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INTRODUCTION

In this annual report on Form 20-F, unless otherwise indicated or unless the context otherwise requires,

� “Sinovac,” “we,” “us,” “our company,” and “our” refer to Sinovac Biotech Ltd., its predecessor entities and its consolidated
subsidiaries

� “China,” “Chinese” or the “PRC” refers to the People’s Republic of China, excluding, for the purposes of this annual report on
Form 20-F only, Taiwan and the special administrative regions of Hong Kong and Macau;

� “RMB” or “renminbi” refers to the legal currency of China; and “$” or “U.S. dollars” refers to the legal currency of the United
States;

� “shares” or “common shares” refers to our common shares, par value $0.001 per share; and

� “U.S. GAAP” refers to general accepted accounting principles in the United States.

Names of certain companies provided in this annual report are translated or transliterated from their original Chinese legal names.

Discrepancies in any table between the amounts identified as total amounts and the sum of the amounts listed therein are due to
rounding.

This annual report contains translations of certain renminbi amounts into U.S. dollars at specified rates. All translations from
renminbi to U.S. dollars were made at the noon buying rate in The City of New York for cable transfers in renminbi per U.S. dollar as
certified for customs purposes by the Federal Reserve Bank of New York, or the noon buying rate. Unless otherwise stated, the translation
of renminbi into U.S. dollars has been made at the noon buying rate in effect on December 31, 2009, which was RMB6.8259 to $1.00. We
make no representation that the renminbi or U.S. dollar amounts referred to in this annual report could have been or could be converted into
U.S. dollars or renminbi, as the case may be, at any particular rate or at all. On April 9, 2010, the noon buying rate was RMB6.8229 to
$1.00.
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.

ITEM 3. KEY INFORMATION

A.        Selected Financial Data

The following selected consolidated statements of operations data for the fiscal years ended December 31, 2007, 2008 and 2009
and consolidated balance sheet data as of December 31, 2008 and 2009 have been derived from our audited consolidated financial
statements that are included in this annual report beginning on page F-1.  The following selected consolidated statements of operations data
for the fiscal years ended December 31, 2005 and 2006 and consolidated balance sheet data as of December 31, 2005, 2006 and 2007 have
been derived from our audited consolidated financial statements that are not included in this annual report.

Our historical results do not necessarily indicate results expected for any future periods. The selected consolidated financial data
should be read in conjunction with our audited consolidated financial statements and related notes and Item 5 “Operating and Financial
Review and Prospects” below. Our audited consolidated financial statements are prepared and presented in accordance with U.S. GAAP.

Year ended December 31,
2005 2006 2007 2008 2009

(in thousands, except share and per share data)
Statement of income (loss) data
Sales $ 8,608 $ 15,355 $ 33,541 $ 46,497 $ 84,197
Cost of sales 2,346 4,232 6,502 9,936 20,063
Gross profit 6,262 11,123 27,039 36,561 64,134
Operating expenses:

Selling, general and administrative expenses 10,278 9,753 11,958 17,463 18,247
Research and development expenses 234 325 965 2,767 4,406
Purchased in-process research and development 232 — — — —
Depreciation of property, plant and equipment

and amortization of licenses and permits 555 605 641 750 693
Total operating expenses 11,299 10,683 13,564 20,980 23,346
Operating income (5,037) 440 13,475 15,581 40,788
Interest and financing expenses (229) (319) (478) (702) (534)
Interest income and other income 235 285 190 291 1,300
Income (loss) before income taxes and non-

controlling interest (5,031) 406 13,187 15,170 41,554
Income tax expenses (212) (101) (1,974) (2,954) (11,141)
Consolidated net income (5,243) 305 11,213 12,216 30,413
Loss (income) attributable to non-controlling

interest 132 (1,001) (3,563) (4,206) (10,455)
Net income attributable to the stockholders (5,111) (696) 7,650 8,010 19,958
Earnings (loss) per share
– basic $ (0.14) $ (0.02) $ 0.19 $ 0.19 $ 0.47

– diluted $ (0.14) $ (0.02) $ 0.19 $ 0.19 $ 0.46
Weighted average number of common shares

outstanding
– basic 36,353,149 38,229,944 40,254,192 42,426,703 42,580,945

– diluted 36,353,149 38,229,944 40,637,876 42,450,606 42,975,007
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(1) Excludes depreciation of land-use rights and amortization of licenses and permits of $376,184, $411,573 and $418,867 for 2007, 2008
and 2009, respectively.

(2) Includes stock-based compensation expense of $179,742, $66,542 and $422,860 in 2007, 2008 and 2009, respectively.
(3) Non-controlling interest, formerly referred to as minority interest, which has been reclassified in accordance with Statement of Financial

Accounting Standards No.160, Non-controlling Interests in Consolidated Financial Statements, an amendment of ARB No. 51, now
codified in Accounting Standards Codification, or ASC, Subtopic 810-10, must be applied prospectively as of the beginning of the fiscal
year in which it is initially applied, except for the presentation and disclosure requirements.  The presentation and disclosure
requirements must be applied retrospectively for all periods presented.

As of December 31,
2005 2006 2007 2008 2009

(in thousands)
Balance sheet data
Cash and cash equivalents $ 7,354 $ 9,249 $ 17,071 $ 32,894 $ 74,953
Restricted cash 149 24 1 — 64
Total assets 31,299 37,009 57,448 83,203 144,476
Short-term loans 2,418 2,661 6,836 8,024 17,698
Total current liabilities 8,844 11,864 24,445 21,279 50,012
Long-term loans payable 2,664 3,838 1,367 2,188 —
Net assets 18,023 19,245 30,004 49,714 70,658
Non-controlling interest 1,769 2,063 2,898 7,185 13,808
Total stockholders’ equity $ 18,023 $ 19,245 $ 30,004 $ 49,714 $ 70,658

(1) Non-controlling interest, formerly referred to as minority interest, which has been reclassified in accordance with Statement of Financial
Accounting Standards No. 160, Non-controlling Interests in Consolidated Financial Statements, an amendment of ARB No. 51, now
codified in Accounting Standards Codification, or ASC, Subtopic 810-10, must be applied prospectively as of the beginning of the fiscal
year in which it is initially applied, except for the presentation and disclosure requirements.  The presentation and 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 react to infectious disease threats and to continually introduce new vaccine products into
clinical trials and the commercial market. Our failure to effectively develop and commercialize new products could materially and
adversely affect our business, financial condition, results of operations and prospects.

The biopharmaceutical market in general and the vaccine product market in particular are developing rapidly as a result of ongoing
infectious disease threats and new trends in the related research and technology developments. Consequently, our success depends on our
ability to react to disease and technology development trends and to identify, develop and commercialize in a timely and cost-effective
manner effective vaccine products that meet evolving market needs.

Whether we are successful in developing and commercializing new products is determined by our ability to:

� accurately assess disease and technology trends and market needs;
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� maintain strong research and development capabilities;

� optimize our manufacturing and procurement processes to predict and control costs;

� manufacture and deliver products in a timely manner and in sufficient quantities;

� increase customer awareness and acceptance of our products;

� minimize the time and cost required to obtain required regulatory clearances and approvals;

� anticipate and compete effectively with other vaccine product developers, manufacturers and marketers; and

� price our products competitively.

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

Biopharmaceutical product development is a highly speculative undertaking and involves a substantial degree of risk. We have
incurred substantial losses since our inception, and although we first became profitable for the year ended December 31, 2007 and have
stayed profitable since then, we cannot assure you that we will remain profitable in future periods. We incurred net losses attributable to
stockholders of $5.1 million and $0.7 million in 2005 and 2006 and we recorded a net income attributable to stockholders of $7.7 million,
$8.0 million and $20.0 million for the fiscal year ended December 31, 2007, 2008, and 2009, respectively. Our losses have resulted
principally from our selling, general and administrative expenses, including our share-based compensation. Most recently, we have
experienced a substantial increase in our sales and gross profit mainly as a result of the large amount of purchases by the Chinese
government agencies of our Panflu.1 primarily in the fourth quarter of 2009. However, such rapid revenue growth may not occur in the
future periods. If the threat of H1N1 abates, we may experience in a future period a substantial or sudden drop in our sales, which could
result in a significant decrease in our gross profit or even result in losses, which would materially and adversely impact our financial results.
In addition, we expect to incur additional losses in the future if our sales do not increase or if our expenses grow faster than our revenues. If
we incur any losses in the future, such losses will have an adverse impact on our working capital, total assets, stockholders’ equity and cash
flow. We cannot assure you that we will be able to sustain or increase our profitability.

Increased sales of our vaccines to PRC government agencies and our strategy to capture market share in China’s growing market for
publicly funded inoculations expose us to risks relating to doing business with the government.

We have increased sales of our vaccines, particularly the H1N1 vaccine, to PRC government agencies. We are also pursuing a
strategy to capture market share in China’s growing market for publicly-funded inoculations. While our increased sales to PRC government
agencies afford us the opportunity to expand our sources of revenue and to further enhance our brand and reputation in China, we are
exposed to various risks relating to doing business with the government. Demand and ability to pay for our products may be affected by
government budgetary cycles, shifting availability of public funds and changes in policy. Funding reductions, delays in payment or
unilateral demands for changes to the terms of our contracts by our government customers could adversely impact our results of operations
and financial condition, exacerbate the existing seasonality of our revenues and make it difficult for us to allocate resources or anticipate
demand for our products. More importantly, we have little or no control over government procurement decisions, and government agencies
that contract to purchase are products may reduce or cancel orders, or demand price adjustments or other changes to their contracts with us
without our consent. Any of the abovementioned actions taken by government agencies could have a material adverse effect on our results
of operations and expected earnings, or result in our failure to meet, or having to adjust downwards, our sales and gross margin guidance or
estimates, which could adversely affect our stock price and result in substantial losses to you. In addition, many of the remedies that are
available to us when dealing with private parties, such as making claims for breach of contract or taking other legal actions, may not be
available or practicable in our dealings with government agencies.

We currently have limited revenue sources. A reduction in revenues of Healive would cause our revenues to decline and could
materially harm our business.

We generate all of our revenues from sales of our vaccine products. We derive a substantial percentage of our revenues from a
small number of vaccine products. 85% of our sales in 2007, 88% of our sales in 2008 and 39.3% of our sales in 2009 were attributable to
Healive. Revenue from sales of Healive was $28.6 million, $40.8 million and $33.0 million in 2007, 2008 and 2009, respectively. We began
marketing and selling Bilive in 2005, but sales of this product were limited before 2007. Revenue from sales of Bilive was $132,569,
$1.7 million and $6.2 million in 2007, 2008 and 2009, respectively. Because Bilive is a combined hepatitis A and B vaccine,
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and Healive is a hepatitis A vaccine, an increase in Bilive sales may result in a decrease in Healive sales as customers substitute Bilive for
Healive. We expect sales of Healive to continue to comprise a major portion of our revenues in the near future. Since Healive and Bilive
compete with each other to a certain degree, any increase in pricing pressure on these products could adversely affect our financial results.
Because of this relative lack of product diversification, an investment in our company would be more risky than investments in companies
that offer a wider variety of products or services.

We expect a small number of our key products, which will likely shift over time, to continue to account for a significant portion of
our net revenues for the foreseeable future. As a result, continued market acceptance and popularity of these products are critical to our
success, and a reduction in demand due to, among other factors, the introduction of competing products by our competitors, the entry of
new competitors, or end-users’ dissatisfaction with the quality of our products, could materially and adversely affect our financial condition
and results of operations.

We could be subject to costly and time-consuming product liability actions. We carry limited insurance coverage.

We manufacture vaccines that are injected into vaccinees to protect against infectious illnesses. If our products do not function as
anticipated, whether as a result of the design of these products, unanticipated health consequences or side effects, or misuse or mishandling
by third parties, of such products, or because of faulty or contaminated supplies, they could injure the vaccinees and as a result subject us to
product liability lawsuits. Claims against us also could be based on failure to immunize as anticipated. Any product liability claim brought
against us, with or without merit, could have a material adverse effect on us. Even a meritless or unsuccessful product liability claim could
be time consuming, expensive to defend and could result in the diversion of management’s attention from managing our core business or
result in associated negative publicity. For example, in November 2008, a death of a minor in Beijing was reported, which coincided with
the administration of Healive that we produced two days prior. According to the autopsy results, the government investigation confirmed
that the death was caused by myocarditis. However, in June 2009, parents of the dead commenced a legal proceeding against us and other
three defendants at Beijing Haidian District People’s Court and claimed RMB616,858($90,370) as compensation. As the date of this annual
report, the case remains pending.

Our business exposes us to potential product liability risks that are inherent in the testing, manufacturing and marketing of
biopharmaceutical products. We currently do not carry product liability insurance for Bilive or Anflu. Although we carry regular product
liability insurance for Healive, we cannot be certain that we will be able to maintain adequate product liability insurance at a reasonable
cost. In addition, we have no clinical trial liability insurance for our clinical trials. Any insurance coverage we do have may not be sufficient
to satisfy liability resulting from product liability claims. A successful product liability claim or series of claims could have a material
adverse impact on our business, financial condition and results of operations.

Any pandemic threat may abate, or alternative vaccines or technologies may be adopted, before our vaccines achieve significant sales.

We have devoted significant resources to researching and developing various vaccines to address the pandemic threat of infectious
diseases, including SARS, H5N1 and H1N1, and will continue to devote resources to the development of our vaccines to address any new
needs.

However, the threat of a pandemic outbreak may subside before we realize any return on our investment in our research and
development. For example, although we believe we were the first company to complete a Phase I clinical trial of an inactivated SARS
vaccine in December 2004, we did not proceed with the Phase II and Phase III trials as the SARS epidemic subsequently subsided. Other
organizations may obtain licenses for their own pandemic vaccines, or government health organizations may acquire adequate stockpiles of
pandemic vaccine or adopted other technologies or strategies to prevent or limit outbreaks before our pandemic vaccine achieves significant
sales. We may not achieve a return on our investment before the threat of a pandemic outbreak subsides or a competing product is adopted.

Failure to achieve and maintain effective internal controls could have a material adverse effect on our business, results of operations
and the trading price of our common shares.

We are subject to the reporting obligations under U.S. securities laws. Section 404 of the Sarbanes-Oxley Act of 2002 and related
rules require public companies to include a report of management on their internal control over financial reporting in their annual reports.
This report must contain an assessment by management of the effectiveness of a public company’s internal control over financial reporting.
In addition, an independent registered public accounting firm for a public company must attest to and report on the effectiveness of our
internal control over financial reporting.

7

https://www.sec.gov/Archives/edgar/data/0001084201/000110465910019961/a10-7773_220f.htm#TableOfContents
https://www.sec.gov/Archives/edgar/data/0001084201/000110465910019961/a10-7773_220f.htm#TableOfContents


Table of Contents

Our management is required to assess the impact of control deficiencies based upon both quantitative and qualitative factors, and
depending upon that analysis we classify such identified deficiencies as either a control deficiency, significant deficiency or a material
weakness.

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

Although management concluded that our internal control was effective for the period ended December 31, 2009, we cannot be
certain that the effectiveness of internal control can be maintained in the future. Our failure to achieve and maintain effective internal
control over financial reporting could result in loss of investor confidence in the reliability of our financial statements, which in turn could
harm our business and negatively impact the trading price of our common shares, and cause us to be unable to raise sufficient capital.
Furthermore, we anticipate that we will incur considerable costs and use significant management and other resources in an effort to comply
with Section 404 and other requirements of the Sarbanes-Oxley Act.

If we fail to comply with our listing obligations, we risk being de-listed from the NASDAQ Global Market, which could have a material
adverse effect on the trading market for our common shares, reduce our ability to raise funds and otherwise have significant negative
consequences to us.

We have previously failed to comply with the continued listing requirements of the American Stock Exchange, now known as
NYSE Amex, and we cannot assure you that we will comply with applicable listing requirements in the future. For example, until
April 2006, we were not in full compliance with the NYSE Amex corporate governance deadlines requiring maintenance of an independent
board of directors with a majority of independent directors, establishment of a compensation committee, corporate governance and
nominating committee and adoption of a code of ethics. In addition, the NYSE Amex required that we hold shareholder meetings annually.
We convened a meeting of our shareholders in August 2007 but had to cancel the meeting because we could not form the necessary
quorum. With the permission of the NYSE Amex, we extended to April 30, 2008 the deadline for holding our 2007 shareholders’ meeting.
Our common shares have been listed on the NASDAQ Global Market since November 2009. If for any reasons we are unable to comply
with the requirements of the NASDAQ Global Market in the future, our shares could be delisted from trading on that exchange. De-listing
of our common shares could have a material adverse effect on the liquidity and price of our common shares and make it more difficult for
us to raise additional capital on favorable terms, if at all. In addition, de-listing by the NASDAQ Global Market might negatively impact
our reputation and, as a consequence, our business.

If we are unable to successfully compete in the highly competitive biopharmaceutical industry, our business could be harmed.

We operate in a highly competitive environment, and we expect the competition to increase further in the future. Our competitors
include large pharmaceutical and biotechnology companies and academic research institutions, both within and outside China. Many of
these competitors have greater resources than us. New competitors may also enter into the markets in which we currently compete.
Accordingly, even if we are successful in launching a product, we may not be able to outperform a competing product for any number of
reasons, including the possibility that the competitor may:

� have launched its competing product first or the competing product may have, or be perceived as having, better efficacy, stronger
brand recognition, or other advantages;

� have greater access to certain raw materials;

� have more efficient manufacturing processes and greater manufacturing capacity;

� have greater marketing capabilities;

� have greater pricing flexibility;

� have more extensive research and development and technical capabilities;

� have proprietary patent portfolios or other intellectual property rights that may present an obstacle to our conduct of business; or

� have greater knowledge of local market conditions where we seek to increase our international sales.
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The technologies applied by our competitors and us are rapidly evolving, and new developments frequently result in price
competition and product obsolescence. In addition, we may be impacted by competition from generic forms of our products, substitute
products or imports of products from lower-priced markets. For a detailed description of our competitors in hepatitis A vaccines, hepatitis A
and B vaccines and influenza vaccines, please see “Item 4. Information on the Company—B. Business overview—Competition”.

We may not be able to maintain market share in China’s growing inactivated hepatitis A vaccine market, which could adversely affect
our ability to increase our revenues.

Effective January 1, 2006, liquid formulations of attenuated hepatitis A vaccines were removed from the vaccines batch approval
list that was issued on December 23, 2005 by China National Institute for the Control of Pharmaceutical and Biological Products, or
NICPBP. As a result, the use of inactivated vaccines in China was increased considerably and the increase is expected to continue over the
next several years. We believe that Western pharmaceutical companies should benefit from this growing market for inactivated vaccines
since they manufacture the majority of inactivated vaccines worldwide. Western pharmaceutical companies should also benefit because
inactivated vaccines are more expensive to manufacture and they typically have more financial resources than Chinese pharmaceutical
companies. Although we supplied 31% of the total hepatitis A vaccine market in China, or 67% of the inactivated hepatitis A vaccine
market, in 2007, we supplied only 23% and 23% of the total hepatitis A vaccine market, or 54% and 52% of the inactivated hepatitis A
vaccine market, in 2008 and 2009, respectively. Going forward, we may not be able to compete with Western pharmaceutical companies to
further penetrate the inactivated vaccine market, which could adversely affect our ability to grow our revenues.

We may not be able to capture market share in the government-funded hepatitis A vaccine market, or other government-funded vaccine
markets, which could adversely affect our revenues, and if we do capture market share in these markets, we may need to sell our
vaccines at low cost, which could adversely affect our gross margin.

In a government working report presented in March 2007 at the Fifth Session of the Tenth National People’s Congress, Wen
Jiabao, China’s Premier, indicated that the PRC government will expand its immunization program and purchase vaccines to prevent 15
different infectious diseases, including hepatitis A. We expect the program to increase the overall size of the hepatitis A vaccine market in
China, as well as other vaccine markets in China. However, we may not be able to capture market share in these government-funded
vaccine markets. For example, domestic suppliers of freeze-dried, live attenuated hepatitis A vaccine may be able to supply this market at a
lower cost and with higher quantities of vaccine than we can. If we are unable to capture market share in these government-funded vaccine
markets, our sales volume may not grow significantly. Moreover, if we do successfully capture market share in these government-funded
vaccine markets, we may need to sell our vaccines at a lower price than we do in the private market. Any reduction in the average selling
price of our vaccines could adversely affect our gross margin.

If end users, such as hospitals, physicians and vaccinees, do not accept our products, we may be unable to generate significant revenue.

Even if our vaccines obtain regulatory approval for commercialization, they still may not gain market acceptance among centers
for disease control, or CDCs, hospitals, physicians, vaccinees and the medical community, which would limit our ability to generate
revenue and would adversely affect our results of operations. CDCs, hospitals and physicians may not recommend products developed by
us or our collaborators until clinical data or other factors demonstrate superior or comparable safety and efficacy of our products as
compared to other available treatments. Even if the clinical safety and efficacy of our products are established, hospitals and physicians may
elect not to recommend these products for a variety of reasons, including the reimbursement policies of government and third-party payors.
There are other vaccines and treatment options for the conditions that many of our products and product candidates target, such as hepatitis
A and B and influenza. In order to successfully launch a product, we must educate physicians and vaccinees about the relative benefits of
our products. If our products are not perceived as easy and convenient to use, are perceived to present a greater risk of side effects or are not
perceived to be as effective as other available treatments, CDCs, hospitals, physicians and vaccinees might not adopt our products. A failure
of our products to gain commercial acceptance would have a material adverse effect on our business, financial condition and results of
operations.

Our growth may be adversely affected if market demand for our vaccine products does not meet our expectations. We may encounter
problems of inadequate supply or oversupply, especially with respect to our target international markets, which would materially and
adversely affect our financial condition and results of operations, as well as damage our reputation and brand.

Our growth may be adversely affected if market demand for our vaccine products does not meet our expectations. For example,
many vaccinees receive their seasonal flu vaccinations in the three-month period from September to November in anticipation of an
upcoming flu season, and we expect this period to be one of the most significant sales periods for this product each year. In anticipation
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of the flu season, we intend to build up inventory of our Anflu product in line with what we believe will be the anticipated demand for the
product. If actual demand does not meet our expectations, we may be required to write off significant inventory and may otherwise
experience adverse consequences in our financial condition.

Our projections of market demand for our products in international markets are less reliable than our domestic projections because
we have less information available on which to base our projections. Specifically, we do not have consistently reliable information
regarding international distributor inventory levels, and we often lack extensive knowledge of the local market conditions or about the
purchasing patterns, preferences, or cycles of international distributors. Furthermore, because shipping finished products to international
distributors typically takes more time than shipping to domestic distributors, inaccurate projections of international demand could result
more quickly in unmet demand.

If we overestimate demand, we may purchase more raw materials than required. If we underestimate demand, our third-party
suppliers may have inadequate raw material inventories, which could interrupt our manufacturing and delay shipments, and could result in
lost sales. Our inability to accurately predict our demand and to timely meet our demand could materially and adversely affect our financial
conditions and results of operations as well as damage our reputation and corporate brand.

If we are unable to enroll sufficient vaccinees and identify clinical investigators for our clinical trials, our development programs could
be delayed or terminated.

The rate of completion of our clinical trials, and those of our collaborators, is significantly dependent upon the rate of enrollment
of vaccinees and clinical investigators. Vaccinee enrollment is a function of many factors, including:

� efforts of the sponsor and clinical sites involved to facilitate timely enrollment;

� vaccinee referral practices of physicians;

� design of the protocol;

� eligibility criteria for the study in question;

� perceived risks and benefits of the drug under study;

� the size of the vaccinee population;

� availability of competing therapies;

� availability of clinical trial sites; and

� proximity of and access by vaccinees to clinical sites.

We may have difficulty obtaining sufficient vaccinee enrollment or clinician participation to conduct our clinical trials as planned,
and we may need to expend substantial funds to obtain access to resources or delay or modify our plans significantly. These considerations
may lead us to consider the termination of development of a product for a particular indication.

A setback in any of our clinical trials or field trials could adversely affect our share price.

In June 2008, we initiated Phase II clinical trials of a split viron vaccine against the H5N1 strain of pandemic influenza in
collaboration with the Beijing CDC. We are also developing vaccines to protect against Japanese encephalitis, enterovirus 71-related hand,
foot and mouth disease and rabies in humans, as well as a vaccine to protect against rabies in animals. Setbacks in any phase of the clinical
trials or field trials of our product candidates could have a material adverse effect on our business and our future prospects and financial
results and would likely cause a decline in the price of our common shares.

We may not achieve our projected development goals in the time frames we announce and expect. If we fail to achieve one or more
milestones as contemplated, the market price of our common shares could decline.

We set goals for and make public statements regarding our anticipated timing of the accomplishment of objectives material to our
success, such as the commencement and completion of clinical trials and other milestones. The actual timing of these events can
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vary dramatically due to factors such as delays or failures in our clinical trials, the uncertainties inherent in the regulatory approval process
and delays in achieving manufacturing or marketing arrangements sufficient to commercialize our products. We may not complete our
clinical trials or make regulatory submissions or receive regulatory approvals as planned. Also, we may not be able to adhere to our
currently anticipated schedule for the launch of any of our products. If we fail to achieve one or more milestones as contemplated, the
market price of our shares could decline.

We rely on third parties to conduct our clinical trials, and those third parties may not perform satisfactorily, including failing to meet
established deadlines for the completion of such trials.

After we obtain approval to conduct clinical trials for our product candidates, we rely on qualified research organizations, medical
institutions and clinical investigators to enroll qualified vaccinees and conduct our clinical trials. Our reliance on these third parties for
clinical development activities reduces our control over the clinical trial process. Furthermore, these third parties may also have
relationships with other entities, some of which may be our competitors. If these third parties do not successfully carry out their contractual
duties, including meeting expected deadlines, our efforts to obtain regulatory approvals for and commercialize our vaccine candidates may
be delayed or prevented.

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

While we use raw materials and other supplies that are generally available from multiple commercial sources, certain raw
materials that we use to cultivate our influenza vaccines, such as embryonated eggs, are in short supply or difficult for suppliers to produce
in accordance with our specifications. If the third-party suppliers were to cease production or otherwise fail to supply us with quality raw
materials, and we were unable to contract on acceptable terms for these materials with alternative suppliers, our ability to deliver our
products to the market would be adversely affected.

In addition, if we fail to secure long-term supply sources for some of the raw materials we use, our business could be harmed. For
example, we do not have a long-term supply agreement for the hepatitis B vaccine we use for Bilive production. We source the hepatitis B
vaccine entirely from Beijing Temple of Heaven Biological Products Co., Ltd., or Beijing Temple of Heaven. In an agreement dated
October 15, 2002, we agreed to purchase all hepatitis B vaccine to be used in our Bilive production exclusively from Beijing Temple of
Heaven for 10 years and to enter into a separate supply agreement in the future to specify the pricing, quantity, delivery and payment terms
of the hepatitis B vaccine supply relationship. However, this agreement is silent on whether Beijing Temple of Heaven is obligated to
furnish us with hepatitis B vaccine for 10 years.

From time to time, concerns are raised with respect to potential contamination of biological materials that are supplied to us. These
concerns can further tighten market conditions for materials that may be in short supply or available from limited sources. Moreover,
regulatory approvals to market our products may be conditioned upon obtaining certain materials from specified sources. Any efforts to
substitute material from an alternate source may be delayed by pending regulatory approval of such alternate source. Although we work to
mitigate the risks associated with relying on sole suppliers, there is a possibility that material shortages could impact product development
and production.

Our business is highly seasonal. This seasonality will contribute to our operating results fluctuating considerably throughout the year.

Our business is highly seasonal. For example, the influenza season generally runs from November through March of the next year,
and the largest percentage of influenza vaccinations is administered between September and November of each year. As a result, we expect
to realize most of our annual revenues from Anflu during this period. You should expect this seasonality in our business to contribute to
significant quarterly fluctuations in our operating results.

We currently rely on one manufacturing, assembly and storage facility for our products and are developing additional facilities. Any
disruption to our current manufacturing facility or in the development of these new facilities could reduce or restrict our sales and
harm our reputation.

