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Corporate Information
NEIEH
BOARD OF DIRECTORS

EXECUTIVE DIRECTORS

Ms. LI Kei Ling (Chairman)

Mr. HUNG Yung Lai

Mr. LI Tung Ming (resigned on 23 February 2018)
Mr. CHEN Shaojun (appointed on 8 January 2018)

NON-EXECUTIVE DIRECTOR
Mr. LEUNG Hong Man

INDEPENDENT NON-EXECUTIVE DIRECTORS
Mr. CHQOI Tat Ying Jacky (retired on 24 May 2018)
Mr. LO Tung Sing Tony

Mr. EDE, Ronald Hao Xi

Ms. LAM Ming Yee Joan (appointed on 25 May 2018)

CHIEF EXECUTIVE OFFICER
Mr. CHEN Shaojun
AUDIT COMMITTEE

Mr. CHQOI Tat Ying Jacky (Former Chairman)
(retired on 24 May 2018)
Mr. LO Tung Sing Tony (Chairman)
(appointed as Chairman on 24 May 2018)
Mr. EDE, Ronald Hao Xi
Ms. LAM Ming Yee Joan (appointed on 25 May 2018)

REMUNERATION COMMITTEE

Mr. EDE, Ronald Hao Xi (Chairman)

Ms. LI Kei Ling

Mr. CHOI Tat Ying Jacky (retired on 24 May 2018)
Mr. LO Tung Sing Tony

Ms. LAM Ming Yee Joan (appointed on 25 May 2018)

NOMINATION COMMITTEE

Ms. LI Kei Ling (Chairman)

Mr. CHOI Tat Ying Jacky (retired on 24 May 2018)
Mr. LO Tung Sing Tony

Mr. EDE, Ronald Hao Xi

Ms. LAM Ming Yee Joan (appointed on 25 May 2018)
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Corporate Information

AUDITORS

Ernst & Young
Certified Public Accountants, Hong Kong

PRINCIPAL BANKERS

Bank of China (Hong Kong) Limited, Hong Kong

The Hong Kong and Shanghai Banking Corporation Limited, Hong Kong
Industrial and Commercial Bank of China Suzhou Wuzhong Sub-Branch
Agricultural Bank of China Suzhou Nanmen Sub-Branch

Bank of China Suzhou Wuzhong Sub-Branch

HEAD OFFICE AND PRINCIPAL PLACE OF BUSINESS

Units 3001-02, 30/F, CNT Tower, 338 Hennessy Road,
Wanchai, Hong Kong

REGISTERED OFFICE

Cricket Square
Hutchins Drive
P.O. Box 2681
Grand Cayman KY1-1111

Cayman Islands

PRINCIPAL SHARE REGISTRAR AND TRANSFER OFFICE

Conyers Trust Company (Cayman) Limited
Cricket Square, Hutchins Drive, P.O. Box 2681,
Grand Cayman KY1-1111, Cayman Islands
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Group Structure

REBEREE

Dawnrays Pharmaceutical (Holdings) Ltd.

RimB A (ER)BR A A
(incorporated in the Cayman Islands with limited liability)
(RFASFSTMAIHBRATF])

Listed on the Main Board of SEHK (Stock Code: 2348)
BT ER T (RMRSE - 2348)

100% 100%

Dawnrays International Co. Ltd.

RinBBRARAA]
(incorporated in the British Virgin Islands with limited liability)
(REBHE R R ESEMAZNERAE)

Dawnrays Biotechnology Capital (Asia) Ltd.
RimEMEEEREMNBERAA]

(incorporated in Hong Kong with limited liability )
(REBTM LB BRAR)

Dawnrays International Company Limited
RinBIFRAR D AR A A
(incorporated in Hong Kong with limited liability)
(REBEMBINBERAR])
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Dear SHAREHOLDERS,

On behalf of the board (the “Board”) of the directors (the “Directors”) of
Dawnrays Pharmaceutical (Holdings) Limited (the “Company”) and its
subsidiaries (collectively referred to as the “Group”), I'm pleased to present
the results of the Group for the year ended 31 December 2018 (the
“reporting period”).

GROUP RESULTS

The Group has recorded revenue of approximately RMB948,938,000 for
the year ended 31 December 2018 (2017: RMB882,483,000), representing
an increase of 7.5% as compared to 2017. Profit attributable to owners of
the parent was approximately RMB303,960,000 (2017: RMB292,978,000),
representing an increase of 3.7% over 2017.

The increase in the revenue and the profit was primarily attributable to the
growth in the sales amount of specific medicines of the Group during the
reporting period, and the greater increase in the sales amount of
cephalosporin bulk medicines as compared with 2017.

FINAL DIVIDEND

The Board recommends the payment of a final dividend of HK$0.06 per
sub-divided share for the year ended 31 December 2018, amounting to
the total sum of approximately HK$95,183,000 (equivalent to
approximately RMB81,450,000), to the shareholders whose names
appeared in the register of members as of Wednesday, 29 May 2019
subject to the approval of the shareholders at the forthcoming 2019 Annual
General Meeting (the “2019 AGM”). Taking into consideration the interim
dividend of HK$0.015 per sub-divided share and special dividend of
HK$0.075 per sub-divided share paid on 11 October 2018, the total
annual dividend distributed for the year is HK$0.15 per sub-divided share.
The annual dividend payout ratio remains approximately 33.7% if the one-
off special dividend is not counted.

Chairman’s Statement
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Chairman’s Statement
TEHRE
BUSINESS REVIEW AND PROSPECT

2018 was a key year for deep reform of the system and operational
environment of China’s pharmaceutical sector, with the successive
introduction of policies on the payment under the medical insurance
scheme, drug research and development, group purchasing organizations,
national essential drug list and otherwise. Driven by various policies, the
pharmaceutical industry faced continued pressure from drug price
adjustment. In addition, new institutions were established in the reform of
state institutions in the first half of 2018 and will, in the opinions of most
people, have a material and profound influence on the future health reform.

During the year, due to market fluctuations arising out of the adoption of
various policies, there was greater short-term uncertainty, which made it
necessary for enterprises to take appropriate and timely management
measures to achieve annual business targets in the medium and long-term
business planning, in response to recent changes in the market. During the
reporting period, the Group continued to see an annual growth in the total
sales of specific medicines in the volatile market conditions, with the
reputation for the curative effect of drugs and the brand effect for products
which have been built for years, and appropriate and effective marketing

measures.

In recent years, the Group has gradually stabilized the production quality of
bulk medicines and reasonably adjust the production costs through
continuously improving the production technology and manufacturing
process management of cephalosporin bulk medicines, thus enhancing
the product competitiveness. During the reporting period, due to the
enhancement of product competitiveness as well as an active market of
bulk medicines, the Group reported a significant increase in the sales
amount of cephalosporin bulk medicines as compared with 2017, basically
reversing losses on intermediate and bulk medicines in the last few

financial years.

Looking forward to the future development, as | stated in the 2018 Interim
Report of the Company, the government focuses on the supply reform and
the control of the growth in public medical expenses, and encourages the
pharmaceutical industry to improve product quality and invest more
resources in product research and development and technological
innovation, through different industrial policies and measures, so as to
improve the overall level of China’s pharmaceutical industry and make
more quality and reliable products available for pharmaceutical consumers.
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The Group is deeply aware that there would be continued pressure on the
selling prices of drug products, subject to the aforesaid premises.
According to the current product mix of the Group and the competition
with similar products, the management will continuously adopt a marketing
strategy which meets the Group’s needs and have products sold in various
levels of markets, so as to maintain the Group’s sales standards and
advantages in terms of specific medicines.

More importantly, the Group understands that improving the product mix
in a reasonable, timely and orderly manner according to social needs is the
cornerstone for corporate sustainable development, while the most basic
reality for the development of new products by an enterprise is that new
products must be highly recognized in the market and by consumers after
the launch, with the continued increase of sales cycles, so as to achieve a
positive growth in cash flow and profit. The existing specific medicines
successfully developed by the Group and verified through sales in the
market reflect the effective insight of the Group in selecting and developing
products as well as its ability to launch new products in the market and
successfully sell them. Therefore, the Group will put forth effort to review
the organization and research and development orientation of the research
and development department, thoroughly review all products under
research and research projects, and allocate optimal financial resources to
accelerate the implementation of related work.

In addition, following the first step the Company has taken in December
2016 in engaging in research and development of biotech drugs, with the
establishment of the joint venture company to develop monoclonal
antibody drugs for cholesterol lowering and cancer treatment, the Group
has also pursued an outward expansion, with the implementation of a plan
to acquire chemical pharmaceutical enterprises from external parties with a
view to diversify the Group’s chemical pharmaceutical product mix within a
reasonable period of time. Meanwhile, the Group has established a R&D-
based enterprises by joint venture with companies having strong R&D
strength to build a new research and development platform which operates
independently, and focus on new drug products which are developed,
using new technologies of drug delivery systems, so as to meet the market
demand for drugs in innovative dosage forms.

Chairman’s Statement
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Chairman’s Statement
FEHRE

Although the pharmaceutical industry has to face the pressure from the
continuous adjustment of product prices, the huge population, accelerated
ageing population and improvement in the actual spending power of
consumers and other factors have provided considerable room and
opportunities for the development of China’s pharmaceutical market.
Subject to the successful implementation of various business plans and
expansion projects, the Company is cautiously optimistic about the future
development of the Group.

The Group will continue to practice its time-honored pragmatic style of
operation, aim at the long-term shareholder interest, make well-advised
decisions and endeavor to develop our business. Meanwhile, the
management will continue to recruit outstanding talents, optimize the
management system and stabilise the management team in a bid to create
reasonable returns for the shareholders of the Company.

APPRECIATION
Meanwhile, | would like to take this opportunity to express my appreciation
for the great support and contribution in various business from the

Company’s shareholders and directors and the Group’s partners,
management personnel and all staff in the previous year.

By Order of the Board

Li Kei Ling
Chairman

Hong Kong, 21 March 2019
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Management Discussion and Analysis

REVIEW OF OPERATIONS

During the review period, under the pressure of intense market
competition, sales of the Group’s anti-hypertensive drug in “An” (%) series
medicines and anti-allergic drug “Xikewei” (7 7] &) (Cetirizine
Hydrochloride Tablets) increased slightly as compared to 2017. “Leiyide”
(& % 13) (Entecavir Dispersible Tablets) continued to see an increase in
sales in Mainland China, but the failure of Hong Kong GSK to win the bid
in 2018 led to a decrease in the sales of “Leiyide” (& 5 15) exported by
the Group, thus resulting in a slight decrease in the overall sales of
“Leiyide” (&5 %15 ). Sales of cephalosporin finished medicines was relatively
stable. The competitiveness of cephalosporin intermediates and bulk
medicines was enhanced significantly due to continuous improvement in
product quality and production cost reduction by the Group. The turnover
increased by 34.2%, while for the segment results, there was a turnaround
from years of losses to profits.

During the period, the Group’s marketing management team closely
checked the effectiveness of various business plans, adjusted the Group’s
marketing ideas and sales strategies properly in line with the rapid market
changes, strengthened allocation of resources, and optimized supply and
sales system, in an effort to maintain the market shares. The Group’s
marketing management team will continue deepening the market, make
efforts to further improve the organization control over the market at
various levels, and endeavor to ensure the reasonable increase in sales
amount of that series of medicines in 2019, thereby making contributions
to the Group’s profitability.

ANTI-HYPERTENSIVE PRODUCTS

Hypertension is the most common chronic non-communicable disease.
According to medical statistics, the prevalence rate of hypertension among
Chinese residents aged 18 and above is over 25%, so anti-hypertensive
drugs have a broad market prospect. The Group paid special attention to
market development in this field, and participated in the national “Chinese
Hypertension Intervention Efficacy Study” (CHIEF). The Group cooperated
with more than 150 medical institutions to provide anti-hypertensive drugs
for over 10,000 patients, so the Group enjoyed favorable brand reputation
among doctors and hypertension patients.
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Management Discussion and Analysis

EEE WA

During the period, considering the tendency that the product market of
common anti-hypertensive drugs extended downwards from the first
terminal, the Group’s marketing management carried out precise design
and control of the key marketing impact points such as sales channels and
sales price of major product “Anneizhen” (%2 A &) (Amlodipine Besylate
Tablets), strengthened allocation of resources, and attached importance to
reinforcing the promotion activities of the second and third market
terminals, thereby ensuring the continual sales of such products on the
market and guaranteeing the stability of market shares. Based on the
Group’s integration of the survey data of market research institutions, the
sales of “Anneizhen” (% W E) was placed the leading position among
similar products on the second and third market terminals in many cities
and provinces, and occupied considerable market shares. Moreover, the
sales of another anti-hypertensive drug “Anneixi” (% A &) (Losartan
Potassium and Hydrochlorothiazide Tablets) of the Group recorded an
increase of 31.0% compared with 2017. Ever since 2016, the Group’s
marketing management team made a decision on transformation of the
sales model of “Anneixi” (Z & ), which made great progress in 3 years,
and was placed the leading position among domestic brands in terms of
sales. Along with the further refined management in future, it is anticipated
that “Anneixi” (&2
anti-hypertension. In the future, the Group’s marketing management team

=) will become the Group’s second star product for

will focus more attention on brand planning, channel planning, price
planning and academic promotion of the “An” (%) series products,
strengthen the access design of products to different markets by closely
following up national policies related to chronic disease management, and

further expand the new market.

ANTIVIRAL PRODUCTS

According to market information, Entecavir is currently “basic” medicine for
clinical treatment of hepatitis B, accounting for more than half of the
nucleoside drugs. In 2017, the market scale of the single variety of
Entecavir in China exceeded RMBS5 billion. There was a steady increase in
the domestic market share of “Leiyide” (& $15) of the Group by virtue of
the “unique cyclodextrin inclusion technology” and the “international
quality” strengths. During the period, under the full efforts of the Group’s
sales teams, all the market promotion work was successfully implemented,
better domestic sales results than expected were obtained, remarkable
growth in sales amount as compared to 2017 was recorded, and the long-
term stable market foundation was laid for “Leiyide” (5 515). Meanwhile,
in response to change in national medical insurance policies and the
implementation of group purchasing organizations, the Group adjusted
marketing strategies in a timely manner, enhanced academic promotion,

and further tapped the market potential of the product.
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Management Discussion and Analysis

ANTI-ALLERGIC PRODUCTS

Cetirizine Hydrochloride is a kind of antihistamine drug without central
nervous sedation. It is the first choice for community clinics to treat
allergies, as well as one of the national low price drug catalog products.
During the period, the Group’s marketing management deeply research
the product of “Xikewei” (78 7] ), the competitive products, business
customers, etc., and made corresponding adjustment in marketing policy,
thereby ensuring its stable market shares. As the sales price of such
products is too low, many competitive enterprises have reduced their
concern of similar products. However, the Group will combine the sales
advantages and spare no effort to promote consistency evaluation of
“Xikewei” (7 °] &) and take the lead in acquiring the quality advantages of
consistency evaluation, so as to further reinforce and enhance the sales
volume and market share of “Xikewei” (78 7] &). Another product of the
Group — “Xikexin” (78 A] #T) (Levocetirizine Dihydrochloride Tablets) also
recorded certain sales scale, which performed effect of filling up the
vacancy in terms of sales price and business channels, and made up the
market impacts arising from adjustment of the marketing policy for
“Xikewei” (FEA] &).

FINISHED CEPHALOSPORIN PRODUCTS

The finished cephalosporin product has long been occupying a significant
share of China’s antibiotics market due to its good efficacy and safety, and
will always have a broad market space because of factors such as
environmental pollution (e.g., haze) and enormous social population. In
recent years, the restriction of antibiotics, tenders and other factors have
inhibited the R&D, production and sales of the Group’s products. In view
of this, the Group’s management optimized the product mix by referring to
the actual market circumstances and by combining the corporate
strengths, and made certain achievements in satisfying the productivity,
profitability and sales volume. Meanwhile consistency evaluation was
actively carried out, which laid a good foundation for the subsequent
development of the products.

INTERMEDIATES AND BULK MEDICINES

During the review period, there was a greater improvement in product
competitiveness for the Group’s business of intermediates and bulk
medicines for cephalosporin antibiotics, due to product quality
improvement and production cost reduction, and there was a turnaround
from years of losses to segment profit for such business. Meanwhile,
related review and filing work was actively carried out, which further
stabilized the market share.
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PRODUCT R&D

Apart from the description in the following section of “NEW PRODUCTS
AND PATENT LICENSING”, the Group’s ongoing projects cover the
therapeutic areas of circulatory system, digestive system, endocrine
system, antiviral drugs, etc. The Group will continue investing more
resources in production technology and product R&D and innovation, and
seek after various scientific research cooperation opportunities so as to
strengthen our product mix and profitability foundation.

CONSISTENCY EVALUATION

As at 31 December 2018, the Group carried out quality consistency
research of 17 varieties, of which clinical researches into the bio-
equiavailability (BE) of 6 varieties had been completed and applications for
consistency evaluation for 5 varieties of them were submitted to the Center
for Drug Evaluation, CFDA. Among them, applications of two varieties
(Anneizhen (Z R E) 5mg and Leiyide (& %15) 0.5mg) were approved. In
addition, clinical research into the bio-equiavailability (BE) is being done for

another one variety.

OTHER MATTERS

During the period, the Group continued improving production, product
quality, human resources, internal audit etc., and endeavored to enhance
the risk control capability and improve the operating level of various
systems, in an attempt to maintain the Group’s sustainable development in
the fierce business competition environment.

PRODUCTION AND SALES

For the year ended 31 December 2018, the Group’s production volume
and sales volume of intermediates and bulk medicines respectively
increased by 12.7% and 4.1% as compared to that in 2017. The
production volume and sales volume of cephalosporin powder for injection
increased by 55.7% and 26.9% respectively, as compared with last year.
The increase in the sales volume of powder for injection was mainly due to
processing agency businesses. The production volume of solid-dosage-
forms increased by 12.6% as compared with last year, while the sales
volume was basically in line with last year. As for the international business,
the Group kept expanding its overseas market, with a slight increase in the
sales in the overseas market in spite of the failure to win the bid in respect
of “Leiyide” (& %1%) in the Hong Kong market. The sales in the overseas
market accounted for 13.2% of the overall sales of the Group, representing
a decrease of 0.8 percentage points as compared with last year.
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Management Discussion and Analysis

NEW PRODUCTS AND PATENT LICENSING

(1)

In 2018, applications were submitted to Jiangsu Food and Drug
Administration for registration of a total of 11 varieties (including 6
supplementary applications and 5 re-registration applications); 5 re-
registration approvals and 6 supplementary filing cases were

obtained.

One invention patent was obtained in 2018

A national invention patent (Patent No. ZL.201510368880.2) was
granted for “A Photo-degradation Product of Ceftriaxone Sodium
and Its Preparation Method and Analytical Detection Method” in June
2018.

Two utility model patent certificates were obtained in 2018

(i) An utility model patent certificate (Patent No.
Z1.201720983181.3) was granted for “A System for Recycling
the Dichloromethane in Cephalosporin Synthesis” in April 2018.

(i)  An utility model patent certificate (Patent No.
ZL.2018209481583.2) was granted for “A Metformin
Hydrochloride Tablet Tableting Device” in January 2019.

HONORS AWARDED IN 2018

Time of Awards

March 2018

June 2018

Honors

Suzhou Dawnrays Pharmaceutical Co., Ltd. was
honored as “Top Ten New Economy Enterprises of
Jiangsu Province” (The First Session) jointly by
Jiangsu Provincial Brand Strategy Promotion
Committee ()T # % [& = % € # ), Jiang Su
Province Enterprise Directors Association (JI &k & 1&
¥ X % =) and Jiangsu Federation of Industrial

Economics (T # & T L& EHA ).

Suzhou Dawnrays Pharmaceutical Co., Ltd. was
rated by Jiangsu Economic and Information
Technology Commission (JTE & & HEMENEZ B
&) as the “Pilot Enterprise for the Implementation of
Integration of Information Technology and
Industrialization Management System in Jiangsu in
2018”.
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EEER W

Time of Awards

September 2018

November 2018

January 2019

B2 AT

Honors

“Xikewei (7§ 7] &) Cetirizine Hydrochloride Tablets”
of Suzhou Dawnrays Pharmaceutical Co., Ltd. was
rated by Suzhou Famous-brand Product
Identification Commission (& )1 T 4 W2 E m iR E &

& @) as the “2018 Suzhou Famous-brand Product”.

Suzhou Dawnrays Pharmaceutical Co., Ltd. was
honored by Suzhou Economic and Information
Technology Commission (8fM T EMENEZ B
2) as the “Demonstration Enterprise for
Specialization, Refinement, Characteristic and

Novelty in Suzhou in 2018”.

The 2018 Excellent Product Brand in the
Pharmaceutical Industry in Jiangsu was granted for
both “Amlodipine Besylate Tablets” and “Entecavir
Dispersible Tablets” of Suzhou Dawnrays
Pharmaceutical Co., Ltd.

Suzhou Dawnrays Pharmaceutical Co., Ltd. was
awarded as “Top 100 Enterprises of China’s
Chemical Pharmaceutical Industry in Integrated
Corporate Strength in 2018.” with the company’s
product “Amlodipine Besylate Tablets (“Anneizhen”
Z W E) was awarded as Excellent Product Brand in
Anti-Hypertensive Class of China’s Chemical
Pharmaceutical Industry in 2018.

Suzhou Dawnrays Pharmaceutical Co., Ltd. was
honored as “Top 10 Star Enterprises (Industrial) in
the Development Zone in 2018” by the Management
Commission of Suzhou Wuzhong Economic
Development Zone (B /M KRR G ERBRELZS).
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Management Discussion and Analysis

Time of Awards Honors

February 2019 Suzhou Dawnrays Pharmaceutical Co., Ltd. was
granted the titles of “Top 100 Enterprises in the Real
Economy in Wuzhong District in 2018” and
“Advanced Enterprise in the Manufacturing Industry
in Wuzhong District in 2018 in Terms of
Transformation and Upgrade” by the government of
Wuzhong District, Suzhou City.

Suzhou Dawnrays Pharmaceutical Co., Ltd. was
rated by Suzhou Wuzhong Economic Development
Zone as the “2018 Outstanding Contribution Unit”
and the “Innovative and Transforming Enterprise”.

FINANCIAL REVIEW

SALES AND GROSS PROFIT

For the year ended 31 December 2018, the Group recorded a turnover of
approximately RMB948,938,000, increased by RMB66,455,000 or 7.5%
compared with last year. Of which the turnover of intermediates and bulk
medicines was RMB210,519,000, increased by RMB53,637,000 or 34.2%
compared with last year. The turnover of finished drugs was
RMB738,419,000, increased by RMB12,818,000 or 1.8% compared with
last year. The reasons for the increase in turnover mainly attributed to

growth in sales of intermediates and bulk medicines.

Sales amount of finished drugs, comprising system specific medicines,
powder for injection and tablets of cephalosporin and other oral solid-
dosage-form of antibiotics, reached approximately RMB738,419,000.
Taking into account of the total turnover, sales amount of finished drugs
was approximately 77.8%, decreased by 4.4 percentage points compared
with last year. Sales amount of system specific medicines accounted for
91.3% of sales of finished drugs.

Gross profit was approximately RMB595,029,000, increased by
RMB33,480,000 compared with last year, representing an increase of
6.0%. Gross profit margin decreased by approximately 0.9 percentage
points to 62.7% from 63.6% as in last year. It was mainly due to the

increased sales proportion of intermediates and bulk medicines.
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TABLE OF TURNOVER ANALYSIS

LEXRBEONT — BRERED

PRODUCT TURNOVER SALES BREAKDOWN
ER EEH HELA
Percentage
(RMB'000)  (RMB000)  (RMB'000) points
(AR¥ETR) (ARETT) (ARETL) (%) (%) 8%
2018 2017 Changes 2018 2017 Changes
“E-N\FE T+ F #g ZB-N\F —T—+fF 25
Intermediates and Bulk Medicines hEE R R 210,519 156,882 53,637 222 17.8 4.4
Finished Drugs B 2 738,419 725,601 12,818 77.8 82.2 -4.4
Overall et} 948,938 882,483 66,455 100.0 100.0 0.0
EXPENSES EH

During the year, the total expenses incurred were approximately
RMB251,126,000, equivalent to 26.5% of turnover (2017: 24.9%). The
total expenses increased by approximately RMB31,590,000 compared
with last year which was RMB219,536,000. The selling and distribution
expenses increased by RMB18,768,000 compared with last year due to
adjustment in sales model. Administrative expenses increased by
RMB693,000 compared with last year. Other expenses increased by
RMB10,990,000 compared with last year, mainly due to the increase in
research and development expenses.

SEGMENT PROFIT

For the year ended 31 December 2018, the segment profit of finished
drugs segment was approximately RMB489,683,000, increased by
RMB1,472,000 when compared with 2017 which was RMB488,211,000.
The segment results of intermediates and bulk medicines segment
recorded gain of approximately RMB2,912,000. The earnings increased by
RMB8,267,000 compared with the loss of RMB5,355,000 in 2017. As the
Group had strict control in the production cost of cephalosporin bulk
medicines, the overall production cost reduced and as a result, the

Group’s intermediates and bulk medicines business was in a turnaround.
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INTERESTS AND RIGHTS IN ASSOCIATE

During the year, AD Pharmaceuticals Co., Ltd., which was invested by the
Group’s subsidiary Dawnrays Biotechnology Capital (Asia) Ltd., has carried
out the Phase | clinical trial for AK102, a monoclonal antibody agent and
received clinical trial approval document for AK109, a monoclonal antibody
agent. For the year ended 31 December 2018, AD Pharmaceuticals Co.,
Ltd. reported loss for the year of RMB40,140,000 including the R&D and
administrative expenses of approximately RMB40,727,000 in total. As a
result, the Group shared, in proportion to the investment percentage, an
investment loss of approximately RMB14,049,000. It was RMB6,682,000
in 2017.

PROFIT ATTRIBUTABLE TO OWNERS OF THE PARENT

For the year ended 31 December 2018, profit attributable to owners of the
parent amounted to approximately RMB303,960,000, representing an
increase of RMB10,982,000 or 3.7% compared with RMB292,978,000 in
last year. Such increase was primarily attributable to the increase in profit
contribution from “An”(%) series products of the system specific
medicines, and profit occurred from business of intermediates and bulk
medicines.

ANALYSIS ON THE RETURN ON ASSETS

As at 31 December 2018, net assets attributable to owners of the parent
were approximately RMB1,921,162,000. The return on net assets, which
is defined as the profit attributable to owners of the parent divided by net
assets attributable to owners of the parent was 15.8% (2017: 16.2%). The
current ratio and quick ratio was 5.34 and 4.88 respectively. Turnover days
for trade receivables were approximately 73 days. The turnover days for
trade receivables including bills receivables were 125 days. Turnover days

for inventory were approximately 137 days.
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FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR
LOSS

As at 31 December, 2018, the Group had financial assets at fair value

through profit or loss (comprising of certain listed shares investments)

including:

(i)

(i)

invested in certain Hong Kong public listed shares amounted
approximately RMB8,149,000 (31 December 2017: approximately
RMB8,743,000);

invested in financial bonds issued by China Development Bank
amounted approximately RMB70,000,000 (31 December 2017: Q)
with expected yield amounting approximately RMB478,000;

purchased certain wealth management products of RMB110,000,000
(including “Sui Xin E” (K& E) with principal amount RMB50,000,000,
“Ben Li Feng Tian Tian Li” (74X F] & X X F) with principal amount
RMB40,000,000 and “Dan Wei Jie Gou Xing Cun Kuan 881292” (&
{37 %5 18 1% 17 51 881292) with principal amount RMB20,000,000) (31
December 2017: 0) of floating interest rate principal-preservation
type with interest rate from 2.2% to 4.1% from three good credit
worth banks in China. The expected yield would be approximately
RMB766,000 in total. The wealth management products were mainly
relatively lower risk of default. All principal and interests will be paid
together on the maturity date. The Board believes that the investment
in aforementioned wealth management products can strengthen the
financial position of the Group and bring the fruitful contribution to
the profit of the Group.

The above mentioned financial assets at fair value through profit or loss
amounted to approximately RMB189,393,000 (31 December, 2017:
approximately RMB8,743,000), representing approximately 8.0% (31

December 2017: 0.4%) of the total assets of the Group. For the year

ended 31 December, 2018, the Group recorded the realized gain of

approximately RMB1,400,000 on the disposal of the financial assets at fair

value through profit of loss and unrealized fair value gains (net) of

approximately RMB236,000 for the financial assets at fair value through

profit of loss. The Board believes that the investment in equity investments

and financial assets can diversify the investment portfolio of the Group and

achieve a better return to the Group in future.
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LIQUIDITY AND FINANCIAL RESOURCES

As at 31 December 2018, the Group had cash and bank balance
approximately RMB645,363,000 (as at 31 December 2017:
RMB611,077,000). For the purpose of operating the idle funds more
effectively and improve returns, the Group has purchased wealth
management products and bonds from several banks in Mainland China.
As at 31 December 2018, the financial asset at fair value through profit or
loss was RMB189,393,000 (as at 31 December 2017: RMB8,743,000), of
which, floating interest rate principal-preservation type of wealth
management products amounted to RMB110,766,000 and one-year
bonds issued by China Development Bank amounted to RMB70,478,000.
In addition, in other receivables, an amount of RMB350,000,000 was fixed
interest rate principal-preservation type of wealth management products.
The principal and interest of these principal-preservation type of wealth
management products can be received on maturity date. During the year,
the net cash inflows from operating activities was approximately
RMB274,294,000 (2017: RMB390,741,000). Net cash outflows used in
investing activities was approximately RMB12,736,000 (2017:
RMB452,396,000). Net cash outflows used in financing activities was
approximately RMB204,193,000 (2017: RMB137,862,000).

As at 31 December 2018, the Group had aggregate bank facilities of
approximately RMB1,402,762,000 (as at 31 December 2017:
RMB918,341,000), of which, bank facilities of HK$117,000,000 were
secured by corporate guarantee of the Company. As at 31 December
2018, the Group had no bank loans. Its debt ratio (defined as sum of
interest-bearing bank loans over total assets) was 0% (as at 31 December
2017: 0%).

As at 31 December 2018, the Group had trade receivables of
approximately RMB199,614,000 (as at 31 December 2017:
RMB184,853,000), mainly due to the influence of changes in sales model
of pharmaceutical enterprises resulted from the implementation of “two-

invoice system” throughout pharmaceutical industry in Mainland China.

As at 31 December 2018, the Group had the inventory balance of
approximately RMB148,043,000 (as at 31 December 2017:
RMB121,133,000).
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As at 31 December 2018, the Group’s contracted but not provided for
plant and machinery capital commitments and capital contributions
payable to an associate amounted to approximately RMB84,130,000 (as
at 31 December 2017: RMB4,500,000), which mainly derived from
workshop transformation in Dawnrays (Nantong) Pharmaceutical Science
and Technology Co., Ltd. and staff dorm renovation and minor works in
Suzhou Dawnrays Pharmaceutical Co., Ltd and capital investment in an
associate.

Due to the urban planning adjustment of Wuzhong Economic Development
District by Suzhou Municipal People’s Government, Suzhou Dawnrays
Pharmaceutical Co., Ltd., a wholly-owned subsidiary of the Group, entered
into the Relocation Compensation Agreement with the government where
it operates on 20 December 2017. Both parties agreed the relocation
compensation amount was approximately RMB351,200,000. In January
2018, Suzhou Dawnrays Pharmaceutical Co., Ltd. received the first
relocation compensation of RMB70,238,000.

During the period, Dawnrays International Co. Ltd., the Group’s subsidiary,
transferred all the equity of Guangdong Dawnrays Pharmaceutical Co.,
Ltd., its subsidiary which had suffered from consecutive loss, to an
independent third party at the price of RMB2,900,000, and relevant equity
transfer formalities have been completed. The registered capital of
Guangdong Dawnrays Pharmaceutical Co., Ltd. was RMB3,000,000, and
the net liabilities at time of disposal were RMB59,000.

Save as aforesaid disclosure, the Group had no significant external
investments or material acquisitions or disposal of subsidiaries and
associated companies during the year.

FOREIGN EXCHANGE AND TREASURY POLICIES

At the beginning of 2018, the Group adopted foreign exchange forward
contract to hedge against foreign exchange rate risk, as a result, as at 31
December 2018, the loss in exchange difference was RMB182,000 only.
The Group’s substantial business activities, assets and liabilities are
denominated in Renminbi, so the risk derived from the foreign exchange to
the Group is not high. The treasury policy of the Group is to manage any
risk of foreign exchange or interest rate (if any) only if it will potentially
impose a significant impact on the Group. The Group continues to observe
the foreign exchange and interest rate market, and may hedge against
foreign currency risk with foreign exchange forward contracts and interest
rate risk with interest rate swap contracts if necessary.

20 DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED BRE#84% (128R) AR A 7

RZEBE-—NF+ZA=+—8 AEEZFTHERXR
TEBEORE RS & AR A E R EMN —HEgE
RAIZEAFANELH ARES4,130,0007C (B =ZF
—tF+=ZA=+—H: AR%4,500,0007L) * £
EW R (B3 BERMBERARMBEHME -
BMNRIGREERARMNEIESRENTE TR
K H e N B IR E R o

HREHMNTARBNERPEBERAZERRTRIA
B AEE2EMEBE AR GMNRIGRESR QAR
Rt F+ AT HEMEHBRTREREW
BHE AR T2FBRAESEHARKE
351,200,0007C * RZZE—N\F—ABMRIRRLES
RAFEWE G HLIFEmMES AR 70,238,0007T °

EEHA NEEWE QR RRBEERERD AR AR
ERAEHEEBBNNBEARER R mEXBR
A AILAA R 2,900,000 ST B MBI E =7 HEH
2HRE - A REESEFEC TN - ERRINEE
EERAFINEMEARAARK3,000,0007T  EE
REFBEARAARKES9,0007T

FA-BREAREIN  AEBELEHIMEHEAR
B BARHEMBARRBERF -

IS R B ERR

RZZ-N\FY ARAEERRTINEERHAH
hERER  BBEE - N\F+-A=1+—H
ILFE - AEBERBREARE 182,000 - K&
BAROEBRS  BE ABEHIZUARBHE
B WAREMRAZOINERBRTAK  NEBEMER
BERRREEINER RS ERR (NG ) HAEE
BEESEAZERNETER AEERBEBLTH
SMNEMAEFIGMN - ANEHEEEUIINEERE
KR INE R R R B A B A R A o



Management Discussion and Analysis

STAFF AND REMUNERATION POLICY

As at 31 December 2018, the Group employed approximately 856
employees and the total remuneration was approximately
RMB126,904,000 (2017: RMB120,615,000). The Group regards human
resources as the most valuable assets and truly understands the
importance of attracting and retaining high-performance employees. The
remuneration policy is generally based on the references of market salary
index and individual qualifications. The Group provides its employees with
other fringe benefits, including defined contribution retirement schemes,
share option scheme and medical coverage. The Group also offers some
of its employees stationed in the PRC with dormitory accommodation.

CHARGES ON ASSETS

As at 31 December 2018, the Group had not pledged any assets to banks
to secure credit facilities granted to its subsidiaries (as at 31 December
2017: Nil).

CONTINGENT LIABILITIES

As at 31 December 2018, the Group had no material contingent liabilities.

PLANS FOR SIGNIFICANT INVESTMENTS AND EXPECTED
SOURCE OF FUNDING

Save for those disclosed above in connection with capital commitments
under the section “Liquidity and Financial Resources”, and increase of
registered capital and capital for relocation plans as mentioned in the
Annual Report 2017 and the “Events after the Reporting Period” below,
the Group does not have any plan for material investments or acquisition
of capital assets.

The Group has sufficient financial and internal resources to pay the capital
commitments, capital expenditure for relocation plans, investment projects
and increased registered share capital described above.

SEGMENT INFORMATION

An analysis of the Group’s segment information for the year ended 31
December 2018 is set out in note 3 to the financial statements.
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The board of Directors (the “Board”) of Dawnrays Pharmaceutical
(Holdings) Limited (the “Company”) believes that corporate governance is
essential to the success of the Company and its subsidiaries (collectively
referred to as the “Group”). Good corporate governance can safeguard the
interests of all shareholders and enhance corporate value. Therefore, the
Board has adopted various measures to ensure that a high standard of
corporate governance is maintained.

To the best knowledge, information and belief of the Directors, the
Company has complied with the code provisions of the Corporate
Governance Code (the “CG Code”) as set out in Appendix 14 of the Rules
Governing the Listing of Securities (the “Listing Rules”) on the Stock
Exchange of Hong Kong Ltd. (the “Stock Exchange”) for the year ended
31 December 2018.

MODEL CODE FOR SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities Transactions by
Directors of Listed Issuers (the “Model Code”) set out in Appendix 10 of
the Listing Rules as the Company’s code of conduct for dealings in
securities of the Company by the Directors. Based on specific enquiry of
all Directors, the Company confirms that all the Directors have complied
with the required standard set out in the Model Code, throughout the
accounting period covered by the 2018 annual report.

