial assets that
require delivery of assets within the period generally established by regulation or convention in the marketplace.

Subsequent measurement of loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market. After initial measurement, such assets are subsequently measured at amortised cost using the effective
interest method less any allowance for impairment. Amortised cost is calculated by taking into account any discount or
premium on acquisition and includes fees or costs that are an integral part of the effective interest rate. The effective interest
rate amortisation and the loss arising from impairment are recognised in the income statement.

(9) Impairment of financial assets

The Group assesses at the end of each reporting period whether there is objective evidence that a financial asset or a
group of financial assets is impaired. An impairment exists if one or more events that occurred after the initial recognition of
the asset have an impact on the estimated future cash flows of the financial asset or the group of financial assets that can be
reliably estimated. Evidence of impairment may include indications that a debtor or a group of debtors is experiencing
significant financial difficulty, default or delinquency in interest or principal payments, the probability that they will enter
bankruptcy or other financial reorganisation and observable data indicating that there is a measurable decrease in the
estimated future cash flows, such as changes in arrears or economic conditions that correlate with defaults.

Financial assets carried at amortised cost

For financial assets carried at amortised cost, the Group first assesses whether impairment exists individually for
financial assets that are individually significant, or collectively for financial assets that are not individually significant. If the
Group determines that no objective evidence of impairment exists for an individually assessed financial asset, whether
significant or not, it includes the asset in a group of financial assets with similar credit risk characteristics and collectively
assesses them for impairment. Assets that are
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2. Summary of significant accounting policies (Continued)
(9) Impairment of financial assets (Continued)

individually assessed for impairment and for which an impairment loss is, or continues to be, recognised are not included in a
collective assessment of impairment.

The amount of any impairment loss identified is measured as the difference between the asset’s carrying amount and
the present value of estimated future cash flows (excluding future credit losses that have not yet been incurred). The present
value of the estimated future cash flows is discounted at the financial asset’s original effective interest rate (i.e., the effective
interest rate computed at initial recognition).

The carrying amount of the asset is reduced through the use of an allowance account and the loss is recognised in the
income statement. Interest income continues to be accrued on the reduced carrying amount and is accrued using the rate of
interest used to discount the future cash flows for the purpose of measuring the impairment loss. Loans and receivables
together with any associated allowance are written off when there is no realistic prospect of future recovery and all collateral
has been realised or has been transferred to the Group.

If, in a subsequent period, the amount of the estimated impairment loss increases or decreases because of an event
occurring after the impairment was recognised, the previously recognised impairment loss is increased or reduced by
adjusting the allowance account. If a write-off is later recovered, the recovery is credited to the income statement.

(h) Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are subsequently
stated at amortised cost; any difference between the proceeds (net of transaction costs) and the redemption value is
recognised in the income statement over the period of the borrowings using the effective interest method.
(i) Cash and cash equivalents

In the consolidated statement of cash flows, cash and cash equivalents comprise cash at bank.
(J) Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events; it
is probable that an outflow of resources will be required to settle the obligation; and the amount has been reliably estimated.
Provisions are not recognised for future operating losses.
(K) Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost. The cost of intangible assets
acquired in a business combination is the fair value at the date of acquisition. The useful lives of intangible assets are
assessed to be either finite or indefinite. Intangible assets with finite lives are subsequently amortised over the useful
economic life and assessed for impairment whenever there is an indication that the intangible asset may be impaired. The

amortisation period and the amortisation method for an intangible asset with a finite useful life are reviewed at least at each
financial year end.
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2. Summary of significant accounting policies (Continued)
(k) Intangible assets (Continued)

Intangible assets with indefinite useful lives are tested for impairment annually. Such intangible assets are not
amortised. The useful life of an intangible asset with an indefinite life is reviewed annually to determine whether the
indefinite life assessment continues to be supportable. If not, the change in the useful life assessment from indefinite to finite
is accounted for on a prospective basis.

Acquired in-process research and development (“IPR&D”) rights

These intangible assets are treated as indefinite-lived until completion or abandonment of the projects, at which time
the assets are either written off or amortised over the remaining useful life.

Research and development costs

All research costs are charged to the income statement as incurred.

