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BUSINESS REVIEW

Production & Sales Operation

For the year ended 31 December 2006, each of the Group’s products in terms of
production volume and sales volume recorded a growth over the corresponding
period of last year. During 2006, a total of 717 tones of bulk medicines were
produced, equivalent to an increase of 22.5% compared with the corresponding
period of last year. Sales of bulk medicines achieved 543.9 tones, equivalent to
an increase of 44.5% compared with the corresponding period of last year. A
total of 154,320,000 vials of cephalosporin powder for injections were produced
and sales of cephalosporin powder for injections achieved 149,290,000 vials,
both figures were almost equivalent to those of last year. A total of 18,050,000
boxes of generic drugs (system specialty drugs) were produced, equivalent to an
increase of 61.5% compared with the corresponding period of last year. Sales of
generic drugs (system specialty drugs) achieved 17,770,000 boxes, equivalent
to an increase of 59.1% compared with the corresponding period of last year.
Export trading continued to grow rapidly, the export sales increased from
RMB39,506,000 in year 2005 to RMB73,396,000, equivalent to an increase of
85.8% compared with the corresponding period of last year.

Development of New Products

In 2006, the Group obtained 29 production permits for 15 species of products
from the State Food and Drug Administration (SFDA) of the PRC. There
were 10 certificates of new pharmaceutical products granted for anti-allergic
bulk medicine “Levocetirizine Dihydrochloride”, anti-infective bulk medicine
“Cefepime Dihydrochloride”, anti-infective powder for injection “Cefepime
Dihydrochloride for Injection” (totally in 3 strengths), endocrine system specialty
drug “Metformin Hydrochloride Sustained-release Tablets”, cardiovascular
system specialty drug “Telmisartan Bulk Medicine and Tablets” and digestive
system specialty drug “Famotidine, Calcium Carbonate and Magnesium
Hydroxide Chewable Tablets”. The Group also received 7 clinical trials permits
and study of production technique and quality research and/or clinical research
of 56 projects were completed and have been submitted for registration. There
are 5 new projects including 2 cephalosporin products and 3 traditional Chinese
medicines, in which 2 are for cardiovascular system and 1 is for antiviral.

Honourable Recognitions

In May 2006, Suzhou Dawnrays Chemical Co., Ltd. has successfully passed the
examination and attestation on Quality Management System 1ISO9001:2000,
Environmental Management System 1SO14001:2004 and Occupational
Health and Safety Management System OHSAS18001:1999 as conducted
by American Quality Assessors International, LLC (AQA International, LLC),
an accredited organization in the United States, and has been awarded with
Certificate of Assessment.

In June 2006, Ceftazidime Sterile bulk medicine, a product of the Group, was
endorsed by Jiangsu Science and Technology Department as a project under
the Torch Plan in Jiangsu Province.

In August 2006, Suzhou Dawnrays Pharmaceutical Co. Ltd. was granted the title
of Suzhou Quality Control Award 2006 by Suzhou Quality Award Examination
Commission (BRI MEEHBTEES) -
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4. Construction Projects for the Expansion of Production Facilities

Suzhou Dawnrays Pharmaceutical Co. Ltd. completed the project of diverting
the waste water into clean and dirty flow channels.

Suzhou Dawnrays Pharmaceutical Co. Ltd. is carrying on the initial planning of
building two new workshops according to the international standards.

Suzhou Dawnrays Pharmaceutical Co. Ltd’s workshop for cephalosporin
oral-preparations in solid-dosage-form passed the attestation of Good
Manufacturing Practice (“GMP”).

Suzhou Dawnrays Chemical Co. Ltd’s optimization plan for production
technology relating to waste water integrated treatment project has been
completed and it is inviting contractors to tender for the project.

PROSPECTS

By virtue of the wealth and advantages in current product portfolio of the third
generation cephalosporin and generic drugs (system specialty drugs), sales network
and channels, the Group will actively exploit new market, open up new marketing
channels and strive to increase market share. The Group will adjust the product
portfolio by developing new products’ sales, launching new bulk medicines and
enhancing the sales of high gross profit margin products which are anticipated a
substantial growth will sustain continuously in 2007. Meanwhile, the production
technique improvement of existing bulk medicines became effective and will further
reduce production cost. All aforementioned factors served as the stable sources of
cash inflow for the Group in 2007. The Company will also set up new organizational
structure, exploit new profitable business model, aggressively expand international
markets and strengthen international projects cooperation.

FINANCIAL REVIEW

SALES AND GROSS PROFIT

For the year ended 31 December 2006, the Group has achieved the revenue of
approximately RMB788,797,000, equivalent to an increase of 7.5% compared with
the corresponding period of last year. The main reason for the increase of revenue
was the approximate 44.5% growth of the sales quantity of bulk medicines by a total
of approximate 168 tones as compared with the corresponding period of last year. In
addition, the sales of generic drugs (system specialty drugs) increased by 59.1% as
compared with the corresponding period of last year.

Gross profit was approximately RMB184,009,000, equivalent to a decline of 14.5%
compared with the corresponding period of last year. Gross profit margin was
decreased by 6% to 23.3% (2005: 29.3%). The main reasons for a decline in gross
profit margin are as follows: firstly, the increased input to improve current production
technique affected the production cost; secondly, in response to the mandatory
order of the retail price-cut on antibiotics by the National Development and Reform
Commission of the PRC, the Group voluntarily carried the effect of lowering the ex-
factory price of cephalosporin powder for injections to sustain its market share.
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For the year ended 31 December 2006, sales of bulk medicines increased by 20.1%
to RMB455,987,000 as compared with RMB379,605,000 of the corresponding
period of last year. Sales of bulk medicines accounted for 57.8% of total sales (2005:
51.7%). Gross profit margin of bulk medicines was approximately 14.4% (2005:
21.6%).

