Report of the Directors
ESERE

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 2006.

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 2006 and the state of affairs of the
Company and the Group at that date are set out in the audited financial statements on
pages 34 to 87.

An interim dividend of HK$0.015 per ordinary share was paid on 27 September 2006.
The Board recommends the payment of a final dividend of HK$0.017 per ordinary
share in respect of the year, to shareholders on the register of members on 10 May
2007. 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 88.
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.

SHARE CAPITAL AND SHARE OPTIONS

Details of movements in share capital of the Company during the year are set out in
note 28 to the financial statements. Details of movements in the Company’s share
options during the year are set out in note 29 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.
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PURCHASE, REDEMPTION OR SALE OF LISTED
SECURITIES OF THE COMPANY

During the year, the Company repurchased 1,880,000 shares of the Company’s listed
securities on the Stock Exchange at an aggregate consideration of HK$1,217,800
before expenses. The repurchase 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 set out in
note 28 to the financial statements.

Save as disclosed above, neither the Company nor any of its subsidiaries had
purchased, redeemed or sold any of the Company’s listed securities for the year
ended 31 December 2006.

RESERVES

Details of movements in the reserves of the Company and the Group during the year
are set out in consolidated statement of changes in equity and note 30 to the financial
statements.

DISTRIBUTABLE RESERVES

At 31 December 2006, the Company’s reserves available for distribution amounted to
RMB279,551,000, of which RMB13,654,000 has been proposed as a final dividend
for the year. Under the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated
and revised) of the Cayman Islands, the share premium account of the Company
of approximately RMB69,160,000 as at 31 December 2006 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.

MAJOR CUSTOMERS AND SUPPLIERS

In the year under review, sales to the Group’s five largest customers accounted for
16% of the total sales for the year and sales to the largest customer included therein
amounted to 4%. Purchases from the Group’s five largest suppliers accounted for
44% of the total purchases for the year and purchases from the largest supplier
included therein amounted to 27%.

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.
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DIRECTORS

The Directors of the Company during the year and up to the date of this report are:

EXECUTIVE DIRECTORS

Ms. Li Kei Ling

Mr. Hung Yung Lai
Mr. Zhang Jing Xing
Mr. Li Tung Ming
Mr. Xu Kehan

Mr. Gao Yi

(resigned on 9 May 2006)

(resigned on 18 March 2007)
(appointed on 1 January 2007)

NON-EXECUTIVE DIRECTOR
Mr. Leung Hong Man
INDEPENDENT NON-EXECUTIVE DIRECTORS
Mr. Pan Xue Tian

Mr. Lee Cheuk Yin Dannis

Mr. Choi Tat Ying Jacky
Mr. Sik Siu Kwan

(resigned on 10 January 2007)

(appointed on 10 January 2007)

In accordance with article 87 of the Company’s articles of association, Mr. Li Tung
Ming and Mr. Choi Tat Ying Jacky will retire by rotation and being eligible, offer
themselves for re-election at the forthcoming annual general meeting (“AGM”). As Mr.
Gao Vi and Sik Siu Kwan were appointed by the Board as additional Directors after
the AGM held on 9 May 20086, they will retire from office at the forthcoming AGM, and,
being eligible, offer themselves for re-election.

The Company has received annual confirmations of independence from Mr. Pan Xue
Tian, Mr. Choi Tat Ying Jacky and Mr. Sik Siu Kwan, 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 18 to 22 of the annual report.
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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 1 July 2003. Ms. Li’s service contract was revised to a
term of three years which commenced on 1 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 12 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 1 July 2003. Mr. Hung’s service contract was
revised to a term of three years which commenced on 1 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.

Mr. Li Tung Ming entered into a service contract with the Company for a term of
two years which commenced on 14 January 2004 and would continue thereafter
until terminated by either party giving not less than three months’ written notice. In
December 2006, Mr. Li's service contract was revised to a term of three years which
commenced on 1 January 2007 and is subject to termination 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 12 months of service.

Mr. Gao Yi has entered into a service contract with the Company for a term of two
years which commenced on 1 January 2007 and is subject to termination by either
party giving not less than two months’ written notice. Mr. Gao is entitled to a basic
annual salary of HK$900,000 and a discretionary bonus payable at the absolute
discretion of the Board.

