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Financial Highlights

MEBRE

The board (the “Board”) of directors (the "Directors”) of Dawnrays Pharmaceutical
(Holdings) Limited (the “Company”) is pleased to announce the unaudited
consolidated interim results of the Company and its subsidiaries (collectively, the
“Group”) for the six months ended 30 June 2006 (the “period”). These interim
results have been reviewed by the audit committee of the Company.
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For the six months ended 30 June 2006 2005 Change
BEAA=THLEAEAR ZEERF —_TThF B iR
Unaudited RMB’000 RMB'000 %
REER ARBTR ARETT

Turnover 398,197 311,002 28.0
EXE

Gross profit 103,231 101,700 [.5
£

Profit before tax 48,207 49,301 (2.2)
BB AT

Net profit attributable to equity holders 45,451 47,014 (3.3)
EERHA ARG FEN

Earnings per share-basic (RMB) 0.0568 0.0588 (34)
BRAEN-EX(ARE)

Interim dividend per share (HK$) 0.015 0.015 —

BRPHKS (B%)

= 2005 == 2006

Net profit attributable
to equity holders 47,014 *
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Chairman’s Statement

ERRE

BUSINESS HIGHLIGHTS

The Group’s turnover of bulk medicines increased by 60.4% and powder for
injections decreased by 9.3% in the first six months of 2006 compared with the
corresponding period of previous year. However, with the impact of the public policy
arising from the mandatory order of reducing the retail price of antibiotics by the
National Development and Reform Commission of PRC during the second half of
2005, gross profit margin for antibiotic products of the Group further decreased in
the first half of 2006.

The raw material of the Group's cephalosporin antibiotic products is 7-ACA.
According to the relevant market information, it is estimated that the supply of 7-
ACA is in excess of the demand in China for 2006. Owing to the over supply, the
price of 7-ACA has dropped significantly in the first half of 2006. Thus, the Group
has neither entered into the development of the 7-ACA production plant, nor
developed any strategy and business plans to enter into the 7-ACA industry. One
advantage is that the Group will not bear any negative impact of the reduced margin
arising from the over production of 7-ACA. Another advantage is that the Group is
in a highly flexible position and can purchase 7-ACA from various Chinese suppliers
as well as from the overseas suppliers at a favourable price. Nevertheless, the
underlying changes in market conditions have intensified competition of similar

products and resulting in the relative price drop.

As a result, the Group has adopted a business model for its cephalosporin antibiotic

products with enhanced production efficiency and stringent production cost-control.

The generic drugs (system specific medicines) have sustained a steady gross profit
margin with an upward trend. Turnover of the generic drugs (system specific
medicines) has increased by 64.9% for the first six months of 2006 compared with

the corresponding period of previous year.

Overseas sales of the Group which accounted for about 6.7% of the total turnover
have also increased by 62.8% for the first six months of 2006 compared with the

corresponding period of previous year

The net cash inflow from operating activities of the Group has increased by 73.0%
for the first six months of 2006 compared with the corresponding period of

previous year.
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Chairman’s Statement

ERE®RE

Meanwhile, the Group is in process of conducting prudent analysis on the current
business conditions and a study on the newly emerged market environment in order
to identify and ascertain the new direction of the Group’s investment and business
development.This includes business models in reinforcing the expansion of overseas

markets and exploring ideas in running traditional Chinese medicines (TCM).

The national power of China has surged progressively. The medical expenditures of
the Chinese citizens, including those from the big cities and rural areas are
increasing. In the long term, the China's pharmaceutical market will definitely
become a huge and great potential market comparing with other pharmaceutical
markets in the world. To grasp this great opportunity, the Group devotes itself to
establishing highly-disciplined and effective corporate governance, attracting talents,
striving to formulate a development strategy based on the actual measures of the

Group to assure its sustainable and healthy development.

PROSPECTS
The Group continues its sustained development scope with a focus on antibiotic,

cardiovascular system and diabetic products.

The Group has formulated a series of sophisticated marketing strategies for the
second half of 2006, including further reinforcement of sales and marketing drive in
rural areas and small towns, expanding the sales channels of generic drugs (system

specific medicines) in community's hospitals, etc.

In the second half of 2006, the Group will formulate a set of strategic plans on new
investment projects with high growth potential, such as analyzing opportunities for
overseas markets and exploring TCM platforms, etc.  We strive to create value for
all the shareholders of the Company, by building new business platforms, extending

product portfolios, and sustaining the competitive edge of the Company.

INTERIM DIVIDEND
The Board has resolved to declare an interim dividend of HK$0.015 per share for
the vear ended 3| December 2006, amounting to a total sum of approximately

HK$ 11,987,000 (equivalent to approximately RMB12,400,000).

Li Kei Ling

Chairman

Hong Kong, 22 August 2006
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Management Discussion and Analysis

TEHEBNWR DN

BUSINESS REVIEW

Production & Sales Operation

In the first half of 2006, each of the Group's products recorded a growth in
terms of production and sales volume over the corresponding period of 2005.
During the first half of 2006, 361.9 tones of bulk medicines were produced,
which increased by 65.3% over the corresponding period of previous year, and
sales volume of bulk medicines achieved 247.2 tones, which increased by
101.8% over the corresponding period of previous year. A total of 80,304,000
vials of cephalosporin powder for injections were produced, which increased
by 3.5% over the corresponding period of previous year, and sales volume of
cephalosporin powder for injections achieved 81,235,000 vials, which increased
by 8.1% over the corresponding period of previous year. A total of 8,235,000
boxes of generic drugs (system specific medicines) were produced, which
increased by 60.9% over the corresponding period of previous year. Sales
volume of generic drugs (system specific medicines) achieved 8,427,000 boxes,

which increased by 67.3% over the corresponding period of previous year.

Development of New Products

In the first half of 2006, the Group obtained 2| production permits for 14
species of products from the State Food and Drug Administration (SFDA) of
the PRC.There were 9 certificates of new pharmaceutical products granted for
anti-allergic bulk medicine “Levocetirizine Dihydrochloride”, anti-allergic drug
“Levocetirizine Dihydrochloride Tablets”, anti-infective bulk medicine
“Cefepime Dihydrochloride”, anti-infective powder for injection “Cefepime
Dihydrochloride for Injection” (totally in 3 strengths), endocrine system specific
medicine “"Metformin Hydrochloride Sustained- release Tablets”, cardiovascular
system specific medicine “Telmisartan” and digestive system specific medicine
“Famotidine, Calcium Carbonate and Magnesium Hydroxide Chewable Tablets".
The Group also received 2 clinical trials permits and completed |5 pre-clinical-
trial research projects. Study of production technique and quality research and/
or clinical research of 22 projects were completed and have been submitted

for registration. The Group has completed pilot-production assessments for 4

cephalosporin products.
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Management Discussion and Analysis
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FINANCIAL REVIEW

SALES AND GROSS PROFIT

During the six months ended 30 June 2006, the Group has recorded the total
turnover of approximately RMB398,197,000, representing an increase of 28.0% as
compared with the corresponding period of previous year. The main reason for the
significant rise in turnover is the approximate increase of 60.0% in the turnover of
bulk medicines, equivalent to an increase of RMB81,589,000 compared with the
corresponding period of previous year. The growth was mainly due to the new bulk
medicine workshop which completed and commenced production in June 2005,

resulting in an expansion of production capacity.

