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CAUTION REGARDING FORWARD-LOOKING INFORMATION

All statements contained in this Quarterly Report on Form 10-Q (“Form 10-Q”) for the registrant, other than statements
of historical facts, that address future activities, events or developments are forward-looking statements, including, but
not limited to, statements containing the words “believe,” “anticipate,” “expect” and words of similar import. These
statements are based on certain assumptions and analyses made by us in light of our experience and our assessment of
historical trends, current conditions and expected future developments as well as other factors we believe are
appropriate under the circumstances. However, whether actual results will conform to the expectations and

predictions of management is subject to a number of risks and uncertainties that may cause actual results to differ
materially.

EEINT3

Such risks include, among others, the following: national and local general economic and market conditions: our
ability to sustain, manage or forecast our growth; raw material costs and availability; new product development and
introduction; existing government regulations and changes in, or the failure to comply with, government regulations;
adverse publicity; competition; the loss of significant customers or suppliers; fluctuations and difficulty in forecasting
operating results; changes in business strategy or development plans; business disruptions; the ability to attract and
retain qualified personnel; the ability to protect technology; and other factors referenced in this and previous filings.

Consequently, all of the forward-looking statements made in this Form 10-Q are qualified by these cautionary
statements and there can be no assurance that the actual results anticipated by management will be realized or, even if
substantially realized, that they will have the expected consequences to or effects on our business operations.
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PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

CHINA JO-JO DRUGSTORES, INC AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(UNAUDITED)
June 30,
2013
ASSETS
CURRENT ASSETS
Cash $2,711,399
Notes receivable 291,600
Trade accounts receivable, net 11,912,337
Inventories 9,127,235
Other receivables, net 320,355
Advances to suppliers, net 17,175,750
Restricted cash 3,540,685
Other current assets 2,027,463
Total current assets 47,106,824
PROPERTY AND EQUIPMENT, net 13,071,698
OTHER ASSETS
Long term deposits 2,805,695
Other noncurrent assets 5,470,095
Intangible assets, net 1,182,433
Total other assets 9,458,223
Total assets $69,636,745
LIABILITIES AND STOCKHOLDERS EQUITY
CURRENT LIABILITIES
Short-term loan payable $162,000
Accounts payable, trade 15,374,922
Notes payable 7,136,683
Other payables 1,426,631
Other payables - related parties 1,419,650
Customer deposits 5,274,087
Taxes payable 375,473
Accrued liabilities 317,407
Total current liabilities 31,486,853
Purchase option derivative liability 2,944
Total liabilities 31,489,797

March 31,
2013

$4,524,094
12,978,808
8,586,999
157,849
15,523,034
2,162,837
1,221,499
45,155,120

13,288,652

2,760,665
5,431,326
1,202,258
9,394,249

$67,838,021

$-
13,780,211
7,186,453
1,327,454
1,224,417
4,828,293
371,633
956,342
29,674,803

15,609
29,690,412



Edgar Filing: CHINA JO-JO DRUGSTORES, INC. - Form 10-Q

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS' EQUITY
Preferred stock; $0.001 par value; 10,000,000 shares authorized; nil issued and

outstanding as of June 30, 2013 and March 31, 2013 - -
Common stock; $0.001 par value; 250,000,000 shares authorized; 13,609,003 shares

issued and outstanding as of June 30, 2013 and March 31, 2013 13,609 13,609
Additional paid-in capital 16,637,085 16,609,747
Statutory reserves 1,309,109 1,309,109
Retained earnings 16,307,853 17,095,369
Accumulated other comprehensive income 3,881,445 3,121,654
Total stockholders' equity 38,149,101 38,149,488
Noncontrolling interests (2,153 ) (1,879 )
Total equity 38,146,948 38,147,609
Total liabilities and stockholders' equity $69,636,745 $67,838,021

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CHINA JO-JO DRUGSTORES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE (LOSS) INCOME

(UNAUDITED)
For the three months ended
June 30,
2013 2012

REVENUES, NET $15,336,519 $32,847,330
COST OF GOODS SOLD 11,735,350 27,702,553
GROSS PROFIT 3,601,169 5,144,777
SELLING EXPENSES 1,680,842 1,858,225
GENERAL AND ADMINISTRATIVE EXPENSES 2,640,818 2,846,578
TOTAL OPERATING EXPENSES 4,321,660 4,704,803
(LOSS) INCOME FROM OPERATIONS (720,491 ) 439,974
OTHER (LOSS) INCOME, NET (40,413 ) 98,698
CHANGE IN FAIR VALUE OF PURCHASE OPTION DERIVATIVE LIABILITY 12,665 (158 )
(LOSS) INCOME BEFORE INCOME TAXES (748,239 ) 538,514
PROVISION FOR INCOME TAXES 39,520 3,882
NET (LOSS) INCOME (787,759 ) 534,632
ADD: NET LOSS ATTRIBUTABLE TO NONCONTROLLING INTEREST 243 255

