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SHANDONG ZHOUYUAN SEED AND NURSERY CO., LTD.
NOTES OF THE FINANCIAL REPORT

FOR THE TWELVE MONTH ENDED DECEMBER 31, 2012 AND 2011

Note 1 -BASIS OF PRESENTATION

The accompanying unaudited financial statements as of December 31, 2012 and 2011,
have been prepared in accordance with accounting principles generally accepted in
the United States of America (“GAAP”) for interim financial information. They do
not include all of the information and footnotes for complete financial statements as
required by GAAP. In management's opinion, all adjustments (consisting only of
normal recurring adjustments) considered necessary for a fair presentation have been
included. The results of operations for the years ended December 31, 2012 and 2011
presented are not necessarily indicative of the results to be expected for the full year.
These financial statements should be read in conjunction with the Company’s audited
financial statements and notes thereto for the fiscal year ended December 31, 2011

Note 2 - ORGANIZATION AND OPERATIONS
The Company was originally incorporated in the State of North Carolina on July 20, 1996 under
the name “Great Land Development Co.” In 2000, Great Land Development Co., changed its
name to “Xenicent, Inc.” In 2004, Xenicent, Inc. changed its name to “Pingchuan Pharmaceutical,
Inc.” In 2007, Pingchuan changed its name to “Shandong Zhouyuan Seed and Nursery Company,
Ltd.”  As Great Land Development Co., the Company was in the business of real estate
consulting and purchasing and reselling vacant tracts of land, primarily in the North Carolina area.
In 2002, the Company acquired a majority interest in Giantek Technology Corporation ("Giantek"),
a Taiwanese corporation that manufactured and distributed Light Emitting Diode (LED) display
systems. In 2003, the Company terminated its relationship with Giantek and agreed to transfer all
of the Company’s interest in Giantek back to its former controlling shareholders. Thereafter the
Company existed as a “shell company,” and had no business operations and only nominal assets
until August 11, 2004 when the Company consummated into a plan of exchange shares with
Heilongjiang Pingchuan Medical Equipment Inc, a corporation organized and validly existing
under the laws of the People’s Republic of China, and changed its name to “Pingchuan
Pharmaceutical, Inc.” In February 2007, the Company consummated the merger of Infolink
Pacific Limited into a wholly-owned subsidiary of the Company (the “Merger”) and changed its
state of incorporation from North Carolina to Delaware, and changed the name from “Pingchuan
Pharmaceutical, Inc.” to “Shandong Zhouyuan Seed and Nursery Company, Co. Ltd.” In February
2010, the Company changed its state of incorporation to Nevada, in the name of "Shangdong
Zhouyuan Seed and Nursery Company". See “The Merger” below. Unless the context otherwise
requires, the term “Company” as used herein collectively refers to Shandong Zhouyuan or
Shandong Zhouyuan (USA) and its wholly-owned subsidiaries and consolidated entities, including
Infolink Pacific Limited and Shandong Zhouyuan Seed and Nursery Co., Ltd., or Shandong
Zhouyuan (China), a PRC company.

Subsidiaries and Joint Ventures
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The diagram below illustrates the current corporate structure of the Company and its subsidiaries
(“we,” “our,” “us,” or the “Company”):

2. GOING CONCERN
As reflected in the accompanying consolidated financial statements, the Company has
working capital deficiency and accumulated deficit .  These factors raise substantial
doubt about its ability to continue as a going concern.  In view of the matters
described above, recoverability of a major portion of the recorded asset amounts
shown in the accompanying consolidated balance sheet is dependent upon continued
operations of the Company, which in turn is dependent upon the Company's ability to
raise additional capital, obtain financing and succeed in its future operations.  The
financial statements do not include any adjustments relating to the recoverability and
classification of recorded asset amounts or amounts and classification of liabilities
that might be necessary should the Company be unable to continue as a going
concern.