Gross profit was approximately RMB103,231,000, equivalent to an increase of 1.5%
compared with the corresponding period of previous year Gross profit margin was
25.9%, representing a decline of 6.8% as compared with 32.7% in the corresponding
period of previous year. The main reasons for the decrease in gross profit margin are
as follows: firstly, the fierce competition was further aggravated by the homogeneity
of products; secondly, in response to the national public policy of the retail-drug-
price cutting, the Group has taken the initiative in lowering the sales unit price of
cephalosporin powder for injections to increase its market share. Sales volume of
powder for injections increased by 8.1% as compared with corresponding period of
previous year, whereas the average sales unit price and average sales unit cost
decreased by 16.0% and 1.5% respectively, resulting in an overall decline of
RMB20,542,000 of the gross profit contributed from powder for injections

compared with corresponding period of previous year.

812006 interim report Dawnrays Pharmaceutical (Holdings) Limited
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Management Discussion and Analysis o
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TABLE OF TURNOVER ANALYSIS EEBEOMN
Product Em Turnover (RMB’000) Sales Breakdown (%) Gross Profit Margin (%)
EEHARYETT) 4 & Lo (%) EFIE (%)

For the six months

ended 30 June

BZXA=+H 2006 2005 2006 2005 2006 2005
IEAEA —22XEF C-TTRF  ZBRXE  -TTRF  ZBBXE  -FTRF
Bulk Medicines JR#} 8 216,635 135,046 54.4 434 18.3 255
Powder for Injections  # $1 7 132,852 146,418 33.4 47.1 18.5 308
Generic Drugs i3 48,710 29,538 12.2 9.5 80.2 74.9
(System Specific (BRI %)
Medicines)
Overall me 398,197 311,002 100.0 100.0 25.9 32.7
Turnover & 548 112005 12006
RMB’000
AE%°000
250,000
216,635
200,000
146,41
150000 135046 e e
100,000
48710
50,000 29’538| I
O | | I J
Bulk Medicines Powder for Injections Generic Drugs
JRR B AEARL (System Specific Medicines)

s (ERIME)

For the six months ended 30 June

BEAA=THLAER
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Management Discussion and Analysis
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Generic Drugs
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For the six months ended 30 June
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Management Discussion and Analysis

TEHEBNWR DN

NET PROFIT ATTRIBUTABLE TO EQUITY HOLDERS

During the period, the net profit attributable to equity holders was approximately
RMB45,451,000, representing a decline of 3.3% compared with the corresponding
period of last year. The reason for such decrease in net profit attributable to equity
holders was mainly due to the decline in gross profit margin as well as an increase in

other expenses.

During the period, the operating expenses incurred were approximately
RMB55,890,000, equivalent to a rise of 4.4% compared with the corresponding
period of last year. The total operating expenses as a percentage of turnover was

14.0% (2005: 17.2%).

Of which, selling and distribution expenses was approximately RMB24,936,000,
equivalent to a decline of 10.2% compared with the corresponding period of last
year. The selling and distribution expenses as a percentage of turnover was 6.3%

(2005: 8.9%).

Administration expenses, other expenses and finance costs totaling approximately
RMB30,954,000, which accounted for an increase of RMB5,162,000 and equivalent
to a rise of 20.0% as compared with the corresponding period of last year. The
increase of the total expenses was mainly due to increases of the salary, R&D

expenses and bank interest expense.

ANALYSIS ON RETURN ON ASSETS

As at 30 June 2006, net assets of the Group were approximately RMB505,646,000.
Return on net assets, which is defined as the net profit attributable to equity holders
divided by net assets, was 9.0% (2005: 10.6%).

EaBE AREFER
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Management Discussion and Analysis
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LIQUIDITY AND FINANCIAL RESOURCES

As at 30 June 2006, the Group held cash and cash equivalents of approximately
RMB38,027,000 (as at 31 December 2005: RMB51,948,000). The Group held
inventories which amounted to RMB156,932,000 (as at 31 December 2005:
RMB159,836,000) and trade and notes receivables amounted to RMB313,398,000
(as at 31 December 2005: RMB239,505,000), in which the trade receivables were
almost equivalent to the ending balance of 31 December 2005, whereas notes
receivables increased by RMB72,552,000. The trade payables and notes payables
were amounted to RMB216,501,000 (as at 31 December 2005: RMB204,260,000).
The Group had interest bearing loans and borrowings arising from discounted bills
with recourse which would mature between July and October 2006 amounted to
RMB59,205,000 (as at 31 December 2005: RMB17,626,000). Up to the date of this
report, the outstanding balance of such interest bearing loans and borrowings has
been reduced to RMB32,328,000 due to repayment of those discounted bills upon

maturity.

The debt ratio (defined as interest bearing loans and borrowings over total assets)
of the Group as at 30 June 2006 was 7.4% (as at 31 December 2005: 2.4%).

The Group has always maintained sufficient liquidity, but for contingency purpose,
the Group has arranged bank facilities. As at 30 June 2006, the Group has
aggregated bank facilities of approximately RMB450,000,000 (as at 3| December
2005: 450,000,000).

12 | 2006 interim report Dawnrays Pharmaceutical (Holdings) Limited
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During the period, net cash inflow from operating activities was approximately
RMB37,861,000 (as at 30 June 2005: RMB21,881,000). Net cash outflow used in
investing activities was approximately RMB21,591,000 (as at 30 June 2005:
RMB35,985,000). Net cash outflow used in financing activities was approximately
RMB30,191,000 (as at 30 June 2005: RMB19,643,000). As at 30 June 2006, the
Group held cash and cash equivalents of approximately RMB38,027,000.

As at 30 June 2006, the Group’s capital commitment was approximately
RMB49,549,000 (as at 31 December 2005: RMB37,759,000), which mainly derived
from the new bulk medicine workshop for oral cephalosporin products, land
purchase expenditures and environmental protection projects, etc. The Group has

sufficient financial and internal resources to bear the capital expenditures.

Save for investments in subsidiaries, during the period, the Group had no significant
external investments or material acquisitions or disposal of subsidiaries and

associated companies.

FOREIGN EXCHANGE AND TREASURY POLICIES

Substantially all of the business activities, assets, liabilities of the Group are calculated
in Renminbi, therefore 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

fluctuations with foreign exchange forward contracts if necessary.

SEGMENTAL INFORMATION

The Group's turnover and profit were mainly derived from the sale of medicines by
the Mainland China subsidiaries to customers in the Mainland China. The principal
assets employed by the Group are located in the Mainland China. Accordingly, no

segment analysis by business and geographical segments is provided.
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Management Discussion and Analysis

ETEEREWwE DN

STAFF AND REMUNERATION POLICY

As at 30 June 2006, the Group employed approximately 1,425 employees and the
total remuneration was approximately RMB24,725,000 (2005: RMB21,947,000). The
Group regards human resources as the most valuable assets and truly understands
the importance of attracting and keeping 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 scheme, share option scheme and medical
coverage. The Group also offers some of its employees stationed in the PRC with

dormitory accommodation.

CHARGES ON ASSETS
As at 30 June 2006, bank balances of RMB6,200,000 were pledged to banks to
obtain credit facilities (as at 31 December 2005: Nil).

CONTINGENT LIABILITIES
As at 30 June 2006, the Group had no material contingent liabilities (as at 3|
December 2005: Nil).

