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In this Quarterly Report on Form 10-Q, references to “dollars” and “$” are to United States dollars and, unless the context
otherwise requires, references to “we,” “us” and “our” refer to Renhuang Pharmaceuticals, Inc. and its consolidated
subsidiaries.

This Quarterly Report contains certain forward-looking statements. When used in this Quarterly Report, statements

which are not historical in nature, including the words “anticipate,” “estimate,” “should,” “expect,” “believe,” “intend,” “may,’
“project,” “plan” or “continue,” and similar expressions are intended to identify forward-looking statements. They also

include statements containing anticipated business developments, a projection of revenues, earnings or losses, capital
expenditures, dividends, capital structure or other financial terms.

The forward-looking statements in this Quarterly Report are based upon management’s beliefs, assumptions and
expectations of our future operations and economic performance, taking into account the information currently
available to them. These statements are not statements of historical fact. Forward-looking statements involve risks and
uncertainties, some of which are not currently known to us that may cause our actual results, performance or financial
condition to be materially different from the expectations of future results, performance or financial condition we
express or imply in any forward-looking statements. These forward-looking statements are based on our current plans
and expectations and are subject to a number of uncertainties and risks that could significantly affect current plans and
expectations and our future financial condition and results.

We undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise. In light of these risks, uncertainties and assumptions, the forward-looking
events discussed in this filing might not occur. We qualify any and all of our forward-looking statements entirely by
these cautionary factors. As a consequence, current plans, anticipated actions and future financial conditions and
results may differ from those expressed in any forward-looking statements made by or on our behalf. You are
cautioned not to unduly rely on such forward-looking statements when evaluating the information presented herein.

iii




Edgar Filing: RENHUANG PHARMACEUTICALS INC - Form 10-Q

PARTI

Item 1. Financial Statements.

RENHUANG PHARMACEUTICALS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets:

Cash and cash equivalents
Trade receivables, net
Due from related parties
Inventory, net

Deposits

Prepayments

Other receivables, net
Total current assets

Property and equipment, net
Deposits
Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities
Current liabilities:
Accounts payable
Value added tax payable
Accrued employee benefits
Warrant liability
Total current liabilities

Commitments and Contingencies

Shareholders’ equity

Preferred stock (no par value, 1,000,000 shares authorized; none
issued and outstanding as of April 30, 2010 and October 31, 2009)
Common stock ($0.001 par value, 100,000,000 shares
authorized; 37,239,536 issued and

outstanding as of April 30, 2010 and October 31, 2009)
Additional paid-in capital

Common stock warrants

Reserves

Accumulated other comprehensive income

Retained earnings

Total shareholders’ equity

Note

11

11

10

11

16

14

15
16

April 30,
2010
US$

(Unaudited)

23,391,609
14,900,545

2,934,928
1,462,887

164,566
42,854,535

2,164,720
18,557,480

63,576,735

279,063
498,090
1,339,371
342,770
2,459,294

37,240
7,613,119
496,732
3,372,697
3,207,770
46,389,883
61,117,441

October 31,
2009
US$

(Audited)

8,111,514
23,203,410
130,199
3,024,016

89,281
102,613
34,661,033

2,352,163
16,137,000

53,150,196

369,329
1,186,642
1,136,267

2,692,238

37,240
7,596,525
496,732
3,372,697
3,367,659
35,587,105
50,457,958

5
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Total liabilities and shareholders’ equity 63,576,735 53,150,196

The accompanying notes are an integral part of these financial statements.
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RENHUANG PHARMACEUTICALS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Sales, net
Cost of goods sold
Gross profit

Operating and administrative expenses:
Sales and marketing

General and administrative

Research and development

Total operating expenses

Income from operations

Other income:

Interest income

Income from operations before income tax
expenses

Income tax expenses
Net income

Other comprehensive income:
Cumulative currency translation
adjustments

Total comprehensive income

Earnings per common stock- Basic
Earnings per common stock - Diluted

Weighted average common stock
outstanding

Basic

Diluted

Note

Three months ended

April 30,
2010 2009
US$ US$
(Unaudited) (Unaudited)
12,092,506 8,702,878
(5,877,856)  (4,402,550)
6,214,650 4,300,328
1,265,319 1,119,855
974,825 597,740
570,557 494,202
2,810,701 2,211,797
3,403,949 2,088,531
15,699 10,022
3,419,648 2,098,553
3,419,648 2,098,553
(162,404) 79,271
3,257,244 2,177,824
0.09 0.06
0.09 0.06
37,239,536 35,096,680
37,917,140 35,096,680

Six months ended

April 30,
2010 2009
US$ US$
(Unaudited)  (Unaudited)
29,225,120 22,472,875
(13,530,494) (10,883,043)
15,694,626 11,589,832
2,404,300 1,417,945
1,791,794 1,219,773
722,921 605,980
4,919,015 3,243,698
10,775,611 8,346,134
27,166 19,150
10,802,777 8,365,284
10,802,777 8,365,284
(159,889) 14,168
10,642,888 8,379,452
0.29 0.24
0.29 0.24
37,239,536 35,096,680
37,724,214 35,096,680

The accompanying notes are an integral part of these financial statements.
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RENHUANG PHARMACEUTICALS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to operating activities:

Depreciation of property and equipment
Warrants issued for services
Share compensation

Changes in assets and liabilities:

Decrease (increase) in trade receivables
Decrease (increase) in due from related parties
Decrease in inventory, net

Decrease in prepayments

(Increase) decrease in other receivables, net
Decrease in accounts payable

Decrease in value added tax payable

Increase in accrued employee benefits

Net cash provided by operating activities

Cash flows from investing activities:
Purchase of property and equipment
Deposits for office properties

Net cash used in investing activities

Effect of exchange rate changes on cash

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Supplemental disclosure of cash flow information:
Cash paid during the year for income taxes
Interest paid during the year

For the six months ended

April 30,
2010 2009
US$ US$
(Unaudited) (Unaudited)
10,802,777 8,365,284
181,076 177,224
342,770 -
16,594 -
8,238,225 (4,458,764)
129,841 (448,118)
80,613 569,231
89,036 33,659
(62,244) 80,803
(89,235) (77,331)
(685,259) (270,979)
206,296 216,565
19,250,490 4,187,574
- (16,212)
(3,928,614) -
(3,928,614) (16,212)
(41,781) 6,215
15,280,095 4,177,577
8,111,514 9,747,693
23,391,609 13,925,270

The accompanying notes are an integral part of these financial statements.
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RENHUANG PHARMACEUTICALS, INC.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
April 30, 2010 and 2009

1. ORGANIZATION AND NATURE OF OPERATION

The accompanying consolidated financial statements include the financial statements of Renhuang Pharmaceuticals,
Inc. (“Renhuang”) and its subsidiaries. Renhuang and its subsidiaries are collectively referred to as the “Company.”

