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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes o No 

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes o No 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  Yes  No o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o
Non-accelerated filer o Smaller Reporting Company  x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes o No 

The issuer's revenue for the fiscal year ended December 31, 2009 was $61,696,620. 

The number of shares and aggregate market value of common stock held by non-affiliates as of the last business day
of the registrant’s most recently completed second fiscal quarter was 19,184,972 and $27,818,209.4, respectively.

As of March 3, 2010, there were 43,293,642 shares of Common Stock issued and outstanding.
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PART I

Certain statements in this Form 10-K constitute "forward-looking statements". These forward-looking statements
involve known and unknown risks, uncertainties, and other factors that may cause our actual results, performance or
achievements to be materially different from any future results, performance or achievements expressed or implied by
the forward-looking statements. The forward-looking statements in this Form 10-K are identified by words such as
"believes", "anticipates", "expects", "intends", "may", "will", "estimate", "continue" and other similar expressions
regarding our intent, belief and current expectations. However, these words are not the exclusive means of identifying
such statements. In addition, any statements that refer to expectations, projections or other characterizations of future
events or circumstances and statements made in the future tense are forward-looking statements. Actual results may
differ materially from those projected in the forward-looking statements as a result of various factors, many of which
are beyond our control. We undertake no obligation to publicly release the results of any revisions to these
forward-looking statements that may be made to reflect events or circumstances occurring subsequent to the filing of
this Form 10-K with the Securities and Exchange Commission. Readers are urged to carefully review and consider the
various disclosures made by us in this Form 10-K, including those set forth under "Risk Factors". 

Item 1. Business

Overview

China Pharma Holdings, Inc. (formerly, TS Electronics, Inc. and prior thereto, Softstone, Inc.) was incorporated on
January 28, 1999, pursuant to the provisions of the General Corporation Act of the State of Delaware. On May 31,
1999, we merged with Soft Stone Building Products, Inc., an Oklahoma corporation that was a predecessor to our
Company’s business. Our initial business operations were conducted at 620 Dallas Drive, Denton TX, 76205. On
February 1, 2000, we moved our offices and facilities to Ardmore, OK. In June 2002, we moved our office facilities to
Pottsboro, TX. On August 13, 2003, we changed our name to TS Electronics, Inc. On March 15, 2006, we changed
our name from TS Electronics, Inc. to China Pharma Holdings, Inc.

Our focus initially was solely on realizing the commercial benefits of a process developed and patented by our first
president, Frederick Parker. This process converted waste tires into useful products. We were not successful in
promoting this business, wrote off all assets associated with the business and shifted our attention to the commercial
possibilities of a then, newly discovered devulcanization process to which we acquired a 5.5 year exclusive license for
the Western Hemisphere. In addition, we entered into the business of importing hard-to-find and specialty crumb
rubber. We were also not successful in these endeavors and have abandoned all efforts regarding these pursuits.

Effective August 11, 2004, the Company entered into a Stock Exchange Agreement with Hou Xiao, the sole
stockholder of China ESCO Holdings Limited (“China ESCO”), a company organized in the Hong Kong Special
Administration Region in the People’s Republic of China (the “PRC”) and its wholly owned operating subsidiary,
AsiaNet PE Systems Limited. China ESCO was engaged in the development and manufacturing of electrical energy
saving systems and products in the PRC.

The consummation of the transaction with China ESCO was subject to a number of conditions, including receipt by us
of financial statements of China ESCO as required under applicable regulations, and satisfaction of all applicable
regulatory requirements. In January 2005, we declared China ESCO to be in material breach of the agreement and
rescinded the agreement.

Effective February 8, 2005, we executed a Letter of Intent with Osage Energy Company, LLC (“Osage”) whereby Osage
would acquire 90% of the equity interests of the Company. This transaction was never consummated by the parties.
The Company had no operations or significant assets from the quarter ended December 31, 2004 until May 2005.
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On May 11, 2005, we sold to Halter Financial Group, Inc., in a private placement, 1,875,045 shares of common stock
at a purchase price of $0.1066641 per share, pursuant to the terms of a Stock Purchase Agreement (the “Purchase
Agreement”). The private placement was exempt from the registration requirements of the Securities Act, in reliance
upon Section 4(2) thereunder. As a result of the purchase, Halter Financial Group, Inc. became our controlling
stockholder, owning approximately 75% of our issued and outstanding shares of common stock.

Immediately subsequent to, and as a result of, the closing of the transactions contemplated by the Purchase
Agreement, Gene F. Boyd, Keith P. Boyd, Fredrick W. Parker and Leo G. Templer resigned as officers and directors,
as applicable, of the Company. Timothy P. Halter was concurrently appointed as a member of the Board of Directors,
and Mr. Halter was elected as President, Chief Accounting Officer and Secretary of the Company.

On October 19, 2005 we entered into a Securities Exchange Agreement (the “Exchange Agreement”) with Onny
Investment Limited, a British Virgin Islands company, and its original stockholders pursuant to which we acquired all
of the issued and outstanding shares of Onny from said stockholders in exchange for 27,499,940 shares of our
common stock. Upon the closing of the exchange transaction (the “Exchange Transaction”), Onny became the wholly
owned subsidiary of our Company. The Exchange Agreement also provides that, upon the effectiveness of an
amendment to the Company’s Certificate of Incorporation to increase its authorized capital stock, the Company shall
issue to Heung Mei Tsui, the principal stockholder of Onny, an additional 4,723,056 shares of common stock (the “Post
Closing Shares”) to which she would otherwise have been entitled if the Company had enough authorized shares as of
the closing of the Exchange Transaction.