Sales of powder for injections decreased by 15.7% to RMB244,120,000 as
compared with RMB289,666,500 of the corresponding period of last year. Sales of
powder for injections accounted for 31.0% of the total sales (2005: 39.5%). Gross
profit margin of powder for injections was approximately 20.1% (2005: 29.1%).

Sales of generic drugs (system specialty drugs) increased by 37.0% to
RMB88,690,000 as compared with RMB64,731,000 of the corresponding period of
last year. Sales of generic drugs (system specialty drugs) accounted for 11.2% of the
total sales (2005: 8.8%). Gross profit margin of the generic drugs (system specialty
drugs) was 78.2% (2005: 75.3%).

In 2006, the export sales increased by 85.8% to RMB73,396,000 as compared with
RMB39,505,900 of the corresponding period of last year.

Table of Turnover Analysis & 8 #f
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EXPENSES

During the year 2006, the Group continued to implement expenses budgeting to
monitor the expenditure before and in the course of the business in order to maintain
the expenses to sales ratio at low level.

The total expenses incurred during the year 2006 were approximately
RMB117,635,000, equivalent to an increase of 5.7% compared with the
corresponding period of last year. Total expenses as a percentage of turnover
was 14.9% (2005: 15.2%), of which, selling and distribution costs amounted to
RMB53,669,000, equivalent to a decline of 1% compared with the corresponding
period of last year. Selling and distribution costs as a percentage of turnover was
6.8% (2005: 7.4%).

Administrative expenses and other operating expenses amounted to
RMB62,990,000, equivalent to an increase of 10.9% compared with the
corresponding period of last year. The administrative expenses and other operating
expenses as a percentage of turnover was 8.0% (2005: 7.7%).
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NET PROFIT ATTRIBUTABLE TO EQUITY HOLDERS

For the year ended 31 December 2006, net profit attributable to equity holders
amounted to RMB65,781,000, equivalent to a decline of 37.7% compared with the
corresponding period of last year. The reasons for the decline in profit were mainly due
to the decline in gross profit margin and an increase in other expenses.

ANALYSIS ON THE RETURN ON ASSETS

As at 31 December 2006, net assets of the Group were approximately
RMB513,047,000. Net return on net assets, which is defined as the net profit
attributable to equity holders divided by net assets, was 12.8% (2005: 21.6%). The
turnover days for trade and notes receivables was approximately 121 days. The
turnover days for inventory was approximately 87 days.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31 December 2006, the Group held cash and cash equivalents of approximately
RMB44,023,000 (as at 31 December 2005: RMB51,948,000). The inventories
amounted to RMB134,597,000 (as at 31 December 2005: RMB159,836,000).
The trade receivables was RMB138,909,000 (as at 31 December 2005:
RMB147,663,000). The notes receivables was RMB149,983,000 (as at 31
December 2005: RMB91,842,000). The trade and notes payables amounted to
RMB201,242,000 (as at 31 December 2005: RMB204,260,000). The Group had bank
advances for discounted bills with recourse, amounted to RMB25,351,000 (as at 31
December 2005: RMB17,626,000).

As at 31 December 2006, the Group had no borrowings except the bank advances
for discounted bills, the debt ratio (defined as bank advances for discounted bills over
total assets) of the Group was 3.3% (as at 31 December 2005: 2.4%).

As at 31 December 2006, the Group had aggregate bank facilities of approximately
RMB463,400,000 (as at 31 December 2005: RMB450,000,000).

During the year, the net cash inflow from operating activities was approximately
RMB50,613,000 (as at 31 December 2005: RMB52,115,000). Net cash outflow
from investing activities was approximately RMB15,269,000 (as at 31 December
2005: RMB65,467,000). Net cash outflow from financing activities was approximately
RMB43,206,000 (as at 31 December 2005: RMB32,555,000). As at 31 December
20086, the Group held cash and cash equivalents of approximately RMB44,023,000.

As at 31 December 2006, the Group’s capital commitments amounted to
approximately RMB43,865,000 (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 expenditure.

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.
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FOREIGN EXCHANGE AND TREASURY POLICIES

As the Group’s substantial business activities, assets and liabilities are calculated in
Renminbi, the risk derived from the foreign exchange to the Group is not high. The
treasury policy of the Group is to manage any risk of foreign exchange (if any) only if
it will potentially impose a significant impact on the Group. The Group continues to
observe the foreign exchange market, and may hedge against foreign currency risk
with foreign exchange forward contracts if necessary.

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 PRC. Accordingly, no segment analysis by
business and geographical segments is provided.

STAFF AND REMUNERATION POLICY

As at 31 December 2006, the Group employed approximately 1,501 employees and
the total remuneration was approximately RMB46,567,000 (2005: RMB47,441,000).
The Groups regards human resources as the most valuable assets and truly
understands the importance of attracting and retaining high-performance employees.
The remuneration policy is generally based on the references of market salary index
and individual qualifications. The Group provides its employees with other fringe
benefits, including defined contribution retirement schemes, share option scheme and
medical coverage. The Group also offers some of its employees stationed in the PRC
with dormitory accommodation.

CHARGE ON ASSETS

As at 31 December 2006, no asset of the Company was pledged to banks to obtain
credit facilities (as at 31 December 2005: Nil).

CONTINGENT LIABILITIES

As at 31 December 2006, the Group had no material contingent liabilities (as at 31
December 2005: Nil).

PLANS FOR SIGNIFICANT INVESTMENTS AND EXPECTED
SOURCE OF FUNDING

Save for those disclosed above in connection with capital commitments under the
section “Liquidity and Financial Resources”, the Group does not have any plan for
material investments or acquisition of capital assets.
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