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INTRODUCTION

In this annual report on Form 20-F, unless otheswnslicated or unless the context otherwise reguire

«  “Sinovac,” “we,” “us,” “our company,” and “our” refr to Sinovac Biotech Ltd., its predecessor emstitied its consolidated
subsidiaries

e« “China,” “Chinese” or the “ PRC” refers to the P&sp Republic of China, excluding, for the purposéshis annual report on
Form 20-F only, Taiwan and the special administeategions of Hong Kong and Macau;

*  “RMB” or “r enminbi” refers to the legal currenof China; and “$” or “U.S. dollarstefers to the legal currency of the United Ste
e “shares” or “common shares” refers to our commaares$, par value $0.001 per share; and
« “U.S. GAAP" refers to general accepted accoungirigciples in the United States.

Names of certain companies provided in this anre@brt are translated or transliterated from tbeginal Chinese legal names.

Discrepancies in any table between the amountdifaehas total amounts and the sum of the amolistesd therein are due to
rounding.

This annual report contains translations of centairminbi amounts into U.S. dollars at specifiegsaAll translations from renminbi
to U.S. dollars were made at the noon buying rafehie City of New York for cable transfers in remiuiiper U.S. dollar as certified for
customs purposes by the Federal Reserve Bank of\feky or the noon buying rate. Unless otherwisgest, the translation of renminbi into
U.S. dollars has been made at the noon buyingna#ect on December 31, 2009, which was RMB6.8256$1.00. We make no
representation that the renminbi or U.S. dollar ante referred to in this annual report could hagerbor could be converted into U.S. dollars
or renminbi, as the case may be, at any particateror at all. On April 9, 2010, the noon buyiagerwas RMB6.8229 to $1.00.
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PART |
| TEM 1. | DENTITY OF D IRECTORS , S ENIOR M ANAGEMENT AND A DVISERS
Not applicable.
| TEM 2. O FFER S TATISTICS AND E XPECTED T IMETABLE

Not applicable.
| TEM 3. K EY | NFORMATION

A. Selected Financial Data

The following selected consolidated statementspefations data for the fiscal years ended Dece®be200 7 , 200 8 and 200 9 and
consolidated balance sheet data as of Decemb@0818 and 200 9 have been derived from our auditedolidated financial statements that
are included in this annual report beginning onepigl. The following selected consolidated statgsef operations data for the fiscal years
ended December 31, 2005 and 2006 and consolidatedde sheet data as of December 31, 2005, 20080&1dhave been derived from our
audited consolidated financial statements thahaténcluded in this annual report.

Our historical results do not necessarily indigaults expected for any future periods. The seteconsolidated financial data should
be read in conjunction with our audited consoliddteancial statements and related notes and Ité@pg&rating and Financial Review and
Prospects” below. Our audited consolidated findrstatements are prepared and presented in acamdédth U.S. GAAP.

Year ended December 31,
2005 2006 2007 2008 2009
(in thousands, except share and per share data)

Statement ofincome (loss data

Sales $ 8,60¢ $ 15,35t $ 3354 % 46,497 $ 84,19°
Cost of sale® 2,34¢ 4,23 6,502 9,93¢ 20,06
Gross profil 6,26 11,12¢ 27,03¢ 36,56 64,13«
Operating expense

Selling, general and administrative exper@ 10,27¢ 9,75: 11,95¢ 17,46 18,247

Research and development exper 234 32t 965 2,76 4,40¢

Purchased i-process research and developn 232 — — — —

Depreciation of property, plant and equipment an

amortization of licenses and pernr 55¢ 60< 641 75C 693

Total operating expens: 11,29¢ 10,68 13,56¢ 20,98( 23,34¢
Operating incomi (5,037 44C 13,47¢ 15,58: 40,78¢
Interest and financing expens (229) (319 (47¢) (702) (539
Interest income and other incol 23t 28t 19C 291 1,30(
Income (loss) before income taxes and-controlling

interest(3) (5,037 40€ 13,187 15,17( 41,55«
Income tax expenst (212) (107) (1,974 (2,954) (11,14)
Consolidated net incorr (5,249 30E 11,21 12,21¢ 30,41
Loss (income) attributable to n-controlling interes(3) 132 (1,007) (3,567) (4,20€) (10,45%)
Net income attributable to the stockhold (5,11) (69€) 7,65( 8,01( 19,95¢
Earnings (loss) per sha
— basic $ 019 $ (0.02) $ 0.1¢ $ 0.1¢ $ 0.47
—diluted $ 019 $ (0.02) $ 0.1¢ $ 0.1¢ $ 0.4¢€

Weighted average number of common sh
outstanding
— basic 36,353,14 38,229,94 40,254,19 42,426,70 42,580,94

_ diluted 36,353,14 38,229,94 _ 40,637,87 42,450,60 42,975,00
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(1) Excludes depreciation of land-use rights andrization of licenses and permits of $376,184,15813 and $418,867 for 2007, 2008 and
2009, respectively.

(2) Includes stock-based compensation expense®®,$42, $66,542 and $422,860 in 2007, 2008 and,2@88ectively.

(3) Non-controlling interest, formerly referredds minority interest, which has been reclassifieddcordance with Statement of Financial
Accounting Standards No.160, Non-controlling Inggsen Consolidated Financial Statements, an amentlaf ARB No. 51, now codified
in Accounting Standards Codification, or ASC, Sylita810-10, must be applied prospectively as ofataginning of the fiscal year in
which it is initially applied, except for the pregation and disclosure requirements. The presentahd disclosure requirements must be
applied retrospectively for all periods presented.

As of December 31,
2005 2006 2007 2008 2009
(in thousands)

Balance sheet dat:

Cash and cash equivale $ 735¢ % 9,24¢ $ 17,07 $ 32,89 $ 74,95
Restricted cas 14¢ 24 1 — 64
Total asset 31,29¢ 37,00¢ 57,44¢ 83,20: 144,47¢
Shor-term loans 2,41¢ 2,661 6,83¢ 8,02¢ 17,69¢
Total current liabilities 8,84¢ 11,86¢ 24,44" 21,27¢ 50,01:
Long-termloans payable 2,66/ 3,83¢ 1,36 2,18¢ —
Net asset 18,02: 19,24¢ 30,00¢ 49,71 70, 65¢
Non-controlling interes(1) 1,76¢ 2,06: 2,89¢ 7,18¢ 13,808
Total stockholder equity $ 18,02: $ 19,24F $ 30,00¢ $ 49,71« $ 70,65¢

(1) Non-controlling interest, formerly referredas minority interest, which has been reclassifieddcordance with Statement of Financial
Accounting Standards No. 160, Noontrolling Interests in Consolidated FinancialtS&taents, an amendment of ARB No. 51, now cod
in Accounting Standards Codification, or ASC, Sylita810-10, must be applied prospectively as ofaaginning of the fiscal year in
which it is initially applied, except for the pregation and disclosure requirements. The presentand disclosure requirements must be
applied retrospectively for all periods presented.

B. Capitalization and Indebtedness

Not applicable.

C. Reasons for the Offer and Use of Proceeds

Not applicable.
D. Risk Factors
Risks Related to Our Company
Our business growth relies on our ability to reactinfectious disease threats and to continuallyrimduce new vaccine products into clinic
trials and the commercial market. Our failure to fefctively develop and commercialize new productsldanaterially and adversely affect
our business, financial condition, results of opérans and prospects.

The biopharmaceutical market in general and theimegroduct market in particular are developingjdly as a result of ongoing
infectious disease threats and new trends in faéetkresearch and technology developments. Coaadguour success depends on our ability
to react to disease and technology developmernddrand to identify, develop and commercialize timeely and coseffective manner effecti
vaccine products that meet evolving market needs.

Whether we are successful in developing and comaiiog new products is determined by our abitity

e accurately assess disease and technology trendeankét needs;

5
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*  maintain strong research and development capaiiliti
e optimize our manufacturing and procurement processeredict and control costs;
« manufacture and deliver products in a timely maramet in sufficient quantities;
* increase customer awareness and acceptance ofaalurcys;
¢ minimize the time and cost required to obtain regpiregulatory clearances and approvals;
* anticipate and compete effectively with other vaegbroduct developers, manufacturers and marketeds;
e price our products competitively.

We have a history of net losses and although wedbee profitable in 2007, we may not be able to maintour profitability and may be in a
loss position again in the future.

Biopharmaceutical product development is a higplycsilative undertaking and involves a substanggkee of risk. We have incurr
substantial losses since our inception, and altheug first became profitable for the year endedddduer 31, 2007 and have stayed profitable
since then, we cannot assure you that we will ramedfitable in future periods. We incurred netsles attributable to stockholders of
$5.1 million and $0.7 million in 2005 and 2006 amel recorded a net income attributable to stockheldé€$7.7 million, $8.0 million and
$20.0 million for the fiscal year ended DecemberZ107, 2008, and 2009, respectively. Our losses hesulted principally from our selling,
general and administrative expenses, includingsbare-based compensation. Most recently, we hgweriexced a substantial increase in our
sales and gross profit mainly as a result of thgel@mount of purchases by the Chinese governngenicées of our Panflu.1 primarily in the
fourth quarter of 2009. However, such rapid revegruosvth may not occur in the future periods. If theeat of HIN1 abates, we may
experience in a future period a substantial or snditop in our sales, which could result in a gigant decrease in our gross profit or even
result in losses, which would materially and adebrémpact our financial results. In addition, weect to incur additional losses in the future
if our sales do not increase or if our expensewdaster than our revenues. If we incur any losseke future , such losses will have an
adverse impact on our working capital, total assttekholders’ equity and cash flow. We cannotigssgou that we will be able to sustain or
increase our profitability.

Increased sales of our vaccines to PRC governmegegrecies and our strategy to capture market shareCinina’s growing market for
publicly funded inoculations expose us to risksaghg to doing business with the governme

We have increased sales of our vaccines, partlgulae HLN1 vaccine, to PRC government agenciesaW¥elso pursuing a strategy
to capture market share in China’s growing mar&epiiblicly-funded inoculations. While our incredssales to PRC government agencies
afford us the opportunity to expand our sourceewénue and to further enhance our brand and répuia China, we are exposed to various
risks relating to doing business with the governmBemand and ability to pay for our products mayaffected by government budgetary
cycles, shifting availability of public funds antlanges in policy. Funding reductions, delays innpaiyt or unilateral demands for changes to
the terms of our contracts by our government custsroould adversely impact our results of operatenmd financial condition, exacerbate the
existing seasonality of our revenues and makdfitdit for us to allocate resources or anticipdéenand for our products. More importantly,
we have little or no control over government prernent decisions, and government agencies thatammtr purchase are products may reduce
or cancel orders, or demand price adjustmentshar @hanges to their contracts with us withoutaansent. Any of the abovementioned
actions taken by government agencies could havatarial adverse effect on our results of operatammsexpected earnings, or result in our
failure to meet, or having to adjust downwards, gales and gross margin guidance or estimateshvebield adversely affect our stock price
and result in substantial losses to you. In addjtioany of the remedies that are available to usnwdealing with private parties, such as
making claims for breach of contract or taking otlegal actions, may not be available or practieablour dealings with government agencies.

We currently have limited revenue sources. A redantin revenues of Healive would cause our revendesiecline and could materially
harm our business.

We generate all of our revenues from sales of aucine products. We derive a substantial percertbgar revenues from a small
number of vaccine products. 85% of our sales in7288% of our sales in 2008 and 39.3 % of our sal@909 were attributable to Healive.
Revenue from sales of Healive was $28.6 milliorQ.8! million and $ 33. 0 million in 2007, 2008 a2@09, respectively. We began marketing
and selling Bilive in 2005, but sales of this protwere limited before 2007. Revenue from saleBilife was $132,5 69 , $1. 7 million and $
6.2 million in 2007, 2008 and 2009, respectiv8@gcause Bilive is a combined hepatitis A and B iragc
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and Healive is a hepatitis A vaccine, an increadgilive sales may result in a decrease in Healbles as customers substitute Bilive for
Healive. We expect sales of Healive to continuedimprise a major portion of our revenues in the fiare. Since Healive and Bilive
compete with each other to a certain degree, argase in pricing pressure on these products auudrsely affect our financial results.
Because of this relative lack of product diversifion, an investment in our company would be miseyrthan investments in companies that
offer a wider variety of products or services.

We expect a small number of our key products, whithlikely shift over time, to continue to accoufor a significant portion of our
net revenues for the foreseeable future. As atesuitinued market acceptance and popularity egétproducts are critical to our success, and
a reduction in demand due to, among other factibesintroduction of competing products by our cotitpes, the entry of new competitors, or
end-userstissatisfaction with the quality of our producteuld materially and adversely affect our financiahdition and results of operatiol

We could be subject to costly and time-consumingdrct liability actions. We carry limited insuranceoverage.

We manufacture vaccines that are injected intoinaes to protect against infectious illnessesutffroducts do not function as
anticipated, whether as a result of the desighede¢ products, unanticipated health consequensideoeffects, or misuse or mishandling by
third parties, of such products, or because otyaul contaminated supplies, they could injurevthecinees and as a result subject us to prc
liability lawsuits. Claims against us also coulddzesed on failure to immunize as anticipated. Arpdpct liability claim brought against us,
with or without merit, could have a material adeeedfect on us. Even a meritless or unsuccessfauyat liability claim could be time
consuming, expensive to defend and could resultgrdiversion of management’s attention from mamg@ur core business or result in
associated negative publicity. For example, in Nolver 2008, a death of a minor in Beijing was regahrtvhich coincided with the
administration of Healive that we produced two dagisr. According to the autopsy results, the goveent investigation confirmed that the
death was caused by myocarditis. However, in JO88 2parents of the dead commenced a legal pratgediainst us and other three
defendants at Beijing Haidian District Peogl€ourt and claimed RMB616,858($90,370) as compgimmsaAs the date of this annual report,
case remains pending.

Our business exposes us to potential product ifipbisks that are inherent in the testing, mantifeing and marketing of
biopharmaceutical products. We currently do notycproduct liability insurance for Bilive or AnfllAlthough we carry regular product liabil
insurance for Healive, we cannot be certain thatwllebe able to maintain adequate product liapilitsurance at a reasonable cost. In addition,
we have no clinical trial liability insurance foumoclinical trials. Any insurance coverage we deéaay not be sufficient to satisfy liability
resulting from product liability claims. A succeslsproduct liability claim or series of claims cdutave a material adverse impact on our
business, financial condition and results of openat

Any pandemic threat may abate, or alternative vams or technologies may be adopted, before our irsecachieve significant sale

We have devoted significant resources to reseagdmiia developing various vaccines to address thdguaic threat of infectious
diseases, including SARS, H5N1 and H1N1, and wifitmue to devote resources to the developmentiofaccines to address any new ne

However, the threat of a pandemic outbreak mayidatisefore we realize any return on our investnieour research and
development. For example, although we believe we wree first company to complete a Phase | clirtical of an inactivated SARS vaccine
December 2004, we did not proceed with the PhaaedIPhase Il trials as the SARS epidemic subsetyugubsided. Other organizations n
obtain licenses for their own pandemic vaccinegiaMernment health organizations may acquire adetackpiles of pandemic vaccine or
adopted other technologies or strategies to premelirhit outbreaks before our pandemic vaccineedts significant sales. We may not
achieve a return on our investment before the tlofea pandemic outbreak subsides or a competiodyat is adopted.

Failure to achieve and maintain effective internabntrols could have a material adverse effect orr buisiness, results of operations and !
trading price of our common shares.

We are subject to the reporting obligations und&.decurities laws. Section 404 of the SarbandsyOXct of 2002 and related
rules require public companies to include a repbrhanagement on their internal control over finaheeporting in their annual reports. This
report must contain an assessment by managemdre effectiveness of a public company’s internaitom over financial reporting. In
addition, an independent registered public accagriirm for a public company must attest to andrepn the effectiveness of our internal
control over financial reporting.
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Our management is required to assess the impacintfol deficiencies based upon both quantitative gualitative factors, and
depending upon that analysis we classify such ifiestdeficiencies as either a control deficiensignificant deficiency or a material weaknt

In addition, if management or our independent tegésl public accountants identify errors in ouefith or annual financial
statements, it is statistically more likely thatBwerrors may meet the quantitative threshold éstedd under Staff Accounting Bulletin No. 99,
“Materiality”, that could, depending upon the coetel qualitative and quantitative analysis, resutiur having to restate previously issued
financial statements.

Although management concluded that our internatrobwas effective for the period ended December2B09 , we cannot be certain
that the effectiveness of internal control can tz@éntained in the future. Our failure to achieve amaintain effective internal control over
financial reporting could result in loss of invastonfidence in the reliability of our financiabs¢éments, which in turn could harm our business
and negatively impact the trading price of our canrshares, and cause us to be unable to raiseignffcapital. Furthermore, we anticipate
that we will incur considerable costs and use §icant management and other resources in an éffmomply with Section 404 and other
requirements of the Sarbanes-Oxley Act.

If we fail to comply with our listing obligationswe risk being d-listed from the NASDAQ Global Market, which coulthve a material
adverse effect on the trading market for our commsinares, reduce our ability to raise funds and othvse have significant negative
consequences to us.

We have previously failed to comply with the contd listing requirements of the American Stock Exade, now known as NYSE
Amex, and we cannot assure you that we will comyth applicable listing requirements in the futuFer example, until April 2006, we were
not in full compliance with the NYSE Amex corporg@vernance deadlines requiring maintenance ofidepiendent board of directors with a
majority of independent directors, establishmerda cbmpensation committee, corporate governancaamihating committee and adoptior
a code of ethics. In addition, the NYSE Amex regdithat we hold shareholder meetings annually. teened a meeting of our shareholders
in August 2007 but had to cancel the meeting becagscould not form the necessary quorum. Withprenission of the NYSE Amex, we
extended to April 30, 2008 the deadline for holding 2007 shareholders’ meeting. Our common sheaes been listed on the NASDAQ
Global Market since November 2009. If for any reeswe are unable to comply with the requirementt®NASDAQ Global Market in the
future, our shares could be delisted from tradinghat exchange. De-listing of our common sharegdcbave a material adverse effect on the
liquidity and price of our common shares and makedre difficult for us to raise additional capital favorable terms, if at all. In addition, de-
listing by the NASDAQ Global Market might negatiyeimpact our reputation and, as a consequencejuginess.

If we are unable to successfully compete in the ligcompetitive biopharmaceutical industry, our bingss could be harme

We operate in a highly competitive environment, amdexpect the competition to increase furthehafuture. Our competitors
include large pharmaceutical and biotechnology camigs and academic research institutions, bothiméthd outside China. Many of these
competitors have greater resources than us. Newetitiors may also enter into the markets in whiehowrrently compete. Accordingly, even
if we are successful in launching a product, we matybe able to outperform a competing producafor number of reasons, including the
possibility that the competitor may:

« have launched its competing product first or thegeting product may have, or be perceived as habieter efficacy, stronger bra
recognition, or other advantages;

¢ have greater access to certain raw materials;

« have more efficient manufacturing processes angtgrenanufacturing capacity;

«  have greater marketing capabilities;

* have greater pricing flexibility;

* have more extensive research and development aehdit¢al capabilities;

«  have proprietary patent portfolios or other intetileal property rights that may present an obstcteir conduct of business; or

«  have greater knowledge of local market conditiohem we seek to increase our international sales.
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The technologies applied by our competitors andragapidly evolving, and new developments freqyaesult in price competition
and product obsolescence. In addition, we may Ipadated by competition from generic forms of ourdurets, substitute products or imports
products from lower-priced markets. For a detailedcription of our competitors in hepatitis A vaasd, hepatitis A and B vaccines and
influenza vaccines, please see “ltem 4. Informatinrihe Company—B. Business overview—Competition”.

We may not be able to maintain market share in Chis growing inactivated hepatitis A vaccine markethich could adversely affect our
ability to increase our revenues.

Effective January 1, 2006, liquid formulations tteauated hepatitis A vaccines were removed fragrvtditcines batch approval list
that was issued on December 23, 2005 by China heltlastitute for the Control of Pharmaceutical &idlogical Products, or NICPBP. As a
result, the use of inactivated vaccines in China imareased considerably and the increase is egbézicontinue over the next several years.
We believe that Western pharmaceutical companiesldibenefit from this growing market for inactiedtvaccines since they manufacture the
majority of inactivated vaccines worldwide. Westptrarmaceutical companies should also benefit lsecaactivated vaccines are more
expensive to manufacture and they typically haveenfinancial resources than Chinese pharmacewirapanies. Although we supplied 31%
of the total hepatitis A vaccine market in Chinap@% of the inactivated hepatitis A vaccine marke2007, we supplied only 23% and 23%
of the total hepatitis A vaccine market, or 54% &@6&bo of the inactivated hepatitis A vaccine marke2008 and 2009, respectively. Going
forward, we may not be able to compete with Wespdrarmaceutical companies to further penetraténtinetivated vaccine market, which
could adversely affect our ability to grow our raues.

We may not be able to capture market share in tlwgrnment-funded hepatitis A vaccine market, or ettgovernment-funded vaccine
markets, which could adversely affect our revenuasd if we do capture market share in these markete may need to sell our vaccines at
low cost, which could adversely affect our grossngia.

In a government working report presented in Mar@@72at the Fifth Session of the Tenth National ResCongress, Wen Jiabao,
China’s Premier, indicated that the PRC governmelhexpand its immunization program and purchagecines to prevent 15 different
infectious diseases, including hepatitis A. We explee program to increase the overall size ohigatitis A vaccine market in China, as well
as other vaccine markets in China. However, we nuye able to capture market share in these gmenrtifunded vaccine markets. For
example, domestic suppliers of freedided, live attenuated hepatitis A vaccine may lble & supply this market at a lower cost and witihel
guantities of vaccine than we can. If we are unébleapture market share in these government-fumdedne markets, our sales volume may
not grow significantly. Moreover, if we do succedif capture market share in these government-fdn@ecine markets, we may need to sell
our vaccines at a lower price than we do in thegtei market. Any reduction in the average selliriggoof our vaccines could adversely affect
our gross margin.

If end users, such as hospitals, physicians andaiaees, do not accept our products, we may be uaablgenerate significant revenu

Even if our vaccines obtain regulatory approvaldommercialization, they still may not gain marketeptance among centers for
disease control, or CDCs, hospitals, physicianscin@es and the medical community, which wouldtliowir ability to generate revenue and
would adversely affect our results of operationBGS, hospitals and physicians may not recommendyate developed by us or our
collaborators until clinical data or other factdesmonstrate superior or comparable safety andaeffiof our products as compared to other
available treatments. Even if the clinical safaty &fficacy of our products are established, hafpand physicians may elect not to
recommend these products for a variety of reasnaliding the reimbursement policies of governmeemd third-party payors. There are other
vaccines and treatment options for the conditibias tnany of our products and product candidategtasuch as hepatitis A and B and
influenza. In order to successfully launch a pradwe must educate physicians and vaccinees abeuetative benefits of our products. If our
products are not perceived as easy and convenierset are perceived to present a greater risklefesfects or are not perceived to be as
effective as other available treatments, CDCs, it@spphysicians and vaccinees might not adopipooducts. A failure of our products to g
commercial acceptance would have a material adedfset on our business, financial condition arglies of operations.

Our growth may be adversely affected if market demdor our vaccine products does not meet our expéions. We may encounter
problems of inadequate supply or oversupply, esalcivith respect to our target international markse which would materially ant
adversely affect our financial condition and resslbf operations, as well as damage our reputatiodrand.

Our growth may be adversely affected if market detfar our vaccine products does not meet our dafienos. For example, many
vaccinees receive their seasonal flu vaccinatiorise three-month period from September to Noveritbanticipation of an upcoming flu
season, and we expect this period to be one ahtis significant sales periods for this productegear. In anticipation
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of the flu season, we intend to build up inventofyur Anflu product in line with what we believélkbe the anticipated demand for the
product. If actual demand does not meet our expient® we may be required to write off significamientory and may otherwise experience
adverse consequences in our financial condition.

Our projections of market demand for our produetimternational markets are less reliable thandmmestic projections because we
have less information available on which to basepoajections. Specifically, we do not have coreidly reliable information regarding
international distributor inventory levels, and oféen lack extensive knowledge of the local madatditions or about the purchasing patterns,
preferences, or cycles of international distribsitéiurthermore, because shipping finished prododtsternational distributors typically takes
more time than shipping to domestic distributangccurate projections of international demand coesdilt more quickly in unmet demand.

If we overestimate demand, we may purchase morenaterials than required. If we underestimate detaar third-party suppliers
may have inadequate raw material inventories, wbazlid interrupt our manufacturing and delay shiptagand could result in lost sales. Our
inability to accurately predict our demand anditeely meet our demand could materially and advgra#ect our financial conditions and
results of operations as well as damage our répuatahd corporate brand.

If we are unable to enroll sufficient vaccinees amdentify clinical investigators for our clinicaltials, our development programs could |
delayed or terminated.

The rate of completion of our clinical trials, atabse of our collaborators, is significantly depemdupon the rate of enroliment of
vaccinees and clinical investigators. Vaccinee kmemt is a function of many factors, including:

»  efforts of the sponsor and clinical sites involvedacilitate timely enrollment;
« vaccinee referral practices of physicians;
« design of the protocol;
« eligibility criteria for the study in question;
e perceived risks and benefits of the drug undenstud
» the size of the vaccinee population;
« availability of competing therapies;
« availability of clinical trial sites; and
*  proximity of and access by vaccinees to clinicessi
We may have difficulty obtaining sufficient vaccenenrollment or clinician participation to condocir clinical trials as planned, and
we may need to expend substantial funds to obtaiass to resources or delay or modify our plansifsigntly. These considerations may lead
us to consider the termination of development pfaduct for a particular indication.
A setback in any of our clinical trials or field tals could adversely affect our share pric
In June 2008, we initiated Phase 1l clinical triafsa split viron vaccine against the H5N1 strafipandemic influenza in collaboration
with the Beijing CDC. We are also developing vaesito protect against Japanese encephalitis, @virtes 71-related hand, foot and mouth
disease and rabies in humans, as well as a vatcpretect against rabies in animals. Setbacksynphase of the clinical trials or field trials
our product candidates could have a material adweffect on our business and our future prospextdinancial results and would likely cause

a decline in the price of our common shares.

We may not achieve our projected development goatbe time frames we announce and expect. If wé fa achieve one or more
milestones as contemplated, the market price of oammon shares could decline.

We set goals for and make public statements reggualir anticipated timing of the accomplishmentlojectives material to our
success, such as the commencement and completatinioél trials and other milestones. The actiralng of these events can
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vary dramatically due to factors such as delayitures in our clinical trials, the uncertaintie®erent in the regulatory approval process and
delays in achieving manufacturing or marketing mgeaments sufficient to commercialize our produdfe. may not complete our clinical trials
or make regulatory submissions or receive regutapprovals as planned. Also, we may not be absltere to our currently anticipated
schedule for the launch of any of our productsvéffail to achieve one or more milestones as coplated, the market price of our shares ¢
decline.

We rely on third parties to conduct our clinicalials, and those third parties may not perform s#gistorily, including failing to meet
established deadlines for the completion of sucials.

After we obtain approval to conduct clinical triéds our product candidates, we rely on qualifiedearch organizations, medical
institutions and clinical investigators to enraliadified vaccinees and conduct our clinical trigsir reliance on these third parties for clinical
development activities reduces our control overdimécal trial process. Furthermore, these thiagtips may also have relationships with other
entities, some of which may be our competitor¢héfse third parties do not successfully carry beirtcontractual duties, including meeting
expected deadlines, our efforts to obtain reguaamprovals for and commercialize our vaccine cadaigis may be delayed or prevented.

If any of our third-party suppliers or manufacturers cannot adequatahgeet our needs, our business could be harmed.

While we use raw materials and other suppliesdmagenerally available from multiple commercialees, certain raw materials that
we use to cultivate our influenza vaccines, suchralBryonated eggs, are in short supply or diffitatsuppliers to produce in accordance with
our specifications. If the third-party suppliersrer¢o cease production or otherwise fail to sup@ywvith quality raw materials, and we were
unable to contract on acceptable terms for thegeriabs with alternative suppliers, our abilitydeliver our products to the market would be
adversely affected.

In addition, if we fail to secure long-term supglyurces for some of the raw materials we use, osinbss could be harmed. For
example, we do not have a long-term supply agreefoethe hepatitis B vaccine we use for Bilive guation. We source the hepatitis B
vaccine entirely from Beijing Temple of Heaven Bigical Products Co., Ltd., or Beijing Temple of Mea. In an agreement dated October
2002, we agreed to purchase all hepatitis B vadaite used in our Bilive production exclusivelgtr Beijing Temple of Heaven for 10 years
and to enter into a separate supply agreemeneifuthre to specify the pricing, quantity, delivenyd payment terms of the hepatitis B vaccine
supply relationship. However, this agreement isngibn whether Beijing Temple of Heaven is obligatefurnish us with hepatitis B vaccine
for 10 years.

From time to time, concerns are raised with resfepbtential contamination of biological materitiat are supplied to us. These
concerns can further tighten market conditionsieterials that may be in short supply or availdiwen limited sources. Moreover, regulatory
approvals to market our products may be conditiargzh obtaining certain materials from specifiedrses. Any efforts to substitute material
from an alternate source may be delayed by perrdigiglatory approval of such alternate source. Altowe work to mitigate the risks
associated with relying on sole suppliers, there pssibility that material shortages could imgaocduct development and production.

Our business is highly seasonal. This seasonalitlf @ontribute to our operating results fluctuatingonsiderably throughout the year.

Our business is highly seasonal. For example rfigeinza season generally runs from November thrddagrch of the next year, and
the largest percentage of influenza vaccinatiorgliministered between September and November bfyesr. As a result, we expect to rea
most of our annual revenues from Anflu during fesiod. You should expect this seasonality in awgifess to contribute to significant
quarterly fluctuations in our operating results.

We currently rely on one manufacturing, assemblydatorage facility for our products and are deveing additional facilities. Any
disruption to our current manufacturing facility oiin the development of these new facilities couétitice or restrict our sales and harm our
reputation.

We manufacture, assemble and store almost allopimducts, as well as conduct some of our primmasgarch and development
activities, at one principal facility located in ipeg, China. We do not maintain back-up facilitis® we depend on this facility for the
continued operation of our business. A naturaldeseor other unanticipated catastrophic eventduding power interruptions, water shortage,
storms, fires, earthquakes, terrorist attacks aadweould significantly impair our ability to mdaature our products and operate our business
as well as delay our research and developmentitgestivOur facility and certain equipment locatadthis facility would be difficult to replace
and could require substantial replacement lead-tDag¢astrophic events may also destroy any invgremated in our facility. The occurrence
of such an event could materially and adverselgcafbur business.
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We are currently building a new manufacturing fiacih Dalian in Liaoning province. This projectlequire significant build-out
before it will be operational. We may experiendfidilties in expanding our manufacturing capakghtto the new facility. Moreover, we may
not realize the anticipated benefits of our nevilitgc Any of these factors could reduce or regtoar sales and harm our reputation and have a
material adverse effect on our business, finarmzatlition, results of operations and prospects.

We will need additional capital to expand the prattion capacity for our existing products, to contie development of our product pipeline
and to market existing and future products on a tge scale. We cannot guarantee that we will find gdate sources of capital in the future.

We will need to raise additional funds from theitalpmarkets to finance equipment expendituregdguire intellectual property, to
expand the production capacity for our existingdoieis, to continue the development and commereiédia of our product candidates and for
other corporate purposes. As of December 31, 200%ad approximately $75.0 million in cash and caghivalents. Although we believe that
we have adequate near-term cash resources, weeeil to undertake significant future financingsrider to:

« establish and expand manufacturing capabilities;

e proceed with the research and development of ethesine products, including clinical trials of n@woducts;

e acquire majority interests in Sinovac (Dalian) MaecTechnology Co., Ltd., or Sinovac Dalian, oresthompanies;
«  commercialize our products, including the marketimg distribution of new and existing products;

« seek and obtain regulatory approvals;

« develop or acquire other product candidates omtelcigies;

e protect our intellectual property; and

» finance general and administrative and researéwitées that are not related to specific produatsler development .

In the past, we funded most of our research andldpment and other expenditures through governgramtts, working capital, and
proceeds from private placements and public offeahour common shares. We may raise additional$un future because our current
operating and capital resources may be insuffidiemeet future requirements.

If we continue to raise additional funds by issu@aiity securities, it will result in further dilonh to our existing shareholders, bece
the shares may be sold at a time when the marlast isrlow and shares issued in equity financiaggactions will normally be sold at a
discount to the current market price. Any additieguity securities issued also may provide fohtsg preferences or privileges senior or
otherwise preferential to those of holders of ousttng common shares. Unforeseen problems inctudiaterially negative developments
relating to, among other things, disease developsnernoduct sales, new product rollouts, clinicall$, research and development programs,
our strategic relationships, our intellectual pmbpditigation, regulatory changes in our industitye Chinese market generally or general
economic conditions, could interfere with our apito raise additional funds or materially adveysaffect the terms upon which such funding
is available.

If we raise additional funds by issuing debt set@sj these debt securities would have rights gpesices and privileges senior to those
of holders of our common shares, and the termbeliebt securities issued could impose significastrictions on our operations. If we raise
additional funds through collaborations and licagsirrangements, we might be required to relingsiighificant rights to certain of our
technologies, marketing territories, product caatid or products that we would otherwise seek¥eldp or commercialize ourselves, or be
required to grant licenses on terms that are natréble to us. In the past, we have also receigedarch grants from the PRC government to
finance the development of our vaccine products.nvélg not receive additional grants in the future.

We do not know whether additional financing will éeailable to us on commercially acceptable terinemneeded. If adequate funds
are not available or are not available on commbyciaceptable terms, we may be unable to contdaweloping our products. In any such
event, our ability to bring a product to market atdain revenues could be delayed and competitarsldevelop products sooner than we do.
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The interests of the existing minority shareholdier Sinovac Biotech Co., Ltd., or Sinovac Beijing,ay diverge from our own and this may
adversely affect our ability to manage Sinovac Bij.

Sinovac Beijing, our principal operating subsididsya Sino-foreign equity joint venture in whiclewwn a 71.56% interest and China
Bioway Biotech Group Co., Ltd., or China Bioway, &filiate of Peking University, owns a 28.44% irgst. China Bioway'’s interests may not
be aligned with our interests at all times. If aad China Bioway'’s interests diverge, China Biowgy exercise its right under PRC laws to
protect its own interest, which may be adversestd-or example, under China’s joint venture regaitet, unanimous approval of members of a
joint ventur¢s (such as Sinovac Beijing) board of directors vane present at a board meeting is required foraamgndment to the joint
venture’s articles of association, the terminatiolissolution of the joint venture company, anré@ase or decrease in the registered capital of
the joint venture company or a merger omaerger of the joint venture. China Bioway appothts legal representative of Sinovac Beijing, \
also serves as the chairman of the five-directardbof Sinovac Beijing. Accordingly, China Biowagdthe ability to take actions that bind
Sinovac Beijing or to block any action that reqaitmanimous board approval. Further, if we wistrdasfer our equity interest in Sinovac
Beijing, in whole or in part, to a third-party, @lai Bioway has a right of first refusal to purchase interest under China’s joint venture
regulations.

In addition to its statutory rights as a minoribaseholder, China Bioway has additional rights urite joint venture contract and
under the articles of association of Sinovac Bgijifihe joint venture contract and articles of aggmm require the consent of each of Sinovac
Beijing’s shareholders and/or unanimous board aran matters such as a major change in the bassiivee of the company, expansion or
amendment of the business scope of the compamgféraof the registered capital by a shareholdegton of a mortgage or pledge upon the
company'’s assets, a change in the organizatiomal & the company and designation or removal ofgiseeral manager.

To date, China Bioway has been cooperative witim tmndling matters with respect to the businesSinévac Beijing. We cannot
assure you, however, that China Bioway will condina act in a cooperative manner in the future.

Some of the predecessor shareholders of Sinovagifdeand Tangshan Yian Biological Engineering Cd.td., or Tangshan Yian, wer
enterprises owning state-owned assets, or EOSAiMailures to comply with PRC legal requiremenits asset or share transfers could,
under certain circumstances, result in such transfebeing invalidated by government authorities.thfis occurs, we could lose our
ownership of intellectual property rights that angtal to our business as well as our equity ownegs Sinovac Beijing and Tangshan
Yian.

Sinovac Beijing is currently owned 71.56% by us 88d#4% by China Bioway. Tangshan Yian is whollyned by us. Some of the
predecessor shareholders of Sinovac Beijing angsraan Yian, including Shenzhen Kexing Biologicabieering Ltd., China Bioway,
Tangshan Medicine Biotech Co., Ltd., Tangshan YgkBiotech Co., Ltd. and Tangshan Yian itself (aso8ac Beijing’s former shareholder)
were EOSAs. Under applicable PRC laws, when EO®Asteansfer or assign assets or equity investmientheir possession or under their
control to third parties, they are required to abtn independent appraisal of the transferredaisseshares and file such appraisal with or
obtain approval of such appraisal from PRC govemntraathorities. Beginning after 2004, EOSAs hawe dleen required to make such assets
or equity transfers at governmettigsignated marketplaces. Our acquisitions of itallal property rights and some equity interest®wsabjec
to these requirements. The technologies relatbepatitis A vaccine, hepatitis A and B vaccine arildienza vaccine that are vital to our
business were directly or indirectly transferredltangshan Yian to us.

Tangshan Yian failed to file with government autties the appraisal of the hepatitis A vaccine tedbgy that it transferred in 2001
to Sinovac Beijing as Tangshan Yian's capital dbotion to Sinovac Beijing. Under PRC laws, TangsN#an also failed to:

*  obtain the appraisal of the hepatitis A and B vaed¢echnology that it transferred for no considerato Beijing Keding
Investment Co., Ltd., or Beijing Keding, in 2002e{ng Keding subsequently transferred the techgylko Sinovac Beijing as Beijir
Keding’s capital contribution to Sinovac Beijing)dto file such appraisal with government authesitiand

«  obtain the appraisal of the influenza vaccine tetbgy that it transferred to Sinovac Beijing in 208nd to file such appraisal with
government authorities.

These failures subject us to the risk of losing emship or control of these vaccine technologies.

In addition, before we acquired our 71.56% equitgiiest in Sinovac Beijing and 100% equity intemrestangshan Yian, both
companies had undergone multiple changes in thaiefiolders and these shareholders’ shareholddogse of the EOSA shareholders of
Sinovac Beijing and Tangshan Yian, including CHiiaway and Tangshan Medicine Biotech Co., Ltd.,ehaold, transferred or assigned their
respective equity interests in Sinovac Beijing amadgshan Yian without fully complying with laws appraise the equity interests, to file such
appraisals with or obtain regulatory approval aftsappraisals from PRC government
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authorities or to make equity interest transferthatgovernment-designated marketplaces as regfairédnsactions completed after 2004.
Similar to the asset transfers, such failures sihje to the risk of losing the ownership or cohtfoour equity interests in Sinovac Beijing and
Tangshan Yian.

PRC government authorities may take court actiorisvalidate the transfers of the assets or edqmitgstments discussed above for
non-compliance with applicable appraisal, filingpeoval and designated marketplace requirementscaffieot guarantee that government
authorities will not take such legal actions ortthiach legal actions, if commenced, will not becassful. If these transfers are invalidated, we
would lose title to these assets and investmemsase we depend on these technologies and besiansac Beijing and Tangshan Yian
constitute all of our operations, our loss of thiesdanologies or equity interests in Sinovac Bgigmd/or Tangshan Yian would materially and
adversely affect our business operations and fiahoondition.

The landlord that leases us three of our buildingsBeijing has not yet obtained ownership certifiges for the buildings. If PRC governme
authorities or third parties challenge or invalidatthe landlord’s ownership of the buildings, our Aln and filling and packaging operations
would be materially and adversely affected.

In August 2004, we signed two 20-year leases ifjirBewith China Bioway, pursuant to which we leas&d buildings of
approximately 28,000 and 13,300 square feet, réispég located at the Peking University Biologidzdrk. We house our Anflu manufacturi
and research and development center in these hgsldin June 2007, we signed anothely28r lease in Beijing with China Bioway, in orde
expand Sinovac Beijing’production facilities in Beijing, pursuant to whiwe leased one building of approximately 37,0f\ase feet, locate
at Peking University Biological Park. China Biowlags yet to obtain building ownership certificatesthe three buildings. Under the three
leases, China Bioway agreed to hold us harmlessnaietnnify us for any damages or losses we masaf a result of its failure to obtain
building ownership certificates.

We cannot guarantee that China Bioway will eveable to obtain the necessary building ownershififeates or that PRC
government authorities or third-parties will noattange or invalidate China Bioway’s ownership eiféhdoes obtain such ownership
certificates. If that happens, we may need to \eoat existing facilities and build alternativeifdéies, causing material and adverse disrupt
to our business operations. China Bioway obtaihedapproval certificate for the design of the lelaseildings. It will take several months or
longer for the ownership certificate to be issuecbading to a related process within the China legey agency.

We became a public company through our acquisitioha public shell company, where we were the accing acquirer and assumed all
known and unknown potential liabilities of our preztessor entity.

In September 2003, we engaged in a share exchaltigélet-Force Systems Inc. This transaction wasaeted for as a reverse
merger in which Sinovac Biotech Co., Ltd. was deétie accounting acquirer and Net-Force, which evagnally incorporated in 1999, was
the legal acquirer. Although we disposed of alldlsets and liabilities of Net-Force to a compamytolled by its then president and CEO, we
cannot guarantee that we will not be liable for halilities related to the conduct by Net-Forcdtsfbusiness prior to its acquisition by us.

We depend on our key personnel, the loss of whomild@adversely affect our operations. If we fail tdtract and retain the talent required
for our business, our business will be materiallafmed.

We are a small company with approximately 400 finle employees as of December 31, 2009, and wendetpea great extent on
principal members of our management and scierngfims. If we lose the services of any key persofim@articular Mr. Weidong Yin, our
President and Chief Executive Officer, the losddaignificantly impede the achievement of our egsh and development objectives and
delay our product development programs and theoappand commercialization of our product candida¥¥e do not currently have any key
man life insurance policies. We have entered imipleyment agreements with our executive officerglar which they have agreed to
restrictive covenants relating to non-competitiod aon-solicitation. These employment agreementsadohowever, guarantee that we will be
able to retain the services of our executive offida the future. In addition, recruiting and ratag additional qualified scientific, technical and
managerial personnel and research partners witibeal to our success. Competition among bioplsr@utical and biotechnology companies
for qualified employees in China is intense ansdwer rates are high. There is currently a shortdgemployees in China with expertise in our
areas of research and clinical and regulatorymaffaind this shortage is likely to continue. We maybe able to retain existing personnel or
attract and retain qualified staff in the futurfewk fail to hire and retain personnel in key piosis, we may be unable to develop or
commercialize our product candidates in a timelynea.
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We may encounter difficulties in managing our grolwtwhich could adversely affect our results of opéions.

We have experienced a period of rapid and subatagrbwth that has placed and, if such growth cam@s, will continue to place a
strain on our administrative and operational irtiiacture. If we are unable to manage this growtbagifvely, our business, results of operations
or financial condition may be materially and adedysffected. Our ability to manage our operatiand growth effectively requires us to
continue to improve our operational, financial ana@hagement controls, reporting systems and proesaurd hiring programs. We may not be
able to successfully implement these required imgments.

International expansion may be costly, time consungiand difficult. If we do not successfully exparidternationally, our growth strateg
and prospects would be materially and adverselyeféd.

We have entered into selected international maikedsintend to continue to expand the sales opodtucts into new international
markets. In expanding our business internationallhave entered and intend to continue to enteketsin which we have limited or no
experience and in which our brand may be less rézed. To further promote our brand and generateaghel for our products so as to attract
distributors in international markets, we expecspend significantly more on marketing and pronmotizan we do in our existing domestic
markets. We may be unable to attract a sufficiemlmer of distributors, and our selected distribsitoay not be suitable for selling our
products. Furthermore, in new markets we may €adriticipate competitive conditions that are déferfrom those in our existing markets.
These competitive conditions may make it diffieuitimpossible for us to effectively operate in thesarkets. If our expansion efforts in
existing and new internal markets are unsuccessfulgrowth strategy and prospects would be maledad adversely affected.

We are exposed to other risks associated withriatemal operations, including:

e political instability;

e economic instability and recessions;

« changes in tariffs;

« difficulties of administering foreign operationsngeally;

« limited protection for intellectual property rights

«  obligations to comply with a wide variety of foraitaws and other regulatory approval requirements;
e increased risk of exposure to terrorist activities;

« financial condition, expertise and performance wfioternational distributors;
e export license requirements;

e unauthorized re-export of our products;

«  potentially adverse tax consequences; and

« inability to effectively enforce contractual or Egights.

We may undertake acquisitions, which may have a enatl adverse effect on our ability to manage ourdiness, and may end up being
unsuccessful.

Our growth strategy may involve the acquisitiomefv production lines, technologies, businessesjymts or services or the creation
of strategic alliances in areas in which we doqustently operate. These acquisitions could recthia¢ our management develop expertise in
new areas, new geographies, manage new businagenships and attract new types of customershEuriore, acquisitions may require
significant attention from our management, anddiversion of our management’s attention and ressuoould have a material adverse effect
on our ability to manage our business. We may edxg@rience difficulties integrating acquisitionsoimur existing business and operations.
Future acquisitions may also expose us to potemsied, including risks associated with:
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« the integration of new operations, services andqrerel;
« unforeseen or hidden liabilities;
« the diversion of resources from our existing busses and technologies;
« ourinability to generate sufficient revenue toseffthe costs of acquisitions; and

«  potential loss of, or harm to, relationships withpdoyees or customers, any of which could signiftadisrupt our ability to manage
our business and materially and adversely affecbasiness, financial condition and results of afiens.

We may be unable to ensure compliance with Unitedt8s economic sanctions laws, especially when @feoair products to distributors
over which we have limited control.

The U.S. Department of the Treasury’s Office ofdign Assets Control, or OFAC, administers certaimd and regulations that
impose penalties upon U.S. persons and, in sonemicss, foreign entities owned or controlled by.y&sons, for conducting activities or
transacting business with certain countries, gavemts, entities or individuals subject to U.S. exoit sanctions, or U.S. Economic Sanctions
Laws. We will not use any proceeds, directly oiiriectly, from sales of our common shares, to fung activities or business with any country,
government, entity or individual with respect toiehhU.S. persons or, as appropriate, foreign estibwned or controlled by U.S. persons, are
prohibited by U.S. Economic Sanctions Laws fromdumting such activities or transacting such businelewever, we sell our products in
international markets through independent non-diSributors which are responsible for interactivith the end-users of our products. We
may not be able to ensure that such non-U.S. ligbis comply with all applicable U.S. Economic &&ons Laws. Moreover, if a U.S.
distributor conducts activities or transacts businith a country, government, entity or individeabject to U.S. economic sanctions, such
actions may violate U.S. Economic Sanctions LawsaAesult of the foregoing, actions could be tagainst us that could materially and
adversely affect our reputation and have a materidladverse effect on our business, financialitiondresults of operations and prospects.

Failure to comply with the U.S. Foreign Corrupt Pctices Act and other applicable anti-corruption lavweould subject us to penalties and
other adverse consequences and corrupt practicesurycompetitors may place us at a competitive digantage.

