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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

Certain statements in this annual report on Form 10-K contain or may contain forward-looking statements that are
subject to known and unknown risks, uncertainties and other factors which may cause actual results, performance or
achievements to be materially different from any future results, performance or achievements expressed or implied by
such forward-looking statements. These forward-looking statements were based on various factors and were derived
utilizing numerous assumptions and other factors that could cause our actual results to differ materially from those in
the forward-looking statements. These factors include, but are not limited to, economic, political and market
conditions and fluctuations, government and industry regulation, interest rate risk, global competition, and other
factors as relate to our doing business within the People's Republic of China. Most of these factors are difficult to
predict accurately and are generally beyond our control. You should consider the areas of risk described in connection
with any forward-looking statements that may be made herein. Readers are cautioned not to place undue reliance on
these forward-looking statements, which speak only as of the date of this report. Readers should carefully review this
annual report in its entirety, including but not limited to our financial statements and the notes thereto and the risks
described in "Item 1. Description of Business—Risk Factors." Except for our ongoing obligations to disclose material
information under the Federal securities laws, we undertake no obligation to release publicly any revisions to any
forward-looking statements, to report events or to report the occurrence of unanticipated events.

When used in this annual report, the terms the "Company," "Jiangbo," "JGBO," "we," "us," "our," and similar terms
refer to Jiangbo Pharmaceuticals, Inc., a Florida corporation, and our subsidiaries. The information which appears on
our website www.jiangbopharma.com is not part of this report.

PARTI
ITEM 1. DESCRIPTION OF BUSINESS

Jiangbo Pharmaceuticals, Inc. is a holding company incorporated in Florida with its principal place of business in the
People’s Republic of China (the “PRC”). We operate, control and beneficially own the pharmaceutical business of
Laiyang Jiangbo. Laiyang Jiangbo researches, develops, manufactures, markets and sells pharmaceutical products and
health supplements in the PRC.

On July 27, 2008, our board of directors and the majority holders of our capital stock approved a one-for-forty reverse
stock split of our common stock. On August 29, 2008, we received confirmation from the Department of the State of
Florida that the Articles of Amendment to the Amended and Restated Articles of Incorporation (“August 2008
Amended Articles of Incorporation”) to effect a reverse stock split was duly filed and on September 3, 2008, the
reverse stock split was effectuated. Following the reverse stock split, the total number of shares of our common stock
outstanding was reduced from 412,986,078 shares to approximately 10,325,000 shares and the maximum number of
shares of common stock that the Company is authorized to issue was also reduced from 900,000,000 to 22,500,000.
Our financial statements have been retroactively adjusted to reflect the reverse split. Additionally, all share
representations are on a post-split basis hereinafter.

Pursuant to a Certificate of Amendment to our Amended and Restated Articles of Incorporation filed with the
Department of State of the State of Florida which took effect as of April 16, 2009, our name was changed from
"Genesis Pharmaceuticals Enterprises, Inc." to "Jiangbo Pharmaceuticals, Inc." (the "Corporate Name Change"). The
Corporate Name Change was approved and authorized by our Board of Directors as well as our holders of a majority
of the outstanding shares of voting stock by written consent.

As a result of the Corporate Name Change, our stock symbol changed to "JGBO" with the opening of trading on May
12, 2009 on the OTCBB. Our common stock commenced trading on The Nasdaq Global Market under the symbol
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“JGBO” on June 8§, 2010.
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Corporate Structure

The following diagram illustrates our current corporate structure:

CONTRACTUAL ARRANGEMENTS WITH LAIYANG JIANGBO AND ITS SHAREHOLDERS

Our relationships with Laiyang Jiangbo and its shareholders are governed by a series of contractual arrangements
primarily between two entities associated with our wholly owned subsidiary Karmoya: (1) GIBT, Karmoya’s wholly
foreign owned enterprise in PRC, and (2) Laiyang Jiangbo, Karmoya’s operating company in PRC. Under PRC laws,
each of GJBT and Laiyang Jiangbo is an independent legal person and neither of them is exposed to liabilities
incurred by the other party. The contractual arrangements constitute valid and binding obligations of the parties of
such agreements. Each of the contractual arrangements, as amended and restated, and the rights and obligations of the
parties thereto are enforceable and valid in accordance with the laws of the PRC. Other than pursuant to the
contractual arrangements described below, Laiyang Jiangbo does not transfer any other funds generated from its
operations to any other member of the LJ Group. On September 21, 2007, we entered into the following contractual
arrangements (collectively, the “LJ Agreements”):
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Consulting Services Agreement. Pursuant to the exclusive consulting services agreement between GIBT and Laiyang
Jiangbo, GJBT has the exclusive right to provide to Laiyang Jiangbo general consulting services related to
pharmaceutical business operations, as well as consulting services related to human resources and technological
research and development of pharmaceutical products and health supplements (the “Services”). Under this agreement,
GIJBT owns the intellectual property rights developed or discovered through research and development while
providing the Services for Laiyang Jiangbo. Laiyang Jiangbo pays a quarterly consulting service fee in Chinese
Renminbi (“RMB”) to GJBT that is equal to all of Laiyang Jiangbo's revenue for such quarter.

Operating Agreement. Pursuant to the operating agreement among GJBT, Laiyang Jiangbo and the shareholders of
Laiyang Jiangbo who collectively hold 100% of the outstanding shares of Laiyang Jiangbo (collectively, the “Laiyang
Shareholders™), GIBT provides guidance and instructions on Laiyang Jiangbo's daily operations, financial management
and employment issues. The Laiyang Shareholders must appoint the candidates recommended by GJIBT as members
of Laiyang Jiangbo's board of directors. GIBT has the right to appoint senior executives of Laiyang Jiangbo. In
addition, GJBT agrees to guarantee Laiyang Jiangbo's performance under any agreements or arrangements relating to
Laiyang Jiangbo's business arrangements with any third party. Laiyang Jiangbo, in return, agrees to pledge its
accounts receivable and all of its assets to GIBT. Moreover, Laiyang Jiangbo agrees that without the prior consent of
GJBT, Laiyang Jiangbo will not engage in any transactions that could materially affect the assets, liabilities, rights or
operations of Laiyang Jiangbo, including, but not limited to, incurrence or assumption of any indebtedness, sale or
purchase of any assets or rights, incurrence of any encumbrance on any of its assets or intellectual property rights in
favor of a third party, or transfer of any agreements relating to its business operation to any third party. The term of
this agreement is ten (10) years from September 21, 2007 unless early termination occurs in accordance with the
provisions of the agreement and may be extended only upon GJBT's written confirmation prior to the expiration of the
this agreement, with the extended term to be mutually agreed upon by the parties.

Equity Pledge Agreement. Pursuant to the equity pledge agreement among GJBT, Laiyang Jiangbo and the Laiyang
Shareholders, the Laiyang Shareholders pledged all of their equity interests in Laiyang Jiangbo to GIBT to guarantee
Laiyang Jiangbo's performance of its obligations under the consulting services agreement. If either Laiyang Jiangbo or
any of the Laiyang Shareholders breaches its respective contractual obligations, GIBT, as pledgee, will be entitled to
certain rights, including the right to sell the pledged equity interests. The Laiyang Shareholders also granted GIBT an
exclusive, irrevocable power of attorney to take actions in the place and stead of the Laiyang Shareholders to carry out
the security provisions of the equity pledge agreement and take any action and execute any instrument that GJBT may
deem necessary or advisable to accomplish the purposes of the equity pledge agreement. The Laiyang Shareholders
agreed, among other things, not to dispose of the pledged equity interests or take any actions that would prejudice
GJBT's interest. The equity pledge agreement will expire two (2) years after Laiyang Jiangbo obligations under the
exclusive consulting services agreement have been fulfilled.

Option Agreement. Pursuant to the option agreement among GJBT, Laiyang Jiangbo and the Laiyang Shareholders,
the Laiyang Shareholders irrevocably granted GIBT or its designated person an exclusive option to purchase, to the
extent permitted under PRC law, all or part of the equity interests in Laiyang Jiangbo for the cost of the initial
contributions to the registered capital or the minimum amount of consideration permitted by applicable PRC law.
GJBT or its designated person has sole discretion to decide when to exercise the option, whether in part or in full. The
term of this agreement is ten (10) years from September 21, 2007 unless early termination occurs in accordance with
the provisions of the agreement and may be extended only upon GJBT's written confirmation prior to the expiration of
the this agreement, with the extended term to be mutually agreed upon by the parties.

