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PART 1

ITEM 1. FINANCIAL STATEMENTS

DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

AS AT MARCH 31, 2010 AND DECEMBER 31,2009 (UNAUDITED)
Expressed in Thousands of US Dollars ($'000) Except Share Data

(Basis of Presentation Note 1)

ASSETS

CURRENT ASSETS

Cash

Restricted cash

Accounts receivable, net of allowances
Inventories, net

Prepaid expenses

Due from related parties

Deferred income tax assets

Total Current Assets

PROPERTY AND EQUIPMENT, NET
OTHER ASSETS

Intangible assets, net

Investments cost

Other assets

Deferred income tax assets

Total Other Assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts payable

Other payables and accrued liabilities
Loans payable short-term

Notes payable

Due to related parties

Total Current Liabilities

LONG-TERM LIABILITIES

Notes

18
1(A),9,18
2
3
17
16

4,8

16

17

March 31, 2010

6,690
2,072
31,200
21,909
1,651
1,025
42
64,589

129,646

4,166
15
1,453
267
5,901
200,136

28,762
57,632
32,372
2,415
111
121,292

December 31, 2009

6,397
1,577
24,053
20,540
1,885
1,380
90
55,922

118,730

4,272
15
7,348
351
11,986
186,638

23,338
51,056
32,367
2,502
111
109,374
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Loans payable long-term 8 11,264 11,262
Deferred credit 10 340 351
Total Long-Term Liabilities 11,604 11,613
TOTAL LIABILITIES 132,896 120,987

COMMITMENTS AND CONTINGENCIES (Note 14)
STOCKHOLDERS EQUITY

Authorized: 200,000,000 common shares at par value of $0.001
each, common shares issued and outstanding 2010: 67,066,418;

2009: 67,066,418 67 67
Additional paid-in capital 62,755 49,151
Retained earnings/ (Deficit) (9,247) 2,387
Reserves 15 5,542 5,935
Accumulated other comprehensive income 8,123 8,111
Total Stockholders Equity 67,240 65,651
TOTAL LIABILITIES AND STOCKHOLDERS EQUITY 200,136 186,638

The accompanying notes are an integral part of these consolidated financial statements.
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)

Expressed in Thousands of US Dollars ($'000) Except Per Share Data

SALES
COST OF SALES
GROSS PROFIT

OPERATING EXPENSES

Selling expense

General and administrative expenses
Research and development expenses
Depreciation and amortization

Total Operating Expenses

INCOME FROM OPERATIONS

OTHER INCOME/ (EXPENSE)
Interest expense

Other income

Other expenses

Total other expenses

INCOME FROM CONTINUING OPERATIONS BEFORETAXES

INCOME TAX EXPENSE
NET INCOME

OTHER COMPREHENSIVE INCOME

Foreign currency translation
COMPREHENSIVE INCOME

Earnings per share - basic

Earnings per share - diluted

Note

11

10,12

16

13

13

Three months ended
March 31, 2010

49,055
36,962
12,093

1,564
3,614
1,046

519
6,743

5,350

(935)
106

817)

(1,646 )
3,704

(2,128)
1,576

12
1,588

0.02

0.02

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

Three months e
March 31,
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS

EQUITY

FOR THE THREE MONTHS ENDED MARCH 31, 2010 (UNAUDITED)
Expressed in Thousands ($'000) of US Dollars Except Share Data

Balance,
December 31,
2009

Other
comprehensive
income - foreign
currency
translation

Stock-based
compensation

Transfer from
reserve and
retained earnings to
: - additional
Paid-in Capital:
(Note 14 (C) and
15(A))

Net income for the
period

Balance, March
31,2010

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

F-3

Common Stock

Additional
Paid-In
Shares Amount Capital
67,066,418 67 49,151
1
13,603
67,066,418 67 62,755

Retained
earnings/

(Deficit)  Reserves

2,387 5,935

(13,210) (393)
1,576

(9,247) 5,542

Accumulated
other
comprehensive
income

8,111

12

8,123

Total

65,651

12

1,576

67,240
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)

Expressed inThousands of US Dollars ($ '000)

CASH FLOWS FROM (USED IN) OPERATING ACTIVITIES:

Income from continuing operations

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization
Stock-based compensation expense

