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BUSINESS REVIEW % 1% 11l B

I. Production & Sales Operation — s HEHEHR

For the year ended 31 December 2005, each of the Group's products in rEEHE-_ZEZRF+_A=+—H
terms of production volume and sales volume recorded a growth over the ITEEGNEERFEENR_ZZTNF
corresponding period of last year. During 2005, a total of 585.4 tones of bulk R o RFERNEERESE58540F - & L
medicine were produced, equivalent to an increase of 57.6% compared with FIER57.6%  HERRMBE37630 - 8
the corresponding period of last year. Sales of bulk medicine achieved 376.3 FHREISY : EEM I |5,532.81%?TE TR
tones, equivalent to an increase of 25% compared with the corresponding LFFERSII% - HEMEH 1516538
period of last year. A total of 155,328,000 vials of cephalosporin powder for o R EFIRRT769% 0 £EHRE(BFR
injection were produced, equivalent to an increase of 81.1% compared with B#) 1117685  ®REFEREIA4% "
the corresponding period of last year. Sales of cephalosporin powder for EMRE(ERAE) 7288 EF
injection achieved 151,653,000 vials, equivalent to an increase of 76.9% HR33.1% °

compared with the corresponding period of last year. A total of | 1,176,000
boxes of generic drugs (system specific medicine) were produced, equivalent
to an increase of 25.4% compared with the corresponding period of last year.
Sales of generic drugs (system specific medicine) achieved 11,172,000 boxes,

equivalent to an increase of 33.1% compared with the corresponding period

of last year.

2. Products in the Pipeline Z FEREBR
In 2005, the Group obtained 32 production permits for 20 species of products —EERFHABWEARERESBRRER
from the State Food and Drug Administration of the PRC. There are 4 new EmEBERERMELE  BEEHMY
products, namely Jiedu Hugan Keli (% & & fiF %841 ), Cefpodoxime Proxetil 32ME - BHEIZEAME - HRIRES u%ﬂ
(BB F A5 BR), Cefpodoxime Proxetil Tablets (38 #SA 5 Eg Fr) and Cefpirome REML - BAORANGEE - BRIANER R R ARE
Sulfate for Injection (i B% 58 f8 UT 7). A total of 9 clinical-trial permits and 14 SEAUCZE - EERIRHLFOME ¢ fufﬂzﬁuﬁ%ﬁ Al
pre-clinical-trial research projects were completed. The craftsmanship study HEZRI4E TR ITEE=WE KR
and the quality assurance research-and-development of 23 projects were PRI FE R AEE /Y IE B 2316 -

completed and their application for production permits were submitted.

3. Honourable Recognitions = 2005F B 2EKE
Suzhou Dawnrays Pharmaceuticals Co. Ltd. was recognized by the Government BMNRIGREFR AR _ZEZTLF —
of Jiangsu Province of the PRC as the top 100 High Technology Firms in the REBT#E ARBUTRE A2005F T &
Jiangsu Province in January 2005. EERE TR ECEE -
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Facilities

In 2005, the Group’s construction projects proceeded smoothly as scheduled:

Suzhou Dawnrays Pharmaceuticals Co. Ltd.:

The construction of the new cephalosporin bulk medicine workshop was
completed and successfully passed the Good Manufacturing Practice (“GMP")
by the Chinese National Standard. The production capability was rose by 450

tones per year.

The re-engineering project for the environmental pollution control system
was completed and the China’s national pollution control standard was

achieved.

The re-engineering project for the quality assurance system was completed,

so as to upgrade the quality-standard of our products.

About 90% of the overall construction of our new cephalosporin oral-form-
preparations workshop was completed. The workshop was designed to achieve

50 million capsules and 50 million tablets of new products per year.

A new inventory warehouse was completed to cope with the increasing
demand by the rapid growth of production capacity and sales and the
requirement by the Pharmacopoeia People’s Republic of China which stated
in its 2005 edition that the inspection period of all the antibiotics medicine
was increased from 7 days to |4 days from the date the finished products

were made.

Suzhou Dawnrays Chemical Co. Ltd.:

The construction project of the pilot production workshop was completed.
The workshop was designed to coordinate with our R&D centre to cope with
the diversified and multiple steps of chemical reactions, the demand for pilot
production and production in small batch size and to speed up the technology's
capability for the transformation of raw materials to finished goods so as to

upgrade the Group's R&D capability.

4. Construction Projects for the Expansion of Production M BEREESBERER
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5. Voluntary wind-up of Suzhou Dawnrays Pharmaceutical
Technology Co. Ltd.

