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Corporate Information
NAEH
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Chairman’s Statement
ETEHRE

DEAR SHAREHOLDERS,

On behalf of the board of the Directors (the “Board”) of Dawnrays Pharmaceutical
(Holdings) Limited (the “Company”) and its subsidiaries (collectively referred to as
the “Group”), | am glad to present the results of the Group for the year ended 31
December 2006.

RESULTS

The Group has recorded the revenue of approximately RMB788,797,000 (2005:
RMB734,002,000) for the year ended 31 December 2006, which was increased
by 7.5% from the revenue of 2005. Net profit attributable to equity holders was
approximately RMB65,781,000 (2005: RMB105,646,000), which was decreased
by 37.7% from the profit of 2005. The decline in profit was mainly due to the drastic
changes in the pharmaceutical market of PRC, the price fluctuation of the main raw
material 7-ACA and the increase in expenditure on the Group’s production technique
improvement in 2006.

FINAL DIVIDEND

The Board has declared a final dividend of HK$0.017 per share for the year ended
31 December 2006, approximately amounting to the total sum of HK$13,585,000
(approximately equivalent to RMB13,654,000).

Considering the interim dividend of HK$0.015 per share, the total annual dividend
distribution for the year ended 31 December 2006 is HK$0.032 per share. The
dividend payout ratio of is approximately 39%.

OVERVIEW
1. Cephalosporin

The Group is engaged in the manufacturing, sales and marketing of non-
patented chemical drugs in the People’s Republic of China (the “PRC”) covering
various drug formulations including cephalosporin bulk medicines and powder
for injections. The Group is one of the few third generation cephalosporin
manufacturers in the PRC which adopted the comprehensive vertically-
integrated-production-process. The Group’s solvent-crystallization technique for
producing cefoperazone has become the competitive technology in the PRC.

2. Generic Drugs (System Specialty Drugs)
According to the arrangement for adjusting the Group’s product portfolio, sales
of the Group’s high gross profit margin products, generic drugs (system specialty
drugs), grew significantly in 2008. Its account on the total sales increased from
8.8% in 2005 to 11.2% in 2006.

3. Export Sales
In 2006, the Group’s export sales achieved RMB73,396,000, representing

over 9% of total sales, significantly grew by 85.8% as compared with the
corresponding period of last year.
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Chairman’s Statement
EERSE

4. Development Strategies

The Group has been continuously optimizing its product portfolio, striving to
develop the generic drugs’ (system specialty drugs) market and overseas
market, enhancing investments in research and development (“R&D”) and
markets, attracting and recruiting talented people in order to create actively a
new profitable platform since listed on the Main Board of The Stock Exchange of
Hong Kong Limited (“the Main Board”).

CORPORATE GOVERNANCE

The Board has established the audit committee, remuneration committee and
nomination committee in order to enhance the capabilities of corporate governance of
the Group, so as to upgrade the flexibility of the management platform and scientific
direction of the business operation. An effective internal control mechanism in our
financial management system was also established, so as to maintain sustainable and
healthy development of the Group.

THE CREATION OF FUTURE TOGETHER WITH TALENTED
STAFF

The Group has been devoting to train and recruit talents and expertise in order
to meet the needs for the rapid development in achieving systematization,
professionalization and internationalization since listed on the Main Board. The Group
has always treated its elite management team as well as its staff nationwide as the
most valuable intangible assets, which have been the greatest driving force for the
future development of the Group. | would like to take this opportunity to express
my deepest gratitude to the members of the Board, and to the staff of the Group’s
subsidiaries and various departments who have been working with us dedicatedly for
the last year.

Li Kei Ling
Chairman

Hong Kong, 22nd March 2007
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Management Discussion and Analysis
EEENWR DM

BUSINESS REVIEW

Production & Sales Operation

For the year ended 31 December 2006, each of the Group’s products in terms of
production volume and sales volume recorded a growth over the corresponding
period of last year. During 2006, a total of 717 tones of bulk medicines were
produced, equivalent to an increase of 22.5% compared with the corresponding
period of last year. Sales of bulk medicines achieved 543.9 tones, equivalent to
an increase of 44.5% compared with the corresponding period of last year. A
total of 154,320,000 vials of cephalosporin powder for injections were produced
and sales of cephalosporin powder for injections achieved 149,290,000 vials,
both figures were almost equivalent to those of last year. A total of 18,050,000
boxes of generic drugs (system specialty drugs) were produced, equivalent to an
increase of 61.5% compared with the corresponding period of last year. Sales of
generic drugs (system specialty drugs) achieved 17,770,000 boxes, equivalent
to an increase of 59.1% compared with the corresponding period of last year.
Export trading continued to grow rapidly, the export sales increased from
RMB39,506,000 in year 2005 to RMB73,396,000, equivalent to an increase of
85.8% compared with the corresponding period of last year.

Development of New Products

In 2006, the Group obtained 29 production permits for 15 species of products
from the State Food and Drug Administration (SFDA) of the PRC. There
were 10 certificates of new pharmaceutical products granted for anti-allergic
bulk medicine “Levocetirizine Dihydrochloride”, anti-infective bulk medicine
“Cefepime Dihydrochloride”, anti-infective powder for injection “Cefepime
Dihydrochloride for Injection” (totally in 3 strengths), endocrine system specialty
drug “Metformin Hydrochloride Sustained-release Tablets”, cardiovascular
system specialty drug “Telmisartan Bulk Medicine and Tablets” and digestive
system specialty drug “Famotidine, Calcium Carbonate and Magnesium
Hydroxide Chewable Tablets”. The Group also received 7 clinical trials permits
and study of production technique and quality research and/or clinical research
of 56 projects were completed and have been submitted for registration. There
are 5 new projects including 2 cephalosporin products and 3 traditional Chinese
medicines, in which 2 are for cardiovascular system and 1 is for antiviral.

Honourable Recognitions

In May 2006, Suzhou Dawnrays Chemical Co., Ltd. has successfully passed the
examination and attestation on Quality Management System 1ISO9001:2000,
Environmental Management System 1SO14001:2004 and Occupational
Health and Safety Management System OHSAS18001:1999 as conducted
by American Quality Assessors International, LLC (AQA International, LLC),
an accredited organization in the United States, and has been awarded with
Certificate of Assessment.

In June 2006, Ceftazidime Sterile bulk medicine, a product of the Group, was
endorsed by Jiangsu Science and Technology Department as a project under
the Torch Plan in Jiangsu Province.

In August 2006, Suzhou Dawnrays Pharmaceutical Co. Ltd. was granted the title
of Suzhou Quality Control Award 2006 by Suzhou Quality Award Examination
Commission (BRI MEEHBTEES) -
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Management Discussion and Analysis
EEENWR DM

4. Construction Projects for the Expansion of Production Facilities

Suzhou Dawnrays Pharmaceutical Co. Ltd. completed the project of diverting
the waste water into clean and dirty flow channels.

Suzhou Dawnrays Pharmaceutical Co. Ltd. is carrying on the initial planning of
building two new workshops according to the international standards.

Suzhou Dawnrays Pharmaceutical Co. Ltd’s workshop for cephalosporin
oral-preparations in solid-dosage-form passed the attestation of Good
Manufacturing Practice (“GMP”).

Suzhou Dawnrays Chemical Co. Ltd’s optimization plan for production
technology relating to waste water integrated treatment project has been
completed and it is inviting contractors to tender for the project.

PROSPECTS

By virtue of the wealth and advantages in current product portfolio of the third
generation cephalosporin and generic drugs (system specialty drugs), sales network
and channels, the Group will actively exploit new market, open up new marketing
channels and strive to increase market share. The Group will adjust the product
portfolio by developing new products’ sales, launching new bulk medicines and
enhancing the sales of high gross profit margin products which are anticipated a
substantial growth will sustain continuously in 2007. Meanwhile, the production
technique improvement of existing bulk medicines became effective and will further
reduce production cost. All aforementioned factors served as the stable sources of
cash inflow for the Group in 2007. The Company will also set up new organizational
structure, exploit new profitable business model, aggressively expand international
markets and strengthen international projects cooperation.

FINANCIAL REVIEW

SALES AND GROSS PROFIT

For the year ended 31 December 2006, the Group has achieved the revenue of
approximately RMB788,797,000, equivalent to an increase of 7.5% compared with
the corresponding period of last year. The main reason for the increase of revenue
was the approximate 44.5% growth of the sales quantity of bulk medicines by a total
of approximate 168 tones as compared with the corresponding period of last year. In
addition, the sales of generic drugs (system specialty drugs) increased by 59.1% as
compared with the corresponding period of last year.

Gross profit was approximately RMB184,009,000, equivalent to a decline of 14.5%
compared with the corresponding period of last year. Gross profit margin was
decreased by 6% to 23.3% (2005: 29.3%). The main reasons for a decline in gross
profit margin are as follows: firstly, the increased input to improve current production
technique affected the production cost; secondly, in response to the mandatory
order of the retail price-cut on antibiotics by the National Development and Reform
Commission of the PRC, the Group voluntarily carried the effect of lowering the ex-
factory price of cephalosporin powder for injections to sustain its market share.
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Management Discussion and Analysis
EEENWR DM

For the year ended 31 December 2006, sales of bulk medicines increased by 20.1%
to RMB455,987,000 as compared with RMB379,605,000 of the corresponding
period of last year. Sales of bulk medicines accounted for 57.8% of total sales (2005:
51.7%). Gross profit margin of bulk medicines was approximately 14.4% (2005:
21.6%).

Sales of powder for injections decreased by 15.7% to RMB244,120,000 as
compared with RMB289,666,500 of the corresponding period of last year. Sales of
powder for injections accounted for 31.0% of the total sales (2005: 39.5%). Gross
profit margin of powder for injections was approximately 20.1% (2005: 29.1%).

Sales of generic drugs (system specialty drugs) increased by 37.0% to
RMB88,690,000 as compared with RMB64,731,000 of the corresponding period of
last year. Sales of generic drugs (system specialty drugs) accounted for 11.2% of the
total sales (2005: 8.8%). Gross profit margin of the generic drugs (system specialty
drugs) was 78.2% (2005: 75.3%).

In 2006, the export sales increased by 85.8% to RMB73,396,000 as compared with
RMB39,505,900 of the corresponding period of last year.

Table of Turnover Analysis & 8 #f
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Product Em Turnover (RMB’000) Sales Breakdown (%) Gross Profit Margin (%)
EEB(AR®TRT) SHELLHI (%) ERE (%)
2006 2005 2006 2005 2006 2005
—BEXRFE CZTTRF ZEBERFE CZIZITHF ZBERE —TTHF
Bulk Medicines R} 455,987 379,605 57.8 51.7 14.4 21.6
Powder for Injections ST 244,120 289,666 31.0 39.5 20.1 29.1
Generic Drugs 175 RU 2K

(System Specific Medicines) (HRIA ) 88,690 64,731 11.2 8.8 78.2 75.3
Overall 1age 788,797 734,002 100.0 100.0 23.3 29.3

EXPENSES

During the year 2006, the Group continued to implement expenses budgeting to
monitor the expenditure before and in the course of the business in order to maintain
the expenses to sales ratio at low level.

The total expenses incurred during the year 2006 were approximately
RMB117,635,000, equivalent to an increase of 5.7% compared with the
corresponding period of last year. Total expenses as a percentage of turnover
was 14.9% (2005: 15.2%), of which, selling and distribution costs amounted to
RMB53,669,000, equivalent to a decline of 1% compared with the corresponding
period of last year. Selling and distribution costs as a percentage of turnover was
6.8% (2005: 7.4%).