Immediately prior to the closing of the Exchange Transaction, Onny completed a private placement (the “Onny
Offering”) of its convertible preferred stock to 46 accredited investors. The Onny Offering raised gross proceeds of
$5,000,000. Additionally, immediately prior to the Exchange Transaction, participants in the Onny Offering
exchanged their preferred shares for an aggregate of 10,000 shares of Onny’s common stock. Participants in the Onny
Offering then participated in the Exchange Transaction by exchanging such 10,000 shares of common stock for
6,944,619 shares of our common stock.

On March 15, 2006, the Company amended its Certificate of Incorporation to increase its authorized capital stock
from 30,000,000 to 60,000,000 shares and filed the Information Statement in accordance with Section 14 of the
Exchange Act. On May 16, 2006, the Company issued to Heung Mei Tsui an additional 4,723,056 shares of common
stock as provided in the Exchange Agreement. Upon the issuance of the Post Closing Shares, Ms. Tsui holds
25,278,385 shares or approximately 72.8% of the issued and outstanding common stock of the Company.

On July 24, 2006, Zhilin Li, Heung Mei Tsui and the Company entered into that certain Stock Transfer Agreement, as
amended on November 24, 2006, pursuant to which Heung Mei Tsui transferred 10,000,000 shares of her personal
holdings of the Company’s common stock to Zhilin Li in exchange for a sublicense to a patent held by a third party,
which is licensed to Ms. Li. After the aforementioned stock transfer, Ms. Tsui holds 15,278,385 shares or 44.0% of
the total outstanding shares of our common stock. Ms. Li holds 10,000,000 shares or 28.8% of the total outstanding
shares of our common stock.

On February 1, 2007, we completed an offering pursuant to a Subscription and Registration Rights Agreement
(“Agreement”) with 17 accredited investors in connection with a private placement of 2,505,882 shares of the
Company's common stock at $1.7 per share (“2007 Private Placement”). Pursuant to the Agreement, the Investors also
received three-year warrants to purchase an aggregate of 1,252,941 shares of Company's common stock at $2.38 per
share. Pursuant to the transaction on February 1, 2007, we received the subscription proceeds in the aggregate amount
of $4,259,900. The net proceeds, after deduction of related offering expenses of $ 462,717, amounted to $3,797,183.
The warrant holders have exercised warrants to purchase an aggregate of 1,164,704 shares of the Company’s common
stock (with the fractional shares eliminated) till the Expiration Time. The remaining warrants to purchase 88,235
shares of the Company’s common stock expired on the Expiration Time.
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On September 27, 2007, Heung Mei Tsui and the Company entered into four Stock Transfer Agreements with Chipiu
Wong, Ruofeng Xu, Yao Huang and Jian Yang respectively, pursuant to which, Heung Mei Tsui transferred in
aggregate 4,465,734 shares of the Company's common stock at the price of $1.52 per share to the four individuals.
After the aforementioned stock transfer, Ms. Tsui holds 10,812,651 shares or 29.0% of the total outstanding shares of
our common stock.

In May 2008, the Company completed an offering of units priced at $2.00 per unit consisting of one share of the
Company’s common stock and a warrant to purchase one-quarter of a share of the Company’s common stock with an
exercise price of $2.80 per share (“2008 Private Placement”). The Company issued an aggregate of 5,000,000 shares of
common stock and issued three-year warrants to purchase an aggregate of 1,250,000 shares of Company's common
stock to 17 accredited investors. We received the subscription proceeds in the aggregate amount of $10,000,000. The
net proceeds, after deduction of related offering expenses of $731,061.70, amounted to $9,268,938.30. In addition, the
placement agent in the transaction was issued three-year warrants to purchase 300,000 shares of common stock at an
exercise price of $2.98 per share.

Onny

Onny Investment Limited (“Onny”) was incorporated on January 12, 2005 under the laws of the British Virgin Islands.
At the time of its incorporation, Onny’s authorized capital was $50,000 and there were 50,000 shares of one class and
one series of capital stock, $1.00 par value, issued and outstanding. Heung Mei Tsui was, at the time of incorporation,
the sole stockholder and director of Onny. On August 18, 2005, Onny increased its authorized capital to $5,000,000
divided into 40,000 ordinary shares of capital stock, $100.00 par value, and 10,000 preferred shares, $100.00 par
value. As of the date of this Form 10-K, there are 39,700 ordinary shares issued and outstanding, all of which are held
by the Company. No preferred shares of Onny are currently issued and outstanding.

On May 25, 2005, Onny acquired all the equity interests in Hainan Helpson Medical & Biotechnology Co., Ltd. in
exchange for the assumption of obligations to make cash payments to the Helpson shareholders in the form of
common stock dividends from Helpson of $4,154,041, the assumption of $4,646,409 of other liabilities and the
issuance of non-interest bearing promissory notes totaling $3,413,265 payable three months after Helpson obtains a
business license in the PRC as a wholly foreign owned entity. Effective as of June 21, 2005, Onny became the sole
stockholder of Helpson, and Helpson became a wholly foreign-owned enterprise as defined by PRC law.