Our executive officers, employees and other ag®atp violate applicable law in connection with tharketing or sale of our produc
including the U.S. Foreign Corrupt Practices Actthe FCPA, and applicable anti-corruption law imif@a and other jurisdictions in which our
products are sold or registered for sale. The FG@#erally prohibits United States issuers from girggin bribery or other prohibited
payments to foreign officials for the purpose ofadhing or retaining business and requires issteensaintain reasonable internal controls. The
PRC also strictly prohibits bribery of governmefftaials. We have adopted a policy regarding comptie with the FCPA and other applicable
anti-corruption laws to prevent, detect and corsecth corrupt practice. However, corruption, extortbribery, pay-offs, theft and other
fraudulent practices occur from time-to-time in flRRC and the countries in which we seek to do legsinwWhile we intend to implement
measures to ensure compliance with the FCPA aret aghplicable anti-corruption laws by all individsiznvolved with our company, it is
possible that our compliance policies and procesioray be insufficient or may fail to prevent our@ayees or other agents from engaging in
inappropriate conduct for which we might be helkb@nsible. If our employees or other agents aredda have engaged in such practices, we
could suffer severe penalties and other conseqaghaemay have a material adverse effect on osinbss, financial condition and results of
operations. In addition, our brand and reputatiam,sales activities or the price of our commornref@ould be adversely affected if we bec
the target of any negative publicity as a resuliaifons taken by our employees or other agents.

In addition, there may be corrupt practices inhbalthcare industry in China and other countriestiich we conduct business. For
example, in order to secure agreements with CD@®sgpitals in China, our competitors may engagsmupt practices in order to influence
decision-makers in violation of the anti-corruptiaws of China and the FCPA. As competition pessistd intensifies in our industry, we may
lose potential clients, client referrals and otbygportunities to the extent that our competitorgagye in such practices or other illegal activities.

We may become a passive foreign investment compahjch could result in adverse United States feddrecome tax consequences to U.S.
Holders of our common share:

Based on the market price of our common shareyghe of our assets, and the composition of otwrime and assets, we do not
believe that we were a “passive foreign investntempany,” or PFIC, for U.S. federal income tax pags for our taxable year ended
December 31, 2009. A non-U.S. corporation will HeFAC for any taxable year if either (1) at leas¥orof its gross income for such year is
passive income or (2) at least 50% of the valuiésadssets (based on an average of the quartddgs/af the assets) during
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such year is attributable to assets that produssiygincome or are held for the production of pascome. We must make a separate
determination after the close of each year as tethdr we were a PFIC for that year. The compositfoour income and assets will be affected
by how, and how quickly, we use any cash we geadramm our operations or raise in any offering. 8&xe the value of our assets for purpt

of the PFIC test will generally be determined bigrence to the market price of our common shahestuations in the market price of our
common shares may cause us to become a PFIC fgreanylf we are a PFIC for any year during whidl.&. Holder (as defined in
“Taxation—United States Federal Income Taxatiordlds our common shares, certain adverse U.S. feidemme tax consequences could
apply to such U.S. Holder. See “Taxation—United&tdederal Income Taxation—Passive Foreign Investi@ompany”.

Our legal counsel has advised us that we may haweéated Section 402 of the Sarbanes-Oxley Act 0020which prohibits an issuer from
extending or maintaining personal loans to its dotrs or executive officers. As a result, we cobleicome subject to criminal, civil or
administrative sanctions or penalties and we magaface potential private securities litigation.

We had extended and maintained some credit to fworcformer directors, one of whom was also a ferwifficer. Lily Wang, our
former director and chief financial officer untildvch 22, 2006, was indebted to us in the amouappfoximately $1.8 million as of
October 2004. This indebtedness arose from Ms. V¥aggeement in September 2003 to acquire Tangglaars equity interest in Sinovac
Beijing. This loan was fully repaid as of NovemB@&06. Another former director, Heping Wang, becamiebted to us in early 2004 in the
amount of $2.6 million as a result of an unpaiditsdygontribution owed by Mr. Wang to Tangshan Yi&he debt was partly off set by a
$2.2 million payment from us for the transfer ofr@xship of Tangshan Yian. Mr. Wang ended up wiliea of $400,000, which was paid in
full in November 2004. In addition, in connectioitiwhis agreement to transfer a 100% equity intdre$angshan Yian to us in 2004,
Mr. Wang agreed to assume and indemnify Tangshan'¥loan obligations in an aggregate amount of RBIB million comprising the
RMB9 million principal amount of the loan and an Bi8 million funding fee. In July 2007, we receiviedl repayment of Mr. Wang’s
outstanding obligations to us and released fromoest.5 million shares in our company pledged by Wang as collateral for his obligations.

We took remedial steps to address the potentightiom of the Sarbanes-Oxley Act by issuing a lette June 22, 2006 to each of Lily
Wang and Heping Wang demanding immediate full repayt of all outstanding loan balances includingaed interest. We have since
received full repayment of the amounts owed by Milging and Heping Wang. Section 402 of the Sarb@ndsy Act of 2002 prohibits public
U.S. companies, including us, from extending orntaning personal loans to its directors or exaeudfficers. The arrangements with
Ms. Wang and Mr. Wang may have violated this priboib. The potential violation of the Section 402yrcause governmental authorities,
such as the SEC or other U.S. authorities, to impestain criminal, civil, and administrative saons or penalties upon us. Similarly, private
parties may also bring civil litigations againstfassuch violations.

Risks Related to Government Regulation
We can only sell products that have received regoitg approval. Many factors affect our ability tobtain such approvals.

Pre-clinical and clinical trials of our productsidethe manufacturing and marketing of our technielgare subject to extensive, costly
and rigorous regulation by governmental authoritiethe PRC and in other countries. Even if we clateppreclinical and clinical trials
successfully, we may not be able to obtain applecedgulatory approvals. We cannot market any pcbdandidate until we have both
completed our clinical trials and obtained the 3seey regulatory approvals for that product carndida

Conducting clinical trials and obtaining regulatapprovals are uncertain, time consuming and expepsocesses. The process of
obtaining required regulatory approvals from Chgtate Food and Drug Administration, or the SFDA] ather regulatory authorities often
takes many years to complete and can vary significbased on the type, complexity and noveltyhef product candidates. For example, it
took us approximately ten years to develop andiobé&gulatory approval to commercialize Healived @rtook us five and a half and four and
a half years, respectively, to develop and obtagulatory approval to commercialize Bilive and Anfi

There can be no assurance that all of the clini@d$ pertaining to our vaccines in developmerit @ completed within the time
frames currently anticipated by us. We could entaudifficulties in enrolling vaccinees for triad¢ encounter setbacks during the conduct of
trials that result in delays or trial cancellati®ata obtained from preclinical and clinical stigdége subject to varying interpretations that could
delay, limit or prevent regulatory approval, aniufi@ to observe regulatory requirements or inadégmanufacturing processes are examples
of other problems that could prevent approval.ddition, we may encounter delays or rejectionh@dvent of additional government
regulation from future legislation, administratiaetion or changes in the SFDA policy or if unforséealth risks become an issue with the
participants of clinical trials. Clinical trials malso fail at any stage of testing. Results ofyeaials frequently do not predict results of late
trials, and acceptable results in early trials matybe repeated. For these reasons, we do not Wi@ther regulatory authorities will grant
approval for any of our product candidates in tterfe. In addition, production permits for our puots are valid for only five years and we
need to apply for renewal six months prior to tkeaipirations.

17




Table of Contents

The approving process for our renewal applicatmmdd be lengthy and there is no assurance thativbe granted renewal in a timely
manner or at all. For example, the production pefoniour Healive vaccine expired in 2007 and wedfian application for renewal in the same
year, but as of the date of this annual report amemot been granted with the renewal yet. The SEB&authority in charge of the issuanci
production permits, however, has accepted and apgrour various subsequent applications relatirghendments to the packaging and
labeling of our Healive vaccine, which we beliendicates the SFDA’s acquiescence to the validityuwfproduction permit. The production
permits for our Bilive vaccine also expired in Janu2010, and although we applied for its reneWwaid is no assurance as to whether and
when we will be granted with the renewal.

The process of obtaining regulatory approvalsss &ngthy, expensive and uncertain for produashhve been developed by others
but which we market and sell in China. For exampie have entered into a five-year distribution agrent with LG Life Sciences, under
which we have the exclusive right to market andrithiste its hepatitis B vaccine in mainland Chigabject to our ability to obtain the required
regulatory approvals for this product by Februa®@92 Under the agreement with LG Life Scienceshene a limited period of time to obtain
the required approvals before LG Life Sciences teayinate the agreement. As of the date of thimiahreport, we have not obtained the
required regulatory approvals and have not receavgdnotice from LG Life Sciences to terminate dlggeement. We expect to obtain the
clinical trial approval from SFDA in 2010. Howeyeét is likely to take several years or more tdai the regulatory approvals necessary for
us to be able to market and distribute LG Life 8ces’hepatitis B vaccine in mainland China, if we arkedb obtain such regulatory appro\
at all.

Delays in obtaining the SFDA or foreign approvdi®wor products or products that we distribute ftivavs could result in substantial
additional costs and adversely affect our abilitgdmpete with other companies. Even if regulatpyroval is ultimately granted, there can be
no assurance that we can maintain the approvakdthe approval will not be withdrawn. Any apprbreceived may also restrict the intended
use and marketing of the product we want to comiakze.

Outside the PRC, our ability to market any of ootgmtial products is contingent upon receiving reéirlg authorizations from the
appropriate foreign regulatory authorities. Themeifyn regulatory approval processes include ahefrisks associated with the SFDA
approval process described above and may includiéiathl risks.

Because the medical conditions our vaccines areemded to prevent represent significant public héelhreats, we are at risk ¢
governmental actions detrimental to our businesschk as product seizure, compulsory licensing, resdprice controls and addition:
regulations.

In response to a pandemic or the perceived riskgeEndemic, governments in China and other cogntnigy take actions to protect
their citizens that could affect our ability to ¢asi the production and export of pandemic vacciorestherwise impose burdensome regulat
on our business. For example, an outbreak of inflaecould subject our manufacturing locations tewse by the PRC government. The PRC
government may also grant compulsory licensesléavadompetitors to manufacture products that actqmted by our patents, or use our
technology developed using funds received from gawent agencies or may resume its price contral w&ecines although such control has
recently been lifted in China.

We may not be able to comply with applicable gocahurfacturing practice requirements and other regtitay requirements, which could
have a material adverse affect on our businessafigial condition and results of operations.

We are required to comply with applicable good nfaciuring practice regulations, which include requients relating to quality
control and quality assurance as well as correspgndaintenance, record-keeping and documentatardards. Manufacturing facilities must
be approved by governmental authorities before aveuse them to commercially manufacture our pradact are subject to inspection by
regulatory agencies.

If we fail to comply with applicable regulatory ngigements at any stage during the regulatory psyéesluding following any produ
approval, we may be subject to sanctions, including

+ fines;

e product recalls or seizure;

¢ injunctions;

» refusal of regulatory agencies to review pendingkeisapproval applications or supplements to apglrapplications;
e total or partial suspension of production;
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e civil penalties;
« withdrawals of previously approved marketing apgiions; and

e criminal prosecution.

We deal with hazardous materials that may causeiigjto others. These materials are regulated by iemmmental laws that may impose
significant costs and restrictions on our busine!

Our research and development programs and mantifartperations involve the controlled use of ptitdly harmful biological
materials and other hazardous materials. We carompletely eliminate the risk of accidental contaation or injury to our employees or
others from the use, manufacture, storage, handlimtisposal of hazardous materials and certainena®ducts. In the event of contamination
or injury, we could be held liable for any resuitidamages, and any liability could exceed our nessuor any applicable insurance coverage
we may have. We are also subject to PRC laws andations governing the construction and operatioproduction facilities that may have
an impact on the environment and the use, manuggdtorage, handling or disposal of hazardous niatéteand waste products, such as the
PRC Environmental Impact Assessment Law, the PR@dntion and Control of Water Pollution Law and PR®ironmental Protection Law,
as well as waste-disposal standards set by thearglgovernmental agencies. It is likely that Chithadopt stricter pollution controls as the
country is experiencing increasingly serious envinental pollution. Although we passed an environtalegxamination of our facilities
conducted in 2004 by the Beijing Environment PridtecBureau on our hepatitis A vaccine productioe land passed the same examinatic
our seasonal flu vaccine production line and fjjlemd packaging line in 2005 and 2008, respectiwedycan not assure you that we will
continue to pass similar environmental examinatmmany future production facilities that we maystuct. In addition, according to the PRC
Environmental Impact Assessment Law, after the @mdrof previous environmental impact assessmerteif there is any material change
in the nature, scale, location, production techgplosed and measures adopted to prevent damagesltgy, new environmental impact
assessment reports need to be filed for approvalak® now producing Bilive vaccine using our prdaurcfacility for hepatitis A vaccine and
producing Panflu and Panflu.1 vaccines using oadpction facility for seasonal flu or Anflu vaccirend have also upgraded the production
capacity for our production facility for influenzaccines, but we have not filed new environmemgdact assessment reports. We are also
using our filling and packaging line that was angjly established to fill and package Panflu vaedimpackage all our products. This is bec
we believe that the technologies and impacts omtiveonment involved in the production, filling@&packaging of the additional vaccines are
very similar to those involved in the productiolirfg and packaging of the vaccines that the linese originally set up for, as a result of
which no material changes have occurred that waddire the filing of new environmental impact a&sseent reports. However, there is no
assurance that the relevant environment proteetitimorities will share the same view with us. If fa# to comply with applicable
environmental laws and regulations or with the smvinental conditions attached to our operatinghies, our operating licenses could be
revoked and we could be subject to civil, crimiaatl administrative penalties. We may also havaduorisignificant costs to comply with
future environmental laws and regulations. Morepwer do not currently have a pollution and remealifainsurance policy to mitigate against
any risk related to environmental pollution or aitbbn of environmental law.

Risks Related to Our Intellectual Property

Our hepatitis and influenza vaccine technology istrpatented. If we are unable to protect our techogies from competitors with patents or
other forms of intellectual property protection, obusiness may be harmed.

Our success depends, in part, on our ability téegtaur proprietary technologies. We try to protee technology that we consider
important to our business by filing PRC patent agpions and relying on trade secret and pharma@guegulatory protection.

We have no patent protection for our hepatitimfluenza vaccines. We have two issued patents awndnder of patent applications
pending in the PRC relating to our pipeline produ@he process of seeking patent protection in &ban be lengthy and expensive, and we
cannot assure you that our pending patent applitsitior any patent applications we may make irfuhee in respect of other products, will
result in issued patents, or that any patents éssuthe future will be able to provide us with mewful protection or commercial advantage.
Our patent applications may be challenged, invididar circumvented in the future.

In addition to patents, we rely on trade secrets@oprietary know-how to protect our intellectpabperty. We have entered into
confidentiality agreements (which include, in tlase of employees, non-competition provisions) witmy of our employees, consultants,
outside scientific collaborators, sponsored researcand other advisors. These agreements prdwadl@lt confidential information developed
or made known to the individual during the courkthe individual’s relationship with us is to begteonfidential and not disclosed to third
parties except in specific circumstances. In ttee @ our employees, the agreements provide that tile technology which is conceived by
the individual during the course of employmentus exclusive property. These
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agreements may not provide meaningful protectioadeguate remedies in the event of unauthorizedndisclosure of our proprietary
information. In addition, it is possible that thipdrties could independently develop informatiod sethniques substantially similar to ours or
otherwise gain access to our trade secrets.

We cannot assure you that our current or poteatiadpetitors, many of whom have substantial ressuacel have made substantial
investments in competing technologies, do not teadgewill not develop, products that compete diseatith our products despite our
intellectual property rights.

Intellectual property rights and confidentialityopections in China may not be as effective as énUhited States or other countries.
Policing unauthorized use of proprietary technol@ggifficult and expensive, and we might needesort to litigation to enforce or defend
patents issued to us or to determine the enforlityalscope and validity of our proprietary righdsthose of others. The experience and
capabilities of PRC courts in handling intellectpadperty litigation varies, and outcomes are udjgtable. Further, such litigation may reqt
significant expenditures of cash and managemeattsfand could harm our business, financial coouiéind results of operations. An adverse
determination in any such litigation could matdyianpair our intellectual property rights and magrm our business, prospects and repute

We may be exposed to infringement or misapprojmatiaims by third parties, which, if determined@dely to us, could cause
substantial liabilities to us, or we may be undblsell some of our products.

Our commercial success also depends significantlyur ability to operate without infringing the pats and other proprietary rights
of third parties. Even after reasonable investgygtive may not know with certainty whether we hafgnged upon a third party’s patent due
to the complexity of patent claims, the inadequaicyatent clearance search procedures in the PR@harfact that a third party may have fi
a patent application without our knowledge whilatthroduct was under development by us. Patenicapiphs are maintained in secrecy until
their publication 18 months after the filing dafée publication of discoveries in the scientificpatent literature frequently occurs substant
later than the date on which the underlying disdegevere made and patent applications were fildaiha, similar to many other countries,
adopts the first-to-file system under which thetfparty to file a patent application (insteadhs first to invent the subject invention) may be
awarded a patent. There may also be technologiesséd to us or acquired by us that are subjenfringement, misappropriation or other
claims by others which could damage our abilityely on such technologies.

If a third party claims that we infringe upon itoprietary rights, any of the following may occur:
« we may become involved in time-consuming and expenigation, even if the claim is without merit;

« we may become liable for substantial damages fsrip&ingement if a court decides that our tecbgglinfringes upon a
competitor’'s patent;

« acourt may prohibit us from selling or licensing @roduct without a license from the patent haledrich may not be available on
commercially reasonable terms, if at all, or whichy require us to pay substantial royalties or gcamss licenses to our patents;

« we may have to reformulate our product so thabésdnot infringe upon others’ patent rights, whitdly not be possible or could be
very expensive and time-consuming; and

e we may be subject to injunctions prohibiting thenofacture and sale of our products or the use pfemhnologies.
If any of these events occurs, our business wifesand the market price of our common sharesccdatline.

The success of our business may depend on licensamgine components from, and entering into collabtion arrangements with, third
parties. We cannot be certain that our licensing asllaboration efforts will succeed or that we wikkalize any revenue from ther

The success of our business strategy dependsitiropaour ability to enter into licensing and eddbration arrangements and to
manage effectively the resulting relationships. &ample, we consider important to our businesstiminuous and stable supply of hepatitis
B vaccines from Beijing Temple of Heaven Biologi€abducts Co., Ltd. for our production of Biliveyracooperation with China CDC in
pandemic influenza research and market exploratidiexico with Glovax C.V.

Our ability to enter into agreements with commdrpatners depends in part on our ability to congithem of the value of our
technology and know-how. This may require subsshtithe and effort on our part. While we anticipatgending substantial
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funds and management effort, we cannot assurehaiistrategic relationships will result or that widl be able to negotiate additional strategic
agreements in the future on acceptable termsalfl. @ urthermore, we may incur significant finsalatommitments to collaborators in
connection with potential licenses and sponsorsdaieh agreements. In addition, we may not betaldentrol the areas of responsibility
undertaken by our strategic partners and may beradly affected should these partners prove unialdarry a product candidate forward to
full commercialization or should they lose interigstledicating the necessary resources toward dpwe any such product quickly.

Third parties may terminate our licensing and o#istegic arrangements if we do not perform asired under these arrangements.
Generally, we expect that agreements for rightietcelop technologies will require us to exercidigeince in bringing product candidates to
market and may require us to make milestone analtsopayments that, in some instances, could betanbal. Our failure to exercise the
required diligence or make any required milestonegalty payments could result in the terminatidrthe relevant license agreement, which
could have a material adverse effect on us anadperations. In addition, these third parties map &reach or terminate their agreements with
us or otherwise fail to conduct their activitiesconnection with our relationships in a timely mannf we or our partners terminate or breach
any of our licenses or relationships, we may:

* lose our rights to develop and market our prodaatates;

* lose patent and/or trade secret protection fopooduct candidates;

«  experience significant delays in the developmermoonmercialization of our product candidates;
* not be able to obtain any other licenses on acbeptarms, if at all; and

« incur liability for damages.

Licensing arrangements and strategic relationshipsir industry can be very complex, particularlgharespect to intellectual prope
rights. Disputes may arise in the future regardingership rights to technology developed by or wither parties. These and other possible
disagreements between us and third parties withertdo our licenses or our strategic relationshipdd lead to delays in the research,
development, manufacture and commercializationuofppsoduct candidates. These disputes could afadtri@ litigation or arbitration, both of
which are time-consuming and expensive. These fartdes also may pursue alternative technologigsaruct candidates either on their own
or in strategic relationships with others in diregtpetition with us.

Any cessation or suspension of our collaborationghascientific advisors and academic institutionsay increase our costs in research a
development and lengthen our new vaccines develapmeocess and lower our efficiency in new producksvelopment.

We work with scientific advisors and academic dodleators who assist us in our research and deveopeiforts. Almost all of our
preclinical and research programs are heavilymelipon such collaborators, and we generally bepefisiderably from the resources,
technology and experience these collaborationpoavide. These scientists are not, however, oul@yeps and may have other commitments
that limit their availability to us. If a conflicf interest arises between their work for us armgrtwork for another entity, we may lose the
services of these scientists and institutions. gegsation or suspension of our collaborations sétantific advisors and academic institutions
may increase our research and development costghkn our new vaccines development process aref lowr efficiency in new products
development. In addition, although our scientifitvisors and academic collaborators generally sggaeanents not to disclose our confidential
information, it is possible that valuable proprigtenowledge may become publicly known which woatdnpromise our competitive
advantage.

We may lose the right to use®# " (Kexing) on our vaccine products and/or as partadir trade name.

We currently usé ##” (Kexing) as part of Sinovac Beijing’s Chinese tradene in the PRC and we also intend to Kot
(Kexing) as part of the Chinese trade name of @indalian. Shenzhen Kexing, owns the registerf#” trademark in China for Class 5
(Pharmaceuticals) under the International Clasgtiim of Goods and Services. We have entered ittada@mark license agreement with
Shenzhen Kexing, under which Shenzhen Kexing guatsroyalty-free non-exclusive license to usettégemark on our vaccine products
until August 20, 2011. We are not expressly licenseder this license agreement to use t##” trademark as our trade name. In addition,
the trademark license agreement terminates autcafigitif Mr. Weidong Yin is no longer in the key magement position at Sinovac Beijing.
In the event that Mr. Weidong Yin is no longerliee tkey management position at Sinovac Beijing, wald/be unable to use thef# "
trademark on our vaccine products in China. In taldi if Shenzhen Kexing makes a successful claia our trade name infringes on the “
¥# " trademark, we would be unable to use tH# " trademark as part of our trade name. Howevedamuary 24, 2006, we applied for “
¥# " as the trademark in China for Class 42 (Scien8fiTechnological
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Services & Research), which was published for ojiposon October 20, 2009, and if eventually regjistl, would protect our interest in the
2" as part of our trade name.

Risks Related to Doing Business in China

Adverse changes in political, economic and othetipies of the PRC government could have a mateaalerse effect on the over:
economic growth of China, which could reduce thendand for our products and materially and adverselffect our competitive position.

All of our business operations are conducted im@&hand all of our sales are currently made in &hérccordingly, our business,
financial condition, results of operations and pexds are affected significantly by economic, editand legal developments in China. The
Chinese economy differs from the economies of meseloped countries in many respects, including:

« the extent of government involvement;

« the level of development;

e the growth rate;

« the control of foreign exchange;

« the allocation of resources;

« an evolving regulatory system; and

« lack of sufficient transparency in the regulatorggess.

While the Chinese economy has experienced signifigeowth in the past 20 years, growth has beermemeboth geographically and
among various sectors of the economy. The Chinegergment has implemented various measures to esg@economic growth and guide
the allocation of resources. Some of these meaberefit the overall Chinese economy, but may h#se a negative effect on us. For
example, our financial condition and results ofrapiens may be adversely affected by governmentrobover capital investments or changes
in tax regulations that are applicable to us.

The Chinese economy has been transitioning frolarmpd economy to a more marketented economy. Although in recent years
Chinese government has implemented measures erniplgatsie utilization of market forces for economgform, the reduction of state
ownership of productive assets and the establishofesound corporate governance in business eligegyra substantial portion of the
productive assets in China is still owned by thén€se government. The continued control of thesetasand other aspects of the national
economy by the Chinese government could materety adversely affect our business. The Chinesergment also exercises significant
control over Chinese economic growth through thacation of resources, controlling payment of fgrecurrency-denominated obligations,
setting monetary policy and providing preferentiehtment to particular industries or companiefors by the Chinese government to slow
pace of growth of the Chinese economy could resuibspitals spending less, which in turn couldueddemand for our products.

Moreover, the political relationship among foreigguntries and China is subject to sudden fluctuadiod periodic tension. Change
political conditions in China and changes in thetesof foreign relations are difficult to predictdacould adversely affect our product export
international collaborations. This could lead tegline in our profitability in the future.

Any adverse change in the economic conditions gegonent policies in China could have a materigkase effect on overall
economic growth and the level of healthcare investi:iand expenditures in China, which in turn cdesdi to a reduction in demand for our
products and consequently have a material advéfiesst en our businesses.

Future changes in laws, regulations or enforcemauilicies in China could adversely affect our bussse

Laws, regulations and enforcement policies in Chimeluding those regulating our business, arewdngland subject to future chan
Future changes in laws, regulations or administeatiterpretations, or stricter enforcement pofidig the Chinese government, could impose
more stringent requirements on us, including fimesther penalties. Changes in applicable lawsragdlations may also increase our operz
costs. Compliance with such requirements could semubstantial additional costs or otherwise havatrial adverse effect on our business,
financial condition and results of operations. hekanges may relax some
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requirements, which could be beneficial to our cetitprs or could lower market entry barriers anctémse competition. Further, regulatory
agencies in China may periodically, and sometinibealy, change their enforcement practices. Theesfprior enforcement activity, or lack
of enforcement activity, is not necessarily pradebf future actions. Any enforcement actions aghus could have a material and adverse
effect on us and the market price of our commomeshdn addition, any litigation or governmentaléstigation or enforcement proceedings in
China may be protracted and may result in substiaeiist and diversion of resources and managenttentian, negative publicity, damage to
our reputation and decline in the price of our cammhares.

We rely on dividends paid by our subsidiaries farr@ash needs. If they are unable to pay us sufici dividends due to statutory or
contractual restrictions on their abilities to disbute dividends to us, our various cash needs may be met.

We are a holding company, and we rely on the dividepaid by our majority-owned subsidiary, SinoBaging, our wholly owned
subsidiaries, Tangshan Yian and Beijing Sinovaddgjical Technology Co., Ltd., or Sinovac Biologicahd our 30%-owned joint venture,
Sinovac Dalian, for our cash needs, including tirelé necessary to pay any dividends and otherdisstbutions to our shareholders, service
any debt we may incur and pay our operating experidee payment of dividends in China is subjedinitations. Regulations in the PRC
currently permit payment of dividends by our PR@sidiaries only out of accumulated profits as dateed in accordance with accounting
standards and regulations in China. For instanaeg3han Yian is required to set aside at leastdfli®$ after-tax profits each year to
contribute to its reserve fund until the accumwdaialance of such reserve fund reaches 50% oktistered capital of Tangshan Yian.
Tangshan Yian is also required to reserve a podfadts aftertax profits to its employee welfare and bonus fuithd,amount of which is subje
to its board of directors. Sinovac Beijing is raquito set aside, at the discretion of its boardirgctors, a portion of its after-tax profits te i
reserve fund, enterprise development fund and eraplavelfare and bonus funds. These funds are stiitditable in cash dividends. In
addition, if Sinovac Beijing, Tangshan Yian or Siao Biological incurs debt on its own behalf in th&ure, the instruments governing the d
may restrict either company’s ability to pay dividis or make other distributions to us.

Sinovac may be required by the PRC tax authoritiepay a higher amount of enterprise income tax capital gains arising out of ou
restructuring in July 2009 and Sinovac Beijing mdye required to assist with the reporting and payrhefsuch tax.

In July 2009, we completed a restructuring by whightransferred our direct 71.56% equity interes$inovac Beijing to our wholly
owned subsidiary Sinovac Biotech (Hong Kong) Ltd.Sinovac Hong Kong, for no consideration. However have submitted an application
to the applicable tax bureau to pay PRC enterjmisgme tax on capital gains based on the differématereen the cost and an appraised value
of the equity interest obtained from an appraiShe tax bureau has not approved our applicatiatate. Because this is a related party
transaction, the PRC tax authorities have the aityhto adjust the amount of the consideration degmaid for PRC enterprise income tax
purposes to reflect an arm’s length amount in atareee with the transfer pricing rules. Such adjestincould result in the recognition by us of
a higher amount of capital gains subject to the RR&rprise income tax at a rate of 10%. UndePtRE tax law, where both parties to an
equity transfer transaction are non-resident erisap and where the transfer occurs outside thegShiterritory, the non-resident enterprise
receiving income must pay taxes to the taxatiohaity in the locality of the domestic enterprishage equity was transferred, either directly
or through an agent. The domestic enterprise wlqa#y was transferred must assist the taxatiohaity in collecting the relevant PRC taxes
from the non-resident enterprise. As such, since\&ic and Sinovac Hong Kong are consideredPlRG- tax resident enterprises and the et
transfer occurred outside the PRC, Sinovac muestdi returns by itself or through its designatatesentative to the applicable tax authority
in Beijing. Sinovac Beijing is obligated to asdis® taxation authority in collecting taxes from &iac. Our estimate of the tax liability is
approximately $1.5 million, which is subject to tgproval of the PRC tax authority as it has tlsemition to assess and determine the final
amount. In addition, there is a risk that we mablgject to late payment interest assessed byRI@et&x authorities at a rate of 0.05% per day
imposed on the outstanding tax amount as welltzer gtenalties which are difficult to estimate. Hmeount of our ultimate payment to the tax
authority could be higher than our estimate, whiey adversely affect our net income attributablthéostockholders.

Restrictions on currency exchange may limit our &tyi to receive and use our revenues effective

We receive all of our revenues in r enminbi, whicirently is not a freely convertible currency. érfion of our revenues may be
converted into other currencies to meet our foreigmency obligations, including, among others,mawt of dividends declared by our
subsidiaries. Under China’s existing foreign exaeregulations, both Sinovac Beijing and Tangshiam ére able to pay dividends in foreign
currencies without prior approval from the Statemaistration of Foreign Exchange, or the SAFE, bynplying with certain procedural
requirements. However, we cannot assure you teaPBRC government will not take future measuregstrict access to foreign currencies for
current account transactions.

Our PRC subsidiaries’ ability to obtain foreign baage is subject to significant foreign exchang&rds and, in the case of amounts
under the capital account, requires the approvahdfor registration with PRC government authaitiacluding the SAFE. In particular, if we
finance our PRC subsidiaries by means of foreigreticy from us or other foreign lenders, the amasinbt allowed to exceed the difference
between the amount of total investment and the atafuthe registered capital as approved by the
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Ministry of Commerce and registered with the SAFHrther, such loans must be registered with theESAfFwe finance our PRC subsidiaries
by means of additional capital contributions, th@ant of these capital contributions must firselpproved by the relevant government
approval authority. These limitations could affé ability of our PRC subsidiaries to obtain fgreexchange through debt or equity
financing.

Fluctuation in the value of the renminbi may haveraaterial adverse effect on your investment.

The value of the r enminbi against the U.S. dolano and other currencies is affected by, amohgrahings, changes in China’s
political and economic conditions and China’s fgreexchange policies. On July 21, 2005, the PR@guouent changed its decade-old policy
of pegging the value of the r enminbi to the U.&llad. Under the new policy, the r enminbi was pitted to fluctuate within a narrow and
managed band against a basket of certain foreigeries. This change in policy caused the r ennmtinppreciate approximately 21.5%
against the U.S. dollar over the following threange Since reaching a high against the U.S. diwllduly 2008, however, the r enminbi has
traded within a narrow band against the U.S. dotlmnaining within 1% of its July 2008 high but eeexceeding it. As a consequence, the r
enminbi has fluctuated sharply since July 2008ragaither freely traded currencies, in tandem tiehU.S. dollar. For example, the r enminbi
appreciated approximately 27% against the Euro &@twuly 2008 and November 2008. It is difficulptedict how long the current situation
may last and when and how it may change again.

As a portion of our costs and expenses is denoednatr enminbi, a resumption of the appreciatibthe r enminbi against the U.S.
dollar would further increase our costs in U.Slafdlerms. In addition, as our operating subsidgimn China receive revenues ienminbi, any
significant depreciation of the r enminbi agaitgt U.S. dollar may have a material adverse effecuw revenues in U.S. dollar terms and
financial condition, and the value of, and any diérids payable on, our common shares. For exandiee textent that we need to convert U.S.
dollars into r enminbi for our operations, appréoiaof the r enminbi against the U.S. dollar wohlve an adverse effect on the r enminbi
amount we receive from the conversion. Converselye decide to convert our r enminbi into U.S.lda for the purpose of making payments
for dividends on our common shares or for otheirtess purposes, appreciation of the U.S. dollainagthe r enminbi would have a negative
effect on the U.S. dollar amount available to us.

Our business benefits from certain government inti@es. Expiration of, or changes to, these incemts/could have a material adverse effect
on our operating results by significantly increagjnour tax expenses.

The PRC government provides incentives to “High Biedv Technology Enterprises,” including SinovacjiBej, and previously
provided incentives to foreign-invested enterprigesduding Sinovac Beijing and Tangshan Yian, intihg tax incentives.

On January 1, 2008, The Law of the People’s RepulflChina on Enterprise Income Tax became effectiinder the new enterprise
income tax law and its implementation rules, foneigvested enterprises, or FIES, such as Sinovgmgend Tangshan Yian, and domestic
companies are subject to the enterprise incomeotake EIT, at a uniform rate of 25%, subject toaasition period during which certain tax
incentives previously granted to FIEs may contifugrsuant to the rules applicable during this fteomsperiod, Tangshan Yian is subject to a
25% income tax rate in 2008, but, subject to th@reyal of the tax authorities, it is eligible fofull exemption from income taxes for two ye
starting from 2008, and a 50% reduction in incomes for the next three years.

Preferential tax treatments will continue to benged to entities that conduct business in encouaragetors, whether FIEs or domestic
companies. Sinovac Beijing reconfirmed its “Highdaew Technology Enterprises” status accordindnéortew criteria and obtained the
corresponding certificate on December 24, 2008 withree-year valid period. However, during thed#iyear valid period, if the “High and
New Technology Enterpris” criteria are not satisfied, Sinovac Beijing willtriae entitled to the preferential income tax rétiey change in th
preferential tax rates or tax holidays currentljogad by our subsidiaries will reduce our after-pafit.

The newly enacted PRC Enterprise Income Tax Law kebaffect tax exemptions on dividends received Isyamd increase our enterprise
income tax rate.

We are incorporated under the laws of Antigua aathBda. As a foreign legal person, dividends derfvem our subsidiaries in the
PRC were exempt from income tax under PRC law keJanuary 1, 2008. Under the PRC Enterprise Inciame_aw promulgated on
March 16, 2007 and its implementation rules proratdd by the State Council of China on Decembef87 2if we are deemed as a hon-PRC
tax resident enterprise without an office or presig the PRC, withholding tax at the rate of 108blve applicable to dividends received by
from Tangshan Yian, unless the tax is entitlecettuction or elimination in accordance with any fatBRC laws or regulations or an applici
tax treaty between the PRC and Antigua and BarbAslaf the date of this annual report, Antigua &adbuda has not entered into any such
tax treaties with the PRC. According to the Mainlaamd Hong Kong Special Administrative Region Agement on Avoiding Double
Taxation or Evasion of Taxation on Income agredaben China and Hong Kong in August 2006, dividepaisl by a foreign-invested
enterprise in China to its direct holding compamydong Kong
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will be subject to withholding tax at a rate of more than 5% (if the foreign investor owns direettyeast 25% of the shares of the foreign-
invested enterprise for a period of greater thamiBths), or otherwise 10%. On February 22, 20it)\vc Hong Kong received tax resident
certificates from Hong Kong tax authority for 2088d 2009. Whether the favorable rate will be ajjblie to dividends received by Sinovac
Hong Kong from our PRC subsidiaries is subjech®mapproval of the PRC tax authorities becauseuttlear whether Sinovac Hong Kong is
considered as the beneficial owner of the dividéndsibstance. The PRC tax authorities has thealien to assess whether a recipient of the
PRC-sourced income is only an agent or a condulgaks the requisite amount of business substaneehich case the application of the tax
arrangement may be denied. This new withholdingrtgposed on dividends paid to us by our PRC suésasi would reduce our net income
attributable to the stockholders.

In addition, the newly enacted PRC Enterprise Inedrax Law provides that, if an enterprise incorpedaoutside the PRC has its “de
facto management organization” located within tRECPsuch enterprise may be recognized as a PR@sadent enterprise and thus may be
subject to enterprise income tax at the rate of 8% s worldwide income. Under the newly enactaglementation Rules of the PRC
Enterprises Income Tax Law, “de facto managemegdrization” means the organization which is esaéintin charge of overall management
and control with respect to the operation, pershimmks and accounts, and assets of the enteipréagestion. Substantially all members of
our management are located in the PRC. As subsligrdil members of our management continue taobated in the PRC after January 1,
2008, the effective date of the newly enacted PRterprise Income Tax Law and its implementatiorsulve may be deemed a PRC tax
resident enterprise and therefore be subject engarprise income tax rate of 25% on our worldwid®me, although the dividends that we
receive from our PRC subsidiaries would be exemgrhfPRC withholding tax if we are recognized afR&CRax resident.

Under the PRC Enterprise Income Tax Law, dividenplayable by us and gains on the disposition of ohages may be subject to PRC
taxation.

If we were considered a PRC resident enterprisetig PRC Enterprise Income Tax Law, our sharetisldho are deemed non-
resident enterprises may be subject to the Elfieatdte of 10% upon the dividends payable by ugon any gains realized from the transfe
our shares, if such income is deemed derived frtina; provided that (1) such foreign enterpriseeistor has no establishment or premises in
China, or (i) it has an establishment or premisgShina but its income derived from China has ea connection with such establishment or
premises. If we were required under the PRC Ensapncome Tax Law to withhold PRC income tax ondividends payable to our nd?RC
enterprise shareholders, or if any gains realizech the transfer of our shares by our non-PRC priter shareholders were subject to the EIT,
such shareholders’ investment in our shares woellchaterially and adversely affected.

Recent PRC regulations relating to the establishrhehoffshore special purpose companies by PRCdesits may subject our PRC reside
shareholders to personal liability and limit our dity to acquire PRC companies or to inject capitato our PRC subsidiary, limit our PR(
subsidiarys ability to distribute profits to us, or otherwésadversely affect our financial position.

SAFE issued a public notice in October 2005, orSAEE Notice 75, requiring PRC residents to registi¢h the local SAFE branch
before establishing or controlling any company ioigt®f China, or an offshore special purpose compim the purposes of overseas capital
raising with assets or equities of PRC companieaddition, the PRC resident who is the sharehalflan offshore special purpose compar
required to amend its SAFE registration with theal SAFE branch, with respect to that offshore Edguirpose company, in the event of any
increase or decrease of capital, transfer of sharesger, division, equity investment or creatiémoy security interest over the assets located
in China or other material changes in share capftahy PRC shareholder fails to make the requBAGFE registration and amendment, the
PRC subsidiaries of that offshore special purpasepany may be prohibited from distributing theiofits and the proceeds from any reduc
in capital, share transfer or liquidation, to tlislore special purpose company. Moreover, faitareomply with the SAFE registration and
amendment requirements described above could iedidbility to our PRC beneficial owners or our@ subsidiaries under PRC laws for
evasion of applicable foreign exchange restrictions

SAFE Notice 75 applies retroactively to PRC residevho have established or controlled an offshpeisl purpose company that
made onshore investments in the PRC prior to gwaisce of the SAFE Notice 75. In May 2007, SAFHessrelevant guidance to its local
branches with respect to the operational procedoreSAFE registration under SAFE Notice No. 75isTuidance standardized more specific
and stringent supervision on registrations relath§AFE Notice No. 75. Mr. Weidong Yin has made taquired SAFE registration with
respect to his investments in our company and Mpikty Wang has made the SAFE registration onlysijifg) in 2007 but not with respect to
his indirect investment in Tangshan Yian. The fa&ilaf our beneficial owners who are PRC residemtadke their SAFE registrations or tim
amend their SAFE registrations pursuant to the SABEce 75 or the failure of future beneficial owsef our company who are PRC resid:
to comply with the registration procedures setifantthe SAFE Notice 75 may subject such benefmmbers or our PRC subsidiaries to fines
and legal sanctions and may also result in a o#istnion our PRC subsidiaries’ ability to distribyirofits to us or otherwise adversely affect
our business.
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As it is uncertain how the SAFE Notice 75 will marpreted or implemented, we cannot predict hosvtarwhat extent it will affect
our business operations or future strategy. Fomgi@ we may be subject to a more stringent rexdad/ approval process with respect to our
foreign exchange activities, such as remittanadivaflends, re-investments of profits and foreignrency-denominated borrowings, which m
adversely affect our results of operations andniiie condition. In addition, if we decide to acqua PRC company with equity interests or
assets, we or the owners of such company, as fgencay be, may not be able to complete the negesgprovals, filings and registrations for
the acquisition. This may restrict our ability toplement our acquisition strategy and adverselycabur business and prospects.

PRC regulation of loans and direct investment byfaifore holding companies to PRC entities may deteiyprevent us from making loans ¢
additional capital contributions to our PRC operaty subsidiaries and affiliated entities.

In funding our PRC subsidiaries, we must comphhvRRC legal requirements relating to foreign debtstration and to PRC
companies’ “registered capital” and “total investrn&“Registered capital” refers to the capital tridvuted to or paid into a PRC company in
cash or in kind, and “total investment” refershie amount of a compargytegistered capital plus all external borrowingsbch company. Tr
amounts of a PRC company'’s registered capital atadl investment are set forth in the company’s tirtenal documents and approved by
the competent government authority in advance ianthe case of Sinovac Beijing and Sinovac Daliaast be approved by their minority
shareholders, China Bioway or Dalian Jin Gang Groegpectively, as well.

Loans by us or Sinovac Hong Kong to Sinovac Bejjibimovac Biological, Tangshan Yian or Sinovac Balcannot exceed the
difference between such company’s registered dagithtotal investment, unless the company hasrawdahe approval of the approval
authority and, in the case of Sinovac Beijing ardsiac Dalian, the approval of China Bioway or Daliin Gang Group, respectively, to
increase the amount of total investment. Furtherh doans must be registered with the SAFE owoitall counterpart.

We may also decide to finance our PRC subsiditnjamaking additional capital contributions. Thedeitional contributions must be
approved by the government approval authority anthe case of Sinovac Beijing or Sinovac Dalianhina Bioway or Dalian Jin Gang
Group, respectively. We cannot assure you that iNdaable to obtain these government registrationapprovals, or the approval of China
Bioway or Dalian Jin Gang Group, on a timely basiat all, with respect to future loans or additéb capital contributions by us to our
subsidiaries or affiliates. If we fail to receivech registrations or approvals, our ability to ¢ale our PRC operations would be negatively
affected, which could adversely and materially etftbe liquidity of our subsidiaries and our alilib expand our business.

Because we are incorporated under Antigua and Badauaw, substantially all of our operations, proggrand assets are located in Chi
and all of our directors and officers and substaalily all of their assets are located outside of thaited States, you may be unable to protect
your shareholder rights

We are incorporated in Antigua and Barbuda. Oupaxate affairs are governed by our articles of ipocation and byaws and by th
International Business Corporations Act and comiaanof Antigua and Barbuda. The rights of sharebddo take legal action against our
directors, officers and us, actions by minorityrefflders and the fiduciary responsibilities of disectors to us are to a large extent governed
by the International Business Corporations Act emthmon law of Antigua and Barbuda. The common lawrdgigua and Barbuda is derived
in part from comparatively limited judicial precedén Antigua and Barbuda as well as from Englismmon law, which has persuasive, but
not binding, authority on a court in Antigua andBada. The rights of our shareholders and the fayaesponsibilities of our directors under
Antigua and Barbuda law are not as clearly estadtisas they would be under statutes or judiciatgrents in the United States. Among other
things, Antigua and Barbuda has a less developdy dbsecurities laws as compared to the UniteteStand provides significantly less
protection to investors. Further, Antigua and Baldia body of securities law, and the experiendésafourts in addressing corporate and
securities law issues of a type often experiengepluiblic companies, is likely less developed thHzat bf some of the other jurisdictions where
publicly traded China-based companies are incotpdrauch as the Cayman Islands.

It may be difficult or impossible for you to brirag action against us or our directors or officaréintigua and Barbuda or to enforce
or protect your rights under U.S. securities lawstberwise. Even if you are successful in bringamgaction of this kind, you may be unable to
enforce a judgment against our assets or the asfsets directors and officers under the laws otigma and Barbuda.

There is doubt as to whether Antigua and Barbudatsavould enforce judgments of United States coobtained in actions against
us or our directors or officers that are predicatpdn the civil liability provisions of the Secui$ Act, or in original actions brought against us
or such persons predicated upon the SecuritiesTAetre is no treaty in effect between the Uniteate®t and Antigua and Barbuda providing
such enforcement, and there are grounds upon witriigua and Barbuda courts may not enforce judgmehtnited States courts. In
addition, Antigua and Barbuda corporations mayhase standing to initiate a shareholder derivagietion before the federal courts of the
United States.
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PRC courts may recognize and enforce foreign judgsne accordance with the requirements of the PR@ Procedures Law based
either on treaties between the PRC and the cowtteye the judgment is made or on reciprocity betwadsdictions. If there are no treaties or
reciprocity arrangements between the PRC and gfojerisdiction where a judgment is rendered, adity to PRC Civil Procedures Law,
matters relating to the recognition and enforcenoétite foreign judgment in the PRC may be resobliedugh diplomatic channels. The PRC
does not have any treaties or other arrangemettisthg United States or Antigua and Barbuda thatige for the reciprocal recognition and
enforcement of foreign judgments. As a results génerally difficult to enforce in the PRC a judgrhrendered by a U.S. or Antigua and
Barbuda court.

As a result of all of the above, as well as the fiaat substantially all of our property, assetd aperations are located in China and all
of our directors and officers and substantiallyodiltheir assets are located outside of the Uriitiedes, you may be unable to protect your
shareholder interests through actions against ositomanagement, directors or major shareholders.
| TEM 4. | NFORMATION ON THE C OMPANY

A. History and Development of the Company

Our legal and commercial name is Sinovac Biotech l®@ur principal executive offices are locatedNat 39, Shangdi Xi Road,
Haidian District, Beijing 100085, PRC. Our telepkarumber at this address is +86-10-8289-0088. €nistered address is located at 36 Long
Street, in the City of Saint John in Antigua andt®ala. Our agent for service of process in theddh8tates is Law Debenture Corporate
Services Inc., located at 400 Madison Avenue, 4dbr-New York.

We are a holding company and conduct our busime€$iina through our 71.56% majority-owned subsidi&inovac Beijing, our
wholly owned subsidiaries, Tangshan Yian, Sinovaddgjical and Sinovac Hong Kong, and our 30%-owjuéat venture Sinovac Dalian.
Sinovac Beijing was incorporated on April 28, 200&ngshan Yian was incorporated on February 9, 1S®®vac Hong Kong was
incorporated on October 21, 2008, Sinovac Bioldgiass incorporated on May 7, 2009 and Sinovac Dakas established on January 19,
2010.

We were incorporated in Antigua and Barbuda on Mdrc1999. Before we adopted our current name doligc 21, 2003, we were
called Net-Force System Inc. and were primarilyagrggl in the online gaming business. We were quaettie OTC Bulletin Board on
February 21, 2003. In September 2003, we issuethifipn new shares to Lily Wang, one of our cuttrprincipal shareholders, to acquire a
51% equity interest in Sinovac Beijing. Ms. Warggiltontracted to purchase these shares from ceft&imovac Beijing’s then shareholders
for cash immediately before the above 51% sharesfiea. However, this 51% equity interest in SinoBadjing was transferred to us directly
from these shareholders and was recorded undecabplgl PRC law transfer documents as a cash trosatily Wang was responsible for
paying the cash to these shareholders. The traoffee Sinovac Beijing equity interest to us wagistered and approved by PRC government
authorities in August 2004. In September 2004, eguaed an additional 20.6% equity interest in SamBeijing for approximately $3.3
million in cash. We currently own 71.56% of the gyinterest in Sinovac Beijing.

