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CORPORATE INFORMATION

Dawnrays Pharmaceutical (Holdings) Limited (the “Company”) was incorporated
as an exempted company with limited liability in the Cayman Islands on 20
September 2002 under the Companies Law, Cap. 22 (Law 3 of 1961, as
consolidated and revised) of the Cayman Islands.

The Company and its subsidiaries (the “Group”) comprising the Group
underwent a reorganisation on 21 June 2008 to rationalise the Group’s structure
in preparation for the listing of the shares of the Company on the Main Board of
The Stock Exchange of Hong Kong Limited (the “Stock Exchange”), pursuant
to which the Company became the holding company of the Group (the “Group
Reorganisation”).

During the year, the Group was principally engaged in the development,
manufacture and sale of non-patented chemical medicines including
cephalosporin in bulk medicine and powder for injection, their intermediate
pharmaceuticals and system specific medicines in Mainland China. In the
opinion of the directors, Fortune United Group Limited, a company incorporated
in the British Virgin Islands, is the holding company of the Company.

The shares of the Company were listed on the Main Board of the Stock
Exchange on 11 July 20083.

.BASIS OF PREPARATION

These financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRSs”) issued by the International Accounting
Standards Board and the disclosure requirements of the Hong Kong Companies
Ordinance. 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. These financial statements are presented in Renminbi
(“RMB”) and all values are rounded to the nearest thousand (RMB’000) except
when otherwise indicated.

Basis of consolidation

The consolidated financial statements comprise the financial statements of
the Company and its subsidiaries as at 31 December each year. The financial
statements of the subsidiaries are prepared for the same reporting year as the
parent company, using consistent accounting policies.

All intragroup balances, transactions, income and expenses and profits and
losses resulting from intragroup transactions that are recognised in assets, are
eliminated in full.

Subsidiaries are fully consolidated from the date of acquisition, being the date on
which the Group obtains control, and continue to be consolidated until the date
that such control ceases.
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2.1.BASIS OF PREPARATION (continued)

Basis of consolidation (continued)

Minority interests represent the portion of profit or loss and net assets not held
by the Group and are presented separately in the income statement and within
equity in the consolidated balance sheet, separately from parent shareholders’
equity. Acquisitions of minority interests are accounted for using the parent entity
extension method, whereby, the difference between the consideration and the
book value of the share of the net assets acquired is recognised as goodwill.

2.2.CHANGES IN ACCOUNTING POLICIES

The accounting policies adopted are consistent with those of the previous
financial year except as follows:

The Group has adopted the following new and revised IFRSs and IFRIC
interpretations during the year. Adoption of these revised standards and
interpretations did not have any effect or give rise to additional disclosures on
these financial statements.

e |AS 19 Amendment — Employee Benefits;

e |AS 21 Amendment — The Effects of Changes in Foreign Exchange Rates;

e |AS 39 Amendments — Financial Instruments: Recognition and
Measurement;

e [FRIC 4 Determine whether an Arrangement contains a Lease;

e [FRIC5  Rights to Interests arising from Decommissioning, Restoration and
Environmental Rehabilitation Funds;

e [FRIC6 Liabilities arising from Participating in a Specific Market — Waste

Electrical and Electronic Equipment;

The principle effects of these changes are as follows:

(@ IAS 19 Employee Benefits

As of 1 January 2006, the Group adopted the amendments to IAS 19,
which requires entities who participate in defined benefits plans to make
additional disclosures providing information about trends in the assets
and liabilities in the defined benefit plans and the assumptions underlying
the components of the defined benefit cost. As the Company and its
subsidiaries participate in statutory defined contribution retirement plans
in their respective jurisdiction, this change did not have an effect on the
financial statements.
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2.2.CHANGES IN ACCOUNTING POLICIES (continued)

(b)

IAS 21 The Effects of Changes in Foreign Exchange Rates

As of 1 January 2006, the Group adopted the amendments to IAS 21. As
a result, all exchange differences arising from a monetary item that forms
part of the Group’s net investment in a foreign operation are recognised in
a separate component of equity in the consolidated financial statements
regardless of the currency in which the monetary item is denominated.
This change has had no significant impact as at 31 December 2006 or 31
December 2005.

IAS 39 Financial Instruments: Recognition and Measurement

Amendment for financial guarantee contracts (issued August 2005) —
amended the scope of IAS 39 to require financial guarantee contracts that
are not considered to be insurance contracts to be recognised initially at
fair value and to be re-measured at the higher of the amount determined in
accordance with IAS 37 Provisions, Contingent Liabilities and Contingent
Assets and the amount initially recognised less, when appropriate,
cumulative amortisation recognised in accordance with IAS 18 Revenue.
This amendment did not have an effect on the financial statements.

Amendment for the fair value option (issued June 2005) — amended IAS
39 to restrict the use of the option to designate any financial asset or any
financial liability to be measured at fair value through the income statement.
The Group had not previously used this option, hence the amendment did
not have an effect on the financial statements.

Amendment for hedges of forecast intragroup transactions (issued April
2005) — amended IAS 39 to permit the foreign currency risk of a highly
probable intragroup forecast transaction to qualify as the hedged item
in a cash flow hedge, provided that the transaction is denominated in a
currency other than the functional currency of the entity entering into that
transaction and that the foreign currency risk will affect the consolidated
income statement. As the Group currently has no such transactions, the
amendment did not have an effect on the financial statements.

IFRIC 4 Determining Whether an Arrangement contains a Lease

The Group adopted IFRIC Interpretation 4 as of 1 January 2006, which
provides guidance in determining whether arrangements contain a lease to
which lease accounting must be applied. This change in accounting policy
has not had a significant impact on the Group as at 31 December 2006 or
31 December 2005.
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2.2.CHANGES IN ACCOUNTING POLICIES (continued)

©

IFRIC 5 Rights to Interests Arising from Decommissioning,
Restoration and Environmental Rehabilitation Funds

The Group adopted IFRIC Interpretation 5 as of 1 January 2006, which
establishes the accounting treatment for funds established to help finance
decommissioning for a companies assets. As the entity does not currently
operate in a country where such funds exist, this interpretation has had no
impact on the financial statements.

IFRIC 6 Liabilities arising from Participating in a Specific Market-
Waste Electrical and Electronic Equipment

The Group adopted IFRIC Interpretation 6 as of 1 January 2006, which
established the recognition date for liabilities arising from the EU Directive
relating to the disposal of Waste Electrical and Electronic Equipment.
As the entity does not currently participate in this specific market nor
have any operation in a jurisdiction that implements the EU Directive, this
interpretation has had no impact on the financial statements.

2.3.IMPACT OF ISSUED BUT NOT YET EFFECTIVE IFRSs

The Group has not applied the following new and revised IFRSs and IFRIC

interpretations, that have been issued but are not yet effective, in these financial

statements.

IAS 1 Amendment

Presentation of Financial Statements: Capital

Disclosure;

IFRS 7 Financial instruments: Disclosure;

IFRS 8 Operating Segments;

IFRIC 7 Applying the Restatement Approach under IAS
29 Financial Reporting in Hyperinflationary
Economies;

IFRIC 8 Scope of IFRS 2;

IFRIC 9 Reassessment of Embedded Derivatives;

IFRIC 10 Interim financial Reporting and Impairment;

IFRIC 11 IFRS2 Group and Treasury Share Transactions;

IFRIC 12 Service Concession Arrangements

@)

IAS 1 Amendment-Capital Disclosures

The IAS 1 Amendment shall be applied for annual periods beginning or
after 1 January 2007. The revised standard will affect the disclosures about
qualitative information about the Group’s objective, policies and processes
for managing capital; quantitative data about what the Company regards
as capital; and compliance with any capital requirements and the
consequences of any nhon-compliance.
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2.3.IMPACT OF ISSUED BUT NOT YET EFFECTIVE IFRSs

(continued)

(b) IFRS7-Applying the Restatement Approach under IAS 29 Financial
Reporting in Hyperinflationary Economies

IFRS 7 shall be applied for annual periods beginning on or after 1 January
2007. The standard requires disclosures that enable users of the financial
statements to evaluate the significance of the Group’s financial instruments
and the nature and extent of risks arising from those financial instruments
and also incorporates many of the disclosure requirements of IAS 32.

IFRIC 7, IFRIC 8, IFRIC 9, IFRIC 10, IFRIC 11, IFRIC 12 and IFRS 8 shall be
applied for annual periods beginning on or after 1 March 2006, 1 May 2006, 1
June 2006, 1 November 2006, 1 March 2007, 1 January 2008 and 1 January
2009 respectively.

The Group is in the process of making an assessment of the impact of these
new and revised IFRSs and IFRIC interpretations upon initial application. So far, it
has concluded that while the adoption of the IAS 1 Amendment and IFRS 7 may
result in new or amended disclosures, these new and revised IFRSs and IFRIC
interpretations are unlikely to have a significant impact on the Group’s results of
operations and financial position.

2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Subsidiaries

A subsidiary is an entity whose financial and operating policies the Company
controls, directly or indirectly, so as to obtain benefits from its activities.

The results of subsidiaries are included in the Company’s income statement
to the extent of dividends received and receivable. The Company’s investment
interests in subsidiaries that are not classified as held for sale in accordance with
IFRS 5 are stated at cost less any impairment losses.

Related parties

A party is considered to be related to the Group if:

(@) the party, directly or indirectly through one or more intermediaries, (i)
controls, is controlled by, or is under common control with, the Group; (ii)
has an interest in the Company that gives it significant influence over the

Group; or (iii) has joint control over the Group;

(b) the party is an associate;
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2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)

Related parties (continued)
(c) the party is a jointly-controlled entity;

(d) the party is a member of the key management personnel of the Group or
its parent;

(e) the party is a close member of the family of any individual referred to in (a)
or (d); or

() the party is an entity that is controlled, jointly controlled or significantly
influenced by or for which significant voting power in such entity resides
with, directly or indirectly, any individual referred to in (d) or (e); or

(9 the party is a post-employment benefit plan for the benefit of the
employees of the Group, or of any entity that is a related party of the Group.

Foreign currency translation

The consolidated financial statements are presented in RMB. Each entity in
the Group determines its own functional currency and items included in the
financial statements of each entity are measured using that functional currency.
Transactions in foreign currencies are initially recorded in the functional currency
rates ruling at the date of the transactions. Monetary assets and liabilities
denominated in foreign currencies are retranslated at the functional currency
rate of exchange ruling at the balance sheet date. All differences are taken to
profit or loss with the exception of differences on foreign currency borrowings
that provide a hedge against a net investment in a foreign entity. These are taken
directly to equity until the disposal of the net investment, at which time they are
recognised in profit or loss. Tax charges and credits attributable to exchange
differences on those borrowings are also dealt with in equity. Non-monetary
items that are measured in terms of historical cost in a foreign currency are
translated using the exchange rates as at the dates of the initial transactions.
Non-monetary items measured at fair value in a foreign currency are translated
using the exchange rates at the date when the fair value was determined. Any
goodwill arising on the acquisition of a foreign operation and any fair value
adjustments to the carrying amounts of assets and liabilities arising on the
acquisition are treated as the assets and liabilities of the foreign operation and
translated at the closing date.

