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Submission of Financial Statements

We are including in this Current Report on Form &ud€ unaudited consolidated financial statementshfe three months and nine
months ended September 30, 2008 and 2009 andecember 31, 2008 and September 30, 2009 as E@Silit

Sales. Sales increased 40.1% to $47.8 million in the mioaths ended September 30, 2009 from $34.1 miitidhe nine month
ended September 30, 2008. Our sales in the nimhmended September 30, 2009 comprised salesatif/eleBilive, Anflu, Panflu and
Panflu.1. The total number of doses sold increfsad 6.0 million in the nine months ended Septen8ikr2008 to 10.8 million in the nine
months ended September 30, 2009. Sales growtle initle months ended September 30, 2009 was matrilyuéed to (i) increased sales of
Healive driven by the entry into the public markat fulfillment of the purchase order of Ministriytdealth, or MOH, as part of MOH’s
vaccination campaign, (ii) significantly increassades of Anflu due to swine flu break out in cutng@ar which stimulates the demand of the
seasonal flu vaccines, (iii) increased sales df/8itlue to a successful marketing campaign, and@mmencement of sales of Panflu and
Panflu.1.

Cost of Sales. Cost of sales increased 67.0% to $8.9 million &ritme months ended September 30, 2009 from $3li8min the
nine month ended September 30, 2008.

Gross Profit . Gross profit increased 35.1% to $38.9 million ia ttine months ended September 30, 2009 from $2@i8min the
nine month ended September 30, 2008. Gross prafigimwas decreased to 81.4% in the nine monthade8dptember 30, 2009 from 84.4%
in the nine months ended September 30, 2008. Tdesgnargin was adversely affected by the loweinggfirice of Healive vaccine delivered
to the Ministry of Health, of which approximately32million doses were delivered in the first ninenths of 2009 and favorably impacted by
the utilization of the Anflu production line to ptoce Panflu and Panflu.1 and expanded productiameof Bilive.

Operating Expenses . Total operating expenses for the nine months@&&adptember 30, 2009 were $15.2 million, compaoe®ll 6.2
million in the nine months ended September 30, 2008

Selling, General and Administrative Expenses. Selling, general and administrative expenses, @&/A€éxpenses, decreased 11.0%
$11.9 million in the nine months ended Septembef809 from $13.4 million in the nine months en&eghtember 30, 2008, primarily due to
economic scale associated with the significant ¢gnaf sales. SG&A expenses as a percentage &f datreased to 25.0% in the nine ma
ended September 30, 2009 from 39.3% in the ningmsa@nded September 30, 2008. The lower SG&A exgeas a percentage of sales
resulted primarily from the increased economiesaale associated with the significant growth oésalnd the higher portion of Healive sold
to the government.

Research and Development Expenses . Research and development expenses increased3® 14 $2.8 million in the nine months
ended September 30, 2009 from $2.4 million in tine months end September 30, 2008, primarily remtasy amounts spent to complete
clinical trial for the HIN1 influenza virus and tesearch and develop the EV 71 vaccine, pneumokeoappigated vaccine and universal
pandemic influenza vaccine.

Operating Income. Operating income increased 90.3 % to $23.7 mililiothe nine months ended September 30, 2009 frarb$1
million in the nine months ended September 30, 2008




Interest and Financing Expenses. Interest and financing expenses decreased by 2306%%71,349 in the nine months ended
September 30, 2009 from $747,496 in the nine moeided September 30, 2008, mainly resulting fronelcaverage effective interest rate.

Income Taxes . We incurred an income tax expense of $6.4 millimthe nine months ended September 30, 2009 compaf&3i2
million in the nine months ended September 30, 2008

Net Income . Net income increased to $17.0 million in the ninenths ended September 30, 2009 from a net incorf#8.6fmillion
in the nine months ended September 30, 2008.

Net Income Attributable to the Stockholders . Net income attributable to the stockholders incedas $11.1 million, or $0.26 per
diluted share, in the nine months ended Septenthe2@9, from net income attributable to the staddtbrs of $5.6 million, or $0.13 per
diluted share, in the nine months ended Septenthez(®8.

As of September 30, 2009, our cash and cash eguigalotaled $46.6 million, compared to $32.9 miillas of December 31, 2008.
The increase in cash and cash equivalents primafigcts an advance payment received for a vaestimekpiling program.

Recent Accounting Pronouncements

Our unaudited consolidated financial statement leeen prepared on the same basis as our auditedlidated financial stateme
included in our annual report on Form 20-F forykar ended December 31, 2008, as amended, otimettghamounts in relation to non-
controlling interest, formerly referred to as mitywinterest, which have been reclassified in adaoce with Statements of Financial
Accounting Standards Statement No. 160, Non-cdirtgplnterests in Consolidated Financial Statemesmisamendment of ARB No. 51
(“SFAS 160"), now codified in Accounting Standai@edification (“ASC”) Subtopic 810-10, Consolidatiomhich was adopted by us on
January 1, 2009. SFAS 160 (codified in Subtopic-8QPmust be applied prospectively as of the bagmof the fiscal year in which it is
initially applied, except for the presentation atisclosure requirements. The presentation andadisok requirements must be applied
retrospectively for all periods presented. If waevid adopt SFAS 160 retrospectively, our finanitdrmation for the years ended
December 31, 2006, 2007 and 2008 and as of Dece3ib@007 and 2008 would be recast as follows:

Financial statement lineitemsin consolidated balance sheets as of December 31, 2007 and 2008 affected by the retrospective application of
the presentation and disclosure requirements of SFAS 160 (codified in ASC Subtopic 810-10)

December 31, 2007

Financial statement line item affectec Prior to adopting SFAS 160 ($ After adopting SFAS 160 ($)

Minority interest 2,897,68 —
Non-controlling interes — 2,897,68
Total equity 30,003,85 32,901,54

December 31, 2008

Financial statement line item affected Prior to adopting SFAS 160 ($) After adopting SFAS 160 ($)

Minority interest 7,185,34! —
Non-controlling interes — 7,185,34!
Total Equity 49,713,77 56,899,12




Financial statement lineitemsin consolidated statements of operations and comprehensive income (loss) for each of the year ended
December 31, 2006, 2007 and 2008 affected by the retrospective application of the presentation and disclosure requirements of SFAS 160
(codified in ASC Subtopic 810-10)




December 31, 2006

Financial statement line item affectec

Prior to adopting SFAS 160

®

After adopting SFAS 160
®

Minority interest share of (earnings) Ic
Net income attributable to n-controlling interes

Cumulative translation adjustme
Comprehensive income (los
Comprehensive income (loss) attributable to stolddrs

Other comprehensive incor
- Foreign currency translation adjustm

Comprehensive income attributable to -controlling interes
Comprehensive income (los

December 31, 2007

Financial statement line item affected

(1,001,27Y

302,49(
(393,54

Prior to adopting SFAS 160
(%)

(1,001,27)

(393,54))

(405,15¢)

293,63
(99,910

After adopting SFAS 160
(%)

Minority interest share of (earnings) Ic
Net income attributable to n-controlling interes

Cumulative translation adjustme
Comprehensive incorr
Comprehensive income attributable to stockhol

Other comprehensive incor
- Foreign currency translation adjustm

Comprehensive income attributable to -controlling interes
Comprehensive incorr

December 31, 2008

Financial statement line item affected

(3,562,50)

1,310,98!
8,961,39

Prior to adopting SFAS 160
(%)

(3,562,50)

8,961,39.