In January 2004, we entered into a share purcllasement with Heping Wang and issued him 3.5 nmilbé our common shares and
a promissory note in the amount of $2.2 millioratmuire from him a 100% equity interest in Tangskam. Mr. Wang had contracted to
purchase these shares from Tangshan Yian’s thesham@holders immediately before the above 100%eshensfer. However, this 100%
equity interest in Tangshan Yian was transferregstdirectly from these shareholders and was recoutder applicable PRC law transfer
documents as a cash transaction. Heping Wang wpensible for paying the cash to the two sharelsldéhe transfer of the Tangshan Yian
equity interest by Mr. Wang to us was registered @pproved by PRC government authorities in Noverabé4.

In the first quarter of 2008, we issued and soldggregate of 2.5 million common shares at $3.9Gpare to Sensor Capital
Management. We received approximately $9.75 milliogross proceeds from this private placememuofcommon shares.

In October 2008, we established Sinovac Hong Kangholly owned subsidiary focused primarily on stgiing and distributing
current and newly-developed vaccine products ingd¢ang and exporting our products abroad. In &alditSinovac Hong Kong seeks
research and development collaboration opportuniti¢h third parties in Hong Kong.

In November 2009, we entered into an agreementRétian Jin Gang Group to establish Sinovac Daliadanuary 2010, we
established Sinovac Dalian which will focus on tesearch, development, manufacturing and commeaiian of vaccines, such as rabies,
chickenpox, mumps and rubella vaccines for human W& plan to manufacture live attenuated vaccmesVero cell cultured vaccines at the
production facilities of Sinovac Dalian. Pursuamthe joint venture agreement, we will make ariahitash contribution of RMB60 million
($8.8 million) in exchange for a 30% equity inténesSinovac Dalian and Dalian Jin Gang Group willke an asset contribution of
RMB140 million ($20.5 million), including manufaaing facilities, production lines and land use tigh
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in exchange for the remaining 70% interest in Sawoalian. We have also entered into an agreemigémDalian Jin Gang Group, under
which we have agreed, subject to the approval@PRC government, to increase our shareholdingniov8c Dalian to 55% through
purchasing 25% equity interest in Sinovac DaliamfiDalian Jin Gang Group for a consideration of Ra@Bnillion ($7.3 million) on or befor

December 31, 2010.

In February 2010, we entered into an agreementdaiee buildings, land use rights and utility fi@ds in Beijing for a total
consideration of approximately RMB120 million ($&7nillion). On January 28, 2010, we made an inji@yment of RMB5 million
($731,315). The balance of the purchase pricayalple in three installments within three years.fifiance this purchase, we borrowed a five-
year bank loan of RMB90 million ($13.2 million) froChina Construction BanWe plan to set up at this site two new productined to
manufacture the EV71 vaccine and flu vaccines wittombined annual production capacity of approxatyatd0 million doses, a filling and
packaging line, a warehouse and an animal house.

For additional information regarding our princigalpital expenditures, see “ — D. Property, Plants Bquipment.”

Investor inquiries should be directed to us atatiéress and telephone number of our principal execaffices set forth above. Our
website ishttp://www.sinovac.com The information contained on our website dogsfomon part of this annual report.

B. Business Overview

We are a fully integrated, profitable Chibased biopharmaceutical company that focuses oregiearch, development, manufactu
and commercialization of vaccines that protect mgtdanfectious diseases. We have successfully dpedla portfolio of market leading
products, consisting of vaccines against the higpdtj hepatitis B and influenza viruses. In 2002, launched our first product, Healive, which
was the first inactivated hepatitis A vaccine depeld, produced and marketed by a China-based nwarda In 2005, we received regulatory
approvals in China for the production of Biliveg@ambined hepatitis A and B vaccine, and Anflu, kit sfron influenza vaccine. In April 2008,
we received regulatory approval in China for thedarction in China of our whole viron pandemic H5Nfluenza (avian flu) vaccine, which is
the only vaccine approved for sale to the Chined®nal vaccine stockpiling program. In Septemt@9%® we were granted a production
license for Panflu.1, which was the first approvadcine in the world against the influenza A H1Nus (swine flu). Our pipeline consists of
various vaccine candidates in the pre-clinical elimdcal development phases in China. We have filedpplication to commence human
clinical trials of a vaccine for EV71 (hand, foatchmouth disease) and plan to file an applicatmrtte clinical trials of a human vaccine for
pneumococcal diseases as early as 2010. Our prpiatine also includes human vaccines for Japaeesephalitis, haemophilus influenzae
type b (Hib), meningitis, rabies, chickenpox, muraps rubella that have completed or are in praedirdevelopment, and a vaccine for the
severe acute respiratory syndrome, or SARS, virastas completed a Phase | clinical trial.

Our Products

We specialize in the sales, marketing, manufaagudnd development of vaccines for infectious disasith significant unmet
medical need. Set forth below is a table thatimesl our current marketed products and those tbdtave developed or are developing.

Product

Healive

Bilive

Anflu

Panflu Whole Yiron
Pandemic Influenza
Vaccine
Panflu. 1

Indication

Hepatitis A

Hepatitis A & B

Influenza

Pandemic Influenza
Virus

Influenza A HINI

virus

Stage
Pre- Phase 1 Phase 11 Phase 111 Om sale
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Product

EV71 Vacecine

Pneumococeal Conjugate

Vaccine

Haemaophilus Influenzae

Type b Vaccine
Meningitis Vaccine
Japanese Encephalitis
Vaccine

Split Viron Pandemic
Influenza Vaccine

Rabies Vaccine for
Humans

Rabies Vaccine for
Animals

Chickenpox Vaceine
Mumps and Rubella
Vaceines

SARS Vacene

Indication

EV7I1 Virus

Preumococcus

Haemaophilus
Influenzae Type b

Bacterial meningitis

Japanese Encephalitis

Pandemic Influenza

Virus

Rabies Virus
(in humans)

Rabics Virus
(in animals)

Varieella-Foster virus
(HERPESVIRUS 3,
HUMAN)

Mumps and Rubella

SARS Virus

Stage

Phase [1 Om sale

Pre- *hase | Phase II1

climical

(1) Our Panflu whole viron pandemic influenza vaectlid not undergo Phase Ill clinical trials beeansne were required by the relevant
authorities in order to receive regulatory approval

« Healive. In May 2002, we obtained final PRC regulatorprval for the production of Healive, the first ati@ated hepatitis A
vaccine developed in China. The hepatitis A vimisich is endemic in China and other developing ¢toes, primarily impacts the
liver by causing it to swell and preventing it frdanctioning properly. The disease is highly comag and can be spread by close
personal contact, by consuming contaminated fodayairinking water that has been contaminated Ipatiis A. According to the
World Health Organization, or the WHO, as no speditatment exists for hepatitis A, preventiomhie most effective approach
against the disease. In February 2008, the Chig@sernment included hepatitis A vaccine into it§oral immunization program, a
announced plans to expand vaccination to newbatisnwide by the end of 2010. According to NICPBPrklease records,

32.0 million doses of hepatitis A vaccines wererappd and released in 2009 in China, representgmgwath of 21.9% over 2008,

compared to the year-over-year growth of 6.2% f&fi@7 to 2008. We have been consistently rankedLNax. inactivated hepatitis A
vaccines and have been ranked as one of the tombwket-share leaders in the overall hepatitis éciree market since 2007.
Administered intramuscularly, Healive is availaliieifferent doses for use by both adults (1.0 o8a) and children (0.5 ml dose).
Our production line to manufacture our hepatitiscraes, Healive and Bilive, interchangeably hasggregate combined production
capacity of approximately fifteen million doses aalty. In 2007, 2008 and 2009, we sold approxinyafel million, 6.9 million and
5.8 million doses of Healive that amounted to agppnately $28.6 million, $40.8 million and $33.0 fwh in revenues, respectively.
Since we launched Healive in 2002, we have sotitad of approximately 23 million doses of Healiveat December 31, 2009. We
are currently seeking regulatory approval to seélie in India and Ukraine.
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Bilive. In June 2005, we obtained final PRC regulatoryragal for the production of Bilive, the first cotinled inactivated hepatitis
A and B vaccine developed and marketed in ChinlazeBis a combination vaccine formulated with pigdf inactivated hepatitis A
virus antigen, which we manufacture, and recomhbifgeast) hepatitis B surface antigen, which wers®from a third-party supplier.
Bilive vaccinations must be privately paid by tleeipients under China’s current vaccination progrBitive is designed for boost
immunization or for users in the private-pay mankab prefer the convenience of one inoculationegathan two. Similar to hepatitis
A, hepatitis B is endemic in China, a major diseasddwide and a serious global public health isgusubstantial percentage of
people infected with the hepatitis B virus carryatic or lifelong infections. The chronically infed are at a high risk of death from
cirrhosis of the liver or liver cancer. We are afiehe only two manufacturers in China that proda@mmbined inactivated hepatitis
and B vaccine, and our market share in China, daogto NICPBP lot release records, increased t4%4n 2009 from 43.9% in
2007. Bilive is available in different doses foeus both adults and children. The 1.0 ml doseisibn-immune adults and
adolescents 16 years of age and older. The 0.®sd i for pediatric use in non-immune infantsidrtbih and adolescents from one
year up to and including 15 years of age. ThedstahBilive vaccination schedule consists of thteses. The second dose is
administered one month after the first dose andttng dose is administered six months after thet flose. Booster vaccinations are
recommended five years after the initial immuni@atiOur production line to manufacture our hepatiiccines, Healive and Bilive,
interchangeably has an aggregate combined producgipacity of approximately fifteen million dosewaally. In 2007, 2008 and
2009. We sold approximately 12,000, 255,000 anddBtbdoses of Bilive that amounted to approxima$dl$2,569, $1.7 million and
$6.2 million in revenues, respectively.

Anflu. In October 2005, we received the final approvaif the SFDA to produce our Anflu vaccine againfiienza. We began
marketing Anflu in September 2006. The primaryuefiza vaccine used worldwide is the split vironcitae, which contains virus
particles disrupted by detergent treatment. Theketgrenetration of the seasonal flu vaccine in &lisnsignificantly below that in the
developed markets. Based on NICPBP lot releasedscthe market penetration in China in 2009 wdg 2r5%, compared to 45% in
the U.S. in the flu season of 2008 to 2009. Weleenly Influenza Vaccine Supply (IVS) task fornember from a developing
country that collaborates with world-class partriemmfluenza vaccine research. Our Anflu vaccman inactivated split viron
influenza vaccine formulated from three split imeated viron solutions. Anflu is produced with thieus strains recommended by the
WHO each year and, we believe, is the only flu ireescamong all produced by other domestic manufacsuthat does not contain
preservatives. According to NICPBP lot release m#£032.5 million doses of influenza vaccines wagproved and released in China
in 2009, compared to 31.9 million doses in 2008. Mdee improved our market share position signifilyate No. 3 in 2009 from

No. 9 in 2007. Our production line to manufactuee fiu vaccines, Anflu, Panflu and Panflu.1, intemogeably has an annual
production capacity of approximately eight millidoses of AnfluWe sold 1.59 million, 1.46 million and 5.1 milliaoses of Anflu ir
2007, 2008 and 2009 that amounted to approxim&& million, $4.1 million and $15.2 million in renues , respectively. Anflu is
registered for sale in the Philippines. We areently seeking regulatory approval to sell Anfluilia and Mexico.

Panflu. In April 2008, we were granted a production liserfor Panflu by the SFDA. Panflu is the only appibvaccine available in
China against the H5N1 influenza virus althoughraeeived the virus strains at the same time ag athaufacturers globally, which
demonstrated our strong research and developmpabitisdy. The vaccine is approved for supply witlhina to the Chinese national
vaccine stockpiling program and may not be soldally to the Chinese commercial market. Panflude eegistered for sale in the
Hong Kong market. Our production line to manufaetaur flu vaccines, Anflu, Panflu and Panflu.1enchangeably has an annual
production capacity of approximately 32 million dssof Panflu or Panflu.1. We started to sell RaimflAugust 2009. We sold
approximately 20,000 doses of Panflu that amoutte’64,318 in revenues in 2009.

Panflu.1.ln September 2009, we were granted a productiemsie for Panflu.1 by the SFDA. Panflu.l is the fysproved vaccine in
the world against the influenza A H1N1 virus. Therent outbreaks of influenza A HIN1 is caused Imgw virus that has not been
seen previously in either human beings or aninvalldO raised the alert level to No. 6, the highegeléndicating a pandemic
outbreak. We received orders of 20.97 million dogse of the date of this annual report. AccordinICPBP lot release records, we
were ranked No. 2 in market share in China in 2@#. production line to manufacture our flu vacein&nflu, Panflu and Panflu.1,
interchangeably has an annual production capatipproximately 32 million doses of Panflu or Parfl We started to sell Panflu.1
in September 2009. We sold approximately 10.08anilloses of Panflu.1 that amounted to approxity&29.7 million in revenues
in 2009. As of the date of this annual report, \eeehreceived orders of Panflu.1 from the Chinesegonent for a total 20.97 million
doses, and 10.08 million doses of Panflu.1 have deévered to date for the Chinese vaccinationpaign.Panflu.1 is also registert
for sale in Mexico. We are currently seeking retpriaapproval to sell Panflu.1 in Korea.

Our pipeline consists of vaccine candidates inctimécal and pre-clinical development phases inn@hincluding human vaccines for
the EV71 virus, pneumococcal, haemophilus influentgge b (Hib), meningitis, Japanese encephalilsies, chickenpox, mumpsd
rubella that have completed or are in pre-clind@lelopment, a vaccine for the SARS virus that has
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completed a Phase | clinical trial and a split mikaccine for the H5N1 influenza virus that has ptated a Phase I clinical trial. Our
pipeline also includes a vaccine for rabies in atinthat is currently in field trials.

*  EV71virus. E nterovirus 71, or EV71, causes hand, foot, and mdistease, or HFMD, among children under ten yelaksHFMD i<
a common and usually mild childhood disease; howddEMD caused by EV71 has shown a higher inciderigesurologic
involvement, and a higher acute fatal incidenceeréthave been a number of outbreaks of HFMD calogdtl/71 in the Asia-Pacific
region since 1997 including in China, Malaysia,dggipore, Australia and Taiwan. According to the @@DC in 2008, 488,955 cases
were reported in China, with 126 reported fataiti€or the first 11 months of 2009, over 1.1 millzases were reported in China, v
over 340 reported fatalities. There is no identifieeatment for enterovirus infections and no vaeds currently available. We have
started our research and development of the EVediva since 2007, and our animal model has showd gafety and
immunogenicity. In December 2009, the SFDA acceptadapplication to commence human clinical trialkjch is the first clinical
trial application for the EV71 vaccine in China. \Wave four pending PRC patent applications relatntipe EV71 vaccine. Our EV'
vaccine will target children six years old or undeho numbered approximately 100 million in China.

*  Pneumococcal Conjugate Vaccifieumococcal is a leading cause of serious illimeskildren and adults throughout the world. The
disease is caused by a common bacterium, the premates, which can attack different parts of the aoilnody. According to the
WHO, pneumococcal disease is the leading vacoieeentable killer of children under five years sidhe world. At least one millio
children die of pneumococcal disease every yeast wicthem young children in developing countriesice the U.S. commenced
vaccination programs against this disease, therpoeaccal disease incidence has decreased by 9#% 1.S. In the developed
world, elderly people carry the major disease bar@urrently, in China, the only similar productigailable from Wyeth (Prevnar),
which had annual global sales of $2.7 billion i80No domestic producer has a license to supgyéiccine. Our pneumococcal
conjugate vaccine will target children two yeard ot under, who numbered approximately 40 milliorChina. We plan to file an
application for clinical trials in China as early 2010.

«  Haemophilus Influenzae Type b (Hiblaemophilus influenzae type b (Hib) is a bacterm@sponsible for severe pneumonia,
meningitis and other invasive diseases almost skaly in children aged less than five years. tramsmitted through the respiratory
tract from infected to susceptible individuals. Maecine is now used in the routine immunizatiomestule of more than 90 countries
and the WHO recommends the inclusion of Hib corf@gaccines in the national purchase programsl ebahtries. According to
NICPBP lot release records, 24.9 million doses ibf Hccines were approved and released in Chi2@®9, compared to 20.0 million
doses in 2008. Based on our internal estimateggtimated market size is RMB1.0 billion ($147 mill). Our Hib vaccine is
currently in the process of pre-clinical developmé&e plan to file an application for clinical tisan China as early as 2010.

*  Meningitis. According to the WHO, bacterial meningitis rensainserious threat to global health, accountin@foestimated annual
170,000 deaths worldwide. Even with antimicrobfedrapy and the availability of sophisticated inteagare, case fatality rates
remain at 5% to 10% in industrialized countriesj are even higher in the developing world. Betw&@¥ to 20% of survivors
develop permanent after effects such as epilepeptahretardation or sensorineural deafness. Ouninggis vaccine will target
children six months to six years old. Our menirsgitaccine is currently in the process of pre-chhievelopment and we plan to file
an application for clinical trials in China in 2011

+ Japanese encephalitiShe Japanese encephalitis, or JE, virus is a mshorne virus that can infect the central nerveystem in
human beings and animals. JE is a significant putgalth problem in Southeast Asia and the we$tadific. In China, the
transmission of JE is usually seasonal, occurtingummer and autumn-mainly July to September. dsgmt, no JEpecific therapy i
available once a person becomes infected. Humapscally children, are susceptible to JE virube Tourse of disease is about two
weeks and it can result in a mortality rate of &80%6. In the endemic areas, 85% of cases areildren under 15 years old, and
those under 10 years old are susceptible to seneurlogical and psychiatric complications suclam@ability to speak, paralysis,
imbecility, dementia, malformation of limbs and gaision. We are developing a new and potentialfgrsimactivated JE vaccine. We
believe our production technology can increase returing yield, simplify operations and stabiliagltivation conditions, all of
which facilitate large-scale automated productiar2008, we completed preclinical trials. In 200 filed the application for clinical
trials with the SFDA.

e Split viron pandemic influenza vaccin®ur split viron pandemic influenza vaccine has beéeveloped in conjunction with our whi
viron pandemic influenza vaccine. Split viron vaes are considered to have a better safety ptbile whole viron vaccines. This
product has been developed to address the negdsing children, who may be more susceptible to es#veeactions to whole viron
pandemic influenza vaccine than to a split vironoiiae. Phase | and Il clinical trials have been plated.
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e Rabies in humans.Rabies is an infection of the central nervousesysacquired through the bite of a rabid animak WHO
recognizes rabies as the infectious disease wathitjfhest fatality rate in humans, which is 100%ewteft untreated. Rabies is
prevalent in China and the only preventative tremiagainst rabies in humans is vaccination. Ir82€tere were 2,466 infections
reported and 2,373 death cases in China. Basedrdnternal estimates, total market demand in Crérepproximately 60 million
doses annually or RMB1.5 billion ($221 million) RMB2.0 billion ($294 million) in value. We are cameting pre-clinical trials of a
human rabies vaccine.

« Rabies in animals.Animal rabies is the leading cause of transmis#iiat results in human rabies. Animal vaccinatian reduce the
incidence of rabies in humans by reducing humateabmvith rabid animals. On January 18, 2008, Chisroved compulsory
vaccination for dogs. Based on our internal estsahe market for animal rabies vaccine in Chérapproximately RMB1.0 billion
($147 million). We have obtained the approval fr@fmna’s Ministry of Agriculture to conduct fieldials of our internally developed
inactivated animal rabies vaccine and plan to lawarimal rabies vaccine as early as in 2011.

«  Chickenpox ( varicella }Chickenpox is a highly contagious infectious digeeaused by the varicella-zoster virus (HERPESVIRBUS
HUMAN). It usually affects children, is spread biyett contact or respiratory route via droplet ®iichnd is characterized by the
appearance on the skin and mucous membranes afssive crops of lesions that are easily brokenb@edme scabbed. Chickenpox
is relatively benign in children, but may be compted by pneumonia and encephalitis in adults. Ading to NICPBP lot release
records, 12.5 million doses of chickenpox vacciwege approved and released in China in 2009, cozdptar12.0 million doses in
2008. We are conducting pre-clinical trials of arfamn vaccine for chickenpox.

*  Mumps and Rubelladumps is a viral disease of the human speciesechlog the mumps virus. It is a significant threahéalth in
the developing countries. According to NICPBP, @98, 13.4 million doses of vaccines for mumps wgsaved for sale in China.
Rubella is a disease caused by the rubella virdsaaracute infection is normally associated withgimptoms of fever and systemic
rash. In 2008, 11.5 million doses of vaccines fdredla were approved for sale. Our vaccines for paiand rubella are currently in
the process of pre-clinical development. We plafiléahe applications for clinical trials in Chia2010. Our long-term objective is
to launch an MMR vaccine, a mixture of three liteeauated viruses, administered via injection fomiunization against measles,
mumps and rubella, in five years. According to NBFFot release records, 12.5 million doses of MM&a@avapproved and released in
China in 2009, compared to 7.0 million doses in&0A February 2008, the Chinese government indW®R vaccine in its nation
immunization program. Based on the population d@fichn within the target age group of this prograwe, estimate that the annual
market demand for MMR vaccines is approximatelyr8llion doses.

¢ SARS. Th8ARS epidemic claimed 774 lives worldwide in 200& believe we were the first company to complehase | clinical
trial of an inactivated SARS vaccine, which demmoatstd no serious adverse reactions. We completeBlmase | clinical trial in
December 2004. Phase Il and Phase 1l trials viflchto be carried out before the vaccine can lekcawhmercially. As the SARS
epidemic has subsided, we currently are not proogeddith further clinical trials. However, should@ther outbreak occur in the
future, we believe we can rapidly initiate Phasenidl 111 trials.

Research and Development

We have built a strong team of research and demeop personnel who leverage their significant yeiombined experience with
what we believe are low operating costs, strongtiaiships with relevant governmental authoritied eesearch institutes, and leading
technologies to develop and commercialize our veeiAs of December 31, 2009, our research andafevent team consisted of 55
dedicated researchers, 3 5 of whom had a mastegi®d or a more advanced degtee2008, we restructured our R&D center and esthblil |
R&D team in Beijing to better utilize our scientifand personnel resources. In 2009, we initiateddbearch and development projects on
pneumococcal conjugate vaccine, HIB vaccine, meétiéngaccine and other vaccines. We have compligtegre-clinical research on EV71
vaccine and filed the application with the SFDActommence a human clinical trial.

We have established a leadership position in theareh and development of vaccines in China. Sinocénception, we have
successfully developed and marketed Healive, Bilv&lu, Panflu and Panflu.1, and have made sigaift advances in the prevention of
SARS. We believe that we were the first companthéworld to complete a Phase | clinical trial 8ARS vaccine. In addition, our avian
influenza vaccine product, Panflu, is the only appd vaccine available in China against the H5NILiémza virus. Our Panflu.1 is the first
approved vaccine in China and the world againsirtfieenza A H1N1 virus. We believe our R&D cap#hek provide us with a key
competitive advantage and we intend to contindedas our research and development efforts on dpirgd vaccines for infectious diseases
with significant unmet medical needs, such as panclefluenza (H5N1), influenza A HIN 1 and EV 7dda

32




Table of Contents

improving on traditional vaccines such as thoselpanese encephalitisllB, meningitis, rabies, chickenpox, mumps, ridethickenpox an
animal rabies .

In order to achieve our R&D goal, part of our R&fBasegy is to focus on in-house development arektablish collaborations with
domestic and international partners at the same. tilthe have entered into collaborations with a grofuleading universities , colleges and
research institutes that have strong vaccine relseapabilities and proven track records in Chinanost cases, we will own the commercial
rights to the products that result from our exigtit&D strategic collaborations. Set forth below examples of projects on which we have
collaborated:

Partner Projects Scope of Collaborations
National Institute for Viral Disease Control a Universal Pandemic Influenza Vaccine development
Prevention, Chinese Center for Disease Contrc Vaccine (National High-Tech
and Prevention, China CDC Research and Development

Plan)
Institute of Laboratory Animal Science Inactivated Animal Rabie Inactivated animal rabies vacci
University of Agriculture developmen
University of Sydne) EV71 Animal model
China CDC Hand Foot Mouth Diseas Supply of virus strain

We regularly obtain financial support from the Pg&@ernment to research vaccines for governmentsgped programs, including
SARS and pandemic influenza. We received governmesearch funding in the amount of $ 3.5 millio883$,497 and $ 1. 3 million for 2007 ,
2008 and 2009 , respectively. These grants weftentbresearch in the areas of pre-clinical andddirtrials. The grants for 2009 included a
government grant in the amount of $1.02 million N1 vaccine development and production, a goventrgrant in the amount of $66,000
for the Phase Il clinical trials of the slit virgandemic influenza, and government grant in thewarnof $85,000 for the development of a
universal pandemic influenza vaccine .

Our research and development expenses were $96%2@0million and $4.4 million in 2007, 2008 an@d®, respectively.
Sales and Marketing

Unlike many of our competitors who typically rely third party distributors to sell to the Centeys Disease Control and Prevention,
or CDCs, China’s dominant channel for vaccine salassales and marketing team, which comprisest&8 members in 31 provinces
throughout China as of December 31, 2009, in masts, sells directly to the CDCs. This network égabs to better control the supply chain
and gain a deeper understanding of the end makkeif December 31, 2009, our sales network cov2B&dcity level CDCs and 1,263 county
level CDCs, out of total 333 city level CDCs anfi72 county level CDCs across China. We enter iatessagreements with CDCs each time a
CDC places a purchase order. Pursuant to the agfesments, CDCs typically agree not to re-selpooducts to regions outside the territory
the pertinent CDC covers administratively. Our saam has created stable relationships with cstomers by providing them with technical
support and education. We believe these effortg lsantributed to our reputation for quality andrat@wareness in the Chinese vaccine
market.

We intend to increase our sales to internationaketa and enhance awareness of our products owfi@eina. Our products are
currently registered in Hong Kong (Panflu), Mex{&anflu.1) and the Philippines (Anflu). We are emtty seeking regulatory approval to sell
a number of our products in countries such as Ifdéealive and Anflu), Mexico (Anflu), Korea (Panfl) and Ukraine (Healive). We will
continue to explore the globalization of our pditf@nd develop products targeting other potentigdrnational markets where we believe we
can be successful. In addition, we have also eshiete various distribution agreements with inte¢imaal healthcare companies such as LG
Life Sciences and Glovax to distribute productdifferent parts of the world. Such business pasinigs enable us to explore business
opportunities both domestically and internationally

Our sales strategy is to maintain our market shatecomparative advantage in the private vacciles saarket while leveraging this
strength to established a presence in the govertapaéth market. We also will continue to maintairdatevelop stable, solid and long-term
relationships with the various provincial and mupét CDCs that constitute our key customer basehi®end, we engage in various marke
activities to promote our products and services.iffgtance, we regularly hold academic symposiatorCDC customers during which a gr
of experts and scholars invited by us give lecttwebe CDC personnel and update them on the legsstairch progress in diseases and
vaccines. We also assist our CDC customers in §gi@ats” disease prevention efforts. In additior,aellaborate with provincial and
municipal CDCs to produce education programs réltdelisease control and prevention with a viewrtbancing the public’s awareness and
knowledge about epidemic prevention and control.dlge employ traditional marketing tools to promote products such as exhibiting
posters at scientific conferences and publishirzglamic papers in academic journals, such as thee€hiJournal of Vaccines and
Immunization and Chinese Journal of Epidemiology.
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Seasonality

Our business is highly seasonal. For exampleintheenza season generally runs from November tiinddarch of the next year, and
the largest percentage of influenza vaccinatiosgliministered between September and November bfyesar. As a result, we expect to rea
most of our annual revenues from Anflu during fesiod. You should expect this seasonality in awgifess to contribute to significant
guarterly fluctuations in our operating resulta.the first quarter, our strong winter-season satesusually offset by the slow-down of business
during the Chinese New Year holiday season that#ffely lasts more than half a month. During tiididay season, many businesses in
China, including CDCs and most departments in halspiare either closed or substantially reducdethel of their activities. See “ltem 3. Key
Information—D. Risk Factors—Risks Related to Ounmpany—Our business is highly seasonal. This seéisondl contribute to our
operating results fluctuating considerably througttbe year.”

Suppliers

We obtain the raw materials we require from locgdiers. We generally maintain at least two sugrglfor each raw material we use,
with the exception of the hepatitis B antigens we for Bilive production. We source the hepatitiarBigens we use for Bilive production
entirely from Beijing Temple of Heaven, pursuanatmng-term supply agreement. In an agreementdastober 15, 2002, we agreed to
purchase all hepatitis B antigens to be used irBdiwe production exclusively from Beijing Tempté Heaven for ten years and to enter into a
separate supply agreement in the future to spéwoiyricing, quantity, delivery and payment terrh¢he hepatitis B antigens supply
relationship. However, this agreement is silentwrether Beijing Temple of Heaven is obligated tofsh us with hepatitis B antigens for
ten years. R aw materials generally have beenad gapply and the prices we pay for them have neathstable. We target to maintain our
gross margin in the event of rising raw materialsts by improving our production processes andnieahmethods.

Safety and Quality Assurance

We have two production lines and one filling andkzaing line located in our principal manufacturfiagility located in Beijing,
China. All of our three lines are Chinese GMP-¢iexdi and we have put in place comprehensive measareontrol quality throughout the
production process. Our production line to manufecHealive and Bilive was designed and built Bsuaopean company using advanced
equipment purchased from Europe and the Unite@&taDur Healive, Bilive and Anflu facilities reeed their GMP certificates initially in
March 2002, June 2005 and October 2005, respegtiviahflu, Panflu and Panflu.1 are produced inghene production facility. The GMP
certification was granted to our filling and packagfacility on February 2, 2009.

To comply with GMP operational requirements, weéhamplemented a quality assurance plan setting fout quality assurance
procedures, and a complete documentation systentl®ely manage our staff, plant environment, supfaailities, raw materials, hygiene,
validation, documentation, manufacturing processglity control, product selling and sales follayg-resolution. Our personnel are trained"
respect to these procedures and documentatiometieely undertaken in an effort to ensure compnaive quality assurance system and the
quality of finished product. Our products are riegg to comply with national standards for produatsl each batch of our products is required
to obtain a certificate of approval issued by then@ National Institute for the Control of Pharmatoeal and Biological Products. Each
vaccine sold by us is identifiable by a serial nemivhich allows us to trace products and identifiyef products.

We have established an emergency response systisnwhich a team of experts, professors and dootssonds to emergencies
within 24 hours to handle any emergency reportethfusers of our vaccine products. We also ensatente have an effective internal
reporting system to report any serious accideitdse® to drug use to the SFDA promptly as mandbyetthe SFDA and the Ministry of Health
of the PRC.

Manufacturing

The production process of our Healive, Bilive amiflA vaccines can be broadly divided into five stsgcultivation and harvest,
purification, inactivation, formulation and fillingnd packaging. The production process of ourlRavdiccines is similar to that of Anflu, with
the most significant difference being that therads'split” step because Panflu are whole vironoiaes while Anflu is a split viron vaccine.
The diagram below illustrates the major steps ohestage of production.
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* For Bilive, the hepatitis B component is addedtte hepatitis A component after absorption

The production processes performed on our produditie, from bulk production and formulation tdifig and packaging, are
performed in accordance with SFDA requirementdfonan vaccine manufacturin@ur production line to manufacture our hepatitisoiaes
Healive and Bilive, interchangeably has an aggeegatbined production capacity of approximatelie&h million doses annually. Our
production line to manufacture our flu vaccinesfldnPanflu and Panflu.1, interchangeably has aruahproduction capacity of approximat
eight million doses of Anflu, or the equivalent3# million doses of Panflu or Panflu.1. Our filliagd packaging line is used for all products
we manufacture with an annual capacity of 20 milldmses, which can be increased by adding additsbrifés to our current rate of one per
day .

Collaborations

On March 12, 2009, we entered into a technologyster agreement with a non-related company to dev&lpneumococcal vaccine.
The collaboration term under the technology tranafgeement is from the signing date to eight ya#tes the first sales of the vaccine
developed under the technology transfer agreemedhinese market. Under this technology transfeeemgent, we agreed to make milestone
payments of up to $3 million and royalty paymergdzhon net sales in Chinese market. Both pangeed to work together to develop
international markets for the products.

On August 18, 2009, we entered into a patent liedxgreement with the National Institutes of HeatthPHS, an agency of the Unit
States Public Health Services within the Departnoéhtealth and Human Services. PHS grants us eemolusive license to make and use its
certain licensed products. PHS also grants usighéto use the relevant information for developingfrits licensed products. We agreed to
PHS non-refundable license issue royalty of $80,800-refundable minimum annual royalty in the amtaef $7,500, and earned royalties on
net sales ranging from 1.5% to 4% depending ormsdfes territory and the customers. We also ageepdyt PHS benchmark royalties upon
achieving each benchmark as specified in the péitemtse agreement.

In February 2006, we entered into an exclusiveitistion agreement with LG Life Sciences, Ltd. unddich LG Life Sciences
granted us an exclusive right to market and digtelits hepatitis B vaccine, Euvax B, in mainlartdr@ for five years from the date we obtain
regulatory approval for the sale of the produdChina. This is the first strategic alliance thatleee made with a major vaccine supplier to
capitalize upon our local knowledge and technoleggertise in the vaccine industry. On March 7 ,/20® e filed the application for
regulatory approval for product registration foleseof Euvax B in China. During 2008, we workedhliiG Life Sciences and NICPBP on the
vaccine’s testing and verification of drug standa speed up the sample tests. In July 2009, NEE&Bnpleted the sample tests and
verification of drug standards for Euvax B and shenple test report has been forwarded to the Céort@&rug Evaluation of SFDA, or CDE.
On December 26, 2009, we submitted the supplemedtauments required by CDE for technology evabratis part of the approval process.

In August 2005, we entered into a distribution agnent with Glovax C.V., a Dutch biopharmaceuticahpany with operations in
Mexico, pursuant to which we appointed Glovax tatieexclusive distributor of our vaccine produotthe Mexican market. We obtained the
registration approval for our HLN1 vaccine in Mexmn October 13, 2009 and the registration fold\id still in the process.

In December 2004, we signed a pandemic influenzaine co-development agreement with the China GiGintly develop a
pandemic influenza vaccine. Pursuant to this celigament agreement, we agreed, among other thimgsnduct pandemic influenza vaccine
R&D based on our established vaccine R&D techm&aform and to apply for the new drug certificgitegpduction license and patents for the
pandemic influenza vaccine. The China CDC agremang other things, to strategize development optiredemic influenza vaccine, provide
us with scientific guidance to vaccine technica$itand conduct certain pandemic related reseathaatine development-related analysis and
testing. Both parties agreed to be responsibleddrin specified expenditures associated wittvéoeine development and to jointly apply for
government R&D funds. However, the co-developmegné@ment expressly provides that we will be thdiegpt for and owner of the future
new drug certificate, production
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license and any patent or know-how in connectiah Wie pandemic influenza vaccine. In return, weehagreed to fund and support the China
CDC'’s influenza-related investigation and othergemic control efforts after we gain profits fronetbale of pandemic influenza vaccines.
Regulatory approval for production of our wholeovirpandemic influenza vaccine was obtained in A3308.

Competition

The pharmaceutical, biopharmaceutical and biotddgydandustries both within China and globally ameensely competitive and are
characterized by rapid and significant technoldgicagress, and our operating environment is irgirgdy competitive. According to the
SFDA, there are approximately 40 vaccine compani€hina, of which we believe approximately 15 auve direct competitors.

Even with the advent of private medical and healtbdénsurance programs in China and the governwzetine purchase program’s
expanded vaccine list , most Chinese citizens pagtfor their own vaccines, because these insunaroggams do not typically cover vaccines
and the government vaccine purchase program cowdysnfants and young children . We believe thestoner market is health conscious yet
price sensitive and accordingly would favor ourdarcts over cheaper but less safe vaccines prowgdéacal manufacturers and over
comparable quality but more expensive vaccines faatwred by some of our international competit@sr competitors, both domestic and
international, include large integrated multinaibpharmaceutical and biotechnology companies edtimstate-owned entities and domestic
private companies that currently engage in, hagaged in, or may engage in efforts related to theodery and development of new
biopharmaceuticals and vaccines. Many of theséientiave substantially greater research and dewednt capabilities and financial,
scientific, manufacturing, marketing and sales weses than we do, as well as more experience @arel and development, clinical trials,
regulatory matters, manufacturing, marketing aféssa

There are multiple vaccines products approveddt® worldwide. Many of these vaccine products aaeketed by our major
competitors and are in the areas of hepatitis patitéis B and influenza. Specifically, with respexthe hepatitis A vaccine, we consider
GlaxoSmithKline Biologicals S.A., Berna Biotech ABykang Biological Co., Ltd., Changhun InstituteBadlogical Products, Kunming
Institute of Biological Products and Changchun @sdaeng Life Sciences Ltd. as our major competitfigh respect to the hepatitis A and B
vaccines, we consider GlaxoSmithKline Biologicalé.Sas our significant competitor. Finally, withspect to the influenza vaccines, we
consider Sanofi Pasteur S.A. our major internationenpetitor and Hualan Biological Engineering Indangzhou Tianyuan Biological
Products Co., Ltd., Shanghai Institute of Biologieeoducts , Changchun Changsheng Life ScienceamndidAleph Biological Co., Ltd.(Dalian
Yalifeng) as our major domestic competitors.

We believe we enjoy a number of advantages oveP&E domestic and multinational competitors. Gdhgnae believe that the
principal competitive factors in the markets for puoducts and product candidates include:

« safety and efficacy profile;

e product price;

» ease of application;

« length of time to receive regulatory approval;

e product supply;

« enforceability of patent and other proprietary tggtand

«  marketing and sales capability.
Intellectual Property and Proprietary Technology

Protection of our intellectual property and protarg technology is very important for our businés& rely primarily on a

combination of trademark, patent and trade secogeption laws in China and other jurisdictionswadl as employee and third-party
confidentiality agreements to safeguard our int&llel property, know-how and our brand. Our abil@yprotect and use our intellectual
property rights in the continued development androercialization of our technologies and producpgrate without infringing the proprietary
rights of others, and prevent others from infrimgaur proprietary rights, is crucial to our contisuccess. We will be able to protect our
products and technologies from unauthorized usthiby parties only to the extent that they are cedéy valid and enforceable patents,

trademarks or copyrights, or are effectively mdimgd as trade secrets, know-how or other propsietdormation.

We have no patent protection for our hepatitimfiuenza vaccines. We have two issued patents ander of patent applications
pending in the PRC relating to our pipeline product
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With respect to, among other things, proprietargushow that is not patentable and processes fochwbatents are difficult to
enforce, we rely on trade secret protection andidentiality agreements to safeguard our interdats.believe that many elements of our
vaccine products, clinical trial data and manufentuprocesses involve proprietary know-how, tedbgy or data that are not covered by
patents or patent applications. We have taken g@pijate security measures to protect these elem@fegdave entered into confidentiality
agreements (which include, in the case of employ@@s-competition provisions) with many of our eoy#es, consultants, outside scientific
collaborators, sponsored researchers and othesadviThese agreements provide that all confidenfarmation developed or made known
the individual during the course of the individsatelationship with us is to be kept confidentiadlaot disclosed to third parties except in
specific circumstances. In the case of our empleydae agreements provide that all of the technolagich is conceived by the individual
during the course of employment is our exclusivepprty and require our employees to assign tolus gieir inventions, designs and
technologies they develop during their terms of lyrmpent with us and cooperate with us to securentairotection for these inventions if we
wish to pursue such protection.

We also rely on administrative protection afforeesav drugs through the protection period or monitgperiod provided by the
SFDA. During the protection period or monitoringipd, third parties’ applications for manufacturiogimporting the same drug are not
accepted by the SFDA. Our vaccines, Healive and&ilvere granted protection periods that expireBécember 2007 and January 2008,
respectively.

We maintain nine registered trademarks in Chingduiling Sinovac, Healive and its Chinese namey8iéind its Chinese name,
Anflu, Panflu and its Chinese hame and our logo.H&ke registered the “Sinovac” trademark in Can&aéimbia, India, Korea, Malaysia,
Thailand and the United States. We are in thege®of registering “Sinovac” as trademarks in othajor countries such as France, Germany
and the United Kingdom. We currently us¥: " (Kexing) as part of Sinovac Beijing’s Chinesedeganame in the PRC and we also intend to
use “## " (Kexing) as part of the Chinese trade name ob%at Dalian. Shenzhen Kexing, owns the registeif##* trademark in China fc
Class 5 (Pharmaceuticals) under the Internatioted<tfication of Goods and Services. We have edtiere a trademark license agreement
with Shenzhen Kexing, under which Shenzhen Kexiaqig us a royalty-free non-exclusive license ®the trademark on our vaccine
products until August 20, 2011. We are not expyelistnsed under this license agreement to usé £ " trademark as our trade name. In
addition, the trademark license agreement termsrat¢omatically if Mr. Weidong Yin is no longertime key management position at Sinovac
Beijing. In the event that Mr. Weidong Yin is nafger in the key management position at Sinovadrggijve would be unable to use th##
" trademark on our vaccine products in China. Idiidn, if Shenzhen Kexing makes a successful cthiat our trade name infringes on the “
2" trademark, we would be unable to use tH## " trademark as part of our trade name. HoweverJanuary 24, 2006, we applied for “
" as the trademark in China for Class 42 (Sciem8fiTechnological Services & Research), which waklished for opposition on
October 20, 2009, and if eventually registered, ldiuotect our interest in the®# " as part of our trade name.

We have registered our domain names, incluittygr//www.sinovac.com.cnwith the China Internet Network Information Ceamtas
our brand name is becoming more recognized in slceime market, we are working to maintain, incresas enforce our rights in our
trademark portfolio, the protection of which is iarfant to our reputation and branding.

Despite any measures we take to protect our ictelid property, no assurance can be made thathwréaed parties will not attempt
to copy aspects of our products or manufacturinggsses or otherwise our proprietary technologp obtain and use information that we
regard as proprietary

Insurance

We maintain property insurance coverage with aruahaggregate insured amount of approximately RMB8lion ($ 22.8 million)
to cover our property and facilities from claimgsarg from fire, earthquake, flood and a wide ran§ether natural disasters. We also maintain
product liability insurance on Healive for an aggate limit of indemnification for approximately R\N8B,000 ($ 11,694) . We do not currently
carry product liability insurance for Bilive, AnfliPanflu or Panflu.1. Moreover, we do not carapliity insurance to cover liability claims that
may arise from the incidents relating to the chirails of our vaccine products because suchramie program has not become available in
mainland China. Our insurance coverage may notfiicient to cover any claim for product liabilir damage to our fixed assets. We do not
maintain any business interruption insurance. “8em 3. Key Information — D. Risk factors—Riskda#ed to our company— We could be
subject to costly and time-consuming product ligb#ctions and carry limited insurance coverage.”

Regulatory Framework of the Pharmaceutical Industryin the PRC

The testing, approval, manufacturing, labeling,etising and marketing, post-approval safety répgrtand export of our vaccine
products or product candidates are extensivelylagg by governmental authorities in the PRC ahemotountries.

In the PRC, the SFDA regulates and supervises biopéaceutical products under the Pharmaceutical Aditnation Law, the
Implementing Regulations on Pharmaceutical Admiatgin Law, the Administration of Registration di@@maceuticals
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Procedures, and other relevant rules and regutatidrich are applicable to manufacturers in genénatry step of our biopharmaceutical
production is subject to the requirements on thaufecture and sale of pharmaceutical products @asdged by these laws and regulations,
including but not limited to, the standards of al testing, declaration, approval and transfemef medicine registrations, applicable indu
standards of manufacturing, distribution, packagauyertising and pricing.

Under the relevant laws and regulations, our vacpimoducts are not officially approved for saléhia market until both the product
and the production of the product have been appkove

Dirug Approval Production Approval
Pre-clinical trial results submitted to SFDA Production of three lots of products
submitted to SFDA
T i
Clinical Trial Approval
Production License
Y
Conducting three phases of clinical trials v
GMP Application
A4
Clinical trial results submitted to SFDA A
l GMP Certification
MNew Drug Certificate v

Batch Approval

Preclinical Laboratory Tests and Animal TestBreclinical tests include imitro laboratory evaluation of the product candalats wel
as in-vivo animal studies to assess the poterafetys and efficacy of the product candidate. Pnécdil tests must be conducted in compliance
with Good Laboratory Practice for Non-clinical Tesf Pharmaceuticals, or GLP. With respect to vassithe preclinical tests should also
comply with Technical Guidance for Preclinical Teesh Prophylactic Vaccines and, in the case of SARSTechnical Requirements on
Preclinical Tests of Inactivated Vaccines agaifsRS promulgated by the SFDA that strictly contioé registration, procurement,
manipulation and tests of SARS strains. We mustnituthe results of the preclinical tests, togetivéh manufacturing information, analytical
data and the sample of product candidate to thémmial SFDA as part of an investigational new degplication , or IND, which must be
approved before we may commence human clinicdsttle cannot assure that submission of an INDnegllt in the SFDA allowing human
clinical trials to begin, or that, once begin, isswvill not arise that result in the suspensioteonination of such human clinical trials.

Human Clinical Trials. Clinical trials involve the administration of tipeoduct candidate to healthy volunteers or vasnender the
supervision of principal investigators, who areeafly physicians or an independent third partyeraployed by us or under our control.
Clinical trials typically are conducted in threejgential phases, but the phases may overlap corbbined. In Phase I, the initial introduction
of the drug into human subjects, the drug is uguabted for safety (adverse effects), dosagedota, and pharmacologic action. Phase Il
usually involves studies in a limited vaccinee gafian to evaluate preliminarily the efficacy oktdrug for specific, targeted conditions; to
determine dosage tolerance and appropriate dosabt édentify possible adverse effects and saisks. Phase Il trials generally further
evaluate clinical efficacy and test further foretgfwithin an expanded vaccinee population. Clinidals have to be conducted in compliance
with the Good Clinical Trial Practice of Pharmadeais, or GCP. With respect to vaccines, we atsgelto comply with the SFDA'’s
Requirements on Application for Clinical Trial oEW Prophylactic Biological Products. The sampleciae products must be inspected by the
China Medicine and Biological Products Examinatiostitute before they may be used in the clinidals. We or the SFDA may suspend
clinical trials at any time on various grounds liring a finding that subjects are being exposeahtanacceptable health risk.

After three phases of human clinical trials, wel silbmit to the provincial level SFDA a report caining the results of the preclinical
and clinical studies, together with other detailgdrmation, including information on the manufagtand composition of
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the product candidate, to apply for a new drugifaeate. For vaccines, we have to comply with th&®’s Guidelines for Clinical Trial Repc
on Vaccines. In the meantime, we will submit rawtenals of the product candidate to the China Miegi@and Biological Products
Examination Institute.

New Drug Certificate. The provincial level SFDA will conduct a prelinairy examination of our application for a new drug
certificate. Once it decides to accept our appboabased upon such preliminary examination, tleeipcial level SFDA will, within 5 days,
conduct an on-site examination on the circumstantesrr clinical trials and relevant source matistialhen the provincial level SFDA will
submit its opinion and examination report, togetligh our application materials, to the Centerfoug Examination and Evaluation of the
SFDA. If the Center for Drug Examination and Ealan of the SFDA is satisfied with our applicatiorterials, it will notify us to apply for
the on-site production examination, and we shopfayato the Center for Drug Certification Administion of the SFDA for the on-site
production examination within six months after lgego notified. The Center for Drug Certificatiodrinistration of the SFDA will conduct
an on-site examination on our production proceduii#isn thirty days after receipt of our applicaticand draw samples from three batches of
our products, and a medicine inspection instituteimspect the selected samples and later sulimihspection reports to the Center for Drug
Examination and Evaluation of the SFDA. The CefdeDrug Certification Administration of the SFDghall submit the on-site production
examination report to the Center for Drug Examoratéand Evaluation within ten days after completibthe on-site examination. The Center
for Drug Examination and Evaluation will form a cprehensive opinion based upon the technical exdimimand evaluation opinion, the on-
site production examination report and the inspectesults of the samples, and submit its opiniwhralevant materials to the SFDA, and the
SFDA will decide whether to issue a new drug ciedif to us or not. We consider obtaining the dewg certificate for our product candida
as a significant milestone in our business.