Management has taken the following steps to revise its operating and financial
requirements, which it believes are sufficient to provide the Company with the ability
to continue as a going concern.  The Company is actively pursuing additional
funding and a potential merger or acquisition candidate and strategic partners, which
would enhance stockholders' investment.
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Note 3- SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation
The accompanying consolidated financial statements are prepared in accordance with
generally accepted accounting principles in the United States of America ("US
GAAP").  This basis of accounting differs from that used in the statutory accounts of
the Company, which are prepared in accordance with the "Accounting Principles of
China " ("PRC GAAP").  Certain accounting principles, which are stipulated by US
GAAP, are not applicable in the PRC GAAP.  The difference between PRC GAAP
accounts of the Company and its US GAAP financial statements is immaterial.
The Company maintains its books and accounting records in PRC currency
"Renminbi" ("RMB"), which is determined as the functional currency. Assets and
liabilities of the Company are translated at the prevailing exchange rate at each year
end. Contributed capital accounts are translated using the historical rate of exchange
when capital is injected. Income statement accounts are translated at the average rate
of exchange during the year. Translation adjustments arising from the use of different
exchange rates from period to period are include in the cumulative translation
adjustment account in shareholders' equity. Gain and losses resulting from foreign
currency transactions are included in operations.
Certain amounts in the prior year's consolidated financial statements and notes have
been revised to conform to the current year presentation.

Statement of Cash Flows
In accordance with FASB ASC 830-230, “Statement of Cash Flows”, cash flows from
the Company’s operations is calculated based upon the functional currency.  As a
result, amounts related to assets and liabilities reported on the statement of cash flows
may not necessarily agree with changes in the corresponding balances on the balance
sheet.

Use of Estimates
The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements, and the reported amounts of
revenue and expenses during the reporting period.  Actual results when ultimately
realized could differ from those estimates.

Cash and Cash Equivalents
Cash and cash equivalents include cash on hand, deposits in banks with maturities of
three months or less, and all highly liquid investments which are unrestricted as to
withdrawal or use, and which have original maturities of three months or less.
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Accounts Receivable
Accounts receivable are recorded at the invoiced amount and do not bear interest.
The Company extends unsecured credit to its customers in the ordinary course of
business but mitigates the associated risks by performing credit checks and actively
pursuing past due accounts. An allowance for doubtful accounts is established and
determined based on managements' assessment of known requirements, aging of
receivables, payment history, the customer's current credit worthiness, and the
economic environment. Recoveries of balances previously written off are also
reflected in this allowance.

Concentrations of Credit Risk
Financial instruments that subject the Company to concentrations of credit risk consist
primarily of cash and cash equivalents. The Company maintains its cash and cash
equivalents with high-quality institutions. Deposits held with banks may exceed the
amount of insurance provided on such deposits. Generally these deposits may be
redeemed upon demand and therefore bear minimal risk.

Fair Value of Financial Instruments
The carrying value of financial instruments including cash and cash equivalents,
receivables, prepaid expenses, accounts payable, and accrued expenses, approximates
their fair value due to the relatively short-term nature of these instruments.

Advance to Suppliers
The Company purchases seeds from the suppliers throughout the operating cycle. The
majority of the seeds is purchased from the growers from the end of November
through the following February.  Pursuant to some purchase contracts, the Company
may advance certain amount of purchase price to growers.

Inventories
Inventories are stated at the lower of cost or market value. Actual cost is used to value
raw materials and supplies. Finished goods and work in process are valued at
First-In-First-Out (FIFO) method.

Valuation of Long-Lived Assets
Long-lived assets and certain identifiable intangibles are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be recoverable. Recoverability of assets to be held and used is measured
by a comparison of the carrying amount of an asset to future net cash flows expected
to be generated by the asset. If such assets are considered to be impaired, the
impairment to be recognized is measured by the amount by which the carrying
amount of the assets exceeds the fair value of the assets. Assets to be disposed of are
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reported at the lower of the carrying amount or fair value less costs to sell.

Property, Plant and Equipment
Property, plant and equipment are carried at cost.  The cost of repairs and
maintenance is expensed as incurred; major replacements and improvements are
capitalized.

When assets are retired or disposed of, the cost and accumulated depreciation are
removed from the accounts, and any resulting gains or losses are included in income
in the year of disposition. Depreciation is calculated on a straight-line basis over the
estimated useful life of the assets.

The percentages or depreciable life applied are:

Property and Plant              30 years
Machines and equipment          7 years
Office equipment                5 years

Motor vehicles                  5 years

Land Use Right
All land belongs to the State in PRC.  Enterprises and individuals can pay the State a
fee to obtain a right to use a piece of land for commercial purpose or residential
purpose for a period of 50 years or 70 years, respectively.  The right of land usage
can be sold, purchased, and exchange in the market.