Gain on disposal of assets

Deferred income tax expense

Deferred credit

Changes in operating assets and liabilities
Accounts receivable

Inventories

Prepaid expenses

Accounts payable

Notes payable

Restricted cash

Amount due from related parties

Other payables and accrued liabilities
Net Cash provided by Operating Activities

CASH FLOWS FROM (USED IN) INVESTING ACTIVITIES:
Purchase of long-lived assets

Government grants received in advance

Advance from Government for relocation

Recovery of construction deposit

Net Cash used in Investing Activities

CASH FLOWS FROM (USED IN) FINANCING ACTIVITIES:
Repayment of non-interest bearing demand loans

Proceeds from non-interest bearing demand loans

Proceeds from loans payable

Repayment of loans

Proceeds from deposit of merger plan

Net Cash provided by (used in) Financing Activities

Three months ended
March 31, 2010

1,576

3,011
1

15
133

(I1)

6,721)
(1,365 )
234
5,420

87)
(494 )
159
1,199
3,070

(9,304 )
5,861
1,463

(1,980)

(1,996 )

8,777
8,777)

Note 1(A) 1,000
(996 )

Thr
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EFFECT OF EXCHANGE RATE CHANGES ON CASH

NET INCREASE IN CASH
CASH AT BEGINNING OF THE YEAR

CASH AT END OF THE YEAR

Cash paid during the period for interest expense, net of capitalized interest
Cash paid during the period for income taxes

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

F-4

199

293
6,397

6,690

935
2,547
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)
Expressed in US Dollars

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ORGANIZATION

‘A) Basis of presentation and accounting policies

The unaudited interim consolidated financial statements have been prepared in conformity with United States
generally accepted accounting principles. They include the accounts of Dragon Pharmaceutical Inc., which is
incorporated under the laws of the State of Florida, United States, and its wholly-owned or controlled subsidiaries
(collectively, the Company). Certain information and footnote disclosures required by United States generally
accepted accounting principles for complete annual financial statements have been omitted and, therefore, these
consolidated financial statements should be read in conjunction with the Company s audited consolidated financial
statements for the year ended December 31, 2009. In the opinion of management, these consolidated financial
statements reflect all adjustments, of a normal recurring nature, necessary to present fairly, in all material respects, the
Company s consolidated financial position, results of operations, and cash flows for the interim periods presented. The
results of operations for the three months ended March 31, 2010 are not necessarily indicative of those for a full fiscal
year.

In preparing these consolidated financial statements, the Company has evaluated events and transactions for potential
recognition or disclosure through April 1, 2010 and May 13, 2010, the date of the consolidated financial statements
were available to be issued.

The accompanying unaudited interim consolidated financial statements contemplate continuation of the Company as a
going concern. The Company has a working capital deficiency of $57 million as at March 31, 2010.

In addition, the Company has acquired land use right for a piece of land located in the suburban area of Datong,
China, to build a 7-ACA and a Clavulanic Acid production facility with expanded capacities. It is the management s
current estimate that a capital expenditure of $100 million will be required for these two new facilities which are
expected to be completed by the end of 2010. The government of city of Datong has indicated that it would
compensate the Company in the amount of $36 million as an incentive to move 7-ACA and Clavulanic Acid
production facilities to the new location (Note 4). As a result, the Company anticipates that it will need to raise $64
million to build the two new facilities. .

On March 26, 2010, the Company entered into an Agreement and Plan of Merger by and among, Chief Respect
Limited, Datong Investment Inc., a wholly owned subsidiary of Chief Respect Limited, and Mr. Yanlin Han, the
Company s Chairman and major shareholder. Chief Respect Limited is a Hong Kong corporation owned by Mr. Han.
Under the terms of the Agreement and Plan of Merger, Mr. Han will acquire shares of Dragon common stock not
owned by him for $0.82 per share. As at March 31, 2010, Chief Respect Limited paid $1 million to the Company as
deposit for the plan of merger (Note 7). Consummation of the merger is conditional upon a number of factors. If the
merger is consummated, Mr. Han will be responsible for, among other thing, providing for the financing of the
relocation.

