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every Interactive Date File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of
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EXPLANATORY NOTE

Bohai Pharmaceuticals Group, Inc. (the “Company”) is filing this Amendment No. 1 to our Quarterly Report on Form
10-Q (this “Amendment No. 1”) to amend the Company’s Quarterly Report on Form 10-Q (the “Original 10-Q”) for the
quarterly period ended September 30, 2010, which was originally filed with the Securities and Exchange Commission
(the “SEC”) on November 12, 2011 (the “Original Filing Date”).

As disclosed in the Footnote No. 3 to the financial statements included within this Amendment No. 1, the financial
statements and the corresponding footnotes in the Form 10-Q are being restated solely in order to properly recognize
certain non-cash deferred tax charges related to the Company’s pharmaceutical formulas as an intangible indefinite
asset which the Company did not previously recognize. For additional information, please refer to the Company’s
Current Report on Form 8-K filed with the SEC on September 14, 2011.

Except for the amendments described above, this Amendment No. 1 does not modify or update other disclosures in, or
exhibits to, the Original 10-Q, and, accordingly, this Amendment No. 1 should be read in conjunction with the
Original 10-Q.

Readers are cautioned that information contained in this Amendment No. 1 is only current as of the Original Filing
Date; therefore, to obtain more current information regarding the Company, readers are advised to review the
Company’s subsequent filings with the SEC.

As a result of this Amendment No. 1, the certifications pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, as
filed as exhibits to the Original 10-Q, have been re-executed and re-filed as of the date of this Amendment.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

In addition to historical information, this Quarterly Report on Form 10-Q/A contains forward looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995.  These forward-looking statements are
subject to certain risks and uncertainties that could cause actual results to differ materially from those reflected in such
forward-looking statements.  We cannot give any guarantee that the plans, intentions or expectations described in the
forward looking statements will be achieved.  All forward-looking statements involve significant risks and
uncertainties, and actual results may differ materially from those discussed in the forward-looking statements as a
result of various factors, including those factors described in the “Risk Factors” section of our Annual Report for the
fiscal year ended June 30, 2010 (the “2010 10-K”).  Readers should carefully review such risk factors as well as factors
described in other documents that we file from time to time with the Securities and Exchange Commission.

In some cases, you can identify forward-looking statements by terminology such as “guidance,” “may,” “will,” “should,”
“expects,” “plans,” “anticipates,” “believes,” “estimates,” “predicts,” “projects,” “potential,” “proposed,” “intended,” or “continue” or the
negative of these terms or other comparable terminology.  You should read statements that contain these words
carefully, because they discuss our expectations about our future operating results or our future financial condition or
state other “forward-looking” information.  There may be events in the future that we are not able to accurately predict
or control.  You should be aware that the occurrence of any of the events described in our risk factors and other
disclosures could substantially harm our business, results of operations and financial condition, and that upon the
occurrence of any of these events, the trading price of our securities could decline.  Although we believe that the
expectations reflected in the forward-looking statements are reasonable, we cannot guarantee future results, growth
rates, and levels of activity, performance or achievements.  Factors that may cause actual results, our performance or
achievements, or industry results, to differ materially from those contemplated by such forward-looking statements
include, without limitation:

• our ability to obtain sufficient working capital to support our business plans;

• our ability to expand our product offerings and maintain the quality of our products;

• the availability of Chinese government granted rights to exclusively manufacture or co-manufacture our products;

• the availability of Chinese national healthcare reimbursement of our products;

• our ability to manage our expanding operations and continue to fill customers’ orders on time;

• our ability to maintain adequate control of our expenses allowing us to realize anticipated revenue growth;

• our ability to maintain or protect our intellectual property;

• our ability to maintain our proprietary technology;

• the impact of government regulation in China and elsewhere, including the support provided by the Chinese
government to the Traditional Chinese Medicine and healthcare sectors in China;
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•our ability to implement product development, marketing, sales and acquisition strategies and adapt and modify
them as needed;

• our ability to integrate any future acquisitions;

•our implementation of required financial, accounting and disclosure controls and procedures and related corporate
governance policies; and

•our ability to anticipate and adapt to changing conditions in the Traditional Chinese Medicine and healthcare
industries resulting from changes in government regulations, mergers and acquisitions involving our competitors,
technological developments and other significant competitive and market dynamics.

Readers are cautioned not to place undue reliance on our forward-looking statements, which reflect management’s
opinions only as of the date thereof.  We undertake no obligation to revise or publicly release the results of any
revision of our forward-looking statements, except as required by law.

Edgar Filing: Bohai Pharmaceuticals Group, Inc. - Form 10-Q/A

6



BOHAI PHARMACEUTICALS GROUP, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
AS OF SEPTEMBER 30, 2010 AND JUNE 30, 2010

As of
September 30,

2010 As of
(unaudited) June 30,

Notes restated 2010
ASSETS
Current assets
Cash and cash equivalents $ 15,540,245 $ 17,149,082
Restricted cash 188,528 576,019
Accounts receivable 12,029,884 10,409,527
Other receivables and prepayments 4 2,049,433 1,449,590
Amount due from equity holder 5 - 40,160
Inventories 6 1,696,434 748,422

Total current assets 31,504,524 30,372,801

Non-current assets
Property, plant and equipment, net 8 7,936,156 7,895,042
Prepayment for land use right 12,266,165 7,343,654
Intangible assets 7 17,628,880 17,342,772
Deferred fees on convertible notes 14 1,286,369 1,562,617

Total non-current assets 39,117,570 34,144,085

TOTAL ASSETS $ 70,622,094 $ 64,516,886

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities
Short-term borrowings 9 $ 4,471,417 $ 4,398,849
Accounts payable 1,766,965 741,621
Other accrued liabilities 12 3,419,558 2,984,988
Amount due to equity holder 11,980 -
Income taxes payable 17 1,101,718 700,326

Total current liabilities 10,771,638 8,825,784

Non-current liabilities
Deferred tax liabilities – intangible assets 2,347,418 2,309,321
Derivative liabilities - investor and agent warrants 13 5,512,482 5,481,928
Convertible note, net of discount 13 149,560 124,820

Total non-current liabilities 8,009,460 7,916,069

TOTAL LIABILITIES 18,781,098 16,741,852
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STOCKHOLDERS’ EQUITY
Common stock, $0.001 par value, 150,000,000 shares authorized,
16,576,200 and 16,500,000 shares issued and outstanding as of
September 30, 2010 and June 30, 2010, respectively 10 16,576 16,500
Additional paid-in capital 10 15,482,662 15,317,621
Accumulated other comprehensive income 1,348,947 460,577
Statutory reserves 20 2,201,817 2,201,817
Retained earnings 32,790,994 29,778,519

Total stockholders’ equity 51,840,997 47,775,034

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 70,622,094 $ 64,516,886

See accompanying notes to the unaudited condensed consolidated financial statements

1
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BOHAI PHARMACEUTICALS GROUP, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME FOR THE

THREE MONTHS ENDED SEPTEMBER 30, 2010 AND 2009
(UNAUDITED)

For The Three Months Ended
September 30,

Notes 2010 2009
restated restated

Net revenues $ 17,029,648 $ 13,954,604

Cost of revenues (3,447,266 ) (2,217,604 )

Gross profit 13,582,382 11,737,000

Selling, general and administrative expenses 15 (8,614,758 ) (9,174,693 )

Income from operations 4,967,624 2,562,307

Other incomes (expenses)
Other income 14,208 69,072
Amortization of deferred financing fees (259,965 ) -
Interest expense 16 (494,039 ) (148,395 )
Other expense (3,115 ) (5,269 )
Change in fair value of derivative liabilities (30,554 ) -

Total other income (expenses) (773,465 ) (84,592 )

Income before provision for income taxes 4,194,159 2,477,715

Provision for income taxes 17 (1,181,684 ) (663,529 )

Net income $ 3,012,475 $ 1,814,186

Comprehensive income:
Net income $ 3,012,475 $ 1,814,186
Other comprehensive income
Unrealized foreign currency translation gain (loss) 888,370 (49,377 )
Comprehensive income $ 3,900,845 $ 1,764,809

Earnings per common share
Basic 11 $ 0.18 $ 0.14
Diluted $ 0.15 $ 0.14

Weighted average common shares outstanding
Basic 11 16,506,626 13,162,500
Diluted 22,250,104 13,162,500
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See accompanying notes to the unaudited condensed consolidated financial statements

2
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BOHAI PHARMACEUTICALS GROUP, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY FOR THE

THREE MONTHS ENDED SEPTEMBER 30, 2010
(UNAUDITED)

Accumulated
Common Stock Additional other
Shares Paid-in comprehensive Statutory Retained

outstanding Amount Capital income reserves earnings Total

Balance, June 30,
2010 -restated 16,500,000 $ 16,500 $ 15,317,621 $ 460,577 $ 2,201,817 $ 29,778,519 $ 47,775,034
Stock based
compensation - - 29,000 - - - 29,000
Conversion of
convertible notes 76,200 76 136,041 - - - 136,117
Net income for
the period - - - - - 3,012,475 3,012,475
Foreign currency
translation - - - 888,370 - - 888,370

Balance,
September 30,
2010 - restated 16,576,200 $ 16,576 $ 15,482,662 $ 1,348,947 $ 2,201,817 $ 32,790,994 $ 51,840,997

See accompanying notes to the unaudited condensed consolidated financial statements

3
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BOHAI PHARMACEUTICALS GROUP, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2010 AND 2009
(UNAUDITED)

For The Three Months Ended
September 30,

2010 2009
restated

Cash flows from operating activities
Net income $ 3,012,475 $ 1,814,186
Adjustments to reconcile net income to net cash provided by operating activities
Depreciation 85,701 83,723
Loss on disposals of property, plant and equipment 1,879 6,602
Accretion of beneficial conversion feature 147,423 -
Amortization of deferred fees on convertible notes 259,965 -
Interest expense on convertible notes 29,717 -
Change in fair value of warrants 30,554 -
Stock based compensation 29,000 -
Deferred income tax provision - 108,055

Changes in assets and liabilities
(Increase)/decrease in accounts receivable (1,431,498 ) 131,768
(Increase)/decrease in other receivables and prepayments (589,373 ) 460,384
(Increase)/decrease in inventories (924,319 ) (130,794 )
(Decrease)/increase in accounts payable 1,000,823 (123,643 )
Increase in accrued liabilities 402,743 412,107
(Decrease)/increase in income taxes payable 385,112 (121,851 )

Increase in restricted cash 387,492 -

Net cash provided by operating activities 2,827,694 2,640,537

Cash flows from investing activities
Purchases of property, plant and equipment (3,953 ) (6,033 )
Proceeds from disposals of property, plant and equipment 4,425 -
Purchase of leased land use rights (4,743,139 ) -

Net cash used in investing activities (4,742,667 ) (6,033 )

Cash flows from financing activities
Proceeds of borrowings 877,540 872,865
Repayment of borrowings (877,540 ) (880,200 )
Repayment from related party 52,357 -

Net cash provided by (used in) financing activities 52,357 (7,335 )

Effect of foreign currency translation on cash and cash equivalents 253,779 13,493
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Net (decrease) increase in cash and cash equivalents (1,608,837 ) 2,640,662

Cash and cash equivalents at beginning of period 17,149,082 2,491,726

Cash and cash equivalents at end of period $ 15,540,245 $ 5,132,388

Cash paid during the year for
Interest paid $ 298,316 $ 141,433
Income taxes paid $ 796,572 $ 678,174

Non-cash investing and financing activities::

Common stock issued upon conversion of convertible notes and accrued interest $ 136 , 1 17 $ -

See accompanying notes to the unaudited condensed consolidated financial statements

4
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BOHAI PHARMACEUTICALS GROUP, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2010 AND 2009

1. ORGANIZATION AND PRINCIPAL ACTIVITIES

Bohai Pharmaceuticals Group, Inc. (the “Company”) (formerly known as Link Resources, Inc.) was incorporated under
the laws of the State of Nevada on January 9, 2008.  Until January 5, 2010, its principal office was located in Calgary,
Alberta, Canada.  Prior to January 5, 2010, the Company was a public “shell” company in the exploration stage since its
formation and had not yet realized any revenues from its planned operations.

Pursuant to a Share Exchange Agreement, dated January 5, 2010 (the “Share Exchange Agreement” and the transactions
contemplated thereby, the “Share Exchange”), the Company acquired Chance High International Limited, a British
Virgin Islands company (“Chance High”) from Chance High’s shareholders (the “Chance High Shareholders”) and, as a
result, acquired Chance High’s indirect, controlled affiliate, Yantai Bohai Pharmaceuticals Group Co., Ltd. (“Bohai”), a
Chinese company engaged the production, manufacturing and distribution in the People’s Republic  of China (“China” or
the “PRC”) of herbal medicines, including capsules and other products, based on traditional Chinese medicine.

The closing of the Share Exchange (the “Closing”) took place on January 5, 2010 (the “Closing Date”).  On the Closing
Date, pursuant to the terms of the Share Exchange Agreement, the Company acquired all of the outstanding equity
securities (the “Chance High Shares”) of Chance High from the Chance High Shareholders, and the Chance High
Shareholders transferred and contributed all of their Chance High Shares to the Company.  In exchange, the Company
issued to Chance High Shareholders an aggregate of 13,162,500 newly issued shares of common stock, par value
$0.001 per share (the “Common Stock”).  In addition, pursuant to the terms of the Share Exchange Agreement, Anthony
Zaradic, the former President and Chief Executive Officer of the Company, cancelled a total of 1,500,000 shares of
Common Stock.