Renhuang was incorporated in the State of Nevada on August 18, 1988, originally under the corporate name of
Solutions, Incorporated. It was inactive until August 16, 1996, when it changed its corporate name to Suarro
Communications, Inc, and engaged in the business of providing internet based business services. This line of business
was discontinued in 2006, and Renhuang became a non-operating public company. Renhuang underwent a number of
corporate name changes as follows:

June 1997ComTech Consolidation Group, Inc
February 1999E-Net Corporation
May 1999E-Net Financial Corporation
January 2000E-Net.Com Corporation
February 2000E-Net Financial. Com Corporation
January 2002Anza Capital, Inc (“Anza”)
June 2006Renhuang Pharmaceuticals, Inc.

Effective August 28, 2006, Renhuang completed the acquisition of 100% ownership of Harbin Renhuang
Pharmaceutical Company Limited, a company incorporated in the British Virgin Islands. As a result, Harbin
Renhuang Pharmaceutical Company Limited became a wholly owned subsidiary of Renhuang.

Harbin Renhuang Pharmaceutical Company Limited owns 100% of the registered capital of Harbin Renhuang
Pharmaceutical Co. Ltd (“Renhuang China”).

The core activities of subsidiaries included in the consolidated financial statements are as follow:
Harbin Renhuang Pharmaceutical Company Limited — Investment holding.
Renhuang China — Development, manufacturing and distribution of pharmaceutical products.

Renhuang China’s principal country of operations is the People’s Republic of China (the “PRC”) and maintains their
accounting records in Renminbi (“RMB”). Substantially all of the Company’s assets and operation are located in the
PRC.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of presentation of financial statements

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
generally accepted accounting principles for interim financial information and with the instructions to Form

10-Q. Accordingly, they do not include all of the information and footnotes required by generally accepted
accounting principles for complete financial statements and related notes. The accompanying unaudited condensed
consolidated financial statements and related notes should be read in conjunction with the audited consolidated
financial statements of the Company and notes thereto for the year ended October 31, 2009, which are included in the
Company’s Form 10-K for the year ended October 31, 2009, filed with the SEC on January 29, 2010.
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In the opinion of management, the accompanying unaudited condensed consolidated financial statements contain all
adjustments (which include only normal recurring adjustments) necessary to present fairly the balance sheets of
Renhuang Pharmaceuticals, Inc. and its subsidiaries as of April 30, 2010, the results of their operations for the three
and six months ended April 30, 2010 and 2009, and their cash flows for the six months ended April 30, 2010 and
2009. The results of operations for the three and six months ended April 30, 2010 and 2009 are not necessarily
indicative of the results to be expected for the entire year.

4
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RENHUANG PHARMACEUTICALS, INC.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
April 30, 2010 and 2009

The accompanying condensed consolidated financial statements are expressed in terms of US dollars.

In June 2009, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standard
(“SFAS”) No. 168, The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting
Principles, a replacement of FASB Statement No. 162. This statement modifies the Generally Accepted Accounting
Principles (“GAAP”) hierarchy by establishing only two levels of GAAP, authoritative and nonauthoritative accounting
literature. Effective July 2009, the FASB Accounting Standards Codification (“ASC”), also known collectively as the
“Codification,” is considered the single source of authoritative U.S. accounting and reporting standards, except for
additional authoritative rules and interpretive releases issued by the SEC. Nonauthoritative guidance and literature
would include, among other things, FASB Concepts Statements, American Institute of Certified Public Accountants
Issue Papers and Technical Practice Aids and accounting textbooks. The Codification was developed to organize
GAAP pronouncements by topic so that users can more easily access authoritative accounting guidance. It is

organized by topic, subtopic, section, and paragraph, each of which is identified by a numerical designation. This
statement applies beginning in third quarter 2009. All accounting references have been updated, and therefore SFAS
references have been replaced with ASC references.

The Company operates in one operating segment in accordance with accounting guidance FASB ASC Topic 280,
“Segment Reporting.” Our CEO has been identified as the chief operating decision maker as defined by FASB ASC
Topic 280.

Principles of consolidation
The condensed consolidated financial statements include the financial statements of Renhuang and its subsidiaries.
All inter-company transactions and balances have been eliminated in consolidation.

Effective beginning second quarter 2009, the FASB Topic 810, “Consolidation Topic,” revised the accounting treatment
for noncontrolling minority interests of partially-owned subsidiaries. Noncontrolling minority interests represent the
portion of earnings that is not within the parent company’s control. These amounts are now required to be reported as
equity instead of as a liability on the balance sheet. In addition this statement requires net income from noncontrolling
minority interest to be shown separately on the consolidated statements of operations and comprehensive income. As
the Company has no noncontrolling interest at April 30, 2010, this change did not have an impact on the Company’s
condensed consolidated financial statements.

Use of estimates

The preparation of these consolidated financial statements in conformity with US GAAP requires management to
make estimates and assumptions that affected the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the dates of the consolidated financial statements and the reported amounts of net
sales and expenses during the reported periods.

Significant estimates and assumptions by management include, among others, uncollectible accounts receivable, slow
moving, obsolete and/or damaged inventory, property and equipment, reserve for employee benefit obligations, stock
warrant valuation, and other uncertainties. Actual results may differ from these estimates. The current economic
environment has increased the degree of uncertainty inherent in these estimates and assumptions.