On October 19, 2005, Onny completed the Onny Offering. Under the terms of the Onny Offering, Heung Mei Tsui
agreed to escrow 6,944,611 shares of the Company’s common stock that she received as a result of the Exchange
Transaction. These shares represent 20% of the Company’s issued and outstanding common stock immediately
following the closing of the Exchange Transaction (the “Make Good Shares”), so that in the event that actual net income
set forth in the consolidated financial statements of the Company for the fiscal year ending December 31, 2006 (“NI”)
does not reflect $8 million of net income (the “Guaranteed NI”), the Make Good Shares can be distributed on a pro rata
basis to the participants of the Onny Offering in accordance with the following formula:
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Make Good Shares = ((Guaranteed NI - NI) / $8m) X Make Good Pool

If required, the Make Good Shares will be delivered to participants in the Onny Offering within ten (10) business days
of the date the audit report for the period is filed with the SEC.

Additionally, in connection with the Onny Offering, Heung Mei Tsui escrowed 277,785 shares of the Company’s
common stock that she received as a result of the Exchange Transaction, which shares represent 0.8% of the
Company’s issued and outstanding common stock immediately following the closing of the Exchange Transaction (the
“HFG Make Good Pool”), so that in the event the Company does not achieve the Guaranteed NI, the HFG Make Good
Shares will be distributed to HFG International, Limited, an affiliate of Halter Financial Group, Inc., in accordance
with the following formula:

HFG Make Good Shares = ((Guaranteed NI - NI) / $8m) X HFG Make Good Pool

If required, the HFG Make Good Shares will be delivered within ten (10) business days of the date the audit report for
the period is filed with the SEC.

According to the audited consolidated financial statement of the Company for the fiscal year ending December 31,
2006, the net income was $8,587,086 which is more than the Guaranteed NI. Therefore, 7,222,396 shares of the
Company’s common stock which was escrowed shall be reverted back to Heung Mei Tsui. As of the date of this report,
Heung Mei Tsui holds 9,312,651 shares of our common stock.

Helpson

Hainan Helpson Medical & Biotechnology Co., Ltd. (“Helpson”) is a foreign-invested enterprise established in Haikou,
Hainan Province, PRC on February 25, 1993. Initially, its name was Hainan Fulin Biomedical Co., Ltd., which was
changed to “Helpson” in 1999. The company was originally an “equity joint venture” as defined by China’s laws on foreign
invested enterprises. The two joint venturers were Haikou Biomedical Engineering Co., Ltd. (“Haikou Biomedical”), a
PRC company, and Hong Kong Fudao Development Co., Ltd. (“Fudao”), a Hong Kong company. Haikou Biomedical
invested RMB 2,100,000 for a 70% share of Helpson, and Fudao invested $150,000 for a 30% share of Helpson.

On June 16, 2001, Fudao entered into an Equity Interest Transfer Agreement with Hainan Kaidi Science and
Technology Co., Ltd., a PRC company (“Kaidi”). In accordance with the Equity Interest Transfer Agreement, Fudao
transferred all of its 30% capital contribution in Helpson to Kaidi in consideration of RMB 2,780,000. As a result of
the transfer, Haikou Biomedical continued to hold a 70% equity interest in Helpson, while Kaidi had a 30% equity
interest in Helpson. Therefore, Helpson became a PRC domestic company, rather than a foreign-invested company.

Effective on December 26, 2003, Helpson issued new capital stock to Chengdu Huineng Biomedical Co., Ltd.
(“Chengdu Bio”) and Chongqing Chemical Medicine Holding Group (“Chongqing Chemical”). Chengdu Bio contributed
RMB 3,000,000 for a 10.71% equity interest in Helpson and an additional RMB 3,000,000 for Helpson’s capital
common reserve fund, and Chongqing Chemical contributed RMB 5,000,000 for a 17.86% equity interest in Helpson
and an additional RMB 5,000,000 for Helpson’s capital common reserve fund. After the issuance of shares, Helpson
had four equity holders: Haikou Biomedical, holding 50% equity interest; Kaidi, holding 21.43% equity interest;
Chengdu Bio, holding 10.71% equity interest; and Chongqing Chemical, holding 17.86% equity interest.

On March 8, 2005, Chongqing Chemical entered into an equity interest transfer agreement with Haikou Biomedical to
transfer all of its equity interest in Helpson to Haikou Biomedical. Upon completion of the transfer, there remained
only three equity holders of Helpson: Haikou Biomedical, holding 67.86% equity interest; Kaidi, holding 21.43%
equity interest, and Chengdu Bio, holding 10.71% equity interest.
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As set forth above, on May 25, 2005, Haikou Biomedical, Kaidi and Chengdu Bio entered into an equity interest
transfer agreement with Onny to transfer all their equity interests in Helpson to Onny. Effective as of June 21, 2005,
Onny became the sole stockholder of Helpson, and Helpson became a wholly foreign-owned enterprise as defined by
PRC law.

Upon the closing of the Exchange Transaction on October 19, 2005, we acquired all of the issued and outstanding
shares of Onny in exchange for 27,499,940 shares of our common stock and became Onny’s sole stockholder. As a
result, as of October 19, 2005, Helpson became our wholly owned subsidiary.

As of July 4, 2006, Helpson increased its registered capital from RMB 28,000,000 to RMB 60,000,000 and changed
its registered address from Unit 8, D Area, Office Hall, Haikou Bonded Zone, Haikou, Hainan Province, China to
C09-2, Haikou Bonded Zone, Haikou, Hainan Province, PRC.