NET (LOSS) INCOME ATTRIBUTABLE TO CHINA JO-JO DRUGSTORES, INC. (787,516 ) 534,887

OTHER COMPREHENSIVE INCOME

Foreign currency translation adjustments 759,791 55,270
COMPREHENSIVE (LOSS) INCOME $(27,725 ) $590,157
WEIGHTED AVERAGE NUMBER OF SHARES:

Basic 13,609,003 13,557,496
Diluted 13,609,003 13,598,686
EARNINGS PER SHARES:

Basic $(0.06 ) $0.04
Diluted $(0.06 ) $0.04

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CHINA JO-JO DRUGSTORES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
Three months ended
June 30,
2013 2012
CASH FLOWS FROM OPERATING
ACTIVITIES:
Net (loss) income (787,759) 534,632
Adjustments to reconcile net (loss) income to net cash provided by (used in)
operating activities:
Depreciation and amortization 588,936 610,866
Stock compensation 27,338 49,758
Bad debt write-off and provision 1,181,478 1,114,673
Change in fair value of purchase option
derivative liability (12,665) 158
Change in operating assets:
Accounts receivable, trade (190,989) (7,712,451)
Notes receivable (290,214) (926,315)
Inventories (398,271) (526,099)
Other receivables (159,171) (236,873)
Advances to suppliers (1,111,259) (2,859,522)
Other current assets (782,304) 17,561
Long term deposit - 355,151
Other noncurrent assets 49,586 140,067
Change in operating liabilities:
Accounts payable, trade 1,363,429 5,201,905
Other payables and accrued liabilities (570,952) 650,956
Customer deposits 365,295 695,089
Taxes payable (2,212) 67,114
Net cash used in operating activities (729,734) (2,823,330)
CASH FLOWS FROM INVESTING
ACTIVITIES:
Purchase of equipment (2,934) (216,454)
Additions to leasehold improvements (3,958) (90,313)
Payments on construction-in-progress (111,152) -
Net cash used in investing activities (118,044) (306,767)
CASH FLOWS FROM FINANCING
ACTIVITIES:
Proceeds from short-term bank loan 161,230 -
Change in restricted cash (1,336,189) 1,410,499
Change in notes payable (166,196) 1,396,914
Change in other payables-related parties 194,973 99,996
Net cash (used in) provided by financing
activities (1,146,182) 2,907,409
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EFFECT OF EXCHANGE RATE ON CASH 181,265
DECREASE IN CASH (1,812,695)

CASH, beginning of period 4,524,094

CASH, end of period $ 2,711,399 $

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid for income taxes $ 9,529 $
Transfer from construction-in-progress to

leasehold improvement -

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

173,021
(49,667)
3,833,216

3,783,549

14,713

1,985,391
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CHINA JO-JO DRUGSTORES, INC., AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1 — DESCRIPTION OF BUSINESS AND ORGANIZATION

China Jo-Jo Drugstores, Inc. (“Jo-Jo Drugstores” or the “Company”’), was incorporated in Nevada on December 19, 2006,
originally under the name “Kerrisdale Mining Corporation.” On September 24, 2009, the Company changed its name to
“China Jo-Jo Drugstores, Inc.” in connection with a share exchange transaction as described below.

On September 17, 2009, the Company completed a share exchange transaction with Renovation Investment (Hong
Kong) Co., Ltd. (“Renovation”), whereby 7,900,000 shares of common stock were issued to the stockholders of
Renovation in exchange for 100% of the capital stock of Renovation. The completion of the share exchange

transaction resulted in a change of control. The share exchange transaction was accounted for as a reverse acquisition
and recapitalization and, as a result, the consolidated financial statements of the Company (the legal acquirer) is, in
substance, those of Renovation (the accounting acquirer), with the assets and liabilities, and revenues and expenses, of
the Company being included effective from the date of the share exchange transaction. Renovation has no substantive
operations of its own except for its holdings of Zhejiang Jiuxin Investment Management Co., Ltd. (“Jiuxin
Management”), Zhejiang Shouantang Medical Technology Co., Ltd. (“Shouantang Technology”) and Hangzhou Jiutong
Medical Technology Co., Ltd (“Jiutong Medical”), its wholly-owned subsidiaries.