11
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In the event that the merger is not consummated, the Company plans to seek additional equity through the conversion
of some of its liabilities and expects to raise funds through private placements in order to support existing operations
and finance the two new production facilities. The Company has also significantly increased production levels which
is expected to generate additional cash flow under contracted supply agreements. In addition, the Company intends to
continue to renegotiate and extend loans, as required, when they become due, as has been done in the past. There is no
assurance that additional funds will be available for the Company on acceptable terms, if at all, or that the Company
will be able to negotiate and extend the loans.

F5
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)
Expressed in US Dollars

If adequate funds are not available or not available on acceptable terms or the Company is unable to negotiate or
extend its loans, the Company may be required to scale back or abandon some activities. Management believes that
actions presently taken provide the opportunity for the Company to continue as a going concern. The Company s
ability to achieve these objectives cannot be determined at this time. These conditions raise substantial doubt about the
Company s ability to continue as a going concern. These financial statements do not include any adjustments that
might result from this uncertainty.

(B) Recent Accounting Pronouncements

In June 2009, the FASB amended ASC 860, (formerly SFAS No. 166, Accounting for Transfers of Financial Assets,
an amendment to SFAS No. 140). ASC 860 eliminates the concept of a qualifying special-purpose entity, changes the
requirements for derecognizing financial assets, and requires additional disclosures in order to enhance information
reported to users of financial statements by providing greater transparency about transfers of financial assets,
including securitization transactions, and an entity s continuing involvement in and exposure to the risks related to
transferred financial assets. ASC 860 is effective for fiscal years beginning after November 15, 2009. The adoption of
ASC 860 did not have a material impact on our financial statements.

In June 2009, the FASB amended ASC 810 (formerly SFAS No.167, Amendments to FASB Interpretation No. 46).
The amendments include: (1) the elimination of the exemption for qualifying special purpose entities, (2) a new
approach for determining who should consolidate a variable-interest entity, and (3) changes to when it is necessary to
reassess who should consolidate a variable-interest entity. ASC 810 is effective for the first annual reporting period
beginning after November 15, 2009 and for interim periods within that first annual reporting period. The adoption of
ASC 810 did not have a material impact on our financial statements.

In October 2009, the FASB issued guidance on revenue arrangements with multiple deliverables stating that when
vendor specific objective evidence or third party evidence for deliverables in an arrangement cannot be determined, a
best estimate of the selling price is required to separate deliverables and allocate arrangement consideration using the
relative selling price method. The new guidance includes new disclosure requirements on how the application of the
relative selling price method affects the timing and amount of revenue recognition. This guidance was effective for us
January 1, 2011. We do not expect the application of this guidance will have a material impact on our financial
position, cash flows or operating results.

In January 2010, the FASB issued Accounting Standards Update 2010-02, Consolidation (Topic 810): Accounting and
Reporting for Decreases in Ownership of a Subsidiary. This amendment to Topic 810 clarifies, but does not change,
the scope of current US GAAP. It clarifies the decrease in ownership provisions of Subtopic 810-10 and removes the
potential conflict between guidance in that Subtopic and asset derecognition and gain or loss recognition guidance that
may exist in other US GAAP. An entity will be required to follow the amended guidance beginning in the period that
it first adopts FAS 160 (now included in Subtopic 810-10). For those entities that have already adopted FAS 160, the
amendments are effective at the beginning of the first interim or annual reporting period ending on or after December
15, 2009. The amendments should be applied retrospectively to the first period that an entity adopted FAS 160. The
Company does not expect the provisions of ASU 2010-02 to have a material effect on the financial position, results of
operations or cash flows of the Company.

13
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)
Expressed in US Dollars

In January 2010, the FASB issued new standards in the ASC 820, Fair Value Measurements and Disclosures, which
requires reporting entities to make new disclosures about recurring or nonrecurring fair-value measurements including
significant transfers into and out of Level 1 and Level 2 fair-value measurements and information on purchases, sales,
issuances, and settlements on a gross basis in the reconciliation of Level 3 fair- value measurements. ASU 2010-6 is
effective for annual reporting periods beginning after December 15, 2009, except for Level 3 reconciliation
disclosures which are effective for annual periods beginning after December 15, 2010. We do not anticipate that this
update will have a material impact on our consolidated financial statements.