Chance High owns 100% of the issued and outstanding capital stock of the Yantai Shencaojishi Pharmaceuticals Co.,
Ltd. (“WFOE”).  On December 7, 2009, the WFOE entered into a series of variable interest entity contractual
agreements (the “VIE Agreements”) with Bohai and its three shareholders, including Mr. Hongwei Qu, currently the
Company’s Chairman, Chief Executive Officer and President, pursuant to which WFOE effectively assumed
management of the business activities of Bohai and has the right to appoint all executives and senior management and
the members of the board of directors of Bohai. Chance High, WFOE and Bohai are referred to herein collectively and
on a consolidated basis as the “Company” or “we”, “us” or “our”.

The VIE Agreements are comprised of a series of agreements, including a Consulting Services Agreement, Operating
Agreement and Proxy Agreement, through which WFOE has the right to advise, consult, manage and operate
Bohai  for  an annual fee in the amount of Bohai’s yearly net profits after tax.  Additionally, Bohai’s shareholders
pledged their rights, titles and equity interest in Bohai as security for WFOE to collect consulting and services fees
provided to Bohai through an Equity Pledge Agreement.  In order to further reinforce WFOE’s rights to control and
operate Bohai, Bohai’s shareholders granted WFOE an exclusive right and option to acquire all of their equity interests
in Bohai through an Option Agreement.

5
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On January 29, 2010, the Company entered into an Agreement and Plan of Merger, the sole purpose of which was to
effect a change of the Company’s corporate name from Link Resources Inc. to Bohai Pharmaceuticals Group, Inc.

Bohai is engaged in the production, manufacturing and distribution of herbal pharmaceuticals based on traditional
Chinese medicine, or TCM, in the People’s Republic of China.  Bohai is based in the city of Yantai, Shandong
Province, China, and its operations are exclusively in China.

2. BASIS OF PREPARATION

The accompanying unaudited condensed consolidated financial statements of the Company and its subsidiaries at
September 30, 2010 and for the three months ended September 30, 2010 and 2009 reflect all adjustments (consisting
only of normal recurring adjustments) that, in the opinion of management, are necessary to present fairly the
consolidated financial position and results of operations of the Company for the periods presented. Operating results
for the three months ended September 30, 2010 are not necessarily indicative of the results that may be expected for
the year ending June 30, 2011. The accompanying condensed consolidated financial statements should be read in
conjunction with the audited consolidated financial statements and the notes thereto included in the Company’s Annual
Report on Form 10-K filed with the Securities and Exchange Commission on September 28, 2010.

The accompanying unaudited condensed consolidated financial statements for the Company, its subsidiaries and its
variable interest entity (Bohai) have been prepared in accordance with accounting principles generally accepted in the
United States of America (the “U.S.”) for interim financial information and with the instructions to Form 10-Q and
Article 8-03 of Regulation S-X.  Operating results for interim periods are not necessarily indicative of results that may
be expected for the fiscal year as a whole.

The Share Exchange was accounted for as a reverse recapitalization effected as of January 5, 2010. Although the
Company legally acquired Chance High and its controlled subsidiary Bohai, for accounting purposes, Chance High
and Bohai are considered to be the accounting acquirers and Link Resources, Inc. as the accounting acquiree.  As a
result, the historical consolidated financial statements for periods prior to January 5, 2010 are those of Chance High
and Bohai and the operating results, financial position and cash flows of the Company (formerly known as Link
Resources, Inc.) are consolidated only from its acquisition on January 5, 2010.  As the transaction between Link
Resources, Inc. and Chance High and its subsidiaries is treated as reverse acquisition, no goodwill was recorded. 
Intercompany transactions and balances are eliminated in consolidation.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Restatements

Since 2005, the Company has not amortized its indefinite-lived drug formula for financial reporting purposes in
accordance with US GAAP but did amortize these drug formulas for tax purposes, resulting in a difference for
financial reporting purposes and tax purposes in the basis of these intangible assets. Upon a further study by the
Company of the deferred tax liability issues, the Company concluded that although the tax effect of such amortization
may be delayed indefinitely, the ability to do so is not a factor in the determination of whether a temporary difference
exists. ASC 740-10-55-63 addresses this issue and states that “deferred tax liabilities may not be eliminated or reduced
because an entity may be able to delay the settlement of those liabilities by delaying the events that would cause
taxable temporary differences to reverse.” Accordingly, the Company has determined that a non-cash deferred tax
liability should be recognized.

The Company’s consolidated financial statements as of and for the three months ended September 30, 2009 and 2010
are being restated as follows:
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Consolidated Statements of Income: For the three months ended
September 30, 2010

As previously
reported As restated

Comprehensive Income:
Net income $ 3,012,475 $ 3,012,475
Unrealized foreign currency translation gain (loss) 926,468 888,370
Comprehensive Income: $ 3,938,943 $ 3,900,845

For the three months ended
September 30, 2009

As previously
reported As restated

Income before provision for income taxes $ 2,477,715 $ 2,477,715
Provision for income taxes (555,474 ) (663,529 )
Net income $ 1,922,241 $ 1,814,186

Comprehensive Income:
Net income $ 1,922,241 $ 1,814,186
Unrealized foreign currency translation gain (loss) (47,583 ) (49,377 )
Comprehensive Income: $ 1,874,658 $ 1,764,809

Earnings per share – basic $ 0.15 $ 0.14
Earnings per share – diluted $ 0.15 $ 0.14

Consolidated Balance Sheets: For the three months ended Year Ended
September 30, 2010 June 30, 2010

As previously
reported As restated

As previously
reported As restated

Deferred tax liabilities $ $ 2,347,418 $ - $ 2,309,321
Total liabilities 16,433,680 18,781,098 14,432,532 16,741,852

Accumulated other comprehensive income 1,553,052 1,348,947 626,584 460,577
Retained earnings 34,934,307 32,790,994 31,921,832 29,778,519
Total shareholders’ equity $ 54,188,414 $ 51,840,997 $ 50,084,354 $ 47,775,034

Consolidated Statement of Cash Flows: For the three months ended
September 30, 2009

As previously
reported As restated

Net income $ 1,922,241 $ 1,814,186
Deferred income tax provision - 108,055
Net cash provided by operating activities $ 2,640,537 $ 2,640,537

Basis of Presentation and Consolidation

The Company has adopted FAS ASC 810-10-15-14 and also FIN 46R, which requires that a Variable Interest Entity
(“VIE”) to be consolidated by a company if that company is entitled to receive a majority of the VIE’s residual returns
and have direct ability to make decisions on all operating activities of the voting right of the VIE.  The Company
controls Bohai through the VIE Agreements described in Note 1 and accordingly it is consolidated for all periods
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presented.

The Operating Agreement provides that the WFOE has the direct ability to make decisions on all the operation
activities and exercise all voting rights of the Company ’ s VIE, Bohai.

6
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Under Consultant Service Agreement entered between WFOE and Bohai on December 7, 2009, Bohai agreed to pay
all of its net income to WOFE quarterly as a consulting fee. Accordingly, WOFE has the right to receive the expected
residual returns of Bohai.

Under  above  mentioned  contractual  arrangement,  the  Company qualifies as the primary beneficiary of such
controlling financial interest in Bohai as operating under FASB ASC230-10-45 and FASB Interpretation No. 46R
“Consolidation of Variable Interest Entities (“FIN 46R”),, an Interpretation of Accounting Research Bulletin No. 51. The
result of subsidiaries or variable interest entities acquired prior to date of Share Exchange Agreement on January 5,
2010 entered are included in the consolidated financial statement.

As of September 30, 2010, the particulars of the Company’s subsidiaries and VIE are as follows:

Name of Company
Place of

incorporation
Date of

incorporation
Attributable
equity interest

Issued Capital
(US Dollars)

Chance High International
Limited

British Virgin
Islands

July 2, 2009 100 % $ 50,000

Yantai Shencaojishi
Pharmaceuticals Co., Ltd.

People’s Republic of
China

November 25, 2009 100 % $ 9,500,000

Yantai Bohai Pharmaceuticals
Group Co., Ltd.

People’s Republic of
China

July 8, 2004 * $ 2,918,000
(RMB20,000,000

)

*           The Company has an indirect controlling interest in Bohai under the VIE Agreements entered on December 7,
2009, which are described in Note 1 above.

Initial measurement of VIE: the Company initially measures the assets, liabilities, and non-controlling interests of the
VIEs at their carrying amount as of the date of the acquisition.

Accounting after initial measurement of VIE: subsequent accounting for the assets, liabilities, and non- controlling
interest of a consolidated VIE are accounted for as if the entity were consolidated based on voting interests and the
usual accounting rules for which the VIE operates are applied as they would to a consolidated subsidiary as follows:

•Carrying amounts of the VIE are consolidated into the financial statements of the Company as the primary
beneficiary (referred as “Primary Beneficiary” or “PB”); and

•Inter-company transactions and balances, such as revenues and costs, receivables and payables between or among
the Primary Beneficiary and the VIE(s) are eliminated in their entirety.

Economic and Political Risks

The Company’s operations are conducted solely in the PRC.  There are significant risks associated with doing business
in the PRC, among others, political, economic, legal and foreign currency exchange risks. The Company’s results may
be adversely affected by changes in the political and social conditions in the PRC, and by changes in governmental
policies with respect to laws and regulations, anti-inflationary measures, currency conversion, remittances abroad, and
rates and methods of taxation, among other things.

7
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Use of Estimates

In preparing the condensed consolidated financial statements in conformity with US GAAP, management makes
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets
and liabilities at the dates of the financial statements, as well as the reported amounts of revenues and expenses during
the reporting periods.  These accounts and estimates include, but are not limited to, the valuation of accounts
receivable, inventories, deferred income taxes, the estimation on useful lives of plant and machinery, and the fair
value of derivative liabilities.  Actual results could differ from those estimates.

Fair Value Measurements and Fair Value of Financial Instruments

The Company adopted the guidance of Accounting Standards Codification (“ASC”) 820 for fair value measurements
which clarifies the definition of fair value, prescribes methods for measuring fair value, and establishes a fair value
hierarchy to classify the inputs used in measuring fair value as follows:

Level 1 - Inputs are unadjusted quoted prices in active markets for identical assets or liabilities available at the
measurement date.

Level 2 - Inputs are unadjusted quoted prices for similar assets and liabilities in active markets, quoted prices for
identical or similar assets and liabilities in markets that are not active, inputs other than quoted prices that are
observable, and inputs derived from or corroborated by observable market data.

Level 3 - Inputs are unobservable inputs which reflect the reporting entity’s own assumptions on what assumptions the
market participants would use in pricing the asset or liability based on the best available information.

The carrying amounts reported in the balance sheets for cash, accounts receivable, other receivables, short-term
borrowings, accounts payable and accrued expenses, customer advances, and amounts due from related parties
approximate their fair market value based on the short-term maturity of these instruments.

ASC 825-10 “ Financial Instruments, ” allows entities to voluntarily choose to measure certain financial assets and
liabilities at fair value (fair value option). The fair value option may be elected on an instrument-by-instrument basis
and is irrevocable, unless a new election date occurs. If the fair value option is elected for an instrument, unrealized
gains and losses for that instrument should be reported in earnings at each subsequent reporting date. The Company
uses Level 3 inputs to value its derivative liabilities.

 The following table reflects gains and losses for the three months ended September 30, 2010 for all financial assets
and liabilities categorized as Level 3 as of September 30, 2010.

Liabilities:
Balance of derivative liabilities as of June 30, 2010 $ 5,481,928
Change in the fair value of derivative liabilities 30,554
Balance of derivative liabilities as of September 30, 2010 $ 5,512,482

Estimating fair values of derivative financial instruments requires the development of significant and subjective
estimates that may, and are likely to, change over the duration of the instrument with related changes in internal and
external market factors. In addition, valuation techniques are sensitive to changes in the trading market price of our
common stock and its estimated volatility. Because derivative financial instruments are initially and subsequently
carried at fair values, our net income may include significant charges or credits as these estimates and assumptions
change.
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The potential credit risk to the company is mainly attributable to its accounts receivable and bank balances. The
Company has policies in place to ensure that it will only accept customers from countries which are politically stable
and customers with an appropriate credit history. In addition, all bank balances are on deposit with financial
institutions with high-credit quality. Accordingly, the Company does not consider that it is subject to significant credit
risk.

The Company’s interest rate risk is primarily attributable to its borrowings, all of which have fixed interest rates. The
Company does not use interest rate swaps to hedge its exposure to interest rate risk.

Cash and Cash Equivalents

The Company considers all highly liquid investments purchased with original maturities of three months or less to be
cash equivalents.  The Company maintains bank accounts in the PRC and restricted cash accounts and a checking
account in the United States of America. The restricted cash accounts were created for interest payments of
Convertible Note holders and payments of investor relation activities in the US.