Helpson positions itself as a specialty pharmaceutical company with rapidly growing profit that develops,
manufactures, and markets treatments for a wide range of high incidence and high mortality conditions in China,
including cardio and cerebrovascular diseases, Central Nervous System (CNS) disease, infectious disease, and
hepatitis. The Company's cost-effective, high margin business model is driven by market demand and supported by 8
scalable GMP-certified production lines covering the major dosage forms. In addition, the Company has a broad and
expanding distribution network across 30 Chinese provinces, municipalities and autonomous regions and possesses a
strong R&D platform from numerous well-established collaborations with prestigious universities.

Principal Products and Services

Helpson's primary business is the manufacturing, marketing and sales of pharmaceuticals and nutritional supplements.
Helpson manufactures and markets products in three major categories: biochemical products, health products and
cosmetics.

At present, Helpson is manufacturing or ready to manufacture a total of 20 pharmaceutical products.

CNS & Cerebral-Cardiovascular Diseases

Bumetanide for Injection: a diuretics drug used for the treatment of various edema diseases (including those
associated with heart failure, hepatic cirrhosis, nephropathy, and pulmonary edema and etc.), hypertension, and for the
treatment and prevention of acute renal failure, hyperkalemia, hypercalcemia and for the rescue of acute drug
poisoning.

Gastrodin Injection: used in case of the following symptoms: tiredness, loss of concentration, poor sleep, (the “declined
spirit” syndrome), and for traumatic syndromes of the brain; vertigo; neuralgia; headaches etc.

Cerebroprotein Hydroloysate Injection: indicated for the treatment of memory decline and attention deficit disorder
(ADD) caused by the sequela of craniocerebral trauma and cerebrovascular diseases.

Buflomedil Hydrochloride: used for the treatment of peripheral blood vessel diseases, including intermission
claudication, Renaud syndrome and blood vessel convulsion.
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Propylgallate for Injection: used for preventing and treating cerebral thrombosis, coronary heart disease, and
complication after the surgery-thrombus deep phlebitis, etc.

Ozagrel Sodium for Injection: used to treat acute thrombus brain infarction and brain sport obstacle infarction.

Alginic Sodium Diester Injection: used in ischemic heart disease, cerebrovascular diseases (cerebral thrombosis,
cerebral embolism, coronary heart disease, etc.) and high lipoprotein blood disease.

Anti-infection and Respiratory

Cefaclor Dispersible Tablets: a cephalosporin antibiotic drug used for the treatment of tympanitis, lower respiratory
tract infection, urinary tract infections (UTI) and skin/skin tissue infection.

Roxithromycin Dispersible Tablet: a macrolide antibiotic used for the treatment of pharyngitis and tonsillitis caused
by Streptococcus pyogenes; sinusitis, tympanitis, acute and chronic bronchitis caused by acute bacteria, Mycoplasma
pneumonia and Chlamydia pneumoniae; urethritis and cervical infection caused by Chlamydia trachomatis (CT); skin
soft tissue infection caused by sensitive bacteria.

Clarithromycin Granules and Capsules: a macrolide antibiotic drug for the treatment of nasopharynx infection, lower
respiratory tract infection, skin tissue infection, acute tympanitis and mycoplasma pneumonia caused by
clarithromycin susceptible organisms; urethritis and cervical infection caused by chlamydia trachomatis (CT); and the
treatment of legionella infection, mycobacterium avium complex (MAC) infection and helicobacter pylori infection. 

Naproxen Sodium and Pseudophedrine Hydrochloride Sustained Release Tablets: to temporarily relieve cold, sinus
and flu symptoms, blocked nose caused by anaphylaxis rhinitis, runny nose, fever, sore throat, symptoms of myalgia
in the limbs and pain around the joints.

Cefalexin Capsules: suitable for acute tonsillitis caused by sensitive fungi, airway infections, such as pharyngitis,
otitis media, nasal sinusitis, bronchitis; pneumonia, respiratory tract infection, urinary tract infections and skin soft
tissue infections etc.

Anhydroandrographolide: used for clearing away heat and detoxify, as an antibacterial and to diminish inflammation;
used in upper respiratory infection, bacillary diarrhea.

Digestive Disease

Hepatocyte Growth-promoting Factor for Injection: used to treat serious viral hepatitis symptoms caused by various
viral hepatitis types (acute, subnormal temperature, chronic serious disease early or middle period of hepatitis)

Tiopronin is widely prescribed for the treatment of acute and chronic Hepatitis B (HB), and for the relief of
drug-induced liver injury.

Omeprazole is widely utilized to treat gastroesophageal reflux disease (GERD ), and is highly effective in other
conditions caused by excess acidic formulations in the stomach, including gastric ulcers, recurrent duodenal ulcers and
Zollinger-Ellison Syndrome.

Others

Granisetron Hydrochloride Injection: indicated to reduce the symptom of nausea and vomiting caused by radiotherapy
and chemotherapy during the treatment of malignant tumors.
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Vitamin B6 for Injection: vitamin supplement.

Thymopolypetides Injection: used for treating various primary or recurring T cell defective diseases, autoimmune
diseases, to assist in the treatment of diseases and tumors of various cells with reduced immunological function.

Recombined Human Fibroblast Growth Factor (rhaFGF), which is used as a raw material for cosmetics and has the
function of wound repairing, including damages caused by ultraviolate ray, acne, analeptic organized by the skin, or
citric acid. 