PLANS FOR SIGNIFICANT INVESTMENTS AND EXPECTED SOURCE
OF FUNDING

Save for those disclosed above in connection with capital commitment under the
section “Liquidity and Financial Resources”, the Group did not have any plan for

material investments or acquisition of capital assets.
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Other Information

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

As at 30 June 2006, the interests and short positions of the Directors and Chief RZZZERFAA=TH  EZRTHEIRN
Executive in the shares or underlying shares or debentures of the Company or its ~ AARLEBEEE (T&E LESH L HE KM
associated corporations (within the meaning of Part XV of the Securities and ([BHRBAE GO EXVE) B RA - BRI
Futures Ordinance (the "SFQ")), as recorded in the register required to be kept by MREFP  BECHERADRREES RS
the Company pursuant to Section 352 of the SFO, or as otherwise notified to the ~ EEHIE3B2EFENFLM  KRBELTA
Company and The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) AESENEFRGNRETIANG AT
pursuant to the Model Code for Securities Transactions by Directors of Listed REBMAERSMARRNR (BRM]) MR

Issuers, were as follows: RAREIIMT
Long positions in ordinary shares of the Company: RERABBRTHIHE -

Number of ordinary shares held,
capacity and nature of interest
BFELZBERNEE SO RESENE
Percentage of

the Company’s

Directly Through issued
beneficially controlled share capital
owned corporation BARAT
Name Notes BEEE BB Total BRITRA
=1 P E nER AR Bt NEDL
Directors
=
Ms. Li Kei Ling (a) — 342,072,000 342,072,000 4281
FHERRT
Mr. Hung Yung Lai (a) — 342,072,000 342,072,000 4281
FeEiE At
Mr. Li Tung Ming (b) 2,800,000 56,000,000 58,800,000 7.36
FRALE
Mr. Xu Kehan 800,000 — 800,000 0.10
FRELE
Mr. Leung Hong Man () — 44,488,000 44,488,000 5.57
RERETE
Chief Executive Officer
THARR
Mr. Dong Shao Zhi 3,400,000 — 3,400,000 043
ERSELE
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Other Information

The interests of the Directors and Chief Executive Officer in the share options of

the Company are separately disclosed in Note |5 to the Interim Financial

Information.

Long positions in shares and underlying shares of associated corporation:

ESRTHARRARRBRENED D

aBlES

A BRI B R BT E15 o

RIGBOEBR (7 RAGER (DT eV E -

Percentage of

the associated

Number corporation’s issued
Name of Relationship of ordinary Capacity share capital
associated with the shares held and nature EHE=E
Name of Director corporation Company REEEB of interest BRITRE
ExEH HELEEM HARTNBHFE REBE SORERME NEDL
Ms. Li Kei Ling Fortune United Company's 2 Through a controlled 50
FEHRUL Group Limited  holding company corporation
RRRWEBA A BB —RER D
Mr. Hung Yung Lai Fortune United Company's 2 Through a controlled 50
FeRIS 4 Group Limited  holding company corporation
AR BER BE—AEH R
Notes: Wizt -
(a) 342,072,000 shares of the Company are held by Fortune United Group Limited, a (a) 342,072,000 N AFRME—FREBREL

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.

56,000,000 shares of the Company 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.

44,488,000 shares of the Company 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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Other Information

Save as disclosed above, as at 30 June 2006, 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 |5 to the Interim Financial Information, at no time
during the period 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 scheme and

valuation of options are set out in Note |5 to the Interim Financial Information.

BrEEN  RZZERENAZTH  BIE
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BB E3526 T AR - FRE LT AR
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AEE - HEORBIAM8HENTRERA
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Other Information

SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSONS’ INTERESTS ~FERRKRHM A TRR A REB K7
IN SHARES AND UNDERLYING SHARES
As at 30 June 2006, the following interests or short positions in the shares and RZZZEREFAA=TH  BEEFRPER
underlying shares of the Company were recorded in the register of interests (|5 336(KARA AR FENERERM LR

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

RO R &

B NADAERND RARRD RS R E

Fla
Long positions: HE
Number of ordinary shares held,
capacity and nature of interest
HEEBRNEE - SO RERME
Percentage of
Directly Through the Company’s
Beneficially a controlled issued
owned corporation share capital
Name Notes BHEE  Family interest BE-X Total {EARAR BB
=L ik #HHEE ZEER ZHAF ay LN =R
Fortune United Group Limited (a) 342,072,000 342,072,000 42.81
Keysmart Enterprises Limited ~ (a) — — 342,072,000 342,072,000 42.81
Hunwick International Limited  (a) — — 342,072,000 342,072,000 42.81
Mdm. lu Pun (b) — 342,072,000 — 342,072,000 4281
s it
Ray Sheen Company Limited  (c) 69,492,000 — — 69,492,000 8.70
Mr. Zhang Jing Xing () — — 69,492,000 69,492,000 8.70
RRELE
Mdm. Luo Yang (d) — 69,492,000 — 69,492,000 8.70
BRUT
Time Lead Investments Limited (e) 56,000,000 — — 56,000,000 7.01
Toyo International Investment  (f) 44,488,000 — — 44,488,000 5.57
Limited
REBRRREFRDA
Mdm. Lo Mei Sai () 44,488,000 — 44,488,000 5.57
BERELL
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Other Information

fih &

Number of ordinary shares held,

capacity and nature of interest

BFEEBRNEE SORESEME

Percentage of

Directly Through the Company’s
Beneficially a controlled issued
owned corporation share capital

Name Notes HEEE Family interest BB-X Total {EARARESEHIT

=1 o #HHEE XERG EHAR i BRANED

Mr. Leung Yiu Sing (f) &(h) 5,416,000 — 44,488,000 49,904,000 6.24

Mdm. Chu Shuet Fong (h)&(i) 5,416,000 44,488,000 — 49,904,000 6.24

Exut

Notes: izt

(a) The issued capital of Fortune United Group Limited is equally beneficially owned by (a)  Fortune United Group Limited#) 2 84T A
Keysmart Enterprises Limited and Hunwick International Limited which are in turn, f3Keysmart Enterprises Limited Hunwick
respectively, wholly-owned by Ms. Li Kei Ling and Mr. Hung Yung Lai, Executive Directors International Limited F 9 E & #EH ©
of the Company. Keysmart Enterprises Limited& Hunwick

International Limited# Bl A2 B M) ¥ 1TE
EFHRUTRERBEEZEHES -

(b)  Mdm. lu Pun is the wife of Mr. Hung Yung Lai and is deemed to be interested in the (b) B RLTREBELENE  NHEANE
shares of the Company held by Mr. Hung Yung La. BERERENARAIRDPHEAEE -

(c)  The entire issued capital of Ray Sheen Company Limited, a company incorporated in the (c) Ray Sheen Company Limited (— R REE
British Virgin Islands, is beneficially owned by Mr. Zhang Jing Xing. AEETMAIMAT) A2 BEEITRAH

RRELLEEHER -

(d)  Mdm. Luo Yang is the wife of Mr. Zhang Jing Xing and is deemed to be interested in the (d) BREZTARREXEMERSE WHEARNEK
shares of the Company held by Mr. Zhang Jing Xing. REGRERENARAIROHERE o

(e)  The entire issued capital of Time Lead Investments Limited is beneficially owned by Mr. (e) Time Lead Investments Limited#) 2 &2
Li Tung Ming, an Executive Director of the Company. ARTARAF—ERTEFTTRALEER

%% -

() The issued capital of Toyo International Investment Limited is equally beneficially owned (f) REERZEERDAMBETREAS RIHAR
by Mr. Leung Hong Man, the Non-executive Director of the Company and his father Mr. NARFRTEERRERAERBZ X RRE
Leung Yiu Sing. MAEETFIERES -

(g)  Mdm. Lo Mei Sai is the wife of Mr. Leung Hong Man and is deemed to be interested in () BEFRLTARERAENRS  SHRAR

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

RERAERBNARARDFHAEE -
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Other Information

(h)  5416,000 shares are jointly held by Mr Leung Yiu Sing and his wife Mdm. Chu Shuet

Fong, both are deemed to be interested in all of the shares held jointly.