THE BOARD

The Board is responsible for the leadership and control of the Company
and oversees the Group’s businesses, strategic decisions and
performance. The management has been delegated the authority and
responsibility by the Board for the management of the Group. In addition,
the Board has also delegated various responsibilities to the board
committees. Further details of these committees are set out in this report.

No corporate governance committee has been established and so the
Board is responsible for performing the corporate governance functions
such as developing and reviewing the Company’s policies, practices on
corporate governance, training and continuous professional development
of directors and senior management, developing, reviewing and monitoring
the code of conduct to employees and directors such as inside information
disclosure regulations and assuring the Company’s policies and practices
on compliance with legal and regulatory requirements, etc.
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The Board held 21 board meetings including 6 regular meetings and 15 BEEGREBE_ZE - \FT_A=+—HLEER
ad-hoc meetings during the year ended 31 December 2018. The regular BRI T-—REFgER BENATHESS
board meetings were to consider, among other things, reviewing and eZhThiEREEeen THeResE(H

approving the interim and annual results of the Group, overall group FEEB)BHRMEASEBEF IR FEE  BED
strategy, annual budgets, approval of major capital transactions and other R FERE  HEEREARGREMERSE
significant operational and financial matters. The ad-hoc meetings were BERVBERE BESEASEBABRZERMNE
convened when circumstance required such as reviewing and approving BEEMEEAERENERARY BB RERERIRE
capital expenses for production facilities, proposed special dividend and LM  EREESD  TEES - KAHIEBEET
share sub-division, appointment of director and management, set up of BEEMAR -

research and development project and etc.

Details of the attendance of Directors at board meetings, annual general RIZZ—N\F SEEREFTSEH  ARA7REA
meeting of the Company (the “AGM”), extraordinary general meeting of the FRE(HRFTAFRE])  FrRIRERE ([FHIK’
Company (the “EGM”) and other three board committees’ meetings (the RRgHESI=—AEEZEee@% (EREES -
Audit Committee, the Nomination Committee and the Remuneration REZBEGRFHEES) WHREFBEINHNTX
Committee) during the year 2018 are set out in the following table:

No. of mestings attended/held
SRMERY/ BIRY

Audit Nomination Remuneration

Board AGM EGM Committee Committee Committee
e 5l
Name of Directors EENR =g BERE BEAE ENEES REZEE SHEES
Executive Directors HITEE
Ms. Li Kei Ling (Chairman) ~ ZHB &+ (&) 21/21 11 17 - 5/5 4/
Mr. Hung Yung Lai RERbIE LA 21/21 1M 11 - - -
Mr. Li Tung Ming ' THELL! M - - - - -
Mr. Chen Shaojun? BRIAE Fo A2 19/20 11 0N - - -
Non-executive Director FHTEE
Mr. Leung Hong Man RRREE 13/21 1M 0/ - - -
Independent Non-executive B #77EE
Directors
Mr. Choi Tat Ying Jacky®  ZEmijp s 7/8 1M - 2/2 2/3 3/3
Mr. Lo Tung Sing Tony BRERE 14/21 11 11 5/5 4/5 4/4
Mr. EDE, Ronald Hao Xi EDE, Ronald Hao Xi £ 4 10/21 il i 5/5 5/5 4/4
Ms. Lam Ming Yee Joan*  #RBR{EL£¢ 7/8 - 11 3/3 11 0/0
1 Mr. Li Tung Ming resigned on 23 February 2018, 1 board meeting was held ! FRAFENR T — )\ﬁ )EJ +EEI&E§%’E N
before his resignation. BRI HBIT—REEEE;

2 Mr. Chen Shaojun was appointed as an executive director on 8 January 2 BB SR ER -\ F— H)\Et%&%&?%iﬂﬁ%

2018, 20 board meetings were held after his appointment. £ BREREZEFEHEBIT20NEETESH

8 Mr. Choi Tat Ying Jacky was retired with effect from the conclusion of annual 8 BEi AR T \ERATHARRAEFKE
general meeting of the Company held on 24 May 2018, 8 board meetings, 2 BBREEE  REREMARTNARESE  ZRE
audit committee meetings, 3 nomination committee meetings and 3 REEg —ARREZEGR-RFMEEGSH -

remuneration committee meetings were held before his retirement.

4 Ms. Lam Ming Yee Joan was appointed as an independent non-executive 4 MAEZTR T \FRAZTHRBHEAAEL

director, member of audit committee, nomination committee and FRITER BREEY RELEES FMHEES
remuneration committee on 25 May 2018, 8 board meetings, 3 audit KB BREZEERLRITAESTE  ZREZZ
committee meetings and 1 nomination committee meeting were held after her Bgh—REREZEEYE -

appointment.
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At least 14 days’ notice of regular board meeting is given to all Directors.
The agenda and board papers are sent to the Directors at least 3 days
before the meetings of the Board and board committees so that the
Directors have the time to review the documents. Directors can include
matters for discussion in the agenda if the need arises. Minutes of
meetings of the Board and board committees are recorded in sufficient
details that matters considered and decisions reached. The draft and final
versions of the minutes will be sent to Directors within a reasonable time
after the meetings. Minutes of meetings of the Board and board
committees are kept by the company secretary of the Company and open
for inspection on reasonable notice by any Director.

All Directors are entitled to have unrestricted access to the advice and
service of the company secretary with a view to ensuring that board
procedures, and all applicable rules and regulations are followed. Upon
reasonable request and appropriate circumstances, Directors can seek
independent professional advice to assist them to discharge their duties, at
the Company’s expenses.

If a substantial shareholder or a Director has a conflict of interest in a
matter to be considered by the Board which the Board had determined to
be material, the matter will be dealt with by holding a board meeting with
the presence of disinterested Independent Non-executive Directors or a
meeting of a board committee set up for that purpose pursuant to a
resolution passed in a board meeting.

BOARD COMPOSITION

The Board currently comprises seven Directors, of whom three are
Executive Directors, one is Non-executive Director and three are
Independent Non-executive Directors. The composition meets the
requirement of the Listing Rules for the Board to have at least one-third in
number of its members comprising Independent Non-executive Directors.
The three Independent Non-executive Directors are persons of high
caliber, with academic and professional qualifications in the fields of
accounting and business management respectively. With their experience
gained from senior positions held in other organisations, they provide
strong support towards the effective discharge of the duties and
responsibilities of the Board. The biographies of the Directors are set out in
pages 39 to 42 to the 2018 annual report, which demonstrates the skills,
expertise, experience and qualifications of the Directors.

The Company has received annual confirmation of independence from the
three Independent Non-executive Directors in accordance with Rule 3.13
of the Listing Rules. The Board has assessed their independence and
concluded that all the Independent Non-executive Directors are
independent within the definition of the Listing Rules.
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Ms. Li Kei Ling, the Chairman of the Board and Mr. Hung Yung Lai, one of
the Executive Directors, are directors and ultimate shareholders of several
private companies incorporated in Hong Kong and British Virgin Islands.

Save as disclosed above, the Board members have no financial, business,
family or other material/relevant relationships with each other. The
balanced Board composition is formed to ensure strong independence
exists across the Board which can effectively exercise independent
judgement.

DIRECTORS’ CONTINUOUS TRAINING AND DEVELOPMENT

Directors understand the importance of continuous professional
development and are willing to develop and refresh their knowledge and
skills. This is to ensure that their contribution into the Board remains

informed and relevant.

The Directors are committed to complying with the CG Code A.6.5 on
Directors’ training. All Directors had participated in continuous professional
development and provided a record of training they received for the year
ended 31 December 2018 to the Company.

The individual training record of each Director received for the year ended
31 December 2018 is set out below:

Briefings and updates on
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EERIEFHERLLRAER —(IRITESRRR
RERBENBER B H B R SEMAZAL
ARBINES REKBR -

B ESORERSN  EE R BMWBEANY - 2%
Rk EMBR ERERR - EEFULIEE 2R
BARK - BMAERRBEESSHARE B
BESNA U1 H B L HHf o

ERHEBIINERE

EETHRBEEXER 2 BEEMIMBERELEN
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Attending or participating
in seminars/conferences

the listing rules, business, relevant to

operations, and corporate the management

governance matters or business

BB LTRE - %% - BER HENSMEEEREK

Directors BE CEEARSHZEBRREN ERZBE 83
Ms. Li Kei Ling FHER L+ v v
Mr. Hung Yung Lai ARRIE ST 4 -
Mr. Chen Shaojun PRABE A v/ v
Mr. Leung Hong Man RERLE v/ -
Mr. Lo Tung Sing Tony BRERELE v -
Mr. Ede, Ronald Hao Xi EDE, Ronald Hao Xi 4 v/ -
Ms. Lam Ming Yee Joan MR T v/ -

As Mr. Li Tung Ming and Mr. Choi Tat Ying Jacky resigned and retired on
23 February 2018 and 24 May 2018 respectively, they did not submit their

individual training record to the Company.
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APPOINTMENTS AND ELECTION OF DIRECTORS

The nomination committee will consider the appointment of new Directors
first by reviewing the profiles of the candidates and making
recommendations to the Board. New Directors appointed by the Board
during the year to fill a casual vacancy or as an addition to the Board shall
retire and submit themselves for re-election at the first general meeting
immediately followed their appointment.

Non-executive Directors are appointed for a fixed term of two years and
are subject to retirement by rotation and re-election by shareholders at
annual general meeting in accordance with the Company’s articles of

association (the “Articles”).

According to the Company’s Articles, at each annual general meeting,
one-third of the Directors for the time being (or, if their number is not a
multiple of three, the number nearest to but not less than one-third) shall
retire from office by rotation provided that every Director (including those
appointed for a specific term) shall be subject to retirement by rotation at
least once every three years at the annual general meeting. All retiring
Directors shall be eligible for re-election.

RESPONSIBILITIES OF DIRECTORS

Every newly appointed Director will receive a comprehensive, formal and
tailored induction on his first appointment to have a proper understanding
of the operations and business of the Group and that he is fully aware of
his responsibilities under statute and common law, the Listing Rules,
applicable legal requirements and other regulatory requirements and the
business and governance policies of the Company. The Directors
endeavour to give sufficient time and attention to the Group’s affairs and
are continually updated with legal and regulatory developments, business
and market changes and the strategic development of the Group to

facilitate the discharge of their responsibilities.

The Independent Non-executive Directors take an active role in Board
meetings, contribute to the development of strategies and policies and
make sound and independent judgement on issues of strategy, policy,
performance, accountability, resources, key appointments and standard of
conduct. They will take lead where potential conflicts of interests arise.
They are also members of various board committees and scrutinize the
overall performance of the Group in achieving agreed corporate goals and
objectives, and monitoring the reporting of performance.
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SUPPLY OF AND ACCESS TO INFORMATION

The management has the obligation to supply the Board with monthly
updates and adequate information to enable it to make informed decisions
on matters placed before it. Where any Director requires more information
than is volunteered by the management, each Director has separate and
independent access to the Group’s management to make further enquires
if necessary. Where queries are raised by Directors, management will

respond as promptly and fully as possible.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Under Code Provision of the CG Code A.2.1, the roles of the chairman (the
“Chairman”) and the chief executive officer (the “CEQ”) should be
separated and should not be performed by the same individual. The Board
has appointed Ms. Li Kei Ling as the Chairman. She has executive
responsibilities and provides leadership to the Board such as ensuring all
Directors are properly briefed on issues arising at Board meetings and
received complete and reliable information in a timely manner so that the
Board works effectively and discharges its responsibilities. Mr. Chen
Shaojun was appointed by the Board as the CEO of the Company and has
been delegated with the authority and responsibility for implementing the
Board’s policies and the Group’s daily business operations and
management. The CEO will periodically present the updated market
situation, long term strategies and objectives of the Group, quarterly results
variances analysis between the actual performances and the budget
targets to the Board at the Board meeting. This helps the Board to monitor
the Group’s business operations and to adjust the targets when required.

ACCOUNTABILITY AND AUDIT

The management provides explanation and information to the Board so as
to enable the Board to make an informed assessment of the financial and
other information put before the approval by the Board.

The Directors and CEO acknowledge their responsibility to prepare
financial statements for each financial year which give a true and fair view
of the state of affairs of the Group and in presenting the interim and annual
financial statements and announcements to shareholders. The Board is
not aware of any material uncertainties that may cast significant doubt
upon the Group’s ability to continue as a going concern, the Board
therefore continues to adopt the going concern approach in preparing the
accounts.
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The Board acknowledges its responsibility to present a balanced, clear
and understandable assessment in the Company’s annual and interim
reports and other financial disclosures required under the Listing Rules,
and reports to the regulators as well as the information required to be
disclosed pursuant to the statutory requirements.

The responsibilities of the auditors to the shareholders are set out in the
Independent Auditor’s Report on pages 63 to 68.

RISK MANAGEMENT AND INTERNAL CONTROLS

The Board acknowledges its responsibility for overseeing the Group’s risk
management and internal control systems and reviewing their effectiveness
at least annually through the Audit Committee. The Audit Committee
assists the Board in fulfilling its oversight and corporate governance roles
in the Group’s financial, operational, compliance, risk management and
internal controls, and the resourcing of the finance and internal audit

functions.

The CEO and senior management of the Group is responsible for the
design, implementation and monitoring of the risk management and
internal control systems. Appropriate policies and controls have been set
and established to ensure that assets are safeguarded against improper
use or disposal, relevant rules and regulations are adhered to and
complied with, reliable financial and accounting records are maintained in
accordance with relevant accounting standards and regulatory reporting
requirements, and key risks that may impact on the Group’s performance
are appropriately identified and managed. However the systems and
internal controls can only provide reasonable and not absolute assurance
against material misstatement or loss, as they are designed to manage,
rather than eliminate the risk of failure to achieve business objectives.

The Group’s internal control system is designed to safeguard assets
against misappropriation and unauthorized disposition and to manage
operational risks. Of which including:

(1)  establishing written policies and work flow for major operations and
production cycles to ensure compliance with applicable laws,
regulations, and industry standards;

(2) clearly defined the authorities and key responsibilities of each
business and operational unit, having in place appropriate
segregation of duties and setting proper authorization levels to
ensure adequate checks and balances; and
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(8) rules and guidelines are set to control treasury activities, financial and
management reporting, human resources functions and computer
systems’ operations.

The Group’s risk management framework includes the following elements:

(i) identify significant risks in the Group’s operation environment and
evaluate the impacts of those risks on the Group’s business;

(i)  develop necessary measures to mitigate, reduce or transfer such
risks; and

(i) monitor and review the effectiveness of such measures.

The Group has embedded its risk management systems into the core
operating practices of the business. On an ongoing basis, business and
operational units assess and identify their potential risks which may impact
on their ability to achieve their business objectives and/or those of the
Group. The head of each unit has to complete relevant risk and control
self-assessment questionnaires and confirm to the CEO that appropriate
internal control policies and procedures have been established and
properly complied with. CEO conducts review of the effectiveness of risk
management annually and presents report to the Audit Committee after
review.

In addition, the Board monitors and reviews the adequacy and
effectiveness of the internal control systems through a programme of
internal audit. The internal audit department is set up by the Company to
review the major operational and financial control of the Group in
compliance with the established processes and standards on a continuing
basis and aims to cover all major operations of the Group on a rotational
basis. The internal audit department reports directly to the Chairman of the
Board and the Audit Committee. The Audit Committee examines the
internal audit department’s review and opinions about operational
effectiveness of the Group’s internal control system and reports to the
Board.

During 2018, based on the internal audit report and the risk management
report presented by internal audit department and CEO respectively, the
Audit Committee and the Board were not aware of any areas of concern
that would have a material impact on the Group’s financial position or
results of operations and considered the risk management and internal
control systems to be generally effective and adequate including the
adequacy of resources, staff qualifications and experience, training
programs and budget of the accounting, internal audit and financial
reporting functions.
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INSIDE INFORMATION POLICY

The Company has established policy to ensure that inside information is
disseminated to the public in an equal and timely manner in accordance
with applicable laws and regulations. Access to inside information is at all
times confined to relevant senior management executed on “as needed”
basis, until proper disclosure or dissemination of inside information is made
in accordance with applicable laws and regulation. Relevant personnel and
other professional parties involved are reminded to preserve confidentiality
of the inside information until it is publicly disclosed.

DELEGATION BY THE BOARD

The day-to-day management of the Group is delegated to the
management by the Board, with division heads responsible for individual
department’s daily operations.

Major corporate matters that are specifically delegated by the Board to the
management include the preparation of interim and annual reports and
announcements for the Board’s approval before publishing, execution of
business strategies and initiatives adopted by the Board, implementation
of adequate systems of internal controls and risk management procedures,
and compliance with relevant statutory requirements and rules and

regulations.
BOARD COMMITTEES

The Board has established the nomination committee, remuneration
committee and audit committee. The committees’ terms of references
defined their functions and responsibilities have been posted on the

Company’s website.

NOMINATION COMMITTEE

As at 31 December 2018, the nomination committee of the Company (the
“Nomination Committee”) had Ms. Li Kei Ling as the committee’s
chairman, and the three Independent Non-executive Directors, Mr. Lo
Tung Sing Tony, Mr. Ede, Ronald Hao Xi and Ms. Lam Ming Yee Joan as
the committee’s members. The Nomination Committee’s terms of

reference are summarized as follows:

(1)  to review the structure, size and composition (including the skill,
knowledge and experience) of the Board at least annually and make
recommendations on any proposed changes to the Board to
complement the Company’s corporate strategy;

30 DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED SRER8I% (128R) AR A 7

R B BER

ARREHIFEERE - AERAREBREEBED
FOER R F RIBR A DR EM - EEARE - QR
REASREEBABLRBERFTRTHEERAR
BE BEERABBERBER AV AR TARE
HEM WIREAHEEECBTIREMERZALA
BAREEREEEC AMKE -

EEERNINER

ESeURAKREZARERENGEIERE - 30
TERASAPINREEE-

ESERMNZAEEEBRT IR XFTHERS
BRBERFERE RBEUHESSNAMATAZ
HITEFEMRMIEBRIERIER  #ITZER
MEEFERRAREREFARETERETHRE
ARG o

EEEETHEES

EFERURLZES  FHRBEERERZBE -
MAZEeNEIRBENBEGSESHNARA
Wk E -

REZES

RZEBE-—NF+ZA=+—B  ARAREEET
(RE2ZES)UTHEBRZTAZESERAK=-F
B IETTE BRI L4 - EDE, Ronald Hao Xi%t
ERMAEZTAZEGRE - REZEG 2R
HEBMT

(1) ELESFRIEFEIRE  AHRAK(E
R B RER)  WREM/ES AR
BZARKBEMBRHERSEH 28R HE

= .
Px o



(2)  to identify individuals suitably qualified to become Board members
and to select or make recommendations to the Board on the
selection of individuals nominated for directorships;

(8)  to assess the independence of independent non-executive directors;
and

(4)  to make recommendations to the Board on the appointment or re-
appointment of directors and succession planning for directors, in
particular the chairman and the chief executive officer.

BOARD DIVERSITY POLICY

The Nomination Committee adopted a board diversity policy (the “Board
Diversity Policy”) which seeks to achieve board diversity through the
consideration of a number of factors, including but not limited to ethnicity,
working experience, professional skills, knowledge and length of service.
The Company believes that increasing diversity at the Board level is an
important part of achieving its strategic objectives and to attract and retain
the best people. Appointments to the Board shall be on merit, in the
context of the skills and experience the Board as a whole requires to be
effective, and against objective criteria and with due regard for the benefits
of diversity. There are many considerations that factor into the Nomination
Committee’s nomination process including legal requirements, best
practices, and skills required to complement the Board’s skill set and the
number of Directors needed to discharge the duties of the Board and its
Committees. But it will not set any restrictions like gender, age, cultural or
educational background when short listing candidates. The Company
believes that a truly diverse Board will include and make good use of
differences in the skills, regional and industry experience, background and
other qualities of Directors. The Nomination Committee shall review the
diversity of the Board at least annually taking into account the Group’s
business model and specific needs and shall monitor the implementation
of the Board Diversity Policy and, if appropriate, make recommendations
on proposed changes to the Board to complement the Company’s
corporate strategy.
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NOMINATION POLICY

The Nomination Committee recommends candidates for nomination to the
Board, which approves the final choice of candidates. The Nomination
Committee was responsible to maintain the nomination policy of the
Company (the “Nomination Policy”) and review the same from time to time.
The objective of the Nomination Policy is to assist the Company in fuffilling
its duties and responsibilities as provided in its terms of reference. This
Nomination Policy sets out, inter alia, the selection criteria and the
evaluation procedures in hominating candidates to be appointed or re-
appointed as Directors of the Company. The Nomination Committee shall
consider any and all candidates recommmended as nominees for Directors
to the Committee by any Directors or Shareholders of the Company in
accordance with the Articles. The Nomination Committee may also
undertake its own search process for candidates and may retain the
services of professional search firms or other third parties to assist in
identifying and evaluating potential nominees. The Nomination Committee
shall endeavour to find individuals of high integrity who possess the
qualifications, qualities, skills, experience and independence (in case of
Independent Non-executive Directors) to effectively represent the best
interests of all Shareholders. Candidates will be selected for their ability to
exercise good judgment, and to provide practical insights and diverse
perspectives. The Nomination Committee may use any process it deems
appropriate for the purpose of evaluating candidates including personal
interviews, background checks, written submission by the candidates and
third party references. As far as practicable, nominees for each election or
appointment of Directors shall be evaluated using a substantially similar
process. The Nomination Committee believes that independence is an
important part of fulfilling the Directors’ duty to supervise the management
of the business and affairs of the Company. Non-executive Directors and
Executive Directors are required to disclose his/her competing businesses
to the Company. Cross-directorships in Hong Kong or overseas between
Directors are also reviewed annually. The Nomination Committee is
accountable for assessing whether any competing businesses or
interlocking directorships could materially interfere with the exercise of
objective and unfettered judgement by relevant Directors or their ability to
act in the best interests of the Group.
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During the year 2018, the Nomination Committee had five meetings to
review the independence of independent non-executive directors, the
renewal of Directors’ letter of appointment and the qualification of
candidate for independent non-executive director vacancy and the
recommendation of the appointment of new directors.

REMUNERATION COMMITTEE

As at 31 December 2018, the remuneration committee of the Company
(the “Remuneration Committee”) had Mr. Ede, Ronald Hao Xi, an
Independent Non-executive Director, as the committee’s chairman, Ms. Li
Kei Ling, and two Independent Non-executive Directors, Mr. Lo Tung Sing
Tony and Ms. Lam Ming Yee Joan as the committee’s members. The
Remuneration Committee’s terms of reference are summarized as follows:

(i) to recommend to the Board on the Group’s policy and structure of
all Directors and senior management remuneration and on the
establishment of a formal and transparent procedure for developing

remuneration policy;

(i)  to determine with delegated responsibility, the remuneration
packages of individual executive Directors and senior management;

(i) to review and approve compensation payable to Executive Directors
and senior management for any loss or termination of office or
appointment ;

(iv)  to review and approve compensation arrangements relating to

dismissal or removal of Directors for misconduct; and

(v)  to ensure that no Director or any of her/his associates is involved in
deciding her/his own remuneration.

The Group’s remuneration policy bases on the market practice, the
qualification, duties and responsibilities of Directors and employees. In
order to attract, retain, and motivate high-performance persons, the
Company has adopted share option scheme to reward those participants
who contribute to the success of the Group’s operations.
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The Board considers that the executive directors of the Company, CEO
and the financial controller are the key management personnel of the
Group. For the year ended 31 December 2018, the aggregate emoluments
payable to directors, CEO and the financial controller were within the
following bands:

Nil to HK$1,000,000

HK$1,000,001 to HK$2,000,000
HK$2,000,001 to HK$3,000,000
HK$3,000,001 to HK$4,000,000
HK$4,000,001 to HK$5,000,000

Details of the amount of Directors’ and chief executive officer’s
emoluments are set out in note 7 to the financial statements and the
details of the Share Option Scheme are set out in note 29 to the financial
statements.

The Remuneration Committee had four meetings in 2018 to determine the
bonus of senior management and the director remuneration of newly

appointed directors.

AUDIT COMMITTEE

The Company has an audit committee (the “Audit Committee”) which was
established in compliance with Rule 3.21 of the Listing Rules for the
purpose of reviewing and providing supervision over the Group’s financial
reporting process and internal controls. The Audit Committee comprises
three Independent Non-executive Directors of the Company who among
themselves possess a wealth of management experience in the accounting

profession, commercial, medical and pharmaceutical sectors.

As at 31 December 2018, the Audit Committee’s chairman was Mr. Lo
Tung Sing Tony, Mr. Ede, Ronald Hao Xi and Ms. Lam Ming Yee Joan
were the committee’s members. The Audit Committee’s terms of reference

are summarized as follows:

(i) to consider and recommend to the board the independence,

appointment, re-appointment and removal of external auditors;

(i)  to approve the remuneration and terms of engagement of the
external auditors, and to deal with any questions of its resignation or

dismissal;
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(i) to review financial information; and

(iv)  to oversee financial reporting system, risks management and internal

control system.

During the year 2018, the Audit Committee had five meetings, two of
which were held with external auditors without presence of executive
directors. The work performed by the Audit Committee for the year ended
31 December 2018 is summarized below:

—
—

) reviewed the external auditors’ independence, the terms of
engagement and approved the remuneration of the external auditors;

(2)  reviewed the annual audit plan of the external auditors and discussed
with them about the nature and scope of the audit;

(8) reviewed the Group’s interim financial information and annual
financial statements, before submission to the Board, discussed the
financial reporting matters and any areas of concerns during the
audits, including but not limited to the impact of the changes in
accounting policies and practices, and on the compliance with
accounting standards, the Listing Rules and the legal requirements;

(4)  reviewed internal audit report and annual audit plan of the internal
audit department and the effectiveness of internal audit function, risk

management and internal control systems.

The audited financial statements of the Company for the year ended 31
December 2018 have been reviewed by the Audit Committee before
recommending them to the Board for approval.

AUDITORS’ REMUNERATION

Ernst and Young has been reappointed as the Company’s external
auditors at the AGM on 24 May 2018 until the conclusion of the next AGM.
During the year 2018, the remuneration paid or payable to the Company’s
external auditors in respect of services provided is as follows:

Fees for statutory audit service amounted to RMB1,510,000

Fees for non-statutory audit service amounted to RMB780,000
Fees for non-audit service amounted to RMB250,000
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COMPANY SECRETARY

Ms. Pang Kit Ling, the company secretary of the Company, is a full time
employee of the Group. During the year, the company secretary of the
Company confirmed that she had taken no less than 15 hours of relevant
professional training.

CONSTITUTIONAL DOCUMENTS

There is no change in the Company’s memorandum and articles of

association during the year ended 31 December 2018.

SHAREHOLDERS’ RIGHTS

Pursuant to Articles 58 of the Company’s Articles of Association, any one
or more shareholders holding at the date of deposit of the requisition not
less than one-tenth of the paid up capital of the Company carrying the
right of voting at general meetings of the Company shall at all times have
the right, by written requisition to the Board or the secretary of the
Company, to require an extraordinary general meeting to be called by the
Board for the transaction of any business specified in such requisition; and
such meeting shall be held within two months after the deposit of such
requisition. If within twenty-one days of such deposit the Board fails to
proceed to convene such meeting the shareholder(s) himself (themselves)
may do so in the same manner, and all reasonable expenses incurred by
the shareholder(s) as a result of the failure of the Board shall be reimbursed
to the shareholder(s) by the Company.

There is no provision allowing shareholders to move new resolutions at
general meetings under the Cayman Islands Companies Law or the
Articles of Association of the Company. Shareholders who wish to move a
resolution may request the Company to convene a general meeting

following the procedures set out in the preceding paragraph.

As regards, proposing a person for election as a director, please refer to
the procedures available on the website of the Company.

Shareholders may at any time send their enquiries and concerns to the
Board in writing to the Company’s principal place of business in Hong
Kong at Units 3001-02, 30/F, CNT Tower, 338 Hennessy Road, Wanchai,
Hong Kong.
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COMMUNICATIONS WITH SHAREHOLDERS

The Board recognises the importance of good communications with all
shareholders. The Company establishes and maintains different
communication channels with its shareholders through the publication of
annual and interim reports. Our corporate website which contains
corporate information, corporate governance practice, interim and annual
reports, announcements and circulars issued by the Company enables the
Company’s shareholders to have timely and updated information of the
Company.

The Company’s AGM is a valuable forum for the Board to communicate
directly with the shareholders. The Chairman of the Board attends the
AGM and arranges the chairman of the committees or in the absence of
the chairman of such committees, another member of the committees to
be available to answer questions at the AGM. The Chairman proposes
separate resolutions for each issue to be considered, including the election
of Directors, and put each proposed resolution to the vote by way of a poll.
Voting results are posted on the Company’s website on the day of AGM.
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Directors’ and Senior Management’s Biographies

EXECUTIVE DIRECTORS

Ms. LI, Kei Ling, aged 70, is an Executive Director and Chairman of the
Company. Ms. Li is one of the founders of the Group. She founded the
Group in December 1995 and was appointed to the Board in October
2002. She was also the chief executive officer of the Company from 1
March 2015 to 17 April 2016. Ms. Li is also the Chairman of Dawnrays
International Co. Ltd., Dawnrays International Co., Ltd. (3% BIFR A% 17 A R
A A)), Suzhou Dawnrays Pharmaceutical Co., Ltd., Su Zhou Dawnrays
Pharmaceutical Science and Technology Co., Ltd., Dawnrays (Nantong)
Pharmaceutical Science and Technology Co., Ltd. and Dawnrays Pharma
(Hong Kong) Ltd., which are all subsidiaries of the Company. She is the
Chairman of the Nomination Committee and a member of the
Remuneration Committee. Ms. Li has over twenty years of experience in
corporate management, strategic planning, business operations and
finance, in particular for pharmaceutical enterprises in the PRC. She is
responsible for supervising the strategic management decisions to ensure
good corporate governance practices and business policies are
established, and executing the overall developmental strategies of the
Group.

Mr. HUNG, Yung Lai, aged 74, is an Executive Director of the Company
and one of the founders of the Group. Mr. Hung founded the Group in
December 1995 and was appointed to the Board in October 2002. Mr.
Hung also holds directorship in Dawnrays International Co. Ltd., Dawnrays
Biotechnology Capital (Asia) Ltd., Dawnrays International Co. Ltd. (3353
B2 A% 15 B BR A A)), Suzhou Dawnrays Pharmaceutical Co., Ltd., Su Zhou
Dawnrays Pharmaceutical Science and Technology Co., Ltd., Dawnrays
(Nantong) Pharmaceutical Science and Technology Co., Ltd. and
Dawnrays Pharma (Hong Kong) Ltd., which are all subsidiaries of the
Company. Mr. Hung holds a degree from £ /& & %4 2 [ (Shanghai
Conservatory of Music). He has over twenty years of experience in
corporate management and corporate development, and has participated
in founding and managing of pharmaceutical and high-tech enterprises.
Mr. Hung is an executive director and the chairman of Sing Lee Software
(Group) Ltd., a company listed on the Growth Enterprise Market of the
Stock Exchange.
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Directors’ and Senior Management’s Biographies

EENGREEEEBE

Mr. CHEN, Shaojun, aged 41, is an Executive Director and chief
executive officer of the Company. He joined the sales and marketing
department of Suzhou Dawnrays Pharmaceutical Company Limited, a
subsidiary of the Company, in August 2002 as area manager and was
responsible for developing area market of new specific medicines of the
Group and managing its sales business. Mr. Chen has long specialized in
sales promotion, network building, brand upgrading, planning and
managing of business development in China pharmaceutical market. He
has accumulated almost twenty years of experience in pharmaceutical
sales and marketing and corporate development and management. Mr.
Chen was appointed as executive vice president of the Company in
December 2014 and became the chief executive officer of the Company
on 18 April 2016 to take charge of daily business operations of the Group.
Mr. Chen was appointed as Executive Director of the Company on 8
January 2018. Mr. Chen also holds directorship in Suzhou Dawnrays
Pharmaceutical Co., Ltd., Su Zhou Dawnrays Pharmaceutical Science and
Technology Co., Ltd. and Dawnrays (Nantong) Pharmaceutical Science
and Technology Co., Ltd., which are all subsidiaries of the Company. He is
also the general manager of Dawnrays Pharma (Hong Kong) Limited, a
subsidiary of the Company.

NON-EXECUTIVE DIRECTOR

Mr. LEUNG, Hong Man, aged 44, is a Non-executive Director of the
Company. He joined the Group and was appointed to the Board in
November 2005. Mr. Leung has started his business career in knitting
machinery since 1993. He has over 10 years experience in sales and
management and also over 10 years experience in finance and property
investments. In recent years, Mr. Leung has strived to exploit business in
hi-tech agriculture and arts and cultural industries. Mr. Leung currently is
the shareholder and the director of Toyo International Investment Ltd.,
which has been one of the substantial shareholders (as required to be
disclosed under Part XV of the Securities and Futures Ordinance) of the
Company since September 2005.
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Directors’ and Senior Management’s Biographies

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. LO, Tung Sing Tony, aged 50, is an Independent Non-executive
Director of the Company. Mr. Lo joined the Group in October 2010. He is
the Chairman of the Audit Committee, a member of the Remuneration
Committee and the Nomination Committee of the Company respectively.
Mr. Lo has extensive experience in financial management and business
development in Hong Kong and multinational companies. He obtained his
Bachelor degree in Business Administration from The Chinese University of
Hong Kong and Master of Science in Financial Management from The
University of London. Mr. Lo is an associate member of The Hong Kong
Institute of Certified Public Accountants and a full member of CPA
Australia. He currently holds the position of the Head of Corporate
Financial Control at The Hong Kong Jockey Club.

Mr. EDE, Ronald Hao Xi, aged 60, is an Independent Non-executive
Director of the Company. Mr. Ede joined the Group in June 2015 and was
appointed as a Non-executive Director. He was re-designated as an
Independent Non-executive Director, the Chairman of the Remuneration
Committee, a member of the Audit Committee and the Nomination
Committee of the Company with effect from 1 July 2017. Mr. Ede has
extensive experience in financial and business management in multinational
companies. He obtained his Bachelor degree in Business Administration
from The University of Hawaii and a Master of Business Administration
degree from The University of Washington. He is also a fellow member of
the Institute of Singapore Chartered Accountants. Mr. Ede was appointed
as Mindray Medical International Ltd’s independent director and chairman
of the audit committee in January 2017. Mr. Ede currently holds the
position of executive director and chief financial officer of Innovent
Biologics Inc. (a company listed on the Main Board of the Stock Exchange
of Hong Kong Limited).
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Directors’ and Senior Management’s Biographies
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Ms. LAM, Ming Yee Joan, aged 51, is an Independent Non-executive
Director of the Company. Ms. Lam joined the group in May 2018. She is a
member of the Audit Committee, the Remuneration Committee and the
Nomination Committee of the Company respectively. Ms. Lam earned her
bachelor degree in accountancy from City University of Hong Kong. She is
a certified public accountant in Hong Kong. Ms. Lam has extensive
experience in the finance and accounting field, gained from major
international financial institutions and listed company in Hong Kong.

SENIOR MANAGEMENT

Mr. WU, Yi Jun, aged 55, is the Financial Controller of the Group. Mr. Wu
is responsible for the Group’s financial management including financial
planning, capital budgeting, execution of costing, budget planning and
monitoring. Mr. Wu obtained a Bachelor degree of Accountancy from
Nanjing Audit Institute (renamed as Nanjing Audit University in 2015). He
attained economist and senior accountant qualification in the PRC. Mr. Wu
has over thirty years’ experience in auditing, budgeting, financial
management, corporate banking, economic management and PRC’s
taxation regulations. Mr. Wu joined the Group in December 2002.
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The board of Directors (the “Board”) herein present their report and the
audited financial statements of Dawnrays Pharmaceutical (Holdings)
Limited (the “Company”) and its subsidiaries (collectively referred to as the
“Group”) for the year ended 31 December 2018.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding. Details of the
principal activities of the subsidiaries are set out in note 1 to the financial
statements. There were no significant changes in the nature of the Group’s
principal activities during the year.

DIVIDEND POLICY

The Company aims to provide its shareholders with a target annual
dividend payout ratio between 25% to 50% of the profit after tax
attributable to owners of the parent in any financial year subject to the
following factors:

1. the Company’s actual and expected cash flow positions and financial
performance;

2. projected capital expenditure, future expansion plans and growth
opportunities;

3. the Group’s debts to equity ratio, return on equity and the relevant
financial covenants;

4. general economic conditions and business cycle of the Group’s core
business;

5. general expectation of shareholders and investors of the Company;
and

6.  any other factors that the Board deems appropriate.