We manufacture, assemble and store almost all of our products, as well as conduct some of our primary research and development
activities, at one principal facility located in Beijing, China. We do not maintain back-up facilities, so we depend on this facility for the
continued operation of our business. A natural disaster or other unanticipated catastrophic events, including power interruptions, water
shortage, storms, fires, earthquakes, terrorist attacks and wars, could significantly impair our ability to manufacture our products and
operate our business, as well as delay our research and development activities. Our facility and certain equipment located in this facility
would be difficult to replace and could require substantial replacement lead-time. Catastrophic events may also destroy any inventory
located in our facility. The occurrence of such an event could materially and adversely affect our business.
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We are currently building a new manufacturing facility in Dalian in Liaoning province. This project will require significant build-
out before it will be operational. We may experience difficulties in expanding our manufacturing capabilities to the new facility. Moreover,
we may not realize the anticipated benefits of our new facility. Any of these factors could reduce or restrict our sales and harm our
reputation and have a material adverse effect on our business, financial condition, results of operations and prospects.

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

We will need to raise additional funds from the capital markets to finance equipment expenditures, to acquire intellectual property,
to expand the production capacity for our existing products, to continue the development and commercialization of our product candidates
and for other corporate purposes. As of December 31, 2009, we had approximately $75.0 million in cash and cash equivalents. Although we
believe that we have adequate near-term cash resources, we will need to undertake significant future financings in order to:

� establish and expand manufacturing capabilities;

� proceed with the research and development of other vaccine products, including clinical trials of new products;

� acquire majority interests in Sinovac (Dalian) Vaccine Technology Co., Ltd., or Sinovac Dalian, or other companies;

� commercialize our products, including the marketing and distribution of new and existing products;

� seek and obtain regulatory approvals;

� develop or acquire other product candidates or technologies;

� protect our intellectual property; and

� finance general and administrative and research activities that are not related to specific products under development.

In the past, we funded most of our research and development and other expenditures through government grants, working capital,
and proceeds from private placements and public offering of our common shares. We may raise additional funds in future because our
current operating and capital resources may be insufficient to meet future requirements.

If we continue to raise additional funds by issuing equity securities, it will result in further dilution to our existing shareholders,
because the shares may be sold at a time when the market price is low and shares issued in equity financing transactions will normally be
sold at a discount to the current market price. Any additional equity securities issued also may provide for rights, preferences or privileges
senior or otherwise preferential to those of holders of our existing common shares. Unforeseen problems including materially negative
developments relating to, among other things, disease developments, product sales, new product rollouts, clinical trials, research and
development programs, our strategic relationships, our intellectual property, litigation, regulatory changes in our industry, the Chinese
market generally or general economic conditions, could interfere with our ability to raise additional funds or materially adversely affect the
terms upon which such funding is available.

If we raise additional funds by issuing debt securities, these debt securities would have rights, preferences and privileges senior to
those of holders of our common shares, and the terms of the debt securities issued could impose significant restrictions on our operations. If
we raise additional funds through collaborations and licensing arrangements, we might be required to relinquish significant rights to certain
of our technologies, marketing territories, product candidates or products that we would otherwise seek to develop or commercialize
ourselves, or be required to grant licenses on terms that are not favorable to us. In the past, we have also received research grants from the
PRC government to finance the development of our vaccine products. We may not receive additional grants in the future.

We do not know whether additional financing will be available to us on commercially acceptable terms when needed. If adequate
funds are not available or are not available on commercially acceptable terms, we may be unable to continue developing our products. In
any such event, our ability to bring a product to market and obtain revenues could be delayed and competitors could develop products
sooner than we do.

12

https://www.sec.gov/Archives/edgar/data/0001084201/000110465910019961/a10-7773_220f.htm#TableOfContents
https://www.sec.gov/Archives/edgar/data/0001084201/000110465910019961/a10-7773_220f.htm#TableOfContents


Table of Contents

The interests of the existing minority shareholder in Sinovac Biotech Co., Ltd., or Sinovac Beijing, may diverge from our own and this
may adversely affect our ability to manage Sinovac Beijing.

Sinovac Beijing, our principal operating subsidiary, is a Sino-foreign equity joint venture in which we own a 71.56% interest and
China Bioway Biotech Group Co., Ltd., or China Bioway, an affiliate of Peking University, owns a 28.44% interest. China Bioway’s
interests may not be aligned with our interests at all times. If our and China Bioway’s interests diverge, China Bioway may exercise its right
under PRC laws to protect its own interest, which may be adverse to us. For example, under China’s joint venture regulations, unanimous
approval of members of a joint venture’s (such as Sinovac Beijing) board of directors who are present at a board meeting is required for any
amendment to the joint venture’s articles of association, the termination or dissolution of the joint venture company, an increase or decrease
in the registered capital of the joint venture company or a merger or de-merger of the joint venture. China Bioway appoints the legal
representative of Sinovac Beijing, who also serves as the chairman of the five-director board of Sinovac Beijing. Accordingly, China
Bioway has the ability to take actions that bind Sinovac Beijing or to block any action that requires unanimous board approval. Further, if
we wish to transfer our equity interest in Sinovac Beijing, in whole or in part, to a third-party, China Bioway has a right of first refusal to
purchase our interest under China’s joint venture regulations.

In addition to its statutory rights as a minority shareholder, China Bioway has additional rights under the joint venture contract and
under the articles of association of Sinovac Beijing. The joint venture contract and articles of association require the consent of each of
Sinovac Beijing’s shareholders and/or unanimous board approval on matters such as a major change in the business line of the company,
expansion or amendment of the business scope of the company, transfer of the registered capital by a shareholder, creation of a mortgage or
pledge upon the company’s assets, a change in the organizational form of the company and designation or removal of the general manager.

To date, China Bioway has been cooperative with us in handling matters with respect to the business of Sinovac Beijing. We
cannot assure you, however, that China Bioway will continue to act in a cooperative manner in the future.

Some of the predecessor shareholders of Sinovac Beijing and Tangshan Yian Biological Engineering Co., Ltd., or Tangshan Yian, were
enterprises owning state-owned assets, or EOSAs. Their failures to comply with PRC legal requirements in asset or share transfers
could, under certain circumstances, result in such transfers being invalidated by government authorities. If this occurs, we could lose
our ownership of intellectual property rights that are vital to our business as well as our equity ownership in Sinovac Beijing and
Tangshan Yian.

Sinovac Beijing is currently owned 71.56% by us and 28.44% by China Bioway. Tangshan Yian is wholly owned by us. Some of
the predecessor shareholders of Sinovac Beijing and Tangshan Yian, including Shenzhen Kexing Biological Engineering Ltd., China
Bioway, Tangshan Medicine Biotech Co., Ltd., Tangshan Yikang Biotech Co., Ltd. and Tangshan Yian itself (as Sinovac Beijing’s former
shareholder) were EOSAs. Under applicable PRC laws, when EOSAs sell, transfer or assign assets or equity investments in their possession
or under their control to third parties, they are required to obtain an independent appraisal of the transferred assets or shares and file such
appraisal with or obtain approval of such appraisal from PRC government authorities. Beginning after 2004, EOSAs have also been
required to make such assets or equity transfers at government-designated marketplaces. Our acquisitions of intellectual property rights and
some equity interests were subject to these requirements. The technologies related to hepatitis A vaccine, hepatitis A and B vaccine and
influenza vaccine that are vital to our business were directly or indirectly transferred by Tangshan Yian to us.

Tangshan Yian failed to file with government authorities the appraisal of the hepatitis A vaccine technology that it transferred in
2001 to Sinovac Beijing as Tangshan Yian’s capital contribution to Sinovac Beijing. Under PRC laws, Tangshan Yian also failed to:

� obtain the appraisal of the hepatitis A and B vaccine technology that it transferred for no consideration to Beijing Keding
Investment Co., Ltd., or Beijing Keding, in 2002 (Beijing Keding subsequently transferred the technology to Sinovac Beijing as
Beijing Keding’s capital contribution to Sinovac Beijing) and to file such appraisal with government authorities; and

� obtain the appraisal of the influenza vaccine technology that it transferred to Sinovac Beijing in 2004 and to file such appraisal
with government authorities.

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

In addition, before we acquired our 71.56% equity interest in Sinovac Beijing and 100% equity interest in Tangshan Yian, both
companies had undergone multiple changes in their shareholders and these shareholders’ shareholdings. Some of the EOSA shareholders of
Sinovac Beijing and Tangshan Yian, including China Bioway and Tangshan Medicine Biotech Co., Ltd., have sold, transferred or assigned
their respective equity interests in Sinovac Beijing and Tangshan Yian without fully complying with laws to appraise the equity interests, to
file such appraisals with or obtain regulatory approval of such appraisals from PRC government
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authorities or to make equity interest transfers at the government-designated marketplaces as required for transactions completed after 2004.
Similar to the asset transfers, such failures subject us to the risk of losing the ownership or control of our equity interests in Sinovac Beijing
and Tangshan Yian.

PRC government authorities may take court actions to invalidate the transfers of the assets or equity investments discussed above
for non-compliance with applicable appraisal, filing, approval and designated marketplace requirements. We cannot guarantee that
government authorities will not take such legal actions or that such legal actions, if commenced, will not be successful. If these transfers are
invalidated, we would lose title to these assets and investments. Because we depend on these technologies and because Sinovac Beijing and
Tangshan Yian constitute all of our operations, our loss of these technologies or equity interests in Sinovac Beijing and/or Tangshan Yian
would materially and adversely affect our business operations and financial condition.

The landlord that leases us three of our buildings in Beijing has not yet obtained ownership certificates for the buildings. If PRC
government authorities or third parties challenge or invalidate the landlord’s ownership of the buildings, our Anflu and filling and
packaging operations would be materially and adversely affected.

In August 2004, we signed two 20-year leases in Beijing with China Bioway, pursuant to which we leased two buildings of
approximately 28,000 and 13,300 square feet, respectively, located at the Peking University Biological Park. We house our Anflu
manufacturing and research and development center in these buildings. In June 2007, we signed another 20-year lease in Beijing with China
Bioway, in order to expand Sinovac Beijing’s production facilities in Beijing, pursuant to which we leased one building of approximately
37,000 square feet, located at Peking University Biological Park. China Bioway has yet to obtain building ownership certificates for the
three buildings. Under the three leases, China Bioway agreed to hold us harmless and indemnify us for any damages or losses we may
suffer as a result of its failure to obtain building ownership certificates.

We cannot guarantee that China Bioway will ever be able to obtain the necessary building ownership certificates or that PRC
government authorities or third-parties will not challenge or invalidate China Bioway’s ownership even if it does obtain such ownership
certificates. If that happens, we may need to vacate our existing facilities and build alternative facilities, causing material and adverse
disruptions to our business operations. China Bioway obtained the approval certificate for the design of the leased buildings. It will take
several months or longer for the ownership certificate to be issued according to a related process within the China regulatory agency.

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

In September 2003, we engaged in a share exchange with Net-Force Systems Inc. This transaction was accounted for as a reverse
merger in which Sinovac Biotech Co., Ltd. was deemed the accounting acquirer and Net-Force, which was originally incorporated in 1999,
was the legal acquirer. Although we disposed of all the assets and liabilities of Net-Force to a company controlled by its then president and
CEO, we cannot guarantee that we will not be liable for any liabilities related to the conduct by Net-Force of its business prior to its
acquisition by us.

We depend on our key personnel, the loss of whom would adversely affect our operations. If we fail to attract and retain the talent
required for our business, our business will be materially harmed.

We are a small company with approximately 400 full-time employees as of December 31, 2009, and we depend to a great extent
on principal members of our management and scientific teams. If we lose the services of any key personnel, in particular Mr. Weidong Yin,
our President and Chief Executive Officer, the loss could significantly impede the achievement of our research and development objectives
and delay our product development programs and the approval and commercialization of our product candidates. We do not currently have
any key man life insurance policies. We have entered into employment agreements with our executive officers, under which they have
agreed to restrictive covenants relating to non-competition and non-solicitation. These employment agreements do not, however, guarantee
that we will be able to retain the services of our executive officers in the future. In addition, recruiting and retaining additional qualified
scientific, technical and managerial personnel and research partners will be critical to our success. Competition among biopharmaceutical
and biotechnology companies for qualified employees in China is intense and turnover rates are high. There is currently a shortage of
employees in China with expertise in our areas of research and clinical and regulatory affairs, and this shortage is likely to continue. We
may not be able to retain existing personnel or attract and retain qualified staff in the future. If we fail to hire and retain personnel in key
positions, we may be unable to develop or commercialize our product candidates in a timely manner.
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We may encounter difficulties in managing our growth, which could adversely affect our results of operations.

We have experienced a period of rapid and substantial growth that has placed and, if such growth continues, will continue to place
a strain on our administrative and operational infrastructure. If we are unable to manage this growth effectively, our business, results of
operations or financial condition may be materially and adversely affected. Our ability to manage our operations and growth effectively
requires us to continue to improve our operational, financial and management controls, reporting systems and procedures and hiring
programs. We may not be able to successfully implement these required improvements.

International expansion may be costly, time consuming and difficult. If we do not successfully expand internationally, our growth
strategy and prospects would be materially and adversely affected.

We have entered into selected international markets and intend to continue to expand the sales of our products into new
international markets. In expanding our business internationally, we have entered and intend to continue to enter markets in which we have
limited or no experience and in which our brand may be less recognized. To further promote our brand and generate demand for our
products so as to attract distributors in international markets, we expect to spend significantly more on marketing and promotion than we do
in our existing domestic markets. We may be unable to attract a sufficient number of distributors, and our selected distributors may not be
suitable for selling our products. Furthermore, in new markets we may fail to anticipate competitive conditions that are different from those
in our existing markets. These competitive conditions may make it difficult or impossible for us to effectively operate in these markets. If
our expansion efforts in existing and new internal markets are unsuccessful, our growth strategy and prospects would be materially and
adversely affected.

We are exposed to other risks associated with international operations, including:

� political instability;

� economic instability and recessions;

� changes in tariffs;

� difficulties of administering foreign operations generally;

� limited protection for intellectual property rights;

� obligations to comply with a wide variety of foreign laws and other regulatory approval requirements;

� increased risk of exposure to terrorist activities;

� financial condition, expertise and performance of our international distributors;

� export license requirements;

� unauthorized re-export of our products;

� potentially adverse tax consequences; and

� inability to effectively enforce contractual or legal rights.

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

Our growth strategy may involve the acquisition of new production lines, technologies, businesses, products or services or the
creation of strategic alliances in areas in which we do not currently operate. These acquisitions could require that our management develop
expertise in new areas, new geographies, manage new business relationships and attract new types of customers. Furthermore, acquisitions
may require significant attention from our management, and the diversion of our management’s attention and resources could have a
material adverse effect on our ability to manage our business. We may also experience difficulties integrating acquisitions into our existing
business and operations. Future acquisitions may also expose us to potential risks, including risks associated with:
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� the integration of new operations, services and personnel;

� unforeseen or hidden liabilities;

� the diversion of resources from our existing businesses and technologies;

� our inability to generate sufficient revenue to offset the costs of acquisitions; and

� potential loss of, or harm to, relationships with employees or customers, any of which could significantly disrupt our ability to
manage our business and materially and adversely affect our business, financial condition and results of operations.

We may be unable to ensure compliance with United States economic sanctions laws, especially when we sell our products to
distributors over which we have limited control.

The U.S. Department of the Treasury’s Office of Foreign Assets Control, or OFAC, administers certain laws and regulations that
impose penalties upon U.S. persons and, in some instances, foreign entities owned or controlled by U.S. persons, for conducting activities
or transacting business with certain countries, governments, entities or individuals subject to U.S. economic sanctions, or U.S. Economic
Sanctions Laws. We will not use any proceeds, directly or indirectly, from sales of our common shares, to fund any activities or business
with any country, government, entity or individual with respect to which U.S. persons or, as appropriate, foreign entities owned or
controlled by U.S. persons, are prohibited by U.S. Economic Sanctions Laws from conducting such activities or transacting such business.
However, we sell our products in international markets through independent non-U.S. distributors which are responsible for interacting with
the end-users of our products. We may not be able to ensure that such non-U.S. distributors comply with all applicable U.S. Economic
Sanctions Laws. Moreover, if a U.S. distributor conducts activities or transacts business with a country, government, entity or individual
subject to U.S. economic sanctions, such actions may violate U.S. Economic Sanctions Laws. As a result of the foregoing, actions could be
taken against us that could materially and adversely affect our reputation and have a material and adverse effect on our business, financial
condition, results of operations and prospects.

Failure to comply with the U.S. Foreign Corrupt Practices Act and other applicable anti-corruption laws could subject us to penalties
and other adverse consequences and corrupt practices by our competitors may place us at a competitive disadvantage.

Our executive officers, employees and other agents may violate applicable law in connection with the marketing or sale of our
products, including the U.S. Foreign Corrupt Practices Act, or the FCPA, and applicable anti-corruption law in China and other jurisdictions
in which our products are sold or registered for sale. The FCPA generally prohibits United States issuers from engaging in bribery or other
prohibited payments to foreign officials for the purpose of obtaining or retaining business and requires issuers to maintain reasonable
internal controls. The PRC also strictly prohibits bribery of government officials. We have adopted a policy regarding compliance with the
FCPA and other applicable anti-corruption laws to prevent, detect and correct such corrupt practice. However, corruption, extortion, bribery,
pay-offs, theft and other fraudulent practices occur from time-to-time in the PRC and the countries in which we seek to do business. While
we intend to implement measures to ensure compliance with the FCPA and other applicable anti-corruption laws by all individuals involved
with our company, it is possible that our compliance policies and procedures may be insufficient or may fail to prevent our employees or
other agents from engaging in inappropriate conduct for which we might be held responsible. If our employees or other agents are found to
have engaged in such practices, we could suffer severe penalties and other consequences that may have a material adverse effect on our
business, financial condition and results of operations. In addition, our brand and reputation, our sales activities or the price of our common
shares could be adversely affected if we become the target of any negative publicity as a result of actions taken by our employees or other
agents.

In addition, there may be corrupt practices in the healthcare industry in China and other countries in which we conduct business.
For example, in order to secure agreements with CDCs or hospitals in China, our competitors may engage in corrupt practices in order to
influence decision-makers in violation of the anti-corruption laws of China and the FCPA. As competition persists and intensifies in our
industry, we may lose potential clients, client referrals and other opportunities to the extent that our competitors engage in such practices or
other illegal activities.

We may become a passive foreign investment company, which could result in adverse United States federal income tax consequences to
U.S. Holders of our common shares.

Based on the market price of our common shares, the value of our assets, and the composition of our income and assets, we do not
believe that we were a “passive foreign investment company,” or PFIC, for U.S. federal income tax purposes for our taxable year ended
December 31, 2009. A non-U.S. corporation will be a PFIC for any taxable year if either (1) at least 75% of its gross income for such year
is passive income or (2) at least 50% of the value of its assets (based on an average of the quarterly values of the assets) during

16

https://www.sec.gov/Archives/edgar/data/0001084201/000110465910019961/a10-7773_220f.htm#TableOfContents
https://www.sec.gov/Archives/edgar/data/0001084201/000110465910019961/a10-7773_220f.htm#TableOfContents


Table of Contents

such year is attributable to assets that produce passive income or are held for the production of passive income. We must make a separate
determination after the close of each year as to whether we were a PFIC for that year. The composition of our income and assets will be
affected by how, and how quickly, we use any cash we generate from our operations or raise in any offering. Because the value of our assets
for purposes of the PFIC test will generally be determined by reference to the market price of our common shares, fluctuations in the
market price of our common shares may cause us to become a PFIC for any year. If we are a PFIC for any year during which a U.S. Holder
(as defined in “Taxation—United States Federal Income Taxation”) holds our common shares, certain adverse U.S. federal income tax
consequences could apply to such U.S. Holder. See “Taxation—United States Federal Income Taxation—Passive Foreign Investment
Company”.

Our legal counsel has advised us that we may have violated Section 402 of the Sarbanes-Oxley Act of 2002, which prohibits an issuer
from extending or maintaining personal loans to its directors or executive officers. As a result, we could become subject to criminal,
civil or administrative sanctions or penalties and we may also face potential private securities litigation.

We had extended and maintained some credit to two of our former directors, one of whom was also a former officer. Lily Wang,
our former director and chief financial officer until March 22, 2006, was indebted to us in the amount of approximately $1.8 million as of
October 2004. This indebtedness arose from Ms. Wang’s agreement in September 2003 to acquire Tangshan Yian’s equity interest in
Sinovac Beijing. This loan was fully repaid as of November 2006. Another former director, Heping Wang, became indebted to us in early
2004 in the amount of $2.6 million as a result of an unpaid capital contribution owed by Mr. Wang to Tangshan Yian. The debt was partly
off set by a $2.2 million payment from us for the transfer of ownership of Tangshan Yian. Mr. Wang ended up with a loan of $400,000,
which was paid in full in November 2004. In addition, in connection with his agreement to transfer a 100% equity interest in Tangshan Yian
to us in 2004, Mr. Wang agreed to assume and indemnify Tangshan Yian’s loan obligations in an aggregate amount of RMB10.8 million
comprising the RMB9 million principal amount of the loan and an RMB1.8 million funding fee. In July 2007, we received full repayment
of Mr. Wang’s outstanding obligations to us and released from escrow 1.5 million shares in our company pledged by Mr. Wang as collateral
for his obligations.

We took remedial steps to address the potential violation of the Sarbanes-Oxley Act by issuing a letter on June 22, 2006 to each of
Lily Wang and Heping Wang demanding immediate full repayment of all outstanding loan balances including accrued interest. We have
since received full repayment of the amounts owed by Lily Wang and Heping Wang. Section 402 of the Sarbanes-Oxley Act of 2002
prohibits public U.S. companies, including us, from extending or maintaining personal loans to its directors or executive officers. The
arrangements with Ms. Wang and Mr. Wang may have violated this prohibition. The potential violation of the Section 402 may cause
governmental authorities, such as the SEC or other U.S. authorities, to impose certain criminal, civil, and administrative sanctions or
penalties upon us. Similarly, private parties may also bring civil litigations against us for such violations.

Risks Related to Government Regulation

We can only sell products that have received regulatory approval. Many factors affect our ability to obtain such approvals.

Pre-clinical and clinical trials of our products, and the manufacturing and marketing of our technologies, are subject to extensive,
costly and rigorous regulation by governmental authorities in the PRC and in other countries. Even if we complete preclinical and clinical
trials successfully, we may not be able to obtain applicable regulatory approvals. We cannot market any product candidate until we have
both completed our clinical trials and obtained the necessary regulatory approvals for that product candidate.

Conducting clinical trials and obtaining regulatory approvals are uncertain, time consuming and expensive processes. The process
of obtaining required regulatory approvals from China State Food and Drug Administration, or the SFDA, and other regulatory authorities
often takes many years to complete and can vary significantly based on the type, complexity and novelty of the product candidates. For
example, it took us approximately ten years to develop and obtain regulatory approval to commercialize Healive, and it took us five and a
half and four and a half years, respectively, to develop and obtain regulatory approval to commercialize Bilive and Anflu.

There can be no assurance that all of the clinical trials pertaining to our vaccines in development will be completed within the time
frames currently anticipated by us. We could encounter difficulties in enrolling vaccinees for trials or encounter setbacks during the conduct
of trials that result in delays or trial cancellation. Data obtained from preclinical and clinical studies are subject to varying interpretations
that could delay, limit or prevent regulatory approval, and failure to observe regulatory requirements or inadequate manufacturing processes
are examples of other problems that could prevent approval. In addition, we may encounter delays or rejections in the event of additional
government regulation from future legislation, administrative action or changes in the SFDA policy or if unforeseen health risks become an
issue with the participants of clinical trials. Clinical trials may also fail at any stage of testing. Results of early trials frequently do not
predict results of later trials, and acceptable results in early trials may not be repeated. For these reasons, we do not know whether
regulatory authorities will grant approval for any of our product candidates in the future. In addition, production permits for our products
are valid for only five years and we need to apply for renewal six months prior to their expirations.
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The approving process for our renewal applications could be lengthy and there is no assurance that we will be granted renewal in a timely
manner or at all. For example, the production permit for our Healive vaccine expired in 2007 and we filed an application for renewal in the
same year, but as of the date of this annual report we have not been granted with the renewal yet. The SFDA, the authority in charge of the
issuance of production permits, however, has accepted and approved our various subsequent applications relating to amendments to the
packaging and labeling of our Healive vaccine, which we believe indicates the SFDA’s acquiescence to the validity of our production
permit. The production permits for our Bilive vaccine also expired in January 2010, and although we applied for its renewal there is no
assurance as to whether and when we will be granted with the renewal.

The process of obtaining regulatory approvals is also lengthy, expensive and uncertain for products that have been developed by
others but which we market and sell in China. For example, we have entered into a five-year distribution agreement with LG Life Sciences,
under which we have the exclusive right to market and distribute its hepatitis B vaccine in mainland China, subject to our ability to obtain
the required regulatory approvals for this product by February 2009. Under the agreement with LG Life Sciences, we have a limited period
of time to obtain the required approvals before LG Life Sciences may terminate the agreement.  As of the date of this annual report, we
have not obtained the required regulatory approvals and have not received any notice from LG Life Sciences to terminate the agreement. 
We expect to obtain the clinical trial approval from SFDA in 2010.  However, it is likely to take several years or more to obtain the
regulatory approvals necessary for us to be able to market and distribute LG Life Sciences’ hepatitis B vaccine in mainland China, if we are
able to obtain such regulatory approvals at all.

Delays in obtaining the SFDA or foreign approvals of our products or products that we distribute for others could result in
substantial additional costs and adversely affect our ability to compete with other companies. Even if regulatory approval is ultimately
granted, there can be no assurance that we can maintain the approval or that the approval will not be withdrawn. Any approval received
may also restrict the intended use and marketing of the product we want to commercialize.

Outside the PRC, our ability to market any of our potential products is contingent upon receiving marketing authorizations from
the appropriate foreign regulatory authorities. These foreign regulatory approval processes include all of the risks associated with the SFDA
approval process described above and may include additional risks.

Because the medical conditions our vaccines are intended to prevent represent significant public health threats, we are at risk of
governmental actions detrimental to our business, such as product seizure, compulsory licensing, resumed price controls and additional
regulations.

In response to a pandemic or the perceived risk of a pandemic, governments in China and other countries may take actions to
protect their citizens that could affect our ability to control the production and export of pandemic vaccines or otherwise impose
burdensome regulations on our business. For example, an outbreak of influenza could subject our manufacturing locations to seizure by the
PRC government. The PRC government may also grant compulsory licenses to allow competitors to manufacture products that are
protected by our patents, or use our technology developed using funds received from government agencies or may resume its price control
over vaccines although such control has recently been lifted in China.

We may not be able to comply with applicable good manufacturing practice requirements and other regulatory requirements, which
could have a material adverse affect on our business, financial condition and results of operations.

We are required to comply with applicable good manufacturing practice regulations, which include requirements relating to quality
control and quality assurance as well as corresponding maintenance, record-keeping and documentation standards. Manufacturing facilities
must be approved by governmental authorities before we can use them to commercially manufacture our products and are subject to
inspection by regulatory agencies.

If we fail to comply with applicable regulatory requirements at any stage during the regulatory process, including following any
product approval, we may be subject to sanctions, including:

� fines;

� product recalls or seizure;

� injunctions;

� refusal of regulatory agencies to review pending market approval applications or supplements to approval applications;

� total or partial suspension of production;
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� civil penalties;

� withdrawals of previously approved marketing applications; and

� criminal prosecution.

We deal with hazardous materials that may cause injury to others. These materials are regulated by environmental laws that may impose
significant costs and restrictions on our business.

