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Chairman’s Statement

FRBE

Dear SHAREHOLDERS:

On behalf of the board (the “Board”) of the directors (the “Directors”) 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 2009 (the “reporting
period”).

RESULTS

The Group has recorded the revenue of approximately RMB1,082,110,000
for the year ended 31 December 2009 (2008: RMB947,710,000), which
was increased by 14.2% from the revenue of 2008. Profit attributable
to equity holders of the parent was approximately RMB118,388,000
(2008: RMB102,037,000), which was increased by 16.0% from the profit
of 2008. The increase in revenue was mainly due to the growth in the
Group’s bulk medicines business and system specific medicines business.
Specifically, the sales of bulk medicines increased 16.0%, and the sales of
system specific medicines increased 18.8%. Consistently, the Group pays
close attention to the development tendency of the total policy for China
environmental protection and formulates plans ahead of time. The Group
has been investing in construction of environmentally friendly pollution-
control facilities and Good Manufacturing Practice (“GMP”) upgrading
facilities for a few years already. Hence, in 2009 both the original and new
production capacities of the bulk medicines could still be fully utilized under
the Central Government’s stringent legal requirements for environmental
protection and increased the sale of bulk medicines. Also, from the strategic
development perspective, the Group has been enhancing the market
penetration actions in the field of cardiovascular system specific medicines
and expanding the doctors’ expertise network incrementally. Therefore,
the market share for system specific medicines was increased. The growth
of the system specific medicines business not only increased the general
gross profit margin but also optimized our product portfolio. In addition, the
Group insists on utilizing the tight cost-control principle of corporate finance.
Under the current economic environment of credit crisis and financing
difficulties caused by financial crisis all over the world, the Group has
managed to maintain healthy and stable cashflows. The operating activities
cash inflow was RMB138,987,000 in 2009 (2008: RMB97,799,000), which
was increased by 42.1%. Hence, for the year ended 31 December 2009,
under the condition of maintaining stable dividend payout policy, aimost all
the development projects have been funded by the Group’s own sufficient
internal capital resources.
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Chairman’s Statement

FRBE

FINAL DIVIDEND

The Board has resolved to declare a final dividend of HK$0.05 per
share for the year ended 31 December 2009, amounting to the total
sum of approximately HK$39,530,000 (approximately equivalent to
RMB34,769,000).

Taking into consideration the interim dividend of HK$0.018 per share, the
total annual dividend distributed for the year is HK$0.068 per share. The
dividend payout ratio is approximately 39.9%.

THE OVERVIEW OF 2009

Due to the healthcare reform and industry policies formulated by the Central
Government, pharmaceutical manufacturers in China maintained growth
in both domestic sales and profit in the year 2009. Meanwhile, because of
the international financial crisis, the growth of export sales decreased and
firms faced major stress from international markets. One main reason was
that financial crisis caused many countries to adopt a monetary policy to
depreciate currencies. The currency of China, Renminbi (RMB), however,
has been appreciating substantially, which made Chinese firms who
specialize in bulk exporting faced pressure overseas.

The Ministry of Environmental Protection of the People’s Republic of China
issued the “Discharge Standard of Water Pollutants for Pharmaceutical
Industry” in June of 2008, which officially set the standard for all the newly
established pharmaceutical manufacturers to follow. The incumbents were
required to update their pollution control facilities in given periods. Because
the new standard is high, many enterprises in the pharmaceutical sector
have been upgrading their facilities or changing technologies to satisfy the
discharge standard, basically through establishing new water pollutant
systems and solid pollutant systems. Hence, the capital expenditure was

increased but the profit decreased for many firms.