NOTE 2 ACCOUNTS RECEIVABLE

Accounts receivable at March 31, 2010 and December 31, 2009 consisted of the following:

March 31, 2010 December 31, 2009
($ 000 ($ 000
Trade receivables 27,738 19,353
Receivable from government * 2,131 3,593
Other receivables 1,570 1,268
Less: allowance for doubtful accounts (239) (161)
Accounts receivable, net 31,200 24,053

For the three months ended March 31, 2010, the Company recorded a provision of $78,000 for doubtful accounts in
the Consolidated Statements of Operations compared to a provision of $79,000 for doubtful accounts for the three
months ended March 31, 2009.

As at March 31, 2010, accounts receivable of $6,670,000 and $1,391,000 are pledged as collateral for $6,145,000
(RMB42 million) loans payable (Note 8) and $1,391,000 (RMB7.1 million) notes payable (Note 9), respectively.

* The Company s current 7-ACA and Clavulanic Acid production facilities are near their maximum capacity. Since
2007, the Company has been actively exploring additional business opportunities which may involve an investment in
a new production campus. In this regard, the Company paid the deposits of $3,751,000 (RMB25.7 million) to the land
bureau and various contractors for possible land and construction costs in 2007. During the year ended December 31,
2009, the local government re-organized city development plan and decided to arrange another land location to the
Company (Note 4). The Government agreed to reimburse $3,593,000 (RMB24.6 million) to the Company for the
costs incurred. During the three months ended March 31, 2010, the Company received $1,462,000 (RMB 10 million)
from the government, and the remaining balance is expected to be received by the end of the year.

15
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)
Expressed in US Dollars

NOTE 3 INVENTORIES

Inventories at March 31, 2010 and December 31, 2009 consisted of the following:

March 31, 2010

December 31, 2009

($ 000 ($ 000
Raw materials 8,219 8,283
Work-in-progress 8,356 8,103
Finished goods 5,502 4,516
22,077 20,902

Less: provision (168 ) (362)
21,909 20,540

As at March 31, 2010 and 2009, the Company recorded an inventory valuation provision for lower of net realizable
value or cost of $168,000 and $530,000 in the Consolidated Statements of Operations and Comprehensive Income,

respectively.

NOTE 4 PROPERTY AND EQUIPMENT

The following is a summary of property and equipment at March 31, 2010 and December 31, 2009:

March 31, 2010

Accumulated
Depreciation
/Provision
for Net Book
Cost impairment Value
($ 000 ($ 000 ($ 000

Plant and equipment 102,118 35,338 66,780
Land use rights and buildings 26,991 2,089 24,902
Motor vehicles 780 300 480
Furniture and office equipment 3,855 2,684 1,171
Construction in progress * 37,311 998 36,313
171,055 41,409 129,646

17
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Plant and equipment

Land use rights and buildings
Motor vehicles

Furniture and office equipment

Construction in progress *

F8

December 31, 2009

Accumulated
Depreciation
/Provision
for
Cost impairment

($ 000 ($ 000

100,385 32,858

26,973 1,954

971 363

3,900 2,639

25,313 998

157,542 38,812

Net Book
Value

($ 000
67,527
25,019

608

1,261

24,315
118,730
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)
Expressed in US Dollars

Depreciation expense for the three months ended the March 31, 2010 and 2009 was $ 2,863,000 and $2,455,000,
respectively. Plant and Equipment with a net book value of $25.6 million is pledged as collateral for $10 million in
loans payable (Note 8).

* The balance of construction in progress as at March 31, 2010 represents capital expenditures $16,991,000 for new
plant, $9,218,000 for expansion of 7-ACA and bulk drugs facility, $1,136,000 for expansion of Clavulanic acid
facility, $7,343,000 for utilities facilities and $2,623,000 for office building. The government of the city of Datong has
intention to acquire the office building and compensate $1,625,000 for the building cost. The Company recognized a
provision of $998,000 in other expenses for the year ended December 31, 2009.

The Company has acquired land use right for a piece of land located in the suburban area of the city of Datong to
build the new 7-ACA and Clavulanic Acid production facilities with expanded capacities. It is the management s
current estimate that a capital expenditure of $100 million will be required for these two new facilities which are
expected to be completed by the end of 2010 (Note 1(A)). As at March 31, 2010, the total spending for these new
production facilities was $18,368,000, including $16,991,000 (RMB 116 million) recorded in construction in progress
and $1,377,000 (RMB9 million) recorded in other assets (Note 6).