Proxy Agreement. Pursuant to the proxy agreement among GJBT and the Laiyang Shareholders, the Laiyang
Shareholders agreed to irrevocably grant and entrust all the rights to exercise their voting power to the person(s)
appointed by GJIBT. GJBT may from time to time establish and amend rules to govern how GJBT shall exercise the
powers granted to it by the Laiyang Shareholders, and GJBT shall take action only in accordance with such rules. The
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Laiyang Shareholders shall not transfer their equity interests in Laiyang Jiangbo to any individual or company (other
than GJBT or the individuals or entities designated by GIBT). The Laiyang Shareholders acknowledged that they will
continue to perform this agreement even if one or more than one of them no longer hold the equity interests of
Laiyang Jiangbo. This agreement may not be terminated without the unanimous consent of all of the parties, except
that GJBT may terminate this agreement by giving thirty (30) days prior written notice to the Laiyang Shareholders.
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LAIYANG JIANGBO PHARMACEUTICAL CO., LTD.

As discussed above, our operations are conducted through Laiyang Jiangbo Pharmaceutical Co., Ltd. (“Laiyang
Jiangbo”) a limited liability company headquartered in the PRC and organized under the laws of PRC (*“ Laiyang
Jiangbo”). Laiyang Jiangbo was organized on August 18, 2003, and its fiscal year end is June 30.

PRINCIPAL PRODUCTS OR SERVICES

Laiyang Jiangbo is engaged in research, development, production, marketing and sales of pharmaceutical products. It
is located in East China in an Economic Development Zone in Laiyang City, Shandong province, and is one of the
major pharmaceutical companies in China producing tablets, capsules, granules, syrup , mixture, pillselectuary and
oral solution for both Western medical drugs and Chinese herbal-based medical drugs. Approximately 33.3% of its
current products are Chinese herbal-based drugs and 66.7% are Western medical drugs. Laiyang Jiangbo has several
certificates of Good Manufacturing Practices for Pharmaceutical Products (“GMP”) issued by the Shandong State Drug
Administration (“SDA”) and currently produces thirteen types of drugs.

Laiyang Jiangbo’s top four products in fiscal year 2010 include Clarithromycin sustained-release tablets,
Itopride Hydrochloride granules, Baobaole Chewable tablets and Radix Isatidis Disperable tablets and they accounted
for approximately 99.6% of the Company’s total revenue in fiscal year 2010.

Drug Development and Production

Development and production of pharmaceutical products is Laiyang Jiangbo’s largest and most profitable business. Its
principal pharmaceutical products include:

Western Pharmaceutical Products
Clarithromycin sustained-release tablets

Clarithromycin sustained-release tablets, Chinese Drug Approval Number H20052746, is semi-synthetic antibiotics

for curing Clarithromycin sensitive microorganism infections. Laiyang Jiangbo is one of only two domestic Chinese

pharmaceutical companies that has the technology to manufacture and actively produce and sell this drug. The

Company’s sales of this drug were approximately RMB271.5 million (US $39.98 million) with gross margin over
67.7% in fiscal year 2010, with approximately 45% of the market share in China for this type of drug.

Clarithromycin is the second generation of macrolide antibiotic and replaces the older generation of Erythromycin.
Clarithromycin first entered the pharmaceutical market in Ireland in 1989, and as of 2007, it is one of thirty medicines
which generate the greatest sales revenue all over the world. Chemically, Clarithromycin has a wider antimicrobial
spectrum and longer duration of acid resistance. Its activity is 2 to 4 times better than Erythromycin, but the toxicity is
2-12 times lower. The product was in its growth period in 2007 and 2008 and entered into its maturity in later part of
fiscal year 2008. The Company anticipates the product will stay in the maturity period through fiscal year 2011 and
gradually enters into its declining period starting in later part of fiscal year 2011. During the growth period, the
product had an over 35% annual sales growth. The Company expects the annual sales for this product to remain
materially consistent with minimal growth in its maturity. Once Clarithromycin reaches its declining period, the sale
of this product may experience up to 10-12% decline on an annual basis. Factors such as extended Chinese SFDA
approval time might extend this product’s life in its maturity as it will be less likely for other similar products and new
competitors to enter into the market. If Clarithromycin is distributed in more Chinese provincial or national drug
reimbursement lists, it is likely that the market share for this product will increase. In the event that the Chinese
government imposes pricing control on this product, the profit margin on this product may decrease and as a result,
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the net profit generated from this product may decline accordingly.
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Clarithromycin sustained-release tablets utilize sustained-release technology, which requires a high degree of
production technology. Because of the high degree of technology required to produce this product, PRC production
requirements are very strict and there are very few manufacturers who gain permission to produce this product.
Therefore, there is a significant barrier to entry in the PRC market. Currently, our Clarithromycin sustained-release
tablets are the one of the leading products in the PRC domestic antibiotic sustained-release tablets market. Our goal is
to maintain our current market share for this product.

Itopride Hydrochloride granules

Itopride Hydrochloride granules, Chinese Drug Approval Number H20050932, is a stomach and intestinal drug for

curing digestive system-related diseases. The Company’s sales for this drug reached RMB 170.3 million (US $25.0
million) with gross margin over 82.3% in the fiscal year 2010, and the Company has approximately 8-10% of the

market share in China for this type of drug. This product is widely regarded for its pharmacological properties, i.e.,

rapid absorption, positive clinical effects, and few side effects. Based on clinical observation, it has been shown that

Itopride Hydrochloride granules can improve 95.1% of gastrointestinal indigestion symptoms.

Itopride Hydrochloride granules are the fourth generation of gastrointestinal double dynamic medicines, which are
used for curing most symptoms due to functional indigestion. The older generations are Metoclopramide Paspertin,
Domperidone and Cisapride.

Itopride Hydrochloride granules are SDA-approved and entered the PRC pharmaceutical market in June 2005. Since
2005, Laiyang Jiangbo has seized the opportunity presented by this product by rapidly establishing a domestic sales
network and developing the market for this product. The product was in its growth period in 2006 and 2007 and
entered into its maturity in 2008. The Company anticipates the product will stay in the maturity period through 2010
and gradually enters into its declining period starting in fiscal year 2011. During the growth period, the product had
average 10 to 15% annual sales growth. Once the product enters into its maturity, the Company expects the sales for
this product will remain flat with minimal growth. As the product enters into its declining period, the product sales
may experience up to 20% decline on an annual basis. Factors such as extended Chinese SFDA approval time might
extend this product’s life in its maturity as it will be less likely for new competitors to enter into the market. If Itopride
Hydrochloride is distributed in more Chinese provincial or national drug reimbursement lists, it is likely that the
market share for this product will increase. In the event that the Chinese government imposes pricing control on this
product, the profit margin on this product may decrease and as a result, the net profit generated from this product may
decline accordingly.

The Company currently faces the competition from two other famous stomach medicines, namely Dompendone
Tablets and Vitamin U Belladonna and Aluminum Capsules II. The Company plans to continue utilizing its
nationwide sales network in China to strength its sales effort for this product and the goal is to maintain the current
market share and profit margin for this product.