The functional currency of the Company, Dawnrays International Co., Ltd.
(“Dawnrays International”) and Dawnrays Pharma (Hong Kong) Limited
(“Dawnrays Pharma”), is the Hong Kong Dollar. As at the reporting date, the
assets and liabilities of these companies are translated into the presentation
currency of the Group (RMB) at the exchange rates ruling at the balance sheet
date and, their income statements are translated at the weighted average
exchange rates for the year. The exchange differences arising on the translation
are taken directly to a separate component of equity. On disposal of a foreign
entity, the deferred cumulative amount recognised in equity relating to that
particular foreign operation is recognised in the income statement.
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2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)
Property, plant and equipment

Property, plant and equipment are stated at cost, excluding the costs of day-to-
day servicing, less accumulated depreciation and any accumulated impairment
in value. Such cost includes the cost of replacing part of such property, plant
and equipment when that cost is incurred if the recognition criteria are met.
Depreciation is calculated on the straight-line basis to write off the cost of each
item of property, plant and equipment to its residual value over its estimated
useful life. The principal estimated useful lives of property, plant and equipment
are as follows:

Buildings 20 years
Machinery and other equipment 510 10 years
Office equipment 5 years
Motor vehicles 5 years

The carrying values of property, plant and equipment are reviewed for
impairment when events or changes in circumstances indicate that the carrying
values may not be recoverable.

When each major inspection is performed, its cost is recognised in the carrying
amount of the plant and equipment as a replacement if the recognition criteria
are satisfied.

An item of property, plant and equipment is derecognised upon disposal or when
no future economic benefits are expected from its use or disposal. Any gain or
loss arising on derecognition of the asset (calculated as the difference between
the net disposal proceeds and the carrying amount of the asset) is included in
the income statement in the year the asset is derecognised.

Residual values, useful lives and depreciation method are reviewed, and
adjusted if appropriate, at each financial year end.

Construction in progress

Construction in progress represents property, plant and equipment under
construction, which is stated at cost less any impairment losses and is not
depreciated. Cost comprises the direct costs of construction during the period
of construction. Construction in progress is transferred to the appropriate
category of property, plant and equipment when completed and ready for use.
Borrowing costs

Borrowing costs are recognised as an expense when incurred.

Land use rights

Land use rights represent prepaid land lease payments under operating leases,

which are initially stated at cost and subsequently recognised on the straight-line
basis over a period of 50 years.
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2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)
Intangible assets

Intangible assets acquired separately are measured on initial recognition at
cost. Following the initial recognition, intangible assets are carried at cost
less any accumulated amortisation and any accumulated impairment losses.
Internally generated intangible assets, excluding capitalised development costs,
are not capitalised and expenditure is charged against profits in the year in
which the expenditure is incurred. The useful lives of intangible assets of the
Group are assessed to be finite. Intangible assets with finite lives are amortised
over the useful economic lives and assessed for impairment whenever there
is an indication that the intangible assets may be impaired. The amortisation
period and amortisation method for an intangible asset with a finite useful
life is reviewed at least at each financial year-end. Changes in the expected
useful life or expected pattern of consumption of the future economic benefits
embodied in the assets are accounted for by changing the amortisation period
or method, as appropriate, and treated as changes in accounting estimates. The
amortisation expense on intangible assets with finite lives is recognised in the
income statement in the expense category consistent with the function of the
intangible assets.

Research and development costs

All research costs are charged into the income statement as incurred. An
intangible asset arising from development expenditure on an individual project
is recognised only when the Group can demonstrate the technical feasibility
of completing the intangible asset so that it will be available for use or sale, its
intention to complete and its ability to use or sell the asset, how the asset will
generate future economic benefits, the availability of resources to complete
the project and the ability to measure reliably the expenditure during the
development. Following the initial recognition of the development expenditure,
a cost model is applied requiring the asset to be carried at cost less any
accumulated amortization and accumulated impairment losses. Any expenditure
capitalised is amortised using the straight-line basis over the commercial lives
of the underlying products not exceeding ten years, commencing from the date
when the products are put into commercial production.

The carrying value of development costs is reviewed for impairment annually
when the asset is not yet in use or more frequently when an indication of
impairment arises during the reporting year.

Gains or losses arising from derecognition of an intangible asset are measured
as the difference between the net disposal proceeds and the carrying amount
of the asset and are recognised in the income statement when the asset is
derecognised.
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2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)

Impairment of non-financial assets other than goodwill

The Group assesses at each reporting date whether there is an indication that an
asset may be impaired. If any such indication exists, or when annual impairment
testing for an asset is required, the Group makes an estimate of the asset’s
recoverable amount. An asset’s recoverable amount is the higher of an asset’s
or cash generating unit’s fair value less costs to sell and its value in use and is
determined for an individual asset, unless the asset does not generate cash
inflows that are largely independent of those from other assets or groups of
assets. Where the carrying amount of an asset exceeds its recoverable amount,
the asset is considered impaired and is written down to its recoverable amount.
In assessing value in use, the estimated future cash flows are discounted to
their present values using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset.
Impairment losses are recognised in the income statement in those expense
categories consistent with the function of the impaired asset.

An assessment is made at each reporting date as to whether there is any
indication that previously recognised impairment losses may no longer exist
or may have decreased. If such indication exists, the recoverable amount is
estimated. A previously recognised impairment loss other than goodwill is
reversed if there has been a change in the estimates used to determine the
asset’s recoverable amount since the last impairment loss was recognised. If
that is the case, the carrying amount of the asset is increased to its recoverable
amount. That increased amount cannot exceed the carrying amount that would
have been determined, net of depreciation, had no impairment loss been
recognised for the asset in prior years. Such reversal is recognised in profit or
loss unless the asset is carried at revalued amount, in which case the reversal is
treated as a revaluation increase. After such a reversal the depreciation charge
is adjusted in future periods to allocate the asset’s revised carrying amount, less
any residual value, on a systematic basis over its remaining useful life.

Investments and other financial assets

Financial assets in the scope of IAS 39 are classified as either financial assets
at fair value through profit or loss, loans and receivables, held-to-maturity
investments, and available-for-sale financial assets, as appropriate. When
financial assets are recognised initially, they are measured at fair value, plus,
in the case of investments not at fair value through profit or loss, directly
attributable transaction costs. The Group considers whether a contract contains
an embedded derivative when the Group first becomes a party to it. The Group
determines the classification of its financial assets after initial recognition and,
where allowed and appropriate, re-evaluates this designation at each financial
year-end.

All regular way purchases and sales of financial assets are recognised on the
trade date, that is, the date that the Group commits to purchase the asset.
Regular way purchases or sales are purchases or sales of financial assets that
require delivery of assets within the period generally established by regulation or
convention in the marketplace.
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2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)

Impairment of non-financial assets other than goodwill (continued)
Financial assets at fair value through profit or loss

Financial assets include financial assets held for trading and financial assets
designated upon initial recognition as at fair value through profit or loss. Financial
assets are classified as held for trading if they are acquired for the purpose of
selling in the near term. Gains or losses on investments held for trading are
recognised in the income statement.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market. Such assets
are subsequently carried at amortised cost using the effective interest method.
Amortised cost is calculated taking into account any discount or premium on
acquisition and includes fees that are an integral part of the effective interest rate
and transaction costs. Gains and losses are recognised in the income statement
when the loans and receivables are derecognised or impaired, as well as through
the amortisation process.

Held-to-maturity investments

Non-derivative financial assets with fixed or determinable payments and fixed
maturity are classified as held-to-maturity when the Group has the positive
intention and ability to hold to maturity. Investments intended to be held for
an undefined period are not included in this classification. Held-to-maturity
investments are subsequently measured at amortised cost. This cost is
computed as the amount initially recognised minus principal repayments, plus
or minus the cumulative amortisation using the effective interest method of any
difference between the initially recognised amount and the maturity amount.
This calculation includes all fees and points paid or received between parties
to the contract that are an integral part of the effective interest rate, transaction
costs and all other premiums and discounts. Gains and losses are recognised in
income when the investments are derecognised or impaired, as well as through
the amortisation process.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets in listed
and unlisted equity securities that are designated as available-for-sale or are
not classified in any of the other three categories. After initial recognition,
available-for-sale financial assets are measured at fair value, with gains or
losses recognised as separate components of equity until the investment is
derecognised or until the investment is determined to be impaired, at which time
the cumulative gain or loss previously reported in equity is included in the income
statement.

VHEERRFEERINUBEE RN EREDRRE
D RERFRARBEIENTBEE - MBEENN
EHEHRENMEBEN  AIDBAURSARE B
BHRE - AR ZBENMBENREN A BRLE
MR R -

24 TEESTHEME (&)

FHMBEE (FERIN) BE (F)

BAARELBA B RN BEE

B AR AR

ERMEREREEREFEENHAEERENR
BEEET ST ERENIFTEMBEE - SREER
BN R E B AR o MR AT RAEREIETE
FRE ERBEAERNERRSRANEKDINE
A - ERME R FREEURTER - B R ESETTEH
BELEMEBTANBE -

FEFARE

FEZHANRBETENREBEERATAETE - 5E
EHHAEASEEREEANRERRENFEEEH
BZITETAMBEE - AEREAFHTENREL
TE AR - 2 2 H A MR E B R RE AR ARG
B - ZRAEERERSERASERE - B0k
BABBMEFEA B RER SRR B SR ER
ZEMAENRAEH - AEEEREERA XT8N
MR BT AN SR — B R RAE - XHEAR
HAGF A (B R IT& - ERRERDBUBHER - REXE
BHBIETE - HABTINKRARTER °

R ENITBEE

AR ENBEEREAHHEN EMmIE EhrERE
SEHEERS AR TS EM=BNIETERNBE
E - TIInTERE - I ENREN AR B L ERER
TEBER  ERAERIUBERE - SENMEES
TRERH) R SR RBANBERT -

IR (1) ER AR 2006%% 49



50

Notes to the Financial Statements
g e

31 December 2006 —ZTZE X F+-_A=+—8

2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)

Impairment of non-financial assets other than goodwill (continued)
Available-for-sale financial assets (continued)

When the fair value of unlisted equity securities cannot be reliably measured
because (a) the variability in the range of reasonable fair value estimates is
significant for that investment or (b) the probabilities of the various estimates
within the range cannot be reasonably assessed and used in estimating fair
value, such securities are stated at cost less any impairment losses.

Fair value

The fair value of investments that are actively traded in organised financial
markets is determined by reference to quoted market bid prices at the close of
business on the balance sheet date. For investments where there is no active
market, fair value is determined using valuation techniques. Such techniques
include using recent arm’s length market transactions; reference to the
current market value of another instrument, which is substantially the same; a
discounted cash flow analysis and option pricing models.

Impairment of financial assets

The Group assesses at each balance sheet date whether a financial asset or a
group of financial assets is impaired.

Assets carried at amortised cost

If there is objective evidence that an impairment loss on loans and receivables
carried at amortised cost has been incurred, the amount of the loss is measured
as the difference between the asset’s carrying amount and the present value of
estimated future cash flows (excluding future credit losses that have not been
incurred) discounted at the financial asset’s original effective interest rate (i.e., the
effective interest rate computed at initial recognition). The carrying amount of the
asset shall be reduced either directly or through use of an allowance account.
The amount of the impairment loss is recognised in the income statement.

The Group first assesses whether objective evidence of impairment exists
individually for financial assets that are individually significant, and individually
or collectively for financial assets that are not individually significant. If it is
determined that no objective evidence of impairment exists for an individually
assessed financial asset, whether significant or not, the asset is included
in a group of financial assets with similar credit risk characteristics and that
group of financial assets is collectively assessed for impairment. Assets that
are individually assessed for impairment and for which an impairment loss is
or continues to be recognised are not included in a collective assessment of
impairment.
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2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)

Impairment of financial assets (continued)
Assets carried at amortised cost (continued)

If, in a subsequent period, the amount of the impairment loss decreases and the
decrease can be related objectively to an event occurring after the impairment
was recognised, the previously recognised impairment loss is reversed.
Any subsequent reversal of an impairment loss is recognised in the income
statement, to the extent that the carrying value of the asset does not exceed its
amortised cost at the reversal date.