Our research and development programs and manufacturing operations involve the controlled use of potentially harmful biological
materials and other hazardous materials. We cannot completely eliminate the risk of accidental contamination or injury to our employees or
others from the use, manufacture, storage, handling or disposal of hazardous materials and certain waste products. In the event of
contamination or injury, we could be held liable for any resulting damages, and any liability could exceed our resources or any applicable
insurance coverage we may have. We are also subject to PRC laws and regulations governing the construction and operation of production
facilities that may have an impact on the environment and the use, manufacture, storage, handling or disposal of hazardous materials and
waste products, such as the PRC Environmental Impact Assessment Law, the PRC Prevention and Control of Water Pollution Law and PRC
Environmental Protection Law, as well as waste-disposal standards set by the relevant governmental agencies. It is likely that China will
adopt stricter pollution controls as the country is experiencing increasingly serious environmental pollution. Although we passed an
environmental examination of our facilities conducted in 2004 by the Beijing Environment Protection Bureau on our hepatitis A vaccine
production line and passed the same examination on our seasonal flu vaccine production line and filling and packaging line in 2005 and
2008, respectively, we can not assure you that we will continue to pass similar environmental examinations on any future production
facilities that we may construct. In addition, according to the PRC Environmental Impact Assessment Law, after the approval of previous
environmental impact assessment report, if there is any material change in the nature, scale, location, production technology used and
measures adopted to prevent damages to ecology, new environmental impact assessment reports need to be filed for approval. We are now
producing Bilive vaccine using our production facility for hepatitis A vaccine and producing Panflu and Panflu.1 vaccines using our
production facility for seasonal flu or Anflu vaccine, and have also upgraded the production capacity for our production facility for
influenza vaccines, but we have not filed new environmental impact assessment reports. We are also using our filling and packaging line
that was originally established to fill and package Panflu vaccine to package all our products. This is because we believe that the
technologies and impacts on the environment involved in the production, filling and packaging of the additional vaccines are very similar to
those involved in the production, filling and packaging of the vaccines that the lines were originally set up for, as a result of which no
material changes have occurred that would require the filing of new environmental impact assessment reports. However, there is no
assurance that the relevant environment protection authorities will share the same view with us. If we fail to comply with applicable
environmental laws and regulations or with the environmental conditions attached to our operating licenses, our operating licenses could be
revoked and we could be subject to civil, criminal and administrative penalties. We may also have to incur significant costs to comply with
future environmental laws and regulations. Moreover, we do not currently have a pollution and remediation insurance policy to mitigate
against any risk related to environmental pollution or violation of environmental law.

Risks Related to Our Intellectual Property

Our hepatitis and influenza vaccine technology is not patented. If we are unable to protect our technologies from competitors with
patents or other forms of intellectual property protection, our business may be harmed.

Our success depends, in part, on our ability to protect our proprietary technologies. We try to protect the technology that we
consider important to our business by filing PRC patent applications and relying on trade secret and pharmaceutical regulatory protection.

We have no patent protection for our hepatitis or influenza vaccines. We have two issued patents and a number of patent
applications pending in the PRC relating to our pipeline products. The process of seeking patent protection in China can be lengthy and
expensive, and we cannot assure you that our pending patent applications, or any patent applications we may make in the future in respect
of other products, will result in issued patents, or that any patents issued in the future will be able to provide us with meaningful protection
or commercial advantage. Our patent applications may be challenged, invalidated or circumvented in the future.

In addition to patents, we rely on trade secrets and proprietary know-how to protect our intellectual property. We have entered into
confidentiality agreements (which include, in the case of employees, non-competition provisions) with many of our employees, consultants,
outside scientific collaborators, sponsored researchers and other advisors. These agreements provide that all confidential information
developed or made known to the individual during the course of the individual’s relationship with us is to be kept confidential and not
disclosed to third parties except in specific circumstances. In the case of our employees, the agreements provide that all of the technology
which is conceived by the individual during the course of employment is our exclusive property. These
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agreements may not provide meaningful protection or adequate remedies in the event of unauthorized use or disclosure of our proprietary
information. In addition, it is possible that third parties could independently develop information and techniques substantially similar to
ours or otherwise gain access to our trade secrets.

We cannot assure you that our current or potential competitors, many of whom have substantial resources and have made
substantial investments in competing technologies, do not have and will not develop, products that compete directly with our products
despite our intellectual property rights.

Intellectual property rights and confidentiality protections in China may not be as effective as in the United States or other
countries. Policing unauthorized use of proprietary technology is difficult and expensive, and we might need to resort to litigation to enforce
or defend patents issued to us or to determine the enforceability, scope and validity of our proprietary rights or those of others. The
experience and capabilities of PRC courts in handling intellectual property litigation varies, and outcomes are unpredictable. Further, such
litigation may require significant expenditures of cash and management efforts and could harm our business, financial condition and results
of operations. An adverse determination in any such litigation could materially impair our intellectual property rights and may harm our
business, prospects and reputation.

We may be exposed to infringement or misappropriation claims by third parties, which, if determined adversely to us, could cause
substantial liabilities to us, or we may be unable to sell some of our products.

Our commercial success also depends significantly on our ability to operate without infringing the patents and other proprietary
rights of third parties. Even after reasonable investigation, we may not know with certainty whether we have infringed upon a third party’s
patent due to the complexity of patent claims, the inadequacy of patent clearance search procedures in the PRC and the fact that a third
party may have filed a patent application without our knowledge while that product was under development by us. Patent applications are
maintained in secrecy until their publication 18 months after the filing date. The publication of discoveries in the scientific or patent
literature frequently occurs substantially later than the date on which the underlying discoveries were made and patent applications were
filed. China, similar to many other countries, adopts the first-to-file system under which the first party to file a patent application (instead of
the first to invent the subject invention) may be awarded a patent. There may also be technologies licensed to us or acquired by us that are
subject to infringement, misappropriation or other claims by others which could damage our ability to rely on such technologies.

If a third party claims that we infringe upon its proprietary rights, any of the following may occur:

� we may become involved in time-consuming and expensive litigation, even if the claim is without merit;

� we may become liable for substantial damages for past infringement if a court decides that our technology infringes upon a
competitor’s patent;

� a court may prohibit us from selling or licensing our product without a license from the patent holder, which may not be available
on commercially reasonable terms, if at all, or which may require us to pay substantial royalties or grant cross licenses to our
patents;

� we may have to reformulate our product so that it does not infringe upon others’ patent rights, which may not be possible or could
be very expensive and time-consuming; and

� we may be subject to injunctions prohibiting the manufacture and sale of our products or the use of our technologies.

If any of these events occurs, our business will suffer and the market price of our common shares could decline.

The success of our business may depend on licensing vaccine components from, and entering into collaboration arrangements with,
third parties. We cannot be certain that our licensing or collaboration efforts will succeed or that we will realize any revenue from them.

The success of our business strategy depends, in part, on our ability to enter into licensing and collaboration arrangements and to
manage effectively the resulting relationships. For example, we consider important to our business the continuous and stable supply of
hepatitis B vaccines from Beijing Temple of Heaven Biological Products Co., Ltd. for our production of Bilive, our cooperation with China
CDC in pandemic influenza research and market exploration in Mexico with Glovax C.V.

Our ability to enter into agreements with commercial partners depends in part on our ability to convince them of the value of our
technology and know-how. This may require substantial time and effort on our part. While we anticipate expending substantial
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funds and management effort, we cannot assure you that strategic relationships will result or that we will be able to negotiate additional
strategic agreements in the future on acceptable terms, if at all. Furthermore, we may incur significant financial commitments to
collaborators in connection with potential licenses and sponsored research agreements. In addition, we may not be able to control the areas
of responsibility undertaken by our strategic partners and may be adversely affected should these partners prove unable to carry a product
candidate forward to full commercialization or should they lose interest in dedicating the necessary resources toward developing any such
product quickly.

Third parties may terminate our licensing and other strategic arrangements if we do not perform as required under these
arrangements. Generally, we expect that agreements for rights to develop technologies will require us to exercise diligence in bringing
product candidates to market and may require us to make milestone and royalty payments that, in some instances, could be substantial. Our
failure to exercise the required diligence or make any required milestone or royalty payments could result in the termination of the relevant
license agreement, which could have a material adverse effect on us and our operations. In addition, these third parties may also breach or
terminate their agreements with us or otherwise fail to conduct their activities in connection with our relationships in a timely manner. If we
or our partners terminate or breach any of our licenses or relationships, we may:

� lose our rights to develop and market our product candidates;

� lose patent and/or trade secret protection for our product candidates;

� experience significant delays in the development or commercialization of our product candidates;

� not be able to obtain any other licenses on acceptable terms, if at all; and

� incur liability for damages.

Licensing arrangements and strategic relationships in our industry can be very complex, particularly with respect to intellectual
property rights. Disputes may arise in the future regarding ownership rights to technology developed by or with other parties. These and
other possible disagreements between us and third parties with respect to our licenses or our strategic relationships could lead to delays in
the research, development, manufacture and commercialization of our product candidates. These disputes could also result in litigation or
arbitration, both of which are time-consuming and expensive. These third parties also may pursue alternative technologies or product
candidates either on their own or in strategic relationships with others in direct competition with us.

Any cessation or suspension of our collaborations with scientific advisors and academic institutions may increase our costs in research
and development and lengthen our new vaccines development process and lower our efficiency in new products development.

We work with scientific advisors and academic collaborators who assist us in our research and development efforts. Almost all of
our preclinical and research programs are heavily reliant upon such collaborators, and we generally benefit considerably from the resources,
technology and experience these collaborations can provide. These scientists are not, however, our employees and may have other
commitments that limit their availability to us. If a conflict of interest arises between their work for us and their work for another entity, we
may lose the services of these scientists and institutions. Any cessation or suspension of our collaborations with scientific advisors and
academic institutions may increase our research and development costs, lengthen our new vaccines development process and lower our
efficiency in new products development. In addition, although our scientific advisors and academic collaborators generally sign agreements
not to disclose our confidential information, it is possible that valuable proprietary knowledge may become publicly known which would
compromise our competitive advantage.

We may lose the right to use “ ” (Kexing) on our vaccine products and/or as part of our trade name.

We currently use “ ” (Kexing) as part of Sinovac Beijing’s Chinese trade name in the PRC and we also intend to use 
 (Kexing) as part of the Chinese trade name of Sinovac Dalian. Shenzhen Kexing, owns the registered “ ” trademark in China for Class 5
(Pharmaceuticals) under the International Classification of Goods and Services. We have entered into a trademark license agreement with
Shenzhen Kexing, under which Shenzhen Kexing grants us a royalty-free non-exclusive license to use the trademark on our vaccine
products until August 20, 2011. We are not expressly licensed under this license agreement to use the “ ” trademark as our trade name.
In addition, the trademark license agreement terminates automatically if Mr. Weidong Yin is no longer in the key management position at
Sinovac Beijing. In the event that Mr. Weidong Yin is no longer in the key management position at Sinovac Beijing, we would be unable to
use the “ ” trademark on our vaccine products in China. In addition, if Shenzhen Kexing makes a successful claim that our trade name
infringes on the “ ” trademark, we would be unable to use the “ ” trademark as part of our trade name. However, on January 24,
2006, we applied for “ ” as the trademark in China for Class 42 (Scientific & Technological
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Services & Research), which was published for opposition on October 20, 2009, and if eventually registered, would protect our interest in
the “ ” as part of our trade name.

Risks Related to Doing Business in China

Adverse changes in political, economic and other policies of the PRC government could have a material adverse effect on the overall
economic growth of China, which could reduce the demand for our products and materially and adversely affect our competitive
position.

All of our business operations are conducted in China, and all of our sales are currently made in China. Accordingly, our business,
financial condition, results of operations and prospects are affected significantly by economic, political and legal developments in China.
The Chinese economy differs from the economies of most developed countries in many respects, including:

� the extent of government involvement;

� the level of development;

� the growth rate;

� the control of foreign exchange;

� the allocation of resources;

� an evolving regulatory system; and

� lack of sufficient transparency in the regulatory process.

While the Chinese economy has experienced significant growth in the past 20 years, growth has been uneven, both geographically
and among various sectors of the economy. The Chinese government has implemented various measures to encourage economic growth and
guide the allocation of resources. Some of these measures benefit the overall Chinese economy, but may also have a negative effect on us.
For example, our financial condition and results of operations may be adversely affected by government control over capital investments or
changes in tax regulations that are applicable to us.

The Chinese economy has been transitioning from a planned economy to a more market-oriented economy. Although in recent
years the Chinese government has implemented measures emphasizing the utilization of market forces for economic reform, the reduction
of state ownership of productive assets and the establishment of sound corporate governance in business enterprises, a substantial portion of
the productive assets in China is still owned by the Chinese government. The continued control of these assets and other aspects of the
national economy by the Chinese government could materially and adversely affect our business. The Chinese government also exercises
significant control over Chinese economic growth through the allocation of resources, controlling payment of foreign currency-
denominated obligations, setting monetary policy and providing preferential treatment to particular industries or companies. Efforts by the
Chinese government to slow the pace of growth of the Chinese economy could result in hospitals spending less, which in turn could reduce
demand for our products.

Moreover, the political relationship among foreign countries and China is subject to sudden fluctuation and periodic tension.
Changes in political conditions in China and changes in the state of foreign relations are difficult to predict and could adversely affect our
product export and international collaborations. This could lead to a decline in our profitability in the future.

Any adverse change in the economic conditions or government policies in China could have a material adverse effect on overall
economic growth and the level of healthcare investments and expenditures in China, which in turn could lead to a reduction in demand for
our products and consequently have a material adverse effect on our businesses.

Future changes in laws, regulations or enforcement policies in China could adversely affect our business.

Laws, regulations and enforcement policies in China, including those regulating our business, are evolving and subject to future
change. Future changes in laws, regulations or administrative interpretations, or stricter enforcement policies by the Chinese government,
could impose more stringent requirements on us, including fines or other penalties. Changes in applicable laws and regulations may also
increase our operating costs. Compliance with such requirements could impose substantial additional costs or otherwise have a material
adverse effect on our business, financial condition and results of operations. These changes may relax some
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requirements, which could be beneficial to our competitors or could lower market entry barriers and increase competition. Further,
regulatory agencies in China may periodically, and sometimes abruptly, change their enforcement practices. Therefore, prior enforcement
activity, or lack of enforcement activity, is not necessarily predictive of future actions. Any enforcement actions against us could have a
material and adverse effect on us and the market price of our common shares. In addition, any litigation or governmental investigation or
enforcement proceedings in China may be protracted and may result in substantial cost and diversion of resources and management
attention, negative publicity, damage to our reputation and decline in the price of our common shares.

We rely on dividends paid by our subsidiaries for our cash needs. If they are unable to pay us sufficient dividends due to statutory or
contractual restrictions on their abilities to distribute dividends to us, our various cash needs may not be met.

We are a holding company, and we rely on the dividends paid by our majority-owned subsidiary, Sinovac Beijing, our wholly
owned subsidiaries, Tangshan Yian and Beijing Sinovac Biological Technology Co., Ltd., or Sinovac Biological, and our 30%-owned joint
venture, Sinovac Dalian, for our cash needs, including the funds necessary to pay any dividends and other cash distributions to our
shareholders, service any debt we may incur and pay our operating expenses. The payment of dividends in China is subject to limitations.
Regulations in the PRC currently permit payment of dividends by our PRC subsidiaries only out of accumulated profits as determined in
accordance with accounting standards and regulations in China. For instance, Tangshan Yian is required to set aside at least 10% of its after-
tax profits each year to contribute to its reserve fund until the accumulated balance of such reserve fund reaches 50% of the registered
capital of Tangshan Yian. Tangshan Yian is also required to reserve a portion of its after-tax profits to its employee welfare and bonus fund,
the amount of which is subject to its board of directors. Sinovac Beijing is required to set aside, at the discretion of its board of directors, a
portion of its after-tax profits to its reserve fund, enterprise development fund and employee welfare and bonus funds. These funds are not
distributable in cash dividends. In addition, if Sinovac Beijing, Tangshan Yian or Sinovac Biological incurs debt on its own behalf in the
future, the instruments governing the debt may restrict either company’s ability to pay dividends or make other distributions to us.

Sinovac may be required by the PRC tax authorities to pay a higher amount of enterprise income tax on capital gains arising out of our
restructuring in July 2009 and Sinovac Beijing may be required to assist with the reporting and payment of such tax.

In July 2009, we completed a restructuring by which we transferred our direct 71.56% equity interest in Sinovac Beijing to our
wholly owned subsidiary Sinovac Biotech (Hong Kong) Ltd., or Sinovac Hong Kong, for no consideration. However, we have submitted an
application to the applicable tax bureau to pay PRC enterprise income tax on capital gains based on the difference between the cost and an
appraised value of the equity interest obtained from an appraisal. The tax bureau has not approved our application to date. Because this is a
related party transaction, the PRC tax authorities have the authority to adjust the amount of the consideration deemed paid for PRC
enterprise income tax purposes to reflect an arm’s length amount in accordance with the transfer pricing rules. Such adjustment could result
in the recognition by us of a higher amount of capital gains subject to the PRC enterprise income tax at a rate of 10%. Under the PRC tax
law, where both parties to an equity transfer transaction are non-resident enterprises and where the transfer occurs outside the Chinese
territory, the non-resident enterprise receiving income must pay taxes to the taxation authority in the locality of the domestic enterprise
whose equity was transferred, either directly or through an agent. The domestic enterprise whose equity was transferred must assist the
taxation authority in collecting the relevant PRC taxes from the non-resident enterprise. As such, since Sinovac and Sinovac Hong Kong are
considered non-PRC tax resident enterprises and the equity transfer occurred outside the PRC, Sinovac must file tax returns by itself or
through its designated representative to the applicable tax authority in Beijing. Sinovac Beijing is obligated to assist the taxation authority
in collecting taxes from Sinovac. Our estimate of the tax liability is approximately $1.5 million, which is subject to the approval of the PRC
tax authority as it has the discretion to assess and determine the final amount. In addition, there is a risk that we may be subject to late
payment interest assessed by the PRC tax authorities at a rate of 0.05% per day imposed on the outstanding tax amount as well as other
penalties which are difficult to estimate. The amount of our ultimate payment to the tax authority could be higher than our estimate, which
may adversely affect our net income attributable to the stockholders.

Restrictions on currency exchange may limit our ability to receive and use our revenues effectively.

We receive all of our revenues in renminbi, which currently is not a freely convertible currency. A portion of our revenues may be
converted into other currencies to meet our foreign currency obligations, including, among others, payment of dividends declared by our
subsidiaries. Under China’s existing foreign exchange regulations, both Sinovac Beijing and Tangshan Yian are able to pay dividends in
foreign currencies without prior approval from the State Administration of Foreign Exchange, or the SAFE, by complying with certain
procedural requirements. However, we cannot assure you that the PRC government will not take future measures to restrict access to
foreign currencies for current account transactions.

Our PRC subsidiaries’ ability to obtain foreign exchange is subject to significant foreign exchange controls and, in the case of
amounts under the capital account, requires the approval of and/or registration with PRC government authorities, including the SAFE. In
particular, if we finance our PRC subsidiaries by means of foreign currency from us or other foreign lenders, the amount is not allowed to
exceed the difference between the amount of total investment and the amount of the registered capital as approved by the
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Ministry of Commerce and registered with the SAFE. Further, such loans must be registered with the SAFE. If we finance our PRC
subsidiaries by means of additional capital contributions, the amount of these capital contributions must first be approved by the relevant
government approval authority. These limitations could affect the ability of our PRC subsidiaries to obtain foreign exchange through debt or
equity financing.

Fluctuation in the value of the renminbi may have a material adverse effect on your investment.

The value of the renminbi against the U.S. dollar, Euro and other currencies is affected by, among other things, changes in China’s
political and economic conditions and China’s foreign exchange policies. On July 21, 2005, the PRC government changed its decade-old
policy of pegging the value of the renminbi to the U.S. dollar. Under the new policy, the renminbi was permitted to fluctuate within a
narrow and managed band against a basket of certain foreign currencies. This change in policy caused the renminbi to appreciate
approximately 21.5% against the U.S. dollar over the following three years. Since reaching a high against the U.S. dollar in July 2008,
however, the renminbi has traded within a narrow band against the U.S. dollar, remaining within 1% of its July 2008 high but never
exceeding it. As a consequence, the renminbi has fluctuated sharply since July 2008 against other freely traded currencies, in tandem with
the U.S. dollar. For example, the renminbi appreciated approximately 27% against the Euro between July 2008 and November 2008. It is
difficult to predict how long the current situation may last and when and how it may change again.

As a portion of our costs and expenses is denominated in renminbi, a resumption of the appreciation of the renminbi against the
U.S. dollar would further increase our costs in U.S. dollar terms. In addition, as our operating subsidiaries in China receive revenues in
renminbi, any significant depreciation of the renminbi against the U.S. dollar may have a material adverse effect on our revenues in U.S.
dollar terms and financial condition, and the value of, and any dividends payable on, our common shares. For example, to the extent that we
need to convert U.S. dollars into renminbi for our operations, appreciation of the renminbi against the U.S. dollar would have an adverse
effect on the renminbi amount we receive from the conversion. Conversely, if we decide to convert our renminbi into U.S. dollars for the
purpose of making payments for dividends on our common shares or for other business purposes, appreciation of the U.S. dollar against the
renminbi would have a negative effect on the U.S. dollar amount available to us.

Our business benefits from certain government incentives. Expiration of, or changes to, these incentives could have a material adverse
effect on our operating results by significantly increasing our tax expenses.

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

On January 1, 2008, The Law of the People’s Republic of China on Enterprise Income Tax became effective. Under the new
enterprise income tax law and its implementation rules, foreign-invested enterprises, or FIEs, such as Sinovac Beijing and Tangshan Yian,
and domestic companies are subject to the enterprise income tax, or the EIT, at a uniform rate of 25%, subject to a transition period during
which certain tax incentives previously granted to FIEs may continue. Pursuant to the rules applicable during this transition period,
Tangshan Yian is subject to a 25% income tax rate in 2008, but, subject to the approval of the tax authorities, it is eligible for a full
exemption from income taxes for two years starting from 2008, and a 50% reduction in income taxes for the next three years.

Preferential tax treatments will continue to be granted to entities that conduct business in encouraged sectors, whether FIEs or
domestic companies. Sinovac Beijing reconfirmed its “High and New Technology Enterprises” status according to the new criteria and
obtained the corresponding certificate on December 24, 2008 with a three-year valid period. However, during the three-year valid period, if
the “High and New Technology Enterprises” criteria are not satisfied, Sinovac Beijing will not be entitled to the preferential income tax
rate. Any change in the preferential tax rates or tax holidays currently enjoyed by our subsidiaries will reduce our after-tax profit.

The newly enacted PRC Enterprise Income Tax Law could affect tax exemptions on dividends received by us and increase our
enterprise income tax rate.

We are incorporated under the laws of Antigua and Barbuda. As a foreign legal person, dividends derived from our subsidiaries in
the PRC were exempt from income tax under PRC law before January 1, 2008. Under the PRC Enterprise Income Tax Law promulgated on
March 16, 2007 and its implementation rules promulgated by the State Council of China on December 6, 2007, if we are deemed as a non-
PRC tax resident enterprise without an office or premises in the PRC, withholding tax at the rate of 10% will be applicable to dividends
received by us from Tangshan Yian, unless the tax is entitled to reduction or elimination in accordance with any future PRC laws or
regulations or an applicable tax treaty between the PRC and Antigua and Barbuda. As of the date of this annual report, Antigua and
Barbuda has not entered into any such tax treaties with the PRC. According to the Mainland and Hong Kong Special Administrative Region
Arrangement on Avoiding Double Taxation or Evasion of Taxation on Income agreed between China and Hong Kong in August 2006,
dividends paid by a foreign-invested enterprise in China to its direct holding company in Hong Kong
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will be subject to withholding tax at a rate of no more than 5% (if the foreign investor owns directly at least 25% of the shares of the
foreign-invested enterprise for a period of greater than 12 months), or otherwise 10%. On February 22, 2010, Sinovac Hong Kong received
tax resident certificates from Hong Kong tax authority for 2008 and 2009. Whether the favorable rate will be applicable to dividends
received by Sinovac Hong Kong from our PRC subsidiaries is subject to the approval of the PRC tax authorities because it is unclear
whether Sinovac Hong Kong is considered as the beneficial owner of the dividends in substance. The PRC tax authorities has the discretion
to assess whether a recipient of the PRC-sourced income is only an agent or a conduit, or lacks the requisite amount of business substance,
in which case the application of the tax arrangement may be denied. This new withholding tax imposed on dividends paid to us by our PRC
subsidiaries would reduce our net income attributable to the stockholders.

In addition, the newly enacted PRC Enterprise Income Tax Law provides that, if an enterprise incorporated outside the PRC has its
“de facto management organization” located within the PRC, such enterprise may be recognized as a PRC tax resident enterprise and thus
may be subject to enterprise income tax at the rate of 25% on its worldwide income. Under the newly enacted Implementation Rules of the
PRC Enterprises Income Tax Law, “de facto management organization” means the organization which is essentially in charge of overall
management and control with respect to the operation, personnel, books and accounts, and assets of the enterprise in question. Substantially
all members of our management are located in the PRC. As substantially all members of our management continue to be located in the PRC
after January 1, 2008, the effective date of the newly enacted PRC Enterprise Income Tax Law and its implementation rules, we may be
deemed a PRC tax resident enterprise and therefore be subject to an enterprise income tax rate of 25% on our worldwide income, although
the dividends that we receive from our PRC subsidiaries would be exempt from PRC withholding tax if we are recognized as a PRC tax
resident.

Under the PRC Enterprise Income Tax Law, dividends payable by us and gains on the disposition of our shares may be subject to PRC
taxation.

If we were considered a PRC resident enterprise under the PRC Enterprise Income Tax Law, our shareholders who are deemed
non-resident enterprises may be subject to the EIT at the rate of 10% upon the dividends payable by us or upon any gains realized from the
transfer of our shares, if such income is deemed derived from China, provided that (I) such foreign enterprise investor has no establishment
or premises in China, or (ii) it has an establishment or premises in China but its income derived from China has no real connection with
such establishment or premises. If we were required under the PRC Enterprise Income Tax Law to withhold PRC income tax on our
dividends payable to our non-PRC enterprise shareholders, or if any gains realized from the transfer of our shares by our non-PRC
enterprise shareholders were subject to the EIT, such shareholders’ investment in our shares would be materially and adversely affected.

Recent PRC regulations relating to the establishment of offshore special purpose companies by PRC residents may subject our PRC
resident shareholders to personal liability and limit our ability to acquire PRC companies or to inject capital into our PRC subsidiary,
limit our PRC subsidiary’s ability to distribute profits to us, or otherwise adversely affect our financial position.

SAFE issued a public notice in October 2005, or the SAFE Notice 75, requiring PRC residents to register with the local SAFE
branch before establishing or controlling any company outside of China, or an offshore special purpose company, for the purposes of
overseas capital raising with assets or equities of PRC companies. In addition, the PRC resident who is the shareholder of an offshore
special purpose company is required to amend its SAFE registration with the local SAFE branch, with respect to that offshore special
purpose company, in the event of any increase or decrease of capital, transfer of shares, merger, division, equity investment or creation of
any security interest over the assets located in China or other material changes in share capital. If any PRC shareholder fails to make the
required SAFE registration and amendment, the PRC subsidiaries of that offshore special purpose company may be prohibited from
distributing their profits and the proceeds from any reduction in capital, share transfer or liquidation, to the offshore special purpose
company. Moreover, failure to comply with the SAFE registration and amendment requirements described above could result in liability to
our PRC beneficial owners or our PRC subsidiaries under PRC laws for evasion of applicable foreign exchange restrictions.

SAFE Notice 75 applies retroactively to PRC residents who have established or controlled an offshore special purpose company
that made onshore investments in the PRC prior to the issuance of the SAFE Notice 75. In May 2007, SAFE issued relevant guidance to its
local branches with respect to the operational procedures for SAFE registration under SAFE Notice No. 75. This guidance standardized
more specific and stringent supervision on registrations relating to SAFE Notice No. 75. Mr. Weidong Yin has made the required SAFE
registration with respect to his investments in our company and Mr. Heping Wang has made the SAFE registration only in Beijing in 2007
but not with respect to his indirect investment in Tangshan Yian. The failure of our beneficial owners who are PRC residents to make their
SAFE registrations or timely amend their SAFE registrations pursuant to the SAFE Notice 75 or the failure of future beneficial owners of
our company who are PRC residents to comply with the registration procedures set forth in the SAFE Notice 75 may subject such beneficial
owners or our PRC subsidiaries to fines and legal sanctions and may also result in a restriction on our PRC subsidiaries’ ability to distribute
profits to us or otherwise adversely affect our business.
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As it is uncertain how the SAFE Notice 75 will be interpreted or implemented, we cannot predict how and to what extent it will
affect our business operations or future strategy. For example, we may be subject to a more stringent review and approval process with
respect to our foreign exchange activities, such as remittance of dividends, re-investments of profits and foreign currency-denominated
borrowings, which may adversely affect our results of operations and financial condition. In addition, if we decide to acquire a PRC
company with equity interests or assets, we or the owners of such company, as the case may be, may not be able to complete the necessary
approvals, filings and registrations for the acquisition. This may restrict our ability to implement our acquisition strategy and adversely
affect our business and prospects.