(1,416,41)

835,10:
9,796,49.

After adopting SFAS 160
(%)

Minority interest share of (earnings) Ic
Net income attributable to n-controlling interes

Cumulative translation adjustme
Comprehensive incorr
Comprehensive income attributable to stockhol

Other comprehensive incor
- Foreign currency translation adjustm

Comprehensive income attributable to -controlling interes
Comprehensive incorr

(4,205,40)

2,186,76!
10,196,99

(4,205,40)

10,196,99

2,269,02

4,287,66.
14,484,65
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SINOVAC BIOTECH LTD.

Consolidated Balance Sheets
(Unaudited)
(Expressed in U.S. Dollars)

September 30 December 31
2009 2008
ASSETS
Current assets
Cash and cash equivale $ 46,579,78 $ 32,894,10
Accounts receivabl- net (notes 3 and ¢ 36,917,622 19,486,59
Inventories (note 4 13,541,46 6,486,35:
Income tax refundabl — 348,01¢
Prepaid expenses and deposits (note 1! 877,26( 933,29°
Deferred tax asse 678,62( 1,189,83.
Total current assets 98,594,75 61,338,19
Property, plant and equipment(notes 6 and & 21,426,87 19,262,009
Long term inventories (note 5) 3,110,82 942,51
Deferred tax asset 532,85:¢ 569,93
Licenses and permits(notes 7 and € 794,56 1,090,47
Total assets $ 124,459,88 83,203,22
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities
Loans payable (note ! $ 21,937,52 8,024,27
Accounts payable and accrued liabilities (note 14,301,30 11,909,03
Income tax payable (note 1 2,962,83 —
Due to related parties (note 10( 46,97 46,97
Dividends payable to ni-controlling shareholdeof Sinovac Beijing 115,95° 115,67
Deferred tax liability (note 12 768,87¢ —
Deferred research grants (note 1,051,09! 1,182,70.
Total current liabilities 41,184,55 21,278,66
Deferred government grants (note 2,690,38: 2,836,99
Loan payable (note ¢ — 2,188,43!
Deferred revenue (note 1 9,798,76! —
Long-term debt 12,489,14 5,025,43.
Total liabilities 53,673,70 26,304,09
Commitments and contingencie(notes 6, 10(b), 12 and 1
STOCKHOLDERS' EQUITY
Preferred stock — —
Authorized 50,000,000 shares at par value of $0e2@hissued and outstanding: |
Common stock(note 13) 42,58 42,89
Authorized: 100,000,000 shares at par value of(80ehach Issued and outstanding: 42,583,761
(200¢- 42,893,928
Additional paid in capital 42,299,50 41,629,50
Accumulated other comprehensive income 4,218,71 4,143,22!
Dedicated reserve: 5,549,68 5,549,68
Retained earnings (accumulated deficit) 9,407,16! (1,651,53)
Total stockholders’ equity 61,517,64 49,713,77
Non-controlling interest (note 9) 9,268,53 7,185,34!
Total equity 70,786,18 56,899,122
Total liabilities and equity $ 124,459,88 83,203,22

The accompanying notes are an integral part of thesconsolidated financial statements.






SINOVAC BIOTECH LTD.

Consolidated Statement of Changes in Stockholdrsity
September 30, 2009

(Unaudited)

(Expressed in U.S. Dollars)

Accumulated Retained
Additional other earnings Total Non-
Common stock paid in comprehensive Dedicated (accumulated stockholders  controlling Total
Shares Amount capital income reserves deficit) equity interest equity

Balance, December 31, 20(42,893,92 $42,89 $41,629,50 $ 4,143,22!$5,549,68. $ (1,651,53)$49,713,77 $7,185,34! $56,899,12

Stocl-based compensatic — — 308,19! — — — 308,19! — 308,19!
Share buyback (note 13(z (542,76°) (542) (335,289 — — — (335,83) —  (335,83)
Exercise of stock optior 232,60( 232 693,05: — — — 693,28! — 693,28!

Share subscription receivec
(note 13(a), — — 4,03t — — — 4,03t — 4,03t

Other comprehensive incor
- Other comprehensive
income attributable to
NCI — — — — — — — 15,23¢ 15,23¢
- Other comprehensive
income attributable to
stockholders — — — 75,49 — — 75,49 — 75,49:

Net income for the perio
- Net income attributable to

nor-controlling interes — — — — — — — 5,917,21! 5,917,21!
- Net income attributable to

stockholders — — — — — 11,058,69 11,058,69 11,058,69.
Dividend to non-controlling

interest — — — — — — — (3,849,26) (3,849,26)
BalanceSeptember 30

2009 42,583,76 $42,58: $42,299,50 $ 4,218,71 $5,549,68-$ 9,407,161 $61,517,64 $9,268,53 $70,786,18

The accompanying notes are an integral part of thesconsolidated financial statements.




SINOVAC BIOTECH LTD.

Consolidated Statements of Income and Comprehensiviecome
Three Months and Nine Months Ended September 31 a6d 2008

(Unaudited)
(Expressed in U.S. Dollars)

Sales

Cost of sales- (exclusive of depreciation of land-use rights
and amortization of licenses and permits of $102 (2808
- $102,742) for three months and $314,081 (26282,575

for nine month:

Gross profit

Selling, general and administrative expense(notes 10 and

14)

Research and development expens- net of $133,176
(2008- $16,829) for three months and $261,861 (2008
$147,958) for nine months in government researahtg

Depreciation of property, plant and equipment and
amortization of licenses and permits

Total operating expense:

Operating income

Interest and financing expenses

Interest income and other income (expense(note 10)
Income before income taxes and nc¢-controlling interest

Income taxes recovery (expense)
- Current
- Deferred

Consolidated net income for the perioc

Less: net income attributable to nor-controlling interest
Net income attributable to the stockholders
Net income for the period
Other comprehensive income
Foreign currency translation adjustment
Total comprehensive income
Less: comprehensive income attributable to nc-
controlling interest
Comprehensive income attributable to stockholder:
Earnings per share- basic and diluted
Weighted average number of shares of common stock
outstanding
- Basic
- Diluted