Administrative expenses and other operating expenses amounted to
RMB62,990,000, equivalent to an increase of 10.9% compared with the
corresponding period of last year. The administrative expenses and other operating
expenses as a percentage of turnover was 8.0% (2005: 7.7%).

DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED ~ ANNUAL REPORT 2006

BH

R-ZTRE  FEEEBERERREEE HERALETE
AIFNERES] - 8B RERERENKTF o

FR - BREHEARE 117,635,000 © B EFEMNE.7% ° {5
BEENOLGB149% (ZTTAF: 15.2%) * Hb - HER
2B R AR 53,669,000 © B EFREAD 1% o H&EEREAILL
BI56.8% (ZTZREF:7.4%) °

TRERREMEEEB AL AR 62,990,0007 © R EFHEE
10.9% ° (E 2 EBOLLHIB8.0% (ZTTREF 1 7.7%) °



Management Discussion and Analysis
EEENWR DM

NET PROFIT ATTRIBUTABLE TO EQUITY HOLDERS

For the year ended 31 December 2006, net profit attributable to equity holders
amounted to RMB65,781,000, equivalent to a decline of 37.7% compared with the
corresponding period of last year. The reasons for the decline in profit were mainly due
to the decline in gross profit margin and an increase in other expenses.

ANALYSIS ON THE RETURN ON ASSETS

As at 31 December 2006, net assets of the Group were approximately
RMB513,047,000. Net return on net assets, which is defined as the net profit
attributable to equity holders divided by net assets, was 12.8% (2005: 21.6%). The
turnover days for trade and notes receivables was approximately 121 days. The
turnover days for inventory was approximately 87 days.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31 December 2006, the Group held cash and cash equivalents of approximately
RMB44,023,000 (as at 31 December 2005: RMB51,948,000). The inventories
amounted to RMB134,597,000 (as at 31 December 2005: RMB159,836,000).
The trade receivables was RMB138,909,000 (as at 31 December 2005:
RMB147,663,000). The notes receivables was RMB149,983,000 (as at 31
December 2005: RMB91,842,000). The trade and notes payables amounted to
RMB201,242,000 (as at 31 December 2005: RMB204,260,000). The Group had bank
advances for discounted bills with recourse, amounted to RMB25,351,000 (as at 31
December 2005: RMB17,626,000).

As at 31 December 2006, the Group had no borrowings except the bank advances
for discounted bills, the debt ratio (defined as bank advances for discounted bills over
total assets) of the Group was 3.3% (as at 31 December 2005: 2.4%).

As at 31 December 2006, the Group had aggregate bank facilities of approximately
RMB463,400,000 (as at 31 December 2005: RMB450,000,000).

During the year, the net cash inflow from operating activities was approximately
RMB50,613,000 (as at 31 December 2005: RMB52,115,000). Net cash outflow
from investing activities was approximately RMB15,269,000 (as at 31 December
2005: RMB65,467,000). Net cash outflow from financing activities was approximately
RMB43,206,000 (as at 31 December 2005: RMB32,555,000). As at 31 December
20086, the Group held cash and cash equivalents of approximately RMB44,023,000.

As at 31 December 2006, the Group’s capital commitments amounted to
approximately RMB43,865,000 (as at 31 December 2005: RMB37,759,000), which
mainly derived from the new bulk medicine workshop for oral cephalosporin products,
land purchase expenditures and environmental protection projects, etc. The Group
has sufficient financial and internal resources to bear the capital expenditure.

Save for investments in subsidiaries, during the period, the Group had no significant
external investments or material acquisitions or disposal of subsidiaries and
associated companies.
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FOREIGN EXCHANGE AND TREASURY POLICIES

As the Group’s substantial business activities, assets and liabilities are calculated in
Renminbi, the risk derived from the foreign exchange to the Group is not high. The
treasury policy of the Group is to manage any risk of foreign exchange (if any) only if
it will potentially impose a significant impact on the Group. The Group continues to
observe the foreign exchange market, and may hedge against foreign currency risk
with foreign exchange forward contracts if necessary.

SEGMENTAL INFORMATION

The Group’s turnover and profit were mainly derived from the sale of medicines by the
Mainland China subsidiaries to customers in the Mainland China. The principal assets
employed by the Group are located in the PRC. Accordingly, no segment analysis by
business and geographical segments is provided.

STAFF AND REMUNERATION POLICY

As at 31 December 2006, the Group employed approximately 1,501 employees and
the total remuneration was approximately RMB46,567,000 (2005: RMB47,441,000).
The Groups regards human resources as the most valuable assets and truly
understands the importance of attracting and retaining high-performance employees.
The remuneration policy is generally based on the references of market salary index
and individual qualifications. The Group provides its employees with other fringe
benefits, including defined contribution retirement schemes, share option scheme and
medical coverage. The Group also offers some of its employees stationed in the PRC
with dormitory accommodation.

CHARGE ON ASSETS

As at 31 December 2006, no asset of the Company was pledged to banks to obtain
credit facilities (as at 31 December 2005: Nil).

CONTINGENT LIABILITIES

As at 31 December 2006, the Group had no material contingent liabilities (as at 31
December 2005: Nil).

PLANS FOR SIGNIFICANT INVESTMENTS AND EXPECTED
SOURCE OF FUNDING

Save for those disclosed above in connection with capital commitments under the
section “Liquidity and Financial Resources”, the Group does not have any plan for
material investments or acquisition of capital assets.
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Corporate Governance Report
TEERRE

The board of Directors (the “Board”) of Dawnrays Pharmaceutical (Holdings) Limited
(the “Company”) believes that corporate governance is essential to the success of the
Company and its subsidiaries (collectively referred to as the “Group”). Good corporate
governance can safeguard the interests of all shareholders and enhance corporate
value. Therefore, the Board has adopted various measures to ensure that a high
standard of corporate governance is maintained.

During the year 2006, the Company has given considerable attention to improve
corporate governance. Actions were taken to follow the code provisions set out in
the Code on Corporate Governance Practices (the “Code on CGP”) contained in
Appendix 14 of the Rules Governing the Listing of Securities (the “Listing Rules”)
on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”). A special
resolution was approved by the shareholders at the Annual General Meeting (AGM) on
9 May 2006 to amend the Articles of Associations of the Company (the “ Articles”) to
reflect the changes brought by the Listing Rules and to ensure consistency with the
other provisions of the Articles.

In the opinion of the Directors, the Company has complied with all code provisions set
out in the Code on CGP in Appendix 14 of the Listing Rules on the Stock Exchange
for the year ended 31 December 2006.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities Transactions by Directors
of Listed Issuers (the “Model Code”) set out in Appendix 10 of the Listing Rules as
the Company’s code of conduct for dealings in securities of the Company by the
Directors. Based on specific enquiry of all Directors, the Company confirms that all
the Directors have complied with the required standard set out in the Model Code,
throughout the accounting period covered by the 2006 annual report.

THE BOARD

The Board is responsible for the leadership and control of the Company and oversees
the Group’s businesses, strategic decisions and performance. The management has
been delegated the authority and responsibility by the Board for the management of
the Group. In addition, the Board has also delegated various responsibilities to the
board committees. Further details of these committees are set out in this report.

The Board had 4 regular scheduled meetings for the year ended 31 December 2006
to consider, among other things, reviewing and approving the interim and annual
results of the Group, overall group strategy, annual budgets, changes in Board
members, remuneration policy of Directors and senior management, approval of
major capital transactions and other significant operational and financial matters.
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Details of the attendance of Directors at these regular Board meetings and at three RITTRF  ZEENEHNEFLRARSI=—EEEZEE
other board committees’ (the Audit Committee, the Nomination Committee and the & (BERELES  REZTEehFTHEES) @M EH1EY
Remuneration Committee) meetings during the year 2006 are set out in the following HRTX
table:
Name of Directors EEHE No. of meetings attended/held
ERHERE,BITRE
Audit Nomination = Remuneration
Board Committee Committee Committee
g EREEY REEER FMZEES
Executive Directors HiTEE
Ms. Li Kei Ling (Chairman) FHRLZT(FE) 4/4 1/1 3/3
Mr. Hung Yung Lai RERE LA 4/4
Mr. Zhang Jing Xing RRELE 2/2
(Resigned on 9 May, 2006) (R=ZEZT A FRANBET)
Mr. Li Tung Ming FRIALE 4/4
Mr. Xu Kehan FFRRELE 4/4
Non-executive Director FHIITEF
Mr. Leung Hong Man RERRESE 4/4
Independent Non-executive Directors B TESE
Mr. Pan Xue Tian EBHEE 4/4 2/2 1/1 3/3
Mr. Lee Cheuk Yin Dannis FEREE 4/4 2/2 1/1 3/3
Mr. Choi Tat Ying Jacky BUmHSE A 2/4 2/2 1/1 2/3

At least 14 days notice of regular board meeting is given to all Directors. The agenda
and board papers are sent to the Directors at least 3 days before the meetings of
the Board and board committees so that the Directors have the time to review the
documents. Directors can include matters for discussion in the agenda if the need
arises. Minutes of meetings of the Board and board committees are recorded in
sufficient details that matters considered and decisions reached. The draft and final
versions of the minutes will be sent to Directors within a reasonable time after the
meetings. Minutes of meetings of the Board and board committees are kept by the
company secretary of the Company and open for inspection on reasonable notice by
any Director.

All Directors are entitled to have unrestricted access to the advice and service of the
company secretary with a view to ensuring that board procedures, and all applicable
rules and regulations are followed. Upon reasonable request and appropriate
circumstances, Directors can seek independent professional advice to assist them to
discharge their duties, at the Company’s expenses.

If a substantial shareholder or a Director has a conflict of interest in a matter to be
considered by the Board which the Board had determined to be material, the matter
will be dealt with by holding a board meeting with the presence of disinterested
Independent Non-executive Directors or a meeting of a board committee set up for
that purpose pursuant to a resolution passed in a board meeting.
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BOARD COMPOSITION

The Board currently comprises eight Directors, of whom four are Executive Directors,
one is Non-executive Director and three are Independent Non-executive Directors.
The composition met the recommended practice under the Code on CGP for the
Board to have at least one-third in number of its members comprising Independent
Non-executive Directors. The three Independent Non-executive Directors are
persons of high caliber, with academic and professional qualifications in the fields of
accounting, business management and pharmaceutical industry respectively. With
their experience gained from senior positions held in other companies, they provide
strong support towards the effective discharge of the duties and responsibilities of
the Board. The biographies of the Directors are set out in pages 18 to 22 to the 2006
annual report, which demonstrates the skills, expertise, experience and qualifications.

The Company has received annual confirmation of independence from the three
Independent Non-executive Directors in accordance with Rule 3.13 of the Listing
Rules. The Board has assessed their independence and concluded that all the
Independent Non-executive Directors are independent within the definition of the
Listing Rules.

Ms. Li Kei Ling, the Chairman of the Company and Mr. Hung Yung Lai, one of the
Executive Director, are directors and ultimate shareholders of several companies
incorporated in Hong Kong and British Virgin Islands. In addition, both Ms. Li and Mr.
Hung are directors of three private companies registered in China.

Save as disclosed above, the Board members have no financial, business, family or
other material/relevant relationships with each other. The balanced Board composition
is formed to ensure strong independence exits across the Board which can effectively
exercise independent judgement.