In relation to trade receivables, a provision for impairment is made when there is
objective evidence (such as the probability of insolvency or significant financial
difficulties of the debtor) that the Group will not be able to collect all of the
amounts due under the original terms of an invoice. The carrying amount of the
receivables is reduced through the use of an allowance account. Impaired debts
are derecognised when they are assessed as uncollectible.

Assets carried at cost

If there is objective evidence that an impairment loss on an unquoted equity
instrument that is not carried at fair value because its fair value cannot be reliably
measured or on a derivative asset that is linked to and must be settled by delivery
of such an unquoted equity instrument has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount and the present
value of estimated future cash flows discounted at the current market rate of return
for a similar financial asset. Impairment losses on these assets are not reversed.

Available-for-sale financial assets

If an available-for-sale asset is impaired, an amount comprising the difference
between its cost (net of any principal payment and amortisation) and its
current fair value, less any impairment loss previously recognised in the income
statement, is transferred from equity to the income statement. Impairment losses
on equity instruments classified as available for sale are not reversed through the
income statement.

Inventories
Inventories are valued at the lower of cost and net realisable value.

Costs incurred in bringing each product to its present location and condition are
accounted for as follows:

Raw materials Purchase cost on a weighted average basis;

Finished goods and Cost of direct materials and labour and a
work in progress proportion of manufacturing overheads based
on normal operating capacity but excluding

borrowing costs.
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2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)

Inventories (continued)

Net realisable value is the estimated selling price in the ordinary course of
business, less estimated costs of completion and the estimated costs necessary
to make the sale.

Trade and other receivables

Trade receivables are recognised and carried at original invoice amount less
allowance for any uncollectible amounts, which is considered as the fair value
of the consideration to be received. Provision is made when there is objective
evidence that the Group will not be able to collect the debts. Bad debts are
written off as incurred.

Cash and cash equivalents

For the purpose of the consolidated cash flow statement, cash and cash
equivalents comprise cash on hand and demand deposits, and short term highly
liquid investments which are readily convertible into known amounts of cash and
which are subject to an insignificant risk of changes in value, and have a short
maturity of generally within three months when acquired, less bank overdrafts
which are repayable on demand and form an integral part of the Group’s cash
management.

For the purpose of the balance sheets, cash and cash equivalents comprise
cash on hand and at banks, including term deposits, which are not restricted as
to use.

Derecognition of financial assets

A financial asset (or, where applicable, a part of a financial asset or part of a
group of similar financial assets) is derecognised where:

e therights to receive cash flows from the asset have expired;

e the Group retains the rights to receive cash flows from the asset, but has
assumed an obligation to pay them in full without material delay to a third
party under a “pass-through” arrangement; or

e the Group has transferred its rights to receive cash flows from the asset
and either (a) has transferred substantially all the risks and rewards of the
asset, or (b) has neither transferred nor retained substantially all the risks
and rewards of the asset, but has transferred control of the asset.
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2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)

Derecognition of financial assets (continued)

Where the Group has transferred its rights to receive cash flows from an asset
and has neither transferred nor retained substantially all the risks and rewards
of the asset nor transferred control of the asset, the asset is recognised to
the extent of the Group’s continuing involvement in the asset. Continuing
involvement that takes the form of a guarantee over the transferred asset is
measured at the lower of the original carrying amount of the asset and the
maximum amount of consideration that the Group could be required to repay.

Where continuing involvement takes the form of a written and/or purchased
option (including a cash-settled option or similar provision) on the transferred
asset, the extent of the Group’s continuing involvement is the amount of the
transferred asset that the Group may repurchase, except in the case of a written
put option (including a cash-settled option or similar provision) on an asset
measured at fair value, where the extent of the Group’s continuing involvement
is limited to the lower of the fair value of the transferred asset and the option
exercise price.

Financial liabilities at amortised cost (including interest-bearing loans
and borrowings)

Financial liabilities including trade and notes payables, bank advances for
discounted bills, other payables and accruals and income tax payable are
initially stated at fair value less directly attributable transaction costs and are
subsequently measured at amortised cost, using the effective interest method
unless the effect of discounting would be immaterial, in which case they are
stated at cost.

Gains and losses are recognised in the income statement when the liabilities are
derecognised as well as through the amortisation process.

Derecognition of financial liabilities

A financial liability is derecognised when the obligation under the liability is
discharged or cancelled or expires.

When an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are substantially
modified, such an exchange or modification is treated as a derecognition of the
original liability and a recognition of a new liability, and the difference between the
respective carrying amounts is recognised in the income statement.

HAREEERE R EREERSHRSRENERN - A
BEEEE NERE BEBAAMD MR K EHR - IS
WAEMNEE  AAREREBEERZEE  EAZ
EEFBEEBIHNHRR - NEBBREEERTAFLENR
BREEZEENRRAERASEAX NNESK
BEE(ABREERE)H

24 TEESTHEME (&)

EUHRR MK EE (8)

WERRASREEER L, B E PR (BERSE
F SRRSO B A - RIS BRI R AR R
RAEEECNEREEND o WMEERS R R
(BERSHEHRRIBLGSOZARERE A
B BRSO RRREREEN QA ERBETE
EMENRES -

BRBERASENT B AR (BEFEERRER)

BERNESRARENRERE  BERBNRITRHR
H b A RRIA S AT B A A KRB RS RE N A B A
BNFRDRERRZ S E RN EERIERHRAFE
Hg ABRFREZBHAATIRR - RO TEIER
ERERON  HEWBERT - ARRKATIE -

FriSUkassk /g 18 - TOEBURTER B AR - A RiE 0
B - FERBERA R -

EUHRER M B AR

BRI LBV B B - BURRERT B AE o
HWRAEVBREAR —ESTR T HRBRAE M ERR
K ARERBEEOERTEERER]  BREEEY

EFRIRFBUEERRAARERT AR SKREENE
BRAERIER

R () BIR A A] - 2006 F#

53



54

Notes to the Financial Statements
g e

31 December 2006 —ZTZE X F+-_A=+—8

2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)

Provisions

Provisions are recognised when the Group has a present obligation (legal
or constructive) as a result of a past event, it is probable that an outflow of
resources embodying economic benefits will be required to settle the obligation
and a reliable estimate can be made of the amount of the obligation. Where the
Group expects some or all of a provision to be reimbursed, for example under
an insurance contract, the reimbursement is recognised as a separate asset
but only when the reimbursement is virtually certain. The expense relating to
any provision is presented in the income statement net of any reimbursement.
If the effect of the time value of money is material, provisions are discounted
using a current pre-tax rate that reflects, where appropriate, the risks specific to
the liability. Where discounting is used, the increase in the provision due to the
passage of time is recognised as a borrowing cost.

Retirement benefits schemes

The Group operates a defined contribution Mandatory Provident Fund retirement
benefits scheme (the “MPF Scheme”) under the Mandatory Provident Fund
Schemes Ordinance, for those employees who are eligible to participate in the
MPF Scheme. Contributions are made based on a percentage of the employees’
basic salaries and charged to the income statement as they become payable in
accordance with the rules of the MPF Scheme. The assets of the MPF Scheme
are held separately from those of the Group in an independently administered
fund. The Group’s employer contributions vest fully with the employees when
contributed into the MPF Scheme, except for the Group’s employer voluntary
contributions, which are refunded to the Group when the employee leaves
employment prior to the contributions vesting fully, in accordance with the rules
of the MPF Scheme.

The employees of the Group’s subsidiaries which operate in the Mainland
China (the “Mainland China Subsidiaries”) are required to participate in a central
pension scheme operated by the local municipal government. The contributions
are charged to the income statement as they become payable in accordance
with the rules of the central pension scheme.

Accommodation benefits
Contributions to an accommodation fund administered by the Public

Accumulation Funds Administration Centre in Mainland China are charged to the
income statement as incurred.
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2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)

Share-based payment transactions

The Company operates a share option scheme for the purpose of providing
incentives and rewards to eligible participants who contribute to the success
of the Group’s operations. Eligible participants (the Company’s directors,
employees of the Group and other eligible participants) of the Group receive
remuneration in the form of share-based payment transactions, whereby eligible
participants render services as consideration for equity instruments (“equity-
settled transactions”).

The cost of equity-settled transactions with eligible participants is measured by
reference to the fair value at the date at which they are granted. The fair value
is determined using a Black-Scholes-Merton valuation model, further details of
which are given in note 29. In valuing equity-settled transactions, no account is
taken of any performance conditions, other than conditions linked to the price of
the shares of the Company (“market conditions”), if applicable.

The cost of equity-settled transactions is recognised, together with a
corresponding increase in equity, over the period in which the performance
and/or service conditions are fulfilled, ending on the date on which the eligible
participants become fully entitled to the award (the “vesting date”). The
cumulative expense recognised for equity-settled transactions at each balance
sheet date until the vesting date reflects the extent to which the vesting period
has expired and the Group’s best estimate of the number of equity instruments
that will ultimately vest. The charge or credit to the income statement for a
period represents the movement in the cumulative expense recognised as at the
beginning and end of that period.

No expense is recognised for awards that do not ultimately vest, except for
awards where vesting is conditional upon a market condition, which are treated
as vesting irrespective of whether or not the market condition is satisfied,
provided that all other performance conditions are satisfied.

Where the terms of an equity-settled award are modified, as a minimum an
expense is recognised as if the terms had not been modified. In addition, an
expense is recognised for any modification, which increases the total fair value
of the share-based payment arrangement, or is otherwise beneficial to the
participants as measured at the date of modification.

Where an equity-settled award is cancelled, it is treated as if it had vested on
the date of cancellation, and any expense not yet recognised for the award is
recognised immediately. However, if a new award is substituted for the cancelled
award, and is designated as a replacement award on the date that it is granted,
the cancelled and new awards are treated as if they were a modification of the
original award, as described in the previous paragraph.

The dilutive effect of outstanding options is reflected as additional share dilution
in the computation of earnings per share.
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2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)
Operating leases

The determination of whether an arrangement is, or contains a lease is based
on the substance of the arrangement and requires an assessment of whether
the fulfiiment of the arrangement is dependent on the use of a specific asset or
assets and the arrangement conveys a right to use the asset or assets.

Where the Group is the lessee, operating lease payments are recognised as an
expense in the income statement on a straight-line basis over the lease term.

Revenue recognition

Revenue is recognised to the extent that it is probable that the economic
benefits will flow to the Group and the revenue can be reliably measured.

The following specific recognition criteria must also be met before revenue is
recognised:

Sale of goods

Revenue is recognised when the significant risks and rewards of ownership of
the goods have passed to the buyer, provided that the Group maintains neither
managerial involvement to the degree usually associated with ownership, nor
effective control over the goods sold;

Interest income

Revenue is recognised as interest accrues (using the effective interest method
that is the rate that exactly discounts the estimated future cash receipts through
the expected life of the financial instrument to the net carrying amount of the
financial asset);

Dividend income

Revenue is recognised when the shareholder’s right to receive payment has
been established.

