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If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, check the following box. ¨

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering. ¨

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering. ¨

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering. ¨

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

Large accelerated filer ¨ Accelerated filer ¨ Non-accelerated filer ¨ Smaller reporting company x
(Do not check if a smaller reporting

company)

CALCULATION OF REGISTRATION FEE

Title of Each Class of Securities to Be Registered
Amount to Be

Registered

Proposed Maximum
Aggregate Offering

Price  (1)
Amount of

Registration Fee
Share of Common Stock, $.001 par value (2) $ 35,017,500 $ 2,496.75
Representative’s Common Stock Purchase Option (3) (4) 1 Option $ 100 $ —
Shares of Common Stock underlying Representative’s
Common Stock Purchase Option $  1,141,875       81.42
Total Registration Fee $ 2,578.17(5)

(1)Estimated solely for the purpose of calculating the registration fee pursuant to Rule 457(o) under the Securities
Act.

(2)Includes            shares of common stock which may be issued pursuant to the exercise of a 45-day option granted
by the registrant to the underwriters to cover over-allotments, if any.

(3) No registration fee required pursuant to Rule 457(g) under the Securities Act of 1933.

(4)Pursuant to Rule 416 under the Securities Act of 1933, this registration statement shall be deemed to cover the
additional securities (i) to be offered or issued in connection with any provision of any securities purported to be
registered hereby to be offered pursuant to terms which provide for a change in the amount of securities being
offered or issued to prevent dilution resulting from stock splits, stock dividends, or similar transactions and (ii) of
the same class as the securities covered by this registration statement issued or issuable prior to completion of the
distribution of the securities covered by this registration statement as a result of a split of, or a stock dividend on,
the registered securities.
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(5) $2,578.17 has been previously paid.

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR DATES AS
MAY BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL FILE A
FURTHER AMENDMENT WHICH SPECIFICALLY STATES THAT THIS REGISTRATION STATEMENT
SHALL THEREAFTER BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8(a) OF THE SECURITIES
ACT OR UNTIL THE REGISTRATION STATEMENT SHALL BECOME EFFECTIVE ON SUCH DATE AS THE
SECURITIES AND EXCHANGE COMMISSION, ACTING PURSUANT TO SECTION 8(a), MAY DETERMINE.
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The information in this prospectus is not complete and may be changed. A registration statement relating to these
securities has been filed with the Securities and Exchange Commission. These securities may not be sold until the
registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an offer
to sell these securities and it is not soliciting an offer to buy these securities in any state or other jurisdiction where the
offer or sale is not permitted.

PRELIMINARY PROSPECTUS SUBJECT TO COMPLETION, DATED APRIL     , 2010

CHINA JO-JO DRUGSTORES, INC.

This is a firm commitment public offering of 4,350,000 shares of our common stock.

Our common stock is currently traded on the OTC Bulletin Board under the symbol “CJJD.OB”.  Prior to the
effectiveness of the registration statement which this prospectus is a part of, we will effect a reverse stock split
anticipated to be on a 1-for-2 basis.  On April 1, 2010, the last reported sale price for our common stock was $9.98 per
share (after giving effect to the anticipated 1-for-2 reverse stock split). We anticipate that the offering price will be
between $5.00 and $7.00 per share.

We have applied for listing of our common stock on The NASDAQ Capital Market under the symbol “CJJD”, which
listing we expect to occur immediately prior to the date of this prospectus. No assurance can be given that our
application will be approved.

Investing in our securities involves certain risks. See “Risk Factors” beginning on page 8 of this prospectus for a
discussion of information that should be considered in connection with an investment in our securities.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of
these securities or determined if this prospectus is truthful or complete. Any representation to the contrary is a
criminal offense.

Public
Offering Price

Underwriting
Discount and

Commissions  (1)

Proceeds, to
Us, Before

Expenses  (2)
Per share $ $ $
Total $ $ $

(1)Does not include an expense allowance equal to 0.5% of the gross proceeds of this offering payable to Madison
Williams and Company LLC (“Madison Williams”), the representative of the underwriters.

(2)We estimate that the total expenses of this offering, excluding the underwriters’ discount and expense allowance,
will be approximately $          .

We have granted a 45-day option to Madison Williams, as representative of the underwriters, to purchase up to
652,500 additional shares of common stock (15% of the shares sold) solely to cover over-allotments, if any. The
shares issuable upon exercise of the underwriter over-allotment option are identical to those offered by this prospectus
and have been registered under the registration statement of which this prospectus forms a part.

In connection with this offering, we have also agreed to sell to Madison Williams, the underwriter representative,
options to purchase up to 3% of the shares sold, for $100. If the options are exercised, each share of common stock
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may be purchased at $           per share (125% of the price of the shares sold in the offering) and the warrants
exercisable commencing on a date which is six months from the effective date of the registration statement of which
this prospectus forms a part and expiring five years from the effective date of the registration statement.

We are offering the shares of common stock on a firm commitment basis. The underwriters expect to deliver our
shares to purchasers in the offering on or about           .

MADISON WILLIAMS AND COMPANY RODMAN & RENSHAW, LLC

The date of this prospectus is                                , 2010.
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(1) Adjoining pharmacy and medical clinic entrances at the Wenhua Branch, which opened in September 2004.
(2) Free physician consultation at the Daguan No. 2 branch, which opened in June 2009.
(3) Grand opening of the Linping branch, which opened in October 2009.
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Until           , 2010, all dealers that effect transactions in these securities, whether or not participating in this offering,
may be required to deliver a prospectus. This is in addition to the dealers' obligation to deliver a prospectus when
acting as underwriters and with respect to their unsold allotments or subscriptions. No dealer, salesperson or any other
person is authorized to give any information or make any representations in connection with this offering other than
those contained in this prospectus and, if given or made, the information or representations must not be relied upon as
having been authorized by us. This prospectus does not constitute an offer to sell or a solicitation of an offer to buy
any security other than the securities offered by this prospectus, or an offer to sell or a solicitation of an offer to buy
any securities by anyone in any jurisdiction in which the offer or solicitation is not authorized or is unlawful.
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You should rely only on the information contained or incorporated by reference to this prospectus in deciding whether
to purchase our common stock. We have not authorized anyone to provide you with information different from that
contained or incorporated by reference to this prospectus. Under no circumstances should the delivery to you of this
prospectus or any sale made pursuant to this prospectus create any implication that the information contained in this
prospectus is correct as of any time after the date of this prospectus. To the extent that any facts or events arising after
the date of this prospectus, individually or in the aggregate, represent a fundamental change in the information
presented in this prospectus, this prospectus will be updated to the extent required by law.

We obtained statistical data, market data and other industry data and forecasts used throughout this prospectus from
market research, publicly available information and industry publications. Industry publications generally state that
they obtain their information from sources that they believe to be reliable, but they do not guarantee the accuracy and
completeness of the information. Nevertheless, we are responsible for the accuracy and completeness of the historical
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information presented in this prospectus, as of the date of the prospectus.

i
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PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus. It does not contain all of the information
that you should consider before investing in our securities. You should read the entire prospectus carefully, including
the section entitled “Risk Factors” and our consolidated financial statements and the related notes. In this prospectus, we
refer to China Jo-Jo Drugstores, Inc. as “Jo-Jo Drugstores” and “our Company,” and to Jo-Jo Drugstores, its subsidiaries
and affiliated companies sometimes collectively as “we,” “us” and “our.”

Where indicated, information regarding share amounts and prices assume the consummation of a 1-for-2 reverse stock
split and a corresponding reduction of authorized common shares on a 1-for-2 basis to be effected prior to the
effectiveness of the registration statement which this prospectus is a part of.

Overview

We own and operate a retail pharmacy chain in the People’s Republic of China (“PRC” or “China”).  We currently have 25
stores in Hangzhou, the capital of Zhejiang Province approximately 112 miles south of Shanghai. Our stores provide
customers with a wide variety of medicinal products, including prescription and over-the-counter (“OTC”) drugs,
nutritional supplements, traditional Chinese medicine (“TCM”) products, personal care products, family care products,
medical devices, as well as convenience products including consumable, seasonal and promotional items. Each of our
stores typically carries approximately 2,500 to 7,500 different products.  In addition to these products, we have
licensed doctors of both western medicine and TCM onsite for consultation, examination and treatment of common
ailments at scheduled hours.  Two of our stores have adjacent medical clinics offering urgent care (to provide
treatment for minor ailments such as sprains, minor lacerations and dizziness which can be treated on an outpatient
basis), TCM (including acupuncture, therapeutic massage and cupping) and minor outpatient surgical treatments (such
as suturing). Our store locations vary in size; however, our 25 stores presently average approximately 3,000 square
feet. We attempt to tailor our product offerings, physician access and operating hours based on the community where
each individual store is located.

Industry Background

In 2004, the Chinese government initiated regulation towards separation of drug prescribing and drug dispensing.
Since then, the number of retail pharmacies in China has grown significantly. According to Business Monitor
International, an independent research firm, it is estimated that approximately 15% to 30% of all prescription drugs
are sold by retail drug stores with the remaining 70% to 85% sold by state run hospitals.  Over time, we believe that
more and more prescription drugs will be sold via retail drugstores versus state-run hospitals due to the immediate
accessibility that retail storefront drugstores provide. The retail drugstore segment is highly fragmented consisting of
several chains and a large number of single-location businesses. According to Snapshot International Ltd., China had
approximately 391,500 non-hospital drugstores in 2008, up from 239,800 in 2004.  According to Business Monitor
International, in 2007, the amounts spent in China on prescription drugs (including patented drugs and generics) was
$26.42 billion USD while over the counter drugs accounted for $7.45 billion USD and TCM accounted for $21 billion
USD.

Our Business

Our sales are derived from prescription drugs, OTC drugs, nutritional supplements, TCM, sundries and medical
devices. Our sales as a percentage of total revenue for the nine months ended December 31, 2009 and 2008 were:

% of Revenues
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for the nine months
ended

December 31, 2009

for the nine months
ended

December 31, 2008
(unaudited) (unaudited)

Prescription Drugs 36% 37%
OTC Drugs 31% 26%
Sundries 5% 5%
TCM 14% 11%
Nutritional Supplements 12% 17%
Medical Devices 2% 4%
TOTAL 100% 100%

The medical consultations at our locations without adjoining clinics are provided without charge to our customers and
the revenue generated from medical services at our clinics is nominal. However, providing access to these services is
an important part of differentiating ourselves from our competition.

All of the products that we sell are manufactured by and purchased from third parties. We presently do not sell any
self-branded products. Prior to purchasing from a manufacturer and selling their product at our drugstores, we review
the manufacturer’s quality control standards and Good Manufacturing Practice (“GMP”) and other regulatory standards
when applicable.

1
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We carefully select our store locations. As our growth has been self-funded to date, we have been able to choose
locations which do not compete against one another. Prior to opening a store, we have a pre-marketing process which
includes handing out flyers, signing up new customers for our discount card program, and providing access to our
physicians. In opening a new location, there are many factors we consider including: maximizing foot traffic,
demographics, and leasehold costs. We incur significant initial store opening costs, including inventory stocking,
annual or semi-annual lease prepayments, and leasehold improvements. Our target location is approximately 3,000
square feet, but varies by location and local market conditions. Historically, our stores have been certified as
compliant with the Good Supply Practice (“GSP”) standard, which is required for all retail drugstores, within forty days
from leasehold acquisition. Our logistics are outsourced to a third party that has the ability to distribute throughout
Zhejiang Province.

During the fiscal year ended March 31, 2009, we had revenues of $44.8 million, operating income of $9.1 million and
net income of $6.8 million as compared to revenues of $31.3 million, operating income of $5.4 million and net income
of $3.4 million for the fiscal year ended March 31, 2008. For fiscal year ended March 31, 2009, approximately 80% of
our sales were made in cash and approximately 15% under government insurance program which are reimbursed to us
30 days after submittal. During the nine months ended December 31, 2009, we had revenues of $38.9 million,
operating income of $7.9 million and net income of $5.9 million as compared to revenues of $33.1 million, operating
income of $7.1 million and net income of $5.3 million for the same period of 2008, with approximately 83% of sales
made in cash and approximately 17% from government insurance programs.

Growth Strategy

Management believes that its model of providing quality products at affordable prices combined with customer access
to physicians will enable us to continue to grow within Hangzhou. To date, we have not completed any public
financing and all growth has been internally funded with store openings being financed by operating cash flow.

In order to expand beyond Hangzhou to other cities within Zhejiang Province, we will need to complete a financing.
We would more than likely enter a new market by initially acquiring existing drugstores, rebranding them, and then
operating them as our own. After establishing ourselves in a city, we would either open new locations or acquire
additional existing drugstores. Within each city that we expand into, we will strive to have at least one full-service
clinic adjoining one of the larger drugstore locations, staffed with eastern and or western medicine physicians similar
to our clinics in Hangzhou. Our logistics provider is certified to operate and distribute the products we presently sell in
Hangzhou throughout Zhejiang Province. Although we will need to establish an administrative office in each new city
that we expand into, we believe that our current headquarters in Hangzhou will adequately serve as the base for
procurement, general marketing and accounting.

Competitive Strengths

Onsite Physicians Provide Invaluable Consulting Service to Customers

 Among our competitors, we are one of the very few retail drug stores that have licensed physicians onsite and
available at scheduled hours. Furthermore, our Dagun and Wenhua stores have adjoining medical clinics that offer our
customers health consulting and minor outpatient surgical treatments. We believe the customers appreciate the onsite
physician services thereby increasing our customer appeal. Customer feedbacks to this medical consulting service that
we provide have been overwhelmingly positive and therefore we will continue to integrate this service into our
business model going forward. This is a key distinction between our stores and competitors and is a service that
customers associate with Jo-Jo Drugstores.

Directly Operated Business to Provide a High Quality Customer Experience
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We operate all of our stores directly, which we believe is critical in building a strong brand name and offering a
consistent customer experience across our store network. Moreover, we believe direct operation of our drugstores is
critically important to our success in the retail drugstore chain business in Zhejiang Province, given the highly
fragmented market. We have developed uniform standards among various aspects of drugstore operations and are able
to provide a consistently high quality of services in all of our stores. Direct operation also enables us to select store
locations that meet the consumer traffic requirements, target new neighborhoods and allows us to leverage our
existing distribution centers. In addition, our direct operation business model allows us to operate a relatively
centralized and streamlined organizational structure, which enables us to expedite decision making and thus deploy
our financial, operational and management resources more effectively. Furthermore, our business model also allows
us to address local demand for specific products and services more accurately, to control our corporate overhead
expenses and to provide uniform and high quality training for our employees.

2
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Optimized, Diverse and High Quality Product Offerings

We have developed an optimized and diverse merchandise portfolio. In particular, we have rigorously analyzed a large
quantity of prescription and OTC drugs available for sale in China, as well as sales data accumulated through our
direct operation of drugstores. Moreover, we monitor product quality and continuously review and refine our product
selection in order to respond to changing demographics, lifestyles, habits and product preferences of our customers.

Proven Ability to Expand Rapidly While Increasing Profitability

We have expanded our store network at a rapid pace in recent years, while maintaining and increasing our gross
margin. In particular, the number of our directly operated drugstores increased from 9 as of March 31, 2008 to 16 as of
March 31, 2009. As of December 31, 2009, we operated 23 drugstores. Our gross profit increased from $7.5 million
for fiscal year ended March 31, 2008 to $12.2 million for fiscal year ended March 31, 2009. Our gross profit increased
from $8.9 million for the nine months ended December 31, 2008 to $11.3 million for the nine months ended
December 31, 2009. Our gross margin percentage increased from 27.1% for the nine months ended December 31,
2008 to 29.0% for the nine months ended December 31, 2009. Our rapid expansion is supported by our central
third-party distribution center near our headquarters in Hangzhou. We believe our distribution network enables us to
provide effective support to our store outlets, cope with distinctive regional factors such as local regulatory
requirements and demographics, and reduce the incremental cost of opening additional outlets in cities close to our
existing distribution centers. These attributes have allowed us to effectively shorten the amount of time required for us
to open new stores and for new stores to become profitable.

Experienced Management Team with Proven Track Record

Over the past few years, Lei Liu, our chief executive officer and chairman, and other members of our senior
management team have successfully led our operations and increased our revenue and profit. Many members of our
senior management team have worked with us since our inception or otherwise have broad experience in the retail
industry. Mr. Liu has extensive experience in chain store retailing, gained from his six years of service with Tai He
Drugstore as a general manager.