The Company is a retail and wholesale distributor of pharmaceutical and other healthcare products in the People’s
Republic of China (“China” or the “PRC”). The Company’s retail business is comprised primarily of pharmacies, a
majority of which are operated by Hangzhou Jiuzhou Grand Pharmacy Chain Co., Ltd. (“Jiuzhou Pharmacy”), a
company that the Company controls through contractual arrangements. Shanghai Lydia Grand Pharmacy Co., Ltd.
(““Shanghai Lydia”), a wholly-owned subsidiary of Jiuzhou Pharmacy, operates two store locations in Shanghai. On July
29, 2011, Shanghai Lydia obtained control of Shanghai Bieyanghong Zhongxing Grand Pharmacy Co. Ltd., which

also operates one pharmacy in Shanghai, and which subsequently changed its name to Shanghai Lydia Zhongxing
Grand Pharmacy Co., Ltd. (“Shanghai Zhongxing”). Shanghai Lydia has two additional subsidiaries, namely, Shanghai
Lydia Trading Co., Ltd. (“Lydia Trading”), which operates one pharmacy in Shanghai, and Shanghai Lydia Zhenguang
Grand Pharmacy Co., Ltd. (“Shanghai Zhenguang”), which operates another pharmacy in Shanghai. One drugstore
previously operated by Hangzhou Quannuo Grand Pharmacy Co., Ltd. (“Hangzhou Quannuo”) closed as of March 31,
2013. Hangzhou Quannuo is the wholly-owned subsidiary of Zhejiang Quannuo Internet Technology Co., Ltd.
(““Quannuo Technology”), which is wholly-owned by Shouantang Technology. At June 30, 2013, Hangzhou Quannuo
had not been dissolved but had no operation.

The Company’s retail business also includes two medical clinics through Hangzhou Jiuzhou Clinic of Integrated
Traditional and Western Medicine (‘“Jiuzhou Clinic”’) and Hangzhou Jiuzhou Medical and Public Health Service Co.,
Ltd. (“Jiuzhou Service”), both of which are also controlled by the Company through contractual arrangements.

The Company’s wholesale business is primarily conducted through Zhejiang Jiuxin Medicine Co., Ltd. (“Jiuxin
Medicine”), which is licensed to distribute prescription and non-prescription pharmaceutical products throughout
China. Jiuzhou Pharmacy acquired Jiuxin Medicine on August 25, 2011.

The Company’s herb farming business is conducted by Hangzhou Qianhong Agriculture Development Co., Ltd.

(“Qianhong Agriculture”), a wholly-owned subsidiary of Jiuxin Management, which operates a cultivation project of
herbal plants used for traditional Chinese medicine (“TCM”).

11
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The accompanying consolidated financial statements reflect the activities of the Company and each of the following
entities:

Entity Name Background Ownership
Renovation HK Incorporated in Hong Kong SAR on September 2, 2008 100%
Jiuxin Management  Established in the PRC on October 14, 2008 100%

Deemed a wholly foreign owned enterprise (“WFOE”) under PRC law
Registered capital of $4.5 million fully paid

Shouantang Established in the PRC on July 16, 2010 by Renovation with registered 100%
Technology capital of $20 million
Registered capital requirement reduced by the SAIC to $11 million in
July 2012 and is fully paid
Deemed a WFOE under PRC law
Invests and finances the working capital of Quannuo Technology

Qianhong Established in the PRC on August 10, 2010 by Jiuxin Management 100%
Agriculture Registered capital of RMB 10 million fully paid
Carries out herb farming business

12
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Quannuo Established in the PRC on July 7, 2009 100%
Technology Registered capital of RMB 10 million fully paid
Acquired by Shouantang Technology in November 2010
Operates the Company’s online pharmacy website and provide software
and technical support

Hangzhou Established in the PRC on July 8, 2010 by Quannuo Technology 100%
Quannuo Registered capital of RMB 800,000 fully paid
Currently has no operation
Jiuzhou Pharmacy  Established in the PRC on September 9, 2003 VIE by contractual
1) Registered capital of RMB 5 million fully paid arrangements (2)

Operates the “Jiuzhou Grand Pharmacy” stores in Hangzhou

Jiuzhou Clinic (1)  Established in the PRC as a general partnership on October 10, 2003 VIE by contractual
Operates a medical clinic adjacent to one of Jiuzhou Pharmacy’s stores arrangements (2)