Regarding the existing 7-ACA and Clavulanic Acid production facilities, the government of the city of Datong has
indicated that it would fully compensate the Company as an incentive to move to the new location. The estimated
relocation compensation is $36 million, including fixed assets (cost of land used right, building and fixtures) that
cannot be relocated to the new location. The Company does not expect any loss from the relocation. Final agreement
is yet to be signed with the government. The Company received $22,537,000 (RMB 154 million) advance of the
compensation from the government as at March 31, 2010 (Note 7).

NOTE S INTANGIBLE ASSETS

Intangible assets consist of the following as of March 31, 2010 and December 31, 2009:

March 31, 2010 December 31, 2009
($'000 ) ($'000 )
Product licenses and permits 2,734 2,735
Production technology 3,137 3,096
Less: accumulated amortization (733) (587)
5,138 5,244
Provision for impairment loss 972) 972)
4,166 4,272
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Amortization expense for the three months ended March 31, 2010 and 2009 was $148,000 and $43,000 respectively.

During the three months ended March 31 2010, the Company acquired production technology for bulk drugs for a
total amount of $41,000. The balance will be amortized on a straight-line basis over a period of ten years.

In accordance with the estimated future cash flows, the carrying amount of product licences permits for formulation
drugs are not recoverable, impairment loss of $972,000 was recognized as other expenses during the three months

ended December 31, 2009.

F9
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)

Expressed in US Dollars
NOTE 6 OTHER ASSETS
March 31, 2010 December 31, 2009
($'000) ($'000)
Prepayment for construction of new plant (Note 4) 1,377 7,150
Prepayment for equipments 76 198
Total 1,453 7,348

NOTE7 OTHER PAYABLES AND ACCRUED LIABILITIES

Other payables and accrued liabilities at March 31, 2010 and December 31, 2009 consist of the following:

March 31, 2010 December 31, 2009

($'000 ) ($'000 )
Long-lived assets payable 17,852 19,232
Non-interest bearing demand loans 3,154 5,149
Advance of government grants * 1,996 1,996
Advance from government for relocation ** 22,537 16,673
Payable to a stockholder™®** - 145
Deposit for plan of merger (Note 1(A)) 1,000 -
Accrued expenses 4,771 2,625
Value added tax payables 692 834
Income taxes payable 1,153 1,707
Other taxes payable 889 993
Deposits received from customers 3,588 1,702
57,632 51,056

* The Company received $95,000 (RMB650,000) in 2009 and $2,187,000 (RMB 16 million) in 2007 of government
grants relating to the construction of a water treatment facility. According to an approval of expenditure of the project
from the local provincial government in 2008, the Company reclassified $438,000 (RMB3 million) to deferred
revenue and recognized on a straight-line basis as the assets is depreciated over 10 years (Note 10). Upon receipt of
final approval of the completed project, the remaining balance of $1,996,000 (RMB13,650,000) will be reclassified as
deferred revenue and recognized on a straight-line basis as the asset is depreciated.

21
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** As at March 31, 2010, the Company received land relocation compensation of $22,537,000 (RMB 154 million)

from the government of the city of Datong (Note 4). As the occurrence and date of relocation has not been determined,
the amounts have been classified as other payable and accrued liabilities.

*#%% This balance bears no interest and was paid off in February 2010 (Note 17).

F10
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)
Expressed in US Dollars

NOTE 8 LOANS PAYABLE

March 31, 2010 December 31, 2009
($'000 ) ($'000 )

RMB10 million loan payable to a bank, interest rate of 6.903% per
annum, collateralized by property and equipment with a net book
value of $1.8 million, due January 2010 - 1,463

RMB10 million loan payable to a bank, interest rate of 6.318% per
annum, collateralized by property and equipment with a net book
value of $1.8 million, due January 2010 - 1,463

RMB20 million loan payable to an unrelated third party, interest
rate of 9.828% and uncollateralized, repaid in March 2010 - 2,925