APPOINTMENTS, RE-ELECTION AND REMOVAL OF
DIRECTORS

The nomination committee will consider the appointment of new Directors first by
reviewing the profiles of the candidates and making recommendations to the Board.
New Directors appointed by the Board during the year to fill a casual vacancy shall
retire and submit themselves for re-election at the first general meeting immediately
followed their appointment.

Non-executive Directors are appointed for a fixed term of two years and are subject to
retirement by rotation and re-election by shareholders at AGM in accordance with the
Articles.

At each AGM, one-third of the Directors are required to retire from office according to
the Company’s Articles. As the Company has eight Directors, one third of them shall
retire subject to rotation, and barring unforeseen resignation/retirement during a year,
each Director is effectively appointed for an average term of not more than 3 years.
Mr. Li Tung Ming and Mr. Choi Tat Ying Jacky being the longest in the office, will retire
at the forthcoming AGM. Mr. Gao Yi and Mr. Sik Siu Kwan who were appointed on 1
January 2007 and 10 January 2007 respectively will retire at the forthcoming AGM. All
retiring Directors are eligible for re-election.

Mr. Zhang Jing Xing, Mr. Lee Cheuk Yin Dannis and Mr. Xu Kehan resigned from office
of Director on 9 May 2006, 10 January 2007 and 18 March, 2007 respectively. They
have confirmed there are no matter relating to their resignation that will need to bring
to shareholders’ attention. The Board would like to thank Mr. Zhang, Mr, Lee and Mr.
Xu for their contributions to the Company during the tenure of their service.
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RESPONSIBILITIES OF DIRECTORS

Every newly appointed Director will receive a comprehensive, formal and tailored
induction on his first appointment to have a proper understanding of the operations
and business of the Group and that he is fully aware of his responsibilities under
statute and common law, the Listing Rules, applicable legal requirements and other
regulatory requirements and the business and governance policies of the Company.
The Directors endeavour to give sufficient time and attention to the Group’s affairs and
are continually updated with legal and regulatory developments, business and market
changes and the strategic development of the Group to facilitate the discharge of their
responsibilities.

The Independent Non-executive Directors take an active role in Board meetings,
contribute to the development of strategies and policies and make sound and
independent judgement on issues of strategy, policy, performance, accountability,
resources, key appointments and standard of conduct. They will take lead where
potential conflicts of interests arise. They are also members of various board
committees and scrutinize the overall performance of the Group in achieving agreed
corporate goals and objectives, and monitoring the reporting of performance.

SUPPLY OF AND ACCESS TO INFORMATION

The management has the obligation to supply the Board and board committees with
adequate information in a timely manner to enable it to make informed decisions
on matters placed before it. Where any Director requires more information than is
volunteered by the management, each Director has separate and independent access
to the Group’s management to make further enquires if necessary. Where queries are
raised by Directors, management will respond as promptly and fully as possible.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The roles of the Chairman and the Chief Executive Officer (the “CEQ”) are separated
and are performed by two separate individuals who have no relationship with each
other to strike a balance of power and authority so that the job responsibilities are not
concentrated on any one individual. The Board has appointed a Chairman, Ms. Li Kei
Ling, who has executive responsibilities and provides leadership to the Board such
as ensuring all Directors are properly briefed on issues arising at Board meetings and
received complete and reliable information in a timely manner so that the Board works
effectively and discharges its responsibilities.

During the year 2006, Mr. Dong Shao Zhi was the CEO. Mr. Gao Yi has been
appointed as an Executive Director and to replace Mr. Dong as the CEO of the
Company with effect on 1 January 2007. The CEO is delegated with the authority
and responsibility for managing the Group’s business operation and implementing
the development strategies. The CEO will periodically present the updated market
situation, long term strategies and objectives of the Group at the Board meeting
to ensure all Directors are aware of the targets the Group achieves. The CEO will
also present the coming year budget summary to the Board for approval at the
Board meeting held in December each year. At the quarterly intervals, the CEO will
present the quarterly results to the Board. Variances analysis between the actual
performances and the budget targets are explained in the meeting. This helps the
Board to monitor the Group’s business operations and to amend the targets when
required.

ACCOUNTABILITY AND AUDIT

The management provides explanation and information to the Board so as to enable
the Board to make an informed assessment of the financial and other information put
before the approval by the Board.
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The Directors acknowledge their responsibility to prepare financial statements for
each financial year which give a true and fair view of the state of affairs of the Group
and in presenting the interim and annual financial statements, and announcements
to shareholders. The Board is not aware of any material uncertainties that may cast
significant doubt upon the Group’s ability to continue as a going concern, the Board
therefore continues to adopt the going concern approach in preparing the accounts.

The Board acknowledges its responsibility to present a balanced, clear and
understandable assessment in the Company’s annual and interim reports, other
price-sensitive announcement and other financial disclosures required under the
Listing Rules, and reports to the regulators as well as to information required to be
disclosed pursuant to the statutory requirements.

INTERNAL CONTROLS

The Board has delegated to management the implementation of internal control
system as well as the review of relevant financial, operational and compliance
controls, and risk management procedures.

The internal control system has been designed to safeguard the Group’s assets
against loss and misappropriation; to maintain proper accounting records for
producing reliable financial information; to provide reasonable, but not absolute
assurance against material fraud and errors. The Group has clearly defined the
authorities and key responsibilities of each business and operational unit to ensure
adequate checks and balances. Policies are established to ensure compliance with
applicable laws, regulations, and industry standards. Rules and guidelines are set
to control treasury activities, financial and management reporting, human resources
functions and computer systems’ operations. Systems and procedures are also
established to identify, measure, manage and control different risks arising from
different business and functional activities.

The Board monitors and reviews the adequacy and effectiveness of its internal control
systems through a programme of internal audit. The internal audit function is set up
by the Company to review the major operational and financial control of the Group in
compliance with the established processes and standards on a continuing basis and
aims to cover all major operations of the Group on a rotational basis. The internal audit
team reports directly to the Chairman of the Board and the Audit Committee.

Based on the assessments made by the internal audit team in 2006, the Board and
the Audit committee considered that the key areas of the Group’s internal control
system are reasonably implemented with room for improvement. The Group shall use
its endeavor to implement changes in order to further improve the Group’s internal
control system

DELEGATION BY THE BOARD

The day-to-day management of the Company is delegated to the management by the
Board, with division heads responsible for individual department’s daily operations.

Major corporate matters that are specifically delegated by the Board to
the management include the preparation of interim and annual reports and
announcements for the Board’s approval before publishing, execution of business
strategies and initiatives adopted by the Board, implementation of adequate systems
of internal controls and risk management procedures, and compliance with relevant
statutory requirements and rules and regulations.

BOARD COMMITTEES

The Board has established the Nomination Committee, Remuneration Committee and
Audit Committee. The committees’ terms of references defined their functions and
responsibilities have posted on the Company’s website.
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Nomination Committee

As at 31 December 2006, the Nomination Committee had Ms. Li Kei Ling as
the committee’s chairman, and the three Independent Non-executive Directors,
Mr. Pan Xue Tian, Mr. Lee Cheuk Yin Dannis and Mr. Choi Tat Ying Jacky as the
committee’s members. Mr. Lee Cheuk Yin Dannis resigned and Mr. Sik Siu Kwan has
been appointed as the committee’s member with effect on 10 January 2007. The
Nomination Committee’s terms of reference are summarized as follows:

i) toreview the structure, size and composition (including the skills, knowledge and
experiences) of the Board on a regular basis and to make recommendation to
the Board regarding any proposed changes;

i) toidentify suitable individual qualified to become Board members; and

il to make recommendation to the Board on relevant matters relating to the
appointment or reappointment of Directors if necessary, in particular, candidates
who can add value to the management through their contributions in the relevant
strategic business areas and which appointments will result on the constitution
of strong and diverse Board.

During the year 2006, the Nomination Committee had one meeting to review the
competence of the candidate and provide recommendation to the Board for the
appointment of an executive Director.

Remuneration Committee

As at 31 December 2006, the Remuneration Committee had Ms. Li Kei Ling as the
committee’s chairman, the three Independent Non-executive Directors, Mr. Pan Xue
Tian, Mr. Lee Cheuk Yin Dannis and Mr. Choi Tat Ying Jacky as the committee’s
members. Mr. Lee Cheuk Yin Dannis resigned and Mr. Sik Siu Kwan has been
appointed as the committee’s member with effect on 10 January 2007. The
Remuneration Committee’s terms of reference are summarized as follows:

i) to ensure that no Director or any of her/his associates is involved in deciding
her/his own remuneration; and

i) to make recommendations with respect to the remuneration of the Executive
Directors and the senior management of the Company for approval by the
Board.

The Group’s remuneration policy bases on the market practice, the qualification,
duties and responsibilities of Directors and employees. In order to attract, retain,
and motivate high-performance persons, the Company has adopted a share option
scheme in 2003 to reward those participants who contribute to the success of the
Group’s operations.

Details of the amount of Directors’” emoluments are set out in note 7 to the financial
statements and the details of the 2003 Share Option Scheme are set out in note 29
to the financial statements.

The Remuneration Committee had three meetings in 2006 to review and recommend
to the Board the salaries of Executive Director, the incentive system and performance
appraisal of senior managements and employees.

DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED ~ ANNUAL REPORT 2006

REESE

RIZEREF+-_A=1+—0 REZE8GUTERLLIR/E
BRTFER=RELFNITEET EBALL  FERKLER
BERFEEREZEGNE - R_TTLF-A+RH  FTERE
EEFHEREIM AL ERZERIREREGKE - REEEEL
BESERMT

-

) REMRNEZISZIE  ABRAK (BRI - MH
KfghR) ¢ WRLEABHEL c BB R ERSRITER

i) VEEERKASEFEREZEENE K

i) MBE REEREHEZCEFCAUFTERNEFRSR
HiEERES  LERRBBERMRMUEEBAN TR/
RASBEEREEZREE  BREZZEHIEE -
ARSIz ESS -

NIZBERF  RRZEGRTT —REHFRIEAGL
THEEREEATEENERE -

FHEES

RIZERE+-_A=1+—0 ¥FMHZEESUTERLLIR/E
BRIF ZHREFITEE EBALL  FERKLER
BEREEREZEGNE - R_TTLF-A+H  FTERE
EEFHEREMELEZERTINEEGKE - HFHEE IR
REEEBIALLAT

) EREMNEFIHEABEATSETEESH &

i) BARFERTEERSREEASZHFHEHEEE
R USRERSHE -

AEBNFHBERZ2RTSES EFRETHERE - B
NAEHER - /BE  REMHBRRBRAS - ARRRZ
EEFRABRETE - MY AAEEEBKINEL R
22 EERMED -

EEMWE 2 FBERRPBMAME7 - M-TT=FHAEST
B2 FHIBHR P BWERME29 -

RIZBTRE  FHEESRT T ZREFUERNITESRN
M - mEE2 XA ERG YRR EES -



Corporate Governance Report
TEERRE

Audit Committee

The Company has the Audit Committee which was established in compliance
with Rule 3.21 of the Listing Rules for the purpose of reviewing and providing
supervision over the Group’s financial reporting process and internal controls. The
Audit Committee comprises the three Independent Non-executive Directors of the
Company who among themselves possess a wealth of management experience in
the accounting profession, commercial and pharmaceutical sectors.