Production Permit. Simultaneously with the application of new drgtificate, we also apply to the provincial levéll3A for a
production license to manufacture the new drugetajmproved by the SFDA. The production licensdiegon will be examined with similar
two-stage procedure as for the new drug certifidat by the provincial level SFDA followed bydtSFDA. After the provincial level SFDA
accepts the application, conducts the on-site exatioh and forms its opinion, the provincial le@&iDA will transfer the file to the SFDA.
When the SFDA decides to issue the new drug czatdi it will further examine whether the applichotds a License for Pharmaceutical
Production and whether the applicant has propeatuartion facilities. With the criteria met, the SkWill issue the production permit together
with the new drug certificate. The production pirisivalid for a term of five years and must beeeed before its expiration. During the
renewal process, our production facilities willdeeevaluated by the appropriate governmental aitig®and must comply with the then
effective standards and regulations.

Under certain circumstances, for instance, wheugslare developed to cure a disease without efeetitierapeutic methods, the SF
provides for a special proceeding for its reviewthaf new drug certificate application and produciiermit application relating to such drugs.

The SFDA will specify a monitoring period rangirmgrin three to five years when approving the firgtdurction permit for most new
drugs. During this monitoring period, the manufiaets holding the new drug certificates must redyil@eport, among other things, the
production process, efficacy, stability and side&s of the new drugs involved to the provinceddl SFDA. During the same period, the
SFDA will not accept any new application for appabef the same drug involved. However, if a thpatty has filed an application for the
same drug and obtained the clinical trial permfbbethe monitoring period commences, the thirdyparay still obtain a new drug certificate
and production permit for the same drug.

We may also be required to conduct clinical triisr to commencing the manufacture of pharmacelpooducts for which there are
published state pharmaceutical standards.

GMP Certificate. After receiving a new drug certificate and prodatpermit, we will further need to submit to theD3¥%an
application for a Good Manufacturing Practice Giedie, or GMP Certificate. A GMP Certificate isagsto approve the manufacturing
equipment, process and workshop used in producpagtecular drug. The SFDA has issued GMP standamgharmaceutical manufacturers
to minimize the risks arising out of the productmocess of drugs that will not be identified dmehated through testing the final products.
The application for a GMP Certificate should berappd or rejected within six months from the apgiicn date.

A GMP Certificate is valid for five years and weosiid apply for a renewal of our GMP Certificatelater than six months prior to t
expiration of our GMP Certificate.

We cannot commence the manufacture of a new drlggsiand until we have obtained a valid new drutificate, production permit
and GMP certificate.

Batch Approval. Our vaccine products cannot be distributed in tlaeket before they are approved for sale by thevaglemedicine
inspection institute. We have to apply for examorabr inspection, or both examination and insmextof each batch of our
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products by the relevant inspection institute. &ach batch of products, we will provide the ingjpecinstitute with samples together with
manufacturing records, internal inspection recamis other quality control documents. The inspadiistitute will review the documents and
inspect the samples and issue a batch approvahvagiproximately two months, if our manufactureqa@ures and the quality of the products
are ascertained to meet the standards as apprgube BSFDA. With the batch approval, we may distrébthe approved batch of vaccines to
the market.

C. Organizational Structure

The following diagram illustrates our company’s amgzational structure, and the place of incorporgtownership interest and
affiliation of each of our subsidiaries as of tteelof this report .

Sinovac Biotech Lid, {Antigua and Barbuda)
(“Sinovac™)
101%% 100%
4 h J
Tangshan ¥i’an Bislogical Sinovac Biotech (Hong Kong) Lid.
Engineering Co., Ltd. (PRC) (Hong Kong)
(“Tangshan Yi"an™) (“Sinovae Hong Kong™)
iju-'.. 71.56% 100% l
L J
Sinovac [ Dalian)y Vaceine Sinovac Biodech Co., Lid. {PRC) “L‘ijiﬁ:__'\_ Sinovac |3i-:1-||1:__::i|::|.|
Technology Co., Ltd. (PRC) (“Sinovac Beijing”)* Technology Co., Litd. (PRC)
("Sinovac Dalian™) (*“Sinovac Biological™)**

*  China Bioway Biotech Group Co., Ltd., an affilimePeking University, owns the remaining 28.44%ityquterest in Sinovac Beijing
** We have not paid Sinovac Biologi's registered capital in ful

D. Property, Plants and Equipment

We are headquartered in the Peking University Bjisial Industry Park in Beijing in a 48,900 squanetffacility, of which
approximately16,700 square feet are used as ffiaee and approximately 32,200 square feet arefas#ue production plant for Healive and
Bilive, where the production equipment for hepatitaccines is located . We own the above-descdBeaD0 square-foot facility in Beijing.

In August 2004, we signed two 20-year leases ifirBewith China Bioway, pursuant to which we leased buildings of
approximately 28,000 and 13,300 square feet, réispég located at the Peking University Biologidzdrk. We house our Anflu manufacturi
and research and development center in these hgsldiln June 2007, we signed another 20-year ia&Beijing with China Bioway, in order
to expand Sinovac Beijing’s production facilitiesBeijing, pursuant to which we leased one buildifigpproximately 37,000 square feet,
located at Peking University Biological Park. Rafrb ur administrative offices and filling and pagjng facilities are located in this building.
China Bioway has yet to obtain building ownersheptificates for the three buildings. Under the éhteases, China Bioway agreed to hold us
harmless and indemnify us for any damages or lossaway suffer as a result of its failure to obtairlding ownership certificates.

We have two production lines and one filling andkzing line located in the Peking University Bigiwal Park. Our production lin
to manufacture our hepatitis vaccines, HealiveBitide, interchangeably has an aggregate combimedyztion capacity of approximately
fifteen million doses annually. Our productiondito manufacture our flu vaccines, Anflu, Panfld &anflu.1, interchangeably has an annual
production capacity of approximately eight millidoses of Anflu, or the equivalent of 32 million desof Panflu or Panflu.1. Our filling and
packaging line is used for all products we manufigctvith an annual capacity of 20 million dosesjohitcan be increased by adding additional
shifts to our current rate of one per day .
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Our approximately 40,000 square-foot Tangshan Yaaility in Tangshan, Hebei Province, where reskeand pilot production for
vaccine candidates are carried out, houses awglring workshop, a pilot trial production workghand a reagents manufacture workshop. In
Tangshan, we obtained a state-owned land useicattifof a granted land with area of approximagdl#,200 square feet, 21,700 square feet of
which are occupied by cottages of others. Tangtiam entered into an agreement with the Tangshead overnment, pursuant to which
Tangshan Yian will not pay for or use the aboverapipately 21,700 square feet of the occupied lamil the cottages are removed by the
government. This situation has no impact on Tangdhan’s use of the other part of the land. Tangs¥ien owns the facilities built thereon.

In February 2010, we entered into an agreementdaiee buildings, land use rights and utility fé@s in Beijing for a total
consideration of approximately RMB120 million ($&7nillion). We have paid the initial payment of RIB&5 million ($8.3 million) and will
pay the balance of the purchase price in threallngtnts within three years. Under this agreemeatacquired five existing buildings with a
total built- out area of 32,322.66 square metera®021.61 square meters of land, located in Chagdpistrict, Beijing. The site was
previously used to manufacture medicinal produsts.plan to set up at this site two new productinad to manufacture the EV71 vaccine
flu vaccines with a combined annual production cépaf approximately 40 million doses, a filling@ packaging line, a warehouse and an
animal house. We will finance acquisition and ¢nngion of this site through short-term and loegat borrowings, proceeds from our public
offering and cash generated from operations. \Wieipate that it will take approximately two to && years for the lines to be set up and
production of our commercialized vaccines to comeoeen

| TEM 4A.. UNRESOLVED STAFF COMMENTS
Not applicable.
| TEM 5. O PERATING AND F INANCIAL R EVIEW AND P ROSPECTS

You should read the following discussion and arnslgEour financial condition and results of opéaais in conjunction with our
consolidated financial statements and the relatetgs included elsewhere in this annual report om#@0-F. This discussion may contain
forward-looking statements based upon current expectatiwatsinvolve risks and uncertainties. Our actuasults may differ materially from
those anticipated in these forward-looking statets@s a result of various factors, including thes¢ forth under “ltem 3. Key Information—
D. Risk Factor” or in other parts of this annual report on Forn®<F.

A. Operating Results

Overview

We are a fully integrated, profitable Chibased biopharmaceutical company that focuses oreglearch, development, manufactu
and commercialization of vaccines that protect mgtdanfectious diseases. We have successfully dpedla portfolio of market leading
products, consisting of vaccines against the hiépdtj hepatitis B and influenza viruses. In 2082, launched our first product, Healive, which
was the first inactivated hepatitis A vaccine depeld, produced and marketed by a China-based nw@uarda In 2005, we received regulatory
approvals in China for the production of Biliveg@mbined hepatitis A and B vaccine, and Anflu, & spron influenza vaccine. In April 2008,
we received regulatory approval in China for thedurction in China of our whole viron pandemic H5Nfluenza (avian flu) vaccine, which is
the only vaccine approved for sale to the Chined®nal vaccine stockpiling program. In Septem@9%® we were granted a production
license for Panflu.1, which was the first approvedcine in the world against the influenza A H1Nrus (swine flu). Our pipeline consists of
various vaccine candidates in the pre-clinical elidcal development phases in China. We have filec@pplication to commence human
clinical trials of a vaccine for EV71 (hand, fostdamouth disease) and plan to file an applicatartte clinical trials of a human vaccine for
pneumococcal diseases as early as 2010. Our prpigedine also includes human vaccines for Japaeesephalitis, haemophilus influenzae
type b (Hib), meningitis, rabies, chickenpox, muraps rubella that have completed or are in prdedirdevelopment, and a vaccine for the
severe acute respiratory syndrome, or SARS, virashas completed a Phase | clinical trial.

In May 2002, we obtained final PRC regulatory apptdor the production of Healive. We sold approabely 5.1 million, 6.9 million
and 5.8 million doses of Healive in 2007 , 2008 2069 , respectively. In June 2005, we obtaineal ffRC regulatory approval for the
production of Bilive , and began selling this protlin July 2005. We sold approximately 946,000 daxfeBilive in 2009, compared to 2530C
doses in 200 8 and 12,000 doses in 200 7 . In @ct2@05, we received final PRC regulatory appréeathe production of our Anflu vaccine
against influenza. We sold approximately 5.1 millsoses of Anflu in 2009, compared to 1.46 millaoses in 200 8 and 1. 59 million doses in
2007. In April 2008, we received government appréeaproduction of our Panflu whole viron vacciagainst the H5N1 strain of pandemic
influenza virus. We have received a productiongassaient from the PRC government to begin produatiohanflu. In September 2009, we
were granted a production license for Panflu.1hey$FDA. We started to sell Panflu in August 2008 Banflu.1 in September 2009. We sold
approximately 20,000 and 10.08million doses ofnflieand Panflu.1 in 2009.
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Our sales have not been impacted by the globahdimhcrisis and global economic environment. @tgreconomy has continued to
grow, although at a slower rate, and the healthicahestry in China has been resilient despite tbeer growth rate.

Our proprietary rights

Healive was co-developed by Tangshan Yian and #tehal Institute for the Control of Pharmaceutigatl Biological Products, or
the NICPBP. In April 2001, Tangshan Yian contriltlis proprietary rights to Healive to Sinovac Bwjjas its capital contribution to Sinovac
Beijing. In 2002, NICPBP, Tangshan Yian and SinoBaging agreed that Sinovac Beijing owns the righinarket and sell Healive, and that
Sinovac Beijing was required to pay NICPBP apprately $1 million for the Healive technology consuit fee that Tangshan had not paid by
that time. We obtained final PRC regulatory apprdeaproduction of Healive in May 2002, by whidme we already received Healive's new
drug certificate from the SFDA in December 1999 #radproduction license in May 2002. Productiotdeflive commenced in July 2002.

Bilive was initially developed by Tangshan Yian.Ntarch 2002, Tangshan Yian and Beijing Keding esdénto an agreement under
which Tangshan Yian transferred to Beijing Keditgggroprietary rights to Bilive at no cost. In Alg2002, Sinovac Beijing acquired the
proprietary rights to Bilive from Beijing Keding iconsideration of a 10.7% equity interest in SiroBeijing and a cash payment of $18,116.
Beijing Keding is owned by Weidong Yin and threbetsenior officers of Sinovac Beijing. In June 20@e obtained final PRC regulatory
approval for production of Bilive. We received thiduction license for Bilive from the SFDA in Jamy 2005. The cost of the proprietary
rights to Bilive was expensed as purchased in-p®ocesearch and development. Production of Bilraraenced in June 2005.

In March 2003, Sinovac Beijing acquired the proganig rights to Anflu from Tangshan Yian at the verid cost. In November 2004,
we completed the acquisition of 100% of the shafékangshan Yian. We received final PRC regulatggroval for the production of Anflu
October 2005. The cost of the proprietary rightAmflu was expensed as purchased in-process résaadcdevelopment.

Amortization expense for these proprietary rights\®357,334, $390,949 and $397,878 for 200 7 828 200 9 , respectively.
Research and Development Programs

Due to the risks inherent in the clinical trial pess and the early stage of development of ourystsdwe did not track our internal
research and development costs for each of ouamgsand development programs. We use our resaartbevelopment resources, including
employees and our technology, across multiple prodevelopment programs. As a result, we cannt gtcisely the costs incurred for each
of our research and development programs or oniceliand preclinical product candidates. Howetles,table below presents our best
estimate of our total research and developmens @kicable to our leading research and developpragrams for the periods indicated. We
have allocated direct and indirect costs to eaolyram based on certain assumptions and our reviighe status of each program, payroll
related expenses and other overhead costs basediomted usage by each program.

Years ended December 31,
2007 200 8 200 9
(in thousands of dollars)

Research and development program

Panflu 1,40z 1,317 287
Panflu.1 — — 977
EV71 vaccine — 43¢ 404
Pneumococcal conjugate vacc — — 66¢
Haemophilus influenzae type b (Hibaccine — — 167
Meningitisvaccine — — 82
Japanese encephalivaccine 212 35C 63
Rabies for human — 27€ 365
Rabies for anime — 251 263
SARS vaccine 86 48 —
Universal pandemic influen: — — 90C
Others 107 39¢ 48C
Total 1,80¢ 3,07 4,657

Significant additional expenditures are generadlyuired to complete clinical trials, start newlgjapply for regulatory approvals,
continue development of our technologies, expandparations and bring product candidates to maiket eventual total cost of each clini
trial is dependent on a number of uncertain vagigsluch as trial design, the length of trials nimmber of clinical sites and the number of
subjects. The process of obtaining and maintairegglatory approvals for new therapeutic produgts i
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lengthy, expensive and uncertain. We anticipatevieawill determine which of our early stage prodcandidates is best suited for further
development, as well as how much funding to diteeach program, on an on-going basis in respanfeetscientific and clinical success and
commercial potential of each product candidate aBse of these and other uncertainties, we canlablgeestimate completion dates,
completion costs and capital requirements for eadlprograms, and, therefore, we cannot reliattignase when we might receive material net
cash inflows from our research and developmeneptsj

Government Grants

The PRC government has provided grants to us, wanetaccounted for as income or offset againsarebeand development expense
in the period in which the research and developregpenses are recorded and the conditions impgsgdvernment authorities are fulfilled.
We received government funding in the amount of5$648, $ 383,497 and $ 1.3 million for 2007, 2068 8009, respectively. In 2009, we
recognized $ 1.1 million in income from the goveemhgrant for SARS vaccine research and expansioargpandemic influenza production
capacity. We also reduced our research and developexpense by $843,910, $310,022 and $ 251,42601, 2008 and 2009, respectively,
on account of government grants recognized.

Critical Accounting Policies and Estimates

Our consolidated financial information has beerppred in accordance with U.S. GAAP, which requireso make judgments,
estimates and assumptions that affect (1) the regp@mounts of our assets and liabilities, (2)diselosure of our contingent assets and
liabilities at the end of each fiscal period anjitf® reported amounts of revenues and expensegycrach fiscal period. We continually
evaluate these estimates based on our own hidteriparience, knowledge and assessment of curteiidsss and other conditions, our
expectations regarding the future based on availalibrmation and reasonable assumptions, whicbtbay form our basis for making
judgments about matters that are not readily appérem other sources. Since the use of estimatas integral component of the financ
reporting process, our actual results could dfifem those estimates. Some of our accounting @alicéquire a higher degree of judgment than
others in their application.

When reviewing our financial statements, you shaaldsider (1) our selection of critical accountpaicies, (2) the judgment and
other uncertainties affecting the application afst policies, and (3) the sensitivity of reportesiults to changes in conditions and assumpt
We believe the following accounting policies invelthe most significant judgment and estimates us#te preparation of our financial
statements.

Revenue Recognitio

Sales revenue is recognized when persuasive ewdddran arrangement exists, the price is fixeddetdrminable, delivery has
occurred and there is a reasonable assurancelettoah of the sales proceeds. We generally olgaichase authorizations from our
customers for a specified amount of products giegified price and consider delivery to have ocedinvhen the customer takes possession of
the products. We provide our customers with atéohright of return. Revenue is recognized updivelg. A reserve for sales returns is
reviewed each year based on historical experienddlege best estimation of the management for theectiyear. We ha ve demonstrated the
ability to make reasonable and reliable estimatgsariucts returns in accordance with ASC 605, ReeeRecognition Subtopic 15 Products.

Deferred revenue is generally relating to goverrntnsesckpiling programs and advances received frostamers. We generally obtain
purchase authorizations from our customers foregifipd amount of products at a specified price mwenue is recognized when the customer
takes delivery of the products. If the productsiexprior to delivery, the portion of deferred reue relating to these expired products is
recognized as revenue on product expiry date.

We continually monitor our product sales returnyismns and evaluate the estimates used as adaifitiormation becomes
available. We make adjustments to these provigiendically to reflect new facts and circumstaniteg may indicate that historical
experience may not be indicative of current anfliture results. We are required to make subjegtidgments based primarily on our
evaluation of current market conditions and tradentory levels related to our products. This exdun may result in an increase or decrease
in the experience rate that is applied to curredtfature sales, or an adjustment related to @dsssor both.

We provide our customers with a limited right ofure and generally allow customers to return prodithin a specified period
before its expiration date. Our product returns/gion is estimated based on historical sales ehdm rates over the period during which
customers have a right of return. We estimate oovigion for returns based on historical return ardhange levels, external data with respect
to inventory levels in the wholesale distributidraanel, and remaining shelf lives of our produtthea date of sale.
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Allowance for Doubtful Accounts

We extend unsecured credit to our customers ittimary course of business but mitigate the aasedirisks by performing credit
checks and actively pursuing past due accountsalldwance for doubtful accounts is establishedr@edrded based on management’s
assessment of the credit history with the custaanercurrent relationships with them.

We also maintain an allowance for doubtful accotimtestimated losses based on our assessmerd obllectibility of specific
customer accounts and the aging of the accoungévadaie. We analyze accounts receivable and histiopad debts, customer concentrations,
customer solvency, current economic and geograpdncls, and changes in customer payment termsractiges when evaluating the
adequacy of our current and future allowance. louthstances where we are aware of a specific cestemmability to meet its financial
obligations to us, a specific allowance for badtdelestimated and recorded, which reduces thegrézed receivable to the estimated amount
we believe will ultimately be collected. We monitord analyze the accuracy of allowance for doulatfgbunts estimate by reviewing past
collectibility and adjust it for future expectat®io determine the adequacy of our current andduliowance. Our reserve levels have
generally been sufficient to cover credit losseas: &lowance for doubtful accounts as of Decemider2B09 was $2.2 million, compared to
$2.1 million as of December 31, 2008. If the fio@hcondition of our customers were to deterioregsulting in an impairment of their ability
to make payments, additional allowances may beiredu

Amortization of Intangible Asset

We have amortized the value of intangible assetisgdicenses and permits, over an estimategesd-useful life. The estimated life
intangible assets is inevitably subjective, howgaefeast once per year, we evaluate impairmeshtegvaluate the market opportunities for
intangible assets’ products and determine whetierémaining useful life estimate is still reasdaalm 2008 and 2009, we found no
impairment of intangible assets.

The following table shows the effect of a changthim estimated useful life of licenses and perwifits0% for 200 9 :

Changes from reported Changes from reported
amount based on amount based on

hypothetical hypothetical

10% Decrease 10% Increase

in Useful Life As Reported in Useful Life
Useful life 9 years 10 years 11 years
Amortization expens $ 442,087 $397,87¢ $361,708
Incomefor the yeal $19,914,17¢ $19,958,38¢ $ 19,994,55¢
Earningper share $0.47 $0.47 $0.47

Given the nature of estimating the useful lifeafd-term assets, it is not yet possible to proaigeeaningful assessment of historical
accuracy of the useful life estimates employe Very likely that the useful life of the licensasd permits will be different from the estimate
employed, and the changes could be material. Clsangbe estimated life of the licenses and permilisnot have a bearing on the total
amount charged to operations over the life of gsets, but could change the results of operatiodginancial position in any given period.

Allocation of Intangible Asset:

When we acquired our additional 20.56% intereSiimovac Beijing in February 2005, we had to alledhe purchase price over the
fair value of the net assets acquired. We based allacation upon a third party’s appraisal repagsvell as the projected cash flows to be
earned from each product.

Given the nature of estimating the relative valtilog-term assets, it is not possible to providaeaningful assessment of historical
accuracy of the valuation allocation estimates eygd. It is very likely that the actual values o€ ficenses and permits will be different from
the estimates employed and the changes could iaiaChanges in the relative value of each oflitenses and permits will not have a
bearing on the total amount charged to operatioss the life of the assets, but could change thelte of operations and financial position in
any given period.

The following table summarizes the amortizationenge for each component of licenses and permlitsyialy investors to draw
inferences regarding the sensitivity of earningditferent allocation models.
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Amortization Expense in the Year

Cost Ended December 31, 200 9
Asset
Inactive hepatitis # $ 3,090,04 $ 353,09
Recombinant hepatitis A and $ 444,34 $ 44,78
Total $ 3,543,388 % 397,87¢

The cost of the influenza virus vaccine was writhéfras in-process research and development expetidbe date of acquisition.
Income Tax Valuation Allowance

In 200 9, we recorded a $1.9 million deferred medax asset based on the difference in timingeagho deductions for income tax
and accounting purposes. The ability of us to dtity derive a benefit from the deferred tax adspends on the existence of sufficient tax
income of the appropriate character within theyc&rward period available under the tax law. Weeheeviewed available information, both
positive and negative, and have concluded thaizegadn is more likely than not. If our evaluatiohthe circumstances is not correct, we will
have to record a charge to operations in respeatypbver-accrual of the benefit.

Recent Accounting Pronouncements
Recently Adopted Accounting Pronounceme

Effective July 1, 2009, we adopted FASB ASC 105*GEnerally Accepted Accounting Principles.” ASC5100 establishes the
FASB Accounting Standards Codification™ (the “Cagdifion”) as the source of authoritative accounting prinsipteognized by the FASB
be applied in the preparation of financial statets@mconformity with U.S. GAAP. As the issuancetlé codification does not change U.S.
GAAP, its adoption did not have any impact on cemsolidated financial statements.

Effective January 1, 2009, we adopted guidancesify the FASB, which is included in the Codificatin ASC 805, Business
Combinations. Under ASC 805, an acquiring entitseguired to recognize all the assets acquirediahilities assumed in a transaction at the
acquisition-date fair value with limited exceptioke have adopted this standard but the impactooumting for business combinations will
be dependent upon future acquisitions.

Effective April 1, 2009, we adopted guidance isshedhe FASB that relates to accounting for asaetgiired and liabilities assumed
in a business combination that arise from conticgen which is included in the Codification in A8C5-10. The guidance amended and
clarified the initial recognition and measurementhsequent measurement and accounting, and relistddsures arising from contingencie
a business combination. ASC 805-10 applies tosak®s acquired and liabilities assumed in a busioesbination that arise from
contingencies that would be within the scope of IS 5 if not acquired or assumed in a businessbawattion, except for assets or liabilities
arising from contingencies that are subject to #igeguidance in ASC 805. We have adopted thisddad but the impact on accounting for
business combinations will be dependent upon fiaacgiisitions.

Effective January 1, 2009, we adopted guidancesibfy the FASB that relates to the presentationaaedunting for non-controlling
interests, which is included in the CodificationABC 810-10, Consolidation. As a result of adoptios following retroactive adjustment was
made: non-controlling interest balance of $ 7,189,8s of December 31, 2008 was previously presexgedinority interest of $7,185,349 and
was transferred to a separate component of egniggdoption. Also, non-controlling interest has bpegsented as a reconciling item in the
consolidated statements of changes in stockholéersty, and the consolidated statements of incantecomprehensive income.
Consolidated net income was retrospectively presemiclusive of amounts attributed to both the pacempany and the non-controlling
interest for all periods. Consolidated comprehemgicome was retrospectively adjusted to inclugectmprehensive income attributed to the
parent company and the comprehensive income atdiio the non-controlling interest for all periods

Effective January 1, 2009, we adopted guidanceetsy the Emerging Issues Task Force (“EITF”), whigincluded in the
Cadification in ASC 808, Accounting for Collabonagi Arrangements. ASC 808 requires collaboratoprésent the results of activities for
which they act as the principal on a gross badgisraport any payments received from (made to) atbBaborators based on other applicable
U.S. GAAP or, in the absence of other applicablg.\GAAP, based on analogy to authoritative accogritterature or a reasonable, rational,
and consistently applied accounting policy electieurther, ASC 808 clarified that the determinatidnvhether transactions within a
collaborative arrangement are part of a vendoreeust (or analogous) relationship subject to Isski#®,0Accounting for Consideration Given
by a Vendor to a Customer. The adoption of thindaad did not have an impact on our consolidatdéginoa sheets, consolidate statements of
income and comprehensive income, consolidatednséteof change in equity and consolidated statesnafitash flows.

Effective January 1, 2009, we adopted guidancesify the FASB, which is included in the Codificatin ASC 350,
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Determination of the Useful Life of Intangible A$seASC 350 amends the factors that should be deresi in developing renewal or
extension assumptions used to determine the uéefolf a recognized intangible asset under ASC Gs0@dwill and Other Intangible Assets.
The intent of the position is to improve the cotesisy between the useful life of a recognized igtiale asset under ASC 350 and the peric
expected cash flows used to measure the fair \adltiee intangible asset. The adoption of this séaddlid not have an impact on our
consolidated balance sheets, consolidate statemEimisome and comprehensive income, consolidatgdraent of change in equity and
consolidated statements of cash flows.

Effective June 30, 2009, we adopted guidance isbyagde FASB and included in ASC 855, SubsequeenBy which establishes
general standards of accounting for and disclosofresents that occur after the balance sheetlidtbefore the financial statements are
issued or are available to be issued. We have ateglall subsequent events through the date adissuof our financial statements. The
adoption of ASC 855 did not affect our consoliddiedncial statements.

Effective June 30, 2009, we adopted guidance isbydlle FASB relating to interim disclosures abfairt value of financial
instruments, and included in ASC 825, Financiatrimaents. ASC 825 requires public companies tolaksee the fair value of its financial
instruments whenever it issues summarized finamtiaimation for interim reporting periods. Therfaalues of financial instruments are
estimated at a special point in time, based owvagleinformation about financial markets and spedifiancial instruments. As these estimates
are subjective in nature, involving uncertaintied anatters of significant judgment, they can notlbeermined with precision. Changes in
assumptions can significantly affect estimatedyalues.

The carrying values of cash and cash equivaleot®uemts receivable, due from related parties, sieom loans payable, accounts
payable and accrued liabilities, due to relatedigmand dividend payable approximate their falugdecause of their short term nature. The
fair values of long-term loans payable are basetherestimated discounted value of future contedatash flows. The discount rate is
estimated using the rates currently offered fort déth similar remaining maturities.

Effective June 30, 2009, we adopted guidance isbydlle FASB and included in ASC 320, Recognitiad resentation of Other-
than-Temporary Impairment. ASC 320 amends the impait guidance for certain debt securities andn&duire an investor to assess the
likelihood of selling the security prior to recoireg the cost basis. If the investor is able to ntketcriteria to assert that it will not have tdl se
the security before recovery, impairment chargided to non-credit losses would be reflected reotomprehensive income. The adoption
of this standard did not have an impact on our clisested balance sheets; consolidate statememsaie and comprehensive income,
consolidated statement of change in equity andatimlzged statements of cash flows.

Effective June 30, 2009, we adopted guidance isbydgtde FASB and included in ASC 820, Determiniragr Walue When the
Volume and Level of Activity for Asset or Liabilithave significantly Decreased and Identifying Teati®ns that are Not Orderly. ASC 820
provides additional guidance on fair value measer@siin inactive markets. The new approach is desigo address whether a market is
inactive, and if so, whether a transaction in thatket should be considered distressed. The adoetithis standard did not have an impac
our consolidated balance sheets, consolidate statsmf income and comprehensive income, conselidstatement of change in equity and
consolidated statements of cash flows.

Effective September 30, 2009, we adopted guidaméged by amendments to ASC 820 (ASU 2009-5) easuring the fair value
of liabilities. When a quoted price in an activarket for the identical liability is not availabliwe guidance requires that the fair value of a
liability be measured using one or more of the gnibed valuation techniques. In addition, the guick also clarifies that when estimating the
fair value of a liability, an entity is not requét¢o include a separate input or adjustment toratipits relating to the existence of a restriction
that prevents the transfer of the liability. Thedance also clarifies how the quoted price of lat decurity when traded as an asset should be
considered in estimating the fair value of the é&uliability. The fair value guidance was alsoearded (ASU 2009-12) to indicate that net
asset value (NAV) may be used as a practical egpedh measuring the fair value of alternative stweents (such as in hedge funds and
private equity funds) that (1) do not have a rgaddterminable fair value and (2) are in entitieat ttalculate NAV in a manner consistent with
investment company accounting. The amendmentgedgore additional disclosures regarding the na&umc risks of alternative investments.
The adoption of this standard did not have an impa®ur consolidated balance sheets; consolidatersents of income and comprehensive
income, consolidated statement of change in egquiticonsolidated statements of cash flows.

Recently Issued Accounting Pronouncemel

In October 2009, the FASB issued authoritative go@: on multiple-element revenue arrangements hwkiguires an entity to
allocate arrangement consideration at the inceptighe arrangement to all of its deliverables base relative selling prices. The guidance
eliminates the use of the residual method of atlonaand expands the ongoing disclosure requiresnefihe guidance is effective for the first
fiscal year beginning after June 15, 2010, and beagdopted through prospective or retrospectivéicgtipn. Accordingly, we are required
adopt this guidance beginning January 1, 2011.aWeurrently evaluating the effect that the adwptf this guidance will have on its
consolidated financial statements.

In June 2009, the FASB issued authoritative guiddoc determining whether an entity is a variableiiest entity, or a VIE
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and requires an enterprise to perform an analgsietermine whether the enterprisgariable interest or interests give it a coninglffinancia
interest in a VIE. Under the guidance, an enteephias a controlling financial interest when it iaghe power to direct the activities of a VIE
that most significantly impact the entity’s econorperformance, and (ii) the obligation to absodsés of the entity or the right to receive
benefits from the entity that could potentiallydignificant to the VIE. In addition, the guidameguires an enterprise to assess whether it has
an implicit financial responsibility to ensure tlzaVIE operates as designed when determining whéthas power to direct the activities of

the VIE that most significantly impact the entitgsonomic performance. The guidance also requimgsing assessments of whether an
enterprise is the primary beneficiary of a VIE,uigs enhanced disclosures, and eliminates theesexgusion for qualifying special-purpose
entities. The guidance is effective for interindamnual periods beginning after November 15, 200&ordingly, we are required to adopt
this guidance beginning January 1, 2010. We amewtly evaluating the effect that the adoptiortha$ guidance will have on its consolidated
financial statements.

RESULTS OF OPERATIONS

Year ended December 31,
2007 2008 2009
(in thousands, except for percentages)

Statement ofincome data

Sales 33,54: 100.(%$ 46,49 100.(%$ 84,19: 100.(%
Cost of sale® 6,50z 19.4 9,93¢ 21.4 20,06: 23.8
Gross profil 27,03¢ 80.€ 36,56 78.€ 64,13¢ 76.2
Operating expense
Selling, general and administrative
expense® 11,95¢ 35.7 17,46 37.¢ 18,248 217
Research and development exper 96t 2.9 2,767 6.C 4,40¢ 5.2
Depreciation of property, plant and
equipment and amortization of licenses
and permits 641 1.9 75C 1.6 692 0.8
Total operating expens 13,564 40.4 20,98( 45.1 23,347 27.7
Operating incomi 13,47¢ 40.2 15,58! 33.t 40,787 48.4
Interest and financing expens (47¢) (2.9 (702 (2.5 (539 (0.6
Interest income and other incol 19C 0.6 291 0.6 1,301 1kt
Income before income taxes and non-
controlling interes® 13,187 39.2 15,17( 32.€ 41,55« 49.4
Income tax expenst (1,974 (5.9 (2,95 (6.4 (11,147 (13.2)
Consolidated net incorr 11,21 33.4 12,21¢ 26.2 30,41 36.1
Less: income attributable to r-controlling
interest® (3,569 (10.6) (4,206 (9.0 (10,459 (12.4)
Net income attributable to the stockhold $ 7,65( 22.8%% 8,01( 17.2%$  19,95¢ 23.7%

(1) Excludes depreciation of land-use rights amartization of licenses and permits of $376,184,1$573 and $418,867 for 2007, 2008 and
2009, respectively.

(2) Includes stock-based compensation expen$&®d,742, $66,542 and $422,860 in 2007, 2008 and,2@spectively.

(3) Non-controlling interest, formerly referremldas minority interest, which has been reclassifiegccordance with Statement of Financial
Accounting Standards No. 160, Non-controlling Ietgs in Consolidated Financial Statements, an amentof ARB No. 51, now
codified in Accounting Standards Codification, d8@, Subtopic 810-10, must be applied prospectiaslgf the beginning of the fiscal
year in which it is initially applied, except fdre presentation and disclosure requirements. Téseptation and disclosure requirements
must be applied retrospectively for all periodsspreed.

Sales

Revenues from sales represent the invoiced valgeads, net of value added taxes, or VAT, salegmef trade discounts and
allowances. See “ltem 5. Operating and Financiai¢eand Prospects — A. Operating Results — Tareslacentives.” We recognize
revenues at the time when our products are deliygrersuasive evidence of an arrangement exigtqrtbe is fixed and final and there is
reasonable assurance of collection of the salezpds.

Our revenues, growth and results of operationsmtpe several factors, including the level of ataepe of our products among
doctors, hospitals and vaccines and our abilitméintain prices for our products at levels thatvte favorable margins. The level of
acceptance among doctors, hospitals and vacciseéefiienced by the performance and pricing of maducts.
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We market and sell our vaccine products primalilptigh various provincial and municipal CDCs. Wé&seinto sales agreements
with CDCs each time a CDC places a purchase origsuant to these sales agreements, CDCs typagige not to re-sell our products to
regions outside the territory the pertinent CDCarsvadministratively.

Pricing

To gain market penetration, we price our Healivieagls that we believe offer attractive econoneiims to CDCs and their end
customers, such as hospitals, taking into accdunptices of competing products in the market. \&eebe that our Healive and Bilive are
competitively priced compared to hepatitis vacciaeailable in China. We priced Anflu competitivedyoffer attractive economic returns to
our distributors. The prices of our products agni§icantly lower than those of foreign imports.nfla and Panflu. 1 pricing were determined
on a cost plus basis in consultation with the goremt.

The provincial governments in China may adjustfédeerates from time to time. If they reduce therfgtes, some hospitals and
distributors may be discouraged from purchasingppaducts, which would reduce our sales. In thahéwve may need to decrease the pri
our products to provide our customers acceptallerne on their purchases. We cannot assure yowthdiusiness, financial condition and
results of operations will not be adversely affddbg any reduction in fees for the vaccines infthere.

Cost of sales

Our cost of sales primarily consists of material aomponent costs. Depreciation of property, pdamt equipment attributable to
manufacturing activities is capitalized as parineentory, and expensed as cost of sales when préglgold. Cost of goods sold in 200 7, 2008
and 2009 amounted to $6.5 million, $9.9 million &20.1 million , respectively. We produce our ownducts and conduct the final product
packaging in-house.

As we source a significant portion of our composarid raw materials in China, we currently havelatively low cost base
compared to vaccines manufacturers in more developentries. We expect the costs of componentsamdnaterials in China will increase
in the future as a result of further economic depeient in China. In addition, our focus on new gatiens and applications of our products
may require higher cost components and raw masekiéé plan to offset increases in our cost of raatemals and components through more
efficient product designs and product assembly ecdraents as well as through savings due to ecosarhigcale.

Sales, general and administrative expense

Sales and marketing expenses consist primarilplafies and related expenses for personnel engagatkes, marketing and customer
support functions and costs associated with aciegtiand other marketing activities. Going forwawe, expect to increase our expenditures on
sales and marketing, both on an absolute basiasadercentage of revenue, to promote our prodespecially Bilive and Anflu. We expect
the sales and marketing expenses to promote Hesdigepercentage of our sales of Healive will desweén 2010 as we will further expand our
sales of Healive in public market.

General and administrative expense consists pilynafrcompensation for employees in executive aperational functions, including
finance and accounting, business development aqebiaie development. Other significant costs ineltatilities costs, stock-based
compensation, professional fees for accountinglega services and the income taxes we assumeaxdif@mployees as a result of their
exercising the stock options.

We expect our general and administrative expemsiestease due to increased costs for insuranoégsional fees, public company
reporting requirements, Sarbanes-Oxley Act comp#aand investor relations costs associated withabipg as a publicly-traded company.
These increases will also likely include the hirofgadditional personnel.

Research and development expenses
Our research and development expenses consistrjlyirofa
« salaries and related expenses for personnel;

« fees paid to consultants and clinical researchrizgéions in conjunction with their independent rtering our clinical trials and
acquiring and evaluating data in conjunction with dlinical trials;

e consulting fees paid to third parties in connectigth other aspects of our product developmentreffo
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e costs of materials used in research and developraedt
« depreciation of facilities and equipment used teettep our products.

We expense both internal and external researclidevelopment costs as incurred, other than thoseatagpenditures that have
alternative future uses, such as the build-outuofpdant. We expect our research and developmests edll continue to be substantial and that
they will increase as we advance our current pliotfaf product candidates through clinical triatedamove other product candidates into
preclinical and clinical trials.

Taxes and incentives

Under the current laws of Antigua, we are not scijje tax on our income or capital gains. In addifino Antigua withholding tax w
be imposed on payments of dividends by us to oarettolders.

Substantially all of our sales are conducted inRR&. Under PRC law, Sinovac Beijing and Tangshiam ére both subject to
enterprise income tax, or EIT, and VAT. SinovacjiBgiis classified as a “ High and New TechnologytdEprise”. As such, it was subject to a
reduced EIT rate of 15 % in 200 8 and 2009 , coegbéw a statutory rate of 25 % for most compamigshina. The High and New Technology
Enterprises status is subject to confirmation icémeber 2010. For the three fiscal years endedrbleee31, 200 7 , 200 8 and 200 9, Sinovac
Beijing incurred income tax expenses of $2.2 milli$3.4 million and $9.8 million, respectively. VA3 charged based on the selling price of
our products at a rate of 6%. Tangshan Yian whgstito an EIT rate of 2 5 % in 2008 and 2009.

Year ended December 31, 200 9 Compared to Year Erdi®ecember 31, 200 8

Sales. Sales increased 81.1 % to $ 84.2 million in 2008nf$46.5 million in 2008. Our sales in 200 9 coregd sales of Healive,
Bilive, Anflu, Panflu and Panflu.1. We generate8350 million and $40.8 million in sales of Healive200 9 and 200 8 , respectively. We
generated $ 6.2 million and $ 1.7 million in sadé®Bilive in 200 9 and 200 8, respectively. We geried $15.2 million and $ 4.1 million in
sales of Anflu in 2009 and 200 8, respectively . &6 generated $ 64,318 and $29.7 million in salézanflu and Panflu.1lin 200 9,
respectively. The total number of doses sold irsrddrom 8.6 million in 200 8 to 22.3 million in @@ . Revenue growth in 2009 was mainly
attributed to (1) increased sales of Bilive in phivate vaccine market in China, (2) increasedssafeéAnflu, and (3) government purchases of
Panflu. 1 after outbreaks of influenza A HIN1, jzdist offset by the decreased sales of Healivetduasufficient capacity of CDCs to inject
other vaccines after outbreaks of influenza A HIN1.

Cost of SalesCost of sales increased 102.0. % to $ 20.1 miltic®00 9 from $ 9.9 million in 200 8 . For Healivast of sales
decreased 5.6 % compared to a 19.0 % decreaskes gamarily due to different production mix sad2009 and 2008. In 2009, we sold less
vial paged pediatric Healive which has higher gnofargin than other Healive products. For Bilivestof sales increased 3694bcompared t
a 275.7 % increase in sales, primarily due tol{¢)dales of newly developed vial packaged Bilivadpcts which have lower profit margin and
(2) a sales return provision for Bilive which wilbt be resold after they are returned . For Anflast of sales increased 23.14% compared to &
sales increase of 274.2%, primarily due to incrégseduction scale of flu vaccines, influenza A HlWaccine production in the same
production line, and very limited inventory writéf c 2009.

Gross Profit. Gross profit increased 75.4 % to $6 4 . 1 millior2D09 from $36.6 million in 2008. Gross profit migrwas stable at 7
6.2 % and 78.6% for 2009 and 2008, respectivelijerAdeducting depreciation of land use rights andréization of licenses and permits from
our gross profit, our gross profit margin was stadtl 7 5.7 % and 77.7% for 2009 and 2008, respagtiv

Selling, General and Administrative Expense3elling, general and administrative expenses, d/AS€xpenses, include non-
production related wages and salaries, stock-bemegensation, consulting fees, travel, occupandyerising, public company costs and
professional fees. Our SG&A expenses in creaseblodd® $18.2 million in 2009 from $ 17.5 million #008. Our selling expenses de creased
12.8 % in 200 9 to $ 9.9 million from $ 11.3 milian 200 8. The decrease in selling expenses wadyrthue to (1) less sales of Healive to
private market which incurred less sales bonus,(antkss marketing activities and promotion cargpan private market in 2009 because of
the breakout of HIN1 in 2009. Our general andiathtnative expenses in creased 37.7 % to $ 8.4omiin 200 9 from $ 6.1 million in 200 8
in line with increased sales.

We recorded stock-based compensation of $ 422r88009 compared to $ 66,542 in 200 8 . In 2009gre@ted 1,708,500 stock
options to the directors, officers and certain esyipes at an exercise price of $1.60 per share.itMead grant any stock options in 2008. The
stock options granted to our directors, officerd amployees in 2009 had a weighted average estinfiaitevalue of $ 1.2 million and $0.70 per
share , respectively . We granted options witfedint vesting schedules. As a result, as at Dbee®il, 200 9 , we had unrecognized
compensation costs of $ 786,763 . This unearnatbooent will be recognized over a period of 15 rhent
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Research and Development Expensd®esearch and development expenses increasedd¥65® $ 4.4 million in 200 9 from $ 2.8
million in 2008, primarily representing amounts speesearching and developing vaccines for pandarfiienza, rabies in humans , Japanese
encephalitis , EV71 and rabies in animals , ngiafernment grants to fund these activities. The BB&rnment provided grants to us that are
brought into income in the period in which the srsé and development expenses are recorded awcdridéions imposed by government
authorities are fulfilled. In 200 9 , we receiveavgrnment research grants of $ 1.3 million and 34887, respectively. In 200,9ve recognize
government research grant income of $ 251,436 coedpta $ 310,022 in the prior year.

Interest and Financing Expensednterest and financing expenses de creased by?238$ 534,455 in 200 9 from $ 701,637 in 200
8, mainly resulting from a lower weighted averaffective interest rate .

Income Taxes ExpensesNe incurred an income tax expense of $ 9.9 miliilbA00 9 compared to $ 3.4 million in 200 8 . 0D,
we incurred future tax liability of $ 1,398,123 rfendistributed earnings of $ 28.0 million in SimavBeijing. Our taxable income in China is
subject to Chinese income tax regulations fordfsorted statutory income declaration at a taximsecordance with the relevant income tax
laws and regulations applicable to Sino-foreignfeientures. In 200 9 and 200 8, Tangshan Yianahaet loss.

Net Income. Net income in creased to $ 20.0 million in 200&fra net income of $ 8.0 million in 200 8 .
Year ended December 31, 200 8 Compared to Year Emti®ecember 31, 200 7

Sales. Sales increased 38.7 % to $ 46.5 million in 20008f$ 33.5 million in 200 7 . Our sales in 200 &mised sales of Healive,
Bilive and Anflu. We generated $ 40.7 million ar@B% million in sales of Healive in 200 8 and 200r@&spectively. We generated $ 1.7
million and $ 132 ,569 in sales of Bilive in 20@8d 200 7, respectively. We also generated $4libmand $ 4.8 million in sales of Anflu in
2008 and 200 7, respectively . The total numbetosies sold increased from 6.7 million in 200 7.®r8illion in 200 8 . Revenue growth in
2008 was mainly attributed to (1) government puselsaof Healive and Bilive after an earthquake oh@an province on May 12, 2008 and
(2) increased market share of hepatitis A vaccimeise private vaccine market in China.

Cost of SalesCost of sales increased 52.9 % to $ 9.9 millioAd0 8 from $ 6.5 million in 200 7 . For Healive stof sales increased
48.5 % compared to a 42.5 % increase in salesapifinbecause of higher utility and direct labostsy and higher packaging material costs
related to our new filling and packaging line . Paflu , cost of sales increased 53.3% compareddgales decrease of 15.2%, primarily due to
the failure of one batch of Anflu produced in 2@6%ass the batch approval process and increasedtory write-offs at year end.

Gross Profit. Gross profit increased 35.2% to $36.6 million i©80@rom $27.0 million in 2007. Gross profit margias stable at
78.6% and 80.6% for 2008 and 2007, respectivelierAfeducting depreciation of land use rights andréization of licenses and permits from
our gross profit, our gross profit margin was stadtl 77.7% and 79.5% for 2008 and 2007, respeygtivel

Selling, General and Administrative Expense3elling, general and administrative expenses, d/S€xpenses, include non-
production related wages and salaries, stock-bemeghensation, consulting fees, travel, occupandyerising, public company costs and
professional fees. Our SG&A expenses in creasdild6 $17.5 million from $ 12.0 million in 200 Dur selling expenses increased 40.2 %
in 200 8 to $ 10.5 million from $ 7.5 million in Q7. The increase in selling expenses was due) gréater numbers of, and increased
compensation to, sales personnel; (2) increasaedpoatation costs due to the shipment of vaccigesitto earthquake areas and (3) increased
Anflu sales promotion efforts. Our general and audstiative expenses in creased 55.8 % to $ 7.0omiih 200 8 from $ 4.5 million in 200 7
due to (1) increased payroll and bonuses and ¢2¢a&sed professional fees.

We recorded stock-based compensation of $ 66,5200r8 compared to $ 179,742 in 200 7 . We didgnamt any stock options in
2007 and 2008. In 2006, 100,000 stock options weaated to the directors at an exercise pric2d4per share and 15,000 stock options to
the employees at an exercise price of $2.69 peesiie stock options granted to our directorsemgloyees in 2006 had a weighted average
estimated fair value of $1.39 and $1.51 per shegspectively . We granted options with differeesting schedules. As a result, as at
December 31, 200 8 , we had unrecognized compensatsts of $ 14,000. This unearned componentheilecognized over a period of 15
months.