Because of the new wave of healthcare reform formulated by the Central
Government of China, especially the issue of the “National Essential Drug
System” and the “National Essential Drug List-Section for state-owned
grass-roots health institutions uses”, domestic pharmaceutical market
demand is increasing, which leads to the fast growth of the pharmaceutical
industry. The Board believes that the increase rate of industrial output value
for the pharmaceutical sector in 2009 would be similar to the rates of the
past two years, i.e., approximately 16%.
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Chairman’s Statement

FRBE

Because of the implementation of major industry policies such as the
“Provisions for Drug Registration” and new GMP standards, the speed for
pharmaceutical sector firms’ reorganization and restructuring is rapid. For
one thing, the industry resources are effectively flowing into strong players
in this sector. The Central Government of China formulated a few important
industry policies in order to upgrade the technologies of drug manufacturers
and to restructure the industry as a whole. The Group understands that
the healthcare reform will stimulate an increase in the demand of essential
drugs on the one hand and shape the distribution channels of the industry
on the other. The growth opportunities for hospitals at the county-level are
especially tremendous. Therefore, the products of the Group fully leverage
the advantages associated with the cephalosporin vertical integration, the
matured sales force, and the flexible management model to cover basic
healthcare units, including county-level hospitals and community-level
hospitals in major cities.

THE PROSPECTS OF 2010

In 2010, the Board believes that the local governments of China will
incrementally implement the reform projects of public hospitals and provide
fiscal subsidies for the basic healthcare units (i.e., hospitals at the county-
level). From the perspective of hospital operations, the core message of
healthcare reform in China will be establishing effective public hospital
administration systems and exploring the public hospital governance
mechanisms. Hospitals are institutional buyers of the Group. Any change
in their purchasing behaviors will generate significant impacts to the future
growth of pharmaceutical firms.

In the meantime, the State Food and Drug Administration (“SFDA”) of the
People’s Republic of China is going to refer to the GMP of the World Health
Organization as the benchmark of China’s GMP. China’s SFDA will also
follow the GMP standards set by the US and European Union in order
to upgrade China’s GMP to the cutting edge of global standards. From
the perspective of the SFDA, this is one major force to push domestic
pharmaceutical firms to compete in the global arena. Hence, currently the
small and mid-sized firms with old technologies and limited resources will
face the stress of being eliminated in the near future.
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Chairman’s Statement

FRBE

Based upon the above brief analysis, the Board believes that the
competitive advantage of the Group in 2010 will come from the capability of
marketing in the drug marketplace and the ability to adapt to the healthcare
industry policy in China. The Group will enhance the market research and
research and development (“R&D”) management for high-end products to
increase the knowledge and technology capabilities of the firm. In the long
term, the strategy of technological leadership and the flexible corporate
resource arrangement will allow us as a pharmaceutical enterprise to
outperform our competitors in an ever-changing emerging market and

create value and a desired rate of return for our shareholders.

HUMAN RESOURCES

The Board believes that the direction of building any pharmaceutical
enterprise should be based on cutting edge knowledge and technology.
We believe that human resources are the most valuable treasure of the
Group and the essential driving force for the sustainable development of the
Group. | would like to take this opportunity to express my sincere gratitude
to my colleagues spread across China for their dedication and diligence.

Li Kei Ling
Chairman

Hong Kong, 30 March 2010
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BUSINESS REVIEW
BUSINESS OVERVIEW

In January 2009, the new medical reform of the People’s Republic of
China (“PRC”) was formally rolled out. Based on the main features of the
pharmaceutical industry of China, namely the continuous rapid growth of
the industry as a whole, the initial progress made on the restructuring of
the industry, the accelerated pace of innovation and further standardization
of the distribution mechanism of pharmaceutical products, and taking into
account the actual conditions of the Group, the Group further rationalized
its production procedures and increased its product yield, thereby lowering
its manufacturing cost. Following the successful commencement of
production of Dawnrays (Nantong) Pharmaceutical Science and Technology
Co., Ltd. in 2009, the Group further expanded its production capacity,
and the scale of economy created also helped reduce manufacturing
cost. In respect of the sales strategies, the Group further adjusted its
product portfolio, and got through to its marketing efforts, “cefepime”, its
new product launched in 2008, has seen significant increase in sales and
expansion of market share in 2009. As the exclusive research partner and
designated medicine supplier of the “Chinese Hypertension Intervention
Efficacy Study” (“CHIEF” Study) under China’s Eleventh Five-Year plan,
the Group effectively enhanced its corporate image and brand recognition,
recording steady increase in sales. On the research and development front,
the Group mainly cooperated with research institutes, focusing on the
research and development of new drugs and first generic version drugs with