Material Risks Affecting Our Business

We are subject to a number of risks, which the reader should be aware of before deciding to purchase the securities in
this offering. These risks, the most material of which are summarized below, are discussed in the section titled “Risk
Factors” beginning on page 8 of this prospectus. While our management fully intends to make concerted efforts to
manage these risks, we cannot provide assurances that we will be able to do so successfully.

Highly Competitive and Rapidly Evolving Marketplace

Because we operate in a highly competitive and rapidly evolving marketplace, our ability to be successful is
dependent upon many factors, including our abilities to timely identify and/or respond to changing customer
preferences, conduct effective advertising, marketing and promotional programs, optimize our inventory and
distribution, attract and retain skilled personnel both for our current operations and to expand our store chain, and
manage our growth. A failure to execute any of the foregoing may negatively affect our ability to compete against our
competitors, many of whom have greater financial resources and stronger brand recognition, which in turn may
materially and adversely affect our business operations.

Inherent Exposure to Certain Legal Claims
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As an operator of both pharmacies and medical clinics, we are exposed to risks inherent to such businesses, which
risks may be heightened in certain instances by the prevalence of counterfeit pharmaceutical products in China. Our
inability to manage such risks could result in product liability, personal injury and/or medical malpractice claims
against us. If we are found liable for any such claims, we could be required to pay substantial monetary damages.
Even if we are successful in defending ourselves, significant management, financial and other resources may be
drained as a result, in addition to damages to our reputation and brand name. We currently do not maintain insurance
against such claims and, as a result, could face significant disruption to our business operations and decrease in our
revenue and profitability should such claims materialize.

Substantial Uncertainties in Chinese Laws that are Applicable to Us

All of our business operations are in China and are subject to Chinese laws and regulations. Because many of these
laws and regulations are relatively new and evolving, there are substantial uncertainties regarding their interpretation
and application, especially in light of the broad discretion enjoyed by the PRC government. In addition to the PRC
government regulations applicable to our business operating drugstores and clinics and the medical professionals we
employ, the foreign ownership of Chinese businesses is also heavily regulated. For example, in order to comply with
Chinese regulations limiting foreign ownership, we conduct our business operations through companies that we do not
own any equity interest in, but control through contractual arrangements. While we have been advised by our PRC
counsel that such structure complies with all applicable Chinese laws and regulations, PRC regulatory authorities may
nevertheless determine otherwise, and impose punitive measures that may severely disrupt our ability to conduct
business and have a material adverse effect on our financial condition, results of operations and prospects.

3
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Additional Capital is Required for Our Expansion and Unanticipated Expenditures

Our growth strategy includes expanding beyond Hangzhou into other cities in Zhejiang Province. We expect our
existing resources and internally generated funds to be sufficient for our current operations. However, if circumstances
arise that require additional expenditures than anticipated, or if we wish to expand beyond Hangzhou into other parts
of Zhejiang Province, we will need to raise additional funds. While we can raise funds by selling equity or debt
securities or obtaining credit facility, our ability to do so may depend on factors that are beyond our control, such as
the economic and political conditions in China and the general market conditions for capital-raising, and we cannot
assure you that the terms of any fund raising, if any, will be acceptable to us. If we are unable to raise additional
capital, we may be unable to meet unanticipated cash needs or to expand, which will have a negative impact on our
financial condition and results of operations which could affect our stock price. Even if we are able to raise funds,
doing so by issuing equity securities could result in dilution to our existing stockholders, while doing so by debt could
result in restrictions on our business operations as may be imposed by the debt holders.

Our History and Corporate Structure

We were incorporated in Nevada on December 19, 2006, originally under the name “Kerrisdale Mining Corporation.”

On September 17, 2009, we entered into a share exchange agreement (the “Exchange Agreement”) with Renovation
Investment (Hong Kong) Co., Ltd., a Hong Kong limited liability company (“Renovation”), and the holders of 100% of
Renovation’s issued and outstanding capital stock (the “Renovation Stockholders”), pursuant to which we agreed to issue
an aggregate of 7,900,000 shares of our common stock (giving effect to the anticipated 1-for-2 reverse stock split) to
the Renovation Stockholders in exchange for all of the issued and outstanding capital stock of Renovation (the “Share
Exchange”).  On September 17, 2009, the Share Exchange closed and Renovation became our wholly-owned
subsidiary.  On September 24, 2009, in connection with the Share Exchange, we changed our name from “Kerrisdale
Mining Corporation” to “China Jo-Jo Drugstores, Inc.” to better reflect our business operations.

All of our business operations are carried out by three PRC companies: (1) Hangzhou Jiuzhou Grand Pharmacy Chain
Co., Ltd. (“Jiuzhou Pharmacy”), (2) Hangzhou Jiuzhou Clinic of Integrated Traditional and Western Medicine (General
Partnership) (“Jiuzhou Clinic”), and (3) Hangzhou Jiuzhou Medical & Public Health Service Co., Ltd. (“Jiuzhou
Service”). Throughout this prospectus, we will sometimes refer to Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou
Service collectively as “HJ Group.”

We do not own any equity interests in any of the three HJ Group companies, but control and receive the economic
benefits of their business operations through contractual arrangements. The contractual arrangements are between
these companies and their owners, on the one hand, and Zhejiang Jiuxin Investment Management Co., Ltd. (“Jiuxin
Management”), Renovation’s wholly-owned subsidiary in the PRC. Through these contractual arrangements, we have
the ability to substantially influence the daily operations and financial affairs of each HJ Group company, since we are
able to appoint its senior executives and approve all matters requiring stockholder approval. As a result of these
contractual arrangements, which enable us to control each HJ Group company and to receive, through our
subsidiaries, all of its profits, we are considered the primary beneficiary of HJ Group and each HJ Group company is
deemed our variable interest entity (“VIE”). Accordingly, we consolidate HJ Group’s results, assets and liabilities in our
financial statements.

However, Chinese laws and regulations concerning the validity of the contractual arrangements are uncertain, as many
of these laws and regulations are relatively new and may be subject to change, and their official interpretation and
enforcement by the Chinese government involves substantial uncertainty. Additionally, the contractual arrangements
may not be as effective in providing control over HJ Group as direct ownership, which we are restricted from under
current Chinese law. Due to such uncertainty, we may take such additional steps in the future as may be permitted by
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the then applicable law and regulations in China to further strengthen our control over or toward actual ownership of
each HJ Group company or its assets or business operations, which could include direct ownership of selected assets
without jeopardizing any favorable government policies toward domestic owned enterprises. Because we rely on HJ
Group for our revenue, any termination of or disruption to these contractual arrangements would detrimentally affect
our business and financial condition.

4
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The contractual arrangements, comprising of a series of five agreements, were entered into on August 1, 2009. Four of
the agreements were subsequently amended on October 27, 2009, to remove an automatic termination provision. The
following diagram illustrates our corporate structure as of the date of this prospectus (1):

(1) For risks relating to our current corporate structure, see “Risk Factors – Risks Related to Our Corporate
Structure.”

Corporate Information

Our principal executive offices are located at Room 507-513, 5th Floor, A Building, Meidu Plaza, Gonshu District,
Hangzhou, Zhejiang Province, People’s Republic of China. Our telephone number is +86-571-88077078.

We file reports under Section 13 of the Securities Exchange Act of 1934, as amended.  Our shares of common stock
are currently quoted on the OTC Bulletin Board under the symbol “CJJD.OB”. We have applied for the listing of our
common stock on The NASDAQ Capital Market under the symbol “CJJD”.

Proposed Reverse Stock Split

Prior to the effectiveness of the registration statement which this prospectus is a part of, we anticipate effecting a
1-for-2 reverse stock split and concurrently reducing the number of authorized shares of common stock from
500,000,000 to 250,000,000. Under Section 78.207 of the Nevada Revised Statutes (“NRS”), a corporation may change
the number of shares of a class of its authorized stock by increasing or decreasing the number of authorized shares of
the class and correspondingly increasing or decreasing the number of issued and outstanding shares of the same class
held by each stockholder of record by a resolution adopted by the board of directors without obtaining the approval of
the stockholders. Accordingly, we intend to effect the 1-for-2 reverse stock split without the approval of our
stockholders by concurrently effecting a corresponding reduction in the number of shares of our authorized common
stock pursuant to NRS Section 78.207.

5
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THE OFFERING

Common stock offered 4,350,000 shares at a price within the range of $5.00 to
$7.00 per share

Number of shares outstanding before this offering 10,000,000 shares (1)

Number of shares outstanding after this offering 14,350,000 shares (1)

Use of proceeds We intend to use the net proceeds of this offering to build
additional drugstores throughout Zhejiang province
organically as well as by acquisition, for marketing and as
working capital for general corporate purposes. See “Use
of Proceeds” on page 29 for more information on the use
of proceeds.

OTC Bulletin Board symbol CJJD.OB

Proposed NASDAQ Capital Market symbol  CJJD

Lock-up Agreements All of our officers, directors and ___% shareholders have
agreed that, for a period of 180 days from the date of this
prospectus, they will be subject to a lock-up agreement
prohibiting any sales, transfers or hedging transactions of
our securities owned by them. See “Lock-Ups” on page 66.

Risk factors The securities offered by this prospectus are speculative
and involve a  high degree of  r isk and investors
purchasing securities should not purchase the securities
unless they can afford the loss of their entire investment.
See “Risk Factors” beginning on page 8.

Underwriter representative’s common stock purchase
option

In connection with this offering, we have also agreed to
sell to Madison Williams (or designee) an option for $100
to purchase up to 3% (           shares) of the shares of
common stock sold in the Offering. If this option is
exercised, each share may be purchased at $           per
share (125% of the price of the shares sold in the
offering.)

(1) The number of shares of our common stock to be outstanding after this offering is based on the number of
shares outstanding as of March 31, 2010, giving effect to a 1-for-2 reverse stock split to be effected prior
to the effectiveness of the registration statement which this prospectus is a part of. See page 64 for an
explanation of the proposed reverse stock split. We have assumed, for purposes of disclosure in this
prospectus, that the offering price will be in the mid range of $6.00 per share and, where indicated, the
consummation of the reverse stock split.
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SUMMARY FINANCIAL INFORMATION

In the tables below we provide you with historical selected consolidated financial data for and as of the nine-month
periods ended December 31, 2009 and 2008, derived from our unaudited consolidated financial statements included
elsewhere in this prospectus, and for and as of the years ended March 31, 2009 and 2008, derived from our audited
consolidated financial statements included elsewhere in this prospectus. Historical results are not necessarily
indicative of the results that may be expected for any future period. When you read this historical selected financial
data, it is important that you read along with it the appropriate historical consolidated financial statements and related
notes and “Management's Discussion and Analysis of Financial Condition and Results of Operations” included
elsewhere in this prospectus.

Nine Months Ended
December 31,

Fiscal Year Ended
March 31,

2009 2008 2009 2008
(Unaudited)

Statements of Operations Data
Revenue $ 38,863,743 $ 33,096,321 $ 44,776,652 $ 31,311,942
Cost of Goods Sold 27,574,136 24,139,585 32,607,741 23,835,859
Gross Profit 11,289,607 8,956,736 12,168,911 7,476,083
Operating Expenses
Selling Expenses 1,986,471 1,280,838 1,712,474 1,359,087
General and Administrative Expenses 1,372,205 614,987 1,399,305 699,069
Income from Operations 7,930,931 7,060,911 9,057,132 5,417,927
Other Income (Expense), Net 41,800 (9,190) 17,369 (6,854) 
Income before Taxes 7,972,731 7,051,721 9,074,501 5,411,073
Provision for Income Taxes 2,023,621 1,738,462 2,260,985 2,023,194
Net Income 5,949,110 5,313,259 6,813,516 3,387,879
Other Comprehensive Income
Foreign currency translation adjustment 12,691 32,730 27,688   (50,242) 
Comprehensive Income $ 5,961,801 $ 5,345,989 $ 6,841,204 $ 3,337,637
Basic and Diluted Earnings Per Share $ 0.34 $ 0.34 $ 0.43 $ 0.21
Pro forma
Basic and Diluted Earnings Per Common Share (after
giving effect to the anticipated 1-for-2 reverse stock
split)

$0.68  $ 0.68 $0.86 $0.42

December 31,
2009

March 31,
2009

(Unaudited)
Balance Sheet Data:
Cash and Restricted Cash $ 1,589,278 $ 996,302
Total Assets $ 21,101,268 $ 15,965,201
Total Liabilities $ 8,271,636 $ 9,307,654
Total Stockholders’ Equity $ 12,829,632 $ 6,657,547

Selected store data (as of): Stores operated
March 31, 2007 6
March 31, 2008 9
March 31, 2009 16
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December 31, 2009 23
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RISK FACTORS

You should carefully consider the risks described below together with all of the other information included in this
prospectus before making an investment decision with regard to our securities. The statements contained in or
incorporated into this offering that are not historic facts are forward-looking statements that are subject to risks and
uncertainties that could cause actual results to differ materially from those set forth in or implied by forward-looking
statements. If any of the following risks actually occurs, our business, financial condition or results of operations
could be harmed. In that case, the trading price of our common stock could decline, and you may lose all or part of
your investment.

Risks Relating to Our Business

Our relatively limited operating history makes it difficult to evaluate our future prospects and results of operations.

We have a limited operating history. Jiuzhou Pharmacy opened its first drugstore in March 2004, Jiuzhou Clinic began
its first clinic in October 2003, and Jiuzhou Service commenced operation in November 2005. Accordingly, you
should consider our future prospects in light of the risks and uncertainties experienced by early stage companies in
evolving industries such as the pharmaceutical industry in China. Some of these risks and uncertainties relate to our
ability to:

• maintain our market position;

• attract additional customers and increase spending per customer;

• respond to competitive market conditions;

• increase awareness of our brand and continue to develop customer loyalty;

• respond to changes in our regulatory environment;

• maintain effective control of our costs and expenses;

• raise sufficient capital to sustain and expand our business;

• attract, retain and motivate qualified personnel; and

• ability to find and open new locations.

If we are unsuccessful in addressing any of these risks and uncertainties, our business may be materially and adversely
affected.

We depend substantially on the continuing efforts of our executive officers, and our business and prospects may be
severely disrupted if we lose their services.

Our future success is dependent on the continued services of the key members of our management team. In particular,
we depend on the services of the three co-founders of HJ Group, Mr. Lei Lu, who is also our chief executive officer
and the chairman of our board of directors, and Ms. Li Qi and Mr. Chong’an Jin, who are also members of our board of
directors. The implementation of our business strategy and our future success depend in large part on our continued
ability to attract and retain highly qualified management personnel. We face competition for personnel from other
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drugstore chains, retail chains, supermarkets, convenience stores, pharmaceutical companies and other organizations.
Competition for these individuals could cause us to offer higher compensation and other benefits in order to attract
and retain them, which could materially and adversely affect our financial condition and results of operations. We may
be unable to attract or retain the personnel required to achieve our business objectives and failure to do so could
severely disrupt our business and prospects. The process of hiring suitably qualified personnel is also often lengthy. In
the past, we have had two major challenges to our recruiting efforts: (1) unqualified candidates who represent
themselves as being qualified, and (2) talented and competent candidates who do not match our job requirements. If
our recruitment and retention efforts are unsuccessful in the future, it may be more difficult for us to execute our
business strategy.

We do not maintain key-man insurance for members of our management team. If we lose the services of any senior
management, we may not be able to locate suitable or qualified replacements, and may incur additional expenses to
recruit and train new personnel, which could severely disrupt our business and prospects. Furthermore, as we expect
to continue to expand our operations, we will need to continue attracting and retaining experienced management. Each
of our three founders has entered into a confidentiality and non-competition agreement with us regarding these
agreements. However, if any disputes arise between our founders and us, we cannot assure you, in light of
uncertainties associated with the PRC legal system, that any of these agreements could be enforced in China, where
the three founders reside and hold some of their assets. See “Risks Related to Doing Business in China — Uncertainties
with respect to the PRC legal system could limit the protections available to you and us.”
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We may need additional capital to expand outside of Hangzhou, and our inability to obtain capital, use internally
generated cash, or use shares of our common stock or debt to finance future expansion efforts could impair the growth
and expansion of our business.

As of December 31, 2009, we had RMB 8.1 million ($1.2 million) in unrestricted cash. Based on our current operating
plans, we expect our existing resources, including our current cash and cash flows from operations, to be sufficient to
fund our anticipated cash needs, including for working capital and capital expenditures for at least the next 12 months.
We may, however, need to raise additional funds if our expenditures exceed our current expectations due to changed
business conditions or other future developments.