11
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RENHUANG PHARMACEUTICALS, INC.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
April 30, 2010 and 2009

Foreign currency translation

The Company’s principal country of operations is the PRC. The financial position and results of operations of the
subsidiaries are determined using the local currency (“Renminbi” or “RMB”) as the functional currency.

Translation of amounts from RMB into US dollars for reporting purposes is performed by translating the results of
operations denominated in foreign currency at the weighted average rate of exchange during the reporting period.
Assets and liabilities denominated in foreign currencies at the balance sheet date are translated at the market rate of
exchange ruling at that date. The registered equity capital denominated in the functional currency is translated at the
historical rate of exchange at the time of capital contribution. All translation adjustments resulting from the translation
of the financial statements into the reporting currency (US dollars) are reported as a component of accumulated other
comprehensive income in shareholders’ equity.

As of April 30, 2010 and October 31, 2009 the exchange rate was RMB6.84 and RMB6.82, respectively. Translation
adjustment totaled ($162,404) and $79,271 for the three months ended April 30, 2010 and 2009, respectively, and
($159,889) and $14,168 for the six months ended April 30, 2010 and 2009.

Cash and cash equivalents

Cash and cash equivalents represent cash on hand and demand deposits placed with banks or other financial
institutions, which have original maturities less than three months. There are no restriction to cash at April 30, 2010
and October 31, 2009. Substantially all of the Company’s cash is held in bank accounts in the PRC and is not
protected by the Federal Deposit Insurance Corporation (“FDIC”) insurance or any other similar insurance. Given the
current economic environment and risks in the banking industry, there is a risk that deposits may not be readily
available.

Trade receivables, net

Trade receivables are recorded at the invoiced amount and do not bear interest. Trade receivable payment terms vary
and amounts due from customers are stated in the financial statements net of an allowance for doubtful accounts and
sales rebates. The Company maintains an allowance for doubtful accounts for estimated losses inherent in its trade
receivables. Trade receivables outstanding longer than the payment terms are considered past due. The Company
determines its allowance by considering a number of factors, including the length of time the trade receivable is past
due, the Company’s previous loss history, the counter party’s current ability to pay its obligation to the Company, and
the condition of the general economy and the industry as a whole. The Company writes off receivables when they are
deemed uncollectible, and payments subsequently received on such trade receivables are credited to the allowance for
doubtful accounts. There were no write offs for the three and six months ended April 30, 2010 and 2009. The
Company does not have any off-balance sheet credit exposure related to its customers.

Inventory, net
Inventory consists of raw materials, work-in-progress and finished goods and is valued at the lower of cost or market
value. The value of inventory is determined using the weighted average cost method and includes any related

production overhead costs incurred in bringing the inventory to their present location and condition. Overhead costs
included in finished goods include, direct labor cost and other costs directly applicable to the manufacturing process.

13
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The Company estimates an inventory allowance for excessive, slow moving and obsolete inventories as well as
inventory whose carrying value is in excess of net realizable value. Inventory amounts are reported net of such
allowances. There were no inventory write offs for the three and six months ended April 30, 2010 and 2009.

6
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RENHUANG PHARMACEUTICALS, INC.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
April 30, 2010 and 2009

Property and equipment, net

Property and equipment are recorded at cost. Expenditures for major additions and improvements are capitalized and
minor replacements, maintenance, and repairs are charged to expense as incurred. When property and equipment are
retired or otherwise disposed of, the cost and accumulated depreciation are removed from the accounts and any
resulting gain or loss is included in the results of operations for the respective period.

Depreciation is provided over the estimated useful lives of the related assets using the straight-line method. The
estimated useful lives for significant property, plant and equipment categories are as follows:

Machinery and equipment 10 years
Office equipment and 5-10 years
furnishings

Motor vehicles 5-10 years

Long-lived assets

The Company’s long-lived assets and other assets (consisting of property and equipment) are reviewed for impairment
in accordance with the guidance of the FASB Topic ASC 360, “Property, Plant, and Equipment,” and FASB ASC Topic
205 “Presentation of Financial Statements.” The Company tests for impairment losses on long-lived assets used in
operations whenever events or changes in circumstances indicate that the carrying amount of the asset may not be
recoverable. Recoverability of an asset to be held and used is measured by a comparison of the carrying amount of an
asset to the future undiscounted cash flows expected to be generated by the asset. If such asset is considered to be
impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the asset
exceeds its fair value. Impairment evaluations involve management’s estimates on asset useful lives and future cash
flows. Actual useful lives and cash flows could be different from those estimated by management which could have a
material effect on our reporting results and financial positions. Fair value is determined through various valuation
techniques including discounted cash flow models, quoted market values and third-party independent appraisals, as
considered necessary. Through the three and six months ended April 30, 2010 and 2009, the Company had not
experienced impairment losses on its long-lived assets. However, there can be no assurances that demand for the
Company’s products or services will continue, which could result in an impairment of long-lived assets in the future.

Warrant liability

On March 25, 2010, the Company issued warrants (the “Warrants”) for 160,000 common shares to a service provider
that have an exercise price of $2.00 per share and a contractual life of 3 years. The terms of the Warrant agreement
include the following factors that in accordance with FASB Topic ASC 815, requires that the Warrants be classified at
their fair value to liabilities each reporting period.

e The holder of the Warrants (the “Holder”) is entitled to the benefits of Rule 144 promulgated under the Securities Act
of 1933, as amended and any other rule or regulation of the SEC that may at any time permit the Holder to sell
securities of the Company to the public without registration. Non compliance with such rules and regulations could
result in the Company having to settle the Warrant obligation in cash.

e The exercise price and number of shares issuable upon exercise of the Warrants (the “Warrant Shares”) are subject to
adjustment for standard dilutive events, including the issuance of common stock, or securities convertible into or

15



Edgar Filing: RENHUANG PHARMACEUTICALS INC - Form 10-Q

exercisable for shares of common stock, that will adversely affect the Holder’s rights under the Warrants. There
were no dilutive events in the three and six months ended April 31, 2010, which would have resulted in an
adjustment to the exercise price or number of Warrant Shares.