The Company obtained the right to use a piece of land at which its headquarter
building is located for a period of 50 years, from December 30, 1998 to December 30,
2045, and a piece of land at which its packing facilities and warehouse are located for
a period of 50 years from September 10, 2003 to September 10, 2053.  We amortize
the cost of these and usage rights over a period of 50 years, using straight-line method
with no residual value.

Acquired Seed Patents, net
Acquired intangible assets consist primarily of purchased technology rights and are
stated at cost less accumulated amortization. Amortization is calculated on a
straight-line basis over the estimated useful lives of these assets of an average of 10
years and recorded in cost of revenues.

Short-term Loans

Short-term loans are temporally loans from third parties to finance the Company’s
operation due to lack of cash resources.  These loans are unsecured, non-interest
bearing and have no fixed terms of repayment, therefore, deemed payable on demand.
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Cash flows from these activities are classified as cash flows from financing activates.

Due to Employees

Due to employees are temporally short-term loans from our employees to finance the
Company’s operation due to lack of cash resources.  These loans are unsecured,
non-interest bearing and have no fixed terms of repayment, therefore, deemed payable
on demand.  Cash flows from these activities are classified as cash flows from
financing activates.

Revenue Recognition

The Company recognizes revenue when the earnings process is complete, both title
and the risks and rewards of ownership are transferred or services have been rendered
and accepted, the selling price is fixed or determinable, and collectability is
reasonably assured.

(1) Sales of Hybrid Seeds

The Company derives its revenue primarily from the sale of various branded
conventional seeds and branded seeds with biotechnology traits.  The Company
recognizes revenue from sales of hybrid seeds when the significant risks and rewards
of ownership have been transferred pursuant to PRC law, including such factors as
when persuasive evidence of an arrangement exists, delivery has occurred, the sales
price is fixed or determinable, and collectability is reasonably assured. The Company
generally recognizes revenue when its products are shipped.

The Company does not provide an unconditional right of return, price protection or
any other concessions to our customers.  Sales returns and other allowances have
been immaterial in our operation.

(2) Franchise Fees

We authorize hybrid seed productors to grow and distribute some of our hybrid seeds
with plant variety protection within the designated area in a certain period of time.
The amount of franchise fee varies based on the sales territory and the number of
hybrid seeds with plant variety protection. We generally collect the entire franchise
fee when the franchise contract is executed, and then recognize franchise fee revenue
over the beneficial period described by the contract, as the revenue is realized or
realizable and earned.

Deferred Revenue
Payments received prior to satisfying the Company’s revenue recognition criteria are
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recorded as deferred revenue.

Cost of Revenue
Cost of Hybrid Seeds Sold
Cost of hybrid seeds sold consists of expenses directly related to crop seed sales,
including the purchase prices for seeds, depreciation and amortization, impairment of
inventory, shipping and handling costs, salary and compensation, supplies, and rent,
as well as the amortization expense of seed patents.

Cost of Franchise Fees
Costs of franchise fees principally include the costs to prepare the franchise contracts
and the payroll to employees who are responsible for inspection and monitoring the
franchisees. These expenses are immaterial and therefore included in the general and
administrative expenses.

Research and Development Costs

Advertising Costs

Pension and Employee Benefits
Full time employees of the PRC entities participate in a government mandated
multi-employer defined contribution plan pursuant to which certain pension benefits,
medical care, unemployment insurance, employee housing fund and other welfare
benefits are provided to employees. Chinese labor regulations require the Company to
accrue for these benefits based on certain percentages of the employees' salaries.

Statutory Reserves
Pursuant to the applicable laws in PRC, PRC entities are required to make
appropriations to three non-distributable reserve funds, the statutory surplus reserve,
statutory public welfare fund, and discretionary surplus reserve, based on after-tax net
earnings as determined in accordance with the PRC GAAP, after offsetting any prior
years’ losses. Appropriation to the statutory surplus reserve should be at least 10% of
the after-tax net earnings until the reserve is equal to 50% of the Company's registered
capital.  Appropriation to the statutory public welfare fund is 5% to 10% of the
after-tax net earnings.  The statutory public welfare fund is established for the
purpose of providing employee facilities and other collective benefits to the
employees and is non-distributable other than in liquidation.  Beginning from
January 1, 2006, enterprise is no more required to make appropriation to the statutory
public welfare fund. The Company does not make appropriations to the discretionary
surplus reserve fund.