Ciprofloxacin Hydrochloride tablets

Ciprofloxacin Hydrochloride tablets, Chinese Drug Approval Number H37022737, is an antibiotic drug used to cure
infection caused by bacteria. Although the Company generated more than 50% of its revenue from this product in the
fiscal year 2004, as other companies entered into the production market, the Company began experiencing a
significant decrease in sales and profits from this product in the fiscal year 2007. The drug accounted for less than 1%
of the Company’s revenue in the fiscal year 2010. The drug is included in the recently announced China’s Essential
Drug List. As both the sales volume and profit are thin for this product, the Company is not actively promoting this
product and only continues to produce Ciprofloxacin Hydrochloride tablets to support the Company’s product variety
and brand name.
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Paracetamol tablets

Paracetamol tablets, Chinese Drug Approval Number H37022733, is a nonprescription anti-inflammatory and

analgesic drug, mainly used for relief of fever, headache, and joint pain. The Company’s sale for this drug was less
than 1% of the total revenue in the fiscal year 2010. Paracetamol tablets are one of PRC’s national A-level Medicare
medicines. This product was commercially launched in the Chinese market in July 2004. The drug is included in the

recently announced China’s Essential Drug List. As the sales volume and profit both significantly decreased in recent
years, the Company will only produce this product under customers’ special requests.
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Felodipine Sustained Release Tablets

Felodipine Sustain Release Tablets, Chinese Drug Approval Number YBH01622010, is a prescription
Dihydropyridine calcium channel antagonist and used to treat hypertension and patient with angina. It provides
extended release of Felodipine. There are six manufactures in China currently approved to manufacture the drug. The
Company recently received FDA approval on this product in August 2010 and started manufacturing the product in
September 2010.

The Company anticipates generating $8 million to $12 million USD in revenue from this product in the first twelve
months of launching and continuing annual growth rate at 10-15% through fiscal year 2013. The drug is expected to
enter into its maturity in fiscal year 2014 and approaching its declining period by late fiscal year 2015. The Company
plans to selectively work with large scale independent distributors to promote and market this drug throughout China
and strengthen the product and brand-name recognition among local hospitals and doctors.

Chinese herbal-based Pharmaceutical Products
Baobaole Chewable tablets

Baobaole Chewable tablets, Chinese Drug Approval Number 220060294 formally entered the market in November
2007. Baobaole Chewable tablets are nonprescription over-the counter drugs for gastric cavity aches. This drug
stimulates the appetite and promotes digestion. Baobaole is used to cure deficiencies in the spleen and stomach,
abdomen aches, loss of appetite, and loose bowels. Its effects are mild and lasting. The drug has quickly gained its
popularity in the market and the sales for this drug has grown at a fast pace since its initial introduction.

The Company’s sales for Baobaole Chewable tablets was approximately RMB 127.4 million (US$18.7 million) with
gross margin over 80.9% in the fiscal year 2010. The product quickly went through its growth period in fiscal year

2008 and 2009 and entered into its declining period in the fiscal year 2010. The Company expects the sales for this

product may experience up to 12-15% decline on an annual basis and the profit margin may decrease up to 10%

during its declining period. Factors such as extended Chinese SFDA approval time might extend this product’s life in
its maturity as it will be less likely for new competitors to enter into the market.

The Company intends to strengthen its sales effort for this product and focus on reducing the product’s declining sales.
Radix Isatidis Disperable Tablet

Radix Isatidis Disperable Tablets, Chinese Drug Approval Number 220080142, nonprescription Traditional Chinese
Medicine, is used to cure virus influenza and sour throat. It clears away heat, detoxifies and promote pharynx. Laiyang
Jiangbo is the only company that owns the product’s manufacturing technology in China. The research study indicates
Radix Isatidisthe’s ingredients included Indole, hapoxanthineuraci, quina-alkaloids, amino acid, etc., have
anti-inflammation and anti-virus effects. The Company’s sales for this drug was approximately RMB 92.0 million
(US$13.5 million) with gross margin over 73.6% in 2010.

Compared with similar existing Radix Isatidis products, Radix Isatidis Disperable Tablet utilizes the new disperable
tablet formula, which is convenient to take and fast to dissolve. It is also easy to absorb and has high stability. The
product was first commercially launched in October 2008 and the market demand for this product has continued to
grow since. The product has quickly entered into its maturity in fiscal year 2010 and the Company anticipates the
product sales will maintain at its current level with approximately 2-5% decline through the fiscal year 2013. The
Company plans to continue promoting this drug through advertising and various promotional activities and believes
that these activities will strengthen the product and brand-name recognition, a major driver of the historical popularity
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Laiyang Pear Cough Syrup

Laiyang Pear Cough Syrup helps relieve coughs arising from colds and other illnesses. Market feedback has shown
that children like its fresh pear taste. The Company plans to promote Laiyang Pear Couch Syrup through
direct-to-consumer advertising, including television commercial campaigns. We believe that these advertisements will
strengthen our brand loyalty, a major driver of the historical popularity of the drug. The Company obtained this
product through the acquisition of Shandong Hongrui Pharmaceutical Factory (“Hongrui”’) completed in February 2009.
Due to the full revamped construction work on Hongrui started in December 2009, the Company had minimal sales
generated from this product in fiscal year 2010. As the Company expects to have Hongrui restart its production in
October 2010 and the product will start generating revenue accordingly. Laiyang Pear Cough Syrup is a generic drug
and faces strong market competition, the Company anticipates the annual revenue from this product to be insignificant
to the total revenue.

Kang Gu Sui Yan Pian

Kang Gu Sui Yan Pian (osteomyelitis treatment tablets) is used to treat bone and bone marrow inflammations. Itis a
100% herb-based traditional Chinese medicine. Most osteomyelitis patients currently use chemical drugs such as
antibiotics for treatment which may develop drug resistance if the chemical drugs are taken over a long period of time.
Chronic patients are also likely to need surgery which is a less preferable treatment for patients in China. Laiyang
Jiangbos’ osteomyelitis tablets offer an alternative mild treatment and was clinically tested to be effective in treating
long term osteomyelitis problems. Laiyang Jiangbo is the exclusive manufacturer of this product in China. The
Company obtained this product through the acquisition of Shandong Hongrui Pharmaceutical Factory (“Hongrui”)
completed in February 2009. Due to the full revamped construction work on Hongrui started in December 2009, the
Company had minimal sales generated from this product in fiscal year 2010. The Company expects to have Hongrui
restart its production in October 2010 and the product is expected to start generating revenue accordingly.

Gan Mao Zhi Ke Ke Li

Gan Mao Zhi Ke Ke Li, an antipyretic and antitussive granule that helps to relieve cold and flu symptoms such as
fever, headache, rhinocleisis, cough, throat pain and phlegm. It is used in a large number of China's hospitals and
clinics and is popular with consumers. The drug is included in the recently announced China’s Essential Drug List and
more hospitals and clinics are expect to carry this product, making it even more widely available to consumers and
more consumers to be reimbursed for the cost of purchasing this product. The Company obtained this product through
the acquisition of Shandong Hongrui Pharmaceutical Factory (“Hongrui”’) completed in February 2009. Due to the full
revamped construction work on Hongrui started in December 2009, the Company had minimal sales generated from
this product in fiscal year 2010. The Company expects to have Hongrui restart its production in October 2010 and the
product is expected to start generating revenue accordingly. Gan Mao Zhi Ke Ke Li is a generic drug and faces strong
market competition, the Company anticipates the annual revenue generate from this product to be insignificant to the
total revenue.

Y1 Mu Cao Gao

Yi Mu Cao Gao, is used to treat dysmenorrhoea, oligminorrhea and postpartum abdominal pain. The drug is included
in the recently announced China’s Essential Drug List and more hospitals and clinics are expect to carry this product,
making it even more widely available to consumers and more consumers to be reimbursed for the cost of purchasing
this product. The Company obtained this product through the acquisition of Shandong Hongrui Pharmaceutical
Factory (“Hongrui”) completed in February 2009. Due to the full revamped construction work on Hongrui started in
December 2009, the Company had minimal sales generated from this product in fiscal year 2010. The Company
expects to have Hongrui restart its production in October 2010 and the product is expected to start generating revenue
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accordingly. Yi Mu Cao Gao is a generic drug and faces strong market competition, the Company anticipates the
annual revenue generate from this product to be insignificant to the total revenue.
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Ban Lan Gen Ke Li

Ban Lan Gen Ke Li is an herbal-based traditional Chinese medicine used to cure viral influenza. The drug is included
in the recently announced China’s Essential Drug List and more hospitals and clinics are expect to carry this product,
making it even more widely available to consumers and more consumers to be reimbursed for the cost of purchasing
this product. The Company obtained this product through the acquisition of Shandong Hongrui Pharmaceutical
Factory (“Hongrui”) completed in February 2009. Due to the full revamped construction work on Hongrui started in
December 2009, the Company had minimal sales generated from this product in fiscal year 2010. The Company
expects to have Hongrui restart its production in October 2010 and the product is expected to start generating revenue
accordingly. Ban Lan Gen Ke Li is a generic drug and faces strong market competition, the Company anticipates the
annual revenue generate from this product to be insignificant to the total revenue.