16



Edgar Filing: RENHUANG PHARMACEUTICALS INC - Form 10-Q

RENHUANG PHARMACEUTICALS, INC.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
April 30, 2010 and 2009

At April 31, 2010, the fair value of the Company’s warrants liability was $342,770. The Company used the
Black-Scholes valuation model to estimate the fair value of the Warrants. The valuation was based on the
assumptions noted in the following table.

Expected volatility 205.3%
Expected dividends 0%
Expected term (in years) 3 years
Risk-free rate 1.69%

Fair value of financial instruments

The Company applies the provisions of accounting guidance, FASB Topic ASC 825 that requires all entities to
disclose the fair value of financial instruments, both assets and liabilities recognized and not recognized on the
balance sheet, for which it is practicable to estimate fair value, and defines fair value of a financial instrument as the
amount at which the instrument could be exchanged in a current transaction between willing parties. As of April 30,
2010 and October 31, 2009 the carrying value of cash, trade receivables, other receivables, accounts payable, and
warrant liability approximated their fair value.

Fair value measurements

Effective April 1, 2009, the FASB ASC Topic 825, “Financial Instruments,” requires disclosures about fair value of
financial instruments in quarterly reports as well as in annual reports.

The FASB ASC Topic 820, “Fair Value Measurements and Disclosures,” clarifies the definition of fair value for
financial reporting, establishes a framework for measuring fair value and requires additional disclosures about the use
of fair value measurements.

Various inputs are considered when determining the fair value of the Company’s financial instruments. The inputs or
methodologies used for valuing securities are not necessarily an indication of the risk associated with investing in

these securities. These inputs are summarized in the three broad levels listed below.

Level 1 — observable market inputs that are unadjusted quoted prices for identical
assets or liabilities in active markets.

Level 2 — other significant observable inputs (including quoted prices for similar
securities, interest rates, credit risk, etc...).

Level 3 — significant unobservable inputs (including the Company’s own
assumptions in determining the fair value of financial instruments).

The Company’s adoption of FASB ASC Topic 825 did not have a material impact on the Company’s condensed
consolidated financial statements.

The carrying value of financial assets and liabilities recorded at fair value is measured on a recurring or nonrecurring
basis. Financial assets and liabilities measured on a non-recurring basis are those that are adjusted to fair value when a

17
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significant event occurs. The Company had no financial assets or liabilities carried and measured on a nonrecurring
basis during the reporting periods. Financial assets and liabilities measured on a recurring basis are those that are
adjusted to fair value each time a financial statement is prepared.

8

18



Edgar Filing: RENHUANG PHARMACEUTICALS INC - Form 10-Q

RENHUANG PHARMACEUTICALS, INC.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
April 30, 2010 and 2009

The availability of inputs observable in the market varies from instrument to instrument and depends on a variety of
factors including the type of instrument, whether the instrument is actively traded, and other characteristics particular
to the transaction. For many financial instruments, pricing inputs are readily observable in the market, the valuation
methodology used is widely accepted by market participants, and the valuation does not require significant
management discretion. For other financial instruments, pricing inputs are less observable in the market and may
require management judgment.

Revenue recognition

Revenue is recognized in accordance with Staff Accounting Bulletin No. 104, “Revenue Recognition,” which states that
revenue should be recognized when the following criteria are met: (1) persuasive evidence of an arrangement exists;

(2) the service has been rendered; (3) the selling price is fixed or determinable; and (4) collection of the resulting
receivable is reasonably assured.

Interest income is recognized when earned, taking into account the average principal amounts outstanding and the
interest rates applicable.

As of April 30, 2010, the Company has no sales or contracts that included multiple deliverables that would fall under
the scope of FASB Topic ASC 605, “ Multiple Deliverable Revenue Arrangements — A Consensus of the FASB
Emerging Issues Task Force.”

The Company provided annual sales rebates to its distributors based upon sales volumes. Sales rebates are recorded
as a current liability at the time of the sale based upon the Company’s estimates of whether each customer would be
entitled to rebates for the period. At quarter end, the accrued rebate amount is adjusted to the actual amount earned
and reclassified to trade receivables in accordance with legal right of offset. Sales rebates were deducted from sales in
the accompanying consolidated statements of operations and comprehensive income.

As of April 30, 2010 and October 31, 2009, the Company has accrued $1,406,774 and $3,020,898, respectively, for
sales rebates. For the three months ended April 30, 2010 and 2009, the Company has deducted sales rebates in the
amount of $1,506,022 and $2,024,221, respectively, from sales. For the six months ended April 30, 2010 and 2009,
the Company has deducted sales rebates in the amount of $3,908,976 and $5,190,049, respectively, from sales. Sales
rebates are calculated based on terms specified in contracts with individual distributors.

Sales returns and allowances

The Company does not allow return of products except for products that were damaged during shipment. The total
amount of returned product is less than 0.05% of total sales. The cost of damaged products is netted against sales and
cost of goods sold, respectively.

Cost of goods sold

Cost of goods sold primarily consists of direct and indirect manufacturing costs, including production overhead costs,
shipping and handling costs for the products sold.

Sales and marketing
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Sales and marketing costs consist primarily of advertising and market promotion expenses, and other overhead
expenses incurred by the Company’s sales and marketing personnel. Advertising expenses amounted to $1,228,891 and
$1,097,567 during the three months ended April 30, 2010 and 2009, respectively and $2,328,766 and $1,390,251
during the six months ended April 30, 2010 and 2009, respectively.
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Advertising costs are expensed as incurred.

Research and development

Research and development (“R&D”) costs are expensed as incurred.
Employee benefit costs

According to the PRC regulations on pension, a company contributes to a defined contribution retirement plan
organized by municipal government in the province in which the Renhuang China was registered and all qualified
employees are eligible to participate in the plan. Contributions to the plan are calculated at 20% of the employees’
salaries above a fixed threshold amount, employees contribute 4% and the Renhuang China contributes the balance of
16%.