Since the Company has been accumulating deficiency, no contribution has been made
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to statutory surplus reserve fund and statutory public welfare reserve fund to date. The
company will be required to make contribution to the statutory surplus reserve fund
and statutory public welfare reserve fund upon the achievement of positive retained
earnings, which means elimination of accumulated deficit and making further positive
net income.

Income Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of
existing assets and liabilities and their respective tax bases.  Deferred tax assets and
liabilities are measured using enacted tax rates in the US and the PRC expected to
apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled.  The effect on deferred tax assets and liabilities
of a change in tax rates is recognized in income in the period that includes the
enactment date.

The Company has accumulated deficit in its operation.  Because there is no certainty
that we will realize taxable income in the future, we did no record any deferred tax
benefit as a result of these losses.

Effective January 1, 2007, the Company adopted a new FASB guidance, which
clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s
financial statements. The new FASB guidance prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a
tax position taken or expected to be taken in a tax return. The new FASB guidance
also provides guidance on de-recognition of tax benefits, classification on the balance
sheet, interest and penalties, accounting in interim periods, disclosure, and transition.
In accordance with the new FASB guidance, the Company performed a
self-assessment and concluded that there were no significant uncertain tax positions
requiring recognition in its consolidated financial statements.

The Company accounts for income taxes in interim periods in accordance with FASB
ASC 740-270, "Interim Reporting".  The Company has determined an estimated
annual effect tax rate.  The rate will be revised, if necessary, as of the end of each
successive interim period during the Company's fiscal year to its best current estimate.
The estimated annual effective tax rate is applied to the year-to-date ordinary income
(or loss) at the end of the interim period.

Earnings (Loss) Per Share

The Company reports earnings per share in accordance with FASB ASC 260,
“Earnings Per Share”, which requires presentation of basic and diluted earnings per
share in conjunction with the disclosure of the methodology used in computing such
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earnings per share. Basic earnings (loss) per share are computed by dividing income
(loss) available to common shareholders by the weighted-average number of common
shares outstanding during the period. Diluted earnings per share is computed similar
to basic earnings per share except that the denominator is increased to include the
number of additional common shares that would have been outstanding if the
potential common shares had been issued and if the additional common shares were
dilutive. There are no potentially dilutive securities outstanding (options and warrants)
for years ended December 31, 2012 and 2011, respectively.

Subsequent Events

The Company evaluated subsequent events through the time of filing the Quarterly
Report on April 15, 2010. We are not aware of any significant events that occurred
subsequent to the balance sheet date but prior to the filing of this report that would
have a material impact on our consolidated financial statements.

Fair Value of Measurements

Accounting principles generally accepted in the United States define fair value as the
exchange price that would be received for an asset or paid to transfer a liability (an
exit price) in the principal or most advantageous market for the asset or liability in an
orderly transaction between market participants at the measurement date. Additionally,
the inputs used to measure fair value are prioritized based on a three-level hierarchy.
This hierarchy requires entities to maximize the use of observable inputs and
minimize the use of unobservable inputs. The three levels of inputs used to measure
fair value are as follows:

Level 1: Unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2: Input other than quoted market prices that are observable, either directly or
indirectly, and reasonably available.  Observable inputs reflect the assumptions
market participants would use in pricing the asset or liability and are developed based
on market data obtained from sources independent of the Company.

Level 3: Unobservable inputs.  Unobservable inputs reflect the assumptions that the
Company develops based on available information about what market participants
would use in valuing the asset or liability

An asset or liability’s level within the fair value hierarchy is based on the lowest level
of any input that is significant to the fair value measurement.  Availability of
observable inputs can vary and is affected by a variety of factors.  The Company
uses judgment in determining fair value of assets and liabilities and Level 3 assets and
liabilities involve greater judgment than Level 1 and Level 2 assets or liabilities.
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Comprehensive Income
FASB ASC 220, “Comprehensive Income”, establishes standards for reporting and
display of comprehensive income, its components and accumulated balances.
Comprehensive income as defined includes all changes in equity during a period from
non-owner sources. Accumulated comprehensive income, as presented in the
accompanying statements of changes in owners' equity consists of changes in
unrealized gains and losses on foreign currency translation. This comprehensive
income is not included in the computation of income tax expense or benefit.