PRC regulation of loans and direct investment by offshore holding companies to PRC entities may delay or prevent us from making
loans or additional capital contributions to our PRC operating subsidiaries and affiliated entities.

In funding our PRC subsidiaries, we must comply with PRC legal requirements relating to foreign debt registration and to PRC
companies’ “registered capital” and “total investment.” “Registered capital” refers to the capital contributed to or paid into a PRC company
in cash or in kind, and “total investment” refers to the amount of a company’s registered capital plus all external borrowings by such
company. The amounts of a PRC company’s registered capital and total investment are set forth in the company’s constitutional documents
and approved by the competent government authority in advance and, in the case of Sinovac Beijing and Sinovac Dalian, must be approved
by their minority shareholders, China Bioway or Dalian Jin Gang Group, respectively, as well.

Loans by us or Sinovac Hong Kong to Sinovac Beijing, Sinovac Biological, Tangshan Yian or Sinovac Dalian cannot exceed the
difference between such company’s registered capital and total investment, unless the company has obtained the approval of the approval
authority and, in the case of Sinovac Beijing or Sinovac Dalian, the approval of China Bioway or Dalian Jin Gang Group, respectively, to
increase the amount of total investment. Further, such loans must be registered with the SAFE or its local counterpart.

We may also decide to finance our PRC subsidiaries by making additional capital contributions. These additional contributions
must be approved by the government approval authority and, in the case of Sinovac Beijing or Sinovac Dalian, by China Bioway or Dalian
Jin Gang Group, respectively. We cannot assure you that we will be able to obtain these government registrations or approvals, or the
approval of China Bioway or Dalian Jin Gang Group, on a timely basis, if at all, with respect to future loans or additional capital
contributions by us to our subsidiaries or affiliates. If we fail to receive such registrations or approvals, our ability to capitalize our PRC
operations would be negatively affected, which could adversely and materially affect the liquidity of our subsidiaries and our ability to
expand our business.

Because we are incorporated under Antigua and Barbuda law, substantially all of our operations, property and assets are located in
China and all of our directors and officers and substantially all of their assets are located outside of the United States, you may be
unable to protect your shareholder rights.

We are incorporated in Antigua and Barbuda. Our corporate affairs are governed by our articles of incorporation and by-laws and
by the International Business Corporations Act and common law of Antigua and Barbuda. The rights of shareholders to take legal action
against our directors, officers and us, actions by minority shareholders and the fiduciary responsibilities of our directors to us are to a large
extent governed by the International Business Corporations Act and common law of Antigua and Barbuda. The common law of Antigua
and Barbuda is derived in part from comparatively limited judicial precedent in Antigua and Barbuda as well as from English common law,
which has persuasive, but not binding, authority on a court in Antigua and Barbuda. The rights of our shareholders and the fiduciary
responsibilities of our directors under Antigua and Barbuda law are not as clearly established as they would be under statutes or judicial
precedents in the United States. Among other things, Antigua and Barbuda has a less developed body of securities laws as compared to the
United States, and provides significantly less protection to investors. Further, Antigua and Barbuda’s body of securities law, and the
experience of its courts in addressing corporate and securities law issues of a type often experienced by public companies, is likely less
developed than that of some of the other jurisdictions where publicly traded China-based companies are incorporated, such as the Cayman
Islands.

It may be difficult or impossible for you to bring an action against us or our directors or officers in Antigua and Barbuda or to
enforce or protect your rights under U.S. securities laws or otherwise. Even if you are successful in bringing an action of this kind, you may
be unable to enforce a judgment against our assets or the assets of our directors and officers under the laws of Antigua and Barbuda.

There is doubt as to whether Antigua and Barbuda courts would enforce judgments of United States courts obtained in actions
against us or our directors or officers that are predicated upon the civil liability provisions of the Securities Act, or in original actions
brought against us or such persons predicated upon the Securities Act. There is no treaty in effect between the United States and Antigua
and Barbuda providing for such enforcement, and there are grounds upon which Antigua and Barbuda courts may not enforce judgments of
United States courts. In addition, Antigua and Barbuda corporations may not have standing to initiate a shareholder derivative action before
the federal courts of the United States.

26

https://www.sec.gov/Archives/edgar/data/0001084201/000110465910019961/a10-7773_220f.htm#TableOfContents
https://www.sec.gov/Archives/edgar/data/0001084201/000110465910019961/a10-7773_220f.htm#TableOfContents


Table of Contents

PRC courts may recognize and enforce foreign judgments in accordance with the requirements of the PRC Civil Procedures Law
based either on treaties between the PRC and the country where the judgment is made or on reciprocity between jurisdictions. If there are
no treaties or reciprocity arrangements between the PRC and a foreign jurisdiction where a judgment is rendered, according to PRC Civil
Procedures Law, matters relating to the recognition and enforcement of the foreign judgment in the PRC may be resolved through
diplomatic channels. The PRC does not have any treaties or other arrangements with the United States or Antigua and Barbuda that provide
for the reciprocal recognition and enforcement of foreign judgments. As a result, it is generally difficult to enforce in the PRC a judgment
rendered by a U.S. or Antigua and Barbuda court.

As a result of all of the above, as well as the fact that substantially all of our property, assets and operations are located in China
and all of our directors and officers and substantially all of their assets are located outside of the United States, you may be unable to protect
your shareholder interests through actions against us or our management, directors or major shareholders.

ITEM 4. INFORMATION ON THE COMPANY

A. History and Development of the Company

Our legal and commercial name is Sinovac Biotech Ltd.  Our principal executive offices are located at No. 39, Shangdi Xi Road,
Haidian District, Beijing 100085, PRC. Our telephone number at this address is +86-10-8289-0088. Our registered address is located at 36
Long Street, in the City of Saint John in Antigua and Barbuda. Our agent for service of process in the United States is Law Debenture
Corporate Services Inc., located at 400 Madison Avenue, 4th Floor, New York.

We are a holding company and conduct our business in China through our 71.56% majority-owned subsidiary, Sinovac Beijing,
our wholly owned subsidiaries, Tangshan Yian, Sinovac Biological and Sinovac Hong Kong, and our 30%-owned joint venture Sinovac
Dalian. Sinovac Beijing was incorporated on April 28, 2001, Tangshan Yian was incorporated on February 9, 1993, Sinovac Hong Kong
was incorporated on October 21, 2008, Sinovac Biological was incorporated on May 7, 2009 and Sinovac Dalian was established on
January 19, 2010.

We were incorporated in Antigua and Barbuda on March 1, 1999. Before we adopted our current name on October 21, 2003, we
were called Net-Force System Inc. and were primarily engaged in the online gaming business. We were quoted on the OTC Bulletin Board
on February 21, 2003. In September 2003, we issued ten million new shares to Lily Wang, one of our current principal shareholders, to
acquire a 51% equity interest in Sinovac Beijing.  Ms. Wang had contracted to purchase these shares from certain of Sinovac Beijing’s then
shareholders for cash immediately before the above 51% share transfer. However, this 51% equity interest in Sinovac Beijing was
transferred to us directly from these shareholders and was recorded under applicable PRC law transfer documents as a cash transaction. Lily
Wang was responsible for paying the cash to these shareholders. The transfer of the Sinovac Beijing equity interest to us was registered and
approved by PRC government authorities in August 2004. In September 2004, we acquired an additional 20.6% equity interest in Sinovac
Beijing for approximately $3.3 million in cash. We currently own 71.56% of the equity interest in Sinovac Beijing.

In January 2004, we entered into a share purchase agreement with Heping Wang and issued him 3.5 million of our common shares
and a promissory note in the amount of $2.2 million to acquire from him a 100% equity interest in Tangshan Yian. Mr. Wang had contracted
to purchase these shares from Tangshan Yian’s then two shareholders immediately before the above 100% share transfer. However, this
100% equity interest in Tangshan Yian was transferred to us directly from these shareholders and was recorded under applicable PRC law
transfer documents as a cash transaction. Heping Wang was responsible for paying the cash to the two shareholders. The transfer of the
Tangshan Yian equity interest by Mr. Wang to us was registered and approved by PRC government authorities in November 2004.

In the first quarter of 2008, we issued and sold an aggregate of 2.5 million common shares at $3.90 per share to Sensor Capital
Management.  We received approximately $9.75 million in gross proceeds from this private placement of our common shares.

In October 2008, we established Sinovac Hong Kong, a wholly owned subsidiary focused primarily on registering and distributing
current and newly-developed vaccine products in Hong Kong and exporting our products abroad.  In addition, Sinovac Hong Kong seeks
research and development collaboration opportunities with third parties in Hong Kong.

In November 2009, we entered into an agreement with Dalian Jin Gang Group to establish Sinovac Dalian. In January 2010, we
established Sinovac Dalian which will focus on the research, development, manufacturing and commercialization of vaccines, such as
rabies, chickenpox, mumps and rubella vaccines for human use. We plan to manufacture live attenuated vaccines and Vero cell cultured
vaccines at the production facilities of Sinovac Dalian. Pursuant to the joint venture agreement, we will make an initial cash contribution of
RMB60 million ($8.8 million) in exchange for a 30% equity interest in Sinovac Dalian and Dalian Jin Gang Group will make an asset
contribution of RMB140 million ($20.5 million), including manufacturing facilities, production lines and land use rights,
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in exchange for the remaining 70% interest in Sinovac Dalian. We have also entered into an agreement with Dalian Jin Gang Group, under
which we have agreed, subject to the approval of the PRC government, to increase our shareholding in Sinovac Dalian to 55% through
purchasing 25% equity interest in Sinovac Dalian from Dalian Jin Gang Group for a consideration of RMB50 million ($7.3 million) on or
before December 31, 2010.

In February 2010, we entered into an agreement to acquire buildings, land use rights and utility facilities in Beijing for a total
consideration of approximately RMB120 million ($17.6 million). On January 28, 2010, we made an initial payment of RMB5 million
($731,315).  The balance of the purchase price is payable in three installments within three years.  To finance this purchase, we borrowed a
five-year bank loan of RMB90 million ($13.2 million) from China Construction Bank. We plan to set up at this site two new production
lines to manufacture the EV71 vaccine and flu vaccines with a combined annual production capacity of approximately 40 million doses, a
filling and packaging line, a warehouse and an animal house.

For additional information regarding our principal capital expenditures, see “— D. Property, Plants and Equipment.”

Investor inquiries should be directed to us at the address and telephone number of our principal executive offices set forth above. 
Our website is http://www.sinovac.com.  The information contained on our website does not form part of this annual report.

B. Business Overview

We are a fully integrated, profitable China-based biopharmaceutical company that focuses on the research, development,
manufacturing and commercialization of vaccines that protect against infectious diseases. We have successfully developed a portfolio of
market leading products, consisting of vaccines against the hepatitis A, hepatitis B and influenza viruses. In 2002, we launched our first
product, Healive, which was the first inactivated hepatitis A vaccine developed, produced and marketed by a China-based manufacturer. In
2005, we received regulatory approvals in China for the production of Bilive, a combined hepatitis A and B vaccine, and Anflu, a split
viron influenza vaccine. In April 2008, we received regulatory approval in China for the production in China of our whole viron pandemic
H5N1 influenza (avian flu) vaccine, which is the only vaccine approved for sale to the Chinese national vaccine stockpiling program. In
September 2009, we were granted a production license for Panflu.1, which was the first approved vaccine in the world against the influenza
A H1N1 virus (swine flu). Our pipeline consists of various vaccine candidates in the pre-clinical and clinical development phases in China.
We have filed an application to commence human clinical trials of a vaccine for EV71 (hand, foot and mouth disease) and plan to file an
application for the clinical trials of a human vaccine for pneumococcal diseases as early as 2010. Our product pipeline also includes human
vaccines for Japanese encephalitis, haemophilus influenzae type b (Hib), meningitis, rabies, chickenpox, mumps and rubella that have
completed or are in pre-clinical development, and a vaccine for the severe acute respiratory syndrome, or SARS, virus that has completed a
Phase I clinical trial.

Our Products

We specialize in the sales, marketing, manufacturing, and development of vaccines for infectious disease with significant unmet
medical need.  Set forth below is a table that outlines our current marketed products and those that we have developed or are developing.
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(1) Our Panflu whole viron pandemic influenza vaccine did not undergo Phase III clinical trials because none were required by the relevant
authorities in order to receive regulatory approval.

� Healive.  In May 2002, we obtained final PRC regulatory approval for the production of Healive, the first inactivated hepatitis A
vaccine developed in China. The hepatitis A virus, which is endemic in China and other developing countries, primarily impacts
the liver by causing it to swell and preventing it from functioning properly. The disease is highly contagious and can be spread by
close personal contact, by consuming contaminated food or by drinking water that has been contaminated by hepatitis A.
According to the World Health Organization, or the WHO, as no specific treatment exists for hepatitis A, prevention is the most
effective approach against the disease. In February 2008, the Chinese government included hepatitis A vaccine into its national
immunization program, and announced plans to expand vaccination to newborns nationwide by the end of 2010. According to
NICPBP lot release records, 32.0 million doses of hepatitis A vaccines were approved and released in 2009 in China, representing
a growth of 21.9% over 2008, compared to the year-over-year growth of 6.2% from 2007 to 2008. We have been consistently
ranked No. 1 for inactivated hepatitis A vaccines and have been ranked as one of the top two market-share leaders in the overall
hepatitis A vaccine market since 2007. Administered intramuscularly, Healive is available in different doses for use by both adults
(1.0 ml dose) and children (0.5 ml dose).  Our production line to manufacture our hepatitis vaccines, Healive and Bilive,
interchangeably has an aggregate combined production capacity of approximately fifteen million doses annually. In 2007, 2008
and 2009, we sold approximately 5.1 million, 6.9 million and 5.8 million doses of Healive that amounted to approximately $28.6
million, $40.8 million and $33.0 million in revenues, respectively. Since we launched Healive in 2002, we have sold a total of
approximately 23 million doses of Healive as of December 31, 2009.  We are currently seeking regulatory approval to sell Healive
in India and Ukraine.
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� Bilive. In June 2005, we obtained final PRC regulatory approval for the production of Bilive, the first combined inactivated
hepatitis A and B vaccine developed and marketed in China. Bilive is a combination vaccine formulated with purified inactivated
hepatitis A virus antigen, which we manufacture, and recombinant (yeast) hepatitis B surface antigen, which we source from a
third-party supplier. Bilive vaccinations must be privately paid by the recipients under China’s current vaccination program. Bilive
is designed for boost immunization or for users in the private-pay market who prefer the convenience of one inoculation rather
than two. Similar to hepatitis A, hepatitis B is endemic in China, a major disease worldwide and a serious global public health
issue. A substantial percentage of people infected with the hepatitis B virus carry chronic or lifelong infections. The chronically
infected are at a high risk of death from cirrhosis of the liver or liver cancer. We are one of the only two manufacturers in China
that produce a combined inactivated hepatitis A and B vaccine, and our market share in China, according to NICPBP lot release
records, increased to 94.4% in 2009 from 43.9% in 2007. Bilive is available in different doses for use in both adults and children.
The 1.0 ml dose is for non-immune adults and adolescents 16 years of age and older. The 0.5 ml dose is for pediatric use in non-
immune infants, children and adolescents from one year up to and including 15 years of age.  The standard Bilive vaccination
schedule consists of three doses. The second dose is administered one month after the first dose and the third dose is administered
six months after the first dose.  Booster vaccinations are recommended five years after the initial immunization. Our production
line to manufacture our hepatitis vaccines, Healive and Bilive, interchangeably has an aggregate combined production capacity of
approximately fifteen million doses annually. In 2007, 2008 and 2009. We sold approximately 12,000, 255,000 and 946,000 doses
of Bilive that amounted to approximately $132,569, $1.7 million and $6.2 million in revenues, respectively.

� Anflu. In October 2005, we received the final approval from the SFDA to produce our Anflu vaccine against influenza. We began
marketing Anflu in September 2006. The primary influenza vaccine used worldwide is the split viron vaccine, which contains
virus particles disrupted by detergent treatment. The market penetration of the seasonal flu vaccine in China is significantly below
that in the developed markets. Based on NICPBP lot release records, the market penetration in China in 2009 was only 2.5%,
compared to 45% in the U.S. in the flu season of 2008 to 2009. We are the only Influenza Vaccine Supply (IVS) task force member
from a developing country that collaborates with world-class partners in influenza vaccine research. Our Anflu vaccine is an
inactivated split viron influenza vaccine formulated from three split inactivated viron solutions. Anflu is produced with the virus
strains recommended by the WHO each year and, we believe, is the only flu vaccine, among all produced by other domestic
manufacturers, that does not contain preservatives. According to NICPBP lot release records, 32.5 million doses of influenza
vaccines were approved and released in China in 2009, compared to 31.9 million doses in 2008. We have improved our market
share position significantly to No. 3 in 2009 from No. 9 in 2007. Our production line to manufacture our flu vaccines, Anflu,
Panflu and Panflu.1, interchangeably has an annual production capacity of approximately eight million doses of Anflu. We sold
1.59 million, 1.46 million and 5.1 million doses of Anflu in 2007, 2008 and 2009 that amounted to approximately $4.8 million,
$4.1 million and $15.2 million in revenues, respectively.  Anflu is registered for sale in the Philippines. We are currently seeking
regulatory approval to sell Anflu in India and Mexico.

� Panflu. In April 2008, we were granted a production license for Panflu by the SFDA. Panflu is the only approved vaccine
available in China against the H5N1 influenza virus although we received the virus strains at the same time as other manufacturers
globally, which demonstrated our strong research and development capability. The vaccine is approved for supply within China to
the Chinese national vaccine stockpiling program and may not be sold directly to the Chinese commercial market. Panflu is also
registered for sale in the Hong Kong market. Our production line to manufacture our flu vaccines, Anflu, Panflu and Panflu.1,
interchangeably has an annual production capacity of approximately 32 million doses of Panflu or Panflu.1.  We started to sell
Panflu in August 2009. We sold approximately 20,000 doses of Panflu that amounted to $64,318 in revenues in 2009.

� Panflu.1. In September 2009, we were granted a production license for Panflu.1 by the SFDA. Panflu.1 is the first approved
vaccine in the world against the influenza A H1N1 virus. The current outbreaks of influenza A H1N1 is caused by a new virus that
has not been seen previously in either human beings or animals. WHO raised the alert level to No. 6, the highest level indicating a
pandemic outbreak.  We received orders of 20.97 million doses as of the date of this annual report.  According to NICPBP lot
release records, we were ranked No. 2 in market share in China in 2009. Our production line to manufacture our flu vaccines,
Anflu, Panflu and Panflu.1, interchangeably has an annual production capacity of approximately 32 million doses of Panflu or
Panflu.1. We started to sell Panflu.1 in September 2009. We sold approximately 10.08 million doses  of Panflu.1 that amounted to
approximately $29.7 million in revenues in 2009. As of the date of this annual report, we have received orders of Panflu.1 from the
Chinese government for a total 20.97 million doses, and 10.08 million doses of Panflu.1 have been delivered to date for the
Chinese vaccination campaign. Panflu.1 is also registered for sale in Mexico. We are currently seeking regulatory approval to sell
Panflu.1 in Korea.

Our pipeline consists of vaccine candidates in the clinical and pre-clinical development phases in China, including human vaccines
for the EV71 virus, pneumococcal, haemophilus influenzae type b (Hib), meningitis, Japanese encephalitis, rabies, chickenpox,
mumps and rubella that have completed or are in pre-clinical development, a vaccine for the SARS virus that has
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completed a Phase I clinical trial and a split viron vaccine for the H5N1 influenza virus that has completed a Phase II clinical trial.
Our pipeline also includes a vaccine for rabies in animals that is currently in field trials.

� EV71 virus.  Enterovirus 71, or EV71, causes hand, foot, and mouth disease, or HFMD, among children under ten years old.
HFMD is a common and usually mild childhood disease; however, HFMD caused by EV71 has shown a higher incidence of
neurologic involvement, and a higher acute fatal incidence. There have been a number of outbreaks of HFMD caused by EV71 in
the Asia-Pacific region since 1997 including in China, Malaysia, Singapore, Australia and Taiwan. According to the China CDC in
2008, 488,955 cases were reported in China, with 126 reported fatalities. For the first 11 months of 2009, over 1.1 million cases
were reported in China, with over 340 reported fatalities. There is no identified treatment for enterovirus infections and no vaccine
is currently available. We have started our research and development of the EV71 vaccine since 2007, and our animal model has
shown good safety and immunogenicity. In December 2009, the SFDA accepted our application to commence human clinical
trials, which is the first clinical trial application for the EV71 vaccine in China. We have four pending PRC patent applications
relating to the EV71 vaccine. Our EV71 vaccine will target children six years old or under, who numbered approximately
100 million in China.

� Pneumococcal Conjugate Vaccine. Pneumococcal is a leading cause of serious illness in children and adults throughout the world.
The disease is caused by a common bacterium, the pneumococcus, which can attack different parts of the human body. According
to the WHO, pneumococcal disease is the leading vaccine-preventable killer of children under five years old in the world. At least
one million children die of pneumococcal disease every year, most of them young children in developing countries. Since the U.S.
commenced vaccination programs against this disease, the pneumococcal disease incidence has decreased by 94% in the U.S. In
the developed world, elderly people carry the major disease burden. Currently, in China, the only similar product is available from
Wyeth (Prevnar), which had annual global sales of $2.7 billion in 2008. No domestic producer has a license to supply this vaccine.
Our pneumococcal conjugate vaccine will target children two years old or under, who numbered approximately 40 million in
China. We plan to file an application for clinical trials in China as early as 2010.

� Haemophilus Influenzae Type b (Hib). Haemophilus influenzae type b (Hib) is a bacterium responsible for severe pneumonia,
meningitis and other invasive diseases almost exclusively in children aged less than five years. It is transmitted through the
respiratory tract from infected to susceptible individuals. The vaccine is now used in the routine immunization schedule of more
than 90 countries and the WHO recommends the inclusion of Hib conjugate vaccines in the national purchase programs of all
countries. According to NICPBP lot release records, 24.9 million doses of Hib vaccines were approved and released in China in
2009, compared to 20.0 million doses in 2008. Based on our internal estimates, the estimated market size is RMB1.0 billion
($147 million). Our Hib vaccine is currently in the process of pre-clinical development. We plan to file an application for clinical
trials in China as early as 2010.

� Meningitis. According to the WHO, bacterial meningitis remains a serious threat to global health, accounting for an estimated
annual 170,000 deaths worldwide. Even with antimicrobial therapy and the availability of sophisticated intensive care, case fatality
rates remain at 5% to 10% in industrialized countries, and are even higher in the developing world. Between 10% to 20% of
survivors develop permanent after effects such as epilepsy, mental retardation or sensorineural deafness. Our meningitis vaccine
will target children six months to six years old. Our meningitis vaccine is currently in the process of pre-clinical development and
we plan to file an application for clinical trials in China in 2011.

� Japanese encephalitis.  The Japanese encephalitis, or JE, virus is a mosquito-borne virus that can infect the central nervous system
in human beings and animals. JE is a significant public health problem in Southeast Asia and the western Pacific. In China, the
transmission of JE is usually seasonal, occurring in summer and autumn-mainly July to September. At present, no JE-specific
therapy is available once a person becomes infected. Humans, especially children, are susceptible to JE virus.  The course of
disease is about two weeks and it can result in a mortality rate of about 30%.  In the endemic areas, 85% of cases are in children
under 15 years old, and those under 10 years old are susceptible to serious neurological and psychiatric complications such as an
inability to speak, paralysis, imbecility, dementia, malformation of limbs and convulsion. We are developing a new and potentially
safer inactivated JE vaccine. We believe our production technology can increase manufacturing yield, simplify operations and
stabilize cultivation conditions, all of which facilitate large-scale automated production. In 2008, we completed preclinical trials.
In 2009, we filed the application for clinical trials with the SFDA.

� Split viron pandemic influenza vaccine. Our split viron pandemic influenza vaccine has been developed in conjunction with our
whole viron pandemic influenza vaccine. Split viron vaccines are considered to have a better safety profile than whole viron
vaccines. This product has been developed to address the needs of young children, who may be more susceptible to adverse
reactions to whole viron pandemic influenza vaccine than to a split viron vaccine. Phase I and II clinical trials have been
completed.
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� Rabies in humans. Rabies is an infection of the central nervous system acquired through the bite of a rabid animal. The WHO
recognizes rabies as the infectious disease with the highest fatality rate in humans, which is 100% when left untreated. Rabies is
prevalent in China and the only preventative treatment against rabies in humans is vaccination. In 2008, there were 2,466
infections reported and 2,373 death cases in China. Based on our internal estimates, total market demand in China is
approximately 60 million doses annually or RMB1.5 billion ($221 million) to RMB2.0 billion ($294 million) in value. We are
conducting pre-clinical trials of a human rabies vaccine.

� Rabies in animals.  Animal rabies is the leading cause of transmission that results in human rabies. Animal vaccination can reduce
the incidence of rabies in humans by reducing human contact with rabid animals. On January 18, 2008, China approved
compulsory vaccination for dogs. Based on our internal estimates, the market for animal rabies vaccine in China is approximately
RMB1.0 billion ($147 million). We have obtained the approval from China’s Ministry of Agriculture to conduct field trials of our
internally developed inactivated animal rabies vaccine and plan to launch animal rabies vaccine as early as in 2011.

� Chickenpox (varicella). Chickenpox is a highly contagious infectious disease caused by the varicella-zoster virus (HERPESVIRUS
3, HUMAN). It usually affects children, is spread by direct contact or respiratory route via droplet nuclei, and is characterized by
the appearance on the skin and mucous membranes of successive crops of lesions that are easily broken and become scabbed.
Chickenpox is relatively benign in children, but may be complicated by pneumonia and encephalitis in adults. According to
NICPBP lot release records, 12.5 million doses of chickenpox vaccines were approved and released in China in 2009, compared to
12.0 million doses in 2008. We are conducting pre-clinical trials of a human vaccine for chickenpox.

� Mumps and Rubella. Mumps is a viral disease of the human species, caused by the mumps virus. It is a significant threat to health
in the developing countries. According to NICPBP, in 2008, 13.4 million doses of vaccines for mumps was approved for sale in
China. Rubella is a disease caused by the rubella virus and an acute infection is normally associated with the symptoms of fever
and systemic rash. In 2008, 11.5 million doses of vaccines for rubella were approved for sale. Our vaccines for mumps and rubella
are currently in the process of pre-clinical development. We plan to file the applications for clinical trials in China in 2010. Our
long-term objective is to launch an MMR vaccine, a mixture of three live attenuated viruses, administered via injection for
immunization against measles, mumps and rubella, in five years. According to NICPBP lot release records, 12.5 million doses of
MMR were approved and released in China in 2009, compared to 7.0 million doses in 2008. In February 2008, the Chinese
government included MMR vaccine in its national immunization program. Based on the population of children within the target
age group of this program, we estimate that the annual market demand for MMR vaccines is approximately 30 million doses.

� SARS. The SARS epidemic claimed 774 lives worldwide in 2003. We believe we were the first company to complete a Phase I
clinical trial of an inactivated SARS vaccine, which demonstrated no serious adverse reactions. We completed our Phase I clinical
trial in December 2004. Phase II and Phase III trials will need to be carried out before the vaccine can be sold commercially. As
the SARS epidemic has subsided, we currently are not proceeding with further clinical trials. However, should another outbreak
occur in the future, we believe we can rapidly initiate Phase II and III trials.

Research and Development

We have built a strong team of research and development personnel who leverage their significant years of combined experience
with what we believe are low operating costs, strong relationships with relevant governmental authorities and research institutes, and
leading technologies to develop and commercialize our vaccines. As of December 31, 2009, our research and development team consisted
of 55 dedicated researchers, 35 of whom had a master’s degree or a more advanced degree. In 2008, we restructured our R&D center and
established a R&D team in Beijing to better utilize our scientific and personnel resources. In 2009, we initiated the research and
development projects on pneumococcal conjugate vaccine, HIB vaccine, meningitis vaccine and other vaccines. We have completed the
pre-clinical research on EV71 vaccine and filed the application with the SFDA to commence a human clinical trial.