Research and Development Expensd®esearch and development expenses increasedt8/ %80 $ 2.8 million in 200 8 from $
965 ,000 in 200 7 , primarily representing amowssnt researching and developing vaccines for paicdefluenza, rabies in humans ,
Japanese encephalitis , EV71 and rabies in aninmalisof government grants to fund these activifléee PRC government provided grants to
us that are brought into income in the period inclvlihe research and development expenses arelegtand the conditions imposed by
government authorities are fulfilled. In 200 8 , eeeived universal influenza and pandemic inflaeresearch grants of $ 143,632 and $
150,813, respectively. In 200 8 , we recognizedegoment research grant income of $ 310, 022 cordpar® 843, 910 in the prior year.
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Interest and Financing Expensednterest and financing expenses increased by 487 $&01,637 in 200 8 from $ 478,436 in 200 7
mainly resulting from a higher loan payable balance

Income Taxes We incurred an income tax expense of $ 3.0 miliioR00 8 compared to $ 2.0 million in 200 7 . 102D, we incurre
a $ 3.4 million liability for income taxes on prtxiin Sinovac Beijing and recorded a $487, 000rdedetax recovery that offset this expense.
Our taxable income in China is subject to Chineseme tax regulations for its reported statutoppme declaration at a tax rate in accordance
with the relevant income tax laws and regulatigngliaable to Sino-foreign joint ventures. In 20@r& 200 7, Tangshan Yian had a net loss.
Net Income. Net income in creased to $ 8.0 million in 200 8vra net income of $ 7.7 million in 200 7 .

B. Liquidity and Capital Resources

We finance our operations primarily through shertst and long-term borrowings, proceeds from oulipufering, capital raised in
our private placement, cash generated from op@&stend, to a lesser extent, cash from governnesetirch grants. We believe that our
current cash and cash equivalents, and anticigatgtl flow will be sufficient to meet our anticipateash needs, including our cash needs for
working capital and capital expenditure, for thetr2 months. We may, however, require additiomahcdue to changing business conditions
or other future developments, including any invesita or acquisitions we may decide to pursue. dfexisting cash is insufficient to meet our
requirements, we may seek to sell additional ecgétyurities, debt securities or borrow from banks.

Cash Flows and Working Capital

The following table sets forth a summary of our ceth flows for the periods indicated:

Year ended December 31,

200 7 2008 2009
(in thousands)
Net cash provided by operating activit $ 431¢ $ 10,508 $ 48,41
Net castused ininvesting activities (2,447 (3,960 (11,693
Net cash provided by financing activiti 5,56¢ 8,31¢ 5,29:
Net increase in cash and cash equival 7,828 15,82: 42,05¢
Cash and cash equivalents at beginning of pe 9,24¢ 17,07: 32,89«
Cash and cash equivalents at end of pe $ 17,07 $ 32,89« $ 74,95

Operating Activities

Net cash provided by operating activities was $48illion in 2009, compared to $ 10.5 million in®8. Net cash provided by our
operating activities in 2009 resulted primarilyrfrgl) our net income of $ 30.4 million, (2) an iease in advance from customer of $12.7
million, (3) an increase in income tax payable @& million, (4) an increase in accounts payablé @ccrued liabilities of $ 5.1 million, and
(5) depreciation of property, plant and equipmertt amortization of licenses and permits of $2. Bioni. These items were partially offset by
(1) an increase in inventories of 5 . 4 milliondgR) an increase in accounts receivable of $&illlon due primarily to our increased sales.

a more detailed analysis of our accounts receiyable “—Accounts Receivable” below.

Net cash provided by operating activities was $10ilSon in 200 8 , compared to $ 4.3 million in@@. Net cash provided by
operating activities in 200 8 was primarily theuké®f our growing business which yielded a nebme of $ 8.0 million , decreased by $
310,000 by cash paid for research and developmgr@nditures qualified for government grants, afjdsied by a minority interest of $4.2
million and certain non-cash charges including lstioased compensation of $ 67 ,000, a provisioméubtful debt of $ 24,000a provision fo
inventory of $ 963,000, a provision for fixed asse$126,000 and depreciation of property, plart aguipment and amortization of licenses
and permits of $ 1.7 million.

Investing Activities
Net cash used in investing activities was $ 11 .Honiin 200 9 compared to $4.0 million in 2008.200 9, cash used in investing
activities included $7.3 million to purchase a s corporate bond from Bank of Beijing and $ 4ilBan used to acquire property, plant and

equipment.
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Net cash used in investing activities was $ 4.0ionilin 200 8 compared to $2.4 million in 2007 .200 8 , cash used in investing
activities included $ 4.0 million used to acquiregerty, plant and equipment partially offset bpqeeds of $ 16,848 from the disposal of
equipment. As of December 31, 200 8, we had sp&®tmillion on the influenza vaccine productiamelj of which $2.2 million was included
in construction in progress on the consolidatedrze sheets.

Financing Activities

Net cash provided by financing activities was $&i8ion in 2009 compared to $8.3 million in 2008.2009, net cash provided by our
financing activities included proceeds of $697,820n issuance of common shares and proceeds ofdilliBn from government funding,
offset by payments of $335,831 for the repurchdsmmmon shares. We also received loan proceefi$@¥ million and made loan payments
of $10.2 million. We paid dividends of $3.8 millieaa minority shareholders in Sinovac Beijing in 2000n February 2, 2010, we completed a
follow-on public offering of 11.5 million common shareslarceived net proceeds of approximately $61.9anillafter deducting underwritil
discounts and commissions and estimated offeripgrses payable by us.

Net cash provided by financing activities was $18iBion in 200 8 compared to $5.6 million in 200 200 8 , net cash provided by
our financing activities included proceeds of $®illion from issuance of common shares and prose¢® 383,497 from government
funding, offset by payments of $368,323 for theurepase of common shares . We also received laaeeds of $8.6 million and made loan
payments of $7.2 million . We paid dividends of$thillion to minority shareholders in Sinovac Begiin 200 8.

Accounts Receivable

Our total accounts receivable increased by $5.0aomito $24.5 million as of December 31, 2009 fr&®.5 million as of
December 31, 2008. Our accounts receivable turrtowerin 2009 was 95 days, as compared to 141 ida3@08 and 143 days in 2007. The
decrease in our turnover time was mainly due toensates China central government with shorter adameeivable collection time.

As we have historically experienced a very low lexfebad debts, we have not made any general wfftéar our accounts receivable.
Our bad debt expense, as a percentage of ourvestues, was 1.36%, 0.05% and 0.02% for 2007, 26682609, respectively. We believe
these percentages are not material.

Borrowings
As of December 31, 2009, we had $ 17.7 milliontors-term borrowings, offset by $ 75.0 million iagh, resulting in a liquid assets

balance of $ 57.3 million, compared with $22.7 ioillat the end of 2008. We hold our cash and cgslvalents in interest-bearing dollar and
renminbi denominated accounts at registered bamhks. following table summarizes our borrowings Becember 31, 2009:

Type Amount Interest Rate Maturity Date

Bank loan RMB10,000,00( 5.31% fixed rate June 11, 201
($1,462,630)

Bank loan RMB100,000,00( 5.31% fixed rate June 29, 201
($14,626,29¢)

Bank loan RMB1,000,00C 5.31% fixed rate December 13, 201
(% 146, 263)

Bank loan RMB10,000,00( 5.31% fixed rate December 29, 201

($1,462,630)
Our weighted average effective interest rate wa3%, 6.85% and 5.78% for the years ended Decenth&@0®7, 2008 and 2009,
respectively. We believe that we will continuebable to obtain loans and access the capitalatsaok terms and in amounts that will be
satisfactory to us.

Restrictions on Cash Dividends

We are a holding company, and we rely on dividgradd by our subsidiaries, Sinovac Beijing, Sinoedian, Sinovac Biological ar
Tangshan Yian, for our cash needs, mainly our dipgraxpenses. The payment of dividends in Chirsuigect to
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limitations. Regulations in the PRC currently parpayment of dividends only out of accumulated jpscds determined in accordance with
accounting standards and regulations in China.sDbsidiary is also required to set aside at leasirion of its after-tax profit based on PRC
accounting standards each year to fund certaimves$ends. These reserves can be used to recouppseyears’ losses, if any, and, subject to
the approval of the relevant PRC government authariay be converted into share capital in propartd their existing shareholdings, or by
increasing the par value of the shares currently by them. Such reserves, however, are not digalile as cash dividends. In addition, at
discretion of their board of directors, our subaitis may allocate a portion of its after-tax pgefiased on PRC accounting standards to its
enterprise development funds and employee welfadebanus funds. These funds also are not disttieites cash dividends. In addition, if
Sinovac Beijing, Sinovac Dalian, Sinovac BiologioalTangshan Yian incurs debt on its own behathafuture, the instruments governing
debt may restrict the ability of one or more of ®RC subsidiaries, as the case may be, to payatidglor make other distributions to us.

The ability of our subsidiary to convert r enmiittio U.S. dollars and make payments to us is stibjeleRC foreign exchange
regulations. Under these regulations, the r enm@bonvertible for current account items, inclugthe distribution of dividends, interest
payments, trade and service-related foreign exah&magsactions. Conversion of r enminbi for catadount items, such as direct investment,
loan, security investment and repatriation of inment, however, is still subject to the approvalief SAFE. See “Item 10D. Exchange
Controls.”

Capital Expenditures

We made capital expenditures of $2. 5 million, @ rhillion and $ 4.3 million in 2007, 2008 and 20@&spectively. Our capital
expenditures were used primarily to purchase egeitmWe expect our capital expenditures to ineréashe future as we expand our
business. As of December 31, 2009, our commitmantapital expenditures was approximately $17.8iom) primarily for manufacturing
capacity expansion. We will finance such commémtsugh short-term and long-term borrowings, prosefieom our public offering and cash
generated from operations.

C. Research and Development

See discussions under “—Item 5.A. Research and |Dgwvent Programs.”

D. Trend Information

Other than as disclosed elsewhere in this annpaltewe are not aware of any trends, uncertaintiesiands, commitments or events
for the period from January 1, 200 9 to Decembei280 9 that are reasonably likely to have a maltexdverse effect on our net revenues,
income, profitability, liquidity or capital resougs, or that caused the disclosed financial infolenab be not necessarily indicative of future
operating results or financial conditions.

E. Off-Balance Sheet Arrangements

We do not, and did not, have any interest in vdgiaiterest entities or any other dfélance sheet arrangements that require disclc

F. Tabular Disclosure of Contractual Obligations

The following table summarizes our contractual gddions and commitments as of December 31, 200 $héoperiods indicated :

Payments due by period
Less than More than
Total 1 year 1-3 years 3-5 years 5 years
(in U.S. Dollars )

Contractual obligations

Research & Development Expen: 3,170,00! 146,26: 3,023,73 — —
Operating Lease Obligatiol 8,212,14! 503,13t 1,006,27. 1,006,27: 5,696,46!
Purchase of Facilitie 17,600,00 9,800,00! 7,800,00! — —
Purchase of Facilities and Additional

Ownership Relating to Sinovac Dali 16,100,00 16,100,00 — — —
Total 45,082,14 26,549,39 11,830,00 1,006,27. 5,696,46!
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G. Safe Harbor

This annual report on Form 20-F contains forwamking statements that relate to future eventsulioly our future operating results
and conditions, our prospects and our future fir@nerformance and condition, all of which argykely based on our current expectations and
projections. The forward-looking statements aret@ioied principally in the sections entitled “ItemK®y Information—D. Risk Factors,Item
4. Information on the Company” and “ltem 5. Opargtand Financial Review and Prospects.” Thesemstaits are made under the “safe
harbor” provisions of the U.S. Private Securitié$gation Reform Act of 1995. You can identify tieeforward-looking statements by
terminology such as “may,” “will,” “expect,” “antipate,” “future,” “intend,” “plan,” “believe,” “edtnate,” “is/are likely to"or other and simile
expressions. Forward-looking statements involveiaht risks and uncertainties. A number of factongdd cause actual results to differ
materially from those contained in any forward-lomkstatement, including but not limited to theldaling:

e our ability to maximize sales of our existing protiuwithin the Chinese market;

e our ability to develop new vaccines;

e our ability to improve our existing vaccines and/éw our production costs;

« our ability to expand our manufacturing facilittesmeet need of the growing Chinese market and gibegraphic markets;
* our ability to acquire new technologies and product

« uncertainties in and the timeliness of obtainingessary governmental approvals and licenses fdketiag and sale of our vaccines
in certain overseas markets;

e our ability to compete successfully against our petitors;
« risks associated with our corporate structure Aedégulatory environment in China; and

»  other risks outlined in our filings with the Sedigs and Exchange Commission, or the SEC, incluthimgannual report on Form 20-
F.

The forward-looking statements made in this annegabrt on Form 20-F relate only to events or infation as of the date on which
the statements are made in this annual report am B6-F. Except as required by law, we undertakebigation to update or revise publicly
any forward-looking statements, whether as a reguiew information, future events or otherwisdernthe date on which the statements are
made or to reflect the occurrence of unanticipateshts. You should read this annual report on R0 completely and with the
understanding that our actual future results masnaterially different from what we expect.

| TEM 6. D IRECTORS , S ENIOR M ANAGEMENT AND E MPLOYEES

A. Directors and Senior Management

The following table sets forth information regamliour directors and executive officers as of the @ this annual report:

Directors and Executive Officers Age Position/Title

Weidong Yin 45 Chairman, President, Chief Executive Officer andrSeary

Xianping Wanc 55 Director

Simon Andersoi®M®@G) 48 Independent Directc

Yuk Lam Lo®®@®G) 61 Independent Directc

Chup Hung MokD@)©) 52 Independent Directc

Jinling Qin 64 Acting Chief Financial Office

Changjun Fu 50 Vice President, Sales and Market

Nan Wanc 43 Vice President, Business Development and Generablykr of
Sinovac Daliar

Jiansan Zhan 54 Vice President, Quality Assuran

Zhenshan Zhan 35 General Manager of Tangshan Y’

(1) Member of the audit committee.
(2) Member of the corporate governance and natimig committee.
(3) Member of the compensation committee.

54




Table of Contents

Mr. Weidong Yirhas served as our chairman, president, chief eixecofficer and secretary since September 2003 Yifris also the
general manager of Sinovac Biotech and the chailwh&novac Hong Kong, Tangshan Yian and SinovakaDa He is the former general
manager of Tangshan Yian Bioengineering Co., ladd previously he worked as a medical doctor iadtibus disease at the China Center for
Disease Control and Prevention, Tangshan City, Hetmvince. Mr. Yin has been dedicated to hepatisearch for over 20 years and was
instrumental in the development of our Healive waeclin addition, Mr. Yin has been appointed asphiecipal investigator by the Chinese
Ministry of Science and Technology for many key gimmental R&D programs such as “Inactivated Heigatitvaccine R&D,” “Inactivated
SARS vaccine R&D” and “New Human Influenza Vacc{itbN1) R&D.” He obtained his MBA from the Nationdhiversity of Singapore.

Mr. Xianping Wandhas served as a director of our company since M200bB. He has also been the president and chiefigxe
officer of Xinhua China Ltd. since September 2004ich is a company listed on the FINRA Over-tBeunter Bulletin Board under the sym
“XHUA". He has also served as the president of A3igable (Beijing) Investments Co., Ltd. since 2082d from 1992-1997 he served as the
president of Beijing New Fortune Investment Cod.las well as general manager of Beijing Fuhua @aasons and Development Co., Ltd.
Mr. Wang has worked in a diverse range of industseich as medicine, the health care industry trearit®n projects, investment consultation
and real estate development. Since 1993, he htsipated in various real estate investment prgjétiChina, managing the development of
Fuhua Mansion, Meihui Mansion, Jinhua Garden ahdrst Mr. Wang is the brother of Lily Wang, a formd@ector and chief financial officer
of our company, and Heping Wang, a former direofayur company. Mr. Wang has a bachelor’s degremgineering from the Navy
Engineering Institute and a master’s degree in @eics from Tsinghua University, China.

Mr. Simon Andersorhas served as an independent director of our coyngiace July 2004. Mr. Anderson is a member ofaudit,
compensation, and corporate governance and nomgnedmmittees. Mr. Anderson provides consultingestise in the areas of regulatory
compliance, exchange listings and financial opergti He was admitted as a member of the Institu@hartered Accountants in British
Columbia in 1986. Mr. Anderson serves as chiefrfoial officer of companies listed on North Americstock exchanges, including IBC
Advanced Alloys Corp., which manufactures and psses alloys at its U.S. plants. Mr. Anderson adsues as a director of TSX-listed Wex
Pharmaceuticals Inc., which is dedicated to theadisry, development, manufacture and commerci@izatf innovative drug products to treat
pain and TSX Venture Exchange listed Centric En€ggp., a company with hydrocarbon exploration tsgh Africa, and War Eagle Mining
Company Inc., a zinc exploration company.

Mr. Yuk Lam Ldhas served as an independent director of our coprgiane March 2006. Mr. Lo is a member of the gudit
compensation and corporate governance and nomgnatimmittees. He is currently serving as the semiwisor of PerkinElmer Life and
Analytical Sciences, Pacific Rim & Questmark Caditanagement Sdn. Bhd. Mr Lo is also a seniora@eof Questmark Asia
Limited.Mr. Lo was also heavily involved in seveca@mmittees of the HKSAR Government and the pubiciety. He has been appointed as
the director of the Hong Kong Applied R&D Fund Clad., and currently serving as the advisory couofcthe Food and Health Bureau
HKSAR. The Industry Technology Committee of thieir@se Manufacturers’ Association of Hong Kong #eldirector of the Chinese
Manufacturers’ Association of Hong Kong. Mr. Lawed as the chairman of the Innovation and Techgyokund (Biotechnology Projects)
Vetting Committee, HKSAR, and as chairman of thet&thnology Committee, Industry & Technology Deyaient Council, HKSAR. In
educational area, Professor Lo has been named mor&ty Fellow by the Hong Kong University of Scierand Technology as well as the
Honorary Chairman of the City University CommittaeCo-operative Education Centre. Also, Mr Lolis advisory committee member of the
Vocational Training council and executive vice jdest of Asian College of Asian Management. In GhjMMr. Lo is a consultant to the
Economic Bureau, Changchun , a member of the agvigmnmmittee of the Shenzhen Municipal Science Bexhnology Bureau and also a
consultant of the Chinese Centre for Disease Cbatrd Prevention. In private sector, Mr Lo is theector of Steming Hong Kong Limited
and South East Group Limited and the chairman o&lAssociates Limited. Mr. Lo is also the directfrSinovac Hong Kong and vice
chairman of Sinovac Beijing.

Ms. Chup Hung Mokas served as a director of our company since M2066. Ms. Mok joined National University of Simgae in 200°
as manager of its gift processing unit. Ms. Molswgeeviously the Financial Controller of Zero Spatindry Service Private Limited. Prior to
joining Zero Spot, Ms. Mok had more than 28 yedrgamking experience, where she led the Internalit®and Treasury Settlemer
departments at the local branch of a foreign beBike was also a member of the bank’s Assets arfudlities Management Committee,
Prevention of Money Laundering Committee and Bussrieéontinuity Management Committee. Ms. Mok begamnclareer with a foreign bank.
She worked in the Retail Banking Department and tasked with setting up the Bank’s Treasury DepanimFrom 1992 to 2001, being the
senior management member of the bank, she hadiglerasponsibilities in accounting, treasury setiénts, human resource management anc
credit management functions. She was a membeedEitadit Committee and Prevention of Money Laumip@ommittee. Ms. Mok holds a
Master of Business Administration from the Natiobalversity of Singapore.

Ms. Jinling Qinhas served as our acting CFO since March 22, Z80d. to that date, she had been the Manager dfitience
Department of Sinovac Beijing since January 2004ririyy 1993 and 2000, Ms. Qin was the Director ef inance Department of Tangshan
Yian. She served as the Director of the Audit Dapant of the Economics Commission of Tangshan City,
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Hebei Province during 1988 and 1993. Ms. Qin haldsissociate degree in accounting from Hebei Pe@liAcademy of Machinery and
Electronics.

Mr. Changjun Fuhas served as Sinovac Beijing’s vice general margigee March 2002. Mr. Fu currently oversees #iessand
marketing department and business developmeninaiv&t Beijing. Prior to joining Sinovac Beijing, Mfu was the sales director at
Changchun Changsheng Biological Product Co., ktinf1986 to 1997 where he oversaw the marketingaofine products, particularly
hepatitis vaccines. From 1997 to 2002, Mr. Fu sathe Vice President of Shenzhen Shukang Bidb&roducts Co. Ltd. where he was
responsible for the marketing and sales of vacaimelsblood products. Mr. Fu received a bachelogtgree in 1984 from Norman Bethune
University of Medical Sciences, PRC.

Ms. Nan Wandpas served as the vice general manager of Sinoeifiodsince 2001 where she oversees businessajgaeht and
clinical research. From 1988 to 1993, Ms. Wang avassearcher in biology at the Life Science Collegeeking University, PRC. From 1993
to 2001, she worked as a manager at China Biowate8h Group Co., Ltd. Ms. Wang received her bagtsettegree in biology from Peking
University and her master degree from Universityntérnational Business and Economics, PRC. Ms.3\so received a diploma in financ
management from Beijing College for EntrepreneBRC in 2003. Ms. Wang is also acting as the gemeaalager and director of Sinovac
Dalian and the director of Sinovac Hong Kong.

Mr. Jiansan Zhandpas served as the vice general manager of Sinosigio@since April 2001 and the deputy general ngemaf
Tangshan Yian since 1998. At Sinovac Beijing, hersges the production, engineering, research areagenent and quality assurance
departments. At Tangshan Yian, he oversees theaB3Hrom 1995-1997, Mr. Zhang served as the prazmuntanager and the assistant to the
general manager of Shenzhen Kangtai Biological ®eb@o., Ltd. From 1988-1995, he served as the giseral manager of Shenzhen
Guangxin Biological Product Co., Ltd. and from 198295, he served as a consultant to Tangshan ¥MarZhang received his bachelor’s
degree in medical treatment from Sun Yat-sen Usitsenf Medical Sciences, PRC and an EMBA degremfif singhua University, PRC. In
1980, Mr. Zhang completed advanced training coursezanagement and quality control of biologicalguicts in Holland.

Mr. Zhenshan Zhangas served as the general manager of Tanghsn ies 3anuary 2009. Prior to joining us, Mr. Zhaag/ed as
the head of influenza business department andginsj@anagement department of Sinovac Beijing. Nharfy obtained his bachelor degree in
microbiology and master degree in botany from Invlengolia University, China.

B. Compensation of Directors and Executive Officers

In 2009, the aggregate cash compensation paidrtdigctors and executive officers was approxinya$el.2 million . No executive
officer is entitled to any severance benefits ugsmination of his or her employment with our comypa Our bonus plan is performance
based. The bonus of our management is based @mttual performance of our company and each o$wlsidiaries. At the beginning of a
year, each member of our management team set$agrpance target for the group under his or her sagien. The entitlement of the bonus
depends on whether his or her group meets therpeafice target. The actual amount is based onvidiglb evaluation of his or her
performance and is subject to approval of the baaehch subsidiaries.

Our board of directors and shareholders approvedstuance of up to 5,000,000 common shares upsngisg of options granted
under our 2003 stock option plan. As of April 91R0options to purchase 1,771,500 common shares ewgstanding. The following table
summarizes, as of April 9, 2010 , the outstandipigoos that we granted to several of our directexgcutive officers, principal shareholders
and to other individuals as a group under our 2068k option plan.

Common Shares Underlying Exercise Price
Name Outstanding Options ($/Share) Grant Date Expiration Date
Simon Andersol 50,00( 1.6C January 20, 200 January 19, 201
Yuk Lam Lo 50,00( 2.6¢ September 14, 20( September 13, 201
50,00( 1.6C January 20, 200 January 19, 201
Chuphung Mok 50,00( 1.6C January 20, 200 January 19, 201
Other individuals as a grot 30,00( 3.2C November 4, 200 November 3, 201
1,50C 2.6¢ December 19, 200 December 18, 201
1,540,001 1.6C January 20, 200 January 19, 201

2003 STOCK OPTION PLAN

Our board of directors adopted a stock option plamNovember 1, 2003. The purpose of the plan &ttact and retain the best
available personnel for positions of substantiapomsibility, provide additional incentive to emypdes, directors and consultants and promote
the success of our business. Our board of direbtligves that our company’s long-term succesgpeddent upon our ability to attract and
retain superior individuals who, by virtue of thalwility, experience and qualifications, make intpot contributions to our business.
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Set forth below is a summary of the principal teohsur stock option plan.

e Size of plan.We have reserved an aggregate of 5,000,000 ofaumon shares for issuance under our 2003 stockroptan. As of
April 9, 2010 , options to purchase an aggregatk 6f1,500 of our common shares were issued arstlamaling and an aggregate
2,514,700 common shares have been issued pursuaptions issued under the plan.

*  Administration . Our stock option plan is administered by ourrdaz directors. The board will determine the peiens, terms and
conditions of each option grant, including withdiatitation the option vesting schedule or exerdéisgallment, the option exercise
price, payment contingencies and satisfaction gfparformance criteria.

¢ Vesting schedule The vesting schedules of options granted wilsjpecified in the applicable option agreements.

«  Option agreement. Options granted under our stock option planeaidenced by option agreements that contain, arotmey
things, provisions concerning exercisability anddiure upon termination of employment or consigtarrangements by reason of
death or otherwise, as determined by our boarddttition, the option agreement also provides n@ohares will be issued under
the plan unless the Securities Act has been fullyied with.

*  Option term. The term of options granted under the 2003 stotioogplan may not exceed ten years from the dagganit.

*  Termination of options. Where the option agreement permits the exerdiffeecoptions granted for a certain period of time
following the recipient’s termination of service&hvus, the options will terminate to the exteny @not exercised or purchased on
the last day of the specified period or the lastafahe original term of the options, whicheverors first.

«  Change of control. If a thirdparty acquires us through the purchase of all bstauntially all of our assets, a merger or othesifes:
combination, all outstanding stock options will bere fully vested and exercisable immediately pidogsuch transaction.

«  Termination of plans. Unless terminated earlier, the 2003 stock opti@m pVill expire in 2023. Our board of directors hias
authority to terminate our stock option plan ptimthe expiry of the plan provided that such e&lynination shall not affect the
options then outstanding under the plan.
C. Board Practices
Board Of Directors

Our articles of association prescribe that we ghbalve a minimum of one and a maximum of 15 dimsctGurrently, our board of
directors comprises five board members, three afrwvare independent. Under Antigua law, our direct@ve a duty of loyalty to act hones
in good faith and with a view to our best intere§ar directors also have a duty to exercise tliletBky actually possess and such care and
diligence that a reasonably prudent person wouddlase in comparable circumstances. In fulfillihgit duty of care to us, our directors must
ensure compliance with our articles of incorpomratimd by-laws, as amended and re-stated from tirtime. A shareholder has the right to
seek damages if a duty owed by our directors iadired.

The functions and powers of our board of direchoctude, among others:

* convening shareholders’ annual general meetingseputting its work to shareholders at such mesting

« declaring dividends and distributions;

« appointing officers and determining the term ofa&fof officers;

e exercising the borrowing powers of our company enwdtgaging the property of our company; and

e approving the transfer of shares of our compargluiing the registering of such shares in our shegester.

Terms of directors and Executive Officers
Our officers are elected by and serve at the discref the board of directors. Our directors aog subject to a term of office and hold
office until a successor is elected at the nextiahshareholders’ meeting. A director will be reradvrom office automatically if, among other

things, the director (I) becomes bankrupt or ma®sarrangement or composition with his creditorgi) dies or is
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found by our company to be or becomes of unsoumdi mNone of our directors has a service contrditt us or any of our subsidiaries
providing for benefits upon termination of employme

Committees of the Board of Directors

Our board of directors has established an audithuitiee , a compensation committee and a corporatergance and nominating
committee.

Audit Committee

Our audit committee consists of our independematins Messrs. Simon Anderson , Yuk Lam Lo and Gisip Hung Mok , and is
chaired by Simon Anderson . The audit committeersses our accounting and financial reporting eee and the audits of the financial
statements of our company. The audit committeesponsible for, among other things:

« selecting our independent auditors and pre-appgoaiinauditing and non-auditing services permitietie performed by our
independent auditors;

«  reviewing with our independent auditors any auditotems or difficulties and management’s response;
«  reviewing and approving all proposed related-pagpsactions, as defined in Item 404 of RegulaBek under the Securities Act;
« discussing the annual audited financial statemsittsmanagement and our independent auditors;

*  reviewing major issues as to the adequacy of dernal controls and any special audit steps addptéight of material control
deficiencies;

« annually reviewing and reassessing the adequaoyiradudit committee charter;
* such other matters that are specifically delegaiexuir audit committee by our board of directomirtime to time;
¢ meeting separately and periodically with managermaadtour internal and independent auditors; and
« reporting regularly to the full board of directors.
In 200 9, our audit committee held meetings ospdsesolutions by unanimous written consent s guess.
Compensation Committee
Our compensation committee consists of our independirectors Messrs. Simon Anderson , Yuk Lamahd Ms. Chup Hung Mok
and is chaired by Yuk Lam Lo. Our compensation catbes assists the board in reviewing and approttegcompensation structure of our
directors and executive officers, including allrfar of compensation to be provided to our direcami executive officers. Members of the
compensation committee are not prohibited fromatiirevolvement in determining their own compensati©ur chief executive officer may
not be present at any committee meeting during lwhis compensation is deliberated. The compenmsatimmittee is responsible for, among
other things:
e approving and overseeing the compensation packagaif executive officers;
* reviewing and making recommendations to the boatll rgspect to the compensation of our directors;
«  reviewing and approving corporate goals and objestrelevant to the compensation of our chief etregwfficer, evaluating the
performance of our chief executive officer in ligtitthose goals and objectives, and setting thepemsation level of our chief

executive officer based on this evaluation; and

*  reviewing periodically and making recommendatianthe board regarding any long-term incentive camspson or equity plans,
programs or similar arrangements , annual bonesegloyee pension and welfare benefit plans.

In 200 9, our compensation committee held meetimggssed resolutions by unanimous written cortbeeé times.
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Corporate Governance and Nominating Committee

Our corporate governance and nominating commitesist s of our independent directors Messrs. Sifaderson , Yuk Lam Lo
and Ms. Chup Hung Mok , and is chaired by Ms. CHung Mok . The corporate governance and nonmigatommittee assist s the board of
directors in identifying individuals qualified tebome our directors and in determining the comjowsif the board and its committees. The
corporate governance and nominating committeesigarsible for, among other things:

« identifying and recommending to the board nomirfeeglection or re-election to the board, or fopamtment to fill any vacancy;

«  reviewing annually with the board the current cosifion of the board in light of the characteristidSndependence, age, skills,
experience and availability of service to us;

« identifying and recommending to the board the diexcto serve as members of the board’s committees;

» advising the board periodically with respect tandigant developments in the law and practice apooate governance as well as our
compliance with applicable laws and regulationsl avaking recommendations to the board on all netiecorporate governance ¢
on any corrective action to be taken; and

« monitoring compliance with our code of businessduan and ethics, including reviewing the adequauy effectiveness of our
procedures to ensure proper compliance.

In 200 9, our corporate governance and nominatimgmittee held meetings or passed resolutions bBypiorous written consent three
times.

Interested Transactions

A director may vote in respect of any contractransaction in which he or she is interested, prexithat the nature of the interest of
any directors in such contract or transaction seldised by him or her at or prior to its consideratnd any vote in that matter.

Remuneration and Borrowing

The directors may determine remuneration to be fmaitle directors. The compensation committeesaisghe directors in reviewing
and approving the compensation structure for thectbrs. The directors may exercise all the powétke company to borrow money and to
mortgage or charge its undertaking, property araalled capital, and to issue debentures or othmrrges whether outright or as security for
any debt obligations of our company or of any tiuedty.

D. Employees

As of December 31, 200 7 , 2008 and 2009, we h&33@ and 400 full-time employees. Of our workfoaseof December 31, 200,9
55 employees are engaged in research and develbpm#A05 employees are engaged in sales and nmarkidbne of our employees is
represented by a labor union or covered by a dolebargaining agreement. We consider our relatignwith our employees to be good.
E. Share Ownership

The following table sets forth information with pest to the beneficial ownership of our common sbaas of December 31 , 2009,
by:

« each of our directors and executive officers; and
« each person known to us to own beneficially moas th% of our common shares.

The calculations in the table below are based g@%4261 common shares outstanding as of AprR@L0 . Beneficial ownership is
determined in accordance with the rules and reiguistof the SEC. In computing the number of shheseeficially owned by a person and the
percentage ownership of that person, we have iedisthares that the person has the right to acgitinen 60 days, including through the
exercise of any option, warrant or other rightter tonversion of any other security. These shamsgever, are not included in the computation
of the percentage ownership of any other person.

59




Table of Contents

Shares Beneficially Owned

Number %

Directors and Executive Officers:

Weidong Yin 5,961,50I 11.01
Simon Andersol 57,40( &
Yuk Lam Lo 60,00( *
Chup Hung Mok 44,20( *
Jinling Qin 8,90( *
Changjun Fu 11,40( *
Nan Wancg 9,00( *
Jiansan Zhan 10,00( &
Zhenshan Zhan 7,00( *

* Less than 1%.

None of our existing shareholders has differeningptights from other shareholders. We are notrawéany arrangement that may,
at a subsequent date, result in a change of casftmir company.

As of April 9, 2010, 54,097,261 of our common slsamere issued and outstanding. Approximately 89.08%e issued and
outstanding shares are held by the record sharetsoild the United States, including 47,407,361 comshares held by Cede & Co. (Fast)

For the options granted to our directors, officamd employees, please refer to “—B. Compensatiddireictors and Executive
Officers.”

I TEM 7. M AJOR S HAREHOLDERS AND R ELATED P ARTY T RANSACTI ONS

A. Major Shareholders

Please refer to “Item 6. Directors, Senior Managemed Employees — Share Ownership.”

B. Related Party Transactions

Transactions with Lily Wang

Lily Wang, a principal shareholder of our compamwgs also our former director and chief financidiogfr from September 2003 to
March 2006.

In September 2003, we issued ten million new comsfares to Lily Wang in exchange for a 51% equitgriest in Sinovac Beijing
that Ms. Wang had contracted to buy from certaiBiobvac Beijing's then four shareholders for cesimediately before the above 51% share
transfer. This 51% equity interest in Sinovac Bgjjivas transferred to us directly from these shadeis and was recorded in the applicable
transfer instrument as a cash transaction. Thedasto these shareholders was payable by Ms. Widmggtransfer of the 51% equity interest
to us was registered and approved by relevant RIR€rgment authorities in August 2004. The commarreshwe issued to Ms. Wang were
issued at a price of $0.60 per share, represeappgoximately 37% of our outstanding common shemesediately after the issuance.

Tangshan Yian was one of the shareholders from wikigmVang contracted to buy the Sinovac Beijingityguterest described
above. Ms. Wang agreed to buy from Tangshan Yi&h.a2% equity interest in Sinovac Beijing for attasnsideration of approximately $1.8
million. This 15.72% equity interest was transfdrte us directly in our partial acquisition of Suaz Beijing described above. When we
acquired Tangshan Yian as a wholly owned subsidieNovember 2004, its assets included a promissoty from Ms. Wang for the
approximately $1.8 million purchase consideratiorOctober 2004, we and Ms. Wang entered into dgaexnd escrow agreement under
which Ms. Wang pledged three million of her shanesur company to us as collateral for this $1.8iam unpaid purchase consideration.
Under the agreement, Ms. Wang was to pay by Novethe?006, the unpaid purchase consideration begetith interest thereon at 5% per
annum in quarterly installments of $200,000 eadre have received full repayment from Lily Wang.

Transactions with Heping Wang
Heping Wang was our director from September 20086l 2006. Mr. Wang is also the brother of Lilyafg.
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In January 2004, we entered into a share purclgsement with Heping Wang to acquire from Mr. Want00% equity interest in
Tangshan Yian that he had contracted to purchase fiangshan Yian’s then existing two shareholderaédiately before the above 100%
share transfer. This 100% equity interest in TaagsYian was transferred to us directly from thdseholders and was recorded in the
applicable transfer instrument as a cash transaclioe purchase consideration we paid Mr. Wang(4p8.5 million of our new common
shares, issued at a price of $0.76 per share aradpg@missory note from us in the amount of $2illan. The foregoing purchase
consideration took into account the value of Taags¥ian with an increased registered capital bg $2illion that Mr. Wang had agreed to
subscribe for but had not yet paid. In connectidh ¢his acquisition, Mr. Wang issued us a promigsmte in the amount of $2.6 million in
respect of such unpaid capital contribution.

The transfer of the 100% equity interest to us agzoved by relevant PRC government authoritie©ctober 25, 2004. In
October 2004, our $2.2 million promissory note ta Mlang was canceled and Mr. Wang'’s $2.6 millioonpissory note was reduced by $2.2
million. Mr. Wang paid the $400,000 balance of pnemissory note in November 2004.

At the time of the above equity interest transfenf Mr. Wang to us, Tangshan Yian owed to ChinahHigch Investment Co., Ltd. a
loan in the principal amount of RMB9.0 million thatcurred in 2001 and 2002. In 2004, Tangshan ¥geed to pay China High Tech
Investment an aggregate amount of RMB 10.8 miliomprising the RMB9.0 million principal amount dietloan and a RMB1.8 million
funding fee, in two equal installments by Septen8r2005 and December 31, 2005, respectively. Stzang Yian further agreed, if it failed to
make either of these two loan installment paymentpay China High Tech Investment a default pgreitd.1% of the aggregate outstanding
loan balance per day. As of December 31, 2006hdtence was RMB4.0 million principal and RMB1.8lmn accrued interest. We fully
repaid these amounts in 2007.

In connection with the above equity interest transfr. Wang agreed to assume and indemnify Tamgsken’s loan obligations
owed to China High Tech Investment. In October 2002 and Mr. Wang entered into a pledge and esagreement, under which Mr. Wang
pledged 1.5 million of his shares in our companygas collateral to secure his indemnificatiorigattion owed to us in respect of the loan. W
e received a $ 1,3 94,3 33 cash payment repregehirnbalance of the $1.0 million in debt and edahterest assumed in connection with the
acquisition of Tangshan Yian in 2007. The loan ieen fully repaid.

Private Placement

In first quarter of 2008 , we issued and sold 2,600 common shares at a purchase price of $ 3ped Share to Sensor Capital
Management . T he purchaser of the common shareamwaxisting shareholder of our common sharesv@he of the common shares was
determined based on arm’s-length negotiations beivilee purchasers and us and was approved by atd bbdirectors.
Transactions with Certain Other Directors and Affiliates

We entered into two operating lease agreements@itha Bioway, a non-controlling shareholder ofdsiac Beijing , in 2004, with
respect to Sinovac Beijing’s production plant aalgoratory in Beijing for total annual rent of apxiroately RMB1.4 million ($204,575) . The
leases commenced on August 12, 2004 and have afetthyears. We entered into another operaagd agreement with China Bioway in
June 2007 with respect to Sinovac Beijing’s proiturcplant in Beijing for an annual rent of apprositaly RMB2.0 million ($298,855) . The
lease commenced in June 2007 and has a term @&fa28.yW e paid rent of $139,541, $494,373 and 33630 China Bioway for these leases
in 2007, 2008 and 2009 respectively.

We entered into a license agreement with a corjpora¢lated with China Bioway in respect to thelemark used on our products for
no consideration. This license agreement is noilusik@ and has been extended to August 20, 2011.

In 2007, 2008 and 2009, we paid $20,585, $143,0d1$421,119 to our directors for management coinguttervices and director
fees.

Share Options
See Item 6.B. “Directors, Senior Management and IByges — 2003 Stock Option Plan.”

C. Interests of Experts and Counsel

Not applicable.
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| TEM 8. F INANCIAL | NFORMATION

A. Consolidated Statements and Other Financial Infaama

We have appended consolidated financial statenfiggdsas part of this annual report.
Legal and Administrative Proceedings

In November 2008, a death of a minor in Beijing wegsorted, which coincided with the administratairHealive that we produced
two days prior. According to the autopsy resutig, government investigation confirmed that the lieats caused by myocarditis. However, in
June 2009, parents of the dead commenced a legadquling against us and other three defendantsijgd@Haidian District People’s Court
and claimed RMB616,858 ($90,370) as compensatisrth& date of this annual report, the case renpanding.

Other than as described above, we are not curramrty to any litigation or other legal proceegimrought against us. We are also
not aware of any legal proceedings, investigatioal@m, or other legal exposure that has a maaia temote possibility of having a material
adverse effect on our business, financial conditioresults of operations. We may be subject tallpgoceedings, investigations and claims
incidental to the conduct of our business from ttmé&me.

Dividend Policy

We have never declared or paid any dividends, noawe have any present plan to pay any cash div&lencdur common shares in 1
foreseeable future. We currently intend to retaostif not all, of our available funds and anyufigt earnings to operate and expand our
business.

Our board of directors has complete discretion betier to pay dividends. Even if our board of dives decides to pay dividends, !
form, frequency and amount will depend upon ownreioperations and earnings, capital requiremerdssarplus, general financial condition,
contractual restrictions and other factors thathibard of directors may deem relevant. Cash diddemn our common shares, if any, will be
paid in U.S. dollars.

We are a holding company, and we rely on the dividepaid by our majority-owned subsidiary, SinoBaging, and wholly owned
subsidiaries, Tangshan Yian and Sinovac Biologfcalpur cash needs, including the funds necedsgpgy any dividends and other cash
distributions to our shareholders, service any debtay incur and pay our operating expenses. @mpnt of dividends in China is subjec
limitations. Regulations in the PRC currently parpayment of dividends by our PRC subsidiaries anliyof accumulated profits as
determined in accordance with accounting standamdsregulations in China. Tangshan Yian is requioeskt aside at least 10% of its after-tax
profits each year to contribute to its reserve funtll the accumulated balance of such reserve faadhes 50% of the registered capital of
Tangshan Yian. Tangshan Yian is also requiredgerxe a portion of its after-tax profits to its dayee welfare and bonus fund, the amount of
which is subject to its board of directors. SinoBaijing and Sinovac Dalian are required to sede@sat the discretion of their boards of
directors, a portion of their after-tax profitstteir reserve fund, enterprise development fundeanglioyee welfare and bonus funds. These
funds are not distributable in cash dividends.

Furthermore, under the PRC Enterprise Income Tax r@mulgated on March 16, 2007 and its implemémnatules promulgated by
the State Council of China on December 6, 200 eifare deemed as a non-PRC tax resident entevgthsaut an office or premises in the
PRC, withholding tax at the rate of 10% will be kggble to dividends received by us from Tangsh#&myunless the tax is entitled to
reduction or elimination in accordance with anyufetPRC laws or regulations or an applicable taatyr between the PRC and Antigua and
Barbuda. As of the date of this annual report, gui and Barbuda has not entered into any suchdatigs with the PRC. Pursuant to the
double tax arrangement between Hong Kong and PRi@edds paid by a foreign-invested enterprise in@ to its direct holding company in
Hong Kong will be subject to withholding tax atate of no more than 5% (if the foreign investor ewdirectly at least 25% of the shares of the
foreign-invested enterprise for a period greatanth2 months), or otherwise 10%. Whether the fadereate will be applicable to dividends
received by Sinovac Hong Kong from our PRC subsielias subject to the approval of the PRC tax auities because it is unclear whether
Sinovac Hong Kong is considered as the benefisialar of the dividends in substance. The PRC talxaiites have discretion to assess
whether a recipient of the PRC-sourced income g am agent or a conduit, or lacks the requisiteam of business substance, in which case
the application of the tax arrangement may be deriibis new withholding tax imposed on dividend#dga us by our PRC subsidiaries would
reduce our net income attributable to the stocldrsld

B. Significant Changes

Except as disclosed elsewhere in this annual reperhave not experienced any significant changes she date of our audited
consolidated financial statements included in #imsual report.

62




Table of Contents
| TEM 9. T HE O FFER AND L ISTING

A. Offer and Listing Details

The table below sets forth, for the periods indidathe high and low closing prices on AmericarcBtexchange or NYSE Amex, and
the NASDAQ Global Market for our common shares.

Sales Price
High Low
Annual High and Low
2005 $ 79z $ 1.65
2006 5.2¢ 1.81
2007 8.3¢ 2.5C
2008 5.22 0.7%
2009 12.5( 1.0Z
Quarterly High and Low
First quarter 200: 5.22 3.0¢
Second quarter 20( 4.5t 3.28
Third quarter 200 3.9C 2.1¢
Fourth quarter 200 2.6( 0.7t
First quarter 200! 1.8¢ 1.0Z
Second quarter 20( 4.9¢ 1.4C
Third quarter 200! 12.5C 3.6C
Fourth quarter 200 9.97 5.5¢
First quarter 201 7.7¢ B5.77
Monthly High and Low
October 200¢ 8.6¢ 6.94
November 200! 9.97 7.07
December 200 7.6% 5.5¢
January 201! 7.7¢ 5.77
February 201! 6.94 5.9C
March 201C 7.07 5.9C
April 2010 (through April 15, 201 6.0C 5.52

B. Plan of Distribution

Not applicable.
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C. Markets

Our common shares traded on the OTC Bulletin Bfrant February 21, 2003 to December 7, 2004. Sineecbhber 8, 2004, our
common shares have been listed on the Americark &ochange, now the NYSE Amex. Since November 0692our common shares have
been listed on the NASDAQ Global Market under thmlsol “SVA.”

D. Selling Shareholders

Not applicable.
E. Dilution
Not applicable.

F. Expenses of the Issue

Not applicable.
| TEM 10. A DDITIONAL | NFORMATION
A. Share Capital

Not applicable.

B. Memorandum and Articles of Association

We are an Antiguan company with limited liabilignd our affairs are governed by our articles obiporation, by-laws and the
International Business Corporation Act. The foliograre summaries of material provisions of ouicke$ of incorporation, by-laws and the
International Business Corporations Act.

General

All of our outstanding common shares are fully paidl non-assessable. The common shares are isstegfistered form. Holders of
common shares are entitled to receive share catfs. Our shareholders who are non-residents tiuamay freely hold and vote their
common shares.

Dividends

The holders of our common shares are entitled¢h gividends as may be declared by our board etthirs subject to the
International Business Corporations Act.

Voting rights

Each common share is entitled to one vote on affersaupon which the common shares are entitlegtie.

A quorum required for a meeting of shareholderssisis of shareholders who hold at least a majofityur shares at the meeting
present in person or by proxy. Shareholders’ mgstare held annually and may be convened by aandbaf directors on its own initiative or
upon a request to the directors by shareholdediin aggregate at least five percent of ourddsshare capital. Advance notice of at leas
days is required for the convening of our annuakgal meeting and other shareholders meetings.

Unless the International Business Corporationsooérwise requires, resolutions to be passed bgttheeholders requires a simple
majority vote. Important matters such as changesit by-laws require a resolution passed by a ebshareholders holding a majority of all
the outstanding and issued shares.

Transfer of Common Shares

Our shareholders may transfer common shares byginddhe relevant share certificates, completispare transfer form or by other
proper evidence of succession, assignment or dtythortransfer.
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Liquidation
On a return of capital on winding up or otherwigthér than on conversion, redemption or purchas®wwimon shares), assets
available for distribution among the holders of ecoom shares shall be distributed among the holdgreeaccommon shares on a pro rata basis.
If our assets available for distribution are ingtiént to repay all of the paid-up capital, theeasswill be distributed so that the losses are &orn
by our shareholders proportionately.
Inspection of Books and Records
Holders of our common shares will have no genégakunder Antigua law to inspect or obtain copésur list of shareholders or ¢
corporate records. They may, however, access sarporate information as is publicly available ie tBompanies Registry in St. John's,
Antigua. We will also provide our shareholdershaannual audited consolidated financial statements.
Changes in Capital
We may from time to time by a resolution passeda lnyajority of the shares entitled to vote:
* increase the share capital by such sum, to beativicto shares of such classes and amount, asgbkition may prescribe;
« consolidate and divide all or any of our share tehjmto shares of a larger amount than our exgstimares;
*  sub-divide our existing shares, or any of them gitares of a smaller amount provided that in thaisision the proportion between
the amount paid and the amount, if any unpaid eh eeduced share shall be the same as it wasénofdlke share from which the

reduced share is derived;

«  cancel any shares which, at the date of the passitige resolution, have not been taken or agredx: ttaken by any person and
diminish the amount of our share capital by the amof the shares so cancelled.