Jiuzhou Service Established in the PRC on November 2, 2005 VIE by contractual
@) Registered capital of RMB 500,000 fully paid arrangements (2)
Operates a medical clinic adjacent to one of Jiuzhou Pharmacy’s stores
Shanghai Lydia Established in the PRC on January 31, 2011 by Jiuzhou Pharmacy VIE by contractual
Registered capital of RMB 1 million fully paid arrangements as a
Operates the “Lydia Grand Pharmacy” and “Chaling Grand Pharmacy” wholly-owned
stores in Shanghai subsidiary of Jiuzhou
Pharmacy (2)
Jiuxin Medicine Established in PRC on December 31, 2003 VIE by contractual
Acquired by Jiuzhou Pharmacy in August 2011 arrangements as a
Registered capital of RMB 10 million fully paid wholly-owned
Carries out pharmaceutical distribution services subsidiary of Jiuzhou
Pharmacy (2)
Shanghai Established in PRC on June 19, 2006 VIE by contractual
Zhongxing Registered capital of RMB 1 million fully paid arrangements as a
99% acquired by Shanghai Lydia in July 2011 controlled entity of
Operates the “Zhongxing Grand Pharmacy” store in Shanghai Jiuzhou Pharmacy
through Shanghai
Lydia (2)
Lydia Trading Established in the PRC on June 20, 2012 with registered capital of RMB VIE by contractual
1 million fully paid arrangements as a
Operates one “Weifang Grand Pharmacy” store in Shanghai controlled entity of
Jiuzhou Pharmacy
through Shanghai

13
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Lydia (2)

Shanghai Established in the PRC on October 31, 2012 with registered capital of  VIE by contractual

Zhenguang RMB 500,000 fully paid arrangements as a

Operates the “Zhenguang Grand Pharmacy” store in Shanghai controlled entity of

Jiuzhou Pharmacy
through Shanghai
Lydia (2)

Jiutong Medical Established in the PRC on December 20, 2011 by Renovation with 100%

registered capital of $5 million

$2 million of registered capital paid, with the remaining $3 million due
by December 20, 2013

Currently has no operation

(1) Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou Service have been under the common control of their three

cofounders (the “Owners”) since their respective establishment dates, pursuant to agreements amongst the

Owners to vote their interests in concert as memorialized in a voting agreement. Based on such voting
agreement, the Company has determined that common control exists among these three companies in
accordance with generally accepted accounting standards. Operationally, the Owners have operated these
three companies in conjunction with one another since each company’s respective establishment date.
Shanghai Lydia, Shanghai Zhongxing and Jiuxin Medicine are also deemed under the common control of
the Owners as they are each a subsidiary of Jiuzhou Pharmacy.

14
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(2) To comply with certain foreign ownership restrictions of pharmacy and medical clinic operators, Jiuxin
Management entered into a series of contractual arrangements with Jiuzhou Pharmacy, Jiuzhou Clinic and
Jiuzhou Service on August 1, 2009. These contractual arrangements are comprised of five agreements:
consulting services agreement, operating agreement, equity pledge agreement, voting rights agreement and
option agreement. As a result of these agreements, which obligate Jiuxin Management to absorb all of the
risks of loss from the activities of Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou Service, and enable the
Company (through Jiuxin Management) to receive all of their expected residual returns, the Company
accounts for all three companies (as well as the two subsidiaries of Jiuzhou Pharmacy) as a variable interest
entity (“VIE”) under the accounting standards of the Financial Accounting Standards Board (“FASB”).
Accordingly, the financial statements of Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou Service, as well as
the subsidiaries and entity under the control of Jiuzhou Pharmacy (Shanghai Lydia, Jiuxin Medicine,
Shanghai Zhongxing, Leilian Trading and Shanghai Zhenguang), are consolidated into the financial
statements of the Company.

Note 2 — LIQUIDITY

As reflected in the Company’s condensed consolidated financial statements, the Company had net loss and negative
cash flow from operating activities for the three months ended June 30, 2013. In assessing its liquidity, management
monitors and analyzes the Company’s cash on-hand, its ability to renew bank facilities, and its operating and capital
expenditure commitments. Its principal liquidity needs are to meet its working capital requirements, operating
expenses and capital expenditure obligations.

