Dawnrays Pharmaceutical (Holdings) Limited

REHAHA(ER)ERLA

ANNUAL REPORT 2005

REPORT OF THE DIRECTORS

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 2005.

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 2005 and the state of
affairs of the Company and the Group at that date are set out in the audited

financial statements on pages 50 to | 19.

An interim dividend of HK$0.015 per ordinary share was paid on 28 September
2005. The Board recommends the payment of a final dividend of HK$0.035 per
ordinary share in respect of the year, to shareholders on the register of members
on 3 May 2006. 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 120. 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.
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SHARE CAPITAL AND SHARE OPTIONS

There were no movements in either the Company’s authorised or issued share
capital during the year. Details of movements in the Company’s share options

during the year are set out in note 28 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.

PURCHASE, REDEMPTION OR SALE OF LISTED
SECURITIES OF THE COMPANY

Neither the Company, nor any of its subsidiaries purchased, redeemed or sold
any of the Company’s listed securities during the year. Subsequent to 31
December 2005, the Company purchased 28,000 shares of the Company’s
listed securities on 6 January 2006 at HK$0.50 per share on the Stock Exchange

and the shares have been cancelled upon purchase.

RESERVES

Details of movements in the reserves of the Company and the Group during
the year are set out in statement of changes in equity and note 29 to the

financial statements.

DISTRIBUTABLE RESERVES

At 31 December 2005, the Company's reserves available for distribution
amounted to RMB226,413,000, of which RMB29,127,000 has been proposed as
a final dividend for the year. Under the Companies Law, Cap. 22 (Law 3 of
961, as consolidated and revised) of the Cayman Islands, the share premium
account of the Company of approximately RMB69,583,000 as at 31 December
2005 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.
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MAJOR CUSTOMERS AND SUPPLIERS

In the year under review, sales to the Group's five largest customers accounted
for 24% of the total sales for the year and sales to the largest customer
included therein amounted to 7%. Purchases from the Group's five largest
suppliers accounted for 48% of the total purchases for the year and purchases

from the largest supplier included therein amounted to 22%.

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.

DIRECTORS

The Directors of the Company during the year were:

EXECUTIVE DIRECTORS

Ms. Li Kei Ling

Mr. Hung Yung Lai

Mr. Zhang Jing Xing

Mr. Lam Kam Wah (resigned on 22 April 2005)
Mr. Li Tung Ming

Mr. Xu Kehan

NON-EXECUTIVE DIRECTOR

Mr. Leung Hong Man (appointed on | November 2005)

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Pan Xue Tian
Mr. Lee Cheuk Yin Dannis
Mr. Choi Tat Ying Jacky
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In accordance with the article 87 of the Company’s articles of association, Mr.
Zhang Jing Xing and Mr. Pan Xue Tian will retire by rotation and being eligible,
offer themselves for re-election at the forthcoming annual general meeting
("AGM"). As Mr. Leung Hong Man was appointed by the Board as an additional
Director after the AGM held on 22 April 2005, he will retire from office at the
forthcoming AGM, and, being eligible, offer himself 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

The Company has received annual confirmations of independence from Mr. Pan
Xue Tian, Mr. Lee Cheuk Yin Dannis and Mr. Choi Tat Ying Jacky, 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 28 to 35 of the annual report.

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 | July 2003. Ms. Li’'s service contract was
revised to a term of three years which commenced on | 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

|2 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 | July 2003. Mr. Hung's service
contract was revised to a term of three years which commenced on | 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.
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Mr. Zhang Jing Xing has entered into a service contract with the Company for a
term of two years which commenced on | July 2003 and is subject to
termination by either party giving not less than three months’ written notice.
On | August 2004, Mr. Zhang's service contract was revised to a term of three
years which commenced on | August 2004 and is subject to termination by the
Company giving not less than one month's written notice. Mr. Zhang 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 |2 months of service.

Mr. Li Tung Ming has entered into a service contract with the Company for a
term of two years which commenced on 14 January 2004 and will continue
thereafter until terminated 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 |2

months of service.

Mr. Xu Kehan has entered into a service contract with the Company for a term
of three years which commenced on |7 March 2004 and is subject to
termination by the Company giving not less than one month’s written notice.
Mr. Xu 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. Leung Hong Man has entered into a service contract with the Company for
a term of two years which commenced on | November 2005 and is subject to
termination by either party giving not less than one month 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 and Mr. Lee Cheuk Yin Dannis have been appointed as an
Independent Non-executive Director for the period commencing on | July
2003 and 25 November 2003, respectively. Mr. Pan and Mr. Lee's service
contracts were renewed for a term of two years which commenced on | 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. Mr. Pan, Mr. Lee and Mr. Choi's appointments are subject to termination

by either party giving not less than one month written notice. Each of Mr. Pan,
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Mr. Lee and Mr. Choi 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.

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.
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DIRECTORS" AND CHIEF EXECUTIVE'S
INTERESTS AND SHORT POSITIONS IN
SHARES AND UNDERLYING SHARES

As at 31 December 2005, 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 “SFQO")), 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 of Hong Kong
Limited (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:
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Directly
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Name Notes owned
B
78 Wi zF BEEER

Directors

2=

Ms. Li Kei Ling
FHR XL
Mr. Hung Yung Lai (a) -
RERNE ST A

Mr. Zhang Jing Xing (b) -
SRR E St

Mr. Li Tung Ming (c)
FRALE

Mr. Xu Kehan
AREELE

Mr. Leung Hong Man
REREE

2,800,000
800,000

(9 -

Chief Executive Officer

THER

Mr. Dong Shao Zhi
ERERE

3,000,000

Through Percentage of
controlled the Company’s
corporation Total issued share capital
BBEH QA EARA B
EER=] BE TRANEIL
342,072,000 342,072,000 42.76
342,072,000 342,072,000 42.76
76,900,000 76,900,000 9.6l
56,000,000 58,800,000 7.35
- 800,000 0.10
40,000,000 40,000,000 5.00
= 3,000,000 0.38
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The interests of the Directors and Chief Executive Officer in the share options

of the Company are separately disclosed in note 28 to the financial statements.