Reliance on internally generated cash or debt to finance our operations or to complete business expansion efforts
could substantially limit our operational and financial flexibility. The extent to which we will be able or willing to use
shares of common stock to consummate acquisitions will depend on our market value from time to time and the
willingness of potential sellers to accept our common stock as full or partial payment. Using shares of common stock
for this purpose also may result in significant dilution to our then existing stockholders. To the extent that we are
unable to use common stock to make future acquisitions, our ability to grow through acquisitions may be limited by
the extent to which we are able to raise capital for this purpose through debt or equity financings. No assurance can be
given that we will be able to obtain the necessary capital to finance a successful expansion program or our other cash
needs. If we are unable to obtain additional capital on acceptable terms, or at all, we may be required to reduce the
scope of any expansion. In addition to requiring funding for expansions, we may need additional funds to implement
our internal growth and operating strategies or to finance other aspects of our operations. Our failure to (i) obtain
additional capital on acceptable terms, (ii) use internally generated cash or debt to complete expansions because it
significantly limits our operational or financial flexibility, or (iii) use shares of common stock to make future
expansions may hinder our ability to actively pursue any expansion program we may decide to implement and
negatively impact our stock price.

Our ability to raise additional funds in the future is subject to a variety of uncertainties, including:

• our future financial condition, results of operations and cash flows;

• general market conditions for capital-raising activities by pharmaceutical companies; and

• economic, political and other conditions in China and elsewhere.

We may be unable to obtain additional capital in a timely manner or on commercially acceptable terms or at all.

We may need additional capital, and the sale of additional shares or other equity securities could result in dilution to
our stockholders. 

We believe that our current cash and cash equivalents and anticipated cash flow from operations will be sufficient to
meet our anticipated cash needs for the near future. We may, however, require additional cash resources due to
changed business conditions or other future developments, including any investments or acquisitions we may decide
to pursue. If our resources are insufficient to satisfy our cash requirements, we may seek to sell additional equity or
debt securities or obtain credit facility. The sale of additional equity securities could result in dilution to our
stockholders. The incurrence of additional indebtedness would result in increased debt service obligations and could
result in further operating and financing covenants that would further restrict our freedom to operate our business,
such as conditions that:

• limit our ability to pay dividends or require us to seek consent for the payment of dividends;
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• increase our vulnerability to general adverse economic and industry conditions;

•require us to dedicate a portion of our cash flow from operations to payments on our debt, thereby reducing the
availability of our cash flow to fund capital expenditures, working capital and other general corporate purposes; and

• limit our flexibility in planning for, or reacting to, changes in our business and our industry.

We cannot guarantee that we will be able to obtain any additional financing on terms that are acceptable to us, or at
all.

We have significant cash deposits with our suppliers and landlords in order to obtain and maintain our inventory and
maintain and establish store locations, which we may not be able to recover in the event of bankruptcy by our
suppliers or landlords or other events beyond our control.

Our ability to obtain products and maintain inventory at our existing and new locations, and to maintain and establish
leases for our existing and new locations, is dependent upon our ability to post and maintain significant cash deposits
with our suppliers and landlords. In China many vendors are unwilling to extend credit terms for product sales which
require cash deposits to be made, and landlords may require 12 months or longer of cash deposit as security from
tenants. At December 31, 2009, we had approximately $9.0 million on deposit with suppliers and approximately $2.3
million as deposits with landlords for store and other locations. Were we unable or unwilling to establish such
advances and deposits our ability to generate sales and expand our business would be adversely affected. In general,
we expect the amounts required for advances and deposits to increase as we undertake our expansion plans, complete
store openings and expand our business through acquisitions or otherwise. We do not generally receive interest on any
of our supplier or landlord deposits and such deposits are subject to loss as a result of the creditworthiness or
bankruptcy of the party who holds our funds, as well as the risk from illegal acts such as conversion, fraud, theft or
dishonesty associated with the third party. If these circumstances were to arise, we would find it difficult or
impossible, due to the unpredictability of legal proceedings in China, to recover all or a portion of the amount on
deposit with our vendors or landlords.

Risks Relating to Our Pharmacy Operations

Our operating results are difficult to predict, and we may experience significant fluctuations in our operating results.

Our operating results may fluctuate significantly. As a result, you may not be able to rely on period to period
comparisons of our operating results as an indication of our future performance. Factors causing these fluctuations
include, among others:

•our ability to maintain and increase sales to existing customers, attract new customers and satisfy our customers’
demands;

9
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•the frequency of customer visits to our drugstores and the quantity and mix of products our customers purchase;

•the price we charge for our products or changes in our pricing strategies or the pricing strategies of our competitors;

•timing and costs of marketing and promotional programs organized by us and/or our suppliers, including the extent to
which we or our suppliers offer promotional discounts to our customers;

• our ability to acquire merchandise, manage inventory and fulfill orders;

• technical difficulties, system downtime or interruptions that may affect our product selection, procurement,
pricing, distribution and retail management processes;

• the introduction by our competitors of new products or services;

• the effects of strategic alliances, potential acquisitions and other business combinations, and our ability to
successfully and timely integrate them into our business;

• changes in government regulations with respect to pharmaceutical and retail industries; and

• current economic and geopolitical conditions in China and elsewhere.

In addition, a significant percentage of our operating expenses are fixed in the short term. As a result, a delay in
generating revenue for any reason could result in substantial operating losses.

10
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Moreover, our business is subject to seasonal variations in demand. In particular, traditional retail seasonality affects
the sales of certain pharmaceuticals and other non-pharmaceutical products. Sales of our pharmaceutical products
benefit in our fiscal third quarter (October 1st through December 31st) from the winter cold and flu season, and are
lower in our fiscal fourth quarter (January 1st through March 31st ) because Chinese New Year falls into that quarter
each year and our customers generally pay fewer visits to drugstores during this period. In addition, sales of some
health and beauty products are driven, to some extent, by seasonal purchasing patterns and seasonal product changes.
Failure to manage the increased sales effectively in the high sale season, and increases in inventory in anticipation of
sales increase could have a material adverse effect on our financial condition, results of operations and cash flow.

Many of the factors discussed above are beyond our control, making our quarterly results difficult to predict, which
could cause the trading price of our securities to decline below investor expectations. You should not rely on our
operating results for prior periods as an indication of our future results.

We may not be able to timely identify or otherwise effectively respond to changing customer preferences, and we may
fail to optimize our product offering and inventory position.

The drugstore industry in China is rapidly evolving and is subject to rapidly changing customer preferences that are
difficult to predict. Our success depends on our ability to anticipate and identify customer preferences and adapt our
product selection to these preferences. In particular, we must optimize our product selection and inventory positions
based on sales trends. We cannot assure you that our product selection, especially our selections of nutritional
supplements and food products, will accurately reflect customer preferences at any given time. If we fail to anticipate
accurately either the market for our products or customers’ purchasing habits or fail to respond to customers’ changing
preferences promptly and effectively, we may not be able to adapt our product selection to customer preferences or
make appropriate adjustments to our inventory positions, which could significantly reduce our revenue and have a
material adverse effect on our business, financial condition and results of operations.

Our success depends on our ability to establish effective advertising, marketing and promotional programs.

Our success depends on our ability to establish effective advertising, marketing and promotional programs, including
pricing strategies implemented in response to competitive pressures and/or to drive demand for our products. Our
advertisements are designed to promote our brand, our corporate image and the prices of products available for sale in
our stores. Our pricing strategies and value proposition must be appropriate for our target customers. If we are not able
to maintain and increase the awareness of our pharmacy brand, products and services, we may not be able to attract
and retain customers and our reputation may also suffer. We expect to incur substantial expenses in our marketing and
promotional efforts to both attract and retain customers. However, our marketing and promotional activities may be
less successful than we anticipate, and may not be effective at building our brand awareness and customer base. We
also cannot assure you that our current and planned spending on marketing activities will be adequate to support our
future growth. Failure to successfully execute our advertising, marketing and promotional programs may result in
material decreases in our revenue and profitability.

If we are unable to optimize management of our distribution activities, we may be unable to meet customer demand.

We currently outsource our distribution and inventory functions to Yingte Logistics. Our ability to meet customer
demand may be significantly limited if we do not successfully and efficiently conduct our distribution activities, or if
Yingte Logistics’ facilities are destroyed or shut down for any reason, including as the result of a natural disaster. Any
disruption in the operation of our distribution could result in higher costs or longer lead times associated with
distributing our products. In addition, as it is difficult to predict accurate sales volume in our industry, we may be
unable to optimize our distribution activities, which may result in excess or insufficient inventory, warehousing,
fulfillment or distribution capacity. Furthermore, failure to effectively control product damage during distribution

Edgar Filing: CHINA JO-JO DRUGSTORES, INC. - Form S-1/A

27



process could decrease our operating margins and reduce our profitability.

Failure to maintain optimal inventory levels could increase our inventory holding costs or cause us to lose sales, either
of which could have a material adverse effect on our business, financial condition and results of operations.

We need to maintain sufficient inventory levels to operate our business successfully as well as meet our customers’
expectations. However, we must also guard against the risk of accumulating excess inventory. We are exposed to
inventory risks as a result of our increased offering of private label products, rapid changes in product life cycles,
changing consumer preferences, uncertainty of success of product launches, seasonality, and manufacturer backorders
and other vendor-related problems. We cannot assure you that we can accurately predict these trends and events and
avoid over-stocking or under-stocking products. In addition, demand for products could change significantly between
the time product inventory is ordered and the time it is available for sale.

11
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When we begin selling a new product, it is particularly difficult to forecast product demand accurately. The purchase
of certain types of inventory may require significant lead-time. As we carry a broad selection of products and maintain
significant inventory levels for a substantial portion of our merchandise, we may be unable to sell such inventory in
sufficient quantities or during the relevant selling seasons. Carrying too much inventory would increase our inventory
holding costs, and failure to have inventory in stock when a customer orders or purchases it could cause us to lose that
order or lose that customer, either of which could have a material adverse effect on our business, financial condition
and results of operations.

The centralization of procurement may not help us achieve anticipated savings and may place additional burdens on
the management of our supply chain.

All of the product procurement for our drugstore chain is handled through our corporate headquarters. Such
centralization of merchandise procurement and replenishment operations is intended to reduce cost of goods sold as a
result of volume purchase benefits. However, we may be less successful than anticipated in achieving these volume
purchase benefits. In addition, the centralization of merchandise procurement is expected to increase the complexity of
tracking inventory, create additional inventory handling and transportation costs and place additional burdens on the
management of our supply chain. Furthermore, we may not be successful in achieving the cost savings expected from
the renegotiation of certain supplier contracts due to the nature of the products covered by those contracts and the
market position of the related suppliers. If we cannot successfully reduce our costs through centralizing procurement,
our profitability and prospects would be materially and adversely affected.

Our brand name, trade secrets and other intellectual property are valuable assets. If we are unable to protect them from
infringement, our business and prospects may be harmed.

We consider our pharmacy brand name to be a valuable asset. We may be unable to prevent third parties from using
our brand name without authorization. Unauthorized use of our brand name by third parties may adversely affect our
business and reputation, including the perceived quality and reliability of our products and services. We plan to apply
for trademark protection of our logo in China, although we have not done so nor have we registered our brand name as
of the date of this prospectus.

We also rely on trade secrets to protect our know-how and other proprietary information, including pricing,
purchasing, promotional strategies, customer lists and/or suppliers lists. However, trade secrets are difficult to protect.
While we use reasonable efforts to protect our trade secrets, our employees, consultants, contractors or advisors may
unintentionally or willfully disclose our information to competitors. In addition, confidentiality agreements, if any,
executed by the foregoing persons may not be enforceable or provide meaningful protection for our trade secrets or
other proprietary information in the event of unauthorized use or disclosure. Our employees are required to sign an
employment agreement as a condition of employment, which contains a confidentiality provision.

If we were to enforce a claim that a third party had illegally obtained and was using our trade secrets, our enforcement
efforts could be expensive and time-consuming, and the outcome is unpredictable. In addition, if our competitors
independently develop information that is equivalent to our trade secrets or other proprietary information, it will be
even more difficult for us to enforce our rights and our business and prospects could be harmed.

Litigation may be necessary in the future to enforce our intellectual property rights or to determine the validity and
scope of the intellectual property rights of others. However, because the validity, enforceability and scope of
protection of intellectual property rights in the PRC are uncertain and still evolving, we may not be successful in
prosecuting these cases. In addition, any litigation or proceeding or other efforts to protect our intellectual property
rights could result in substantial costs and diversion of our resources and could seriously harm our business and
operating results. Furthermore, the degree of future protection of our proprietary rights is uncertain and may not
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adequately protect our rights or permit us to gain or keep our competitive advantage. If we are unable to protect our
trade names, trade secrets and other propriety information from infringement, our business, financial condition and
results of operations may be materially and adversely affected.

We may be exposed to intellectual property infringement and other claims by third parties which, if successful, could
disrupt our business and have a material adverse effect on our financial condition and results of operations.

Our success depends, in large part, on our ability to use our proprietary information and know-how without infringing
third party intellectual property rights. As litigation becomes more common in China, we face a higher risk of being
the subject of claims for intellectual property infringement, invalidity or indemnification relating to other parties’
proprietary rights. Our current or potential competitors, many of which have substantial resources, may have or may
obtain intellectual property protection that will prevent, limit or interfere with our ability to conduct our business in
China. Moreover, the defense of intellectual property suits, including trademark infringement suits, and related legal
and administrative proceedings can be both costly and time consuming and may significantly divert the efforts and
resources of our management personnel. Furthermore, an adverse determination in any such litigation or proceedings
to which we may become a party could cause us to:

• pay damage awards;

• seek licenses from third parties;
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• pay ongoing royalties;

• redesign our product offerings; or

• be restricted by injunctions,

each of which could effectively prevent us from pursuing some or all of our business and result in our customers or
potential customers deferring or limiting their purchase from our stores, which could have a material adverse effect on
our financial condition and results of operations.

We rely on computer software and hardware systems in managing our operations, the capacity of which may restrict
our growth and the failure of which could adversely affect our business, financial condition and results of operations.

We are dependent upon our integrated information management system to monitor daily operations of our drugstores
and to maintain accurate and up-to-date operating and financial data for compilation of management information. In
addition, we rely on our computer hardware and network for the storage, delivery and transmission of the data of our
retail system. Any system failure which causes interruptions to the input, retrieval and transmission of data or increase
in the service time could disrupt our normal operation. Although we believe that our disaster recovery plan is adequate
in handling the failure of our computer software and hardware systems, we cannot assure you that we can effectively
carry out this disaster recovery plan and that we will be able to restore our operation within a sufficiently short time
frame to avoid our business being disrupted. Any failure in our computer software and/or hardware systems could
have a material adverse effect on our business, financial condition and results of operations. In addition, if the capacity
of our computer software and hardware systems fails to meet the increasing needs of our expanding operations, our
ability to grow may be constrained.

As a retailer of pharmaceutical and other healthcare products, we are exposed to inherent risks relating to product
liability and personal injury claims.

Pharmacies are exposed to risks inherent in the packaging and distribution of pharmaceutical and other healthcare
products, such as with respect to improper filling of prescriptions, labeling of prescriptions, adequacy of warnings,
unintentional distribution of counterfeit drugs. Furthermore, the applicable laws, rules and regulations require our
in-store pharmacists to offer counseling, without additional charge, to our customers about medication, dosage,
delivery systems, common side effects and other information the in-store pharmacists deem significant. Our in-store
pharmacists may also have a duty to warn customers regarding any potential negative effects of a prescription drug if
the warning could reduce or negate these effects and we may be liable for claims arising from advices given by our
in-store pharmacists. In addition, product liability claims may be asserted against us with respect to any of the
products we sell and as a retailer, we are required to pay for damages for any successful product liability claim against
us, although we may have the right under applicable PRC laws, rules and regulations to recover from the relevant
manufacturer for compensation we paid to our customers in connection with a product liability claim. We may also be
obligated to recall affected products. If we are found liable for product liability claims, we could be required to pay
substantial monetary damages. Furthermore, even if we successfully defend ourselves against this type of claim, we
could be required to spend significant management, financial and other resources, which could disrupt our business,
and our reputation as well as our brand name may also suffer. We, like many other similar companies in China, do not
carry product liability insurance. As a result, any imposition of product liability could materially harm our business,
financial condition and results of operations. In addition, we do not have any business interruption insurance due to
the limited coverage of any business interruption insurance in China, and as a result, any business disruption or natural
disaster could severely disrupt our business and operations and significantly decrease our revenue and profitability.