Segment Reporting
FASB ASC 820, “Segments Reporting”, establishes standards for reporting
information about operating segments on a basis consistent with the Company’s
internal organization structure as well as information about geographical areas,
business segments and major customers in financial statements. The Company
currently operates in two principal business segments.

Related Parties
For the purposes of these financial statements, parties are considered to be related to
the Company if the Company has the ability, directly or indirectly, to control the party
or exercise significant influence over the party in making financial and operating
decisions, or vice versa, or where the Company and the party are subject to common
control or common significant influence. Related parties may be individuals or other
entities.

Due from/to Affiliates
Due from/to affiliates represent temporally short-term loans to/from affiliates, which
are directly or indirectly, beneficially and in the aggregate, majority-owned and
controlled by directors and principal shareholders of the Company.  These loans are
unsecured, non-interest bearing and have no fixed terms of repayment, therefore,
deemed payable on demand.  Cash flows from due from related parties are classified
as cash flows from investing activities.  Cash flows from due to related parties are
classified as cash flows from financing activities.

Loans from Directors and Officers
Loans from directors and officers are temporally short-term loans from our directors
and officers to finance the Company’s operation due to lack of cash resources.
These loans are unsecured, non-interest bearing and have no fixed terms of repayment,
therefore, deemed payable on demand.  Cash flows from these activities are
classified as cash flows from financing activates.

Recent Accounting Pronouncements
In October 2009, the FASB issued ASU No. 2009-13, Multiple-Deliverable Revenue
Arrangements—a consensus of the FASB Emerging Issues Task Force, that provides
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amendments to the criteria for separating consideration in multiple-deliverable
arrangements. As a result of these amendments, multiple-deliverable revenue
arrangements will be separated in more circumstances than under existing U.S. GAAP.
The ASU does this by establishing a selling price hierarchy for determining the selling
price of a deliverable. The selling price used for each deliverable will be based on
vendor-specific objective evidence if available, third-party evidence if vendor-specific
objective evidence is not available, or estimated selling price if neither
vendor-specific objective evidence nor third-party evidence is available. A vendor will
be required to determine its best estimate of selling price in a manner that is consistent
with that used to determine the price to sell the deliverable on a standalone basis. This
ASU also eliminates the residual method of allocation and will require that
arrangement consideration be allocated at the inception of the arrangement to all
deliverables using the relative selling price method, which allocates any discount in
the overall arrangement proportionally to each deliverable based on its relative selling
price. Expanded disclosures of qualitative and quantitative information regarding
application of the multiple-deliverable revenue arrangement guidance are also
required under the ASU. The ASU does not apply to arrangements for which industry
specific allocation and measurement guidance exists, such as long-term construction
contracts and software transactions.  The ASU is effective beginning January 1, 2011.
The adoption of this new guidance did not have a material effect on the Company’s
financial position and results of operations.

In October 2009, the FASB issued ASU No. 2009-14, Certain Revenue Arrangements
That Include Software Elements—a consensus of the FASB Emerging Issues Task
Force, that reduces the types of transactions that fall within the current scope of
software revenue recognition guidance. Existing software revenue recognition
guidance requires that its provisions be applied to an entire arrangement when the sale
of any products or services containing or utilizing software when the software is
considered more than incidental to the product or service. As a result of the
amendments included in ASU No. 2009-14, many tangible products and services that
rely on software will be accounted for under the multiple-element arrangements
revenue recognition guidance rather than under the software revenue recognition
guidance. Under the ASU, the following components would be excluded from the
scope of software revenue recognition guidance:  the tangible element of the product,
software products bundled with tangible products where the software components and
non-software components function together to deliver the product’s essential
functionality, and undelivered components that relate to software that is essential to
the tangible product’s functionality. The ASU also provides guidance on how to
allocate transaction consideration when an arrangement contains both deliverables
within the scope of software revenue guidance (software deliverables) and
deliverables not within the scope of that guidance (non-software deliverables). The
ASU is effective beginning January 1, 2011. The adoption of this new guidance did
not have a material effect on the Company’s financial position and results of
operations.
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In August 2009, the FASB issued ASU No. 2009-05, Measuring Liabilities at Fair
Value, which provides additional guidance on how companies should measure
liabilities at fair value under ASC 820. The ASU clarifies that the quoted price for an
identical liability should be used. However, if such information is not available, a
entity may use, the quoted price of an identical liability when traded as an asset,
quoted prices for similar liabilities or similar liabilities traded as assets, or another
valuation technique (such as the market or income approach). The ASU also indicates
that the fair value of a liability is not adjusted to reflect the impact of contractual
restrictions that prevent its transfer and indicates circumstances in which quoted
prices for an identical liability or quoted price for an identical liability traded as an
asset may be considered level 1 fair value. This ASU is effective October 1, 2009. The
adoption of this new guidance did not have a material effect on the Company’s
financial position and results of operations.