As at 31 December 2006, the Audit Committee’s chairman was Mr. Lee Cheuk
Yin Dannis. Mr. Pan Xue Tian and Mr. Choi Tat Ying Jacky were the committee’s
members. Mr. Lee Cheuk Yin Dannis resigned and Mr. Sik Siu Kwan has been
appointed as the chairman of the Audit Committee with effect on 10 January 2007.
The Audit Committee’s terms of reference are summarized as follows:

i) to consider and recommend the independence, remuneration, appointment, re-
appointment and removal of external auditor;

i) to review financial information; and
i) to oversee financial reporting system and internal control procedures.

During the year 2006, the Audit Committee had two meetings, one was with external
auditor, to discuss internal control, financial reporting matters and any areas of
concerns during the audits. The Audit Committee focuses not only on the impact of
the changes in accounting policies and practices but also on the compliance with
accounting standards, the Listing Rules and the legal requirements in the review of the
Company’s interim and annual reports.

The audited financial statements of the Company for the year ended 31 December
2006 have been reviewed by the Audit Committee before recommending it to the
Board for approval.

AUDITORS’ REMUNERATION

Ernst and Young has been reappointed as the Company’s external auditors at the
AGM on 9 May 2006 until the conclusion of the next AGM. During the year 2006, the
remuneration paid to the Company’s external auditors for audit service amounted to
HK$800,000.

COMMUNICATIONS WITH SHAREHOLDERS

The Board recognises the importance of good communications with all shareholders.
The Company establishes and maintains different communication channels with its
shareholders through the publication of annual and interim reports and press release.
Such information is also available on the Company’s website.

The Company’s AGM is a valuable forum for the Board to communicate directly with
the shareholders. The Chairman of the Board attends the AGM and arranges the
chairman of the committees or in the absence of the chairman of such committees,
another member of the committees to be available to answer questions at the AGM.
Separate resolutions are proposed at general meetings on each substantially separate
issue, including the election of Directors.

VOTING BY POLL

Details of the poll voting procedures and the rights of shareholders to demand a poll in
compliance with the Articles and the Listing Rules 13.39(3) are included in the circular
to shareholders dispatched together with the annual report.

The chairman explains the procedure for demanding and conducting a poll again at
the commencement of the AGM.

The Company will ensure that votes cast including proxy votes are properly counted
and recorded.
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Directors’ and Senior Management’s Biographies
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EXECUTIVE DIRECTORS

Ms. LI, Kei Ling, aged 58, is an Executive Director and the Chairman of the Company,
and one of the founders of the Group. Ms. Li joined the Group in December 1995
and was appointed to the Board in October 2002. Ms. Li is also the Chairman of
Dawnrays International Co., Ltd., Suzhou Dawnrays Pharmaceutical Co., Ltd.,
Shanghai Dawnrays Chemical Co., Ltd., Suzhou Dawnrays Chemical Co., Ltd. and
Dawnrays Pharma (Hong Kong) Ltd., which are all subsidiaries of the Company. She
is the Chairman of the Remuneration Committee and Nomination Committee. Ms. Li
has over twenty years of experience in corporate management, strategic planning,
business operations and finance, in particular for pharmaceutical enterprises in the
PRC. She is responsible for supervising the strategic management decisions to
ensure disciplined corporate governance and business policies, and executing the
overall developmental strategies of the Group.

Mr. HUNG, Yung Lai, aged 62, is an Executive Director and one of the founders of the
Group. Mr. Hung joined the Group in December 1995 and was appointed to the Board
in October 2002. Mr. Hung also holds directorship in Dawnrays International Co., Ltd.,
Suzhou Dawnrays Pharmaceutical Co., Ltd., Shanghai Dawnrays Chemical Co., Ltd.
and Suzhou Dawnrays Chemical Co., Ltd., which are all subsidiaries of the Company.
EBELE/K).
He has over twenty years of experience in corporate management and corporate

Mr. Hung holds a degree from Shanghai Conservatory of Music (-

development, and participated in founding and managing of pharmaceutical and
high-tech enterprises. Mr. Hung is an executive director and the chairman of Sing Lee
Software (Group) Limited, a company listed on the Growth Enterprise Market of the
Stock Exchange.

Mr. LI, Tung Ming, aged 58, is an Executive Director of the Company. Mr. Li joined
the Group in April 2000 and was appointed to the Board in January 2004. Mr. Li
also holds directorship in Suzhou Dawnrays Pharmaceutical Co., Ltd., Shanghai
Dawnrays Chemical Co., Ltd. and Suzhou Dawnrays Chemical Co., Ltd., which are
all subsidiaries of the Company. Mr. Li has over twenty years of experience in the
pharmaceutical industry in the PRC, and began his career in product development,
promotion, sales and corporate management in the pharmaceutical market in the
PRC in 1980. Mr. Li has participated in new products development and is responsible
for liaison with the Group’s academic network of medical experts and academic
advisers.

Mr. GAO, Yi, aged 53, is an Executive Director and the Chief Executive Officer of the
Company. He joined the Group in July 2003 and was the Executive Vice President
of the Group. Mr. Gao was appointed to the Board in January 2007. He also holds
directorship in Suzhou Dawnrays Pharmaceutical Co., Ltd., Shanghai Dawnrays
Chemical Co., Ltd., and Suzhou Dawnrays Chemical Co., Ltd., which are all
subsidiaries of the Company. Mr. Gao is responsible for the daily business operations
and management of the Group. From 1994 to 2003, Mr. Gao was the deputy general
manager and general manager of Hebei Union Pharmaceutical Co., Ltd. and Zhuhai
Economic Zone Li Kang Pharmaceuticals Company Limited respectively each for five
years.

NON-EXECUTIVE DIRECTOR

Mr. LEUNG, Hong Man, aged 32, is a Non-executive Director of the Company. He
joined the Group and was appointed to the Board in November 2005. Mr. Leung
has started his business career in knitting machinery since 1993. He has over 10
years’ experience in sales and management positions and over 6 years’ experience
in investment management. Mr. Leung currently is the shareholder and the director
of Toyo International Investment Ltd., of which has been one of the substantial
shareholders (as required to be disclosed under Part XV of the Securities and Futures
Ordinance) of the Company since September 2005.
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INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. PAN, Xue Tian, aged 70, is an Independent Non-executive Director of
the Company. Mr. Pan joined the Group in June 2003. He is a member of the
Remuneration Committee, the Audit Committee and the Nomination Committee of
the Company. Mr. Pan is the vice president and secretary general of & Bl % [ 1%
@ (Chinese Hospital Association) and the executive vice president of # Bl 1R { #3
@ (China Health Care Association). Mr. Pan has extensive experience in drug
administration and supervision, medical hygiene and hospital management, and has
assumed various senior management positions in the Ministry of Health of the PRC.
He graduated from the medicine faculty of 1 B A8 %8 £ (Dalian Medical University
of the PRC).

Mr. CHOI, Tat Ying Jacky, aged 38, is an Independent Non-executive Director of
the Company. Mr. Choi joined the Group in September 2004. He is a member of
the Remuneration Committee, the Audit Committee and the Nomination Committee
of the Company. Mr. Choi has extensive experience in financial and treasury
management, corporate finance, investment and audit. He earned his Bachelor
degree of Business Administration from Hong Kong Baptist University with a first
class honours in 1990. Mr. Choi is a practising member of the Hong Kong Institute of
Certified Public Accountants and currently serving as the chief financial officer of AIG
Finance (Hong Kong) Ltd., which he has served as director since 20 March 2004. He
is also an independent non-executive director of both Norstar Founders Group Ltd., a
company listed on the Main Board of the Stock Exchange, and Enzyme Engineering
Corporation, a private company.

Mr. SIK Siu Kwan, aged 39, is an Independent Non-executive Director of the
Company. Mr. Sik joined the Group in January 2007. He is also the Chairman of the
Audit Committee, a member of the Remuneration Committee and the Nomination
Committee of the Company respectively. Mr. Sik has more than fifteen years of
experience in investment banking and finance. He has held senior positions with a
number of major international investment banks, as well as a Hong Kong operation
of a core securities and investment banking operation of a state-owned PRC bank,
responsible for business development and regional business operations. He achieved
first class honours in his Bachelor’s degree in engineering from Oxford University in
1989 and is a member of The Institute of Chartered Accountants in England and
Wales. He is an independent non-executive director of China Glass Holdings Limited
and Neolink Cyber Technology (Holding) Limited respectively. All these two companies
are listed on the Stock Exchange.

STRATEGIC ADVISER

Mr. XU, Kehan, aged 34, is a Strategic Adviser of the Company. He joined the
Group in November 2003 and was an Executive Director and the Finance Director of
the Company between March 2004 and 18 March 2007. Mr. Xu holds directorship
in Dawnrays Pharma (Hong Kong) Ltd., a subsidiary of the Company. Mr. Xu is
responsible for advising corporate investment policies and conducting strategic
research for the Group. He holds a Master of Business Administration from the
University of Miami, USA with specialization in investment. Mr. Xu is currently a
doctoral candidate specializing in strategic management and international business/
policies.
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ACADEMIC ADVISERS

Mr. ZHONG, Nan Shan, was invited to join our Group as a Senior Academic Adviser
in April 2004. He graduated from the 1t 5t K 2288 28 (Beijing Medical University), and
pursued his studies in the Respiratory Medicine Unit of the Royal Infirmary, University
of Edinburgh and the Department of Respiratory Medicine of the St. Bartholomew’s
Hospital, University of London. He is currently the academician of the Department of
Medicine of The Chinese Academy of Engineering, the president of Chinese Medical
Association, the professor of medicine in Guangzhou Medical College, the president
of Guangzhou Association of Science and Technology and the director of Guangzhou
Institute of Respiratory Disease. He has been a medical adviser of the World Health
Organisation Advisory Panel on Chromic Respiratory Disease since 2000. He has
written 4 books and published over 120 papers in the last decade. After the battle of
Severe Acute Respiratory Syndrome (“SARS”), he was invited to be the lecturer in the
annual meeting of American Thoracic Society — “Management of SARS in China” in
Seattle, the United States.

Mr. MEI, Hua, was invited to join our Group as a Senior Academic Adviser in April
2004. He graduated from the & )| 2 g & £ B (Guangzhou South China Medical
College) and was qualified as the specialist in urology from 1t 7 %8 &2 B [ /B 55 —
£ B (The First Affiliated Hospital of Beijing Medical University) and Massachusetts
General Hospital, USA. He has been the adviser and professor of #1111 A Z2Hf B 5
— BB IN PR SR} (Department of Urology of The First Affiliated Hospital of Sun Yat-
sen University) since 1980 and a director of J&3IA L% PR 4Nl B&BE (Department of
Urology of Shenzhen Sun Yat-sen Hospital) since 1986. Since 1991, he has been the
adviser for doctoral candidates in the First Affiliated Hospital of Sun Yat-sen University,
the committee vice president of 2 E& & R YN (The Urological Society of
Chinese Medical Association) and the committee member of Urological Association
of Asia and American Urological Association. Mr. Mei has also written 3 books about
urology and surgery.