Gan Mao Zhi Ke Tang Jiang

Gan Mao Zhi Ke Tang Jiang is a syrup that helps relieve cold and flu symptoms such as fever, headache, rhinocleisis,
cough, throat pain and phlegm. The drug is included in the recently announced China’s Essential Drug List and more
hospitals and clinics are expect to carry this product, making it even more widely available to consumers and more
consumers to be reimbursed for the cost of purchasing this product. The Company obtained this product through the
acquisition of Shandong Hongrui Pharmaceutical Factory (“Hongrui”’) completed in February 2009. Due to the full
revamped construction work on Hongrui started in December 2009, the Company had minimal sales generated from
this product in fiscal year 2010. The Company expects to have Hongrui restart its production in October 2010 and the
product is expected to start generating revenue accordingly. Gan Mao Zhi Ke Tang Jiang is a generic drug and faces
strong market competition. The Company anticipates the annual revenue generate from this product to be insignificant
to the total revenue.

New Compound Foliumisatidis Tablets

New Compound Foliumisatidis Tablet addresses influenza symptoms and includes both western chemical ingredients
and traditional Chinese herbs. This is a well known generic drug for Chinese family. The Company obtained this
product through the acquisition of Shandong Hongrui Pharmaceutical Factory (“Hongrui”’) completed in February 2009.
Due to the full revamped construction work on Hongrui started in December 2009, the Company had minimal sales
generated from this product in fiscal year 2010. As the market competition for this product has became severe and the
gross margin has been reduced in the past few years, the Company has decided to postpone the production on this
product until the market condition changes.

Other than the commercialized products mentioned above, we have a portfolio of 15 approved over-the-counter
Chinese herb based pharmaceutical products that have not been commercially launched.

RESEARCH AND DEVELOPMENT

For the fiscal year ended June 30, 2010, Laiyang Jiangbo spent approximately US$4.4 million or approximately 4.5%
of its fiscal year 2010 revenue on research and development of products. For the fiscal year ended June 30, 2009,
Laiyang Jiangbo spent approximately US$4.4 million or approximately 3.7% of its fiscal year 2009 revenue on
research and development of various pharmaceutical products.

Laiyang Jiangbo places emphasis on product research and development and maintains strategic relationships with
several research institutions in PRC developing new drugs, such as Pharmaceutical Institute of Shandong University
and the Institute of Microbiology (Chinese Academy of Sciences). The Company currently has two Cooperative
Research and Development Agreements (the “CRDAs”) with the two research institutions and the following is a
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summary of the material terms of each of the two CRDAs:

Pharmaceutical Institute of Shandong University (the “University”’) Cooperative Research and Development Agreement
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Laiyang Jiangbo entered into a three year CRDA with the University in September 2007. The agreement provides that
Laiyang Jiangbo will pay RMB 24,000,000 (approximately US$3.5 million) plus various expenses incurred by the
University for servicing Laiyang Jiangbo to the University annually and provide internship opportunities for students
of the University and in exchange the University agreed (i) to provide technical services, establish projects to develop
new products with Laiyang Jiangbo, (ii) to train technical personnel for Laiyang Jiangbo, and (iii) actively apply for
related scientific and technological funding with Laiyang Jiangbo. Laiyang Jiangbo will have the primary ownership
of the designated research and development project results.

Institute of Microbiology (Chinese Academy of Sciences) (the “Institute”) Cooperative Research and Development
Agreement

Laiyang Jiangbo entered into a five year CRDA with the Institute in November 2007. The agreement provides that
Laiyang Jiangbo will pay RMB 6,000,000 (approximately US$879,000) to the Institute annually and bear enterprise
related responsibilities during the application process of various projects and in exchange the Institute agreed (i) to
give Laiyang Jiangbo the priority to obtain the transferable technological achievement (ii) to train related technical
staff for Laiyang Jiangbo (iii) to provide technical support and solve problems encountered in Laiyang Jiangbo’s
production process within the scientific research scope.

Laiyang Jiangbo also has strategic relationships with various other reputable research and development institutes in
PRC developing new drugs. However, except for the two CRDAs mentioned above, Laiyang Jiangbo has not entered
into formal agreements with other research institutions. The strategic relationships with various non-contracted
research institutions are primarily built and maintained by frequent visits and correspondences with the research
institutions to share knowledge and expertise on topics such as technology, industrial standards and regulations and
market feasibility. These relationships help to ensure that Laiyang Jiangbo maintains a continuing pipeline of high
quality drugs into the future.

DISTRIBUTION METHODS OF THE PRODUCTS OR SERVICES AND OUR CUSTOMERS

Laiyang Jiangbo has a well-established sales network across China. It has a distribution network covering over 30
provinces and regions in the PRC. Currently, Laiyang Jiangbo has approximately 1,000 distribution agents and
salespeople throughout the PRC. Laiyang Jiangbo will continue to establish more representative offices and engage

additional distribution agents in order to strengthen its distribution network.

Laiyang Jiangbo recognizes the importance of branding as well as packaging. All of Laiyang Jiangbo’s products bear a
uniform brand but have specialized designs to differentiate the different categories of Laiyang Jiangbo's products.

Laiyang Jiangbo conducts promotional marketing activities to publicize and enhance its image as well as to reinforce
the recognition of its brand name including:

1.publishing advertisements and articles in national as well as specialized and provincial newspapers, magazines, and
in other media, including the Internet;

2.participating in national meetings, seminars, symposiums, exhibitions for pharmaceutical and other related
industries;

3. organizing cooperative promotional activities with distributors; and

4. sending direct mail to major physician offices and laboratories and academic conferences.
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CUSTOMERS

Currently, Laiyang Jiangbo has over 1,200 terminal clients through distributors. Terminal clients are hospitals and
medical institutions which purchase large supplies of pharmaceutical drugs as well as over the counter retail
pharmacies.

For the years ended June 30, 2010 and 2009, top two customers accounted for approximately 20.4% and 13.3% of the
Company's sales, respectively. These two customers represented 19.2% and 16.2% of the Company’s total accounts
receivable as of June 30, 2010 and 2009, respectively.

COMPETITION

As a pharmaceutical manufacturing and distribution company in PRC, we believe that we are well positioned to
compete in the fast-developing Chinese pharmaceutical market with our strong brand, diverse product portfolio,
established sales and marketing network and favorable cost structure. With approximately one-fifth of the world’s
population and a fast-growing gross domestic product, China presents significant potential for the pharmaceutical
industry. According to the Freedonia Group, the total pharmaceutical expenditure in China has been grown at 13.6%

annually between 2005 and 2010. Such growth rate is significantly higher as compared to the rest of the world, where
growth of the pharmaceutical industry is projected to be at a compound annual growth rate of 5.0% to 8.0% between
2004 and 2009 according to IMS Health. According to IMS forecasts, China will become the seventh largest
pharmaceutical market in the world in 2009 and the second largest in 2020, with a market capacity of US$220 billion.

We believe that competition and leadership in our industry are based on managerial and technological expertise, and
the ability to identify and exploit commercially viable products. Other factors affecting our competitive position
include time to market, patent position, product efficacy, safety, convenience, reliability, availability and pricing. Our
competitors in the industry typically would have number of popular pharmaceutical products, strong financial position
and a large market share in the industry. Laiyang Jiangbo is able to compete with these competitors because of our
favorable geographic position, strong financial position, unique products, extensive sales network, and lower prices.

Our major competitors in China on individual product basis are Jiangsu Hengrui Pharmaceuticals (Clarithromycin
sustained release tablets), Xi'an Yangsen (Itopride Hydrochloride Granules) and Jiangzhong Pharmaceuticals
(Baobaole Chewable tablets), respectively. We are able to compete with Jiangsu Hengrui Pharmaceuticals because of
our extensive sales network as well as flexible and favorable incentive policy. Compared with Motihium of Xi'an
Yangsen, a gastro dynamic only drug, our Itopride Hydrochloride Granules has better efficacy due to its
gastro-intestinal dynamic characteristic, higher security and less side effects. Referring to Children Jiangwei Xiaoshi
Tablets of Jiangzhong Pharmaceutcials, our Baobaole Chewable tablet is able to significantly stimulate appetite
and fundamentally nurse children's gastro-intestinal system. Also, it is very convenient for children to take. As such,
we believe we have competitive advantages for those products.