The Board will declare dividends semi-annually. The payment of final
dividend is subject to the approval of Shareholders and scrip dividend
distribution option also may be provided for the election of the
Shareholders in relation to the payment of final dividend in any financial
year. This dividend policy and the declaration and/or payment of dividends
under this policy are subject to the Board’s continuing determination that
this dividend policy and the declaration and/or payment of dividends would
be in the best interests of the Group and the Shareholders, and are in
compliance with all applicable laws and regulations.
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Report of the Directors
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RESULTS AND DIVIDENDS

The Group’s profit for the year ended 31 December 2018 and the state of
affairs of the Company and the Group at that date are set out in the
audited financial statements on pages 69 to 197.

An interim dividend of HK$0.015 and a special dividend of HK$0.075 per
ordinary share were paid on 11 October 2018. The Board recommends
the payment of a final dividend of HK$0.06 per ordinary share in respect of
the year, to shareholders on the register of members on 29 May 2019.
This recommendation has been incorporated in the financial statements as
an allocation of retained profits within the equity section of the statement of

financial position.
BUSINESS REVIEW

Review of the Group’s business for the year ended 31 December 2018 are
presented in “Chairman’s Statement” and “Management Discussion and
Analysis” on pages 5 to 8 and pages 9 to 15 respectively. The “Financial
Review” on pages 15 to 21 also includes an analysis of the Group’s
financial key performance indicators during the year. Future developments
in the Group’s business are disclosed in “Chairman’s Statement” on pages
6 to 8 and “Management Discussion and Analysis” on pages 9 to 12.

The applicable discussion and analysis as cross-referenced above shall
form an integral part of this Report of the Directors.

EVENTS AFTER THE REPORTING PERIOD

In order to enhance the Group’s R&D, production and selling ability,
diversify the product lines and improve the future profitability of the Group,
the Group entered into a framework agreement with “Supper Fort Holdings
Limited”, an independent third party, on 27 February 2019 after the
reporting period, in respect of the acquisition of the entire issued share
capital of TOP FIELD LIMITED, the target company, at a consideration of
HK$438 million (subject to adjustment), subject to the formal sale and

purchase agreement.
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In order to maintain continuous and sound development of the Group’s
businesses, expanding its business scope and increasing new sources of
profit, it sought external sources and carried out business cooperation. On
15 March 2019 after the reporting period, Suzhou Dawnrays
Pharmaceutical Co., Ltd., a subsidiary of the Group, signed an agreement
with Guangzhou Huagj Yixin Technology Co., Ltd. (BN EMEERIEA
[ A &]) and Zhuhai Changze Ruide Technology Enterprise (¥k /8K 28 1E
B %) (imited partnership) (both independent third parties), in respect
of the establishment of Nanjing PharmaRays Science and Technology Ltd.
(tentative name), a R&D-oriented joint venture company, in order to build a
new research and development platform which operates independently,
and focus on new drug products which are developed, using new
technologies of drug delivery systems, so as to meet the market demand
for drugs in innovative dosage forms. The registered capital of such
company was RMB50 million, which was owned as to 65% by Suzhou
Dawnrays Pharmaceutical Co., Ltd.

PRINCIPAL RISKS AND UNCERTAINTIES

Details about the Group’s financial risk management objectives and
policies are disclosed in Note 35 to the financial statements. The following
risks and uncertainties may affect the results and business operations of
the Group, some of which are inherent to pharmaceutical sector and some

are from external sources.

(1) DRUG APPROVAL PROCESS IN RELATION TO PRODUCTS

UNDER DEVELOPMENT

The actual timing of the market launch of products under
development could vary significantly from our estimates due to a
number of factors including delays or failures in our pre-clinical
studies or clinical trials, the lengthy approval process and the
uncertainties in the outcome of regulatory approval process. If any of
the necessary approvals in relation to products under development
is delayed or not obtained, this could adversely affect the timing of
the market launch of the products. The Group is committed to
investing in research and development of new drugs in order to
ensure a rich product pipeline.
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3

TENDER AND PRICE CONTROL

In each province where we market our products, the Group has to
participate in a government-led tender process every year or every
few years. In the event that the Group fails to win the tender in a
provincial tender process, the sale of the Group’s products to public
hospitals in such province will be prohibited and the Group will lose
market share in such province. In addition, certain new methods
have been recently adopted in the provincial tender process, which
may exert further downward pressure against the price of
pharmaceutical products and the Group’s market share, revenue
and profitability may be adversely affected. The Group has a team of
staff monitoring and handling the drug tenders with the objective of
winning the tenders for the Group’s products at a desirable price

level.

HEALTHCARE REFORM IN CHINA

The healthcare system in the PRC is undergoing a crucial reform
period, where laws, regulations and policies in effect governing the
medical, healthcare and pharmaceutical industry are constantly
evolving. New policies implementation may have material effects to
the Group. It may also incur significant costs, divert the resources
and attention of the management and thus leading to more
uncertainties and risks in respect of the Group’s business and
operation.

ENVIRONMENTAL POLICIES AND PERFORMANCE

The Board is well aware of the importance of environmental protection on

the Group’s sustainability and stable development. The Group strives to

improve product quality while achieving the best balance between cost

control and environmental protection, devotes to be a resource-saving and

environment-friendly enterprise with low energy and resources

consumption and low level of discharge on wastages. The Group has

established an environmental management system to promote clean

production, to reduce pollution and to reduce the risk of environmental

accidents. The Group also evaluates environmental and social risks of its

suppliers on a regular basis to ensure the safety of its supply chains.
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT

The environmental, social and governance report of the Company
prepared in accordance with Appendix 27 of the Listing Rules will be
announced on The Stock Exchange of Hong Kong Limited and the
Company’s website within three months after the publication of the annual
report of the Company.

COMPLIANCE WITH APPLICABLE LAWS AND
REGULATIONS

As far as the directors and management are aware, for the year ended 31
December 2018, the Group has complied in all material respects with the
relevant laws and regulations that have a significant impact on the business

and operations of the Group.

KEY RELATIONSHIPS

(1) EMPLOYEES
Being people-oriented, the Group ensures all staff are reasonable
remunerated and also continues to improve and regularly review and
update its policies on remuneration and benefits, training,
occupational health and safety. The staff and remuneration policy are
presented in “Management Discussion and Analysis” on page 21.

(20 SUPPLIERS

The Group has established a supplier management system to
handpick suppliers through a screening and evaluation process
based on quality and price. Furthermore, the Group also carries out
field audit on its suppliers when necessary, with a view to make
endeavor to ensure its suppliers are equipped to provide guarantees
on quality, as well as safety and other environmental issues that
require managerial skills. Such audit cover a number of areas,
including productivity, technical standards, quality assurance, supply
capability, as well as safety and environmental management
credentials.
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(3) DISTRIBUTORS

The Group sells some of products to customers through third-party
distributors. The Group works closely with distributors to ensure that
the Group shares the view for upholding brand value and customer
services, specifically focusing on attracting and retaining customers
in order to drive sales growth. The Group also requires distributors to
comply with the Group’s policies and promotional activities
standards. The Group also monitors the financial condition and
repayment history of distributors.

(4) CUSTOMERS

The Group maintains a good relationship with its customers and
constantly endeavours to deliver quality products and services to its
customers. The Group also directs dedicated efforts to deal with
complaints about relevant products and has established relevant
processes to handle complaints. In addition the Group has assigned
staff to investigate customers’ complaint cases and provide timely
feedbacks in order to safeguard customers’ benefits.

CORPORATE GOVERNANCE

Details of the Company’s corporate governance practices are set out in
the Corporate Governance Report on pages 22 to 38 of the annual report.

EMOLUMENT POLICY

The Group’s emolument policy bases on the market practice, the
qualification, duties and responsibilities of Directors and employees. Other
fringe benefits, including defined contribution retirement schemes, share
option scheme and medical cover are also provided.

REMUNERATION OF DIRECTORS AND FIVE INDIVIDUALS
WITH HIGHEST EMOLUMENTS

Details of the emoluments of the Directors and five highest paid individuals
during the year are set out in notes 7 and 8 to the financial statements.
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SUMMARY OF FINANCIAL INFORMATION

A summary of the published results and of the assets and liabilities of the
Group for the last five financial years, as extracted from the published
audited financial statements, is set out on page 198. This summary does
not form part of the audited financial statements.

DONATION

During the year, the Group made charitable donation amounting to
RMB658,000.

PROPERTY, PLANT AND EQUIPMENT AND LAND USE
RIGHTS

Details of movements in property, plant and equipment and land use rights
of the Company and the Group during the year are set out in notes 13 and
14 to the financial statements, respectively.

INTEREST-BEARING BANK LOANS

The Group did not have interest-bearing bank loans as at 31 December
2018.

SHARE CAPITAL

On 3 August 2018, the Shareholders in the extraordinary general meeting
approved sub-division of each of the issued and unissued ordinary shares
of par value of HK$0.10 of the Company into two sub-divided share of par
value of HK$0.05 each in the share capital of the Company with effect
from 6 August 2018.

Details of movements in share capital of the Company during the year are
set out in note 28 to the financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s
articles of association or the laws of the Cayman Islands which would
oblige the Company to offer new shares on a pro-rata basis to existing
shareholders.
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Report of the Directors
EEEHRE

PURCHASE, REDEMPTION OR SALE OF LISTED
SECURITIES OF THE COMPANY

During the year, neither the Company, nor any of its subsidiaries
purchased, redeemed or sold any of the Company’s listed securities for
the year ended 31 December 2018.

RESERVES

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

DISTRIBUTABLE RESERVES

At 31 December 2018 the Company’s reserves available for distribution
amounted to RMB240,959,000, of which RMB81,450,000 has been
proposed as a final dividend for the year. Under the Companies Law, Cap.
22 (Law 3 of 1961, as consolidated and revised) of the Cayman Islands,
the share premium account of the Company of approximately
RMB26,160,000 as at 31 December 2018 is distributable to the
shareholders of the Company provided that immediately following the date
on which the dividend is proposed to be distributed, the Company will be
in a position to pay off its debts as they fall due in the ordinary course of
business. The share premium account may also be distributed in the form

of fully paid bonus shares.
MAJOR CUSTOMERS AND SUPPLIERS

In the year under review, sales to the Group’s five largest customers
accounted for 18.16% of the total sales for the year and sales to the
largest customer included therein amounted to 4.89%. Purchases from the
Group’s five largest suppliers accounted for 21.57% of the total purchases
for the year and purchases from the largest supplier included therein

amounted to 2.95%.

None of the Directors of the Company or any of their associates or any
shareholders (which, to the best knowledge of the Directors, own more
than 5% of the Company’s issued share capital) had any beneficial interest

in the Group’s five largest customers or suppliers.
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DIRECTORS

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

EXECUTIVE DIRECTORS

Ms. Li Kei Ling

Mr. Hung Yung Lai

Mr. Li Tung Ming (resigned on 23 February 2018)
Mr. Chen Shaojun (appointed on 8 January 2018)

NON-EXECUTIVE DIRECTOR
Mr. Leung Hong Man

INDEPENDENT NON-EXECUTIVE DIRECTORS
Mr. Choi Tat Ying Jacky (retired on 24 May 2018)

Mr. Lo Tung Sing Tony

Mr. Ede, Ronald Hao Xi

Ms. Lam Ming Yee Joan (appointed on 25 May 2018)

In accordance with the article 87 of the Company’s articles of association
(the “Articles”), Ms. Li Kei Ling and Mr. Ede, Ronald Hao Xi will retire by
rotation and being eligible, offer themselves for re-election at the
forthcoming annual general meeting (“AGM”).

As Ms. Lam Ming Yee Joan was appointed as an Independent Non-
executive Director by the Board since 25 May 2018 pursuant to article
86(3) of the Articles, she will retire from office at the forthcoming AGM, and

being eligible offer herself for re-election.

The Company has received annual confirmations of independence from
Mr. Lo Tung Sing Tony, Mr. Ede, Ronald Hao Xi and Ms. Lam Ming Yee
Joan and as at the date of this report still considers them to be
independent.

DIRECTORS’ AND KEY MANAGEMENT’S BIOGRAPHIES

The Board considers the executive directors of the Company, CEO and

the financial controller are the key management personnel of the Group.

Biographical details of the Directors of the Company and the financial
controller are set out on pages 39 to 42 of the annual report.
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Report of the Directors
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DIRECTORS’ SERVICE CONTRACTS

Ms. Li Kei Ling entered into a service contract with the Company for a term
of two years which commenced on 1 July 2003. Ms. Li's service contract
was renewed for a term of three years which commenced on 1 July 2005
and will continue thereafter for successive terms of three years. Her
appointment is subject to termination by either party giving not less than
three months’ written notice. Ms. Li is currently entitled to director’s fee
and other remuneration from the Group totally HKD1,162,800 per year.

Mr. Hung Yung Lai entered into a service contract with the Company for a
term of two years which commenced on 1 July 2003. Mr. Hung’s service
contract was renewed for a term of three years which commenced on 1
July 2005 and will continue thereafter for successive terms of three years.
His appointment is subject to termination by either party giving not less
than three months’ written notice. Mr. Hung is currently entitled to
director’s fee and other remuneration from the Group totally HKD742,800

per year.

Mr. Chen Shaojun entered into a service contract with the Company for a
term of two years which commenced on 8 January 2018. His appointment
is subject to termination by either party giving not less than two months’
written notice. Mr. Chen is currently entitled to director’s fee and other
remuneration from the Group totally HKD1,818,000 and a discretionary

bonus payable at the absolute discretion of the Board from time to time.

Mr. Leung Hong Man entered into a letter of appointment with the
Company for a term of two years which commenced on 1 November 2005
and will continue thereafter for successive terms of two years. Mr. Leung is
currently entitled to a basic annual remuneration of HK$300,000. Mr.
Leung’s appointment is subject to termination by either party giving not
less than one month’s written notice. Save for the above director’s fee, Mr.

Leung is not entitled to any other remuneration.
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Mr. Lo Tung Sing Tony entered into a letter of appointment with the
Company for a term of two years which commenced on 1 October 2010
and will continue thereafter for successive terms of two years. Mr. Ede,
Ronald Hao Xi entered into a letter of appointment with the Company for a
term of two years commenced on 15 June 2015 and renewed on 15 June
2017 for a term of two years. As Mr. Ede was re-designated as
independent non-executive director, he entered into a new letter of
appointment with the Company for a term of two years commenced on 1
July 2017. Ms. Lam Ming Yee Joan entered into a letter of appointment
with the Company for a term of two years which commenced on 25 May
2018 and will continue thereafter for successive terms of two years. Each
of Mr. Lo’s, Mr. Ede’s and Ms. Lam’s appointment is respectively subject
to termination by either party giving not less than one month’s written
notice. Each of Mr. Lo, Mr. Ede and Ms. Lam is currently entitled to an
annual remuneration of HK$360,000. Save for the above directors’ fees,
the three Independent Non-executive Directors are not entitled to any
other remuneration.

No Director proposed for re-election at the forthcoming AGM has a service
contract with the Company which is not determinable by the Company
within one year without payment of compensation, other than statutory

compensation.

DIRECTORS’ INTERESTS IN CONTRACTS

No Director had a material interest, either directly or indirectly, in any
contract of significance to the business of the Group. There was no
contract of significance between the Group, its controlling shareholder or
any of its subsidiaries during the year.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the whole
or any substantial part of the business of the Company were entered into
or were in existence during the year.
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Report of the Directors
EEEHRE
COMPETITION AND CONFLICT OF INTERESTS

According to the Company’s competition and conflict of interest policy, a
board member’s serving as a director and/or officer of an entity that
competes with the Group’s business is involving a conflict of interest. A
director involves in such kind of conflict of interest shall not be present in
the meeting and participate in or be permitted to hear the board’s
discussion of related matters. A director who has a conflict of interest with
respect to a contract or transaction that will be voted on at a meeting shall
not be counted in determining the presence of a quorum for purposes of
the vote.

Mr. EDE Ronald Hao Xi (Mr. EDE), an independent non-executive director
of the Company, has been serving as executive director and chief financial
officer of a listed company in Hong Kong. Part of that listed company’s
business is competing with the business of the Group’s associate and so
Mr. EDE is involving a conflict of interest under the Group’s competition
and conflict of interest policy. To avoid such a possible conflict, during the
year under review, upon agreement with Mr. EDE, he was not present in
meetings when the board discussed, decided and voted on the matters
and business with respect to the Group’s associate.

Except abovementioned, in the opinion of the Directors, none of the
Directors, the substantial shareholders of the Company and any of their
respective close associates has engaged in any businesses that competes
or may compete, either directly or indirectly with the business of the Group
or has any other conflict of interests with the Group during the year under
review which are required to be disclosed under the Listing Rules.

PERMITTED INDEMNITY PROVISION

Pursuant to the Articles, every Director is entitled to be indemnified out of
the assets of the Company against all costs, charges, expenses, losses
and liabilities which he may sustain or incur in or about the execution and/
or discharge of his duties and/or the exercise of his powers and/or
otherwise in relation to or in connection with his duties, powers or offices,

to the extent as permitted by laws.

The Company has acquired insurance coverage on Directors’ and officers’
liabilities which provides certain indemnities against liabilities incurred in
respect of any legal actions which may be taken against Directors and
officers in the execution and discharge of their duties or in relation thereto.
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EQUITY-LINKED AGREEMENTS

Details of the equity-linked agreements entered into during the year or
subsisting at the end of the year are set out below:

SHARE OPTION SCHEME

After the expiry of the Company’s 2003 share option scheme, the
Company adopted another share option scheme which was approved by
the shareholders at the annual general meeting on 24 May 2013 and was
effective on 21 June 2013 (the “2013 Share Option Scheme” or “Scheme”).
The Scheme will remain in force for 10 years from the effective date until
20 June 2023 with purpose of providing incentives and rewards to eligible
persons (including the Company’s directors, independent non-executive
directors, employees of the Group and other eligible participants as
defined under the 2013 Share Option Scheme) who contribute to the
success of the Group’s operations. As Share Sub-division approved by the
shareholders of the Company already became effective on 6 August 2018,
the figures have also been adjusted on the assumption that the Share Sub-
division had been effective from the beginning of the year. The number and
exercise price of share options and the closing price of the Company’s
shares at immediate date before the grant as at 1 January 2018 are
adjusted. The detailed disclosures relating to the Scheme including the
purposes and the eligible participants of the Scheme and valuation of
options are set out in Note 29 to the financial statements. The total number
of shares available for issue under the Scheme is 158,956,800 shares
which representing approximately 10.02% of the issued share capital of
the Company at the date of this annual report.
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Report of the Directors
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Movements of Company’s share options under the Scheme during the

year were as follows:

RER 7%

RPN AR QR EREE BT

Closing
price of the
Company’s
Number of share options shares at
BRERA immediate
At31 Date of grant Exercise date before
December of Exercise period  price of the grant (c)
At1 Granted  Exercised Lapsed 2018 shareoptions  of share options share EERLE
January 2018 during the during during RZZE-N\E (a) (dd/mm/yy) (dd/mm/yy) options (b)  BREF-X
Name or category S8E%RY RZE-NE year  theyear theyear(d) t25 RHBRERY  BRECFSE  BERE R0IRA
of participant LF] -f-B  EREHEE EREFE ERCAMW  =t-R @(B/ A/ E) (B/ B/ &) f#EEb YHEE(C)
HKS HKS
ik ik
Chief Executive Officer EE]
Mr. Chen Shaojun (e) BABEL) 6,000,000 - - - 6,000,000 080115 08/01/16-07/01/21 2575 2.485
6,000,000 - - - 6,000,000 18/03/15  18/03/16-17/03/21 2.635 2,575
4,000,000 - - - 4,000,000 16/04/115  16/04/16-15/04/21 3,670 3.585
16,000,000 - - - 16,000,000
Other employees HMEE
In aggregate 3t 2,000,000 - - - 2,000,000 17/09114  17/09/15-16/09/20 3.220 3.035
5,800,000 - - - 5,800,000 08/01/15  08/01/16-07/01/21 2575 2485
8,000,000 - - (200,000 7,800,000 16/04/15  16/04/16-15/04/21 3,670 3.585
2,800,000 - - - 2,800,000 281115 23/11/16-22/11/21 3.190 3.185
3,000,000 - - - 3,000,000 1/05116  11/05/17-10/05/22 3170 3.145
2,400,000 - - (2,400,000 - 08/09/16 08/09/17 07/09/22 2830 2.780
12,000,000 - - (700,0000 11,300,000 29MAT - 2911/18-28/11/23 2125 2,095
36,000,000 (3,300,000 32,700,000
52,000,000 (3,300,000 48,700,000
(@  The vesting period of the share options is from the date of the grant @@ ERENEBHARILBHMEITEHMBAL -

until the commencement of the exercise period.

The exercise price of the share options is subject to adjustment in

the case of rights or bonus issues, or other similar changes in the

Company’s share capital.

(c) The price of the Company’s shares disclosed as at immediate date

before the grant of the share options is the Stock Exchange closing

price on the trading day immediately prior to the date of grant of the

options.

resignation of employees.
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(e)  Mr. Chen Shaojun was appointed as chief executive officer of the
Company on 18 April 2016 and then was appointed as executive
director of the Company on 8 January 2018. Mr. Chen Shaojun was
granted totally 8,000,000 share options in 2015. The total number of
share options granted to Mr. Chen was adjusted to 16,000,000
share options after Share Sub-division representing approximately
1.01% of the issued share capital of the Company at the date of this
report, which exceeds the rule “the maximum number of shares
issuable under share options to each eligible person in the Scheme
is limited to 1% of the shares of the Company issue at any time” of
the Scheme. This is due to the Company repurchased shares and
cancelled in 2017 resulted in the issued share capital of the
Company decreased.

During the year, no options granted under 2013 Share Option Scheme
were exercised by any director or any employees or were cancelled.

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

As at 31 December 2018, the interests and short positions of the Directors
and Chief Executive Officer in the shares or underlying shares or
debentures of the Company or its associated corporations (within the
meaning of Part XV of the Securities and Futures Ordinance (the “SFO”)),
as recorded in the register required to be kept by the Company pursuant
to Section 352 of the SFO, or as otherwise notified to the Company and
the Stock Exchange pursuant to the Model Code for Securities
Transactions by Directors of Listed Issuers, were as follows:
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Long positions in ordinary shares of the Company: RARBEBERP TR
Number of ordinary shares held, capacity and nature of interest (a)
BHENROEE  SHORERME ()

Approximate
percentage
of the
Company’s
issued share

Directly Through capital (%)

beneficially Share Option controlled HEARLDT
Name Notes owned granted corporation Total BRITRAN
£ B & EEEREE EEBRNERE BBRESAFAEE g A7t (%)
Directors
=2
Ms. Li Kei Ling (b) 101,419,000 - 588,144,000 689,563,000 43.47
FHB LT
Mr. Hung Yung Lai (b) 624,000 - 588,144,000 588,768,000 37.11
AERIIB S A
Mr. Leung Hong Man (c) - - 100,000,000 100,000,000 6.30
PEREE
Mr. Chen Shaojun (d) 6,136,000 16,000,000 - 22,136,000 1.40
FRABE S A

Long positions in shares and underlying shares of associated corporation: RIEEE AR () RABBERR (D P 8 &
Approximate
percentage of
the associated
corporation’s

Number of issued share

Name of Relationship Ordinary capital (%)

associated with the shares  Capacity and FORtpE) i hr A

Name of Director corporation Company FEEE  nature of interest EEITRAN

EEEB LB AR B R T HEIER REHE SO RERME B2 (%)

Ms. Li Kei Ling Fortune United the Company’s 2 Through a controlled 50
FHRZ+ Group Limited holding company corporation

PAN/NS] =2y /N BRI A A
Mr. Hung Yung Lai Fortune United the Company’s 2 Through a controlled 50

REmMIE SR

Group Limited

holding company
AR FHERAF
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Notes:

() As Share Sub-division approved by the shareholders of the Company already
became effective on 6 August 2018, the figures have also been adjusted on
the assumption that the Share Sub-division had been effective from the
beginning of the year.

(o) 588,144,000 shares of the Company are held by Fortune United Group
Limited, a company incorporated in the British Virgin Islands. Keysmart
Enterprises Limited, which is wholly-owned by Ms. Li Kei Ling, and Hunwick
International Limited, which is wholly-owned by Mr. Hung Yung Lai, are each
beneficially interested in 50% of the share capital of Fortune United Group
Limited.

(c) 100,000,000 shares of the Company are held by Toyo International
Investment Limited, a company incorporated in Hong Kong. Mr. Leung Hong
Man and Mr. Leung Yiu Sing are each beneficially interested in 50% of the
share capital of Toyo International Investment Limited.

(d) 6,136,000 shares of the Company are directly beneficially owned by Mr.
Chen Shaojun and 16,000,000 underlying shares are the share options
granted to him under the share option scheme of the Company. Mr. Chen is
deemed to be interested in the shares which will be issued to him upon his
exercise of options, representing approximately 1.01% of the Company’s
issued share capital as at the date of this report.

Save as disclosed above, as at the date of this report, none of the
Directors or Chief Executive Officer had registered an interest or short
position in the shares or underlying shares or debentures of the Company
or any of its associated corporations that was required to be recorded
pursuant to Section 352 of the SFO, or as otherwise notified to the
Company and the Stock Exchange pursuant to the Model Code for
Securities Transactions by Directors of Listed Issuers.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR
DEBENTURES

Save as disclosed under the heading “Share option scheme”, “Directors’
and Chief Executive Officer’s interests and short positions in shares and
underlying shares” above and in the share option scheme disclosures in
note 29 to the financial statements, at no time during the year were rights
to acquire benefits by means of the acquisition of shares in or debentures
of the Company granted to any Director or their respective spouse or
minor children, or were any such rights exercised by them; or was the
Company, its holding company, or any of its subsidiaries a party to any
arrangement to enable the Directors to acquire such rights in any other
body corporate.

Report of the Directors
EEgRE
FIRE

@  ARERATRRIAENRGREZR T AFN
BABAEN - B A ABRBOFAE AT NER
T i o

(b) 588,144,000 RAARIRME —RNREBHB RES
#E fif BX 32 89 22 A] Fortune United Group Limited FT 3%
A ° Fortune United Group Limited #9R% 78 R 2= H 35 %
+ 2 & /5 #) Keysmart Enterprises Limited & F3 B& &8
18 5% 4 2 & B A B9 Hunwick International Limited & &
B A 50% s o

(©) 100,000,000 B AR BN B — KRR B A M
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SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSONS’
INTERESTS IN SHARES AND UNDERLYING SHARES

As at 31 December 2018, the following interests or short positions in the
shares and underlying shares of the Company were recorded in the
register of interests required to be kept by the Company pursuant to
Section 336 of the SFO:

FTERRREMA RS RAER MG AE
3¢

RZZE-NF+-A=1+—0 REEFLHERK
{555 336 IRAM AR R FER R B RLM L 1
ARABRAD AR MRS SRR EINAN T

Approximate
percentage of
the Company’s

issued
share capital (%)
Number of #{EZA2XF Long position/
Name Notes Nature of interest Shares held (a) E#{TRZA short position
18 Mzt #=mME BENROHAE (a) WEDL (%) HE #AE
Fortune United Group Limited (b) Directly Beneficially owned 588,144,000 37.07  Long position
BEREHE HE
Keysmart Enterprises Limited (b) Through controlled 588,144,000 37.07 Long Position
corporation [S=)
BRI AREE
Hunwick International Limited (b) Through controlled 588,144,000 37.07 Long Position
corporation S=)
RBIESIA RS
Mdm. lu Pun (©) Family interest 588,768,000 37.11  Long Position
Bt 22+ XEER He
Mr. Li Tung Ming Directly Beneficially owned 224,000 0.02 Long Position
FRASE BERERHESR S
(d) Through controlled 80,000,000 5.04 Long Position
corporation HaE
BTG ARRAE
Time Lead Investments Limited (d) Directly Beneficially owned 80,000,000 5.04 Long Position
BEEE=EAR e
Toyo International Investment (e) Directly Beneficially owned 100,000,000 6.30 Long Position
Limited HERBERESR HE
RERRKERFR A A
Mdm. Lo Mei Sai M Family interest 100,000,000 6.30 Long Position
BEALLT EREL 2o S=)
Mr. Leung Yiu Sing (e) & (g) Through controlled 104,180,000 6.57 Long Position

corporation
BBESIARRHE
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Approximate
percentage of
the Company’s

issued
share capital (%)
Number of #5422 7F Long position/

Name Notes Nature of interest Shares held (a) E#1THRA short position

=y Mzt RmME BENRGHAE (a) HEDL (%) #HE %XA&

Mdm.Chu Shuet Fong (h) Family interest 100,000,000 6.30 Long Position

KEFLZL XEER TE

(@  Through controlled 4,180,000 0.27  Long Position
corporation =)
RBIESIA RS
FMR LLC (i) Through controlled 79,792,734 5.03 Long Position
corporation e
RIBIESIA RS

Notes: T

(@  As Share Sub-division approved by the shareholders of the Company already @ EREARRFRRIENROFAESR_Z—NFN
became effective on 6 August 2018, the figures have also been adjusted on RARBER - BHEE BBRERMIFALRFEDER
the assumption that the Share Sub-division had been effective from the mYEL TR o
beginning of the year.

(o)  The issued capital of Fortune United Group Limited is equally beneficially (o)  Fortune United Group Limited®) 2 % 17 I8 & B
owned by Keysmart Enterprises Limited and Hunwick International Limited Keysmart Enterprises Limited }z Hunwick International
which are in turn, respectively, wholly-owned by Ms. Li Kei Ling and Mr. Hung Limited ¥ ¥ B 25 # A ° Keysmart Enterprises Limited
Yung Lai, Executive Directors of the Company. X Hunwick International Limited 93 Bl 8 2N A 8] A7 T

EEFHR LT RIS LETEHRA -

(©  Mdm. lu Pun is the wife of Mr. Hung Yung Lai and is deemed to be interested © R LAREEELENER  BHRANAEREL
in the shares of the Company held by Mr. Hung Yung Lai. ERANARRIRGFHAER °

(d)  The issued capital of Time Lead Investments Ltd. is beneficially owned by Mr. (d)  Time Lead Investments Limited B9 & 3 77 IR AR h 2= 5
Li Tung Ming, B EREES o

()  The issued capital of Toyo International Investment Limited is equally e HERBERKREARAFNEBEITRASHBARRTN
beneficially owned by Mr. Leung Hong Man, the Non-executive Director of FEMITEEFRREAEREK 2 KRREKEETFIHE
the Company and his father Mr. Leung Yiu Sing. WA °

0] Mdm. Lo Mei Sai is the wife of Mr. Leung Hong Man and is deemed to be ® BERUTARERTENRB  BHEAREERER
interested in the shares of the Company held by Mr. Leung Hong Man. FERBHARRNBRMDPES R o

(@ 4,180,000 shares of the Company are held by Dragon Asia Industrial (@ 4,180,000 R A FIAR 19 R BB MK LA A FIREE
(Holdings) Limited, a company incorporated in Hong Kong. Mr. Leung Yiu BEXEEERAFMEE  RETEREFRATN
Sing and Mdm. Chu Shuet Fong, his wife, are each beneficially interested in 2EHEBHTRARRRBREERALBRES XL&
50% of the issued share capital of Dragon Asia Industrial (Holdings) Limited. BEHEA50% M o

(h)  Mdm. Chu Shuet Fong is the wife of Mr. Leung Yiu Sing and is deemed to be (n) BER LT RARBKRSTENRE - SR ARRRK

interested in the shares of the Company held by Mr. Leung Yiu Sing.

FAERAARR A b AR -
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(i) According to the corporate substantial shareholder notice of FMR LLC filed
for the relevant event dated 13 September 2018 as shown on the website of
the Stock Exchange, the relevant interests of FMR LLC were held via FMR
LLC and its subsidiaries.

Save as disclosed above, as at 31 December 2018, no person, other than
the Directors and Chief Executive Officer of the Company, whose interests
are set out in the section “Directors’ and Chief Executive Officer’s interests
and short positions in shares and underlying shares” above, had registered
an interest or short position in the shares or underlying shares of the
Company that was required to be recorded pursuant to Section 336 of the
SFO.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and within
the knowledge of the Directors, at least 25% of the Company’s total issued
share capital was held by the public as at the date of this report.

AUDITORS

Ernst & Young will retire and a resolution for their reappointment as
auditors of the Company will be proposed at the forthcoming AGM.

ON BEHALF OF THE BOARD

Li Kei Ling
Chairman

Hong Kong, 21 March 2019
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TO THE SHAREHOLDERS OF
DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED
(Incorporated in the Cayman Islands with limited liability)

OPINION

We have audited the consolidated financial statements of Dawnrays
Pharmaceutical (Holdings) Limited (the “Company”) and its subsidiaries set
out on pages 69 to 197, which comprise the consolidated statement of
financial position as at 31 December 2018, and the consolidated statement
of profit or loss, the consolidated statement of comprehensive income, the
consolidated statement of changes in equity and the consolidated
statement of cash flows for the year then ended, and notes to the
consolidated financial statements, including a summary of significant

accounting policies.

In our opinion, the consolidated financial statements give a true and fair
view of the consolidated financial position of the Group as at 31 December
2018, and of its consolidated financial performance and its consolidated
cash flows for the year then ended in accordance with International
Financial Reporting Standards (“IFRSs”) issued by the International
Accounting Standards Board (“IASB”) and have been properly prepared in
compliance with the disclosure requirements of the Hong Kong Companies
Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong Standards on
Auditing (“HKSASs”) issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA”). Our responsibilities under those standards are
further described in the Auditor’s responsibilities for the audit of the
consolidated financial statements section of our report. We are
independent of the Group in accordance with the HKICPA’s Code of
Ethics for Professional Accountants (the “Code”), and we have fulfilled our
other ethical responsibilities in accordance with the Code. We believe that
the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Independent Auditor’s Report
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KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional judgement,
were of most significance in our audit of the consolidated financial
statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole,
and in forming our opinion thereon, and we do not provide a separate
opinion on these matters. For each matter below, our description of how
our audit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor’s
responsibilities for the audit of the consolidated financial statements
section of our report, including in relation to these matters. Accordingly,
our audit included the performance of procedures designed to respond to
our assessment of the risks of material misstatement of the consolidated
financial statements. The results of our audit procedures, including the
procedures performed to address the matters below, provide the basis for
our audit opinion on the accompanying consolidated financial statements.

ERESEE

R ET SHEREBERMINBEAE  RSHEAH
RAEVBHRRNEFRREENEE - RFFEMN
EHAHGRAM B RREBETETRLAER R

BE - ARMTEURSFAEBURER  AMY
TS —FEEEH PR 0AEE OFMb LA
HE -

BB BITASRE [ AR F RS R R A A
EHEE| —SHMINEE  BERAEREFENE
£ - HREM - RFIET TIERERITREEF G
RAEVBHRREAERERMRANEARERF - K
PAITEHEFHNER  BREBHUTEEMAT
WER  AERMAEMNGESMBEHRRBEBERSE
AAEREH T ER -

Key audit matter

BREEE

Provision for inventories

FERE

The Group reported inventories of RMB148 million as at 31 December
2018. The Group had exposure to the impairment risks of
intermediates and bulk medicines with negative margin and obsolete,
slow-moving finished drugs. We focused on this area because
inventories were material to the Group as at 31 December 2018 and
the determination of the impairment provision for inventories involved a
high level of management’s judgement and estimates in future sales.
RZZB-NF+A=+—H  EXEFEHRE/ARK148ES
T BEBGFEEMNEARE R FEE KRS KR KO ik 4
FANEERERR - RMABINE  BRRA EEER_Z-N
FT_A=T—"HBNFEEEXN BREERERENEESRERE
JE I R IRHE B0 = /K T B R k5 e

How our audit addressed the key audit matter

BAWETTOMELERETSEE

We evaluated the inventory impairment assessments made
by management, including expected selling prices and
expiration dates of the related inventories, and the Group’s
future plan of sale. We assessed the ageing reports of
pharmaceutical products, by tracing the production dates
back to the product release reports. We checked the
condition of inventories by physical inspection on a sample
basis.

BMEEEBELNFEREMT 2R EETFED
TREEEREIMSE UKk BESEEHARKREEE - K
MEREHERMREBREEMEEERY KT
EmiERRE  BHMEBMEENRE  ARFER
BREFTH -
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KEY AUDIT MATTERS (Cont’d)

Key audit matter

HMRETEE

The Group’s disclosures about provision for inventories are contained
in note 2.4 summary of significant accounting policies — Inventories,
note 2.5 significant accounting judgements, estimates and
assumptions — Net realisable value of inventories, note 6 Profit before
tax and note 18 Inventories to the financial statements.
EREFMFERENBREENHNVBREMT24FTRSABER
BE — 78 K25 X2 HE - i REBR — FENATER
FE -~ 6 BRTIADE M KM 18FE A °

OTHER INFORMATION INCLUDED IN THE ANNUAL
REPORT

The directors of the Company are responsible for the other information.
The other information comprises the information included in the Annual
Report, other than the consolidated financial statements and our auditor’s

report thereon.

Our opinion on the consolidated financial statements does not cover the
other information and we do not express any form of assurance conclusion

thereon.