We have established a leadership position in the research and development of vaccines in China. Since our inception, we have
successfully developed and marketed Healive, Bilive, Anflu, Panflu and Panflu.1, and have made significant advances in the prevention of
SARS. We believe that we were the first company in the world to complete a Phase I clinical trial of a SARS vaccine. In addition, our avian
influenza vaccine product, Panflu, is the only approved vaccine available in China against the H5N1 influenza virus. Our Panflu.1 is the
first approved vaccine in China and the world against the influenza A H1N1 virus. We believe our R&D capabilities provide us with a key
competitive advantage and we intend to continue to focus our research and development efforts on developing vaccines for infectious
diseases with significant unmet medical needs, such as pandemic influenza (H5N1), influenza A H1N1 and EV 71 and
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improving on traditional vaccines such as those for Japanese encephalitis, HIB, meningitis, rabies, chickenpox, mumps, rubella, chickenpox
and animal rabies.

In order to achieve our R&D goal, part of our R&D strategy is to focus on in-house development and to establish collaborations
with domestic and international partners at the same time. We have entered into collaborations with a group of leading universities, colleges
and research institutes that have strong vaccine research capabilities and proven track records in China. In most cases, we will own the
commercial rights to the products that result from our existing R&D strategic collaborations. Set forth below are examples of projects on
which we have collaborated:

Partner Projects Scope of Collaborations

National Institute for Viral Disease Control and
Prevention, Chinese Center for Disease Control
and Prevention, China CDC

Universal Pandemic Influenza
Vaccine (National High-Tech
Research and Development
Plan)

Vaccine development

Institute of Laboratory Animal Sciences,
University of Agriculture

Inactivated Animal Rabies Inactivated animal rabies vaccine
development

University of Sydney EV71 Animal model
China CDC Hand Foot Mouth Disease Supply of virus strains

We regularly obtain financial support from the PRC government to research vaccines for government-sponsored programs,
including SARS and pandemic influenza. We received government research funding in the amount of $3.5 million, $383,497 and $1.3
million for 2007, 2008 and 2009, respectively. These grants were to fund research in the areas of pre-clinical and clinical trials. The grants
for 2009 included a government grant in the amount of $1.02 million for H1N1 vaccine development and production, a government grant in
the amount of $66,000 for the Phase II clinical trials of the slit viron pandemic influenza, and government grant in the amount of $85,000
for the development of a universal pandemic influenza vaccine.

Our research and development expenses were $965,000, $2.8 million and $4.4 million in 2007, 2008 and 2009, respectively.

Sales and Marketing

Unlike many of our competitors who typically rely on third party distributors to sell to the Centers for Disease Control and
Prevention, or CDCs, China’s dominant channel for vaccine sales, our sales and marketing team, which comprised 98 staff members in 31
provinces throughout China as of December 31, 2009, in most cases, sells directly to the CDCs. This network enables us to better control
the supply chain and gain a deeper understanding of the end market. As of December 31, 2009, our sales network covered 235 city level
CDCs and 1,263 county level CDCs, out of total 333 city level CDCs and 2,872 county level CDCs across China. We enter into sales
agreements with CDCs each time a CDC places a purchase order.  Pursuant to the sales agreements, CDCs typically agree not to re-sell our
products to regions outside the territory the pertinent CDC covers administratively. Our sales team has created stable relationships with our
customers by providing them with technical support and education. We believe these efforts have contributed to our reputation for quality
and brand awareness in the Chinese vaccine market.

We intend to increase our sales to international markets and enhance awareness of our products outside of China. Our products are
currently registered in Hong Kong (Panflu), Mexico (Panflu.1) and the Philippines (Anflu). We are currently seeking regulatory approval to
sell a number of our products in countries such as India (Healive and Anflu), Mexico (Anflu), Korea (Panflu.1) and Ukraine (Healive). We
will continue to explore the globalization of our portfolio and develop products targeting other potential international markets where we
believe we can be successful. In addition, we have also entered into various distribution agreements with international healthcare companies
such as LG Life Sciences and Glovax to distribute products in different parts of the world. Such business partnerships enable us to explore
business opportunities both domestically and internationally.

Our sales strategy is to maintain our market share and comparative advantage in the private vaccine sales market while leveraging
this strength to established a presence in the government-paid market. We also will continue to maintain and develop stable, solid and long-
term relationships with the various provincial and municipal CDCs that constitute our key customer base. To this end, we engage in various
marketing activities to promote our products and services. For instance, we regularly hold academic symposia for our CDC customers
during which a group of experts and scholars invited by us give lectures to the CDC personnel and update them on the latest research
progress in diseases and vaccines. We also assist our CDC customers in “grass roots” disease prevention efforts. In addition, we collaborate
with provincial and municipal CDCs to produce education programs related to disease control and prevention with a view to enhancing the
public’s awareness and knowledge about epidemic prevention and control. We also employ traditional marketing tools to promote our
products such as exhibiting posters at scientific conferences and publishing academic papers in academic journals, such as the Chinese
Journal of Vaccines and Immunization and Chinese Journal of Epidemiology.
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Seasonality

Our business is highly seasonal.  For example, the influenza season generally runs from November through March of the next year,
and the largest percentage of influenza vaccinations is administered between September and November of each year. As a result, we expect
to realize most of our annual revenues from Anflu during this period. You should expect this seasonality in our business to contribute to
significant quarterly fluctuations in our operating results.  In the first quarter, our strong winter-season sales are usually offset by the slow-
down of business during the Chinese New Year holiday season that effectively lasts more than half a month. During this holiday season,
many businesses in China, including CDCs and most departments in hospitals, are either closed or substantially reduce the level of their
activities.  See “Item 3. Key Information—D. Risk Factors—Risks Related to Our Company—Our business is highly seasonal. This
seasonality will contribute to our operating results fluctuating considerably throughout the year.”

Suppliers

We obtain the raw materials we require from local suppliers. We generally maintain at least two suppliers for each raw material we
use, with the exception of the hepatitis B antigens we use for Bilive production. We source the hepatitis B antigens we use for Bilive
production entirely from Beijing Temple of Heaven, pursuant to a long-term supply agreement. In an agreement dated October 15, 2002, we
agreed to purchase all hepatitis B antigens to be used in our Bilive production exclusively from Beijing Temple of Heaven for ten years and
to enter into a separate supply agreement in the future to specify the pricing, quantity, delivery and payment terms of the hepatitis B
antigens supply relationship. However, this agreement is silent on whether Beijing Temple of Heaven is obligated to furnish us with
hepatitis B antigens for ten years. Raw materials generally have been in good supply and the prices we pay for them have remained stable.
We target to maintain our gross margin in the event of rising raw materials costs by improving our production processes and technical
methods.

Safety and Quality Assurance

We have two production lines and one filling and packaging line located in our principal manufacturing facility located in Beijing,
China. All of our three lines are Chinese GMP-certified and we have put in place comprehensive measures to control quality throughout the
production process. Our production line to manufacture Healive and Bilive was designed and built by a European company using advanced
equipment purchased from Europe and the United States.  Our Healive, Bilive and Anflu facilities received their GMP certificates initially
in March 2002, June 2005 and October 2005, respectively.  Anflu, Panflu and Panflu.1 are produced in the same production facility. The
GMP certification was granted to our filling and packaging facility on February 2, 2009.

To comply with GMP operational requirements, we have implemented a quality assurance plan setting forth our quality assurance
procedures, and a complete documentation system. We closely manage our staff, plant environment, support facilities, raw materials,
hygiene, validation, documentation, manufacturing process, quality control, product selling and sales follow-up resolution.  Our personnel
are trained with respect to these procedures and documentations are routinely undertaken in an effort to ensure comprehensive quality
assurance system and the quality of finished product.  Our products are required to comply with national standards for products and each
batch of our products is required to obtain a certificate of approval issued by the China National Institute for the Control of Pharmaceutical
and Biological Products.  Each vaccine sold by us is identifiable by a serial number which allows us to trace products and identify fake
products.

We have established an emergency response system under which a team of experts, professors and doctors responds to
emergencies within 24 hours to handle any emergency reported from users of our vaccine products.  We also ensure that we have an
effective internal reporting system to report any serious accidents related to drug use to the SFDA promptly as mandated by the SFDA and
the Ministry of Health of the PRC.

Manufacturing

The production process of our Healive, Bilive and Anflu vaccines can be broadly divided into five stages: cultivation and harvest,
purification, inactivation, formulation and filling and packaging.  The production process of our Panflu  vaccines is similar to that of Anflu,
with the most significant difference being that there is no “split” step because Panflu  are whole viron vaccines while Anflu is a split viron
vaccine.  The diagram below illustrates the major steps in each stage of production.
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* For Bilive, the hepatitis B component is added to the hepatitis A component after absorption

The production processes performed on our production line, from bulk production and formulation to filling and packaging, are
performed in accordance with SFDA requirements for human vaccine manufacturing.  Our production line to manufacture our hepatitis
vaccines, Healive and Bilive, interchangeably has an aggregate combined production capacity of approximately fifteen million doses
annually. Our production line to manufacture our flu vaccines, Anflu, Panflu and Panflu.1, interchangeably has an annual production
capacity of approximately eight million doses of Anflu, or the equivalent of 32 million doses of Panflu or Panflu.1. Our filling and
packaging line is used for all products we manufacture with an annual capacity of 20 million doses, which can be increased by adding
additional shifts to our current rate of one per day.

Collaborations

On March 12, 2009, we entered into a technology transfer agreement with a non-related company to develop a pneumococcal
vaccine. The collaboration term under the technology transfer agreement is from the signing date to eight years after the first sales of the
vaccine developed under the technology transfer agreement in Chinese market. Under this technology transfer agreement, we agreed to
make milestone payments of up to $3 million and royalty payment based on net sales in Chinese market.  Both parties agreed to work
together to develop international markets for the products.

On August 18, 2009, we entered into a patent license Agreement with the National Institutes of Health, or PHS, an agency of the
United States Public Health Services within the Department of Health and Human Services. PHS grants us a non-exclusive license to make
and use its certain licensed products. PHS also grants us the right to use the relevant information for development of its licensed products.
We agreed to pay PHS non-refundable license issue royalty of $80,000, non-refundable minimum annual royalty in the amount of $7,500,
and earned royalties on net sales ranging from 1.5% to 4% depending on the sales territory and the customers. We also agreed to pay PHS
benchmark royalties upon achieving each benchmark as specified in the patent license agreement.

In February 2006, we entered into an exclusive distribution agreement with LG Life Sciences, Ltd. under which LG Life Sciences
granted us an exclusive right to market and distribute its hepatitis B vaccine, Euvax B, in mainland China for five years from the date we
obtain regulatory approval for the sale of the product in China. This is the first strategic alliance that we have made with a major vaccine
supplier to capitalize upon our local knowledge and technology expertise in the vaccine industry. On March 7, 2007, we filed the
application for regulatory approval for product registration for sales of Euvax B in China. During 2008, we worked with LG Life Sciences
and NICPBP on the vaccine’s testing and verification of drug standards to speed up the sample tests. In July 2009, NICPBP completed the
sample tests and verification of drug standards for Euvax B and the sample test report has been forwarded to the Center for Drug Evaluation
of SFDA, or CDE. On December 26, 2009, we submitted the supplementary documents required by CDE for technology evaluation as part
of the approval process.

In August 2005, we entered into a distribution agreement with Glovax C.V., a Dutch biopharmaceutical company with operations
in Mexico, pursuant to which we appointed Glovax to be the exclusive distributor of our vaccine products in the Mexican market.  We
obtained the registration approval for our H1N1 vaccine in Mexico on October 13, 2009 and  the registration for Anflu is still in the
process.

In December 2004, we signed a pandemic influenza vaccine co-development agreement with the China CDC to jointly develop a
pandemic influenza vaccine. Pursuant to this co-development agreement, we agreed, among other things, to conduct pandemic influenza
vaccine R&D based on our established vaccine R&D technical platform and to apply for the new drug certificate, production license and
patents for the pandemic influenza vaccine. The China CDC agreed, among other things, to strategize development of the pandemic
influenza vaccine, provide us with scientific guidance to vaccine technicalities and conduct certain pandemic related research and vaccine
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development-related analysis and testing. Both parties agreed to be responsible for certain specified expenditures associated with the
vaccine development and to jointly apply for government R&D funds. However, the co-development agreement expressly provides that we
will be the applicant for and owner of the future new drug certificate, production
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license and any patent or know-how in connection with the pandemic influenza vaccine. In return, we have agreed to fund and support the
China CDC’s influenza-related investigation and other pandemic control efforts after we gain profits from the sale of pandemic influenza
vaccines. Regulatory approval for production of our whole viron pandemic influenza vaccine was obtained in April 2008.

Competition

The pharmaceutical, biopharmaceutical and biotechnology industries both within China and globally are intensely competitive and
are characterized by rapid and significant technological progress, and our operating environment is increasingly competitive. According to
the SFDA, there are approximately 40 vaccine companies in China, of which we believe approximately 15 are our direct competitors.

Even with the advent of private medical and healthcare insurance programs in China and the government vaccine purchase
program’s expanded vaccine list, most Chinese citizens must pay for their own vaccines, because these insurance programs do not typically
cover vaccines and the government vaccine purchase program covers only infants and young children. We believe the consumer market is
health conscious yet price sensitive and accordingly would favor our products over cheaper but less safe vaccines provided by local
manufacturers and over comparable quality but more expensive vaccines manufactured by some of our international competitors. Our
competitors, both domestic and international, include large integrated multinational pharmaceutical and biotechnology companies, domestic
state-owned entities and domestic private companies that currently engage in, have engaged in, or may engage in efforts related to the
discovery and development of new biopharmaceuticals and vaccines. Many of these entities have substantially greater research and
development capabilities and financial, scientific, manufacturing, marketing and sales resources than we do, as well as more experience in
research and development, clinical trials, regulatory matters, manufacturing, marketing and sales.

There are multiple vaccines products approved for sale worldwide. Many of these vaccine products are marketed by our major
competitors and are in the areas of hepatitis A, hepatitis B and influenza.  Specifically, with respect to the hepatitis A vaccine, we consider
GlaxoSmithKline Biologicals S.A., Berna Biotech AG, Pukang Biological Co., Ltd., Changhun Institute of Biological Products, Kunming
Institute of Biological Products and Changchun Changsheng Life Sciences Ltd. as our major competitors. With respect to the hepatitis A
and B vaccines, we consider GlaxoSmithKline Biologicals S.A. as our significant competitor. Finally, with respect to the influenza
vaccines, we consider Sanofi Pasteur S.A. our major international competitor and Hualan Biological Engineering Inc., Hangzhou Tianyuan
Biological Products Co., Ltd., Shanghai Institute of Biological Products, Changchun Changsheng Life Sciences Ltd and Aleph Biological
Co., Ltd.(Dalian Yalifeng) as our major domestic competitors.

We believe we enjoy a number of advantages over our PRC domestic and multinational competitors. Generally, we believe that the
principal competitive factors in the markets for our products and product candidates include:

� safety and efficacy profile;

� product price;

� ease of application;

� length of time to receive regulatory approval;

� product supply;

� enforceability of patent and other proprietary rights; and

� marketing and sales capability.

Intellectual Property and Proprietary Technology

Protection of our intellectual property and proprietary technology is very important for our business. We rely primarily on a
combination of trademark, patent and trade secret protection laws in China and other jurisdictions, as well as employee and third-party
confidentiality agreements to safeguard our intellectual property, know-how and our brand. Our ability to protect and use our intellectual
property rights in the continued development and commercialization of our technologies and products, operate without infringing the
proprietary rights of others, and prevent others from infringing our proprietary rights, is crucial to our continued success. We will be able to
protect our products and technologies from unauthorized use by third parties only to the extent that they are covered by valid and
enforceable patents, trademarks or copyrights, or are effectively maintained as trade secrets, know-how or other proprietary information.

We have no patent protection for our hepatitis or influenza vaccines. We have two issued patents and a number of patent
applications pending in the PRC relating to our pipeline products.
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With respect to, among other things, proprietary know-how that is not patentable and processes for which patents are difficult to
enforce, we rely on trade secret protection and confidentiality agreements to safeguard our interests. We believe that many elements of our
vaccine products, clinical trial data and manufacturing processes involve proprietary know-how, technology or data that are not covered by
patents or patent applications. We have taken appropriate security measures to protect these elements. We have entered into confidentiality
agreements (which include, in the case of employees, non-competition provisions) with many of our employees, consultants, outside
scientific collaborators, sponsored researchers and other advisors. These agreements provide that all confidential information developed or
made known to the individual during the course of the individual’s relationship with us is to be kept confidential and not disclosed to third
parties except in specific circumstances. In the case of our employees, the agreements provide that all of the technology which is conceived
by the individual during the course of employment is our exclusive property and require our employees to assign to us all of their
inventions, designs and technologies they develop during their terms of employment with us and cooperate with us to secure patent
protection for these inventions if we wish to pursue such protection.

We also rely on administrative protection afforded new drugs through the protection period or monitoring period provided by the
SFDA. During the protection period or monitoring period, third parties’ applications for manufacturing or importing the same drug are not
accepted by the SFDA. Our vaccines, Healive and Bilive, were granted protection periods that expired in December 2007 and
January 2008, respectively.

We maintain nine registered trademarks in China, including Sinovac, Healive and its Chinese name, Bilive and its Chinese name,
Anflu, Panflu and its Chinese name and our logo. We have registered the “Sinovac” trademark in Canada, Columbia, India, Korea,
Malaysia, Thailand and the United States.  We are in the process of registering “Sinovac” as trademarks in other major countries such as
France, Germany and the United Kingdom. We currently use “ ” (Kexing) as part of Sinovac Beijing’s Chinese trade name in the PRC
and we also intend to use “ ” (Kexing) as part of the Chinese trade name of Sinovac Dalian. Shenzhen Kexing, owns the registered “
” trademark in China for Class 5 (Pharmaceuticals) under the International Classification of Goods and Services. We have entered into a
trademark license agreement with Shenzhen Kexing, under which Shenzhen Kexing grants us a royalty-free non-exclusive license to use the
trademark on our vaccine products until August 20, 2011. We are not expressly licensed under this license agreement to use the “ ”
trademark as our trade name. In addition, the trademark license agreement terminates automatically if Mr. Weidong Yin is no longer in the
key management position at Sinovac Beijing. In the event that Mr. Weidong Yin is no longer in the key management position at Sinovac
Beijing, we would be unable to use the “ ” trademark on our vaccine products in China. In addition, if Shenzhen Kexing makes a
successful claim that our trade name infringes on the “ ” trademark, we would be unable to use the “ ” trademark as part of our trade
name. However, on January 24, 2006, we applied for “ ” as the trademark in China for Class 42 (Scientific & Technological Services &
Research), which was published for opposition on October 20, 2009, and if eventually registered, would protect our interest in the “ ” as
part of our trade name.

We have registered our domain names, including http://www.sinovac.com.cn, with the China Internet Network Information Center.
As our brand name is becoming more recognized in the vaccine market, we are working to maintain, increase and enforce our rights in our
trademark portfolio, the protection of which is important to our reputation and branding.

Despite any measures we take to protect our intellectual property, no assurance can be made that unauthorized parties will not
attempt to copy aspects of our products or manufacturing processes or otherwise our proprietary technology or to obtain and use
information that we regard as proprietary

Insurance

We maintain property insurance coverage with an annual aggregate insured amount of approximately RMB156 million ($22.8
million) to cover our property and facilities from claims arising from fire, earthquake, flood and a wide range of other natural disasters. We
also maintain product liability insurance on Healive for an aggregate limit of indemnification for approximately RMB80,000 ($11,694). We
do not currently carry product liability insurance for Bilive, Anflu, Panflu or Panflu.1.  Moreover, we do not carry liability insurance to
cover liability claims that may arise from the incidents relating to the clinical trails of our vaccine products because such insurance program
has not become available in mainland China. Our insurance coverage may not be sufficient to cover any claim for product liability or
damage to our fixed assets. We do not maintain any business interruption insurance.  See “Item 3. Key Information — D. Risk factors
—Risks related to our company— We could be subject to costly and time-consuming product liability actions and carry limited insurance
coverage.”

Regulatory Framework of the Pharmaceutical Industry in the PRC

The testing, approval, manufacturing, labeling, advertising and marketing, post-approval safety reporting, and export of our
vaccine products or product candidates are extensively regulated by governmental authorities in the PRC and other countries.

In the PRC, the SFDA regulates and supervises biopharmaceutical products under the Pharmaceutical Administration Law, the
Implementing Regulations on Pharmaceutical Administration Law, the Administration of Registration of Pharmaceuticals
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Procedures, and other relevant rules and regulations which are applicable to manufacturers in general. Every step of our biopharmaceutical
production is subject to the requirements on the manufacture and sale of pharmaceutical products as provided by these laws and regulations,
including but not limited to, the standards of clinical testing, declaration, approval and transfer of new medicine registrations, applicable
industry standards of manufacturing, distribution, packaging, advertising and pricing.

Under the relevant laws and regulations, our vaccine products are not officially approved for sale in the market until both the
product and the production of the product have been approved:

Preclinical Laboratory Tests and Animal Tests. Preclinical tests include in-vitro laboratory evaluation of the product candidate, as
well as in-vivo animal studies to assess the potential safety and efficacy of the product candidate. Preclinical tests must be conducted in
compliance with Good Laboratory Practice for Non-clinical Tests of Pharmaceuticals, or GLP. With respect to vaccines, the preclinical tests
should also comply with Technical Guidance for Preclinical Tests on Prophylactic Vaccines and, in the case of SARS, the Technical
Requirements on Preclinical Tests of Inactivated Vaccines against SARS promulgated by the SFDA that strictly control the registration,
procurement, manipulation and tests of SARS strains. We must submit the results of the preclinical tests, together with manufacturing
information, analytical data and the sample of product candidate to the provincial SFDA as part of an investigational new drug application,
or IND, which must be approved before we may commence human clinical trials. We cannot assure that submission of an IND will result in
the SFDA allowing human clinical trials to begin, or that, once begin, issues will not arise that result in the suspension or termination of
such human clinical trials.

Human Clinical Trials.  Clinical trials involve the administration of the product candidate to healthy volunteers or vaccinees
under the supervision of principal investigators, who are generally physicians or an independent third party not employed by us or under
our control. Clinical trials typically are conducted in three sequential phases, but the phases may overlap or be combined. In Phase I, the
initial introduction of the drug into human subjects, the drug is usually tested for safety (adverse effects), dosage tolerance, and
pharmacologic action.  Phase II usually involves studies in a limited vaccinee population to evaluate preliminarily the efficacy of the drug
for specific, targeted conditions; to determine dosage tolerance and appropriate dosage and to identify possible adverse effects and safety
risks.  Phase III trials generally further evaluate clinical efficacy and test further for safety within an expanded vaccinee population. Clinical
trials have to be conducted in compliance with the Good Clinical Trial Practice of Pharmaceuticals, or GCP.  With respect to vaccines, we
also have to comply with the SFDA’s Requirements on Application for Clinical Trial of New Prophylactic Biological Products. The sample
vaccine products must be inspected by the China Medicine and Biological Products Examination Institute before they may be used in the
clinical trials. We or the SFDA may suspend clinical trials at any time on various grounds, including a finding that subjects are being
exposed to an unacceptable health risk.

After three phases of human clinical trials, we will submit to the provincial level SFDA a report containing the results of the
preclinical and clinical studies, together with other detailed information, including information on the manufacture and composition of
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the product candidate, to apply for a new drug certificate. For vaccines, we have to comply with the SFDA’s Guidelines for Clinical Trial
Report on Vaccines. In the meantime, we will submit raw materials of the product candidate to the China Medicine and Biological Products
Examination Institute.

New Drug Certificate.  The provincial level SFDA will conduct a preliminary examination of our application for a new drug
certificate.  Once it decides to accept our application based upon such preliminary examination, the provincial level SFDA will, within 5
days, conduct an on-site examination on the circumstances of our clinical trials and relevant source materials.  Then the provincial level
SFDA will submit its opinion and examination report, together with our application materials, to the Center for Drug Examination and
Evaluation of the SFDA.  If the Center for Drug Examination and Evaluation of the SFDA is satisfied with our application materials, it will
notify us to apply for the on-site production examination, and we should apply to the Center for Drug Certification Administration of the
SFDA for the on-site production examination within six months after being so notified.  The Center for Drug Certification Administration
of the SFDA will conduct an on-site examination on our production procedures within thirty days after receipt of our application, and draw
samples from three batches of our products, and a medicine inspection institute will inspect the selected samples and later submit its
inspection reports to the Center for Drug Examination and Evaluation of the SFDA.  The Center for Drug Certification Administration of
the SFDA shall submit the on-site production examination report to the Center for Drug Examination and Evaluation within ten days after
completion of the on-site examination.  The Center for Drug Examination and Evaluation will form a comprehensive opinion based upon
the technical examination and evaluation opinion, the on-site production examination report and the inspection results of the samples, and
submit its opinion and relevant materials to the SFDA, and the SFDA will decide whether to issue a new drug certificate to us or not.  We
consider obtaining the new drug certificate for our product candidates as a significant milestone in our business.

Production Permit.  Simultaneously with the application of new drug certificate, we also apply to the provincial level SFDA for a
production license to manufacture the new drug to be approved by the SFDA.  The production license application will be examined with
similar two-stage procedure as for the new drug certificate, first by the provincial level SFDA followed by the SFDA.  After the provincial
level SFDA accepts the application, conducts the on-site examination and forms its opinion, the provincial level SFDA will transfer the file
to the SFDA.  When the SFDA decides to issue the new drug certificate, it will further examine whether the applicant holds a License for
Pharmaceutical Production and whether the applicant has proper production facilities.  With the criteria met, the SFDA will issue the
production permit together with the new drug certificate.  The production permit is valid for a term of five years and must be renewed
before its expiration. During the renewal process, our production facilities will be re-evaluated by the appropriate governmental authorities
and must comply with the then effective standards and regulations.

Under certain circumstances, for instance, where drugs are developed to cure a disease without effective therapeutic methods, the
SFDA provides for a special proceeding for its review of the new drug certificate application and production permit application relating to
such drugs.

The SFDA will specify a monitoring period ranging from three to five years when approving the first production permit for most
new drugs.  During this monitoring period, the manufacturers holding the new drug certificates must regularly report, among other things,
the production process, efficacy, stability and side effects of the new drugs involved to the provincial level SFDA.  During the same period,
the SFDA will not accept any new application for approval of the same drug involved.  However, if a third party has filed an application for
the same drug and obtained the clinical trial permit before the monitoring period commences, the third party may still obtain a new drug
certificate and production permit for the same drug.

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

GMP Certificate.  After receiving a new drug certificate and production permit, we will further need to submit to the SFDA an
application for a Good Manufacturing Practice Certificate, or GMP Certificate. A GMP Certificate is used to approve the manufacturing
equipment, process and workshop used in producing a particular drug. The SFDA has issued GMP standards for pharmaceutical
manufacturers to minimize the risks arising out of the production process of drugs that will not be identified or eliminated through testing
the final products. The application for a GMP Certificate should be approved or rejected within six months from the application date.

A GMP Certificate is valid for five years and we should apply for a renewal of our GMP Certificate no later than six months prior
to the expiration of our GMP Certificate.

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

Batch Approval.  Our vaccine products cannot be distributed in the market before they are approved for sale by the relevant
medicine inspection institute. We have to apply for examination or inspection, or both examination and inspection, of each batch of our
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products by the relevant inspection institute.  For each batch of products, we will provide the inspection institute with samples together with
manufacturing records, internal inspection records and other quality control documents.  The inspection institute will review the documents
and inspect the samples and issue a batch approval within approximately two months, if our manufacture procedures and the quality of the
products are ascertained to meet the standards as approved by the SFDA. With the batch approval, we may distribute the approved batch of
vaccines to the market.

C. Organizational Structure

The following diagram illustrates our company’s organizational structure, and the place of incorporation, ownership interest and
affiliation of each of our subsidiaries as of the date of this report.

* China Bioway Biotech Group Co., Ltd., an affiliate of Peking University, owns the remaining 28.44% equity interest in Sinovac
Beijing.