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

Save as disclosed above, as at 30 June 2006, no person, other than the Directors and
Chief Executive Officer of the Company, whose interests are set out under the
heading “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.

PURCHASE, REDEMPTION OR SALE OF LISTED SECURITIES OF THE
COMPANY

For the six months ended 30 June 2006, the Company repurchased 1,880,000 shares
on The Stock Exchange of Hong Kong Limited at an aggregate consideration of
HK$ 1,217,800 before expenses. The repurchased shares were subsequently
cancelled. The nominal value of the cancelled shares was transferred to the capital
redemption reserve and the premium payable on repurchase was charged against
the share premium account. The repurchases were effected by the Directors for the

enhancement of shareholder value in the long term. Details of the shares

repurchased are as follows:

(h) 5416,0000 DA REKEERE 2REE
EFLTHARARE  FEORRAEEZME
REARGH2HES -

(i) EXLTAZRRLENERS  BERAR
RRRTEZBORDBR P HEAER o

R EXREESI  RZEERFAA=ZTH

WEEAM AL (KRR EE RITREHRI -
FRRENESHN EXEE RITHARR
Bt RABBEAR D M #E s ROX B | — &) B R A
DR IAEER NP EENESIAR (R

RIBEF R RO FE336H% T ABRL) -

RE BERHEAXARALHES

BE_TTAE A=THLEAEASRB - K
RRAEBEEBARSMBERLAAED
1,880,000/ 1+ Rt EMBRZARER
A 161,217,8007C - & FRMH D2 RS AN E
o B HEROMEBEAS HERRTERE
EIfEHE - MRDBEFAS Z2EED RARME
B - RODBERESARSRERRAHE
H e BRBERM2FEWNT

Month of Number Aggregate
Repurchase of Shares Price Consideration
(month/year) Repurchased per Share Paid
BEA® (/%) BEROHE BRER REAH

HK$ HK$
112006 28,000 0.50 14,000
6/2006 1,852,000 0.65 1,203,800
Total my 1,880,000 1,217,800

Save as disclosed above, neither the Company, nor any of its subsidiaries had
purchased, redeemed or sold any of the Company’s listed securities during the six
months ended 30 June 2006.

20 | 2006 interim report Dawnrays Pharmaceutical (Holdings) Limited

R EXHBEI  BE-TTRFAA=TH
L2 ABAA  ARBSEARKNER R E
BE BOEEEMARFALTES



Other Information

MODEL CODE FOR SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities Transactions by Directors
of Listed Issuers (the “Model Code”) of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Ltd. (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 the Company’s Directors, the Directors have complied with
the required standard set out in the Model Code, throughout the accounting period

covered by the interim report.

AUDIT COMMITTEE

The Company has an 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.

The unaudited condensed consolidated interim financial statements of the Company
for the period ended 30 June 2006 have been reviewed by the audit committee

before recommending it to the Board for approval.

CODE ON CORPORATE GOVERNANCE PRACTICES
In the opinion of the Directors, the Company has complied with the code provisions
of the Code on Corporate Governance Practices as set out in Appendix 14 of the

Listing Rules during the six months ended 30 June 2006.

CHANGE OF DIRECTOR
Mr. Zhang Jing Xing resigned as an Executive Director of the Company with effect
from 9 May 2006. The Board would like to thank Mr. Zhang for his contributions to

the Company during the tenure of his service.
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Other Information

CLOSURE OF REGISTER OF MEMBERS
The register of members of the Company will be closed from Wednesday, 20
September 2006 to Friday, 22 September 2006 (both days inclusive), during which

period no transfer of shares will be registered.

Dividend warrants will be despatched to shareholders on or about Wednesday, 27
September 2006. In order to qualify for the interim dividend, all properly completed
transfer forms accompanied by the relevant share certificates must be lodged with
the Company’s Registrars in Hong Kong, Abacus Share Registrars Limited, at 26/F
Tesbury Centre, 28 Queen’'s Road East, Hong Kong not later than 4:00 p.m. on
Tuesday, 19 September 2006.

By Order of the Board
Li Kei Ling

Chairman

Hong Kong, 22 August 2006

As at the date of this report, the Board comprises eight Directors, of which four are
Executive Directors, namely Ms. Li Kei Ling, Mr. Hung Yung Lai, Mr. Li Tung Ming and Mr.
Xu Kehan; one is Non-executive Director, Mr. Leung Hong Man; three are Independent
Non-executive Directors, namely Mr. Pan Xue Tian, Mr. Lee Cheuk Yin Dannis and Mr.
Choi Tat Ying Jacky.
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Condensed Consolidated Income Statement o
W& R ER

For the six months
ended 30 June
BEZRA=tHLKEA

2006 2005
= & %3 “TTHF
(Unaudited) (Unaudited)

and restated)

(REER)  (REERRET)

Notes RMB’000 RMB'000
(s ARBT T ARET T
TURNOVER EXH 3 398,197 311,002
Cost of sales HEMR (294,966) (209,302)
Gross profit ER 103,231 101,700
Other income Hlg A 3 866 154
Selling and distribution costs HERNHER (24,936) (27,761)
Administrative expenses THRER (18,992) (17,803)
Other expenses Him& A (11,443) (7919)
Finance costs B EH 4 (519) (70)
PROFIT BEFORE TAX BRBLARF 5 48,207 49,301
Tax M| 6 (2,711) (2,263)
PROFIT FOR THE PERIOD 2 5 % A 45,496 47,038
Attributable to: AT EIBRELN
Equity holders of the parent BRAERREA 45,451 47014
Minority interest PERRER 45 24
45,496 47,038
DIVIDENDS =N 7 12,400 12,779
EARNINGS PER SHARE SREF 8
~ basic —ER RMB0.0568 RMB0.0588
— diluted —&5 RMB0.0567 RMB0.0588
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Condensed Consolidated Balance Sheet -

op

e

o
Al
ik
)

i

30 June 2006 31 December 2005

—EERX —ZThF
~A=t+H +=ZRA=+—H
(Unaudited) (Audited)
(REER) (B&E®)
Notes RMB’000 RMB'000
k3 AR®TR AREFT
NON-CURRENT ASSETS FRBDEE
Property, plant and equipment I ER 9 242,144 223,927
Land use rights T E R 13,356 13511
Construction in progress EETRE 1,561 19,561
Intangible assets EVEE 15,875 15,038
272,936 272,037
CURRENT ASSETS RBEE
Inventories RE 10 156,932 159,836
Trade receivables W E 55 I 149,004 147,663
Notes receivables EUWEETE I 164,394 91,842
Prepayments, deposits and AR RER
other receivables H it & SRR 22,615 20,860
Financial assets at fair value BARECABRR
through profit or loss LHEEE 734 867
Cash and cash equivalents RekAeEED 38,027 51,948
531,706 473,016
CURRENT LIABILITIES RBRE
Trade payables ENE S5E 12 45,018 41,119
Notes payables ANES S 12 171,483 163,141
Interest-bearing loans and borrowings ATRENREE 13 59,205 17,626
Income tax payable RT3t 1,950 —
Other payables and accruals HtEN TR EG B R 21,340 34,110
298,996 255,996
Net current assets MEBEEFE 232,710 217,020
Total assets less current liabilities EEABRTBAE 505,646 489,057
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Condensed Consolidated Balance Sheet

op

S

o
Al
ik
)

i
it

30 June 2006 31 December 2005

-t —EERF
AB=tH +ZRA=+—H
(Unaudited) (Audited)
(REER) (BEER)
Notes RMB’000 RMB'000
P & ARBTR AR®T T
EQUITY B
Equity attributable to equity BAREREAA
holders of the parent FEfh R &