In connection with our audit of the consolidated financial statements, our
responsibility is to read the other information and, in doing so, consider
whether the other information is materially inconsistent with the
consolidated financial statements or our knowledge obtained in the audit
or otherwise appears to be materially misstated. If, based on the work we
have performed, we conclude that there is a material misstatement of this
other information, we are required to report that fact. We have nothing to

report in this regard.

Independent Auditor’s Report
BB RE
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RESPONSIBILITIES OF THE DIRECTORS FOR THE
CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation of the
consolidated financial statements that give a true and fair view in
accordance with IFRSs issued by the IASB and the disclosure
requirements of the Hong Kong Companies Ordinance, and for such
internal control as the directors determine is necessary to enable the
preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors of the
Company are responsible for assessing the Group’s ability to continue as
a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless the
directors of the Company either intend to liquidate the Group or to cease
operations or have no realistic alternative but to do so.

The directors of the Company are assisted by the Audit Committee in
discharging their responsibilities for overseeing the Group’s financial
reporting process.

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE
CONSOLIDATED FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance about whether the
consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Our report is made solely to you, as a
body, and for no other purpose. We do not assume responsibility towards

or accept liability to any other person for the contents of this report.

Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with HKSAs will always detect a
material misstatement when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of
users taken on the basis of these consolidated financial statements.
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AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE
CONSOLIDATED FINANCIAL STATEMENTS (Cont’d)

As part of an audit in accordance with HKSAs, we exercise professional
judgement and maintain professional scepticism throughout the audit. We
also:

° Identify and assess the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional

omissions, misrepresentations, or the override of internal control.

° Obtain an understanding of internal control relevant to the audit in
order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on

the effectiveness of the Group’s internal control.

° Evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures
made by the directors.

° Conclude on the appropriateness of the directors’ use of the going
concern basis of accounting and, based on the audit evidence
obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Group’s ability to
continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor’'s
report to the related disclosures in the consolidated financial
statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained
up to the date of our auditor’s report. However, future events or
conditions may cause the Group to cease to continue as a going
concern.

° Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures, and
whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves fair
presentation.

Independent Auditor’s Report
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AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE

CONSOLIDATED FINANCIAL STATEMENTS (Cont’d)

° Obtain sufficient appropriate audit evidence regarding the financial
information of the entities or business activities within the Group to
express an opinion on the consolidated financial statements. We are
responsible for the direction, supervision and performance of the

group audit. We remain solely responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other
matters, the planned scope and timing of the audit and significant audit
findings, including any significant deficiencies in internal control that we
identify during our audit.

We also provide the Audit Committee with a statement that we have
complied with relevant ethical requirements regarding independence and
to communicate with them all relationships and other matters that may
reasonably be thought to bear on our independence, and where
applicable, related safeguards.

From the matters communicated with the Audit Committee, we determine
those matters that were of most significance in the audit of the
consolidated financial statements of the current period and are therefore
the key audit matters. We describe these matters in our auditor’s report
unless law or regulation precludes public disclosure about the matter or
when, in extremely rare circumstances, we determine that a matter should
not be communicated in our report because the adverse consequences of
doing so would reasonably be expected to outweigh the public interest

benefits of such communication.

The engagement partner on the audit resulting in this independent

auditor’s report is Lai Chee Kong.

Ernst & Young

Certified Public Accountants
22/F, CITIC Tower,

1 Tim Mei Avenue,

Central, Hong Kong

21 March 2019
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REVENUE

Cost of sales

Gross profit

Other income and gains

Selling and distribution expenses
Administrative expenses

Other expenses

Finance costs

Share of profits and losses of an associate

PROFIT BEFORE TAX

Income tax expense

PROFIT FOR THE YEAR

Attributable to:
Owners of the parent

EARNINGS PER SHARE

ATTRIBUTABLE TO ORDINARY
EQUITY HOLDERS OF THE PARENT

Basic, for profit for the year

Diluted, for profit for the year

Consolidated Statement of Profit or Loss

mEEER

Year ended 31 December 2018 HE=-E— \F+_A=+—HILtFE
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HEMRAN
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it B IREF

X UARFERRNE

B DAFERENE

Notes

=

10

12

2018 2017
—E-N\E —E—tF
RMB’000 RMB’000
ARETR ARETIT
948,938 882,483
(353,909) (320,934)
595,029 561,549
47,923 30,372
(106,854) (88,086)
(83,184) (82,491)
(59,936) (48,946)
(1,152) (13)
(14,049) (6,682)
377,777 365,703
(73,817) (72,725)
303,960 292,978
303,960 292,978
RMBO0.1916 RMBO0.1837
RMBO0.1916 RMB0.1837
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Consolidated Statement of Comprehensive Income

SmEZERER

Year ended 31 December 2018 HE=—ZF— \F+_A=+—HILtFE

2018 2017
—EB-N\F —T—tF
RMB’000 RMB’000
AR® TR ARETIT
PROFIT FOR THE YEAR BEERF 303,960 292,978
Other comprehensive income/(loss) that B EE B ED AR RE
may be reclassified to profit or loss in Hip 2wk (E8) :
subsequent periods:
Exchange differences bE N =5 8,773 (4,794)
OTHER COMPREHENSIVE INCOME/(LOSS) ZAEEKRBZHEME2EKE (EE)
FOR THE YEAR, NET OF TAX zE 8,773 (4,794)
TOTAL COMPREHENSIVE INCOME FOR REERBAEZERREE
THE YEAR, NET OF TAX 312,733 288,184
Attributable to: AT B IEFE(L -
Owners of the parent ISYNCIEZZ=IN 312,733 288,184
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NON-CURRENT ASSETS
Property, plant and equipment
Land use rights

Construction in progress
Intangible assets

Investment in an associate
Long-term prepayments
Deferred tax assets

Total non-current assets

CURRENT ASSETS

Inventories

Trade and notes receivables

Prepayments, other receivables and
other assets

Financial assets at fair value through
profit or loss

Cash and bank

Total current assets

CURRENT LIABILITIES
Trade and notes payables
Other payables and accruals

Income tax payable

Total current liabilities

NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT
LIABILITIES

Consolidated Statement of Financial Position

e PRI R

FRBEE

YE RN G
T AR

FEREIRE

BEE
R—THBERRZRE
REFEMR
EEHIAEE

FRBEELE
FBEE

i

R 5 R R B

N - E AR B R
WAREEARBBHAESY

MBEE
B MRTTER

BB EMRE

REBAE
BNE S RRIEHR
Hip e R R IBIRE
e PG L

MEN B ERE

FRBEE

EEABERABAE

Notes

=

13
14
15
16
17
20
26

18
19

20

21
22

23
24

31 December 2018 R=Z— \&F+=A=+—H

2018 2017
—E-N\E —E—tF
RMB’000 RMB’000
ARBT T ARBT T
486,269 520,860
38,093 39,134
10,572 9,991
63,706 35,748
29,599 43,648
21,629 -
5,823 4,688
655,691 654,069
148,043 121,133
346,802 313,214
380,737 472,975
189,393 8,743
645,363 611,077
1,710,338 1,627,142
130,417 143,404
169,772 160,997
19,945 15,648
320,134 320,049
1,390,204 1,207,093
2,045,895 1,861,162
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Consolidated Statement of Financial Position

e PR R R

31 December 2018 R=ZF— N\F+=—A=+—H

NON-CURRENT LIABILITIES
Government grants

Deferred tax liabilities

Other liabilities

Total non-current liabilities

Net assets

EQUITY

Equity attributable to owners of
the parent

Issued capital

Reserves

Total equity

LI Kei Ling
TH®
Director

EE

FRBEE
B R
EERIRRE
HibBIE

FREEEERE

FEE

R

FATREE AEEER

BEEITRA
fFE 1

RESAHE

HUNG Yung Lai
REmLE
Director

EE
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Notes

=

25
26
27

28
30

2018 2017
—E-N\F —E—tF
RMB’000 RMB’000
ARBT T ARBT T
1,508 1,878
52,987 53,126
70,238 -
124,733 55,004
1,921,162 1,806,158
84,197 84,197
1,836,965 1,721,961
1,921,162 1,806,158




At1 January 2018
Profit for the year

Other comprehensive income for
the year:
Exchange differences

Total comprehensive income for
the year

Final 2017 dividend declared

Equity-settled share option
arrangements

Interim 2018 dividend

Special dividend

Transfer from retained profits

At 31 December 2018

RZZ-)\§-A-H

AERER

AERRMRENE :

EXER

AEEEENGRT

ER-T-LFERHRE
SRS MR R ot

T \FRHRE

HRIRE
BREERPEE

RZ2-\E+-A=+-R

Consolidated Statement of Changes in Equity

Year ended 31 December 2018 # =

Attributable to owners of the parent

REERBER

2 N\Ft+t-A=t+—RIFE

BAREEAELER
Share Capital Share Statutory  Exchange
Issued premium  redemption option  Contributed surplus  fluctuation Retained Total
capital account reserve reserve surplus reserve reserve profits equity
E4EE EERR  ERLRD
BRIRE  ROEE B BRERE  HAERB YK Wk REEN  BRAR
Notes RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB’000
i ARMTR  ARMTR ARETR ARETR ARETR ARETR ARETn ARETR ARETx
(note 28) (note 29) (note 30) (note 30) (note 30) (note 30)
(£ 28) (Wzo9)  (Wizzs0)  (WiEs0)  (HEES0)  (H&E30)
84,197 26,160 4,193 31,631 100,175 255,539 (10,840)  1,315103 1,806,158
- - - - - - - 303,960 303,960
- - - - - - 8,773 - 8,713
- - - - - - 8,713 303,960 312,733
- - - - - - - (76,826) (76,826)
29 - - - 5312 - - - - 5312
11 - - - - - - - (21,036) (21,036)
11 - - - - - - - (105,179)  (105,179)
- - - - - 35,506 - (35,506) -
84,197 26,160* 4,193 36,943* 100,175* 291,045* (2,067  1,380,516* 1,921,162

These reserve accounts comprise the consolidated reserves of

RMB1,836,965,000 (2017: RMB1,721,961,000) in the consolidated statement
of financial position.

* WS REEA L AR 1,836,965,0007t (ZF—+H4F :
AR #1,721,961,0007 ) i AR & M SRR K L&Y

EHEE
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Consolidated Statement of Changes in Equity

REREEBER

Year ended 31 December 2018 HE=—ZF— \F+_A=+—HILtFE

Attributable to owners of the parent

EINSEZ PN
Share Capital Share Statutory  Exchange
Issued Treasury premium  redemption option  Contributed surplus—fluctuation Retained Total
capial shares account Tesene reseve surplus Tesene resenve profs equity
ERGER tERE  ERRD
BEARE  EERR  ROEE Fk  EREEE  4ARR NS Fig BRtl  EREE
Notes RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
WE  ARETT ARETT ARETT ARETR ARETR ARETR ARETr ARETR ARETn ARETR
(note 28) (note 29) (note 30) (note 30) (note 30) (note 30)
(Mizts) (Mioo)  (W&E30)  (Wakso)  (Wtso)  (WE0)
At 1 January 2017 RZF-t5-A-H 84,952 74) 60,281 3,400 2420 100175 221559 (6,046) 1148289 1,636,756
Proft for the year TEERT = = - - - - - - 0978 292078
Other comprehensive loss for REEEMZEEE:
the year:
Exchange differences ERER - - - - - - - (4,79) - (4794
Total comprehensive income for -~ REE2ENE LS
the year = = = = = = = @794 22978 288184
Exercise of share options ffeiRE 112 - 4499 - (1,100) - - - - 3511
Final 2016 dividend declared BR-F-EXERE = = = = = = - = (082 (71,082
Dividend on shares issued for “EEt-A=t-H
employee share options exercised  &1TEREEBRE
after 31 December 2016 FEnRRNRE - - = = = = = = (70) (70)
Shares repurchased and canceled BB AR R (799) - (38,620) 793 - - - - (799) (39,413
Shares repurchased in previous year  AEBEEARAR
and cancelled this year RREFH (74) 74 - - - - - - - -
Equity-settled share option DRER fERERE
arangements 29 - - - - 8,511 - - - - 8,511
Interim 2017 dhidend CE-ERERE 11 = = = = = = = - 029 (0299
Transfer from retained profits BRE R hER - - - - - - 33,980 - (33,980) -
At 31 December 2017 RZE—+F+-A=1-H 84,197 - 26,160° 4198 31,631 100,175 205,539 (103407 1,315,103 1,806,158

*

These reserve accounts comprise the consolidated reserves of

RMB1,721,961,000 (2016: RMB1,551,878,000) in the consolidated

statement of financial position.
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Consolidated Statement of Cash Flows

nv_\é EE: ﬁ;ﬁ % %

Year ended 31 December 2018 HE=-E— \F+_A=+—HILtEFE

2018 2017
—E-N\F —tF
Notes RMB’000 RMB’000
k=3 ARB TR ARBT T
CASH FLOWS FROM OPERATING RETBNRTRE
ACTIVITIES
Profit before tax B % AT A1 377,777 365,703
Adjustments for: BRI
Finance costs 5 E R 5 1,152 13
Share of profits and losses of B —MEE R FZ
an associate BAREE 14,049 6,682
Interest income FLE A 4 (32,445) (21,284)
Dividend income from financial assets AR BEFE2BEZEFA
at fair value through profit or loss Bz 2 M EERR BWA 4 (258) -
Dividend income from equity investments LA AR {EETE B A& A
at fair value through profit or loss s 2 IRRER & B B 4 - (346)
Loss on disposal of items of property, LEYE BEX
plant and equipment HiEEE MEBE 6 346 375
Depreciation e 6 50,974 51,974
Amortisation of intangible assets B A E 16 656 671
Recognition of land use rights T R AR R 1,041 1,041
Gain on disposal of a subsidiary & —FERBA R 2 W (2,959) -
Gain on disposal of financial assets at HEUAREFEBEESTA
fair value through profit or loss B BB EENKE 6 (1,400) -
Gain on disposal of equity investments at  HE AR EE B EE#H T A
fair value through profit or loss B 2 R A 6 - (304)
Fair value gains, net: ArElE - FEE
Financial assets at fair value through AAREEBEZSA
profit or loss Bam 2 B EE 6 (236) -
Equity investments at fair value through KARBEFEEEESHA
profit or loss B 2 RIERE 6 - (1,475)
Equity-settled share option expense AR S 1< e B A e el S 6 5,312 8,511
Write-down of inventories to T EMOR = Al #37 5HE
net realisable value 6 4,383 2,058
Impairment of intangible assets ‘R EERE 16 1,697 -
Expense off of intangible assets BRtcEREE 16 4,600 -
Reversal of impairment of FEUE 5 FR I8 Rk [0 1%
trade receivables - (219)
424,689 413,400
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Consolidated Statement of Cash Flows

mERETRER

Year ended 31 December 2018 HE=—Z— \F+_A=+—HILFE

(Increase)/decrease in inventories
Increase in trade and notes receivables

Decrease/(increase) in prepayments and

other assets

Increase in deposits and other receivables

(Decrease)/increase in trade and
notes payables
Increase in other payables and accruals
Decrease in government grants
Income tax paid

Net cash flows from operating activities

CASH FLOWS FROM INVESTING
ACTIVITIES

Interest received

Dividend income from financial assets at
fair value through profit or loss

Dividend income from equity investments
at fair value through profit or loss

Proceeds from disposal of items of
property, plant and equipment

Disposal of a subsidiary

Proceeds from disposal of financial assets
at fair value through profit or loss

Proceeds from disposal of equity
investments at fair value through
profit or loss

Decrease/(increase) in term deposits
with maturity over three months

Purchase of wealth management products

Redemption of wealth management
products

Purchases of items of property, plant and
equipment and construction in progress

Purchases of intangible assets

Purchases of financial assets at
fair value through profit or loss

& (2 m),md
FEWE 5 B AR IRIE AN
BNRAREMEE

A, ()
B I A R UGRIRIE hN
FEfE 5 MR BEFR

O A),/ 4
H At FEA 3R S TR IR B AR A
BT R 0R0
EfAEH

REEHELNRSREFR

REZBNRERE

B UFE

BEWA AR EFE B EZEBEA
BmHBEENRKRERA

BEWA AR EFE B EZEBEA
Bz 2 RAER B R B

HEME  HERFZHIERH
Fri8 308

& — KB AR

HENUAAEFEBEEBTA
B 2 P EER S EIA

HENUAAEFEBEEBTA
B 2 RIER AR TS IR

A, (3G0) B ER B im =18 A
Zm%ﬁﬂ

BEEVER

fE O 12 BT EE

BEYE  BERRXHBEE R
EEIRE

BEEFAE
BEURAABEEBEEZFHTA
BamsMBEE
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Notes

=

31

2018 2017
—E-N\F —tF
RMB’000 RMB’000
ARE TR ARETIT
(31,293) 1,555
(33,588) (87,335)
3,065 (4,210)
(11,180) (649)
(12,987) 55,466
6,752 67,008
(370) (370)
(70,794) (54,124)
274,294 390,741
33,747 13,126
258 =
- 346
154 169
2,756 -
98,136 =
- 1,520
30,330 (150,330)
(460,000) (449,000)
449,000 210,000
(16,863) (15,697)
(31,713) (11,510)
(167,150) =



Purchases of equity investments at
fair value through profit or loss

Purchase of a shareholding in an associate

Advances of investment in an associate

Proceeds of relocation compensation

Net cash flows used in investing activities

CASH FLOWS FROM FINANCING
ACTIVITIES

Proceeds from exercise of share options

Repurchase of shares

Proceeds from bank loans

Repayment of bank loans

Interest paid

Dividends paid

Net cash flows used in financing activities

NET INCREASE/(DECREASE) IN
CASH AND CASH EQUIVALENTS

Cash and cash equivalents at
beginning of year

Effect of foreign exchange rate
changes, net

CASH AND CASH EQUIVALENTS AT
END OF YEAR

ANALYSIS OF BALANCES OF
CASH AND CASH EQUIVALENTS

Cash and bank balances

Short-term deposits

Consolidated Statement of Cash Flows

BEURAEAERRZEEHA

Baz RERE

BERN —HBE QAR E
BB ERRIRER

B U IR T 7 18 5 (8 5K

REZDERNREREFE
MEZHNRERE
TR AEFUR
=AEPNSIE)
BSRITEFMKIINE S
BERITEFNRE
EfFLE

ERRE
RERDERNREREFE
RERREEEY

2,/ (Rd) FHE
FUIRERREEFED

EXRD W E  FH

FRAGRAEEEY

RERBEEEWERIM

Ra RIRITHET
g HERTT R

= A Do —

172 N =] Eﬁﬁlﬁiﬁ

Year ended 31 December 2018 HE=-E— \F+_A=+—HILtEFE
2018 2017
—E-N\F —T—tF
RMB’000 RMB’000
AR® TR ARETIT
- (690)
- (50,330)

(21,629) -
70,238 -
(12,736) (452,396)

- 3,511
- (41,532)

102,762 -
(102,762) (8,437)
(1,152) (13)
(203,041) (91,391)
(204,193) (137,862)
57,365 (199,517)
460,747 663,296
7,251 (8,032)
525,363 460,747
61,563 138,045
463,800 322,702
525,363 460,747
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Notes to Financial Statements

PR AR BT RE

31 December 2018 R=ZF— N\F+=—A=+—H

1.

78 DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED SREE#I% (£25%) A R A &)

CORPORATE AND GROUP INFORMATION

Dawnrays Pharmaceutical (Holdings) Limited (the “Company”) was
incorporated as an exempted company with limited liability in the
Cayman lIslands on 20 September 2002 under the Companies Law,
Cap. 22 (Law 3 of 1961, as consolidated and revised) of the Cayman
Islands. The registered office address of the Company is Cricket
Square, Hutchins Drive, P.O. Box 2681, Grand Cayman KY1-1111,
Cayman Islands and the principal place of business is located at
Units 3001-02, 30/F, CNT Tower, 338 Hennessy Road, Wanchai,
Hong Kong.

The Company and its subsidiaries (collectively referred to as the
“Group”) underwent a reorganisation on 21 June 2003 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”).

The shares of the Company were listed on the Main Board of the
Stock Exchange on 11 July 2008.

During the year, the Group was principally engaged in the
development, manufacture and sale of non-patented pharmaceutical
medicines including intermediate pharmaceuticals, bulk medicines
and finished drugs. In the opinion of the directors, Fortune United
Group Limited, a company incorporated in the British Virgin Islands,
is the ultimate holding company of the Company.

NARFEBER

RinS (R BARAR([RARNR-ZEE
“HENAZTERBRERESRRVA(— R —
FE=5 KEARETNE_T-_ERHES
HEAMK L REREBR AR c RARZFE
3% =5 52 i 1k /2 Cricket Square, Hutchins Drive,
P.O. Box 2681, Grand Cayman KY1-1111,
Cayman Islands @ 1 3£ 2 & 2 tth B 7 #h 4k Bl 2
B5 & T B 58 338 554 /8 0 3012 3001-
02% °

RASESABRCARN T RENERF (53
[REE D EBASEERRFNRGOESE
BaRSmARAR (TBRAT]) FR EMm - R
—EE=FARA=1+—H  ARRIKAHAKAN
SEOMEARMZERAR ([EBEEA]) -

ARFBRGR-BE=F+A+— ARBRA
EIRET -

REBRFNEEZNEIEFFNERE - RiE
RIHE - BIEPHE  REZERKE - EFR
7 R B AR R B S A /92 ] Fortune
United Group Limited * 24N BB H&ARIZRR A
S



CORPORATE AND GROUP INFORMATION (Cont’d)

INFORMATION ABOUT SUBSIDIARIES

Particulars of the Company’s subsidiaries are as follows:

Notes to Financial Statements

Place of

incorporation/

registration Issued share/
Name and operations  paid-up capital

M, BR7/
NAER TR EE BHRRA
Directly held
ERHE
Dawnrays International Company Limited British Virgin Islands US$100
RInERARAR EEABRES 10057
Dawnrays Biotechnology Capital (Asia) Limited Hong Kong HK$100
RinEMEERER (M) ARAR B AEE1007T
Indirectly held
BERE
Dawnrays International Company Limited Hong Kong HK$500,000
RnERRHERR A &R 75 #500,0007C
Suzhou Dawnrays Pharmaceutical Co., Ltd. * Mainland China US$45,000,000
FMRIAHERR AR th B KR 45,000,000% 7
Su Zhou Dawnrays Pharmaceutical Science Mainland China US$6,000,000

and Technology Co., Ltd.* F B AR 6,000,000 7T
NI e ERR AR AR
Dawnrays Pharma (Hong Kong) Limited Hong Kong HK$500,000
k% (B8)ERDA B 7% 500,000 70
Dawnrays (Nantong) Pharmaceutical Science Mainland China US$15,000,000
and Technology Co., Ltd. * FREIARE 15,000,000 ¢

Rin () BRERBRAR AR
# These subsidiaries were registered under PRC law as foreign-owned

enterprises.

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H
NAIRREBER (B)
M8 A RE R
PN ) NI R N

Percentage
of equity
attributable to
the Company
LN}
REFDL

Principal activities

TEEHR

100%  Investment holding
REZR

100%  Investment holding
REER

100%  Investment holding and sale of
pharmaceutical products
RERRRHEBEER

100%  Manufacture and sale of
pharmaceutical products
e RHEREED

100%  Manufacture and sale of
pharmaceutical intermediates
HEREERERHE

100%  Sale of pharmaceutical products

HEBEEM

100%  Manufacture and sale of
pharmaceutical intermediates
SUERIHERENEE

* ZEMEARZPBEAEEMAIEKED
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Notes to Financial Statements

PR AR BT RE

31 December 2018 R=ZF— N\F+=—A=+—H

2.1 BASIS OF PREPARATION 2.1 RBEE

The consolidated financial statements have been prepared in
accordance with International Financial Reporting Standards
(“IFRSs”) (which include all International Financial Reporting
Standards, International Accounting Standards (“IASs”) and
Interpretations) issued by the International Accounting Standards
Board (“IASB”) 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 that have been measured at fair value. These financial
statements are presented in Renminbi (‘RMB”) and all values are
rounded to the nearest thousand except when otherwise indicated.

BASIS OF CONSOLIDATION

The consolidated financial statements include the financial
statements of the Company and its subsidiaries for the year ended
31 December 2018. A subsidiary is an entity (including a structured
entity), directly or indirectly, controlled by the Company. Control is
achieved when the Group is exposed, or has rights, to variable
returns from its involvement with the investee and has the ability to
affect those returns through its power over the investee (i.e., existing
rights that give the Group the current ability to direct the relevant
activities of the investee).

When the Company has, directly or indirectly, less than a majority of
the voting or similar rights of an investee, the Group considers all
relevant facts and circumstances in assessing whether it has power
over an investee, including:

(@ the contractual arrangement with the other vote holders of the

investee;

(b)  rights arising from other contractual arrangements; and

(c) the Group’s voting rights and potential voting rights.

The financial statements of the subsidiaries are prepared for the
same reporting period as the Company, using consistent accounting
policies. The results of the subsidiaries are consolidated from the
date on which the Group obtains control, and continue to be
consolidated until the date that such control ceases.

80 DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED SRE:8I%5 (#28%) AR A 7

FAMBHRRCREER ST ERESS ([E
BRETERIE =S |) R A B A 5 S 2R
(TEIRR B # s 22 Al ) (B 45 P A BIFR B 7% 4
SEL - BERGFHEA (RS ER]) kR
) BB BERPIDIREE Z R MRS o FRIA

AREFELEEHFNBRZMBEEN
BUMBHRRIBZELXNARGEE - WAAR
BTAREDIIR  BREEHERAIN MBELHE
B A AEREILTAL

2
N

AHEE
FAMBHRREBEARRLEMBATREEZE
Z-N\F+-_A=+—BILFENIBERE
MEBARDEARRERIEEREHNER(E
E—(AAEBLEER) ESEHEEESEE
BRENNBRENESEZELHIBELRE
FTEVERIRE (I MERAOE T REREERIR
BNHRARDNEEEN) FEREER -

BEUYARERARMERERRETASRIERE
SBUNENE - AEESZREMARBER
SKHMBIRIE AR E 2D E IR E T AR EH
® B
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ABHAREEEGIRELERRIE -



2.1 BASIS OF PREPARATION (Cont’d)

BASIS OF CONSOLIDATION (Cont’d)

Profit or loss and each component of other comprehensive income
are attributed to the owners of the parent of the Group and to the
non-controlling interests even if this results in the non-controlling
interests having a deficit balance. All intra-group assets and liabilities,
equity, income, expenses and cash flows relating to transactions
between members of the Group are eliminated in full on
consolidation.

The Group reassesses whether or not it controls an investee if facts
and circumstances indicate that there are changes to one or more of
the three elements of control described above. A change in the
ownership interest of a subsidiary, without a loss of control, is
accounted for as an equity transaction.

If the Group loses control over a subsidiary, it derecognises (i) the
assets (including goodwill) and liabilities of the subsidiary, (ii) the
carrying amount of any non-controlling interest and (jii) the cumulative
translation differences recorded in equity; and recognises (i) the fair
value of the consideration received, (i) the fair value of any investment
retained and (i) any resulting surplus or deficit in profit or loss. The
Group’s share of components previously recognised in other
comprehensive income is reclassified to profit or loss or retained
profits, as appropriate, on the same basis as would be required if the
Group had directly disposed of the related assets or liabilities.

Notes to Financial Statements

2.1

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

R EZE ()

SOFEE ()
BEakAt2HRESAKTD FBEAEE
BREEE A RIEZERER - BELESER
RS B REA SR - AREARERES
BEEBE  BE WA FAXREREEK
BRARMERZAENRERENEHEERE
BRI -

ERENERARA LM 2 =R =E7T
EHRH—ERZEEER  AEEEHTER
BEHREHR - KB R R HEERER L
HE) o TS GHHE R KL - BIERE

i AEEAR LS — B AR MZEE - AR
RIEFER()ZMBARINEE (BHEAE) KA
18~ (i) 1 ] 422 s e O B 70 1 X% (i) IO A 2 A
RS REITHEZ8 - REER () TR ENR
AME - () ARE R E N A E K (i) Bk
R ELEEL R sk 1E - BRI EME
RS AN AR B EE R AR AL E
EERHEHBEEXRRBNRARZEERR
BN ERBEERRBEN (RAEBEE) -
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2.2 CHANGES IN ACCOUNTING POLICIES AND

DISCLOSURES

2.2

The Group has adopted the following new and revised IFRSs for the

first time for the current year’s financial statements.

Amendments to IFRS 2

Amendments to IFRS 4

IFRS 9
IFRS 15

Amendments to IFRS 15

Amendments to IAS 40

IFRIC 22

Annual Improvements
2014-2016 Cycle

Classification and Measurement of
Share-based Payment Transactions

Applying IFRS 9 Financial Instruments
with IFRS 4 Insurance Contracts

Financial Instruments

Revenue from Contracts with
Customers

Clarifications to IFRS 15 Revenue from

Contracts with Customers
Transfers of Investment Property
Foreign Currency Transactions and

Advance Consideration
Amendments to IFRS 1 and IAS 28
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2.2 CHANGES IN ACCOUNTING POLICIES AND
DISCLOSURES (Cont’d)
Except for the amendments to IFRS 4, IAS 40 and Annual
Improvements to IFRSs 2014-2016 Cycle, which are not relevant to

the preparation of the Group’s financial statements, the nature and

the impact of the new and revised IFRSs are described below:

Amendments to IFRS 2 address three main areas: the effects
of vesting conditions on the measurement of a cash-settled
share-based payment transaction; the classification of a share-
based payment transaction with net settlement features for
withholding a certain amount in order to meet an employee’s
tax obligation associated with the share-based payment; and
accounting where a modification to the terms and conditions of
a share-based payment transaction changes its classification
from cash-settled to equity-settled. The amendments clarify
that the approach used to account for vesting conditions when
measuring equity-settled share-based payments also applies
to cash-settled share-based payments. The amendments
introduce an exception so that a share-based payment
transaction with net share settlement features for withholding a
certain amount in order to meet the employee’s tax obligation
is classified in its entirety as an equity-settled share-based
payment transaction when certain conditions are met.
Furthermore, the amendments clarify that if the terms and
conditions of a cash-settled share-based payment transaction
are modified, with the result that it becomes an equity-settled
share-based payment transaction, the transaction is accounted
for as an equity-settled transaction from the date of the
modification. The amendments have had no impact on the
financial position or performance of the Group as the Group
does not have any cash-settled share-based payment
transactions and has no share-based payment transactions

with net settlement features for withholding tax.
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2.2 CHANGES IN ACCOUNTING POLICIES AND
DISCLOSURES (Cont’d)

()
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IFRS 9 Financial Instruments replaces IAS 39 Financial
Instruments: Recognition and Measurement for annual periods
beginning on or after 1 January 2018, bringing together all
three aspects of the accounting for financial instruments:
classification and measurement, impairment and hedge

accounting.

The Group has recognised the transition adjustments against
the applicable opening balances in equity at 1 January 2018.
Therefore, the comparative information was not restated and

continues to be reported under IAS 39.

Classification and measurement

Under IFRS 9, debt instruments are subsequently measured at
fair value through profit or loss, amortised cost, or fair value
through other comprehensive income (“OCI”); equity
instruments are subsequently measured at fair value through
profit or loss, or fair value through OCI. The classification is
based on two criteria: the Group’s business model for
managing the assets; and whether the instruments’ contractual
cash flows represent solely payments of principal and interest
on the principal amount outstanding.

The assessment of the Group’s business model was made as
of the date of initial application, 1 January 2018, and then
applied retrospectively to those financial assets that were not
derecognised before 1 January 2018. The assessment of
whether contractual cash flows on debt instruments are solely
comprised of principal and interest was made based on the
facts and circumstances as at the initial recognition of the
assets.
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2.2 CHANGES IN ACCOUNTING POLICIES AND
DISCLOSURES (Cont’d)

()

(Cont’d)

Classification and measurement (Cont’d)

The classification and measurement requirements of IFRS 9
did not have a significant impact on the Group. The Group
continued measuring at fair value all financial assets previously
held at fair value under IAS 39. The following are the changes

in the classification of the Group’s financial assets:

Trade and other receivables previously classified as receivables
are held to collect contractual cash flows and give rise to cash
flows representing solely payments of principal and interest.
These are now classified and measured as debt instruments at
amortised cost. Notes receivables previously classified as
receivables are held with a business model with the objective
of both holding to collect contractual cash flows and selling as
the Group sometimes endorses notes receivable to suppliers
prior to their expiry date. These are now classified and
measured as debt instruments at fair value through OCI.

There are no changes in classification and measurement for
the Group’s financial liabilities.
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2.2 CHANGES IN ACCOUNTING POLICIES AND 22 BItBERBEENEE (&)
DISCLOSURES (Cont’d)
(b)  (Contd) © (&)
Classification and measurement (Cont’d) S REE (E)
In summary, upon the adoption of IFRS 9, the Group had the BIEMS  NEMBIR SR ELERSE9
following required or elected reclassifications as at 1 January g AEBR_ZE—N\F—H—HBF
2018: ATHEBSEEZ2EFHHE

IFRS 9 measurement category
B R B 75 R 5 2E R 55 9 5% T B

Fair value

through Amortised Fair value

profit or loss cost through OCI
UAREFE UARERE
BHZH BHZEA

FARS memAx Hitt2EdRE
RMB’000 RMB'000 RMB’000 RMB'000
ARBTE  ARETT ARBTT ARBTR

IAS 39 measurement category Ract £ 5 395t 258 A
Financial assets EJI ﬁﬁE
Trade and notes receivables BWE 5 R EEZIE 313,214 - 184,853 128,361
Financial assets included in FSTATENR - E bR FIE
prepayments, other receivables  REMAE 2 BEEE
and other assets 461,005 = 461,005 =
Equity investments at fair value AR R B8 B EEEETA
through profit or loss B 2 RIERE 8,743 8,743 - -
Cash and bank e RIBITER 611,077 = 611,077 -
8,743 1,256,935 128,361
Financial liabilities BBaE
Trade and notes payables [ERE 5 R EBHRIE 143,404 = 143,404 -
Financial liabilities included in FARMENRNIERER
other payables and accruals BsAaE 62,957 - 62,957 =
- 206,361 =
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2.2 CHANGES IN ACCOUNTING POLICIES AND
DISCLOSURES (Cont’d)

()

(Cont’d)

Impairment

The adoption of IFRS 9 has fundamentally changed the
Group’s accounting for impairment losses for financial assets
by replacing IAS 39’s incurred loss approach with a forward-
looking expected credit loss (ECL) approach. IFRS 9 requires
the Group to recognise an allowance for ECLs for all debt
instruments not held at fair value through profit or loss and
contract assets.

Upon the adoption of IFRS 9, no additional impairment was
recognised on the Group’s financial assets.

IFRS 15 and its amendments replace IAS 11 Construction
Contracts, IAS 18 Revenue and related interpretations and it
applies, with limited exceptions, to all revenue arising from
contracts with customers. IFRS 15, establishes a new five-step
model to account for revenue arising from contracts with
customers. Under IFRS 15, revenue is recognised at an
amount that reflects the consideration to which an entity
expects to be entitled in exchange for transferring goods or
services to a customer. The principles in IFRS 15 provide a
more structured approach for measuring and recognising
revenue. The standard also introduces extensive qualitative
and quantitative disclosure requirements, including
disaggregation of total revenue, information about performance
obligations, changes in contract asset and liability account
balances between periods and key judgements and estimates.
The disclosures are included in notes 2.5 and 4 to the financial
statements. As a result of the application of IFRS 15, the
Group has changed the accounting policy with respect to
revenue recognition in note 2.4 to the financial statements.

The Group has adopted IFRS 15 using the modified
retrospective method of adoption. Under this method, the
standard can be applied either to all contracts at the date of
initial application or only to contracts that are not completed at
this date. The Group has elected to apply the standard to

contracts that are not completed as at 1 January 2018.
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2.2 CHANGES IN ACCOUNTING POLICIES AND
DISCLOSURES (Cont’d)

(©

88 DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED ZEs84%5 (1253 ) HRR A 7

(Cont’d)

The cumulative effect of the initial application of IFRS 15 was
recognised as an adjustment to the opening balance of
retained profits as at 1 January 2018. Therefore, the
comparative information was not restated and continues to be
reported under IAS 11, IAS 18 and related interpretations.

Consideration received from customers in advance

Before the adoption of IFRS 15, the Group recognised
consideration received from customers in advance as
advances from customers included in other payables and
accruals. Under IFRS 15, the amount is classified as contract
liabilities which is included in other payables and accruals.

Therefore, upon adoption of IFRS 15, the Group reclassified
RMB13,841,000 from advances from customers included in
other payables to contract liabilities as at 1 January 2018 in
relation to the consideration received from customers in
advance as at 1 January 2018.

As at 31 December 2018, under IFRS 15, RMB13,897,000
was reclassified from advances from customers included in
other payables to contract liabilities in relation to the
consideration received from customers in advance for the sale
of pharmaceutical products and the provision of pilot test

services.