SOURCES AND AVAILABILITY OF RAW MATERIALS AND THE PRINCIPAL SUPPLIERS

Laiyang Jiangbo designs, creates prototypes and manufactures its products at its manufacturing facilities located in
Laiyang City, Shandong province. We require a supply of quality raw materials to manufacture our products.
Historically, we have not had difficulty obtaining raw materials from suppliers. Currently, we rely on numerous
suppliers to deliver our required raw materials. The prices for these raw materials are subject to market forces largely
beyond our control, including energy costs, organic chemical prices, market demand, and freight costs. The prices for
these raw materials have varied significantly in the past and may vary significantly in the future.
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INTELLECTUAL PROPERTY

Laiyang Jiangbo relies on a combination of trademarks copyright and trade secret protection laws in the PRC and
other jurisdictions, as well as confidentiality procedures and contractual provisions to protect its intellectual property
and brand. We consider our packaging designs, service marks, trademarks, trade secrets, patents and similar
intellectual property as part of our core competence that is critical to our success. Laiyang Jiangbo has been issued
design patents in the PRC for drug packaging and drug containers, each valid for 10 years, and it intends to apply for
more patents to protect its core technologies. Laiyang Jiangbo also enters into confidentiality, non-compete and
invention assignment agreements with its employees and consultants and nondisclosure agreements with third parties.
“Jiangbo” and a certain circular design affiliated with our brand are our registered trademarks in the PRC.

Pharmaceutical companies are at times involved in litigation based on allegations of infringement or other violations
of intellectual property rights. Furthermore, the application of laws governing intellectual property rights in the PRC
and abroad is uncertain and evolving and could involve substantial risks to us.

GOVERNMENT REGULATION
General Regulations related to the pharmaceutical industry in the PRC

The Drug Administration Law of the PRC governs Laiyang Jiangbo and its products. The State Food & Drug
Administration of the PRC regulates and implements PRC drug laws. As a developer, producer and distributor of
medicinal products, we are subject to regulation and oversight by the SFDA and its provincial and local branches. The
Law of the PRC on the Administration of Pharmaceuticals provides the basic legal framework for the administration
of the production and sale of pharmaceuticals in China and covers the manufacturing, distributing, packaging, pricing
and advertising of pharmaceutical products. Its implementing regulations set forth detailed rules with respect to the
administration of pharmaceuticals in China. The quality and production control standards must be in compliance with
PRC’s GMP requirements . We are also subject to other PRC laws and regulations that are applicable to business
operators, manufacturers and distributors in general.

Registration and Approval of Medicine. A medicine must be registered and approved by the SFDA before it can be
manufactured. The registration and approval process requires the manufacturer to submit to the SFDA a registration
application containing detailed information concerning the efficacy and quality of the medicine and the manufacturing
process and the production facilities the manufacturer expects to use. To obtain the SFDA registration and approval
necessary for commencing production, the manufacturer is also required to conduct pre-clinical trials, apply to the
SFDA for permission to conduct clinical trials, and, after clinical trials are completed, file clinical data with the SFDA
for approval. Our pharmaceutical products are approved by the SFDA and are being sold both as prescription and
over-the-counter medicines.

New Medicine. If a medicine is approved by the SFDA as a new medicine, the SFDA will issue a new medicine
certificate to the manufacturer and impose a monitoring period which shall be calculated starting from the day of
approval for manufacturing of the new medicine and may not exceed five years. The length of the monitoring period
is specified in the new medicine certificate. During the monitoring period, the SFDA will monitor the safety of the
new medicine, and will neither accept new medicine certificate applications for an identical medicine by another
pharmaceutical company, nor approve the production or import of an identical medicine by other pharmaceutical
companies. For new medicines approved prior to September 2002, the monitoring period could be longer than five
years. As a result of these regulations, the holder of a new medicine certificate effectively has the exclusive right to
manufacture the new medicine during the monitoring period.
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Provisional National Production Standard. In connection with the SFDA’s approval of a new medicine, the SFDA will
normally direct the manufacturer to produce the medicine according to a provisional national production standard, or a

provisional standard. A provisional standard is valid for two years, during which the SFDA closely monitors the

production process and quality consistency of the medicine to develop a national final production standard for the

medicine, or a final standard. Three months before the expiration of the two-year period, the manufacturer is required

to apply to the SFDA to convert the provisional standard to a final standard. Upon approval, the SFDA will publish

the final standard for the production of this medicine. In practice, the approval for conversion to a final standard is a

time-consuming process. However, during the SFDA’s review period, the manufacturer may continue to produce the
medicine according to the provisional standard.

Transitional Period. Prior to the latter of (1) the expiration of a new medicine’s monitoring period or (2) the date when
the SFDA grants a final standard for a new medicine after the expiration of the provisional standard, the SFDA will

not accept applications for an identical medicine nor will it approve the production of an identical medicine by other

pharmaceutical companies. Accordingly, the manufacturer will continue to have an exclusive production right for the

new medicine during this transitional period.

13
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Continuing SFDA Regulation. Pharmaceutical manufacturers in China are subject to continuing regulation by the
SFDA. If the labeling or manufacturing process of an approved medicine is significantly modified, a new pre-market
approval or pre-market approval supplement will be required by the SFDA. A pharmaceutical manufacturer is subject
to periodic inspection and safety monitoring by the SFDA to determine compliance with regulatory requirements. The
SFDA has a variety of enforcement actions available to enforce its regulations and rules, including fines and
injunctions, recall or seizure of products, the imposition of operating restrictions, partial suspension or complete
shutdown of production and criminal prosecution.

Pharmaceutical Product Manufacturing

Permits and Licenses for Pharmaceutical Manufacturers. A pharmaceutical manufacturer must obtain a

pharmaceutical manufacturing permit from the SFDA’s relevant provincial branch. This permit is valid for five years
and is renewable upon its expiration. Each of our manufacturing facilities has a pharmaceutical manufacturing permit.

We do not anticipate any difficulty in renewing our pharmaceutical manufacturing permits upon expiration.

Good Manufacturing Practice. A pharmaceutical manufacturer must meet Good Manufacturing Practice standards, or
GMP standards, for each of its production facilities in China in respect of each form of pharmaceutical products it
produces. GMP standards include staff qualifications, production premises and facilities, equipment, raw materials,
environmental hygiene, production management, quality control and customer complaint administration. If a
manufacturer meets the GMP standards, the SFDA will issue to the manufacturer a Good Manufacturing Practice
certificate, or a GMP certificate, with a five-year validity period. We have obtained a GMP certificate for all of our
production facilities covering all of the products that we produce.

Pharmaceutical Distribution. A distributor of pharmaceutical products in China must obtain a pharmaceutical
operating permit from the relevant provincial or local SFDA branches. After the operating permit is obtained, the
distributor must follow the Good Supply Practice (“GSP”) requirements to establish a complete quality assurance system
included product management, personnel, equipments, purchasing, storage and sales processes. Distributors will have
to apply for accreditation to the provincial FDA. The provincial FDA will engage experts to conduct on-side
inspection in accordance with the standards of pharmaceutical quality management specifications. The GSP
certification will be granted to the distributor after it passes the inspections and the GSP certificate is valid for 5 years.
Pharmaceutical distributors must obtain Drug dealers must obtain operating permits and GSP certificate of drugs prior
to starting the distribution. Otherwise, it is a violation of the Drug Administration Law and the distributor will be
prosecuted accordingly.

Restrictions on Foreign Ownership of Pharmaceutical Wholesale and Retail Businesses in China. Chinese regulations
on foreign investment currently permit foreign companies to establish or invest in wholly foreign-owned companies or
joint ventures that engage in wholesale or retail sales of pharmaceuticals in China.