Three months endec

September 30

Nine months endec

September 30

2009 2008 2009 2008
$ 21,22468 $ 875367 $ 47,809,11 $  34,137,10
3,675,69! 1,658,86: 8,886,25. 5,320,66
17,548,99 7,094,80! 38,922,86 28,816,43
3,519,97 3,791,91( 11,927,87 13,408,45
1,443,83. 811,90: 2,753,00! 2,408,74!
179,96 178,40 511,83 526,11
5,143,77: 4,782,22. 15,192,72 16,343,31
12,405,21 2,312,58 23,730,13 12,473,12
(246,03) (189,93Y) (571,349 (747,49))
77,30( 58,45¢ 243,45 (36,68
12,236,48 2,181,10! 23,402,23 11,688,93
(3,230,98) (1,005,17) (5,026,90) (4,229,61)
(551,479 94,02t (1,399,42) 991,46
8,454,01 1,269,96: 16,975,90 8,450,78
(3,228,65)) (530,08)) (5,917,21) (2,814,70)
$ 522535 $ 739.87¢ $§ 11,05869 $  5,636,08
$  8,454,0L 1,269,96: 16,975,90 8,450,78
64,10¢ 33,63 90,72¢ 2,358,95!
8,518,12| 1,303,60! 17,066,63 10,809,74
3,229,59! 522,96( 5,932,45. 2,889,65
$ 528852 $ 780,64( $ 11,13418 $  7,920,08
$ 0.1: $ 0.0: $ 0.2¢ $ 0.1¢
42,428,75 42,873,51 42,574,92 42,299,18
43,631,57 43,142,78 42,758,10. 42,638,58

The accompanying notes are an integral part of thesconsolidated financial statements.




SINOVAC BIOTECH LTD.

Consolidated Statements of Cash Flows

Three Months and Nine Months Ended September 31 a6d 2008
(Unaudited)

(Expressed in U.S. Dollars)

Three Months ended September 3

Nine Months ended September 3

2009 2008 2009 2008
Cash flows from (used in) operating activities
Net Income for the perio $ 8,454,010 $ 1,269,96. $ 16,975,900 $ 8,450,78
Adjustments to reconcile net income to net caskl bye
operating activities
- deferred income taxe 551,47¢ (94,029 1,399,42! (991,46))
- loss (income) on disposal fixed ass 641 2,24¢ (6,709) 2,24¢
- stocl-based compensatic 180,15: 16,63¢ 308,19! 49,90°
- provision for doubtful debt (1,595,78) 408,28 717,13 1,968,20
- depreciation of property, plant and equipment, an
amortization of license 529,95 517,75: 1,394,06. 1,298,31.
- research and development expenditures qualified f
government grar (133,176 (16,829 (261,86)) (147,67
Change in other assets and liabilit
- accounts receivab (3,545,19) 4,718,24 (18,088,75) (8,650,83)
- inventories (4,063,14) (1,620,12)) (9,198,78) (3,934,750
- income tax refundable (payab 3,482,34! — 3,309,31 —
- prepaid expenses and depo (197,729 273,07¢ 58,09¢ 188,78
- advance from stockpiling progra 147,16( — 9,791,72! —
- accounts payable and accrued liabili 3,646,22! (2,168,84,) 2,362,43! 1,973,56;
Net cash provided by operating activities 7,456,94! 3,306,38! 8,760,21. 207,08¢
Cash flows from (used in) financing activities
Loan proceed — (3,572,01) 16,074,28 —
Loan repaymer (4,384,35) 2,143,201 (4,384,35|) (3,572,01))
Proceeds from issuance of common st 693,28! — 693,28! 2,143,201
Repurchase of common sha — — (335,83) 9,854,56!
Loan repayment from non-controlling shareholder of
Sinovac Beijing 1,461,29: — — —
Proceeds from shares subscril 4,03t 20,06( 4,03t 20,06(
Dividends paid to non-controlling shareholder ai®iac
Beijing (3,846,50) — (3,846,50) (2,947,87)
Government grant receivt 171,32¢ 143,62¢ 171,32¢ 214,32.
Net cash provided by (used in) financing activitie (5,900,91) (1,265,11) 8,376,23! 5,712,261
Cash flows from (used in) investing activitie:
Restricted cas — 434,19¢ — (725)
Acquisition of property, plant and equipm:e (1,718,44) (1,046,84) (3,480,44 (3,283,42)
Net cash used in investing activities (1,718,44) (612,65 (3,480,44.) (3,284,14)
Exchange effect on cash and equivals 37,74¢ 303,61 29,68! 845,80:
Increase (decrease) in cash and cash equivale (124,669 1,732,22! 13,685,68 3,481,00:
Cash and cash equivalents, beginning of peric 46,704,45 18,820,27 32,894,10 17,071,49
Cash and cash equivalents, end of peric $ 46,579,78 $ 20,552,500 $  46,579,78 $  20,552,50
Cash paid for interest, net of interest capitalizec $ 285,42 $ 150,65 $ 615,69 $ 456,66!
Cash paid (received) for income taxes $ (251,359 $ 1,502,161 $ 1,717,58" $ 2,812,12:

The accompanying notes are an integral part of thesconsolidated financial statements.
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SINOVAC BIOTECH LTD.
Notes to Consolidated Financial Statements

Three Months and Nine Months Ended September 809 2
(Unaudited)
(Expressed in U.S. Dollars)

1.

Basis of Presentation

These consolidated financial statements are thioS@ovac Biotech Ltd., formerly Net-Force Systeims., (“parent company”), its
100% owned subsidiaries Tangshan Yian BioengingeZio., Ltd. (“Tangshan Yian”) and Sinovac Biotettofig Kong) Ltd ., and ¢
subsidiary, Sinovac Biotech Co. Ltd.(“Sinovac Baiji), which is 71.56% owned by Sinovac Biotech (Hdtong) Ltd.Collectively,
they are referred to as “the Company”

The accompanying unaudited interim consolidatedrfaial statements have been prepared by managenastordance with U.S.
generally accepted accounting principles for imefinancial information. Accordingly, they do niatlude all of the information
and footnotes required by generally accepted adoauprinciples for annual financial statementhie¥ should be read in
conjunction with the financial statements and eddbotnotes for the Company’s most recently coteplgear ended December 31,
200 8 . Except as otherwise noted, th ese unaligiterim consolidated financial statements ar@gred applying the same
accounting policies used in the annual consolidfitehcial statements. In the opinion of managetredhadjustments (consisting
normal recurring accruals) considered necessarg fair presentation have been included.

These interim results are not necessarily indieadivthe results for other periods or for the y&sma whole. The Company does not
earn its revenue evenly throughout the year, afhaxpenses, with the exception of certain salpsmses, are relatively constant
from period to period. Vaccine sales have histdiycbeen lower in the first quarter because off@be New Year’s celebrations.
Vaccine sales are relatively higher in the fountlarter, since this coincides with vaccination peamgs for children returning to sch
and with annual purchase planning by customers.




SINOVAC BIOTECH LTD.
Notes to Consolidated Financial Statements

Three Months and Nine Months Ended September 319 20
(Unaudited)
(Expressed in U.S. Dollars)

2.