Except for those described above, the adoption of IFRS 15
does not have any material impact on the Group’s
consolidated financial statements.
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2.2 CHANGES IN ACCOUNTING POLICIES AND
DISCLOSURES (Cont’d)

)

IFRIC 22 provides guidance on how to determine the date of
the transaction when applying IAS 21 to the situation where an
entity receives or pays advance consideration in a foreign
currency and recognises a non-monetary asset or liability. The
interpretation clarifies that the date of the transaction for the
purpose of determining the exchange rate to use on initial
recognition of the related asset, expense or income (or part of
it) is the date on which an entity initially recognises the non-
monetary asset (such as a prepayment) or non-monetary
liability (such as deferred income) arising from the payment or
receipt of the advance consideration. If there are multiple
payments or receipts in advance of recognising the related
item, the entity must determine the transaction date for each
payment or receipt of the advance consideration. The
interpretation has had no impact on the Group’s financial
statements as the Group’s accounting policy for the
determination of the exchange rate applied for initial recognition
of non-monetary assets or non-monetary liabilities is consistent

with the guidance provided in the interpretation.
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2.3 ISSUED BUT NOT YET EFFECTIVE INTERNATIONAL
FINANCIAL REPORTING STANDARDS
The Group has not applied the following new and revised IFRSs, that
have been issued but are not yet effective, in these financial
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statements.

Amendments to IFRS 3

Amendments to IFRS 9

Amendments to IFRS 10

and IAS 28

IFRS 16

IFRS 17

Amendments to IAS 1
and IAS 8

Amendments to IAS 19

Amendments to IAS 28

IFRIC 23

Annual Improvements
2015-2017 Cycle

Definition of a Business?

Prepayment Features with Negative
Compensation’

Sale or Contribution of Assets between
an Investor and its Associate or
Joint Venture*

Leases’

Insurance Contracts®

Definition of Material?

Plan Amendment, Curtailment or
Settlement

Long-term Interest in Associates and
Joint Venture'

Uncertainty over Income Tax
Treatments'

Amendments to IFRS 3, IFRS 11,
IAS 12 and IAS 23!

L Effective for annual periods beginning on or after 1 January 2019

2 Effective for annual periods beginning on or after 1 January 2020
g Effective for annual periods beginning on or after 1 January 2021
. No mandatory effective date yet determined but available for adoption
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2.3

ISSUED BUT NOT YET EFFECTIVE INTERNATIONAL
FINANCIAL REPORTING STANDARDS (Cont’d)

Further information about those IFRSs that are expected to be
applicable to the Group is described below:

Amendments to IFRS 3 clarify and provide additional guidance on
the definition of a business. The amendments clarify that for an
integrated set of activities and assets to be considered a business, it
must include, at a minimum, an input and a substantive process that
together significantly contribute to the ability to create output. A
business can exist without including all of the inputs and processes
needed to create outputs. The amendments remove the assessment
of whether market participants are capable of acquiring the business
and continue to produce outputs. Instead, the focus is on whether
acquired inputs and acquired substantive processes together
significantly contribute to the ability to create outputs. The
amendments have also narrowed the definition of outputs to focus
on goods or services provided to customers, investment income or
other income from ordinary activities. Furthermore, the amendments
provide guidance to assess whether an acquired process is
substantive and introduce an optional fair value concentration test to
permit a simplified assessment of whether an acquired set of
activities and assets is not a business. The Group expects to adopt
the amendments prospectively from 1 January 2020.

Amendments to IFRS 10 and IAS 28 address an inconsistency
between the requirements in IFRS 10 and in IAS 28 in dealing with
the sale or contribution of assets between an investor and its
associate or joint venture. The amendments require a full recognition
of a gain or loss when the sale or contribution of assets between an
investor and its associate or joint venture constitutes a business. For
a transaction involving assets that do not constitute a business, a
gain or loss resulting from the transaction is recognised in the
investor’s profit or loss only to the extent of the unrelated investor’s
interest in that associate or joint venture. The amendments are to be
applied prospectively. The previous mandatory effective date of
amendments to IFRS 10 and IAS 28 was removed by the IASB in
December 2015 and a new mandatory effective date will be
determined after the completion of a broader review of accounting
for associates and joint ventures. However, the amendments are

available for adoption now.
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2.3

ISSUED BUT NOT YET EFFECTIVE INTERNATIONAL
FINANCIAL REPORTING STANDARDS (Cont’d)

IFRS 16, replaces IAS 17 Leases, IFRIC 4 Determining whether an
Arrangement contains a Lease, SIC-15 Operating Leases —
Incentives and SIC-27 Evaluating the Substance of Transactions
Involving the Legal Form of a Lease. The standard sets out the
principles for the recognition, measurement, presentation and
disclosure of leases and requires lessees to recognise assets and
liabilities for most leases. The standard includes two elective
recognition exemptions for lessees — leases of low-value assets and
short-term leases. At the commencement date of a lease, a lessee
will recognise a liability to make lease payments (i.e., the lease
liability) and an asset representing the right to use the underlying
asset during the lease term (i.e., the right-of-use asset). The right-of-
use asset is subsequently measured at cost less accumulated
depreciation and any impairment losses unless the right-of-use asset
meets the definition of investment property in IAS 40, or relates to a
class of property, plant and equipment to which the revaluation
model is applied. The lease liability is subsequently increased to
reflect the interest on the lease liability and reduced for the lease
payments. Lessees will be required to separately recognise the
interest expense on the lease liability and the depreciation expense
on the right-of-use asset. Lessees will also be required to remeasure
the lease liability upon the occurrence of certain events, such as
change in the lease term and change in future lease payments
resulting from a change in an index or rate used to determine those
payments. Lessees will generally recognise the amount of the
remeasurement of the lease liability as an adjustment to the right-of-
use asset. Lessor accounting under IFRS 16 is substantially
unchanged from the accounting under IAS 17. Lessors will continue
to classify all leases using the same classification principle as in IAS
17 and distinguish between operating leases and finance leases.
IFRS 16 requires lessees and lessors to make more extensive
disclosures than under IAS 17. Lessees can choose to apply the
standard using either a full retrospective or a modified retrospective
approach. The Group will adopt IFRS 16 from 1 January 2019. The
Group plans to adopt the transitional provisions in IFRS 16 to
recognise the cumulative effect of initial adoption as an adjustment
to the opening balance of retained earnings at 1 January 2019 and
will not restate the comparatives. In addition, the Group plans to
apply the new requirements to contracts that were previously
identified as leases applying IAS 17 and measure the lease liability at
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2.3

ISSUED BUT NOT YET EFFECTIVE INTERNATIONAL
FINANCIAL REPORTING STANDARDS (Cont’d)

the present value of the remaining lease payments, discounted using
the Group’s incremental borrowing rate at the date of initial
application. The right-of-use asset will be measured at the amount of
the lease liability, adjusted by the amount of any prepaid or accrued
lease payments relating to the lease recognised in the statement of
financial position immediately before the date of initial application.
The Group plans to use the exemptions allowed by the standard on
lease contracts whose lease terms end within 12 months as of the
date of initial application. During 2018, the Group has performed a
detailed assessment on the impact of adoption of IFRS 16. As
disclosed in note 36 to the consolidated financial statements, the
Group had total future minimum lease payments under non-
cancellable operating leases as at 31 December 2018 amounting to
RMB42,000. Based on the preliminary assessment by the Directors,
assuming all non-cancellation operating lease arrangements as
disclosed in note 36 to the consolidated financial statements meet
the IFRS 16 criteria, the adoption of IFRS 16 will have no significant

impact on the Group’s net assets and performance.

Amendments to IAS 1 and IAS 8 provide a new definition of material.
The new definition states that information is material if omitting,
misstating or obscuring it could reasonably be expected to influence
decisions that the primary users of general purpose financial
statements make on the basis of those financial statements. The
amendments clarify that materiality will depend on the nature or
magnitude of information. A misstatement of information is material if
it could reasonably be expected to influence decisions made by the
primary users. The Group expects to adopt the amendments
prospectively from 1 January 2020. The amendments are not
expected to have any significant impact on the Group’s financial
statements.
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2.3

ISSUED BUT NOT YET EFFECTIVE INTERNATIONAL
FINANCIAL REPORTING STANDARDS (Cont’d)
Amendments to IAS 28 clarify that the scope exclusion of IFRS 9
only includes interests in an associate or joint venture to which the
equity method is applied and does not include long-term interests
that in substance form part of the net investment in the associate or
joint venture, to which the equity method has not been applied.
Therefore, an entity applies IFRS 9, rather than IAS 28, including the
impairment requirements under IFRS 9, in accounting for such long-
term interests. IAS 28 is then applied to the net investment, which
includes the long-term interests, only in the context of recognising
losses of an associate or joint venture and impairment of the net
investment in the associate or joint venture. The Group expects to
adopt the amendments on 1 January 2019 and will assess its
business model for such long-term interests based on the facts and
circumstances that exist on 1 January 2019 using the transitional
requirements in the amendments. The Group also intends to apply
the relief from restating comparative information for prior periods

upon adoption of the amendments.

IFRIC 23 addresses the accounting for income taxes (current and
deferred) when tax treatments involve uncertainty that affects the
application of IAS 12 (often referred to as “uncertain tax positions”).
The interpretation does not apply to taxes or levies outside the scope
of IAS 12, nor does it specifically include requirements relating to
interest and penalties associated with uncertain tax treatments. The
interpretation specifically addresses (i) whether an entity considers
uncertain tax treatments separately; (i) the assumptions an entity
makes about the examination of tax treatments by taxation
authorities; (i) how an entity determines taxable profits or tax losses,
tax bases, unused tax losses, unused tax credits and tax rates; and
(iv) how an entity considers changes in facts and circumstances. The
interpretation is to be applied retrospectively, either fully
retrospectively without the use of hindsight or retrospectively with the
cumulative effect of application as an adjustment to the opening
equity at the date of initial application, without the restatement of
comparative information. The Group expects to adopt the
interpretation from 1 January 2019. The interpretation is not
expected to have any significant impact on the Group’s financial
statements.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

INVESTMENTS IN ASSOCIATES

An associate is an entity in which the Group has a long term interest
of generally not less than 20% of the equity voting rights and over
which it is in a position to exercise significant influence. Significant
influence is the power to participate in the financial and operating
policy decisions of the investee, but is not control or joint control over
those policies.

The Group’s investments in associates are stated in the consolidated
statement of financial position at the Group’s share of net assets
under the equity method of accounting, less any impairment losses.
Adjustments are made to bring into line any dissimilar accounting
policies that may exist. The Group’s share of the post-acquisition
results and other comprehensive income of associates is included in
the consolidated statement of profit or loss and consolidated other
comprehensive income, respectively. In addition, when there has
been a change recognised directly in the equity of the associate, the
Group recognises its share of any changes, when applicable, in the
consolidated statement of changes in equity. Unrealised gains and
losses resulting from transactions between the Group and its
associates are eliminated to the extent of the Group’s investments in
the associates, except where unrealised losses provide evidence of
an impairment of the assets transferred. Goodwill arising from the
acquisition of associates is included as part of the Group’s
investments in associates.

If an investment in an associate becomes an investment in a joint
venture or vice versa, the retained interest is not remeasured.
Instead, the investment continues to be accounted for under the
equity method. In all other cases, upon loss of significant influence
over the associate or joint control over the joint venture, the Group
measures and recognises any retained investment at its fair value.
Any difference between the carrying amount of the associate or joint
venture upon loss of significant influence or joint control and the fair
value of the retained investment and proceeds from disposal is

recognised in profit or loss.

When an investment in an associate is classified as held for sale, it is
accounted for in accordance with IFRS 5 Non-current Assets Held

for Sale and Discontinued Operations.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

BUSINESS COMBINATIONS AND GOODWILL

Business combinations are accounted for using the acquisition
method. The consideration transferred is measured at the acquisition
date fair value which is the sum of the acquisition date fair values of
assets transferred by the Group, liabilities assumed by the Group to
the former owners of the acquiree and the equity interests issued by
the Group in exchange for control of the acquiree. For each business
combination, the Group elects whether to measure the non-
controlling interests in the acquiree that are present ownership
interests and entitle their holders to a proportionate share of net
assets in the event of liquidation either at fair value or at the
proportionate share of the acquiree’s identifiable net assets. All other
components of non-controlling interests are measured at fair value.
Acquisition-related costs are expensed as incurred.

When the Group acquires a business, it assesses the financial assets
and liabilities assumed for appropriate classification and designation
in accordance with the contractual terms, economic circumstances
and pertinent conditions as at the acquisition date. This includes the
separation of embedded derivatives in host contracts of the
acquiree.

If the business combination is achieved in stages, the previously held
equity interest is remeasured at its acquisition date fair value and any
resulting gain or loss is recognised in profit or loss.

Any contingent consideration to be transferred by the acquirer will be
recognised at fair value at the acquisition date. Contingent
consideration classified as an asset or liability is measured at fair
value with changes in fair value recognised in profit or loss.
Contingent consideration that is classified as equity is not
remeasured and subsequent settlement is accounted for within
equity.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

BUSINESS COMBINATIONS AND GOODWILL (Cont’d)
Goodwill is initially measured at cost, being the excess of the
aggregate of the consideration transferred, the amount recognised
for non-controlling interests and any fair value of the Group’s
previously held equity interests in the acquiree over the identifiable
net assets acquired and liabilities assumed. If the sum of this
consideration and other items is lower than the fair value of the net
assets of the subsidiary acquired, the difference is, after
reassessment, recognised in profit or loss as a gain on bargain
purchase.

After initial recognition, goodwill is measured at cost less any
accumulated impairment losses. Goodwill is tested for impairment
annually or more frequently if events or changes in circumstances
indicate that the carrying value may be impaired. The Group
performs its annual impairment test of goodwill as at 31 December.
For the purpose of impairment testing, goodwill acquired in a
business combination is, from the acquisition date, allocated to each
of the Group’s cash-generating units, or groups of cash-generating
units, that are expected to benefit from the synergies of the
combination, irrespective of whether other assets or liabilities of the
Group are assigned to those units or groups of units.

Impairment is determined by assessing the recoverable amount of
the cash-generating unit (group of cash-generating units) to which
the goodwill relates. Where the recoverable amount of the cash-
generating unit (group of cash-generating units) is less than the
carrying amount, an impairment loss is recognised. An impairment

loss recognised for goodwill is not reversed in a subsequent period.

Where goodwill has been allocated to a cash-generating unit (or
group of cash-generating units) and part of the operation within that
unit is disposed of, the goodwill associated with the operation
disposed of is included in the carrying amount of the operation when
determining the gain or loss on the disposal. Goodwill disposed of in
these circumstances is measured based on the relative value of the
operation disposed of and the portion of the cash-generating unit
retained.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

FAIR VALUE MEASUREMENT

The Group measures financial instruments at fair value at the end of
each reporting period. Fair value is the price that would be received
to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. The fair value
measurement is based on the presumption that the transaction to
sell the asset or transfer the liability takes place either in the principal
market for the asset or liability, or in the absence of a principal
market, in the most advantageous market for the asset or liability.
The principal or the most advantageous market must be accessible
by the Group. The fair value of an asset or a liability is measured
using the assumptions that market participants would use when
pricing the asset or liability, assuming that market participants act in
their economic best interest.

A fair value measurement of a non-financial asset takes into account
a market participant’s ability to generate economic benefits by using
the asset in its highest and best use or by selling it to another market

participant that would use the asset in its highest and best use.

The Group uses valuation techniques that are appropriate in the
circumstances and for which sufficient data are available to measure
fair value, maximising the use of relevant observable inputs and
minimising the use of unobservable inputs.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

FAIR VALUE MEASUREMENT (Cont’d)

All assets and liabilities for which fair value is measured or disclosed
in the financial statements are categorised within the fair value
hierarchy, described as follows, based on the lowest level input that

is significant to the fair value measurement as a whole:

Level 1 — based on quoted prices (unadjusted) in active markets
for identical assets or liabilities

Level2 — based on valuation techniques for which the lowest
level input that is significant to the fair value
measurement is observable, either directly or indirectly

Level 3 — based on valuation techniques for which the lowest

level input that is significant to the fair value
measurement is unobservable

For assets and liabilities that are recognised in the financial
statements on a recurring basis, the Group determines whether
transfers have occurred between levels in the hierarchy by
reassessing categorisation (based on the lowest level input that is
significant to the fair value measurement as a whole) at the end of
each reporting period.

FOREIGN CURRENCIES

These financial statements are presented in RMB, which is the
functional currency of most of the group companies. 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.

Foreign currency transactions recorded by the entities in the Group
are initially recorded using their respective functional currency rates
prevailing at the dates of the transactions. Monetary assets and
liabilities denominated in foreign currencies are translated at the
functional currency rates of exchange ruling at the end of the
reporting period. Differences arising on settlement or translation of

monetary items are recognised in the statement of profit or loss.

Non-monetary items are measured in terms of historical cost in a
foreign currency are translated using the exchange rates at the dates
of the initial transactions.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

FOREIGN CURRENCIES (Cont’d)

In determining the exchange rate on initial recognition of the related
asset, expense or income on the derecognition of a non-monetary
asset or non-monetary liability relating to an advance consideration,
the date of initial transaction is the date on which the Group initially
recognises the non-monetary asset or non-monetary liability arising
from the advance consideration. If there are multiple payments or
receipts in advance, the Group determines the transaction date for

each payment or receipt of the advance consideration.

The functional currency of the Company, Dawnrays International
Company Limited (“Dawnrays (BVI)”), Dawnrays Biotechnology
Capital (Asia) Limited (“Dawnrays Biotechnology”), Dawnrays
International Company Limited (“Dawnrays International”) and
Dawnrays Pharma (Hong Kong) Limited (“Dawnrays Pharma”)
(collectively the “Overseas Companies”) is the Hong Kong dollar. As
at the end of the reporting period, the assets and liabilities of these
companies are translated into RMB at the exchange rate prevailing
at the end of the reporting period and their statements of profit or
loss are translated into RMB at the weighted average exchange rate
for the year. The resulting exchange differences are recognised in
other comprehensive income and accumulated in the exchange
fluctuation reserve. On disposal of a foreign operation, the
component of other comprehensive income relating to that particular

foreign operation is recognised in the statement of profit or loss.

For the purpose of the consolidated statement of cash flows, the
cash flows of the Overseas Companies are translated into RMB at
the exchange rates ruling at the dates of the cash flows. Frequently
recurring cash flows of the Overseas Companies which arise
throughout the year are translated into RMB at the weighted average
exchange rate for the year.

100 DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED SRE: 8% (#28%) A R A 7

S (48)
EEENGRARBNREEGRNIEEEE
ESFERAERIRAMELNEREE
AR AFTARERE IR S0 B8 A
AEBRBNREMNGERIEEEEEESR
FEBMREZA - HEFEZEBRNAKBR
R AEEEREERNRENRIWKREE
RHHEH -

ARF - REBRERAB(REBV)]) - R
mEYMKREZER(DM ARQA(RKE
) RinBIBR RO AR AR (R EE K
DD EREHFE(ES)BRABR((RRHED
(5if [BINAB D e B RER - RIS
IR RERRMNEERBBEREREAROE
RKHmE /AR - MIBRRIRFERINET
BERGE S ARE - FttMELNERLZRR
T2 H Ath 2 E W R T DA T SRS 50 A BE R B
B o RIEERINEKE - LB ERINER
HHEM2ERET NS BRBERER -

REERERERME - BIRFANRERE
BRTREANBERANEXBLESARE - 8
IMAREFRAEENEEUHRERESEZF
RNt I KBS ARE o



2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

REVENUE RECOGNITION (APPLICABLE FROM 1 JANUARY
2018)

Revenue from contracts with customers

Revenue from contracts with customers is recognised when control
of goods or services is transferred to the customers at an amount
that reflects the consideration to which the Group expects to be
entitled in exchange for those goods or services.

When the consideration in a contract includes a variable amount, the
amount of consideration is estimated to which the Group will be
entitled in exchange for transferring the goods or services to the
customer. The variable consideration is estimated at contract
inception and constrained until it is highly probable that a significant
revenue reversal in the amount of cumulative revenue recognised will
not occur when the associated uncertainty with the variable
consideration is subsequently resolved.

When the contract contains a financing component which provides
the customer a significant benefit of financing the transfer of goods
or services to the customer for more than one year, revenue is
measured at the present value of the amount receivable, discounted
using the discount rate that would be reflected in a separate
financing transaction between the Group and the customer at
contract inception. When the contract contains a financing
component which provides the Group a significant financial benefit
for more than one year, revenue recognised under the contract
includes the interest expense accreted on the contract liability under
the effective interest method. For a contract where the period
between the payment by the customer and the transfer of the
promised goods or services is one year or less, the transaction price
is not adjusted for the effects of a significant financing component,
using the practical expedient in IFRS 15.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

REVENUE RECOGNITION (APPLICABLE FROM 1 JANUARY

2018) (Cont’d)
Revenue from contracts with customers (Cont’d)
(@)  Sale of pharmaceutical products

Revenue from the sale of pharmaceutical products is
recognised at the point in time when control of the asset is

transferred to the customer, generally on delivery of the

pharmaceutical products.

Some contracts for the sale of pharmaceutical products

provide customers with rights of volume rebates. The rights of

volume rebates give rise to variable consideration.

Retrospective volume rebates may be provided to certain
customers once the quantity of products purchased during the
period exceeds a threshold specified in the contract. Rebates
are offset against amounts payable by the customer. To
estimate the variable consideration for the expected future
rebates, the most likely amount method is used for contracts
with a single-volume threshold. The requirements on
constraining estimates of variable consideration are applied
and a refund liability for the expected future rebates is

recognised.

(b)  Rendering of pilot test services

Revenue from the rendering of pilot test services is recognised

over the period of time because the customer simultaneously

receives and consumes the benefits provided by the Group.

Other income

Rental income is recognised on a time proportion basis over the

lease terms.

Interest income is recognised on an accrual basis using the effective
interest method by applying the rate that exactly discounts the
estimated future cash receipts over the expected life of the financial

instrument or a shorter period, when appropriate, to the net carrying

amount of the financial asset.

Dividend income is recognised when the shareholders’ right to
receive payment has been established, it is probable that the
economic benefits associated with the dividend will flow to the Group

and the amount of the dividend can be measured reliably.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

REVENUE RECOGNITION (APPLICABLE BEFORE 1 JANUARY
2018)

Revenue is recognised when it is probable that the economic
benefits will flow to the Group and when the revenue can be

measured reliably, on the following bases:

(@ from sale of goods, when the significant risks and rewards of
ownership of the goods have been transferred 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.

(b)  rental income, on a time proportion basis over the lease terms;

(c) interest income, on an accrual basis using the effective interest
method by applying the rate that exactly discounts the
estimated future cash receipts over the expected life of the
financial instrument or a shorter period, when appropriate, to
the net carrying amount of the financial asset; and

(d) dividend income, when the shareholders’ right to receive

payment has been established.

CONTRACT LIABILITIES (APPLICABLE FROM 1 JANUARY
2018)

A contract liability is the obligation to transfer goods or services to a
customer for which the Group has received a consideration (or an
amount of consideration that is due) from the customer. If a
customer pays the consideration before the Group transfers goods
or services to the customer, a contract liability is recognised when
the payment is made or the payment is due (whichever is earlier).
Contract liabilities are recognised as revenue when the Group
performs under the contract.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

INCOME TAX

Income tax comprises current and deferred tax. Income tax relating
to items recognised outside profit or loss is recognised outside profit
or loss, either in other comprehensive income or directly in equity.

Current income tax

Current income tax assets and liabilities are measured at the amount
expected to be recovered from or paid to the taxation authorities,
based on tax rates (and tax laws) that have been enacted or
substantively enacted by the end of the reporting period, taking into
consideration interpretations and practices prevailing in the countries
where the Group operates.

Deferred tax

Deferred tax is provided using the liability method on temporary
differences at the end of the reporting period 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:

o when the deferred tax liability arises from the initial recognition
of goodwill or 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, when 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.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

INCOME TAX (Cont’d)

Deferred tax (Cont’d)

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

o when the deferred 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.

The carrying amount of deferred tax assets is reviewed at the end of
each reporting period 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 tax asset to be utilised. Unrecognised deferred
tax assets are reassessed at the end of each reporting period and
are recognised to the extent that it has become probable that
sufficient taxable profit will be available to allow all or part of the
deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that
are expected to apply to the year when the asset is realised or the
liability is settled, based on tax rates (and tax laws) that have been

enacted or substantively enacted by the end of the reporting period.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

INCOME TAX (Cont’d)

Deferred tax (Cont’d)

Deferred tax assets and deferred tax liabilities are offset if and only if
the Group has a legally enforceable right to set off current tax assets
and current tax liabilities and the deferred tax assets and deferred
tax liabilities relate to income taxes levied by the same taxation
authority on either the same taxable entity or different taxable entities
which intend either to settle current tax liabilities and assets on a net
basis, or to realise the assets and settle the liabilities simultaneously,
in each future period in which significant amounts of deferred tax

liabilities or assets are expected to be settled or recovered.

GOVERNMENT GRANTS

Government grants are recognised at their fair value 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 on a systematic basis over
the periods that the costs, which it is intended to compensate, are

expensed.

Where the grant relates to an asset, the fair value is credited to a
deferred income account and is released to the statement of profit or
loss over the expected useful life of the relevant asset by equal
annual instalments or deducted from the carrying amount of the
asset and released to the statement of profit or loss by way of a
reduced depreciation charge.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

RETIREMENT BENEFIT SCHEMES

The Group operates a defined contribution Mandatory Provident
Fund retirement benefit 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 statement of profit or loss 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
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
statement of profit or loss 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 statement of profit or loss as incurred.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 BEXESHBREE (B)

(Cont’d)

BORROWING COSTS

Borrowing costs directly attributable to the acquisition, construction
or production of qualifying assets, i.e., assets that necessarily take a
substantial period of time to get ready for their intended use or sale,
are capitalised as part of the cost of those assets. The capitalisation
of such borrowing costs ceases when the assets are substantially
ready for their intended use or sale. Investment income earned on
the temporary investment of specific borrowings pending their
expenditure on qualifying assets is deducted from the borrowing
costs capitalised. All other borrowing costs are expensed in the
period in which they are incurred. Borrowing costs consist of interest
and other costs that an entity incurs in connection with the borrowing
of funds.

Where funds have been borrowed generally, and used for the
purpose of obtaining qualifying assets, an appropriate capitalisation
rate shall be applied to the expenditure on the individual assets.

SHARE-BASED PAYMENTS

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 payments, 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 the Black-Scholes-Merton
valuation model, further details of which are given in note 29 to the
financial statements. The cost of equity-settled transactions is
recognised in employee benefit expense, together with a
corresponding increase in equity, over the period in which the
performance and/or service conditions are fulfilled. The cumulative
expense recognised for equity-settled transactions at each reporting
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 statement of profit or loss for a period represents the movement
in cumulative expense recognised as at the beginning and end of
that period.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

SHARE-BASED PAYMENTS (Cont’d)

Service and non-market performance conditions are not taken into
account when determining the grant date fair value of awards, but
the likelihood of the conditions being met is assessed as part of the
Group’s best estimate of the number of equity instruments that will
ultimately vest. Market performance conditions are reflected within
the grant date fair value. Any other conditions attached to an award,
but without an associated service requirement, are considered to be
non-vesting conditions. Non-vesting conditions are reflected in the
fair value of an award and lead to an immediate expensing of an

award unless there are also service and/or performance conditions.

For awards that do not ultimately vest because non-market
performance and/or service conditions have not been met, no
expense is recognised. Where awards include a market or non-
vesting condition, the transactions are treated as vesting irrespective
of whether the market condition is satisfied, provided that all other

performance and/or service 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, if the original terms of the award are met. An additional
expense is recognised for any modification that increases the total
fair value of the share-based payments, 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. This includes
any award where non-vesting conditions within the control of either
the entity or the employee are not met. However, if a new award is
substituted for the cancelled award, and 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 diluted earnings per share (further
details are given in note 12).
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 2.4 SRR E ()
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(Cont’d)

INVESTMENTS AND OTHER FINANCIAL ASSETS (POLICIES
UNDER IFRS 9 APPLICABLE FROM 1 JANUARY 2018)

Initial recognition and measurement

Financial assets are classified, at initial recognition, as subsequently
measured at amortised cost, fair value through other comprehensive
income, and fair value through profit or loss.

The classification of financial assets at initial recognition depends on
the financial asset’s contractual cash flow characteristics and the
Group’s business model for managing them. With the exception of
trade and notes receivables that do not contain a significant financing
component or for which the Group has applied the practical
expedient of not adjusting the effect of a significant financing
component, the Group initially measures a financial asset at its fair
value, plus in the case of a financial asset not at fair value through
profit or loss, transaction costs. Trade and notes receivables that do
not contain a significant financing component or for which the Group
has applied the practical expedient are measured at the transaction
price determined under IFRS 15 in accordance with the policies set
out for “Revenue recognition (applicable from 1 January 2018)”
above.

In order for a financial asset to be classified and measured at
amortised cost or fair value through other comprehensive income, it
needs to give rise to cash flows that are solely payments of principal

and interest (“SPPI”) on the principal amount outstanding.

The Group’s business model for managing financial assets refers to
how it manages its financial assets in order to generate cash flows.
The business model determines whether cash flows will result from
collecting contractual cash flows, selling the financial assets, or both.

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 or sell 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

(Cont’d)

INVESTMENTS AND OTHER FINANCIAL ASSETS (POLICIES
UNDER IFRS 9 APPLICABLE FROM 1 JANUARY 2018) (Cont’d)
Subsequent measurement

The subsequent measurement of financial assets depends on their
classification as follows:

Financial assets at amortised cost (debt instruments)
The Group measures financial assets at amortised cost if both of the

following conditions are met:

o The financial asset is held within a business model with the
objective to hold financial assets in order to collect contractual
cash flows.

o The contractual terms of the financial asset give rise on
specified dates to cash flows that are solely payments of

principal and interest on the principal amount outstanding.

Financial assets at amortised cost are subsequently measured using
the effective interest method and are subject to impairment. Gains
and losses are recognised in the statement of profit or loss when the
asset is derecognised, modified or impaired.

Financial assets at fair value through other comprehensive income
(debt instruments)
The Group measures debt investments at fair value through other

comprehensive income if both of the following conditions are met:

° The financial asset is held within a business model with the
objective of both holding to collect contractual cash flows and
selling.

° The contractual terms of the financial asset give rise on
specified dates to cash flows that are solely payments of
principal and interest on the principal amount outstanding.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

INVESTMENTS AND OTHER FINANCIAL ASSETS (POLICIES
UNDER IFRS 9 APPLICABLE FROM 1 JANUARY 2018) (Cont’d)
Subsequent measurement (Cont’d)

Financial assets at fair value through other comprehensive income
(debt instruments) (Cont’d)

For debt investments at fair value through other comprehensive
income, interest income, foreign exchange revaluation and
impairment losses or reversals are recognised in the statement of
profit or loss and computed in the same manner as for financial
assets measured at amortised cost. The remaining fair value changes
are recognised in other comprehensive income. Upon derecognition,
the cumulative fair value change recognised in other comprehensive

income is recycled to the statement of profit or loss.

Financial assets at fair value through other comprehensive income
(equity investments)

Upon initial recognition, the Group can elect to classify irrevocably its
equity investments as equity investments designated at fair value
through other comprehensive income when they meet the definition
of equity under IAS 32 Financial Instruments: Presentation and are
not held for trading. The classification is determined on an
instrument-by-instrument basis.

Gains and losses on these financial assets are never recycled to the
statement of profit or loss. Dividends are recognised as other income
in the statement of profit or loss when the right of payment has been
established, it is probable that the economic benefits associated with
the dividend will flow to the Group and the amount of the dividend
can be measured reliably, except when the Group benefits from such
proceeds as a recovery of part of the cost of the financial asset, in
which case, such gains are recorded in other comprehensive
income. Equity investments designated at fair value through other
comprehensive income are not subject to impairment assessment.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

INVESTMENTS AND OTHER FINANCIAL ASSETS (POLICIES
UNDER IFRS 9 APPLICABLE FROM 1 JANUARY 2018) (Cont’d)
Subsequent measurement (Cont’d)

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial
assets held for trading, financial assets designated upon initial
recognition at fair value through profit or loss, or financial assets
mandatorily required to be measured at fair value. Financial assets
are classified as held for trading if they are acquired for the purpose
of selling or repurchasing in the near term. Financial assets with cash
flows that are not solely payments of principal and interest are
classified and measured at fair value through profit or loss,
irrespective of the business model. Notwithstanding the criteria for
debt instruments to be classified at amortised cost, as described
above, debt instruments may be designated at fair value through
profit or loss on initial recognition if doing so eliminates, or

significantly reduces, an accounting mismatch.

Financial assets at fair value through profit or loss are carried in the
statement of financial position at fair value with net changes in fair

value recognised in the statement of profit or loss.

This category includes derivative instruments and equity investments
which the Group had not irrevocably elected to classify at fair value
through other comprehensive income. Dividends on equity
investments classified as financial assets at fair value profit or loss
are also recognised as other income in the statement of profit or loss
when the right of payment has been established, it is probable that
the economic benefits associated with the dividend will flow to the
Group and the amount of the dividend can be measured reliably.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

INVESTMENTS AND OTHER FINANCIAL ASSETS (POLICIES RERHE M EEE (BBRMEREEREIR

UNDER IFRS 9 APPLICABLE FROM 1 JANUARY 2018) (Cont’d) HIZBR B N\F—A—ALEA) (E)

Subsequent measurement (Cont’d) #EE (1)

Financial assets at fair value through profit or loss (Cont’d) UAREFEAREEFA B UEEE
(&)

A derivative embedded in a hybrid contract, with a financial liability or EBRMARGEN(BREYKABRIESRELRE)

non-financial host, is separated from the host and accounted for as MHTE T A AFEEE B I EREANCBERR

a separate derivative if the economic characteristics and risks are not NEke o BBk ARXOTE T EMEEHRRAE

closely related to the host; a separate instrument with the same BIBERGATETIENTESE  BEEAHNIE

terms as the embedded derivative would meet the definition of a BRAnETEEEEEHT ABRR - QZITET

FXEREBITETESIMR - %F
EIELA’A/‘MEJE A EES

ti)

derivative; and the hybrid contract is not measured at fair value

N
/I

through profit or loss. Embedded derivatives are measured at fair

%%E m
S
=T
=R

value with changes in fair value recognised in the statement of profit TE mRER BEECHNBRREEEE - BF
or loss. Reassessment only occurs if there is either a change in the AHEENR S REREERELRRMEE
terms of the contract that significantly modifies the cash flows that EESERINAABEFEEEZHF AER
would otherwise be required or a reclassification of a financial asset RIS ZMARNPTET A BHETEMN ©

out of the fair value through profit or loss category.

WBEVBEEIR)NITATA

A derivative embedded within a hybrid contract containing a financial

s
pasi
o)
B X Ip

asset host is not accounted for separately. The financial asset host TEEBIE - BBEEEXBERBRANITE
together with the embedded derivative is required to be classified in TAEERESEAKEARBEEAEEEHFA

its entirety as a financial asset at fair value through profit or loss. B MIEEE °
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

INVESTMENTS AND OTHER FINANCIAL ASSETS (POLICIES
UNDER IAS 39 APPLICABLE BEFORE 1 JANUARY 2018)

Initial recognition and measurement

Financial assets are classified, at initial recognition, as financial assets
at fair value through profit or loss, loans and receivables, held-to-
maturity investments and available-for-sale financial investments, or
as derivatives designated as hedging instruments in an effective
hedge, as appropriate. When financial assets are recognised initially,
they are measured at fair value plus transaction costs that are
attributable to the acquisition of the financial assets, except in the

case of financial assets recorded at fair value through profit or loss.

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 or sell 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.

Subsequent measurement
The subsequent measurement of financial assets depends on their
classification as follows:

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss 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 or repurchasing in the near term. Derivatives, including
separated embedded derivatives, are also classified as held for
trading unless they are designated as effective hedging instruments
as defined by IAS 39.

Financial assets at fair value through profit or loss are carried in the
statement of financial position at fair value with positive net changes
in fair value presented as other income and gains and negative net
changes in fair value presented as finance costs in the statement of
profit or loss. These net fair value changes do not include any
dividends or interest earned on these financial assets, which are
recognised in accordance with the policies set out for “Revenue
recognition (applicable before 1 January 2018)” above.

2.4
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

INVESTMENTS AND OTHER FINANCIAL ASSETS (POLICIES
UNDER IAS 39 APPLICABLE BEFORE 1 JANUARY 2018)
(Cont’d)

Subsequent measurement (Cont’d)

Financial assets at fair value through profit or loss (Cont’d)

Financial assets designated upon initial recognition as at fair value
through profit or loss are designated at the date of initial recognition

and only if the criteria in IAS 39 are satisfied.