Good Supply Practice Standards. The SFDA applies GSP standards, to all pharmaceutical wholesale and retail
distributors to ensure the quality of distribution in China. The currently applicable GSP standards require
pharmaceutical distributors to implement controls on the distribution of medicine, including standards regarding staff
qualifications, distribution premises, warehouses, inspection equipment and facilities, management and quality
control. A certificate for GSP standards, or GSP certificate, is valid for five years.
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Price Controls. The retail prices of prescription and over-the-counter medicines sold in China, primarily those
included in the national and provincial medical insurance catalogs and those pharmaceutical products whose
production or distribution are deemed to constitute monopolies, are subject to price controls in the form of fixed prices
or price ceilings administered by the Price Control Office under the National Development and Reform Commission,
or the NDRC, and provincial price control authorities. The controls over the retail price of a medicine effectively set
the limits for the wholesale price of that medicine. From time to time, the NDRC publishes and updates a national list
of medicines that are subject to price control. Fixed prices and price ceilings on medicines are determined based on
profit margins that the NDRC deems reasonable, the type and quality of the medicine, its production costs, the prices
of substitute medicines and the extent of the manufacturer’s compliance with the applicable GMP standards. The
NDRC directly regulates the price of some of the medicines on the list, and delegates the power to provincial price
control authorities to regulate the remainder on the list. For those medicines under the authority of provincial price
control authorities, each provincial price control authority regulates medicines manufactured by manufacturers
registered in that province. Provincial price control authorities have the discretion to authorize price adjustments based
on the local conditions and the level of local economic development. Only the manufacturer of a medicine may apply
for an increase in the retail price of the medicine and it must apply either to the NDRC, if the price of the medicine is
nationally regulated, or to the provincial price control authorities in the province where it is registered, if the price of
the medicine is provincially regulated. For a provincially regulated medicine, when provincial price control authorities
approve an application, they will file the new approved price with the NDRC for confirmation and thereafter the
newly approved price will become binding and enforceable across China.

Tendering Requirement for Hospital Purchases of Medicines. Provincial and municipal government agencies such as
provincial or municipal health departments also operate a mandatory tendering process for purchases by state-owned
hospitals of a medicine included in provincial medicine catalogs. These government agencies organize a tendering
process once every year in their province or city and typically invite manufacturers of provincial catalog medicines
that are on the hospitals’ formularies and are in demand by these hospitals to participate in the tendering process. A
government-approved committee consisting of physicians, experts and officials is delegated by these government
agencies the power to review bids and select one or more medicines for the treatment of a particular medical
condition. The selection is based on a number of factors, including bid price, quality and manufacturer’s reputation and
service. The bidding price of a winning medicine will become the price required for purchases of that medicine by all
state-owned hospitals in that province or city. The tendering requirement was first introduced in 2001 and has since
been implemented across China. We understand that the level of present implementation of the tendering requirement
varies among different provinces in China. We have dedicated staff responsible for the tendering work across the
country.

Reimbursement under the National Medical Insurance Program. As of the end of 2009, approximately 401.7 million
people were enrolled into the National Medical Insurance Program. The Ministry of Labor and Social Security,
together with other government authorities, determines which medicines are to be included in or removed from the
national medicine catalog for the National Medical Insurance Program, and under which tier a medicine should fall,
both of which affect the amounts reimbursable to program participants for their purchases of those medicines. These
determinations are based on a number of factors, including price and efficacy. A National Medical Insurance Program
participant can be reimbursed for the full cost of a Tier 1 medicine and 80 to 90% of the cost of a Tier 2 medicine.
Although it is designated as a national program, the implementation of the National Medical Insurance Program is
delegated to various provincial governments, each of which has established its own medicine catalog. A provincial
government must include all Tier 1 medicines listed in the national medicine catalog in its provincial medicine
catalog, but may use its discretion based on its own selection criteria to add other medicines to, or exclude Tier 2
medicines listed in the national medicine catalog from, its provincial medicine catalog, so long as the combined
numbers of the medicines added and excluded do not exceed 15% of the number of the Tier 2 medicines listed in the
national catalog. In addition, provincial governments may use their discretion to upgrade a nationally classified Tier 2
medicine to Tier 1 in their provincial medicine catalogs, but may not downgrade a nationally classified Tier 1
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medicine to Tier 2. The total amount of reimbursement for the cost of prescription and over-the-counter medicines, in
addition to other medical expenses, for an individual program participant in a calendar year is capped at the amount in
that participant’s individual account. The amount in a participant’s account varies, depending upon the amount of
contributions from the participant and his or her employer. Generally, program participants who are from relatively
wealthier eastern parts of China and relatively wealthier metropolitan centers have greater amounts in their individual
accounts than those from less developed provinces.

Circular 106 Compliance and Approval
On May 31, 2007, the PRC State Administration of Foreign Exchange (“SAFE”) issued an official notice known as

"Circular 106," which requires the owners of any Chinese companies to obtain SAFE’s approval before establishing
any offshore holding company structure for foreign financing as well as subsequent acquisition matters in China.
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In early September 2007, the three owners of 100% of the equity in Laiyang Jiangbo, Cao Wubo, Xun Guihong and
Zhang Yihua, submitted their application to SAFE. On September 19, 2007, SAFE approved their application,
permitting these Chinese citizens to establish an offshore company, Karmoya International Ltd., as a “special purpose
vehicle” for any foreign ownership and capital raising activities by Laiyang Jiangbo.

After SAFE’s approval, Cao Wubo, Xun Guihong and Zhang Yihua became the majority owners of Karmoya
International Ltd. on September 20, 2007.

COSTS AND EFFECTS OF COMPLIANCE WITH ENVIRONMENTAL LAWS

Laiyang Jiangbo complies with the Environmental Protection Law of China as well as the applicable local regulations.
In addition to statutory and regulatory compliance, we actively ensure the environmental sustainability of our
operations. The cost for PRC environmental regulation compliance in u/ the past three fiscal years has been
immaterial and mainly for the wastewater and industrial exhaust treatment in connection with its production facilities.
Penalties would be levied upon us if we fail to adhere to and maintain certain standards. Such failure has not occurred
in the past, and we generally do not anticipate that it will occur in the future, but no assurance can be given in this
regard.

EMPLOYEES

Laiyang Jiangbo currently has 1,494 employees, including 82 administrative staff, 412 production crew, 440 full-time
salespersons and 560 part-time salespersons. Majority of our administrative staff and production crew are represented
by Laiyang City Jiangbo Pharmaceuticals Union, which is governed by the City of Laiyang. Laiyang Jiangbo has not
experienced a work stoppage since inception and does not anticipate any work stoppage in the foreseeable future.
Management believes that its relations with its employees and the union are good.

CORPORATE INFORMATION

Laiyang Jiangbo’s principal executive offices are located at 25 Haihe Road, Laiyang Economic Development Zone,
Laiyang City, Yantai, Shandong Province, PRC 265200.

ITEM 1A. RISK FACTORS

Investing in our securities involves a great deal of risk. Careful consideration should be made of the following factors
as well as other information included in this prospectus before deciding to purchase our common stock. You should
pay particular attention to the fact that we conduct all of our operations in China and are governed by a legal and
regulatory environment that in some respects differs significantly from the environment that may prevail in other
countries. Our business, financial condition or results of operations could be affected materially and adversely by any
or all of these risks.

THE FOLLOWING MATTERS MAY HAVE A MATERIAL ADVERSE EFFECT ON OUR BUSINESS,
FINANCIAL CONDITION, LIQUIDITY, RESULTS OF OPERATIONS OR PROSPECTS, FINANCIAL OR
OTHERWISE. REFERENCE TO THIS CAUTIONARY STATEMENT IN THE CONTEXT OF A
FORWARD-LOOKING STATEMENT OR STATEMENTS SHALL BE DEEMED TO BE A STATEMENT THAT
ANY ONE OR MORE OF THE FOLLOWING FACTORS MAY CAUSE ACTUAL RESULTS TO DIFFER
MATERIALLY FROM THOSE IN SUCH FORWARD-LOOKING STATEMENT OR STATEMENTS.
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Risks Relating to Our Business
Our limited operating history makes it difficult to evaluate our future prospects and results of operations.
We have a limited operating history. Laiyang Jiangbo commenced operations in 2003 and first achieved profitability
in the fiscal year ended June 30, 2005. Accordingly, you should consider our future prospects in light of the risks and
uncertainties experienced by early stage companies in evolving industries such as the pharmaceutical industry in
China. Some of these risks and uncertainties relate to our ability to:
. maintain our market position in the pharmaceuticals business in China;
. offer new and innovative products to attract and retain a larger customer base;
. attract additional customers and increase spending per customer;
. increase awareness of our brand and continue to develop user and customer loyalty;
. respond to competitive market conditions;
. respond to changes in our regulatory environment;
. manage risks associated with intellectual property rights;
. maintain effective control of our costs and expenses;
. raise sufficient capital to sustain and expand our business;
. attract, retain and motivate qualified personnel; and

. upgrade our technology to support additional research and development of new products.