RMB2.5 million loan payable to a bank, interest rate of 6.804% per

annum, guaranteed by an unrelated third party, due April 2010

(Note 14(B)). Subsequent to the quarter end, the loan was repaid

when due. 366 366

RMB19 million loan payable to a bank, interest rate of 5.103% per
annum, collateralized by accounts receivable of $2,799,000, due
June 2010 (Note 2). 2,780 2,779

RMB20 million loan payable to an unrelated third party, interest
rate of 9.828% and uncollateralized, due June 2010 * 2,925 2,925

RMB20 million loan payable to an unrelated third party, interest
rate of 9.828% and uncollateralized, due June 2010 ** 2,925 2,925

RMB23 million loan payable to a bank, interest rate of 6.903% per
annum, collateralized by accounts receivable of $3,871,000 (Note 2)
, due July 2010 3,365 -

RMB36 million loan payable to a bank, interest rate of 10.458% per
annum, guaranteed by an unrelated third party, due October 2010 5,266 5,265
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RMB15 million loan payable to an unrelated third party, interest
rate of 7.965% and uncollateralized, due November 2010 *** 2,194
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)
Expressed in US Dollars

RMBA48.8 million loan payable to a bank, interest rate of 6.903% per annum,
collateralized by equipment with a net book value of $22 million (Note 4), due
December 2010 7,139 7,137

RMB20 million loan payable to a bank, interest rate of 6.903% per annum,
collateralized by property and
equipment with a net book value of $3.6 million (Note 4), due January 2011 2,925 -

RMB17 million loan payable to a bank, interest rate of 5.31% per annum,
guaranteed by a related party, due February 2011 2,487 2,925

RMB17 million loan payable to an unrelated third party, interest rate of 7.965%
and uncollateralized, due July 2011 2,487 2,486

RMB10 million loan payable to an unrelated third party, interest rate of 9.558%
and uncollateralized, due
December 2011 1,463 1,463

RMBS50 million loan payable to a bank, interest rate of 7.02% per annum,

guaranteed by an unrelated third party, due September 2011 7,314 7,313
43,636 43,629
Less: current maturities 32,372 32,367
11,264 11,262

Maturities are as follows:

Fiscal year ended December 31,

2010 (for the remaining of the year) 26,960
2011 16,676
43,636

* The Company has guaranteed the third party to obtain a bank loan of $2,925,000 (RMB20 million) due June 2010.
Interest on the loan is charged at 9.828%. The third party loaned the $2,925,000 to the Company and charged the same
interest rate at 9.828%. According to an agreement between the third party and the Company, the Company will pay
the loan balance of $2,925,000 directly to the bank upon maturity.

** The Company has guaranteed the third party to obtain a bank loan of $2,925,000 (RMB20 million) due June 2010.
Interest on the loan is charged at 9.828%. The third party loaned the $2,925,000 to the Company and charged the same
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interest rate at 9.828%.

*#% The Company has guaranteed the third party to obtain a bank loan of $2,925,000 (RMB20 million) due November
2010, interest on the loan is charged at 7.965%. The third party loaned $2,194,000 (RMB 15 million) to the Company
and charged the same interest rate at 7.965% (Note 14 (B)).
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)
Expressed in US Dollars

NOTE 9 NOTES PAYABLE

The Company has a banking facility whereby the Company has issued several non-interest bearing notes payables to
several vendors totalling $1,024,000 (RMB7 million) as at March 31, 2010. The notes will be due in July 2010. These
notes are collateralized by $1,072,000 of bank deposits that may only be used to repay the notes.

The Company also entered into an agreement with a bank providing a facility whereby the Company has issued
several non-interest bearing notes to several vendors with a total amount of $1,391,000 as at March 31, 2009. The
notes are guaranteed by the bank and which can be provided to suppliers to guarantee payment for purchases. The
bank charged a fee of 0.05% on the total amount of each promissory note issued. The facility was collateralized by
accounts receivable of $1,391,000 (Note 2). These notes will be due in May 2010 and July 2010.

NOTE 10 DEFERRED CREDIT

Deferred credit consisted of the following as of March 31, 2010 and December 31, 2009:

March 31, 2010 December 31, 2009
($'000 ) ($'000)
Deferred credit 438 438
Less: accumulated amortization 98) (87)
340 351

The Company received government grants of $438,000 (RMB3 million) from provincial government relating to the
construction of a water treatment facility in 2007. The Company obtained the final approval from the government that
the Company has complied with all conditions attached to the grant in 2008. $438,000 was recorded as deferred
revenue and recognized as other income on a straight-line basis as the asset is depreciated over ten years (Note 7 and
Note 12).