We may by special resolution reduce our share alaguitd any capital redemption reserve in any maaathrorized by law.
Differences In Corporate Law

The International Business Corporations Act is niedi@after English law but does not follow many meceénglish law statutory
enactments. In addition, the International Busir@sgporations Act differs from laws applicable taitéd States corporations and their
shareholders. Set forth below is a summary of igpeifscant differences between the provisions @& thternational Business Corporations Law
applicable to us and the laws applicable to congsaimicorporated in the United States and theiretiwdders.
Mergers and Similar Arrangement

Antigua and Barbuda law does not provide for mergerthat expression is understood under UnitadsStarporate law. However,
there are statutory provisions for amalgamation fiacilitate the consolidation of companies, pr@ddhat the arrangement is approved by a
majority number of each class of shareholders aaditors with whom the arrangement is to be made,vého must in addition represent three-
fourths in value of each such class of shareholoiecseditors, as the case may be, that are prasentoting either in person or by proxy at a
meeting, or meetings, convened for that purpose.cbimvening of the meetings and subsequently ta@gement may be , but is not required

to be, sanctioned by the High Court of Antigua 8adbuda. While a dissenting shareholder has the tigexpress to the court hiew that the
transaction ought not to be approved, the courtbeaexpected to approve the arrangement if it detes that:

« the statutory provisions as to the dual majoritieMoave been met;
« the shareholders have been fairly representecean#eting in question;
« the arrangement is such that a businessman woagdmably approve; and

« the arrangement is not one that would more progeglganctioned under some other provision of tterhational Business
Corporations Act.
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When a take-over offer is made and accepted (wfthin months) by holders of 90% of the shares &éfécthe offerer may, within a
two month period, require the holders of the reiimgirshares to transfer such shares on the tertie afffer. An objection can be made to the
High Court of Antigua and Barbuda but this is ualikto succeed unless there is evidence of fraad féith or collusion.

If the arrangement and reconstruction is thus amatothe dissenting shareholder would have nosigbimparable to appraisal rights,
which would otherwise ordinarily be available tegBnting shareholders of United States corporatfoesiding rights to receive payment in
cash for the judicially determined value of thersisa

Shareholder’ Suits

We are not aware of any reported class action @vaté/e action having been brought in a court imtigua and Barbuda. In principle,
the company itself will normally be the proper olaint in actions against directors, and derivatot@as may not generally be brought by a
minority shareholder. However, based on Englisheuties, which would in all likelihood be of peesive authority in Antigua and Barbuda,
there are exceptions to the foregoing principleluding when:

e acompany acts or proposes to act illegally oaultres;
« the act complained of, although not ultra vireguieed a special resolution, which was not obtairsew
« those who control the company are perpetratingaautf on the minority.”

Director<’ Fiduciary Duties

Under Delaware corporate law, a director of a Dal@corporation has a fiduciary duty to the corporeand its shareholders. This
duty has two components: the duty of care and titg af loyalty. The duty of care requires that eedtor act in good faith, with the care that
ordinarily prudent person would exercise under lsidircumstances. Under this duty, a director nmfsrm himself of, and disclose to
shareholders, all material information reasonalBilable regarding a significant transaction. Théydf loyalty requires that a director act i
manner he reasonably believes to be in the beseists of the corporation. He must not use hisaratp position for personal gain or
advantage. This duty prohibits self-dealing byraetor and mandates that the best interest ofdipocation and its shareholders take
precedence over any interest possessed by a djrefftoer or controlling shareholder and not shiblog the shareholders generally. In general,
actions of a director are presumed to have beeremiadn informed basis, in good faith and in thedst belief that the action taken was in the
best interests of the corporation. However, thespmption may be rebutted by evidence of a brebohof the fiduciary duties. Should such
evidence be presented concerning a transactiordingetor, a director must prove the procedurahfess of the transaction, and that the
transaction was of fair value to the corporatios.agmatter of Antigua and Barbuda law, a direcf@mAntigua and Barbuda company is in
position of a fiduciary with respect to the compamy therefore it is considered that he owes thewing duties to the companya-duty to ac
bona fide in the best interests of the companytg dot to make a profit out of his position asedior (unless the company permits him to do
s0) and a duty not to put himself in a position rehthe interests of the company conflict with hésgonal interest or his duty to a thijpdrty. A
director of an Antigua and Barbuda company owedléacompany a duty to act with skill and care. dsvpreviously considered that a director
need not exhibit in the performance of his dutigsemter degree of skill than may reasonably be&eg from a person of his knowledge and
experience. However, English and Commonwealth schate moved towards an objective standard witarcetp the required skill and care
and these authorities are likely to be followed\ittigua and Barbuda.

Shareholder Action by Written Consel

Under the Delaware General Corporation Law, a aafjmn may eliminate the right of shareholdersdbley written consent by
amendment to its certificate of incorporation. Aot and Barbuda law and our by-laws provide thatediolders may approve corporate
matters by way of a unanimous written resoluti@med by or on behalf of each shareholder who whaice been entitled to vote on such
matter at a general meeting without a meeting bleeid.

Shareholder Proposal

Under the Delaware General Corporation Law, a $tudder has the right to put any proposal beforeatieual meeting of
shareholders, provided it complies with the nofiogvisions in the governing documents. A speciatting may be called by the board of
directors or any other person authorized to dmgbé governing documents, but shareholders maydaguded from calling special meetings.
Antigua and Barbuda law and our by-laws allow charsholders holding not less than five per cemtusfpaid up voting share capital to
requisition a shareholder’'s meeting. We are obldidainder our by-laws and the International Busin@asrporations Act to call shareholders’
annual general meetings.
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Cumulative Voting

Under the Delaware General Corporation Law, cunudatoting for elections of directors is not pern®it unless the corporation’s
certificate of incorporation specifically provides it. Cumulative voting potentially facilitatebe representation of minority shareholders on a
board of directors since it permits the minoritpisholder to cast all the votes to which the shaldeh is entitled on a single director, which
increases the shareholder’s voting power with retsioeelecting such director. As permitted undetigur and Barbuda law, our by-laws will
not provide for cumulative voting. As a result, slrareholders are not afforded any less protectionights on this issue than shareholders
Delaware corporation.

Removal of Director:

Under the Delaware General Corporation Law, a threaf a corporation with a classified board mayré@oved only for cause with
the approval of a majority of the outstanding shamatitled to vote, unless the certificate of ipayation provides otherwise. Under our by-
laws, directors can be removed by a majority vétthe shareholders.

Transactions with Interested Shareholders

The Delaware General Corporation Law contains énlegs combination statute applicable to Delawal®@ipgorporations whereby,
unless the corporation has specifically electedmbie governed by such statute by amendment teitgicate of incorporation, it is prohibite
from engaging in certain business combinations waitHinterested shareholder” for three years follmpthe date that such person becomes an
interested shareholder. An interested sharehokeleerglly is a person or group who or which ownewned 15% or more of the target’s
outstanding voting stock within the past three ge@his has the effect of limiting the ability opatential acquirer to make a two-tiered bid for
the target in which all shareholders would notreated equally. The statute does not apply if, ajrather things, prior to the date on which
such shareholder becomes an interested sharehthlddroard of directors approves either the businembination or the transaction which
resulted in the person becoming an interested kbkler. This encourages any potential acquirer@&kaware public corporation to negotiate
the terms of any acquisition transaction with #wgét’'s board of directors.

Antigua and Barbuda law has no comparable stafigt@ result, we cannot avail ourselves of the tyggwotections afforded by the
Delaware business combination statute. Howevédroagth Antigua and Barbuda law does not regulatestretions between a company and its
significant shareholders, it does provide that duahsactions must be entered into bona fide irb#st interests of the company and not with
the effect of constituting a fraud on the minogtyareholders.

Dissolution; Winding Up

Under the Delaware General Corporation Law, unles$oard of directors approves the proposal teotlie, dissolution must be
approved by shareholders holding 100% of the taitihg power of the corporation. Only if the diastdn is initiated by the board of directors
may it be approved by a simple majority of the cogbion’s outstanding shares. Delaware law allowgekware corporation to include in its
certificate of incorporation a supermajority votirggiuirement in connection with dissolutions ingi by the board. Under the International
Business Corporations Law, our company may be Wisdoliquidated or wound up only by the vote ofdess of two-thirds of our shares
voting at a meeting or the unanimous written retsotuof all shareholders.

Variation of Rights of Shares

Under the Delaware General Corporation Law, a aafgmn may vary the rights of a class of share& Wit approval of a majority of
the outstanding shares of such class, unless ttiBoede of incorporation provides otherwise. Unéatigua and Barbuda law and our laywvs,
if our share capital is divided into more than ctess of shares, we may vary the rights attachedyaclass only with the vote at a class
meeting of holders of two-thirds of the sharesuaftsclass or unanimous written resolution.
Amendment of Governing Documen

Under the Delaware General Corporation Law, a aatan’'s governing documents may be amended wetathproval of a majority
of the outstanding shares entitled to vote, urtlesgertificate of incorporation provides otherwids permitted by Antigua and Barbuda law,
our by-laws may only be amended with the vote dfiéis representing a majority of all our sharesngpissued and outstanding or the
unanimous written resolution of all shareholders.
Indemnification of Directors and Executive Officerand Limitation of Liability

Antigua and Barbuda law does not limit the extenthich a company’s by-laws may provide for indefieation of officers and
directors, except to the extent any such provisiay be held by the Antigua and Barbuda courts todograry to public policy,
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such as to provide indemnification against civélud or the consequences of committing a crime.b@daws permit indemnification of office
and directors for losses, damages, costs and eepémsirred in their capacities as such unless kssles or damages arise from negligence or
illegal action of such directors or officers. Thisndard of conduct is generally the same as pedninder the Delaware General Corporation
Law to a Delaware corporation. In addition, we haagered into indemnification agreements with deeators and senior executive officers
that provide such persons with additional indeneatibn beyond that provided in our by-laws.

Insofar as indemnification for liabilities arisimmder the Securities Act may be permitted to oteddors, officers or persons
controlling us under the foregoing provisions, veed been informed that in the opinion of the SE€hdndemnification is against public
policy as expressed in the Securities Act andaseiore unenforceable as a matter of United States

We have obtained directors and officers insuramogiging indemnification for our directors for cain liabilities.
Anti-takeover Provisions in the By-laws

Some provisions of our by-laws may discourage,ydetgprevent a change in control of our compangnanagement that shareholders
may consider favorable, including provisions thatharize our board of directors to issue preferesic@es in one or more series and to
designate the price, rights, preferences, privéegyed restrictions of such preference shares withioy further vote or action by our
shareholders.

However, under Antigua and Barbuda law, our dinectoay only exercise the rights and powers gratateéldem under our by-laws for
what they believe in good faith to be in the bagtiiests of our company.

Rights of Nor-resident or Foreign Shareholders
There are no limitations imposed by our by-lawstmrights of non-resident or foreign shareholdersold or exercise voting rights
on our shares. In addition, there are no provisiormir bytaws governing the ownership threshold above whidreholder ownership must

disclosed.

C. Material Contracts

We have not entered into any material contractsrdtian in the ordinary course of business andratfaa those described in Item 4,
“Information on the Company” or elsewhere in thimaal report on Form 20-F.

D. Exchange Controls

Foreign Currency Exchange

Pursuant to the Foreign Currency AdministrationeRuromulgated in 1996 and amended in 1997 andusaregulations issued by
State Administration of Foreign Exchange, or SA&E] other relevant PRC government authoritiesnrieli is freely convertible only to the
extent of current account items, such as tradéectl®ceipts and payments, interest and dividgddgital account items, such as direct equity
investments, loans and repatriation of investnufuire the prior approval from SAFE or its localaterpart for conversion of r enminbi into
a foreign currency, such as U.S. dollars, and tamie of the foreign currency outside the PRC.

Payments for transactions that take place withi€ IRRist be made in r enminbi. Unless otherwise agatoPRC companies must
repatriate foreign currency payments received fatmoad. Foreign-invested enterprises may retagigarexchange in accounts with
designated foreign exchange banks subject to aetapy SAFE or its local counterpart. Unless otligevapproved, domestic enterprises must
convert all of their foreign currency receipts imtenminbi.

E. Taxation
Antigua and Barbuda Taxation

We and our securities holders, other than thosdeesin Antigua and Barbuda, are exempt from Amdigind Barbuda income,
corporation or profits tax, withholding tax, capitmins tax, capital transfer tax, estate dutynberitance tax. We are not subject to stamp or
other similar duty on the issuance, transfer oenggtion of our common shares. Under Section 2tBeofnternational Business Corporations
Act of Antigua and Barbuda, the tax exemption we aar securities holders currently enjoy will coni in effect for a period of 50 years fr
our date of incorporation, which is March 1, 198@.reciprocal income tax treaty affecting us eximtveen Antigua and Barbuda and the
United States .
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United States Federal Income Taxation

The following discussion describes the material. JeSeral income tax consequences to U.S. Holéersl¢fined below) under current
law of an investment in our common shares. Thiswdision applies only to U.S. Holders that hold@mmon shares as capital assets
(generally, property held for investment) and hteeU.S. dollar as their functional currency. Tdiiscussion is based on the tax laws of the
United States as in effect on the date of this ahreport and on U.S. Treasury regulations in ¢ffecin some cases, proposed as of the date o
this annual report, as well as judicial and adntiaté/e interpretations thereof available on ordoefsuch date. All of the foregoing authorities
are subject to change, which change could apptgaetively and could affect the tax consequencssrisd below .

The following discussion does not deal with thedansequences to any particular investor or tsges in special tax situations such
as:

* banks and other financial institutions;

e insurance companies;

«  regulated investment companies;

* real estate investment trusts;

*  broker-dealers;

e traders that elect to use a mark-to-market metti@t@unting;

« U.S. expatriates;

« tax-exempt entities;

e persons liable for alternative minimum tax;

»  persons holding a common share as part of a seadetiging, conversion or integrated transaction;

»  persons that actually or constructively own 10%nare of the total combined voting power of all skes of our voting stock;

e partnerships or other pass-through entities, sqer holding our common shares through such esjtiie

¢ persons who acquired our common shares pursu#m texercise of any employee share option or otiseras compensation.
INVESTORS ARE URGED TO CONSULT THEIR TAX ADVISORSHGARDING THE APPLICATION OF THE U.S. FEDERAL
INCOME TAX RULES TO THEIR PARTICULAR CIRCUMSTANCE®S WELL AS THE ESTATE AND GIFT, STATE, LOCAL AND
FOREIGN TAX CONSEQUENCES TO THEM OF THE PURCHASBMNERSHIP AND DISPOSITION OF OUR COMMON SHARES .

The discussion below of the U.S. federal incomectansequences to “U.S. Holders” will apply to ybydu are a beneficial owner of
our common shares and you are, for U.S. federahmectax purposes :

. an individual who is a citizen or resident of theildd States;

* acorporation (or other entity taxable as a corjamgfor U.S. federal income tax purposes) createdrganized under the laws of the
United States, any State thereof or the Districolumbia,;

e an estate, the income of which is subject to Ue8efal income taxation regardless of its source; or

e atrustthat (1) is subject to the primary supéoviof a court within the United States and thetaarof one or more U.S. persons for
all substantial decisions or (2) has a valid etectn effect under applicable U.S. Treasury regometto be treated as a U.S. person.
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If a partnership (or other entity taxable as anghip for U.S. federal income tax purposes)hisreficial owner of our common
shares, the tax treatment of a partner in the pestiip generally will depend upon the status oféener and the activities of the partnership.

Taxation of Dividends and Other Distributions on @ @ommon Shares

Subject to the PFIC rules discussed below, thesgrasount of any distributions we make to you wibprect to our common shares
generally will be includible in your gross inconmethe year received as dividend income to the éxtext the distribution is paid out of our
current or accumulated earnings and profits (asrdened under U.S. federal income tax principl&s)the extent that the amount of the
distribution exceeds our current and accumulatedirgs and profits, such excess amount will betébéirst as a tax-free return of your tax
basis in your common shares, and then, to the estean excess amount exceeds your tax basis, #alggn. Any dividends we pay will not
be eligible for the dividends-received deductidowaéd to corporations in respect of dividends reegifrom other U.S. corporations .

With respect to certain non-corporate U.S. Holdexduding individual U.S. Holders, for taxable yedeginning before January 1,
2011, dividends may constitute “qualified dividéndome” eligible to be taxed at the preferentigkrapplicable to capital gains (currently, a
maximum rate of 15 percent), provided that (1) @mmon shares are readily tradable on an estatllsbaurities market in the United States,
or we are eligible for the benefits of a qualifyimgome tax treaty with the United States thatudek an exchange of information program,
(2) we are neither a PFIC nor treated as suchnegthect to you (as discussed below) for the taxgdde in which the dividend was paid and
preceding taxable year, and (3) certain holdingoderequirements are met. Under Internal Revenuei@eauthority, common shares are
considered for the purpose of clause (1) aboveteeldily tradable on an established securitiekebam the United States if they are listed on
the NASDAQ Global Market, as our common shareslae are treated as a “resident enterprise’PRC tax purposes under the new EIT
(see “Item 10. Additional Information — E. Taxatien PRC Taxation”), we may be eligible for the betsedf the income tax treaty between
the United States and the PRC . You should cogsuit tax advisors regarding the availability of tbwer capital gains rate applicable to
qualified dividend income for dividends paid wigsspect to our common shares.

Newly enacted legislation requires certain U.S.ddod that are individuals, estates or trusts togmagdditional 3.8% tax on, among
other things, dividends on our common shares falike years beginning after December 31, 2012. sfmuld consult your tax advisors
regarding the effect, if any, of this legislatiom an investment in the common shares.

Dividends generally will constitute foreign souineome for foreign tax credit limitation purposéshe dividends are taxed as
qualified dividend income (as discussed above)atheunt of the dividend taken into account for psgs of calculating the U.S. foreign tax
credit limitation generally will be limited to thgross amount of the dividend, multiplied by theusell tax rate applicable to qualified dividend
income and divided by the highest tax rate normatiglicable to dividends. The limitation on foreigixes eligible for credit is calculated
separately with respect to specific classes ofrimeo For this purpose, dividends distributed byvith respect to our common shares generally
will constitute “passive category income” but cquldthe case of certain U.S. Holders, constitggeneral category income .”

If PRC withholding taxes apply to dividends ptid/ou with respect to the common shares (see “t@rmAdditional Information —
E. Taxation — PRC Taxation”), subject to certaimditions and limitations, such PRC withholding texeay be treated as foreign taxes
eligible for credit against your U.S. federal inc®iax liability. The rules relating to the deteraion of the foreign tax credit are complex, and
you should consult your tax advisors regardingabailability of a foreign tax credit in your panti@r circumstance:

Taxation of Disposition of Our Common Shares

Subject to the PFIC rules discussed below, youredbgnize taxable gain or loss on any sale, exgdhan other taxable disposition of
a common share equal to the difference betweearttoint realized for the common share and your égiskin the common share. Your tax
basis in our common shares will generally equaktist of such shares. The gain or loss generallybwicapital gain or loss. If you are a non-
corporate U.S. Holder, including an individual Ut&lder, who has held the common share for mone time year, you will be eligible for
reduced tax rates. The deductibility of capitabksis subject to limitations.

Newly enacted legislation requires certain U.S.ddod that are individuals, estates or trusts togmagdditional 3.8% tax on, among
other things, capital gains from the sale or otligposition of our common shares for taxable yeaginning after December 31, 2012. You
should consult your tax advisors regarding thecefii€any, of this legislation on an investmentli® common shares.

Any gain or loss that you recognize on a dispositbour common shares generally will be treatetd & source income or loss for
foreign tax credit limitation purposes. Howevernyi are treated as a resident enterprise for PR@uigposes, we may be eligible for the
benefits of the income tax treaty between the Wn8&ates and the PRC. In such event, if PRC witlihgltax were to
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be imposed on any gain from the disposition ofatamon shares (see “ltem 10. Additional InformatierE. Taxation — PRC Taxation”), a
U.S. Holder that is eligible for the benefits oétimcome tax treaty between the United Statestan®RC may elect to treat the gain as PRC
source income. You should consult your tax advisegarding the proper treatment of gain or losgoiar particular circumstances .

Passive Foreign Investment Compa

Based on the market price of our common sharesydtue of our assets, and the composition of meome and assets, we do not
believe that we were a passive foreign investmentpany, or PFIC, for U.S. federal income tax pugsd®r our taxable year ended
December 31, 2009.

A non-U.S. corporation will be a PFIC for any thkayear if either :
e atleast 75% of its gross income for such yeaassjve income, or

* atleast 50% of the value of its assets (based@verage of the quarterly values of the asset&)glsuch year is attributable to as
that produce passive income or are held for thdyarion of passive income .

For purposes of the PFIC rules, passive incomeades, among other things, dividends, interestalt@®s, rents, annuities, and net
gains from certain commodity and foreign currermeysactions, subject to certain exceptions. Pagsbeane generally does not include rents
and royalties derived from the active conduct trbde or business (other than from a related pgr¥de will be treated as owning our
proportionate share of the assets and earningropogionate share of the income of any other c@fan in which we own, directly or
indirectly, at least 25% (by value) of the stock .

We must make a separate determination after tee @f each year as to whether we were a PFIQédryear. The composition of ¢
income and assets will be affected by how, and foiekly, we use any cash we generate from our dip@saor raise in any offering. Because
the value of our assets for purposes of the PROxa#l generally be determined by reference torttegket price of our common shares,
fluctuations in the market price of our common ssanay cause us to become a PFIC for any yeae #reva PFIC for any year during which
you hold our common shares, we generally will candito be treated as a PFIC with respect to yoalf@ucceeding years during which y
hold our common shares, unless we cease to beGdriel you make a “deemed sale” election with resjeecur common shares. If such
election is made, you will be deemed to have soldraon shares you hold at their fair market valug amy gain from such deemed sale would
be subject to the rules described in the followling paragraphs. After the deemed sale electiorn, gomnmon shares with respect to which
such election was made will not be treated as stiara PFIC unless we subsequently become a PFIC .

For each taxable year we are treated as a PFICregpect to you, you will be subject to specizrlrtdes with respect to any “excess
distribution” you receive and any gain you recogrfitom a sale or other disposition (including adgle) of the common shares, unless you
make a “mark-to-market” election as discussed belovaddition, a step-up in the tax basis of stimck PFIC may not be available upon the
death of an individual U.S. Holder. Distributionsuyreceive in a taxable year that are greater 12886 of the average annual distributions you
received during the shorter of the three precetiirgble years or your holding period for the commbares will be treated as an excess
distribution. Under these special tax rules :

» the excess distribution or recognized gain wilBllecated ratably over your holding period for ttenmon shares,

+ the amount allocated to the current taxable yeat,amy taxable years in your holding period prittte first taxable year in which \
became a PFIC, will be treated as ordinary incand,

» the amount allocated to each other year will bgesuitto the highest tax rate in effect for indivédisior corporations, as applicable, for
each such year, and the interest charge genemilicable to underpayments of tax will be imposedtee resulting tax attributable to
each such year .

The tax liability for amounts allocated to year®pto the year of disposition or excess distribntcannot be offset by any net
operating losses for such years, and gains (bubsesés) from a sale or other disposition of themmn shares cannot be treated as capital,
if you hold the common shares as capital assets .

If we are treated as a PFIC with respect to yowafy taxable year, to the extent any of our suasets are also PFICs or we make
direct or indirect equity investments in other ges that are PFICs, you will be deemed to owneshar such lower-tier PFICs that are directly
or indirectly owned by us in that proportion thia¢ tvalue of the common shares you own bears tealue of all of our common shares, and
you may be subject to the rules described in teegqaling two paragraphs with respect to the shdresot
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lower-tier PFICs that you would be deemed to owou ¥hould consult your tax advisors regarding h@ieation of the PFIC rules to any of
our subsidiaries .

A U.S. Holder of marketable stock (as defined bélowa PFIC may make a mark-to-market electionsfarh stock to elect out of the
PFIC rules described above regarding excess disiiis and recognized gains. If you make a manéoket election for the common shares,
you will include in income for each year that we arPFIC an amount equal to the excess, if artjreofair market value of the common she
as of the close of your taxable year over your stdfg basis in such common shares. You will be &tbav deduction for the excess, if any, of
the adjusted basis of the common shares overfdieimarket value as of the close of the taxableryelowever, deductions will be allowable
only to the extent of any net mark-to-market gainghe common shares included in your income far paxable years. Amounts included in
your income under a me-to-market election, as well as gain from the acsa#e or other disposition of the common sharei be treated as
ordinary income. Ordinary loss treatment will aptdythe deductible portion of any mark-to-markessl@n the common shares, as well as to
any loss from the actual sale or other dispositibtihe common shares, to the extent that the anwfusuch loss does not exceed the net mark-
to-market gains previously included for such comrabares. Your basis in the common shares will pgstet! to reflect any such income or
loss amounts. If you make a valid mark-to-marketgbn, the tax rules that apply to distributioscbrporations that are not PFICs would
apply to distributions by us, except that the prfigial rates with respect to qualified dividendame (discussed above under “—Taxation of
Dividends and Other Distributions on Our Commonr88g would not apply.

The mark-to-market election is available only fardrketable stock,” which generally is defined agkthat is traded in greater than
de minimisquantities on at least 15 days during each calematnter (“regularly traded”) on a qualified excharor other market, as defined in
applicable U.S. Treasury regulations. Our commareshare listed on the NASDAQ Global Market, whiikh qualified exchange or other
market for these purposes. Consequently, if thencomshares remain listed on the NASDAQ Global Magkel are regularly traded, and you
are a holder of common shares, we expect that #rk-to-market election would be available to yow& become a PFIC. Because a mark-to-
market election cannot be made for equity interiesésy lower-tier PFICs that we own, a U.S. Holdey continue to be subject to the PFIC
rules described above regarding excess distribsitaonl recognized gains with respect to its indirgerest in any investments held by us that
are treated as an equity interest in a PFIC for. f&&eral income tax purposes .

Alternatively, a U.S. Holder of stock in a PFIC nragpke a “qualified electing fund” election with pegt to such corporation to elect
out of the PFIC rules described above regardingexdistributions and recognized gains. A U.Sdelothat makes a qualified electing fund
election with respect to a PFIC will generally it in income such holdeso ratashare of the corporation’s income on a currentdbasi
However, you may make a qualified electing fundteds with respect to your common shares only iffurmish you annually with certain tax
information, and we currently do not intend to @egpor provide such information .

Under newly enacted legislation, unless othenpiewided by the U.S. Treasury, each U.S. shareholdae PFIC is required to file ¢
annual report containing such information as th®.Ureasury may require. Prior to such legislatob).S. shareholder of a PFIC was requ
to file Internal Revenue Service Form 8621 onlydach taxable year in which such shareholder redaiistributions from the PFIC,
recognized gain on a disposition of the PFIC stocknade a “reportable election.” If we become&=® you should consult your tax advisors
regarding any reporting requirements that may afpiyou.

You are urged to consult your tax advisors regardire application of the PFIC rules to your investinn our common shares .
Information Reporting and Backup Withholding

Dividend payments with respect to our common shanelsproceeds from the sale, exchange or redemgtionr common shares may
be subject to information reporting to the InterRalvenue Service and possible U.S. backup withhgldt a current rate of 28%. Backup
withholding will not apply, however, to a U.S. Heldthat furnishes a correct taxpayer identificatimmber and makes any other required
certification or that is otherwise exempt from bagkvithholding. U.S. Holders that are required stablish their exempt status generally must
provide such certification on Internal Revenue &ervvorm W-9. Under newly enacted legislation,tbotable years beginning after March 18,
2010, certain individuals holding the common shatégr than in an account at a financial institutioay be subject to additional information
reporting requirements. U.S. Holders should cdrtheir tax advisors regarding the applicationhef U.S. information reporting and backup
withholding rules .

Backup withholding is not an additional tax. Amosiatithheld as backup withholding may be crediteaiiagt your U.S. federal
income tax liability, and you may obtain a refurfcany excess amounts withheld under the backuphwitting rules by filing the appropriate
claim for refund with the Internal Revenue Senaoel furnishing any required information in a timetgnner .
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PRC Taxation

Under the former PRC Income Tax Law for Enterprigéh Foreign Investment and Foreign Enterprisay, dividends payable by
foreign-invested enterprises to non-PRC investanevexempt from any PRC withholding tax. In additiany interest or dividends payable, or
distributions made, by us to holders or benefici@hers of our common shares would not have beegjedto any PRC tax, provided that such
holders or beneficial owners, including individualsd enterprises, were not deemed to be PRC ré¢sideder the PRC tax law and had not
become subject to PRC tax.

Under the new EIT law, which took effect as of Jayul, 2008, enterprises established under the ddwen-PRC jurisdictions but
whose “de facto management body” is located in €hire considered “resident enterprises” for PR(pbtaposes. Under the implementation
regulations issued by the State Council relatinthéonew EIT law, “de facto management bodies’dmfined as the bodies that have material
and overall management control over the businessppnel, accounts and properties of an enterBigastantially all of our management are
currently based in China, and may remain in Chintné future. If we were treated as a “residen¢gmise”for PRC tax purposes, we would
subject to PRC income tax on our worldwide incorna aniform tax rate of 25% . D ividends receilidus from our PRC subsidiaries and
the capital gains derived from transferring ousB% interest to Sinovac Hong Kong may be exemph fRiRC withholding tax but be subject
to PRC income tax at 25% .

Under the new EIT law and its implementation regjates, dividends paid to a non-PRC investor areegaly subject to a 10% PRC
withholding tax, if such dividends are derived framurces within China and the non-PRC investooissidered to be a non-resident enterprise
without any establishment or place of businessiwi@hina or if the dividends paid have no connettigth the non-PRC investor’'s
establishment or place of business within Chindgsssuch tax is eliminated or reduced under aficate tax treaty. Similarly, any gain
realized on the transfer of common shares by sugstor is also subject to a 10% PRC withholdingftauch gain is regarded as income
derived from sources within China, unless suchgastiminated or reduced under an applicable taaty.

If we were considered a PRC “resident enterprigés’possible that the dividends we pay with respe our common shares, or the
gain you may realize from the transfer of our comrabares, would be treated as income derived fances within China and be subject to
the 10% PRC withholding tax.

F. Dividends and Paying Agents

Not applicable.

G. Statement by Experts

Not applicable.

H. Documents on Display

We are subject to the periodic reporting and oifiiarmational requirements of the Exchange Act.d&inthe Securities Exchange Act
of 1934, we are required to file reports and othfarmation with the SEC. Specifically, we are ueqd to file annually a Form 20-F:
(1) within six months after the end of each fisgedir, which is December 31, for fiscal years endiefpre December 15, 2011; and (2) within
four months after the end of each fiscal year el years ending on or after December 15, 2@dpies of reports and other information,
when so filed, may be inspected without chargeraag be obtained at prescribed rates at the puliisccence facilities maintained by the
Securities and Exchange Commission at JudiciargaRtB00 F Street, N.E., Washington, D.C. 20546,arhe regional office of the Securi
and Exchange Commission located at Citicorp Cebt#y,West Madison Street, Suite 1400, Chicagamditi 60661. The public may obtain
information regarding the Washington, D.C. Publafé&ence Room by calling the Commission at 1-80@G-8B830. The SEC also maintains a
web site ahttp://www.sec.gothat contains reports, proxy and information staets, and other information regarding registrams make
electronic filings with the SEC using its EDGAR . As a foreign private issuer, we are exemgrhfthe rules under the Exchange Act
prescribing the furnishing and content of quarteglyorts and proxy statements, and officers, dirsand principal shareholders are exempt
from the reporting and short-swing profit recovprgvisions contained in Section 16 of the Exchafge.

We will furnish the transfer agent of our commoargs, with our annual reports, which will includeegiew of operations and annual
audited consolidated financial statements prepiarednformity with U.S. GAAP, and all notices ofaskholders’ meetings and other reports
and communications that are made generally avaitabbur shareholders. The transfer agent willerslch notices, reports and
communications available to holders of our commizaras and, upon our request, will mail to all redoolders of our common shares the
information contained in any notice of a sharehddmeeting received by the transfer agent from us.
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In accordance with the NASDAQ Rules, we will pdsstannual report on Form 20-F on our webkttp://www.sinovac.com In
addition, we will provide hardcopies of our annteggort free of charge to shareholders upon request

l. Subsidiary Information

For a listing of our subsidiaries, see Item 4. {his annual report, “Information on the CompanyGtganizational Structure”.
ITEM 11. Q UANTITATIVE AND Q UALITATIVE D ISCLOSURES A BOUT M ARKET R ISK
Foreign Exchange Risk

Our revenues and costs and our expenses (othettganlollar denominated professional, investaatiehs and miscellaneous fees
related to our operations as a public companyfanently denominated entirely in r enminbi. Oupesure to foreign exchange risk primarily
relates to cash and cash equivalents denominatédsindollars as a result of our past issuanceswimon shares through a private placement
and proceeds from our public offering of commonreba Furthermore, the r enminbi prices of someefmaterials and supplies for reagent
kits that are imported from companies in the Uniseates, Finland and Sweden may be affected bjufitions in the value ofenminbi agains
the currencies of those countries. We do not belteat we currently have any significant direcefgn currency exchange rate risk and have
not hedged exposures denominated in foreign cugeme any other derivative financial instruments.

The value of the r enminbi against the U.S. dalad other currencies may fluctuate and is affebiedmong other things, changes in
China’s political and economic conditions. The cersion of r enminbi into foreign currencies, inchglU.S. dollars, has been based on rates
set by the People’s Bank of China. On July 21, 2698 PRC government changed its decade-old pofipggging the value of theenminbi tc
the U.S. dollar. Under the new policy, the r enmiatpermitted to fluctuate within a narrow and ragad band against a basket of certain
foreign currencies. This change in policy causedrtanminbi to appreciate approximately 21.5% agjdhre U.S. dollar over the following
three years. Since reaching a high against thedo!&r in July 2008, however, the r enminbi hasl&d within a narrow band against the U.S.
dollar, remaining within 1% of its August 2008 hight never exceeding it. As a consequence, thenirdm has fluctuated sharply since
July 2008 against other freely traded currencietamdem with the U.S. dollar. There remains sigaift international pressure on the PRC
government to adopt an even more flexible currgraicy, which could result in a further and morgrsficant appreciation of the r enminbi
against the U.S. dollar. By way of example, assgmve had converted a U.S. dollar denominated caknbe of $1.0 million as of
December 31, 2009 into r enminbi at the exchangeaf$1.00 for RMB6.8259 as of December 31, 2@0@h a cash balance would have been
RMB6.83 million. Assuming a further 1.0% appre®atiof the r enminbi against the U.S. dollar, sudash balance would have decreased to
RMB6.76 million as of December 31, 2009 .

Our financial statements are expressed in U.Sadohut our subsidiaries’ functional currency éminbi. The value of our shares
will be affected by the foreign exchange rate betwd.S. dollars and r enminbi. To the extent wellagsets denominated in U.S. dollars, any
appreciation of the r enminbi against the U.S.atatbuld result in a change to our statement ofaijpns and a reduction in the value of our
U.S. dollar denominated assets. On the other feaddcline in the value of r enminbi against the.ld@lar could reduce the U.S. dollar
equivalent amounts of our financial results, thiei@af your investment in our company and the divids we may pay in the future, if any, all
of which may have a material adverse effect orptiees of our shares.

Interest Rate Risk

Our exposure to interest rate risk relates primaalthe interest expenses associated with out-$éion and/or long-term bank
borrowings as well as interest income provided Xgess cash invested in demand and term deposthk. Iurowing and interest-earning
instruments carry a degree of interest rate ris&.nHAve not historically used, and do not expeas®in the future, any derivative financial
instruments to manage our exposure to interestVigkhave not been exposed nor do we anticipateyheiposed to material risks due to
changes in interest rates. The weighted effectiterést rate on our outstanding loans was 6.8785%6.and 5.78% for the years ended
December 31, 2007, 2008 and 2009. A hypotheticakase in interest rates of 1% would increase pouoal interest and financing expense:
$ 160,000 based on our outstanding indebtednesisacember 31, 200 9 .

ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN EQUITY SECURIT IES
Not applicable.
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PART I
ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES
None.
ITEM 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HO LDERS AND USE OF PROCEEDS

On February 2, 2010, we completed a follow-on gubffering of our common shares. In this foll@n-public offering, we issued a
sold a total of 11,500,000 common shares at $57&@mmon share. We received net proceeds of aippately $61.9 million, after deducti
underwriting discounts and commissions and estichatfering expenses payable by us. We intend ¢atlus net proceeds we received from
this offering for the following purposes:

* up to $30.0 million to fund the acquisition and ampion of production facilities and the enhancenoépiroduction lines ;

e up to $15.0 million to fund the research and dgwelent of our product candidates and the expandionrgproduct pipeline
and

» the remaining amount for general corporate purposes

The foregoing use of our net proceeds received tlosmoffering represents our current intentionsdshupon our present plans and
business condition. The amounts and timing of amperditure will vary depending on the amount ofhcgsnerated by our operations,
competitive and technological developments anddte of growth, if any, of our business. Accordinglur management will have significant
discretion in the allocation of the net proceeds@eeived from this offering. Depending on futuvemts and other changes in the business
climate, we may determine at a later time to usenttt proceeds for different purposes, includingyenent of certain of our outstanding bank
borrowings. Pending the use of the net proceeds$nt®ad to invest the net proceeds in a varietyagfital preservation instruments, including
short-term, investment-grade, interest-bearingumsents.

ITEM 15. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

As of the end of the period covered by this anmepbrt, our management, with the participationwf chief executive officer and
acting chief financial officer, has performed amlenation of the effectiveness of our disclosuretada and procedures within the meaning of
Rules 13a-15(e) and 15d-15(e) of the ExchangeBeadted upon this evaluation, our management hadurtedtthat, as of the end of the period
covered by this annual report, our existing disstescontrols and procedures were effective to pl@veasonable assurance that material
information required to be disclosed by us in thgorts that we file with, or submit to, the SEC enthe Exchange Act is recorded, processed,
summarized and reported within the time periodgiipd in by the SEC'’s rules and regulations .

Management’'s Annual Report on Internal Control over Financial Reporting

Our management is responsible for establishingnaaicitaining adequate internal control over finah@gorting as defined in
Rules 13a-15(f) and 15d-15(f) of the Exchange Agtir internal control system was designed to pvehsonable assurance regarding the
reliability of financial reporting and the prepacat and fair presentation of its published consaikdl financial statements. All internal control
systems, no matter how well designed, have inhdiraitations. Therefore, even those systems detethto be effective may not prevent or
detect misstatements and can provide only reasemeislirance with respect to financial statemepigpation and presentation. Also,
projections of any evaluation of effectivenessuufe periods are subject to the risk that contmdy become inadequate because of chanc
conditions, or that the degree of compliance withpolicies or procedures may deteriorate.

Our management conducted an assessment of théedfexss of our internal control over financial ogjng as of December 31,
2009 . In making this assessment, it used therierigstablished within the Internal Control—InteghFramework issued by the Committee of
Sponsoring Organizations of the Treadway Commis$8ased on this assessment, our management hdsdeamdthat, as of December 31,
2009, our internal control over financial reportings effective.
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Attestation Report of the Registered Public Accourihg Firm

The effectiveness of our internal control over fio&l reporting as of December 31, 2009 has beditealiby Ernst & Young LLP, an
independent registered public accounting firm thatited the financial statements included in theuahreport. The attestation report issue
Ernst & Young LLP on the effectiveness of interaahtrol over financial reporting can be found ogg#&-3 of this annual report.

Changes in Internal Control over Financial Reportirg

There were no changes in our internal control dwancial reporting during the year ended Decenddgr2009 that have materially
affected, or are reasonably likely to materiallieaf, our internal control over financial reporting

ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT

Our board of directors has determined that we ladVeast one audit committee financial expert sgnan our Audit Committee. Our
audit committee financial expert is Mr. Simon Arstar. Each member of our Audit Committee, includifig Anderson, satisfies the
“independence” requirements of the NASDAQ Marketplaule and Rule 10A-3 under the Exchange Act .

ITEM 16B. CODE OF ETHICS

Our board of directors has adopted a code of ethatsapplies to our directors, officers, employaed agents, including certain
provisions that specifically apply to our chief en@ive officer, chief financial officer, vice prelgints and any other persons who perform
similar functions for us. We have filed our codebakiness conduct and ethics as an exhibit ouramaport on Form 20-F (file no. 0®B2371
filed with the SEC on July 14, 2006 , and postexidbde on our website http://www.sinovac.comWe hereby undertake to provide to any
person without charge, a copy of our code of bissim@nduct and ethics within ten working days afterreceive such persawritten reques

ITEM 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following table sets forth the aggregate feesdiegories specified below in connection withtaierprofessional services rende
by Ernst & Young LLP, our principal external audgpfor 200 8 and 2009 . We did not pay any otkesfto our auditors during the periods
indicated below.

2008 2009
Audit fees® $500,70! $559,78.
Audit-related fee® — —
Tax consulting service fed® $ 16,00 —

(1) “Audit Fees” means the aggregate fees billegldioh of the fiscal years listed for professioealiees rendered by our principal auditors
for the audit of our annual financial statementd egview of financial statements included in ourrR@0-Fs or services that are normally
provided by accountants in connection with stafutord regulatory engagements for those fiscal years

(2) “Audit-Related Fees” means the aggregate fédlesilin each of the fiscal years listed for assgeand related services rendered by our
principal auditors that are reasonably relatedhéoperformance of the audit or review of our finahstatements and are not reported
under “Audit Fees.” The services comprising thesfeeder this category include the issue of conmétrers, rendering of listing advice,
and other audit-related services for the yearseieember 31, 2008 and December 31, 2009 .

(3) “Tax consulting service fees” means the aggregzes billed in each of the fiscal years listed fif@ssional services rendered by our
principal auditors for tax compliance, tax adviaeg tax planning.

Before our independent auditors are engaged teereamd/ services, the engagement is approved bsualit committee.
ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COM MITTEES

None.
ITEM 16E. PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS.

The table below is a summary of the shares repsechby us during 2009. No shares were repurchagatyd2009 except during the
months indicated and all shares were purchasdtiogen market.
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Total Number of Approximate
Common Shares Dollar Value of
Purchased as Shares that May
Total Number of Part of Publicly Yet Be
Common Shares Average Price Announced Purchased
Period Purchased Paid per Share Plan (M) Under the Plan®
January 1, 200- January 31, 200 20,51¢ $1.5( 20,51¢ $1,600,90
February 1, 200- February 28, 200 105,08( $1.31 105,08( $1,463,24
March 1, 200 March 31, 200¢ 110,77 $1.3¢ 110,77 $1,314,80
April 1, 2009- April 30, 2009 13,35¢ $1.4¢ 13,35¢ $1,294,89
Total 249,7 34 $1.34 249,734 Nil @

(1) We announced our share repurchase program on Dec@&nB008, which program provided for the repusehaf up to $2.0 million of ot
common share:
(2) Our share repurchase program expired on Decemi2€089,
ITEM 16F. CHANGE IN REGISTRANT'S CERTIFYING ACCOUNTANT
Not applicable.
ITEM 16G. CORPORATE GOVERNANCE

Our corporate governance practices do not diffemiy significant way from those followed by domestbmpanies under the listing
standards of the NASDAQ Global Market

PART Il
ITEM 17. FINANCIAL STATEMENTS
We have elected to provide financial statementsyant to Item 18.
ITEM 18. FINANCIAL STATEMENTS
The consolidated financial statements of our com@aa included at the end of this annual report.
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ITEM 19. EXHIBITS

Exhibit Number

Description of Document

11

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

4.10

Articles of Incorporation and E-laws of the Registrant, as last amended on Mar¢cR@16 (incorporated by reference
Exhibit 1.1 from our annual report on Form 20-Fe(fio. 001-32371) filed with the Securities and lkattge Commission
on July 14, 2006

Translation of a Lease between Sinovac Beijing@hiha Bioway Biotech Group Co., Ltd. related toudlding of
approximately 28,000 square feet , dated Augus2@@4 (incorporated by reference to Exhibit 4.Xrfrour annual report
on Form 2\-F (file no. 00:-32371) filed with the Securities and Exchange Cossion on July 14, 200t

Translation of a Lease between Sinovac Beijing@hiha Bioway Biotech Group Co., Ltd. related toudlding of
approximately 13,300 square feet , dated Augus2@@4 (incorporated by reference to Exhibit 4.2rfrour annual report
on Form 2\-F (file no. 00:-32371) filed with the Securities and Exchange Cossion on July 14, 200t

Translation of a Supplement Agreement to the Lebstseen Sinovac Beijing and China Bioway Biotecbup Co., Ltd.
(incorporated by reference to Exhibit 4.3 from annual report on Form 20-F (file no. 001-3237 ¥dilvith the Securities
and Exchange Commission on July 14, 2(

Stock Option Plan adopted on November 1, 2003 (parated by reference to Exhibit 4.4 from our arimeport on
Form 2(-F (file no. 00--32371) filed with the Securities and Exchange Cossion on July 14, 200!

Form of Employment Agreement between the RegisaadtWeidong Yin, dated July 7, 2006 (incorpordigdeference t
Exhibit 4.5 from our annual report on Form 20-Fe(fio. 001-32371) filed with the Securities and lkattge Commission
on July 14, 2006

Translation of Form of Employment Agreement betwi#enRegistrant or its subsidiary and any otherosexxecutive
officers of the Registrant or its subsidiary (inporated by reference to Exhibit 4.6 from our anmapbrt on Form 20-F
(file no. 002-32371) filed with the Securities and Exchange Cossinh on July 14, 2001

Form of Nor-disclosure, No-competition and Proprietary Information Agreemesiiween the Registrant or its subsidi
and any other senior executive officers of the Rtegint or its subsidiary (incorporated by referetacExhibit 4.7 from our
annual report on Form -F (file no. 00-32371) filed with the Securities and Exchange Cossinh on July 14, 200i

Translation of a Lease between Sinovac Beijing@huha Bioway Biotech Group Co., Ltd. related toltnigs of
approximately 37,000 square feet, dated June 4 @@Borporated by reference to Exhibit 4.8 fronm annual report on
Form 2(-F (file no. 00:-32371) filed with the Securities and Exchange Cossion on March 31, 200:

Share Purchase Agreement between Sinovac Biotetlaht Sensor Capital Management LLC dated Jar223r2008
(incorporated by reference to Exhibit 4.9 from aanual report on Form 20-F (file no. 001-3237¥dilwvith the Securities
and Exchange Commission on March 31, 2(

Exclusive Promotion Service Agreement between Sin®eijing and GlaxoSmithKline (China) Investmermt Q.td.,
dated July 30, 2007 (incorporated by referencextutiit 4.10 from our annual report on Form 20-Fe(fio. 001-32371)
filed with the Securities and Exchange CommissiniMarch 31, 2008
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411

4.12

4.13

4.14

8.1*

111

12.1~*
12.2*
13.1*
13.2*

15.1*

Equity Joint Venture Contract dated November 292Between Sinovac Biotech (Hong Kong) Ltd. anddalingan
Group Co., Ltd. (English Translation) (incorporatgdreference to Exhibit 99.1 from our current némm Form 6-K (file
no. 00:-32371) filed with the Securities and Exchange Cossion on January 20, 201

Memorandum of Understanding dated November 22, d@d®een Sinovac Biotech (Hong Kong) Ltd. and Dellmgang
Group Co., Ltd. (English Translation) (incorporatgdreference to Exhibit 99.2 from our current nefmm Form 6-K (file
no. 00:-32371) filed with the Securities and Exchange Cossinh on January 20, 201

Equity Interest Transfer Agreement dated DecemBeRQ09 between Sinovac Biotech (Hong Kong) Ltdl Bralian
Jingang Group Co., Ltd. (English Translation) (inmwated by reference to Exhibit 99.3 from our eatreport on Form 6-
K (file no. 00:-32371) filed with the Securities and Exchange Cossion on January 20, 201

Asset Acquisition Agreement dated February 10, [2dfiveen Sinovac Beijing and Beijing Xingchang Highh
Development Co., Ltd. (English Translatic

List of Subsidiarie:

Code of Business Conduct and Ethics of the Regis{iacorporated by reference to Exhibit 11.1 froor annual report o
Form 2(-F (file no. 00--32371) filed with the Securities and Exchange Cossion on July 14, 200!