Government grants

Government grants are recognised where there is reasonable assurance that
the grant will be received and all attaching conditions will be complied with.
When the grant relates to an expense item, it is recognised as income over the
period necessary to match the grant on a systematic basis to the costs that it
is intended to compensate. Where the grant relates to an asset, the fair value is
credited to a deferred income account and is released to the income statement
over the expected useful life of the relevant asset by equal annual instalments.
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2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)

Taxes

Income tax comprises current and deferred tax. Income tax relating to items
recognised directly in equity is recognised in equity and not in the income
statement.

Current tax

Current tax assets and liabilities for the current and prior periods are measured
at the amount expected to be recovered from or paid to the taxation authorities.
The tax rates and tax laws used to compute the amount are those that are
enacted or substantively enacted by the balance sheet date.

Deferred tax

Deferred income tax is provided using the liability method on temporary
differences at the balance sheet date between the tax bases of assets and
liabilities and their carrying amounts for financial reporting purposes. Deferred
tax liabilities are recognised for all taxable temporary differences, except:

e where the deferred tax liability arises from the initial recognition of goodwill
or of an asset or liability in a transaction that is not a business combination
and, at the time of the transaction, affects neither the accounting profit nor
taxable profit or loss; and

o in respect of taxable temporary differences associated with investments in
subsidiaries, where the timing of the reversal of the temporary differences
can be controlled and it is probable that the temporary differences will not
reverse in the foreseeable future.

Deferred income tax assets are recognised for all deductible temporary
differences, carry-forward of unused tax credits and unused tax losses, to the
extent that it is probable that taxable profit will be available against which the
deductible temporary differences, and the carry-forward of unused tax credits
and unused tax losses can be utilised except:

e where the deferred income tax asset relating to the deductible temporary
difference arises from the initial recognition of an asset or liability in a
transaction that is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable profit or loss;
and

o in respect of deductible temporary differences associated with investments
in subsidiaries, deferred tax assets are recognised only to the extent that
it is probable that the temporary differences will reverse in the foreseeable
future and taxable profit will be available against which the temporary
differences can be utilised.
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2.4.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)

Taxes (continued)
Deferred tax (continued)

The carrying amount of deferred income tax assets is reviewed at each balance
sheet date and reduced to the extent that it is no longer probable that sufficient
taxable profit will be available to allow all or part of the deferred income tax asset
to be utilised. Unrecognised deferred income tax assets are reassessed at each
balance sheet date and are recognised to the extent that it has become probable
that future taxable profit will allow the deferred tax asset to be recovered.

Deferred income tax assets and liabilities are measured at the tax rates that
are expected to apply to the year when the assets are realised or the liabilities
are settled, based on tax rates (and tax laws) that have been enacted or
substantively enacted at the balance sheet date.

Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable
right exists to set off current tax assets against current tax liabilities and the
deferred taxes relate to the same taxable entity and the same taxation authority.

Dividends

Final dividends proposed by the directors are classified as a separate allocation
of retained profits within the equity section of the balance sheets, until they have
been approved by the shareholders in a general meeting. When these dividends
have been approved by the shareholders and declared, they are recognised as
a liability.

Interim dividends are simultaneously proposed and declared, because the
Company’s memorandum and articles of association grant the directors the
authority to declare interim dividends. Consequently, interim dividends are
recognised immediately as a liability when they are proposed and declared.
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2.5 SIGNIFICANT ACCOUNTING JUDGEMENTS AND

ESTIMATES

There is no significant risk of key assumptions concerning the future and
other key sources of estimation at the balance sheet date which will cause an
adjustment to carrying amounts of assets and liabilities within the next financial
year.

There are no significant effects on amounts recognised in the financial
statements arising from the judgment or estimates used by management except
for the following:

Share option benefit expense

The share option benefit expense is subject to the limitations of the Black-
Scholes-Merton valuation model and uncertain in estimates used by
management in the assumptions. The Black-Scholes-Merton valuation model is
modified for the early exercise of share options in limited open exercise periods.
Should the estimates including limited early exercise behavior, expected interval
and frequency of open exercise periods in the share option life and other relevant
parameters of the share option model be changed, there would be material
changes in the amount of share option benefits recognised in income statement
and employee share option reserve.

Development costs

Development costs are capitalised in accordance with the accounting policy
in note 2.4. Determining the amounts to be capitalised requires management
to make assumptions regarding the expected future cash generation of the
assets, discount rates to be applied and the expected period of benefits. At
31 December 2006, the best estimate of the carrying amount of capitalised
development costs was RMB15,362,000 (2005: RMB15,038,000).

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 segmental analysis by business and geographical segments is
provided.
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REVENUE, OTHER INCOME AND GAIN

Revenue, which is also the Group’s turnover, represents the net invoiced value of

goods sold, after allowances for returns and trade discounts.

An analysis of the Group’s revenue, other income and gain is as follows:

WA~ Efb A R W
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HEFE

AEBRA - ERA RS T
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Group
rEE
2006 2005
—ZERE —ZTTRF
RMB’000 RMB’000
ARET AREBFIT
Revenue A
Sale of goods HEEM 788,797 734,002
Other income Hebg A
Bank interest income RITALSWA 858 1,082
Government grant BRI 23 200
Dividend income from financial assets BARBERABRRZ
at fair value through profit or loss M EEMREKA 2 7
Tax refund for additional investment FIBIRE AR K 1,202 -
Others Hoth 668 712
2,753 1,951
Gains Wz
Gain on disposal of financial assets at PEEARBELAEBRERZ
fair value through profit or loss A ER 202 8
2,955 1,959
5. FINANCE COSTS Mi%E A
Group
rEE
2006 2005
—EERE —TTRE
RMB’000 RMB’000
AR¥T T AREETTT
Interest on bank advances for ERITRLIR IR ERAS
discounted bills 976 202
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6. BRBLADEF

AEBMBRBATER AR (GEA) THIEIRREE

6. PROFIT BEFORE TAX

The Group’s profit before tax is arrived at after charging/(crediting):

Group
REE
2006 2005
—EERF —TThHEF
Notes RMB’000 RMB’000
FiE ARET T ARETFIT
Cost of inventories sold BEEFEKA 537,124 448,102
Depreciation e 14 22,227 17,408
Recognition of land use rights * b {5 PR A R R 15 307 306
Research and development costs: A 07N
Amortisation of intangible assets ** mR AR 17 790 531
Current year expenditure REFZLH 16,055 15,910
16,845 16,441
Minimum lease payments under RIGERK 2
operating leases: HEEE:

Land and buildings T REF 1,317 1,279
Auditors’ remuneration IZE RN & 855 1,160
Employee benefit expense RERARAZ

(including directors’ (PIEES
remuneration (note 7): B (BeE7)) -

Wages and salaries TERF® 40,955 38,609

Equity-settled share option expense LA RS 8 =7 45 0 B AR A B =2 405 4,046

Retirement costs 53U NN 9 3,444 3,173

Accommodation benefits FEEEF 9 1,763 1,613

46,567 47,441

Foreign exchange differences, net & 3558 587 471)
Impairment/(reversal) of trade receivables EWE SERE, (FE) 3,095 (610)
Write-down of inventories to FEREZTERFE

net realisable value 2,792 1,269
Impairment losses of intangible assets** EREERERE 1,335 -
Fair value (gains)/losses, net: DHRERE),EIEFE -

Financial assets at fair value BARERABREK

through profit or loss TR E (857) 190
Bank interest income SRITH BURA (858) (1,082)
Loss on disposal of items of HEDE - BE

property, plant P& GES
and equipment 15 B #E518 1,392 959

The recognition of land use rights for the year is included in “Administrative

expenses” on the face of the consolidated income statement.

** The amortisation of intangible assets for the year is included in “Other
expenses” on the face of the consolidated income statement.

*** The impairment losses of intangible assets for the year is included in “Other
expenses” on the face of the consolidated income statement.
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7. DIRECTORS’ REMUNERATION 7. EEME
Directors’ remuneration for the year, disclosed pursuant to the Listing Rules and RIE_ETRAIR A RHEFIZE 161 SR BEFANESHNE
Section 161 of the Hong Kong Companies Ordinance, is as follows: mr
Group
EE
2006 2005
S L —TTR%
RMB’000 RMB’000
AR%T T AREBFIT
Fees e 368 298
Other emoluments: EH Atz
Salaries, allowances and benefits in kind e RZUMRED= 2,429 3,138
Employee share option benefits (note 29) LARRRESE ey 1R S A8 7 (PR 29) 51 461
Pension scheme contributions RIS ETEIHER 52 68
2,532 3,667
2,900 3,965
(@) Independent non-executive directors (@) BUFBITEE
The fees paid to independent non-executive directors during the year were REEBUIENTESHRSAT ¢
as follows:
2006 2005
—eErE Bt = S
RMB’000 RMB’000
ARET T ARETFTT
Mr. Pan Xue Tian EBEHEE 98 95
Mr. Lee Cheuk Yin Dannis TEREE 98 95
Mr. Choi Tat Ying Jacky BOFHAEAE 98 95
294 285

There were no other emoluments payable to the independent non-

executive directors during the year (2005: Nil).
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7. DIRECTORS’ REMUNERATION (continued) 7. EEME (&)

(b) Executive directors and a non-executive director b) BTESR—BFITES
Salaries,
allowances Employee Pension
and benefits  share option scheme

in kind benefits contributions
Fees 2= 41 BURRES A BiRE Total
e REYF S HiEERR sTEIHR e
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARBETIT ARBF T AR¥EFT AR¥EF T ARBFIT
2006
Executive directors: HITES -
Ms. Li Kei Ling THR L+ - 518 - 12 530
Mr. Hung Yung Lai RERIIE SE A - 518 - 12 530
Mr. Zhang Jing Xing RRENAE
(Resigned on (R=ZTTRF
9 May 2006) AANBEHE) - 183 - 4 187
Mr. Li Tung Ming FRIAKE - 518 - 12 530
Mr. Xu Kehan RS - 692 51 12 755
- 2,429 51 52 2,532
Non-executive director: FEHITESE :
Mr. Leung Hong Man RERERAEE 74 - - - 74
74 2,429 51 52 2,606
2005
Executive directors: WITES -
Ms. Li Kei Ling THR L+ - 456 48 13 517
Mr. Hung Yung Lai RERIIE SE A - 456 48 13 517
Mr. Zhang Jing Xing RRENAE - 764 104 13 881
Mr. Lam Kam Wah MRS - 248 52 3 303
(Resigned on (R=ZZThF
22 April 2005) mA =+ = REHE)
Mr. Li Tung Ming FRIAKE - 456 73 13 542
Mr. Xu Kehan RIS E - 758 136 13 907
— 3,138 461 68 3,667
Non-executive director: FEHITESE :
Mr. Leung Hong Man REREREE
(Appointed on (R=ZZZThF
1 November 2005) +—A—BEZE) 13 - - - 13
13 3,138 461 68 3,680

FARBEERRLREREEAMS L -

There was no arrangement under which a director waived or agreed to waive any
remuneration during the year.
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8. FIVE HIGHEST PAID EMPLOYEES

The five (2005: five) highest paid employees during the year included two (2005:
two) directors, details of whose remuneration are set out in note 7 above. Details
of the remuneration of the remaining three (2005: three) non-directors, highest
paid employees for the year are as follows:

FARM(ZZZRF A RaFHESREML(ZZ
TRF : )EF FERREXMWET - BT =M (=
ETRE M) FEFRSFEENFANFHNT

8. AluEEHESR

Group

rEE
2006 2005
ZEEXRE —TTRE
RMB’000 RMB’000
ARET T AREBFIT
Salaries, allowances and benefits in kind ¥ ~ 8 M EHHIE 2,308 2,131
Employee share option benefits LARR#E S 4 /OB B 18 F 83 289
Pension scheme contributions RIREEHEIHER 25 20
2,416 2,440

The number of non-director, highest paid employees whose remuneration fell
within the following bands is as follows:

e BN T IIARNEERRFERFHE THAZ
PUNNE

Number of employees
EEAK
2006 2005
—EBERE —ETREF
Nil to HK$1,000,000 =51 1,000,000 7T 3 3

RETIREMENT BENEFITS AND ACCOMODATION
BENEFITS

In compliance with the Mandatory Provident Fund Schemes Ordinance (the
“MPF Ordinance”), the Company has participated in the MPF scheme, a defined
contribution scheme managed by an independent trustee, to provide retirement
benefits to its Hong Kong employees. Contributions to the MPF scheme are
made in accordance with the statutory limits prescribed by the MPF Ordinance.