Future acquisitions are expected to be a part of our growth strategy, and could expose us to significant business risks.
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One of our strategies is to grow our business through acquisition. However, we cannot assure you that we will be able
to identify and secure suitable acquisition opportunities. Our ability to consummate and integrate effectively any
future acquisitions on terms that are favorable to us may be limited by the number of attractive acquisition targets,
internal demands on our resources and, to the extent necessary, our ability to obtain financing on satisfactory terms for
larger acquisitions, if at all.  Moreover, if an acquisition target is identified, the third parties with whom we seek to
cooperate may not select us as a potential partner or we may not be able to enter into arrangements on commercially
reasonable terms or at all. The negotiation and completion of potential acquisitions, whether or not ultimately
consummated, could also require significant diversion of management’s time and resources and potential disruption of
our existing business. Furthermore, we cannot assure you that the expected synergies from future acquisitions will
actually materialize. In addition, future acquisitions could result in the incurrence of additional indebtedness, costs,
and contingent liabilities. 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 financial or other resources from our existing businesses;

• our inability to generate sufficient revenue to recover costs and expenses of the acquisitions; and

• potential loss of, or harm to, relationships with employees or customers.

Any of the above could significantly disrupt our ability to manage our business and materially and adversely affect
our business, financial condition and results of operations.

We may not be able to manage our expansion of operations effectively and failure to do so could strain our
management, operational and other resources, which could materially and adversely affect our business and growth
potential.

We anticipate continued expansion of our business to address growth in demand for our products and services, as well
as to capture new market opportunities. The continued growth of our business has resulted in, and will continue to
result in, substantial demands on our management, operational and other resources. In particular, the management of
our growth will require, among other things:

• our ability to continue to identify and lease new store locations at acceptable prices;

• our ability to optimize product offerings and increase sales of private label products;

• our ability to control procurement cost and optimize product pricing;

•our ability to control operating expenses and achieve a high level of efficiency, including, in particular, our ability to
manage the amount of time required to open new stores and for stores to become profitable, to maintain sufficient
inventory levels and to manage warehousing, buying and distribution costs;

• information technology system enhancement;

• strengthening of financial and management controls;

• increased marketing, sales and sales support activities; and

• hiring and training of new personnel.

If we are not able to manage our growth successfully, our business and prospects would be materially and adversely
affected.

We depend on the continued service of, and on the ability to attract, motivate and retain a sufficient number of
qualified and skilled staff, especially in-store pharmacists, for our stores.

Our ability to continue expanding our retail drugstore chain and deliver high quality products and customer service
depends on our ability to attract and retain qualified and skilled staff, especially in-store pharmacists. In particular, the
applicable PRC regulations require at least one qualified pharmacist to be stationed in every drugstore to instruct or
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advise customers on prescription drugs. Over the years, a significant shortage of pharmacists has developed due to
increasing demand within the drugstore industry as well as demand from other businesses in the healthcare industry.
We cannot assure you that we will be able to attract, hire and retain sufficient numbers of skilled personnel and
in-store pharmacists necessary to continue to develop and grow our business. In the past, our major recruiting
challenges included unqualified candidates who represent themselves as being qualified, and talented and competent
candidates who do not match our job requirements. The inability to attract and retain a sufficient number of skilled
personnel and in-store pharmacists could limit our ability to open additional stores, increase revenue or deliver high
quality customer service. In addition, competition for these individuals could cause us to offer higher compensation
and other benefits in order to attract and retain them, which could materially and adversely affect our financial
condition and results of operations.
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We face significant competition, and if we do not compete successfully against existing and new competitors, our
revenue and profitability would be materially and adversely affected.

The drugstore industry in China is highly competitive, and we expect competition to intensify in the future. Our
primary competitors include other drugstore chains and independent drugstores. We also increasingly face
competition from discount stores, convenience stores and supermarkets as we increase our offering of non-drug
convenience products and services. We compete for customers and revenue primarily on the basis of store location,
merchandise selection, price, services that we offer and our brand name. We believe that the continued consolidation
of the drugstore industry and continued new store openings by chain store operators will further increase competitive
pressures in the industry. In addition, we may be subject to additional competition from new entrants to the drugstore
industry in China. If the PRC government removes the barriers for the foreign companies to operate majority-owned
retail drugstore business in China, we could face increased competition from foreign companies. Some of our larger
competitors may enjoy competitive advantages, such as:

• greater financial and other resources;

• larger variety of products;

• more extensive and advanced supply chain management systems;

• greater pricing flexibility;

• larger economies of scale and purchasing power;

• more extensive advertising and marketing efforts;

• greater knowledge of local market conditions;

• stronger brand recognition; and

• larger sales and distribution networks.

As a result, we may be unable to offer products similar to, or more desirable than, those offered by our competitors,
market our products as effectively as our competitors or otherwise respond successfully to competitive pressures. In
addition, our competitors may be able to offer larger discounts on competing products, and we may not be able to
profitably match those discounts. Furthermore, our competitors may offer products that are more attractive to our
customers or that render our products uncompetitive. In addition, the timing of the introduction of competing products
into the market could affect the market acceptance and market share of our products. Our failure to compete
successfully could materially and adversely affect our business, financial condition, results of operation and prospects.

Changes in economic conditions and consumer confidence in China may influence the retail industry, consumer
preferences and spending patterns.

Our business and revenue growth primarily depend on the size of the retail market of pharmaceutical products in
China. As a result, our revenue and profitability may be negatively affected by changes in national, regional or local
economic conditions and consumer confidence in China. In particular, as we focus our expansion of retail stores in
metropolitan markets, where living standards and consumer purchasing power are relatively high, we are especially
susceptible to changes in economic conditions, consumer confidence and customer preferences of the urban Chinese
population. External factors beyond our control that affect consumer confidence include unemployment rates, levels
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of personal disposable income, national, regional or local economic conditions and acts of war or terrorism. Changes
in economic conditions and consumer confidence could adversely affect consumer preferences, purchasing power and
spending patterns. In addition, acts of war or terrorism may cause damage to our facilities, disrupt the supply of the
products and services we offer in our stores or adversely impact consumer demand. Any of these factors could have a
material adverse effect on our business, financial condition and results of operations.

The retail prices of some of our products are subject to control, including periodic downward adjustment, by PRC
governmental authorities.

An increasing percentage of our pharmaceutical products, primarily those included in the national and provincial
medical insurance catalogs, are subject to price controls in the form of fixed retail prices or retail price ceilings. See
“Relevant PRC Regulations — Price Controls” below. In addition, the retail prices of these products are also subject to
periodic downward adjustments as the PRC governmental authorities seek to make pharmaceutical products more
affordable to the general public. Since May 1998, the relevant PRC governmental authorities have ordered price
reductions of thousands of pharmaceutical products. The latest price reduction occurred in October 2008 and affected
1,357 different pharmaceutical products. As of December 31, 2009, 1,092 of the 7,530 prescription drugs that we sold
were subject to price controls. As we generally price our product substantially below the price ceilings, only 105 of
our prescription drug prices required adjustment for the fiscal year ended March 31, 2009, the impact of which was
negligible. Any future price controls or government mandated price reductions, however, may have a material adverse
affect on our financial condition and results of operations, including significantly reducing our revenue and
profitability.
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Our retail operations require a number of permits and licenses in order to carry on their business.

Drugstores in China are required to obtain certain permits and licenses from various PRC governmental authorities,
including GSP certification. We are also required to obtain food hygiene certificates for the distribution of nutritional
supplements and food products. We cannot assure you that we can maintain all required licenses, permits and
certifications to carry on our business at all times, and from time to time we may have not been in compliance with all
such required licenses, permits and certifications. Moreover, these licenses, permits and certifications are subject to
periodic renewal and/or reassessment by the relevant PRC governmental authorities and the standards of such renewal
or reassessment may change from time to time. We intend to apply for the renewal of these licenses, permits and
certifications when required by applicable laws and regulations. Any failure by us to obtain and maintain all licenses,
permits and certifications necessary to carry on our business at any time could have a material adverse effect on our
business, financial condition and results of operations. In addition, any inability to renew these licenses, permits and
certifications could severely disrupt our business, and prevent us from continuing to carry on our business. Any
changes in the standards used by governmental authorities in considering whether to renew or reassess our business
licenses, permits and certifications, as well as any enactment of new regulations that may restrict the conduct of our
business, may also decrease our revenue and/or increase our costs and materially reduce our profitability and
prospects. Furthermore, if the interpretation or implementation of existing laws and regulations changes or if new
regulations come into effect requiring us to obtain any additional licenses, permits or certifications that were
previously not required to operate our existing businesses, we cannot assure you that we may successfully obtain such
licenses, permits or certifications.

The continued penetration of counterfeit products into the retail market in China may damage our brand and
reputation and have a material adverse effect on our business, financial condition, results of operations and prospects.

There has been continued penetration of counterfeit products into the pharmaceutical retail market in China.
Counterfeit products are generally sold at lower prices than the authentic products due to their low production costs,
and in some cases are very similar in appearance to the authentic products. Counterfeit pharmaceuticals may or may
not have the same chemical content as their authentic counterparts, and are typically manufactured without proper
licenses or approvals as well as fraudulently mislabeled with respect to their content and/or manufacturer. Although
the PRC government has been increasingly active in combating counterfeit pharmaceutical and other products, there is
not yet an effective counterfeit pharmaceutical product regulation control and enforcement system in China. Although
we have implemented a series of quality control procedures in our procurement process, we cannot assure you that we
would not be selling counterfeit pharmaceutical products inadvertently. Any unintentional sale of counterfeit products
may subject us to negative publicity, fines and other administrative penalties or even result in litigation against us.
Moreover, the continued proliferation of counterfeit products and other products in recent years may reinforce the
negative image of retailers among consumers in China. The continued proliferation of counterfeit products in China
could have a material adverse effect on our business, financial condition, and results of operation.

We may be subject to fines and penalties if we fail to comply with the applicable PRC laws and regulations governing
sales of medicines under the PRC National Medical Insurance Program.

Eligible participants in the PRC national medical insurance program, mainly consisting of urban residents in China,
are entitled to buy medicines using their medical insurance cards in an authorized pharmacy, provided that the
medicines they purchase have been included in the national or provincial medical insurance catalogs. The pharmacy,
in turn, obtains reimbursement from the relevant government social security bureaus. Moreover, the applicable PRC
laws, rules and regulations prohibit pharmacies from selling goods other than pre-approved medicines when purchases
are made with medical insurance cards. We have established procedures to prohibit our drugstores from selling
unauthorized goods to customers who make purchases with medical insurance cards. However, we cannot assure you
that those procedures will be strictly followed by all of our employees in all of our stores.
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Risks Relating to Our Medical Services

If we do not attract and retain qualified physicians and other medical personnel, our ability to provide medical services
would be adversely affected.

The success of our medical services will be, in part, dependent upon the number and quality of doctors, nurses and
other medical support personnel that we employ and our ability to maintain good relations with them. Our medical
staff may terminate their employment with us at any time. If we are unable to successfully maintain good relationships
with them, our ability to provide medical services may be adversely affected.
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The provision of medical services is heavily regulated in the PRC and failure to comply with those regulations could
result in penalties, loss of licensure, additional compliance costs or other adverse consequences.

Healthcare providers in China, as in most other populous countries, are required to comply with many laws and
regulations at the national and local government levels. These laws and regulations relate to: licensing; the conduct of
operations; the ownership of facilities; the addition of facilities and services; confidentiality, maintenance and security
issues associated with medical records; billing for services; and prices for services. If we fail to comply with
applicable laws and regulations, we could suffer penalties, including the loss of our licenses to operate. In addition,
further healthcare legislative reform is likely, and could materially adversely affect our business and results of
operations in the event we do not comply or if the cost of compliance is expensive. The above list of certain regulated
areas is not exhaustive and it is not possible to anticipate the exact nature of future healthcare legislative reform in
China. Depending on the priorities determined by the Chinese Ministry of Health, the political climate at any given
time, the continued development of the Chinese healthcare system and many other factors, future legislative reforms
may be highly diverse, including stringent infection control policies, improved rural healthcare facilities, increased
regulation of the distribution of pharmaceuticals and numerous other policy matters. Consequently, the implications of
these future reforms could result in penalties, loss of licensure, additional compliance costs or other adverse
consequences.

As a provider of medical services, we are exposed to inherent risks relating to malpractice claims.

As a provider of medical services, any misdiagnosis or improper treatment may result in adverse publicity regarding
us, which would harm our reputation. If we are found liable for malpractice claims, we could be required to pay
substantial monetary damages. Furthermore, even if we successfully defend ourselves against this type of claim, we
could be required to spend significant management, financial and other resources, which could disrupt our business,
and our reputation as well as our brand name may also suffer. Because malpractice claims are not common in China,
we do not carry malpractice insurance. As a result, any imposition of malpractice liability could materially harm our
business, financial condition and results of operations.

We face competition that could adversely affect our results of operations.

Our clinics compete with a large number and variety of healthcare facilities in their respective markets. There are
numerous government-run and private hospitals and clinics available to the general populace. There can be no
assurance that these or other clinics, hospitals or other facilities will not commence or expand such operations, which
would increase their competitive position. Further, there can be no assurance that a healthcare organization, having
greater resources in the provision or management of healthcare services, will not decide to engage in operations
similar to those being conducted by us in Hangzhou.

Risks Related to Our Corporate Structure

Chinese regulations limit foreign ownership of Chinese pharmacy chain operating 30 or more stores and limit foreign
ownership of Chinese medical clinics to Sino-foreign joint venture. We conduct our drugstore business through
Jiuzhou Pharmacy and our clinics through Jiuzhou Clinic and Jiuzhou Service by means of contractual arrangements.
None of our businesses are owned and the validity of our contractual arrangements is uncertain. If the Chinese
government determines that these contractual arrangements do not comply with applicable regulations, our business
could be adversely affected. If the PRC regulatory bodies determine that the agreements that establish the structure for
operating our business in China do not comply with PRC regulatory restrictions on foreign investment in drugstore
and medical practice or in our business generally, we could be subject to severe penalties. In addition, changes in such
Chinese laws and regulations may materially and adversely affect our business.
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Current PRC regulations limit any foreign investor’s ownership of drugstores to 49.0% if the investor owns interests in
more than 30 drugstores in China that sell a variety of branded pharmaceutical products sourced from different
suppliers. Since we do not own any equity interests in Jiuzhou Pharmacy, but controls the drugstore chain through
contractual arrangements with our wholly foreign owned enterprise (“WFOE”), Jiuxin Management, we have been
advised by our PRC counsel, Allbright Law Offices (“Allbright”), that the regulations on foreign ownership of
drugstores do not apply to us even if our drugstore chain expands beyond 30 stores. Similarly, foreign ownership of
medical practice in China is limited to means of Sino-foreign joint venture. Since we do not have actual equity interest
in Jiuzhou Clinic or Jiuzhou Service, but control these entities through contractual arrangements, Allbright has
advised us that the PRC regulations restricting foreign ownership of medical practice are not applicable to us or our
structure.
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There are, however, uncertainties regarding the interpretation and application of PRC laws, rules and regulations,
including but not limited to the laws, rules and regulations governing the validity and enforcement of our contractual
arrangements. Although we have been advised by Allbright, that based on their understanding of the current PRC
laws, rules and regulations, the structure for operating our business in China (including our corporate structure and
contractual arrangements with Jiuzhou Pharmacy, Jiuzhou Clinic, Jiuzhou Service and their respective owners)
comply with all applicable PRC laws, rules and regulations, and do not violate, breach, contravene or otherwise
conflict with any applicable PRC laws, rules or regulations, we cannot assure you that the PRC regulatory authorities
will not determine that our corporate structure and contractual arrangements violate PRC laws, rules or regulations. If
the PRC regulatory authorities determine that our contractual arrangements are in violation of applicable PRC laws,
rules or regulations, our contractual arrangements will become invalid or unenforceable, and we may not be able to
consolidate the operations of the HJ Group with our results of operations. In addition, new PRC laws, rules and
regulations may be introduced from time to time to impose additional requirements that may be applicable to our
contractual arrangements. For example, the PRC Property Rights Law that became effective on October 1, 2007 may
require us to register with the relevant government authority the security interests on the equity interests in Jiuzhou
Pharmacy, Jiuzhou Clinic and Jiuzhou Service granted to us under the equity pledge agreements that are part of the
contractual arrangements. If we are required to register such security interests, failure to complete such registration in
a timely manner may result in such equity pledge agreements to be unenforceable against third party claims.