CEO Certification Pursuant to Section 302 of theb&ae-Oxley Act of 200z
CFO Certification Pursuant to Section 302 of theb8ae-Oxley Act of 200z
CEO Certification Pursuant to Section 906 of theb&ae-Oxley Act of 200z
CFO Certification Pursuant to Section 906 of theh8ae-Oxley Act of 200z

Consent of Ernst & Young LL

Filed with this annual report on Form 20-F
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SIGNATURES

The registrant hereby certifies that it meets fthe requirements for filing on Form Z0and that it has duly caused and authorize
undersigned to sign this annual report on its Hehal

Sinovac Biotech Ltd
By: /s/ Weidong Yin

Name: Weidong Yir
Title: Chairman and Chief Executive Offic

Date: April 16, 2010
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Report of Independent Registered Public Accountindrirm

To the Board of Directors and Stockholders of
Sinovac Biotech Ltd.

We have audited the accompanying consolidated balsimeets of Sinovac Biotech Ltd. as of Decembe@09 and 2008, and the related
consolidated statements of income and compreheimgieene, changes in equity and cash flows for edi¢he three years in the period ended
December 31, 2009. These financial statementthareesponsibility of the Company’s managementr i@sponsibility is to express an
opinion on these financial statements based omodits.

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamBlgUnited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether the finatataiments are free of material
misstatement. An audit includes examining, on tliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements referre@love present fairly, in all material respedts,¢donsolidated financial position of Sinovac
Biotech Ltd. at December 31, 2009 and 2008, aacttimsolidated results of its operations and ish ¢lws for each of the three years in the
period ended December 31, 2009, in conformity Witlited States generally accepted accounting piliesip

As discussed in note 2 to the consolidated findistéiements, Sinovac Biotech Ltd. retrospectivtlginged its presentation of noncontrolling
interests with the adoption of new authoritativédgnce effective January 1, 2009.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bb@nited States), the effectivenes:
Sinovac Biotech Ltd.’s internal control over fingaaeporting as of December 31, 2009, based dar@iestablished in the Internal Control —
Integrated Framework issued by the Committee ohSpong Organizations of the Treadway Commissiah@ur report dated April 16, 2010
expressed an unqualified opinion thereon.

Vancouver, Canad /s/ Ernst & Young LLF
April 16, 2010 Chartered Accountan
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Report of Independent Registered Public Accountindrirm
on Internal Control Over Financial Reporting

To the Board of Directors and Stockholders of
Sinovac Biotech Ltd.

We have audited Sinovac Biotech Ltd.’s internaltomrover financial reporting as of December 31020based on criteria established in
Internal Control — Integrated Framework issuedhmy Committee of Sponsoring Organizations of theadweay Commission (the “COSO”
criteria). Sinovac Biotech Ltd.’s management ipoesible for maintaining effective internal contosler financial reporting, and for its
assessment of the effectiveness of internal cootret financial reporting included in the accomgagyManagement’s Report on Internal
Control over Financial Reporting. Our responsipii to express an opinion on Sinovac Biotech ktethternal control over financial reporting
based on our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightq®@nited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordwar financial reporting, assessing the risk
that a material weakness exists, testing and etiagutne design and operating effectiveness oftiratecontrol based on the assessed risk, and
performing such other procedures as we considezeessary in the circumstances. We believe thadadit provides a reasonable basis for our
opinion.

A company’s internal control over financial repogiis a process designed to provide reasonableaassuregarding the reliability of financial
reporting and the preparation of financial statetméor external purposes in accordance with gelyesaktepted accounting principles. A
company'’s internal control over financial reportingludes those policies and procedures that (ftaipeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettiiansactions and dispositions of the assetseofdmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgegaparation of financial statements in accor@awih generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (3) provide reasanabburance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company’s assets that could lrareterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. Also, projections of any
evaluation of effectiveness to future periods agjext to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.
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In our opinion, Sinovac Biotech Ltd. maintainedaihmaterial respects, effective internal contreér financial reporting as of December 31,
2009, based on the COSO criteria.

We also have audited, in accordance with the stdsdz the Public Company Accounting Oversight Bo@snited States), the accompanying
consolidated balance sheets of Sinovac Biotechdgaf December 31, 2009 and 2008, and the retatesblidated statements of income and
comprehensive income, changes in equity, and dagis for each of the three years in the period dridecember 31, 2009, and our report
dated April 16, 2010 expressed an unqualified apirthereon.

Vancouver, Canad /sl Ernst & Young LLF
April 16, 2010 Chartered Accountan
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SINOVAC BIOTECH LTD.
Incorporated in Antigua and Barbuda
Consolidated Balance Sheets
December 31, 2009 and 2008
(Expressed in U.S. Dollars)

ASSETS

Current assets
Cash and cash equivalel
Restricted cas
Short- term investments (note .
Accounts receivabl— net (notes 4 and ¢
Inventories (note £
Income tax refundabl
Prepaid expenses and deposits (note 1.
Deferred tax assets (note !

Total current assets

Property, plant and equipment(notes 7 and ¢
Long-term inventories (note 6)

Deferred tax assety(note 10)

Licenses and permits(notes 8 and ¢

Total assets

LIABILITIES AND EQUITY

Current liabilities
Loans payable (note
Accounts payable and accrued liabilities (note
Income tax payable (note 1
Due to related parties (note 12(
Dividends payable to n-controlling interesshareholder of Sinovac Beijir
Deferred revenue (note 1
Deferred tax liability (note 1C
Deferred research grants (note

Total current liabilities

Deferred government grants(note 18)
Loans payable(note 9)

Long term payable (note 13)

Deferred revenue(note 19)
Total long term liabilities

Total liabilities
Commitments and contingencie(notes 14, 23(a) and (k

EQUITY
Preferred stock

Authorized 50,000,000 shares at par value of $062@h Issued and outstanding:

Common stock (note 15)

Authorized: 100,000,000 shares at par value ofiéach Issued and outstanding: 42,585,261 |

— 42,893,928
Additional paid in capital
Accumulated other comprehensive incom
Dedicated reserves (note 11
Retained earnings (accumulated deficit

Total stockholders’ equity

Non-controlling interest (note 11)

2009 2008
$ 7495321 $ 32,894,10
64,40( —
7,313,14! —
24,540,13 19,486,59
9,5699,11 6,486,35.
— 348,01¢
466,34¢ 933,29°
1,375,17. 1,189,833
118,311,53 61,338,19
22,306,68 19,262,09
2,642,73 942,51
520,07 569,93°
695,10¢ 1,090,47
$ 144,476,14 83,203,22.
$ 17,697,82 8,024,27
17,784,50 11,909,03
6,413,73 —
— 46,971
— 115,67"
5,386,74 —
1,398,12 —
1,331,47 1,182,70:
50,012,41 21,278,66
2,646,66! 2,836,99
— 2,188,43!
407,79: —
6,942,82. —
9,997,28 5,025,43:
60,009,69 26,304,099
42,58t 42,89
42,533,87 41,629,50
4,225,191 4,143,22!
9,863,25. 5,549,68.
13,993,28 (1,651,53)
70,658,19 49,713,77
13,808,24 7,185,34!




Total equity 84,466,44 56,899,12.

Total liabilities and equity $ 144,476,144 $ 83,203,22

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

Incorporated in Antigua and Barbuda

Consolidated Statements of Income and Comprehehsioene
Years ended December 31, 2009, 2008 and 2007
(Expressed in U.S. Dollars)

2009 2008 2007
Sales(note 21) $ 84,197,18 $  46,496,90 $  33,541,18
Cost of sales- (exclusive of depreciation of land-use rights amtbrtization of

licenses and permits of $418,867 (2-$411,573; 200-$376,184; 20,063,36 9,936,34. 6,502,32
Gross profit 64,133,82 36,560,56 27,038,85
Selling, general and administrative expense(notes 12’ 18,247,81 17,462,67 11,958,49
Research and development expens- net of $251,436 (2008- $310,022; 2007

$843,910) in government research gr: 4,405,61! 2,767,40! 965,00(
Depreciation of property, plant and equipment and anortization of licenses

and permits 692,69¢ 749,61¢ 640,56¢
Total operating expense: 23,346,13 20,979,70 13,564,06
Operating income 40,787,68 15,580,86 13,474,79
Interest and financing expense (534,459 (701,63) (478,43¢)
Interest income and other income(note 12) 1,300,67. 290,56: 190,66¢
Income before income taxes and nc¢-controlling interest 41,553,90 15,169,78 13,187,02
Income tax expense(note 10) (11,140,52) (2,954,15) (1,974,11)
Consolidated net income 30,413,38 12,215,63 11,212,90
Less: income attributable to nor-controlling interest (10,454,99) (4,205,40) (3,562,50)
Net income attributable to stockholders $ 19,958,38 $ 8,010,22: $ 7,650,401
Net income $ 3041338 $ 12,215,63 $ 11,212,90
Other comprehensive income
Foreign currency translation adjustment 99,47: 2,269,02. 1,475,64.
Total comprehensive income 30,512,85 14,484,65 12,688,54
Less: comprehensive income attributable to nc-controlling interest (10,472,49) (4,287,66) (3,727,15)
Comprehensive income attributable to stockholder: $ 20,040,35 $ 10,196,99 $ 8,961,39.
Earnings per share(note 20) — basic $ 047 $ 0.1¢ $ 0.1¢

— diluted $ 0.4¢ $ 0.1¢ $ 0.1¢

Weighted average number of shares of common stockitstanding

— Basic 42,580,94 42,426,70 40,254,19

— Diluted 42,975,00 42,450,60 40,637,87

The accompanying notes are an integral part of thesfinancial statements.
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SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Consolidated Statements of Changes in Equity
(Expressed in U.S. Dollars)

Accumulated

other Retained
Additional compre- earnings/ Total Non-
Common stock Subscriptions paid in hensive Dedicated (accumulated stockholders’ controlling Total
Shares ~ Amount received capital income reserves deficit) equity interest Equity

Balance,
December 31,
2006 40,121,02 $40,12:$ 25,93¢ $30,295,72 $ 645,47.%$1,168,52!$(12,931,000$19,244,77 $2,062,581 $21,307,36

Stock-based
compensatiol — — — 179,74. — — — 179,74. — 179,74.

Payment to release
shares in escrow
(notel2(e) — — — 1,394,33 — — — 1,394,33 — 1,394,33

Exercise of stocl
options 184,00( 184 (25,939 240,19¢ — — — 214,44:; — 214,44;

Subscription:
received (note 1t — — 9,17( — — — — 9,17( — 9,17(

Other

comprehensive

income

- Other

comprehensive

income

attributable to

non-controlling

interest — — — — — — — — 164,65t 164,65¢
- Other

comprehensive

income

attributable to

stockholder: 1,310,98! — — 1,310,98! — 1,310,98!

Net income for the

year

- Netincome

attributable to

non-controlling

interest — — — — — — — — 3,562,50. 3,562,50:
- Net income

attributable to

stockholders — — — — — — 7,650,400 7,650,40! — 7,650,401

Transfer to dedicate
reserves (note 1° — — — — — 1,830,86 (1,830,86) — — —

Dividend to non-
controlling interes = = = = = = — — (2,892,05) (2,892,05i)

Balance,

December 31,
2007 40,305,02 $40,30t $ 9,17( $32,109,99 $1,956,451$2,999,39/$ (7,111,469)%$30,003,85 $2,897,68 $32,901,54

The accompanying notes are an integral part of thesfinancial statements.
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SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Consolidated Statements of Changes in Equity
(Expressed in U.S. Dollars)

Accumulated

other Retained
Additional compre- earnings/ Total Non-
Common stock Subscriptions paid in hensive Dedicated (accumulated stockholders’ controlling Total
Shares ~ Amount received capital income reserves deficit) equity interest equity

Balance,
December 31, 200 40,305,02 $40,30t $ 9,17( $32,109,99 $1,956,45(%$2,999,391%$(7,111,469%$30,003,85 $2,897,68 $32,901,54

Stoclk-basec
compensatiol — — — 66,54: — — — 66,54: — 66,54:

Exercise of stocl
options (note 15 88,90( 89 (9,270  133,70: — — — 124,62( — 124,62(

Private placement, n
(note 15) 2,500,000 2,50( — 9,687,50 — — — 9,690,00! — 9,690,00!

Shares bought back
but not canceled
(note 15) — — — (368,23/) — — — (368,239) — (368,239

Other comprehensiv

income
- Other comprehensi

income attributable

to non-controlling

interest — — — — — — — — 82,25¢ 82,25t
- Other comprehensi

income attributable

to stockholder: — — — — 2,186,76! — — 2,186,76! 2,186,76!

Net income for the

year
- Net income

attributable to non-

controlling interes — — — — — — — — 4,205,40 4,205,40
- Net income

attributable to

stockholders — — — — — — 8,010,22: 8,010,22. — 8,010,22:

Transfer to dedicatec
reserves (notel’ = = = = — 2,550,28! (2,550,28) — — —

Balance,
December 31, 200 42,893,92 $42,89: $ — $41,629,50 $4,143,22!$5,549,68 $(1,651,539$49,713,77 $7,185,34!$56,899,12

The accompanying notes are an integral part of thesfinancial statements.
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SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Consolidated Statements of Changes in Equity

(Expressed in U.S. Dollars)

Accumulated

other Retained
Additional compre earnings/ Total Non-
Common stock paid in hensive Dedicated (accumulated stockholders’ controlling Total
Shares Amount capital income reserves deficit) equity interest Equity
56,899, 1.

Balance,December 31, 200 42,893,922 $42,89: $41,629,50 $4,143,22!$5,549,68. $(1,651,53))$49,713,77 $ 7,185,34' $ 4
Stoclk-based compensatic — — 422,86( — — — 422,86( — 422,86(
Exercise of stock optior 234,10( 234 697,08t — — — 697,32( — 697,32(
Contribution from a forme

minority shareholde — — 115,67 — — — 115,67 — 115,67
Subscriptions received (note 1 — — 4,03t — — — 4,03t — 4,03t
Share buy bac(note 15 (a) (542,76°) (54%) (335,289 — — —  (335,83) —  (335,83)
Other comprehensive income

(loss)
- Other comprehensive income

attributable to non-controlling

interest — — — — — — — 17,50z 17,50z
- Other comprehensive income

attributable to stockholde — — — 81,97: — — 81,971 — 81,971
Net income for the yes
- Net income attributable to n-

controlling interes — — — — — — — 10,454,99 10,454,99
- Net income attributable to

stockholders — — — — — 19,958,38 19,958,38 19,958,38
-Transfer to dedicated reser

(note 17) — — — — 4,313,56" (4,313,56) — — —

Dividend to norcontrolling
interest

(3,849,60) (3,849,60)

Balance,December 31, 200  42,585,26 $42,58" $42,533,87 $4,225,191$9,863,25 $13,993,28 $70,658,19 $13,808,24 $84,466,44

The accompanying notes are an integral part of thesfinancial statements.
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SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Consolidated Statements of Cash Flows

Years ended December 31, 2009, 2008 and 2007
(Expressed in U.S. Dollars)

Cash flows from operating activities
Net income

Adjustments to reconcile net income to net cprovided by operating activitie

- deferred income tax¢

- stocl-based compensatic

- inventory provisior

- provision for doubtful accoun

- write-off equipment and loss on dispo

- research and development expenditures qualifieddeernment grar
- depreciation of property, plant and equiprrand amortization of licenses a

permits
- deferredgovernmengrantrecognizecin income
- accounts receivab
- inventories
- income tax payable (refundab
- prepaid expenses and depo
- long term payable, deferred revenue and advanoesdustomer:
- accounts payable and accrued liabili

Net cash provided by operating activities

Cash flows from financing activities
- Loan proceed
- Loan repaymer
- Proceeds from issuance of common sinet of share issuance co
- Repurchase of common sha
- Proceeds from shares subscril
- Cash received for debt settlem:
- Dividends paid to nc-controlling shareholdeof Sinovac Beijing
- Government grant receivi
- Due to related patrtie

Net cash provided by financing activities
Cash flows used in investing activitie

- Restricted cas

- Proceeds from disposal of equipm

- Shor-term investment

- Acquisition of property, plant and equipme
Net cash used in investing activitie
Exchange gain on cash and cash equivaler
Increase in cash and cash equivalen
Cash and cash equivalentsbeginning of yea
Cash and cash equivalentsend of yea
Supplemental disclosure of cash flow information

Cash paid for intere:

Cash paid for income tax

Supplemental schedule of r-cash activities

Acquisition of property, plant and equipment inaddn accounts payable anc

accrued liabilities

2009 2008 2007
$ 3041338 $ 1221563 $  11,212,90
1,261,82: (487,01) (229,05
422,86( 66,54: 179,74
593,45 962,77 373,47
17,74« 23,61 455,67
169,67¢ 126,23 4,01¢
(251,43 (310,02;) (843,91()
2,239,13! 1,768,68 1,401,89:;
(1,119,05) (79,669 —
(5,019,69)) (1,366,18) (6,774,08)
(5,384,94) (4,341,07) (1,832,19)
6,758, 75! (342,61 _
468,78: 229,40 (859,41))
12,722,28 — _
5,118,741 2,038,53 1,227,12i
48,411,50 10,504,83 4,316,18.
17,687,47 8,617,90. 3,938,45!
(10,232,42) (7,181,58) (2,730,66)
697,32( 9,814,70 214,44;
(335,83) (368,32) —
4,03 — 9,17(
_ — 1,394,33;
(3,846,50) (2,947,87) (839,46
1,318,85 383,49 3,531,28!
_ — 46,97
5,292,93. 8,318,32 5,564,52!
(64,400) — 24,21

— 16,84¢

(7,308,87) _ —
(4,320,06) (3,976,45)) (2,466,46)
(11,693,33) (3,959,61) (2,442,25)
48,01 959,05t 384,21
42,059,11 15,822,60 7,822,66!
32,894,10 17,071,49 9,248,83;
$ 7495321 $ 32,804,10 $ 17,071,49
$ 914,54t $ 604,07¢ $ 453,17
$ 306644 $ 428139 $ 196839
$ 112033 $ 451,36; $ 588,97




The accompanying notes are an integral part of thesfinancial statements
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SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Notes to Consolidated Financial Stateme
December 31, 2009 and 2008
(Expressed in U.S. Dollars)

1.

Nature of Business and Basis of Presentation

These consolidated financial statements are thibSeovac Biotech Ltd. (the “Company”) and its siglieries. All significant
intercompany transactions have been eliminated.

The Company, through its 71.56% owned subsidianp\&ic Biotech Co., Ltd. (“Sinovac Beijing”) and 26@wned subsidiary
Tangshan Yian Biological Engineering Co., Ltd. (fighan Yian”), operates in China and is in thermss of research and
development, production and sale of pharmaceuyticaducts. Sinovac Beijing was incorporated unberlaws of China on April 28,
2001. Tangshan Yian was incorporated under the tdv@Zhina on February 9, 1993 and was acquiredh&yCompany in

January 2004.

The Company incorporated a 100% owned subsididlgdc§inovac Biotech (Canada) Ltd. (“Sinovac Carigdander the Canadian
Business Corporations Act, on May 12, 2004. Siocdvanada had no operations since incorporation.

The Company incorporated a 100% owned subsididlgdc&inovac Biotech (Hong Kong) Ltd. (“Sinovac HpKong”) under the
Hong Kong Business Corporations Act, on October2BD8. On July 22, 2009, the Company completecdagreorganization by
transferring its 71.56% owned subsidiary Sinovaiimgto Sinovac Hong Kong.

The Company incorporated a 100% owned subsididlgdcBeijing Sinovac Biological Technology Co., L{dSinovac Biological”),
under the laws of China on May 7, 2009. Sinovaddgjical will focus on research and developmentiofdgical vaccines, and offer
biological technology related consulting services.

Ownership in Chinese subsidiaries, as well as §iesrand permits, involve certain inherent riskstdube complexity of the
governmental rules in China. Such ownership cbeld¢hallenged by China government authorities.hEdt¢hese matters is subjec
uncertainty, and it is possible that some of theagters may result in unfavorable outcome for tben@any.
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SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Notes to Consolidated Financial Stateme
December 31, 2009 and 2008
(Expressed in U.S. Dollars)

2. Significant Accounting Policies
€) Use of Estimates

In preparing the Comparg/consolidated financial statements, managemeatjisred to make estimates and assumption
affect the reported amounts of assets and liaslitihe disclosure of contingent assets and liegsilat the date of the financ
statements, and the reported amounts of revenuexqethses during the reporting periods. Signifiestimates made by
management include: provision for product retuatiswance for doubtful accounts; useful lives ofoatizable intangible
assets; and provisions for income taxes and rdwliigaof deferred tax assets. On an ongoing basenagement reviews its
estimates to ensure that these estimates appmpniaflect changes in the Company’s business awdinformation as it
becomes available. If historical experience aneothctors used by management to make these essidatnot reasonably
reflect future activity, the Company’s consolidafathncial statements could be materially impacted.

(b) Cash and Cash Equivalents

Cash equivalents consist of highly liquid investitsehat are readily convertible to cash with maieesiof three months or
less when purchased. Cash equivalents as of Dec&hp2009 and 2008 are short-term deposits in bank

(©) Restricted Cash

Restricted cash is cash held as collateral fotterlef credit issued and is classified based emtiture of such facilities. As
of December 31, 2009, the balance of $64,400 reptesash collateral for a letter of credit foripguent purchase which is
due before May 31, 2010.

(d) Short-term Investments

Short-term investments are classified as beingahlatfor-sale and are reported at fair value withunrealized gains and
temporary unrealized losses recognized in othempcehensive income. Other-than-temporary credielesisat represent a
decrease in the cash flows expected to be collextdte short-term investments are recognized tiineeme. Short-term
investments as of December 31, 2009 represent @igpbonds. Related fees and costs are recordeuhgolidated
statements of income when they are incurred.

(e) Accounts Receivable
The Company extends unsecured credit to its custoimehe ordinary course of business but mitigitesassociated risks by
performing credit checks and actively pursuing st accounts. An allowance for doubtful accoism&stablished and

recorded based on management’s assessment oethiehistory with the customer and current relatips with them.
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SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Notes to Consolidated Financial Stateme
December 31, 2009 and 2008
(Expressed in U.S. Dollars)

2.

Significant Accounting Policies (continued)

(f)

()

(h)

(i)

Inventories

Inventories are stated at the lower of cost oraeginent cost with respect to raw materials andbtlver of cost and net
realizable value with respect to finished goodswaodk in progress. Cost of work in progress amikfied goods is generally
determined on weighted average cost basis anddesldirect material, direct labour and overheadt ralizable value
represents the anticipated selling price less es¢ichcosts of completion and distribution.

Property, Plant and Equipment

Property, plant and equipment are recorded at igmificant additions and improvements are céipéd, while repairs and
maintenance are charged to expenses as incurggdprizent purchased for specific research and dpusdot projects with
no alternative uses are expensed. Depreciatipnoplerty, plant and equipment generally is computgdg the straight-line
method based on the estimated useful lives of4beta as follows:

Plant and building 30 years

Lanc-use rights term of leases, ranging from 28 to 49 ye
Machinery and equipme 8 to 10 year:

Motor vehicles 5 years

Office equipment and furnitul 3to 5 year:

Leasehold improvemen Lesser of useful lives and term of le:

Licenses and Permits

The Company capitalizes the purchase cost of vasdfrthe vaccine has received a new drug cendif@m the China State
Food and Drug Administration (“SFDA”). If the vace has not received a new drug certificate, thelage cost is expensed
as in-process research and development.

Licenses and permits, in relation to the productind sales of pharmaceutical products in Chinaaarertized on a straight-
line basis over their useful lives, which are estied to be 10 years. Useful life of licenses agwinit is subject to the
uncertainties described in note 1.

Impairment of Long-Lived Assets
Long-lived assets including intangible assets stthifgamortization are reviewed for impairment wénegr events or changes
in circumstances indicate that the carrying valighe asset may not be recoverable from the futndéscounted net cash
flows expected to be generated by the asset.el&fset were not fully recoverable, an impairmesd lvould be recognized
for the difference between the carrying value efdlsset and its estimated fair value
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SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Notes to Consolidated Financial Stateme
December 31, 2009 and 2008
(Expressed in U.S. Dollars)

based on discounted net future cash flows. There we impairment adjustments to the carrying valutae longlived asset
for the years ended December 31, 2009, 2008 and. 200
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SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Notes to Consolidated Financial Stateme
December 31, 2009 and 2008
(Expressed in U.S. Dollars)

2.

Significant Accounting Policies (continued)

1)

Income Taxes

The Company recognizes deferred tax liabilities askts for the expected future tax consequenaageots that have been
recognized in the Company’s financial statementaoreturns using the liability method. Undeisthethod, deferred tax
liabilities and assets are determined based otethporary differences between the financial statesnand tax bases of
assets and liabilities using enacted tax rateffé@tten the years in which the differences areestpd to reverse. A valuation
allowance is provided for the portion of deferrad sissets that is more likely than not to remaiealized. Deferred tax
assets and liabilities are measured using enaatectes and laws.

On January 1, 2007, the Company adopted the guedasued by the Financial Accounting Standards @¢&ASB”)
“Accounting for Uncertainty in Income Taxes — ateirpretation of FASB Statement No. 109 (“FIN 4&%dified in the
FASB Accounting Standards Codification (“ASC”) 748come Taxes. ASC 740 prescribes a more-likely-rat thresholi
for financial statement recognition and measureréattax position taken or expected to be takemtiax return. ASC 740
also provides guidance on the recognition and @grtion of income tax assets and liabilities; siisation of current and
deferred income tax assets and liabilities accagritir interest and penalties associated with tssitipns; accounting for
income taxes in interim periods and income taxldi&aes.

The tax benefit from an uncertain tax positioneisagnized only if it is more likely than not thhettax position will be
sustained upon examination by the appropriate geairthority, based on the technical merits of th&tppn. The tax benefits
recognized from such a position are measured b@sége amount that is greater than 50% likely afitpeealized upon
settlement. Liabilities associated with uncertaix positions are classified as long-term unleseebqul to be paid within one
year. Interest and penalties related to uncergdipositions, if any, are recorded in the providiamincome taxes and
classified with the related liability on the coridated balance sheet.

The Company has reviewed the tax positions taketn, be taken, in its tax return for all tax yeamsrently open to
examination by a taxing authority in accordancélite recognition and measurement standards of ARCThe Company
is not under examination by any authority for in@tax purposes and has not applied any incomalitag €xtension.

The Company is not subject to taxation in the Ulg& Company’s taxing jurisdiction is Antigua andrBada . Sinovac Hong
Kong’s taxing jurisdiction is Hong Kong. Sinovacr@ala has had no transactions/activities since tirmepThe Company’s
three subsidiaries, Sinovac Beijing, Tangshan “iath Sinovac Biological’s taxing jurisdiction is @hi Income tax returns
filed by the Company and its active subsidiarieg Hre subject to examination are Sinovac Beijimgj Bangshan Yian for tr
years since 2004.
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SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Notes to Consolidated Financial Stateme
December 31, 2009 and 2008
(Expressed in U.S. Dollars)

2.

Significant Accounting Policies (continued)

(k)

o

(m)

Revenue Recognition

Sales revenue is recognized when persuasive ewd#ran arrangement exists, the price is fixeddatdrminable, delivery
has occurred and there is a reasonable assurano#exttion of the sales proceeds. The Compangmgdlg obtains purchase
authorizations from its customers for a specifistbant of products at a specified price and considefivery to have
occurred when the customer takes possession gftlieicts. The Company provides its customers avithited right of
return. Revenue is recognized upon delivery. Anasfor sales returns is reviewed each year basédtstorical experience
and the best estimation of the management fordhert year. The Company has demonstrated thigyatbilmake reasonak
and reliable estimates of products returns in ataooee with ASC 605, Revenue Recognition SubtopiPrbslucts.

Deferred revenue is generally relating to goverrinséockpiling programs and advances received frogtamers. The
Company generally obtains purchase authorizatiam fts customers for a specified amount of proslatta specified price
and revenue is recognized when the customer take®d/ of the products. If the products expireopttio delivery, the portic
of deferred revenue relating to these expired prtsis recognized as revenue on product expiry. date

Shipping and handling fees billed to customersrateided in sales. Costs related to shipping amdlting are part of selling
expenses in the consolidated statements of opesatim 2009, $1,387,766 (2008 - $935,457; 200367$394) related to
shipping and handling costs was included in sekirgenses in the accompanying consolidated statsraéoperations.

Advertising Expenses

Advertising costs are expensed as incurred andded in selling expenses. Advertising costs wéig6iL4 for the year
ended December 31, 2009 (2008 - $94,240; 2007 ,388Y.

Research and Development

Research and development costs are charged tatiopsras incurred and are listed as a separatédimeon the Company’s
consolidated statements of income.

Government grants for reimbursement of researcldamdlopment expenses are taken into income ipehed in which the
expenses are incurred and the conditions imposékebgovernment authorities are fulfilled. Govermingrants recognized
are offset against research and development expémiee Company'’s consolidated statements of ircom
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SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Notes to Consolidated Financial Stateme
December 31, 2009 and 2008
(Expressed in U.S. Dollars)

(n) Government Grant for Capital Expenditure

Government grants for building production faciktiare deferred and amortized into other incomesdinee manner as the
production facilities are amortized.

2. Significant Accounting Policies (continued)
(0) Foreign Currency Transaction

The Company and its active subsidiaries maintagir giccounting records in their functional curresgiU.S. dollars and
Renminbi Yuan (“RMB”), respectively. The Compangrtslates foreign currency transactions into itgfiomal currency in
the following manner:

At the transaction date, each asset, liabilityereie and expense is translated into the functimmaéncy by the use of the
exchange rate in effect at that date. At the pleeind, foreign currency monetary assets, and iligsilare re-evaluated into
the functional currency by using the exchange iratdfect at the balance sheet date. The resuitirejgn exchange gains e
losses are included in operations.

The assets and liabilities of the foreign subsidgrSinovac Beijing, Tangshan Yian, Sinovac Homméland Sinovac
Biological, are translated into U.S. dollars athextge rates in effect at the balance sheet daggeriRe and expenses are
translated at average exchange rate. Gain aneslfissn such translations are included in stockérsidequity as a
component of other comprehensive income.

(P) Stock-based Compensation
Compensation expense for costs related to all dbased payments, including grants of stock optisnigecognized through a
fair-value based method. The Company uses the Bablles option-pricing model to determine the Yaiue for the
awards. The value of the portion of the award ihattimately expected to vest is recognized gseage over the service
period in the statement of income.

(q) Comprehensive Income
The Company’s comprehensive income consists ofaetings and foreign currency translation adjustmen

n Earnings Per Share
Earnings per share (“EPS”) are calculated in acord with FASB guidance codified in ASC 260, Eagsiper Share. Basic
earnings per share are computed by dividing théngetme available to common stockholders by theghieid average
number of common shares outstanding during the Y@huited earnings per share is computed in acecarelavith the treasury

stock method and based on the weighted averagearushbommon shares and dilutive common share atgrits of option:
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SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Notes to Consolidated Financial Stateme
December 31, 2009 and 2008
(Expressed in U.S. Dollars)

2.

Significant Accounting Policies (continued)

()

Financial Instruments and Concentration of CrekR
Fair Value of Financial Instruments

Assets and liabilities subject to fair value measugnts are required to be disclosed within a sigelci&ir value hierarchy.
The fair value hierarchy ranks the quality andadgility of inputs, or assumptions, used in the dateation of fair value and
requires assets and liabilities carried at faiugab be classified and disclosed in one of thieohg categories based on the
lowest level input used that is significant to atjgalar fair value measurement:

 Level 1 — Observable inputs that reflect quotedgsi(unadjusted) for identical assets or liabgitireactive markets.

* Level 2 — Inputs other than quoted prices incluthedevel 1 that are observable for the asset tilitg, either directly or
indirectly. Level 2 inputs include quoted prices $imilar assets or liabilities in active markeisguoted prices for identical
or similar assets and liabilities in markets that mot active.

* Level 3 — Unobservable inputs for the asset oiilitgb

As of December 31, 2009 and 2008, the Company alithave any Level 3 financial assets. As of Decerfithe 2009, the
Company’s Level 2 financial assets were short-terrestments measured at fair value. As of Decer8be2009 and 2008,
the Company did not have financial liabilities me&sl at fair value on a recurring basis.

The fair values of financial instruments are estadaat a specific point in time, based on relevaformation about financial

markets and specific financial instruments. Asthestimates are subjective in nature, involvingea@inties and matters of
significant judgment, they cannot be determinedh\pitecision. Changes in assumptions can significaffect estimated fa

values.

The carrying values of cash and cash equivalesssiicted cash, short-term investments, accountvwable, shorterm loan:
payable, accounts payable and accrued liabilithes,to related parties and dividend payable apprate their fair value
because of their short term nature. The fair v@bfdoans payable are based on the estimateduwlitenb value of future
contractual cash flows. The discount rate is estiih using the rates currently offered for debhwimilar remaining
maturities.
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2.

Significant Accounting Policies (continued)

Exchange Rate Risks

The Company operates in China, which may givetdsggnificant foreign currency risks from fluctiats and the degree of
volatility of foreign exchange rates between USatsland the Chinese RMB. In 2009, foreign exchayaje of $8,808 (200
- $77,205; 2007 -#18,105) is included in selling, general and adstiative expenses. As at December 31, 2009, $6489¢
(RMB 444,362,763) (2008 - $21,748,447 (RMB 149,268); 2007 - $13,461,221 (RMB 98,456,715)), of dash
denominated in RMB and is held in China.

Concentration of Credit Risks

Financial instruments that potentially subject @@mpany to concentration of credit risks consighgrily of cash and cash
equivalents, accounts receivables, and short-tevestments, the balances of which are stated ocatheolidated balance
sheets which represents the Company’s maximum expofhe Company places its cash and cash equisafehigh credit
quality financial institutions. Concentration okdit risks with respect to accounts receivabldisked to the concentration of
revenue. The Company’s customers are various gmenhagencies in China. No single customer accduitemore than
10% of total sales for the years ended Decembe2(19, 2008 and 2007 except for government stoekpitchases (note
21). To manage credit risk, the Company perforngoorg credit evaluations of customers’ financiahdibion. The
Company does not require collateral or other sgctoisupport financial instruments subject to dredks.

Interest Rate Risks

The Company is subject to interest rate risk. ifiterest-bearing loans are short-term or at vagiadie based on the
respective banks’ floating lending rates (note 9).

F-19




Table of Contents

SINOVAC BIOTECH LTD.

Incorporated in Antigua and Barbuda
Notes to Consolidated Financial Stateme
December 31, 2009 and 2008
(Expressed in U.S. Dollars)

2.

Significant Accounting Policies (continued)

(®)

Recently Adopted Accounting Standards

Effective July 1, 2009, the Company adopted FASECA®5-10, “Generally Accepted Accounting PrincigleésSC 105-10
establishes the FASB Accounting Standards Codifin&t (the “Codification”) as the source of authative accounting
principles recognized by the FASB to be appliethimpreparation of financial statements in conftymiith U.S. GAAP. As
the issuance of the codification does not chang GAAP, its adoption did not have any impact an@ompany’'s
consolidated financial statements.

Effective January 1, 2009, the Company adoptedaguaid issued by the FASB, which is included in tloeification in ASC
805, Business Combinations. Under ASC 805, an aioguentity is required to recognize all the assetguired and liabilities
assumed in a transaction at the acquisition-datedtue with limited exceptions. The Company hdsged this standard but
the impact on accounting for business combinatwitioe dependent upon future acquisitions.

Effective April 1, 2009, the Company adopted gumaissued by the FASB that relates to accounting$eets acquired and
liabilities assumed in a business combination &nige from contingencies, which is included in @aification in ASC 805-
10. The guidance amended and clarified the iniéiebgnition and measurement, subsequent measuremenccounting, al
related disclosures arising from contingencieslimsiness combination. ASC 805-10 applies to aktssacquired and
liabilities assumed in a business combination #nige from contingencies that would be within thepe of FAS No. 5 if not
acquired or assumed in a business combinationpéfaeassets or liabilities arising from continges that are subject to
specific guidance in ASC 805. The Company has adbitis standard but the impact on accounting fisiress
combinations will be dependent upon future acqoisit

Effective January 1, 2009, the Company adoptedaggie issued by the FASB that relates to the prasentand accounting
for non-controlling interests, which is includedtive Codification in ASC 810-10, Consolidation. &sesult of adoption the
following retroactive adjustment was made: non-mahihg interest balance of $7,185,349 as of Decendi, 2008 was
previously presented as minority interest of $7,389 and was transferred to a separate componewfuity on adoption.
Also, noneontrolling interest has been presented as a rdocapitem in the consolidated statements of charigeequity, an
the consolidated statements of income and compséreemcome. Consolidated net income was retrosmdgtpresented
inclusive of amounts attributed to both the pamamhpany and the non-controlling interest for akinge Consolidated
comprehensive income was retrospectively adjustédctude the comprehensive income attributed éocttmmon
stockholders and the comprehensive income attidbtat¢he non-controlling interest for all years.
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2.

Significant Accounting Policies (continued)

Effective January 1, 2009, the Company adoptedaggie issued by the Emerging Issues Task Force E'ElWhich is
included in the Codification in ASC 808, Accountifay Collaborative Arrangements. ASC 808 requirelaborators to
present the results of activities for which theyasthe principal on a gross basis and reporpagynents received from
(made to) other collaborators based on other aggkcGAAP or, in the absence of other applicabledBAbased on analogy
to authoritative accounting literature or a reafbmarational, and consistently applied accounfinticy election. Further,
ASC 808 clarified that the determination of whettransactions within a collaborative arrangemeatpart of a vendor-
customer (or analogous) relationship subject tod€¥l-9, Accounting for Consideration Given by aadfer to a Customer.
The adoption of this standard did not have an ihpadhe Company’s consolidated balance sheetsotidated statements
of income and comprehensive income, consolidatgesient of changes in equity and consolidatedmetes of cash flows.

Effective January 1, 2009, the Company adoptedaggie issued by the FASB, which is included in tldification in ASC
350, Determination of the Useful Life of Intangitflssets. ASC 350 amends the factors that shoutibsidered in
developing renewal or extension assumptions usddtermine the useful life of a recognized intafegdsset under ASC 350
Goodwill and Other Intangible Assets. The intentraf position is to improve the consistency betwiberuseful life of a
recognized intangible asset under ASC 350 andéfieghof expected cash flows used to measure thedhe of the
intangible asset. The adoption of this standarchdichave an impact on the Company’s consolidatégnice sheets,
consolidated statements of income and compreheirgieene, consolidated statements of changes irtyegnd consolidated
statements of cash flows.

Effective June 30, 2009, the Company adopted gel@ssued by the FASB and included in ASC 855, Sgbant Events,
which establishes general standards of accountingrfd disclosures of events that occur after #ienze sheet date but
before the financial statements are issued onaaiedle to be issued. We have evaluated all sulesggevents through the
date of issuance of our financial statements. Toption of ASC 855 did not affect the Company’ssaidated financial
statements. See note 23 Subsequent Events fafiskiesure.
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2.

Significant Accounting Policies (continued)

Effective June 30, 2009, the Company adopted gol@ssued by the FASB and included in ASC 320, Beition and
Presentation of Other-than-Temporary ImpairmentCA20 amends the impairment guidance for certdi siecurities and
will require an investor to assess the likelihoddealling the security prior to recovering the cbasis. If the investor is able
meet the criteria to assert that it will not hawesell the security before recovery, impairmentrgba related to non-credit
losses would be reflected in other comprehensigente. The adoption of this standard did not haviengract on the
Company’s consolidated balance sheets; consolidhtéements of income and comprehensive incomeotidated
statements of changes in equity and consolidatgdreents of cash flows.

Effective June 30, 2009, the Company adopted gelésued by the FASB and included in ASC 820, ibaténg Fair
Value When the Volume and Level of Activity for Agr Liability have significantly Decreased aneritifying
Transactions that are Not Orderly. ASC 820 provilgditional guidance on fair value measuremenisantive markets. The
new approach is designed to address whether a taikactive, and if so, whether a transactiothizx market should be
considered distressed. The adoption of this stahdidrnot have an impact on the Company’s constaitlaalance sheets,
consolidate d statements of income and compreheitsdome, consolidated statements of charigeequity and consolidate
statements of cash flows.

Effective September 30, 2009, the Company adoptéthgce provided by amendments to ASC 820 (Accagriitandards
Update (“ASU") 2009-5) on measuring the fair vabfdiabilities. When a quoted price in an activarket for the identical
liability is not available, the guidance requirbattthe fair value of a liability be measured usimg or more of the prescribed
valuation techniques. In addition, the guidanse alarifies that when estimating the fair valuadiability, an entity is not
required to include a separate input or adjustrteeather inputs relating to the existence of arietin that prevents the
transfer of the liability. The guidance also dias how the quoted price of a debt security whieded as an asset should be
considered in estimating the fair value of the és&iliability. The fair value guidance was alsoerded (ASU 2009-12) to
indicate that net asset value (NAV) may be usea m®ctical expedient in measuring the fair valial@rnative investments
(such as in hedge funds and private equity furits) (L) do not have a readily determinable faiueadnd (2) are in entities
that calculate NAV in a manner consistent with stweent company accounting. The amendments alsdareegpditional
disclosures regarding the nature and risks ofradtére investments. The adoption of this standédchdt have an impact on
the Company’s consolidated balance sheets; comagetidstatements of income and comprehensive incoonsplidated
statements of changes in equity and consolidatgdreents of cash flows.
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2.

Significant Accounting Policies (continued)

(u)

v)

R ecently Issued Accounting Guidance, Not AdoptedfdDecember 31, 2009

In October 2009, the FASB issued authoritative gna on multiple-element revenue arrangements hwhiguires an entity
to allocate arrangement consideration at the inmef the arrangement to all of its deliverablesdxd on relative selling
prices. The guidance eliminates the use of thduakmethod of allocation and expands the ongdisglosure requirements.
The guidance is effective for the first fiscal yeaginning after June 15, 2010, and may be addptedgh prospective or
retrospective application. Accordingly, the Compé#required to adopt this guidance beginning dand, 2011. The
Company is currently evaluating the effect thatatieption of this guidance will have on its condated financial statemen

In June 2009, the FASB issued authoritative guiddocdetermining whether an entity is a variabkeiest entity (“VIE”")
and requires an enterprise to perform an analgsietermine whether the enterprise’s variable @steor interests give it a
controlling financial interest in a VIE. Under thaeidance, an enterprise has a controlling findriciarest when it has (i) the
power to direct the activities of a VIE that mogfrsficantly impact the entity’s economic perforntan and (ii) the obligation
to absorb losses of the entity or the right to ikecbenefits from the entity that could potentidily significant to the VIE. In
addition, the guidance requires an enterprisegessswhether it has an implicit financial respaitigiio ensure that a VIE
operates as designed when determining whethes ipbaer to direct the activities of the VIE thatshsignificantly impact
the entity’s economic performance. The guidanse e¢quires ongoing assessments of whether arpesteis the primary
beneficiary of a VIE, requires enhanced disclosuaed eliminates the scope exclusion for qualifygpgcial-purpose entities.
The guidance is effective for interim and annusiqds beginning after November 15, 2009. Accayljinthe Company is
required to adopt this guidance beginning Janugp10. The Company is currently evaluating tHeatfthat the adoption
this guidance will have on its consolidated finahstatements.

Comparative Figures
Certain comparative figures have been reclassifiegtder to conform with the presentation adoptethe current year.
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3. Short-term investments

Short-term investments represent Chinese corpbaatds of $7,313,149 (RMB 50 million) purchased ly €ompany on
December 16, 2009. The maturity date is March R102The maximum annual interest rate is 3.10%.s8bsequent events note 23

(d).

4, Accounts Receivable - net

Trade receivable
Allowance for doubtful accoun

Other receivable
Total accounts receivab

5. Inventories

Raw materialt
Work in progres:
Finished good

Inventories

December 31,

December 31,

200 9 200 8
$ 26,453,25 $ 21,561,22
(2,169,31) (2,146,161
24,283,93 19,415,06
256,19¢ 71,53¢
$ 24540,13. $ 19,486,59
December 31, December 31,
200 9 2008
2,275,00. $ 811,57¢
779,17( 1,291,69:
6,544,94! 4,383,08:
9,599,111 $ 6,486,35.

For the year ended December 31, 2009 the Compargeth $187,442 (RMB 1,282,294) (2008 - $nil; 20®nit) in excessive fixed

production overhead to cost of sales.

The inventory provision in 2009, 2008 and 2007 $583,451, $962,772 and $373,473, respectively.
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6.

Long-term Inventories

Long-term inventories represent H5N1 vaccines.

Work in progres:
Finished good

Long-term inventorie:

Property, Plant and Equipment

Construction in progres

Plant and building

Lanc-use rights

Machinery and equipme
Motor vehicles

Office equipment and furnitu
Leasehold improvemen

Total

Construction in progres

Plant and building

Lanc-use rights

Machinery and equipme
Motor vehicles

Office equipment and furnitu
Leasehold improvemel

Total

&hexcines are for government stockpiling purpose.
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December 31,

December 31,

2009 2008

$ — % 868,23

2,642,73. 74,28(

$ 2,642,73. $ 942 51

December 31, 2009
Accumulated Net book
Cost Depreciation Value
1,741,971 $ — $ 1,741,971
7,611,33 1,716,24. 5,895,09!
1,258,56! 222,06: 1,036,50:
14,262,00 4,515,70: 9,746,30!
875,59: 340,26¢ 535,32¢
908,23( 448,92¢ 459,30:
3,436,27 544,08t 2,892,19
30,093,98 $ 7,787,29. $ 22,306,68
December 31, 2008
Accumulated Net book
Cost Depreciation Value

2,567,370 $ — $ 2,567,37
7,578,50! 1,455,88. 6,122,622
1,255,40:! 190,78 1,064,62!
10,180,04 3,542,24. 6,637,80.
604,32 285,92: 318,40!
836,82 387,45 449,37
2,391,11 289,22° 2,101,89!
2541361 $ 6,151,51. $ 19,262,09
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7. Property, Plant and Equipment (continued)
Depreciation expense in 200 9, 200 8 and 2007 wia84i,261, $ 1,298,069 and $1,044,558, respeytivel

As at December 31, 2009, the accounts payable @rded liabilities included $1,120,330 (DecemberZ108 - $451,361) for
purchasing plant, property and equipment.

8. Licenses and Permits
December 31 December 31
2009 2008
Inactive hepatitis £ $ 3,090,044 $ 3,082,29:
Recombinant hepatitis A&l 444,34( 443 22!
3,5634,38 3,5625,51!
Less: accumulated amortizati (2,839,27) (2,435,04)
Total $ 695,10¢ $ 1,090,47

a) Amortization expense for the licenses and permis $397,878, $390,949 and $357,334 for the yealsdehecember 31, 2009,
2008 and 2007, respectively.

b) The estimated amortization expenses for the remginseful live are as follows:

2010 $ 398,00(
2011 297,10¢

The above amortization expense forecast is an agirActual amounts of amortization expense mdgwifom estimated
amounts due to additional intangible asset acduist changes in foreign currency exchange ratgsairment of licenses and
permits, and other events.

c) See note 1 regarding risks and uncertainties aggacwith licenses and permits.
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9. Loans Payable

December 31 December 31
2009 2008

Bank loan (China Merchants Bank): RMB10,000,00@riey interest at
5.31% per year, interest was payable quarterly.ld&e was collateralizer
by a fixed charge on certain accounts receivabdeliaanses and permits.
The loan was repaid on October 5, 2C — 1,458,95!