In June 2009, the Financial Accounting Standards Board ("FASB") amended its
guidance on accounting for variable interest entities ("VIE").  Among other things,
the new guidance requires a qualitative rather than a quantitative analysis to determine
the primary beneficiary of a VIE; requires continuous assessments of whether an
enterprise is the primary beneficiary of a VIE; enhances disclosures about an
enterprise's involvement with a VIE; and amends certain guidance for determining
whether an entity is a VIE. Under the new guidance, a VIE must be consolidated if the
enterprise has both (a) the power to direct the activities of the VIE that most
significantly impact the entity's economic performance, and (b) the obligation to
absorb losses or the right to receive benefits from the VIE that could potentially be
significant to the VIE. This new guidance will be effective as of the beginning of each
reporting entity’s first annual reporting period that begins after November 15, 2009,
and for interim periods within that first annual reporting period.  Earlier application
is prohibited. The adoption of this new guidance did not have a material effect on the
Company’s financial position and results of operations.

In May 2009, the FASB issued new accounting and disclosure guidance for
recognized and non-recognized subsequent events that occur after the balance sheet
date but before financial statements are issued. The new guidance also requires
disclosure of the date through which an entity has evaluated subsequent events and
the basis for that date. The new accounting guidance was effective for our Company
beginning with our Quarterly Report on Form 10-Q for the three and six months
ended June 30, 2009, and is being applied prospectively. This change in accounting
policy had no material impact on our financial statements.

Note 5- ACCOUNTS RECEIVABLE
Accounts receivable consists of the following:

Dec. 31, December 31,
2012 2011
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Accounts receivable $ 444,328 $ 590,010

less: Allowance for bad debt (288,256) (279,831)

Accounts  receivable, net $ 156,072 $ 310,179

We use indirect method to write off accounts receivable. The bad debt expenses
was $149,877 and $278 for the years ended December 31, 2012 and 2011,
respectively.

Note 6- INVENTORIES
Inventories consist of following:

Dec. 31, December 31,
2012 2012

Finished goods $ 474,441 $ 385,241
Supply and packing materials 355,682 135,849

$ 830,123 $ 442,238

Note 7- ADVANCES TO SUPPLIERS
Advances to suppliers consist of following:

December 31, December 31,
Name of Supplier 2012 2011

Gansu  Province Jinxibei  Seed
Co., Ltd. $ $
Gaomi Zhangcheng 138,206 145,875
Henan Shaoguoxi 98,237

Xiyou Seed Co., Ltd., Laizhou
City

143,811 -

Mr. Ren, Hongzhang-Zuocun
Zhuwang Town, Laizhou City

189,098 275,899

Mr. Wang Haolin -Sanshandao
Town,Laizhou City

42,893 167,298

Mr. Qu Jianjun -Jinxiang
Town,JiningCity

141,142

Total $ 514,008 $ 828,451

Note 8- DUE FROM RELATED PARTIES
Due from related parties consists of the following:

December 31 December 31,
Name of Related Party Description 2012 2011

Laizhou Huanxing Seed Co., Ltd. Affiliate $ 3,181,926 $ 844,847
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Total $ 3,181,926 $ 844,847
Note 9- PROPERTY AND EQUIPMENT

The following is a summary of property, plant and equipment-at cost, less accumulated
depreciation:

December 31 December 31,
2012 2011

Property and plant $ 1,518,853 $ 1,439,831
Machines and equipment 83,591 79,919
Office equipment 21,875 20,423
Motor vehicles 229,140 5,745

Total 1,853,459 1,545,918
Less: Accumulated depreciation (95,458) (76,243)

Total $ 1,758,001 $ 1,469,675
Depreciation expense charged to operations was $63,774 and $16,690 for the twelve months
ended December 31, 2012 and 2011, respectively.