Expenditure incurred on projects to develop new products is capitalised and deferred only when the Group can
demonstrate the technical feasibility of completing the intangible asset so that it will be available for use or sale, its intention
to complete and its ability to use or sell the asset, how the asset will generate future economic benefits, the availability of
resources to complete the project and the ability to measure reliably the expenditure during the development. Product
development expenditure which does not meet these criteria is expensed when incurred.

(I) Income tax

The current tax charge is calculated on the basis of the tax laws enacted or substantively enacted at the balance sheet
date in the countries where the Company and its subsidiary operate and generate taxable income. Management periodically
evaluates positions taken in tax returns with respect to situations in which applicable tax regulation is subject to interpretation
and establish provisions where appropriate on the basis of amounts expected to be paid to the tax authorities.

3. Financial risk management

(@) Financial risk factors

The Group’s activities expose it to a variety of financial risks, including credit risk and liquidity risk. The Group
does not use any derivative financial instruments for speculative purpose.

(i) Credit risk

The carrying amounts of cash and cash equivalents included in the consolidated statement of financial position
represent the Group’s maximum exposure to credit risk of the counterparty in relation to its financial asset. The Group’s bank
balance is maintained with a creditworthy bank with no recent history of default.

(if) Liquidity risk

The Group’s objective is to maintain a balance between continuity of funding and flexibility through balances with
related companies and loans from its shareholders.
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3. Financial risk management (Continued)
(a) Financial risk factors (Continued)
(if) Liquidity risk (Continued)

As at December 31, 2015 and 2014, the Group’s current financial liabilities were due for settlement contractually
within twelve months.

(b) Capital management

The primary objectives of the Group’s capital management are to safeguard the Group’s ability to continue as a
going concern.

The Group manages its capital structure and makes adjustments to it in light of changes in economic conditions and
the risk characteristics of the underlying assets. To maintain or adjust the capital structure, the Group may issue new shares.
The Group is not subject to any externally imposed capital requirements. No changes were made in the objectives, policies or
processes for managing capital during the years ended December 31, 2015 and 2014.

(c) Fair value estimation

The fair values of the financial asset and liabilities of the Group approximate to their carrying amounts largely due
to the short term maturities of these instruments.

4. Critical accounting estimates and judgements

Note 2 include a summary of the significant accounting policies used in the preparation of the accounts. The
preparation of accounts often requires the use of judgements to select specific accounting methods and policies from several
acceptable alternatives. Furthermore, significant estimates and assumptions concerning the future may be required in
selecting and applying those methods and policies in the accounts. The Group bases its estimates and judgements on
historical experience and various other assumptions that it believes are reasonable under the circumstances. Actual results
may differ from these estimates and judgements under different assumptions or conditions.

The following is a review of the more significant assumptions and estimates, as well as the accounting policies and
methods used in the preparation of the accounts.

Impairment of intangible assets

The Group tests annually whether intangible assets not ready to use have suffered any impairment. Assets are
reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of the assets exceeds
its recoverable amount in accordance with the accounting policy stated in note 2(k). The recoverable amount of an asset or a
cash-generating unit is determined based on the higher of the asset’s or the cash-generating unit’s fair value less costs to sell
and value-in-use. The value-in-use calculation requires the entity to estimate the future cash flows expected to arise from the
asset and a suitable discount rate in order to calculate present value, and the growth rate assumptions in the cash flow
projections which has been prepared on the basis of management’s assumptions and estimates.

The Group has adopted an income approach to determine the value-in-use of the acquired IPR&D, which applies a

probability weighting that considers the risk of development and commercialization to the estimated future net cash flows
that are derived from projected revenues and estimated costs. These
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4. Critical accounting estimates and judgements (Continued)

Impairment of intangible assets (Continued)

projections are based on factors such as relevant market size, patent protection, probability of success rate, expected timing of
commercialization and industry trends. The estimated future net cash flows are then discounted to the present value using an
appropriate discount rate. Key assumptions and sensitivities are disclosed in note 7.

5. Taxation

No Hong Kong profits tax has been provided as the Group had no assessable profit for the year (2014 and
2013: Nil).