** We have not paid Sinovac Biological’s registered capital in full.

D. Property, Plants and Equipment

We are headquartered in the Peking University Biological Industry Park in Beijing in a 48,900 square-foot facility, of which
approximately16,700 square feet are used as office space and approximately 32,200 square feet are used for the production plant for
Healive and Bilive, where the production equipment for hepatitis vaccines is located. We own the above-described 48,900 square-foot
facility in Beijing.

In August 2004, we signed two 20-year leases in Beijing with China Bioway, pursuant to which we leased two buildings of
approximately 28,000 and 13,300 square feet, respectively, located at the Peking University Biological Park. We house our Anflu
manufacturing and research and development center in these buildings.  In June 2007, we signed another 20-year lease in Beijing with
China Bioway, in order to expand Sinovac Beijing’s production facilities in Beijing, pursuant to which we leased one building of
approximately 37,000 square feet, located at Peking University Biological Park. Part of our administrative offices and filling and packaging
facilities are located in this building.  China Bioway has yet to obtain building ownership certificates for the three buildings. Under the
three leases, China Bioway agreed to hold us harmless and indemnify us for any damages or losses we may suffer as a result of its failure to
obtain building ownership certificates.

We have two production lines and one filling and packaging line located in the Peking University Biological Park.  Our production
line to manufacture our hepatitis vaccines, Healive and Bilive, interchangeably has an aggregate combined production capacity of
approximately fifteen million doses annually.  Our production line to manufacture our flu vaccines, Anflu, Panflu and Panflu.1,
interchangeably has an annual production capacity of approximately eight million doses of Anflu, or the equivalent of 32 million doses of
Panflu or Panflu.1. Our filling and packaging line is used for all products we manufacture with an annual capacity of 20 million doses,
which can 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 Yian facility in Tangshan, Hebei Province, where research and pilot production
for vaccine candidates are carried out, houses a cell culturing workshop, a pilot trial production workshop and a reagents manufacture
workshop. In Tangshan, we obtained a state-owned land use certificate of a granted land with area of approximately 214,200 square feet,
21,700 square feet of which are occupied by cottages of others. Tangshan Yian entered into an agreement with the Tangshan local
government, pursuant to which Tangshan Yian will not pay for or use the above approximately 21,700 square feet of the occupied land until
the cottages are removed by the government. This situation has no impact on Tangshan Yian’s use of the other part of the land. Tangshan
Yian owns the facilities built thereon.

In February 2010, we entered into an agreement to acquire buildings, land use rights and utility facilities in Beijing for a total
consideration of approximately RMB120 million ($17.6 million). We have paid the initial payment of RMB56.5 million ($8.3 million) and
will pay the balance of the purchase price in three installments within three years. Under this agreement, we acquired five existing buildings
with a total built- out area of 32,322.66 square meters on 29,021.61 square meters of land, located in Changping District, Beijing.  The site
was previously used to manufacture medicinal products. We plan to set up at this site two new production lines to manufacture the EV71
vaccine and flu vaccines with a combined annual production capacity of approximately 40 million doses, a filling and packaging line, a
warehouse and an animal house.  We will finance acquisition and construction of this site through short-term and long-term borrowings,
proceeds from our public offering and cash generated from operations.  We anticipate that it will take approximately two to three years for
the lines to be set up and production of our commercialized vaccines to commence.

ITEM 4A. UNRESOLVED STAFF COMMENTS

Not applicable.

ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

You should read the following discussion and analysis of our financial condition and results of operations in conjunction with our
consolidated financial statements and the related notes included elsewhere in this annual report on Form 20-F. This discussion may contain
forward-looking statements based upon current expectations that involve risks and uncertainties. Our actual results may differ materially
from those anticipated in these forward-looking statements as a result of various factors, including those set forth under “Item 3. Key
Information—D. Risk Factors” or in other parts of this annual report on Form 20-F.

A. Operating Results

Overview

We are a fully integrated, profitable China-based biopharmaceutical company that focuses on the research, development,
manufacturing and commercialization of vaccines that protect against infectious diseases. We have successfully developed a portfolio of
market leading products, consisting of vaccines against the hepatitis A, hepatitis B and influenza viruses. In 2002, we launched our first
product, Healive, which was the first inactivated hepatitis A vaccine developed, produced and marketed by a China-based manufacturer. In
2005, we received regulatory approvals in China for the production of Bilive, a combined hepatitis A and B vaccine, and Anflu, a split
viron influenza vaccine. In April 2008, we received regulatory approval in China for the production in China of our whole viron pandemic
H5N1 influenza (avian flu) vaccine, which is the only vaccine approved for sale to the Chinese national vaccine stockpiling program. In
September 2009, we were granted a production license for Panflu.1, which was the first approved vaccine in the world against the influenza
A H1N1 virus (swine flu). Our pipeline consists of various vaccine candidates in the pre-clinical and clinical development phases in China.
We have filed an application to commence human clinical trials of a vaccine for EV71 (hand, foot and mouth disease) and plan to file an
application for the clinical trials of a human vaccine for pneumococcal diseases as early as 2010. Our product pipeline also includes human
vaccines for Japanese encephalitis, haemophilus influenzae type b (Hib), meningitis, rabies, chickenpox, mumps and rubella that have
completed or are in pre-clinical development, and a vaccine for the severe acute respiratory syndrome, or SARS, virus that has completed a
Phase I clinical trial.

In May 2002, we obtained final PRC regulatory approval for the production of Healive. We sold approximately 5.1 million, 6.9
million and 5.8 million doses of Healive in 2007, 2008 and 2009, respectively. In June 2005, we obtained final PRC regulatory approval for
the production of Bilive, and began selling this product in July 2005. We sold approximately 946,000 doses of Bilive in 2009, compared to
255,000 doses in 2008 and 12,000 doses in 2007. In October 2005, we received final PRC regulatory approval for the production of our
Anflu vaccine against influenza. We sold approximately 5.1 million doses of Anflu in 2009, compared to 1.46 million doses in 2008 and
1.59 million doses in 2007. In April 2008, we received government approval for production of our Panflu whole viron vaccine against the
H5N1 strain of pandemic influenza virus. We have received a production assignment from the PRC government to begin production of
Panflu. In September 2009, we were granted a production license for Panflu.1 by the SFDA. We started to sell Panflu in August 2009 and
Panflu.1 in September 2009. We sold approximately 20,000 and 10.08million doses of Panflu and Panflu.1 in 2009.
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Our sales have not been impacted by the global financial crisis and global economic environment.  China’s economy has continued
to grow, although at a slower rate, and the healthcare industry in China has been resilient despite the slower growth rate.

Our proprietary rights

Healive was co-developed by Tangshan Yian and the National Institute for the Control of Pharmaceutical and Biological Products,
or the NICPBP. In April 2001, Tangshan Yian contributed its proprietary rights to Healive to Sinovac Beijing as its capital contribution to
Sinovac Beijing. In 2002, NICPBP, Tangshan Yian and Sinovac Beijing agreed that Sinovac Beijing owns the right to market and sell
Healive, and that Sinovac Beijing was required to pay NICPBP approximately $1 million for the Healive technology consulting fee that
Tangshan had not paid by that time. We obtained final PRC regulatory approval for production of Healive in May 2002, by which time we
already received Healive’s new drug certificate from the SFDA in December 1999 and the production license in May 2002. Production of
Healive commenced in July 2002.

Bilive was initially developed by Tangshan Yian. In March 2002, Tangshan Yian and Beijing Keding entered into an agreement
under which Tangshan Yian transferred to Beijing Keding its proprietary rights to Bilive at no cost. In August 2002, Sinovac Beijing
acquired the proprietary rights to Bilive from Beijing Keding in consideration of a 10.7% equity interest in Sinovac Beijing and a cash
payment of $18,116. Beijing Keding is owned by Weidong Yin and three other senior officers of Sinovac Beijing. In June 2005, we
obtained final PRC regulatory approval for production of Bilive. We received the production license for Bilive from the SFDA in
January 2005. The cost of the proprietary rights to Bilive was expensed as purchased in-process research and development. Production of
Bilive commenced in June 2005.

In March 2003, Sinovac Beijing acquired the proprietary rights to Anflu from Tangshan Yian at the vendor’s cost. In
November 2004, we completed the acquisition of 100% of the shares of Tangshan Yian. We received final PRC regulatory approval for the
production of Anflu in October 2005. The cost of the proprietary rights to Anflu was expensed as purchased in-process research and
development.

Amortization expense for these proprietary rights was $357,334, $390,949 and $397,878 for 2007, 2008 and 2009, respectively.

Research and Development Programs

Due to the risks inherent in the clinical trial process and the early stage of development of our products, we did not track our
internal research and development costs for each of our research and development programs. We use our research and development
resources, including employees and our technology, across multiple product development programs. As a result, we cannot state precisely
the costs incurred for each of our research and development programs or our clinical and preclinical product candidates. However, the table
below presents our best estimate of our total research and development costs allocable to our leading research and development programs
for the periods indicated. We have allocated direct and indirect costs to each program based on certain assumptions and our review of the
status of each program, payroll related expenses and other overhead costs based on estimated usage by each program.

Years ended December 31,
2007 2008 2009

(in thousands of dollars)
Research and development programs
Panflu 1,403 1,317 287
Panflu.1 — — 977
EV71 vaccine — 436 404
Pneumococcal conjugate vaccine — — 669
Haemophilus influenzae type b (Hib) vaccine — — 167
Meningitis vaccine — — 82
Japanese encephalitis vaccine 213 350 63
Rabies for humans — 276 365
Rabies for animal — 251 263
SARS vaccine 86 48 —
Universal pandemic influenza — — 900
Others 107 399 480
Total 1,809 3,077 4,657

Significant additional expenditures are generally required to complete clinical trials, start new trials, apply for regulatory
approvals, continue development of our technologies, expand our operations and bring product candidates to market. The eventual total cost
of each clinical trial is dependent on a number of uncertain variables such as trial design, the length of trials, the number of clinical sites and
the number of subjects. The process of obtaining and maintaining regulatory approvals for new therapeutic products is
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lengthy, expensive and uncertain. We anticipate that we will determine which of our early stage product candidates is best suited for further
development, as well as how much funding to direct to each program, on an on-going basis in response to the scientific and clinical success
and commercial potential of each product candidate. Because of these and other uncertainties, we cannot reliably estimate completion dates,
completion costs and capital requirements for our lead programs, and, therefore, we cannot reliably estimate when we might receive
material net cash inflows from our research and development projects.

Government Grants

The PRC government has provided grants to us, which are accounted for as income or offset against research and development
expense in the period in which the research and development expenses are recorded and the conditions imposed by government authorities
are fulfilled. We received government funding in the amount of $905,648, $ 383,497 and $1.3 million for 2007, 2008 and 2009,
respectively. In 2009, we recognized $1.1 million in income from the government grant for SARS vaccine research and expansion of our
pandemic influenza production capacity. We also reduced our research and development expense by $843,910, $310,022 and $251,436 in
2007, 2008 and 2009, respectively, on account of government grants recognized.

Critical Accounting Policies and Estimates

Our consolidated financial information has been prepared in accordance with U.S. GAAP, which requires us to make judgments,
estimates and assumptions that affect (1) the reported amounts of our assets and liabilities, (2) the disclosure of our contingent assets and
liabilities at the end of each fiscal period and (3) the reported amounts of revenues and expenses during each fiscal period. We continually
evaluate these estimates based on our own historical experience, knowledge and assessment of current business and other conditions, our
expectations regarding the future based on available information and reasonable assumptions, which together form our basis for making
judgments about matters that are not readily apparent from other sources. Since the use of estimates is an integral component of the
financial reporting process, our actual results could differ from those estimates. Some of our accounting policies require a higher degree of
judgment than others in their application.

When reviewing our financial statements, you should consider (1) our selection of critical accounting policies, (2) the judgment
and other uncertainties affecting the application of those policies, and (3) the sensitivity of reported results to changes in conditions and
assumptions. We believe the following accounting policies involve the most significant judgment and estimates used in the preparation of
our financial statements.

Revenue Recognition

Sales revenue is recognized when persuasive evidence of an arrangement exists, the price is fixed and determinable, delivery has
occurred and there is a reasonable assurance of collection of the sales proceeds.  We generally obtain purchase authorizations from our
customers for a specified amount of products at a specified price and consider delivery to have occurred when the customer takes
possession of the products.  We provide our customers with a limited right of return.  Revenue is recognized upon delivery. A reserve for
sales returns is reviewed each year based on historical experience and the best estimation of the management for the current year.  We have
demonstrated the ability to make reasonable and reliable estimates of products returns in accordance with ASC 605, Revenue Recognition
Subtopic 15 Products.

Deferred revenue is generally relating to government stockpiling programs and advances received from customers. We generally
obtain purchase authorizations from our customers for a specified amount of products at a specified price and revenue is recognized when
the customer takes delivery of the products. If the products expire prior to delivery, the portion of deferred revenue relating to these expired
products is recognized as revenue on product expiry date.

We continually monitor our product sales return provisions and evaluate the estimates used as additional information becomes
available. We make adjustments to these provisions periodically to reflect new facts and circumstances that may indicate that historical
experience may not be indicative of current and/or future results. We are required to make subjective judgments based primarily on our
evaluation of current market conditions and trade inventory levels related to our products. This evaluation may result in an increase or
decrease in the experience rate that is applied to current and future sales, or an adjustment related to past sales, or both.

We provide our customers with a limited right of return and generally allow customers to return product within a specified period
before its expiration date. Our product returns provision is estimated based on historical sales and return rates over the period during which
customers have a right of return. We estimate our provision for returns based on historical return and exchange levels, external data with
respect to inventory levels in the wholesale distribution channel, and remaining shelf lives of our products at the date of sale.
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Allowance for Doubtful Accounts

We extend unsecured credit to our customers in the ordinary course of business but mitigate the associated risks by performing
credit checks and actively pursuing past due accounts.  An allowance for doubtful accounts is established and recorded based on
management’s assessment of the credit history with the customer and current relationships with them.

We also maintain an allowance for doubtful accounts for estimated losses based on our assessment of the collectibility of specific
customer accounts and the aging of the accounts receivable. We analyze accounts receivable and historical bad debts, customer
concentrations, customer solvency, current economic and geographic trends, and changes in customer payment terms and practices when
evaluating the adequacy of our current and future allowance. In circumstances where we are aware of a specific customer’s inability to
meet its financial obligations to us, a specific allowance for bad debt is estimated and recorded, which reduces the recognized receivable to
the estimated amount we believe will ultimately be collected. We monitor and analyze the accuracy of allowance for doubtful accounts
estimate by reviewing past collectibility and adjust it for future expectations to determine the adequacy of our current and future allowance.
Our reserve levels have generally been sufficient to cover credit losses. Our allowance for doubtful accounts as of December 31, 2009 was
$2.2 million, compared to $2.1 million as of December 31, 2008.  If the financial condition of our customers were to deteriorate, resulting
in an impairment of their ability to make payments, additional allowances may be required.

Amortization of Intangible Assets

We have amortized the value of intangible assets, being licenses and permits, over an estimated 10-year useful life. The estimated
life of intangible assets is inevitably subjective, however, at least once per year, we evaluate impairment and reevaluate the market
opportunities for the intangible assets’ products and determine whether the remaining useful life estimate is still reasonable. In 2008 and
2009, we found no impairment of intangible assets.

The following table shows the effect of a change in the estimated useful life of licenses and permits of 10% for 2009:

Changes from reported
amount based on

hypothetical
10% Decrease
in Useful Life As Reported

Changes from reported
amount based on

hypothetical
10% Increase
in Useful Life

Useful life 9 years 10 years 11 years
Amortization expense $ 442,087 $397,878 $ 361,708
Income for the year $ 19,914,179 $19,958,388 $ 19,994,559
Earning per share $ 0.47 $0.47 $ 0.47

Given the nature of estimating the useful life of long-term assets, it is not yet possible to provide a meaningful assessment of
historical accuracy of the useful life estimates employed. It is very likely that the useful life of the licenses and permits will be different
from the estimate employed, and the changes could be material. Changes in the estimated life of the licenses and permits will not have a
bearing on the total amount charged to operations over the life of the assets, but could change the results of operations and financial position
in any given period.

Allocation of Intangible Assets

When we acquired our additional 20.56% interest in Sinovac Beijing in February 2005, we had to allocate the purchase price over
the fair value of the net assets acquired. We based such allocation upon a third party’s appraisal reports as well as the projected cash flows
to be earned from each product.

Given the nature of estimating the relative value of long-term assets, it is not possible to provide a meaningful assessment of
historical accuracy of the valuation allocation estimates employed. It is very likely that the actual values of the licenses and permits will be
different from the estimates employed and the changes could be material. Changes in the relative value of each of the licenses and permits
will not have a bearing on the total amount charged to operations over the life of the assets, but could change the results of operations and
financial position in any given period.

The following table summarizes the amortization expense for each component of licenses and permits, allowing investors to draw
inferences regarding the sensitivity of earnings to different allocation models.
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Cost
Amortization Expense in the Year

Ended December 31, 2009

Asset
Inactive hepatitis A $ 3,090,047 $ 353,097
Recombinant hepatitis A and B $ 444,340 $ 44,781
Total $ 3,543,387 $ 397,878

The cost of the influenza virus vaccine was written off as in-process research and development expenses at the date of acquisition.

Income Tax Valuation Allowance

In 2009, we recorded a $1.9 million deferred income tax asset based on the difference in timing of certain deductions for income
tax and accounting purposes. The ability of us to ultimately derive a benefit from the deferred tax asset depends on the existence of
sufficient taxable income of the appropriate character within the carry forward period available under the tax law. We have reviewed
available information, both positive and negative, and have concluded that realization is more likely than not. If our evaluation of the
circumstances is not correct, we will have to record a charge to operations in respect of any over-accrual of the benefit.

Recent Accounting Pronouncements

Recently Adopted Accounting Pronouncement

Effective July 1, 2009, we adopted FASB ASC 105-10, “Generally Accepted Accounting Principles.” ASC 105-10 establishes the
FASB Accounting Standards Codification™ (the “Codification”) as the source of authoritative accounting principles recognized by the
FASB to be applied in the preparation of financial statements in conformity with U.S. GAAP. As the issuance of the codification does not
change U.S. GAAP, its adoption did not have any impact on our consolidated financial statements.

Effective January 1, 2009, we adopted guidance issued by the FASB, which is included in the Codification in ASC 805, Business
Combinations. Under ASC 805, an acquiring entity is required to recognize all the assets acquired and liabilities assumed in a transaction
at the acquisition-date fair value with limited exceptions. We have adopted this standard but the impact on accounting for business
combinations will be dependent upon future acquisitions.

Effective April 1, 2009, we adopted guidance issued by the FASB that relates to accounting for assets acquired and liabilities
assumed in a business combination that arise from contingencies, which is included in the Codification in ASC 805-10. The guidance
amended and clarified the initial recognition and measurement, subsequent measurement and accounting, and related disclosures arising
from contingencies in a business combination. ASC 805-10 applies to all assets acquired and liabilities assumed in a business combination
that arise from contingencies that would be within the scope of FAS No. 5 if not acquired or assumed in a business combination, except for
assets or liabilities arising from contingencies that are subject to specific guidance in ASC 805. We have adopted this standard but the
impact on accounting for business combinations will be dependent upon future acquisitions.

Effective January 1, 2009, we adopted guidance issued by the FASB that relates to the presentation and accounting for non-
controlling interests, which is included in the Codification in ASC 810-10, Consolidation. As a result of adoption the following retroactive
adjustment was made: non-controlling interest balance of $ 7,185,349 as of December 31, 2008 was previously presented as minority
interest of $7,185,349 and was transferred to a separate component of equity on adoption. Also, non-controlling interest has been presented
as a reconciling item in the consolidated statements of changes in stockholders’ equity, and the consolidated statements of income and
comprehensive income. Consolidated net income was retrospectively presented inclusive of amounts attributed to both the parent company
and the non-controlling interest for all periods. Consolidated comprehensive income was retrospectively adjusted to include the
comprehensive income attributed to the parent company and the comprehensive income attributed to the non-controlling interest for all
periods.

Effective January 1, 2009, we adopted guidance issued by the Emerging Issues Task Force (“EITF”), which is included in the
Codification in ASC 808, Accounting for Collaborative Arrangements. ASC 808 requires collaborators to present the results of activities
for which they act as the principal on a gross basis and report any payments received from (made to) other collaborators based on other
applicable U.S. GAAP or, in the absence of other applicable U.S. GAAP, based on analogy to authoritative accounting literature or a
reasonable, rational, and consistently applied accounting policy election. Further, ASC 808 clarified that the determination of whether
transactions within a collaborative arrangement are part of a vendor-customer (or analogous) relationship subject to Issue 01-9, Accounting
for Consideration Given by a Vendor to a Customer. The adoption of this standard did not have an impact on our consolidated balance
sheets, consolidate statements of income and comprehensive income, consolidated statement of change in equity and consolidated
statements of cash flows.

Effective January 1, 2009, we adopted guidance issued by the FASB, which is included in the Codification in ASC 350,
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Determination of the Useful Life of Intangible Assets. ASC 350 amends the factors that should be considered in developing renewal or
extension assumptions used to determine the useful life of a recognized intangible asset under ASC 350 Goodwill and Other Intangible
Assets. The intent of the position is to improve the consistency between the useful life of a recognized intangible asset under ASC 350 and
the period of expected cash flows used to measure the fair value of the intangible asset. The adoption of this standard did not have an
impact on our consolidated balance sheets, consolidate statements of income and comprehensive income, consolidated statement of change
in equity and consolidated statements of cash flows.

Effective June 30, 2009, we adopted guidance issued by the FASB and included in ASC 855, Subsequent Events, which
establishes general standards of accounting for and disclosures of events that occur after the balance sheet date but before the financial
statements are issued or are available to be issued. We have evaluated all subsequent events through the date of issuance of our financial
statements. The adoption of ASC 855 did not affect our consolidated financial statements.

Effective June 30, 2009, we adopted guidance issued by the FASB relating to interim disclosures about fair value of financial
instruments, and included in ASC 825, Financial Instruments. ASC 825 requires public companies to disclosure the fair value of its
financial instruments whenever it issues summarized financial information for interim reporting periods. The fair values of financial
instruments are estimated at a special point in time, based on relevant information about financial markets and specific financial
instruments. As these estimates are subjective in nature, involving uncertainties and matters of significant judgment, they can not be
determined with precision. Changes in assumptions can significantly affect estimated fair values.

The carrying values of cash and cash equivalents, accounts receivable, due from related parties, short-term loans payable, accounts
payable and accrued liabilities, due to related parties and dividend payable approximate their fair value because of their short term nature.
The fair values of long-term loans payable are based on the estimated discounted value of future contractual cash flows. The discount rate
is estimated using the rates currently offered for debt with similar remaining maturities.

Effective June 30, 2009, we adopted guidance issued by the FASB and included in ASC 320, Recognition and Presentation of
Other-than-Temporary Impairment. ASC 320 amends the impairment guidance for certain debt securities and will require an investor to
assess the likelihood of selling the security prior to recovering the cost basis. If the investor is able to meet the criteria to assert that it will
not have to sell the security before recovery, impairment charges related to non-credit losses would be reflected in other comprehensive
income. The adoption of this standard did not have an impact on our consolidated balance sheets; consolidate statements of income and
comprehensive income, consolidated statement of change in equity and consolidated statements of cash flows.

Effective June 30, 2009, we adopted guidance issued by the FASB and included in ASC 820, Determining Fair Value When the
Volume and Level of Activity for Asset or Liability have significantly Decreased and Identifying Transactions that are Not Orderly. ASC
820 provides additional guidance on fair value measurements in inactive markets. The new approach is designed to address whether a
market is inactive, and if so, whether a transaction in that market should be considered distressed. The adoption of this standard did not
have an impact on our consolidated balance sheets, consolidate statements of income and comprehensive income, consolidated statement
of change in equity and consolidated statements of cash flows.

Effective September 30, 2009, we adopted guidance provided by  amendments to ASC 820 (ASU 2009-5) on measuring the fair
value of liabilities.  When a quoted price in an active market for the identical liability is not available, the guidance requires that the fair
value of a liability be measured using one or more of the prescribed valuation techniques.  In addition, the guidance also clarifies that when
estimating the fair value of a liability, an entity is not required to include a separate input or adjustment to other inputs relating to the
existence of a restriction that prevents the transfer of the liability.  The guidance also clarifies how the quoted price of a debt security when
traded as an asset should be considered in estimating the fair value of the issuer’s liability. The fair value guidance was also amended (ASU
2009-12) to indicate that net asset value (NAV) may be used as a practical expedient in measuring the fair value of alternative investments
(such as in hedge funds and private equity funds) that (1) do not have a readily determinable fair value and (2) are in entities that calculate
NAV in a manner consistent with investment company accounting. The amendments also require additional disclosures regarding the
nature and risks of alternative investments. The adoption of this standard did not have an impact on our consolidated balance sheets;
consolidate statements of income and comprehensive income, consolidated statement of change in equity and consolidated statements of
cash flows.

Recently Issued Accounting Pronouncements

In October 2009, the FASB issued authoritative guidance on multiple-element revenue arrangements, which requires an entity to
allocate arrangement consideration at the inception of the arrangement to all of its deliverables based on relative selling prices.  The
guidance eliminates the use of the residual method of allocation and expands the ongoing disclosure requirements.  The guidance is
effective for the first fiscal year beginning after June 15, 2010, and may be adopted through prospective or retrospective application. 
Accordingly, we are required to adopt this guidance beginning January 1, 2011.  We are currently evaluating the effect that the adoption of
this guidance will have on its consolidated financial statements.

In June 2009, the FASB issued authoritative guidance for determining whether an entity is a variable interest entity, or  a VIE
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and requires an enterprise to perform an analysis to determine whether the enterprise’s variable interest or interests give it a controlling
financial interest in a VIE.  Under the guidance, an enterprise has a controlling financial interest when it has (I) the power to direct the
activities of a VIE that most significantly impact the entity’s economic performance, and (ii) the obligation to absorb losses of the entity or
the right to receive benefits from the entity that could potentially be significant to the VIE.  In addition, the guidance requires an enterprise
to assess whether it has an implicit financial responsibility to ensure that a VIE operates as designed when determining whether it has
power to direct the activities of the VIE that most significantly impact the entity’s economic performance.  The guidance also requires
ongoing assessments of whether an enterprise is the primary beneficiary of a VIE, requires enhanced disclosures, and eliminates the scope
exclusion for qualifying special-purpose entities.  The guidance is effective for interim and annual periods beginning after November 15,
2009.  Accordingly, we are required to adopt this guidance beginning January 1, 2010.  We are currently evaluating the effect that the
adoption of this guidance will have on its consolidated financial statements.

RESULTS OF OPERATIONS

Year ended December 31,
2007 2008 2009

(in thousands, except for percentages)
Statement of income data
Sales $ 33,541 100.0% $ 46,497 100.0% $ 84,197 100.0%
Cost of sales 6,502 19.4 9,936 21.4 20,063 23.8
Gross profit 27,039 80.6 36,561 78.6 64,134 76.2
Operating expenses:

Selling, general and administrative
expenses 11,958 35.7 17,463 37.6 18,248 21.7

Research and development expenses 965 2.9 2,767 6.0 4,406 5.2
Depreciation of property, plant and

equipment and amortization of
licenses and permits 641 1.9 750 1.6 693 0.8

Total operating expenses 13,564 40.4 20,980 45.1 23,347 27.7
Operating income 13,475 40.2 15,581 33.5 40,787 48.4
Interest and financing expenses (478) (1.4) (702) (1.5) (534) (0.6)
Interest income and other income 190 0.6 291 0.6 1,301 1.5
Income before income taxes and non-

controlling interest 13,187 39.3 15,170 32.6 41,554 49.4
Income tax expenses (1,974) (5.9) (2,954) (6.4) (11,141) (13.2)
Consolidated net income 11,213 33.4 12,216 26.2 30,413 36.1
Less: income attributable to non-

controlling interest (3,563) (10.6) (4,206) (9.0) (10,455) (12.4)
Net income attributable to the

stockholders $ 7,650 22.8% $ 8,010 17.2% $ 19,958 23.7%

(1)   Excludes depreciation of land-use rights and amortization of licenses and permits of $376,184, $411,573 and $418,867 for 2007, 2008
and 2009, respectively.