Concentrations of Credit Risk

Financial instruments which potentially subject the Company to concentrations of credit risk consist principally of
cash and trade accounts receivable. Substantially all of the Company’s cash is maintained with state-owned banks
within the PRC, and no deposits are covered by insurance. The Company has not experienced any losses in such
accounts and believes it is not exposed to any risks on its cash in bank accounts. A significant portion of the
Company’s sales are credit sales which are primarily to customers whose ability to pay is dependent upon the industry
economics prevailing in these areas; however, concentrations of credit risk with respect to trade accounts receivables
is limited due to generally short payment terms.  The Company also performs ongoing credit evaluations of its
customers to help further reduce credit risk.

At September 30, 2010 and June 30, 2010, the Company’s cash balances by geographic area were as follows:

September 30, 2010 June 30, 2010
(unaudited)

Country:
United States $230,628 1.0 % $- - %
China 15,309,617 99.0 % 17,149,082 100.0 %
Total cash and cash equivalents $15,540,245 100.0 % $17,149,082 100.0 %

Accounts Receivable

Accounts receivable consists of amounts due from customers. The Company extends unsecured credit to its customers
in the ordinary course of business but mitigates the associated risks by performing credit checks and actively pursuing
past due accounts.  An allowance for doubtful accounts is established and determined based on management’s
assessment of known requirements, aging of receivables, payment history, the customer’s current credit worthiness and
the economic environment.  As of September 30, 2010 and June 30, 2010, no allowance for doubtful accounts was
deemed necessary based on management’s assessment.
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Inventories

Inventories are valued at the lower of cost or market with cost is determined using the weighted average method.
Finished goods inventories consist of raw materials, direct labor and overhead associated with the manufacturing
process. In assessing the ultimate realization of inventories, management makes judgments as to future demand
requirements compared to current or committed inventory levels.  The Company’s reserve requirements generally
increase/decrease due to management’s projected demand requirements, market conditions and product life cycle
changes.  As of September 30, 2010 and June 30, 2010, the Company did not make any allowance for slow-moving or
defective inventories.

Intangible Assets

Intangible assets consist of “Pharmaceutical Formulas”, which were acquired with indefinite useful lives. These
intangible assets are measured initially at cost and not subject to amortization shall be tested for impairment annually
or more frequently if there is indication of impairment. If the carrying amount exceeds fair value, an impairment loss
would be recognized.  Subsequently reversal of a recognized impairment loss is prohibited. There was no material
impairment of the intangible assets as of September 30, 2010 and June 30, 2010.

Property, Plant and Equipment

Property, plant and equipment are carried at cost and are depreciated on a straight-line basis over the estimated useful
lives of the assets. The cost of repairs and maintenance is expensed as incurred; major replacements and
improvements are capitalized.  When assets are retired or disposed of, the cost and accumulated depreciation are
removed from the accounts, and any resulting gains or losses are included in income in the year of disposition. The
Company examines the possibility of decreases in the value of fixed assets when events or changes in circumstances
reflect the fact that their recorded value may not be recoverable.

Included in property and equipment was construction-in-progress which consisted of factories and office buildings
under construction and machinery pending installation and includes the costs of construction, machinery and
equipment, and any interest charges arising from borrowings used to finance these assets during the period of
construction or installation. No provision for depreciation is made on construction-in-progress until such time as the
relevant assets are completed and ready for their intended use. The principal annual rates are as follows:

Leasehold land and buildings 30 to 40 years
Motor vehicles 10 years
Plant and machinery 10 years
Office equipment 5 years

Accounting for the Impairment of Long-Lived Assets

The Company uses ASC Topic 360, which addresses financial accounting and reporting for the impairment or
disposal of long-lived assets. The Company periodically evaluates the carrying value of long-lived assets to be held
and used in accordance with ASC Topic 360. ASC Topic 360 requires impairment losses to be recorded on long-lived
assets used in operations when indicators of impairment are present and the undiscounted cash flows estimated to be
generated by those assets are less than the assets’ carrying amounts. In that event, a loss is recognized based on the
amount by which the carrying amount exceeds the fair market value of the long-lived assets. Loss on long-lived assets
to be disposed of is determined in a similar manner, except that fair market values are reduced for the cost of disposal.
Based on its review, the Company believes that, as of September 30, 2010 and June 30, 2010, there were no
impairments of its long-lived asset.
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Foreign Currency Translation

The reporting currency of the Company is the U.S. dollar. The Company maintains its consolidated financial
statements in the functional currency. The functional currency of the Company is the Chinese Renminbi (RMB). For
the subsidiaries and affiliates whose functional currencies are the RMB, results of operations and cash flows are
translated at average exchange rates during the period, assets and liabilities are translated at the unified exchange rate
at the end of the period, and equity is translated at historical exchange rates. As a result, amounts relating to assets and
liabilities reported on the statements of cash flows may not necessarily agree with the changes in the corresponding
balances on the balance sheets.  Translation adjustments resulting from the process of translating the local currency
financial statements into U.S. dollars are included in determining comprehensive income.  Transactions denominated
in currencies other than the functional currency are translated into the functional currency at the exchanges rates
prevailing at the dates of the transaction. Exchange gains or losses arising from foreign currency transactions are
included in the determination of net income for the respective periods. All of the Company’s revenue transactions are
transacted in the functional currency. The Company does not enter any material transaction in foreign currencies and,
accordingly, transaction gains or losses have not had, and are not expected to have, a material effect on the results of
operations of the Company.

Assets and liabilities are translated at the exchange rates at the balance sheet dates and revenue and expenses are
translated at the average exchange rates using the following exchange rates:

September 30,
2010

June 30,
2010

September 30,
2009

Period end US$: RMB exchange rate 6.69810 6.80860 6.81663
Average periodic US$: RMB exchange rate 6.78032 6.83667 6.82082

RMB is not freely convertible into foreign currency and all foreign exchange transactions must take place through
authorized institutions. No representation is made that the RMB amounts could have been, or could be, converted into
US dollar at the rates used in translation.

Revenue Recognition

Revenue represents the invoiced value of goods sold recognized upon the delivery of goods to customers. Pursuant to
the guidance of ASC Topic 605 and ASC Topic 36, revenue is recognized when all of the following criteria are met:

• Persuasive evidence of an arrangement exists;

• Delivery has occurred or services have been rendered;

• The seller’s price to the buyer is fixed or determinable; and
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• Collectability is reasonably assured.

The Company accounts for sales returns by establishing an accrual in an amount equal to its estimate of sales recorded
for which the related products are expected to be returned. The Company determines the estimate of the sales return
accrual primarily based on historical experience regarding sales returns, but also by considering other factors that
could impact sales returns. These factors include levels of inventory in the distribution channel, estimated shelf life,
product discontinuances, and price changes of competitive products, introductions of generic products and
introductions of competitive new products.  For the three months ended September 30, 2010 and 2009, sales return
rate is low and deemed immaterial and accordingly, no provision for sales returns was recorded.

Cost of Revenue

Cost of revenue consists primarily of raw material costs, labor cost, overhead costs associated with the manufacturing
process and related expenses which are directly attributable to the Company’s revenues.

Stock-based Compensation

Stock based compensation is accounted for based on the requirements of the Share-Based Payment topic of ASC 718
which requires recognition in the financial statements of the cost of employee and director services received in
exchange for an award of equity instruments over the period the employee or director is required to perform the
services in exchange for the award (presumptively, the vesting period). The FASB Accounting Standards Codification
also requires measurement of the cost of employee and director services received in exchange for an award based on
the grant-date fair value of the award.

Pursuant to ASC Topic 505-50, for share-based payments to consultants and other third-parties, compensation
expense is determined at the “measurement date.” The expense is recognized over the vesting period of the award. Until
the measurement date is reached, the total amount of compensation expense remains uncertain. The Company records
compensation expense based on the fair value of the award at the reporting date. The awards to consultants and other
third-parties are then revalued, or the total compensation is recalculated based on the then current fair value, at each
subsequent reporting date.

Research and Development Costs

Research and development costs are charged as an expense when incurred and included in operating expenses.
Research and development costs totaled $184,357 and $293,220 for the three months ended September 30, 2010 and
2009, respectively.

Shipping costs

Shipping costs are included in selling expense and totaled $156,862 and $124,404 the three months ended September
30, 2010 and 2009, respectively.

Advertising and Promotion

Advertising and promotion is expensed as incurred. Advertising and promotion expenses were included in operating
expenses and amounted to $2,827,712 and $3,307,323 for the three months ended September 30, 2010 and 2009,
respectively.

Edgar Filing: Bohai Pharmaceuticals Group, Inc. - Form 10-Q/A

25



12

Edgar Filing: Bohai Pharmaceuticals Group, Inc. - Form 10-Q/A

26



Income Taxes

The Company is governed by the Income Tax Law of the People’s Republic of China and the Internal Revenue Code
of the United States. Income taxes are accounted for under the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit
carry-forwards. Deferred tax assets are reduced by a valuation allowance to the extent management concludes it is
more likely than not that the assets will not be realized. Deferred tax assets and liabilities are measured using enacted
tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be
recovered or settled.  The effect on deferred tax assets and liabilities of a change in tax rates is recognized in the
statements of income and comprehensive income in the periods that includes the enactment date.

Comprehensive Income

Comprehensive income is defined to include all changes in equity except those resulting from investments by owners
and distributions to owners. Among other disclosures, all items that are required to be recognized under current
accounting standards as components of comprehensive income are required to be reported in a financial statement that
is presented with the same prominence as other financial statements. The Company’s current components of other
comprehensive income are the foreign currency translation adjustment.

Commitments and Contingencies

Liabilities for loss contingencies arising from claims, assessments, litigation, fines and penalties and other sources are
recorded when it is probable that a liability has been incurred and the amount of the assessment can be reasonably
estimated.

Earnings Per Share

The Company reports basic earnings per share in accordance with ASC Topic 260, “Earnings Per Share”.  Basic
earnings/ (loss) per share is computed by dividing net income/ (loss) by weighted average number of shares of
common stock outstanding during the period. Diluted earnings per share is computed by dividing net income by the
weighted average number of shares of common stock, common stock equivalents and potentially dilutive securities
outstanding during the period. Common equivalent shares are excluded from the computation in periods for which
they have an anti-dilutive effect. Stock options for which the exercise price exceeds the average market price over the
period are anti-dilutive and, accordingly, are excluded from the calculation.  At September 30, 2010, the Company
had 5,675,000 common stock equivalents from convertible notes that could potentially dilute future earnings per
share. Warrants to purchase 6,600,000 shares of common stock were outstanding during the three months ended
September 30, 2010, but were excluded from the computation of diluted earnings per share as their effect would have
been anti-dilutive.

Recent Accounting Pronouncements Adopted

The following Accounting Standards Codification (“ASC”) Updates have been issued, or became effective, since the
beginning of the current year covered by these financial statements:
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In June 2009, the FASB issued ASC 810, “Amendments to FASB Interpretation No.46(R)”. ASC 810 amends FASB
Interpretation No.46(R), “Variable Interest Entities” for determining whether an entity is a VIE and requires an
enterprise to perform an analysis to determine whether the enterprise’s variable interest or interests give it a controlling
financial interest in a VIE. Under ASC 810, an enterprise has a controlling financial interest when it has (a) the power
to direct the activities of a VIE that most significantly impact the entity’s economic performance and (b) the obligation
to absorb losses of the entity or the right to receive benefits from the entity that could potentially be significant to the
VIE. ASC 810 also requires an enterprise to assess whether it has an implicit financial responsibility to ensure that a
VIE operates as designed when determining whether it has power to direct the activities of the VIE that most
significantly impact the entity’s economic performance. ASC 810 also requires ongoing assessments of whether an
enterprise is the primary beneficiary of a VIE, requires enhanced disclosures and eliminates the scope exclusion for
qualifying special-purpose entities. ASC 810 is effective as of the beginning of each reporting entity’ s first annual
reporting period that begins after November 15, 2009, for interim periods within that first annual reporting period, and
for interim and annual reporting periods thereafter. Earlier application is prohibited. ASC 810 is effective for the
Company in the first quarter of fiscal 2011. The adoption of ASC 810 beginning July 1, 2010 did not have a material
impact on the Company’s consolidated financial statements.

In December 2009, the FASB issued ASU No. 2009-17, “Improvements to Financial Reporting by Enterprises
Involved with Variable Interest Entities (“ASU 2009-17”)”. ASU 2009-17 amends the variable- interest entity guidance
in FASB ASC 810-10-05-8 to clarify the accounting treatment for legal entities in which equity investors do not have
sufficient equity at risk for the entity to finance its activities without financial support. ASU 2009-17 shall be effective
as of the beginning of each reporting entity’s first annual reporting period that begins after November 15, 2009. ASU
2009-17 is effective for the Company in the first quarter of fiscal 2011. The adoption ASU 2009-17 beginning July 1,
2010 did not have a material impact on the Company’s consolidated financial statements.