Ms. LIU, Li Sheng, was invited to join our Group as a Senior Academic Adviser in
May 2005. She obtained a Bachelor degree of Science in Biology from Yenching
University, Beijing in 1950, and a Doctor of Medicine from Peking Union Medical
College, Beijing in 1954. In 1981, she obtained a Postdoctoral degree from the
Cardiovascular Research and Training Centre, University of Alabama at Birmingham.
She is currently the professor of medicine in Fu Wai Hospital, Chinese Academy
of Medical Sciences in Beijing, the director of Clinical Trials and Research Centre,
Chinese Hypertension League in Beijing, the vice director of the National Center
for Cardiovascular Disease Control & Research in China and the president of Asian
Pacific Society of Hypertension. She has been the president and the honorary
president of the Chinese Society of Cardiology since 1988 and the president of the
Chinese Hypertension League since 1989. Ms. Liu has also been the vice president
of the World Hypertension League and the co-chairperson of the Scientific Sterring
Committee of Global Health Forum Cardiovascular Disease in Developing Countries,
World Health Organization since 1999. In 2006, Ms. Liu has been elected to be the
president of the World Hypertension League. She has been the chief editor of the
Chinese Journal of Hypertension and the members of a number of editorial boards of
journals in cardiology and hypertension.

DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED ~ ANNUAL REPORT 2006

B2 MR

EREE  RZTTNFNAEZRER AN EE S 85
SIRER o BAEARENILRASZEEN  GHAEET RS
RN 2 475 B8 E3 P K 3 B R UK 22 St. Bartholomew's Hospital
IR RGBS BT S o ER ISR AR AR B TR L -
ERZeeR  BEMNBZRARZEREMNTRIZRIinE N
EE - H-TTTFE  ELRECHKAES B REEAET
TR B 2R - IR BEMME R RIAEAMATR - A+ &
Ko EEE—HRE TUAZERBRE B - THHBEREES
WX o TR BREREETIEEAKE - RERW
BEeFe FNEERN - BX [FEPT—ENER] -

WEEEE N _TTNFNARIBERALEESREESR
MEAR - R A RN EMEF RSN - THSIERESR
PR 55— B& e B SR BN B A B BT PROMEI BRI AR - 188 AR
—NNZEEZSRPIUARBIESE — BB BRI EZE
REE - A NN\RNFES BRYIP LRI E R R K -
—AN—FFR  BEERPILARRHNBE —BEE Lt Ag
B - WEEPERSBEWRIMNIBGRITEERS - TMBRIN
MEggSMEXBEMRIMIZERE SR - BHLEL T /R
BEABRBRINIT R 2 FZ -

hErt R-TTRAFAARIBERALIEHDREE
SRR - BIREIRN - NATFREUARERASRLE L8
i —NAFRIERIHINE BB LB - Bk - Blxt
R—NN\—FEREEEAABMLE SRS MmERTHMEL
B - L TRK APERERBRIEREIMME RS
B At s mEBEEBRRRMAR - R BEEERLMERD
SAMRP LB EENTARNESEERE - 8 —W\N\Fig
Bt EEPELNEREEIARERREIAEERE 8
—NANER ZFEPESOEHETIRE B R —LAh
F o WA AT SR M ERES BR B E Kt SRAA AR AR B R P B K
LDMERARATEEGHATE IR T RFRERR
tHRBMEHELRE - 2zt —EEEDRSME)ML TR
REABOME M MESSMSNRE



Directors’ and Senior Management’s Biographies
EERGREEERRE

SENIOR MANAGEMENT

Mr. YAO, Shi An, aged 56, is the Vice President of the Company and is responsible
for the Group’s development projects on research and external cooperation and
manufacturing facilities construction planning. Mr. Yao graduated from Beijing
Technology and Business University and has accumulated over thirty years of
technical and corporate management experience in the chemical and pharmaceutical
industries in the PRC. Mr. Yao was an executive director and the executive president
of China Pharmaceutical Group Limited, a company listed on the Stock Exchange,
before joining the Group in July 2006.

Mr. LAM, Kam Wah, aged 53, is the Vice President of the Company. Mr. Lam also
holds directorship in Suzhou Dawnrays Pharmaceutical Co., Ltd., Suzhou Dawnrays
Chemical Co., Ltd. and Dawnrays Pharma (Hong Kong) Ltd., which are all subsidiaries
of the Company. He graduated from The Chinese University of Hong Kong with a
Bachelor degree in Social Sciences. Mr. Lam joined the Group in December 1995
and he has over fifteen years of experience in pharmaceutical trading and corporate
management. Mr. Lam is responsible for the international business of the Group and
the daily administration of the Company.

Mr. ZHU, Qin Sheng, aged 54, is the Vice President of the Company, responsible
for assisting the Chief Executive Officer in the aspects of production and sales,
production planning, logistic management, safety and environmental protection. Mr.
Zhu has over twenty-five years’ experience in production management, financial
management and operations for pharmaceutical enterprises. He was the deputy
factory director of &k JIl 25 = % 2% i (Suzhou Third Pharmaceutical Factory) before
joining the Group in April 1998.

Ms. WU, Ji Hong, aged 36, is the Financial Controller of the Group. Ms. Wu is
responsible for the Group’s financial planning, capital budgeting, execution of the
Group’s costing, budget planning and execution, finance & accounting department
management and other financial operations. Ms. Wu obtained a Bachelor degree of
Science from The Economics and Commercial Institution of Center-South University
with major in Economics and attained Chinese Certified Public Accountants (Level
two). Ms. Wu has over ten years’ experience in auditing, budgeting, financial
management, corporate banking, taxation, PRC’s taxation regulations and company
law. Ms. Wu joined the Group in July 2003.

Mr. BO, Hui, aged 45, is the Head of Sales and Marketing of the Group. Mr. Bo
graduated from the School of Pharmacy of Shengyang Pharmaceutical University
with a Bachelor degree in Pharmacy and the Postgraduate program in Medical
Economics from the National Sun Yat-sen University. Mr. Bo specializes in
pharmacology and has accumulated over 20 years experience in pharmaceutical
sales, marketing and business development. Mr. Bo was the general manager of
Livzon Pharmaceutical Sales Company and the deputy head of sales and marketing
of Livzon Pharmaceutical Group Inc. Mr. Bo joined the Group in August 2004.

Mr. CHEN, Jian Dong, aged 42, is the Head of Research and Development
of the Group. Mr. Chen was the general manager of former Suzhou Dawnrays
Pharmaceutical Technology Co., Ltd. Mr. Chen is a qualified pharmaceutical engineer
and licensed pharmacist and has a Bachelor degree in Chemical Pharmacology from
FR B %% R} K 2 (The Pharmaceuticals University of the PRC) where he spent three
years as an assistant teacher. He was the head of the research centre and antibiotics
workshop manager at %t/ 55 PO &I B4 (Suzhou Fourth Pharmaceutical Factory) and
the head of the registration section of the research and development department
of &N (b %5 T ¥ AR 2 7 (Suzhou Chung-Hwa Chemical & Pharmaceutical
Industrial Co., Ltd.) before joining the Group in April 2002.
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Mr. SU, Guo Qiang, aged 37, is the General Manager of Suzhou Dawnrays
Pharmaceutical Co., Ltd., responsible for the overall operations of Suzhou Dawnrays
Pharmaceutical Co., Ltd. Mr. Su graduated from & 7% 1t T £ [t (Wuhan Institute
of Chemical Technology) in biopharmaceutical profession and qualified as a
pharmaceutical engineer. He was the chief engineer and the head of the research
centre of &R/ & —HFIZE (Suzhou Second Pharmaceutical Factory). He joined the
Group in November 2001.

Mr. LI, Jian Xiang, aged 51, is the General Manager of Suzhou Dawnrays Chemical
Co., Ltd., responsible for the overall operations of Suzhou Dawnrays Chemical Co.,
Ltd. Mr. Li has over twenty-five years’ experience in production management, engine
facilities maintenance and operations for pharmaceutical enterprises. He was the
factory director of &k 25 — &LEEH (Suzhou Second Pharmaceutical Factory) before
joining the Group in April 1998.

Mr. SHAO, Jian Liang, aged 43, is the General Manager of the Shanghai Dawnrays
Chemical Co., Ltd., responsible for the overall operations of Shanghai Dawnrays
Chemical Co., Ltd. Mr. Shao graduated from JT & EiEE R A E (Jiangsu Radio and
TV University) in fine organic chemical engineering. He joined the Group in June 1997
and was the bulk medicine workshop manager of Suzhou Dawnrays Pharmaceutical
Co., Ltd. and the deputy general manager of Shanghai Dawnrays Chemical Co., Ltd.

Mr. KWONG, Chak Lam, aged 38, is the Qualified Accountant of the Company.
He is a member of the Hong Kong Institute of Certified Public Accountants and
The Association of Chartered Certified Accountants. Mr. Kwong has over ten years’
experience in accounting. He joined the Group in July 2005.
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Report of the Directors
ESERE

The board of Directors (the “Board”) herein present their report and the audited
financial statements of Dawnrays Pharmaceutical (Holdings) Limited (the “Company”)
and its subsidiaries (collectively referred to as the “Group”) for the year ended 31
December 2006.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding. Details of the principal
activities of the subsidiaries are set out in note 18 to the financial statements. There
were no significant changes in the nature of the Group’s principal activities during the
year.

RESULTS AND DIVIDENDS

The Group's profit for the year ended 31 December 2006 and the state of affairs of the
Company and the Group at that date are set out in the audited financial statements on
pages 34 to 87.

An interim dividend of HK$0.015 per ordinary share was paid on 27 September 2006.
The Board recommends the payment of a final dividend of HK$0.017 per ordinary
share in respect of the year, to shareholders on the register of members on 10 May
2007. This recommendation has been incorporated in the financial statements as an
allocation of retained profits within the capital and reserves section of the balance
sheet.

SUMMARY FINANCIAL INFORMATION

A summary of the published results and of the assets, liabilities and minority interests
of the Group for the last five financial years, as extracted from the published audited
financial statements and Accountants’ Report included in the Prospectus of the
Company dated 30 June 2003 and reclassified as appropriate, is set out on page 88.
This summary does not form part of the audited financial statements.

PROPERTY, PLANT AND EQUIPMENT AND LAND USE
RIGHTS

Details of movements in property, plant and equipment and land use rights of the
Company and the Group during the year are set out in notes 14 and 15 to the financial
statements, respectively.

SHARE CAPITAL AND SHARE OPTIONS

Details of movements in share capital of the Company during the year are set out in
note 28 to the financial statements. Details of movements in the Company’s share
options during the year are set out in note 29 to the financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s articles of
association or the laws of the Cayman Islands which would oblige the Company to
offer new shares on a pro-rata basis to existing shareholders.
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PURCHASE, REDEMPTION OR SALE OF LISTED
SECURITIES OF THE COMPANY

During the year, the Company repurchased 1,880,000 shares of the Company’s listed
securities on the Stock Exchange at an aggregate consideration of HK$1,217,800
before expenses. The repurchase shares were subsequently cancelled. The nominal
value of the cancelled shares was transferred to the capital redemption reserve
and the premium payable on repurchase was charged against the share premium
account. The repurchases were effected by the Directors for the enhancement of
shareholder value in the long term. Details of the shares repurchased are set out in
note 28 to the financial statements.

Save as disclosed above, neither the Company nor any of its subsidiaries had
purchased, redeemed or sold any of the Company’s listed securities for the year
ended 31 December 2006.

RESERVES

Details of movements in the reserves of the Company and the Group during the year
are set out in consolidated statement of changes in equity and note 30 to the financial
statements.

DISTRIBUTABLE RESERVES

At 31 December 2006, the Company’s reserves available for distribution amounted to
RMB279,551,000, of which RMB13,654,000 has been proposed as a final dividend
for the year. Under the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated
and revised) of the Cayman Islands, the share premium account of the Company
of approximately RMB69,160,000 as at 31 December 2006 are distributable to the
shareholders of the Company provided that immediately following the date on which
the dividend is proposed to be distributed, the Company will be in a position to pay
off its debts as they fall due in the ordinary course of business. The share premium
account may also be distributed in the form of fully paid bonus shares.