Note 10- LAND USE RIGHT
The following is a summary of land use right, less amortization:

December 31 December 31,
2012 2011

Land use right $ 1,034,602 $ 865,248
less: Amortization (878,530) (555,069)

Accounts  receivable, net $ 156,072 $ 310,179

Amortization expense charged to operations was $1,412 and $1,355 for the twelve months ended
December 31, 2012 and 2011, respectively.

Note 11- ACQUIRED SEED PATENTS
The following is a summary of  acquired seed patents, less amortization:

December 31 December 31

2012 2011

Acquired seed patents $ 1,827,998 $ 1,723,535
less: Amortization (972,988) (899,878)

Accounts  receivable, net $ 855,010 $ 823,657
Amortization expense charged to operations was $2,646 and $39,184 for the twelve months
ended December 31, 2012 and 2011, respectively.
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Note 12- RECEIVABLE FROM SALE OF LAND USE RIGHT
In 2004, the Company sold land use rights to a real estate development company for
$1,228,858. The real estate development company owes the Company $309,025 as of
December 31, 2004. The parties agreed that the real estate development company would pay
interest annually at 7.488% on $126,817 (RMB 1,000,000) of the $309,025 and the rest of
the balance bears no interest. The Company imputed interest income of $4,095 for the three
months ended March 31, 2008 and $17,223 for the year ended December 31, 2008.
Beginning from April 1, 2009, the parties agreed that no interest would bear on the total
balance.
The receivable from sale of land use right consists of the following:

December 31, December 31,

2012 2011

Shandong Jianfa Construction Group Co., Ltd. $ 103,284 $ 97,830
$ 103,284 $ 97,830

Note 13- DUE TO RELATED PARTIES
Due from related parties consists of the following:

December 31, December 31,

Name of Related Party Description 2012 2011

Due to Mr. Zhigang Wang, CEO $ 8,412 $ 24,870
Laizhou Zhouyuan Corn Seed Co.,
Ltd.

- -

Accounts  receivable, net $ 8,412 $ 24,870

Note 14- STATEMENT OF CONSOLIDATED COMPREHENSIVE INCOME
For the Years Ended

December 31,
2012 2011

(unaudited) (unaudited)

Net income $ $ 1,293,622
Other comprehensive income, net of tax:

Effects of foreign currency conversion 309
Total other comprehensive, not of tax 309
Comprehensive income 1,293,622

Comprehensive income attributable to
the noncontrolling interest 324,279

Comprehensive income attributable to
Shandong Zhouyuan Seed and Nursery Co., Ltd. $ $ 969,343
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Note 15- SEGMENT REPORTING
The Company operates in two reportable business segments that are determined based upon differences in
products and services. It does not allocate any operating expenses or assets to its two business segments as
management does not use this information to measure the performance of the operating segments. Certain costs
of revenues are shared between business segments.  Also, no measures of assets by segment are reported and
used by the chief operating decision maker. Hence, the Company has not made disclosure of total assets by
reportable segments.
Summarized information by business segment for the years ended December 31, 2011 and 2012 is as follows:

For the twelve months Ended
December 31,

2012 2011
(unaudited) (unaudited)

REVENUE
Sales of hybrid seeds $ 6.692.923 $ 3,351,790
Franchise Fees -

COST OF SALES
Sales of hybrid seeds $ 4,784,560 $ 2,458,646
Franchise Fees -

GROSS PROFITS
Sales of hybrid seeds $ 1,908,363 $ 893,144
Franchise Fees -

December 31, December 31,
2012 2011

TOTAL ASSETS $ 1,908,363 $ 893,144

Note 15-SEGMENT REPORTING (continued)
Major Products
The major products consist of following