Long positions in shares and underlying shares of associated corporation:

REBZEZEROREBARODPNETAE -

Name of Relationship

associated with the

Name of Director corporation Company
il BEALT

EEHB EEEE %
Ms. Li Kei Ling Fortune United Company's
Group Limited holding company

FERZL YN )

Fortune United
Group Limited

Mr. Hung Yung Lai Company's

holding company

RREE LA NIE:Y
N N
Notes:

(@) 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) 76,900,000 shares are held by Ray Sheen Company Limited, a company incorporated
in the British Virgin Islands. The entire issued share capital of Ray Sheen Company
Limited is beneficially owned by Mr. Zhang Jing Xing.

(c) 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.

(d) 40,000,000 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.
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Save as disclosed above, as at 31 December 2005, 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.

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 28 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 28 to the financial statements.
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SUBSTANTIAL SHAREHOLDERS" AND OTHER TERREEMALTRNROD KRHE
PERSONS" INTERESTS IN SHARES AND 28 A 0 &Y # =
UNDERLYING SHARES

As at 3|1 December 2005, the following interests or short positions in the RZEZERAF+A=+—H  RBREZFHLH

shares and underlying shares of the Company were recorded in the register of BIEDIEIBEBERARRIFEMNER E LM E
interests required to be kept by the Company pursuant to Section 336 of the REC RARARMDERBBRODOERIOAE
SFO: #HmT

Long positions:

B
Number of shares held,
capacity and nature of interest
FAENROEBE SOREEME
Percentage of
Directly Through the Company’s
Beneficially Family a controlled issued
Name Notes owned interest corporation Total share capital
EARRE
HEES BB —-= EBRITRA
=L &t ®e REES ZHAF B B
Fortune United Group Limited (a) 342,072,000 - - 342,072,000 42.76
Keysmart Enterprises Limited (a) - — 342,072,000 342,072,000 42.76
Hunwick International Limited (a) — — 342,072,000 342,072,000 42.76
Mdm. lu Pun (b) - 342,072,000 - 342,072,000 42.76
et 2+
Ray Sheen Company Limited (c) 76,900,000 - - 76,900,000 9.6l
Mdm. Luo Yang (d) - 76,900,000 - 76,900,000 9.6l
AL
Time Lead Investments Limited (e) 56,000,000 — — 56,000,000 7.00

Toyo International Investment
Limited ) 40,000,000 - - 40,000,000 5.00
REEREKERR QA

Mdm. Lo Mei Sai () - 40,000,000 - 40,000,000 5.00
EEHZT
Mr. Leung Yiu Sing (H&(h) 2,132,000 - 40,000,000 42,132,000 527
Mdm. Chu Shuet Fong (h)&(i) 2,132,000 40,000,000 - 42,132,000 527
REFLL
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Notes:

()

©

(d)

(e)

(8

(h)

The issued capital of Fortune United Group Limited is equally beneficially owned by
Keysmart Enterprises Limited and Hunwick International Limited which are in turn,
respectively, wholly-owned by Ms. Li Kei Ling and Mr. Hung Yung Lai, Executive

Directors of the Company.

Mdm. lu Pun is the wife of Mr. Hung Yung Lai and is deemed to be interested in

the shares of the Company held by Mr. Hung Yung Lai.

The entire issued capital of Ray Sheen Company Limited is beneficially owned by

Mr. Zhang Jing Xing, an Executive Director of the Company.

Mdm. Luo Yang is the wife of Mr. Zhang Jing Xing and is deemed to be interested

in the shares of the Company held by Mr. Zhang Jing Xing.

The entire issued capital of Time Lead Investments Limited is beneficially owned by

Mr. Li Tung Ming, an Executive Director of the Company.

The issued capital of Toyo International Investment Limited is equally beneficially
owned by Mr. Leung Hong Man, the Non-executive Director of the Company and

his father Mr. Leung Yiu Sing.

Mdm. Lo Mei Sai is the wife of Mr. Lueng Hong Man and is deemed to be

interested in the shares of the Company held by Mr. Leung Hong Man.

As recorded in the register of interests required to be kept by the Company
pursuant to Section 336 of the SFO, 2,132,000 shares are jointly held by Mr. Leung
Yiu Sing and his wife Mdm. Chu Shuet Fong, both deemed to be interested in all of
the shares held jointly. Mr. Leung Yiu Sing and Mdm. Chu Shuet Fong has informed
the Company that as at 31 December 2005, they jointly held 4,500,000 shares of
the Company. However, since the increase in the percentage figure of their 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.

Mdm. Chu Shuet Fong is the wife of Mr. Lueng Yiu Sing and is deemed to be

interested in the shares of the Company held by Mr. Leung Yiu Sing.
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REPORT OF THE DIRECTORS

Save as disclosed above, as at 31 December 2005, 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 33 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, 28 March 2006
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