Issued capital BERITRA 14 84,791 84,880
Reserves % 420,116 374,307
Proposed final dividend BIRRERR S — 29,127
504,907 488314
Minority interest D ER R R = 739 743
Total equity A 505,646 489,057
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Condensed Consolidated Statement of Changes in Equity -

B S Ot

N

%4

=z

B

(For the six months ended 30 June 2006) (BEZZZ R A=THILERER)
(Unaudited)
(REER)
Attributable to equity holders of the parent
BAUREEAARLRR
Share Capital Share Statutory  Exchange Proposed
Issued  premium  redemption option Contributed surplus  fluctuation  Retained final Minority Total
share capital ~ account  reserve  reserve surplus reserve reserve profits  dividend Total interest equity
LG 5 BhEE EERE EX Rk SERR
Bx  BRBEE HERFE fif AABHE ORE NRBRE REEW KBRS Eh BE ERAE
RMBOOO ~ RMB000 ~ RMB000  RMBOOO  RMBOOO  RMBO000  RMBOOO ~ RMBOO0  RMBOOO ~ RMBOOO  RMB000  RMBI000
ARBTT ARETT ARBTT ARETT AREBTT ARBTR ARETT ARBTR ARETL ARBTR ARETL ARETR
At | January 2005 R-2ZR%5-F-A 84,880 69,583 — — 100175 30977 819 103544 19543 411471 716 410187
Efect of adopting IFRS 2 M IFRS 20072 - = = 4255 — — - (4®) — — — —
Exchange realignment EiAE = = = = = = 67 = = 67 = 67
Net proft for the period REEFET - - - - - - — 401 — 4014 U403
Dividends paid to minority ERERE
shareholder RE - - - - - - - - - - (30) (30)
Final 2004 dividend declared ER-ETMERBRE - - - - = = = — (954 (1958) — (19583)
Equity-settled share option PGSO
arrangements o - - - 2152 = = 0 = = 2,145 —
Transfer from retained profits BRBENER = = = = = 4 — “ — — — —
At 30 June 2005 RZZTREAA=TH 84880 69583 = 6407 100,175 29I 79 146299 — 4l 700 441864
At | January 2006 RZZENE-F-H 84,880 69,583 — 1616 100175 45018 46 157469 VI 488314 743 489057
Exchange realignment ERRE = = = = = = 416 = = 416 = 416
Net proft for the period AEEFET - - - - - = - Bal Y 45 4549
Shares issued upon exercise ik ERER
of share options <owd o) 106 646 = (118) = = = = = 634 = 634
Shares repurchased and cancelled BB R R (199) (1,073) — — — — — — — (1,268) — (1,268)
Transfer arising on shares ERREERA
repurchased and cancelled L EEE = = 195 = = = = (195) = = = =
Dividends paid to minority ERSERER
shareholder RE - - - - - - - - - - (49) 49)
Final 2005 dividend declared ER-ERRERERE - - - - = = = - @ -
Dividend on shares issued for ZRTRETZA=T-H
employee share options exercised & {TREVE B EERTE
after 31 December 2003 FEARHNRS - - - - - = = ® = @ - )
Equity-settled share option g R
amangements o = — — 509 — — — — — 509 — 509
Transfer from retained profits BRBENER = = = = = 7 = 0] = = = =
At 30 June 2006 RZZENERAZTR 84791 69,156 195 2007 100,175 45025 862 2026% — 504907 739 505,646
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Condensed Consolidated Cash Flow Statement y i
HHHSHEBEESRER

For the six months
ended 30 June
BZESA=THLAEA

2006 2005

—ETX “ZTHF

(Unaudited) (Unaudited)

(REER) (REEEZ)

RMB’000 RMB'000

ARBTR ARETFT

Net cash flow from operating activities REEBNHREeREFH 37,861 21,881
Net cash flow used in investing activities REREZHHNRSRNEFHE (21,591) (35,985)
Net cash flow used in financing activities RERETHNESREFHE (30,191) (19,643)
Net decrease in cash and cash equivalents & RAZFEBVRDFE (13,921) (33,747)
Cash and cash equivalents at | January R—A—BHRERREEED 51,948 96,566

Cash and cash equivalents as 30 June RAAZTENRERREEEY

representing bank balances and cash AMRTERRR S 38,027 62,819

RHBE(ER)ERAD ALk (2
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BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING
POLICIES

The condensed consolidated balance sheet as at 30 June 2006 and the related
condensed consolidated income statement, cash flow and changes in equity for
the six months ended 30 June 2006 (the “period”) (collectively defined as
“Interim Financial Information”) of the Company and its subsidiaries
(collectively, the “Group”) are prepared in accordance with International
Accounting Standard (“IAS") 34, “Interim Financial Reporting” issued by the
International Accounting Standards Board, the disclosure requirements of the
Hong Kong Companies Ordinance and the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited. They have been
prepared under the historical cost convention, except for financial assets at fair

value through profit or loss which have been measured at fair value.

The accounting policies and basis of preparation adopted in the preparation of
the Interim Financial Information are the same as those used in the 2005
annual report of the Group dated 28 March 2006, except in relation to the
following new standards, amendments and interpretations (hereafter
collectively referred to as the “new IFRSs”), which are effective for accounting

periods beginning on or after | December 2005 or | January 2006.

IAS 19 Amendment  Actuarial Gains and Losses, Group Plans and
Disclosures

IAS 21 Amendment  Net Investment in a Foreign Operation

IAS 39 Amendment  Cash Flow Hedge Accounting of Forecast Intragroup
Transactions

IAS 39 Amendment  The Fair Value Option

IAS 39 & IFRS 4 Financial Guarantee Contracts
Amendments
IFRSs | & 6 First-time Adoption of IFRSs and Exploration for and
Amendments Evaluation of Mineral Resources
IFRS 6 Exploration for and Evaluation of Mineral Resources
IFRIC — Int 4 Determining whether an Arrangement contains a Lease
IFRIC — Int 5 Rights to Interests arising from Decommissioning,
Restoration and Environmental Rehabilitation Funds
IFRIC — Int 6 Liabilities arising from Participating in a Specific Market

— Waste Electrical and Electronic Equipment

28 A0S [ Il e e Dawnrays Pharmaceutical (Holdings) Limited
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BASIS OF PREPARATION AND PRINCIPAL ACCOUNTING
POLICIES (Contd)

The adoption of the above new IFRSs has had no material impact on the
accounting policies of the Group and the methods of computation in the

Group's financial statements.

The Group has not early applied the following new IFRSs, that have been

issued but are not yet effective, to the financial statements.

IAS | Amendment Capital Disclosures '
IFRS 7 Financial Instruments: Disclosures '
IFRIC — Int 7 Applying the Restatement Approach under IAS 29

Financial Reporting in Hyperinflationary Economies

IFRIC — Int 8 Scope of IFRS 23
IFRIC — Int 9 Reassessment of Embedded Derivatives *
IFRIC —Int 10 Interim Financial Reporting and Impairment *

Effective for annual periods beginning on or after | January 2007.