As stipulated by the People’s Republic of China (the “PRC”) state regulations,
the Mainland China Subsidiaries participate in a defined contribution retirement
scheme. All employees are entitled to an annual pension equal to a fixed
proportion of the average basic salary amount of the geographical area of their
last employment at their retirement date. The Mainland China Subsidiaries are
required to make contributions to the local social security bureau at 20% to
22% (2005: 20% to 22.5%) of the previous year’s average basic salary amount
of the geographical area where the employees are under employment with the
Mainland China Subsidiaries.

The Group has no obligation for the payment of pension benefits beyond the
annual contributions as set out above.
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10.

RETIREMENT BENEFITS AND ACCOMODATION
BENEFITS (continued)

According to relevant rules and regulations of the PRC, the Mainland China
Subsidiaries and their employees are each required to make contributions to
an accommodation fund at 7% to 10% (2005: 7% to 10%) of the salaries and
wages of the employees which is administered by Public Accumulation Funds
Administration Centre. There is no further obligation on the part of the Group
except for such contributions to the accommodation fund.

As at 31 December 2006, the Group had no significant obligation apart from the
contributions as stated above.

TAX

The major components of income tax expense for the years ended 31
December 2006 and 2005 are:

10.

REFENBBARANEER  FRAENRBRRRES
BERABREENFERTIENTHEI0N (T
F7%E10%)—BHAESERTLERNERES
H - BREREREEESHHIIN REELEE
M (E o

RAKEFNRAEFEF (F)

RZZERFE+T-A=+—R0  BLA#HHKIN  RNEE
WHEHMERALE -

BiIE

BE_TTAFR_ETRF+_A=+—BLLFEMR
SR EZMARAT

2006 2005
—sEXE —FEnE
RMB’000 RMB’000
ARET T ARETIT
Group REE
Current income tax EHRTEH
Current income tax charge EHIFEHR N 4,368 2,870
Adjustments in respect of current income ERABAEFEEBMGER
tax of previous years 2R (262) (2,625)
Deferred income tax (note 27) BAEHIE (f15t27) (655) -
3,451 245

No provision for Hong Kong profits tax has been made as the Group had no
assessable profits arising in Hong Kong during the year (2005: Nil).

According to the Income Tax Law of the PRC, three subsidiaries of the
Company, namely Suzhou Dawnrays Pharmaceutical Co., Ltd. (“Suzhou
Dawnrays Pharmaceutical”), Suzhou Dawnrays Chemical Co., Ltd. (“Suzhou
Dawnrays Chemical”), and Shanghai Dawnrays Chemical Co., Ltd. (“Shanghai
Dawnrays Chemical”) are exempted from corporate income tax of the PRC for
the two years starting from the first profitable year of operation, after setting off
losses carried forward, and are entitled to a 50% relief from corporate income tax
of the PRC for the following three years.

Suzhou Dawnrays Pharmaceutical is in its sixth profitable year of operation
in 2006 and therefore its applicable income tax rate should have been 24%.
However, Suzhou Dawnrays Pharmaceutical has obtained tax approval from the
relevant tax authorities as a qualified foreign-owned manufacturing enterprise
engaging in technology-intensive and knowledge-intensive projects (“Double-
intensive Enterprise”). According to the PRC tax laws and regulations, Suzhou
Dawnrays Pharmaceutical is subject to the corporate income tax of the PRC at
a rate of 15% from 1 January 2006 onwards. Its status as a Double-intensive
Enterprise is subject to periodic reassessment by the relevant PRC government
authorities. The paid-up capital of Suzhou Dawnrays Pharmaceutical was
increased by US$15,000,000 from US$10,000,000 to US$25,000,000 in 2004,
According to the PRC tax laws and regulations, taxable profit generated in the
first two years and the three years thereafter from the aforesaid additional capital
are exempted from corporate income tax and taxed at a 50% reduced rate
respectively.

HRARERNAFRERBW|ELERDSN - 3
EREENESRELBE(CTTHE  8)

REDBEMREEEE - AAR=RMBE IR - BIEIMNE
BB RR AR ([FMNRREEE]) NI ETER
RAE(TEMRIET)) R EBRRCTERAR ([ L&
RinfbT1) - (RS ERFE R ER R T B D
FISHME CRRARSEEERR)  YERR=FF%
SRR B EMSH50% ©

BENRBRBER ST FAENEEMNEE  ALE
EAEMRARIEH24% o AT+ &R RIFR SR T
BRUEERMESE - MR ERIEEWEEEINGE
B ((MERSAME])  WESE BT EEELRLE
FIRESR - REPEBERRTE  FNRERELR T
TRF—A—BRIZ15%HEHMNFECEMER -
[MEAZREAMCE | HREELHEETRBRNE BT
BTG o HMNEIHBENHERAR ST FIEE
15,000,000 7T * F 10,000,000 3 JT. 3% i £l 25,000,000
T o IRIBPBEFERFE - LSS E LR ERR
FREMFEREPRDEMSEH - WNER=FER
H50% T o

R () BIR A A] - 2006 F#
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10. TAX (continued) 10. Bi1E (&)

Income tax charge

Shanghai Dawnrays Chemical is in its fifth profitable year of operation, based on
its statutory financial report. It is subject to the corporate income tax of the PRC
at a rate of 12% and local corporate income tax at a rate of 1.5% from 1 January
2004 to 31 December 2006.

Suzhou Dawnrays Chemical is in its second profitable year of operation, based
on its statutory financial report. It is exempted from corporate income tax for the
year.

Pursuant to section 6 of the Tax Concessions Law (1999 Revision) of the
Cayman Islands, the Company has obtained an undertaking from the Governor-
in-Council that no law which is enacted in the Cayman Islands imposing any
tax to be levied on profits or income or gain or appreciation shall apply to the
Company or its operations. The undertaking for the Company is for a period of
20 years from 8 October 2002. Accordingly, the Company is not subject to tax.

Pursuant to the International Business Companies Act, 1984 (“IBC Act”) of the
British Virgin Islands, International Business Companies incorporated pursuant
to the IBC Act enjoy a complete exemption from income tax. This includes an
exemption from capital gains tax, and all forms of withholding tax. Accordingly,
Dawnrays International is not subject to tax.

A reconciliation between tax expense and the product of accounting profit
multiplied by PRC’s domestic tax rate for the years ended 31 December 2006
and 2005 is as follows:

FriE#i<

BRI TREAER 5 MBS A% E EiF)
FF- LSRR TA-FENF-A—ARE-TT
ANETZA= TR R 1% PR ELR
FB BRI 1.5% Bk 75 RT3 -

BRMRIRE TR BOATE M5 s SR A TN & A% = EEM
FE - WERRHANZFENDEMAEH

RIEFSHEREHREE (NN NFETR)F6 K &
AREEFABEERTHERE AL EAEY
AABSEEEBOAFERN - WA - W sIg BRI o
HARRAMARRH _ZZ_F+tANBBER =T
F o Ett - ARREAMH

RIEXBRZESRMAN - N/ \NFEEHEQRE
(TBIREEARDRD - RIBEIREE A BDAEMAK LA
BREXARRZA2EMENHASL  BREEAKREN
RAEATZANTRMB IR Bt - FIGEREART o

BE—ZZRFR-_ZETRFT_A=+—HILEFER
B HEGEURFTRAR B A RAOGFEAR T

2006 2005
—ETXRE —TTRF
RMB’000 RMB’000
AR®T T ARBFIT
Group REE
Accounting profit before income tax BRPTSH AT & 5t F 69,329 105,949
At the PRC’s statutory income R BIAMEEEFSH
tax rate of 33% (2005: 33%) iR 33% (ZZTHF : 33%) 22,879 34,963
Tax effect of profits entitled to tax exemption Al ZRIBEA R 2 8 (19,404) (32,226)
Adjustments in respect of current income tax ERBTFEEEHMER
of previous years 2 (262) (2,625)
Non-deductible expenses O REMRAFES 238 133
At the effective income tax rate of 4.98% (2005: 0.2%) REBRS U R 4.98%
ZTTRHF  0.2%) 3,451 245

11. PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE 1. BAREESE ARGET

PARENT

The consolidated profit attributable to equity holders of the parent for the
year ended 31 December 2006 includes a profit of RMB95,304,000 (2005:
RMB58,153,000) which has been dealt with in the financial statements of the
Company (note 30(b)).
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31 December 2006

12. DIVIDENDS 12. RE
Company
NG|
2006 2005
—ZERE —TTREF
RMB’000 RMB’000
ARET T AREET T
Equity dividends on ordinary shares: LIBRAR S,
Interim dividend — HK$0.015 FHEIAR S - B8 0.0157T
(2005: HK$0.015) —ZTTRF - BE¥0.0157T) 12,422 12,779
Final dividend — HK$0.017 KREBRG S : 788 0.017 7T
(2005: HK$0.035) (ZZZThE : #80.0357T) 13,654 29,127

Proposed for approval at Annual General Meeting (not recognised as a liability as
at 31 December)

13. EARNINGS PER SHARE 13.

Basic earnings per share amounts are calculated by dividing the profit for the
year attributable to ordinary equity holders of the parent by the weighted average
number of ordinary shares outstanding during the year. Diluted earnings per
share amounts are calculated by dividing the profit for the year attributable
to ordinary equity holders of the parent by the weighted average number of
ordinary shares outstanding during the year plus the weighted average number
of ordinary shares that would have been issued on the deemed conversion of all
the dilutive potential ordinary shares into ordinary shares.