MAJOR CUSTOMERS AND SUPPLIERS

In the year under review, sales to the Group’s five largest customers accounted for
16% of the total sales for the year and sales to the largest customer included therein
amounted to 4%. Purchases from the Group’s five largest suppliers accounted for
44% of the total purchases for the year and purchases from the largest supplier
included therein amounted to 27%.

None of the Directors of the Company or any of their associates or any shareholders
(which, to the best knowledge of the Directors, own more than 5% of the Company’s
issued share capital) had any beneficial interest in the Group’s five largest customers
or suppliers.
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DIRECTORS

The Directors of the Company during the year and up to the date of this report are:

EXECUTIVE DIRECTORS

Ms. Li Kei Ling

Mr. Hung Yung Lai
Mr. Zhang Jing Xing
Mr. Li Tung Ming
Mr. Xu Kehan

Mr. Gao Yi

(resigned on 9 May 2006)

(resigned on 18 March 2007)
(appointed on 1 January 2007)

NON-EXECUTIVE DIRECTOR
Mr. Leung Hong Man
INDEPENDENT NON-EXECUTIVE DIRECTORS
Mr. Pan Xue Tian

Mr. Lee Cheuk Yin Dannis

Mr. Choi Tat Ying Jacky
Mr. Sik Siu Kwan

(resigned on 10 January 2007)

(appointed on 10 January 2007)

In accordance with article 87 of the Company’s articles of association, Mr. Li Tung
Ming and Mr. Choi Tat Ying Jacky will retire by rotation and being eligible, offer
themselves for re-election at the forthcoming annual general meeting (“AGM”). As Mr.
Gao Vi and Sik Siu Kwan were appointed by the Board as additional Directors after
the AGM held on 9 May 20086, they will retire from office at the forthcoming AGM, and,
being eligible, offer themselves for re-election.

The Company has received annual confirmations of independence from Mr. Pan Xue
Tian, Mr. Choi Tat Ying Jacky and Mr. Sik Siu Kwan, and as at the date of this report
still considers them to be independent.

DIRECTORS’ AND SENIOR MANAGEMENT’S
BIOGRAPHIES

Biographical details of the Directors of the Company and the senior management of
the Group are set out on pages 18 to 22 of the annual report.
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DIRECTORS’ SERVICE CONTRACTS

Ms. Li Kei Ling has entered into a service contract with the Company for a term of two
years which commenced on 1 July 2003. Ms. Li’s service contract was revised to a
term of three years which commenced on 1 July 2005 and is subject to termination
by the Company giving not less than one month’s written notice. Ms. Li is entitled
to a basic annual salary of approximately HK$504,000 which will be reviewed at the
discretion of the Board after she has completed 12 months of service.

Mr. Hung Yung Lai has entered into a service contract with the Company for a term
of two years which commenced on 1 July 2003. Mr. Hung’s service contract was
revised to a term of three years which commenced on 1 July 2005 and is subject
to termination by the Company giving not less than one month’s written notice. Mr.
Hung is entitled to a basic annual salary of approximately HK$504,000 which will be
reviewed at the discretion of the Board after he has completed 12 months of service.

Mr. Li Tung Ming entered into a service contract with the Company for a term of
two years which commenced on 14 January 2004 and would continue thereafter
until terminated by either party giving not less than three months’ written notice. In
December 2006, Mr. Li's service contract was revised to a term of three years which
commenced on 1 January 2007 and is subject to termination by either party giving
not less than three months’ written notice. Mr. Li is entitled to a basic annual salary
of HK$504,000 which will be reviewed at the discretion of the Board after he has
completed 12 months of service.

Mr. Gao Yi has entered into a service contract with the Company for a term of two
years which commenced on 1 January 2007 and is subject to termination by either
party giving not less than two months’ written notice. Mr. Gao is entitled to a basic
annual salary of HK$900,000 and a discretionary bonus payable at the absolute
discretion of the Board.

Mr. Leung Hong Man has entered into a service contract with the Company for a term
of two years which commenced on 1 November 2005 and is subject to termination
by either party giving not less than one month’s written notice. Mr. Leung is currently
entitled to a basic annual remuneration of HK$72,000. Save for the above director’s
fee, Mr. Leung is not entitled to any other remuneration.

Mr. Pan Xue Tian has been appointed as an Independent Non-executive Director for
a term of two years which commenced on 1 July 2003. Mr. Pan’s service contract
was renewed for a term of two years which commenced on 1 July 2005. Mr. Choi
Tat Ying Jacky has been appointed as an Independent Non-executive Director for a
term of two years which commenced on 30 September 2004 and his service contract
was renewed for a term of two years which commenced on 30 September 2006. Mr.
Sik Siu Kwan has been appointed as an Independent Non-executive Director for a
term of two years which commenced on 10 January 2007. Mr. Pan, Mr. Choi and Mr.
Sik’s appointments are subject to termination by either party giving not less than one
month’s written notice. Each of Mr. Pan, Mr. Choi and Mr. Sik are currently entitled to
an annual remuneration of HK$96,000. Save for the above directors’ fees, the three
Independent Non-executive Directors are not entitled to any other remuneration.

No Director proposed for re-election at the forthcoming AGM has a service contract

with the Company which is not determinable by the Company within one year without
payment of compensation, other than statutory compensation.
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DIRECTORS’ INTERESTS IN CONTRACTS

No Director had a material interest, either directly or indirectly, in any contract of
significance to the business of the Group. There is no contract of significance between
the Group, its controlling shareholder or any of its subsidiaries during the year.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the whole or
any substantial part of the business of the Company were entered into or were in
existence during the year.

DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS
AND SHORT POSITIONS IN SHARES AND UNDERLYING
SHARES

As at 31 December 2006, the interests and short positions of the Directors and
Chief Executive in the shares or underlying shares or debentures of the Company
or its associated corporations (within the meaning of Part XV of the Securities and
Futures Ordinance (the “SFQ”)), as recorded in the register required to be kept
by the Company pursuant to Section 352 of the SFO, or as otherwise notified to
the Company and the Stock Exchange pursuant to the Model Code for Securities
Transactions by Directors of Listed Issuers, were as follows:

Long positions in ordinary shares of the Company:

EERNENNES

BEEENHAREEEBERNEAANTERAREES
BARER o ANEE - HERERIEEAMEAR 2 HL8E
MIEREH -

BEEEW

RER - BRI ARIRE R ERAAR 2 HMER
HEBNERIONAL -

ESRAINBRORERRGWESZRAR

RZZZXRE+T-AZ+—0 » EEREHNA QR SE R
FEEGERRES REGOI(TESF LRGN D) EXVED) AL
A IBEERR G REST - HARSRARRAREES MAEE
DI 352 FFENE LM - ARE LT ARNEELTESRD
EVIRAEST RIZR AN G AN A B B S A e FUR R #FILA T

RAXFAZBRHIOHFR

Number of shares held,

capacity and nature of interest

BENRODHE - SORESMHE

Percentage of the

Directly = Through controlled Company’s issued

beneficially owned corporation share capital

Notes BHE BBEFAR Total HARARERT

Name £18 P = BRES ¥E By BRAWED
Directors =

Ms. Li Kei Ling FHR L+ (@) - 342,072,000 342,072,000 42.81

Mr. Hung Yung Lai ARRLIE S (@) - 342,072,000 342,072,000 42.81

Mr Li Tung Ming FRIALE (b) 2,800,000 56,000,000 58,800,000 7.36

Mr. Xu Kehan HRELE 800,000 - 800,000 0.10

Mr. Leung Hong Man PRERSTE (© - 48,180,000 48,180,000 6.03
Chief Executive Officer  ##

Mr. Dong Shao Zhi BRESLE 3,400,000 - 3,400,000 0.43

The interests of the Directors and Chief Executive Officer in the share options of the
Company are separately disclosed in note 29 to the financial statements.
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Long positions in shares and underlying shares of associated corporation:

Percentage of

RAAECEER 0 RAEBROTHFE

Name of Capacity and the associated
associated Relationship with nature of corporation’s
corporation the Company Number of interest issued share capital
Name of Director AR BEARQTH Shares shares 27953 {EEBCEEE 21T
EEEB EEER B& R4 RO EE EEME RENESH
Ms. Li Kei Ling Fortune United Company’s Ordinary 2 Through a 50
FHB L Group Limited holding company shares controlled corporation
RAFH AR A
R A E] IR E]
Mr. Hung Yung Lai Fortune United Company’s Ordinary 2 Through a 50
RERE ST Group Limited holding company shares controlled corporation
RAFH TR miE—E
R A E] IR E]
Notes: B s -

(@) 342,072,000 shares are held by Fortune United Group Limited, a company incorporated in
the British Virgin Islands. Keysmart Enterprises Limited, which is wholly-owned by Ms. Li Kei
Ling, and Hunwick International Limited, which is wholly-owned by Mr. Hung Yung Lai, are
each beneficially interested in 50% of the share capital of Fortune United Group Limited.

(b) 56,000,000 shares are held by Time Lead Investments Limited, a company incorporated in
the British Virgin Islands. The entire issued share capital of Time Lead Investments Limited is
beneficially owned by Mr. Li Tung Ming.

(c) 48,180,000 shares are held by Toyo International Investment Limited, a company
incorporated in Hong Kong. Mr. Leung Hong Man and Mr. Leung Yiu Sing are each
beneficially interested in 50% of the share capital of Toyo International Investment Limited.

Subsequent to 31 December 2006, Mr. Gao Yi has been appointed as an Executive
Director and to replace Mr. Dong Shao Zhi as the Chief Executive Officer of the
Company with effect from 1 January 2007. Mr. Gao is interested in 1,200,000
shares which will be issued to him upon exercise of options granted to him under
the share option scheme of the Company adopted on 21 June 2003, representing
approximately 0.15% of the Company'’s issued share capital.

Subsequent to 31 December 2006, Mr. Xu Kehan resigned as an Executive Director
of the Company and has been appointed as a strategic adviser of the Company with
effect on 18 March 2007.

Save as disclosed above, as at the date of this report, none of the Directors or Chief
Executive had registered an interest or short position in the shares or underlying
shares or debentures of the Company or any of its associated corporations that was
required to be recorded pursuant to Section 352 of the SFO, or as otherwise notified
to the Company and the Stock Exchange pursuant to the Model Code for Securities
Transactions by Directors of Listed Issuers.
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DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR
DEBENTURES

Save as disclosed under the heading “Directors’ and Chief Executive’s interests
and short positions in shares and underlying shares” above and in the share option
scheme disclosures in note 29 to the financial statements, at no time during the year
were rights to acquire benefits by means of the acquisition of shares in or debentures
of the Company granted to any Director or their respective spouse or minor children,
or were any such rights exercised by them; or was the Company, its holding company,
or any of its subsidiaries a party to any arrangement to enable the Directors to acquire
such rights in any other body corporate.

SHARE OPTION SCHEME

The detailed disclosures relating to the Company’s share option schemes and
valuation of options are set out in note 29 to the financial statements.

SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSONS’
INTERESTS IN SHARES AND UNDERLYING SHARES

As at 31 December 2006, the following interests or short positions in the shares and
underlying shares of the Company were recorded in the register of interests required

to be kept by the Company pursuant to Section 336 of the SFO:

Long positions:

Number of shares held,

B bt [ S R AR RO ) R ABREAR D MO RUK R | — B
BTSRRI S 20 PR BB MR T IR B B E SN - F AL BAE
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NN
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HA

capacity and nature of interest

BENRDHE - BORESME

Directly Through Percentage of the

beneficially a controlled Company’s issued

owned Family corporation share capital

Name Notes BHiE interest BE—xR Total HAEARE BT

£18 By = BRES Rk 23 NG| g BRANEDL

Fortune United Group Limited (@) 342,072,000 - - 342,072,000 42.81

Keysmart Enterprises Limited (@) - - 342,072,000 342,072,000 42.81

Hunwick International Limited (@) - - 342,072,000 342,072,000 42.81

Mdm. lu Pun (b) - 342,072,000 - 342,072,000 42.81
it 2+

Ray Sheen Company Limited () 69,492,000 - - 69.492,000 8.70

Mr. Zhang Jing Xing () - - 69,492,000 69,492,000 8.70

RRELE

Mdm. Luo Yang (d) - 69,492,000 - 69,492,000 8.70
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Number of shares held,

capacity and nature of interest

BENROHE - SN RESRME

Directly Through Percentage of the
beneficially a controlled Company’s issued
owned Family corporation share capital

Name Notes HE interest BBE—-X Total EAR DR E BT

£B P BnES RikER BHATF e BRAEANE DL

Time Lead Investments Limited (e) 56,000,000 - - 56,000,000 7.01

Toyo International Investment Limited f) 48,180,000 - - 48,180,000 6.03

FEBEBRREBRAR

Mdm. Lo Mei Sai (9) - 48,180,000 - 48,180,000 6.03

BEWLLT

Mr. Leung Yiu Sing (H&(h) 1,344,000 - 48,180,000 49,524,000 6.20

PR

Mdm. Chu Shuet Fong (h)&(i) - 49,524,000 - 49,524,000 6.20

KEF L+

Notes: B3 -

(@)  Theissued capital of Fortune United Group Limited is equally beneficially owned by Keysmart (a)  Fortune United Group Limited#) 2 2 47A% AN taKeysmart Enterprises
Enterprises Limited and Hunwick International Limited which are in turn, respectively, wholly- Limited & Hunwick International Limited 33 & 25 # A& ° Keysmart
owned by Ms. Li Kei Ling and Mr. Hung Yung Lai, Executive Directors of the Company. Enterprises Limited & Hunwick International Limited% 5l 78 A &89

WITESTHR T RARRMEEE2EHR -

() Mdm. Iu Pun is the wife of Mr. Hung Yung Lai and is deemed to be interested in the shares (o) WWHTRRREEEENIRS  BRRARERMEEERENAE
of the Company held by Mr. Hung Yung Lai. AERIDF G -

(c)  The entire issued capital of Ray Sheen Company Limited, a company incorporated in the () Ray Sheen Company Limited (—RIAEEE LB E MK IHA
British Virgin Islands, is beneficially owned by Mr. Zhang Jing Xing. Mr. Zhang Jing Xing is AN BERITRAHRRRELEERZRS - HRRELEWR
deemed to be interested in the shares of the Company held by Ray Sheen Company Limited. AT Ray Sheen Company Limited 3578 B4 A B1i% () 7 #7542 ©

(d  Mdm. Luo Yang is the wife of Mr. Zhang Jing Xing and is deemed to be interested in the (0 BREZTARRELENRS  BEEANRRELEREGHAR
shares of the Company held by Mr. Zhang Jing Xing. NERDFHEE R ©

(e)  The entire issued capital of Time Lead Investments Limited is beneficially owned by Mr. Li (e)  Time Lead Investments Limited #) % 55 B1TIRAH AR Al — &L
Tung Ming, an Executive Director of the Company. TEETRATEERES ©

()  The issued capital of Toyo International Investment Limited is equally beneficially owned by H HEHERREERARNEETRADHBAARNIENITES
Mr. Leung Hong Man, the Non-executive Director of the Company and his father Mr. Leung PRERIFERE 2 SERRR A ETFHIERES -

Yiu Sing.
(@ Mdm. Lo Mei Sai is the wife of Mr. Leung Hong Man and is deemed to be interested in the (@ BEEZLTARRRILAHRE BEEANRRRRLEREDN

shares of the Company held by Mr. Leung Hong Man.
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Report of the Directors
ESERE

(h)  As recorded in the register of interests required to be kept by the Company pursuant to
Section 336 of the SFO, 1,344,000 shares are beneficially owned by Mr. Leung Yiu Sing. Mr.
Leung Yiu Sing has informed the Company that as at 31 December 2006, he held 556,000
shares of the Company. However, since the decrease in the percentage figure of his holding
did not cross over a whole percentage number, no notice was filed by Mr. Leung Yiu Sing and
Mdm. Chu Shuet Fong under the SFO.

[0) Mdm. Chu Shuet Fong is the wife of Mr. Leung Yiu Sing and is deemed to be interested in
the shares of the Company held by Mr. Leung Yiu Sing.

Save as disclosed above, as at 31 December 2006, no person, other than the
Directors and Chief Executive Officer of the Company, whose interests are set out
in the section “Directors’ and Chief Executive’s interests and short positions in
shares and underlying shares” above, had registered an interest or short position in
the shares or underlying shares of the Company that was required to be recorded
pursuant to Section 336 of the SFO.

SUFFICIENCY OF PUBLIC FLOAT
Based on information that is publicly available to the Company and within the

knowledge of the Directors, at least 25% of the Company’s total issued share capital
was held by the public as at the date of this report.

POST BALANCE SHEET EVENTS

Details of the significant post balance sheet events of the Group are set out in note 34
to the financial statements.

AUDITORS

Ernst & Young will retire and a resolution for their reappointment as auditors of the
Company will be proposed at the forthcoming AGM.

ON BEHALF OF THE BOARD

Li Kei Ling
Chairman

Hong Kong, 22 March 2007
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Independent Auditors’ Report
B ETRE

Ell ERNST & YOUNG

R e HEEH O
TO THE SHAREHOLDERS OF
DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED
(INCORPORATED IN THE CAYMAN ISLANDS WITH
LIMITED LIABILITY)

We have audited the financial statements of Dawnrays Pharmaceutical (Holdings)
Limited (the “Company”) and its subsidiaries (collectively referred to as the “Group”)
set out on pages 34 to 87, which comprise the consolidated and company balance
sheets as at 31 December 2006, and the consolidated income statement, the
consolidated statement of changes in equity and the consolidated cash flow
statement for the year then ended, and a summary of significant accounting policies
and other explanatory notes.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL
STATEMENTS

The directors of the Company are responsible for the preparation and the true and fair
presentation of these financial statements in accordance with International Financial
Reporting Standards and the disclosure requirements of Hong Kong Companies
Ordinance. This responsibility includes designing, implementing and maintaining
internal control relevant to the preparation and the true and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or
error; selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in the circumstances.

AUDITORS’ RESPONSIBILITY

Our responsibility is to express an opinion on these financial statements based on
our audit. Our report is made solely to you, as a body, and for no other purpose. We
do not assume responsibility towards or accept liability to any other person for the
contents of this report.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued
by the Hong Kong Institute of Certified Public Accountants. Those standards require
that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance as to whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditors’ judgement, including the assessment of the risks of material misstatement
of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditors consider internal control relevant to the entity’s preparation
and true and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. An audit
also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the directors, as well as evaluating
the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED ~ ANNUAL REPORT 2006

HRERH (ER) BRAF

(ERSHSEMEUINERAT) 2RBKRE

TAZEAN C BAZY FAN 5 34 2 87 B R Im &4 (J2%) BRA A
(TRAIDREMBAR (HEI £/ MBEHRE - WHERE
BRER-ZZETEANF+-A=+—BWAHRAREERERSA
BEXBLEFENGHFBEE  AHESEPHRMEHESR
BX  UREESHERRE REMMERERE -

EERMBREARENRE

AR ERARBRBERSEREEL IR E/% T1l%1§|JE’\]
BEAERELEEMARIWIIRZENBHRE - EREIRE
it B EEREARHENABRMA Aiﬂﬁ\ﬁﬁﬁﬂ%ﬁi’ﬁﬁﬁﬁﬂﬁ

MERE ] - LM%%%%?E%%KT?EEE%%«a?ﬂf‘éaé&ﬁﬁ%@(ﬂ’ﬂﬁk
SRR REMEAEENEFBE - MRRERFELEE
WEFHER

BRI S

HPNEERRBEEMNEREZSYHRERMEHER - Ak
SERBEBRIRS R IMEREREEME A © HFIT
ERARENARTAEAEMA LB ERAREREE -

HMCREBEEEEMASRMNBERTEAETER B
LEERERBFVETEIEMRE - WA RNITEL - UM
EWEH BRI EE N FE EAERHERRAL -

BROFRBITEF AERE B SRR E R IEEA RN
BROBHE o URERRFIUAN RN AL - 8RR
PSR M BN B HRERTABAERRA RS - £ E
ZERBE - RBMEREZARRRREEN AT R
BIRRAARNAEIZES - ARFHEENBRER - LAY
’ATE’JW*HW%JE’M&@E?‘%K% ERNEETEEERRA

MEFBRNEEERMELO AT NARIE - URHE
IR EREIIBmA N -

HEE - RIIMESHERERR
ZE R T AR -

EREARMEZENARMNE



Independent Auditors’ Report
By ZRETRE

OPINION

In our opinion, the financial statements give a true and fair view of the state of affairs
of the Company and of the Group as at 31 December 2006 and of the Group’s profit
and cash flows for the year then ended in accordance with International Financial
Reporting Standards and have been properly prepared in accordance with the
disclosure requirements of Hong Kong Companies Ordinance.