The taxation on the Group’s loss before taxation differs from the theoretical account that would arise using the
applicable tax rate as follows:

2015 2014 2013
(US$°000)  (US$°000)  (US$°000)
Loss before taxation ............cocecvvereieieneincncescseeens (7,552) (16,812) (17,543)
Calculated at a taxation rate of 16.5% (2014 and 2013:
16.5%0) .oveieieieeee e (1,246) (2,774) (2,895)
Tax effect of expenses not deductible for tax.................. 1,246 2,774 2,895
TAXALON ...t — — —

6. Directors’ emoluments

None of the directors received any fees or emoluments from the Group in respect of their services rendered to the
Group during the year (2014 and 2013: Nil).

7. Intangible assets

IPR&D
projects and
others
(US$°000)

December 31, 2015

Cost at January 1, 2015 and December 31, 2015 .......ccccevievieiieie e, 30,000
December 31, 2014

Cost at January 1, 2014 and December 31, 2014 .......cccoveieveieienrne e, 30,000

Impairment test for intangible assets

The recoverable amount of the intangible asset is determined based on value-in-use calculation. The calculation uses
cash flow projections based on projected revenues and estimated costs. The projections are based on factors such as projected
market size and market share, probability of success rate, timing of commercialization and estimated useful life of the
underlying assets. There are no key changes in the
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7. Intangible assets (Continued)
Impairment test for intangible assets (Continued)

expected market for the drug between 2014 and 2015. However, based on latest management decision, the Company expects
one year delay for the commercialization. The discount rate used of 19.53% (2014: 19.76%) is derived from a capital asset
pricing model using data from markets. The budgeted revenues and costs are determined by management based on the most
recent development plan of the project and its expectation of market development. Reasonably probable changes in any key
assumptions disclosed in the sensitivity table would not cause the carrying amount of the intangible assets to exceed the
recoverable amount.

The key assumptions used in the value-in-use calculation are as follows:

Key assumptions 2015 2014

Projected market Size.......cccccvevvevveciciice e US$10 billion US$10 billion
Projected market Share.........c.cccevvevvecece s 10% of projected market size ~ 10% of projected market size
Probability of success rate (Phase HI) ........ccccoevvvevveiecnenne, 65% 65%

Period of projected cash fIOWS........c..ccceevieiiniie i 17 years 18 years
HEAAIO0M ... US$7 million US$14 million

The Company prepared the financial budgets taking into account actual and prior years’ performances and market
development expectations. Judgement is required to determine key assumptions adopted in the cash flow projections.

The sensitivity of the value-in-use of the intangible assets to the changes in key assumptions is:

Impact on the value-in-use of the intangible assets

Change in
assumption Increase in assumption Decrease in assumption
2015 2014 2015 2014
—MaArKEL SIZE....cvveciii e Increase Increase Decrease Decrease
5% point by 13% by 12% by 19% by 17%
—Probability of SUCCESS rate .......cccveveviecieciee e, Increase Increase  Decrease  Decrease
2% point by 13% by 17% by 12% by 17%
—DISCOUNE TALE ....eecviecctee ettt Decrease Decrease Increase Increase

1% point by 18% by 17% by 20% by 20%

8. Cash and cash equivalents

2015 2014
(US$°000) (US$°000)
CaSh AL DANK ....cooiiiiiii e 2,624 6,249

The carrying amounts of the cash and cash equivalents are denominated in US dollars.
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9. Share capital

2015 2014 2013

Number of Number of Number of
shares (US$°000) shares (US$°000) shares (US$°000)

Authorised: (note (i))
Ordinary shares of HK$1 each (note (ii)) ........cccoeerevirereririnnnns — — — — 20,000 2

Issued and fully paid:
Ordinary shares

ALJANUATY L, oo 20,000 60,000 20,000 2 10,000 1
Issue of shares (NOte (111)) ....covrverrererereeeree e — — — — 10,000 1
Translation to no-par value regime on March 3, 2014
(NOLE (IV)) eevveereieteee et — — — 59,998 — —
AL DECEMDET 31, ..ot 20,000 60,000 20,000 60,000 20,000 2
Share premium account at December 31, (note (iv)) ......cccceevvvrnenee — — 59,998
Share capital as at December 31, 2015 and 2014/share capital
and share premium as at December 31, 2013 (note (iv)) ............ ____ 60,000 ____ 60,000 ___ 60,000
Notes:
(i) Under the Hong Kong Companies Ordinance (Cap. 622), which commenced operation on March 3, 2014, the

concept of authorised share capital no longer exists.