The following reflects the income and share data used in the basic and diluted
earnings per share calculations:

FERRBFATEB(N+-_A=T—"HHAERLRA

fi)
BREN

BREARFZZEAREBRESHEABRGAFE
AR AR N 31T BRI 2 i 8 B BT
H - BEREBRANREGRR TARESRE ARG
ANEE 08 M BR AR A B BT BB (9 2 I F 5 Bk
20 Rl LR AR AREERNTBRMETER
W&z htE I AR BAT & -

THARBEFESRERR T REERSRANHBA
R et B -

2006 2005
—EEXRE —ZTTREF
RMB’000 RMB’000
AR%T T ARBETFIT
Earnings EF
Profit attributable to ordinary BATEBREREEA
equity holders of the parent FEAERET 65,781 105,646
2006 2005
ZEEXRE —TTRF
Thousands Thousands
1z iz
Shares BH
Weighted average number of ordinary shares RIEtEBRERRBT 2
used in the basic earnings per share calculation TNHEE S AR AR 2K 799,648 800,000
Effect of dilution — Weighted average number of ordinary shares: B35 528 — i 15 T mARAR 2
Share options Rkt 4,409 26
Weighted average number of ordinary shares MEEEELHARRE L
adjusted for the effect of dilution D 15 B AR AR 804,057 800,026
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14. PROPERTY, PLANT AND EQUIPMENT

14. Y% - MERRE

Group
rEE
Machinery
and other
equipment Office Motor
Buildings HER equipment vehicles Total
BF HitRE WAERE RE ekl
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARBFIT ARBFIT AREBTT ARBFT ARBFIT
Cost: RN :
As at 1 January 2005 RZEERF
—H—H 79,273 124,231 6,841 8,897 219,242
Additions NE - 967 698 1,087 2,752
Transferred from
Construction in progress TR T iR
(note 16) (HizE16) 10,180 46,243 562 451 57,436
Disposals e (359) (1,187) (450) (1,867) (3,863)
R-ZZHF
+=A=+-—-H
As at 31 December 2005 R=BBXE
and 1 January 2006 —A—H 89,094 170,254 7,651 8,568 275,567
Additions NE - 11,383 763 2,002 14,148
Transferred from
Construction in progress TR
(note 16) (Pf5E16) 6,623 19,838 - - 26,461
Disposals a3 - (2,647) 87) (791) (3,525)
R-BEREF
As at 31 December 2006 +=BA=+—H 95,717 198,828 8,327 9,779 312,651
Accumulated
depreciation: AFtiE
R-_ZZTREF
As at 1 January 2005 —H—H 7,593 23,280 2,731 2,622 36,226
Provided for the year FREE 3,009 11,850 1,044 1,505 17,408
Disposals e (96) (657) (253) (988) (1,994)
R-ZZHF
+=A=+-—H
As at 31 December 2005 E-ZEEXEF
and 1 January 2006 —HA—H 10,506 34,473 3,522 3,139 51,640
Provided for the year FREE 4,228 15,110 1,200 1,689 22,227
Disposals HE - (1,594) (75) (288) (1,957)
R=ZZX
As at 31 December 2006 +=BA=+—H 14,734 47,989 4,647 4,540 71,910
Net book value: BREFE :
R-BTRF
As at 31 December 2006 +=A=+—H 80,983 150,839 3,680 5,239 240,741
R-_ZZTRE
As at 31 December 2005 +=A=+—H 78,588 135,781 4,129 5,429 223,927
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14. PROPERTY, PLANT AND EQUIPMENT (continued)

15.

14. M3 - BEKRE (B)

Company
AT
Office
Equipment
WAERE
RMB’000
AR¥ETTT
Cost: B :
As at 1 January 2005 RZZETHFE—A—H 722
Additions B 15
As at 31 December 2005 R-ZBZHRF+=-A=+—H
and 1 January 2006 R=—ZZTXE—HA—H
and 31 December 2006 R=BEXREF+=A=+—H 737
Accumulated depreciation: ZiHE
As at 1 January 2005 RZZETRF—A—H 193
Provided for the year FREE 189
As at 31 December 2005 R-ZBZHRF+=-A=+—H
and 1 January 2006 E=ZEEXF—-H—H 382
Provided for the year FRBE 202
As at 31 December 2006 REBEXRF+ZA=+—H 584
Net book value: BREFE :
As at 31 December 2006 REZBEXRF+ZA=+—H 153
As at 31 December 2005 RZZETRF+-_A=+—H 355

LAND USE RIGHTS

The Group’s land use rights represent prepaid land lease payments under

15. i FHRE

AEEZ T EREEREERORN 2 L HBEERR

operating leases and their carrying amounts are analysed as follows: HEREESTAT :
Group
AEE
2006 2005
ZEEXRF —ZTTREF
RMB’000 RMB’000
AR%®T T AREET T
Cost: RS
As at 1 January and 31 December R—A—BR+=-—A=+—H 14,926 14,926
Accumulated amortisation: REHinE -
As at 1 January Rn—A—AH 1,415 1,109
Provided for the year FREE 307 306
As at 31 December R+=B=+—H 1,722 1,415
Net book value: REFEE :
As at 31 December R+=—BA=+-—8H 13,204 13,511
As at 1 January R—HA—H 13,511 13,817

The land use rights of the Group are situated in Mainland China and are held

under medium lease terms.

AEEFFA 2 0 R B KPR 3 32 e BAAE 40 9%

o
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16. CONSTRUCTION IN PROGRESS 16. EE TR
Group
AEE
2006 2005
—EEXRE —TTAREF
RMB’000 RMB’000
ARBTT ARBFIT
As at 1 January R—HA—H 19,561 40,689
Additions NE 7,813 36,308
Transferred to property, plant HAYE R
and equipment (note14) St (BIFE14) (26,461) (57,436)
Transferred to inventories HwARE (44) =
As at 31 December R+=—A=+-—A~H 869 19,561
17. INTANGIBLE ASSETS 17. BILEE
Deferred development costs EIEFEER AN
Group
AEE
2006 2005
—EERE —TTREF
RMB’000 RMB’000
AR¥ET T AREETF T
Cost: R
As at 1 January Rn—A—H 17,171 15,263
Additions INE 2,449 1,908
As at 31 December R+=BA=+—8H 19,620 17,171
Accumulated amortisation and impairment: R RRE
As at 1 January n—A—H 2,133 1,602
Amortisation provided for the year F S 790 531
Impairment losses A &S 1,335 -
As at 31 December R+=—BA=+-—H 4,258 2,133
Net book value: BRMEFE :
As at 31 December R+=BA=+—8H 15,362 15,038
As at 1 January R—A—H 15,038 13,661
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18. INTERESTS IN SUBSIDIARIES 18. M B 2 =l i iE ==
Company
b
2006 2005
S S
RMB’000 RMB’000
AR%T T ARETFTT
Unlisted shares, at cost IEETRRAD + HRAK A 94,635 97,948
Amounts due from subsidiaries FEUR BB A B FE 246,607 190,881
341,242 288,829
The amounts due from subsidiaries of RMB246,607,000 (2005: P L 8 23 R R A R 5 246,607,000 7T (= B F B4 -

AR¥E 190,881,00070) AT BRI A4 o BESARAIT £
ME - ZEEHEAREERZRAERAEEE B
TERERE - WHRAIERB L -

RMB190,881,000) are non-interest bearing which, although technically are
repayable under the original terms of the transactions giving rise thereto, have
been deferred for a longer term and are therefore classified as non-current.

IR (1) AR AR 2006 7]
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18. INTERESTS IN SUBSIDIARIES (continued)

18. KT B2 R s ()

Particulars of the subsidiaries are as follows: MEBARFENAT
Place of Percentage
incorporation/ Nominal value of equity
registration of issued share/ attributable to
Name and operations paid-up capital the Company Principal
i) A BT/ NG 2 activities
GRS LR & St B EARRA REFDL FTEEL
Directly held
V=F: 701
Dawnrays British Us$100 100% Investment
International Virgin Islands holding
Company Limited
RinBR AR AR EBELRS 1003 7T REERR
Indirectly held
BEEFE
Suzhou Dawnrays Mainland China US$28,000,000 100% Manufacture
Pharmaceutical and sale of
Co., Ltd.# pharmaceutical
products
BRI BB R AR # Fh B AR 28,000,000 7T SLERHE
BEER
Shanghai Dawnrays Mainland China US$680,000 92% Manufacture
Chemical and sale of
Co., Ltd.# pharmaceutical
intermediates
BERmEITERAR# Fh B AR 680,000 7T SLERHE
Bame
Suzhou Dawnrays Mainland China US$6,000,000 100% Manufacture
Chemical and sale of
Co., Ltd.# pharmaceutical
intermediates
HMNRIE TER AR # Fh B AR 6,000,000 %7 SLERHE
BEmEe
Dawnrays Pharma Hong Kong HK$2 100% Sale of
(Hong Kong) pharmaceutical
Limited products
RInA ¥ (BE)ERAT B B2 T HERSEM
#  These subsidiaries were registered under the PRC law as foreign-owned #  ZEMBARRREEEFMAINIRERE -

enterprises.
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19. INVENTORIES 19. #E
Group
FEH
2006 2005
—EENF —TTHE
RMB’000 RMB’000
AR®TT ARETT
Raw materials R E
- at cost — IR 16,868 11,929
— provision — B E (607) -
Work in progress Pt
— at cost — IR AR 94,886 128,585
— provision — R (3,454) (1,036)
Finished goods BURK G
- at cost — A 26,904 20,591
— provision — S - (233)
134,597 159,836
20. TRADE AND NOTES RECEIVABLES 20. B E 5 K RIBEFE
The Group’s trading terms with its customers are mainly on credit, except for BHEE—MERESZIEN  AEBTEBREEHAE
new customers, where payment in advance is normally required. The credit EEXS MIBEREEZEH—RAH=(EA SHE
period is generally for a period of three months for major customers. Each FHS A EERE AEEBREERE FEBER
customer has a maximum credit limit. The Group seeks to maintain strict control 2 WA EEERSPBERECERBRESE -
over its outstanding receivables and has a credit control department to minimise ESHEEET e THBRT BB AS - ERI LFTR R A
credit risk. Overdue balances are reviewed regularly by senior management. In HMAEERNEKE SZHEBSRASTRES  FEi I E
view of the aforementioned and the fact that the Group’s trade receivables relate SEETFHEERK - ERE S REERIA TS o
to a large number of diversified customers, there is no significant concentration
of credit risk. Trade and notes receivables are non-interest-bearing.
An aged analysis of the trade and notes receivables as at the balance sheet RREAMS LR EEEZ  AEEANERESRE
date, based on the invoice date and net of provisions, is as follows: BRIENER SO
Group
FEE
2006 2005
—BEXRF —ETTRF
RMB’000 RMB’000
AR®TT ARBTT
Trade receivables JEUE 53R
Outstanding balances with ages: RAREC B9 K M R EREE
Within 90 days 90 B A 125,532 136,398
Between 91 and 180 days 91£180H 11,035 10,224
Between 181 and 270 days 181 £270H 1,863 792
Between 271 and 360 days 2712360 H 145 35
Over one year —F LAk 334 214
138,909 147,663
Notes receivables LS
Outstanding balances with ages: AR EI 5 Y I R EREE -
Within 90 days 90RA 87,035 58,498
Between 91 and 180 days 912 180H 62,948 33,344
149,983 91,842
Total trade and notes receivables JEME 5 MR R FOR TR 288,892 239,506
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21. PREPAYMENTS, DEPOSITS AND OTHER 21. BEIR e REMERFIE
RECEIVABLES
Group Company
AEME EON|
2006 2005 2006 2005
—EEXRE —ZETRF —EEXRF —ZETRF
RMB’000 RMB’000 RMB’000 RMB’000

ARET T ARKTT AR®TR AREFT

Prepayments TERK 9,662 15,775 413 252

Deposits and e kM
other receivables el FRIB 6,367 5,085 - 173
16,029 20,860 413 425

22. FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT 2. BARERABERZUBEE

OR LOSS
Group Company
AEE FIN/NE|
2006 2005 2006 2005
—EERE —TTRF —EERE —ETRHF
RMB’000 RMB’000 RMB’000 RMB’000
AR¥TT ARETIT AR®TT ARETIT
Listed equity investments, FTRERE,
at market value: =M :
Hong Kong EB 3,965 867 3,965 867
The above equity investments at 31 December 2006 and 2005 were classified RZZTERFR-ZZFTAF+TA=1+—0H  LHiRE
as held for trading. BEPBRAFEEERE -
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23. CASH AND CASH EQUIVALENTS

8. BERBESEEY

Group Company
AEE ARH

2006 2005 2006 2005
—EEXRE —EThEF —EEXRE —ZERF
RMB’000 RMB’000 RMB’000 RMB’000
AR%T T ARETT AR¥T ARBFIT
Cash and bank balances HE RIRITET 41,446 35,666 2,347 1,479
Short-term deposits EEITERR 2,577 16,282 2,577 16,282
Cash and cash equivalents ReRReEEY 44,023 51,948 4,924 17,761

At the balance sheet date, the cash and bank balances and short term deposits
of the Group denominated in RMB amounted to RMB38,637,000 (2005:
RMB32,556,000). The RMB is not freely convertible into other currencies,
however, under Mainland China’s Foreign Exchange Control Regulations
and Administration of Settlement, Sale and Payment of Foreign Exchange
Regulations, the Group is permitted to exchange RMB for other currencies
through banks authorised to conduct foreign exchange business.