Mr. Leung Hong Man has entered into a service contract with the Company for a term
of two years which commenced on 1 November 2005 and is subject to termination
by either party giving not less than one month’s 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 has been appointed as an Independent Non-executive Director for
a term of two years which commenced on 1 July 2003. Mr. Pan’s service contract
was renewed for a term of two years which commenced on 1 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 and his service contract
was renewed for a term of two years which commenced on 30 September 2006. Mr.
Sik Siu Kwan has been appointed as an Independent Non-executive Director for a
term of two years which commenced on 10 January 2007. Mr. Pan, Mr. Choi and Mr.
Sik’s appointments are subject to termination by either party giving not less than one
month’s written notice. Each of Mr. Pan, Mr. Choi and Mr. Sik 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.
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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.

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

As at 31 December 2006, 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 “SFQ”)), 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 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 = Through controlled Company’s issued

beneficially owned corporation share capital

Notes BHE BBEFAR Total HARARERT

Name £18 P = BRES ¥E By BRAWED
Directors =

Ms. Li Kei Ling FHR L+ (@) - 342,072,000 342,072,000 42.81

Mr. Hung Yung Lai ARRLIE S (@) - 342,072,000 342,072,000 42.81

Mr Li Tung Ming FRIALE (b) 2,800,000 56,000,000 58,800,000 7.36

Mr. Xu Kehan HRELE 800,000 - 800,000 0.10

Mr. Leung Hong Man PRERSTE (© - 48,180,000 48,180,000 6.03
Chief Executive Officer  ##

Mr. Dong Shao Zhi BRESLE 3,400,000 - 3,400,000 0.43

The interests of the Directors and Chief Executive Officer in the share options of the
Company are separately disclosed in note 29 to the financial statements.
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Long positions in shares and underlying shares of associated corporation:

Percentage of

RAAECEER 0 RAEBROTHFE

Name of Capacity and the associated
associated Relationship with nature of corporation’s
corporation the Company Number of interest issued share capital
Name of Director AR BEARQTH Shares shares 27953 {EEBCEEE 21T
EEEB EEER B& R4 RO EE EEME RENESH
Ms. Li Kei Ling Fortune United Company’s Ordinary 2 Through a 50
FHB L Group Limited holding company shares controlled corporation
RAFH AR A
R A E] IR E]
Mr. Hung Yung Lai Fortune United Company’s Ordinary 2 Through a 50
RERE ST Group Limited holding company shares controlled corporation
RAFH TR miE—E
R A E] IR E]
Notes: B s -

(@) 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) 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.

(c) 48,180,000 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.

Subsequent to 31 December 2006, Mr. Gao Yi has been appointed as an Executive
Director and to replace Mr. Dong Shao Zhi as the Chief Executive Officer of the
Company with effect from 1 January 2007. Mr. Gao is interested in 1,200,000
shares which will be issued to him upon exercise of options granted to him under
the share option scheme of the Company adopted on 21 June 2003, representing
approximately 0.15% of the Company'’s issued share capital.

Subsequent to 31 December 2006, Mr. Xu Kehan resigned as an Executive Director
of the Company and has been appointed as a strategic adviser of the Company with
effect on 18 March 2007.

Save as disclosed above, as at the date of this report, 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.
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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 29 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 29 to the financial statements.

SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSONS’
INTERESTS IN SHARES AND UNDERLYING SHARES

As at 31 December 2006, the following interests or short positions in the shares and
underlying shares of the Company were recorded in the register of interests required

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

Long positions:

Number of shares held,

B bt [ S R AR RO ) R ABREAR D MO RUK R | — B
BTSRRI S 20 PR BB MR T IR B B E SN - F AL BAE
BE - REMRBIRN 18N FRER AIE BRI A AR
D EESFR T A B AV IER] - SR ST AR SRR -
HART] - B AR R EERMB AR EARH - AL
ERAWREMEMEAR RS R -

ESREROIEFNERS

fERAERT &

BRAAR R R 1E MBI 2 (R ER N I R M
729 e
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HA

capacity and nature of interest

BENRDHE - BORESME

Directly Through Percentage of the

beneficially a controlled Company’s issued

owned Family corporation share capital

Name Notes BHiE interest BE—xR Total HAEARE BT

£18 By = BRES Rk 23 NG| g BRANEDL

Fortune United Group Limited (@) 342,072,000 - - 342,072,000 42.81

Keysmart Enterprises Limited (@) - - 342,072,000 342,072,000 42.81

Hunwick International Limited (@) - - 342,072,000 342,072,000 42.81

Mdm. lu Pun (b) - 342,072,000 - 342,072,000 42.81
it 2+

Ray Sheen Company Limited () 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
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Number of shares held,

capacity and nature of interest

BENROHE - SN RESRME

Directly Through Percentage of the
beneficially a controlled Company’s issued
owned Family corporation share capital