The Chinese government has broad discretion in dealing with violations of laws and regulations, including levying
fines, revoking business and other licenses and requiring actions necessary for compliance. In particular, licenses and
permits issued or granted to us by relevant governmental bodies may be revoked at a later time by higher regulatory
bodies. We cannot predict the effect of the interpretation of existing or new Chinese laws or regulations on our
businesses. We cannot assure you that our current ownership and operating structure would not be found in violation
of any current or future Chinese laws or regulations. As a result, we may be subject to sanctions, including fines, and
could be required to restructure our operations or cease to provide certain services. Any of these or similar actions
could significantly disrupt our business operations or restrict us from conducting a substantial portion of our business
operations, which could materially and adversely affect our business, financial condition and results of operations.

If we are determined to be in violation of any existing or future PRC laws, rules or regulations or fail to obtain or
maintain any of the required governmental permits or approvals, the relevant PRC regulatory authorities would have
broad discretion in dealing with such violations, including:

• revoking the business and operating licenses of our PRC consolidated entities;

• discontinuing or restricting the operations of our PRC consolidated entities;

•imposing conditions or requirements with which we or our PRC consolidated entities may not be able to comply;

• requiring us or our PRC consolidated entities to restructure the relevant ownership structure or operations;

•restricting or prohibiting our use of the proceeds from our initial public offering to finance our business and
operations in China; or

• imposing fines.

The imposition of any of these penalties would severely disrupt our ability to conduct business and have a material
adverse effect on our financial condition, results of operations and prospects.
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We may be adversely affected by complexity, uncertainties and changes in Chinese regulation of drugstores and the
practice of medicine.

The Chinese government regulates drugstores and the practice of medicine including foreign ownership, and the
licensing and permit requirements. These laws and regulations are relatively new and evolving, and their interpretation
and enforcement involve significant uncertainty. As a result, in certain circumstances it may be difficult to determine
what actions or omissions may be deemed to be a violation of applicable laws and regulations. Issues, risks and
uncertainties relating to Chinese government regulation of the industry include the following:

•we only have contractual control over Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou Service. We do not own them
due to the restriction of foreign investment in pharmacy chains with 30 or more drugstores and foreign ownership of
medical practice; and

•uncertainties relating to the regulation of drugstores and medical practice in China, including evolving licensing
practices, means that permits, licenses or operations at our company may be subject to challenge. This may disrupt
our business, or subject us to sanctions, requirements to increase capital or other conditions or enforcement, or
compromise enforceability of related contractual arrangements, or have other harmful effects on us.
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The interpretation and application of existing Chinese laws, regulations and policies and possible new laws,
regulations or policies have created substantial uncertainties regarding the legality of existing and future foreign
investments in, and the businesses and activities of, pharmaceutical businesses in China, including our business

Our contractual arrangements with Jiuzhou Pharmacy, Jiuzhou Clinic, Jiuzhou Service and their respective owners
may not be as effective in providing control over these entities as direct ownership.

We have no equity ownership interest in Jiuzhou Pharmacy, Jiuzhou Clinic or Jiuzhou Service, and rely on contractual
arrangements to control and operate these companies and their businesses. These contractual arrangements may not be
as effective in providing control over these companies as direct ownership. For example, Jiuzhou Pharmacy, Jiuzhou
Clinic or Jiuzhou Service could fail to take actions required for our business despite its contractual obligation to do so.
If Jiuzhou Pharmacy, Jiuzhou Clinic or Jiuzhou Service fails to perform under their agreements with us, we may have
to rely on legal remedies under Chinese law, which may not be effective. In addition, we cannot assure you that the
respective owners of Jiuzhou Pharmacy, Jiuzhou Clinic or Jiuzhou Service will act in our best interests.

Because we rely on contractual arrangements to control HJ Group and for our revenue, the termination of such
agreements will severely and detrimentally affect our continuing business viability under our current corporate
structure.

We are a holding company and do not have any assets or conduct any business operations other than the contractual
arrangements between Jiuxin Management, our WFOE, and each of Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou
Service. All of our business operations are conducted by, and we derive all of our revenues from, the three HJ Group
companies. Because neither we nor our WFOE own equity interests of Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou
Service, the termination of the contractual arrangements would sever our ability to continue receiving payments from
these companies under our current holding company structure.

As we do not have any equity interests in any of the HJ Group companies, in the event the contractual arrangements
terminate, we will lose our control over them and their business operations, as well as our sole source of revenues.
Should this occur, we may seek to acquire control of the HJ Group companies through other means, although we
cannot guarantee that we will do so, nor can we guarantee that we will be successful if we do.

We cannot assure you that there will not be any event or reason that may cause the contractual arrangements to
terminate. In the event that the contractual arrangements are terminated for any reason, this may have a severe and
detrimental effect on our continuing business viability under our current corporate structure, which in turn may affect
the value of your investment.

We rely principally on dividends paid by our consolidated operating entities to fund any cash and financing
requirements we may have, and any limitation on the ability of our consolidated PRC entities to pay dividends to us
could have a material adverse effect on our ability to conduct our business.

We are a holding company, and rely principally on dividends paid by our consolidated PRC operating entities for cash
requirements, including the funds necessary to service any debt we may incur. In particular, we rely on earnings
generated by each of Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou Service, which are passed on to us through Jiuxin
Management. If any of the consolidated operating entities incurs debt in its own name in the future, the instruments
governing the debt may restrict dividends or other distributions on its equity interest to us. In addition, the PRC tax
authorities may require us to adjust our taxable income under the contractual arrangements in a manner that would
materially and adversely affect our ability to pay dividends and other distributions on our equity interest.
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Furthermore, applicable PRC laws, rules and regulations permit payment of dividends by our consolidated PRC
entities only out of their retained earnings, if any, determined in accordance with PRC accounting standards. Under
PRC laws, rules and regulations, our consolidated PRC entities are required to set aside at least 10.0% of their
after-tax profit based on PRC accounting standards each year to their statutory surplus reserve fund until the
accumulative amount of such reserves reach 50.0% of their respective registered capital. As a result, our consolidated
PRC entities are restricted in their ability to transfer a portion of their net income to us whether in the form of
dividends, loans or advances. As of December 31, 2009, our restricted reserves totaled RMB 9.5 million ($1.3 million)
and we had unrestricted retained earnings of RMB 75.1 million ($11.0 million). Our restricted reserves are not
distributable as cash dividends. Any limitation on the ability of our consolidated operating entities to pay dividends to
us could materially and adversely limit our ability to grow, make investments or acquisitions that could be beneficial
to our businesses, pay dividends or otherwise fund and conduct our business.
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Management members of Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou Service have potential conflicts of interest
with us, which may adversely affect our business and your ability for recourse.

Mr. Lei Liu, chairman of the board of directors and our chief executive officer, is also the executive director of
Jiuzhou Pharmacy, a general partner of Jiuzhou Clinic, and the supervising director of Jiuzhou Service. Mr. Chong’an
Jin, one of our directors, is the supervising director of Jiuzhou Pharmacy, the managing general partner of Jiuzhou
Clinic, and the executive director of Jiuzhou Service. Ms. Li Qi, corporate secretary and also a member of the board of
directors, is the general manager of each of Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou Service and a general
partner of Jiuzhou Clinic. Conflicts of interests between their respective duties to our company and HJ Group may
arise. As our directors and executive officer (in the case of Mr. Liu), they have a duty of loyalty and care to us under
U.S. and Hong Kong law when there are any potential conflicts of interests between our company and HJ Group. We
cannot assure you, however, that when conflicts of interest arise, every one of them will act completely in our interests
or that conflicts of interests will be resolved in our favor. For example, they may determine that it is in HJ Group’s
interests to sever the contractual arrangements with Jiuxin Management, irrespective of the effect such action may
have on us. In addition, any one of them could violate his or her legal duties by diverting business opportunities from
us to others, thereby affecting the amount of payment that HJ Group is obligated to remit to us under the consulting
services agreement.

In the event that you believe that your rights have been infringed under the securities laws or otherwise as a result of
any one of the circumstances described above, it may be difficult or impossible for you to bring an action against HJ
Group or our officers or directors who are members of HJ Group’s management, all of whom reside within China.
Even if you are successful in bringing an action, the laws of China may render you unable to enforce a judgment
against the assets of Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou Service and their respective management, all of
which are located in China.

Risks Related to Doing Business in China

The three HJ Group companies are subject to restrictions on making payments to us.

We are a holding company incorporated in Nevada and do not have any assets or conduct any business operations
other than our indirect investments in the three HJ Group companies. As a result of our holding company structure, we
rely entirely on payments from these companies under their contractual arrangements with our WFOE, Jiuxin
Management. The Chinese government also imposes controls on the conversion of RMB into foreign currencies and
the remittance of currencies out of China. We may experience difficulties in completing the administrative procedures
necessary to obtain and remit foreign currency. See “Government control of currency conversion may affect the value
of your investment.” Furthermore, if our affiliated entity in China incurs debt on their own in the future, the
instruments governing the debt may restrict their ability to make payments. If we are unable to receive all of the
revenues from our operations through these contractual arrangements, we may be unable to pay dividends on our
ordinary shares.

Uncertainties with respect to the Chinese legal system could adversely affect us.

We conduct our business primarily through the three HJ Group companies, all of which are PRC entities. Our
operations in China are governed by Chinese laws and regulations. We are generally subject to laws and regulations
applicable to foreign investments in China and, in particular, laws applicable to wholly foreign-owned enterprises.
The Chinese legal system is based on written statutes. Prior court decisions may be cited for reference but have
limited precedential value.
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Since 1979, Chinese legislation and regulations have significantly enhanced the protections afforded to various forms
of foreign investments in China. However, China has not developed a fully integrated legal system and recently
enacted laws and regulations may not sufficiently cover all aspects of economic activities in China. In particular,
because these laws and regulations are relatively new, and because of the limited volume of published decisions and
their nonbinding nature, the interpretation and enforcement of these laws and regulations involve uncertainties. In
addition, the Chinese legal system is based in part on government policies and internal rules (some of which are not
published on a timely basis or at all) that may have a retroactive effect. As a result, we may not be aware of our
violation of these policies and rules until some time after the violation. In addition, any litigation in China may be
protracted and result in substantial costs and diversion of resources and management attention.

You may experience difficulties in effecting service of legal process, enforcing foreign judgments or bringing original
actions in China based on United States or other foreign laws against us or our management.

We are a holding company and do not have any assets or conduct any business operations other than the contractual
arrangements between Jiuxin Management and the three HJ Group companies. In addition, all of HJ Group’s assets are
located in, and all of our other senior executive officers (excepting our chief financial officer) reside within, China. As
a result, it may not be possible to effect service of process within the United States or elsewhere outside China upon
our senior executive officers and directors not residing in the United States, including with respect to matters arising
under U.S. federal securities laws or applicable state securities laws. Moreover, our Chinese counsel has advised us
that China does not have treaties with the United States or many other countries providing for the reciprocal
recognition and enforcement of judgment of courts. As a result, our public shareholders may have substantial
difficulty in protecting their interests through actions against our management or directors than would shareholders of
a corporation with assets and management members located in the United States.
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We may need to obtain additional governmental approvals to open new drugstores. Our inability to obtain such
approvals will have a material adverse effect on our business and growth.

According to the Measures on the Administration of Foreign Investment in the Commercial Sector promulgated by the
PRC Ministry of Commerce (the “Measures”), which became effective on June 1, 2004, a company that is directly
owned by a foreign invested enterprise needs to obtain relevant governmental approvals before it opens new retail
stores. However, there are no specific laws, rules or regulations with respect to whether it is necessary for a company
contractually controlled by a foreign invested enterprise to obtain approvals to open new retail stores. In addition, the
Measures state that PRC Ministry of Commerce will promulgate a detailed implementation regulation to govern
foreign invested enterprises engaging in drug sale. However, such implementation regulation has not yet been
promulgated. Therefore we cannot assure you that the PRC Ministry of Commerce will not require that such approvals
to be obtained. If additional governmental approval is deemed to be necessary and we are not able to obtain such
approvals on a timely basis or at all, our business, financial condition, results of operations and prospects, as well as
the trading price of our common stock, will be materially and adversely affected.

The advent of recent healthcare reform directives from the PRC government may increase both competition and our
cost of doing business.

Under the auspices of the Healthy China 2020 program (the “Program”), published by China’s National Development
and Reform Commission in October 2008, the PRC government has set in motion a series of policies in fairly rapid
successions aimed to improve China’s healthcare system. Such policies include (1) discouraging hospitals from both
prescribing and dispensing medication, (2) the unveiling of formal healthcare reform guidelines in April 2009, aimed
to improve the availability of and subsidies for “essential” drugs, and (3) the announcement of China’s National Essential
Drugs List (“NEDL”) in August 2009, listing approximately 300 medicines that are expected to be sold at
government-controlled prices. While an underlying goal of these policies is to make drugs more accessible to China’s
poorer populations, such policy as discouraging hospitals from both prescribing and dispensing medication also serve
to create opportunities that in turn will intensify business competition in the Chinese retail drugstore industry, as well
as competition for skilled labor and retail spaces. Additionally, we expect the NEDL to lead to a rise in the number of
government-subsidized community healthcare service centers, which will erode the convenience and price advantage
that our drugstores traditionally enjoy against hospitals.

Governmental control of currency conversion may affect the value of your investment.

The Chinese government imposes controls on the convertibility of RMB into foreign currencies and, in certain cases,
the remittance of currency out of China. We receive substantially all of our revenues in RMB. Under our current
structure, our income is primarily derived from payments from the three HJ Group companies. Shortages in the
availability of foreign currency may restrict the ability of our subsidiaries and our PRC affiliated entities to remit
sufficient foreign currency to pay dividends or other payments to us, or otherwise satisfy their foreign currency
denominated obligations. Under existing Chinese foreign exchange regulations, payments of current account items,
including profit distributions, interest payments and expenditures from trade-related transactions, can be made in
foreign currencies without prior approval from China State Administration of Foreign Exchange by complying with
certain procedural requirements. However, approval from appropriate government authorities is required where RMB
is to be converted into foreign currency and remitted out of China to pay capital expenses such as the repayment of
bank loans denominated in foreign currencies. The Chinese government may also at its discretion restrict access in the
future to foreign currencies for current account transactions. If the foreign exchange control system prevents us from
obtaining sufficient foreign currency to satisfy our currency demands, we may not be able to pay dividends in foreign
currencies to our stockholders.

Fluctuation in the value of RMB may have a material adverse effect on your investment.
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The value of RMB against the U.S. dollar and other currencies may fluctuate and is affected by, among other things,
changes in political and economic conditions. Our revenues, costs, and financial assets are mostly denominated in
RMB while our reporting currency is the U.S. dollar. Accordingly, this may result in gains or losses from currency
translation on our financial statements.  We rely entirely on fees paid to us by our affiliated entities in China.
Therefore, any significant fluctuation in the value of RMB may materially and adversely affect our cash flows,
revenues, earnings and financial position, and the value of, and any dividends payable on, our stock in U.S. dollars.
For example, an appreciation of RMB against the U.S. dollar would make any new RMB denominated investments or
expenditures more costly to us, to the extent that we need to convert U.S. dollars into RMB for such purposes. An
appreciation of RMB against the U.S. dollar would also result in foreign currency translation losses for financial
reporting purposes when we translate our U.S. dollar denominated financial assets into RMB, as RMB is our reporting
currency.

Dividends we receive from our subsidiary located in the PRC may be subject to PRC withholding tax.

The recently enacted PRC Enterprise Income Tax Law, or the EIT Law, and the implementation regulations for the
EIT Law issued by the PRC State Council, became effective as of January 1, 2008. The EIT Law provides that a
maximum income tax rate of 20% is applicable to dividends payable to non-PRC investors that are “non-resident
enterprises,” to the extent such dividends are derived from sources within the PRC, and the State Council has reduced
such rate to 10% through the implementation regulations. We are a Nevada holding company and substantially all of
our income is derived from the operations of the three HJ Group companies located in the PRC, who are contractually
obligated to pay their quarterly profits to our WFOE. Therefore, dividends paid to us by our WFOE  in China may be
subject to the 10% income tax if we are considered as a “non-resident enterprise” under the EIT Law. If we are required
under the EIT Law and its implementation regulations to pay income tax for any dividends we receive from our
WFOE, it may have a material and adverse effect on our net income and materially reduce the amount of dividends, if
any, we may pay to our shareholders.
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Governmental control of currency conversion may affect the value of your investment.