Helpson also possessed official documents on drug registration for Compound Ammonium Glycyrrhetate S for
Injection issued by China's State Food and Drug Administration on June 6, 2008.

Due to the nature of the biotechnology and pharmaceutical industries, Helpson continually strives to change its
product portfolio to respond to changes in market demand. Based on the foundation established by some of Helpson's
widely recognized medicine labels such as Buflomedil and Alginic Sodium Diester, Helpson has launched and will
continue to launch a variety of medicines.

Helpson adjusts the delivery system and marketing for each of its products based on the product's target patient group.
Maintaining a variety of delivery systems (e.g. tablet, injection, powder, etc.) targeting at different groups enhances
Helpson's competitive position in the market. Helpson's present types of delivery include tablet, capsule, granule,
injectable and dry powder.

Principal Markets

The principal markets of Helpson lie within China. With approximately one-fifth of the world’s population and a
fast-growing gross domestic product, China presents significant potential for the pharmaceutical industry. According
to the Freedonia Group, pharmaceutical demand in China reached RMB198.0 billion ($25.4 billion) in 2005,
representing a growth of 12.1% annually since 2000. The Freedonia Group expects the total pharmaceutical
expenditure in China to grow at 13.6% annually between 2005 and 2010. Such growth rate is significantly higher as
compared to the rest of the world, where growth of the pharmaceutical industry is projected to be at a compound
annual growth rate of 5.0% to 8.0% between 2004 and 2009 according to IMS Health. According to IMS forecasts,
China will become the seventh largest pharmaceutical market in the world in 2009 and the second largest in 2020,
with a market capacity of US$220 billion.

The growth is driven by increased income levels, overall improvement of life quality and the consumer’s desire for
improved healthcare. In addition, the broader coverage of healthcare and the increasing aging population contribute to
the increased demand for pharmaceutical products. Increased healthcare spending by the Chinese government to
reform the healthcare system has already greatly improved the accessibility to and desire for medical care. The
Chinese government’s increased spending on the rural market is another driving force of our future development.

Distribution

As of December 31, 2009, Helpson's products were sold in more than 30 provinces, municipalities and autonomous
regions. Helpson has 16 sales offices, 116 sales personnel and approximately 1250 proxy agents throughout China.

Industry Background and Competition

The pharmaceutical industry's primary categories include chemical medicine, traditional Chinese medicinal material,
traditional Chinese medicinal film, prepared Chinese herbal medicine, antibiotics, biological products, biological
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Competition in the pharmaceutical industry is reduced by barriers to entry. A company wishing to enter into the
industry must comply with the standards and regulations set forth by the government. In the PRC, the State Food and
Drug Administration of China (the “SFDA”) is the authority that monitors and supervises the administration of the
pharmaceutical industry including pharmaceutical products, medical appliances, and equipment. Pharmaceutical
manufacturing enterprises must obtain a Pharmaceutical Manufacturing Enterprise Permit issued by the relevant
pharmaceutical administrative authorities and relevant health departments at the provincial level where the enterprise
is located. Furthermore, all pharmaceutical products produced in the PRC, with the exception of Chinese herbal
medicines in soluble form, must bear a registered number approved by the appropriate governmental authorities in the
PRC. Lastly, in accordance with the World Health Organization, the PRC now requires compliance with GMP
standards in pharmaceutical production in order to minimize the risks involved in any pharmaceutical production that
cannot be eliminated through testing final products. As the regulatory approval process becomes more stringent, it
also increases the barriers to entering the market.

Due to the variety of consumer demands within the pharmaceutical market, pharmaceutical companies have relatively
dispersed product lines. We have identified, however, two primary strategies we must adopt in order to stay
competitive. In expanding market share of common traditional medicine, we must take advantage of 1) our large
manufacturing scale and reasonable cost control mechanisms, and 2) our strong sales network.

Intellectual Property

Helpson owns the following 17 registered trademarks: Funalin, Fukexing, Beisha, Shiduotai, Xinuo, Pusenlitai,
Pusenouke, Shuchang, Shenkaineng, an AFGF logo, an HPS logo, two HELPSON logos, as well as four other logos.
The registration numbers of the 17 registered trademarks are as follows: No.1280259, No.1500459, No.1511770,
No.1535416, No.1537828, No.1535420, No.1272792, No.1272759, No.1272760, No.1330294, No.1327731,
No.1330295, No.1476339 and No.3993785, No. 4074317, No.4074321 and No. 4315247. 

Employees

As of December 31, 2009, Helpson had 252 regular employees and 42 temporary workers.  Helpson was also aided by
the efforts of a 116 member outside sales and marketing team.