In January 2010, FASB issued ASU No. 2010-06 – Improving Disclosures about Fair Value Measurements. This
update provides amendments to Subtopic 820-10 that requires new disclosure as follows: (1) Transfers in and out of
Levels 1 and 2.  A reporting entity should disclose separately the amounts of significant transfers in and out of Level 1
and Level 2 fair value measurements and describe the reasons for the transfers. (2) Activity in Level 3 fair value
measurements. In the reconciliation for fair value measurements using significant unobservable inputs (Level 3), a
reporting entity should present separately information about purchases, sales, issuances, and settlements (that is, on a
gross basis rather than as one net number). This update provides amendments to Subtopic 820-10 that clarifies
existing disclosures as follows: (1) Level of disaggregation. A reporting entity should provide fair value measurement
disclosures for each class of assets and liabilities. A class is often a subset of assets or liabilities within a line item in
the statement of financial position. A reporting entity needs to use judgment in determining the appropriate classes of
assets and liabilities. (2) Disclosures about inputs and valuation techniques. A reporting entity should provide
disclosures about the valuation techniques and inputs used to measure fair value for both recurring and nonrecurring
fair value measurements. Those disclosures are required for fair value measurements that fall in either Level 2 or
Level 3. The new disclosures and clarifications of existing disclosures are effective for interim and annual reporting
periods beginning after December 15, 2009, except for the disclosures about purchases, sales, issuances, and
settlements in the roll forward of activity in Level 3 fair value measurements. These disclosures are effective for fiscal
years beginning after December 15, 2010, and for interim periods within those fiscal years. The adoption ASU No.
2010-06 beginning July 1, 2010 did not have a material impact on the Company’s consolidated financial statements.

Recent Accounting Pronouncements Not Yet Adopted

In April 2010, the FASB issued ASU 2010-13, Compensation-Stock Compensation (Topic 718): Effect of
Denominating the Exercise Price of a Share-Based Payment Award in the Currency of the Market in Which the
Underlying Equity Security Trades - a consensus of the FASB Emerging Issues Task Force.  The amendments in this
Update are effective for fiscal years, and interim periods within those fiscal years, beginning on or after December 15,
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2010.  Earlier application is permitted.  The Company does not expect the provisions of ASU 2010-13 to have a
material effect on the financial position, results of operations or cash flows of the Company.
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4. OTHER RECEIVABLES AND PREPAYMENTS

Other receivables and prepayments consist of the following:

As of
September 30,

2010

As of
June 30,
2010

(unaudited)
Prepayment for advertising and promotion $ 1,786,925 $ 1,198,484
Prepayment for director and officer insurance 21,667 29,792
Other receivables 240,841 221,314
Total other receivables and prepayments $ 2,049,433 $ 1,449,590

5. AMOUNT DUE FROM EQUITY HOLDER

Amount due from equity holder consists of the following:

As of As of
September 30, June 30,

2010 2010
(unaudited)

Mr. Hongwei Qu $ - $40,160

The amount due from an equity holder as of June 30, 2010 is unsecured, non-interest bearing. The balance of $40,160
was repaid in July 2010.

6. INVENTORIES

Inventories consist of the following:

As of
September 30, 2010

As of
June 30, 2010

(unaudited)
Raw materials $ 1,149,130 $ 445,693
Finished goods 547,304 302,729
Total inventories $ 1,696,434 $ 748,422

7. INTANGIBLE ASSETS

Intangible assets consist of the following:
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As of
September 30,

2010

As of
June 30,
2010

(unaudited)
Pharmaceuticals formulas, at cost $ 17,628,880 $17,342,772

8. PROPERTY, PLANT AND EQUIPMENT, NET

Property, plant and equipment consisted of the following:

As of
September 30, 2010

As of
June 30, 2010

(unaudited)
Cost

Leasehold land and buildings $ 7,755,363 $ 7,629,498
Plant and equipment 1,258,773 1,234,994
Office equipment 87,150 85,174
Motor vehicles 413,910 414,622
Total 9,515,196 9,364,288

Less: accumulated depreciation 1,579,040 1,469,246

Property, p lant and equipment, net $ 7,936,156 $ 7,895,042

Depreciation expense for the three months ended September 30, 2010 and 2009 amounted to $85,701 and $83,723,
respectively.

As of September 30, 2010 and June 30, 2010, the Company has pledged plant and machinery having a carrying
amount of $505,282 and $534,102, respectively to secure a bank loan of Bohai.

9. SHORT-TERM BORROWINGS

Bohai obtained several short-term loan facilities from financial institution in the PRC.  Short-term borrowing s as of
September 30, 2010 consisted of the following:

Loan from financial
institution Loan period

Annual
interest rate Secured by Amount

China Construction Bank
February 24, 2010 to
February 23, 2011 5.8410 % 

Shandong Dai Xin Heavy
Indust ries Co. Ltd. $ 3,583,106

Yantai Laishan Rural
Credit Union

September 21, 2010 to
September 20, 2011 9.0270 % 

Yantai Ka Wah Medical
Equipment Co. Ltd 597,184

Yantai Laishan Rural
Credit Union

September 21, 2010 to
September 20, 2011 6 .9030 % 

Bohai ’ s machinery and
vehicle 291,127

TOTAL $ 4,471,417
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Short-term borrowings as of June 30, 2010 consisted of the following:

Loan from financial
institution Loan period

Annual
interest rate Secured by Amount

Ch ina Construction Bank
February 24, 2010 to
February 23, 2011 5.8410 %

Shandong Dai Xin Heavy
Industries Co. Ltd. $ 3,524,954

Yantai Laishan Rural
Credit Union

September 28, 2009 to
September 26, 2010 9.0270 %

Yantai Ka Wah Medical
Equipment Co. Ltd 587,492

Yantai Laishan Rural
Credit Union

September 28, 2009 to
September 26, 2010 6.9030 %

Bohai ’ s machinery and
vehicle 286,403

TOTAL $ 4,398,849

10. COMMON STOCK

The Company is authorized to issue 150 million shares of common stock, par value $0.001 per share.  Holders of
common stock are entitled to one vote for each share held of record on each matter submitted to a vote of
shareholders.  Holders of common stock do not have a cumulative voting right, which means that the holders of more
than one half of the Company ’ s outstanding shares of common stock, subject to the rights of the holders of preferred
stock, if any, can elect all of our directors, if they choose to do so.  In this event, the holders of the remaining shares of
common stock would not be able to elect any directors.  Subject to the prior rights of any class or series of preferred
stock which may from time to time be outstanding, if any, holders of common stock are entitled to receive ratably,
dividends when, as, and if declared by the Company ’ s Board of Directors out of funds legally available for that
purpose and, upon our liquidation, dissolution, or winding up, are entitled to share ratably in all assets remaining after
payment of liabilities an d payment of accrued dividends and liquidation preferences on the preferred stock, if
any.  Holders of common stock have no preemptive rights and have no rights to convert their common stock into any
other securities.  The outstanding common stock is duly   authorized and validly issued, fully-paid, and
non-assessable.  Except as required or permitted by law or the Company ’ s charter documents, all stockholder action is
taken by the vote of a majority of the outstanding shares of common stock present at a meet ing of stockholders at
which a quorum consisting of a majority of the outstanding shares of common stock is present in person or by proxy.

Notes with an aggregate face amount of $150,000 and interest of $2,400 on the $150,000 Notes were converted into
76, 200 shares of Common Stock during the quarter.

Restricted Stock Awards

The Company records stock-based compensation expense pursuant to FASB ’ s accounting standard regarding stock
compensation which requires companies to measure compensation cost for stock-based employee compensation plans
at fair value at the grant date and recognize the expense over the employee's requisite service period. On June 4, 2010,
the Company issued 120,000 shares of restricted stock to its CFO for three years of service. The restricted stocks vest
in three equal annual installments over the agreement. For the three months ended September 30, 2010, the Company
recognized $29,000 of the restricted stock as compensation expense.
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11. EARNINGS PER SHARE

Basic earnings per share are computed on the basis of the weighted average number of shares of common stock
outstanding during the period. Diluted earnings per share is computed on the basis of the weighted average number of
shares of common stock plus the effect of dilutive potential common shares outstanding during the period using the
if-converted method for the convertible notes and the treasury stock method for warrants.  The following table sets
forth the computation of basic and diluted net income per common share:

Three months
ended

Three months
ended

September 30, September 30,
2010 2009

(unaudited) (unaudited)
restated

Net income available to common stockholders $ 3,012,475 $ 1,814,186
Effective interest charge on convertible note 25 6,717 -
Net income for diluted earnings per common share $ 3,269,192 $ 1,814,186

Three months
ended

Three months
ended

September 30, September 30,
2010 2009

(unaudited) (unaudited)
Basic weighted average common stocks outstanding 16,506,626 13,162,500
Effect of dilutive securities:
Warrants - incremental shares based on  assumed proceeds & repurchases - -
Common shares if converted from Convertible Debt 5,743,478 -
Diluted weighted average for common stocks outstanding 22,250,104 13,162,500

Warrants to purchase 6,600,000 shares of common stock were outstanding during the three months ended September
30, 2010, but were excluded from the computation of diluted earning s per share as their effect would have been
anti-dilutive.

For the three months ended September 30, 2009, there were no common stock equivalents outstanding; therefore the
amounts reported for basic and dilutive earning per share were the same.

12. OTHER ACCRUED LIABILITIES

Other accrued liabilities as of September 30, 2010 and June 30, 2010 are consisted of the following:

As of As of
September 30, June 30,

2010 2010
(unaudited)

Accrued selling expenses $ 1,849,1 08 $1,542,280
Accrued staff costs 214,237 221,810
Value added tax payable 792,053 686,478
Other taxes payable 102,778 78,370
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Other accrued expenses 461,382 456,050
Total Other accrued liabilities $ 3,419, 558 $2,984,988
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13. CONVERTIBLE PROMISSORY NOTES AND WARRANTS

On January 5, 2010, pursuant to a Securities Purchase Agreement (the “ Securities Purchase Agreement ” ) with 128
accredited investors (the “ Investors ” ), the Company sold 6,000,000 u nits for aggregate gross proceeds of
$12,000,000, each unit consisting of an 8% senior convertible promissory note in the principal amount of $2 and one
common stock purchase warrant (each, an “ Investor Warrant ” and collectively, the “ Investor Warrants ” ).   By
agreement with the Investors, each investor received: (i) a single Note representing the aggregate number of Notes
purchased by them as part of the units (each, a “Note ” and collectively, the “ Notes ” ) and (ii) a single Investor Warrant
representing the aggregate number of Investor Warrants purchased by them as part of the units.

The Notes bear interest at 8% per annum, payable quarterly in arrears on the last day of each fiscal quarter of the
Company. No principal payments are required until maturity of the Notes on January 5, 2012. Each Note, plus all
accrued but unpaid interest thereon, is convertible, in whole but not in part, at any time at the option of the holder, into
shares of the Company ’ s common stock, par value $0.001 per share, at a conversion price of $2.00 per share, subject
to adjustment as set forth in the Note.   The Notes issued have face amounts that range from $43,200 to $500,000.

The conversion price of the Notes is subject to standard anti-dilution adjustments for stock splits and similar events. In
addition, in the event the Company issues or sells any additional shares of Common Stock or instruments convertible
or exchangeable for Common Stock at a price per share less than the conversion price then in effect or without
consideration, then the conversion price upon each such issuance will be adjusted to that price determined by
multiplying the conversion price then in effect by a fraction: (1) the numerator of which is the sum of (x) the number
of shares of Common Stock outstanding   immediately prior to the issuance of such additional shares of Common
Stock plus (y) the number of shares of Common Stock which the aggregate consideration for the total number of such
additional shares of Common Stock so issued would purchase at a price per share equal to the conversion price then in
effect, and (2) the denominator of which is the number of shares of Common Stock outstanding immediately after the
issuance of such additional shares of Common Stock. Notwithstanding any provision of the Note   to the contrary, no
adjustment will cause the conversion price to be less than $1.00, as adjusted for any stock dividend, stock split, stock
combination, reclassification or similar transaction.

Effective as of June 30, 2010, the Company entered into an Amendment and Agreement with the Investors, pursuant
to which the Company and the Investors agreed to make certain amendments to the Notes and the Warrants.  Pursuant
to the Amendment, the anti-dilution protection provisions in the Notes and the Warrants were eliminated and a
provision specifically precluding net cash settlement by the Company of the Notes and the Warrants was added.  In
return, and subject to certain non-financing exceptions, the Company agreed not to issue any new equity securities at a
p r ice per share below $2.20 until the earlier of (i) January 5, 2013 or (ii) the date on which, collectively with any
prior conversions or exercises of Notes and Warrants, 75% of the principal face value of the Notes in the aggregate
has been converted into   shares of Common Stock and Warrants representing, in the aggregate, 75% of the aggregate
shares of Common Stock underlying the Warrants have been exercised.  This Amendment did not change the
Company’s accounting for the Notes and the Warrants described below.

The Notes contain certain Events of Default, including non-payment of interest or principal when due, bankruptcy,
failure to maintain a listing of the Common Stock or to make required filings on a timely basis. No premium is
payable by the Company if an Event of Default occurs. However, upon an Event of Default, and provided no more
than 50% of the aggregate face amount of the Notes have been converted, the Investors holding Notes have the right
to receive a portion, based on their pro-rata participation in the transaction, of 1,000,000 shares of the Company’s
Common Stock that have been placed in escrow by the Company ’ s principal stockholder. The shares in escrow will
be returned to the principal stockholder when 50% of the aggregate face amount of th e Notes has been converted or,
if later, when the Notes are repaid.
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The Investor Warrants expire on January 5, 2013 and may be exercised by the holder at any time to purchase one
share of Common Stock at an exercise price of $2.40 per share (subject to ad justment as set forth in the Investor
Warrants). The exercise price of the Investor Warrants is subject to adjustment in the same manner as the conversion
price of the Notes described above, except that the exercise price will not be adjusted to less than   $1.20, as adjusted
for any stock dividend, stock split, stock combination, reclassification or similar transaction. The Investor Warrants
may only be exercised for cash and do not permit the holder to perform a cashless exercise.