Name Notes HE interest BBE—-X Total EAR DR E BT

£B P BnES RikER BHATF e BRAEANE DL

Time Lead Investments Limited (e) 56,000,000 - - 56,000,000 7.01

Toyo International Investment Limited f) 48,180,000 - - 48,180,000 6.03

FEBEBRREBRAR

Mdm. Lo Mei Sai (9) - 48,180,000 - 48,180,000 6.03

BEWLLT

Mr. Leung Yiu Sing (H&(h) 1,344,000 - 48,180,000 49,524,000 6.20

PR

Mdm. Chu Shuet Fong (h)&(i) - 49,524,000 - 49,524,000 6.20

KEF L+

Notes: B3 -

(@)  Theissued capital of Fortune United Group Limited is equally beneficially owned by Keysmart (a)  Fortune United Group Limited#) 2 2 47A% AN taKeysmart Enterprises
Enterprises Limited and Hunwick International Limited which are in turn, respectively, wholly- Limited & Hunwick International Limited 33 & 25 # A& ° Keysmart
owned by Ms. Li Kei Ling and Mr. Hung Yung Lai, Executive Directors of the Company. Enterprises Limited & Hunwick International Limited% 5l 78 A &89

WITESTHR T RARRMEEE2EHR -

() Mdm. Iu Pun is the wife of Mr. Hung Yung Lai and is deemed to be interested in the shares (o) WWHTRRREEEENIRS  BRRARERMEEERENAE
of the Company held by Mr. Hung Yung Lai. AERIDF G -

(c)  The entire issued capital of Ray Sheen Company Limited, a company incorporated in the () Ray Sheen Company Limited (—RIAEEE LB E MK IHA
British Virgin Islands, is beneficially owned by Mr. Zhang Jing Xing. Mr. Zhang Jing Xing is AN BERITRAHRRRELEERZRS - HRRELEWR
deemed to be interested in the shares of the Company held by Ray Sheen Company Limited. AT Ray Sheen Company Limited 3578 B4 A B1i% () 7 #7542 ©

(d  Mdm. Luo Yang is the wife of Mr. Zhang Jing Xing and is deemed to be interested in the (0 BREZTARRELENRS  BEEANRRELEREGHAR
shares of the Company held by Mr. Zhang Jing Xing. NERDFHEE R ©

(e)  The entire issued capital of Time Lead Investments Limited is beneficially owned by Mr. Li (e)  Time Lead Investments Limited #) % 55 B1TIRAH AR Al — &L
Tung Ming, an Executive Director of the Company. TEETRATEERES ©

()  The issued capital of Toyo International Investment Limited is equally beneficially owned by H HEHERREERARNEETRADHBAARNIENITES
Mr. Leung Hong Man, the Non-executive Director of the Company and his father Mr. Leung PRERIFERE 2 SERRR A ETFHIERES -

Yiu Sing.
(@ Mdm. Lo Mei Sai is the wife of Mr. Leung Hong Man and is deemed to be interested in the (@ BEEZLTARRRILAHRE BEEANRRRRLEREDN

shares of the Company held by Mr. Leung Hong Man.
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(h)  As recorded in the register of interests required to be kept by the Company pursuant to
Section 336 of the SFO, 1,344,000 shares are beneficially owned by Mr. Leung Yiu Sing. Mr.
Leung Yiu Sing has informed the Company that as at 31 December 2006, he held 556,000
shares of the Company. However, since the decrease in the percentage figure of his 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.

[0) 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 31 December 2006, 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 34
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, 22 March 2007

()  REESFREAEGIIE 06 RANARARFEMNERELM L
%+ 1,344,000 % (2 17 A RIBAK SEF5 A - RIBRELE RBAMAR
A RZERRFTZA=1—H0 " 5 556,000 kA2 F K
Mo BERRBZEEANETHTFH TREEBEE —FaHEE
B RBFEFRMEEG RBRAERASE R HBARIE
S

() AREFZTRREKELENES HRRARRBRELESEN
ARERAD A o

BrEEEEN R_FTRE+-_A=+—8  LE|HEMA
T (AAFREERBERIN FRBRSORSHEN EXEER
BENBA RAARBRO SR | — &) BERNAA RN
SRR PR R SRR (AIRERE S LI E IG5 336
BFRER) -

RANARERE

REARFEFNEARENRBERMA  RARSTIEZ
B RRALHBEARFCEITRABRED25% °

REHREE

AEEREE R RNERFHFEHN Y BRMEME34 -

R BLEm

ZXBRTENEBAIREHE - MENTEWE /AR RXEEN
RER - BREERREFAE LIRS

RREFE

£
FH®E

& —TELF=A-+H

Rz (rR) BRAE 20069 31