Effective for annual periods beginning on or after | March 2006.

Effective for annual periods beginning on or after | May 2006.

Effective for annual periods beginning on or after | June 2006.

Effective for annual periods beginning on or after | November 2006.

Except IAS | Amendment, the Group expects that the adoption of these new

IFRSs will not have any significant impact on the Group's financial statements.

SEGMENT INFORMATION

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

segments is provided.
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3.

TURNOVER AND OTHER INCOME 3. EEXERHMKA
For the six months
ended 30 June
BZAA=1HLEAMAEA
2006 2005
—EEXRE “ZTRF
(Unaudited) (Unaudited
and restated)
(REER) (REEZRES)
RMB’000 RMB’000
AR TR AR®ETT
Turnover e
Sale of goods HEEm 398,365 311,089
Less: Business tax and R BB AR
government surcharges (168) (87)
398,197 311,002
Other income Hplg A
Interest income from bank balances RITEFF S WA 519 512
Dividend income from financial assets BRABERABERZ
at fair value through profit or loss BBEERBRA 2 =
Government grants RIG 20 200
Gain on disposal of financial assets HERARBELABRKRLZ
at fair value through profit or loss MBEERR 124 —
Others Hih 201 442
866 [,154
FINANCE COSTS 4. BIKER

For the six months
ended 30 June
BZXA=1HILEREAR

2006 2005

ZEERE —ETRE

(Unaudited) (Unaudited)

(REER) (REER)

RMB’000 RMB'000

ARBT ARBTTT

Interest on bank loans BATERHE 519 70

30 2006 interim (=:0¢4| Dawnrays Pharmaceutical (Holdings) Limited



Notes to the Interim Financial Information \ N
Fp B B 75 & R BT

5.  PROFIT BEFORE TAX 5. BRBRIEF
The profit before tax is arrived at after charging/(crediting): B FATEFIBER S (G A) T8 &E
RETE :

For the six months
ended 30 June
BHZR A=1THLEXEAR

2006 2005
“BERE “FFRF
(Unaudited) (Unaudited)
(REER) (REERZ)
RMB’000 RMB'000
ARBTR ARBTTT
Cost of the inventories sold BEERERA 294,966 209,302
Depreciation nE 10,737 8,170
Amortization of land use rights * T AR 153 153
Research and development costs: MR RFAEKA
Deferred expenditure amortised EER#E" 392 429
Current period expenditure AHEZ 7,391 7,225
7,783 7,654
313,639 225,279
Minimum lease payments under REERNz RERE
operating leases:
Land and buildings T REF 633 486
Employee benefit expense EERIAX (RRESEHE)
(including directors’ remuneration):
Wages and salaries TER%® 21,784 18,557
Retirement costs RIKBA 1,766 727
Accommodation benefits EEEH 666 518
Equity-settled share option expense JARR AR 52 1+ #0 8 R R ) 2 509 2,145
24,725 21,947
Foreign exchange differences, net BE i, % ER 496 50
Write-back of inventories to FEREZEEFE &M
net realisable value (671) —
Realised and unrealised EERRAER
(gains)/losses, net: (z) /BEFE
Equity investments at fair value BRARETRABRERZ
through profit or loss FHRERE (86) 105
Loss on disposal of items of property, ~HEW% * BE K&
plant and equipment REFHEANER 1,241 413

THFE L ERREHEEAABHE
GERIBERE [TTR BAIA

THEELFX B HETABHE v
FBZR A EMER]A -

EHEH(ER)AEBRA T ke

The amortization of land use rights for the period is included in “Administrative
expenses” on the face of the condensed consolidated income statement.

The amortization of deferred expenditure for the period is included in “Other
expenses” on the face of the condensed consolidated income statement.
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6. TAX
The income tax expense charged to the condensed consolidated income

statement for the six months ended 30 June 2006 is as follows:

For the six months
ended 30 June
BZAA=1+HIEAMEA

2006 2005
—EEAX —ZTTRE
(Unaudited) (Unaudited)
(REER) (REER)
RMB’000 RMB'000
ARBTF R ARBETT
Current income tax 2HRREMR

Hong Kong % — —
The PRC 5 2,973 2,263

Over provision in previous year FFEEBRERE
The PRC F (262) —
2,711 2,263

No provision for Hong Kong profits tax has been made as the Group had no
assessable profits arising in Hong Kong during the period. The PRC corporate
income tax has been calculated on the estimated assessable profits for the
period at the rates of tax prevailing in the locations in which the Group's
subsidiaries operate, based on existing legislation, interpretations and practices

in respect thereof.

No provision for deferred tax has been made as the net effect of all

temporary difference is immaterial.

32 2006 interim (=:0¢4| Dawnrays Pharmaceutical (Holdings) Limited
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7.

DIVIDENDS B’ E
For the six months
ended 30 June
BEAAZTHLAEA
2006 2005
ZEERE —TTHF
(Unaudited) (Unaudited)
(REER) (REER)
RMB’000 RMB'000
AR®TR ARBETT
Dividend pertaining to the prior year ~ BZ/ X A=THIEREA
declared in the six months ERNEFERE
ended 30 June 29,127 19,543
Interim — HK$0.015 (2005: HK$0.015) # 8 : B EABRAE® 0.0157T
per ordinary share (ZZZTHF : B%0.0157T) 12,400 12,779
41,527 32,322

On 22 August 2006, the Company declared an interim dividend for the year
ending 31 December 2006, at HK$0.015 per share, amounting to a total sum
of approximately HK$11,987,000 (equivalent to approximately
RMB12,400,000).

EARNINGS PER SHARE

The calculation of basic earnings per share for the six months ended 30 June
2006 is based on the net profit attributable to ordinary equity holders of the
parent of RMB45,451,000 (2005: RMB47,014,000) and the weighted average
number of 800,020,552 ordinary shares (2005: 800,000,000 ordinary shares) in

issue during the period.

The calculation of diluted earnings per share for the period is based on the net
profit attributable to ordinary equity holders of the parent of RMB45,451,000
and the weighted average number of 801,307,004 ordinary shares in issue

during the period after adjusting for the effect of dilutive options.

ARRIR-_ZEENENAZ+TZHER
BE_ZZ X FT+A=T—HLLEE
B R B R ER0.0150T - AHHE
% 11,987,000 (WHEERAR®
12,400,00075) °

SRER

BE_ZT R FERNA=THILEAEAH
ERGREFNDESRA T ARES R
B ARG FEFAREA45,451,0007T (=
TTHF : AR%47,014,0007T) A KRR
AHMEERTEAR 2 ME TR
800,020552f ( = T T h
800,000,0008%) izt & °

AHESREERN NG ARERR
BaRAEAEGEEFRANARS
45,451,0007C A R A 2 %17 & Bk
Z TR E801,307,004/ 518 + I
HEBBERZBRETUHE -

EHEH(ER)ARAT A e
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8. EARNINGS PER SHARE (Cont'd) 8. BREAM (&)
The employee share options outstanding during the period ended 30 June MEBZE_ZETRFA=ZTHIERE
2005 had no potential dilutive effect on the basic earnings per share. A RATENEERREHERER

BMNITREREERE -

9. MOVEMENTS IN PROPERTY, PLANT AND EQUIPMENT 9. WX BERREZED
During the period, the Group acquired construction in progress, property, RAHE AEEBEEREIRE 9
plant and equipment in an aggregate amount of approximately RMB3 1,456,000 ¥ BERZBREADNEARS
(2005: approximately RMB50,018,000). 31,456,000 (ZZZTHF : HEARK