The PRC government imposes controls on the convertibility of the RMB into foreign currencies and, in certain cases,
the remittance of currency out of China. We receive all our revenues in RMB. Under our current corporate structure,
our income is primarily derived from dividend payments from our WFOE. Shortages in the availability of foreign
currency may restrict the ability of our WFOE to remit sufficient foreign currency to pay dividends or other payments
to us, or otherwise satisfy their foreign currency-denominated obligations. Under existing PRC foreign exchange
regulations, payments of current account items, including profit distributions, interest payments and expenditures from
trade related transactions, can be made in foreign currencies without prior approval from the SAFE by complying with
certain procedural requirements. However, approval from the SAFE or its local branch is required where RMB is to be
converted into foreign currency and remitted out of China to pay capital expenses such as the repayment of loans
denominated in foreign currencies. The PRC government may also at its discretion restrict access in the future to
foreign currencies for current account transactions. If the foreign exchange control system prevents us from obtaining
sufficient foreign currency to satisfy our currency demands, we may not be able to pay dividends in foreign currencies
to our shareholders.

We face risks related to health epidemics and other outbreaks.

Our business could be adversely affected by the effects of an epidemic outbreak, such as the SARS epidemic in April
2004. Any prolonged recurrence of such adverse public health developments in China may have a material adverse
effect on our business operations. For instance, health or other government regulations adopted in response may
require temporary closure of our stores or offices. Such closures would severely disrupt our business operations and
adversely affect our results of operations. We have not adopted any written preventive measures or contingency plans
to combat any future outbreak of SARS or any other epidemic.

If relations between the United States and China worsen, investors may be unwilling to hold or buy our stock and our
stock price may decrease.

At various times during recent years, the United States and China have had significant disagreements over political
and economic issues. Controversies may arise in the future between these two countries. Any political or trade
controversies between the United States and China, whether or not directly related to our business, could reduce the
price of our common stock.

Risks Related to an Investment in Our Securities

To date, we have not paid any cash dividends and no cash dividends will be paid in the foreseeable future.

We do not anticipate paying cash dividends on our common stock in the foreseeable future and we may not have
sufficient funds legally available to pay dividends. Even if the funds are legally available for distribution, we may
nevertheless decide not to pay any dividends. We intend to retain all earnings for our operations.

The application of the "penny stock" rules could adversely affect the market price of our common stock and increase
your transaction costs to sell those shares.

As the anticipated 1-for-2 reverse stock split has not yet occurred, the trading price of our common stock is currently
below $5 per share. As such, the open-market trading of our common shares will be subject to the "penny stock" rules.
The "penny stock" rules impose additional sales practice requirements on broker-dealers who sell securities to persons
other than established customers and accredited investors (generally those with assets in excess of $1,000,000 or
annual income exceeding $200,000 or $300,000 together with their spouse). For transactions covered by these rules,
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the broker-dealer must make a special suitability determination for the purchase of securities and have received the
purchaser's written consent to the transaction before the purchase. Additionally, for any transaction involving a penny
stock, unless exempt, the broker-dealer must deliver, before the transaction, a disclosure schedule prescribed by the
Securities and Exchange Commission relating to the penny stock market. The broker-dealer also must disclose the
commissions payable to both the broker-dealer and the registered representative and current quotations for the
securities. Finally, monthly statements must be sent disclosing recent price information on the limited market in penny
stocks. These additional burdens imposed on broker-dealers may restrict the ability or decrease the willingness of
broker-dealers to sell our common shares, and may result in decreased liquidity for our common shares and increased
transaction costs for sales and purchases of our common shares as compared to other securities

The OTC Bulletin Board is a quotation system, not an issuer listing service, market or exchange. Therefore, buying
and selling stock on the OTC Bulletin Board is not as efficient as buying and selling stock through an exchange. As a
result, it may be difficult for you to sell your common stock or you may not be able to sell your common stock for an
optimum trading price.

The OTC Bulletin Board is a regulated quotation service that displays real-time quotes, last sale prices and volume
limitations in over-the-counter securities. Because trades and quotations on the OTC Bulletin Board involve a manual
process, the market information for such securities cannot be guaranteed. In addition, quote information, or even firm
quotes, may not be available. The manual execution process may delay order processing and intervening price
fluctuations may result in the failure of a limit order to execute or the execution of a market order at a significantly
different price. Execution of trades, execution reporting and the delivery of legal trade confirmations may be delayed
significantly. Consequently, one may not be able to sell shares of our common stock at the optimum trading prices.

When fewer shares of a security are being traded on the OTC Bulletin Board, volatility of prices may increase and
price movement may outpace the ability to deliver accurate quote information. Lower trading volumes in a security
may result in a lower likelihood of an individual’s orders being executed, and current prices may differ significantly
from the price one was quoted by the OTC Bulletin Board at the time of the order entry.
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Orders for OTC Bulletin Board securities may be canceled or edited like orders for other securities. All requests to
change or cancel an order must be submitted to, received and processed by the OTC Bulletin Board. Due to the
manual order processing involved in handling OTC Bulletin Board trades, order processing and reporting may be
delayed, and an individual may not be able to cancel or edit his order. Consequently, one may not able to sell shares of
common stock at the optimum trading prices.

The dealer’s spread (the difference between the bid and ask prices) may be large and may result in substantial losses to
the seller of securities on the OTC Bulletin Board if the common stock or other security must be sold immediately.
Further, purchasers of securities may incur an immediate “paper” loss due to the price spread. Moreover, dealers trading
on the OTC Bulletin Board may not have a bid price for securities bought and sold through the OTC Bulletin Board.
Due to the foregoing, demand for securities that are traded through the OTC Bulletin Board may be decreased or
eliminated.

Our common shares are thinly traded and, you may be unable to sell at or near ask prices or at all if you need to sell
your shares to raise money or otherwise desire to liquidate your shares.

We cannot predict the extent to which an active public market for our common stock will develop or be sustained. We
have applied for listing on The NASDAQ Capital Market, but cannot assure you that this listing or listing on any other
exchange will ever occur.

Our common shares have historically been sporadically or "thinly-traded" on the OTC Bulletin Board, meaning that
the number of persons interested in purchasing our common shares at or near bid prices at any given time may be
relatively small or non-existent. This situation is attributable to a number of factors, including the fact that we are a
small company which is relatively unknown to stock analysts, stock brokers, institutional investors and others in the
investment community that generate or influence sales volume, and that even if we came to the attention of such
persons, they tend to be risk-averse and would be reluctant to follow an unproven company such as ours or purchase
or recommend the purchase of our shares until such time as we became more seasoned and viable. As a consequence,
there may be periods of several days or more when trading activity in our shares is minimal or non-existent, as
compared to a seasoned issuer which has a large and steady volume of trading activity that will generally support
continuous sales without an adverse effect on share price. We cannot give you any assurance that a broader or more
active public trading market for our common stock will develop or be sustained, or that current trading levels will be
sustained.

The market price for our common stock is particularly volatile given our status as a relatively small company with a
small and thinly traded “float” and lack of current revenues that could lead to wide fluctuations in our share price. The
price at which you purchase our common stock may not be indicative of the price that will prevail in the trading
market. You may be unable to sell your common stock at or above your purchase price if at all, which may result in
substantial losses to you.

The market for our common shares is characterized by significant price volatility when compared to seasoned issuers,
and we expect that our share price will continue to be more volatile than a seasoned issuer for the indefinite future.
The volatility in our share price is attributable to a number of factors. First, as noted above, our common shares are
sporadically and/or thinly traded. As a consequence of this lack of liquidity, the trading of relatively small quantities
of shares by our shareholders may disproportionately influence the price of those shares in either direction. The price
for our shares could, for example, decline precipitously in the event that a large number of our common shares are
sold on the market without commensurate demand, as compared to a seasoned issuer which could better absorb those
sales without adverse impact on its share price. Secondly, we are a speculative or "risky" investment due to our lack of
revenues or profits to date and uncertainty of future market acceptance for our current and potential products. As a
consequence of this enhanced risk, more risk-adverse investors may, under the fear of losing all or most of their
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investment in the event of negative news or lack of progress, be more inclined to sell their shares on the market more
quickly and at greater discounts than would be the case with the stock of a seasoned issuer. The following factors may
add to the volatility in the price of our common shares: actual or anticipated variations in our quarterly or annual
operating results; adverse outcomes, additions or departures of our key personnel, as well as other items discussed
under this "Risk Factors" section, as well as elsewhere in this prospectus. Many of these factors are beyond our
control and may decrease the market price of our common shares, regardless of our operating performance. We cannot
make any predictions or projections as to what the prevailing market price for our common shares will be at any time,
including as to whether our common shares will sustain their current market prices, or as to what effect that the sale of
shares or the availability of common shares for sale at any time will have on the prevailing market price.

Shareholders should be aware that, according to SEC Release No. 34-29093, the market for penny stocks has suffered
in recent years from patterns of fraud and abuse. Such patterns include (1) control of the market for the security by one
or a few broker-dealers that are often related to the promoter or issuer; (2) manipulation of prices through prearranged
matching of purchases and sales and false and misleading press releases; (3) boiler room practices involving
high-pressure sales tactics and unrealistic price projections by inexperienced sales persons; (4) excessive and
undisclosed bid-ask differential and markups by selling broker-dealers; and (5) the wholesale dumping of the same
securities by promoters and broker-dealers after prices have been manipulated to a desired level, along with the
resulting inevitable collapse of those prices and with consequent investor losses. Our management is aware of the
abuses that have occurred historically in the penny stock market. Although we do not expect to be in a position to
dictate the behavior of the market or of broker-dealers who participate in the market, management will strive within
the confines of practical limitations to prevent the described patterns from being established with respect to our
securities. The occurrence of these patterns or practices could increase the volatility of our share price.
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Our officers and directors own a substantial portion of our outstanding common stock, which will enable them to
influence many significant corporate actions and in certain circumstances may prevent a change in control that would
otherwise be beneficial to our shareholders.

Our directors and executive officers collectively control approximately 63.8% of our outstanding shares of stock that
are entitled to vote on all corporate actions. These stockholders, acting together, could have a substantial impact on
matters requiring the vote of the shareholders, including the election of our directors and most of our corporate
actions. This control could delay, defer or prevent others from initiating a potential merger, takeover or other change
in our control, even if these actions would benefit our shareholders and us. This control could adversely affect the
voting and other rights of our other shareholders and could depress the market price of our common stock.

The elimination of monetary liability against our directors, officers and employees under Nevada law and the
existence of indemnification rights to our directors, officers and employees may result in substantial expenditures by
us and may discourage lawsuits against our directors, officers and employees.

Our bylaws contain specific provisions that eliminate the liability of our directors for monetary damages to our
company and shareholders, and we are prepared to give such indemnification to our directors and officers to the extent
provided by Nevada law. We may also have contractual indemnification obligations under our employment
agreements with our officers. The foregoing indemnification obligations could result in our company incurring
substantial expenditures to cover the cost of settlement or damage awards against directors and officers, which we
may be unable to recoup. These provisions and resultant costs may also discourage our company from bringing a
lawsuit against directors and officers for breaches of their fiduciary duties, and may similarly discourage the filing of
derivative litigation by our shareholders against our directors and officers even though such actions, if successful,
might otherwise benefit our company and shareholders.

Legislative actions, higher insurance costs and potential new accounting pronouncements may impact our future
financial position and results of operations.

There have been regulatory changes, including the Sarbanes-Oxley Act of 2002, and there may potentially be new
accounting pronouncements or additional regulatory rulings that will have an impact on our future financial position
and results of operations. The Sarbanes-Oxley Act of 2002 and other rule changes as well as proposed legislative
initiatives following the Enron bankruptcy are likely to increase general and administrative costs and expenses. In
addition, insurers are likely to increase premiums as a result of high claims rates over the past several years, which we
expect will increase our premiums for insurance policies. Further, there could be changes in certain accounting rules.
These and other potential changes could materially increase the expenses we report under generally accepted
accounting principles, and adversely affect our operating results

The market price for our stock may be volatile.

The market price for our stock may be volatile and subject to wide fluctuations in response to factors including the
following:

• actual or anticipated fluctuations in our quarterly operating results;

• changes in financial estimates by securities research analysts;

• conditions in the retail pharmacy markets;

• changes in the economic performance or market valuations of other retail pharmacy operators;
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•announcements by us or our competitors of new products, acquisitions, strategic partnerships, joint ventures or
capital commitments;

• addition or departure of key personnel;

• fluctuations of exchange rates between RMB and the U.S. dollar;

• intellectual property litigation; and

• general economic or political conditions in China.

In addition, the securities market has from time to time experienced significant price and volume fluctuations that are
not related to the operating performance of particular companies. These market fluctuations may also materially and
adversely affect the market price of our stock.

Volatility in our common share price may subject us to securities litigation

The market for our common stock is characterized by significant price volatility when compared to seasoned issuers,
and we expect that our share price will continue to be more volatile than a seasoned issuer for the indefinite future. As
an illustration of such volatility, the closing price of our common stock during the 52 weeks preceding the date of this
prospectus ranged from a low of $0.30 to a high of $7.00, after giving effect to the anticipated 1-for-2 reverse stock
split. In the past, plaintiffs have often initiated securities class action litigation against a company following periods of
volatility in the market price of its securities. We may, in the future, be the target of similar litigation. Securities
litigation could result in substantial costs and liabilities and could divert management's attention and resources.

If we fail to maintain an effective system of internal controls, we may not be able to accurately report our financial
results or prevent fraud.

Since HJ Group operated as a private enterprise without public reporting obligations prior to the Share Exchange, we
have committed limited personnel and resources to the development of the external reporting and compliance
obligations that would be required of a public company. Recently, we have taken measures to address and improve
our financial reporting and compliance capabilities and we are in the process of instituting changes to satisfy our
obligations in connection with joining a public company, when and as such requirements become applicable to us.
Prior to taking these measures, we did not believe we had the resources and capabilities to do so. We plan to obtain
additional financial and accounting resources to support and enhance our ability to meet the requirements of being a
public company. We will need to continue to improve our financial reporting systems and procedures, and
documentation thereof. If our financial reporting systems or procedures fail, we may not be able to provide accurate
financial statements on a timely basis or comply with the Sarbanes-Oxley Act of 2002 as it applies to us. Any failure
of our ability to provide accurate financial statements could cause the trading price of our common stock to decrease
substantially.

We will incur increased costs as a result of being a public company.

As a public company, we will incur significant legal, accounting and other expenses that we did not incur as a private
company prior to the Share Exchange. We will incur costs associated with our public company reporting
requirements. We also anticipate that we will incur costs associated with recently adopted corporate governance
requirements, including certain requirements under the Sarbanes-Oxley Act of 2002, as well as new rules
implemented by the SEC and the Financial Industry Regulatory Authority (“FINRA”). We expect these rules and
regulations, in particular Section 404 of the Sarbanes-Oxley Act of 2002, to significantly increase our legal and
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financial compliance costs and to make some activities more time-consuming and costly. Like many smaller public
companies, we face a significant impact from required compliance with Section 404 of the Sarbanes-Oxley Act of
2002. Section 404 requires management of public companies to evaluate the effectiveness of internal control over
financial reporting and the independent auditors to attest to the effectiveness of such internal controls and the
evaluation performed by management. The SEC has adopted rules implementing Section 404 for public companies as
well as disclosure requirements. The Public Company Accounting Oversight Board, or PCAOB, has adopted
documentation and attestation standards that the independent auditors must follow in conducting its attestation under
Section 404. We are currently preparing for compliance with Section 404; however, there can be no assurance that we
will be able to effectively meet all of the requirements of Section 404 as currently known to us in the currently
mandated timeframe. Any failure to implement effectively new or improved internal controls, or to resolve difficulties
encountered in their implementation, could harm our operating results, cause us to fail to meet reporting obligations or
result in management being required to give a qualified assessment of our internal controls over financial reporting or
our independent auditors providing an adverse opinion regarding management’s assessment. Any such result could
cause investors to lose confidence in our reported financial information, which could have a material adverse effect on
our stock price.
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We also expect these new rules and regulations may make it more difficult and more expensive for us to obtain
director and officer liability insurance and we may be required to accept reduced policy limits and coverage or incur
substantially higher costs to obtain the same or similar coverage. As a result, it may be more difficult for us to attract
and retain qualified individuals to serve on our board of directors or as executive officers. We are currently evaluating
and monitoring developments with respect to these new rules, and we cannot predict or estimate the amount of
additional costs we may incur or the timing of such costs.