Bank loan (Bank of Beijing): RMB10,000,000, bearinterest at 5.31% per
year, interest is payable quarterly. The loan vadisiteralized by a fixed
charge on certain accounts receivable and licesrsgpermits. The loan
was repaid on December 10, 20 — 1,458,95!
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9. Loans Payable (continued)

December 31 December 31
2009 2008

Bank loan (China Construction Bank): RMB 10,000,0@@ring interest at
the bank’s primary lending rate. The interest ved&s adjusted every 12
months to the current bank primary lending rate;ititerest rate is 5.67%
per year in 2009 and 2008. Interest was payablehthorThe loan was
collateralized by the land-use rights and plant lamittings of Sinovac
Beijing. The loan was repaid on November 27, 2( — 1,458,95!

Bank loan (China Construction Bank): RMB 10,000,00€aring interest
5.58% per year, interest was payable monthly aagthcipal was repaid
on November 27, 2009. The loan was collateralized fixed charge on
certain accounts receivable and licenses and pz! — 1,458,95!

Bank loan (China Construction Bank): RMB15,000,00€aring interest ¢
7.47% per year, interest is payable monthly andtirecipal was due on
July 23, 2009. The loan was collateralized by #mltuse rights and plan
and buildings of Sinovac Beijing. The loan was rdpm July 20, 200¢ — 2,188,44.
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9. Loans Payable (continued)

December 31 December 31
2009 2008

Bank loan (Bank of Beijing): RMB10,000,000, bearintgrest at 5.31% pt
year, interest is payable quarterly and the priaddprepayable on June 1
2010. 1,462,63! —

Bank loan (Bank of Beijing): RMB100,000,000, begrinterest at 5.31% per
year, interest is payable quarterly and the praldprepayable on June 29,
2010. 14,626,29 —

Bank loan (China Merchants Bank): RMB10,000,00@rivey interest a
5.31% per year, interest is payable quarterly &edptincipal is repayable
on December 29, 201 1,462,63! —

Bank loan (Bank of Beijing): RMB1,000,000, bearinterest at 5.31% per
year, interest is payable quarterly and the prildiprepayable on
December 13, 201! 146,26: —

Loans payabl~ curren-term $ 17,697,82 $ 8,024,27

Bank loan (China Construction Bank): RMB 15,000,00€aring interest at
the bank’s primary lending rate. The interest mt2008 was 7.56% per
year and adjusted every 12 months to current bankapy lending rate.
Interest is payable monthly. The loan was origindlie on August 25,
2010 and collateralized by the land-use rights@adt and buildings of
Sinovac Beijing. The loan was repaid on July 2@Q® — 2,188,44.

Loan payable long-term $ — 3 2,188,43!

The weighted average effective interest rate wa8%.and 6.85% for 2009 and 2008, respectively. déets were collateralized in
relation to the loans payable as of December 30920he interest costs of $914,546, $604,076 a®d 344 for 2009, 2008 and 20!
respectively, were charged to expenses.
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10.

Income Taxes

Sinovac Beijing, Tangshan Yian and Sinovac Biolabare subject to income taxes in China on thegliée income as reported in
their statutory accounts at a tax rate in accoreavith the relevant income tax laws applicablecr@iign investment enterprises.
Before January 1, 2008, Tangshan Yian was eligdla full exemption from income taxes for two ygand a 50% reduction in
income taxes for the three years following itstfpeofit making year. The tax holiday had no impaetTangshan Yian’s operating
results as it was in a tax loss position. Sinovaiify was granted a “High and New Technology Emtise” certificate by Chinese
government, under which Sinovac Beijing was erditle preferential tax treatment. It was subjea 5% corporation income tax
rate until 2006 and 15% in 2007.

On January 1, 2008, “The Law of the People’s RapudflChina on Enterprise Income Tax” (the “Entéprincome Tax Law”)
became effective. This new law eliminated the @xgspreferential tax treatment that is availabléhi® foreign invested enterprises
(“FIES”) but provided grandfathering of the preferential ieatment currently enjoyed by the FIEs. Underrtbw law, both domest
companies and FIEs are subject to a n unified irctam rate of 25%. Sinovac Beijing reconfirmed‘iggh and New Technology
Enterprise” status according to the new criterid abtained the certificate on December 24, 20080\&ic Beijing qualifies for
preferential income tax rate of 15% from 2008 ta&@0The income tax rate will need to be revieweelg three year s thereafter
depending on whether or not Sinovac Beijing isimpliance with the “ High and New Technology Entexg’ criteria. Upon the new
law becoming effective , Tangshan Yian is subjea 5% income tax rate and its former income takepential clause of a full
exemption from income taxes for two years and a 5&d4ction in income taxes for the three yearofaihg its first profit making
year was reset to be effective for five years mefiom 2008 to 2013 .

The newly enacted PRC Enterprise Income Tax Lawiges that, if an enterprise incorporated outsiseRRC has its “de facto
management organization” located within the PR@hsenterprise may be recognized as a PRC taxergstterprise and thus may
be subject to enterprise income tax at the ragbé6 on its worldwide income. Under the newly enddteplementation Rules of the
PRC Enterprises Income Tax Law, “de facto manag#roeganization” means the organization whichgsentially in charge of
overall management and control with respect tmfheration, personnel, books and accounts, andsasisite enterprise in question.
Substantially all members of our management aratdatin the PRC. As substantially all members ofroanagement continue to be
located in the PRC after January 1, 2008, the ®ffedate of the newly enacted PRC Enterprise Irediex Law and its
implementation rules, we may be deemed a PRC tadeawrt enterprise and therefore be subject to targise income tax rate of 2&
on our worldwide income. The dividends that we iezdérom our PRC subsidiaries and the capital gderéved from transferring our
71.56% interest to Sinovac Hong Kong would be extengon PRC withholding tax but be subject to incotae at 25% if we are
recognized as a PRC tax resident.
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10.

Income Taxes (continued)

If Sinovac Beijing had not been subject to the lfiers tax rate described above, the income taxeesps (net of non-controlling
interest) would have been increased (decreasedpoximately $2,622,861 (RMB 17,942,992), $802,(RNIB 5,584,700),
$1,879,972 (RMB 14,430,102), for the years endeceb®er 31, 2009, 2008, and 2007 respectively. cBsinings per common
share would have been approximately $0.41, $00.74%and diluted earnings per common share would haen $0.40, $0.17, $0.14
for the years ended December 31, 2009, 2008 and, 288pectively.

As of December 31, 2009, the income tax payableidez] a withholding tax payable of $1,464,556 (RME1L.3,170) related to
transferring 71.56% interest of Sinovac Beijingt$0100% owned subsidiary Sinovac Hong Kong, adogrtb the newly enacted tax
rule of “GuoShuiHan (2009 No. 698) - Guidance omdeom Equity Sales Derived by Non-residents”. Tae liability is recorded
based on Company’s estimation. The ultimate paymoemid be higher than the amount accrued becaeséhimese tax authorities
have discretion to assess and determine the finatiat.

In accordance with “ GuoShuiHan (2009 No. 81) -Nwtice of implementation tax treaties and reguladiof interest and dividend
payment”, the Company has accrued a income taiifyabf $968,627 (RMB6,622,501) in respect of withiding tax to be paid when
2008 earnings were distributed by way of a dividend

As of December 31, 2009, the deferred income &bility of $1,398,123 is related to the withholditax on undistributed earnings of
$27,962,464 (RMB191,179,366) from its subsidiaBinrovac Beijing.

The Company was incorporated in Antigua and Barpadd has historically been involved in a numbebudiness combinations and
significant financing. As a result, the Companylddue involved in various investigations, claimsldax reviews that arise in the
ordinary course of business activities.

Income taxes are attributed to the operations in&and consist of:

2009 2008 2007
Current $ 9,878,691 $ 3,441,161 $ 2,203,17:
Deferred 1,261,82. (487,01) (229,05)
Total income tax expen: $ 11,14052 $ 2,954,15 $ 1,974,11
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10. Income Taxes (continued)

The reconciliation of income taxes at the statutocpme tax rate in Antigua and Barbuda to incoaertite based on income before
income taxes stated in the consolidated statenoémiserations is as follows:

2009 2008 2007
Income taxes at the statutory income tax $ — 3 — % —
Income taxes resultant from capital g 2,485,55! — —
Income taxes on dividend and interest income reckfkxom subsidiar 1,397,301 — —
Loss of the subsidiary at higher rate in Cr (650,71Y (349,259 (93,279
Income of the subsidiary (Sinovac Beijing) at highete in Chine 6,918,47. 3,441,56! 1,907,433
Change in valuation allowan: 772,57 365,12¢ 161,07(
Non-deductible expense 355,92 (400) 88,661
Future tax rate difference on current timing diéfieces (133,719 (471,039 (11,979
Others (4,879 (31,849 (77,799
Income tax expens $ 11,140,52 $ 2,954,15 $ 1,974,111

The tax effects of temporary differences that gise to the Company’s deferred tax assets arellasvfo

2009 2008
Tax losses and expenses carried forv $ 650,71 $ —
Tax on accounts receivable provisi 325,39¢ 321,92¢
Excess of tax cost over net book value of certaset 1,895,25: 1,759,76!
Less: valuation allowanc (976,11) (321,92)
Total deferred tax asse 1,895,25: 1,759,76!
Less: current portio (1,375,17) (1,189,83)
Total deferred tax ass-long term $ 520,07 $ 569,93
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10.

11.

Income taxes (continued)

The Company determines deferred taxes for eachaging entity in each tax jurisdiction. The potahtax benefits arising from the
losses incurred by its subsidiaries have not beeorded in the financial statements. The loss ofyShan Yian in the amount of
$804,204 (RMB 5,501,560) can be carry forwardedif@ consecutive years against its profits stgrfiom 2010 and will expire in
2015. Expenses in the amount of $1,151,289 (RME¥,38) have not been reviewed by relevant taxaaityhbecause no tax return
has been filed.

The Company evaluates its valuation allowance requents at each reporting period by reviewing\aliilable evidence, both positi
and negative, and considering whether, based owelght of that evidence, a valuation allowancededed. When circumstances
change causes a change in management’s judgenuriithb realizability of deferred tax assets, thpact of the change on the
valuation allowance is generally reflected in cati@come. The future realization of the tax beneffian existing deductible
temporary difference ultimately depends on theterise of sufficient taxable income of the apprdprizharacter within the
carryforward period available under applicable |ax.

No valuation allowance has been provided for tHferded income tax assets arising from Sinovac B&itemporary differences oth
than difference s arising from the accounts redsés/arovision. With Sinovac Beijing having four ysaf taxable income and the
expectation of future earnings and the availabditgertain tax planning strategies, the Compamchaled that the valuation
allowance relating to temporary differences in ezspf long lived assets should be reversed. Memagt expects that taxable incc
from operations in the future will be sufficientutlize the deductions resulting from the revexdfaiemporary differences.

The valuation allowance relating to losses carfiedard of the PRC subsidiaries are still requiasdealization of this element of the
potential tax benefit is still uncertain.

Non-controlling Interest

Non-controlling interest represents the interestai-controlling shareholder in Sinovac Beijing®d on its proportionate interest in
the equity of that company adjusted for its proipodte share of income or losses from operatidm®00 9 , 2008 and 2007 , the non-
controlling interest was 28.44%.
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12.

(©

Related Party Transactions and Balances

Related party transactions and balances not detlelsewhere in the consolidated financial stat¢snanme as follows:

(@)

The amount due to the related party was unsecooedinterest bearing and due on demand:

December 31, December 31,
2009 2008
Due to shareholde¢ — 46,97
(b) The Company entered into the following transactiorthe normal course of operations with relatedips:
2009 2008 2007

Interest income earned on the advances to relateid§ $ — 3 — 3 164,29
Rent paid to China Bioway Biotech Group Holding L.t nor-controlling sharel

older of Sinovac Beijing $ 503,13 $ 494,370 $ 139,54

In 2004, the Company entered into two operatingdesgreements with China Bioway Biotech Group Hhgditd., a non-
controlling shareholder of Sinovac Beijing, wittspect to Sinovac Beijing’s production plant ancblatory in Beijing, China
with annual lease payments totaling $204,575 (RV#®8,680). The leases commenced on August 12, 20@4ave a term
20 years.

In June 2007, the Company entered into anotheratipgrlease agreement with China Bioway Biotechu@rdolding Ltd.,

with respect to the expansion of Sinovac Beijimg'sduction plant in Beijing, China for an annualde payment of $298,855
(RMB 2,043,270). The lease commenced in June 2088has a term of 20 years. Included in prepaid esge and deposits as
at December 31, 2009, are $201,590 (RMB1,378,Z38y¢mber 31, 2008 - $461,665 (RMB 3,164,345)),aspmting prepaid
lease payments made to this related party.

During 2009, 2008 and 2007 the Company incurred {118, $143,071 and $20,585 respectively, to dirsatf the Company,
relating to management
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consulting services and director fees. Includegdcicounts payable and accrued liabilities at Dece@bg2009 is $32,000
(2008 - $61,421; 2007 - $13,080).

(d) The Company entered into a license agreement withr@oration related to China Bioway Biotech Graigdding Ltd. in
respect to the trademark used on the Company’suptedor nil consideration. This license agreenigmbn-exclusive and
extends to August 20, 2011.
12. Related Party Transactions and Balances (continued)
(e) In 2007, the Company received $1,394,333 of cagmpats representing repayment of a $1,000,000atebtelated interest
assumed by a former director in connection withabguisition of Tangshan Yian, which was compleéte®004. The Compar
previously issued 1,500,000 common shares toklisidual which were placed in escrow. These sharere released in 20l

13. Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities at DecarBthe 200 9 and December 31, 200 8 consistedeofaifowing:

December 31, 200 9 December 31, 200 8
Trade payable $ 2,670,34( $ 1,370,76.
Machinery and equipment payal 1,120,33! 451,36:
Accrued expense 3,630,37. 3,772,51.
Value added tax payakb 2,186,56! 522,95¢
Other tax payabl 324,25: 124,63
Withholding personal income t: 1,073,01¢& 843,83
Bonus and benefit payabl 5,906,53! 4,123,29:
Other payable 873,093 699,68
Total $ 17,784,50 $ 11,909,03

As at December 31, 2009, the long term payablet67 & 94 (December 31, 2008 - $ nil) represents teng value added tax payable
related to long-term deferred HIN1 influenza vaedievenue.

14, Commitments and Contingencies
€) Operating lease Commitments

The Company leases production plant and laboratodgr operating leases (note 12(b)). Rental expameeinted to $503,136,
$494,373 and $139,541 in 2009, 2008 and 2007, c&sply.

Minimum future rental payments under operatingdsder the years ending December 31, 2009 ardlag/fo
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2010 $ 503,13t
2011 503,13¢
2012 503,13¢
2013 503,13¢
2014 503,13¢
Thereaftel 5,696,46!
Total minimum future paymen $ 8,212,14!
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14.

15.

Commitments and Contingencies (continued)
(b) Other Commitments

In addition to commitments disclosed in notes 22¢a) (b), commitments related to R&D expendituresagpproximately $770,000 at
December 31, 2009.

In 2009, the Company received $1,023,841 (RMB 7,0@0) government grants for improving HIN1 vacgineduction capability

and the condition to receive the grants requiresGbmpany to spend $5,046,073 (RMB 34,500,000(h@isame purpose by
December 31, 2010.

In addition to commitments disclosed in note 23] (b), commitments related to capital expenditto¢aled approximately $53,0(
Common Stock

Share Capital

In 2007, the Company issued 184,000 shares of canstazk on the exercise of employee stock optioitls @ercise prices ranging
from $1.31 to $2.40 per share for the total prosexfd240,380. In 2007, the Company received furthsh proceeds of $9,170 on the

exercise of stock options for which the shares vigeed in 2008.

In 2008, the Company issued 88,900 shares of constomk on the exercise of employee stock optionis @ixercise prices ranging
from $1.31 to $2.40 per share for the total prdagfe$133,790 of which $9,170 was received in 2007.

In 2008, the Company issued 2,500,000 shares ofmmmstock upon the completion of a private placeraef3.90 per share for total
proceeds of $9.75 million and incurred legal expenfs$60,000.

In 2008, the Company repurchased 293,033 shammaofon stocks through open-market transactionf®iNY SE AMEX, at an
average price of $1.25, for the total consideratib$368,323.

In 2009, the Company repurchased 249,734 shammaoion stocks through open-market transactions YV BENAMEX, at an
average price of $1.34 per share, for a total camation of $335,831.

In 2009, the Company cancelled 542,767 sharesrofram stock which were repurchased in the open rharke

In 2009, the Company issued 234,100 shares of canstack on the exercise of employee stock optioitts &xercise price of $2.40
$3.20 per share, for total proceeds of $697,32@000, the Company received further cash procek$4,035 on the exercise of stc
options for which t he shares were issued subsedqoa@ecember 31, 2009.
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16.

Stock Options
€) Stock Option Plan

The board of directors approved a stock option ftlaa “Plan”) effective November 1, 2003, pursutanivhich directors, officers ,
employees and consultants of the Company are Hitplreceive grants of options for the Compangsmon stock. The P lan
expires on November 1, 2023. A s of December 8092713,800 shares of common stock under thermpptan remained available.
Each stock option entitles its holder to purchase share of common stock of the Company. Optioag Ine granted for a term not
exceeding 10 years from the date of grant. The Bladministered by the board of directors.

The Company did not grant any stock options in 2888 2007. In January 2009, the Company grantédBB@0 options to directors,
officers and certain employees with an exerciseepof $1.60, being the quoted market price of then@any’s shares at the time of
grant. These options vest in installments from aan@0, 2010 to April 20, 2010 and expire on Janéy, 2014.

(b) Valuation Assumptions

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

2009 2008 200 7
Expected volatility 75.8(% — —
Risk-free interest rat 1.38% — —
Expected life (years 2.2¢ — —
Dividend yield Nil — —

The weighted average fair value of options grame2D09 was $0.70.

T he expected volatility related to 2009 grantsdsed on the Compan y’s historical stock pricesn@gation of expected life was
estimated after considering the contractual terfiiestock-based award, vesting schedules andctatns of future employee
behaviour. The interest rate for period within tloatractual life of the award is based on the Ur8asury yield curve in effect at the
time of grant.
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16. Stock Options (continued)

(©)

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

Stock-based Payment Award Activity

Weighted Aggregated
Average Intrinsic
Number Exercise Price Value
Options outstanding at December 31, 2 985,80( $ 1.87
Forfeited (1,000 (1.3))
Exercisec (184,000 (1.39)
Options outstanding at December 31, 2 800,80( 1.9¢
Exercisec (88,900 1.5C
Expired (386,000 1.31
Options outstanding and vested or expected toagseat
December 31, 200 325,90( 2.9¢
Grantec 1,708,501 1.6C
Exercisec (234,100 2.9¢
Expired (1,800 3.3€
Forfeited (15,000 1.6(C
Options outstanding at December 31, 2 1,783,500 $ 1.66€ $ 11,646,34
Exercisable at December 31, 2( 88,50( $ 281 $ 311,37(
Options Outstanding Options Exercisable
Weighted Weighted
Average Weighted Average Weighted
Range of Remaining Average Remaining Average
Exercise Number Contractual Exercise Number Contractual Exercise
Prices Qutstanding Life Price Exercisable Life Price
$1.01- $2.00 1,693,501 40C $ 1.6(
$2.01-$3.00 60,00( 15¢ % 2.61 58,50( 158 $ 2.61
$3.01- $4.00 30,00( 0.8: $ 3.2C 30,00( 0.8 $ 3.2C
1,783,501 387 $ 1.6€ 88,50( 137 $ 2.81
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16.

17.

Stock Options (continued)

Included in selling, general and administrativeenges are $422,860, $66,542 and $179,742 of semdalcompensation in 2009,
2008 and 2007, respectively. Stock-based compemsatipense is charged to operations over the gegériod of the options using
the straight-line amortization method.

Aggregate intrinsic value of the Company’s stockias is calculated as the difference between Xieecése price of the options and
the quoted price of the common shares that wetledanoney. The aggregate intrinsic value of thex@anys stock options exercis
under the Plan was $1,539,669, $207,342 and $ 8285200 9, 200 8 and 2007 , respectively, deteehias of the date of option
exercise.

As at December 31, 200 9, there was $ 786,7&B@fcognized compensation cost related to non-desiare-based compensation
arrangements granted under the Plan. That cegpiscted to be recognized over a period of 15 nsonilne estimated fair value of
stock options vested during 200 9, 200 8 and 2083 $22,960, $92,460 and $1 91,565, respectively.

Distribution of Profit

Pursuant to Chinese company law applicable todar&ivestment companies, the Company’s subsidigBie®vac Beijing, Tangshan
Yian and Sinovac Biological, are required to mamtiedicated reserves, which include a generatvessnd an enterprise expansion
reserve. As a solely foreign invested enterprisagBhan Yian could only maintain a general resefree dedicated reserves are to be
appropriated from net income after taxes, and shbelat least 10% of the after tax net income detexd in accordance with Chinese
GAAP. The Company has an option of not approprigtive general reserve after the general resemguial to 50% of Sinovac
Beijing’s registered capital ($8,067,000). Dedidateserves are recorded as a component of shaezboddjuity and are not
distributable other than upon liquidation.

For the year ended December 31, 2009, SinovacrBaijppropriated 10% (2008 -10%; 2007 -10%) and 390§ - 5%; 2007 - 5%) of
its after-tax profit, determined under the relev@htnese accounting regulations, to the generakvesand the enterprise expansion
reserve, respectively. For the year ended DeceBhe2009, the general reserve and the enterptsnsion reserve appropriated are
$2,875,711 (RMB 19,661,240) (2008 - $1,700,192 (RMB53,456); 2007 - $1,220,578 (RMB9,297,385)) $1hd 37,856
(RMB9,830,620) (2008 - $850,096 (RMB5,826,728) 0206 $610,289 (RMB4,648,692)) respectively.
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17.

18.

Distribution of Profit (continued)

Pursuant to the same Chinese company law, the Gorigosubsidiaries, Sinovac Beijing, Tangshan Yiad &inovac Biological are
required to transfer, at the discretion of thespective boards of directors, a certain amounh@f annual net income after taxes as
determined under the relevant Chinese GAAP tofawtdfare and bonus fund. For the year ended B 31, 2009, the board of
directors of Sinovac Beijing approved $1,437,85818r9,830,620) (2008 - $850,096 (RMB 5,826,728); 20(6610,289
(RMBA4,648,692)) for contribution to such fund whisthall be utilized for collective staff benefitfhe amounts appropriated to the
staff welfare and bonus fund were charged agamtsime and the related provisions were reflecteataried liabilities in the
consolidated balance sheets.

Tangshan Yian recorded a net loss for each oftetyears in the period ended December 31, 200% sppropriation to the
dedicated reserves and staff welfare and bonusvi@sdmade.

Sinovac Biological has not made any profit sinaejtion, so no appropriation to the dedicated weseand staff welfare and bonus
was made.

Dividends declared by the Company’s subsidiariesbased on the distributable profits as reporteatdir statutory financial
statements. In 2009 Sinovac Beijing declared addivil of $13,535,869 (RMB92,544,733). As of Decenigr2009 the dividend
payable of $nil (December 31, 2008 - $115,677)espnts the non-controlling interest in the sham@iwflends declared by Sinovac
Beijing.

In addition to the above reserves accrual, trarisfigthe profit from the Chinese subsidiaries te tountries outside of China also
requires the Company and certain shareholdersnplyowith certain administrative rules prescriligdthe relevant Chinese
government authorities.

Deferred Research and Government Grants

Deferred research grants (current) represent redsead development grants received, net of researdldevelopment expenditure
incurred. In 2009, the Company received $ 1,318(83B 9,022,300) (2008 - $383,497 (RMB 2,670,0Q0n) government grants fc
research and development expenses .

Deferred government grants (non-current) of $2,68%(RMB 18,095,278), ( December 31, 200 8 — 82824 (RMB 19,445,327 )
represent the amount that the Company receive@0i Bor construction of a pandemic influenza vaegnoduction facility. The
condition of receiving the production facility gtarequires the Company to have the entire fadditgilable to manufacture pandemic
influenza vaccines at any given moment upon reduegite Chinese government.

Government grant relating to the production fagitift $197,347, $79,669 and $nil in 2009, 2008 ad@d72 respectively, was
recognized as other income.
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19.

20.

21.

Deferred Revenue

Deferred revenue and long-term deferred revendaded $9,106,940 received from the Chinese goventhiioe stockpiling of H5SN1
vaccines and $3,076,370 in advances from custombeesremaining $146,263 (RMB1 million) representpaernment funding whic
requires the Company to fulfil certain conditiorsspaiescribed in the agreement in the period ofytears from receiving the funding.

Earnings per Share

Earnings per share was calculated as follows:

2009 2008 2007
Net Income attributable to the stockhold $ 19,958,38 $ 8,010,22: $ 7,650,40!
Basic weighted average common share outstar 42,580,94 42,426,70 40,254,19
Dilutive effect of stock option 394,06 23,90: 383,68«
Diluted weighted average commshare outstandin 42,975,00 42,450,60 40,637,87
Basic earnings per she $ 047 $ 0.1¢ $ 0.1¢
Diluted earnings per sha $ 0.4€ $ 01¢ $ 0.1¢

For the year ended December 31, 2009, no stockraptivere excluded from the calculation of diluted income per common share.
For the years ended December 31, 2008 and 208 and 918 stock options, respectively, were exadudom the calculation of
diluted net income per common share, as the effdacluding them would have been anti-dilutive.

S egmented Information

The Company operates exclusively in the bioteckosedhe Company’s business is considered as tipglia one segment based
upon the Company'’s organizational structure, thg iwavhich the operation is managed and evaludtedavailability of separate
financial results and materiality consideratioddl revenues are generated in China. Total loriged assets of $23,001,797
(December 31, 2008 - $20,352,576) including propgiant and equipment and license and permitsibtecated in mainland China.
The Company'’s total assets by geographic locatieras follows:
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21. S egmented Information (continued)
December 31, 2009 December 31, 200:
Assets
Mainland Ching $ 134,413,80 $ 81,963,79
Hong Kong 10,062,33 1,239,42.
Total $ 144,476,14 $ 83,203,22
The Company’s revenues by product are as follows:
2009 2008 2007
Sales
Inactive hepatitis A vaccine $ 33,016,19 $ 40,776,05 $ 28,612,44
Recombined hepatitis A&B vaccin 6,226,71! 1,657,17. 132,56¢
Influenza vaccine 15,204,94 4,063,67 4,796,17.
H5N1 64,31¢ — —
H1N1 29,685,01 — —
Total $ 84,197,18 $ 46,496,90 $ 33,541,18

Sales of HLN1 vaccines represent 35.3% of totamae in 2009. The H1IN1 vaccines were all sold tm&¥e government in
accordance with the government stockpile programe. Company’s sales of HLN1 vaccines are depenaegbdwernment purchases.
Loss of such government purchases would have aialaddverse effect on the Company'’s total sales.

22. Collaboration Agreements

(a) On March 12, 2009, the Company entered into a tolyy transfer agreement with a n un related pargyevelop a
pneumococcal vaccine. The collaboration term utitetechnology transfer agreement is from Marchi2DP9 to eight years
after the first sales of the vaccine developed utfietechnology transfer agreement in Chinese etark

Under the term s of the technology transfer agregntiee Company will make milestone payments ofai$3,000,000 and
royalty payments based on net sales in Chineseandkth parties will work together to develop mi&tional markets for tt
products. The Company recorded $600,000 in researdidevelopment expenses pertaining to the teagpatansfer

agreement in the year ended December 31, 2009.

(b) On August 18, 2009, the Company entered into anpéiteense agreement with the National Instituteslealth (“PHS"), an

agency of the United States Public
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22.

23.

Health Services within the Department of Health Bloenan Services. PHS has grant ed the Company-axwusive license
to make and use certain of its products. PHS rssgrhnt ed the Company the right to use certaiacasted information for
development of its licensed products.

Collaboration Agreements (continued)

The Company has agreed to pay PHS a license iggaky of $80,000 and a naefundable minimum annual royalty $7,5
and earned royalties on net sales from ranging ftd®o to 4% depending on the sales territory ardctistomers. The
Company has also agreed to pay PHS benchmarkiesyajton achieving each benchmark as specifieteipatent license
agreement. In 2009, the Company recorded a licesse royalty of $90,274 in research and developmepenses.

Subsequent Events

Subsequent events have been evaluated througlatia¢he financial statements were issued. Duriiggpigriod, the following
material subsequent events were identified:

(@)

(b)

In November 2009, the Company, through its wholsned subsidiary Sinovac Hong Kong, entered intagneement with
Dalian Jin Gang Group to establish Sinovac Daliaedihe Technology Co., Ltd. (“Sinovac Dalian”). ®iac Dalian was
incorporated in January 2010. Sinovac Dalian wadus on the research, development, manufacturidgammercialization
of vaccines for human use. Pursuant to the saneeagmt, Sinovac Hong Kong will make an initial cashtribution of $8.8
million (RMB60 million) in exchange for a 30% equinterest in Sinovac Dalian and Dalian Jin Ganguprwill make an
asset contribution of $20.5 million (RMB140 millipnncluding land use rights, plant and equipméengxchange for the
remaining 70% interest in Sinovac Dalian.

On January 28, 2010, the Company made an initighpat of $731,315 (RMB 5 million).

Sinovac Hong Kong has also entered into an agreewitinDalian Jin Gang Group at the same date, undiéch Sinovac
Hong Kong has agreed, subject to the approvalePRC government, to increase its shareholdingnov@c Dalian to 55%
by purchasing a 25% equity interest in Sinovac &eafrom Dalian Jin Gang Group for consideratio$®f3 million (RMB50
million) on or before December 31, 2010.

On February 15, 2010, Sinovac Beijing acquireddings and land use rights located in Changpingridistf Beijing, China
The total consideration for the purchase is appnatély $17.6 million (RMB120 million). In Februagp10, the Company
made an initial payment of $8.3 million (RMB56.5llion) and the balance of the purchase price isaplyin three
installments within three years.

On February 10, 2010, the Company entered a fiaedyank loan contract with China Construction Baltke loan is
exclusively for the purchase of the aforementioagskts located in Changping District of BeijingeTmincipal
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amount of the bank loan is $13.16 million (RMB 9@lion) and will be advanced according to the faliog schedule:

23. Subsequent Events (continued)

Date Amount
February 10, 201 $1,462,630 (RMB 10,000,00!
February 25, 201 $6,801,229 (RMB 46,500,00
December 20, 201 $1,462,630 (RMB 10,000,00

June 20, 201 $1,462,630 (RMB 10,000,00
December 20, 201 $1,462,630 (RMB 10,000,00!

June 20, 201 $511,919 (RMB 3,500,00(

(©

(d)

(e)

$13,163,668 (RMB 90,000,00

Interest is payable monthly based on the curremi ipaimary lending rate and the entire principabamt is repayable on
February 9, 2015.

On February 2, 2010, the Company closed a pubfériofy. A total 11,500,000 shares of common stoekenssued at $5.75
per share, including 1,500,000 shares of commarkgiarsuant to the full exercise of the underwsitewer-allotment option
The Company received net proceeds of approxim&g&ly9 million after deducting underwriters’ comniigss and offering
expenses of approximately $4.2 million.

In March 2010, the Company realized on its shartmvestments, yielding proceeds of $7,313,149 B30 million) plus
interest of $63,567 (RMB 434,862).

On March 31, 2010 the Company purchased shortiterestment representing Chinese corporate bong§.@P million
(RMB 43 million). The maturity date is November 2§10. The maximum annual interest rate is 3.7%.

On April 8, 2010 the Company purchased short-tenestment representing Chinese corporate bond2.65%nillion (RMB
18.1 million). The maturity date is October 11, @0The maximum annual interest rate is 3.5%.

On April 8, 2010 the Company purchased a short-famestment representing Chinese corporate bon#éi& ht4 million
(RMB 78.9 million). The maturity date is Novembd), 2010. The maximum annual interest rate is 3.5%.
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4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

4.10

Articles of Incorporation and E-laws of the Registrant, as last amended on Mar¢cR@16 (incorporated by reference
Exhibit 1.1 from our annual report on Form 20-Fe(fio. 001-32371) filed with the Securities and lkattge Commission
on July 14, 2006

Translation of a Lease between Sinovac Beijing@hiha Bioway Biotech Group Co., Ltd. related toudlding of
approximately 28,000 square feet , dated Augus2@@4 (incorporated by reference to Exhibit 4.Xrfrour annual report
on Form 2\-F (file no. 00:-32371) filed with the Securities and Exchange Cossion on July 14, 200t

Translation of a Lease between Sinovac Beijing@hiha Bioway Biotech Group Co., Ltd. related toudlding of
approximately 13,300 square feet , dated Augus2@@4 (incorporated by reference to Exhibit 4.2rfrour annual report
on Form 2\-F (file no. 00:-32371) filed with the Securities and Exchange Cossion on July 14, 200t

Translation of a Supplement Agreement to the Lebstseen Sinovac Beijing and China Bioway Biotecbup Co., Ltd.
(incorporated by reference to Exhibit 4.3 from annual report on Form 20-F (file no. 001-3237 ¥dilvith the Securities
and Exchange Commission on July 14, 2(
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Exhibit 4.14
Asset Acquisition Agreement
In Relation to Guangda Pharmaceutical

Party A: Beijing Xingchang High-tech Developmentr@aration
Legal Representative: Hailing Wang
Address: No. 9 Chaogian Road, Changping Distridfirge

Party B: Sinovac Biotech Co., Ltd.
Legal Representative: Aihua Pan
Address: No. 39 Shangdi West Road, Haidian DisBaifing

Whereas:

1. Party A is a development enterprise locatetién@hangping Section of Beijing Zhongguancun SadPark that possesses certain
creditor’s rights against Beijing Guangda Pharm#cali(hereinafter referred to as the “Debtor”)ddras already acquired the Debtor’s land
use rights and housing properties (hereinaftermedeto collectively as the “Real Estates”) in ceotion with the plant area located at No. 15
Zhitong Road, Zhongguancun Science Park, Chandpistgict, Beijing (hereinafter referred to as tH&l&nt Area”) through judicial auctions.
The Real Estates consist of: (i) five above-grobuiidings, with a total construction area of 32&&m? (the housing ownership no. is
JingFangQuanzZheng ChangJiZi No. 30272); and (@)lamd use rights in connection with a land are29821.61n? designated for industrial
purposes. The land is state-owned, and the stateaVand use certificate no. is JingChangGuoYor@R2Z0huZi No. 174. Party A will also
acquire the Debtor’'s machinery and other assetsifPlant Area through judicial auctions;

2. Party B is an enterprise specialized in theare$eand development, and the
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production and sales of human vaccine. Party Bsis @ngaged in supporting the national reserveantlpmic influenza vaccines (H1N1
Influenza A). Party B intends to be assigned thbtbrés aforesaid Real Estates, machinery and a@tbsets that have been acquired by Party A
through the judicial procedures for the purposprofiuction and storage of human vaccines.

In accordance with relevant laws and regulatiomsugh friendly consultations, Party A and PartiidBeby agree on the matters
concerning the asset transfer as follows.

Article 1 Assets Transferred

1. The assets to be transferred by Party A coaosisie following two categories:

(1) Party A’'s Real Estates acquired through judiigiacedures;

(2) Party A’s machinery and other assets to beieedjdrom the Debtor, as listed in Attachmentttirough judicial procedures.

In this agreement (the “Agreement”), the aforesaid categories of assets are collectively refetoeds the “Assets Transferred” or
“Assets”.

1.2 Party A represents that it has already acquiredll shortly acquire the necessary approvadsngssions or consents requisite for the
due execution of this Agreement and the completfdihe asset transfer contemplated hereunder cordance with the relevant laws and
regulations and the its articles of associatiomtyPa also represents that it has the legal capaeitransfer the Assets to Party B pursuant to
this Agreement, and such actions do not contragegegoverning laws and regulations or any bindiaguinents.

Article 2 Consideration and Payment

2.1 Both parties agree the total price of the As3eansferred to be Renminbi One Hundred and Twifiltion Yuan (RMB
120,000,000.00).




2.2 The specific terms of payment are as follows:

2.2.1 Party B will pay Renminbi Ten Million Yuan [#B 10,000,000) to Party B within three businessdaffer this Agreement takes
effect, and pay Renminbi Forty-Six Million and Fikeindred Thousand Yuan (RMB46,500,000) to Partyithiw 10 business days after this
Agreement takes effect. Party A will use the afai@sum of money to pay the People’s Court the neimg auction price of the Real Estates
and for bidding the machinery and other assets;

2.2.2 Party B shall pay the remaining price to YArtvithin 3 years according to the following schés

(1) Renminbi Ten Million Yuan (RMB10,000,000) isle paid by December 31, 2010;

(2) Renminbi Ten Million Yuan (RMB10,000,000) isle paid by June 30, 2011; Renminbi Ten Million N§{RMB10,000,000) is to be
paid by December 31, 2011;

(3) Renminbi Ten Million Yuan (RMB10,000,000) isle paid by June 30, 2012; Renminbi Twenty-Threlidviand Five Hundred
Thousand Yuan (RMB23,500,000) is to be paid by Dewer 31, 2012;

2.3 Party A will issue a real estate sales invticBarty B upon receipt of each payment from PBrty
Article 3 Delivery of Assets

3.1 Party A shall procure the People’s Court’sngilio transfer the ownership of the Assets to Pantyithin seven business days after
Party B has paid Renminbi Fifty-Six Million and EivHundred Thousand Yuan (RMB 56,500,000) pursuaAtticle 2.2.1 hereunder.

3.2 The People’s Court shall have completed clepnmthe Debtor’s Plant Area and transferred theefssto Party A for its management
by the time this Agreement is signed. Both parigiee to complete the procedures for the delivetigeAssets within two business days after
Party B has paid Renminbi Fifty-Six Million and Ei¥Hundred Thousand Yuan (RMB 56,500,000) to Parpusuant to Article 2.2.1
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hereunder.
3.3 Party A’s Undertaking :
3.3.1 During the delivery of the Assets:
() All the Debtor’s personnel shall have left Blant Area;

(2) Any articles in the Plant Area not within treope of the Assets Transferred shall have beenvedhout of the Plant Area, except for
the sculptures and green plants in the Plant Ahesarticles stored in the poisonous chemical agtenage, and the articles left by the Debtor
(see Attachment 2 for a list of articles left by thebtor);

(3) The water, electricity and heating facilitiesthe Plant Area operate smoothly, and all the feleding to the water, electricity and
heating supply shall have been paid up before ¢tigaty of the Assets.

3.3.2 The Real Estates transferred to Party B aremcumbered with any mortgage, pledge, leasirangrother forms of third party
rights.

3.4 Pursuant to Article 3.2 hereunder, both pastiesd| send personnel at an agreed time to the Rtea to check and hand over the
Assets, to complete the delivery procedures anutbig delivery confirmation.

Article 4  Assets Transfer or Delivery Procedure

4.1 After the People’s Court’s ruling on the trienf the Real Estates to Party B becomes effeciarty A shall go through the
formalities required by the relevant departmerfifsthe transfer of the Real Estates to Party B, gitall complete them within three months
after the judgment is handed down. If the transfeot completed by the aforesaid deadline dueyocauses not attributable to Party A and
Party A has provided a written notification, therafsaid deadline may be reasonably postponed.yiewant, the prolonged time limit shall not
exceed five months (starting from when Party A piaured the People’s Cowsttuling). Both parties shall pay their own taxesLirred by la
due to the asset transfer contemplated hereunder.

4.2 After Party A has procured the People’s Ceutdling and delivered the machinery and othertageeParty B, the delivery of such
assets shall be regarded as




complete.

Article 5 With Party B$ construction design of workshops as the prinapakideration, Party A shall endeavor to coopesstte and
assist Party B to acquire the various approvalessary for using the Assets Transferred in humanina production, including the
environmental impact assessment for constructiork wo

Article 6 Breach and Cancellation

6.1 Both parties shall perform their obligationscsly in accordance with the Agreement. If eitlparty fails to perform its obligations
hereunder or otherwise contravenes this Agreenteaitparty shall be liable for breach of contrawd aompensate the other party for all the
loss suffered.

6.2 If Party B fails to pay Party A at the agréiede pursuant to the Agreement, Party A shall psedbe formalities of delivery and
deliver the Assets at a correspondingly later dasety B shall pay Party A a penalty equal to 0.08%1e sum payable to Party A for each
additional day.

6.3 After Party B has paid Party A, if Party Al$aio transfer the Real Estates to Party B withimgpecified time pursuant to this
Agreement, Party A shall pay a penalty equal t6%.@f the sum already received from Party B foheadditional day. In addition, Party B
shall pay the remaining price at a corresponditefiyr date.

6.4 If Party A fails to procure the People’s Cartling to transfer the Assets to Party A withiire specified time pursuant to this
Agreement, Party B is entitled to terminate thigéeggnent unilaterally. Party A shall refund all theney already received from Party B within
three days after receiving Party B’s terminatiotice If the refund is late, Party A shall pay agky to Party B at the rate pursuant to
Article 6.3.

6.5 If the asset transfer contemplated under tigieAment is made impossible to be performed orereadinvalid due to Party A’'s breach
of Article 1.2 hereunder, Party B is entitled toniénate this Agreement unilaterally. Party A shiafund all the money already received from
Party B within three days after receiving Party &smination




notice, and compensate Party B for all the lostesed.
Article 7 Both parties shall keep the contents of this Agreinsonfidential unless otherwise required by aaflie law and regulatic
Article 8  Any disputes relating to or arising from this Agment shall first be solved by both parties throfrigndly consultations. If
the consultation fails, either party is entitledafaply to Beijing Arbitration Commission for arkdtion. The arbitral award shall be final and

binding on both parties.

Article 9 This Agreement is prepared in two counterparts,takds effects after it is signed and stamped byépresentatives of both
parties. Party A and Party B shall each hold onstarpart, which carries equal legal validity.

Article 10 This Agreement is signed by Party A and Party B-ebruary 10, 2010 in the Changping District of Begjj

(The remainder of this page is intentionally |drik)




Party A: /s/ Party B: /s/ Weidong Yin

[Imprinted with the company seal of Beijing XingciggHigt-tech [Imprinted with the company seal of Sinovac Bioté€xh, Ltd.]
Development Corporatiot
Signatory Representativ Signatory Representativ




List of Subsidiaries
Sinovac Biotech (Hong Kong) Ltd., a Hong Kong comp
Tangshan Yian Biological Engineering Co., Ltd.,RGPcompany
Sinovac Biotech Co., Ltd., a PRC comp:
Beijing Sinovac Biological Technology Co., Ltd.P®C compan
Sinovac (Dalian) Vaccine Technology Co., Ltd., @aPgdmpany
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EXHIBIT 12.1

Certification by the Chief Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

I, Weidong Yin, certify that:
1. | have reviewed this annual report on Form 2if-Binovac Biotech Ltd. (the “Company”);

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or améitate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operst and cash flows of the Company as of, andlfierperiods presented in this report;

4. The Company'’s other certifying officer and | a@sponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportireg @efined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the Company and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoifge designed under our
supervision, to ensure that material informatidatieg to the Company, including its consolidatebsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) Designed such internal control over financédarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financ
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the Companyssldsure controls and procedures and presentddsineiport our conclusions
about the effectiveness of the disclosure containts procedures, as of the end of the period cougyelis report based on such
evaluation; and

(d) Disclosed in this report any change in the Canys internal control over financial reporting tlo&curred during the period
covered by this annual report that has materidfiscéed, or is reasonably likely to materially affethe Company'’s internal control
over financial reporting; and

5. The Company’s other certifying officer and | badisclosed, based on our most recent evaluatigrterhal control over financial
reporting, to the Company’s auditors and the acmihmittee of Company’s board of directors (or passperforming the equivalent function):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the Comyfmability to record, process, summarize and refaoancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sgmifiole in the Company’s
internal control over financial reporting.

Date: April 16, 2010
By: /s/ Weidong Yin

Name: Weidong Yir
Title: Chief Executive Office




EXHIBIT 12.2

Certification by the Chief Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

[, Jinling Qin , certify that:
1. | have reviewed this annual report on Form 2§f-Binovac Biotech Ltd. (the “Company”);

2. Based on my knowledge, this report does notaioreny untrue statement of a material fact or améitate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtg,other financial information included in théport, fairly present in all material
respects the financial condition, results of operat and cash flows of the Company as of, andlfierperiods presented in this report;

4. The Company'’s other certifying officer and | a@sponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the Company and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoifge designed under our
supervision, to ensure that material informatidatieg to the Company, including its consolidatebsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) Designed such internal control over financ&darting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financ
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the Companyssldsure controls and procedures and presentddsineiport our conclusions
about the effectiveness of the disclosure containts procedures, as of the end of the period cougyelis report based on such
evaluation; and

(d) Disclosed in this report any change in the Canys internal control over financial reporting tlo&curred during the period
covered by this annual report that has materidfiscéed, or is reasonably likely to materially affethe Company'’s internal control
over financial reporting; and

5. The Company’s other certifying officer and | badisclosed, based on our most recent evaluatigrterhal control over financial
reporting, to the Company’s auditors and the acmihmittee of Company’s board of directors (or passperforming the equivalent function):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the Comyfmability to record, process, summarize and refaoancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sgmifiole in the Company’s
internal control over financial reporting.

Date: April 16, 2010

By: /s/ Jinling Qin
Name: Jinling Qir
Title: Acting Chief Financial Office




EXHIBIT 13.1

CERTIFICATION BY THE CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of SinovactBidh Ltd. (the “Company”) on Form 20-F for the yeaded December 31, 2009 as
filed with the Securities and Exchange Commissinnhe date hereof (the “Report”), |, Weidong Yi@hief Executive Officer of the

Company, certify, pursuant to 18 U.S.C. Section012& adopted pursuant to Section 906 of the Sasb@mley Act of 2002, that to my
knowledge:

1. The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. The information contained in the Report fairhggents, in all material respects, the financialdition and results of operations of the
Company.

Date: April 16, 2010
By: /s/ Weidong Yin

Name: Weidong Yir
Title: Chief Executive Office




EXHIBIT 13.2

CERTIFICATION BY THE CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of SinovactBidh Ltd. (the “Company”) on Form 20-F for the yeaded December 31, 2009 as
filed with the Securities and Exchange Commissiorhe date hereof (the “Report”), 1, Jinling QiActing Chief Financial Officer of the

Company, certify, pursuant to 18 U.S.C. Section01 28 adopted pursuant to Section 906 of the Sasb@mley Act of 2002, that to my
knowledge:

1. The Report fully complies with the requiremestSection 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. The information contained in the Report fairhggents, in all material respects, the financialdition and results of operations of the
Company.

Date: April 16, 2010
By: /s/ Jinling Qin

Name: Jinling Qir
Title: Acting Chief Financial Office




Exhibit 15.1
CONSENT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM
We consent to the incorporation by reference irRbgistration Statement (Form S-8 No. 333827) pertaining to the 2003 Stock Option |
of Sinovac Biotech Ltd., of our reports dated Af#l, 2010, with respect to the consolidated finalsiatements of Sinovac Biotech Ltd., and

the effectiveness of internal control over finahoggorting of Sinovac Biotech Ltd., included ingtAnnual Report (Form 20-F) for the year
ended December 31, 2009.

Vancouver, Canad /s/ Ernst & Young LLF
April 16, 2010 Chartered Accountan