Derivatives embedded in host contracts are accounted for as
separate derivatives and recorded at fair value if their economic
characteristics and risks are not closely related to those of the host
contracts and the host contracts are not held for trading or
designated as at fair value through profit or loss. These embedded
derivatives are measured at fair value with changes in fair value
recognised in the statement of profit or loss. Reassessment only
occurs if there is either a change in the terms of the contract that
significantly modifies the cash flows that would otherwise be required
or a reclassification of a financial asset out of the fair value through

profit or loss category.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.
After initial measurement, such assets are subsequently measured at
amortised cost using the effective interest rate method less any
allowance for impairment. Amortised cost is calculated by taking into
account any discount or premium on acquisition and includes fees or
costs that are an integral part of the effective interest rate. The
effective interest rate amortisation is included in other income and
gains in the statement of profit or loss. The loss arising from
impairment is recognised in the statement of profit or loss in finance
costs for loans and in other expenses for receivables.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

INVESTMENTS AND OTHER FINANCIAL ASSETS (POLICIES
UNDER IAS 39 APPLICABLE BEFORE 1 JANUARY 2018)
(Cont’d)

Subsequent measurement (Cont’d)

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 them to maturity. Held-
to-maturity investments are subsequently measured at amortised
cost using the effective interest rate method less any allowance for
impairment. Amortised cost is calculated by taking into account any
discount or premium on acquisition and fees or costs that are an
integral part of the effective interest rate. The effective interest rate
amortisation is included in finance income in the statement of profit
or loss. The loss arising from impairment is recognised in the
statement of profit or loss in other expenses.

Available-for-sale financial investments

Available-for-sale financial investments are non-derivative financial
assets in listed and unlisted equity investments and debt securities.
Equity investments classified as available for sale are those which are
neither classified as held for trading nor designated as at fair value
through profit or loss. Debt securities in this category are those
which are intended to be held for an indefinite period of time and
which may be sold in response to needs for liquidity or in response
to changes in market conditions.

After initial recognition, available-for-sale financial investments are
subsequently measured at fair value, with unrealised gains or losses
recognised as other comprehensive income in the available-for-sale
investment revaluation reserve until the investment is derecognised,
at which time the cumulative gain or loss is recognised in the
statement of profit or loss in other income, or until the investment is
determined to be impaired, when the cumulative gain or loss is
reclassified from the available-for-sale investment revaluation reserve
to the statement of profit or loss in other gains or losses. Interest and
dividends earned whilst holding the available-for-sale financial
investments are reported as interest income and dividend income,
respectively and are recognised in the statement of profit or loss as
other income in accordance with the policies set out for “Revenue

recognition (applicable before 1 January 2018)” above.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

INVESTMENTS AND OTHER FINANCIAL ASSETS (POLICIES
UNDER IAS 39 APPLICABLE BEFORE 1 JANUARY 2018)
(Cont’d)

Subsequent measurement (Cont’d)

Available-for-sale financial investments (Cont’d)

When the fair value of unlisted equity investments 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

investments are stated at cost less any impairment losses.

The Group evaluates whether the ability and intention to sell its
available-for-sale financial assets in the near term are still
appropriate. When, in rare circumstances, the Group is unable to
trade these financial assets due to inactive markets, the Group may
elect to reclassify these financial assets if management has the ability
and intention to hold the assets for the foreseeable future or until

maturity.

For a financial asset reclassified from the available-for-sale category,
the fair value carrying amount at the date of reclassification becomes
its new amortised cost and any previous gain or loss on that asset
that has been recognised in equity is amortised to profit or loss over
the remaining life of the investment using the effective interest rate.
Any difference between the new amortised cost and the maturity
amount is also amortised over the remaining life of the asset using
the effective interest rate. If the asset is subsequently determined to
be impaired, then the amount recorded in equity is reclassified to the
statement of profit or loss.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

DERECOGNITION OF FINANCIAL ASSETS (POLICIES UNDER
IFRS 9 APPLICABLE FROM 1 JANUARY 2018 AND POLICIES
UNDER IAS 39 APPLICABLE BEFORE 1 JANUARY 2018)

A financial asset (or, where applicable, a part of a financial asset or
part of a group of similar financial assets) is primarily derecognised
(i.e., removed from the Group’s consolidated statement of financial
position) when:

° the rights to receive cash flows from the asset have expired; or

o the Group has transferred its rights to receive cash flows from
the asset or has assumed an obligation to pay the received
cash flows in full without material delay to a third party under a
“pass-through” arrangement; and either (a) the Group has
transferred substantially all the risks and rewards of the asset,
or (b) the Group has neither transferred nor retained
substantially all the risks and rewards of the asset, but has
transferred control of the asset.

When the Group has transferred its rights to receive cash flows from
an asset or has entered into a pass-through arrangement, it
evaluates if, and to what extent, it has retained the risk and rewards
of ownership of the asset. When it has neither transferred nor
retained substantially all of the risks and rewards of the asset nor
transferred control of the asset, the Group continues to recognise
the transferred asset to the extent of the Group’s continuing
involvement. In that case, the Group also recognises an associated
liability. The transferred asset and the associated liability are
measured on a basis that reflects the rights and obligations that the
Group has retained.

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.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

IMPAIRMENT OF FINANCIAL ASSETS (POLICIES UNDER IFRS
9 APPLICABLE FROM 1 JANUARY 2018)

The Group recognises an allowance for ECLs for all debt instruments
not held at fair value through profit or loss. ECLs are based on the
difference between the contractual cash flows due in accordance
with the contract and all the cash flows that the Group expects to
receive, discounted at an approximation of the original effective
interest rate. The expected cash flows will include cash flows from
the sale of collateral held or other credit enhancements that are
integral to the contractual terms.

General approach

ECLs are recognised in two stages. For credit exposures for which
there has not been a significant increase in credit risk since initial
recognition, ECLs are provided for credit losses that result from
default events that are possible within the next 12 months (a
12-month ECL). For those credit exposures for which there has been
a significant increase in credit risk since initial recognition, a loss
allowance is required for credit losses expected over the remaining
life of the exposure, irrespective of the timing of the default (a lifetime
ECL).

At each reporting date, the Group assesses whether the credit risk
on a financial instrument has increased significantly since initial
recognition. When making the assessment, the Group compares the
risk of a default occurring on the financial instrument as at the
reporting date with the risk of a default occurring on the financial
instrument as at the date of initial recognition and considers
reasonable and supportable information that is available without
undue cost or effort, including historical and forward-looking
information.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

IMPAIRMENT OF FINANCIAL ASSETS (POLICIES UNDER IFRS
9 APPLICABLE FROM 1 JANUARY 2018) (Cont’d)

General approach (Cont’d)

For debt investments at fair value through other comprehensive
income, the Group applies the low credit risk simplification. At each
reporting date, the Group evaluates whether the debt investments
are considered to have low credit risk using all reasonable and
supportable information that is available without undue cost or effort.
In making that evaluation, the Group reassesses the external credit
ratings of the debt investments. In addition, the Group considers that
there has been a significant increase in credit risk when contractual
payments are more than 30 days past due.

The Group considers a financial asset in default when contractual
payments are 90 days past due. However, in certain cases, the
Group may also consider a financial asset to be in default when
internal or external information indicates that the Group is unlikely to
receive the outstanding contractual amounts in full before taking into
account any credit enhancements held by the Group. A financial
asset is written off when there is no reasonable expectation of

recovering the contractual cash flows.

Debt investments at fair value through other comprehensive income
and financial assets at amortised cost are subject to impairment
under the general approach and they are classified within the
following stages for measurement of ECLs except for trade
receivables and contract assets which apply the simplified approach
as detailed below.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

IMPAIRMENT OF FINANCIAL ASSETS (POLICIES UNDER IFRS
9 APPLICABLE FROM 1 JANUARY 2018) (Cont’d)

General approach (Cont’d)

Stage 1 - Financial instruments for which credit risk has not
increased significantly since initial recognition and for
which the loss allowance is measured at an amount
equal to 12-month ECLs

Stage 2 - Financial instruments for which credit risk has
increased significantly since initial recognition but that
are not credit-impaired financial assets and for which
the loss allowance is measured at an amount equal
to lifetime ECLs

Stage 3 - Financial assets that are credit-impaired at the
reporting date (but that are not purchased or
originated credit-impaired) and for which the loss
allowance is measured at an amount equal to lifetime
ECLs

Simplified approach

For trade and notes receivables that do not contain a significant
financing component or when the Group applies the practical
expedient of not adjusting the effect of a significant financing
component, the Group applies the simplified approach in calculating
ECLs. Under the simplified approach, the Group does not track
changes in credit risk, but instead recognises a loss allowance based
on lifetime ECLs at each reporting date. The Group has established
a provision matrix that is based on its historical credit loss
experience, adjusted for forward-looking factors specific to the
debtors and the economic environment.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

IMPAIRMENT OF FINANCIAL ASSETS (POLICIES UNDER IAS
39 APPLICABLE BEFORE 1 JANUARY 2018)

The Group assesses at each reporting date whether there is any
objective evidence that a financial asset or a group of financial assets
is impaired. An impairment exists if one or more events that occurred
after the initial recognition of the asset have an impact on the
estimated future cash flows of the financial asset or the group of
financial assets that can be reliably estimated. Evidence of
impairment may include indications that a debtor or a group of
debtors is experiencing significant financial difficulty, default or
delinquency in interest or principal payments, the probability that
they will enter bankruptcy or other financial reorganisation and where
observable data indicating that there is a measurable decrease in the
estimated future cash flows, such as changes in arrears or economic

conditions that correlate with defaults.

Financial assets carried at amortised cost

For financial assets carried at amortised cost, the Group first
assesses whether impairment exists individually for financial assets
that are individually significant, or collectively for financial assets that
are not individually significant. If the Group determines that no
objective evidence of impairment exists for an individually assessed
financial asset, whether significant or not, it includes the asset in a
group of financial assets with similar credit risk characteristics and
collectively assesses them 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 24 ERETTHREE (&)

(Cont’d)

IMPAIRMENT OF FINANCIAL ASSETS (POLICIES UNDER IAS
39 APPLICABLE BEFORE 1 JANUARY 2018) (Cont’d)

Financial assets carried at amortised cost (Cont’d)

The amount of any impairment loss identified is measured as the
difference between the asset’s carrying amount and the present
value of estimated future cash flows (excluding future expected credit
losses that have not yet been incurred). The present value of the
estimated future cash flows is 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 is reduced through the use of an
allowance account and the loss is recognised in the statement of
profit or loss. Interest income continues to be accrued on the
reduced carrying amount using the rate of interest used to discount
the future cash flows for the purpose of measuring the impairment
loss. Loans and receivables together with any associated allowance
are written off when there is no realistic prospect of future recovery
and all collateral has been realised or has been transferred to the
Group.

If, in a subsequent year, the amount of the estimated impairment
loss increases or decreases because of an event occurring after the
impairment was recognised, the previously recognised impairment
loss is increased or reduced by adjusting the allowance account. If a
write-off is later recovered, the recovery is credited to other expenses

in the statement of profit or loss.

Assets carried at cost

If there is objective evidence that an impairment loss has been
incurred 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, 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.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

IMPAIRMENT OF FINANCIAL ASSETS (POLICIES UNDER IAS
39 APPLICABLE BEFORE 1 JANUARY 2018) (Cont’d)
Available-for-sale financial investments

For available-for-sale financial investments, the Group assesses at
the end of each reporting period whether there is objective evidence
that an investment or a group of investments is impaired.

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 statement of profit or loss, is removed
from other comprehensive income and recognised in the statement

of profit or loss.

In the case of equity investments classified as available for sale,
objective evidence would include a significant or prolonged decline in
the fair value of an investment below its cost. “Significant” is
evaluated against the original cost of the investment and “prolonged”
against the period in which the fair value has been below its original
cost. Where there is evidence of impairment, the cumulative loss —
measured as the difference between the acquisition cost and the
current fair value, less any impairment loss on that investment
previously recognised in the statement of profit or loss — is removed
from other comprehensive income and recognised in the statement
of profit or loss. Impairment losses on equity instruments classified
as available for sale are not reversed through the statement of profit
or loss. Increases in their fair value after impairment are recognised
directly in other comprehensive income.

The determination of what is “significant” or “prolonged” requires
judgement. In making this judgement, the Group evaluates, among
other factors, the duration or extent to which the fair value of an
investment is less than its cost.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

IMPAIRMENT OF FINANCIAL ASSETS (POLICIES UNDER IAS
39 APPLICABLE BEFORE 1 JANUARY 2018) (Cont’d)
Available-for-sale financial investments (Cont’d)

In the case of debt instruments classified as available for sale,
impairment is assessed based on the same criteria as financial
assets carried at amortised cost. However, the amount recorded for
impairment is the cumulative loss measured as the difference
between the amortised cost and the current fair value, less any
impairment loss on that investment previously recognised in the
statement of profit or loss. Future interest income continues to be
accrued based on the reduced carrying amount of the asset using
the rate of interest used to discount the future cash flows for the
purpose of measuring the impairment loss. The interest income is
recorded as part of finance income. Impairment losses on debt
instruments are reversed through the statement of profit or loss if the
subsequent increase in fair value of the instruments can be
objectively related to an event occurring after the impairment loss
was recognised in the statement of profit or loss.

FINANCIAL LIABILITIES (POLICIES UNDER IFRS 9
APPLICABLE FROM 1 JANUARY 2018 AND IAS 39
APPLICABLE BEFORE 1 JANUARY 2018)

Initial recognition and measurement

Financial liabilities are classified, at initial recognition, as financial
liabilities at fair value through profit or loss, loans and borrowings,
payables, or as derivatives designated as hedging instruments in an
effective hedge, as appropriate.

All financial liabilities are recognised initially at fair value and, in the
case of loans and borrowings and payables, net of directly
attributable transaction costs.

The Group’s financial liabilities include trade and notes payables and

other payables.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

FINANCIAL LIABILITIES (POLICIES UNDER IFRS 9
APPLICABLE FROM 1 JANUARY 2018 AND IAS 39
APPLICABLE BEFORE 1 JANUARY 2018) (Cont’d)

Subsequent measurement
The subsequent measurement of financial liabilities depends on their
classification as follows:

Financial liabilities at fair value through profit or loss (policies under
IFRS 9 applicable from 1 January 2018)

Financial liabilities at fair value through profit or loss include financial
liabilities held for trading and financial liabilities designated upon initial
recognition as at fair value through profit or loss.

Financial liabilities are classified as held for trading if they are incurred
for the purpose of repurchasing in the near term. This category also
includes derivative financial instruments entered into by the Group
that are not designated as hedging instruments in hedge
relationships as defined by IFRS 9. Separated embedded derivatives
are also classified as held for trading unless they are designated as
effective hedging instruments. Gains or losses on liabilities held for
trading are recognised in the statement of profit or loss. The net fair
value gain or loss recognised in the statement of profit or loss does
not include any interest charged on these financial liabilities.

Financial liabilities designated upon initial recognition as at fair value
through profit or loss are designated at the initial date of recognition,
and only if the criteria in IFRS 9 are satisfied. Gains or losses on
liabilities designated at fair value through profit or loss are recognised
in the statement of profit or loss, except for the gains or losses
arising from the Group’s own credit risk which are presented in other
comprehensive income with no subsequent reclassification to the
statement of profit or loss. The net fair value gain or loss recognised
in the statement of profit or loss does not include any interest

charged on these financial liabilities.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

FINANCIAL LIABILITIES (POLICIES UNDER IFRS 9
APPLICABLE FROM 1 JANUARY 2018 AND IAS 39
APPLICABLE BEFORE 1 JANUARY 2018) (Cont’d)

Subsequent measurement (Cont’d)
Financial liabilities at fair value through profit or loss (policies under
IAS 39 applicable before 1 January 2018)

Financial liabilities at fair value through profit or loss include financial
liabilities held for trading and financial liabilities designated upon initial

recognition as at fair value through profit or loss.

Financial liabilities are classified as held for trading if they are
acquired for the purpose of repurchasing in the near term. This
category includes derivative financial instruments entered into by the
Group that are not designated as hedging instruments in hedge
relationships as defined by IAS 39. Separated embedded derivatives
are also classified as held for trading unless they are designated as
effective hedging instruments. Gains or losses on liabilities held for
trading are recognised in the statement of profit or loss. The net fair
value gain or loss recognised in the statement of profit or loss does

not include any interest charged on these financial liabilities.

Financial liabilities designated upon initial recognition as at fair value
through profit or loss are designated at the date of initial recognition

and only if the criteria in IAS 39 are satisfied.

Loans and borrowings

After initial recognition, interest-bearing loans and borrowings are
subsequently measured at amortised cost, using the effective
interest rate method unless the effect of discounting would be
immaterial, in which case they are stated at cost. Gains and losses
are recognised in the statement of profit or loss when the liabilities
are derecognised as well as through the effective interest rate
amortisation process.

Amortised cost is calculated by taking into account any discount or
premium on acquisition and fees or costs that are an integral part of
the effective interest rate. The effective interest rate amortisation is

included in finance costs in the statement of profit or loss.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

DERECOGNITION OF FINANCIAL LIABILITIES (POLICIES
UNDER IFRS 9 APPLICABLE FROM 1 JANUARY 2018 AND IAS
39 APPLICABLE BEFORE 1 JANUARY 2018)

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
the recognition of a new liability, and the difference in the respective
carrying amounts is recognised in the statement of profit or loss.

OFFSETTING OF FINANCIAL INSTRUMENTS (POLICIES
UNDER IFRS 9 APPLICABLE FROM 1 JANUARY 2018 AND IAS
39 APPLICABLE BEFORE 1 JANUARY 2018)

Financial assets and financial liabilities are offset and the net amount
reported in the consolidated statement of financial position if, and
only if, there is a currently enforceable legal right to offset the
recognised amounts and there is an intention to settle on a net basis,
or to realise the assets and settle the liabilities simultaneously.

PROPERTY, PLANT AND EQUIPMENT AND DEPRECIATION
Property, plant and equipment, other than construction in progress,
are stated at cost less accumulated depreciation and any impairment
losses. The cost of an item of property, plant and equipment
comprises its purchase price and any directly attributable costs of
bringing the asset to its working condition and location for its
intended use.

Expenditure incurred after items of property, plant and equipment
have been put into operation, such as repairs and maintenance, is
normally charged to the statement of profit or loss in the period in
which it is incurred. In situations where the recognition criteria are
satisfied, the expenditure for a major inspection is capitalised in the
carrying amount of the asset as a replacement. Where significant
parts of property, plant and equipment are required to be replaced at
intervals, the Group recognises such parts as individual assets with
specific useful lives and depreciates them accordingly.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

PROPERTY, PLANT AND EQUIPMENT AND DEPRECIATION
(Cont’d)

Depreciation is calculated on the straight-line basis over the
estimated useful life of the asset as follows:
Leasehold land Over the lease terms
Buildings 20 to 25 years
Machinery and other equipment 5to 10 years
Office equipment 3 to 25 years

Motor vehicles 4 years

Where parts of an item of property, plant and equipment have
different useful lives, the cost of that item is allocated on a reasonable
basis among the parts and each part is depreciated separately.
Residual values, useful lives and the depreciation method are
reviewed, and adjusted if appropriate, at least at each financial year
end.

An item of property, plant and equipment including any significant
part initially recognised is derecognised upon disposal or when no
future economic benefits are expected from its use or disposal. Any
gain or loss on disposal or retirement recognised in the statement of
profit or loss in the year the asset is derecognised is the difference
between the net sales proceeds and the carrying amount of the
relevant asset.

The assets’ residual values, useful lives and methods of depreciation
are reviewed at each financial year end, and adjusted prospectively,
if appropriate.

CONSTRUCTION IN PROGRESS

Construction in progress represents property, plant and equipment
under construction, which are stated at cost less any impairment
losses, and are not depreciated. Cost comprises the direct costs of
construction and capitalised borrowing costs on related borrowed
funds 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.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

LEASES

Leases that transfer substantially all the rewards and risks of
ownership of assets to the Group, other than legal title, are
accounted for as finance leases. At the inception of a finance lease,
the cost of the leased asset is capitalised at the present value of the
minimum lease payments and recorded together with the obligation,
excluding the interest element, to reflect the purchase and financing.
Assets held under capitalised finance leases, including prepaid land
lease payments under finance leases, are included in property, plant
and equipment, and depreciated over the shorter of the lease terms
and the estimated useful lives of the assets. The finance costs of
such leases are charged to the statement of profit or loss so as to

provide a constant periodic rate of charge over the lease terms.

Leases where substantially all the rewards and risks of ownership of
assets remain with the lessor are accounted for as operating leases.
Where the Group is the lessor, assets leased by the Group under
operating leases are included in non-current assets, and rentals
receivable under the operating leases are credited to the statement
of profit or loss on the straight-line basis over the lease terms. Where
the Group is the lessee, rentals payable under operating leases net
of any incentives received from the lessor are charged to the
statement of profit or loss on the straight-line basis over the lease
terms.

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 the lease terms.

When the lease payments cannot be allocated reliably between the
land and buildings elements, the entire lease payments are included
in the cost of the land and buildings as a finance lease in property,
plant and equipment.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

INTANGIBLE ASSETS (OTHER THAN GOODWILL)

Intangible assets acquired separately are measured on initial
recognition at cost. The cost of intangible assets acquired in a
business combination is the fair value at the date of acquisition. The
useful lives of intangible assets are assessed to be either finite or
indefinite. Intangible assets with finite lives are subsequently
amortised over the useful economic life and assessed for impairment
whenever there is an indication that the intangible asset may be
impaired. The amortisation period and the amortisation method for
an intangible asset with a finite useful life are reviewed at least at

each financial year end.

Intangible assets with indefinite useful lives are tested for impairment
annually either individually or at the cash-generating unit level. Such
intangible assets are not amortised. The useful life of an intangible
asset with an indefinite life is reviewed annually to determine whether
the indefinite life assessment continues to be supportable. If not, the
change in the useful life assessment from indefinite to finite is

accounted for on a prospective basis.

Research and development costs
All research costs are charged to the statement of profit or loss as
incurred.

Expenditure incurred on projects to develop new products is
capitalised and deferred 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.
Product development expenditure which does not meet these criteria

is expensed when incurred.

Deferred development costs are stated at cost less any impairment
losses and are amortised using the straight-line basis over the
commercial lives of the underlying products commencing from the
date when the products are put into commercial production. The
estimated residual value is zero.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)
INTANGIBLE ASSETS (OTHER THAN GOODWILL) (Cont’d)
Research and development costs (Cont’d)

Category
il

Software
LIS
Deferred development costs

IMPAIRMENT OF NON-FINANCIAL ASSETS

Where an indication of impairment exists, or when annual impairment
testing for an asset is required (other than inventories, financial
assets and non-current assets), the asset’s recoverable amount is
estimated. An asset’s recoverable amount is the higher of the asset’s
or cash-generating unit’s value in use and its fair value less costs of
disposal, 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, in which case the recoverable
amount is determined for the cash-generating unit to which the asset

belongs.

An impairment loss is recognised only if the carrying amount of an
asset exceeds its recoverable amount. In assessing value in use, the
estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the
asset. An impairment loss is charged to the statement of profit or
loss in the period in which it arises in those expense categories
consistent with the function of the impaired asset.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 24 ERETTHREE (&)

(Cont’d)

IMPAIRMENT OF NON-FINANCIAL ASSETS (Cont’d)

An assessment is made at the end of each reporting period as to
whether there is an indication that previously recognised impairment
losses may no longer exist or may have decreased. If such an
indication exists, the recoverable amount is estimated. A previously
recognised impairment loss of an asset other than goodwill is
reversed only if there has been a change in the estimates used to
determine the recoverable amount of that asset, but not to an
amount higher than the carrying amount that would have been
determined (net of any depreciation/amortisation) had no impairment
loss been recognised for the asset in prior years. A reversal of such
an impairment loss is credited to the statement of profit or loss in the

period in which it arises.

TREASURY SHARES
Own equity instruments which are reacquired and held by the
Company or the Group (treasury shares) are recognised directly in
equity at cost. No gain or loss is recognised in the statement of profit
or loss on the purchase, sale, issue or cancellation of the Group’s
own equity instruments.

INVENTORIES
Inventories are stated 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 the normal operating capacity but

excluding borrowing costs

Net realisable value is based on estimated selling prices less any

estimated costs to be incurred to completion and disposal.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(Cont’d)

CASH AND CASH EQUIVALENTS

For the purpose of the consolidated statement of cash flows, cash
and cash equivalents comprise cash on hand and demand deposits,
and short term highly liquid investments that are readily convertible
into known amounts of cash, 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 consolidated statement of financial position,
cash and cash equivalents comprise cash on hand and at banks,
including term deposits, and assets similar in nature to cash, which
are not restricted or pledged as to use.

PROVISIONS

A provision is recognised when a present obligation (legal or
constructive) has arisen as a result of a past event and it is probable
that a future outflow of resources will be required to settle the
obligation, provided that a reliable estimate can be made of the
amount of the obligation.

When the effect of discounting is material, the amount recognised for
a provision is the present value at the end of the reporting period of
the future expenditures expected to be required to settle the
obligation. The increase in the discounted present value amount
arising from the passage of time is included in finance costs in the
statement of profit or loss.

A contingent liability recognised in a business combination is initially
measured at its fair value. Subsequently, it is measured at the higher
of (i) the amount that would be recognised in accordance with the
general guidance for provisions above; and (i) the amount initially
recognised less, when appropriate, cumulative amortisation

recognised in accordance with the guidance for revenue recognition.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)
RELATED PARTIES
A party is considered to be related to the Group if:

(@)  the party is a person or a close member of that person’s family
and that person

(i) has control or joint control over the Group;
(i) has significant influence over the Group; or

@iy is a member of the key management personnel of the
Group or of a parent of the Group;

or

(b) the party is an entity where any of the following conditions
applies:

(i) the entity and the Group are members of the same
group;

(i)  one entity is an associate or joint venture of the other
entity (or of a parent, subsidiary or fellow subsidiary of
the other entity);

(iiy  the entity and the Group are joint ventures of the same
third party;

(iv)  one entity is a joint venture of a third entity and the other
entity is an associate of the third entity;

(v) the entity is a post-employment benefit plan for the
benefit of employees of either the Group or an entity
related to the Group;

(viy  the entity is controlled or jointly controlled by a person
identified in (a);

(vi) a person identified in (a)(i) has significant influence over
the entity or is a member of the key management
personnel of the entity (or of a parent of the entity); and

(viii)  the entity, or any member of a group of which it is a part,
provides key management personnel services to the
Group or to the parent of the Group.
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2.4

2.5

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

DIVIDENDS

Final dividends are recognised as a liability when they are approved
by the shareholders in a general meeting. Proposed final dividends
are disclosed in the notes to the financial statements.

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.

SIGNIFICANT ACCOUNTING JUDGEMENTS,
ESTIMATES AND ASSUMPTIONS

The preparation of the Group’s financial statements requires
management to make judgements, estimates and assumptions that
affect the reported amounts of revenues, expenses, assets and
liabilities, and their accompanying disclosures, and the disclosure of
contingent liabilities. Uncertainty about these assumptions and
estimates could result in outcomes that require a material adjustment
to the carrying amounts of the assets or liabilities affected in the
future.

JUDGEMENTS

In the process of applying the Group’s accounting policies,
management has made the following judgement which has the most
significant effect on the amounts recognised in the financial
statements:

Development costs

Development costs are capitalised in accordance with the
accounting policy in note 2.4 to the financial statements. Initial
capitalisation of costs is based on management’s judgements that
technological and economic feasibility is confirmed, usually when a
product development project has reached a defined milestone
according to an established project management model.
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2.5 SIGNIFICANT ACCOUNTING JUDGEMENTS, 25 FEETHE - AT RER(E)

ESTIMATES AND ASSUMPTIONS (Cont’d)

ESTIMATION UNCERTAINTY

The key assumptions concerning the future and other key sources of
estimation uncertainty at the end of the reporting period, that have a
significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year, are
described below.

Variable consideration for volume rebates

The Group estimates variable consideration to be included in the
transaction price for the sale of pharmaceutical products with volume
rebates.

The Group’s expected volume rebates are analysed on a per
customer basis for contracts that are subject to a single volume
threshold. Determining whether a customer will likely be entitled to a
rebate depends on the customer’s historical rebate entitlement and

accumulated purchases to date.

The Group updates its assessment of expected volume rebates
monthly and the refund liabilities are adjusted accordingly. Estimates
of volume rebates are sensitive to changes in circumstances and the
Group’s past experience regarding rebate entitlements may not be
representative of customers’ actual rebate entitlements in the future.
As at 31 December 2018, the amount recognised as refund liabilities
was RMB9,258,000 for volume rebates.

Provision for expected credit losses on trade receivables

The Group uses a provision matrix to calculate ECLs for trade and
notes receivables. The provision rates are based on days past due
for groupings of various customer segments that have similar loss

patterns (i.e., by customer type and ageing).

The provision matrix is initially based on the Group’s historical
observed default rates. The Group will calibrate the matrix to adjust
the historical credit loss experience with forward-looking information.
For instance, if forecast economic conditions (i.e., gross domestic
products) are expected to deteriorate over the next year which can
lead to an increased number of defaults in the manufacturing sector,
the historical default rates are adjusted. At each reporting date, the
historical observed default rates are updated and changes in the

forward-looking estimates are analysed.
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2.5 SIGNIFICANT ACCOUNTING JUDGEMENTS,

ESTIMATES AND ASSUMPTIONS (Cont’d)

ESTIMATION UNCERTAINTY (Cont’d)

Provision for expected credit losses on trade receivables (Cont’d)
The assessment of the correlation among historical observed default
rates, forecast economic conditions and ECLs is a significant
estimate. The amount of ECLs is sensitive to changes in
circumstances and forecast economic conditions. The Group’s
historical credit loss experience and forecast of economic conditions
may also not be representative of customer’s actual default in the
future. The information about the ECLs on the Group’s trade and
notes receivables is disclosed in note 19 to the financial statements,
respectively.

Net realisable value of inventories

Net realisable value of inventories is the estimated selling price in the
ordinary course of business less estimated selling expenses. These
estimates are based on the current market condition and the
historical experience of selling products of a similar nature. It could
change significantly as a result of changes in customer taste or
competitor actions. Management reassesses these estimates at
each reporting date.

Impairment of non-financial assets

The Group assesses whether there are any indications of impairment
for all non-financial assets at the end of each reporting period. Non-
financial assets are tested for impairment when there are indicators
that the carrying amounts may not be recoverable.
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SEGMENT INFORMATION
For management purposes, the Group is organised into business
units based on their products and has two reportable segments as

follows:

(@)  Manufacture and sale of intermediates and bulk medicines (the

“intermediates and bulk medicines” segment)

(b)  Manufacture and sale of finished drugs (including antibiotics
finished drugs and non-antibiotics finished drugs) (the “finished

drugs” segment)

Management monitors the operating results of these operating
segments for the purpose of making decisions about resources
allocation and performance assessment. Segment performance is
evaluated based on reportable segment profit, which is a measure of
adjusted profit before tax. The adjusted profit before tax is measured
consistently with the Group’s profit before tax except that interest
income, finance costs, government grants, dividend income, fair
value gains/losses from the Group’s financial instruments as well as
head office and corporate expenses are excluded from such

measurement.

Segment assets exclude deferred tax assets, cash and bank,
financial assets at fair value through profit or loss and other
unallocated head office and corporate assets as these assets are

managed on a group basis.

Segment liabilities exclude interest-bearing bank loans, tax payable,
deferred tax liabilities and other unallocated head office and

corporate liabilities as these liabilities are managed on a group basis.

Intersegment sales and transfers are transacted with reference to the
selling prices used for sales made to third parties at the then

prevailing market prices.
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SEGMENT INFORMATION (Cont’d)

Year ended
31 December 2018

Segment revenue:
Sales to external customers
Intersegment sales

Segment results
Reconciliation:
Unallocated gains

BEZ_ZE-N\&§
+ZHE=1+-HLEE

DEWA
HIMEE
HIEEHE

SEEE
BE

Ao Ecas

Corporate and other unallocated expenses 1% K E ftn AR5 it

Finance costs

Profit before tax

Year ended
31 December 2017

Segment revenue:
Sales to external customers
Intersegment sales

Segment results
Reconciliation:
Unallocated gains

MBEER

BR% A4 7

SERA
HIMEE
IR E

SREHA
g
RARMS

Corporate and other unallocated expenses 184 & E it A5 Bz

Finance costs

Profit before tax

MBEER

R A4t 7

Notes to Financial Statements

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

Intermediates Elimination of
and bulk Finished intersegment
medicines drugs sales Total
R H
RERIE B#E  2ERHEE my
RMB’000 RMB’000 RMB’000 RMB’000
ARBTRT AR®TR ARBTR  ARWT:X
210,519 738,419 - 948,938
37,679 - (37,679) -
248,198 738,419 (37,679) 948,938
2,912 489,683 - 492,595
45,118
(158,784)
(1,152)
371,777
Intermediates Elimination of
and bulk Finished intersegment
medicines drugs sales Total
FEE g
R B ¥  DERHEE B
RMB’000 RMB’000 RMB’000 RMB’000
AR¥TTT AR¥ETT AREFT ARETTT
156,882 725,601 - 882,483
37,671 - (37,671) -
194,553 725,601 (37,671) 882,483
(5,355) 488,211 - 482,856
25,946
(143,086)
(13)

365,703
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PR AR BT RE

31 December 2018 R=ZF— N\F+=—A=+—H

3. SEGMENT INFORMATION (Cont’d) 3. DEEHGE)

Intermediates

and bulk Finished
medicines drugs Total
R R R s g M
RMB’000 RMB’000 RMB’000
As at 31 December 2018 R-ZE-N\E+=A=+—H AR¥TR AR¥TR AR¥TR
Segment assets: PEEE 369,428 639,193 1,008,621
Reconciliation: FE
Corporate and other unallocated assets M2 K H Rk DAL EE 1,357,408
Total assets BEE 2,366,029
Segment liabilities: SEEE: 92,989 94,191 187,180
Reconciliation: Rk
Corporate and other unallocated TERHEMARDEEE
liabilities 257,687
Total liabilities =R 444,867
Intermediates
and bulk Finished
medicines drugs Total
e I SR X & FE
RMB’000 RMB’000 RMB’000
As at 31 December 2017 NZE—+E+-HA=1+—H ARETT AREBTT AREFT
Segment assets: PHEE 432,066 560,628 992,694
Reconciliation: FE
Corporate and other unallocated assets ¥ R H R D L& E 1,188,517
Total assets BB E 2,181,211
Segment liabilities: SEEE: 114,929 125,182 240,111
Reconciliation: L
Corporate and other unallocated TEREMARSEEEE
liabilities 134,942
Total liabilities BEE 375,053
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31 December 2018 R=Z— \&F+=A=+—H

3. SEGMENT INFORMATION (Cont’d) 3. DEEHR(E)
GEOGRAPHICAL INFORMATION hED
(a)  Revenue from external customers @) KEIEEPEKA
2018 2017
—EB-N\F —E—+F
RMB’000 RMB’000

AR®T ARETT

Mainland China A [ A Pae 823,598 759,088
Other countries HaEH=x 125,340 123,395
948,938 882,483
The revenue information above is based on the locations of the ERGA BRI RIBRE PP EHEE ©
customers.
(b)  Non-current assets (b) FEREEE
The Group’s operations are substantially based in Mainland REBEMEEZTEZERERBEARE K
China and 95% of the non-current assets, excluding deferred EEBRMIERDEE(TBIFELER
tax assets and investment in an associate, of the Group are HEERR—HBE G288 EF T
located in Mainland China. Therefore, no further analysis of B R RE - BIER B & E W i [E & kL
geographical information is presented. — MW REM °
4. REVENUE, OTHER INCOME AND GAINS 4. WA -~ Hh AR WS
An analysis of the Group’s revenueg is as follows: REBEWRAWDITLT -
2018 2017
—E-N\E —EFE—tF
RMB’000 RMB’000

ARBTT ARETTT

Revenue from contracts with customers REEFEHZWA 948,938 =
Sale of goods 72 on $H - 882,483
948,938 882,483
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31 December 2018 R=ZF— N\F+=—A=+—H

4. REVENUE, OTHER INCOME AND GAINS (Cont’d)
REVENUE FROM CONTRACTS WITH CUSTOMERS

(i)

144 pAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED SRE:8I%5 (1288 A R A 7

Disaggregated revenue information

For the year ended 31 December 2018

Segments

Type of goods or services
Sale of goods
Rendering of pilot test services

Total revenue from contracts

with customers

Geographical markets
Mainland China
Other countries

Total revenue from contracts

with customers

Timing of revenue recognition

Goods transferred at a point
in time

Services transferred over time

Total revenue from contracts

with customers

28

7 o AR R A

EEEE:LS

RES B RES

KEEFAHZHBEA

i &5

o B AR

HAtBER

KEEFAHAZBEA

LN EA S

RE-RHEZEEY

R — BB IR RS

KEEFPAKZHBEA

4. WA - H AR Uk s (48)
REEEEHZWA
()  DTERAEE
BE-Z-N\F+ZA=Z+—HLFE

Intermediates

and bulk Finished
medicines drugs Total
R KRR AR B wmy
RMB’000 RMB’000 RMB’000
ARMTR  AR®TR  AR%TR
208,426 738,419 946,845
2,093 - 2,093
210,519 738,419 948,938
127,551 696,047 823,598
82,968 42,372 125,340
210,519 738,419 948,938
208,426 738,419 946,845
2,093 - 2,093
210,519 738,419 948,938




Notes to Financial Statements

4. REVENUE, OTHER INCOME AND GAINS (Cont’d) 4.
REVENUE FROM CONTRACTS WITH CUSTOMERS (Cont’d)

()

(i)

Disaggregated revenue information (Cont’d)

The following table shows the amounts of revenue recognised
in the current reporting period that were included in the
contract liabilities at the beginning of the reporting period:

Revenue recognised that was included in REPUELHERE
contract liabilities at the beginning of the AR EARERHIIA -
reporting period:

Sales of goods P2 om 8H &

Performance obligations
Information about the Group’s performance obligations is
summarised below:

Sale of pharmaceutical products

The performance obligation is satisfied upon delivery of the
pharmaceutical products and payment is generally due within
90 days from delivery, except for new customers, where
payment in advance is normally required. Some contracts
provide customers with volume rebates which give rise to
variable consideration subject to constraint.