One of the Group's subsidiaries, Suzhou Dawnrays Pharmaceutical Technology
Co. Ltd., and the R&D Centre of Suzhou Dawnrays Pharmaceuticals Co. Ltd.
were both engaged in drugs and medical technological developments. In order
to integrate internal resources and avoid overlapping of business operations,
the Group voluntarily wound up Suzhou Dawnrays Pharmaceutical Technology
Co. Ltd. in October 2005. The original staff and business operations of Suzhou
Dawnrays Pharmaceutical Technology Co. Ltd. were taken over by the R&D

Centre of Suzhou Dawnrays Pharmaceuticals Co. Ltd.

PROSPECTS

For the year 2006, the Group will continue to maintain its competitive advantage
and create its shareholders’ value by developing and executing a set of
comprehensive strategies, namely enhancing the focus of R&D for new medicine,
developing overseas sales, and reinforcing marketing and sales force in rural areas

and small towns in Mainland China.

FINANCIAL REVIEW
SALES AND GROSS PROFIT

For the year ended 31 December 2005, the Group has achieved the revenue of
approximately RMB734,002,000, equivalent to an increase of 25.5% compared with
the corresponding period of last year. The main reason for the significant increase
of revenue is the approximate 76.9% growth of the sales quantity of powder for
injection by a total of 65, 917,000 vials, compared with the corresponding period of
last year. In addition, the sales of generic drugs (system specific medicine) grew
33.1% by a total of 2,776,000 boxes, compared with the corresponding period of

last year.

Gross profit was approximately RMB215,233,000, equivalent to an increase of | 1.7%
compared with the corresponding period of last year. Gross profit margin was
29.3% (2004: 32.9%). The main reasons for a decline in gross profit margin are as
follows: firstly, an increase of the up-stream raw material costs; 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 injection

with a view to increasing market share.
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For the year ended 31 December 2005, sales of bulk medicine amounted to
RMB379,605,000, equivalent to an increase of 20% as compared with
RMB316,225,000 of the corresponding period of last year. Sales of bulk medicine
accounted for 51.7% of total sales (2004: 54.19%). Gross profit margin of bulk
medicine was approximately 21.6% (2004: 20.1%).

Sales of powder for injection amounted to RMB289,666,500, equivalent to an
increase of 33.5% as compared with RMB216,979,000 of the corresponding
period of last year. Sales of powder for injection accounted for 39.5% of the
total sales (2004: 37.1%). Gross profit margin of powder for injection was

approximately 29.1% (2004: 42%).

Sales of generic drugs (system specific medicine) amounted to RMB64,73 1,200,
equivalent to an increase of 25.6% as compared with RMB51,554,000 of the
corresponding period of last year. Sales of generic drug (system specific
medicine) accounted for 8.8% of the total sales (2004: 8.8%). Gross profit

margin of the generic drugs (system specific medicine) was 75.3% (2004: 73.6%).

In 2005, the export sales were RMB39,505,900, equivalent to an increase of
87.4% as compared with RMB21,086,000 of the corresponding period of last

year.
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Table of Turnover Analysis EEBOINM-—REmED
Product Em Turnover (RMB’000) Sales Breakdown (%) Gross Profit Margin (%)
EEE ARBTR) S5 & L8 5 (%) EF=E (%)
2005 2004 2005 2004 2005 2004
“ZERE —TINF ZTE2IF —TITEF ZEBIF —TT@EF
Bulk Medicine JR K} 379,605 316,225 51.7% 54.1% 21.6% 20.1%
Powder for Injection kgl 289,666 216,979 39.5% 37.1% 29.1% 42.0%
System Specific Medicine ENAE 64,731 51,554 8.8% 8.8% 75.3% 73.6%
Overall e 734,002 584,758 100% 100% 29.3% 329%
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Turnover (RMB'000)
2 (AR EE000)

Year

Sales Breakdown (%)

5 Lb A1 (%)

2004 1,554

316,225 216,979 E

2005

379,605 289,666 H‘

,731

B Bulk Medicine & £} &
[ Powder for Injection #3 &t 7l
[] System Specific Medicine 2} F %%

W Bulk Medicine R#}5%
Il Powder for Injection #5 &t 7

7] System Specific Medicine &} F %%

EXPENSES

During the year 2005, the Group achieved the goal of a reinforced management
and executed the financial planning and budgeting aimed at control over all

expenditures, as the result of a decline in our operating expenses.

The total expenses incurred during the year 2005 were RMBI | 1,243,000,
equivalent to a decline of 0.6% compared with the corresponding period of last
year. Total expenses as a percentage of turnover was 15.2% (2004: 19.1%), of
which, selling and distribution costs amounted to RMB54,230,000, equivalent to
a decline of 9.5% compared with the corresponding period of last year. Selling

and distribution costs as a percentage of turnover was 7.4% (2004: 10.2%).