If we are unsuccessful in addressing any of these risks and uncertainties, our business may be materially and adversely
affected.

We may need additional financing to execute our business plan.

The revenues from the production and sale of pharmaceutical products and the projected revenues from these products
may not be adequate to support our expansion and product development programs. We may need substantial
additional funds to build our new production facilities, pursue further research and development, obtain regulatory
approvals, market our products, and file, prosecute, defend and enforce our intellectual property rights. We will seek
additional funds through public or private equity or debt financing, strategic transactions and/or from other sources.
We could enter into collaborative arrangements for the development of particular products that would lead to our
relinquishing some or all rights to the related technology or products.

There are no assurances that future funding will be available on favorable terms or at all. If additional funding is not
obtained, we will need to reduce, defer or cancel development programs, planned initiatives or overhead expenditures,
to the extent necessary. The failure to fund our capital requirements would have a material adverse effect on our
business, financial condition and results of operations.
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Our success depends on collaborative partners, licensees and other third parties over whom we have limited control.

Due to the complexity of the process of developing pharmaceuticals, our core business depends on arrangements with
pharmaceutical institutes, corporate and academic collaborators, licensors, licensees and others for the research,
development, clinical testing, technology rights, manufacturing, marketing and commercialization of our products. We
have several research collaborations. Our license agreements could obligate us to diligently bring potential products to
market, make milestone payments and royalties that, in some instances, could be substantial, and incur the costs of
filing and prosecuting patent applications. There are no assurances that we will be able to establish or maintain
collaborations that are important to our business on favorable terms, or at all.
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A number of risks arise from our dependence on collaborative agreements with third parties. Product development and
commercialization efforts could be adversely affected if any collaborative partner:

. terminates or suspends its agreement with us;

. causes delays;

. fails to timely develop or manufacture in adequate quantities a substance needed in order to conduct clinical trials;
. fails to adequately perform clinical trials;

. determines not to develop, manufacture or commercialize a product to which it has rights; or

. otherwise fails to meet its contractual obligations.

Our collaborative partners could pursue other technologies or develop alternative products that could compete with the
products we are developing.

The profitability of our products will depend in part on our ability to protect proprietary rights and operate without
infringing the proprietary rights of others.

The profitability of our products will depend in part on our ability to obtain and maintain patents and licenses and
preserve trade secrets, and the period our intellectual property remains exclusive. We must also operate without
infringing the proprietary rights of third parties and without third parties circumventing our rights. The patent
positions of pharmaceutical enterprises, including ours, are uncertain and involve complex legal and factual questions
for which important legal principles are largely unresolved. The pharmaceutical patent situation outside the US is
uncertain, is currently undergoing review and revision in many countries, and may not protect our intellectual property
rights to the same extent as the laws of the US. Because patent applications are maintained in secrecy in some cases,
we cannot be certain that we or our licensors are the first creators of inventions described in our pending patent
applications or patents or the first to file patent applications for such inventions.

Most of our drug products have been approved by the PRC's Food and Drug Administration (“SFDA”) but have not
received patent protection. For instance, Clarithromycin sustained-release tablets, one of our most profitable products,
are produced by other companies in China. If any other company were to obtain patent protection for Clarithromycin
sustained-release tablets in China, or for any of our other drug products, it would have a material adverse effect on our

revenue.

Other companies may independently develop similar products and design around any patented products we develop.
We cannot assure you that:

. any of our patent applications will result in the issuance of patents;

. we will develop additional patentable products;

. the patents we have been issued will provide us with any competitive advantages;
. the patents of others will not impede our ability to do business; or

. third parties will not be able to circumvent our patents.
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A number of pharmaceutical, research, and academic companies and institutions have developed technologies, filed
patent applications or received patents on technologies that may relate to our business. If these technologies,
applications or patents conflict with ours, the scope of our current or future patents could be limited or our patent
applications could be denied. Our business may be adversely affected if competitors independently develop competing
technologies, especially if we do not obtain, or obtain only narrow, patent protection. If patents that cover our
activities are issued to other companies, we may not be able to obtain licenses at a reasonable cost, or at all; develop
our technology; or introduce, manufacture or sell the products we have planned.

Patent litigation is becoming widespread in the pharmaceutical industry. Such litigation may affect our efforts to form
collaborations, to conduct research or development, to conduct clinical testing or to manufacture or market any
products under development. There are no assurances that our patents would be held valid or enforceable by a court or
that a competitor's technology or product would be found to infringe our patents in the event of patent litigation. Our
business could be materially affected by an adverse outcome to such litigation. Similarly, we may need to participate
in interference proceedings declared by the U.S. Patent and Trademark Office or equivalent international authorities to
determine priority of invention. We could incur substantial costs and devote significant management resources to
defend our patent position or to seek a declaration that another company's patents are invalid.

Much of our know-how and technology may not be patentable, though it may constitute trade secrets. There are no
assurances that we will be able to meaningfully protect our trade secrets. We cannot assure you that any of our
existing confidentiality agreements with employees, consultants, advisors or collaborators will provide meaningful
protection for our trade secrets, know-how or other proprietary information in the event of any unauthorized use or
disclosure. Collaborators, advisors or consultants may dispute the ownership of proprietary rights to our technology,
for example by asserting that they developed the technology independently.

We may encounter difficulties in manufacturing our products

Before our products can be profitable, they must be produced in commercial quantities in a cost-effective
manufacturing process that complies with regulatory requirements, including GMP, production and quality control
regulations. If we cannot arrange for or maintain commercial-scale manufacturing on acceptable terms, or if there are
delays or difficulties in the manufacturing process, we may not be able to conduct clinical trials, obtain regulatory
approval or meet demand for our products. Production of our products could require raw materials which are scarce or
which can be obtained only from a limited number of sources. If we are unable to obtain adequate supplies of such
raw materials, the development, regulatory approval and marketing of our products could be delayed.

We could need more clinical trials or take more time to complete our clinical trials than we have planned.

Clinical trials vary in design by factors including dosage, end points, length, and controls. We may need to conduct a
series of trials to demonstrate the safety and efficacy of our products. The results of these trials may not demonstrate
safety or efficacy sufficiently for regulatory authorities to approve our products. Further, the actual schedules for our
clinical trials could vary dramatically from the forecasted schedules due to factors including changes in trial design,
conflicts with the schedules of participating clinicians and clinical institutions, and changes affecting product supplies
for clinical trials.

We rely on collaborators, including academic institutions, governmental agencies and clinical research organizations,
to conduct, supervise, monitor and design some or all aspects of clinical trials involving our products. Since these
trials depend on governmental participation and funding, we have less control over their timing and design than trials
we sponsor. Delays in or failure to commence or complete any planned clinical trials could delay the ultimate
timelines for our product releases. Such delays could reduce investors' confidence in our ability to develop products,
likely causing our share price to decrease.
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We may not be able to obtain the regulatory approvals or clearances that are necessary to commercialize our products.

The PRC and other countries impose significant statutory and regulatory obligations upon the manufacture and sale of
pharmaceutical products. Each regulatory authority typically has a lengthy approval process in which it examines
pre-clinical and clinical data and the facilities in which the product is manufactured. Regulatory submissions must
meet complex criteria to demonstrate the safety and efficacy of the ultimate products. Addressing these criteria
requires considerable data collection, verification and analysis. We may spend time and money preparing regulatory
submissions or applications without assurances as to whether they will be approved on a timely basis or at all.