In connection with the sa le of the units, the Company paid its placement agents a cash fee of $1,200,000. In addition,
the placement agents received warrants (the “ Placement Agent Warrants ” and, together with the Investor Warrants, the “
Warrants ” ) to purchase 600,000 shares of Common Stock, which warrants are substantially identical to the Investor
Warrants, except that, pursuant to separate lock-up agreements executed by the holders of the Placement Agent
Warrants, the Placement Agent Warrants are not exercisable until the six month anniversary of the later of: (i) the date
of effectiveness of the registration statement registering the resale of the Common Stock underlying the Notes and
Warrants or (ii) the date of commencement of sales in connection with such registration statement.

In addition to the placement agent fee, the Company paid $370,000 of legal and other expenses. As required by the
Securities Purchase Agreement, $500,000 of the proceeds from the sale of the units were placed in escrow to pay
investor relations expense s to be incurred by the Company and $240,000, equivalent to one quarter ’ s interest expense
on the Notes, was also placed in escrow. The interest escrow will be released to the Company at such time as 75% of
all shares underlying the Notes have been issued upon conversion of Notes. After payment of the placement agent fees
and other expenses and the amounts required to be placed in escrow, the Company received net proceeds of
$9,690,000. At September 30, 2010 and June 30, 2010, $188,528 and $576,019, respectively, remained in escrow and
is included in restricted cash.

The Company also entered into a Registration Rights Agreement with the Investors. The Company agreed to file, no
later than March 6, 2010, a registration statement to register the shares underlying the Notes and the Warrants and to
have such registration statement effective no later than August 13, 2010. The required registration statement was filed
on March 2, 2010 and became effective on August 12, 2010. Accordingly, the Company did not incur   any
registration delay payments.

Valuation

At the time the Notes and Warrants were issued, there had not been any market activity for the Common
Stock.  Accordingly, determining the fair value of the Common Stock required the Company to make complex and
subjective judgments. The Company estimated the value of its enterprise as of January 5, 2010 based on a review of
the enterprise value derived from the use of market and income valuation approaches. The Company also reviewed an
asset-based approach to assess whether the result of such an approach was consistent with the value derived from the
market and income valuation approaches. The market approach was based on the market price to earnings multiple for
companies considered by management to be comparable to the Company. The income approach was based on
applying discount rates to estimated future net income. The estimated enterprise value was then allocated to the
Company ’ s existing outstanding Common Stock, the Notes and the Warrants using the option pricing method. The
option pricing method was based on the two year period to maturity of the Notes and the three year period to
expiration of the Warrants, risk-free interest rates commensurate with those periods and the expected volatility used
was based on   a review of the historical volatility of companies considered by management to be comparable to the
Company.
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Based on the allocation of the estimated enterprise value, the Company estimated the fair value of the Common Stock
at $2.28 per share, as of January 5, 2010. The Investor Warrants and the Placement Agent Warrants were valued at
$5,824,538 and $582,454, respectively, based on the estimated fair value of the Common Stock of $2.28, a term equal
to the remaining life of the Warrants, an expected dividend yield of 0%, a risk-free interest rate of 1.57% based on
constant maturity rates published by the U.S. Federal Reserve applicable to the remaining life of the Warrants and
estimated volatility of 65%, based on a review of the historical volatility of companies considered by management to
be comparable to the Company.  As noted above, prior to the June 30, 2010 Amendment described above, the
Warrants contained a down-round anti-dilution protection feature. As of January 5, 2010, the value of this feature  
was not considered to be material and no adjustment was made for it in the estimated fair value of the Warrants.

Accounting for Convertible Notes

At January 5, 2010 and September 30, 2010, the conversion options embedded in the Notes are not derivative
instruments as defined in FASB ASC 815-10-15-83 because the Notes do not permit or require net settlement, there is
no market mechanism outside the contracts that permits net settlement and the shares to be received on conversion of
the Notes are not readily convertible to cash. At the time the Notes were issued, there had not been any market activity
for the Common Stock.   On March 31, 2010, an initial trade of 500 shares of the Common Stock occurred in the
market, the only trading activity during that period. The Notes can be exercised only in whole but not in part and
through September 30, 2010 and continuing, there has been insufficient trading volume to permit the shares to be
received on conversion of each Note to be readily sold in the market, thus precluding the shares to be received by the
holder of each Note from being readily convertible to cash.

In future periods, whether or not the embedded conversion option in each Note is considered to be a derivative
instrument will depend on whether or not the aggregate number of shares to be received on exercise of each of the 128
Notes, which Notes can be exercised only in whole but not in part, could be readily sold in the market without
significantly affecting the market price of the Common Stock, thus per mitting the shares received by the holder of
each Note to be readily convertible to cash. At each reporting date, the Company will re- evaluate each Note, based on
the level of activity in the market for the Common Stock at that time, to determine whether   or not the embedded
conversion option in each Note is a derivative instrument. Depending on the trading volume for the Common Stock
that develops in the future and the face amount of each Note, the embedded conversion option may be considered a
derivative   instrument for some Notes but not for others and its status as a derivative instrument may vary from period
to period.

FASB ASC 815-10-15-74 provides that a contract which would otherwise meet the definition of a derivative
instrument but that is both (a) indexed to a company ’ s own stock and (b) classified in stockholders ’ equity in the
statement of financial position would not be considered a derivative financial instrument. FASB ASC 815-40-15 and
815-40-25 provide guidance for determining whether those two criteria are met. Because the Company ’ s functional
currency is the Renminbi but the Notes are denominated in U.S. Dollars, FASB ASC 815-40-15-7I provides that the
embedded conversion options are not considered to be indexed only to the Company ’ s Common Stock. Furthermore,
prior to the June 30, 2010 Amendment described above, the criteria that the instruments be indexed only to the
Common Stock was also not met because the conversion price of the Notes would be reduced if the Company issued
securities at   a lower exercise or conversion price. Because the requirement that the instruments be indexed only to
the Common Stock is not met, the exemption in FASB ASC 815-10-15-74 will not be available and the Company will
account for the embedded conversion option s in the Notes as derivative instrument liabilities, if and when the shares
to be issued on conversion are considered to be readily convertible to cash.
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Derivative financial instruments are initially measured at their fair value. For derivative financial instruments that are
accounted for as liabilities, the derivative instrument is initially recorded at its fair value and is then re-valued at each
reporting date, with changes in the fair value reported as charges or credits to income. If and when the embedded
conversion option in any of the Notes first qualifies as a derivative instrument, the fair value at that time of the
embedded derivative instrument will be re-classified and separately recognized and subsequently marked-to-market
each reporting period , as long as the embedded conversion option continues to qualify as a derivative instrument. If
the embedded conversion option ceases to be a derivative instrument, it will be marked-to-market as of the date of
re-classification but thereafter will no long e r be marked-to-market.

Warrants

Because the Company ’ s functional currency is the Renminbi but the Warrants are denominated in U.S. Dollars, the
Warrants are not considered to be indexed only to the Company ’ s Common Stock. Furthermore, prior to the June 3 0,
2010 Amendment described above, the criteria that the instruments be indexed only to the Common Stock was also
not met because the exercise price of the Warrants would be reduced if the Company issued securities at a lower
exercise or conversion price.   In accordance with ASC 815-10-S99-4, the Warrants (including the Placement Agent
Warrants) are accounted for at fair value, with changes in their fair value charged or credited to income each period.

At January 5, 2010, the Investor Warrants were valued a t $5,824,538, as described above. September 30, 2010, the
Investor Warrants were re-valued at $5,011,347 using a binomial model, based on the closing market price on that
date of $2.20, a term equal to the remaining life of the Warrants, an expected dividend yield of 0%, a risk-free interest
rate of 0.48% based on constant maturity rates published by the U.S. Federal Reserve applicable to the remaining life
of the Warrants and estimated volatility of 70%, based on a review of the historical volatility of companies considered
by management to be comparable to the Company. The effect of the down-round anti-dilution protection was not
considered to be material and no adjustment was made for it in the estimated fair value of the Investor Warrants.

The Placement Agent Warrants were initially valued at $582,454, as described above. The cost of these instruments,
together with the cash fees paid to the placement agents and the other fees and expenses paid by the Company, as
described above, in the aggregate amount   of $2,152,454, have been deferred and are being amortized on a
straight-line basis over the two year period to maturity of the Notes. At September 30, 2010, the Placement Agent
Warrants were re-valued at $501,135, based on the closing market price on that   date of $2.20, a term equal to the
remaining life of the Warrants, an expected dividend yield of 0%, a risk-free interest rate of 0.48% and estimated
volatility of 70%. The effect of the down-round anti-dilution protection was not considered to be material and no
adjustment was made for it in the estimated fair value of the Placement Agent Warrants.

The aggregate change in the value of the Investor and Placement Agent Warrants for the three months ended
September 30, 2010 of $30,554 has been charged to exp ense.

The following table summarizes all of the Company ’ s warrants outstanding as of September 30, 2010:
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Warrant
Shares

Exercisable
Shares

Exercise Price per
Common Stock Range

Balance, June 30, 2010 6,600,000 6,000,000 $ 2.40
Granted or vested during the three months ended September 30,
2010 - - -
Exercised during the three months ended September 30, 2010 - - -
Expired during the three months ended September 30, 2010 - - -
Balance, S eptember 30, 2010 (unaudited) 6,600,000 6,000,000 $ 2.40

The following table summarizes the weighted average remaining contractual life and exercise price of the Company ’ s
outstanding warrants.

Warrants Outstanding
Number

Outstanding
Currently Weighted Weighted Average

Number Exercisable Average Exercise Price of
Outstanding at Remaining Warrants

Exercise
Price

at September
30, 2010

September 30, 
2010

Contractual Lif e
(Years)

currently
exercisable

$2.40 6,600,000 6,000,000 2.27 $ 2.40

Convertible Notes

The Investor Warrants were initially recorded at their fair value of $5,824,538 and the remainder of the $12,000,000
gross proceeds received from the Investors of $6,175,462 was allocated to the Notes. Based on the proceeds allocated
to the Notes, the Notes are convertible into Common Stock at an effective conversion price of approximately $1.03
per share. Because the effective conversion price is less than the fair value of the Common Stock at the time the Notes
were issued, the Company recognized a beneficial conversion feature, which was limited to the amount of proceeds
allocated to the Notes of $6,175,462. The Notes   were initially recorded at a carrying value of zero and are being
amortized, together with interest accruing on the Notes, to their maturity value over the period to maturity, at an
effective interest rate of approximately 540% per annum. Interest expense   for the three months ended September 30,
2010 was $256,717. On April 1, 2010, Notes with an aggregate face amount of $500,000 were converted into 250,000
shares of Common Stock. On September 22, 2010, Notes with an aggregate face amount of $150,000 and interest of
$2,400 on the $150,000 Notes were converted into 76,200 shares of Common Stock.

The convertible note liability is as follows at September 30, 2010 and June 30, 2010 :

September 30, 2010
(Unaudited)

June 30, 2010
(Audited)

Convertible notes payable, at face value $ 11,350,000 $ 11,500,000
Less: unamortized beneficial conversion feature and warrants discount on
convertible notes (11,200,440) (11,375,180)

Convertible notes, net $ 149,560 $ 124,820
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Escrowed Shares

As of January 5, 2010 and at September 30, 2010, the Company ’ s principal stockholder is obligated to deliver
1,000,000 shares of Common Stock to the Investors if certain Events of Default occur (as defined in the Notes). The
fair value of this obligation is not considered to be material as the probability of such events occurring is currently
considered to be minimal. Accordingly, at September 30, 2010, no liability for this obligation has been recognized.

14. DEFERRED FEES ON CONVERTIBLE NOTES

The Company incurred total placement fees of $2,152,454 in connection with our private placement of Convertible
Notes (see Note 13) that occurred on January 5, 2010. The placement fees are being amortized on a straight line basis
over the two year expected life of the Convertible Notes, starting on the date of closing, January 5, 2010.