the majority related to the cardiovascular field.
PRODUCTION & SALES OPERATION

For the year ended 31 December 2009, the production and sales volume of
bulk medicines of the Group increased by 17.5% and 25.2% respectively as
compared to the corresponding period of 2008. The production and sales
volume of powder for injections increased by 6.7% and 3.7% respectively
as compared to the corresponding period of last year. The production
and sales volume of solid-dosage-forms increased by 13.7% and 9.7%
respectively as compared to the corresponding period of last year. Export
sales of the Group amounted to approximately RMB99,688,000, increased
by 34.5% as compared to RMB74,103,000 recorded in the corresponding
period of last year.
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DEVELOPMENT OF NEW PRODUCTS

In 2009, the Group applied to the State and/or Provincial Food and Drug
Administration to register a total of 30 products for 32 registrations.
Accordingly, the Group received 17 supplemental production permits and
4 clinical permits. There were 7 products under clinical trials. The clinical
trial of system specific medicines for chronic hepatitis B and those for
cardiovascular system completed. There are on-going clinical trials for 5
products included system specific medicines for cardiovascular system and

anti-infective medicines.

CONSTRUCTION PROJECTS FOR THE EXPANSION OF
PRODUCTION FACILITIES

Construction projects for the expansion of production facilities in 2009

included:

Pharmaceutical Chemical Intermediates

Civil works of phase Il of the project of Dawnrays (Nantong) Pharmaceutical
Science and Technology Co., Ltd. commenced.

Preliminary approvals for projects for new products of Suzhou Dawnrays
Chemical Co., Ltd. had been sought from the government and the

construction plan was on the way.

Bulk Medicines

Civil works of the bulk medicines project in Hedong Industrial Park of

Suzhou Dawnrays Pharmaceutical Co., Ltd. commenced.

Pharmaceutical Preparations

Design of the solid-dosage-forms preparations project in Hedong Industrial
Park of Suzhou Dawnrays Pharmaceutical Co., Ltd. commenced.

VOLUNTARY WINDING-UP OF SHANGHAI DAWNRAYS CHEMICAL
CO,, LTD.

Due to the limitations imposed by the environmental protection policies
of Shanghai city and the change of land usage, the normal operation and
sustainable development of Shanghai Dawnrays Chemical Co., Ltd. were
affected. In January 2010, the Group commenced the liquidation procedure

for the voluntary winding-up of Shanghai Dawnrays Chemical Co., Ltd.
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Management Discussion and Analysis
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As Dawnrays (Nantong) Pharmaceutical Science and Technology Co., Ltd.
has already commenced production, the winding-up of Shanghai Dawnrays
Chemical Co., Ltd. will not jeopardise the productivity and operation of the
Group.

FINANCIAL REVIEW

SALES AND GROSS PROFIT

For the year ended 31 December 2009, the Group has achieved the
revenue of approximately RMB1,082,110,000, equivalent to an increase of
14.2% compared with the corresponding period of last year. Gross profit
was approximately RMB328,052,000, equivalent to an increase of 27.8%
compared with the corresponding period of last year. Gross profit margin
was increased by 3.2% to 30.3% (2008: 27.1%). The main reasons for
the growing revenue were the surge in sales volume of bulk medicines by
25.2% with a stable increase in sales volume for the relative high gross profit
margin products, system specific medicines and powder for injections, by
9.7% and 3.7% respectively compared with the corresponding period of

last year. Moreover, the unit production cost decreased.