Our product candidates, some of which are currently in the early stages of development, will require significant
additional development and pre-clinical and clinical testing prior to their commercialization. These steps and the
process of obtaining required approvals and clearances can be costly and time-consuming. If our potential products are
not successfully developed, cannot be proven to be safe and effective through clinical trials, or do not receive
applicable regulatory approvals and clearances, or if there are delays in the process:

. the commercialization of our products could be adversely affected;
. any competitive advantages of the products could be diminished; and
. revenues or collaborative milestones from the products could be reduced or delayed.

Governmental and regulatory authorities may approve a product candidate for fewer indications or narrower
circumstances than requested or may condition approval on the performance of post-marketing studies for a product
candidate. Even if a product receives regulatory approval and clearance, it may later exhibit adverse side effects that
limit or prevent its widespread use or that would force us to withdraw the product from the market.

Any marketed product and its manufacturer will continue to be subject to strict regulation after approval. Results of
post-marketing programs may limit or expand the further marketing of products. Unforeseen problems with an
approved product or any violation of regulations could result in restrictions on the product, including its withdrawal
from the market and possible civil actions.

In manufacturing our products we will be required to comply with applicable good manufacturing practices
regulations, which include requirements relating to quality control and quality assurance, as well as the maintenance
of records and documentation. If we cannot comply with regulatory requirements, including applicable good
manufacturing practice requirements, we may not be allowed to develop or market the product candidates. If we or our
manufacturers fail to comply with applicable regulatory requirements at any stage during the regulatory process, we
may be subject to sanctions, including fines, product recalls or seizures, injunctions, refusal of regulatory agencies to
review pending market approval applications or supplements to approve applications, total or partial suspension of
production, civil penalties, withdrawals of previously approved marketing applications and criminal prosecution.

Competitors may develop and market pharmaceutical products that are less expensive, more effective or safer, making
our products obsolete or uncompetitive.

Some of our competitors and potential competitors have greater product development capabilities and financial,
scientific, marketing and human resources than we do. Technological competition from pharmaceutical companies is
intense and is expected to increase. Other companies have developed technologies that could be the basis for
competitive products. Some of these products have an entirely different approach or means of accomplishing the
desired curative effect than products we are developing. Alternative products may be developed that are more
effective, work faster and are less costly than our products. Competitors may succeed in developing products earlier
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than us, obtaining approvals and clearances for such products more rapidly than us, or developing products that are
more effective than ours. In addition, other forms of treatment may be competitive with our products. Over time, our
technology or products may become obsolete or uncompetitive.
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Our products may not gain market acceptance.

Our products may not gain market acceptance in the pharmaceutical community. The degree of market acceptance of
any product depends on a number of factors, including establishment and demonstration of clinical efficacy and
safety, cost-effectiveness, clinical advantages over alternative products, and marketing and distribution support for the
products. Limited information regarding these factors is available in connection with our products or products that
may compete with ours.

To directly market and distribute our pharmaceutical products, we or our collaborators require a marketing and sales
force with appropriate technical expertise and supporting distribution capabilities. We may not be able to further
establish sales, marketing and distribution capabilities or enter into arrangements with third parties on acceptable
terms. If we or our partners cannot successfully market and sell our products, our ability to generate revenue will be
limited.

Our revenue is highly concentrated on four of our products.

Our top four products, which include Clarithromycin sustained-release tablets, Itopride Hydrochloride granules,
Baobaole Chewable tablets and Radix Isatidis Disperable tablets generated approximately 99.6% of our total revenues
in 2010 and 98% of our total revenues in 2009. We expect that these four products will continue to account for a
majority of our sales in the near future. Because of our dependence on a few products, any disruption in, or
compromise of, our manufacturing operations, sales operations or distribution channels, relating to any of these
products could result in our failure to meet shipping and delivery deadlines or meet quality standards, which in turn
could result in the cancellation of purchase orders, refusal to accept deliveries or a reduction in purchase prices, any of
which could have a material adverse effect on our financial condition and results of operations.

Our operations and the use of our products could subject us to damages relating to injuries or accidental
contamination.

Our research and development processes involve the controlled use of hazardous materials. We are subject to PRC
national, provincial and local laws and regulations governing the use, manufacture, storage, handling and disposal of
such materials and waste products. The risk of accidental contamination or injury from handling and disposing of such
materials cannot be completely eliminated. In the event of an accident involving hazardous materials, we could be
held liable for resulting damages. We are not insured with respect to this liability. Such liability could exceed our
resources. In the future we could incur significant costs to comply with environmental laws and regulations.

If we were successfully sued for product liability, we could face substantial liabilities that may exceed our resources.

We may be held liable if any product we develop, or any product which is made using our technologies, causes injury
or is found unsuitable during product testing, manufacturing, marketing, sale or use. These risks are inherent in the
development of agricultural and pharmaceutical products. We currently do not have product liability insurance. We
are not insured with respect to this liability. If we choose to obtain product liability insurance but cannot obtain
sufficient insurance coverage at an acceptable cost or otherwise protect against potential product liability claims, the
commercialization of products that we develop may be prevented or inhibited. If we are sued for any injury caused by
our products, our liability could exceed our total assets.

We have limited business insurance coverage.

The insurance industry in China is still at an early stage of development. Insurance companies in China offer limited
business insurance products. We do not have any business liability or disruption insurance coverage for our operations
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in China. Any business disruption, litigation or natural disaster may result in our incurring substantial costs and the
diversion of our resources.
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Our business depends substantially on the continuing efforts of our executive officers and our ability to maintain a
skilled labor force, and our business may be severely disrupted if we lose their services.

Our future success depends substantially on the continued services of our executive officers, especially Wubo Cao our
chief executive officer and the chairman of our board. We do not maintain key man life insurance on any of our
executive officers. If one or more of our executive officers are unable or unwilling to continue in their present
positions, we may not be able to replace them readily, if at all. Therefore, our business may be severely disrupted, and
we may incur additional expenses to recruit and retain new officers. In addition, if any of our executives joins a
competitor or forms a competing company, we may lose some of our customers.

Our success depends on attracting and retaining qualified personnel.

We depend on a core management and scientific team. The loss of any of these individuals could prevent us from
achieving our business objective of commercializing our product candidates. Our future success will depend in large
part on our continued ability to attract and retain other highly qualified scientific, technical and management
personnel, as well as personnel with expertise in clinical testing and government regulation. We face competition for
personnel from other companies, universities, public and private research institutions, government entities and other
organizations. If our recruitment and retention efforts are unsuccessful, our business operations could suffer.

We may not be able to manage the expansion of our operations effectively, which may have an adverse effect on our
business and results of operations.

The revenues from the production and sale of our current product offerings and the projected revenues from these
products may not be adequate to support our expansion and product development programs. We will need substantial
additional funds to expand our production facilities, pursue research and development, obtain regulatory approvals;
file, prosecute, defend and enforce our intellectual property rights and market our products. We will seek additional
funds through public or private equity or debt financing, strategic transactions and/or from other sources. We could
enter into collaborative arrangements for the development of particular products that would lead to our relinquishing
some or all rights to the related technology or products. There are no assurances that future funding will be available
on favorable terms or at all. If additional funding is not obtained, we will need to reduce, defer or cancel development
programs, planned initiatives or overhead expenditures, to the extent necessary. The failure to fund our capital
requirements would have a material adverse effect on our business, financial condition and results of operations.

Risks Related to Our Corporate Structure

PRC laws and regulations governing our businesses and the validity of certain of our contractual arrangements are
uncertain. If we are found to be in violation, we could be subject to sanctions. In addition, changes in such PRC laws
and regulations may materially and adversely affect our business.

There are substantial uncertainties regarding the interpretation and application of PRC laws and regulations, including,
but not limited to, the laws and regulations governing our business, or the enforcement and performance of our
contractual arrangements with our affiliated Chinese entity, Laiyang Jiangbo, and its shareholders. We are considered
a foreign person or foreign invested enterprise under PRC law. As a result, we are subject to PRC law limitations on
foreign ownership of Chinese companies. These laws and regulations are relatively new and may be subject to change,
and their official interpretation and enforcement may involve substantial uncertainty. The effectiveness of newly
enacted laws, regulations or amendments may be delayed, resulting in detrimental reliance by foreign investors. New
laws and regulations that affect existing and proposed future businesses may also be applied retroactively.
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