Rendering of pilot test services

The performance obligation is satisfied over time as services
are rendered and short-term advances are normally required
before rendering the services. Pilot test service contracts are
for periods of one year or less, or are billed based on the time
incurred.

The transaction price allocated to the remaining performance
obligations (unsatisfied or partially unsatisfied) as at the end of
the year 2018 is as follows:

Within one year —F A
All the remaining performance obligations are expected to be
recognised within one year. The amounts disclosed above do
not include variable consideration which is constrained.

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

WA~ HWA R Wz ()

REFFEHNZBA (H)

() DHRAER(E)
TREFREDBNEOBERARE D
NIERAWAR S -

2018
—B-N\%F
RMB’000
AREF 7T

13,022

(i) JBHIELE
ERAEBRBRAOEENERMEMANT

ERELNE
BOEEEXTEERRME RN - XK
BEEXERORNIE  FEFR
5h HEFBREERAMK - BHA
WRTEFHEBNN BMELTER
B AR -

AR IR

BABEARE —REHERERSE L H
ERERE BT HEEBANMK -
ARBARE SO A —FHREEHHE
HIRBELMNKEKE -

R2018FFIE » NRMEARTHRENEE
(RFEMHEBD KRR R ZERLIAT

RMB’000
ARBTT

13,897
FTERTEHNREAOE EETBE—FARE
IR FARENSRTERZAR
EY R ER(E o
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31 December 2018 R=ZF— N\F+=—A=+—H

4. REVENUE, OTHER INCOME AND GAINS (Cont’d)

Other income
Bank interest income

Dividend income from financial assets
at fair value through profit or loss
Dividend income from equity investments

at fair value through profit or loss

Rental income
Government grants
Others

Gains

Gain on sales of scrapped materials
Gain on disposal of financial assets

at fair value through profit or loss
Gain on disposal of equity investments

at fair value through profit or loss

Fair value gains, net:

Financial assets at fair value through

profit or loss

Equity investments at fair value through

profit or loss

Gain on disposal of a subsidiary

Hpg A

RITHBUA

AR ETEREZEEA
Bz VB ERBERA
AR ETEREZEEA
B R A R BLE A

HE WA

BB R

Hitp

W 28
& BE dm O M 2R

HEURREFEREZBETA

B PIBEEER RS

HE AR EEHE B H BB A

B R AR WS
N ENE - FE
AR EFERREEETA
BamMKEEE
AR EFERREEEEA
Bam 2 BERE
HE—FMB ARz ¥
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WA~ HWA R Wz ()

2018 2017
—2-N\F — 4

Notes RMB’000 RMB'000
B E ARBT ARBETT
32,445 21,284

258 -

- 346

1,431 2,241

6,642 2,957

1,107 719

41,883 27,547

1,445 1,046

1,400 -

- 304

236 -

- 1,475

31 2,959 -
6,040 2,825

47,923 30,372
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31 December 2018 R=Z— \&F+=A=+—H

5. FINANCE COSTS 5. HMKEA
2018 2017
—E-N\F —E—+F
RMB’000 RMB’000
AREFTR ARETTT
Interest on bank loans wholly repayable BRAFANBHBEERRTT
within five years BT E 801 13
Interest on discounting of notes receivable FEW IR REIR 2 F S 351 =
1,152 13
6. PROFIT BEFORE TAX 6. FERBIAD@A
The Group’s profit before tax is arrived at after charging/(crediting): & B W BR B AL R T A HIBR (T A) T5I%
BRET -
2018 2017
—E-N\F —ET—t5F
Notes RMB’000 RMB’000
B aE ARBT T AREFIT
Cost of inventories sold* BEEFERA" 350,727 317,544
Depreciation e 13 50,974 51,974
Recognition of land use rights** b FARETERR 14 1,041 1,041
Research and development costs: i 7E R FBE A
Amortisation of intangible assets*** A EE R 16 418 460
Current year expenditure REELH 45,934 35,189
46,352 35,649
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31 December 2018 R=ZF— N\F+=—A=+—H

6. PROFIT BEFORE TAX (Cont’d) 6.

Minimum lease payments under
operating leases:
Buildings

Auditors’ remuneration:
Statutory audit service
Non-statutory audit service
Non-audit service

Employee benefit expense (including
directors’ and chief executive
officer’s remuneration (note 7)):
Wages and salaries
Equity-settled share option expense
Retirement benefits
Accommodation benefits
Other benefits

Foreign exchange differences, net
Impairment of intangible assets
Write-down of inventories to net
realisable value
Fair value gains, net:
Financial assets at fair value through
profit or loss

Equity investments at fair value through

profit or loss
Bank interest income
Loss on disposal of items of property,
plant and equipment
Gain on disposal of financial assets
at fair value through profit or loss
Gain on disposal of equity investments
at fair value through profit or loss
Gain on disposal of a subsidiary
Expense off of intangible assets

REHEN T2 RIEHES

BF

REETN S
RTE HIIZ B R TS
IEETE VL BRI
FRIRBURT

BERHNFAX (BREER
BEME) (HEET) -

TERF®
VARSURE S A< ) S SR A 2
BIRAEF

{EEEF

H At 48 7

PEHERE
BEREEZRE
Tr &MU = Al #38 F 8

Yegs - JHEE ¢
REFEREZEHEA
BamMBEE
AR EEREZEEA
B BAERE
RITH B A
HEWME  BELRES
R B RER
HENAAREFELEES
At AR 2 B ER RS
HENARAEFEBEZBEA
Bz R AR RS
HE—HMB ARz e
ER BV EE

N

LA

D)@
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MRBLBDER (48)
2018 2017
—E-N\EF —+4F
Notes RMB’000 RMB’000
b5 ARETR ARET T
236 289
1,510 1,458
780 =
250 =
2,540 1,458
95,427 87,225
5,312 8,511
7,821 7,343
3,866 3,621
14,478 13,915
126,904 120,615
182 6,289
16 1,697 =
4,383 2,058
4 (236) =
4 - (1,475)
4 (32,445) (21,284)
346 375
4 (1,400) =
4 - (304)
31 (2,959) -
16 4,600 =
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PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

PROFIT BEFORE TAX (Cont’d) 6. MKREADER ()
* The depreciation of RMB40,390,000 for the year * AREFEEFEHFEHEH ARK40,390,000T( ==
(2017:RMB42,160,000) is included in “Cost of inventories sold”. —+t & AR%42,160,0007T) Bt ATEE
FERA] -
“*  The recognition of land use rights for the year is included in o FRR L AR AR EEmKm (17
“Administrative expenses” on the face of the consolidated statement of HRER] -

profit or loss.

**  The amortisation of intangible assets for the year is included in “Other o ERNEREEREAGEERRN [ A
expenses” on the face of the consolidated statement of profit or loss. B

DIRECTORS’ AND CHIEF EXECUTIVE OFFICER’S 7. ESR#EHME

REMUNERATION

Directors’ and chief executive officer’s remuneration for the year, RiE AR B & & B A B &5 55 383(1)(a)

disclosed pursuant to the Listing Rules, section 383(1)(@), (b), (c) and o) QRN RATHEFE—P(EEFNEE

(f) of the Hong Kong Companies Ordinance and Part 2 of the KRR AR BRENNES REIMEmT

Companies (Disclosure of Information about Benefits of Directors)
Regulation, is as follows:

2018 2017
—B-NE T tf
RMB’000 RMB’000

ARBTT ARBETIT

Fees we 1,220 935
Other emoluments: H b e -
Salaries, allowances and benefits in kind H4e - ZBEREWERN 3,092 3,669
Bonus %4 2,462 4,680
Equity-settled share option expense VA B =2 A+ O B AR B S 1,486 2,612
Pension scheme contributions RIS FTEIH K 67 76
7,107 11,037
8,327 11,972
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31 December 2018 R=ZF— N\F+=—A=+—H

7. DIRECTORS’ AND CHIEF EXECUTIVE OFFICER’S 7. EERBEHME (E)
REMUNERATION (Cont’d)
(A) INDEPENDENT NON-EXECUTIVE DIRECTORS (A BIFHITES
The fees paid to independent non-executive directors during REEBIIFNTESNHRSAT ¢

the year were as follows:

2018 2017
—E-N\EF —T—+tF
RMB’000 RMB’000

ARBT ARETT

Mr. Pan Xue Tian ESZREA

(resigned on 1 July 2017) (RZZE—+tF+A—HEE) - 94
Mr. Choi Tat Ying, Jacky BEEREE(RZT—N\FRHA

(retired on 24 May 2018) ZTEHEERE) 175 187
Mr. Lo Tung Sing, Tony BRERELE 273 187
Mr. Ede, Ronald Hao Xi EDE, Ronald Hao Xi 7/t 4

(re-designated on 1 July 2017) (R—ZE—+F+A—BHAT) 273 94
Ms. Lam Ming Yee, Joan MBAELZ LT (R=Z—N\F

(appointed on 25 May 2018) AA-+HBEZRE) 183 -

904 562

There were no other emoluments payable to the independent NEEWEENBLIERNTE S EA
non-executive directors during the year (2017: Nil). e (ZF—tF : &)
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31 December 2018 R=Z— \&F+=A=+—H

7. DIRECTORS’ AND CHIEF EXECUTIVE OFFICER’S 7. BERARMS (E)
REMUNERATION (Cont’d)
(B) EXECUTIVE DIRECTORS, NON-EXECUTIVE DIRECTORS (B) HITESE - FHITEERAEAR

AND THE CHIEF EXECUTIVE OFFICER

Salaries, Equity-
allowances settled Pension
and benefits share option scheme Total
Fees in kind Bonus expense  contributions  remuneration
§¢ 28 NREXA Bifé
ik RENEF #e  HNEREEX HE 75 Hessn
RMB’000 RMB’000 RMB’000 RMB'000 RMB'000 RMB’000
ARETR ARETR ARETR ARETR ARETTR ARETR
2018 “E-0\%
Executive directors: #Es:
Ms. Li Kei Ling THERLL 4 922 - - 19 982
Mr. Hung Yung Lai FRELE | 567 - - 19 627
Mr. Li Tung Ming (resigned on TRALA (K- N\F
23 February 2018) —R=t=HEf) 6 84 - - 3 U]
Mr. Chen Shaojun (appointedon ~~~ BRAE &4 (R-F—\F
8 January 2018, also the —ANBEZf:
chief executive offioer) URKAES) - 1,519 2,462 1,486 26 5,493
88 3,092 2,462 1,486 67 7,195
Non-executive director: JETES:
Mr. Leung Hong Man 2RREE 228 - - - - 228
316 3,092 2,462 1,486 67 7423
2017 ZE-tf
Executive directors: HTES:
Ms. Li Kei Ling THELT 4 946 - - 20 1,007
Mr. Hung Yung Lai HEERE 4 582 - - 20 643
Mr. Li Tung Ming ZRELAE 4 582 = = 20 643
123 2,110 - - 60 2,293
Non-executive directors: HIES:
Mr. Leung Hong Man RRRSE 156 - - - - 156
Mr. Ede, Ronald Hao Xi* EDE, Ronald Hao Xi %&£
(re-designated on 1 July 2017) (R=F—tFtA-R
#AE) o - - - - o
250 - - - - 250
Chief executive officer: 83
Mr. Chen Shaojun BRELE = 1,959 4,680 2,612 16 8,867
373 3,669 4,680 2,612 76 11,410
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31 December 2018 R=ZF— N\F+=—A=+—H

7. DIRECTORS’ AND CHIEF EXECUTIVE OFFICER’S
REMUNERATION (Cont’d)
(B) EXECUTIVE DIRECTORS, NON-EXECUTIVE DIRECTORS
AND THE CHIEF EXECUTIVE OFFICER (Cont’d)
There was no arrangement under which a director waived or
agreed to waive any remuneration during the year.

*

Mr. Ede, Ronald Hao Xi was redesignated from non-executive
director to independent non-executive director with effect from 1
July 2017.

8. FIVE HIGHEST PAID EMPLOYEES
The five highest paid employees during the year included the chief
executive officer and a director, details of whose remuneration are
set out in note 7 above. Details of the remuneration of the remaining
three (2017: three) non-director and non-chief executive officer
highest paid employees for the year are as follows:

Salaries, allowances and benefits in kind e R NEYET

LA Pl #E 2 ASF 60 8 s e e S

Equity-settled share option expense

Pension scheme contributions RIREETEIE R

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

EERAHME (F)
(B) HTESE  FHTESRAR(H)

FAMBEEHRAREREZETAHE
K2z B

i EDE, Ronald Hao Xi /e £ =& —+ 4
tA—RARHEFRITESATABILIE
HITES -
hfuEEHES

FRANSSHEEBREEIL —NES &
FrMEFRER EXMET - F T = (=F
—tF: ) FEERFRBEESFHREER
FRRIFO0T

2018 2017
—E-N\F —E—F
RMB’000 RMB’000
AR®ET NG
2,856 2,860

213 633

30 75

3,099 3,568

HeLBENT THERINFEBRFLBES
FHHESHABDT ;

Number of employees

EBE A
2018 2017
—E-NE —ET—+F
Nil to HK$1,000,000 T 1,000,000 7T - -
HK$1,000,001 to HK$1,500,000 751,000,001 TTE 78 % 1,500,000 7T 3 2
HK$1,500,001 to HK$2,000,000 51,500,001 7T & 576 # 2,000,000 7T - 1
3 3

During the year, no share options were granted to non-director and
non-chief executive officer highest paid employee. The fair value of
such options, which has been recognised in the statement of profit
or loss over the vesting period, was determined as at the date of
grant and the amount included in the financial statements for the
current year is included in the above non-director and non-chief
executive officer highest paid employees’ remuneration disclosures.
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9.

RETIREMENT BENEFITS AND ACCOMMODATION
BENEFITS

In compliance with the Mandatory Provident Fund Schemes
Ordinance (the “MPF Ordinance”), the Company, Dawnrays
International Company Limited, Dawnrays Pharma (Hong Kong)
Limited and Dawnrays Biotechnology Capital (Asia) Limited have
participated in the MPF Scheme, a defined contribution scheme
managed by an independent trustee, to provide retirement benefits
to their respective 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 dates. The Mainland China Subsidiaries are required
to make contributions to the local social security bureau at 20% to
22% (2017: 20% to 22%) of the previous year’s average basic salary
amount of the geographical area where the employees are employed
by the Mainland China Subsidiaries.

The Group has no further obligation for the payment of pension

benefits beyond the annual contributions as set out above.

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 8% to 10% (2017: 8% to
10%) of the salaries and wages of the employees which is
administered by the 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 2018, the Group had no significant obligations
apart from the contributions as stated above.

Notes to Financial Statements

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

RABENREEER

EIRCGEHIMERBE A BED) ([RE2 R
MRE  ARA - RiBERROHBERAGE - R
WREBEB)ARAREREEMREER(E
M BRRBEMA—IBERERE (HBILE
AABTREZERHEKTE)  REEEERM
BRAEF] o (52T S 5 BIE A UM IR IR 08
2 EOIFETRMNRERBERE °

BRBEBERERRE  PEKEMBAREAES
HEERBTE - TEEERNERIKBHEERE
ZRESREIEMNFHERAFSNETE L
BIFTEMFERKE - PEKENERRZAR
gt 2 RERBHN - #HFIREEZERTEH
REENT B A R E A F 8 FHERF £ #)20%
F22% (ZT—LCF : 20% E22%) 5T H o

B B FERHAIN  AEBES BERGIAE
R IARAER] -

BIEPEOEERARZER - FEARERBA
AREEREESEAREENTFERIERNS%
F10%(ZZ—+F 8% E10%) W—HAA
BEEERLEENTEESHR - BZER
FATEESHETON  REBWEHMEE o

RZZE-—NF+ZA=+T—8 " KR EalHx
Sh o REEWBEMBARE -
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31 December 2018 R=ZF— N\F+=—A=+—H

10. INCOME TAX 10. FRiS#H

The major components of income tax expense for the years ended
31 December 2018 and 2017 are:

Current income tax IR

Current income tax charge & RS
Deferred income tax (note 26) BEFEFLIE (BT 26)
Total tax charge for the year NEEFIAL T 4B%E

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, income, 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.

The subsidiary incorporated in the British Virgin Islands (the “BVI”) is
not subject to income tax, as this subsidiary does not have a place
of business (other than a registered office only) or carry out any
business in the BVI.

The Hong Kong subsidiaries are subject to tax at a statutory
corporate income tax rate of 16.5% (2017: 16.5%) under the income
tax rules and regulations of Hong Kong. No provision for Hong Kong
profits tax has been made as the Group had no assessable profits
arising in its respective Hong Kong subsidiaries during the year
(2017: Nil).
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BE_T— )\ _ZFT—+F+_A=+—H
IFFEAMEHEHNEZEKIIAT :

2018 2017
—B-N\F Tt %F
RMB’000 RMB’000
ARBTE  ARETE
75,091 64,262
(1,274) 8,463
73,817 72,725

REFEHERBERRZE(—ANNFEFTAN)
FolF ARARCDEBEEGRITHBRE
HERSTEARHARRSAEEBNAMEE
M~ WA~ RERSIEEET - AR R B AR
BHE_ZFE_FtAN\BEAR_-T%F-
It NRRBER

TA B B8 A BB S A 5 R T B SZ RO BT 88 1t B SR ZE A
MFRET - AZMBARNEBERA RS
X (MR FERIN) RGBT X
75 o

REZENMEHRARNERG - FEMNBAF
BREFLEMERE166% (=T —LF:
16.6%) @Mt - AR ARBRAFEREERT BN
M AR EELRRTUEN - L EREE
MEBRELBE (T —tF  8) -



10.

INCOME TAX (Cont’d)

According to the PRC Enterprise Income Tax Law effective from 1
January 2008, the Mainland China Subsidiaries are all subject to
income tax at the rate of 25% on their respective taxable income.

On 21 October 2008, Suzhou Dawnrays Pharmaceutical Co., Ltd.
(“Suzhou Dawnrays Pharmaceutical”) was qualified as a High-New
Technology Enterprise (“HNTE”) of Jiangsu Province. As a result,
Suzhou Dawnrays Pharmaceutical had been entitled to a
concessionary rate of income tax at 15% for three years
commencing on 1 January 2008 and would apply for renewal of the
qualification every three years.

All other subsidiaries in Mainland China were subject to the corporate

income tax rate of 25% in 2018.

Pursuant to the PRC Corporate Income Tax Law, a 10% withholding
tax is levied on dividends declared to foreign investors from the
foreign investment enterprises established in Mainland China. The
requirement is effective from 1 January 2008 and applies to earnings
after 31 December 2007. A lower withholding tax rate may be
applied if there is a tax treaty between Mainland China and the
jurisdiction of the foreign investors. For the Group, the applicable rate
is 5%. The Group is therefore liable to withholding taxes on dividends
distributed by those subsidiaries established in Mainland China in
respect of earnings generated from 1 January 2008.

Notes to Financial Statements

10.

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H
FriE®i (&)
BERZZEZENF—A—BRERNFEDSE
5% RBIKENBARBEES B ER
UL A K 25% FriS Fi R EF o

RZZEZNF+AZ+—8  #HINERRES
R B ([BRM R IR 52 | ) BEULARA = 8 £l
E(TRFEMmEEE]) E% - Bt - #RNER
HuFEa 2T/ \F—A—BBN=FRZ
Z15%MMBBATSH RN T = FHFERER

REARERAAEMMERRR - —N\FA
12 25% HE B RS

RIBHPBECEMEHE - R BRI SN
BRECEMIFREESIRNRE - AR
10% TR R BURTRINTL - ZREB —TT/N\F
—HA—BREY WEAR-_ZETLF+_H
=t—RRERNER o i BAEEIFIREE
PrERDERER B R AT B ek - RIA SRA &K
MTEHIB X - REBOERRER5% - At
—ERN\F-A—HE AEEARETEH
REERSZ RPN B A BIFTEE A 0 & i 23 i B
BRETERIAHRELR -
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10. INCOME TAX (Cont’d)
A reconciliation of the tax expense applicable to

the statutory rate for the country or jurisdiction in which the Company
and the majority of its subsidiaries are domiciled to the tax expense

the effective tax rate, are as follows:

Accounting profit before income tax

At the PRC’s statutory income tax rate of
25% (2017: 25%)

Tax effect of profits entitled to tax concession or
lower tax rate enacted by local authority

Effect of withholding tax on the distributable
profits of the Group’s PRC subsidiaries

Adjustments in respect of current income tax of
previous years

Expenses not deductible for tax

Tax credit for qualified research and
development costs

Tax losses not recognised

Tax losses utilised from previous periods

At the effective income tax rate of 19.54%
(2017: 19.89%)

10. FRiE%i (&)

profit before tax at 1 AP BR 5 A e ) Sz A AR A &) K2 H K B0 49 Bt B

REEMBER, Bl AR EEER K8 2B
THENERRESE MBS HEER - AR
at the effective tax rate, and a reconciliation of the applicable rate to HABREERT R ZHRAT

2018 2017
—E-N\E —E—tF
RMB’000 RMB’000
AR®T ARBT T
BRETS BRI 2 505 A 377,777 365,703
LR ENEEFTS IR 25%
ZE—+F : 25%) 94,444 91,426
A ZRHIBE R ek E i e
BETREME o MBHE (38,229) (37,161)
AEBEFRWNEARZ A2 EFBEZ
SR TN -7 15,929 15,291
BRARTEEE RSN
2 106 79
DAHIF 2 B 3,951 3,439
& INETHR AR B 2 R AR
B TS (4,549) (2,347)
RERIEEE 2,813 3,152
AR LARTF E A I8 &8 (648) (1,154)
REBFTSHIE 19.54%
ZE—+F 19.89%) 73,817 72,725
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11.

DIVIDENDS

Interim— HK$0.015 (2017: HK$0.015**)
per ordinary share*
Special— HK$0.075 per ordinary share*

Proposed final — HK$0.06 (2017: HK$0.06™)

per ordinary share *

Notes to Financial Statements

PR IR BT RE

31 December 2018 R —ZE—N\E+_-_A=+—H

ke

The number of shares for calculating dividends for year 2018 above
already reflects the share sub-division (i.e. sub-division of each of the
issued and unissued ordinary shares of par value of HK$0.10 of the
Company into two (2) sub-divided shares of par value of HK$0.05 each
in the share capital of the Company (the “Sub-divided Share”) as
approved by the shareholders of the Company in the extraordinary
general meeting on 3 August 2018 with effect from 6 August 2018) (the
“Share Sub-division”). Further details and definition of the Sub-divided
Share and Share Sub-division are set out in the Company’s
announcement dated 11 July 2018 and the Company’s circular dated
18 July 2018.

In 2017, the proposed interim and final dividend was HK$0.03 and
HKS$0.12 per ordinary share before the effect of the Share Sub-division.
On the assumption that the Share Sub-division had been effective in
the prior year, it was HK$0.015 and HK$0.06 per Sub-divided Share
after the effect of the Share Sub-division.

The proposed final dividend for the year is subject to the approval of

the Company’s shareholders at the forthcoming annual general

meeting.

Hok

2018 2017
—E-N\fF —E—+tF
RMB’000 RMB’000
ARET R AREBTT
PHEIRR S - BT @R B 0.015 T

(ZZ—+tF : B%0.0157T*) 21,036 20,239
BRI E : FIRT @A % 0.0757T 105,179 -

RRKRERE : BRE@ERE%0.067T
(ZF—+tF : B%0.067L™) 81,450 76,826
207,665 97,065

BiiFtE - N\FRENRMNEE B RRA
PHFA(BIARBRRRR —FE—NFNAH=H
BREREFHIAE EER AR ESREEE0.10
TTZEBRTRAETERRENFALMRQ
BARRBRAR SREEEY0.05 7T 2 HF A
6 (THRARG 1) - B =ZE—N\FNARBRE
AR (TEM AR D) o FrAR D R B 74 2
E—THBRERENAARNBEHMS—Z—N
FLAT—BZABREARRIBHA-ZT N
FEATNBZBHA -

REZZ—EFRHFAOTER BT ERE
&R & R EA R B A 5 0.03 T kB #E0.12
TC o BERMDIFAEREFER - ROFER
215 M FARATARR (D IR 7 B R R HARR B B B
7515 0.015 7T & # 0.06 7T ©

REFRIRENRAREBHEARAR AR K
RBFREEB -
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12. EARNINGS PER SHARE ATTRIBUTABLE TO ORDINARY 12. BRAREBEREZFEARLGERER
EQUITY HOLDERS OF THE PARENT

The calculation of basic earnings per share is based on the profit for BRERBIZEG AR LR EITE AR
the year attributable to ordinary equity holders of the parent, and the AN F Eom A & F N E %17 1,586,382,000 #f
weighted average number of 1,586,382,000 sub-divided shares HRRD 2 IETFHRE (=T —tF (KHE) -
(2017 (adjusted): 1,594,834,000 sub-divided shares) in issue during 1,594,834,000 R 4% 15 ) 5T & ©

the year.

The calculation of diluted earnings per share for the period is based RESEAR R E R BREF HERT AT
on the profit for the year attributable to ordinary equity holders of the TRREERE ABLARERE SR - A{EGE
parent. The weighted average number of ordinary shares used in the LB < INHE T RERIEF NE 1T
calculation is the number of ordinary shares in issue during the year, LBEAARE - R BERT ETRRERZF] - N
as used in the basic earnings per share calculation, and the weighted AT RE A T Sk e R B e F 9 B AR T R
average number of ordinary shares assumed to have been issued at B EERITH LB INREFIIAREL -

no consideration on the deemed exercise or conversion of all dilutive
potential ordinary shares into ordinary shares.

The calculations of basic and diluted earnings per share are based THAEREAEGRERBNREEEEREA
on: MEEE

2018 2017

—E-N\F —E—+tF

RMB’000 RMB’000

ARBTR ARBTT

Earnings 27
Profit attributable to ordinary equity BAaaLBRERIFTEA
holders of the parent &R 303,960 292,978
Number of shares
B8 =
2018 2017
—E-NF —FT—+tF
Thousands Thousands
Fiz Tz
Shares R 5
Weighted average number of sub-divided STEERERBANFFEAENAN
shares in issue during the year used B B THR AR hniE 19 8
in the basic earnings per share calculation 1,586,382 1,594,834
Effect of dilution — weighted average BE a2 — N IRAIR D RIREL -
number of sub-divided shares:
Share options B - -
Weighted average number of sub-divided TESE S 2 L 2 IkE
shares adjusted for the effect of dilution SE R AR D AL B 1,586,382 1,594,834
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Cost:

As at 1 January 2017

Additions

Transferred from construction
in progress (note 15)

Disposals

Exchange realignment

As at 31 December 2017
and 1 January 2018

Additions
Transferred from construction
in progress (note 15)
Disposal of a subsidiary
(note 31)
Disposals
Exchange realignment

As at 31 December 2018

Accumulated depreciation
and impairment:
As at 1 January 2017
Depreciation provided
for the year
Disposals
Exchange realignment

As at 31 December 2017
and 1 January 2018

Depreciation provided
for the year

Disposal of a subsidiary
(note 31)

Disposals

Exchange realignment

As at 31 December 2018

Net book value:
As at 31 December 2018

As at 31 December 2017

13. PROPERTY, PLANT AND EQUIPMENT

B
R-Z—+F—H—H
RE
TERTRER (ffE15)

&
E 5 A%

R-ZZ—t#
+ZA=+-HRK
_=®-/\§¥-A-H

NE
EETRER (HE15)

HE—HHBAR
(fsE31)

HE

I 5

RZE-N\F
+=A=t-8

R ERRE :

R-ZE—t&F—F—H
FRTEEE

e
B X

R-B—+tF
+ZA=+-BK
—E-N\E-fA—H

FRNERE

HE—HRBAR
gﬁm)

=]
5 B

RZE-N\F
+=A=+-8

REFE :
RZZ-N\%F
t=A=+-H

R-B—+F
+=A=+—-8H
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13. #1% - BEKRE

Machinery
Leasehold and other Office Motor
land Buildings  equipment  equipment vehicles Total
HER ‘

HELH BF HitRE HWAZERE RE BE
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETT ARETRT ARETT ARETT ARETR ARET:R
28,193 268,892 633,236 11,138 17,718 959,177
- - 612 882 = 1,494

- 306 6,378 68 1,239 7,991
- - (3,845) 412) (783) (5,040)
(2,066) (332) - (105) 1) (2,544)
26,127 268,866 636,381 11,571 18,133 961,078

- - 1,456 429 406 2,291

- 5,289 6,958 17 593 13,011
- - - (82) (234) (316)
- (5) (1,558) (130) (712) (2,405)

1,399 224 - " 27 1,721
27,526 274,374 643,237 12,030 18,213 975,380
140 88,768 285,623 8,176 10,149 392,856

gl 11,844 37,161 771 2,167 51,974
- - (3,420) 371) (705) (4,496)
(10) (56) - (48) (@) (116)

161 100,556 319,364 8,528 11,609 440,218

33 12,443 35,630 929 1,939 50,974
- - - (73) (210) (283)
- 2 (1,145) (117) (641) (1,905)

9 55 - 36 7 107

203 113,052 353,849 9,303 12,704 489,111
27,323 161,322 289,388 2,727 5,509 436,269
25,966 168,310 317,017 3,043 6,524 520,860
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14. LAND USE RIGHTS
The Group’s land use rights represent prepaid land lease payments
under operating leases and their carrying amounts are analysed as

follows:

14, TR
REE 2 + i (F AR IIRE S
MEXREEEEATNOT :

GEROR YR P b

2018 2017

—E-N\F —T—tF

RMB’000 RMB’000

AR¥T R ARBT T

Carrying amount at 1 January R—A—BEREE 39,134 40,175
Recognised during the year FNTER (1,041) (1,041)
Carrying amount at 31 December Rt+=—A=+—HKEmE 38,093 39,134

15. CONSTRUCTION IN PROGRESS 15. HEEIR

2018 2017

—Z2-N\F —E—+tF

RMB’000 RMB’000

AR®T R ARET T

As at 1 January n—H—H 9,991 5,776
Additions NE 13,592 12,206

Transferred to property, plant and sEAYE - B REE (W 13)

equipment (note 13) (13,011) (7,991)
As at 31 December R+=—B=+—H 10,572 9,991
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INTANGIBLE ASSETS

Cost:

As at 1 January

Additions

Expense off

Disposal of a subsidiary (note 31)
Disposals

As at 31 December

Accumulated amortisation and
impairment:

As at 1 January

Amortisation provided for the year

Impairment during the year

Disposal of a subsidiary (note 31)

Disposals

As at 31 December

Net book value:
As at 31 December

As at 1 January

HE—RMB LA (FE31)
e

R+=B=1-H
ZEBEREE
Wn—A—H

FREH

FRRE
HE—RKBAR (Fz31)
hE

R+=B=1-H

EHFE:
“+=A=1-H

R—A-H

Notes to Financial Statements
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16. BEE

2018 2017
—E-N\F —TtF
Deferred Deferred
development development
costs Software Total costs Software Total
EERBAA g4 aE  ELRERA it o
RMB’000 RMB’000 RMB’000 RMB'000 RMB'000 RMB'000
AR¥TR ARETT ARETR ARBTT AREFTL ARBTT
52,227 2,474 54,701 42,239 1,129 43,368
34,587 326 34,913 9,988 1,522 11,510
(4,600) - (4,600) - - -
- (15) (15) - - -
- (284) (284) - (177) 177
82,214 2,501 84,715 52,227 2,474 54,701
18,137 816 18,953 17,677 782 18,459
418 238 656 460 211 671
1,697 - 1,697 - - -
- (13) (13) = = =
- (284) (284) - (177) {177
20,252 757 21,009 18,137 816 18,953
61,962 1,744 63,706 34,090 1,658 35,748
34,090 1,658 35,748 24,562 347 24,909
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17.

INVESTMENT IN AN ASSOCIATE

Share of net assets JEIEFEE

As described in the Company’s announcement dated 14 December
2016, Dawnrays Biotechnology, a wholly-owned subsidiary of the
Group, and Zhongshan KF entered into the JV Agreement and
established the JV Co. The total investment amount of the JV Co. is
RMB243,470,000, comprising the total registered capital of
RMB143,800,000 and the capital reserve of RMB99,670,000. The
aggregate investment amount to be contributed by Dawnrays
Biotechnology is RMB150,000,000 in cash. By the end of the year
2018, Phase 1 registered capital of RMB50,330,000 has been fully
paid. According to JV Agreement, Dawnrays Biotechnology shall
invest the remaining capital by installments as per the completion of
the clinical trial of the project by AD Pharmaceuticals.

Particulars of the material associate are as follows:

Place of

17.

R—EBERNTRZRE

2018 2017
—B-N\F T+ %F
RMB’000 RMB’000
ARBTE  ARETE
29,599 43,648

WA RRR T —"FE+=ATEBABN LM
Frit - RS E 2 & M B A RIS IR A Y R LB
FEIEEMBERKILAERT - BERAIW
@IS BB AR 243,470,000 © BIERAT
& AN A R 143,800,000 T R EA R TFEAR
#£ 99,670,000 7T ° RInEM AR EF XA
A R #150,000000 T H) B EFH- R =T
—“NFEE F-—HFMEAARE
50,330,000 LB &&= AT ° RIFE & i -

I £ WIS AR R R M 3R /7 ST AR TE B M ER IR S5k 9
HAI AFIBRE A o

TEBERARZFRBOT

Percentage of

incorporation/ ownership interest

registration attributable Principal
Name and business to the Group activity
£ il BRER AEBELEEE TEXR
4 iy B EEBEDL
AD Pharmaceuticals Co., Ltd. Mainland China o Research and development of
FRRMER 77 (B3R ) B &G R A A EeEipNES biotechnology and

For the year ended 31 December 2018, AD Pharmaceuticals Co.,
Ltd. reported loss for the year of RMB40,140,000 including the R&D
and administrative expenses of approximately RMB40,727,000 in
total. As a result, the Group shared, in proportion to the investment
percentage, an investment loss of approximately RMB14,049,000.

162 DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED SRE:8I%5 (#28%) A R A 7

bio-pharmaceutical products

DA Ko A ) R B BT R

R=T—N\FE+—A=+—HIEFER FE#@
R (BER)BEARARAAMFEABEARE
40,140,0007T + BIEHE R SIETHRE R £E
AR 40,727,0007T « At - NEEIREE
EE Bl B R R 40 A R # 14,049,000 7T ©



17.

18.

INVESTMENT IN AN ASSOCIATE (Cont’d)

The following table illustrates the summarised financial information in
respect of AD Pharmaceuticals Co., Ltd. adjusted for any differences
in accounting policies and reconciled to the carrying amount in the

financial statements:

Current assets MENEE
Non-current assets IERBEE
Current liabilities mENBE
Non-current liabilities IERBEE
Net assets FEE

Reconciliation to the Group’s interest
in the associate:

Proportion of the Group’s ownership AEBHEARELD
Carrying amount of the investment KAEREE
Revenue WA

Loss for the year NEEFBE
INVENTORIES

Raw materials R

Work in progress £ 8 i

Finished goods BURK i

Less: provision B B

Notes to Financial Statements

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

17. R—EBREQAFZRE (B)

TRIVRIE BRI =R N AR R
BHRRAREESRNERRD (BR)BEE

RARIMEI S ERBEE
2018 2017
—E-N\F T tF
RMB’000 RMB’000
AR®TT AREFIT
29,326 22,942
96,256 104,212
(21,013) (2,445)
(20,000) =
84,569 124,709
35% 35%
29,599 43,648
(40,140) (19,090)

18. &FH

2018 2017
—E-NE —ET—+F
RMB’000 RMB’000
ARET ARBFIT
38,231 33,747
39,768 48,576
76,160 42,056
154,159 124,379
(6,116) (3,246)
148,043 121,133
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19. TRADE AND NOTES RECEIVABLES 19.