NOTE 11 SEGMENTS

The accounting policies of the segments are the same as described in the summary of significant accounting policies
in the Company s audited consolidated financial statements for the year ended December 31, 2009. The Company
evaluates segment performance based on gross profit. All sales by division were to external customers (Note 18).
Sales relating to the cephalosporin division s 7-ACA product represented approximately 22.4% and 29.6% of the total
sales for the three months ended March 31, 2010 and 2009, respectively. Substantially all of the Company s assets are
located in China. The following is a summary of the Company s segment information for the three months ended
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March 31, 2010 and 2009 and as of March 31, 2010 and December 31, 2009.
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)

Expressed in US Dollars
Cephalosporin
Division
($'000 )

Three months ended March 31, 2010
Sales 34,365
Gross profit 7,584
Depreciation and amortization 2,322
Additions to long-lived assets 1,148
As at March 31, 2010
Intangible assets 1,417
Total assets allocated to reportable segments including
intangible assets 145,115
Cash and restricted cash
Consolidated total assets
Three months ended March 31, 2009
Sales 24,409
Gross profit 2,844
Depreciation and amortization 2,020
Additions to long-lived assets 961
As at December 31, 2009
Intangible assets 1,463
Total assets allocated to reportable segments including
intangible assets 134,306

Cash and restricted cash

Consolidated total assets

Geographical segments information is as follow:

Sales

Three months ended
March 31, 2010

($ 000

Penicillin
Division

($'000 )

14,690
4,509
689
7,315

2,749

46,259

12,554
3,570
478
52

2,809

44,358

Total
($'000 )

49,055
12,093
3,011
8,463

4,166

191,374
8,762
200,136

36,963
6,414
2,498
1,013

4,272

178,664
7,974
186,638

Three months ended

March 31, 2009

($ 000

29



- China
- India
- Other

Total assets
- China
- Other

F14

Edgar Filing: DRAGON PHARMACEUTICAL INC - Form 10-Q

37,499
8,652
2,904

49,055

March 31, 2010
($ 000

199,077
1,059
200,136

30,081
3,881
3,001

36,963

December 31, 2009
($ 000

186,414
224
186,638
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)
Expressed in US Dollars

NOTE 12 OTHER INCOME

Government grants

During the three months ended March 31, 2010 and 2009, the Company recognized amortization income of $11,000
and $11,000 of government grants related to the construction of a water treatment facility, respectively (Note 10).

NOTE 13 EARNINGS PER SHARE

The computations of basic and diluted earnings per share ( EPS ) for the three months ended March 31, 2010 and 2009
are as follows:

Three months ended Three months ended

March 31, 2010 March 31, 2009

In thousands of US Dollars ($,000) except share and per share data

Net Income 1,576 1,447
Weighted average shares used to compute basic EPS 67,066,418 67,066,418
Dilutive effect of stock options 1,234,152 296,044
Weighted average shares used to compute diluted EPS 68,300,570 67,362,462
Basic EPS 0.02 0.02
Diluted EPS 0.02 0.02

For the three months ended March 31, 2010 and 2009, diluted weighted average number of shares outstanding include
the dilutive effect of stock options of 4,690,000 and 4,690,000, respectively, and exclude the anti-dilutive effect of
stock options of 3,270,000 and 5,070,000, respectively.

NOTE 14 MMITMENTS AND TINGENCIE

(A) Employee Benefits

The full time employees of Shanxi Weiqida are entitled to employee benefits including medical care, worker
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compensation, unemployment insurance and pension benefits through a Chinese government mandated
multi-employer defined contribution plan. The Company is required to accrue for those benefits based on certain
percentages of the employees salaries. The total provision for such employee benefits was $300,000 and $234,000 for
the three months ended March 31, 2010 and 2009, respectively. The Company is required to make contributions to the
plans out of the amounts accrued for medical and pension benefits. The Chinese government is responsible for the
medical benefits and the pension liability to be paid to these employees.
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DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)
Expressed in US Dollars

(B) Loan Guarantees (Note 8)

The Company has guaranteed a bank loan to a supplier in the amount of $2,194,000 (RMB15 million), due in July
2010. Interest on the loan is charged at 7.434% and the bank has the right to seek settlement from the Company for
payment should the supplier fail to repay the loan. There is no recourse or possible recovery for the Company should
the supplier default on its bank loan. The maximum potential amount of future payments (undiscounted) that the
Company could be required to make is $2,238,000 (RMB15.30 million). The Company provided the guarantee to the
supplier to maintain a good business relationship.