Shares eligible for future sale may adversely affect the market.

From time to time, certain of our stockholders may be eligible to sell all or some of their shares of common stock by
means of ordinary brokerage transactions in the open market pursuant to Rule 144, promulgated under the Securities
Act, subject to certain limitations. In general, pursuant to amended Rule 144, non-affiliate stockholders may sell freely
after six months subject only to the current public information requirement (which disappears after one year).
Affiliates may sell after six months subject to the Rule 144 volume, manner of sale (for equity securities), current
public information and notice requirements. Of the 10 million shares of our common stock outstanding as of March
31, 2010 (after giving effect to the anticipated 1-for-2 reverse stock split), approximately 3.62 million shares are, or
will be, freely tradable without restriction, unless held by our "affiliates", as of such date. Any substantial sale of our
common stock pursuant to Rule 144 or pursuant to any resale prospectus (including sales by investors of securities
acquired in connection with this Offering) may have a material adverse effect on the market price of our common
stock. Under Rule 144, we estimate that our founders and service consultants who received shares in September 2009
as a result of the Share Exchange will be unable to sell these shares until September 2010. If our founders and service
consultants who received shares were to sell their shares, they would be subject to volume and/or other restrictions
imposed by Rule 144.

If we fail to remain current in our reporting requirements, our securities could be removed from the OTC Bulletin
Board, which would limit the ability of broker-dealers to sell our securities and the ability of stockholders to sell their
securities in the secondary market.

Companies trading on the OTC Bulletin Board must be reporting issuers under Section 12 of the Exchange Act, and
must be current in their reports under Section 13, in order to maintain price quotation privileges on the OTC Bulletin
Board. If we fail to remain current on our reporting requirements, we could be removed from the OTC Bulletin Board.
As a result, the market liquidity for our securities could be severely adversely affected by limiting the ability of
broker-dealers to sell our securities and the ability of stockholders to sell their securities in the secondary market.

There is no guarantee that our shares will be listed on The NASDAQ Capital Market.

We have applied for listing of our common stock on The NASDAQ Capital Market. After the consummation of this
offering, we believe that we satisfy the listing requirements and expect that our common stock will be listed on The
NASDAQ Capital Market. Such listing, however, is not guaranteed. If the application is not approved, the shares of
our common stock will continue to be traded on the OTC Bulletin Board. Even if such listing is approved, there can be
no assurance any broker will be interested in trading our stock. Therefore, it may be difficult to sell your shares of
common stock if you desire or need to sell them.  Our lead underwriter, Madison Williams and Company, is not
obligated to make a market in our securities, and even after making a market, can discontinue market making at any
time without notice. Neither we nor the underwriters can provide any assurance that an active and liquid trading
market in our securities will develop or, if developed, that the market will continue.

Lack of experience of our lead underwriter could adversely impact this offering.
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While certain of the officers of Madison Williams, our lead underwriter, have significant experience in corporate
finance and the underwriting of securities, Madison Williams has previously acted as the lead underwriter in only two
other public offering transactions. There can be no assurance that the lead underwriter’s lack of experience in this area
will not adversely affect this offering or the subsequent public market for our common stock. In particular, the lead
underwriter is responsible for conducting due diligence of our Company, reviewing disclosures contained in this
prospectus and in determining the pricing of the common stock to be sold in this offering. The lead underwriter’s lack
of experience in these matters could result in its failure to adequately detect disclosure contained in this prospectus
which is inaccurate or incomplete.
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SPECIAL NOTE REGARDING FORWARD LOOKING STATEMENTS

This prospectus contains forward-looking statements. Such forward-looking statements include statements regarding,
among other things, (a) our projected sales and profitability, (b) our growth strategies, (c) anticipated trends in our
industry, (d) our future financing plans, and (e) our anticipated needs for working capital. Forward-looking statements,
which involve assumptions and describe our future plans, strategies, and expectations, are generally identifiable by
use of the words “may,” “will,” “should,” “expect,” “anticipate,” “estimate,” “believe,” “intend,” or “project” or the negative of these
words or other variations on these words or comparable terminology. This information may involve known and
unknown risks, uncertainties, and other factors that may cause our actual results, performance, or achievements to be
materially different from the future results, performance, or achievements expressed or implied by any
forward-looking statements. These statements may be found under “Prospectus Summary”, “Management's Discussion
and Analysis of Financial Condition and Results of Operations” and “Description of Business,” as well as in this
prospectus generally. Actual events or results may differ materially from those discussed in forward-looking
statements as a result of various factors, including, without limitation, the risks outlined under “Risk Factors” and
matters described in this prospectus generally. This prospectus may contain market data related to our business, which
may have been included in articles published by independent industry sources. We are responsible for the accuracy
and completeness of the historical information contained in this market data as of the date of this prospectus.
However, this market data also includes projections that are based on a number of assumptions. If any one or more of
these assumptions turns out to be incorrect, actual results may differ materially from the projections based on these
assumptions. In light of these risks and uncertainties, there can be no assurance that the forward-looking statements
contained in this prospectus will in fact occur. In addition to the information expressly required to be included in this
filing, we will provide such further material information, if any, as may be necessary to make the required statements,
in light of the circumstances under which they are made, not misleading.

Each forward-looking statement should be read in context with, and with an understanding of, the various other
disclosures concerning our company and our business made elsewhere in this prospectus as well as other pubic reports
which may be filed with the United States Securities and Exchange Commission. You should not place undue reliance
on any forward-looking statement as a prediction of actual results or developments. We are not obligated to update or
revise any forward-looking statement contained in this prospectus to reflect new events or circumstances, unless and
to the extent required by applicable law. Neither the Private Securities Litigation Reform Act of 1995 nor Section 27A
of the Securities Act of 1933, as amended, provides any protection for statements made in this prospectus.
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DETERMINATION OF OFFERING PRICE

Although our common stock is currently traded on the OTC Bulletin Board, we have applied to have our common
stock listed for trading on The NASDAQ Capital Market which we expect to occur immediately prior to the date of
this prospectus. Trading of a security on The NASDAQ Capital Market is made through a market maker. Our lead
underwriter, Madison Williams, however, is not a market maker on The NASDAQ Capital Market and is not
obligated to make a market in our securities, and even after making a market, can discontinue market making at any
time without notice. Neither we nor the underwriters can provide any assurance that an active and liquid trading
market in our securities will develop or, if developed, that the market will continue.

The public offering price of the shares offered by this prospectus has been determined by negotiation between us and
the underwriters. Among the factors considered in determining the public offering price of the shares were:

• our history and our prospects;

• the industry in which we operate;

• our past and present operating results;

• the previous experience of our executive officers; and

• the general condition of the securities markets at the time of this offering.

The offering price stated on the cover page of this prospectus should not be considered an indication of the actual
value of the shares. That price is subject to change as a result of market conditions and other factors, and we cannot
assure you that the shares can be resold at or above the public offering price.
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USE OF PROCEEDS

Based on an assumed offering price of $6.00 per share (the midpoint of our expected offering range of $5.00 to $7.00),
we estimate the gross proceeds from the sale of 4,350,000 shares of common stock, prior to deducting underwriting
discounts and commissions and the estimated offering expenses payable by us, will be approximately $26.1 million
(approximately $30.0 million if the over-allotment option granted to the underwriters is exercised in full).

We estimate that we will receive net proceeds of $ 23.5 million, after deducting for underwriting discounts and
commissions and our underwriter’s expense allowance and estimated expenses of approximately $2.6 million, which
includes legal, accounting, printing costs and various fees associated with the registration and listing of our shares. If
the underwriters exercise their right to purchase an additional 652,500 shares  shares of common stock to cover
over-allotments, we will receive an additional $3.64 million, after deducting $0.27 million for underwriting discounts
and commissions. Assuming no exercise of our underwriters’ over-allotment option, we intend to use the net proceeds
of the offering as follows:

Application of
Net Proceeds

Percentage of
Net Proceeds

Addition of new stores within Zhejiang Province (1) $ 8,800,000 38 %
Acquisition of leaseholds within Zhejiang Province (2) 12,700,000 54 %
General marketing (3) 500,000 2 %
Working capital (4) 1,500,000 6 %

Total $ 23,500,000 100 %

(1) We are planning to build additional drugstores throughout Zhejiang province organically as well as by
acquisition. To build a 3,000 square foot store, we estimate that our initial cash outlay will be approximately
RMB 3.0 million ($0.44 million) which includes initial inventory stocking (approximately 1.2 million RMB), first
year lease prepayment (0.7 million RMB), pre-marketing costs (0.5 million RMB) and leasehold improvements
(0.6 million RMB). Note that these are general estimates and the actual cost may vary depending upon the
location.

(2) In addition to directly opening drugstores, we may acquire existing drugstores or other storefronts that could
potentially be converted into drugstores throughout Zhejiang province. In addition to the costs estimated in (1) we
may be required to make a payment to the existing business owner to purchase the leasehold rights. As of the date
of this prospectus, we have not entered into any letter of intent with any potential acquisition targets. As the
significant majority of our stores have not been established through acquisition, our estimate of the costs of doing
so may not be accurate.

(3) We will increase our spending on marketing and advertising through various channels to strengthen our brand in
new cities and throughout Zhejiang Province.

(4) Working capital will mainly be used to make advances to suppliers to obtain more favorable costs on the products
that we sell.

The amounts actually spent by us for any specific purpose may vary significantly and will depend on a number of
factors, including the progress of our current efforts within the city of Hangzhou. Accordingly, our management has
broad discretion to allocate the net proceeds. Pending the uses described above, we intend to invest the net proceeds of
this offering in short-term, interest-bearing, investment-grade securities.

29

Edgar Filing: CHINA JO-JO DRUGSTORES, INC. - Form S-1/A

61



CAPITALIZATION

The following table sets forth our capitalization as of December 31, 2009:

• on an actual and pro-forma basis (giving effect to the anticipated 1-for-2 reverse stock split); and
•on a pro forma as adjusted basis to give effect to the sale of 4,350,000 shares of common stock in this offering at an

assumed public offering price of $6.00 per share, which is the midpoint of our expected offering range, after
deducting the estimated underwriting discount and commissions and estimated offering expenses payable by us and
application of net proceeds.

The “pro forma” column represents the capitalization the Company will receive as a result of this offering assuming that
the public offering price is $6.00 per share and assuming that the total number of shares sold is 4,350,000 shares
(collectively “Pro-Forma Capitalization”) while the “pro forma as adjusted” column combines the Pro-Forma
Capitalization with our capitalization as of December 31, 2009.

You should read this table together with “Use of Proceeds,” “Summary Financial Information,” “Management’s Discussion
and Analysis of Financial Condition and Results of Operations” and our consolidated financial statements and the
related notes appearing elsewhere in this prospectus.

As of December 31, 2009

Actual Pro Forma
Pro-Forma

As Adjusted  (1)
Common stock, $0.001 par value, 250,000,000 shares authorized; 10,000,000
shares issued and outstanding. $ 10,000 $ 4,350 $ 14,350
Paid-in-capital $ 877,884 $ 26,095,650 $ 26,973,534
Statutory reserves $ 1,309,109 $ — $ 1,309,109
Retained earnings $ 10,982,385 $ — $ 10,982,385
Accumulated other comprehensive income (loss) $ (349,746) $ — $ (349,746)
Total shareholder’s equity $ 12,829,632 $ 26,100,000 $ 38,929,632
Total capitalization $ 12,829,632 $ 26,100,000 $ 38,929,632

(1)A $1.00 increase (decrease) in the assumed offering price of $6.00 per share would increase (decrease) by
approximately $3.9 million each of pro forma as adjusted paid-in capital, total stockholder’s equity and total
capitalization, assuming that the number of shares offered by us, as set forth on the cover page of this prospectus,
remains the same and after deducting the underwriting discounts and commissions payable to the underwriters and
the estimated offering expenses payable by us.
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DILUTION

As of December 31, 2009, we had a net tangible book value of $12,829,632 or $1.28 per share (after giving effect to
the anticipated 1-for-2 reverse stock split). Net tangible book value represents our total tangible assets, less all
liabilities, divided by the number of shares of common stock outstanding. Without taking into account any changes in
such net tangible book value after December 31, 2009, other than to give effect to our sale of 4,350,000 shares of
common stock offered hereby (based on an assumed offering price of $6.00), as well as the 130,500 shares underlying
the underwriter representative’s common stock purchase option, the pro forma net tangible book value per share at
December 31, 2009 would have been $2.51. This amount represents an immediate increase in net tangible book value
of $1.23 per share to our current shareholders and an immediate decrease in net tangible book value of $3.49 per share
to new investors purchasing shares in this offering as illustrated in the following table:

Public offering price per share (1) $ 6.00
Net tangible book value per share before the offering $ 1.28
Increase in net tangible book value per share to existing shareholders attributable to new investors (after
deduction of the estimated underwriting discount and other offering expenses to be paid by Company) $ 1.23
Pro-forma net tangible book value per share after the offering $ 2.51
Decreased value per share to new investors (determined by taking the adjusted net tangible book value
after the offering and deducting the amount of cash paid by a new investor for a share of common
stock) $ 3.49

The following table sets forth, on a pro forma basis as of December 31, 2009, the number of shares of common stock
purchased from us, the total consideration paid and the average price per share paid by the existing shareholders and
by the new investors, assuming in the case of new investors a public offering price of $6.00 per share, before
deductions of the underwriting and other offering expenses:

Shares
Purchased
Number Percent

Total
Consideration

Amount
(in 000’s) Percent

Average
Price
Per

Share
Existing Shareholders 10,000,000 70% $ 868 3% $ 0.08
New Investors 4,350,000 30% $ 26,100 97% $ 6.00
Total 14,350,000 100% $ 26,968 100%

The foregoing table does not include the impact of the exercise of the underwriter’s overallotment option.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our results of operations and financial condition for the three and nine
months ended December 31, 2009 and 2008, and for the fiscal years ended March 31, 2009 and 2008, should be read
in conjunction with the Summary Financial Information and our financial statements and the notes to those financial
statements that are included elsewhere in this prospectus. Our discussion includes forward-looking statements based
upon current expectations that involve risks and uncertainties, such as our plans, objectives, expectations and
intentions. Actual results and the timing of events could differ materially from those anticipated in these
forward-looking statements as a result of a number of factors, including those set forth under the “Risk Factors”,
“Cautionary Notice Regarding Forward-Looking Statements” and “Description of Business” sections and elsewhere in this
prospectus. We use words such as “anticipate,” “estimate,” “plan,” “project,” “continuing,” “ongoing,” “expect,” “believe,” “intend,”
“may,” “will,” “should,” “could,” “predict,” and similar expressions to identify forward-looking statements. Although we believe
the expectations expressed in these forward-looking statements are based on reasonable assumptions within the bound
of our knowledge of our business, our actual results could differ materially from those discussed in these statements.
Factors that could contribute to such differences include, but are not limited to, those discussed in the “Risk Factors”
section of this prospectus. We undertake no obligation to update publicly any forward-looking statements for any
reason even if new information becomes available or other events occur in the future.

Our financial statements are prepared in US$ and in accordance with accounting principles generally accepted in the
United States. See “Exchange Rates” below for information concerning the exchanges rates at which Renminbi (“RMB”)
were translated into US$ at various pertinent dates and for pertinent periods.

Overview

China Jo-Jo Drugstores, Inc. (“Jo-Jo Drugstores” or the “Company”), was incorporated in Nevada on December 19, 2006,
originally under the name Kerrisdale Mining Corporation.  On September 24, 2009, The Company changed its name
to “China Jo-Jo Drugstores, Inc.” in connection with the share exchange transaction described below.

