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CORPORATE GOVERNANCE REPORT

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 2005, the Company has given considerable attention to improve
its 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”) which came into effect on | January 2005.

The Board proposes to put forward a special resolution to the shareholders for
approval at the Annual General Meeting (AGM) to be held 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 |4 of the Listing Rules on
the Stock Exchange for the year ended 31 December 2005.

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 |0 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 2005 annual report.
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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 conducts regular meetings at approximately quarterly intervals. Ad-
hoc meetings are convened when circumstance required. The Board had 5
regular scheduled meetings for the year ended 31 December 2005 to consider,
among other things, reviewing and approving the interim and annual results of
the Group, overall group strategy, major acquisitions and disposals, 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. The attendance of each Director is set out as
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No. of regular scheduled
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follows:

Directors £=

Executive Directors HITEE

Ms. Li Kei Ling (Chairman) FHEBRLZL (£/E)
Mr. Hung Yung Lai RERLTS B 4

Mr. Zhang Jing Xing SRR ESEHE

Mr. Li Tung Ming FERBLE

Mr. Xu Kehan TRELE

Mr. Lam Kam Wah I E L L

(Resigned on 22 April, 2005)

Non-executive Director HBITEE
Mr. Leung Hong Man RERESE

(Appointed on | November, 2005)

Independent Non-executive Directors BN TEE
Mr. Pan Xue Tian EEHEE
Mr. Lee Cheuk Yin Dannis TEREE
Mr. Choi Tat Ying Jacky BEREE

5/5
4/5
4/5
5/5
5/5
2/2
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5/5
2/5
4/5



Dawnrays Pharmaceutical (Holdings) Limited

REHAHA(ER)ERLA

ANNUAL REPORT 2005

CORPORATE GOVERNANCE REPORT

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.

BOARD COMPOSITION

The Board comprises nine Directors, of whom five 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 28 to 3| to the 2005 annual

report, which demonstrates the skills, expertise, experience and qualifications.
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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. Mr. Lee Cheuk Yin Dannis and Mr. Choi Tat Ying Jacky, both are the
Company's Independent Non-executive Directors, are also fellow directors of a

company listed on the Main Board of Stock Exchange.

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 makes 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 nine 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. Zhang Jing Xing, and Mr. Pan Xue Tian

being the longest in the office, will retire at the forthcoming AGM. Mr. Leung
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Hong Man who was appointed during the year will retire at the forthcoming
AGM. All retiring Directors are eligible for re-election. Mr. Lee Cheuk Yin,
Dannis will also retire from office and offer himself for re-election in view of
the provisions in paragraph A.4.2 of the Appendix |4 of the Listing Rules, which

came into effect on | January 2005

Mr. Lam Kam Wah retired from office of Director in the Company’s AGM on
22 April 2005 but remains as the Company's Vice President. He has confirmed
there is no matter relating to his retirement that will need to bring to
shareholders’ attention. The Board would like to thank Mr. Lam for his

contributions to the Company during the tenure of his service.

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 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.

The CEO, Mr. Dong Shao Zhi, 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.
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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

The nomination committee of the Company (the “Nomination Committee’)
has 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. 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;

i) to identify 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 strong and diverse Board.
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During the year 2005, the Nomination Committee had one meeting to review
the competence of the candidate and provide recommendation to the Board
for the appointment of a Non-executive Director and the attendance of each

Director is set out as follows:
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Number of meeting attended/held

Directors = R BITRE
Ms. Li Kei Ling FHBL LT

(Chairman of Nomination Committee) (REZE&X/E) [/1
Mr. Pan Xue Tian EEH L E 1/1
Mr. Lee Cheuk Yin Dannis FERLE /1
Mr. Choi Tat Ying Jacky BEERLAE /1

REMUNERATION COMMITTEE

The remuneration committee of the Company (the “Remuneration Committee™)
has 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. 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 28 to the financial statements.
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The Remuneration Committee had one meeting in 2005 to review and R_TZRFE  FMEEGRITT —REZMN
recommend to the Board the salaries of Executive Directors, therefore the EHNATEENFHEREZRGESTE  BltE
Chairman, Ms Li Kei Ling, was absent in the meeting which was chaired by Mr. BEEXRTERLLITER  HESHILER
Pan Xue Tian. The attendance of each director is set out as follows: TZREEZER - SESZ2HREBRET ¢