Share-based compensation

For purposes of determining the variables used in the calculation of stock compensation expense under the provisions

of FASB ASC Topic 505, “Equity” and FASB ASC Topic 718, “Compensation — Stock Compensation,” we perform an
analysis of current market data and historical Company data to calculate an estimate of implied volatility, the expected
term of the option and the expected forfeiture rate. With the exception of the expected forfeiture rate, which is not an
input, we use these estimates as variables in the Black-Scholes option pricing model. Depending upon the number of
stock options granted, any fluctuations in these calculations could have a material effect on the results presented in our
condensed consolidated statement of income and other comprehensive income. In addition, any differences between
estimated forfeitures and actual forfeitures could also have a material impact on our financial statements.

Share-based compensation amounted to $14,250 and $0 in the three months ended April 30, 2010 and 2009,
respectively and $16,594 and $0 in the six months ended April 30, 2010 and 2009, respectively.

Taxation

Taxation on profits earned in the PRC has been calculated on the estimated assessable profits for the year at the rates
of taxation prevailing in the PRC in which the Company operates after taking into effect the benefits from any special
tax credits or “tax holidays” allowed in the country of operations.

The Company accounts for income tax under the provisions of FASB ASC Topic 740, “Income Taxes,” which requires
recognition of deferred tax assets and liabilities for the expected future tax consequences of the events that have been
included in the financial statements or tax returns. Deferred income taxes are recognized for all significant temporary
differences between tax and financial statements bases of assets and liabilities. Valuation allowances are established
against net deferred tax assets when it is more likely than not that some portion or all of the deferred tax asset will not
be realized.

The Company does not have any long-term deferred tax assets or liabilities in China that will exist once the tax

holiday expires. The Company does not have any significant deferred tax asset or liabilities that relate to tax
jurisdictions not covered by the tax holiday.
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The Company does not accrue United States income tax on unremitted earnings from foreign operations, as it is the
Company’s intention to invest these earnings in the foreign operations indefinitely.
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Generally, years beginning after fiscal 2006, the Company is open to examination by PRC taxing authorities. In the
United States, we are open to examination from 2006 onward.

Enterprise income tax

On March 16, 2007, the PRC National People’s Congress passed the PRC Enterprise Income Tax Law (“New EIT Law”)
which became effective on January 1, 2008. Pursuant to the New EIT Law, a unified enterprise income tax rate of 25
percent and unified tax deduction standards will be applied consistently to both domestic-invested enterprises and
foreign-invested enterprises. However, the New EIT Law repealed most of the existing preferential tax rates and tax
holidays. A five-year transition period is allowed for enterprises that obtained preferential tax treatment under the

prior tax regime. Under the prior tax regime, foreign-invested enterprises were generally subject to a 30 percent

federal tax rate plus a 3 percent local tax rate for a total tax rate of 33 percent.

Renhuang China secured preferential tax treatment in the jurisdiction where it conducts its manufacturing activity,
where it was granted tax holiday from the local government, for being a new and high-technology enterprise.

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between
the financial statement carrying amounts of existing assets and liabilities and their respective tax basis. Deferred tax
assets, including tax loss and credit carryforwards, and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The
effect of deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes
the enactment date. Deferred income tax expense represents the change during the period in the deferred tax assets and
deferred tax liabilities. The components of the deferred tax assets and liabilities are individually classified as current
and noncurrent based on their characteristics. Deferred tax assets are reduced by a valuation allowance when, in the
opinion of management, it is more likely than not that some portion or all of the deferred tax assets will not be
realized.

A provision has not been made at April 30, 2010 for U.S. or additional foreign withholding taxes on approximately
$46,389,883 of undistributed earnings of foreign subsidiaries because it is the present intention of management to
reinvest the undistributed earnings indefinitely in foreign operations. Generally, such earnings become subject to U.S.
tax upon the remittance of dividends and under certain other circumstances. It is not practicable to estimate the
amount of deferred tax liability on such undistributed earnings.

The Company recognizes that virtually all tax positions in the PRC are not free of some degree of uncertainty due to
tax law and policy changes by the State. However, the Company cannot reasonably quantify political risk factors and
thus must depend on guidance issued by current State officials.

Based on all known facts and circumstances and current tax law, the Company believes that the total amount of
unrecognized tax benefits as of April 30, 2010, is not material to its results of operations, financial condition or cash
flows. The Company also believes that the total amount of unrecognized tax benefits as of October 31, 2009, if
recognized, would not have a material effect on its effective tax rate. The Company further believes that there are no
tax positions for which it is reasonably possible, based on current Chinese tax law and policy, that the unrecognized
tax benefits will significantly increase or decrease over the next 12 months producing, individually or in the aggregate,
a material effect on the Company’s results of operations, financial condition or cash flows.

Value added tax
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The Provisional Regulations of The People’s Republic of China Concerning Value Added Tax promulgated by the
State Council came into effect on January 1, 1994. Under these regulations and the Implementing Rules of the
Provisional Regulations of the PRC Concerning Value Added Tax, value added tax is imposed on goods sold in or
imported into the PRC and on processing, repair and replacement services provided within the PRC.
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Value added tax payable in The People’s Republic of China is charged on an aggregated basis at a rate of 13% or 17%
(depending on the type of goods involved) on the full price collected for the goods sold or, in the case of taxable
services provided, at a rate of 17% on the charges for the taxable services provided, but excluding, in respect of both
goods and services, any amount paid in respect of value added tax included in the price or charges, and less any
deductible value added tax already paid by the taxpayer on purchases of goods and services in the same financial year.

Comprehensive Income

Total comprehensive income is defined as all changes in shareholders’ equity during a period, other than those
resulting from investments by and distributions to shareholders (i.e., issuance of equity securities and dividends).
Generally, for the Company, total comprehensive income equals net income plus or minus adjustments for currency
translation. Total comprehensive income represents the activity for a period net of related tax and was $3,257,244 and
$2,177,824 for the three months ended April 30, 2010 and 2009, respectively and $10,642,888 and $8,379,452 for the
six months ended April 30, 2010 and 2009, respectively.