Item 1A. Risk Factors

RISKS RELATED TO OUR BUSINESS AND INDUSTRY

WE MAY NEED TO RAISE ADDITIONAL CAPITAL WITHIN THE NEXT TWELVE MONTHS TO FUND
OUR OPERATIONS AND FAILURE TO RAISE ADDITIONAL CAPITAL MAY FORCE US TO DELAY,
REDUCE, OR ELMINATE OUR PRODUCT DEVELOPMENT PROGRAMS

Due to the large amount of funds required for research and development and for the purchase of intangible assets and
the subsequent marketing of products, the pharmaceutical industry is very capital intensive. The industry is
characterized by large and slow receivable turnovers, which signifies that we will need more working capital as our
revenues increase. We have traditionally been committed to biomedical R&D, and are now developing traditional
chemical medicines within specific market segments such as those of anti-flu and anti-infection. It is likely that we
will need to raise additional capital within the next twelve months. Additional capital may be needed for the
development of new products or product lines, financing of general and administrative expenses, licensing or
acquisition of additional technologies, and marketing of new or existing products. There are no assurances that we will
be able to raise the appropriate amount of capital needed for our future operations. Failure to obtain funding when
needed may force us to delay, reduce, or eliminate our product development programs and have a material adverse
effect on our profitability.
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ADVERSE ECONOMIC CONDITIONS MAY HARM OUR BUSINESS 

In 2008, general worldwide economic conditions declined due to sequential effects of the sub prime lending crisis,
general credit market crisis, collateral effects on the finance and banking industries, concerns about inflation, slower
economic activity, decreased consumer confidence, reduced corporate profits and capital spending, adverse business
conditions and liquidity concerns. This global economic downturn poses a risk as consumers and businesses may
postpone spending, or seek new ways to eliminate spending, in response to these uncertain and challenging economic
conditions. In addition, there could be a number of follow-on effects including foreign currency exchange rate
fluctuations, insolvency of key suppliers and customer insolvencies. We cannot predict the timing or duration of any
economic slowdown or recession or the timing or strength of a subsequent recovery, worldwide, or in the specific
markets we serve. If the markets for our products significantly deteriorate due to these economic effects, our business,
financial condition and results of operations may be materially and adversely affected.

WE RELY ON A FEW SUPPLIERS AND ANY DISRUPTION WITH OUR SUPPLIERS COULD DELAY
PRODUCT SHIPMENTS AND MATERIALLY ADVERSELY AFFECT OUR BUSINESS OPERATIONS
AND PROFITABILITY

We have developed relationships with a single or limited number of suppliers for materials that are otherwise
generally available. Purchases from our three largest suppliers, Anhui Fuyang Xinte Pharmaceutical Company,
Hainan Xinxin Biotechnology Co., Ltd. and Chongqing Yidong Pharmaceutical Company as of December 31, 2009,
accounted for approximately 34.53%, 22.64% and 15.52% respectively of the total purchases of Helpson. Although
we believe that alternative suppliers are available to supply materials, should either of these suppliers terminate their
business arrangements with us or increase their prices of materials supplied, it could delay product shipments and
materially adversely affect our business operations and profitability. 

IF ALL OR A SIGNIFICANT PORTION OF OUR TRADE RECIEVABLES ARE NOT COLLECTED OR
COLLECTION IS DELAYED, OUR NET INCOME WILL DECREASE AND OUR PROFITABILITY WILL
BE MATERIALLY ADVERSELY AFFECTED

Our Company had trade receivables, net of allowance for doubtful accounts, of approximately $36,008,095
($4,474,175 for doubtful accounts) and $51,238,339 ($2,718,358 for doubtful accounts) as of December 31, 2008 and
2009, respectively.

It is usual commercial practice that certain customers may repay their debts beyond credit periods granted or may
repay slowly when transaction volume increases. There is no assurance that our trade receivables will be fully repaid
on a timely basis. The percentage of a trade receivable that is deemed doubtful is as follows: 100% after 720 days;
10% after 360 days; and 3.5% up to 360 days.

If all or a significant portion of our customers with trade receivables fail to pay all or part of the trade receivables or
delay the payment due to us for whatever reason, our net profit will decrease and our profitability will be materially
adversely affected.

WE MAY UNDERTAKE ACQUISITIONS IN THE FUTURE, AND ANY DIFFICULTIES IN
INTEGRATING THESE ACQUISITIONS MAY DAMAGE OUR PROFITABILITY
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In the future, we may acquire additional businesses or products that complement our existing business and expand our
business scale. The integration of new businesses and products may prove to be an expensive and time consuming
procedure. We can offer no assurance that we will be able to successfully integrate the newly acquired businesses and
products or operate the acquired business in a profitable manner. Failure to locate an appropriate acquisition target or
failure to successfully integrate and operate acquired businesses and products may materially adversely impact our
operations and profits.

THE FAILURE TO MANAGE GROWTH EFFECTIVELY COULD HAVE AN ADVERSE EFFECT ON
OUR BUSINESS, FINANCIAL CONDITION, AND RESULTS OF OUR OPERATIONS

The rapid market growth of our pharmaceutical products may require our Company to expand our employee base for
managerial, operational, financial, and other purposes. As of December 31, 2009, we had 252 regular employees. The
continued future growth will impose significant responsibilities upon the members of management to identify, recruit,
maintain, integrate, and motivate new employees. Aside from increased difficulties in the management of human
resources, we may also encounter working capital issues, as we need increased liquidity to finance the purchases of
raw materials and supplies, research and development and purchase of drug formulas for new products, acquisition of
new businesses and technologies, and the hiring of additional employees. For effective growth management, we will
be required to continue improving our operations, management, and financial systems and control. Our failure to
manage growth effectively may lead to operational and financial inefficiencies that will have a negative effect on the
Company’s profitability.