For the Twelve Months Ended
December 31,

2012 2011

Kind of
the

Name Percentage
of

Percentage
of

Seed
of the Seed

Amount
Total

Revenue Amount
Total

Revenue
Revenue

1 Corn seed Ludan 981 ﹩ 50,866 30.05%
2 Corn seed Huiyuan No. 20 51,669 5.96% 60,119 35.51%
3 Corn seed Xinyedan No.4 763,662 88.14% 34,995 20.67%
4 Corn seed Nongda 108 5,590 3.30%
5 Corn seed Baimawangzi 14,592 1.68% 2,937 1.73%
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6 Corn seed Others 36,450 4.21% 14,784 8.74%
Total 866,373 100% 161,665 100% 100%

Costs of
Sales

1 Corn seed Ludan 981 ﹩ 57,476 35.55%
2 Corn seed Huiyuan No. 20 51,669 5.96% 25,947 16.05%
3 Corn seed Xinyedan No.4 763,662 88.14% 63,987 39.58%
4 Corn seed Nongda 108 4,851 3.00%
5 Corn seed Baimawangzi 14,592 1.68% 1,634 1.01%
6 Corn seed Others 36,450 4.21% 7,770 4.81%

Total 866,373 100% 161,665 100% 100%
Gross
Profit

1 Corn seed Ludan 981 ﹩ -6,610 -86.68%
2 Corn seed Huiyuan No. 20 11,761 5.37% 34,172 448.10%
3 Corn seed Xinyedan No.4 200,168 91.38% -28,992 -380.17%
4 Corn seed Nongda 108 739 9.69%
5 Corn seed Baimawangzi 7,127 3.25% 1,303 17.09%
6 Corn seed Others 7,014 91.97%

Total 219,056 100% 7,626 100% 100.00%

Note 15-SEGMENT REPORTING (continued)
Major Customers
The Company has a diversified customer base.  There were five major customers who made sales
approximately 5% or more of the Company’s total sales as summarized in the following:

For the Twelve Months Ended December 31,
2012 2011

(unaudited) (unaudited)

Major
Percentage

of
Percentage

of

Customer Revenue
Total

Revenue Revenue
Total

Revenue

Henna Yuguan Seed Co., Ltd. $ 31,005 0.90% $ 48,594 23.23%
Henna Weinong Seed Co., Ltd. 32,055 0.93% 7,363 3.52%
Shandong Runfeng Seed Co., Ltd. 22,251 0.66% 2,945 1.41%
Shandong Qilu  Seed  Co., Ltd. 22,909 22.13% 1,473 0.70%
Shandong Runnong Seed  Co., Ltd. 35,735 1.04% 1,473 0.70%

Total $ 879,189 25.66% $ 61,848 29.56%
Major Suppliers
The Company has a  diversified Supplier base.  There were five major customers from which we
purchased approximately 5% or more of our total purchase as summarized in the following:

For the Twelve Months Ended December 31,
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2012 2011
(unaudited) (unaudited)

Major
Percentage

of
Percentage

of

Suppliers Revenue
Total

Revenue Revenue
Total

Revenue
Mr. Ren, Zhaofu-Zuocun Town,

Laizhou City $ 8,528 0.35% $ 7,403 7.56%
Mr. Chen, Hengjie-Pinglidian

Town, Laizhou City 5,206 0.21% 2,993 3.06%

Heyang Yidao Town, Laizhou City 5,011 0.21% 3,294 3.36%

Nange Shentang Town, Laizhou
City 5,488 0.22% 6,627 6.77%

Mr. Wang, Zhenming Nanshili
Town, Laizhou City - 4,418 4.51%
Henan Tailong Seed Co., Ltd. 140,232 5.74%

Total $ 2,443,765 6.73% $ 24,735 25.26%

Note 17-COMMITMENTS AND CONTINGENCIES

The Company faces a number of risks and challenges not typically associated with companies in
North America and Western Europe, since its assets exist solely in the PRC, and its revenues are
derived from its operations therein.  The PRC is a developing country with an early stage
market economic system, overshadowed by the state.  Its political and economic systems are
very different from the more developed countries and are in a state of change.  The PRC also
faces many social, economic and political challenges that may produce major shocks and
instabilities and even crises, in both its domestic arena and in its relationships with other
countries, including the United States.  Such shocks, instabilities and crises may in turn
significantly and negatively affect the Company's performance.

NOTE 18 –COMMON STOCK