(2)   Includes stock-based compensation expense of $179,742, $66,542 and $422,860 in 2007, 2008 and 2009, respectively.
(3)   Non-controlling interest, formerly referred to as minority interest, which has been reclassified in accordance with Statement of

Financial Accounting Standards No. 160, Non-controlling Interests in Consolidated Financial Statements, an amendment of ARB
No. 51, now codified in Accounting Standards Codification, or ASC, Subtopic 810-10, must be applied prospectively as of the
beginning of the fiscal year in which it is initially applied, except for the presentation and disclosure requirements.  The presentation
and disclosure requirements must be applied retrospectively for all periods presented.

Sales

Revenues from sales represent the invoiced value of goods, net of value added taxes, or VAT, sales returns, trade discounts and
allowances. See “Item 5. Operating and Financial Review and Prospects — A. Operating Results — Taxes and Incentives.”  We recognize
revenues at the time when our products are delivered, persuasive evidence of an arrangement exists, the price is fixed and final and there is
reasonable assurance of collection of the sales proceeds.

Our revenues, growth and results of operations depend on several factors, including the level of acceptance of our products among
doctors, hospitals and vaccines and our ability to maintain prices for our products at levels that provide favorable margins. The level of
acceptance among doctors, hospitals and vaccinees is influenced by the performance and pricing of our products.
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We market and sell our vaccine products primarily through various provincial and municipal CDCs. We enter into sales
agreements with CDCs each time a CDC places a purchase order. Pursuant to these sales agreements, CDCs typically agree not to re-sell
our products to regions outside the territory the pertinent CDC covers administratively.

Pricing

To gain market penetration, we price our Healive at levels that we believe offer attractive economic returns to CDCs and their end
customers, such as hospitals, taking into account the prices of competing products in the market. We believe that our Healive and Bilive are
competitively priced compared to hepatitis vaccines available in China. We priced Anflu competitively to offer attractive economic returns
to our distributors. The prices of our products are significantly lower than those of foreign imports. Panflu and Panflu. 1 pricing were
determined on a cost plus basis in consultation with the government.

The provincial governments in China may adjust the fee rates from time to time. If they reduce the fee rates, some hospitals and
distributors may be discouraged from purchasing our products, which would reduce our sales. In that event, we may need to decrease the
price of our products to provide our customers acceptable returns on their purchases. We cannot assure you that our business, financial
condition and results of operations will not be adversely affected by any reduction in fees for the vaccines in the future.

Cost of sales

Our cost of sales primarily consists of material and component costs. Depreciation of property, plant and equipment attributable to
manufacturing activities is capitalized as part of inventory, and expensed as cost of sales when product is sold. Cost of goods sold in 2007,
2008 and 2009 amounted to $6.5 million, $9.9 million and $20.1 million, respectively. We produce our own products and conduct the final
product packaging in-house.

As we source a significant portion of our components and raw materials in China, we currently have a relatively low cost base
compared to vaccines manufacturers in more developed countries. We expect the costs of components and raw materials in China will
increase in the future as a result of further economic development in China. In addition, our focus on new generations and applications of
our products may require higher cost components and raw materials. We plan to offset increases in our cost of raw materials and
components through more efficient product designs and product assembly enhancements as well as through savings due to economies of
scale.

Sales, general and administrative expense

Sales and marketing expenses consist primarily of salaries and related expenses for personnel engaged in sales, marketing and
customer support functions and costs associated with advertising and other marketing activities. Going forward, we expect to increase our
expenditures on sales and marketing, both on an absolute basis and as a percentage of revenue, to promote our products, especially Bilive
and Anflu.  We expect the sales and marketing expenses to promote Healive as a percentage of our sales of Healive will decrease in 2010 as
we will further expand our sales of Healive in public market.

General and administrative expense consists primarily of compensation for employees in executive and operational functions,
including finance and accounting, business development and corporate development. Other significant costs include facilities costs, stock-
based compensation, professional fees for accounting and legal services and the income taxes we assumed for our employees as a result of
their exercising the stock options.

We expect our general and administrative expenses to increase due to increased costs for insurance, professional fees, public
company reporting requirements, Sarbanes-Oxley Act compliance and investor relations costs associated with operating as a publicly-
traded company. These increases will also likely include the hiring of additional personnel.

Research and development expenses

Our research and development expenses consist primarily of:

� salaries and related expenses for personnel;

� fees paid to consultants and clinical research organizations in conjunction with their independent monitoring our clinical trials and
acquiring and evaluating data in conjunction with our clinical trials;

� consulting fees paid to third parties in connection with other aspects of our product development efforts;
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� costs of materials used in research and development; and

� depreciation of facilities and equipment used to develop our products.

We expense both internal and external research and development costs as incurred, other than those capital expenditures that have
alternative future uses, such as the build-out of our plant. We expect our research and development costs will continue to be substantial and
that they will increase as we advance our current portfolio of product candidates through clinical trials and move other product candidates
into preclinical and clinical trials.

Taxes and incentives

Under the current laws of Antigua, we are not subject to tax on our income or capital gains. In addition, no Antigua withholding
tax will be imposed on payments of dividends by us to our shareholders.

Substantially all of our sales are conducted in the PRC. Under PRC law, Sinovac Beijing and Tangshan Yian are both subject to
enterprise income tax, or EIT, and VAT. Sinovac Beijing is classified as a “High and New Technology Enterprise”. As such, it was subject
to a reduced EIT rate of 15% in 2008 and 2009, compared to a statutory rate of 25% for most companies in China. The High and New
Technology Enterprises status is subject to confirmation in December 2010.  For the three fiscal years ended December 31, 2007, 2008 and
2009, Sinovac Beijing incurred income tax expenses of $2.2 million, $3.4 million and $9.8 million, respectively. VAT is charged based on
the selling price of our products at a rate of 6%.  Tangshan Yian was subject to an EIT rate of 25% in 2008 and 2009.

Year ended December 31, 2009 Compared to Year Ended December 31, 2008

Sales. Sales increased 81.1% to $84.2 million in 2009 from $46.5 million in 2008. Our sales in 2009 comprised sales of Healive,
Bilive, Anflu, Panflu and Panflu.1. We generated $33.0 million and $40.8 million in sales of Healive in 2009 and 2008, respectively. We
generated $6.2 million and $1.7 million in sales of Bilive in 2009 and 2008, respectively.  We generated $15.2 million and $4.1 million in
sales of Anflu in 2009 and 2008, respectively. We also generated $64,318 and $29.7 million in sales of Panflu and Panflu.1in 2009,
respectively. The total number of doses sold increased from 8.6 million in 2008 to 22.3 million in 2009. Revenue growth in 2009 was
mainly attributed to (1) increased sales of Bilive in the private vaccine market in China, (2) increased sales of Anflu, and (3) government
purchases of Panflu. 1 after outbreaks of influenza A H1N1, partially offset by the decreased sales of Healive due to insufficient capacity of
CDCs to inject other vaccines after outbreaks of influenza A H1N1.

Cost of Sales. Cost of sales increased 102.0.% to $20.1 million in 2009 from $9.9 million in 2008. For Healive, cost of sales
decreased 5.6% compared to a 19.0% decrease in sales, primarily due to different production mix sold in 2009 and 2008. In 2009, we sold
less vial paged pediatric Healive which has higher profit margin than other Healive products. For Bilive, cost of sales increased 369.5%
compared to a 275.7% increase in sales, primarily due to (1) the sales of newly developed vial packaged Bilive products which have lower
profit margin and (2) a sales return provision for Bilive which will not be resold after they are returned.  For Anflu, cost of sales increased
23.14% compared to a sales increase of 274.2%, primarily due to increased production scale of flu vaccines, influenza A H1N1 vaccine
production in the same production line, and very limited inventory write off in 2009.

Gross Profit. Gross profit increased 75.4% to $64.1 million in 2009 from $36.6 million in 2008. Gross profit margin was stable at
76.2% and 78.6% for 2009 and 2008, respectively. After deducting depreciation of land use rights and amortization of licenses and permits
from our gross profit, our gross profit margin was stable at 75.7% and 77.7% for 2009 and 2008, respectively.

Selling, General and Administrative Expenses. Selling, general and administrative expenses, or SG&A expenses, include non-
production related wages and salaries, stock-based compensation, consulting fees, travel, occupancy, advertising, public company costs and
professional fees. Our SG&A expenses increased 4.5% to $18.2 million in 2009 from $17.5 million in 2008. Our selling expenses decreased
12.8% in 2009 to $9.9 million from $11.3 million in 2008. The decrease in selling expenses was mainly due to (1) less sales of Healive to
private market which incurred less sales bonus, and (2) less marketing activities and promotion campaign in private market in 2009 because
of the breakout of H1N1 in 2009.  Our general and administrative expenses increased 37.7% to $8.4 million in 2009 from $6.1 million in
2008 in line with increased sales.

We recorded stock-based compensation of $422,860 in 2009 compared to $66,542 in 2008.  In 2009, we granted 1,708,500 stock
options to the directors, officers and certain employees at an exercise price of $1.60 per share. We did not grant any stock options in 2008. 
The stock options granted to our directors, officers and employees in 2009 had a weighted average estimated fair value of $1.2 million and
$0.70 per share, respectively.  We granted options with different vesting schedules.  As a result, as at December 31, 2009, we had
unrecognized compensation costs of $786,763. This unearned component will be recognized over a period of 15 months.
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Research and Development Expenses. Research and development expenses increased by 59.2% to $4.4 million in 2009 from $2.8
million in 2008, primarily representing amounts spent researching and developing vaccines for pandemic influenza, rabies in humans,
Japanese encephalitis, EV71 and rabies in animals, net of government grants to fund these activities. The PRC government provided grants
to us that are brought into income in the period in which the research and development expenses are recorded and the conditions imposed
by government authorities are fulfilled. In 2009, we received government research grants of $1.3 million and $383,497, respectively. In
2009, we recognized government research grant income of $251,436 compared to $310,022 in the prior year.

Interest and Financing Expenses. Interest and financing expenses decreased by 23.8% to $534,455 in 2009 from $701,637 in
2008, mainly resulting from a lower weighted average effective interest rate.

Income Taxes Expenses. We incurred an income tax expense of $9.9 million in 2009 compared to $3.4 million in 2008. In 2009,
we incurred future tax liability of $1,398,123  for undistributed earnings of $28.0 million in Sinovac Beijing. Our taxable income in China
is subject to Chinese income tax regulations for its reported statutory income declaration at a tax rate in accordance with the relevant
income tax laws and regulations applicable to Sino-foreign joint ventures.  In 2009 and 2008, Tangshan Yian had a net loss.

Net Income. Net income increased to $20.0 million in 2009 from a net income of $8.0 million in 2008.

Year ended December 31, 2008 Compared to Year Ended December 31, 2007

Sales. Sales increased 38.7% to $46.5 million in 2008 from $33.5 million in 2007. Our sales in 2008 comprised sales of Healive,
Bilive and Anflu. We generated $40.7 million and $28.6 million in sales of Healive in 2008 and 2007, respectively. We generated $1.7
million and $132,569 in sales of Bilive in 2008 and 2007, respectively.  We also generated $4.1 million and $4.8 million in sales of Anflu in
2008 and 2007, respectively. The total number of doses sold increased from 6.7 million in 2007 to 8.6 million in 2008. Revenue growth in
2008 was mainly attributed to (1) government purchases of Healive and Bilive after an earthquake in Sichuan province on May 12, 2008
and (2) increased market share of hepatitis A vaccines in the private vaccine market in China.

Cost of Sales. Cost of sales increased 52.9% to $9.9 million in 2008 from $6.5 million in 2007. For Healive, cost of sales increased
48.5% compared to a 42.5% increase in sales, primarily because of higher utility and direct labor costs, and higher packaging material costs
related to our new filling and packaging line. For Anflu, cost of sales increased 53.3% compared to a sales decrease of 15.2%, primarily due
to the failure of one batch of Anflu produced in 2008 to pass the batch approval process and increased inventory write-offs at year end.

Gross Profit. Gross profit increased 35.2% to $36.6 million in 2008 from $27.0 million in 2007. Gross profit margin was stable at
78.6% and 80.6% for 2008 and 2007, respectively. After deducting depreciation of land use rights and amortization of licenses and permits
from our gross profit, our gross profit margin was stable at 77.7% and 79.5% for 2008 and 2007, respectively.

Selling, General and Administrative Expenses. Selling, general and administrative expenses, or SG&A expenses, include non-
production related wages and salaries, stock-based compensation, consulting fees, travel, occupancy, advertising, public company costs and
professional fees. Our SG&A expenses increased 46.0% to $17.5 million from $12.0 million in 2007. Our selling expenses increased 40.2%
in 2008 to $10.5 million from $7.5 million in 2007. The increase in selling expenses was due to (1) greater numbers of, and increased
compensation to, sales personnel; (2) increased transportation costs due to the shipment of vaccines by air to earthquake areas and
(3) increased Anflu sales promotion efforts. Our general and administrative expenses increased 55.8% to $7.0 million in 2008 from $4.5
million in 2007 due to (1) increased payroll and bonuses and (2) increased professional fees.

We recorded stock-based compensation of $66,542 in 2008 compared to $179,742 in 2007.  We did not grant any stock options in
2007 and 2008.  In 2006, 100,000 stock options were granted to the directors at an exercise price of $2.64 per share and 15,000 stock
options to the employees at an exercise price of $2.69 per share. The stock options granted to our directors and employees in 2006 had a
weighted average estimated fair value of $1.39 and $1.51 per share, respectively.  We granted options with different vesting schedules.  As a
result, as at December 31, 2008, we had unrecognized compensation costs of $14,000. This unearned component will be recognized over a
period of 15 months.

Research and Development Expenses. Research and development expenses increased by 186.8% to $2.8 million in 2008 from
$965,000 in 2007, primarily representing amounts spent researching and developing vaccines for pandemic influenza, rabies in humans,
Japanese encephalitis, EV71 and rabies in animals, net of government grants to fund these activities. The PRC government provided grants
to us that are brought into income in the period in which the research and development expenses are recorded and the conditions imposed
by government authorities are fulfilled. In 2008, we received universal influenza and pandemic influenza research grants of $143,632 and
$150,813, respectively. In 2008, we recognized government research grant income of $310,022 compared to $843,910 in the prior year.
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Interest and Financing Expenses. Interest and financing expenses increased by 46.7% to $701,637 in 2008 from $478,436 in
2007, mainly resulting from a higher loan payable balance.

Income Taxes. We incurred an income tax expense of $3.0 million in 2008 compared to $2.0 million in 2007. In 2008, we incurred
a $3.4 million liability for income taxes on profits in Sinovac Beijing and recorded a $487,000 deferred tax recovery that offset this
expense. Our taxable income in China is subject to Chinese income tax regulations for its reported statutory income declaration at a tax rate
in accordance with the relevant income tax laws and regulations applicable to Sino-foreign joint ventures.  In 2008 and 2007, Tangshan
Yian had a net loss.

Net Income. Net income increased to $8.0 million in 2008 from a net income of $7.7 million in 2007.

B. Liquidity and Capital Resources

We finance our operations primarily through short-term and long-term borrowings, proceeds from our public offering, capital
raised in our private placement, cash generated from operations, and, to a lesser extent, cash from government research grants.  We believe
that our current cash and cash equivalents, and anticipated cash flow will be sufficient to meet our anticipated cash needs, including our
cash needs for working capital and capital expenditure, for the next 12 months. We may, however, require additional cash due to changing
business conditions or other future developments, including any investments or acquisitions we may decide to pursue. If our existing cash is
insufficient to meet our requirements, we may seek to sell additional equity securities, debt securities or borrow from banks.

Cash Flows and Working Capital

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

Year ended December 31,
2007 2008 2009

(in thousands)
Net cash provided by operating activities $ 4,316 $ 10,505 $ 48,412
Net cash used in investing activities (2,442) (3,960) (11,693)
Net cash provided by financing activities 5,565 8,318 5,293
Net increase in cash and cash equivalents 7,823 15,823 42,059
Cash and cash equivalents at beginning of period 9,249 17,071 32,894
Cash and cash equivalents at end of period $ 17,071 $ 32,894 $ 74,953

Operating Activities

Net cash provided by operating activities was $48.4 million in 2009, compared to $10.5 million in 2008.  Net cash provided by our
operating activities in 2009 resulted primarily from (1) our net income of $30.4 million, (2) an increase in advance from customer of $12.7
million, (3) an increase in income tax payable of $6.8 million, (4) an increase in accounts payable and accrued liabilities of $5.1 million,
and (5) depreciation of property, plant and equipment and amortization of licenses and permits of $2.2 million. These items were partially
offset by (1) an increase in inventories of 5.4 million, and (2) an increase in accounts receivable of $5.0 million due primarily to our
increased sales.  For a more detailed analysis of our accounts receivable, see “—Accounts Receivable” below.

Net cash provided by operating activities was $10.5 million in 2008, compared to $4.3 million in 2007. Net cash provided by
operating activities in 2008 was primarily the result of our growing business which yielded a net income of $8.0 million, decreased by
$310,000 by cash paid for research and development expenditures qualified for government grants, and adjusted by a minority interest of
$4.2 million and certain non-cash charges including stock-based compensation of $67,000, a provision for doubtful debt of $24,000, a
provision for inventory of $963,000, a provision for fixed asset of $126,000 and depreciation of property, plant and equipment and
amortization of licenses and permits of $1.7 million.

Investing Activities

Net cash used in investing activities was $11.7 million in 2009 compared to $4.0 million in 2008. In 2009, cash used in investing
activities included $7.3 million to purchase a Chinese corporate bond from Bank of Beijing and $4.3 million used to acquire property, plant
and equipment.
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Net cash used in investing activities was $4.0 million in 2008 compared to $2.4 million in 2007. In 2008, cash used in investing
activities included $4.0 million used to acquire property, plant and equipment partially offset by proceeds of $16,848 from the disposal of
equipment. As of December 31, 2008, we had spent $4.9 million on the influenza vaccine production line, of which $2.2 million was
included in construction in progress on the consolidated balance sheets.

Financing Activities

Net cash provided by financing activities was $5.3 million in 2009 compared to $8.3 million in 2008. In 2009, net cash provided
by our financing activities included proceeds of $697,320 from issuance of common shares and proceeds of $1.3 million from government
funding, offset by payments of $335,831 for the repurchase of common shares. We also received loan proceeds of $17.7 million and made
loan payments of $10.2 million. We paid dividends of $3.8 million to minority shareholders in Sinovac Beijing in 2009.  On February 2,
2010, we completed a follow-on public offering of 11.5 million common shares and received net proceeds of approximately $61.9 million,
after deducting underwriting discounts and commissions and estimated offering expenses payable by us.

Net cash provided by financing activities was $8.3 million in 2008 compared to $5.6 million in 2007. In 2008, net cash provided
by our financing activities included proceeds of $9.8 million from issuance of common shares and proceeds of $383,497 from government
funding, offset by payments of $368,323 for the repurchase of common shares. We also received loan proceeds of $8.6 million and made
loan payments of $7.2 million. We paid dividends of $2.9 million to minority shareholders in Sinovac Beijing in 2008.

Accounts Receivable

Our total accounts receivable increased by $5.0 million to $24.5 million as of December 31, 2009 from $19.5 million as of
December 31, 2008. Our accounts receivable turnover time in 2009 was 95 days, as compared to 141 days in 2008 and 143 days in 2007.
The decrease in our turnover time was mainly due to more sales China central government with shorter account receivable collection time.

As we have historically experienced a very low level of bad debts, we have not made any general write-off for our accounts
receivable. Our bad debt expense, as a percentage of our net revenues, was 1.36%, 0.05% and 0.02% for 2007, 2008 and 2009, respectively.
We believe these percentages are not material.

Borrowings

As of December 31, 2009, we had $17.7 million in short-term borrowings, offset by $75.0 million in cash, resulting in a liquid
assets balance of $57.3 million, compared with $22.7 million at the end of 2008. We hold our cash and cash equivalents in interest-bearing
dollar and renminbi denominated accounts at registered banks.  The following table summarizes our borrowings as of December 31, 2009:

Type Amount Interest Rate Maturity Date

Bank loan RMB10,000,000
($1,462,630)

5.31% fixed rate June 11, 2010

Bank loan RMB100,000,000
($14,626,298)

5.31% fixed rate June 29, 2010

Bank loan RMB1,000,000
($146,263)

5.31% fixed rate December 13, 2010

Bank loan RMB10,000,000
($1,462,630)

5.31% fixed rate December 29, 2010

Our weighted average effective interest rate was 6.87%, 6.85% and 5.78% for the years ended December 31, 2007, 2008 and 2009,
respectively.  We believe that we will continue to be able to obtain loans and access the capital markets on terms and in amounts that will be
satisfactory to us.

Restrictions on Cash Dividends

We are a holding company, and we rely on dividends paid by our subsidiaries, Sinovac Beijing, Sinovac Dalian, Sinovac
Biological and Tangshan Yian, for our cash needs, mainly our operating expenses. The payment of dividends in China is subject to
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limitations. Regulations in the PRC currently permit payment of dividends only out of accumulated profits as determined in accordance
with accounting standards and regulations in China. Our subsidiary is also required to set aside at least a portion of its after-tax profit based
on PRC accounting standards each year to fund certain reserve funds. These reserves can be used to recoup previous years’ losses, if any,
and, subject to the approval of the relevant PRC government authority, may be converted into share capital in proportion to their existing
shareholdings, or by increasing the par value of the shares currently held by them. Such reserves, however, are not distributable as cash
dividends. In addition, at discretion of their board of directors, our subsidiaries may allocate a portion of its after-tax profits based on PRC
accounting standards to its enterprise development funds and employee welfare and bonus funds. These funds also are not distributable as
cash dividends. In addition, if Sinovac Beijing, Sinovac Dalian, Sinovac Biological or Tangshan Yian incurs debt on its own behalf in the
future, the instruments governing the debt may restrict the ability of one or more of our PRC subsidiaries, as the case may be, to pay
dividends or make other distributions to us.

The ability of our subsidiary to convert renminbi into U.S. dollars and make payments to us is subject to PRC foreign exchange
regulations. Under these regulations, the renminbi is convertible for current account items, including the distribution of dividends, interest
payments, trade and service-related foreign exchange transactions. Conversion of renminbi for capital account items, such as direct
investment, loan, security investment and repatriation of investment, however, is still subject to the approval of the SAFE.  See “Item 10D.
Exchange Controls.”

Capital Expenditures

We made capital expenditures of $2.5 million, $4.0 million and $4.3 million in 2007, 2008 and 2009, respectively.  Our capital
expenditures were used primarily to purchase equipment . We expect our capital expenditures to increase in the future as we expand our
business. As of December 31, 2009, our commitments of capital expenditures was approximately $17.6 million, primarily for
manufacturing capacity expansion.  We will finance such comments through short-term and long-term borrowings, proceeds from our
public offering and cash generated from operations.

C. Research and Development

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

D. Trend Information

Other than as disclosed elsewhere in this annual report, we are not aware of any trends, uncertainties, demands, commitments or
events for the period from January 1, 2009 to December 31, 2009 that are reasonably likely to have a material adverse effect on our net
revenues, income, profitability, liquidity or capital resources, or that caused the disclosed financial information to 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 variable interest entities or any other off-balance sheet arrangements that require
disclosure.

F. Tabular Disclosure of Contractual Obligations

The following table summarizes our contractual obligations and commitments as of December 31, 2009 for the periods indicated:

Payments due by period

Total
Less than

1 year 1-3 years 3-5 years
More than

5 years
(in U.S. Dollars)

Contractual obligations
Research & Development Expenses 3,170,000 146,263 3,023,737 — —
Operating Lease Obligations 8,212,145 503,136 1,006,272 1,006,272 5,696,465
Purchase of Facilities 17,600,000 9,800,000 7,800,000 — —
Purchase of Facilities and Additional

Ownership Relating to Sinovac Dalian 16,100,000 16,100,000 — — —
Total 45,082,145 26,549,399 11,830,009 1,006,272 5,696,465
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G. Safe Harbor

This annual report on Form 20-F contains forward-looking statements that relate to future events, including our future operating
results and conditions, our prospects and our future financial performance and condition, all of which are largely based on our current
expectations and projections. The forward-looking statements are contained principally in the sections entitled “Item 3. Key Information—
D. Risk Factors,” “Item 4. Information on the Company” and “Item 5. Operating and Financial Review and Prospects.” These statements
are made under the “safe harbor” provisions of the U.S. Private Securities Litigation Reform Act of 1995. You can identify these forward-
looking statements by terminology such as “may,” “will,” “expect,” “anticipate,” “future,” “intend,” “plan,” “believe,” “estimate,” “is/are
likely to” or other and similar expressions. Forward-looking statements involve inherent risks and uncertainties. A number of factors could
cause actual results to differ materially from those contained in any forward-looking statement, including but not limited to the following:

� our ability to maximize sales of our existing products within the Chinese market;

� our ability to develop new vaccines;

� our ability to improve our existing vaccines and lower our production costs;

� our ability to expand our manufacturing facilities to meet need of the growing Chinese market and other geographic markets;

� our ability to acquire new technologies and products;

� uncertainties in and the timeliness of obtaining necessary governmental approvals and licenses for marketing and sale of our
vaccines in certain overseas markets;

� our ability to compete successfully against our competitors;

� risks associated with our corporate structure and the regulatory environment in China; and

� other risks outlined in our filings with the Securities and Exchange Commission, or the SEC, including this annual report on
Form 20-F.

The forward-looking statements made in this annual report on Form 20-F relate only to events or information as of the date on
which the statements are made in this annual report on Form 20-F. Except as required by law, we undertake no obligation to update or
revise publicly any forward-looking statements, whether as a result of new information, future events or otherwise, after the date on which
the statements are made or to reflect the occurrence of unanticipated events. You should read this annual report on Form 20-F completely
and with the understanding that our actual future results may be materially different from what we expect.

ITEM 6. DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES

A. Directors and Senior Management

The following table sets forth information regarding our directors and executive officers as of the date of this annual report:

Directors and Executive Officers Age Position/Title

Weidong Yin 45 Chairman, President, Chief Executive Officer and Secretary
Xianping Wang 55 Director
Simon Anderson 48 Independent Director
Yuk Lam Lo 61 Independent Director
Chup Hung Mok 52 Independent Director
Jinling Qin 64 Acting Chief Financial Officer
Changjun Fu 50 Vice President, Sales and Marketing
Nan Wang 43 Vice President, Business Development and General Manager

of Sinovac Dalian
Jiansan Zhang 54 Vice President, Quality Assurance
Zhenshan Zhang 35 General Manager of Tangshan Yìan

(1)    Member of the audit committee.
(2)    Member of the corporate governance and nominating committee.
(3)    Member of the compensation committee.
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Mr. Weidong Yin has served as our chairman, president, chief executive officer and secretary since September 2003. Mr. Yin is also
the general manager of Sinovac Biotech and the chairman of Sinovac Hong Kong, Tangshan Yian and Sinovac Dalian. He is the former
general manager of Tangshan Yian Bioengineering Co., Ltd., and previously he worked as a medical doctor in infectious disease at the
China Center for Disease Control and Prevention, Tangshan City, Hebei Province. Mr. Yin has been dedicated to hepatitis research for over
20 years and was instrumental in the development of our Healive vaccine. In addition, Mr. Yin has been appointed as the principal
investigator by the Chinese Ministry of Science and Technology for many key governmental R&D programs such as “Inactivated Hepatitis
A vaccine R&D,” “Inactivated SARS vaccine R&D” and “New Human Influenza Vaccine (H5N1) R&D.” He obtained his MBA from the
National University of Singapore.

Mr. Xianping Wang has served as a director of our company since March 2006. He has also been the president and chief executive
officer of Xinhua China Ltd. since September 2004, which is a company listed on the FINRA Over-the-Counter Bulletin Board under the
symbol “XHUA”. He has also served as the president of Asia-Durable (Beijing) Investments Co., Ltd. since 2002, and from 1992-1997 he
served as the president of Beijing New Fortune Investment Co., Ltd. as well as general manager of Beijing Fuhua Constructions and
Development Co., Ltd. Mr. Wang has worked in a diverse range of industries, such as medicine, the health care industry, construction
projects, investment consultation and real estate development. Since 1993, he has participated in various real estate investment projects in
China, managing the development of Fuhua Mansion, Meihui Mansion, Jinhua Garden and others. Mr. Wang is the brother of Lily Wang, a
former director and chief financial officer of our company, and Heping Wang, a former director of our company. Mr. Wang has a bachelor’s
degree in engineering from the Navy Engineering Institute and a master’s degree in economics from Tsinghua University, China.