(@)

Accounting Policy Changes and New Accounting Pronaicement
Recently adopted accounting policies

Effective July 1, 2009, the Company adopted thaféial Accounting Standards Board (“FASB”) AccougtiStandards
Codification (*ASC”) 105-10, “Generally Accepted daunting Principles.” ASC 10%0 establishes the FASB Accounting Stand.
Codification™ (“Codification”) as the source of hutitative accounting principles recognized by F#SB to be applied by non-
governmental entities in the preparation of finahstatements in conformity with GAAP for SEC ragasts. All guidance contained
in the Codification carries an equal level of auityo The Codification supersedes all existing relB€ accounting and reporting
standards. The FASB will now issue new standardkerform of Accounting Standards Updates (“ASU3He FASB will not
consider ASUs as authoritative in their own rigk&Us will serve only to update the Codificationppide background information
about the guidance and provide the bases for csiocls on the changes in the Codification. Referentade to FASB guidance he¢
been updated for the Codification throughout tlusuinent.

Effective January 1, 2009, the Company adoptedamdie issued by the FASB, which is included in tbéification in ASC 805,
Business Combinations. Under ASC 805, an acquéitd@y is required to recognize all the assets medland liabilities assumed in
a transaction at the acquisition-date fair valutihWimited exceptions. The Company has adoptedstiisdard but the impact on
accounting for business combinations will be depabdipon future acquisitions.

Effective April 1, 2009, the Company adopted gumkaissued by the FASB that relates to accountingdeets acquired and
liabilities assumed in a business combination @hnige from contingencies, which is included in @edification in ASC 805-10. The
guidance amended and clarified the initial recagniand measurement, subsequent measurement anchéing, and related
disclosures arising from contingencies in a busim@snbination. ASC 805-10 applies to all assetsiiaed and liabilities assumed in
a business combination that arise from contingeritiat would be within the scope of FAS No. 5 if acquired or assumed in a
business combination, except for assets or lig@sliarising from contingencies that are subjesipiecific guidance in ASC 805. We
have adopted this standard but the impact on atioguior business combinations will be dependemirufuture acquisitions.

9




SINOVAC BIOTECH LTD.
Notes to Consolidated Financial Statements

Three Months and Nine Months Ended September 319 20
(Unaudited)
(Expressed in U.S. Dollars)

2

Accounting Policy Changes and New Accounting Pronaicement (continued)

Effective January 1, 2009, the Company adoptedamdie issued by the FASB that relates to the prasentand accounting for non-
controlling interests, which is included in the @mdtion in ASC 810-10, Consolidation. As a resafliadoption the following
retroactive adjustment was made: non-controllingrist balance of $ 7,185,349 as of December 318 2@s previously presented
as minority interest of $7,185,349 and was tramstkto a separate component of equity on adopéitsn, non-controlling interest
has been presented as a reconciling item in theotidated statements of changes in stockholderstyggnd the consolidated
statements of income and comprehensive income.dlidated net income was retrospectively presentellisive of amounts
attributed to both the parent company and the mutrolling interest for all periods. Consolidatezhgprehensive income was
retrospectively adjusted to include the comprehenisicome attributed to the parent company andadieprehensive income
attributed to the non-controlling interest for pdiriods.

Effective January 1, 2009, the Company adoptedamaie issued by the Emerging Issues Task Force E'EIWhich is included in
the Codification in ASC 808, Accounting for Collabtive Arrangements. ASC 808 requires collaboraimysresent the results of
activities for which they act as the principal ograss basis and report any payments received (immade to) other collaborators
based on other applicable GAAP or, in the absehother applicable GAAP, based on analogy to autidibre accounting literature
or a reasonable, rational, and consistently apploetbunting policy election. Further, ASC 808 ¢lad that the determination of
whether transactions within a collaborative arranget are part of a vendor-customer (or analogala)ionship subject to Issue 01-
9, Accounting for Consideration Given by a VendpatCustomer. The adoption of this standard dichage an impact on the
Company'’s consolidated balance sheets, consolédatements of income and comprehensive incomeptidated statement of
change in equity and consolidated statements ¢f ftas's.

Effective January 1, 2009, the Company adoptedamdie issued by the FASB, which is included in toéification in ASC 350,
Determination of the Useful Life of Intangible A$seASC 350 amends the factors that should be deresil in developing renewal
or extension assumptions used to determine theldgefof a recognized intangible asset under AZ0 Goodwill and Other
Intangible Assets. The intent of the position igm@rove the consistency between the useful lifa cécognized intangible asset
under ASC 350 and the period of expected cash flesesl to measure the fair value of the intangibs=a The adoption of this
standard did not have an impact on the Companyisawated balance sheets, consolidate statemeimisoone and comprehensive
income, consolidated statement of change in e@uitiyconsolidated statements of cash flows.
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SINOVAC BIOTECH LTD.
Notes to Consolidated Financial Statements

Three Months and Nine Months Ended September 809 2
(Unaudited)
(Expressed in U.S. Dollars)

2

Accounting Policy Changes and New Accounting Pronaicement (continued)

Effective January 1, 2009, the Company adoptedande issued by the EITF, which is included inGloelification in ASC 323,
Equity Method Investment Accounting Consideratiaadgresses a number of matters associated wiimgact of ASC 805 and
ASC 810 on the accounting for equity method investts including initial recognition and measurenamd subsequent
measurement issues. The adoption of this standembdl have an impact on the Company’s consolidhtddnce sheets, consolidate
statements of income and comprehensive incomeptidated statement of change in equity and conatgil statements of cash
flows.

Effective January 1, 2009, the Company adoptedamdie issued by the EITF, which is included in tlogliication in ASC 350,
Accounting for Defensive Intangible Assets. ASC pB0vides guidance for accounting for defensivangtble assets subsequent to
their acquisition in accordance with ASC 805-1duding the estimated useful life that should begreed to such assets. The
company has adopted this standard and the impaataunting for defensive intangible assets wildbpendent upon future
acquisitions.

Effective June 30, 2009, the Company adopted gol&@sued by the FASB and included in ASC 855-1bs8quent Events, which
establishes general standards of accounting fodeatbsures of events that occur after the balaheet date but before the finan:
statements are issued or are available to be isueduires the disclosure of the date througlctvlan entity has evaluated
subsequent events (Note 17).

Effective June 30, 2009, the Company adopted ge&l#é@sued by the FASB relating to interim disclesuabout fair value of
financial instruments, and included in ASC 825 dricial Instruments. ASC 825 requires public comgatd disclosure the fair
value of its financial instruments whenever it ssisummarized financial information for interim oejing periods. The fair values
financial instruments are estimated at a specilt i time, based on relevant information abon#ficial markets and specific
financial instruments. As these estimates are stibein nature, involving uncertainties and mattef significant judgment, they ¢
not be determined with precision. Changes in asiomgpcan significantly affect estimated fair vaue

The carrying values of cash and cash equivaleotaumts receivable, due from related parties, dieont loans payable, accounts
payable and accrued liabilities, due to relatediggmand dividend payable approximate their falu@decause of their short term
nature. The fair values of long-term loans payaléebased on the estimated discounted value akfgtintractual cash flows. The
discount rate is estimated using the rates cuyrefiitred for debt with similar remaining maturgie
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SINOVAC BIOTECH LTD.
Notes to Consolidated Financial Statements

Three Months and Nine Months Ended September 809 2
(Unaudited)
(Expressed in U.S. Dollars)

2.