TABLE OF TURNOVER ANALYSIS

ERXRin(BB) BEMEARAFCERNRE - &
REBRBICTERRATEFEAKENERL LS
78 o
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FEZETEH AR 1,082,110,0007T ¢ th A F R HIE
£14.2% - EF|FE L AR ¥ 328,052,0007C * thEF
Al B8 K 27.8% ° £FIE 530.3% @ BEFREH
27A% MR T 3.2% - BEFE EANEERARRE
MIEEHERAFRIANIFIEK25.2%; BmTH RN
ERE RSB EEHENE TRLE - HRIRA
FRMHER 7% NM3.7% + A ME R ELL K ALK AT
ﬁ °

BB -RERED

Product Turnover (RMB’000) Sales Breakdown (%)
Em EEH(AR%TR) SHELLHI (%)
2009 2008 Changes 2009 2008 Changes

—EEAF —TTN\F g —ZTTAE —ZTZT)N\F g
Bulk Medicines [} 636,014 548,092 87,922 58.78 57.83 0.95
Powder for Injections M ETH 285,307 264,322 20,985 26.37 27.89 -1.62
Solid-Dosage-Forms [ 7 75 160,789 135,296 25,493 14.85 14.28 0.57
Overall e 1,082,110 947,710 134,400 100.00 100.00 0.00
EXPENSES BH

The total expenses incurred during the year increased 24.1% making total
of RMB181,184,000 compared with the corresponding period of last year,
equivalent to 16.7% of turnover (2008: 15.4%). The increase was mainly
due to the selling and distribution costs increased by RMB21,811,000
compared with the corresponding period of last year. The main reasons
for the increase were the surge of freight expenses due to the increased
turnover and rise in fuel price. The promotion and marketing activities
expenses also increased due to the exploitation of China and overseas
markets.

FR - BABIEHEXARE 181,184,000 © Bk
FRIHIENN24.1% - (EEEBOLAIR16.7%(ZFF
NEF:15.4%) - BRENREAEZZEREBERKHE
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PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE PARENT

For the year ended 31 December 2009, profit attributable to equity holders
of the parent amounted to approximately RMB118,388,000 equivalent to an
increase of 16.0% compared with the corresponding period of last year.

ANALYSIS ON THE RETURN ON ASSETS

As at 31 December 2009, net assets attributable to equity holders of the
parent were approximately RMB711,289,000. Net return on net assets,
which is defined as the profit attributable to equity holders of the parent
divided by net assets attributable to equity holders of the parent, was
16.6% (2008: 16.2%). The current ratio and quick ratio was 1.80 and
1.34 respectively. Turnover days for trade and notes receivables was
approximately 137 days. The turnover days for inventory was approximately
82 days.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31 December 2009, the Group held cash and cash equivalents
of approximately RMB86,450,000 (as at 31 December 2008:
RMB38,936,000). During the year, the net cash flows from operating
activities was approximately RMB138,987,000 (2008: RMB97,799,000).
Net cash flows used in investing activities was approximately
RMB60,396,000 (2008: RMB82,853,000). Net cash flows used in financing
activities was approximately RMB30,987,000 (2008: RMB50,399,000).

As at 31 December 2009, the debt ratio (defined as the sum of bank
advances for discounted bills plus interest-bearing bank loan over total
assets) of the Group was 0.9% (as at 31 December 2008: 2.6%).

As at 31 December 2009, the Group had aggregate bank facilities
of approximately RMB700,568,000 (as at 31 December 2008:
RMB595,000,000).
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As at 31 December 2009, the Group’s capital commitments amounted
to approximately RMB154,410,000 (as at 31 December 2008:
RMB113,370,000), which mainly derived from the construction of new
workshops for non-cephalosporin bulk medicines and solid-dosage-
forms preparation, re-engineering of old workshop to meet new GMP
requirements in Suzhou Dawnrays Pharmaceutical Co., Ltd., the phase
Il of plant construction in Dawnrays (Nantong) Pharmaceutical Science
and Technology Co., Ltd., the construction of multi-functional workshop
in Suzhou Dawnrays Chemical Co., Ltd., etc. The Group has sufficient
financial and internal resources to bear the capital expenditure.