The Company’s principal sources of liquidity consist of existing cash on hand, bank facilities from local banks as well
as personal loans from its principal shareholders if necessary. The Company has a loan agreement to borrow up to
$5.3 million from a local bank. Any borrowing therefrom is secured by the Company’s assets pursuant to a collateral
agreement, as well as the personal guarantees of some of its principal shareholders. As of June 30, 2013,
approximately $3.9 million remained available for future borrowing from such bank. In addition, a principal
shareholder has agreed to provide necessary financial support to meet the Company’s financial obligations in the event
that it requires additional liquidity.

On the operating side, the Company plans to fund current operations by adjusting its wholesale business operations to
focus on profitability rather than sales volume, closing underperforming pharmacies, and focusing on strengthening
and expanding its core business model of integrating pharmacies with medical clinic services, which has proven to be
a key profit driver. The Company also plans to control its general and administrative expenses by identifying and
eliminating unnecessary administrative costs. Selling expenses and general and administrative expenses related to
pharmacies and subsidiaries that were shut down in fiscal 2013 are non-recurring in the forthcoming year.

Management believes that the foregoing measures collectively will provide sufficient liquidity for the Company to
meet its future liquidity and capital obligations.

Note 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of presentation and consolidation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with the
rules and regulations of the Securities and Exchange Commission (“SEC”) for interim financial statements.
Accordingly, they do not include all of the information and footnotes required by U.S. generally accepted accounting
principles (“US GAAP”) for complete financial statements. In the opinion of management, all adjustments (consisting
only of normal recurring adjustments) considered necessary for a fair presentation have been included. These
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condensed consolidated financial statements and notes should be read in conjunction with the audited consolidated
financial statements and footnotes included in the Company’s annual report on Form 10-K for the fiscal year ended
March 31, 2013 filed with the SEC on July 1, 2013. Operating results for the three months ended June 30, 2013 may
not be necessarily indicative of the results that may be expected for the full year.

The condensed consolidated financial statements include the financial statements of the Companys, its subsidiaries and
VIEs. All significant inter-company transactions and balances between the Company, its subsidiaries and VIEs are
eliminated upon consolidation.

Consolidation of variable interest entities

In accordance with accounting standards regarding consolidation of variable interest entities, VIEs are generally
entities that lack sufficient equity to finance their activities without additional financial support from other parties or
whose equity holders lack adequate decision making ability. All VIEs with which the Company is involved must be
evaluated to determine the primary beneficiary of the risks and rewards of the VIE. The primary beneficiary is
required to consolidate the VIE for financial reporting purposes.

The Company has concluded, based on the contractual arrangements, that Jiuzhou Pharmacy (including its
subsidiaries and controlled entities), Jiuzhou Clinic and Jiuzhou Service are each a VIE and that the Company’s
wholly-owned subsidiary, Jiuxin Management, absorbs a majority of the risk of loss from the activities of these
companies, thereby enabling the Company, through Jiuxin Management, to receive a majority of their respective
expected residual returns.

16
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Additionally, as Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou Service are under common control, the consolidated
financial statements have been prepared as if the transactions had occurred retroactively as to the beginning of the
reporting period of these consolidated financial statements.

Control and common control is defined under the accounting standards as “an individual, enterprise, or immediate
family members who hold more than 50 percent of the voting ownership interest of each entity.” Because the Owners
collectively own 100% of Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou Service, and have agreed to vote their
interests in concert since the establishment of each of these three companies as memorialized the Voting Rights Proxy
Agreement, the Company believes that the Owners collectively have control and common control of the three
companies. Accordingly, the Company believes that Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou Service were
constructively held under common control by Jiuxin Management as of the time the Contractual Agreements were
entered into, establishing Jiuxin Management as their primary beneficiary. Jiuxin Management, in turn, is owned by
Renovation, which is owned by the Company.

Although the Company has determined that the accounting standards regarding consolidation of VIEs do not provide
for retroactive accounting treatment, Jiuzhou Pharmacy, Jiuzhou Clinic, and Jiuzhou Service in substance were
controlled by the Owners on September 9, 2003, October 10, 2003, and November 2, 2005, the establishment dates of
Jiuzhou Pharmacy, Jiuzhou Clinic, and Jiuzhou Service, respectively. Such common control conditions resulted in the
share exchange transaction to be a capital transaction in substance, reflected as a recapitalization, and the Company
has accordingly recorded the consolidation of Renovation at its historical cost.