(b)

Accounting Policy Changes and New Accounting Pronaicement (continued)

Effective June 30, 2009, the Company adopted gel@sued by the FASB and included in ASC 320, Beition and Presentation
of Other-than-Temporary Impairment. ASC 320 ameahdsmpairment guidance for certain debt securdies will require an
investor to assess the likelihood of selling theusigy prior to recovering the cost basis. If theeastor is able to meet the criteria to
assert that it will not have to sell the securigfdve recovery, impairment charges related to meditlosses would be reflected in
other comprehensive income. The adoption of tlisdsdrd did not have an impact on the Company’satimfaded balance sheets;
consolidate statements of income and compreheirsieee, consolidated statement of change in eguitiyconsolidated statements
of cash flows.

Effective June 30, 2009, the Company adopted gel@sued by the FASB and included in ASC 320, Beition and Presentation
of Other-than-Temporary Impairment. ASC 320 amahddmpairment guidance for certain debt secur#ies will require an
investor to assess the likelihood of selling theusigy prior to recovering the cost basis. If theeastor is able to meet the criteria to
assert that it will not have to sell the securigfdve recovery, impairment charges related to meditlosses would be reflected in
other comprehensive income. The adoption of tkisddrd did not have an impact on the Company’satimfaded balance sheets;
consolidate statements of income and compreheirsieee, consolidated statement of change in eguitiyconsolidated statements
of cash flows.

Effective June 30, 2009, the Company adopted gul@sued by the FASB and included in ASC 820, ib@teng Fair Value Whe
the Volume and Level of Activity for Asset or Lidiby have significantly Decreased and Identifyingaiisactions that are Not
Orderly. ASC 820 provides additional guidance dnvalue measurements in inactive markets. The ayepvoach is designed to
address whether a market is inactive, and if s@thdr a transaction in that market should be cens@distressed. The adoption of
this standard did not have an impact on the Conmipaionsolidated balance sheets, consolidate statsro&income and
comprehensive income, consolidated statement afgehan equity and consolidated statements of das¥sf

Recently issued accounting guidance, not adopted &sptember 30, 2009

In October 2009, the FASB issued authoritative go@ on multiple-element revenue arrangements hwiiguires an entity to
allocate arrangement consideration at the incemtighe arrangement to all of its deliverables blase relative selling prices. The
guidance eliminates the use of the residual metti@dlocation and expands the ongoing disclosugeirements. The guidance is
effective for the first fiscal year beginning afteme 15, 2010, and may be adopted through pragpexctretrospective application.
Accordingly, the Company is required to adopt thugdance beginning January 1, 2011. The Companayrrently evaluating the
effect that the adoption of this guidance will haveits consolidated financial statements.
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SINOVAC BIOTECH LTD.
Notes to Consolidated Financial Statements

Three Months and Nine Months Ended September 809 2
(Unaudited)
(Expressed in U.S. Dollars)

2.

Accounting Policy Changes and New Accounting Pronaicement (continued)

In August 2009, the FASB issued authoritative gnaaclarifying the measurement of liabilities at faalue. When guoted price i
an active market for the identical liability is rentailable, the guidance requires that the faineaf a liability be measured using one
or more of the prescribed valuation techniquesaddition, the guidance also clarifies that wheinesting the fair value of a

liability, an entity is not required to include @parate input or adjustment to other inputs rejatinthe existence of a restriction that
prevents the transfer of the liability. The guidamlso clarifies how the quoted price of a debusty when traded as an asset sh
be considered in estimating the fair value of gsiér’s liability. The guidance is effective Oaoli, 2009. The Company is
currently evaluating the effect that the adoptibths guidance will have on its consolidated finah statements.

In June 2009, the FASB issued authoritative guiddac determining whether an entity is a variabkeiest entity (“VIE”) and
requires an enterprise to perform an analysis terdéne whether the enterprise’s variable inteoeshterests give it a controlling
financial interest in a VIE. Under the guidance eaterprise has a controlling financial interekewit has (i) the power to direct the
activities of a VIE that most significantly impabie entity’s economic performance, and (ii) theigdtion to absorb losses of the
entity or the right to receive benefits from theitgrthat could potentially be significant to théB/ In addition, the guidance requires
an enterprise to assess whether it has an imfifiaicial responsibility to ensure that a VIE opfesaas designed when determining
whether it has power to direct the activities @ YHE that most significantly impact the entity'somomic performance. The
guidance also requires ongoing assessments of erhathenterprise is the primary beneficiary of & Mequires enhanced
disclosures, and eliminates the scope exclusiogualifying special-purpose entities. The guidaisceffective for interim and
annual periods beginning after November 15, 208&cordingly, the Company is required to adopt thigdance beginning

January 1, 2010. The Company is currently evaigatie effect that the adoption of this guidanck tveive on its consolidated
financial statements.
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SINOVAC BIOTECH LTD.
Notes to Consolidated Financial Statements

Three Months and Nine Months Ended September 809 2
(Unaudited)
(Expressed in U.S. Dollars)

3. Accounts Receivable
September 30 December 31
2009 2008
Trade receivable $ 39,513,12 $ 21,561,22
Allowance for doubtful accoun (2,869,02) (2,146,161
36,644,09 19,415,06
Other receivable 273,53( 71,53¢
Total $ 36,917,62. $ 19,486,59

As at September 30 , 2009, accounts receivableaniirrying value of $ 8.70 million (December 30038 - $ 8.7 million) were
pledged as collateral for outstanding bank loaas (®te 8).

4. Inventories
September 30, December 31,
2009 2008
Raw material $ 1,790,13: $ 811,57t
Work in progres: 1,796,85! 1,291,69.
Finished good 9,954,47. 4,383,08.
Short term inventorie $ 13,541,46 $ 6,486,35.
5 Long term inventories

Long-term inventories represent HSN1 vaccines. idezines are for government stockpiling purpose.