While total comprehensive income is the activity in a period and is largely driven by net earnings in that period,
accumulated other comprehensive income or loss (“AOCI”) represents the cumulative balance of other comprehensive
income as of the balance sheet date. For the Company, AOCI is primarily the cumulative balance related to the
currency adjustments and decreased overall equity by $159,889 as of April 30, 2010 and increased overall equity by
$14,168 as of April 30, 2009.

Earnings per share

Basic net earnings per common stock is computed by dividing net earnings applicable to common shareholders by the
weighted-average number of common stock outstanding during the period. Diluted net earnings per common stock is
determined using the weighted-average number of common stock outstanding during the period, adjusted for the
dilutive effect of common stock equivalents, using the treasury stock method, consisting of shares that might be issued
upon exercise of common stock warrants. In periods where losses are reported, the weighted-average number of
common stock outstanding excludes common stock equivalents, because their inclusion would be anti-dilutive.

Basic earnings per share is based on the weighted-average number of shares of common stock outstanding. Earnings
per share, assuming dilution, is based on the weighted-average number of shares of common stock outstanding

adjusted for the effects of common stock that may be issued as a result of the following types of potentially dilutive
instruments:

- warrants,

- employee stock options, and

- other equity awards, which include long-term incentive awards.

The FASB Topic ASC 260, “Earnings per Share,” requires the Company to include additional shares in the computation
of earnings per share, assuming dilution. The additional shares included in diluted earnings per share represent the

number of shares that would be issued if all of the Company’s outstanding dilutive instruments were converted into
common stock.
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Diluted earnings per share are based on the assumption that all dilutive options were converted or exercised. Dilution
is computed by applying the treasury stock method. Under this method, options are assumed to be exercised at the
time of issuance, and as if funds obtained thereby were used to purchase common stock at the average market price
during the period.

Warrants

The Company evaluates its warrants on an ongoing basis considering the accounting guidance of FASB Topic ASC
825, which establishes standards for issuers of financial instruments with characteristics of both liabilities and equity
related to the classification and measurement of those instruments. The warrants are evaluated considering the
accounting guidance of FASB Topic ASC 815, which establishes accounting and reporting standards for derivative
instruments, including certain derivative instruments embedded in other contracts, and for hedging activities.

Freestanding financial instruments with characteristics of both liabilities and equity

In accordance with accounting guidance FASB Topic ASC 825, the Company accounts for financial instruments as a
liability if it embodies an obligation to repurchase the issuer’s equity shares, or is indexed to such an obligation, and
that requires or may require the issuer to settle the obligation by transferring assets. Freestanding financial instruments
are financial instruments that are entered into separately and apart from any of the entity’s other financial instruments
or equity transactions, or that is entered into in conjunction with some other transaction and is legally detachable and
separately exercisable. The liability recorded is the per share price to be paid and is offset to equity. As of April 30,
2010 and October 31, 2009, there were no financial instruments recorded as liability.

3. ACCOUNTING PRONOUNCEMENTS

Accounting Standards Update (“ASU”) ASU No. 2010-09 (ASC Topic 855), which amends Subsequent Events
Recognition and Disclosures, ASU No. 2009-16 (ASC Topic 860), which amends Accounting for Transfer of
Financial Assets, ASU No. 2009-05 (ASC Topic 820), which amends Fair Value Measurements and Disclosures -
Overall, ASU No. 2009-08, Earnings per Share, ASU No. 2009-12 (ASC Topic 820), Investments in Certain Entities
That Calculate Net Asset Value per Share, and various other ASU’s No. 2009-2 through ASU No. 2010-19 which
contain technical corrections to existing guidance or affect guidance to specialized industries or entities were recently
issued. These updates have no current applicability to the Company, or their effect on the financial statements would
not have been significant.

In April 2010, the FASB issued Accounting Standards Update, 2010-17, Revenue Recognition—Milestone Method
(Topic 605): “Milestone Method of Revenue Recognition—a consensus of the FASB Emerging Issues Task Force.” This
is an update regarding the milestone method of revenue recognition. The scope of this update is limited to
arrangements that include milestones relating to research or development deliverables. The update specifies criteria
that must be met for a vendor to recognize consideration that is contingent upon achievement of a substantive
milestone in its entirety in the period in which the milestone is achieved. The criteria apply to milestones in
arrangements within the scope of this update regardless of whether the arrangement is determined to have single or
multiple deliverables or units of accounting. The update will be effective for fiscal years, and interim periods within
those years, beginning on or after June 15, 2010. Early application is permitted. Companies can apply this guidance
prospectively to milestones achieved after adoption. However, retrospective application to all prior periods is also
permitted. This update is not expected to have a material impact on the Company’s financial statements.
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In March 2010, the FASB issued Accounting Standards Update, 2010-13, Compensation—Stock Compensation (Topic
718): “Effect of Denominating the Exercise Price of a Share-Based Payment Award in the Currency of the Market in
Which the Underlying Equity Security Trades—a consensus of the FASB Emerging Issues Task Force.” This is an
update regarding the effect of denominating the exercise price of a share-based payment awards in the currency of the
market in which the underlying equity securities trades and that currency is different from (1) entity’s functional
currency, (2) functional currency of the foreign operation for which the employee provides services, and (3) payroll
currency of the employee. The update clarifies that an employee share-based payment award with an exercise price
denominated in the currency of a market in which a substantial portion of the entity’s equity securities trades should be
considered an equity award assuming all other criteria for equity classification are met. The update will be effective
for interim and annual periods beginning on or after December 15, 2010, and will be applied prospectively. Affected
entities will be required to record a cumulative catch-up adjustment for all awards outstanding as of the beginning of
the annual period in which the guidance is adopted. This update is not expected to have a material impact on the
Company’s financial statements.
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In March, 2010, the FASB issued Accounting Standards Update, 2010-11, Derivatives and Hedging (Topic 815):
“Scope Exception Related to Embedded Credit Derivatives.” This update clarifies the type of embedded credit
derivative that is exempt from embedded derivative bifurcation requirements. Specifically, only one form of
embedded credit derivative qualifies for the exemption — one that is related only to the subordination of one financial
instrument to another. As a result, entities that have contracts containing an embedded credit derivative feature in a
form other than such subordination may need to separately account for the embedded credit derivative feature. This
update also has transition provisions, which permit entities to make a special one-time election to apply the fair value
option to any investment in a beneficial interest in securitized financial assets, regardless of whether such investments
contain embedded derivative features. This update is effective on the first day of the first fiscal quarter beginning after
June 15, 2010. Early adoption is permitted at the beginning of any fiscal quarter beginning after March 5, 2010. This
update is not expected to have a material impact on the Company’s financial statements