WE ARE DEPENDENT ON CERTAIN KEY PERSONNEL AND LOSS OF THESE KEY PERSONNEL
COULD HAVE A MATERIAL ADVERSE EFFECT ON OUR BUSINESS, FIANANCIAL CONDITION AND
RESULTS OF OPERATIONS

Our Company’s success is, to a certain extent, attributable to the management, sales and marketing, and
pharmaceutical factory operational expertise of key personnel. Zhilin Li, Heqi Cai, and Yao Huang perform key
functions in the operation of our Company. Ms. Li entered into an Employment Agreement with Helpson, which
provides that she shall act as its CEO. The term of her Employment Agreement is from July 1, 2005, to June 30, 2010.
Mr. Cai entered into an Employment Agreement with Helpson to act as its Director of Development Department for a
term from July 1, 2005, to June 30, 2010. Ms. Huang entered into an Employment Agreement with Helpson to act as
its Head of Pharmaceutical Plant for a term from July 1, 2005, to June 30, 2010. There can be no assurance that we
will be able to retain these officers after the term of their employment or after their contracts expire. The loss of
officers could have a material adverse effect upon our business, financial condition, and results of operations. We
must attract, recruit and retain a sizeable workforce of technically competent employees. Our ability to effectively
implement our business strategy will depend upon, among other factors, the successful recruitment and retention of
additional highly skilled, experienced management and other key personnel. We cannot assure that we will be able to
hire or retain such employees.

IF WE FAIL TO DEVELOP NEW PRODUCTS WITH HIGH PROFIT MARGINS AND OUR HIGH
PROFIT MARGIN PRODUCTS ARE REPLACED BY COMPETITOR’S PRODUCTS, THEN OUR GROSS
AND NET PROFIT MARGINS WILL BE ADVERSELY AFFECTED

In the years ended December 31, 2008 and 2009, our gross profit margin was 49.62% and 42% respectively. However,
there is no assurance that we will be able to sustain such profit margins in the future. The pharmaceutical market in
the PRC is very competitive, and there may be pressure to reduce sale prices of products without a corresponding
decrease in the price of raw materials. To the extent that we fail to develop new products with high profit margins and
our high profit margin products are substituted by competitors’ products, gross profit margins will be adversely
affected.
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WE FACE COMPETITION IN THE PHARMACEUTICAL MARKET IN THE PRC AND SUCH
COMPETITION COULD CAUSE OUR SALES REVENUE AND PROFITS TO DECLINE

According to the State Food and Drug Administration of China (the “SFDA”), there were approximately 5,071
pharmaceutical manufacturing companies in the PRC as of the end of June 2004, of which approximately 3,237
manufacturers obtained certificates of Good Manufacturing Practices Certification (“GMP certification”). After GMP
certification became a mandatory requirement on July 1, 2004, approximately 1,834 pharmaceutical manufacturers
were forced to cease production. Only the 3,237 pharmaceutical manufacturers with GMP certifications may continue
their manufacturing operations. As of the end of 2006, there are 4682 enterprises manufacturing medicines and
formulation in China. The certificates, permits, and licenses required for pharmaceutical operation in the PRC create a
potentially significant barrier for new competitors seeking entrance into the market. Despite these obstacles, we face
competitors that will attempt to create, or are already marketing, products in the PRC that are similar to ours. There
can be no assurance that our products will be either more effective in their therapeutic abilities and/or be able to
compete in price with that of our competitors. Failure to do either of these may result in decreased profits for our
Company. 

OUR SUCCESS IS HIGHLY DEPENDENT ON CONTINUALLY DEVELOPING NEW AND ADVANCED
PRODUCTS, TECHNOLOGIES, AND PROCESSES AND FAILURE TO DO SO MAY CAUSE US TO LOSE
OUR COMPETITIVENESS IN THE PHARMACEUTICAL INDUSTRY AND MAY CAUSE OUR PROFITS
TO DECLINE

To remain competitive in the pharmaceutical industry, it is important to continually develop new and advanced
products, technologies and processes. There is no assurance that our competitors’ new products, technologies and
processes will not render our Company’s existing products obsolete or non-competitive. Our Company’s
competitiveness in the pharmaceutical market therefore relies upon our ability to enhance our current products,
introduce new products, and develop and implement new technologies and processes. Our Company’s failure to
technologically evolve and/or develop new or enhanced products may cause us to lose our competitiveness in the
pharmaceutical industry and may cause our profits to decline.

THE COMMERCIAL SUCCESS OF OUR PRODUCTS DEPENDS UPON THE DEGREE OF MARKET
ACCEPTANCE AMONG THE MEDICAL COMMUNITY AND FAILURE TO ATTAIN MARKET
ACCEPTANCE AMONG THE MEDICAL COMMUNICTY MAY HAVE AN ADVERSE IMPACT ON OUR
OPERATIONS AND PROFITABILITY

The commercial success of our products depends upon the degree of market acceptance among the medical
community. Even if our products are approved by the SFDA, there is no assurance that physicians will prescribe or
recommend our products to patients. Furthermore, a product’s prevalence and use at hospitals may be contingent upon
our relationship with the medical community. The acceptance of our products among the medical community may
depend upon several factors including, but not limited to, the product’s acceptance by physicians and patients as a safe
and effective treatment, cost effectiveness, potential advantages over alternative treatments, and the prevalence and
severity of side effects. Failure to attain market acceptance among the medical community may have an adverse
impact on our operations and profitability.