September 30 December 31
2009 2008
Work in progres: $ 2,142,59. $ 868,23:
Finished good 968,23! 74,28(
Long term inventorie $ 3,110,820 $ 942,51
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SINOVAC BIOTECH LTD.
Notes to Consolidated Financial Statements

Three Months and Nine Months Ended September 809 2
(Unaudited)
(Expressed in U.S. Dollars)

6 Property, Plant and Equipment

September 3(, 2009

Accumulated Net book
Cost Depreciation Value
Construction in progres $ 823,86C $ — % 823, 86(
Plant and building 7,610,67! 1,655,88 5,954,78:
Lanc-use rights 1,258,45! 214,34! 1,044,11
Machinery and equipme 14,047,63 4,319,721 9,727,991
Motor vehicles 658,73: 310,43( 348,30:
Office equipment and furnitui 950,72 452,60( 498,12
Leasehold improvemel 3,435,97! 406,19¢ 3,029,77!
Total $ 28,786,06( $ 7,359,187 $  21,426,87
December 31, 2008
Accumulated Net book
Cost Depreciation Value
Construction in progres $ 2,567,37 $ — % 2,567,37
Plant and building 8,293,70! 1,455,88: 6,837,82
Lanc-use rights 1,255,40: 190,78 1,064,62!
Machinery and equipme 9,957,42! 3,542,24. 6,415,18.
Motor vehicles 604,32° 285,92: 318,40!
Office equipment and furnitui 836,82 387,45: 449,37:
Leasehold improvemen 1,898,53 289,22 1,609,311
Total $ 2541361 $ 6,151,51: $ 19,262,09

As at September 30 , 2009, a land-use right antt plad buildings with a n aggregated net book vafug 4,734,885 (December 31,
200 8 - $4,911,000) we re pledged as collaterabfivstanding bank loans (see note 8).

Depreciation expense for the nine months endede8dqar 30 , 2009 and 200 8 was $ 1,095,721 anddB,586 , respectively.
Depreciation expense for the three months endett®dyer 30 , 2009 and 200 8 w as $ 430,488 and 844 8respectively.

Capital expenditure contracted for but not yet med at September 30, 2009 is $586,000.
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SINOVAC BIOTECH LTD.
Notes to Consolidated Financial Statements

Three Months and Nine Months Ended September 809 2

(Unaudited)
(Expressed in U.S. Dollars)
7 Licenses and Permits
September 3C December 31
2009 2008
Inactive hepatitis £ $ 3,089,771 $ 3,082,29:
Recombinant hepatitis A&l 444,30: 443 22!
3,534,07 3,525,51i
Less: accumulated amortizati (2,739,51)) (2,435,04)
Net book value $ 794,560 $ 1,090,47
(@) As at September 30, 2009, the licenses and pewiifisa net book value of $794,567 were pledgedadiateral for certain

(b)

(©

outstand bank loans (see note 8).

Amortization expenses for the licenses and penwvite $ 298,343 and $291,678 for the nine montheeSe&ptember 30 ,
2009 and 2008, respectively. For the three montldsa@ September 30 , 2009 and 2008 amortizatiomergevere $99,469
and $99,255, respectively.

The estimated amortization expenses for the remginseful lives are as follows:

2009 $ 99,00(
2010 $ 398,00(
2011 $ 298,00(

The above amortization expenses forecast are dstimactual amounts of amortization expense magwifom estimated
amounts due to additional intangible asset acdmist changes in foreign currency exchange ratgsairment of licenses
and permits, and other events.
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SINOVAC BIOTECH LTD.
Notes to Consolidated Financial Statements

Three Months and Nine Months Ended September 319 20
(Unaudited)

(Expressed in U.S. Dollars)

8 Loans Payable

September 30 December 31
2009 2008

Bank loan (China Merchants Bank): RMB10,000,00@rimgy interest at 5.31% per
year, interest is payable quarterly and the praldgprepayable on October 5, 200!
The loan is collateralized by a fixed charge onaieraccounts receivable with a
carrying value of not less than $2.9 million anettises and permits with a carryir
value of $ 794,567. The loan was repaid subsedoe®eptember 30, 2009 on its
maturity date 1,462,50. 1,458,95!

Bank loan (Bank of Beijing): RMB10,000,000, bearintgrest at 5.31% per year,
interest is payable quarterly and the principaégayable on December 15, 2009.
The loan is collateralized by a fixed charge onateraccounts receivable with a
carrying value of not less than $2.9 million anettises and permits with a carryir
value of $794,567 1,462,50. 1,458,95!
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SINOVAC BIOTECH LTD.
Notes to Consolidated Financial Statements

Three Months and Nine Months Ended September 319 20
(Unaudited)
(Expressed in U.S. Dollars)

8. Loans Payable (continued)

Bank loan (China Construction Bank): RMB15,000,00€aring interest at 7.47% pe
year, interest is payable monthly and the princigpalue on July 23, 2009. The loa
is collateralized by the land-use rights and p&and buildings of Sinovac Beijing,
with an aggregated net book value of $4,734,888.10an was repaid on July 20,
20009. — 2,188,44:

Bank loan (China Construction Bank): RMB 10,000,08@@ring interest at the bank’
primary lending rate. The interest rate is adjustegly 12 months to the current b
primary lending rate; the effective interest ra®i67% per year in 2009 and 200¢
Interest is payable monthly. The loan is due onebdmer 12, 2009 and collateraliz
by the land-use rights and plant and buildingsinb$ac Beijing with an aggregate
net book value of $4,734,88 1,462,50. 1,458,95!
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SINOVAC BIOTECH LTD.
Notes to Consolidated Financial Statements

Three Months and Nine Months Ended September 319 20
(Unaudited)
(Expressed in U.S. Dollars)

8. Loans Payable (continued)

Bank loan (China Construction Bank): RMB 10,000,00€aring interest at 5.58% pe
year, interest is payable monthly and the principaépayable on November 27, 2C
The loan is collateralized by a fixed charge onaieraccounts receivable with a
carrying value of not less than $2.9 million arsfises and permits with an

aggregated carrying value of $ 794,5 1,462,50: 1,458,95!
Bank loan (Bank of Beijing): RMB10,000,000, bearintgrest at 5.31% per year,

interest is payable quarterly and the principaéayable on June 11, 20: 1,462,50. —
Bank loan (Bank of Beijing): RMB100,000,000, bearinterest at 5.31% per year,

interest is payable quarterly and the principaéayable on June 29, 20 14,625,01 —
Loans payabl— curren-term $ 2193752 $ 8,024,27

Bank loan (China Construction Bank): RMB 15,000,d8€aring interest at the bank’s
primary lending rate. The interest rate in 2008.56% per year and adjusted even
months to current bank primary lending rate. Irgeig payable monthly. The loan is
due on August 25, 2010 and collateralized by thd-ase rights and plant and
buildings of Sinovac Beijing with an aggregated @bk value of $4,734,885. The
loan was repaid on July 20, 20( — 2,188,44.

Loan payable— long-term $ — $ 2,188,43!

The weighted average effective interest rates wet8% and 7.56% for the three months ended Septe®®h@009 and 2008; and
5.86% and 7.50% for the nine months ended Septe&tbe2009 and 2008, respectively .
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Three Months and Nine Months Ended September 319 20
(Unaudited)
(Expressed in U.S. Dollars)

9.

10.