(i) In accordance with section 135 of the Hong Kong Companies Ordinance (Cap. 622), the Company’s shares no
longer have a par or nominal value with effect from March 3, 2014. There is no impact on the number of shares in
issue or the relative entitlement of any of the shareholders of the Company as a result of this transition.

(iii) On March 25, 2013, 10,000 additional ordinary shares of HK$1 each were issued at a total cash consideration of
US$30,000,000 to NHS in accordance with the terms of the JV Agreement.

(iv) In accordance with the transitional provisions set out in section 37 of Schedule 11 to the Hong Kong Companies
Ordinance (Cap. 622) on March 3, 2014, the amounts standing to the credit of the share premium account have
become part of the Company’s share capital.

10. Amounts due to related companies
The amounts due to related companies are unsecured, interest-free and repayable on demand.

11. Shareholders’ loans
The loans from shareholders of US$5,000,000 each, totalling US$10,000,000 are unsecured, interest-bearing (with

waiver of interest) and with an original maturity date of June 9, 2015, which is subject to extension from time to time by

written consent from shareholders at the request of the Company. The loan agreement was renewed on August 24, 2015, with

an effective date of June 9, 2015, and the maturity date extended to June 9, 2016.

On August 24, 2015, the shareholders have provided a further loan of US$2,000,000 each, totalling US$4,000,000.

The loans are unsecured, interest-bearing (with waiver of interest) and with a maturity date of August 23, 2016, which is
subject to extension from time to time by written consent from shareholders at the request of the Company.
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12. Significant related party transactions

€)] Save as disclosed above, the Group has the following significant transactions during the years with related parties
which were carried out in the normal course of business at terms determined and agreed by the relevant parties:

2015 2014 2013
(US$000)  (US$°000)  (US$°000)

Service fees charged by a subsidiary of Chi-Med

(NOLE) vt 5,099 4,191 3,612
Service fees charged by an affiliate of NHS.................. 613 403 140
5,712 4,594 3,752

Note:

On March 25, 2013, Hutchison MediPharma Limited (“HMP”), a subsidiary of Chi-Med, and NHS entered
into a research and development collaboration agreement as contemplated by the JV Agreement for the
exclusive rights to conduct research to evaluate and develop products from HMP’s extensive botanical library
and well established botanical research and development platform in the field of gastrointestinal disease.

The Company will own the right to any products arising from the future research and development. HMP and
NHS will provide the necessary services and employees in order to facilitate the Company with the on-going
research activities. HMP and NHS will be remunerated by a fee paid by the Company for the services and
staff provided.

The agreement will be ended on December 31, 2022, until which time the Company is required to spend a
minimum of US$500,000 in each calendar year on the research activities.

(b) Other transaction with related party:

On March 25, 2013, the Company and Nestec Ltd., an affiliate of NHS, entered into an option agreement for the
exclusive option to obtain exclusive royalty-bearing licenses to commercialise certain products in certain territories. The
exercise price of the option is either fixed or subject to negotiation upon the receipt of the exercise notice, dependent on
territories. The value of the option is considered as negligible.

(© Compensation of key management personnel of the Group:

No compensation was paid by the Group to the key management personnel of the Group in respect of their services
rendered to the Group during the year (2014 and 2013: Nil).

13. Financial instruments by category
Financial asset

The carrying amount of the Group’s financial asset, comprising cash and cash equivalents, which is categorised as
loans and receivables, amounted to US$2,624,000 as at December 31, 2015 (2014: US$6,249,000).

F-149



Nutrition Science Partners Limited
Notes To The Accounts (Continued)

13. Financial instruments by category (Continued)

Financial liabilities

The aggregate carrying amount of the Group’s financial liabilities, including other payables and accruals,
shareholders’ loans and amounts due to related companies, which are categorised as financial liabilities at amortised cost,
amounted to US$14,941,000 as at December 31, 2015 (2014: US$12,903,000).

14. Subsidiary

Place of Nominal value
establishment of issued Equity interest
and ordinary share attributable to Type of
operation capital in GBP the Group legal entity Principal activity
As at As at
December 31, December 31,
Name 2015 2014 2015 2014
Nutrition Science Partners Limited liability
(UK) Limited........ccooovrrrerenenne United Kingdom 1 1 100% 100% company Inactive
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