50,018,0007T) °

0. INVENTORIES 10. &8
30 June 31 December
2006 2005
—2TRF —TTHF
~A=TA +tZA=+—-H
(Unaudited) (Audited)
(REER) (B&R)
RMB’000 RMB'000
AR®TR AR®T T
Raw materials - at cost R — 1R 15,673 11,929
Work in progress E&m
— at cost — AR 41,571 128,585
— provision — &k (598) (1,036)
Finished goods S m
— at cost — A 100,286 20,591
— provision — &k — (233)
156,932 159,836

34 2006 interim (=:0¢4| Dawnrays Pharmaceutical (Holdings) Limited
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Il. TRADE AND NOTES RECEIVABLES 1. BREZRRENE
An aged analysis of the trade and notes receivables as at the balance sheet REZAHH  REZENERKESXK
date, based on the invoice date, is as follows: BRERZERERRTIT
30 June 31 December
2006 2005
-t —2TRF
AB=tH +ZRA=+—H
(Unaudited) (Audited)
(REER) (B&%)
RMB’000 RMB'000
ARBTR ARETT
Trade receivables W B 558
Outstanding balances with ages: RERE D RRAE
Within 90 days 0EA 121,303 136,398
Between 91 and 180 days 91 £ 180 H 26,479 10,224
Between 181 and 270 days 181 £270 H 870 792
Between 271 and 360 days 271 2360 H 180 35
Over one year —FN5E 172 214
149,004 147,663
Notes receivables L ESE S
Outstanding balances with ages: RERE DK RRAE
Within 90 days 0EA 126,093 58,498
Between 91 and 180 days 91 £ 180 H 38,301 33,344
164,394 91,842
313,398 239,505
The Group's trading terms with its customers are mainly on credit. Invoices are AEEFEREENAEEFPRS - 5
normally payable within one month of issue, except for major customers, ER-—RAG—ER mMEEEZFAT
where the terms are extended to three months. The Group seeks to maintain ERE=A - AEEBRZERARE
strict control over its outstanding receivables and has a credit control BEWHIE  TRAERGEEEBPIBR
department to minimise credit risk. Overdue balances are reviewed regularly BEERRRZRE SREEEFES
by senior management. EHRA BRI -

EHEH(ER)AEBRAT Db o)
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12. TRADE AND NOTES PAYABLES 12. BENESREEFE
REZAM  PEEENENESR
ENEEFIARRITMOT

An aged analysis of the trade and notes payables as at the balance sheet date,

based on the invoice date, is as follows:

30 June 31 December
2006 2005
—EEAX —ZTTRE
AA=tH +ZA=+—H
(Unaudited) (Audited)
(REER) (B&E®)
RMB’000 RMB'000
AR®TR ARBETT
Trade payables ENE 5508

Outstanding balances with ages: REREE D E RREAE
Within 90 days 90HA 44,074 36,663
Between 91 and 180 days 912180 H 486 3,761
Between 181 and 270 days 181 & 270 H 137 291
Between 271 and 360 days 271 £ 360 H 74 152
Over one year —FNUE 247 252
45,018 41,119

Notes payables ENRETE

Outstanding balances with ages: RERERE D E RREAE
Within 90 days 90HA 112,380 72,132
Between 91 and 180 days 912180 H 59,103 91,009
171,483 163,141
216,501 204,260

Trade payables are non-interest-bearing and are normally settled on 90-day

terms.
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13. INTEREST-BEARING LOANS AND BORROWINGS 13. FEEMREE
30 June 31 December
2006 2005
ZEERF —ZETRE
~NR=TH +ZA=+—H
(Unaudited) (Audited)
Effective (REER) (B&RZ)
interest rate (%) Maturity RMB’000 RMB'000
BERA=E (%) Ep-Rs ARET R AEETFT

Within six months or

Bank loans — unsecured on demand
RITER - BER 1.98 % -2.52 % N EL e 59,205 17,626
14. SHARE CAPTIAL 14. BRA&
Number of shares Amount
R #AE 8
30 June 31 December 30 June 31 December
2006 2005 2006 2005

ZEERE “ZTRF ZEERE “ZTRE
AA=ZTR +tZA=t-H ~A=Z+R +tZA=t-H

(Unaudited) (Audited) (Unaudited) (Audited)
(REEH) GEIA) (REER) GEIA)
HK$000 HK$'000

ERTR BETL

Ordinary shares of HK$0.| each BREEBE -2 LRR
Authorised: EERA : 10,000,000,000 10,000,000,000 1,000,000 1,000,000
Issued and fully paid: BETRERER -
At beginning of the period/year REN/E4 800,000,000 800,000,000 80,000 80,000
Shares repurchased and cancelled BREERTHORR (1,880,000) = (188) —
Shares issued upon exercise TERERERETRG
of share options 1,020,000 — 102 —
At end of the periodlyear REE/ER& 799,140,000 800,000,000 79,914 80,000
Equivalent to RMB'000 SEARBTR 84,791 84,880

EHEH(ER)AEBRAT DGk e
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4. SHARE CAPTIAL (Contd)

(2)

During the period, 1,020,000 share options under the Company's share
option scheme were exercised. Accordingly, 1,020,000 ordinary shares of
HKS$0.1 each were issued as a result of exercise of share options. The
weighted average closing price immediately before the date on which the

options were exercised is HK$0.73.

The Company repurchased 1,880,000 its own shares through the Stock
Exchange during the period at an aggregate consideration of
HK$1,217,800. The highest price and the lowest price paid per share
were HK$0.65 and HK$0.5 respectively. The above shares were cancelled
upon repurchase. Accordingly, the issued share capital of the Company
was reduced by the nominal value of these shares. The premium payable
on repurchase was charged against the share premium account. An
amount equivalent to the nominal value of the shares cancelled was

transferred from retained profits to the capital redemption reserve.

Share options

Details of the Company’s share option scheme and the share options

exercised under the scheme are included in the Note |5 to the Interim

Financial Information.

SHARE OPTION SCHEME

The Company operates a share option scheme (the “Scheme”) for the

purpose of providing incentives and rewards to eligible persons (including the

Company's directors, employees of the Group and other eligible participants as

defined under the Scheme) who contribute to the success of the Group's
operations. The Scheme was adopted on 21 June 2003 and will remain in force

for 10 years from that date until 20 June 2013.
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15. SHARE OPTION SCHEME (Contd) 15. BRETE (&)
Movements of Company's share options under the Scheme during the period HARZTE Tz BRENTSHRZEHE
are as follows: BEFImT -
Closing Price of the
Number of share options Company’s shares (c)
BREHE ARARRBUTER(C)
Date of grant of Exercise period
Granted  Exercised Lapsed share options (a) of share options ~ Exercise price At immediate
At | January during during ~ during the At 30 June (dd/mmlyy) (dd/mmlyy) of share date before

Name or 2006 the period the period period (d) 2006 ReBRE BRE  options (b) the grant

category of participant it 3 83 AHH AHH AHE R-2AF B fRAH BhkE RiBRRE

SEELRIER -A-A BRE BRIt B4Xd #KA=tA (BIAIF) (BIAIF) &b H-%

HK$ HK$
Director
gz
MrXu Kehan FrELE 1,500,000 - - — 1500000 001004 17011105 -16/11/10 063 062
Chief Executive Officer
it
Mr. Dong Shao Zhi ERERE 2000000 — (400,000) —  1,600000 [7/11/04 I7/11/05 - 16/11/10 063 062
Other employees
EftEE
In aggregate @zt 1,000,000 = = — 1000000 (7111104 17/11/05 - 16/11/10 063 062
21,660,000 — (620,000 (2300000) 18,740,000 28/12/04  28/12/05 - 27/12/10 058 059
22,660,000 — (620000 (2300000) 19,740,000