THE DISCONTINUATION OF ANY PREFERENTIAL TAX TREATMENTS OR OTHER INCENTIVES
CURRENTLY AVAILABLE TO US IN THE PRC COULD MATERIALLY AND ADVERSELY AFFECT
OUR BUSINESS, FINANCIAL CONDITION AND RESULTS OF OPERATIONS.
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Pursuant to the original Income Tax Law of the PRC for Enterprises with Foreign Investment and Foreign Enterprises
and its implementation rules, a foreign invested enterprise as defined under PRC laws shall pay 30% corporate income
tax and 3% local income tax; an enterprise with foreign investment of a production nature scheduled to operate for a
period of not less than ten years shall, from the year of making profits, be exempt from enterprise income tax in the
first and second years and allowed a fifty percent reduction in the third to fifth years. Pursuant to the State Council’s
Regulations on Encouraging Investment in and Development of Hainan Island promulgated in May, 1988, the
corporate income tax for all companies incorporated in Hainan Province is reduced to 15%. Pursuant to the
Regulations on Foreign Investment in Hainan Special Economic Zone promulgated by Hainan Province in March,
1991 (the “Regulation on Foreign Investment”), all foreign invested enterprises incorporated in Hainan Province are
exempt from the local income tax.

Helpson has obtained the approval for preferential enterprise income tax treatment from Hainan State Administration
of Taxation at the end of 2006 and has begun to enjoy the preferential tax treatment. Therefore, Helpson shall be
exempt from enterprise income tax in the first and second years after it begins to make profit, and shall pay enterprise
income tax at the rate of 7.5% from the third to the fifth year after it begins to make profit.

However, on March 16, 2007, China’s national congress approved the Enterprise Income Tax Law of the PRC (“New
Income Tax Law”), which takes effect from January 1, 2008. The New Income Tax Law unifies the enterprise income
tax rate, cost deduction and tax incentive policies for both domestic and foreign invested enterprises. Under the New
Income Tax Law, enterprises that were established and already enjoyed preferential tax rates or tax holidays before
March 16, 2007 will (i) in case of preferential tax rates, gradually increase to 25% rate for a period of 5 years, (ii) in
case of tax holidays continue to enjoy them until the expiration of such term. 

Therefore, Helpson will continue to enjoy preferential tax treatment until the expiration of the preferential term. There
can be no assurance that Helpson will continue to be entitled to any preferential tax treatment or tax holidays after the
transition period expires. The discontinuation of any such special or preferential tax treatment or other incentives
could have an adverse affect our business, financial condition and results of operations.

WE MAY BE SUBJECT TO THE PRC’S PRICE CONTROL OF DRUGS WHICH MAY LIMIT OUR
PROFITABILITY AND EVEN CAUSE US TO STOP MANUFACTURING CERTAIN PRODUCTS

The State Development and Reform Commission (“SDRC”) of the PRC and the price administration bureaus of the
relevant provinces of the PRC in which the pharmaceutical products are manufactured are responsible for the retail
price control over our pharmaceutical products. The SDRC sets the price ceilings for certain pharmaceutical products
in the PRC. Although our products have not been subject to such price controls as of the date of this Form 10-K, there
is no assurance that our products will remain unaffected by it. Where our products are subject to a price ceiling, we
will need to adjust the product price to meet the requirement and to accommodate for the pricing of competitors in the
competition for market shares. The price ceilings set by the SDRC may limit our profitability, and in some instances,
such as where the price ceiling is below production costs, may cause us to stop manufacturing certain products which
may adversely affect our results of operations. 

OUR CERTIFICATES, PERMITS, AND LICENSES ARE SUBJECT TO GOVERNMENTAL CONTROL
AND RENEWAL, AND THE FAILURE TO OBTAIN RENEWAL WOULD CAUSE ALL OR PART OF
OUR OPERATIONS TO BE SUSPENDED AND HAVE A MATERIAL ADVERSE EFFECT ON OUR
FINANCIAL CONDITION
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Our Company is subject to various PRC laws and regulations pertaining to the pharmaceutical industry. Our Company
has attained certain certificates, permits, and licenses required for the operation of a pharmaceutical enterprise and the
manufacturing of pharmaceutical products in the PRC. We obtained the Medicine Production Permit in December
2005, which is valid through December 31, 2010. We also possess five GMP certificates which are effective through
May 19, 2010, April 17, 2011, May 7, 2013, August 10, 2013, September 20, 2014 and February 9, 2015 respectively.
The pharmaceutical production permits and GMP certificates are each valid for a term of five years and must be
renewed before their expiration. During the renewal process, we will be re-evaluated by the appropriate governmental
authorities and must comply with the prevailing standards and regulations, which may change from time to time. In
the event that we are not able to renew the certificates, permits and licenses, all or part of our operations may be
suspended by the government, which would have a material adverse effect on our financial condition. Furthermore, if
escalating compliance costs associated with governmental standards and regulations restrict or prohibit any part of our
operations, it may adversely affect our results of operations and profitability.

IF OUR PRODUCTS FAIL TO RECEIVE REGULATORY APPROVAL OR ARE SEVERELY LIMITED IN
THE PRODUCTS SCOPE OF USE, THEN WE MAY BE UNABLE TO RECOUP CONSIDERABLE
RESEARCH AND DEVELOPMENT EXPENDITURES ALREADY INCURRED

Our products that are approved to be manufactured as of December 31, 2009 include 20 medicines. There are 9
products in the registration process as of December 31, 2009. The production of our pharmaceutical products is
subject to the regulatory approval of the SFDA. The regulatory approval procedure for pharmaceuticals can be quite
lengthy, costly, and uncertain. Depending upon the discretion of the SFDA, the approval process may be significantly
delayed by
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