The Company has issued a guarantee to a bank as collateral for loans to a third party vendor of $2,486,000 (RMB17
million) due September 2011 and $3,950,000 (RMB27 million) due October 2011. Interest is charged at 9.072 %. The
bank has the right to seek settlement from the Company for payment should the third party vendor fail to repay the
loan. The maximum potential amount of future payments (undiscounted) that the Company could be required to make
is $7,335,000 (RMB50.14 million). The vendor also provided a guarantee to the Company to obtain a bank loan of
$366,000 (RMB2.5 million) due April 2010 (Note 8).

The Company has guaranteed a third party to obtain bank loans of $2,925,000 (RMB20 million) due November 2010,
interest on these loans is charged at 7.965%. The third party loaned $2,194,000 (RMB15 million) to the Company and
charged the same interest rate at 7.965%. The Company has booked $2,194,000 (RMB15 million) as a liability as at
March 31, 2010 (Note 8). The remaining balance of $731,000 (RMBS5 million) was used by the third party and the
maximum potential amount of future payments (undiscounted) that the Company could be required to make is
$766,000 (RMBS5.2 million). This third party has pledged certain property and equipment to the Company as collateral
for this guarantee.

The Company has issued a guarantee of $2,925,000 (RMB20 million) to a bank as collateral for a loan to a related
party, whose director is also a stockholder of the Company, due in August 2011. Interest on the loan is charged at
6.3% and the bank has the right to seek settlement from the Company for payment should the related party fail to
repay the loan. There is no recourse or possible recovery for the Company should the related party default on its bank
loan. The maximum potential amount of future payments (undiscounted) that the Company could be required to make
is $3,180,000 (RMB22 million).

As of March 31, 2010, there were no claims pending against any of the above loans that the Company guarantees.

(C) Capital Commitments

According to the approval of the Business Bureau of Shanxi province on December 12, 2007, the total registered
capital to Shanxi Weiqida, increased from $29,250,000 (RMB200 million) to $52,189,000 (RMB400 million). The
Company is required to contribute the additional registered capital of $29,250,000 (RMB200 million) by paying cash
of $15,503,000 (RMB 106 million) and transferring $13,747,000 (RMB94 million) of retained earnings of Shanxi
Weiqida within three years from November 20, 2007. As at December 31, 2009, the Company transferred
$13,747,000 (RMB94 million) of retained earnings of Shanxi Weigida to paid in capital. In accordance with an
examination report issued by the China Foreign Currency Administration Bureau on March 29, 2010, Weiqida
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transferred its additional paid in capital of $1,900,000 (RMB 13 million), retained earnings of $13,210,000 (RMB90
million) and reserve of $393,000 (RMB3 million) to paid in capital. As a result, the Company transferred a total of
$29,250,000 (RMB200 million) of retained earnings and additional paid in capital of Shanxi Weiqida to registered
paid in capital as at March 31, 2010, and the registered capital to Shanxi Weiqida of $52,189,000 (RMB400 million)
has been fulfilled. The transfer was presented on the Company s consolidated statements of shareholders equity to
reflect the reinvestment of retained earnings to Shanxi Weiqida.

F16

34



Edgar Filing: DRAGON PHARMACEUTICAL INC - Form 10-Q

DRAGON PHARMACEUTICAL INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009 (UNAUDITED)
Expressed in US Dollars

(D) Operating Leases

The Company has commitments related to operating leases for property which require the following payments for
each year ending December 31:

($ 000)
2010 (remaining of the year) 124
2011 105
2012 48
277

The rent expense for the three months ended March 31, 2010 and 2009 was $41,000 and $300,000, respectively.

(E) Other Commitments

Capital expenditure contracted for but not yet incurred as at March 31, 2010 was 