Other participant

Afs5E 400000 - - — 400000 05105105 05/05/06 - 04/05/09 050 049
26560000 — (1000000 (2300000) 23240000

(a) The vesting period of the share options is from the date of the grant (a) BERENSEHARLBBEIMRE
until the commencement of the exercise period. HRBAL -

(b) The exercise price of the share options is subject to adjustment in the (b) fRETEHRIBTARIARAR
case of rights or bonus issues, or other similar changes in the Company’s AEREMEULE  BIBERES
share capital. TEERTAHE -

(c) The price of the Company's shares disclosed as at immediate date before (c) METBREN - RARBENHRLD
the grant of the share options is the Stock Exchange closing price on the ARHERAZERTHEREER
trading day immediately prior to the date of grant of the options. AI— AR 5 B eV AT IR B -

(d) Options lapsed in accordance with the terms of the Scheme due to (o) ERNESRERE  BRERE

2
3

B0 R T IA R o

EHEH(ER)ARAD A )

resignation of employees.
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I5. SHARE OPTION SCHEME (Cont'd)

The price of the Company’s shares disclosed immediately before the exercise
date of the share options is the weighted average of the Stock Exchange
closing prices of the shares immediately before the dates on which the options
were exercised over all of the exercises of options within the disclosure line.
The weighted average closing price of Company's shares immediately before

the dates on which the options were exercised is HK$0.73.

For the six months ended 30 June 2006, no share options were granted or
cancelled. At the balance sheet date, the Company had 23,240,000 share
options outstanding under the Scheme, which represented approximately 3%
of the Company's shares in issue as at that date. The exercise in full of the
remaining share options would, under the present capital structure of the
Company, result in the issue of 23,240,000 additional ordinary shares of the
Company, additional share capital of HK$2,324,000 and share premium of
HK$ 11,328,200 (before share issue expenses).

The fair value of equity-settled share options granted was estimated as at the
date of grant, using a Black-Scholes-Merton valuation model, taking into
account the terms and conditions upon which the options were granted. Such
value is inherently subjective and uncertain due to the assumptions made and
the limitation of the valuation model used. For details of the significant
assumptions used to estimate the value of the option, please refer to the
Company's Annual Report 2005 on page |12.The expense recognised in the
condensed consolidated income statement during the period is set out in

Note 5 to the Interim Financial Information.
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16. RESERVES

The amounts of the reserves and the movements therein for the six months

periods are presented in the condensed consolidated statement of changes in

equity on page 26 of the Interim Financial Information.

(i)

(iii)

Contributed surplus

The contribution surplus of the Group represents the difference between
the aggregate of the nominal value of the paid-up capital of the
subsidiaries acquired pursuant to the group reorganisation, over the

nominal value of the Company's shares issued in exchange therefor.

Statutory surplus reserve (“SSR”)

In accordance with the Company Law of the PRC and the articles of
association of the Mainland China subsidiaries, the Mainland China
subsidiaries are each required to allocate 10% of their profit after tax, as
determined in accordance with PRC generally accepted accounting
principles, to the SSR until such reserve reaches 50% of the registered
capital of the Mainland China subsidiaries. Part of the SSR may be
converted to increase paid-up capital, provided that the remaining
balance after the capitalisation is not less than 25% of the registered

capital.

Exchange fluctuation reserve

The Exchange fluctuation reserve is used to record exchange differences
arising from the translation of the financial statements of foreign
subsidiaries. It is also used to record the effect of hedging net

investments in foreign operations.
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7. COMMITMENTS 17. A&¥E

(a) Operating lease commitments (a) EXBERE
BE-_TTREXA=TH &
ERETAHELEHORAER

At 30 June 2006, the Group had total future minimum lease rentals

payable under non-cancellable operating leases falling due as follows:

FRENREBEFALBQNT -

30 June 31 December
2006 2005
—EEAX —ZTTRE
AB=tH +ZRA=+—H
(Unaudited) (Audited)
(REER) (BE&ER)
RMB’000 RMB'000
AR®T R AR®T T
Within one year —FR 1,443 1,094
In the second to fifth years, F_ERhF-
inclusive BRERME 3,635 1,555
After five years AENE 458 647
5,536 3,296
(b) Capital commitments (b) BEAREIE
Contracted, but not provided for: BET4) - BARERME
Information system software MEBRGHM — 472
Land use rights T e A 4,454 4368
Buildings BF — 7,425
Plant and machinery 5 N 23 1,613 1,553
6,067 13818
Authorised, but not contracted for: BERE - BRTA
Buildings BF 3,399 —
Plant and machinery 5 K e 2s 40,083 23941
43,482 23,941
49,549 37,759
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18.

RELATED PARTY TRANSACTIONS 18. HELRS
During the period, the Group had the following material related party AHE AKEEUTERHEEFR
transactions: K
Compensation of key management personnel: TEEBAEME
For the six months
ended 30 June
BEAA=tTRHLEKEAR
2006 2005
ZEERE —_TTLF
(Unaudited) (Unaudited)
(REER) (REER)
RMB’000 RMB'000
AR®F R ARETT
Short-term employee benefits RHESRA 2,916 3,139
Post-employment benefits RKERF 48 49
Share-based payments SARR 17 REHEE) S 77 3 109 384
3,073 3,572
FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES 19. ¢REREEAERHR

The Group's principal financial instruments comprise interest-bearing loans and
cash and short term deposits. The main purpose of these financial instruments
is to raise finance for the Group's operations. The Group has various other
financial assets and liabilities such as trade receivables and trade payables,

which arise directly from its operations.

The main risks arising from the Group's financial instruments are cash flow
interest rate risk, credit risk and liquidity risk. The board of directors reviews
and agrees policies for managing each of these risks and they are summarised

below.

Cash flow interest rate risk

The Group's interest rate risk relates primarily to interest-bearing loans and
borrowings which exposed the Group to cash flow interest rate risk. It is the
policy of the Group to monitor closely the interest rate exposure and will

consider hedging significant interest rate exposure should the need arise.
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19.

20.

21.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
(Contd)

Credit risk

The Group trades only with recognised and creditworthy third parties. It is the
Group's policy that all customers who wish to trade on credit terms are
subject to credit verification procedures. In addition, receivable balances are
monitored on an ongoing basis and the Group's exposure to bad debts is not

significant.

With respect to credit risk arising from the other financial assets of the Group,
which comprise cash and short term deposits, other receivables and financial
assets at fair value through profit or loss, the Group's exposure to credit risk
arises from default of the counterparty, with a maximum exposure equal to

the carrying amount of these instruments.

Since the Group trades only with recognised and creditworthy third parties,

there is no requirement for collateral.

Liquidity risk
The Group manages liquidity risk by maintaining a balance between continuity
of funding and flexibility through the use of interest-bearing loans and

borrowings.

COMPARATIVE FIGURES
Certain comparative figures have been adjusted to conform with the current

period’s presentation.

APPROVAL OF THE INTERIM FINANCIAL REPORT
These condensed consolidated interim financial statements were approved and

authorised for issue by the board of directors on 22 August 2006.
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