As of As of
September 30, June 30,

2010 2010
(unaudited)

Deferred fees, beginning balance $ 1,562,617 $ 2,152,45 4
Transferred to equity on conversion (16,283) (79,120)
Amortization of deferred fees (259,965) (510,717)
Deferred fee, ending balance $ 1,286,369 $ 1,562,617

15. SELLING, GENERAL AND ADMINISTRATIVE EXPENSE

For the three months ended September 30, 2010 and 2009, selling, general and administrative expenses consisted of
the following:

Three months
ended

Three months
ended

September 
30,

September
30,

2010 2009
(unaudited) (unaudited)

Travel and accommodation $ 1,550,958 $ 1,266,522
Advertising and promotion 2,827,712 3,307,323
Audit fee 18,838 -
Conferences 1,445,857 1,051,418
Depreciation 9,959 8,614
Staff costs 58 1,512 576,091
Research and development cost 184,357 293,220
Other operating expenses 1,995,565 2,671,505

Total selling, general and administrative expense $ 8,614,758 $ 9,174,693
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16. INTEREST E XPENSE

For the three months ended September 30, 2010 and 2009, interest expense consisted of the following:

Three months
ended

Three months
ended

September
30,

September
30,

2010 2009
(unaudited) (unaudited)

Interest on short-term bank borrowings wholly repayable within one year $ 89,899 $ 148,395
Amortization of beneficial conversion feature and warrants discount on convertible
notes  converted 147,423 -
Effective interest charge on Convertible Notes 256,717 -
Total interest expenses $ 494,039 $ 148,395

17. INCOME TAXES

For the three months ended September 30, 2010 and 2009, income tax expense consisted of the following:

Three months
ended

Three months
ended

September
30,

September
30,

2010 2009
(unaudited) (unaudited)

restated
Current taxes
United States $ - $ -
PRC 1,181,684 555,474

Deferred taxes
United States (326,783) -
PRC - 108,055

Change in valuation allowance 326,783 -

Total income tax expenses $ 1,181,684 $ 663,529

As of September 30, 2010, the Company incurred $1,868,204 of net operating losses carry forwards available for
federal tax purposes that may be used to offset future taxable income and will begin to expire in 2029, if unutilized.
The Company has provided for a full valuation allowance against the deferred tax assets of $635,189 on the expected
future tax benefits from the net operating loss carry forwards as the management believes it is more likely than not
that these assets will not be realized in the future.
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PRC Tax

PRC ’ s legislative body, the National People ’ s Congress, adopted the unified Enterprise Income Tax ( “ EIT ” ) Law on
March 16, 2007. This new tax law replaces the existing separate income tax laws for domestic enterprises and
foreign-invested enterprises and became effective on January 1, 2008. Under the new tax law, a unified income tax
rate is set at 25 % for both domestic enterprises and foreign-invested enterprises. However, there will be a transition
period for enterprises, whether foreign-invested or domestic, that are currently receiving preferential tax treatments
granted by relevant tax authorities. Enterprises that are subject to an enterprise income tax rate lower than 25% may
continue to enjoy the lower rate and will transit into the new rate over a five year period beginning on the effective
date of the EIT Law. Enterprises that are currently e n titled to exemptions for a fixed term may continue to enjoy such
treatment until the exemption term expires. Preferential tax treatments may continue to be granted to industries and
projects that qualify for such preferential treatments under the new law.

United States Tax

The Company is subject to income tax in the United States. No provision for income tax in the United States has been
made as the Company had no taxable income for the three months ended September 30, 2010. The statutory tax rate is
34%.

The table below summarizes the differences between the U.S. statutory federal rate and the Company ’ s effective tax
rate and as follows for the three months ended September 30, 2010 and 2009:

Three months
ended

Three months
ended

September 3 0, September 30,
2010 2009

(unaudited) (unaudited)
restated

United States Tax at statutory rate $ 1,426,012 $ 842,423
Foreign tax rate difference (463,686) (222,994)
Net operating loss carry forward 326,783 -
Permanent difference (107,425) (44,100)
Income tax expense $ 1,181,684 $ 663,529

The Company’s deferred tax assets and deferred tax liability as of September 30, 2010 and June 30, 2010 are as
follows:

As of As of
September 30, June 30,

2010 2010
(unaudited)
restated restated

Deferred tax asset:
Net operating loss carry forward $ 635,189 $ 308,406
Total gross deferred tax asset 635,189 308,406
Less: valuation allowance (635,189) (308,406)
Net deferred tax asset $ - $ -
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Deferred tax liability:
  Intangible assets $ 2,347,418 $ 2,309,321

During three months ended September 30, 2010 and 2009, the valuation allowance increased by approximately
$326,783 and $0, respectively.

VAT

Certain of the Company’s revenues are subject to output VAT generally calculated at 6%, 13% and 17% of the selling
price. Input credit relating to input VAT paid on purchase can be used to offset the output VAT.
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Three months
ended

September 30,
2010

Three months
ended

September 30,
2009

(unaudited) (unaudited)

Net value added tax expenses $ 2,236,415 $ 2,065,162

18. COMMITMENTS AND CONTINGENCIES

As of June 30, 2010, the Company had commitments to purchase land use right for future factory expansion. The
purchase price is approximately $14,556,400 (RMB 97,500,000). As of September 30, 2010, the Company has
prepaid for approximately $12,266,165 (RMB 82,160,000), which is included in Prepayment for Land Use Right on
the consolidated balance sheets, the remaining balance of $2,290,235 (RMB 15 , 340,000) as of September 30, 2010
will be paid by March 31, 2011.

As of May 2009, the Company entered into a contract with Yantai Tianzheng Medicine Research and Development
Co. to perform research and development on two new pharmaceutical products, namely Fern Injection and Forsythia
Capsule, on behalf of the Company. The total contract price is approximately $2,239,400 (RMB 15,000,000).  As of
September 30, 2010, the Company has paid $746,500 (RMB 5,000,000) within a year from the contract date, in
accordance to contractual terms.  Yantai Tianzheng Medicine Research and Development Co. is committed to
complete all research work require for the clinical trial within 3 years, at such time, the Company will make a partial
payment of $447,900 (RMB 3,000,000) .   Upon obtaining the approval document on the clinical trial result, the
Company will pay for $746,500 (RMB 5,000,000) within 30 days, and the final $298,500 (RMB 2,000,000) will be
paid upon obtaining the new drug certification from the related governmental department.

There are no other foreseeable material commitments or contingencies as of September 30, 2010.

19. SIGNIFICANT CONCENTRATIONS

(a) Customer Concentrations

The Company does not have concentrations of business with any   customer constituting greater than 10% of the
Company ’ s gross sales for the three months ended September 30, 2010 and 2009.

The Company has not experienced any significant difficulty in collecting its accounts receivable in the past and is not
aware of a ny financial difficulties being experienced by its major customers.

(b) Supplier Concentrations

The Company has the following concentrations of business with each supplier constituting greater than 10% of the
Company ’ s purchase of raw material or other supplies :
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Three months
ended

September 30,
2010

Three months
ended

September 30,
2009

(unaudited) (unaudited)
Shandong Yantai Medicine Procurement and
Supply Station 18.0% 14.1%
Anguo Jinkangdi Chinese Herbal Medici ne Co.
Ltd 12.8% *
Anhui DeChang Pharmaceutical Co. Ltd. * 13.6%

* Constitutes less than 10% of the Company ’ s purchase.

20. STATUTORY RESERVES

According to the laws and regulations in the PRC, the Company is required to provide for certain statutory funds,
namely, reserve fund by an appropriation from net profit after taxes but before dividend distribution based on the local
statutory financial statements of the PRC company prepared in accordance with the accounting principles and relevant
financial regulations.

  The Company in PRC is required to allocate at least 10% of its net profit to the reserve fund until the balance of such
fund has reached 50% of its registered capital. Appropriation of enterprise expansion fund are determined at the
discretion of it directors.  The Company had satisfied statutory reserve requirement in the first quarter of the fiscal
year 2010.

The reserve fund can only be used, upon approval by the relevant authority, to offset accumulated losses or increase
capital. The enterprise expansion fund can only be used to increase capital upon approval by the relevant authority.

21. SUBSEQUENT EVENTS

The Company has performed an evaluation of subsequent events through the date of these financial statements are
issued.
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Item 2.  Management’s Discussion and Analysis of Financial Conditions of Operations.

The following discussion and analysis of financial condition and results of operations relates to the operations and
financial condition reported in our unaudited condensed consolidated financial statements for the three months ended
September 30, 2010 and 2009, and should be read in conjunction with such financial statements and related notes
included in this report.  Those statements in the following discussion that are not historical in nature should be
considered to be forward looking statements that are inherently uncertain. Actual results and the timing of the events
may differ materially from those contained in these forward looking statements due to a number of factors, including
those discussed in the “Cautionary Note on Forward Looking Statements” set forth elsewhere in this Report.

Overview

We were incorporated under the laws of the State of Nevada on January 9, 2008.  Since January 5, 2010, our business
consists of the production, manufacturing and distribution of herbal pharmaceuticals in the People’s Republic of China
(which we refer to as China or the PRC) which are based on Traditional Chinese Medicine, or TCM.  We are based in
the city of Yantai, Shandong Province, China.

Our medicines are intended to address rheumatoid arthritis, viral infections, gynecological diseases, cardio vascular
issues and respiratory diseases.  We obtained Drug Approval Numbers in China for 29 varieties of TCM products in
2004 and we currently produce 15 varieties of such products in seven delivery systems: tablets, granules, capsules,
syrup, concentrated powder, tincture and medicinal wine.  Of these 15 products, 8 are prescription drugs and 7 are
over-the-counter products.  Of our current products: (i) 5 have “exclusive” status, meaning that we are the only company
that manufactures these products in China; (ii) 2 have Certificates of Protected Variety of Traditional Chinese
Medicine (Grade Two) issued by the State Food and Drug Administration of China (“ SFDA” ) , which gives us
exclusive or near exclusive rights to manufacture and distribute these products, and (iii) 1 has received Chinese patent
protection with a duration of 20 years.

Prior to January 5, 2010, we were a public “shell” company operating under the name “Link Resources, Inc.”  On January
5, 2010, we consummated a share exchange transaction (the “Share Exchange”) pursuant to which we acquired Chance
High, the parent company of Yantai Bohai Pharmaceuticals Group Co. Ltd., our principal operating subsidiary, which
is a Chinese variable interest entity that we (through a Chinese wholly-owned foreign enterprise subsidiary) control
through certain contractual arrangements.  Our current organizational structure is summarized below:
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Use of Non-GAAP Financial Measures

We make reference to Non-GAAP financial measures in portions of this “ Management’s Discussion of Financial
Condition and Results of Operations” .  Management believes that investors may find it useful to review our financial
results that exclude certain non-cash expenses, namely changes in fair value of our warrants and unamortized
beneficial conversion features on   convertible notes converted, shown in the below chart, of $177,977 due to the
adoption of a Financial Accounting Standards Board ’ s (“ FASB” ) ASC 815 accounting standard as discussed in
footnote 13 to the accompanying financial statements.

Management believes that these Non-GAAP financial measures are useful to investors in that they provide
supplemental information to possibly better understand the underlying business trends and operating performance of
our company.  We use these Non-GAAP financial measures to evaluate operating performance.  However,
Non-GAAP financial measures should not be considered as an alternative to net income or any other performance
measures derived in accordance with GAAP.

Three Months Ended
September 30,

restated restated

201 0 2009
Increase
(Decrease)

Net Income available to Common shareholders -GAAP $ 3,012,475 $ 1,814,186 $ 1,198,289
Add Back (Subtract):
Change in fair value of warrants 30,554(a) - 30,554
Amortization of beneficial conversion features on convertible notes
converted 147,423(a) - 147,423
Adjusted Net Income available to Common shareholders -non-GAAP $ 3,190,452 $ 1,814,186 $ 1,376,266
Add Back (Subtract):
Effective interest charges on convertible notes 256,717 - 256,717
Adjusted Net Income for diluted earnings per common shares
-non-GAAP $ 3 ,447,169 $ 1,814,186 $ 1,632,983

Basic earnings per share – GAAP $ 0.18 $ 0.14 $ 0.04
Add back (Subtract):
Change in fair value of warrants - (a) - -
Unamortized beneficial conversion features on convertible notes
converted 0.01(a) - 0.01
Adjusted basic earnings per share non-GAAP $ 0.19 $ 0.14 $ 0.05

Diluted earnings per share-GAAP $ 0.15 $ 0.14 $ 0.01
Add back (Subtract):
Change in fair value of warrants - (a) - -
Amortization of beneficial conversion features on convertible notes
converted -(a) - -
Adjusted diluted earnings per share non-GAAP $ 0.1 5 $ 0.14 $ 0.01

Weighted average number of shares
Basic 16,506,626 13,162,500
Diluted 22, 250 ,104 13,162,500
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(a)             We adopted the provisions of a FASB accounting standard, ASC 815, which provides standards with
respect to determining whether an instrument (or embedded feature) is indexed to an entity ’ s own stock (See note
13).  As a result of these measurements, we recognized a non-cash charge of $30,554 from the change in fair value for
warrants and amortized beneficial conversion features on convertible notes converted for $147,423 for the three
months ended September 30, 2010.

Principal Factors Affecting Our Financial Performance

We believe that the following factors will continue to affect our financial performance:

Sales of Key Products

Four of our products, namely Tongbi Capsules, Tongbi Tablets, Lung Nourishing Cream (liquid syrup) and
Shangtongning Tablets   represented approximately 27.8%, 15.0%, 27. 7%, and 9.6%, respectively, of total sales for
the three months ended September 30, 2010 and approximately 22.7%, 14.8%, 24.2%, and 16.5%, respectively, for
the three months ended September 30, 2009. We expect that a significant portion of our future revenue will continue
to be derived from sales of these four products.

We held the Certificates of Protected Variety of Traditional Chinese Medicine (Grade Two) issued by the SFDA for
Tongbi Capsules and Anti-flu Granules   which gave exclusive or near-exclusive rights to manufacture and distribute
these two medicines.  Tongbi Capsules’ certificates expired in September 2009 and we have filed an application for
extending the protection period on March 12, 2009. Lung Nourishing Cream received a patent with duration of 20
years from State Intellectual Property Office of the PRC and the patent will expire on September 12, 2027.

Experienced Management

Management ’ s marketing strategies and business relationships gives us the ability to expand our product market areas
, which provides us with leverage to acquire less sophisticated operators, increase production volumes, and implement
quality standards. Our future prospects depend substantially on the continued services of our senior management team,
especially our Pres i dent, Chief Executive Officer and Chairman of the Board, Mr. Qu.