In January 2010, the FASB issued Accounting Standards Update, 2010-06, Fair Value Measurements and Disclosures
(Topic 820): “Improving Disclosures about Fair Value Measurements.” This update provides guidance to improve
disclosures about fair value measurements. This guidance amends previous guidance on fair value measurements to
add new requirements for disclosures about transfers into and out of Levels 1 and 2 and separate disclosures about
purchases, sales, issuances, and settlements relating to Level 3 measurement on a gross basis rather than on a net basis
as currently required. This update also clarifies existing fair value disclosures about the level of disaggregation and
about inputs and valuation techniques used to measure fair value. This guidance is effective for annual and interim
periods beginning after December 15, 2009, except for the requirement to provide the Level 3 activities of purchases,
sales, issuances, and settlements on a gross basis, which will be effective for annual and interim periods beginning
after December 15, 2010. Early application is permitted and, in the period of initial adoption, entities are not required
to provide the amended disclosures for any previous periods presented for comparative purposes. The adoption of this
update did not have a significant impact on the Company’s financial statements.

In October 2009, the FASB issued Accounting Standards Update, 2009-13, Revenue Recognition (Topic 605): *
Multiple Deliverable Revenue Arrangements — A Consensus of the FASB Emerging Issues Task Force.” This update
provides application guidance on whether multiple deliverables exist, how the deliverables should be separated and
how the consideration should be allocated to one or more units of accounting. This update establishes a selling price
hierarchy for determining the selling price of a deliverable. The selling price used for each deliverable will be based
on vendor-specific objective evidence, if available, third-party evidence if vendor-specific objective evidence is not
available, or estimated selling price if neither vendor-specific or third-party evidence is available. The Company will
be required to apply this guidance prospectively for revenue arrangements entered into or materially modified after
January 1, 2011; however, earlier application is permitted. The Company has not determined the impact that this
update may have on its financial statements.

In June 2009, the FASB issued guidance related to accounting for transfers of financial assets. This guidance improves
the information that a reporting entity provides in its financial reports about a transfer of financial assets; the effects of
a transfer on its financial position, financial performance and cash flows; and a continuing interest in transferred
financial assets. In addition, this guidance amends various ASC concepts with respect to accounting for transfers and
servicing of financial assets and extinguishments of liabilities, including removing the concept of qualified special
purpose entities. This guidance must be applied to transfers occurring on or after the effective date. On February 1,
2010, the Company adopted this guidance. The adoption of this guidance did not have a material impact on the
Company’s financial statements.
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In June 2009, the FASB issued guidance which amends certain ASC concepts related to consolidation of variable
interest entities. Among other accounting and disclosure requirements, this guidance replaces the quantitative-based
risks and rewards calculation for determining which enterprise has a controlling financial interest in a variable interest
entity with an approach focused on identifying which enterprise has the power to direct the activities of a variable
interest entity and the obligation to absorb losses of the entity or the right to receive benefits from the entity. On
February 1, 2010, the Company adopted this guidance. The adoption of this guidance did not have a material impact
on the Company’s financial statements.

4. CONCENTRATIONS OF BUSINESS AND CREDIT RISK

The Company conducts all of its primary trade in the PRC. There can be no assurance that the Company will be able
to successfully conduct its trade, and failure to do so would have a material adverse effect on the Company’s financial
position, results of operations and cash flows. Also, the success of the Company’s operations is subject to numerous
contingencies, some of which are beyond management’s control. These contingencies include general economic
conditions, price of raw material, competition, governmental and political conditions, and changes in regulations.
Because the Company is dependent on foreign trade in the PRC, the Company is subject to various additional
political, economic and other uncertainties. Among other risks, the Company’s operations will be subject to risk of
restrictions on transfer of funds, domestic and international customs, changing taxation policies, foreign exchange
restrictions, and political and governmental regulations.

(1) Cash and cash equivalents

The Company maintains certain bank accounts in the PRC which are not protected by FDIC insurance or other
insurance. Cash balance held in PRC bank accounts to $23,391,609 and $8,111,514, as of April 30, 2010 and October
31, 20009, respectively. No cash balances were restricted as at April 30, 2010 and October 31, 2009.

As of April 30, 2010 and October 31, 2009, substantially all of the Company’s cash and cash equivalents were held by
major financial institutions located in the PRC which management believes are of high credit quality.

(2) Sales and trade receivables

The Company provides credit in the normal course of business and substantially all customers are located in the
PRC. The Company performs ongoing credit evaluations of its customers and maintains allowances for doubtful
accounts based on factors surrounding the credit risk of specific customers, historical trends, and other
information. Three individual customers accounted for 10%-12% of net revenues during the three and six months
ended April 30, 2010 and 2009.

The Company’s products are sold throughout the PRC. For three months ended April 30, 2010 and 2009, Siberian
Ginseng (Acanthopanax) Series accounted for 41% and 53%, respectively, of total sales. For six months ended April
30, 2010 and 2009, Siberian Ginseng (Acanthopanax) Series accounted for 44% and 54%, respectively, of total sales.
(3) Foreign currency

The Company operates in China, which may give rise to significant foreign currency risks from fluctuations and the

degree of volatility of foreign exchange rates between U.S. dollars and the Chinese currency RMB.
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(4) Dividends

Payments of dividends may be subject to some restrictions due to the fact that the operating activities are conducted in
a subsidiary residing in the PRC.