Ernst & Young

Certified Public Accountants
Hong Kong

22 March 2007
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Consolidated Income Statement
SHREX

Year ended 31 December 2006 EHE-ZTE X F+_A=+—HIEFE

2006 2005
—EERE —TTREF
Notes RMB’000 RMB’000
s AREBTR ARETTT
REVENUE WA 4 788,797 734,002
Cost of sales SHERA (604,788) (518,769)
Gross profit ER 184,009 215,233
Other income and gain N e 4 2,955 1,959
Selling and distribution costs SHER D HEER (53,669) (54,230)
Administrative expenses T ER (36,400) (38,597)
Other expenses HinEH (26,590) (18,214)
Finance costs &R 5 (976) (202)
PROFIT BEFORE TAX BrBE AT A 6 69,329 105,949
Tax | 10 (3,451) (245)
PROFIT FOR THE YEAR AFRE R 65,878 105,704
Attributable to: AT S IBEN:
Equity holders of the parent BAREREFEA 65,781 105,646
Minority interest DY RS 97 58
65,878 105,704
DIVIDENDS: RE : 12
Interim i HA 12,422 12,779
Proposed final B 13,654 29,127
EARNINGS PER SHARE ATTRIBUTABLETO B4 R @R
ORDINARY EQUITY HOLDERS BHEAEGSRER 13
OF THE PARENT
— basic, for profit for the year — &K UARFERFEE RMB0.0823 RMBO0.1321
— diluted, for profit for the year — 88 - UAFERFFE RMB0.0818 RMBO0.1321
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Balance Sheets
BEESER

31 December 2006 R -—ZEETXF+_-_A=+—A8

Group Company
AEE b /NG|
2006 2005 2006 2005
—EEXRE —ZEThHEF —EERE —ZTTREF
Notes RMB’000 RMB’000 RMB’000 RMB’000
FisE AR%T T ARETT AR%T T AREETTT
NON-CURRENT ASSETS FRBEE
Property, plant and equipment W R MR 14 240,741 223,927 153 355
Land use rights T fsE FRAE 15 13,204 13,611 - =
Construction in progress EETE 16 869 19,561 - -
Intangible assets B EE 17 15,362 15,038 - -
Interests in subsidiaries S EPNE 18 - = 341,242 288,829
Deferred tax assets FEERIBE 27 655 = - =
Total non-current assets IERENV A AR 270,831 272,037 341,395 289,184
CURRENT ASSETS REEE
Inventories 78 19 134,597 159,836 - =
Trade and notes receivables EWE 5 REERIE 20 288,892 239,505 - =
Prepayments, deposits and AR Rek
other receivables H {th fE U 038 21 16,029 20,860 413 425
Financial assets at fair value BARERABRR
through profit or loss IS EE 22 3,965 867 3,965 867
Cash and cash equivalents e RREEEY 23 44,023 51,948 4,924 17,761
Total current assets BB ELRRE 487,506 473,016 9,302 19,053
CURRENT LIABILITIES REAE
Trade and notes payables N E 5 REERIE 24 201,242 204,260 - =
Bank advances for
discounted bills SRITREIR IR BN 25 25,351 17,626 - =
Other payables and accruals Hib R KRR B E 26 17,485 34,110 1,262 915
Income tax payable ERF TSR 1,212 = - =
Total current liabilities mE B ERRE 245,290 255,996 1,262 915
Net current assets MBVEEFRE 242,216 217,020 8,040 18,138
Total assets less
current liabilities EEABRRBAE 513,047 489,057 349,435 307,322
EQUITY e
Equity attributable to equity BATREREEA
holders of the parent FEfERER
Issued capital BEITIRA 28 84,791 84,880 84,791 84,880
Reserves e 30 413,812 374,307 250,990 193,315
Proposed final dividend FORAHAR S 12 13,654 29,127 13.654 29,127
512,257 488,314 349,435 307,322
Minority interest DE R RER 790 743 - -
Total equity R 513,047 489,057 349,435 307,322
Li Kei Ling Gao Yi
ZH® SE
Director Director
EEa E=2
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Consolidated Statement of Changes in Equity
SOt EREE R

Year ended 31 December 2006 EHE-ZTE X F+_A=+—HIEFE

Atrioutable to equity holders of the parent

BATEERANERES
Share Statutory Exchange Proposed
Issued Share option surplus fuctuation find Minorty
Notes captal premium reseve  Contrbuted TeSene Tesene Retained dhidend interest Tota
it B&f acoount e wpls EEBR Ef profts i Tl HEEE uiy

LS i LI Y MR KR Zi KRR it B Rt
RBON  RWMBOO  RVBON  RWBOO  RVBOD  RWBO  RVBOD  RWBO  RVBOD  RWBOO  RBOI
ARBTL ARRTR ARMER ARMER ARRTR AR ARMTR MBRER ARMER AR ARRER

(note 28) (note 30) (note 30) (note 30) (note 12)
(s28) (b)) (K30 (:20) (H12)

At1 January 2006 W-2ERE-F-R 84,680 69,583 4255 100,175 297 819 99289 19543 147 716 42,187
Exchange reagnment [ - - - - - (2) = = (20 = o20)
Tota inoome and expense BERRESR

forthe year recognised BINREE

diect n equiy WARZHE - - - - > (321) = = oz1) = )
Netproft forte year KER AT - - - - - - 105,646 - 105,646 5 105,704
Total income and expense

forthe year RERRARR LR - - - - - G 10560 - 105,119 5 105,77
Dividends paid to minorty

sharcholder B ERERE - - - - - - = = = 1] i)
Fna 2004 diidenddeclred ~ EF-EEMERSRE - - - - - - - (19549 (19543 - (19549
Equty-settled share option

anangements iR R ER ) - - 380 - - 154 - - 4046 - 4046
Cancelition and expiy of HEREEE

employee share opfons [EBERE - - (6251) - - - 6531 - - - -
Interm 2005 divdend “EERERHRE 1 - - - - - - (12779 - (12779 - (12779
Proposed fre 2005 chidend~~ E=BBRERDRE 1 - - = = = - 1en pelvl - - -
Tansferfom retane profts BRERTHER - - = = 12091 - (12091 = - - -
At 31 December 2005 R-ZSRET=A=T-A 84880 69583 1616 10,175 45018 148 157469 17 488314 743 489067
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Consolidated Statement of Changes in Equity I|||

Year ended 31 December 2006 EHE-ZTE X F+_A=+—HIEFE

Attributable to equity holders of the parent

BRRRERAARGRE
Capital Share Statutory  Exchange Proposed
Issued Share  redemption option surplus~ fluctuation final Minority
Notes capital ~ premium reserve reserve  Contributed resere reserve  Retained  dividend interest Total
it BET  account -8 BRE  sups  EREE E profits Bk Tt EER equity

b5 BfER  RERR BE f\BB M BB RERR  RERS it LI
RMBOO)  RMBO  RMBOD)  RMBO  RMBON  RMBOO  RMBON  RMBOO  RMBON  RMBON  RMBON  RMBON
ABRTR  ABRTR ARRTR ARRTR ARRTR ARMTR ARMTR ARMTR ARMTR ARRTR  ARRTR  ARETR

(note 26) (note30)  (ote30)  (note 30) (note 30) (note 12)
(H2s) (W20 (k3% (M) (KiE30) (K1)

At 1 Jancary 2006 KT8 B0 6058 - 1616 10015 45018 M5 157480 Wi desdn w40
Exchange ealignment EfaE - - - - - - 69 - - 6 - (]
Tota income and expense BERIEAR

forthe year recognised BAMEER

diecty nequiy BARstEE - - - - - - (63) - - 63 - (63
Net prof for e year RERRER - - - - - - -t - g o 65
Totalincome and expense

fortheyear FERNAR LR - - - - 63) 05,781 - 65,718 9 65,815
Evercise ofshare options fiiFEhE pA) 105 646 - (119) - - - - - 632 - 632
Sheres repurchased

and cancelld ERRHRA %8 (194 (1,069 194 - - - - (194 - (1,269 - (1,269
Dividends paic to minority

shargholder Bff) 8RS - - - - - - - (50) (30)
Fnel 2005 icenddeced ~ ER-SSRERERS - - - - - - - - [ - B
Eauity-setfled share option

amangemens IR B ER R 9 - - - 05 - - - - 05 - 05
Interim 2006 dividend ZREAERARE 1 - - - - - - - (4 - e - (e
Proposed fial 2006 diicend RE-EBnERERE 12 - - - - - - - (13,654) 13,654 - - -
Tansfr fom etanedpofts. ARG EFRER - - - - - 1753 - (1,153 - - - -
At 31 December 2006 RZEAETZAZT-A 84791 9,160 194 190100 s W1 1364 5N ™o s
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Consolidated Cas
EHBEERER

Year ended 31 December 2006 & Z= — T /X

h Flow Statement

F+=A=+—HILEE

2006 2005
—BEXRE —TTRF
Notes RMB’000 RMB’000
i AR®T AREFTT
CASH FLOWS FROM OPERATING ACTIVITIES K& EZBMNBEERE
Profit before tax: BRAE AR : 69,329 105,949
Adjustments for: EANIE S
Finance costs BM%ER 976 202
Interest income FLEMA (858) (1,082)
Dividend income from financial assets BRARBELRABERZ
at fair value through profit or loss HBEENRSEA 4 @ (7)
Loss on disposal of items of property,
plant and equipment HEME - BEREEEENEER 6 1,392 959
Impairment losses of intangible assets BREEREER 6 1,335 -
Depreciation e 6 22,227 17,408
Amortisation of intangible assets B EESH 6 790 531
Recognition of land use rights T { R RERER 6 307 306
Gain on disposal of financial assets at fair HERARBRABRRZ
value through profit or loss HBEENRE 4 (202) (G
Fair value (gains)/losses, net: DAE )/ BEFE
Financial assets at fair value
through profit or loss BARERNERRZHEEE 6 (857) 190
Equity-settled share option expenses AR A 5 {9 O BB AR A 5 29 405 4,046
Operating profit before working capital changes Rt BBESCEBALERLMA 94,842 128,544
Decrease/(increase) in inventories FERD/(Em) 25,283 (75,070)
(Increase)/decrease in trade and notes receivables  fEIRE 5 R ZHFIE (38 10) /W (41,662) 14,131
Decrease/(increase) in prepayments RO,/ (38h0) 10,197 (1,091)
Decrease in deposits and other receivables e R E M EUGRER 2,251 6,218
Decrease in trade and notes payables [ENE 5 RERZHIER D (8,336) (18,535)
(Decrease)/increase in other payables Hfth BT B OB D),/ (29,163) 1,285
Increase in and accruals [EETBMEEM 95 1,413
Income tax paid BIIFEH (2,894) (4,780)
Net cash inflows from operating activities TEENRESRAFH 50,613 52,115
CASH FLOWS FROM INVESTING ACTIVITIES REZBHHNHEERE
Interest received BIAE 4 858 1,258
Dividends received from financial assets BliEARERABRRZ
at fair value through profit or loss B EENRE 4 2 7
Proceeds from disposal of items of HEWE  BEREEER
property, plant and equipment RTS8 176 910
Proceeds from disposal of financial assets HERARERANBRRZHEEE
at fair value through profit or loss RTS8 2,150 815
Purchases of property, plant and equipment
and construction in progress BENE - BERIERERIE (8,337) (61,740)
Purchase of intangible assets BEEMEE 17 (2,449) (1,908)
Purchase of land use rights HEE i FE (3,480) (3,543)
Purchases of financial assets at fair value BERARBLABRERZ
through profit or loss MBEE (4,189) (1,266)
Net cash outflows from investing activities REFBHHALTLFE (15,269) (65,467)
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Consolidated Cash Flow Statement
EHEESRER

Year ended 31 December 2006 EHE-ZTE X F+_A=+—HIEFE

2006 2005
—ETRE —TTRF
Notes RMB’000 RMB’000
i AR®F T AREFTT
Net cash outflows from investing activities REFBNISTILFE (15,269) (65,467)
CASH FLOWS FROM FINANCING ACTIVITIES REZBNHELSHRE
Proceeds from exercise of share option 1T B AR RO FT IS R IE 632 =
Repurchase and cancellation of shares B0 R A ARG (1,263) -
Interest paid EffF8 5 (976) (202)
Dividends paid EENE) (41,549) (32,322)
Dividends paid to minority shareholder B LERERS (50) 31)
Net cash outflows from financing activities MEEHNRSRLFE (43,206) (32,555)
NET DECREASE IN CASH AND RERBEEEY
CASH EQUIVALENTS AL FE (7,862) (45,907)
Cash and cash equivalents at beginning of year FUR&LRSEEN 51,948 98,382
Effect of foreign exchange rate changes, net EXSE s VETFE (63) (627)
CASH AND CASH EQUIVALENTS
AT END OF YEAR FRESREALEEY 44,023 51,948
ANALYSIS OF BALANCES OF CASH AND BEeRBELEEY
CASH EQUIVALENTS AT
Cash and bank balances BeRIRITET 23 41,446 35,666
Short term deposits BHRITER 23 2,577 16,282
44,023 51,948
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