Non-controlling interest

Non-controlling interest represents the interesnofority shareholder in Sinovac Beijing based tsrproportionate interest in the
equity of that company adjusted for its proporttenshare of income or losses from operationshémine months ended
September 30 , 2009 and 2008 , the non-contraititagest was 28.44%.

Related Party Transactions and Balances

Related party transactions and balances not detlelsewhere in the consolidated financial statésrene as follows:

€)) Unsecured, non-interest bearing and due on demand:
September 30 December 31
2009 2008
Due to a principal sharehold $ 46,97. $ 46,97
(b) The Company entered into the following transactionthie normal course of operations at the exchamgeunt with relate
parties:
September 30, September 30,
2009 2008
Rent paid to China Bioway Biotech Group Holding .-l non-controlling
shareholder of Sinovac Beijing for nine mon $ 377,26¢ $ 307,61(

In 2004, the Company entered into two operatingdesgreements with China Bioway Biotech Group Hwjditd., a non-
controlling shareholder of Sinovac Beijing, witlspect to Sinovac Beijing’s production plant ancblaory in Beijing,
China for an annual lease payments totaling $2@4(BMB1,398,680). The leases commenced on Aug2d04 and
have a term of 20 years.

In June 2007, the Company entered into anothemtipgriease agreement with China Bioway Biotechuprdolding Ltd.,
with respect to the expansion of Sinovac Beijiqg'sduction plant in Beijing, China for an annualde payment of
$298,614 (RMB 2,043,270). The lease commencedrie 2007 and has a term of 20 years. Included ipgileexpenses
and deposits as at September 30, 2009, are $276REB 1,895,125 ) (December 31, 2008 - $461,669BR3,164,345)),
representing the prepaid rent made to this relpaety.
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Three Months and Nine Months Ended September 319 20
(Unaudited)
(Expressed in U.S. Dollars)

10.

11.

Related Party Transactions (continued)

(c) During the nine months ended September 30, 2002@08, the Company incurred management consuléngces and
director fees of $82,000 and $23,133 respectivelgjrectors of the Company. Included in accoumtgable and accrued
liabilities is $25,000 owing to these related pEEt{2008- nil).

During the three months ended September 30, 2002@8, the Company incurred $25,000 and $6,168pectively.
Included in accounts payable and accrued lialslise$25,000 owing to these related parties (2008-

(d) In August 2006, the Company entered into a liceammgeement with a corporation related to China Bip®#tech Group
Holding Ltd. (a non-controlling shareholder of Siac Beijing) in respect of the trademark used @Gbmpany’s products
for nil consideration. This license agreementdr-exclusive and continues to August 20, 2011.

Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities as ate&3aper 30 , 2009 and December 31, 200 8 consisttak dbllowing:

September 30, 2009 December 31, 200 8

Trade payable $ 3,788,32 % 1,370,76.
Machinery and equipment payal 699,96! 451,36
Accrued expense 3,655,72 3,772,51.
Value added tax payab 947,88 522,95¢
Other tax payabl 253,49: 124,63
Withholding personal income t: 1,072,92 843,83:
Bonus and benefit payabl 2,604,61 4,123,29.
Other payable 1,278,37 699,68
Total $ 14,301,30 $ 11,909,03
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12

13.

Income Tax Payable and Deferred Tax Liabilities

As of September 30, 2009, the income tax payalsledied a withholding tax payable of $365,625 ralatetransferring 71.56%
interest of Sinovac Beijing Ltd. to its 100% owrgdbsidiary Sinovac Biotech (Hong Kong) Ltd., acdogdo the newly enacted tax
rule of “GuoShuiFa (2009 No. 59) - The Notice ondme Taxes Issues Resulted from Enterprises Reiaegam”. The tax liability
is recorded based on Company’s estimation. Theaté payment could be higher than the amount addreeause there is some
uncertainty regarding this amount as the Chinesaushorities have not provided complete implemgéorearules.

In accordance with “ GuoShuiFa (2009 No0.81) -Theidéoof implementation tax treaties and regulatiohmterest and dividend
payment”, the Company has accrued a deferred in¢axigability of $768,876 in respect of withholditax expected to be paid
when current period earnings are distributed by ofagy dividend.

Common Stock

@) Share Capital

In 2008, the Company issued 63,000 and 13,000 sleimommon stock on the exercise of employee stptions with exercise
price of $1.31 and $2.40 per share respectivehtofal proceeds of $113,730, of which $9,170 vea®ived in 2007.

In 2008, the Company received cash proceeds 0R$3%n the exercise of stock options for whichshares were issued in
July 2008.

In 2008, the Company issued 2,500,000 shares ofmmmstock upon the completion of a private placerae$3.90 per share for
total proceeds of $9.75 million.

In 2009, the Company repurchased 249,234 shamesnahon stocks through open-market transactionsYSENAMEX, at an
average price of $1.35, for a total consideratib§335,831.

In 2009, the Company canceled 542,767 shares ofmmomstock which were repurchased from open market.

In 2009, the Company issued 232,600 shares of canstoek on the exercises of employee stock optiagtisexercise price of $2.¢
to $3.20 per share, for total proceeds of $693,283009, the Company received further cash prazeé84,035 on the exercise of
stock options for which the shares were issuedespient to September 30, 2009.
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14.

S tock Options
€)) Stock Option Plan

The board of directors approved a stock option filaa “Plan”) effective November 1, 2003, pursuanivhich directors, officers,
employees and consultants of the Company are Hitplreceive grants of options for the Compangisimon stock. The P lan
expires on November 1, 2023. A s of September2309, 713,800 shares of stock under the Plan resdaivailable for issuance
(December 31, 2008 — 2,405,500). Each stock opititles its holder to purchase one share of comstack of the Company.
Options may be granted for a term not exceedingelds from the date of grant. The Plan is adnenést by the board of directors.

In January 2009, the Company granted 1,708,500mpto directors, officers and certain employedh am exercise price of $1.60,
being at the quoted market price of the Comparlyéses at the time of grant. These options vestdstallments from January 20,
2010 to April 20, 2012 an d expire on January 20,42.