Save as aforesaid disclosure, the Group had no significant external
investments or material acquisitions or disposal of subsidiaries and

associated companies during the year.
FOREIGN EXCHANGE AND TREASURY POLICIES

As the Group’s substantial business activities, assets and liabilities are
denominated 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.

STAFF AND REMUNERATION POLICY

As at 31 December 2009, the Group employed approximately 1,706
employees and the total remuneration was approximately RMB83,165,000
(2008: RMB72,050,000). The Group 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 2009, the Group had no asset being pledged to banks
to obtain credit facilities (as at 31 December 2008: Nil).
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CONTINGENT LIABILITIES

As at 31 December 2009, the Group had no material contingent liabilities (as
at 31 December 2008: 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.

SEGMENT INFORMATION

For management purposes, the Group is organised into business units
based on their products and services. There is one reportable operating
segment: the manufacture and sale of pharmaceutical products.
Management monitors the operating results of its business units as a
whole for the purpose of making decisions about resources allocation and

performance assessment.

RIZZNFT-_A=1T—0 AEBEYEBEAHE
BEMWMZEENF+_A=t—"H:8)-

RAREARE R AHBE RR

BN Lt RS ES MWBER | —EAE A A AR
SOREFRRETEESN - AKE B AL EERKEAR
BRBIHBABNEERTE -

AEBEBEBEUIREERLREE D - AHTRE
B AKEE—EARENE  HERHEBREE
me BEEEEREBEMNBBELEE  IMELEE
RO B KRR FE ZREK -



Corporate Governance Report

EERRE

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.

In the opinion of the Directors, the Company has complied with all 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”) for the year ended 31 December
20009.

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 2009 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 6 meetings for the year ended 31 December 2009 to
consider, among other things, reviewing and approving the interim and
annual results of the Group, overall group strategy, annual budgets,
approval of major capital transactions and other significant operational and
financial matters. During the year, ad-hoc meetings were convened when
circumstance required such as review and approve capital expenses for

production facilities.
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Details of the attendance of Directors at these regular Board meetings
and at three other board committees’ meetings (the Audit Committee, the
Nomination Committee and the Remuneration Committee) during the year
2009 are set out in the following table:

RIZTNF  ZSEEREHESFERA LRI =
B3 (ERLBe REZESLFMEER
)L EFIBIIEN T -

No. of meetings attended/held

eRHEREBITRE
Audit Nomination Remuneration

Board Committee = Committee = Committee
Name of Directors BEHR BEEg EREER REEZER FHZEER
Executive Directors HiTEE
Ms. Li Kei Ling (Chairman) THBR L (/) 6/6 2/2 2/2
Mr. Hung Yung Lai RRRITS 6/6
Mr. Li Tung Ming FEREASLE 6/6
Mr. Gao Vi BRI E 6/6
Non-executive Director HEBTEE
Mr. Leung Hong Man RERERR%E 3/6
Independent Non-executive Directors BUINTESE
Mr. Pan Xue Tian EEHE 6/6 2/2 2/2 2/2
Mr. Sik Siu Kwan (£8P 4/6 2/2 1/2 2/2
Mr. Choi Tat Ying Jacky BOERAAE 6/6 2/2 2/2 2/2
At least 14 days notice of regular board meeting is given to all Directors. The EEEFHeRNASTRERRTRD THRATED
agenda and board papers are sent to the Directors at least 3 days before FTEES -ESEhHBETZESSRNREEREH
the meetings of the Board and board committees so that the Directors GHEXH  ELPEBRGHE=ZKRIERTEES &
have the time to review the documents. Directors can include matters for %%%ﬁﬁﬁ'ﬁ%ﬁ&%ﬁﬁ MEFRE  EENLH

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.
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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.