Cash at bank earns interest at floating rates based on daily bank deposit rates.
Short term time deposits are made for varying periods of between one day and
three months depending on the immediate cash requirements of the Group,
and earn interest at the respective short term time deposit rates. The carrying
amounts of the cash and cash equivalents approximate to their fair values.

REHEB - NEBUARBIIERNR S RRITAEFERE
M B E AR 38,637,000t (ZETHEF : ARK
32,556,0007T) - ARBIETAIBHEBAEEMER - R
i REBEFEAEIINEEHEZEREEEE  HERS
RHONESERR - NS B & 35 B R e e TTINE ZEAS Y8R AT
HARE R REMER -

RITFROF SRRERFROFNEERT - EHEDRF
RHERAF—HE=@AATE - BAKENRSF KM
E - YARENEHERERMNRESHE - He R
SEEYMNRAERLIEAAE -
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24. TRADE AND NOTES PAYABLES 24. BEHE S REEBNIE
An aged analysis of the trade and notes payables as at the balance sheet date, REZAH  REEBNEMNEZ RENEERFRIER
based on the invoice date, is as follows: RO
Group
rEE
2006 2005
ZEERF —TTREF
RMB’000 RMB’000
AR¥T T AREBFIT
Outstanding balances with ages: RARECE D /Y M R EREE
Within 90 days 90HA 120,697 108,795
Between 91 and 180 days 91% 180 H 79,111 94,770
Between 181 and 270 days 181£270H 1,032 291
Between 271 and 360 days 2712360 H 98 152
Over one year —F A 304 252
201,242 204,260
Trade payables are non-interest-bearing and are normally settled on 90-day FERFIRTI N F SR —ARIR N+ B RER BRI -
terms.
25. BANK ADVANCES FOR DISCOUNTED BILLS 25. $RITRAIR EE B
Group
rEE
Effective 2006 2005
interest —EEXRE ZTTREF
rate (%) Maturity RMB’000 RMB’000
BRI (%) FHIR ARET T AREBFIT
Bank advances for Upon expiry
discounted bills 2.04% to 3.48% of the bills
RITREIR SRR BN ZEEIHER 25,351 17,626
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26. OTHER PAYABLES AND ACCRUALS 26. HfttEN R R ETAE

Group Company
AEE ARF
2006 2005 2006 2005
ZBEXRE —TERF ZEBERF —ZTREF
RMB’000 RMB’000 RMB’000 RMB’000
AR%T T ARETT AR¥T ARBFIT
Advance from customers FEUBR TR 1,418 1,757 - =
Accrued liabilities At EE 3,977 2,852 1,236 915
Taxes other than FRISZEFTISHISN
corporate income tax I8 1,660 5,750 - =
Payable for purchase of
machinery and FTILHEEE RIETF R
construction of buildings HFE 3R 7,675 20,417 - =
Other payables H i FEAT R 2,755 3,334 26 =
17,485 34,110 1,262 915

Other payables are non-interest-bearing and have an average settlement term of AR R IS RN EASEE -

six months.

27. DEFERRED TAX 27. IEFEFI IR
The movements in deferred tax assets during the years are as follows: FRECTHRBEEZZEMT ¢
Group AEE
Amortisations Provisions Total
i Bt Pk
RMB’000 RMB’000 RMB’000
ARETT AREEF T AREEF T
As at 1 January 2005 RZTZTRF—A—H
and 31 December 2005 R_TZERFT-_A=1+—H
and 1 January 2006 R=ZZTF—HA—H - = =
Deferred tax credited FAR
to the income statement FMERPERZ
during the year (note 10) IESEFTE (FIFE 10) 57 598 655
Net deferred tax assets RZETRF+=-A=1+—H
As at 31 December 2006 ZIEETH B A EF R 57 598 655

EiRE (ER) BRAG 2006 7
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28. SHARE CAPITAL 28. g2
Shares 80
2006 2005
—EEXRE —ZTTRF
HK$°000 HK$'000
BT T BT T
Authorised: VAT ¢
10,000,000,000 (2005: 10,000,000,000) BRI B 0.1 7TH) AR 10,000,000,000 A%
ordinary shares of HK$0.1 each —ZZFHF : 10,000,000,000 f%) 1,000,000 1,000,000
Issued and fully paid: BEEITRERE :
799,140,000 (2005: 800,000,000) FRREES Y 0.1 7T E @A 799,140,000 f&
ordinary shares of HK$0.1 each ZZTZAHF : 800,000,000 %) 79,914 80,000
Equivalent to RMB’000 FEARBTT 84,791 84,880

During the year, 1,020,000 share options under the Company’s share option
scheme were exercised. Accordingly, 1,020,000 ordinary shares of HK$0.1 each
were issued as a result of exercise of share options.

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 repurchase shares were subsequently cancelled. The nominal value of the
cancelled shares was transferred to the capital redemption reserve and the
premium payable on the repurchase was charged against the share premium

account. The repurchases were effected by the directors of the enhancement of T

the shareholder value in the long term. Details of the shares repurchased are as

follows:
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28.

20.

SHARE CAPITAL (continued) 28. B (4&)
Shares (continued) B (&)
Aggregate
Number of Price per consideration
Month of repurchase shares repurchased share paid
B[Rl 2 A 11 6 GFRER BRE
HKS HKS
ki ok
January 2006 T RF—Am 28,000 0.50 14,000
June 2006 —EERFRNAHB 1,852,000 0.65 1,203,800
Total pakee] 1,880,000 1,217,800
Save as disclosed above, neither the Company nor any of its subsidiaries had BEXHEEEIN REAR - NARSKEERKER G

purchased, redeemed or sold any of the Company’s listed securities during the
year.

Share options

Details of the Company’s share option scheme and the share options issued
under the scheme are included in note 29 to the financial statements.

SHARE OPTION SCHEME

The Company operates a share option scheme (the “Scheme”) for the purpose
of providing incentives and rewards to eligible participants who contribute to the
success of the Group’s operations. Eligible participants of the Scheme include
the Company’s directors, independent non-executive directors, employees
of the Group and other eligible participants as defined under the Scheme.
The Scheme was adopted on 21 June 2003, unless otherwise cancelled or
amended, will remain in force for 10 years from that date.

The maximum number of shares currently permitted to be issued upon the
exercise of options under the Scheme is an amount equivalent to 10% of the
shares of the Company in issue upon listing. The maximum number of shares
issuable under share options to each eligible person in the Scheme within any
12-month period, is limited to 1% of the shares of the Company in issue at
any time. Any further grant of share options in excess of this limit is subject to
shareholders’ approval in a general meeting.

Share options granted to a director, chief executive or substantial shareholder of
the Company, or to any of their associates, are subject to approval in advance by
the independent non-executive directors. In addition, any share options granted
to a substantial shareholder or an independent non-executive director of the
Company, or to any of their associates, in excess of 0.1% of the shares of the
Company in issue at any time or with an aggregate value (based on the closing
price of the Company’s shares at the date of grant) in excess of HK$5 million,
within any 12-month period, are subject to shareholders’ approval in advance in
a general meeting.

20.
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29. SHARE OPTION SCHEME (continued)

The offer of a grant of share options may be accepted within 21 days from
the date of offer, upon payment of a nominal consideration of HK$10 by each
grantee with no other consideration being payable by the grantee. An option
may be exercised in accordance with the terms of the Scheme at any time during
a period commencing on such date on or after the date on which the option
is granted as the Board may determine in granting the option and expiring at
the close of business on such date as the Board may determine in granting the
option but in any event shall not exceed ten years from the date of grant.

The exercise price of share options is determined by the directors, but may
not be less than the higher of (i) the Stock Exchange closing price of the
Company’s shares on the date of offer of the share options; and (i) the average
Stock Exchange closing price of the Company’s shares for the five trading days
immediately preceding the date of offer, provided that the exercise price shall not
be less than the nominal value of the ordinary shares of the Company.

Share options do not confer rights on the holders to dividends or to vote at
shareholders’ meetings.

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. The following table lists the inputs to

BRTERENZZENEZS AL -+ - ARER
M XA AR R RS AR B RSN
TETHRBARE AEFGERNBEREZASE
EREENAREEETSERNBRERETEN RS
Y S R A RE LE - FIBERS (BRI NS B M R
B EeE ) RIBZAT IR BRI T B A

29. FEIRAERT & (A])

BRENTEEMESET  ASERATEEOR
B ¢ () AR RN AR R E R B FER S PRI RAOUL
(B RO)AARBROREEE N AHERER S A £
RETATBRE TR TE  ETERENSINADRER
PREEE ©

BRETERTRHEATZAREINBERAE LER
HORER -

BRYUBRASENERENRAREDRERE TERESR
AR e —SF BT EE A b WEZBE TRERE
MR B o ENA ARR EAERNRERFTE
BH - EEEEASEEEXD RTEERE - TR
HAZE A BAZE -

the model:

Date of grant R B8 17/11/2004 28/12/2004 5/5/2005
Dividend yield (%) ARE2E (%) 6.94 7.53 8.92
Expected volatility (%) TEHAK & (%) 47 46 47
Historical volatility (%) BERE (%) 47 46 47
Risk-free interest rate (%) FERBITIRE (%) 2.76 2.91 2.90
Expected life of option (year) PERRAETERT AR HA () 6 6 4
Weighted average share price (HK$) IREFEH BB (B 0.74 0.74 0.74

The expected life of the options is based on the historical data over the past
four years and is not necessarily indicative of the exercise patterns that may
occur. The expected volatility reflects the assumption that the historical volatility
is indicative of future trends, which may also not necessarily be the actual
outcome.

No other feature of the options granted was incorporated into the measurement
of fair value.
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29. SHARE OPTION SCHEME (continued) 29. B RECTEI (&)
At the balance sheet date, the Company had 22,500,000 share options REHEB - AR RIBIRETEI#EA 22,500,000 17 8 A # i#
outstanding under the Scheme, which represented approximately 3% of the RITEE - HERE BARRIEEITRNDAI3% ° RIBAR
Company’s shares in issue as at that date. The exercise in full of the remaining AR E NS - BBITER T ERESGSIBA LA
share options would, under the present capital structure of the Company, result %1722,500,000 AR FESN AR © 2,250,0008 T A FESME
in the issue of 22,500,000 additional ordinary shares of the Company, additional LA R B34 8 10,973,000 78 78 (REHAR (5 257 TR 2 ) °

share capital of HK$2,250,000 and share premium of HK$10,973,000 (before
share issue expenses).