(b) Valuation Assumptions

The following assumptions were used in determimitogk based compensation costs under the Blackk&chption pricing model :

2009 2008
Expected volatility 75.8(% —
Risk-free interest rat 1.3¢% —
Expected life (years 2.2¢ —
Dividend yield Nil —
Weighted average fair value of options grar $ 0.7¢C —

T he expected volatility related to the 2009 giiaritased on the Compan y’s historical stock p ri€esnputation of expected life w
estimated after considering the contractual terhteeostock-based award, vesting schedules andctatmns of future employee
behaviour. The interest rate for period within tioatractual life of the award is based on the UrSasury yield in effect at the time
of grant.
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14. S tock Options (continued)

(c) Stock-Based Award Activity

A summary of the Company’s stock options activiteepresented below:

Weighted Aggregated
Average Intrinsic
Number Exercise Price Value
Options outstanding at December 31, 2 800,80( $ 1.9¢
Exercisec (88,900 1.5C
Expired (386,00() 1.31
Options outstanding at December 31, 2 325,90( 2.92
Granted 1,708,50! 1.6
Exercisec (232,600 2.9¢
Forfeited (15,000 1.6C
Expired (1,800 3.3¢€
Options outstanding and vested or expected toagat September 30,
2009 1,785,000 $ 166 $ 11,831,14
Exercisable at September 30, 2( 88,50( $ 281 $ 484,83(
Options Outstanding Options Exercisable
Weighted Weighted
Average Weighted Average Weighted
Range of Remaining Average Remaining Average
Exercise Number Contractual Exercise Number Contractual Exercise
Prices Outstanding Life Price Exercisable Life Price
$1.01- $2.00 1,693,50! 428 $ 1.6C — — —
$2.01-$3.00 61,50( 1.8t 3 2.62 58,50( 18z $ 2.61
$3.01- $4.00 30,00( 1.0 $ 3.2C 30,00( 1.0 $ 3.2C
1,785,00! 411 $ 1.6€ 88,50( 158 $ 2.81

Aggregate intrinsic value of the Company’s stockanys is calculated as the difference between tleecése price of the options and
the quoted price of the common shares that wetledrmoney. The aggregate intrinsic value of then@any’s stock options
exercised under the Plan was $1,539,669 and $J62r the nine months ended September 30 , 200280 8 , determined as of
the date of option exercise.
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14.

15.

16.

S tock Options (continued)

As at September 30 , 2009, there was $ 901,428refcognized compensation cost related to non-vettack-based compensation
arrangements granted under the Plan. That cespiscted to be recognized over a period of 51 nsonfitock-based compensation,
included in general and administrative expenseth®nine- month period s ended September 30, 206200 8 w ere $ 308,195
and $ 49,907 , respectively, and for the three atinperiod s ended September 30, 2009 and 20er@ % 180,152 and $ 16,636,
respectively. The estimated fair value of stockan vested during the nine month periods endedeSeyer 30 , 2009 and 200 8 w
ere $ 20,695 and $ 76,295 respectively.

Deferred Government Grants

Deferred government grants (current) represenareBeand development grants received, net of researd development
expenditure incurred. The Company received $171g@R@rnment grant for the nine months ended SemeB®, 2009, ( 2008-
$214,321) for research and development expenses .

Deferred government grants (non-current) of $2,88®, ( December 31, 200 8 — $2, 836 , 994) reptetbe unamortized balance
that the Company received in 200 7 for constructiba pandemic influenza vaccine production fagiliThe condition of receiving
the production facility grant requires the Compémgpend an equal amount of the grant receiveti@pandemic influenza
production facility and the entire facility is rdged to manufacture pandemic influenza vaccinemgitgiven moment by the Chinese
government. As of September 30, 2009 , the Compan incurred $6,504,756 on the influenza prodadiécility, which is
presented in property, plant and equipment on dnsalidated balance sheets.

Deferred Revenue

Deferred revenue included $9,652,510 received ftwChinese government for stockpiling of HSN1 \aes. Sales revenue is
recognized when persuasive evidence of an arrangeswists, the price is fixed and determinableiveey has occurred and there is
a reasonable assurance of collection of the sateepds. The Company generally obtains purchabe@ations from its custome
for a specified amount of products at a specifiedepand considers delivery to have occurred wherctistomer takes possession of
the products. The portion of deferred revenueirgab the products upon expiration is recognizedexenue on product expiry de
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17. Earnings per Share

Earnings per share (“EPS”) are calculated in acmrd with FASB guidance now codified as ASC 260nibgs Per Share. Basic
EPS is based upon the weighted average numbenohoa shares outstanding. Diluted EPS is basedeadbumption that all
dilutive stock options were exercised. Dilutiorcamputed by applying the treasury stock method.ddtisis method, options are
assumed to be exercised at the beginning of tHedyemd as if funds obtained thereby were usguitohase common stock at the
average market price during the period.

The computations of basic and diluted EPS for the and three months ended September 30, 20090@1&a2e as follows:

Three months ended Nine months ended
September 30 September 30
2009 2008 2009 2008
Net Income $ 5,225,35! $ 739,87¢ $ 11,058,69 $ 5,636,08.
Basic weighted average common share outstar 42,428,75 42,873,51 42 574,92 42,299,18
Dilutive effect of stock option 1,202,81 269,27 183,18: 339,39
Diluted weighted average common share outstar 43,631,57 43,142,78 42,758,10 42,638,58
Earnings per shar- basic and dilute 0.12 0.02 0.2¢€ 0.12

For the nine months ended September 30, 2009 0] Aduted weighted average number of sharesandstg included the diluti
effect of stock options of 183,183 and 339,398peetively, and excluded the anti-dilutive effetstmck options of nil and 1,385,
respectively. For the three months ended SepteBhe&2009 and 2008, diluted weighted average numbshares outstanding
included the dilutive effect of stock options 0202,817 and 269,277, respectively, and there wamntialilutive effect of stock
options.

18. S egmented Information
The Company operates exclusively in the bioteckosedhe Company’s business is considered as tipgria one segment based
upon the Company'’s organizational structure, thg iavhich the operation is managed and evaludtedavailability of separate

financial results and materiality consideratioddl revenues are generated in China. The Compaagsgsets are all located in China.
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19. Collaboration Agreement

On March 12, 2009, the Company entered into a Taolyy Transfer Agreement with a non-related pastdévelop a pneumococcal
vaccine. The collaboration term under the Technplb@nsfer Agreement is from the signing date y@®8rs after the first sales of
the vaccine developed under the Technology Trargfjeeement in Chinese market. Under the term offénghnology Transfer
Agreement, the Company will make milestone paymehts to $ 3 million and royalty payment basedhetsales in Chinese
market. Both parties will also work together to eleyp international markets for the products. Thenfany has made $200,000
milestone payment pertaining to the Technology StemnAgreement” as of September 30, 2009. The payis recorded as R&D
expense.

On August 18, 2009, the Company entered into anPateense Agreement with the National Instituté$lealth, hereinafter referre
to as “PHS"agency of the United States Public Health Serwd#sin the Department of Health and Human Servi€#$S grants tr
Company a non-exclusive license to make and useitain licensed products. PHS also grants thepaogthe right to use the
relevant information for development of its licedgoducts. The Company agrees to pay PHS nondehla license issue royalty
of $80,000, non-refundable minimum annual royattyhie amount of $7,500, and earned royalties osales from ranging from
1.5% to 4% depending on the sales territory anattis¢comers. The Company also agrees to pay PH$iimamk royalties upon
achieving each benchmark as specified in the Pateahse Agreement. As of September 30, 2009, $80j0ense issue royalty is
included in R&D expenses.

20. Subsequent Events

In preparing these financial statements, the Compas evaluated events and transactions for pateetiognition or disclosure
through November 15, 2009, the date the finantékment were available to be issued.
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