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 meets 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 25 to 31 to the 2009 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.

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.
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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 annual
general meeting (“AGM”) in accordance with the Company’s articles of
association (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,
at least 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. Gao Yi, Mr. Sik
Siu Kwan and Mr. Hung Yung Lai will retire at the forthcoming AGM.

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.
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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 (the “Chairman”) and the chief executive officer
(the “CEQ”) of the Company 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 Ms. Li Kei
Ling as the Chairman. She 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.

Mr. Gao Yi, an Executive Director and the CEOQO, is delegated with the
authority and responsibility for managing the Group’s business operation
and implementing the development strategies. Mr. Gao 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. He 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.
In addition, Mr. Gao will also present the coming year budget summary to
the Board for approval at the Board meeting held in December each year.

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 the
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.

EEMREAARRE VBFEREEEELATH
RRASEBEBAN 2 B B0 E R ARRIEZ PR
FEMBHRR LM - EFSW NABERMEANTE
ERRGHAEENFELEENR TEARR
bt EFENARAHEKEELRRES

ExgRR RAEEEARRAFERR LT HR
& HSRRESREREE RRE LR AR
EATHRBENEMBMEER - LARAEEERIH R
SENERBEVIRERATRENER - RBHFE -

BTN SIIE AR 2 5 o

EEREEEERTARMEERS Wi aEN
% BEREEEHIRARERZIERF -

ﬁﬁﬁ??ﬁ%%ﬁ@ﬂ‘%;ﬁé%g‘\ﬁ%ﬁi?ﬁiﬁ
F HEREFGEREARMAI NV ER - LR
u’?&iji REIBHIE & - T REREIR AR
BEAE  AEBEFRATSESREELFIAE
5 AERA R I o SIETHBCR AR ER A A
2 RO A EREEIRAE ST AR R R IG5 A B R
SEEKEH  UHHAEHER ANBERNGERE
MERZEE SIERGREFAH#A - 25 - B
RIEHISEBREBEDFINSERR

BB BNABREFER MR R AR Rt
BRANBR $“E RN EPFERIN BE AR A

EENARB 2 TR EERPHEN - REENER
5¢5@§$¢Zﬁﬁﬁiﬁg B o N MEE

BAEEGIRNECLREGER



Corporate Governance Report

EERRE

The Board also monitors and assesses the adequacy of resources,
qualifications and experience of staff of the accounting and financial
reporting function, and their training programmes and budget on an
ongoing basis.

Based on the assessments made by the internal audit team in 2009, the
Board and the audit committee of the Company considered that the key
areas of the Group’s internal control system are reasonably implemented
with room for improvement. The Group shall endeavor to further improve the
Company’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.

Nomination Committee

As at 31 December 2009, the nomination committee of the Company (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.
Sik Siu Kwan and Mr. Choi Tat Ying Jacky as the committee’s members.
The Nomination Committee’s terms of reference are summarized as

follows:

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

i) 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 a strong and diverse
Board.

During the year 2009, the Nomination Committee had two meetings to

review the renewal of Directors’ service contracts.

Remuneration Committee

As at 31 December 2009, the remuneration committee of the Company
(the “Remuneration Committee”) had Ms. Li Kei Ling as the committee’s
chairman, the three Independent Non-executive Directors, Mr. Pan Xue
Tian, Mr. Sik Siu Kwan and Mr. Choi Tat Ying Jacky as the committee’s
members. 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
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 31 to the financial statements.

The Remuneration Committee had two meetings in 2009 to review and
recommend to the Board the salaries and welfare of the Directors.
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Audit Committee

The Company has an audit committee (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 2009, the Audit Committee’s chairman was Mr. Sik Siu
Kwan, Mr. Pan Xue Tian and Mr. Choi Tat Ying Jacky were the committee’s
members. 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) toreview financial information; and
i) to oversee financial reporting system and internal control procedures.