The following share options were outstanding under the Scheme during the AT BT8R ERARITEREARRE
year:

Price of the Company's shares (¢ )

Number of share options FRARGER )
BRENA Exercise price  Atimmediate  Immediately
Name or At1 Granted  Exercised Lapsed  Cancelled At31 Date of grant Exercise period ofshare  datebefore  beforethe At exercise
category of January during during during during  December  of share options(a) of share options ~ options(b) the grant  exercise date date of options
participant 2006 the year theyear  the year(d) the year 2006 (dd/mm/yy) (dd/mm/yy) HKS HKS HKS HK$
SREZRUER RZZERE Eh £h £ R RZBIAE RUBHRE BHRE BRE RURE ORBRE  AORB
-B-B B Bfiff  BXHO BHH t=A=1-B BH() kEE AR A-x H-X  REER
(R/AI%) (B/BI%) it 3 it 3 bt 3 it 3
Director
£
Mr. Xu Kehan 1,600,000 - - - - 1,500,000 1711/04 1711/05-16/11/10 063 062 NA NA
TRERE AR FER
Chief Executive Officer
4%
Mr. Dong Shao Zhi 2,000,000 - (400,000 - - 1,600,000 171104 17/11/05-16/11/10 063 062 069 069
Other employees
EfbER
In aggregate 1,000,000 - - - - 1,000,000 1711/04 1711/05-16/11/10 063 062 NA NA
st T i
21,660,000 - (620,000 (3,040,000 - 18,000,000 28112004 28/12/05-27112/10 058 059 0.75 072
22,660,000 - (620,000 (3,040,000 - 19,000,000
Other participants
HfrgeEs 400,000 - - - - 400,000 05/05/05  06/05/06 - 04/05/09 050 049 NA NA
TER TR
26,560,000 - (1020000  (3,040000) - 22,500,000

R (1) AR AR 2006%#K 81
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29. SHARE OPTION SCHEME (continued) 29. B AESTEI (&)

(@ The vesting period of the share options is from the date of the grant until the () BRENZBHARL APRITEHRABAL -
commencement of the exercise period.

(o) The exercise price of the share options is subject to adjustment in the case (o) MEATHERARSR B ATALIR A A RIS (3R E A A DL
of rights or bonus issues, or other similar changes in the Company’s share B8 - BIRBRIENTTEEAT AR -
capital.

() The price of the Company’s shares disclosed as at the immediate date © HEETEREN -—ROERDARMERSBER
before the grant of the share options is the Stock Exchange closing price THEREE BRI — (AR5 BB R FTITHE - RE
on the trading day immediately prior to the date of grant of the options. The BERENRAET T B HART R B M AN 2 IR 1D (B A% B AR (D
price of the Company’s shares disclosed immediately before the exercise BB B FR AR R MO FT BB ARME T 55 ) HR AT A B 22 P
date of the share options is the weighted average of the Stock Exchange TR BRI IS -

closing prices immediately before the dates on which the options were
exercised over all of the exercises of options within the disclosure line.

(d) Options lapsed in accordance with the terms of the Scheme due to (0 EREBFTES - BRERIR S &M F A
resignation of employees. EIE
30. RESERVES 30. f#&fE
(@) Group (@ *=%H=
The amounts of the Group’s reserves and the movements therein for the AEERFRERNAFERBEFENSBRESHES
current and prior years are presented in the consolidated statement of REEHREREICBEEI7 EMNAHHESEERNA °

changes in equity on pages 36 to 37 of the financial statements.

()  Contributed surplus () AR
The contributed surplus of the Group represents the difference REENBABKRIERBENT1IHNEES
between the aggregate of the nominal value of the paid-up capital of AR FTURE B A R R 48R AR AN AR TE (B B AR A A
the subsidiaries acquired pursuant to the Group Reorganisation as RHREVE BRI TR AR ARG EER =
set out in note 1, over the nominal value of the Company’s shares B o

issued in exchange therefore.

(i)  Statutory surplus reserve (“SSR’) (i) EEBRAEE

In accordance with the Company Law of the PRC and the articles of BEFEARDERTEMBARMNARER -
association of the Mainland China Subsidiaries, the Mainland China FEBARSBERTEARSTEL - 15
Subsidiaries are each required to allocate 10% of their profit after HFBHEFN 10% DD EERBHRAES * B
tax, as determined in accordance with the PRC generally accepted EERTERHATESEDREWB AR FMER
accounting principles, to the SSR until such reserve reaches 50% of #) 50% ° B EERBATES AEAMERA
the registered capital of the Mainland China Subsidiaries. Part of the PASE AR AN » & AL 18 B R EE S ] (R R 51 i
SSR may be converted to increase paid-up capital, provided that the BRH) 25% ©

remaining balance after the capitalisation is not less than 25% of the
registered capital.

(i) Exchange fluctuation reserve (i) B R B
The exchange fluctuation reserve is used to record exchange I& R BN E R ) A (ERC SR E S B B B A R AY
differences arising from the translation of the financial statements of BT SRR T EE AE OB 2 %8 o

foreign subsidiaries.
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30. RESERVES (continued)

30. fw#fe ()

(b) Company (b) AT
Exchange
Share Share Capital fluctuation
premium Contributed option redemption resenve Retained
Notes account surplus reserve reserve 33 profits Total
M ROEE aAREH  ERERE BORE e BEM 28
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETT ARETT ARETT ARETT ARETT AREFT ARETT
At1 January 2005 WZZTRE-A-A 69,583 100,175 4,255 - 747 4,750 179,510
Exchange realignment ] - - - - (6,488) - (6,488)
Equity-setfled share DARRIESZ ()
option arrangements FRRETH = = 3,892 = 154 = 4,046
Cancellation and expiry of FHEREE
employes share options B e - - (6,531) - - 6,531 -
Net profit for the year AEEFEF = = = = = 58,153 58,153
Interim 2005 dividend ZETRETHRE 12 = = = - - (12,779) (12,779)
Proposed final 2005 BE-STHE
dividend RERE 12 = = = - - (29,127) (29,127)
At 31 December 2005 REZFTRET-A=+-H 69,583 100,175 1616 - (5,587) 27,528 193,315
Exchange realignment B 5 A - - - - (11,416) - (11,416)
Equity-settled share DARRESZ ()
option arrangements R - - 405 - - - 405
Exercise of share options riFmERE 29 646 = (119 = = = 527
Share repurchased and
cancelled FEE REHHRID 28 (1,069 = - 194 - (194) (1,069
Net profitfor the year REEFET = = - - - 95,304 95,304
Interim 2006 dividend ZEERERHRE 12 - - - - - (12,429) (12422)
Proposed final 2006 RE-FTAF
dividend RERE 12 - - - - - (13,654) (13,654)
At 31 December 2006 RZBERE+ZA=1-H 69,160 100,175 1,902 194 (17,008) 96,562 250,990
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30. RESERVES (continued)

(b) Company (continued)

The contributed surplus of the Company represents the excess of the
then consolidated net assets of the subsidiaries acquired pursuant to the
Group Reorganisation referred to note 30(a), over the nominal value of the
Company’s shares issued in exchange thereof.

The share option reserve comprises the fair value of share options granted
which are yet to be exercised, as further explained in the accounting
policy for share-based payment transactions in note 2.4 to the financial
statements. The amount will either be transferred to the issued capital
account and the share premium account when the related options are
exercised, or be transferred to retained profits should the related options
expire or be forfeited.

31. FINANCIAL RISK MANAGEMENT OBJECTIVES AND

POLICIES

The Group’s principal financial instruments comprise bank advances for
discounted bills 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 interest rates of the bank advances for discounted bills of the Group are
disclosed in note 25.

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.
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AEEBBAARTHRREER  AESTHEIEAE

31. FINANCIAL RISK MANAGEMENT OBJECTIVES AND 3. cREREERERYEE (E)

POLICIES (continued)
Liquidity risk TENE R

The Group maintains a balance between continuity of funding and flexibility

through the use of bank advances for discounted bils. Va2 s T o
32. COMMITMENTS 32. EiE
(@) Operating lease commitments (a) HEHEERE

AEERBEEHELHABE THAIYE - W%
MENEERRNF—=RF2H -

The Group leases certain of its office properties under operating lease
arrangements. Leases for properties are negotiated for terms ranging from
one to six years.

BE-TTAET-A=+—R  ARERALA
1R T SHAR B0 4070 B o SR R T 3

At 31 December 2006, the Group and the Company had total future
minimum lease rentals payable under non-cancellable operating leases

falling due as follows: IRAEREMNT
Group Company
AEE b NG|
2006 2005 2006 2005
ZBEXRE —EThEF —EEXRE —ZERF
RMB’000 RMB’000 RMB’000 RMB’000
AR¥T T ARETT AR¥T ARBFIT
Within one year —%FR 1,783 1,094 1,076 469
After one year but no more —FEER
than five years ZRAE 3,571 1,555 2,106 -
More than five years AFUE 324 647 - -
5,678 3,296 3,182 469
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32. COMMITMENTS (continued) 32. A&IE (4F)
(b) Capital commitments (b) EAEIE
Group Company
AEE ARH
2006 2005 2006 2005
ZEBEXRF —ZTREF ZEERF —ZTTREF
RMB’000 RMB’000 RMB’000 RMB’000

ARET T ARKTT AR®TR AREFTT

Contracted, but not provided for: BERT4 - [BRERE -

Information system software B RGmE 252 472 - =
Land use rights T Hb AR 4,368 4,368 - =
Buildings ¥ 450 7,425 - =
Plant and machinery = N 2s 1,378 1,553 - =

6,448 13,818 - -

Authorised, but not contracted for: 2 %4 - B4 :

Plant and machinery RS Rk =g 37,417 23,941 - =
43,865 37,759 - _
33. RELATED PARTY TRANSACTION 3. BEEARS
Compensation of key management personnel of the Group: AEEFZEBAEMS :
2006 2005
—EEREF —ETTRF
HK$’000 HK$’000
BET T BRI
Short-term employee benefits HAth k2 BiE 8RR 5,031 5,621
Post-employment benefits RINEER 77 91
Share-based payments ARG AR A EERER S M= 134 750
Total compensation paid to
key management personnel TEEEASH B 5,242 6,462
Further details of the directors’ emoluments are included in note 7 to the financial EEMES BN HRRME 7 -

statements.
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34.

35.

36.

POST BALANCE SHEET EVENTS

On 22 March 2007, the Company declared a final dividend for the year ended
31 December 2006 of HK$0.017 per share, which amounted to a total sum of
HK$13,585,000 (equivalent to approximately RMB13,654,000).

During the 5th Session of the 10th National People’s Congress, which was
concluded on 16 March 2007, the PRC Corporate Income Tax Law (“the New
Corporate Income Tax Law”) was approved and will become effective on 1
January 2008. The New Corporate Income Tax Law introduces a wide range of
changes which include, but are not limited to, the unification of the income tax
rate for domestic-invested and foreign-invested enterprises at 25%. Since the
detailed implementation and administrative rules and regulations have not yet
been announced, the financial impact of the New Corporate Income Tax Law to
the Group cannot be reasonably estimated at this stage.

COMPARATIVE AMOUNTS

Certain comparative amounts have been reclassified to conform with the current
year’s presentation.

APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements were approved and authorised for issue by the board of
directors on 22 March 2007.

34.

35.

36.

REHREHE
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JT) °
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