On September 17, 2009, the Company completed a share exchange transaction with Renovation Investment (Hong
Kong) Co., Ltd. (“Renovation HK”) a Hong Kong company, and Renovation HK became a wholly-owned subsidiary of
the Company. On the closing date, the Company issued 7,900,000 of its common stock (after giving effect to the
anticipated 1-for-2 reverse stock split to Renovation HK’s stockholders in exchange for 100% of the capital stock of
Renovation HK. Prior to the share exchange transaction, the Company had 2,100,000 shares of common stock issued
and outstanding (after giving effect to the anticipated 1-for-2 reverse stock split). After the share exchange transaction,
the Company had 10,000,000 shares of common stock outstanding (after giving effect to the anticipated 1-for-2
reverse stock split) and Renovation HK’s stockholders owned 79% of the issued and outstanding shares. The
management members of Renovation HK became the directors and officers of the Company.  The share exchange
transaction was accounted for as a reverse acquisition and recapitalization and, as a result, the consolidated financial
statements of the Company (the legal acquirer) is, in substance, those of Renovation HK (the accounting acquirer),
with the assets and liabilities, and revenues and expenses, of the Company being included effective from the date of
the share exchange transaction.

Renovation HK is a holding company that, through its wholly-owned PRC subsidiary, Zhejiang Jiuxin Investment
Management Co., Ltd. (“Jiuxin Management”), controls three PRC companies, namely Hangzhou Jiuzhou Grand
Pharmacy Chain Co., Ltd. (“Jiuzhou Pharmacy”), Hangzhou Jiuzhou Clinic of Integrated Traditional and Western
Medicine General Partnership (“Jiuzhou Clinic”), and Hangzhou Jiuzhou Medical & Public Health Service Co., Ltd.
(“Jiuzhou Service”), by a series of contractual arrangements. All of our business operations are carried out by HJ Group.
Throughout this prospectus, Jiuzhou Pharmacy, Jiuzhou Clinic and Jiuzhou Service are sometimes collectively
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referred to “HJ Group,” and Renovation HK, Jiuxin Management and HJ Group are sometimes collectively referred to
as “Grand Pharmacy Group.”

The contractual arrangements with HJ Group are necessary to comply with Chinese laws limiting foreign ownership
of certain companies. Through these contractual arrangements, we have the ability to substantially influence the daily
operations and financial affairs of the three HJ Group companies, appoint their senior executives and approve all
matters requiring approval of their equity owners. As a result of these contractual arrangements, which enable us to
control HJ Group, we are considered the primary beneficiary of HJ Group. Please see Note 1 to our consolidated
financial statements for the nine months ended December 31, 2009, for the impact of the contractual arrangements on
our consolidated financial statements.

On October 27, 2009, we were made a party to a series of amendments to the contractual arrangements with HJ
Group. Specifically, four of the five agreements comprising the contractual arrangements – namely, the consulting
services agreement, the operating agreement, the option agreement and the voting rights proxy agreement – were
amended to remove a provision terminating these agreements on May 1, 2010 unless we complete a financing of at
least $25 million and the listing of our common stock on The NASDAQ Capital Market by such date. As amended:
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• the consulting services agreement shall remain in effect for the maximum period of time permitted by law, unless
sooner terminated by Jiuxin Management or if either Jiuxin Management or an HJ Group company becomes
bankrupt or insolvent, or otherwise dissolves or ceases business operations;

• the operating agreement shall remain in effect unless terminated by Jiuxin Management;

• the option agreement shall remain in effect for the maximum period time permitted by law; and

• the voting rights proxy agreement shall remain in effect for the maximum period of time permitted by law.

Critical Accounting Policies and Estimates

In preparing our consolidated financial statements in accordance with accounting principles generally accepted in the
United States, we are required to make judgments, estimates and assumptions that affect: (i) the reported amounts of
our assets and liabilities; (ii) the disclosure of our contingent assets and liabilities at the end of each reporting period;
and (iii) the reported amounts of revenue and expenses during each reporting 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.

We believe that any reasonable deviation from those judgments and estimates would not have a material impact on
our financial condition or results of operations. To the extent that the estimates used differ from actual results,
however, adjustments to the statement of operations and corresponding balance sheet accounts would be necessary.
These adjustments would be made in future financial statements.

When reading our financial statements, you should consider: (i) our critical accounting policies; (ii) the judgment and
other uncertainties affecting the application of such policies; and (iii) 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. We have not made any material changes in the
methodology used in these accounting policies during the past eighteen months.

Revenue recognition

Revenue from sales of prescription medicine at the drugstores is recognized when the prescription is filled and the
customer picks up and pays for the prescription.

Revenue from sales of other merchandise at the drugstores is recognized at the point of sale, which is when the
customer pays for and receives the merchandise.

Revenue from medical services (which is nominal) is recognized after the service has been rendered to the customer.

Revenue from sales of merchandise to non-retail customers is recognized when the following conditions are met: 1)
persuasive evidence of an arrangement exists (sales agreements and customer purchase orders are used to determine
the existence of an arrangement); 2) delivery of goods has occurred and risks and benefits of ownership have been
transferred, which is when the goods are received by the customer at its designated location in accordance with the
sales terms; 3) the sales price is fixed or determinable; and 4) collectability is probable. Historically, sales returns have
been immaterial.
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Our revenue is net of value added tax (“VAT”) collected on behalf of tax authorities in respect of the sale of
merchandise. VAT collected from customers, net of VAT paid for purchases, is recorded as a liability in the balance
sheet until it is paid to the tax authorities.

Vendor allowances

 The Company accounts for vendor allowances according the accounting standards, Accounting by a Customer
(Including a Reseller) for Certain Consideration Received from a Vendor, and by Reseller to Sales Incentives Offered
to Consumers by Manufacturers. Vendor allowances reduce the carrying value of inventories and subsequently
transferred to cost of goods sold when the inventories are sold, unless those allowances are specifically identified as
reimbursements for advertising, promotion and other services, in which case they are recognized as a reduction of the
related advertising and promotion costs.

Slotting allowances are a major portion of total allowances. With slotting allowances, the vendors reimburse the
Company for the cost of placing new product on the shelf. The Company has no obligation or commitment to keep the
product on the shelf for a minimum period.

A small portion of vendor allowance also includes advertising and promotion allowances for the promotion of
vendors' products in stores. The promotion may be any combination of a temporary price reduction or a feature in
print ads.
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Depreciation and Amortization

Our non-current assets include property and equipment, including leasehold improvements, long term deposits and
long term advances to suppliers. We depreciate our equipment assets using the straight-line method over the estimated
useful lives of the assets. We make estimates of the useful lives of the equipment (including the salvage values), in
order to determine the amount of depreciation expense to be recorded during any reporting period. We amortize
leasehold improvements of our retail drugstores and other business premises over the shorter of five years or lease
term. A majority of our leases have a five-year term. We estimate the useful lives of our other property and equipment
at the time we acquire the assets based on our historical experience with similar assets as well as anticipated
technological and other changes. If technological changes were to occur more rapidly than anticipated or in a different
form than anticipated, we may shorten the useful lives assigned to these assets as appropriate, which will result in the
recognition of increased depreciation and amortization expense in future periods. There has been no change to the
estimated useful lives and salvage values during the nine months ended December 31, 2009 and 2008.

Impairment of Long-Lived Assets

We evaluate our long lived tangible and intangible assets for impairment, at least annually, but more often whenever
events or changes in circumstances indicate that the carrying value may not be recoverable from its estimated future
cash flows. Recoverability is measured by comparing the asset’s net book value to the related projected undiscounted
cash flows from these assets, considering a number of factors including past operating results, budgets, economic
projections, market trends and product development cycles. If the net book value of the asset exceeds the related
undiscounted cash flows, the asset is considered impaired, and a second test is performed to measure the amount of
impairment loss. Based on its review, we believe that, as of December 31, 2009, there was no impairment.

Inventories

We state our inventory at the lower of cost or market. Cost is determined using the weighted average cost method.
Market is the lower of replacement cost or net realizable value. We carry out physical inventory counts on a monthly
basis at each store and distribution location to ensure that the amounts reflected in the consolidated financial
statements at each reporting period are properly stated and valued. We record write-downs to inventory for shrinkage
losses and damaged merchandise that are identified during the inventory counts. The inventory write downs for the
nine months ended December 31, 2009 and 2008 have been immaterial.

Recent Accounting Pronouncements

In April 2009, the FASB issued an accounting standard that requires disclosures about fair value of financial
instruments not measured on the balance sheet at fair value in interim financial statements as well as in annual
financial statements. Prior to this accounting standard, fair values for these assets and liabilities were only disclosed
annually. This standard applies to all financial instruments within its scope and requires all entities to disclose the
method(s) and significant assumptions used to estimate the fair value of financial instruments. This standard does not
require disclosures for earlier periods presented for comparative purposes at initial adoption, but in periods after the
initial adoption, this standard requires comparative disclosures only for periods ending after initial adoption. On July
1, 2009, the Company adopted this accounting standard, but it did not have a material impact on the disclosures
related to its consolidated financial statements.

In June 2009, the FASB issued an accounting standard amending the accounting and disclosure requirements for
transfers of financial assets. This accounting standard requires greater transparency and additional disclosures for
transfers of financial assets and the entity’s continuing involvement with them and changes the requirements for
derecognizing financial assets. In addition, it eliminates the concept of a qualifying special-purpose entity (“QSPE”).
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This accounting standard is effective for financial statements issued for fiscal years beginning after November 15,
2009, and the Company does not expect this standard to have a material effect on its consolidated financial statements.

In June 2009, the FASB also issued an accounting standard amending the accounting and disclosure requirements for
the consolidation of variable interest entities (“VIEs”). The elimination of the concept of a QSPE, as discussed above,
removes the exception from applying the consolidation guidance within this accounting standard. Further, this
accounting standard requires a company to perform a qualitative analysis when determining whether or not it must
consolidate a VIE. It also requires a company to continuously reassess whether it must consolidate a VIE.
Additionally, it requires enhanced disclosures about a company’s involvement with VIEs and any significant change in
risk exposure due to that involvement, as well as how its involvement with VIEs impacts the company’s financial
statements. Finally, a company will be required to disclose significant judgments and assumptions used to determine
whether or not to consolidate a VIE. This accounting standard is effective for financial statements issued for fiscal
years beginning after November 15, 2009, and the Company is currently assessing the impact of adoption this
standard.

In August 2009, the FASB issued an Accounting Standards Update (“ASU”) regarding measuring liabilities at fair
value. This ASU provides additional guidance clarifying the measurement of liabilities at fair value in circumstances
in which a quoted price in an active market for the identical liability is not available; under those circumstances, a
reporting entity is required to measure fair value using one or more of valuation techniques, as defined. This ASU is
effective for the first reporting period, including interim periods, beginning after the issuance of this ASU. The
Company is currently evaluating the impact of this ASU on its consolidated financial statements.
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In October 2009, FASB issued an ASU regarding accounting for own-share lending arrangements in contemplation of
convertible debt issuance or other financing.  This ASU requires that at the date of issuance of the shares in a
share-lending arrangement entered into in contemplation of a convertible debt offering or other financing, the shares
issued shall be measured at fair value and be recognized as an issuance cost, with an offset to additional paid-in
capital. Further, loaned shares are excluded from basic and diluted earnings per share unless default of the
share-lending arrangement occurs, at which time the loaned shares would be included in the basic and diluted
earnings-per-share calculation.  This ASU is effective for fiscal years beginning on or after December 15, 2009, and
interim periods within those fiscal years for arrangements outstanding as of the beginning of those fiscal years. The
Company is currently assessing the impact of this ASU on its consolidated financial statements.

In December 2009, FASB issued ASU No. 2009-16, Accounting for Transfers of Financial Assets. This Accounting
Standards Update amends the FASB Accounting Standards Codification for the issuance of FASB Statement No. 166,
Accounting for Transfers of Financial Assets—an amendment of FASB Statement No. 140.The amendments in this
Accounting Standards Update improve financial reporting by eliminating the exceptions for qualifying
special-purpose entities from the consolidation guidance and the exception that permitted sale accounting for certain
mortgage securitizations when a transferor has not surrendered control over the transferred financial assets. In
addition, the amendments require enhanced disclosures about the risks that a transferor continues to be exposed to
because of its continuing involvement in transferred financial assets. Comparability and consistency in accounting for
transferred financial assets will also be improved through clarifications of the requirements for isolation and
limitations on portions of financial assets that are eligible for sale accounting. The Company does not expect the
adoption of this ASU to have a material impact on its consolidated financial statements.

In December, 2009, FASB issued ASU No. 2009-17, Improvements to Financial Reporting by Enterprises Involved
with Variable Interest Entities. This Accounting Standards Update amends the FASB Accounting Standards
Codification for the issuance of FASB Statement No. 167, Amendments to FASB Interpretation No. 46(R). The
amendments in this Accounting Standards Update replace the quantitative-based risks and rewards calculation for
determining which reporting entity, if any, has a controlling financial interest in a variable interest entity with an
approach focused on identifying which reporting entity has the power to direct the activities of a variable interest
entity that most significantly impact the entity’s economic performance and (1) the obligation to absorb losses of the
entity or (2) the right to receive benefits from the entity. An approach that is expected to be primarily qualitative will
be more effective for identifying which reporting entity has a controlling financial interest in a variable interest entity.
The amendments in this Update also require additional disclosures about a reporting entity’s involvement in variable
interest entities, which will enhance the information provided to users of financial statements. The Company is
currently evaluating the impact of this ASU, however, the Company does not expect the adoption of this ASU to have
a material impact on its consolidated financial statements.

In January 2010, FASB issued ASU No. 2010-02 regarding accounting and reporting for decreases in ownership of a
subsidiary.  Under this guidance, an entity is required to deconsolidate a subsidiary when the entity ceases to have a
controlling financial interest in the subsidiary.  Upon deconsolidation of a subsidiary, and entity recognizes a gain or
loss on the transaction and measures any retained investment in the subsidiary at fair value.  In contrast, an entity is
required to account for a decrease in its ownership interest of a subsidiary that does not result in a change of control of
the subsidiary as an equity transaction.  This ASU clarifies the scope of the decrease in ownership provisions, and
expands the disclosures about the deconsolidation of a subsidiary or de-recognition of a group of assets.  This ASU is
effective for beginning in the first interim or annual reporting period ending on or after December 31, 2009.  The
Company is currently evaluating the impact of this ASU; however, the Company does not expect the adoption of this
ASU to have a material impact on its consolidated financial statements.

            In January 2010, FASB issued ASU No. 2010-01- Accounting for Distributions to Shareholders with
Components of Stock and Cash. The amendments in this Update clarify that the stock portion of a distribution to
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shareholders that allows them to elect to receive cash or stock with a potential limitation on the total amount of cash
that all shareholders can elect to receive in the aggregate is considered a share issuance that is reflected in EPS
prospectively and is not a stock dividend for purposes of applying Topics 505 and 260 (Equity and Earnings Per
Share). The amendments in this update are effective for interim and annual periods ending on or after December 15,
2009, and should be applied on a retrospective basis. The Company does not expect the adoption of this ASU to have
a material impact on its consolidated financial statements.

In January 2010, FASB issued ASU No. 2010-02 – Accounting and Reporting for Decreases in Ownership of a
Subsidiary – a Scope Clarification. The amendments in this Update affect accounting and reporting by an entity that
experiences a decrease in ownership in a subsidiary that is a business or nonprofit activity. The amendments also
affect accounting and reporting by an entity that exchanges a group of assets that constitutes a business or nonprofit
activity for an equity interest in another entity.  The amendments in this update are effective beginning in the period
that an entity adopts SFAS No. 160, “Non-controlling Interests in Consolidated Financial Statements – An Amendment
of ARB No. 51.” If an entity has previously adopted SFAS No. 160 as of the date the amendments in this update are
included in the Accounting Standards Codification, the amendments in this update are effective beginning in the first
interim or annual reporting period ending on or after December 15, 2009. The amendments in this update should be
applied retrospectively to the first period that an entity adopted SFAS No. 160. The Company does not expect the
adoption of this ASU to have a material impact on its consolidated financial statements.

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

Results of Operations - Three Months ended December 31, 2009 as compared to Three Months ended December 31,
2008

Revenue. Our revenue increased by $3,360,944 or 29.1% to $14,923,706 for the three months ended December 31,
2009 from $11,562,762 for the three months ended December 31, 2008 due to operating additional store locations. Of
this increase, 38.7% or $1,302,166 was from new stores that were opened subsequent to December 31, 2008. We
operated 23 stores as of December 31, 2009, as compared to 15 stores as of December 31, 2008. We anticipate that
our overall revenue will continue to increase as we open additional stores.

Gross Profit. Our gross profit increased by 43.4% to $4,766,835 for the three m
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