Administrative expenses and other operating expenses amounted to
RMB56,811,000, equivalent to an increase of 9.2% compared with the
corresponding period of last year. The administrative expenses and other

operating expenses as a percentage of turnover was 7.7% (2004: 8.9%).

NET PROFIT ATTRIBUTABLE TO EQUITY
HOLDERS

For the year ended 31 December 2005, net profit attributable to equity holders
amounted to RMB105,646,000, equivalent to an increase of 38.2% compared

with the corresponding period of last year.
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ANALYSIS ON THE RETURN ON ASSETS

As at 3|1 December 2005, net assets of the Group were approximately
RMB488,314,000. Net return on net assets, which is defined as the net profit
attributable to equity holders divided by net assets, was 21.6%. The turnover
days for account receivables (including notes receivables), was approximately

I'17 days. The inventory turnover was approximately 85 days.

CASHFLOW

As at 31 December 2005:

Net cash inflows from operating activities were approximately

RMB34,489,000;

2. Net cash outflow from investing activities amounted to RMB65,467,000;

3. Net cash outflow from financing activities amounted to RMB14,929,000.

As at 3| December 2005, the Group held RMB51,948,000 cash and cash

equivalents.

LIQUIDITY, FINANCIAL RESOURCES, AND
CAPITAL STRUCTURE

As at 31 December 2005, the Group’s current assets were approximately
RMB473,016,000 and current liabilities were approximately RMB255,996,000.
Net current assets were approximately RMB217,020,000.

The debt ratio (defined as interest bearing loans and borrowings over total
assets) of the Group as at 31 December 2005 was 2.4% (as at 3|1 December
2004: 0%).

As at 3| December 2005, the Group had aggregate bank facilities of
approximately RMB450,000,000, with no asset being pledged to banks.
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As at 31 December 2005, the Group’s capital commitments were approximately
RMB37,759,000 which will be funded by our adequate financial resources and
the proceeds from internal resources. The projects mainly involve the oral-form
cephalosporin bulk medicine workshop, re-engineering of the new cephalosporin

oral-form-preparations workshop and the land purchase fee.

FINANCIAL MANAGEMENT, FINANCIAL
INSTRUMENTS AND RISK OF EXCHANGE
RATE

The Group implements a steady and prudent financial management strategy.
Risks incurred during its business operation and financial operation are conducted

with policies approved by the Board.

Substantially all of the Group's operation is normally transacted in Renminbi,

which is not freely convertible into foreign currencies.

The Group’s monetary assets and liabilities are normally denominated in Hong

Kong Dollars, Renminbi, and US Dollars.

The carrying amount of the Group's cash and cash equivalents, trade receivables
and payables, other receivables and payables, borrowings and balances with
related parties approximate their values because of the short maturity of these

instruments.

The Group did not enter into any foreign exchange forward contracts or other
hedging instruments to hedge against fluctuations, and the Group did not use

any financial instruments.

HUMAN RESOURCES POLICY

Human resources is the most valuable assets of the Group. A professional,
pragmatic, and highly efficient management team as well as the staff as the
whole is the Company’s most valuable asset which builds competitive advantage.

The Group provides competitive remuneration policy.
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As at 31 December 2005, the Group employed approximately [,375 employees
(as at 31 December 2004: approximately [,200) with attractive remuneration
and employee benefits such as defined contribution retirement schemes, share
option scheme, and medical coverage. The Group provides some of its
employees stationed in the PRC with dormitory accommodation, and makes
monthly contribution to State unemployment insurance funds and State housing
funds for the employees in the PRC. During the year 2005, staff costs amounted
to RMB47,441,000 (as at 3| December 2004: RMB43,402,000).

The Company has adopted a share option scheme, under the share option
scheme, the Eligible Persons as defined therein (including the Executive, Non-
executive, and Independent Non-executive Directors and employees of the
Group (whether full time or part time)) may be granted options which enable
them to subscribe for shares in the Company, up to a maximum of 10% of the

shares of the Company in issue upon listing.

Options in respect of about 3.3% of issued shares of the Company as at 31
December 2005 has been granted by the Company to the Eligible Persons
during the years 2004 and 2005.

CHARGE ON ASSETS

As at 31 December 2005, no asset of the Company was pledged to banks to

obtain credit facilities.

PLANS FOR SIGNIFICANT INVESTMENTS AND
EXPECTED SOURCE OF FUNDING

Details of the Group's future plans for significant investments and their expected
source of funding have been stated in the Company’s prospectus dated 30 June

2003 under the section headed ‘Future Plans and Use of Proceeds’.

Other than those disclosed above, the Group did not have any plan for material

investments or acquisition of capital assets.

CONTINGENT LIABILITIES

As at 31 December 2005, the Group had no material contingent liabilities (as at
31 December 2004: Nil).
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