Price Control of D rugs by PRC Government

The State Development and Reform Commission of the PRC (“SDRC” ) 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. All of our products except those under the protection periods are subject to such price controls and could
affect our future revenue growth. However, due to the direct support of TCM by Chinese government, China’s
immense market, and our protected drugs, we are optimistic of our growth potential for TCM in China.

31

Edgar Filing: Bohai Pharmaceuticals Group, Inc. - Form 10-Q/A

51



Financial Highlight s

•Net revenues for the period ended September 30, 2010 increased 22% to $17.0 million compared to the same period
in 2009.

oNet revenues for the five new product s introduced in April increased 160% from the quarter ended June 30, 2010.

oSales were mostly derived   from our lead products, Lung Nourishing Cream, Tongbi Capsules and Tongbi Tablets,
which together represented over 70% of our total net revenues.

o62% of net revenue was derived from sales of prescription products and 38% was from Over-the-Counter products.

•Net income for the period ended September 30, 2010 increased 66% to $3.0 million compared to the same period in
2009.

o Net income from operations increased 94% to $5.0 million.

o Net income margin increased to 18 % compared to 13% from the same quarter last year.

oSelling, general and administrative expenses decreased 8% to 8.6 million due to cost reduction in advertisement and
other operating expenses.

•Basic earnings per share increased to $0.18 and diluted earnings per share increased to $0.15.

o Diluted earnings per share increased to $0.15.

o Basic earnings per share increased 38 % over the comparable year period to $0.18.

•Cash flow from operating activities for the period ended September 30, 2010 was $2.8 million.

o Total cash decreased by $ 1.6 million.

oCash payment of $ 4.7 million for deposits on the purchase of prepaid land use rights from the Shandong provincial
government for future factory expansion.

Operating Results

The following tables set forth key components of our results of operations for the periods indicated:
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For The Three Months Ended
September 30,

Increase
2010 2009 (decrease) Percentages

restated restated restated

Net revenues $ 17,029,648 $ 13,954,604 $ 3,075,044 22.0%

Cost of revenue 3,447,266 2,217,604 1,229,662 55.5%

Gross profit 13,582,382 11,737,000 1,845,382 15.7%

Selling, general, and administrative expenses 8,614,758 9,174,693 (559,935) (8.1)%

Income from operations 4,967,624 2,562,307 2,405,317 93.9%

Total other expenses 773,465 84,592 688,873 814.3%

Income before provision for income taxes 4,194,159 2,477,715 1,716,444 69.3%

Provision for income taxes 1,181,684 663,529 518,155 78.1%

Net income $ 3,012,475 $ 1,814,186 $ 1,198,289 66.1%

For The Three Months Ended
September 30,

2010 2009
restated

Net revenues 100.0% 100.0%

Cost of revenue  20.2% 15.9%

Gross profit  79.8% 84.1%

Selling, general, and administrative expenses  50.6% 65.7%

Income from operations  29.2% 18.4%

Total other expenses  4.6% 0.6%

Income before provision for income taxes  24.6% 17.8%

Provision for income taxes  6.9% 4.75%

Net income  17.7% 13.0%

Net Revenues
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Net revenues for the three months ended September 30, 2010 increased by approximately $3,075,044, or 22.0%, to
$17,029,648 as compared to $13,954,604 for the three months ended September 30, 2009.  This increase was
primarily due to increased revenues from our three lead products, Lung Nourishing Cream, Tongbi Capsules and
Tongbi Tablets, which together accounted for over 70% of our total net revenues.  A ll of our lead products are listed
for coverage and reimbursement under national medical insurance program starting in December 2009.  The increase
was also due to sales from five new products we initiated in the quarter ended June 30, 2010. Although the new
product sales only represented less than 5% of total net revenues in the quarter ended September 30, 2010, the net
revenues for the five new products in the quarter ended September 30, 2010 increased by 160% compared to the
quarter ended June 30, 2010.  The sale of our prescription drug products for the three months ended September 30,
2010 represented 62% of total net revenue compared to 60% from the same period in last year.   The increase was due
to increases in sales from our two prescription drugs Tongbi Capsules and Tongbi Tablets.
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We anticipate our overall net revenue will continue to increase due to a national medical and health plan initiated by
the Chinese government in 2009, which plan will eventually cover individual health insurance for over 90% of China’s
population by 2011 and includes traditional Chinese medicines for coverage and reimbursement from hospitals and
medical centers all over China.

Cost of Revenues

Our cost of revenues for the three months ended September 30, 2010 was $3,447,266 as compared to $2,217,604 for
the three months ended September 30, 2009, representing an increase of $1,229,662, or 55.5%. The increase in cost of
revenues was mainly attributable to the increase in cost of raw material as a result of increase of overall sales and five
new products we introduced this year as well as an increase in cost of raw material for two other products, Danqi
Tablet and Anti-Flu Granules, in the quarter ended September 30, 2010 compared to the same quarter last year.

Gross Profit

We achieved gross profit of $13,582,382 for the three months ended September 30, 2010, compared to $11,737,000
for the same fiscal quarter in 2009, representing an increase of $1,845,382, or 15.7%, over the same quarter of fiscal
year 2009.  Our overall gross profit margins as a percentage of revenue decreased by approximately 4.3% this fiscal
quarter compared to the same quarter last year. The decrease of gross profit margin was principally due to lower gross
profit margins from our five new products due to higher manufacturing   costs when introducing   the 5 new products
to the market.  The decrease of gross margin was also due to cost increases on raw material for two of our products,
Danqi Tablet s and Anti-Flu Granules.

Selling, General and Administrative Expenses

Our selling, general and administrative expenses decreased by $559,935 to $8,614,758, for the three months ended
September 30, 2010 compared to $9,174,693 for the same fiscal quarter end in 2009.  This decrease was mainly
attributable to decrease of advertising and promotion expenses of approximately $480,000 and other operating
expenses of $676,000 offset by increased in conference expenses of $394,000 and travel and accommodation expenses
of $284,000 in the quarter ended September 30, 2010 compared to the same fiscal quarter last year.   We decreased
product promotion activities through media and television advertising in two Chinese provinces, Fujian and Jilin, due
to the ineffectiveness of media promotion in those areas.  We also decreased other operating expenses by adjusting our
policy on commission expenses and by reducing meal and entertainment expenses.

Total Other Income (Expenses)

Total other expenses were $773,465 for the period ended September 30, 2010 compared to total other expenses of
$84,592 in the quarter ended September 30, 2009, an increase of total other expense of $688,873.  The increase of
expense was principally due to amortization of deferred fees of $259,965 and interest charges of $404,140 on
convertible debt in connection with our private placement on January 5, 2010.
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Provision for Income Tax

Our provisions for income taxes for the three months ended September 30, 2010 and 2009 were $ 1,181,684 and
$663,529, an increase of $ 518,155 or 78.1%  this quarter over the same quarter in last year. The increase in income
tax was principally due to an increase in taxable income under the PRC law.

Net Income

We had a net income of $3, 012,4 75 for the three months ended September 30, 2010, as compared to net income of
$1,814,186 for the three months ended September 30, 2009, an increase in net income of $1,198,289, or 66.1 %.  This
translates to basic net income per common share of $0.18 and $0.14, and diluted net income per common share of
$0.15 and $0.14, for the three months ended September 30, 2010 and 2009, respectively. The increase in net income
was primarily attributable to an increase in total gross profit of $1,845,382 and a decrease in selling, general and
administrative expenses of $ 559,935 offset by an increase in tax provision of $ 518,155, and total other expense of
$688,873 this fiscal quarter compared to the same quarter in prior year.

Liquidity and Capital Resources

Liquidity is the ability of a company to generate adequate amounts of cash to meet its needs for cash. As of September
30, 2010, we had cash and cash equivalents of $15,540,245 and restricted cash of $188,538, substantially all of which
is located in financial institutions in China. The following table provides detailed information about our net cash flow
for financial statement periods presented in this report:

Summary of Cash Flow Statements

For the three months ended
September 30,

2010 2009
Net cash provided by operating activities $ 2,827,694 $ 2,640,537
Net cash used in investing activities (4,742,667) (6,033)
Net cash provided by (used in) financing activities 52,357 (7,335)
Effect of foreign currency translation on cash and cash equivalents 253,779 13,493
Net (decrease) increase in cash and cash equivalent $ (1,608,837) $ 2,640,662

On January 5, 2010, pursuant to a Securities Purchase Agreement with 128 accredited investors, we sold 6,000,000
units for aggregate gross proceeds of $12,000,000, each unit consisting of an 8% senior convertible promissory note in
the principal amount of $2, or the Notes, and one common stock purchase warrant, or the Warrants.   The Notes bear
interest at 8% per annum, payable quarterly in arrears on the last day of each of our fiscal quarters. No principal
payments are required until maturity of the Notes on January 5, 2012. Each Note, plus all accrued but unpaid interest
thereon, is convertible, in whole but not in part, at any time at the option of the holder, into shares of the Company ’ s
common stock, par value $0.001 per share, at a conversion price of $2.00 per share, subject to adjustment as set forth
in the Note.

Effective as of June 30, 2010, we entered into an Amendment and Agreement with the Investors, pursuant to which
we and the Investors agreed to make certain amendments to the Notes and the Warrants.  Pursuant to the Amendment,
the anti-dilution protection provisions i n the Notes and the Warrants were eliminated and a provision specifically
precluding net cash settlement by the Company of the Notes and the Warrants was added.  In return, and subject to
certain non-financing exceptions, we agreed not to issue any new equity securities at a price per share below $2.20
until the earlier of (i) January 5, 2013 or (ii) the date on which, collectively with any prior conversions or exercises of
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Notes and Warrants, 75% of the principal face value of the Notes in the aggregate has been converted into shares of
Common Stock and Warrants representing, in the aggregate, 75% of the aggregate shares of Common Stock
underlying the Warrants have been exercised.
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Comparison of Three Months Ended September 30, 2010 and 2009

Net Cash Provided by Operating Activities

Net cash provided by operating activities totaled $2,827,694 for the three months ended September 30, 2010 as to net
cash provided by operating activities of $2,640,537 for the quarter ended September 30, 2009. The increase in net
cash provided by operating activities was primarily due to increases in net income, income tax payable balances and
offset by increase in accounts receivable, other receivables, and inventory balances. We expect our cash flow from
operating activities to improve due to a national medical and health plan initiated by Chinese government in 2009,
which plan will eventually cover individual health insurance over 90% of China ’ s population by 2011 and includes
traditional Chinese medicines for coverage and reimbursement from hospitals and medical centers all over China.

Net Cash Used In Investing Activities

Net cash used in investing activities was $4,742,667   for the three months ended September 30, 2010 and $6,033 for
the three months ended September 30, 2009.  The increase in cash used in investing activities was due to our cash
payment of approximately $4.7 million for the purchase of leased land use rights from the Shandong provincial
government in January 2010. The aggregate purchase price is approximately $14,556,400 (RMB 97,500,000).   As of
September 30, 2010, we had prepaid for approximately $12,266,165 (RMB 82,160,000), which is included in
Prepayment for Land Use Right on the consolidated balance sheets, the remaining balance of $2,290,235 (RMB
15,340,000) as of September 30, 2010 will be paid by March 31, 2011.

Net Cash Provided by (Used in) Financing Activities

Net cash provided by financing activities totaled $52,357 for the three months ended September 30, 2010 as compared
to net cash used in financing activities of $7,335 for the quarter ended June 30, 2009. The reason for the increase in
cash provided by financing activities was due to cash receipt of $52,357 on an advance previously extended to a
related party and bank loan borrowing of $877,540 offset by cash payments of $877,450 for short term bank loans.

Cash Position

As of September 30, 2010, we had cash of $15,540,245 as compared to $17,149,082 as of June 30, 2010, a decrease of
$1,608,837. This decrease was due primarily to increase in cash from operating activities of approximately $2,828,000
offset by cash payment of approximately $4.7 million for the purchase of leased land use rights from the Shandong
provincial government.

We believe that we can meet our liquidity and capital requirements for our ongoing operations from our currently
available working capital and maintain our operations at our current levels.
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Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated
financial statements, which have been prepared in accordance with U.S. GAAP. The preparation of these financial
statements requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, net
revenues and expenses, and related disclosure of contingent assets and liabilities. We continually evaluate our
estimates, including the allowance for doubtful accounts, the useful life of property and equipment and intangible
assets, assumptions used in assessing impairment of long-term assets and valuation of deferred tax assets, the fair
value of conversion options embedded in convertible debt, and the fair values of warrants granted in connection with
the issuance of the convertible debt. We base our estimates on historical experience and on various other assumptions
that we believe to be reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities that are not readily apparent from other sources. Any future changes
to these estimates and assumptions could cause a material change to our reported amounts of net revenues, expenses,
assets and liabilities. Actual results may differ from these estimates under different assumptions or conditions. We
believe the following critical accounting policies affect our more significant judgments and estimates used in the
preparation of the financial statements.

Accounts Receivable

Accounts receivable consists of amounts due from customers.  We extend unsecured credit to our customers in the
ordinary course of business but mitigates the associated risks by performing credit checks and actively pursuing past
due accounts.  An allowance for doubtful accounts is established and determined based on management ’ s assessment
of known requirements, aging of receivables, payment history, the customer ’ s current credit worthiness and the
economic environment.  As of September 30, 2010 and June 30, 2010, no allowance for doubtful accounts was
deemed necessary based on management ’ s assessment.