Risks and Uncertainties

The operations of the Company are located in the PRC. Accordingly, the Company’s business, financial condition, and
results of operations may be influenced by the political, economic, and legal environments in the PRC, as well as by
the general state of the PRC economy. The Company’s operations in the PRC are subject to special considerations and
significant risks not typically associated with companies in North America and Western Europe. These include risks
associated with, among others, the political, economic and legal environment and foreign currency exchange. The
Company’s results may be adversely affected by changes in the political, regulatory and social conditions in the PRC.
Although the Company has not experienced losses from these situations and believes that it is in compliance with
existing laws and regulations including its organization and structure disclosed in Note 1, this may not be indicative of
future results.

The Company has significant cash deposits with suppliers in order to obtain and maintain inventory. The Company’s
ability to obtain products and maintain inventory at existing and new locations is dependent upon its ability to post
and maintain significant cash deposits with its suppliers. In the PRC, many vendors are unwilling to extend credit
terms for product sales that require cash deposits to be made. The Company does not generally receive interest on any
of its supplier deposits, and such deposits are subject to loss as a result of the creditworthiness or bankruptcy of the
party who holds such funds, as well as the risk from illegal acts such as conversion, fraud, theft or dishonesty
associated with the third party. If these circumstances were to arise, the Company would find it difficult or impossible,
due to the unpredictability of legal proceedings in China, to recover all or a portion of the amount on deposit with its
vendors or landlords.

Members of the current management team own controlling interests in the Company and are also the Owners of the
VIEs in the PRC. The Company only controls the VIEs through contractual arrangements which obligate it to absorb
the risk of loss and to receive the residual expected returns. As such, the controlling shareholders of the Company and
the VIEs could cancel these agreements or permit them to expire at the end of the agreement terms, as a result of
which the Company would not retain control of the VIEs.
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Use of estimates

The preparation of unaudited condensed consolidated financial statements in conformity with US GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and
expenses during the reporting period. The significant estimates made in the preparation of the accompanying
unaudited condensed consolidated financial statements relate to the assessment of the carrying values of accounts
receivable and related allowance for doubtful accounts, useful lives of property and equipment, and fair value of
purchase option derivative liability. Because of the use of estimates inherent in the financial reporting process, actual
results could materially differ from those estimates.

Intangibles
Intangible assets, whether acquired individually or as part of a group of assets, are initially recorded at their fair
value. The cost of a group of assets acquired in a transaction is allocated to the individual assets based on their

relative fair values.

The estimated useful lives of the Company’s intangible assets are as follows:

Estimated Useful Life
Licenses and permits Indefinite
Software 3 years

10

18
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The Company evaluates intangible assets for impairment whenever events or changes in circumstances indicate that
the assets might be impaired.

There was no indication intangible impairment during the three months ended June 30, 2013.
Revenue recognition

Revenue from sales of prescription medicine at the drugstores is recognized when the prescription is filled and the
customer picks up and pays for the prescription.

Revenue from sales of other merchandise at the drugstores is recognized at the point of sale, which is when the
customer pays for and receives the merchandise.

Revenue from medical services is recognized after the service has been rendered to the customer.

Revenue from sales of merchandise to non-retail customers is recognized when the following conditions are met: (1)
persuasive evidence of an arrangement exists (sales agreements and customer purchase orders are used to determine
the existence of an arrangement); (2) delivery of goods has occurred and risks and benefits of ownership have been
transferred, which is when the goods are received by the customer at its designated location in accordance with the
sales terms; (3) the sales price is fixed or determinable; and (4) collectability is probable. Historically, sales returns
have been minimal.

The Company’s revenue is net of value added tax (“VAT”) collected on behalf of PRC tax authorities in respect to the
sales of merchandise. VAT collected from customers, net of VAT paid for purchases, is recorded as a liability in the
accompanying consolidated balance sheets until it is paid to the relevant PRC tax authorities.

Restricted cash

The Company’s restricted cash consists of cash in a bank as security for its notes payable. The Company has notes
payable outstanding with the bank and is required to keep certain amounts on deposit that are subject to withdrawal
restrictions. The notes payable are generally short term in nature due to their short maturity period of six to nine
months; thus, restricted cash is classified as a current asset.

Accounts receivable

Accounts receivable represents the following: (1) amounts due from banks relating to retail sales that are paid or

settled by the customers’ debit or credit cards, (2) amounts due from government social security bureaus and
commercial health insurance programs relating to retail sales of drugs, prescription medicine, and medical services

that are paid or settled by the customers’ medical insurance cards, and (3) amounts due from non-retail customers for
sales of merchandise.

Accounts receivable a