Number of meeting attended/held

Directors 2= EHRERREBITRE
Ms. Li Kei Ling FHBLL

(Chairman of the Remuneration Committee) (FNZE &L E) 0/1
Mr. Pan Xue Tian EEHEE 1/1
Mr. Lee Cheuk Yin Dannis FERELE /1
Mr. Choi Tat Ying Jacky BER AL 1/

AUDIT COMMITTEE BEZ%ZB8g

The Company has an audit committee (the “Audit Committee”) which was RAGEREMBAEI2GE  UEHREER
established in compliance with Rule 3.2 of the Listing Rules for the purpose of SEMERRAERANSERERN Y EZEZEE
reviewing and providing supervision over the Group's financial reporting process (B8] - ERZERBRE=24ARF
and internal controls. The Audit Committee comprises the three Independent B IERITES -

Non-executive Directors of the Company.

The Audit Committee’s chairman is Mr. Lee Cheuk Yin Dannis. Mr. Pan Xue ERZESGIRRTENLLE  BEARER
Tian and Mr. Choi Tat Ying Jacky are the committee’s members who among BELAHYREEENE  BENGTEE -
themselves possess a wealth of management experience in the accounting EENBEBETEEEEEZ2ERER - B
profession, commercial and pharmaceutical sectors. The Audit Committee’s SEgnBESES AN T
terms of reference of are summarized as follows:
i)  to consider and recommend the independence, remuneration, h MANEZBMONBIE - BMe EE B
appointment, re-appointment and removal of external auditor; NEZERERERZERTNESSRER
ax .
e
i) to review financial information; and iy BHHHBEH R
i)  to oversee financial reporting system and internal control procedures. iy EBEMBRMEERANIPETRT
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During the year 2005, the Audit Committee had two meetings 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

attendance of each Director is set out as follows:

2005 F & ¥

R-ZTRF  ERZEQEINEZBMAS
MRART iR A B EETE - ISR EEREZE
BPZERNHEE BERZEEREHARAZ
THRFERSE - MEITESABERRED
BPoTE  NABABTHSHAERR - £H
RAURERZRE - BEFZHEBRAOT :

Number of meeting attended/held

Directors 5= BHRERAREBITRE
Mr. Lee Cheuk Yin Dannis TEREE

(Chairman of the Audit Committee) (BRZEEEE) I/
Mr. Pan Xue Tian EE@ELAE 1/1
Mr. Choi Tat Ying Jacky BERSLE 1/1
The audited financial statements of the Company for the year ended 31 Zliﬁﬁjgi;&::?%ﬂfﬁ‘f‘:ﬂ =+—BHLFE
December 2005 have been reviewed by the Audit Committee before KEZOVBRENREZ2EFSHENLCHE
recommending it to the Board for approval. REZEgERH -

AUDITORS' REMUNERATION

Ernst and Young has been reappointed as the Company’s external auditors at
the AGM on 22 April 2005 until the conclusion of the next AGM. During the
year 2005, the remuneration paid to the Company’s external auditor is set out

as follows:

Services rendered

tz S A B

ZXEH M EFARARRA _TTRAFHAZ
T_ARRBFRAGLEER /AR ZIE
ZEMEEZERERRBFRAER/IL NR_FTZF
RF - AR ARRR]Z NS A% BT B 2 851 40
T

Fee paid/payable

2 1= it iR %% e B
Audit service 2R HK$710,000
Interim financial report review B BB T Rk HK$300,000

HK$ 1,010,000
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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(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.

2005 F F ;)
L EERRE

B R rm B

EFERANMAREARINERERE
Z ARRARUTAEERBARTER &
HFIENE RS - RARE R REE
BT BEHAN R R -

AARMBRRAFACRHESESAEEEE
ERARREER EEEIRLERRBEXR
g WRHEFSBETZESNER @ WEX

ELEENTERERBS —REEEKER
BREBFAELOERE TRERS L &
HERBUNEEHGABNREAZER - 821
BREE .

U EHIANRR
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