During the year 2009, the Audit Committee had two meetings to discuss
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 2009 have been reviewed by the Audit Committee before
recommending it to the Board for approval.

AUDITORS’ REMUNERATION

Ernst & Young has been reappointed as the Company’s external auditors at
the AGM on 8 May 2009 until the conclusion of the next AGM. During the
year 2009, the remuneration paid to the Company’s external auditors for
audit service amounted to RMB1,000,000.
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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(4)
are included in the circular to shareholders dispatched together with the

annual report.

The chairman explains the procedure for 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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EXECUTIVE DIRECTORS

Ms. LI, Kei Ling, aged 61, is an Executive Director and the Chairman of
the Company, and one of the founders of the Group. Ms. Li founded 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.,
Dawnrays International Co. Ltd. ( 3 ¥ B B f% 5 A BR A &) ), Suzhou
Dawnrays Pharmaceutical Co., Ltd., Shanghai Dawnrays Chemical
Co., Ltd., Suzhou Dawnrays Chemical Co., Ltd., Dawnrays (Nantong)
Pharmaceutical Science and Technology 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 good corporate governance
practices and business policies are established, and executing the overall
developmental strategies of the Group.

Mr. HUNG, Yung Lai, aged 65, is an Executive Director of the Company
and one of the founders of the Group. Mr. Hung founded the Group in
December 1995 and was appointed to the Board in October 2002. Mr.
Hung also holds directorship in Dawnrays International Co. Ltd., Dawnrays
International Co. Ltd. ( 3 ¥m B B A% 2 B R 2 @& ), Suzhou Dawnrays
Pharmaceutical Co., Ltd., Shanghai Dawnrays Chemical Co., Ltd., Suzhou
Dawnrays Chemical Co., Ltd., Dawnrays (Nantong) Pharmaceutical Science
and Technology Co., Ltd. and Dawnrays Pharma (Hong Kong) Ltd., which
are all subsidiaries of the Company. Mr. Hung holds a degree from /&
S4BT (Shanghai Conservatory of Music). He has over twenty years of
experience in corporate management and corporate development, and has
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) Ltd., a company listed on the Growth Enterprise Market of
the Stock Exchange.
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Mr. LI, Tung Ming, aged 61, 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., Suzhou
Dawnrays Chemical Co., Ltd. and Dawnrays Pharma (Hong Kong) Ltd.,
which are all subsidiaries of the Company. Mr. Li is also the supervisor of
Dawnrays (Nantong) Pharmaceutical Science and Technology Co., Ltd.,
a subsidiary 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
product development of the Group and is responsible for liaison with the
Group’s academic network of medical experts and academic advisers.

Mr. GAO, Yi, aged 56, 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., Suzhou
Dawnrays Chemical Co., Ltd., Dawnrays (Nantong) Pharmaceutical Science
and Technology Co., Ltd. and Dawnrays Pharma (Hong Kong) 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 2008,
Mr. Gao was the deputy general manager and general manager of Hebei
Union Pharmaceutical Co., Ltd. and Zhuhai Economic Zone Li Kang
Pharmaceuticals Co., Ltd. respectively each for five years.

NON-EXECUTIVE DIRECTOR

Mr. LEUNG, Hong Man, aged 35, 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 73, 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 of F1 B & 77 &
(Chinese Hospital 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 A7 B A28 &
P (Dalian Medical University of the PRC).

Mr. CHOI, Tat Ying Jacky, aged 41, is an Independent Non-executive
Director of the Company. Mr. Choi joined the Group in September 2004. He
is @ 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 Hong Kong Institute of Certified Public Accountants
and is currently serving as the chief financial officer of Hong Kong Mercantile
Exchange Ltd. and is an independent non-executive director of Norstar
Founders Group Ltd., a company listed on the Main Board of the Stock