Revenue Recognition

Revenue represents the invoiced value of goods sold recognized upon the delivery of goods to customers. Pursuant to
the guidance of ASC Topic 605 and ASC Topic 360, revenue is recognized when all of the following criteria are met:

• Persuasive evidence of an arrangement exists;
• Delivery has occurred or services have been rendered;

• The seller ’ s price to the buyer is fixed or determinable; and
• Collectability is reasonably assured.

We account for sales returns by establishing an accrual in an amount equal to its estimate of sales recorded for which
the related products are expected to be returned. We determine the estimate of the sales return accrual primarily based
on historical experience regarding sales returns, but also by considering other factors that could impact sales returns.
These factors include levels of inventory in the distribution channel, estimated shelf life, product discontinuances, and
price changes of competitive products, introductions of generic products and introductions of competitive new
products.  For the three months ended September 30, 2010 and 2009, sales return rate is low and deemed immaterial
and accordingly, no provision for sales returns was recorded.
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Inventories

Inventories are valued at the lower of cost or market with cost is determined using the weighted average method.
Finished goods inventories consist of raw materials, direct labor and overhead associated with the manufacturing
process. In assessing the ultimate realization of inventories, the management makes judgments as to future demand
requirements compared to current or committed inventory levels.  Our reserve requirements generally
increase/decrease due to management projected demand requirements, market conditions and product life cycle
changes.  As of September 30, 2010 and June 30, 2010, we did not make any allowance for slow-moving or defective
inventories.

Property, Plant and Equipment

Property, plant and equipment are carried at cost and are depreciated on a straight-line basis over the estimated useful
lives of the assets. The cost of repairs and maintenance is expensed as incurred; major replacements and
improvements are capitalized.  When assets are retire d or disposed of, the cost and accumulated depreciation are
removed from the accounts, and any resulting gains or losses are included in income in the year of disposition.  We
examine the possibility of decreases in the value of fixed assets when events or   changes in circumstances reflect the
fact that their recorded value may not be recoverable.

Included in property and equipment was construction-in-progress which consisted of factories and office buildings
under construction and machinery pending installation and includes the costs of construction, machinery and
equipment, and any interest charges arising from borrowings used to finance these assets during the period of
construction or installation. No provision for depreciation is made on construction-in - progress until such time as the
relevant assets are completed and ready for their intended use. The principal annual rates are as follows:

Leasehold land and buildings 30 to 40 years
Motor vehicles 10 years
Plant and machinery 10 years
Office equ ipment 5 years

Derivative Financial Instruments

We evaluate all of our financial instruments to determine if such instruments are derivatives or contain features that
qualify as embedded derivatives. For derivative financial instruments that are accounted for as liabilities, the
derivative instrument is initially recorded at its fair value and is then re-valued at each reporting date, with changes in
the fair value reported in the consolidated statements of income. For stock-based derivative financial instruments, we
use the Binomial Option Pricing Model to value the derivative instruments at inception and on subsequent valuation
dates. The classification of derivative instruments, including whether such instruments should be recorded as
liabilities or as equity, is evaluated at the end of each reporting period. Derivative instrument liabilities are classified
in the balance sheets as current or non-current based on whether or not net-cash settlement of the derivative instrument
could be required within 12 months of the balance sheet date.
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Income Taxes

We are governed by the Income Tax Law of the People’s Republic of China and the United States. Income taxes are
accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases and operating loss and tax credit carry-forwards. Deferred tax asset s are
reduced by a valuation allowance to the extent management concludes it is more likely than not that the assets will not
be realized. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled.  The effect on
deferred tax assets and liabilities of a change in tax rates is recognized in the statements of income and comprehensive
income in the periods that includes t h e enactment date.

Recent Accounting Pronouncements Adopted

The following Accounting Standards Codification (“ ASC” ) Updates have been issued, or became effective, since the
beginning of the current year covered by these financial statements:

In June 2009, the FASB issued ASC 810, “Amendments to FASB Interpretation No.46(R)”. ASC 810 amends FASB
Interpretation No.46(R), “ Variable Interest Entities” for determining whether an entity is a variable interest entity (“ VIE”
) and requires an enterprise to perform an analysis to determine whether the enterprise ’ s variable interest or interests
give it a controlling financial interest in a VIE. Under ASC 810, an enterprise has a controlling financial interest when
it has a) the power to direct the activities of   a VIE that most significantly impact the entity ’ s economic performance
and b) the obligation to absorb losses of the entity or the right to receive benefits from the entity that could potentially
be significant to the VIE. ASC 810 also requires an enterprise to assess whether it has an implicit financial
responsibility to ensure that a VIE operates as designed when determining whether it has power to direct the activities
of the VIE that most significantly impact the entity’s economic performance. ASC 810 also requires ongoing
assessments of whether an enterprise is the primary beneficiary of a VIE, requires enhanced disclosures and eliminates
the scope exclusion for qualifying special-purpose entities. ASC 810 is effective as of the beginning of each reporting
entity ’ s first annual reporting period that begins after November 15, 2009, for interim periods within that first annual
reporting period, and for interim and annual reporting periods thereafter. Earlier application is prohibited. ASC 810 is
effective for us in the first quarter of fiscal 2011. The adoption of ASC 810 beginning July 1, 2010 did not have a
material impact on our consolidated financial statements.

In December 2009, the FASB issued ASU No. 2009-17, “Improvements to Financial Reporting by Enterprises
Involved with Variable Interest Entities (“ ASU 2009-17” )” . ASU 2009-17 amends the variable- interest entity guidance
in FASB ASC 810-10-05-8 to clarify the accounting treatment for legal entities in which equity investors do not have
sufficient equity at risk for the entity to finance its activities without financial support. ASU 2009-17 shall be effective
as of the beginning of each reporting entity ’ s first annual reporting period that begins after November 15, 2009. ASU
2009-17 is effective f or us in the first quarter of fiscal 2011. The adoption ASU 2009-17 beginning July 1, 2010 did
not have a material impact on our consolidated financial statements.

In January 2010, FASB issued ASU No. 2010-06 – Improving Disclosures about Fair Value Measurements. This
update provides amendments to Subtopic 820-10 that requires new disclosure as follows: 1) Transfers in and out of
Levels 1 and 2. A reporting entity should disclose separately the amounts of significant transfers in and out of Level 1
and Le v el 2 fair value measurements and describe the reasons for the transfers. 2) Activity in Level 3 fair value
measurements. In the reconciliation for fair value measurements using significant unobservable inputs (Level 3), a
reporting entity should present separately information about purchases, sales, issuances, and settlements (that is, on a
gross basis rather than as one net number). This update provides amendments to Subtopic 820-10 that clarifies
existing disclosures as follows: 1) Level of disaggregation. A reporting entity should provide fair value measurement
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disclosures for each class of assets and liabilities. A class is often a subset of assets or liabilities within a line item in
the statement of financial position. A reporting entity needs to use judgment in determining the appropriate classes of
assets and liabilities. 2) Disclosures about inputs and valuation techniques. A reporting entity should provide
disclosures about the valuation techniques and inputs used to measure fair value for both recurring and nonrecurring
fair value measurements. Those disclosures are required for fair value measurements that fall in either Level 2 or
Level 3. The new disclosures and clarifications of existing disclosures are effective for interim and annual reporting
periods beginning after December 15, 2009, except for the disclosures about purchases, sales, issuances, and
settlements in the roll forward of activity in Level 3 fair value measurements. These disclosures are effective for fiscal
years beginning after December 15, 2010, and for interim periods within those fiscal years. The adoption ASU No.
2010-06 beginning July 1, 2010 did not have a material impact on our consolidated financial statements.
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Recent Accounting Pronouncements Not Yet Adopted

In April 20 10, the FASB issued ASU 2010-13, Compensation-Stock Compensation (Topic 718): Effect of
Denominating the Exercise Price of a Share-Based Payment Award in the Currency of the Market in Which the
Underlying Equity Security Trades - a consensus of the FASB Emerging Issues Task Force.  The amendments in this
Update are effective for fiscal years, and interim periods within those fiscal years, beginning on or after December 15,
2010.  Earlier application is permitted.  We do not expect the provisions of ASU 201 0 -13 to have a material effect on
our financial position, results of operations or cash flows.

Obligations under Material Contracts

The following table summarizes our contractual obligations as of September 30, 2010, and the effect these obligations
are expected to have on our liquidity and cash flows in future periods.

Payments Due by Period

Total
Less than
1 year 1-3 Years 4-5 Years 5 Years +

Contractual Obligations :
Purchase of land use rights $ 2,290,235 $ 2,290,235 $ - $ - $ -
Bank loans 4,417,417 4,417,417 - - -
Research and Development 1,492,900 746,450 746,450 - -
Convertible notes 11,350,000 - 11,350,000 - -
Total Contractual Obligations: $ 19,550,552 $ 7,454,102 $ 12,096,450 $ - $ -

Other than discussed above, there are no other foreseeable material commitments or contingencies as of September 30,
2010.
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Off-Balance Sheet Arrangements

We did not engage in any “off-balance sheet arrangements” (as that term is defined in Item 303(a)(4)(ii) of Regulation
S-K) during the three months ended September 30, 2010. We have not entered into any financial guarantees or other
commitments to guarantee the payment obligations of any third parties. We have not entered into any derivative
contracts that are indexed to our shares and classified as stockholder ’ s equity or that are not reflected in our
condensed consolidated financial statements. Furthermore, we do not have any retained or contingent interest in assets
transferred to   an unconsolidated entity that serves as credit, liquidity or market risk support to such entity. We do not
have any variable interest in any unconsolidated entity that provides financing, liquidity, market risk, or credit support
to us or engages in leasing, hedging, or research and development services with us.

Item 3.  Quantitative and Qualitative Disclosures about Market Risk

Not applicable

Item 4T. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

As of September 30, 2010, the quarterly period covered by this report, our President and Chief Executive Officer and
our Chief Financial Officer (the “Certifying Officers”), conducted evaluations of the Company’s disclosure controls and
procedures.  As defined under Sections 13a–15(e) and 15d–15(e) of the Securities Exchange Act of 1934, as amended
(the “Exchange Act”), the term “disclosure controls and procedures” means controls and other procedures of an issuer that
are designed to ensure that information required to be disclosed by the issuer in the reports that it files or submits
under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the
SEC’s rules and forms.  Disclosure controls and procedures include without limitation, controls and procedures
designed to ensure that information required to be disclosed by an issuer in the reports that it files or submits under the
Exchange Act is accumulated and communicated to the issuer’s management, including the Certifying Officers, to
allow timely decisions regarding required disclosures.

Based on this evaluation, the Certifying Officers have concluded that our disclosure controls and procedures were, due
to certain factors, not effective to ensure that material information is recorded, processed, summarized and reported by
our management on a timely basis in order to comply with our disclosure obligations under the Exchange Act and the
rules and regulations promulgated thereunder.  As a result, the Certifying Officers and our board of directors are
continuing to asses on our internal control over financial reporting and our disclosure controls and procedures.

Changes in Internal Control over Financial Reporting

Subject to the foregoing disclosure, there were no changes in our internal control over financial reporting during the
three months ended September 30, 2010 that materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting.
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Limitations on the Effectiveness of Internal Controls

Readers are cautioned that our management does not expect that our disclosure controls and procedures or our internal
control over financial reporting will necessarily prevent all fraud and material error. An internal control system, no
matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of
the control system are met. Because of the inherent limitations in all control systems, no evaluation of controls can
provide absolute assurance that all control issues and instances of fraud, if any, within the Company have been
detected. The design of any system of controls also is based in part upon certain assumptions about the likelihood of
future events, and there can be no assurance that any control design will succeed in achieving its stated goals under all
potential future conditions. Over time, control may become inadequate because of changes in conditions, or the degree
of compliance with the policies or procedures may deteriorate.
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PART II - OTHER INFORMATION

Item 1. Legal Proceedings

From time to time, we may become involved in various lawsuits and legal proceedings, which arise in the ordinary
course of business. However, litigation is subject to inherent uncertainties, and an adverse result in these or other
matters may arise from time to time that may harm business. We are currently not aware of any such legal proceedings
or claims that will have, individually or in the aggregate, a material adverse affect on our business, financial condition
or operating results.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Removed and Reserved

Item 5. Other Information

None.
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Item 6. Exhibits

(a)  Exhibits

Exhibit
Number Description of Exhibit
31.1* Certification of Principal Executive Officer pursuant to Rule 13a-14 and Rule 15d-14(a), promulgated

under the Securities and Exchange Act of 1934, as amended.
31.2* Certification of Principal Financial Officer pursuant to Rule 13a-14 and Rule 15d 14(a), promulgated

under the Securities and Exchange Act of 1934, as amended.
32.1* Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002 (Chief Executive Officer).
32.2* Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002 (Chief Financial Officer).

* Filed herewith
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SIGNATURES

In accordance with the requirements of the Exchange Act, the registrant caused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

Bohai Pharmaceuticals Group, Inc.

September 21, 2011 By: /s/ Hongwei Qu
Hongwei Qu
Chief Executive Officer
(Principal Executive Officer)

September 21, 2011 By: /s/ Gene Hsiao
Gene Hsiao
Chief Financial Officer
(Principal Accounting Officer)
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