Mr. Simon Anderson has served as an independent director of our company since July 2004. Mr. Anderson is a member of our
audit, compensation, and corporate governance and nominating committees.  Mr. Anderson provides consulting expertise in the areas of
regulatory compliance, exchange listings and financial operations.  He was admitted as a member of the Institute of Chartered Accountants
in British Columbia in 1986. Mr. Anderson serves as chief financial officer of companies listed on North American stock exchanges,
including IBC Advanced Alloys Corp., which manufactures and processes alloys at its U.S. plants. Mr. Anderson also serves as a director of
TSX-listed Wex Pharmaceuticals Inc., which is dedicated to the discovery, development, manufacture and commercialization of innovative
drug products to treat pain and TSX Venture Exchange listed Centric Energy Corp., a company with hydrocarbon exploration rights in
Africa, and War Eagle Mining Company Inc., a zinc exploration company.

Mr. Yuk Lam Lo has served as an independent director of our company since March 2006. Mr. Lo is a member of the audit,
compensation and corporate governance and nominating committees. He is currently serving as the senior advisor of PerkinElmer Life and
Analytical Sciences, Pacific Rim & Questmark Capital Management Sdn. Bhd.  Mr Lo is also a senior director of Questmark Asia
Limited.Mr. Lo was also heavily involved in several committees of the HKSAR Government and the public society.  He has been appointed
as the director of the Hong Kong Applied R&D Fund Co., Ltd., and currently serving as the advisory council of the Food and Health
Bureau HKSAR.   The Industry Technology Committee of the Chinese Manufacturers’ Association of Hong Kong and the director of the
Chinese Manufacturers’ Association of Hong Kong.  Mr. Lo served as the chairman of the Innovation and Technology Fund (Biotechnology
Projects) Vetting Committee, HKSAR, and as chairman of the Biotechnology Committee, Industry & Technology Development Council,
HKSAR. In educational area, Professor Lo has been named an Honorary Fellow by the Hong Kong University of Science and Technology
as well as the Honorary Chairman of the City University Committee of Co-operative Education Centre.  Also, Mr Lo is the advisory
committee member of the Vocational Training council and executive vice president of Asian College of Asian Management. In China ,
Mr. Lo is a consultant to the Economic Bureau, Changchun , a member of the advisory committee of the Shenzhen Municipal Science and
Technology Bureau and also a consultant of the Chinese Centre for Disease Control and Prevention.  In private sector, Mr Lo is the director
of Steming Hong Kong Limited and South East Group Limited and the chairman of Lo & Associates Limited.  Mr. Lo is also the director of
Sinovac Hong Kong and vice chairman of Sinovac Beijing.

Ms. Chup Hung Mok has served as a director of our company since March 2006.  Ms. Mok joined National University of Singapore in
2007 as manager of its gift processing unit.  Ms. Mok was previously the Financial Controller of Zero Spot Laundry Service Private
Limited. Prior to joining Zero Spot, Ms. Mok had more than 28 years of banking experience, where she led the Internal Audit and Treasury
Settlements departments at the local branch of a foreign bank.  She was also a member of the bank’s Assets and Liabilities Management
Committee, Prevention of Money Laundering Committee and Business Continuity Management Committee. Ms. Mok began her career
with a foreign bank. She worked in the Retail Banking Department and was tasked with setting up the Bank’s Treasury Department. From
1992 to 2001, being the senior management member of the bank, she had oversight responsibilities in accounting, treasury settlements,
human resource management and credit management functions. She was a member of the Credit Committee and Prevention of Money
Laundering Committee.  Ms. Mok holds a Master of Business Administration from the National University of Singapore.

Ms. Jinling Qin has served as our acting CFO since March 22, 2006. Prior to that date, she had been the Manager of the Finance
Department of Sinovac Beijing since January 2001. During 1993 and 2000, Ms. Qin was the Director of the Finance Department of
Tangshan Yian. She served as the Director of the Audit Department of the Economics Commission of Tangshan City,
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Hebei Province during 1988 and 1993. Ms. Qin holds an associate degree in accounting from Hebei Provincial Academy of Machinery and
Electronics.

Mr. Changjun Fu has served as Sinovac Beijing’s vice general manager since March 2002. Mr. Fu currently oversees the sales and
marketing department and business development of Sinovac Beijing. Prior to joining Sinovac Beijing, Mr. Fu was the sales director at
Changchun Changsheng Biological Product Co., Ltd. from 1986 to 1997 where he oversaw the marketing of vaccine products, particularly
hepatitis vaccines. From 1997 to 2002, Mr. Fu served as the Vice President of Shenzhen Shukang Biological Products Co. Ltd. where he
was responsible for the marketing and sales of vaccines and blood products. Mr. Fu received a bachelor’s degree in 1984 from Norman
Bethune University of Medical Sciences, PRC.

Ms. Nan Wang has served as the vice general manager of Sinovac Beijing since 2001 where she oversees business development
and clinical research. From 1988 to 1993, Ms. Wang was a researcher in biology at the Life Science College of Peking University, PRC.
From 1993 to 2001, she worked as a manager at China Bioway Biotech Group Co., Ltd. Ms. Wang received her bachelor’s degree in
biology from Peking University and her master degree from University of International Business and Economics, PRC. Ms. Wang also
received a diploma in financial management from Beijing College for Entrepreneurs, PRC in 2003. Ms. Wang is also acting as the general
manager and director of Sinovac Dalian and the director of Sinovac Hong Kong.

Mr. Jiansan Zhang has served as the vice general manager of Sinovac Beijing since April 2001 and the deputy general manager of
Tangshan Yian since 1998. At Sinovac Beijing, he oversees the production, engineering, research and development and quality assurance
departments. At Tangshan Yian, he oversees the P3 Lab. From 1995-1997, Mr. Zhang served as the production manager and the assistant to
the general manager of Shenzhen Kangtai Biological Product Co., Ltd. From 1988-1995, he served as the vice general manager of
Shenzhen Guangxin Biological Product Co., Ltd. and from 1992-1995, he served as a consultant to Tangshan Yian. Mr. Zhang received his
bachelor’s degree in medical treatment from Sun Yat-sen University of Medical Sciences, PRC and an EMBA degree from Tsinghua
University, PRC. In 1980, Mr. Zhang completed advanced training courses in management and quality control of biological products in
Holland.

Mr. Zhenshan Zhang has served as the general manager of Tanghsn Yian since January 2009. Prior to joining us, Mr. Zhang served
as the head of influenza business department and project management department of Sinovac Beijing.  Mr. Zhang obtained his bachelor
degree in microbiology and master degree in botany from Inner Mongolia University, China.

B. Compensation of Directors and Executive Officers

In 2009, the aggregate cash compensation paid to our directors and executive officers was approximately $1.2 million.  No
executive officer is entitled to any severance benefits upon termination of his or her employment with our company.  Our bonus plan is
performance based.  The bonus of our management is based on the annual performance of our company and each of our subsidiaries.  At
the beginning of a year, each member of our management team sets a performance target for the group under his or her supervision.  The
entitlement of the bonus depends on whether his or her group meets the performance target.  The actual amount is based on the overall
evaluation of his or her performance and is subject to approval of the board at each subsidiaries.

Our board of directors and shareholders approved the issuance of up to 5,000,000 common shares upon exercise of options granted
under our 2003 stock option plan. As of April 9, 2010, options to purchase 1,771,500 common shares were outstanding. The following table
summarizes, as of April 9, 2010, the outstanding options that we granted to several of our directors, executive officers, principal
shareholders and to other individuals as a group under our 2003 stock option plan.

Name
Common Shares Underlying

Outstanding Options
Exercise Price

($/Share) Grant Date Expiration Date

Simon Anderson 50,000 1.60 January 20, 2009 January 19, 2014
Yuk Lam Lo 50,000 2.64 September 14, 2006 September 13, 2011

50,000 1.60 January 20, 2009 January 19, 2014
Chuphung Mok 50,000 1.60 January 20, 2009 January 19, 2014
Other individuals as a group 30,000 3.20 November 4, 2005 November 3, 2010

1,500 2.69 December 19, 2006 December 18, 2011
1,540,000 1.60 January 20, 2009 January 19, 2014

2003 STOCK OPTION PLAN

Our board of directors adopted a stock option plan on November 1, 2003. The purpose of the plan is to attract and retain the best
available personnel for positions of substantial responsibility, provide additional incentive to employees, directors and consultants and
promote the success of our business. Our board of directors believes that our company’s long-term success is dependent upon our ability to
attract and retain superior individuals who, by virtue of their ability, experience and qualifications, make important contributions to our
business.
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Set forth below is a summary of the principal terms of our stock option plan.

� Size of plan. We have reserved an aggregate of 5,000,000 of our common shares for issuance under our 2003 stock option plan. As
of April 9, 2010, options to purchase an aggregate of 1,771,500 of our common shares were issued and outstanding and an
aggregate 2,514,700 common shares have been issued pursuant to options issued under the plan.

� Administration.  Our stock option plan is administered by our board of directors. The board will determine the provisions, terms
and conditions of each option grant, including without limitation the option vesting schedule or exercise installment, the option
exercise price, payment contingencies and satisfaction of any performance criteria.

� Vesting schedule.  The vesting schedules of options granted will be specified in the applicable option agreements.

� Option agreement.   Options granted under our stock option plan are evidenced by option agreements that contain, among other
things, provisions concerning exercisability and forfeiture upon termination of employment or consulting arrangements by reason
of death or otherwise, as determined by our board. In addition, the option agreement also provides no option shares will be issued
under the plan unless the Securities Act has been fully complied with.

� Option term. The term of options granted under the 2003 stock option plan may not exceed ten years from the date of grant.

� Termination of options.  Where the option agreement permits the exercise of the options granted for a certain period of time
following the recipient’s termination of services with us, the options will terminate to the extent any is not exercised or purchased
on the last day of the specified period or the last day of the original term of the options, whichever occurs first.

� Change of control.  If a third-party acquires us through the purchase of all or substantially all of our assets, a merger or other
business combination, all outstanding stock options will become fully vested and exercisable immediately prior to such
transaction.

� Termination of plans.  Unless terminated earlier, the 2003 stock option plan will expire in 2023. Our board of directors has the
authority to terminate our stock option plan prior to the expiry of the plan provided that such early termination shall not affect the
options then outstanding under the plan.

C. Board Practices

Board Of Directors

Our articles of association prescribe that we should have a minimum of one and a maximum of 15 directors. Currently, our board
of directors comprises five board members, three of whom are independent. Under Antigua law, our directors have a duty of loyalty to act
honestly, in good faith and with a view to our best interests. Our directors also have a duty to exercise the skill they actually possess and
such care and diligence that a reasonably prudent person would exercise in comparable circumstances. In fulfilling their duty of care to us,
our directors must ensure compliance with our articles of incorporation and by-laws, as amended and re-stated from time to time. A
shareholder has the right to seek damages if a duty owed by our directors is breached.

The functions and powers of our board of directors include, among others:

� convening shareholders’ annual general meetings and reporting its work to shareholders at such meetings;

� declaring dividends and distributions;

� appointing officers and determining the term of office of officers;

� exercising the borrowing powers of our company and mortgaging the property of our company; and

� approving the transfer of shares of our company, including the registering of such shares in our share register.

Terms of directors and Executive Officers

Our officers are elected by and serve at the discretion of the board of directors. Our directors are not subject to a term of office and
hold office until a successor is elected at the next annual shareholders’ meeting. A director will be removed from office automatically if,
among other things, the director (I) becomes bankrupt or makes any arrangement or composition with his creditors; or (ii) dies or is
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found by our company to be or becomes of unsound mind.  None of our directors has a service contract with us or any of our subsidiaries
providing for benefits upon termination of employment.

Committees of the Board of Directors

Our board of directors has established an audit committee, a compensation committee and a corporate governance and nominating
committee.

Audit Committee

Our audit committee consists of our independent directors Messrs. Simon Anderson, Yuk Lam Lo and  Ms. Chup Hung Mok, and
is chaired by Simon Anderson.  The audit committee oversees our accounting and financial reporting processes and the audits of the
financial statements of our company.  The audit committee is responsible for, among other things:

� selecting our independent auditors and pre-approving all auditing and non-auditing services permitted to be performed by our
independent auditors;

� reviewing with our independent auditors any audit problems or difficulties and management’s response;

� reviewing and approving all proposed related-party transactions, as defined in Item 404 of Regulation S-K under the Securities
Act;

� discussing the annual audited financial statements with management and our independent auditors;

� reviewing major issues as to the adequacy of our internal controls and any special audit steps adopted in light of material control
deficiencies;

� annually reviewing and reassessing the adequacy of our audit committee charter;

� such other matters that are specifically delegated to our audit committee by our board of directors from time to time;

� meeting separately and periodically with management and our internal and independent auditors; and

� reporting regularly to the full board of directors.

In 2009, our audit committee held meetings or passed resolutions by unanimous written consent seven times.

Compensation Committee

Our compensation committee consists of our independent directors Messrs. Simon Anderson, Yuk Lam Lo and Ms. Chup Hung
Mok, and is chaired by Yuk Lam Lo. Our compensation committee assists the board in reviewing and approving the compensation structure
of our directors and executive officers, including all forms of compensation to be provided to our directors and executive officers. 
Members of the compensation committee are not prohibited from direct involvement in determining their own compensation.  Our chief
executive officer may not be present at any committee meeting during which his compensation is deliberated.  The compensation committee
is responsible for, among other things:

� approving and overseeing the compensation package for our executive officers;

� reviewing and making recommendations to the board with respect to the compensation of our directors;

� reviewing and approving corporate goals and objectives relevant to the compensation of our chief executive officer, evaluating the
performance of our chief executive officer in light of those goals and objectives, and setting the compensation level of our chief
executive officer based on this evaluation; and

� reviewing periodically and making recommendations to the board regarding any long-term incentive compensation or equity plans,
programs or similar arrangements, annual bonuses, employee pension and welfare benefit plans.

In 2009, our compensation committee held meetings or passed resolutions by unanimous written consent three times.
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Corporate Governance and Nominating Committee

Our corporate governance and nominating committee consists of our independent directors Messrs. Simon Anderson, Yuk Lam Lo
and Ms. Chup Hung Mok, and is chaired by Ms. Chup Hung Mok.  The corporate governance and nominating committee assists the board
of directors in identifying individuals qualified to become our directors and in determining the composition of the board and its
committees.  The corporate governance and nominating committee is responsible for, among other things:

� identifying and recommending to the board nominees for election or re-election to the board, or for appointment to fill any
vacancy;

� reviewing annually with the board the current composition of the board in light of the characteristics of independence, age, skills,
experience and availability of service to us;

� identifying and recommending to the board the directors to serve as members of the board’s committees;

� advising the board periodically with respect to significant developments in the law and practice of corporate governance as well as
our compliance with applicable laws and regulations, and making recommendations to the board on all matters of corporate
governance and on any corrective action to be taken; and

� monitoring compliance with our code of business conduct and ethics, including reviewing the adequacy and effectiveness of our
procedures to ensure proper compliance.

In 2009, our corporate governance and nominating committee held meetings or passed resolutions by unanimous written consent
three times.

Interested Transactions

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

Remuneration and Borrowing

The directors may determine remuneration to be paid to the directors.  The compensation committee assists the directors in
reviewing and approving the compensation structure for the directors.  The directors may exercise all the powers of the company to borrow
money and to mortgage or charge its undertaking, property and uncalled capital, and to issue debentures or other securities whether outright
or as security for any debt obligations of our company or of any third party.

D. Employees

As of December 31, 2007, 2008 and 2009, we had 305,354 and 400 full-time employees. Of our workforce as of December 31,
2009, 55 employees are engaged in research and development and 105 employees are engaged in sales and marketing. None of our
employees is represented by a labor union or covered by a collective bargaining agreement. We consider our relationship with our
employees to be good.

E. Share Ownership

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

� each of our directors and executive officers; and

� each person known to us to own beneficially more than 5% of our common shares.

The calculations in the table below are based on 54,097,261common shares outstanding as of April 9, 2010. Beneficial ownership
is determined in accordance with the rules and regulations of the SEC. In computing the number of shares beneficially owned by a person
and the percentage ownership of that person, we have included shares that the person has the right to acquire within 60 days, including
through the exercise of any option, warrant or other right or the conversion of any other security. These shares, however, are not included in
the computation of the percentage ownership of any other person.
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Shares Beneficially Owned
Number %

Directors and Executive Officers:
Weidong Yin 5,961,500 11.01
Simon Anderson 57,400 *
Yuk Lam Lo 60,000 *
Chup Hung Mok 44,200 *
Jinling Qin 8,900 *
Changjun Fu 11,400 *
Nan Wang 9,000 *
Jiansan Zhang 10,000 *
Zhenshan Zhang 7,000 *

* Less than 1%.

None of our existing shareholders has different voting rights from other shareholders.  We are not aware of any arrangement that
may, at a subsequent date, result in a change of control of our company.

As of April 9, 2010, 54,097,261 of our common shares were issued and outstanding. Approximately 89.04% of the issued and
outstanding shares are held by the record shareholders in the United States, including 47,407,361 common shares held by Cede & Co. (Fast)

For the options granted to our directors, officers and employees, please refer to “—B. Compensation of Directors and Executive
Officers.”

ITEM 7. MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTIONS

A. Major Shareholders

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

B. Related Party Transactions

Transactions with Lily Wang

Lily Wang, a principal shareholder of our company, was also our former director and chief financial officer from September 2003
to March 2006.

In September 2003, we issued ten million new common shares to Lily Wang in exchange for a 51% equity interest in Sinovac
Beijing that Ms. Wang had contracted to buy from certain of Sinovac Beijing’s then four shareholders for cash immediately before the
above 51% share transfer. This 51% equity interest in Sinovac Beijing was transferred to us directly from these shareholders and was
recorded in the applicable transfer instrument as a cash transaction. The cash due to these shareholders was payable by Ms. Wang. The
transfer of the 51% equity interest to us was registered and approved by relevant PRC government authorities in August 2004. The common
shares we issued to Ms. Wang were issued at a price of $0.60 per share, representing approximately 37% of our outstanding common shares
immediately after the issuance.

Tangshan Yian was one of the shareholders from whom Ms. Wang contracted to buy the Sinovac Beijing equity interest described
above. Ms. Wang agreed to buy from Tangshan Yian a 15.72% equity interest in Sinovac Beijing for a cash consideration of approximately
$1.8 million. This 15.72% equity interest was transferred to us directly in our partial acquisition of Sinovac Beijing described above. When
we acquired Tangshan Yian as a wholly owned subsidiary in November 2004, its assets included a promissory note from Ms. Wang for the
approximately $1.8 million purchase consideration. In October 2004, we and Ms. Wang entered into a pledge and escrow agreement under
which Ms. Wang pledged three million of her shares in our company to us as collateral for this $1.8 million unpaid purchase consideration.
Under the agreement, Ms. Wang was to pay by November 15, 2006, the unpaid purchase consideration together with interest thereon at
5% per annum in quarterly installments of $200,000 each.  We have received full repayment from Lily Wang.

Transactions with Heping Wang

Heping Wang was our director from September 2003 to April 2006. Mr. Wang is also the brother of Lily Wang.
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In January 2004, we entered into a share purchase agreement with Heping Wang to acquire from Mr. Wang a 100% equity interest
in Tangshan Yian that he had contracted to purchase from Tangshan Yian’s then existing two shareholders immediately before the above
100% share transfer. This 100% equity interest in Tangshan Yian was transferred to us directly from these shareholders and was recorded in
the applicable transfer instrument as a cash transaction. The purchase consideration we paid Mr. Wang was (1) 3.5 million of our new
common shares, issued at a price of $0.76 per share and (2) a promissory note from us in the amount of $2.2 million. The foregoing
purchase consideration took into account the value of Tangshan Yian with an increased registered capital by $2.6 million that Mr. Wang had
agreed to subscribe for but had not yet paid. In connection with this acquisition, Mr. Wang issued us a promissory note in the amount of
$2.6 million in respect of such unpaid capital contribution.

The transfer of the 100% equity interest to us was approved by relevant PRC government authorities on October 25, 2004.  In
October 2004, our $2.2 million promissory note to Mr. Wang was canceled and Mr. Wang’s $2.6 million promissory note was reduced by
$2.2 million.  Mr. Wang paid the $400,000 balance of the promissory note in November 2004.

At the time of the above equity interest transfer from Mr. Wang to us, Tangshan Yian owed to China High Tech Investment Co.,
Ltd. a loan in the principal amount of RMB9.0 million that occurred in 2001 and 2002. In 2004, Tangshan Yian agreed to pay China High
Tech Investment an aggregate amount of RMB 10.8 million comprising the RMB9.0 million principal amount of the loan and a
RMB1.8 million funding fee, in two equal installments by September 30, 2005 and December 31, 2005, respectively. Tangshan Yian further
agreed, if it failed to make either of these two loan installment payments, to pay China High Tech Investment a default penalty at 0.1% of
the aggregate outstanding loan balance per day.  As of December 31, 2006, the balance was RMB4.0 million principal and RMB1.8 million
accrued interest.  We fully repaid these amounts in 2007.

In connection with the above equity interest transfer, Mr. Wang agreed to assume and indemnify Tangshan Yian’s loan obligations
owed to China High Tech Investment. In October 2004, we and Mr. Wang entered into a pledge and escrow agreement, under which
Mr. Wang pledged 1.5 million of his shares in our company to us as collateral to secure his indemnification obligation owed to us in respect
of the loan. We received a $1,394,333 cash payment representing the balance of the $1.0 million in debt and related interest assumed in
connection with the acquisition of Tangshan Yian in 2007.  The loan has been fully repaid.

Private Placement

In first quarter of 2008, we issued and sold 2,500,000 common shares at a purchase price of $3.90 per share to Sensor Capital
Management. The purchaser of the common shares was an existing shareholder of our common shares. The value of the common shares
was determined based on arm’s-length negotiations between the purchasers and us and was approved by our board of directors.

Transactions with Certain Other Directors and Affiliates

We entered into two operating lease agreements with China Bioway, a non-controlling shareholder of Sinovac Beijing, in 2004,
with respect to Sinovac Beijing’s production plant and laboratory in Beijing for total annual rent of approximately RMB1.4 million
($204,575). The leases commenced on August 12, 2004 and have a term of 20 years. We entered into another operating lease agreement
with China Bioway in June 2007 with respect to Sinovac Beijing’s production plant in Beijing for an annual rent of approximately RMB2.0
million ($298,855).  The lease commenced in June 2007 and has a term of 20 years.  We paid rent of $139,541, $494,373 and $503,136 to
China Bioway for these leases in 2007, 2008 and 2009 respectively.

We entered into a license agreement with a corporation related with China Bioway in respect to the trademark used on our
products for no consideration. This license agreement is non-exclusive and has been extended to August 20, 2011.

In 2007, 2008 and 2009, we paid $20,585, $143,071 and $121,119 to our directors for management consulting services and
director fees.

Share Options

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

C. Interests of Experts and Counsel

Not applicable.
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ITEM 8. FINANCIAL INFORMATION

A. Consolidated Statements and Other Financial Information

We have appended consolidated financial statements filed as part of this annual report.

Legal and Administrative Proceedings

In November 2008, a death of a minor in Beijing was reported, which coincided with the administration of Healive that we
produced two days prior. According to the autopsy results, the government investigation confirmed that the death was caused by
myocarditis. However, in June 2009, parents of the dead commenced a legal proceeding against us and other three defendants at Beijing
Haidian District People’s Court and claimed RMB616,858 ($90,370) as compensation. As the date of this annual report, the case remains
pending.

Other than as described above, we are not currently a party to any litigation or other legal proceedings brought against us.  We are
also not aware of any legal proceedings, investigation or claim, or other legal exposure that has a more than remote possibility of having a
material adverse effect on our business, financial condition or results of operations. We may be subject to legal proceedings, investigations
and claims incidental to the conduct of our business from time to time.

Dividend Policy

We have never declared or paid any dividends, nor do we have any present plan to pay any cash dividends on our common shares
in the foreseeable future. We currently intend to retain most, if not all, of our available funds and any future earnings to operate and expand
our business.

Our board of directors has complete discretion on whether to pay dividends. Even if our board of directors decides to pay
dividends, the form, frequency and amount will depend upon our future operations and earnings, capital requirements and surplus, general
financial condition, contractual restrictions and other factors that the board of directors may deem relevant. Cash dividends on our common
shares, if any, will be paid in U.S. dollars.

We are a holding company, and we rely on the dividends paid by our majority-owned subsidiary, Sinovac Beijing, and wholly
owned subsidiaries, Tangshan Yian and Sinovac Biological, for our cash needs, including the funds necessary to pay any dividends and
other cash distributions to our shareholders, service any debt we may incur and pay our operating expenses. The payment of dividends in
China is subject to limitations. Regulations in the PRC currently permit payment of dividends by our PRC subsidiaries only out of
accumulated profits as determined in accordance with accounting standards and regulations in China. Tangshan Yian is required to set aside
at least 10% of its after-tax profits each year to contribute to its reserve fund until the accumulated balance of such reserve fund reaches
50% of the registered capital of Tangshan Yian. Tangshan Yian is also required to reserve a portion of its after-tax profits to its employee
welfare and bonus fund, the amount of which is subject to its board of directors. Sinovac Beijing and Sinovac Dalian are required to set
aside, at the discretion of their boards of directors, a portion of their after-tax profits to their reserve fund, enterprise development fund and
employee welfare and bonus funds. These funds are not distributable in cash dividends.

Furthermore, under the PRC Enterprise Income Tax Law promulgated on March 16, 2007 and its implementation
rules promulgated by the State Council of China on December 6, 2007, if we are deemed as a non-PRC tax resident enterprise without an
office or premises in the PRC, withholding tax at the rate of 10% will be applicable to dividends received by us from Tangshan Yian, unless
the tax is entitled to reduction or elimination in accordance with any future PRC laws or regulations or an applicable tax treaty between the
PRC and Antigua and Barbuda. As of the date of this annual report, Antigua and Barbuda has not entered into any such tax treaties with the
PRC. Pursuant to the double tax arrangement between Hong Kong and PRC, dividends paid by a foreign-invested enterprise in China to its
direct holding company in Hong Kong will be subject to withholding tax at a rate of no more than 5% (if the foreign investor owns directly
at least 25% of the shares of the foreign-invested enterprise for a period greater than 12 months), or otherwise 10%. Whether the favorable
rate will be applicable to dividends received by Sinovac Hong Kong from our PRC subsidiaries is subject to the approval of the PRC tax
authorities because it is unclear whether Sinovac Hong Kong is considered as the beneficial owner of the dividends in substance. The PRC
tax authorities have discretion to assess whether a recipient of the PRC-sourced income is only an agent or a conduit, or lacks the requisite
amount of business substance, in which case the application of the tax arrangement may be denied. This new withholding tax imposed on
dividends paid to us by our PRC subsidiaries would reduce our net income attributable to the stockholders.

B. Significant Changes

Except as disclosed elsewhere in this annual report, we have not experienced any significant changes since the date of our audited
consolidated financial statements included in this annual report.
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ITEM 9. THE OFFER AND LISTING

A. Offer and Listing Details

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

Sales Price
High Low

Annual High and Low
2005 $ 7.92 $ 1.65
2006 5.28 1.81
2007 8.33 2.50
2008 5.22 0.75
2009 12.50 1.02

Quarterly High and Low
First quarter 2008 5.22 3.08
Second quarter 2008 4.55 3.25
Third quarter 2008 3.90 2.13
Fourth quarter 2008 2.60 0.75
First quarter 2009 1.89 1.02
Second quarter 2009 4.98 1.40
Third quarter 2009 12.50 3.60
Fourth quarter 2009 9.97 5.59
First quarter 2010 7.78 5.77

Monthly High and Low
October 2009 8.68 6.94
November 2009 9.97 7.07
December 2009 7.63 5.59
January 2010 7.78 5.77
February 2010 6.94 5.90
March 2010 7.07 5.90
April 2010 (through April 15, 2010) 6.00 5.52

B. Plan of Distribution

Not applicable.
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