(5) Price control

The retail prices of certain pharmaceuticals sold in China, primarily those included in the national and provincial
Medical Insurance Catalogs are subject to price controls in the form of fixed prices or price ceilings. As such, the

retail prices for certain of the Company’s pharmaceutical products can be adjusted downward or upward from time to
time. Price controls did not have a material impact on the Company’s operation in the three and six months ended April
30, 2010 and 2009.

(6) Cost of goods sold

Cost of goods sold is subject to price fluctuations due to various factors beyond the Company’s control, including,
among other pertinent factors, inflation and changes in governmental regulations and programs. The Company
expects cost of goods sold will continue to fluctuate and be affected by inflation in the future. The Company’s raw
materials are purchased from various independent suppliers, and do not rely on any one supplier.

5. INCOME TAXES

Taxation on profits earned in the PRC has been calculated on the estimated assessable profits for the year at the rates
of taxation prevailing in the PRC in which the Company operates after taking into effect the benefits from any special
tax credits or “tax holidays” allowed in the country of operations. If the Company did not have tax holiday, the effects

of the tax per share were as follows:

Three months

ended Six months ended
April 30, April 30,

2010 2009 2010 2009

US$ US$ US$ US$
Tax savings 854,912 524,638 2,700,6942,091,321
Benefit per share:
Basic 0.02 0.01 0.07 0.06
Diluted 0.02 0.01 0.07 0.06

Had the tax exemption not been in place for the three and six months ended April 30, 2010 and 2009, the Company
estimates the following proforma financial statement impact:

Three months ended Six months ended
April 30, April 30,
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Net income before tax provision, as reported
Less Tax savings

Proforma Net income

Proforma Net income per share:

Basic

Diluted

16

2010 2009
UsS$ US$

3,419,6482,098,553
(854,912) (524,638)
2,564,7361,573,915

0.07 0.04
0.07 0.04

2010
USS$

2009
US$

10,802,777 8,365,284
(2,700,694)( 2,091,321)
8,102,083 6,273,963

0.22
0.21

0.18
0.18
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6. EARNINGS PER SHARE

When calculating diluted earnings per share for common stock equivalents, the Earnings Per Share Topic, ASC 260,
requires the Company to include the potential shares that would be outstanding if all outstanding stock options or
warrants were exercised. This is offset by shares the Company could repurchase using the proceeds from these

hypothetical exercises to obtain the common stock equivalent.

The following reconciles the components of the EPS computation:

Income Shares Per Share
(Numerator) (Denominator) Amount
US$ US$
For the three months ended April 30, 2010:
Net income 3,419,648
Basic EPS income available to common shareholders 3,419,648 37,239,536 0.09
Effect of dilutive securities:
Share options 27,235
Warrants - 650,369
Diluted EPS income available to common shareholders 3,419,648 37,917,140 0.09
For the three months ended April 30, 2009:
Net income 2,098,553
Basic EPS income available to common shareholders 2,098,553 35,096,680 0.06
Effect of dilutive securities:
Share options - -
Warrants - -
Diluted EPS income available to common shareholders 2,098,553 35,096,680 0.06

For the three months ended April 30, 2010, 70,000 share options were excluded from the calculation of diluted
earnings per share because the exercise price exceeded the average price of the Company’s common stock.

For the three months ended April 30, 2009, there were no securities or other contracts to issue common stock that
need to be considered in the diluted earnings per share calculation.

Income Shares Per Share
(Numerator) (Denominator)  Amount
US$ US$
For the six months ended April 30, 2010:
Net income 10,802,777
Basic EPS income available to common shareholders 10,802,777 37,239,536 0.29
Effect of dilutive securities:
Share options 10,721
Warrants - 473,957
Diluted EPS income available to common shareholders 10,802,777 37,724,214 0.29

For the six months ended April 30, 2009:
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Net income 8,365,284

Basic EPS income available to common shareholders 8,365,284 35,096,680
Effect of dilutive securities:

Share options - -
Warrants - -
Diluted EPS income available to common shareholders 8,365,284 35,096,680
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0.24

0.24
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For the six months ended April 30, 2010, 70,000 share options and 160,000 warrants were excluded from the
calculation of diluted earnings per share because the exercise price exceeded the average price of the Company’s
common stock.

For the six months ended April 30, 2009, there were no securities or other contracts to issue common stock that need
to be considered in the diluted earnings per share calculation.

7. TRADE RECEIVABLES, NET

The trade receivables amount included in the condensed consolidated balance sheets as at April 30, 2010 and October
31, 2009 were as follows:

2010 2009

US$ US$
Trade receivables 16,749,583 26,667,816
Less: Sales rebates (1,406,774) (3,020,898)
Less: Allowance for doubtful accounts (442,264) (443,508)
Trade receivables, net 14,900,545 23,203,410

8. OTHER RECEIVABLES, NET

The other receivables amount included in the condensed consolidated balance sheets as at April 30, 2010 and October
31, 2009 were as follows:

2010 2009

US$ US$
Other receivables 523,922 462,980
Less: Allowance for doubtful accounts (359,356) (360,367)
Other receivables, net 164,566 102,613

9. INVENTORY, NET

The inventory amounts included in the condensed consolidated balance sheets for as at April 30, 2010 and October 31,
2009 comprised of:

2010 2009

US$ US$
Raw materials 1,553,130 1,530,283
Work-in-progress 901,611 1,006,984
Finished goods 544,241 550,982
Less: Inventory reserves (64,054) (64,233)
Inventory, net 2,934,928 3,024,016
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10. PROPERTY AND EQUIPMENT, NET

Property and equipment and related accumulated depreciation as of April 30, 2010 and October 31, 2009 were as
follows:

2010 2009

US$ US$
Machinery and equipment 3,425,788 3,435,421
Office equipment and furnishings 54,595 53,086
Motor vehicles 52,937 54,749

3,533,320 3,543,256
Less: Accumulated depreciation (1,368,600) (1,191,093)
Net book value 2,164,720
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