Trade receivables FEWE 5 kI8

Notes receivable FEKR R B KIE

Notes:

(i) The Group’s trading terms with its customers are mainly on credit,
except for new customers, where payment in advance is normally
required. The credit period is generally three months for major
customers. Each customer has a credit limit. The Group seeks to
maintain strict control over its outstanding receivables and has a credit
control department to manage credit risk. Overdue balances are
reviewed regularly by senior management. In view of the
aforementioned and the fact that the Group’s trade receivables relate
to a large number of diversified customers, there is no significant
concentration of credit risk. Trade and notes receivables are non-
interest-bearing.

An ageing analysis of the trade receivables as at the end of the

reporting period, based on invoice date and net of loss allowance, is

as follows:

Trade receivables e E 558

Outstanding balances with ages: RERER 215 1 1M R BREE ¢

Within 90 days HA
Between 91 and 180 days 91&180H
Between 181 and 270 days 181 £ 270 H
Between 271 and 360 days 2712360 H
Over one year —F A+
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JERRA]

BWEZ kEERIA

2018 2017

—B-N\F —E—+tF

Notes RMB’000 RMB’000
i AR®F ARBFT
(i) 199,614 184,853
(ii) 147,188 128,361
346,802 313,214

i -

(i) BHEF —RBEHIBEN  AEEEERE
EFAEEFRS - MEBEFPEEHR KRR
f1lﬁ BUEFPHRAERFEERE - REHR

RERHAREREWTIE  WRASEEED
FEJEEEEEHM BREREEE &FHiRiE

H\HW% ENA LR R B AT A B R K E
TR RABTRAEF At E=sEES
B’]EEH % o BWE 5 REEFRATHE -

HRBERIREERAS - RNRSHROE

B SHIBRIFREE AT ¢
2018 2017
—E-N\F —tF
RMB’000 RMB’000
AR¥TFT ARETIT
170,203 168,676
20,030 13,218
7,621 2,845
1,742 30
18 84
199,614 184,853




Notes to Financial Statements

19. TRADE AND NOTES RECEIVABLES (Cont’d)
Notes: (Cont’d)

U

(Cont’d)
The movements in the loss allowance for impairment of trade
receivables are as follows:

At beginning of year REH)
Amount written off as uncollectible R EIMmAZIE 58
Impairment losses, net MEEK - FEE

The ageing analysis of the trade receivables as at 31 December 2017
that were not considered to be impaired under IAS 39 is as follows:

Neither past due nor impaired A8 B} N FE R (E
Less than three months past due B 316 A
Over three months past due BmEASE A A E

Receivables that were neither past due nor impaired related to a large
number of diversified customers for whom there was no recent history
of default.

PR IR BT RE

31 December 2018 R —ZE—N\E+_-_A=+—H

19. BWEZRREFE(E)

BiaE © (&)

[0} € ))
FEUS B 5 S IE R E AR B E BT

2018 2017
—E-N\F —E—+tF
RMB’000 RMB’000
AR¥TR AREFIT
- 437

- (218)

- (219)

REBEFERE G ERE0R R-FT—+F
ToA=+t—BR/UERENEKRE 55E
HVRRER D ATRF BT

2017
—T—+tF

RMB’000
ARETFTT

168,676

13,218
2,959

184,853

R 380 H e X R O B IKUSR IR TS B K B B
BENBELNZEEFEM -
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19. TRADE AND NOTES RECEIVABLES (Cont’d)
Notes: (Cont’d)

U

(i)

166 DAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED BRES84%5 (1258 ) HRR A 7

(Cont’d)

From 1 January 2018, the Group has applied the simplified approach
to provide impairment for ECLs prescribed by IFRS 9, which permits
the use of the lifetime expected loss provision for all trade receivables.
To measure the ECLs, trade receivables have been grouped based on
shared credit risk characteristics and the days past due. The ECLs
below also incorporate forward looking information. The impairment as
of 31 December 2018 is determined as follows:

As at 31 December 2018

Current
Expected credit loss rate <0.1%
Gross carrying amount (RMB’000) 199,614

Impairment (RMB’000) =

Notes receivables previously classified as receivables are held with a
business model with the objective of both holding to collect contractual
cash flows and selling as the Group sometimes endorses notes
receivable to suppliers prior to their expiry date. These are now
classified and measured as debt instruments at fair value through OCI
and presented as trade and notes receivables.

Financial assets that are not derecognised in their entirety

At 31 December 2018, the Group endorsed certain notes receivable
accepted by banks in the PRC (the “Endorsed Notes”) with a carrying
amount of RMB18,238,000 to certain of its suppliers in order to settle
the trade payables due to such suppliers (the “Endorsement”). In the
opinion of the directors, the Group has retained the substantial risks
and rewards, which include default risks relating to such Endorsed
Notes, and accordingly, it continued to recognise the full carrying
amounts of the Endorsed Notes and the associated trade payables
settled. Subsequent to the Endorsement, the Group does not retain
any rights on the use of the Endorsed Notes, including sale, transfer or
pledge of the Endorsed Notes to any other third parties. The aggregate
carrying amounts of the trade payables and other payables settled by
the Endorsed Notes during the year to which the suppliers have
recourse were RMB17,564,000 and RMB674,000 as at 31 December
2018, respectively.

19. BRE S K EEFE (&)
GERNC)

0

(&)
B-Z-\F—-A— A FAEECDRAHE
TARBBRMBREEAE SRR ENEIRE
EEBEHENE - AFFRRAERKE HRE
MEEFESHANBRRASEAERAE
- RETERBEEER  BRESFTASR
BASERRRSEMBHREETHE < A
THHEEERERSHBEMES - R-F
—N\F+_A=+—BrRERRNAT

R=Z2-N\F+=A=+—H

R
FEHEERAR <0.1%
wEmeR(ARETIT) 199,614
BE(ARETIT) -

BESBRLERKFBNEERRRNAREE
BerEI MRS EEERHIER  EB%F
EREBENEBRAARRENESRER
BEXNHERBR - ZSREBRZEUARE
AEREEH AL thEmKE BB TAE
IR REFELFITRERE S RERFIR

REDRIEBRZHBEE
RZZBE—NE+ZA=+—0  RPBENRT
BWASEESES THEEAR18,238,000
T ENEE ([BEZE]) FEETHERS
N HERZERERZENES R E
£ -BFERA AEEEHE LNHREBER K
B EREEREEEZRBEZENRR - B
It AEEREERSEZR 2 2BEEER
ERNRBEENESR - BE%  AEETER
BEMEASEZ R 2 EAEF  BIELE -
HE RS EZRTEMEMBE=F - F
A BREEEBRIN2HERFEREZE
NESHREMEGRER =T —N\F+=A
=t+—HZBEEES R AARE 17,564,000
JCFIA R ¥ 674,000 7T °



20. PREPAYMENTS, OTHER RECEIVABLES AND OTHER

Notes to Financial Statements

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

20. AN - HttBWRER HEE

ASSETS
2018 2017
—E-N\F —F—tF
RMB’000 RMB’000
AR®T R ARET T
Current wE
Prepayments TEf R 8,905 11,970
Deposits and other receivables R& M E W RIS 21,832 12,005
Wealth management products B Em 350,000 449,000
380,737 472,975
Non-current ERE
Long-term prepayment* KHEITE 21,629 -
* Long-term prepayment represents the prepaid installment payment for * REFERFIEENEE QA5 HIRERK -

investment in an associate.

As at 31 December 2018, other receivables of the Group were
considered to be of low credit risk and thus the Group has assessed
that the ECL for other receivables is immaterial under the 12-month

expected loss method and no impairment provision is required.

None of the above assets is either past due or impaired. The financial
assets included in the above balances relate to receivables for which
there was no recent history of default.

The carrying amounts of the prepayments, other receivables and
other assets approximate to their fair values.

RZZE—N\F+_A=+—H REENEAM
ERFBRBER/EERRRE  URAKER
AT G E A W IR 12 A AR TEHE B E 1R
WAERX - HERREREME -

EEERABH R ERE - LillARERE
Z A B BT B SR KO St e R RIR B

BN EMERER M EE 2 REEE
HEERNABEMLD -
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PR AR BT RE

31 December 2018 R —ZE—N\F+_-_A=+—H

21. FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT 21. UAREFEEES T ABR 2
OR LOSS BE
2018 2017
—ZE-N\E§ —E—+F
Notes RMB’000 RMB’000
Bi5E ARET AREFIT
Listed equity investments, at fair value ETRERE - BARE (i 8,149 8,743
Listed debt investments, at fair value ETEREEE  RARE (i) 70,478 =
Other unlisted investments, at fair value BEMIELEmEE BARE (ii) 110,766 =
189,393 8,743
Notes: BisE -

(i)
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Listed equity investments represented the Group’s investments in
public listed companies, which are quoted in an active market. The fair
value of the listed equity investments is based on their quoted prices
as of 31 December 2018 in an active market.

Listed debt investments represented the Group’s investments in
financial bonds issued by China Development Bank, which are quoted
in an active market. The fair value of the listed debt investments is
based on their quoted prices as of 31 December 2018 in an active
market.

The above listed equity investments and listed debt investments at 31
December 2018 were classified as financial assets at fair value through
profit or loss as they were held for trading.

The above unlisted investments at 31 December 2018 were floating
interest rate principal-preservation type of wealth management
products. They were mandatorily classified as financial assets at fair
value through profit or loss as their contractual cash flows are not
solely payments of principal and interest. The fair value of wealth
management products is based on the bank quoted expected returns.

(i

EmEEREEAEERAR LM AANK
% EBERERMISHE - LTHREREZA
AREDREBEE-Z-N\F+-_A=t+—HZ
BRI (B T

AR E AR EHERFARRITHETH
SRMEZNIRE  EEAERTIZRE - £H
BERERENAREDIREBEE_Z—\F+=
A=+t —HZERTSHREMNE °

HRFEEE LR —Z—N\F+_H
=t B EmBERE R EEERERD
BRUARENEBEEHF ABR I UBEE
=

FR =T -N\F+ZA=+—HBrIE LT
BARRANFENEBABERER - BEAHR
EREVIHERAS RABNFK - ZEEHE
mBSEH DB AR AN EFFEREZE B AR
w2 MBEE - BMERN AR ETIRERT
R (B HOTEHA B S if 5 o



22. CASH AND BANK

Cash and cash in banks e MIRITIFER
Short-term deposits ySEEPEE

ZIHEBA=EA
over three months B E BRTF R

Term deposit with maturity

Cash and cash equivalents ReMREEEY
As at 31 December 2018, the cash and bank balances and short-
term deposits of the Group denominated in RMB amounted to
RMB618,364,000 (2017: RMB539,051,000) in Mainland China. 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 banks (including the pledged bank deposits and term
deposit with maturity over three months) 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
bank balances are deposited with creditworthy banks with no recent
history of default. The carrying amounts of the cash and cash

equivalents approximate to their fair values.

Notes to Financial Statements

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

RERBITHEK

2018 2017
—B-N\F Tt %F
RMB’000 RMB’000

ARBTR ARETT

61,563 138,045
583,800 473,032
645,363 611,077
120,000 150,330
525,363 460,747

R-ZE—-NE+-A=t+—H "EERHTEH
REEREABARERNE ¢ RIR1TATEEH
FREE AR 618,364,000 (T —£4F ¢
AR#539,051,0007T) ° AR A HHH
BRAEMER - A - RIER B ARREINEE H
FHRAEE  EEEMNESTEER  AEEE
HEE BRF AT ITINE E R RIT S AR S8
REAME

RITFR(BRCERRTHERARIYABEE
=8 A MEBFR) WFESEREHRITER
)5 B A R EREX - %2 5 3T SRR R F
—HAE=AATE  RFEAKENRESFRM
TE X UAAR R B 55 B T BT SR R ERERA B -
RITERCFEALHRBETRAER - EERY
BIRTTH - REMRSEEBYRmMERTE

DAfE-
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PR AR BT RE

31 December 2018 R=ZF— N\F+=—A=+—H

23. TRADE AND NOTES PAYABLES
An ageing analysis of the trade payables and notes payable as at the
end of the reporting period is as follows:

Outstanding balances with ages: LIRERE| DAY M R EREE ¢
Within 90 days 90 HMA
Between 91 and 180 days 91 £180H
Between 181 and 270 days 181 £270H
Between 271 and 360 days 2712360 H
Over one year —F

The trade payables are non-interest-bearing and are normally settled
on 90-day terms. The carrying amounts of the trade and notes
payables approximate to their fair values. The aggregate carrying
amount of the trade payables settled by the Endorsed Notes during
the year to which the suppliers have recourse was RMB17,564,000
as at 31 December 2018 (note 19).
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23. ENEZREEFE
RIREHRA BN B 5 RIEN ZH R IERR 5
My :

2018 2017
—B-N\F Tt %F
RMB’000 RMB’000

ARBTR ARETT

83,169 102,872
46,661 39,485
114 155

34 138

439 754
130,417 143,404

EAE 5 HRIB AR R—MRN T BRER
Hi#t - BENESREBRFBE 2 ERMERER
AEHEE RZE-—N\F+ZA=+—H &
BEEZBRSINCHENGEREZENES
R BEEEEAARIK17,564,000 7T (M 5
19) °



24. OTHER PAYABLES AND ACCRUALS

Advances from customers

Contract liabilities

Accruals

Taxes other than corporate income tax

Payable for purchases of machinery
and construction of buildings

Payable for purchases of intangible assets

Other payables

Notes:

Notes to Financial Statements

PR IR BT RE

31 December 2018 R —ZE—N\E+_-_A=+—H

24, HMtEENRRFERE A

2018 2017
—E-NEF —E—tF
Notes RMB’000 RMB’000
BfsE AR¥T T ARETIT
TEURER TR 0] - 14,760
X ON=N 0] 13,897 =
TBIREH 80,761 83,280
BRI EFTERINO TR IE 20,167 27,396

LS I TF R EMNEN R
3,495 4,475
BEELEEMNREMNR 3,200 =
H b SR (ii) 48,252 31,086
169,772 160,997

B3 -

(i) Details of contract liabilities as at 31 December 2018 and 1 January (i)

2018 are as follows:

Short-term advances received from
customers

Sales of goods

Rendering of pilot test services

Total contract liabilities

REPKEIEI 52 E
TR

72 m 3

e At SRl A AR

BRBEERE

Contract liabilities include short-term advances received to deliver
pharmaceutical products and render pilot test services.

(ii) Other payables are non-interest-bearing and have an average (i
settlement term of six months. The carrying amounts of other payables
and accruals approximate to their fair values. The aggregate carrying
amount of other payables settled by the Endorsed Notes during the
year to which the suppliers have recourse was RMB674,000 as at 31

December 2018 (note 19).

MR20184F 12 A31 HK2018F1 A1 HMAL
BEFFEAT -

31 December 1 January
2018 2018
—E-N\F —T-N\F
+=A=+-—H —H—H
RMB’000 RMB’000
ARETT ARBT T
13,147 13,841

750 -

13,897 13,841

BHBEBRREMHER
RRHERTENK -

K st BBl A IRTS &Y

H eI B R S A E A N A
B HtENREERER ZEREEEAR
BERE RZZT—/\F+ZA=+—H &k
EEZRIN 2 EEREREREZ A EMNR
ZERE{EA AR 674,000 7T (FiFE19) ©
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PR AR BT RE

31 December 2018 R=ZF— N\F+=—A=+—H

25.

26.

GOVERNMENT GRANTS

At 1 January Rn—A—A8

Released to the consolidated statement of SFAGZEBER
profit or loss

At 31 December R+—A=+—H

DEFERRED TAX

The movements in deferred tax assets and liabilities during the year

are as follows:

DEFERRED TAX ASSETS

At 1 January 2017

Deferred tax charged to
the consolidated statement of
profit or loss during the year
(note 10)

At 31 December 2017 and
1 January 2018

Deferred tax credited/(charged) to
the consolidated statement of
profit or loss during the year
(note 10)

At 31 December 2018

R_ZE—tF—HF—H
FARGEBRRMRZ
FEIERTE (I 10)

25. BUTRERR

E=—FT—N\F—H—H
FARGEB=EERTAS
(F0BR) 2 EIEFIH

(Kt3E 10)

R=ZZF—N\F+=-A=+—H

2018 2017
—B-N\F T F
RMB’000 RMB’000
AR¥T ARETT
1,878 2,248
(370) (870)
1,508 1,878
26. IEIEBIIA
FRREHBEER BB EEBNT -
EEBIEEE

Accrued Government
expenses grants Provisions Total
HRREA BT BHE By
RMB’000 RMB’000 RMB’000 RMB’000
ARBTT ARETRT ARBTT ARETT
2,834 168 3,727 6,729
(865) 27) (1,149) (2,041)
1,969 141 2,578 4,688
339 27) 823 1,135
2,308 114 3,401 5,823
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Notes to Financial Statements

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

26. DEFERRED TAX (Cont’d) 26. EIENIE (&)
DEFERRED TAX ASSETS (Cont’d) EEBEEE (&)
The Group has tax losses arising in Mainland China of AEBRPEAESESHEBSBARE
RMB33,109,000 (2017: RMB37,416,000) that will expire in one to 33,109,000 T (=& —+4F : AR¥ 37,416,000
five years and tax losses arising from the Company and its Hong 70) + Al ARSI — 2 A F N EI BRI R 2R 8
Kong subsidiaries of RMB86,722,000 (2017:RMB74,983,000) for Rimal 0 MR BBH B R RSRSTRIBEEE A
offsetting against future taxable profits for which no deferred tax R #86,722,000t( ZE —tF: ARK
assets have been recognised, as they have arisen in subsidiaries that 74,983,000 7T) A IR SH AR SR FE AR Bt 7] » B
have been loss-making for some time and it is uncertain that taxable ZEBEERNEERIEEE M ARER BE
profits will be available against which the tax losses can be utilised. HERELEEEE —REMRNMEAR - T
HERDEAERM N AREHEZERE
fE1E o
DEFERRED TAX LIABILITIES EEREESE
Fair value
adjustment
of financial Depreciation
assets at allowance
fair value in excess
through profit of related  Witholding
or loss depreciation taxes Total
LR REFE
BHZEHFA
Baz
BMKEEN HERHBE
DNAERE BEEBRFE BB e
RMB’000 RMB’000 RMB’000 RMB’000
ARETT ARBTT ARBTT ARETE
At 1 January 2017 RZZE—tF—H—H = - 46,704 46,704
Deferred tax charged to the FARGEBRERINRZ
consolidated statement of BRI (M 10)
profit or loss during
the year (note 10) - - 6,422 6,422
At 31 December 2017 and RZZE—+E+-A=1+—H
1 January 2018 k=—F-N\F—H—H = - 53,126 53,126
Deferred tax (credited)/charged to FRRGABREE G,k
the consolidated statement of ZIEFERE (FEE10)
profit or loss during the year
(note 10) 125 856 (1,120) (139)
At 31 December 2018 RZZE-\F+A=1+—H 125 856 52,006 52,987
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PR AR BT RE

31 December 2018 R=ZF— N\F+=—A=+—H

26.

27.

DEFERRED TAX (Cont’d)

DEFERRED TAX LIABILITIES (Cont’d)

Pursuant to the PRC Corporate Income Tax Law, a 10% withholding
tax is levied on dividends declared to foreign investors from the
foreign investment enterprises established in Mainland China. The
requirement is effective from 1 January 2008 and applies to earnings
after 31 December 2007. A lower withholding tax rate may be
applied if there is a tax treaty between Mainland China and the
jurisdiction of the foreign investors. For the Group, the applicable rate
is 5%. The Group is therefore liable for withholding taxes on
dividends distributed by those subsidiaries established in Mainland
China in respect of earnings generated from 1 January 2008.

OTHER LIABILITIES

Government relocation compensation received B FIfFiE B ER

The government relocation compensation was part of the
compensation received under the relocation compensation
agreement entered into between the People’s Government of
Wuzhong Economic Development District, Suzhou City and Suzhou
Dawnrays Pharmaceutical Co., Ltd., a wholly-owned subsidiary of
the Group.
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26.

27.

IESER IR ()

EEBIREE ()

RIBHPBECEMEHE - R BIAEEKIZE SN
BRECEMIFREESIRNRE - AR
10% O R BURTRINTL - ZREB —TT/N\F
—HA—BREY WEAR-_ZETLF+_H
=t—RRERNER o i BAEEIFIREE
PrERDERER B R AT B ek - RI A SRA &K
MTEHIB R - AEBMERRER5% At
B-_ZZEN\F—HA B A&EEARETE
REERSZ RPN B A I FTEE £ B0 & A i 23 B B
BRETERIAHRELR -

HithEaE
2018 2017
—E-N\E —E—+F
RMB’000 RMB’000
ARET AREET T
70,238 -

BRHFBRERSREFN T RPEERE R
ARBIFEAREE 2 E KB R R M IR in 55
BRRARMEFBRE G R L NN IFE

3 2 ok
HE(EK -



28.

Notes to Financial Statements

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

SHARE CAPITAL 28. BRA
SHARES g0
Authorised: JETE ¢
20,000,000,000 (2017: 10,000,000,000) FREEBE 0.05 T(ZZE—+H4F :
ordinary shares of HK$0.05 7B 0.1 70) B AR
(2017:HK$0.1) each 20,000,000,000 & (=& —+4 :
10,000,000,000 A%)
Issued and fully paid: BRITRER
1,586,382,000 (2017: 793,191,000) FREEBE 005 T (ZF—+F
ordinary shares of HK$0.05 (2017:HK$0.1) 0.1 70) B E AR
each 1,586,382,000 fx (—Z—+ 4 :
793,191,000 %)
Equivalent to RMB’000 EEARETT

2018 2017
—E-N\E —E—+F
HK$’000 HK$’000
BET T BT T
1,000,000 1,000,000
79,319 79,319
84,197 84,197
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PR AR BT RE

31 December 2018 R=ZF— N\F+=—A=+—H

28. SHARE CAPITAL (Cont’d)
SHARES (Cont’d)

As the Share Sub-division approved by the shareholders of the
Company became effective on 6 August 2018, the total number of
issued shares of the Company as at 31 December 2018 and 31
December 2017 as presented in this report are adjusted as follows:

At 1 January 2017
Shares repurchased in 2016
and cancelled in 2017

28. BRA(48)
BR1B (K)

2

Shares repurchased and cancelled in 2017 2§ [g] E’JH )

Share options exercised

At 31 December 2017 and
1 January 2018

Effect of the Share Sub-division
(as defined in note 11)

At 31 December 2018

Details of the Company’s share option scheme are included in note

29 to the financial statements.

Z)iS

_|_

NEARRRBRRIENRODIFACR_-F
—NFNARBER  BAREFEHRAAF
e

~NE+ZA=+-BR-F-—L#F

A=1T—RAZEZETROHEHEB(ELWT

Number of Share
shares in Issued premium
issue capital account Total
BRT
BB EE BRTRA R RE ekl
HK$'000 HK$'000 HK$'000
BETFT BETT BETT
R-Z—+F—F—H 801,852,000 80,185 55,928 136,113
:2 NEEBEE AR
R —tFiFH (820,000) 82) = (82)
R —tFiFH (9,111,000) 911) (44,359) (45,270)
BT R 1,270,000 127 5,088 5,215
RZZ—tF+-_A=+—H
k=_E—N\F—HF—H 793,191,000 79,319 16,657 95,976
BROFANEE (M 113H8)
793,191,000 - = =
—NE+=A=+—H 1,586,382,000 79,319 16,657 95,976
ERARRARBEREAE ZHFAAD - SR

&R MIFE29 ©
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29.

SHARE OPTION SCHEME

The Company adopted a share option scheme in 2003 (the “2003
Share Option Scheme”) for the purpose of providing incentives and
rewards to eligible persons (including the Company’s directors,
independent non-executive directors, employees of the Group and
other eligible participants as defined under the 2003 Share Option
Scheme) who contribute to the success of the Group’s operations.
The 2003 Share Option Scheme became effective on 21 June 2003
and remained in force for 10 years from that date until 20 June 2013.

The maximum number of shares issuable under share options to
each eligible person in the 2003 Share Option 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.

A new share option scheme, which was approved by the
shareholders at the annual general meeting on 24 May 2013,
became effective on 21 June 2013 (the “2013 Share Option
Scheme”, together with the 2003 Share Option Scheme, the
“Scheme”) and will remain in force for 10 years until 20 June 2023.
The principal terms of the 2013 Share Option Scheme are similar to
the 2003 Share Option Scheme.

Share options granted to a director, chief executive officer 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.

Notes to Financial Statements

29.

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

BT 8

ARAR _ZE=FRANBREAE(=F
ToBEREE ] EERYAEEREK
EHEBNAEBAL(BREARRES B
VHEBTES  AEEEIRN_ZTT=BER
AR ENEMA ER2EE) RHTE M
RE)  —_TT_BREAINR_ZFZT=FA
T+ RARIRZ AR T FAREERE
—E—=FXHA=tH-

EEM12EABMEAR T T T =B ET3
MEBNAERSEENBERENA TEITRS
BRDEE - AR BREMEFEN D BETRMN
1% AR o L — R KRR REE BB AR -
AHERRAE EEERRAE -

FERESE(R=2—=FRA=1+HmAER
RRFARE FERRIE)R=_F—=FXA
—t—BRER( = — =B8] =
T -ERERT SIS [T El DR E
FEREZT_=FAAZtH -ZF—=W
MR Bl T BB T T = ERAEEI4E
KL o

BYARRES BRI ERRAWEEM
B B A RDUS B IFMITESH
JE o UEAN - aAFMER 12 {8 B BRI T AR E
BRI LIFNITEF IR F IR T
ERERERR AR BN EAREOE BHITR
ME0.1% XA EBRENZE(RIBEARF]
RO REERER B BNERGE) Bask
5,000,0007C * AIZEELEEBRR ARG EEREFR
RELA o
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PR AR BT RE

31 December 2018 R=ZF— N\F+=—A=+—H

29. SHARE OPTION SCHEME (Cont’d) 29. MEMRFESTE (&)

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 10 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 (ii) 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.

As the Share Sub-division approved by the shareholders of the
Company already became effective on 6 August 2018, the
comparative figures have also been adjusted on the assumption that

the Share Sub-division had been effective in the prior year.
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BT B ERENEE A et 21 ARE
B# ARARMBREREASNEMR
B HAMNBBI0THREARE - BEF
SERBBEREZBRERAEENAHEE
SR BRERETN AN EXEH
AEREF L FTRER (BHRA T SEEHEH
B HEET ) RIEZA Bl R T RERE AR -

BEENTEERESETE @ EMNSERAT
BENREE () ANARRORELBREE
BB P AT AO U T 8 ¢ e (i) AN R R AR
SRR B HET A B2 5 B 7R S PR AT EREY
BRTHE - ETRETFINRARR FBERD
[ENI=R

T LIREMER -

HRARRBRAENRDIFATR=_F—N\
FNARNBER  LBRBEF IR RIFAN A
REFERNBRAFLAE -



29. SHARE OPTION SCHEME (Cont’d)

The following share options were outstanding under the Scheme

during the year:

At 1 January K—H—H
Granted during the year FRERL
Exercised during the year FRNEITHE
Lapsed during the year FABRHK
At 31 December W+=A=1+—H

As the Share Sub-division approved by the shareholders of the
Company already became effective on 6 August 2018, the figures
have also been adjusted on the assumption that the Share Sub-
division had been effective from the beginning of the year.

Notes to Financial Statements

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

29. FERfERTE (&)

AN mazat IR F RARTT A BB A -

2018
—B-N\%

Weighted
average Number
exercise price of options

LS
TRE BREHE
HK$ ’000

B

per share

=133
2.835 52,000
2.731 (3,300)

2.842

48,700

2017
—E—tF

Weighted
average Number
exercise price of options

¥
THE(E BREXE
HK$ '000

B

per share

5715
5.911 21,324
4.250 6,000
3.130 (1,270)
3.130 (54)
5.670 26,000

RRARRRRAENRHIFAE R TN
FNARNBER  HBEHF IS RIFRN FA
RENERNRRIELRE -
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PR AR BT RE

31 December 2018 R=ZF— N\F+=—A=+—H

29. SHARE OPTION SCHEME (Cont’d) 29. HBRRESTE(E)
The exercise prices and exercise periods of the share options RERE AR - RITEEA AR TRE(E 1T {52 BF
outstanding as at the end of the reporting period are as follows: R :
2018
—B-N\F
Number of options Exercise price* Exercise period
BREHE THEE" TEHE
’000 HKS$ per share
BEGR
2,000 3.220 17-09-2015 to £ 16-09-2020
11,800 2.575 08-01-2016 to £ 07-01-2021
6,000 2.635 18-03-2016 to £ 17-03-2021
11,800 3.670 16-04-2016 to £ 15-04-2021
2,800 3.190 23-11-2016 to £ 22-11-2021
3,000 3.170 11-05-2017 to £ 10-05-2022
11,300 2.125 29-11-2018 to £ 28-11-2023
48,700
2017
—E—+F
Number of options Exercise price* Exercise period
B ES B 1THE(E” 1752 HAfA
’000 HK$ per share
SR
1,000 6.440 17-09-2015 to & 16-09-2020
5,900 5.150 08-01-2016 to 2 07-01-2021
3,000 5.270 18-03-2016 to & 17-03-2021
6,000 7.340 16-04-2016 to £ 15-04-2021
1,400 6.380 23-11-2016 to 2 22-11-2021
1,500 6.340 11-05-2017 to £ 10-05-2022
1,200 5.660 08-09-2017 to 2 07-09-2022
6,000 4.250 29-11-2018 to £ 28-11-2023
26,000
* The exercise price of the share options is subject to adjustment in case * AT S BT TAL AR sk AR A R AR AN Y 3R oAt
of rights or bonus issues, or other similar changes in the Company’s O - RIBRENTEREAT AR -

share capital.
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29.

SHARE OPTION SCHEME (Cont’d)

The fair value of equity-settled share options granted was estimated
as at the date of grant, using the Black-Scholes-Merton valuation
model, taking into account the terms and conditions upon which the
options were granted. This 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 the

Notes to Financial Statements

29.

PR IR BT RE

31 December 2018 R=Z— \&F+=A=+—H

BREE (&)
BYUARSEENBERENIAEIRETE
PR A AR — SR A EEA AR - XL
BEE R T BB G R IGMT - EREBR
REFrEAMAEEXFERS - FREEESR
FEXTERDRTEERE - TRINHZER
B A BHE -

model:

Date of grant BHBH 17/9/2014  8/1/2015  18/3/2015  16/4/2015 23/11/2015  11/5/2016  8/9/2016  29/11/2017
Dividend yield (%) FRE % (%) 0.97 1.21 118 0.85 1,04 1.06 1.30 2.70
Expected volatilty (%) EHRE (%) 42 43 43 43 43 43 43 41
Historical volatiity (%) BRI (%) 42 43 43 43 43 43 43 4
Risk-free interestrate (%) EEBITHEE (%) 1,584 1.365 1.290 1,065 1.183 0.969 0.694 1,586
Expected life of option (year) BSR4 (F) 6 6 6 6 6 6 6 6
Fair value at the date of RELBSENALE 245 1.92 197 2.82 242 2.34 203 127

grant (HK3) (%)

The expected life of the options is based on the historical data over
the past five 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.

As at 31 December 2018, the Company had 48,700,000 share
options outstanding under the Scheme, which represented
approximately 3.07% of the Company’s shares in issue as at that
date. The exercise in full of the outstanding share options would,
under the present capital structure of the Company, result in the
issue of 48,700,000 additional ordinary shares of the Company,
additional share capital of HK$2,435,000 and share premium of
HK$135,960,500 (before share issue expenses).

BRER FHIREAEAFNELENE
E o ORUREBRRTERBEREN SN - RERE

BB (ERIE AT A RSB - MR
BHRURLERE

A EAHE TR AR E E AL 2 R E
Hep o

RZZ—N\E+=ZA=1+—0  KARIRIEZ
=T &% A 48,700,000 17 FE Ak 4 & AR 1T -+ 4R
EREBARRBEITRNAS.07% ° BIFEA
ARAERERNEE  BEITERTERER
5| BUA R 7] 517 48,700,000 B EEIN L A% » 1
NP # 2,435,000 7T #9 AR 2N BA F2 % 17 J55 (B 75 &
135,960,500 7T (N &R M BEITHRZ) °
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30. RESERVES
The amounts of the Group’s reserves and the movements therein for

the current and prior years are presented in the consolidated

statement of changes in equity on pages 73 to 74 of the financial

statements.

(i)

(ii)

(iii)

182 bAWNRAYS PHARMACEUTICAL (HOLDINGS) LIMITED ZRES81%5 (12R%

CONTRIBUTED SURPLUS

The contributed surplus of the Group represents the difference
between the then consolidated net assets of the subsidiaries
acquired pursuant to the Group Reorganisation as set out in
note 1, and the nominal value of the Company’s shares issued
in exchange therefor.

STATUTORY SURPLUS RESERVE (THE “SSR”)

In accordance with the Company Law of the PRC and the
articles of association of the Mainland China Subsidiaries, each
of the Mainland China Subsidiaries is required to allocate 10%
of their profit after tax, as determined in accordance with the
PRC generally accepted accounting principles, to the SSR until
this reserve reaches 50% of its registered capital. Part of the
SSR may be converted to increase the paid-up capital,
provided that the remaining balance after the capitalisation is

not less than 25% of the registered capital.

EXCHANGE FLUCTUATION RESERVE

The exchange fluctuation reserve is used to record exchange
differences arising from the translation of the financial
statements of foreign subsidiaries.

JERRA]

30.

f#tE
AEBRBENRAFERBEFENSRNES
EHERPBHRREBAET4ANGEERE
BERA -

() BAZEER

(ii)

(iii)

AEBNBABRBRIEREBENE1FIHED
SEEAMKBEHBARERNGEE

EFEEAR R RIGEE BEEMZT
AR BRMDEERNZER

EEEBAES
REBFERBZERTEMRBRRNA A
52 PENBARSEEARTELR
@ﬂﬁ%'%ﬁm&ﬁﬂmm Dz
EERBRATER  BEEATRBRAES
‘%@JE%:‘EHHE$E’U50% o Bh IR E BER
NIED A E A HR IR AR A IR - 1fE
BREEMBBIITEREMEARD
25% °

/
H

BE 50K B k8
BEE 305 B fek 4 70 PR MR RC SR S B Y a8
RAE I TS IMR FTE L HIRE S ZE -
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DISPOSAL OF A SUBSIDIARY 31. HE—EMBAA

During the year, Dawnrays International Co. Ltd., the Group’s FA - AEERBARRIERHBROERAFR
subsidiary, transferred all the equity of Guangdong Dawnrays LAA R 2,900,000 T EBMBILE=FHE
Pharmaceutical Co., Ltd., its subsidiary which had suffered from HiBEEENHB AR ERRINEEGRA A
consecutive loss, to an independent third party at the price of REERiE Bl REERFED K - B
RMB2,900,000, and relevant equity transfer formalities have been REMEEERAANEMEAEARE
completed. The registered capital of Guangdong Dawnrays 3,000,0007T * = & K5 & & A A R 159,000
Pharmaceutical Co., Ltd. was RMB3,000,000, and the net liabilities JC °

at time of disposal were RMB59,000.

2018
—E-N\F
Note RMB’000
B 7 ARBT T
Net liabilities disposed of: BREZFEE
Property, plant and equipment YIZ - E R EE 33
Intangible assets mEE 2
Cash and bank RS MIBITER 144
Prepayments, other receivables and other assets ~ FE/{sT 3k - H il & Y 3k08 Ko H i & = 51
Accruals and other payables TEIRE A M EME R (197)
Other liabilities Hih & & (92)
(59)
Gain on disposal of a subsidiary HERB AR KRS 4 2,959
2,900
Satisfied by: EEANE
Cash Re 2,900
An analysis of the net inflow of cash and cash equivalents in respect ARLEMNBARZRE RREFBYFRA
of the disposal of a subsidiary is as follows: M DHTIT -
2018
—E-N\F
RMB’000
AR¥TR
Cash consideration WEREB 2,900
Cash and bank balances disposed of BRERSMRITHEER (144)
Net inflow of cash and cash equivalents in EEHENBRARZESMRS
respect of the disposal of a subsidiary ZEBYRFRA 2,756
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32. NOTES TO THE CONSOLIDATED STATEMENT OF 32. HrEREMERMTE
CASH FLOWS
CHANGES IN LIABILITIES ARISING FROM FINANCING BEEBELENAGER
ACTIVITIES
2018 —E—N\&F
Bank and
other loans
RITR
Hib &
RMB’000
AR® TR
At 1 January 2018 —FE-N\F—H—H -
Changes from financing cash flows BEESARERES L -
At 31 December 2018 —E-N\F+ZA=+—H -
2017 —2—tEF
Bank and
other loans
RITR
HER
RMB’000
ARBTFT
At 1 January 2017 —T—+%—-A—H 9,104
Changes from financing cash flows MEEHR e REE (8,437)
Foreign exchange movement b 5, & (667)

At 31 December 2017

—2—t5+=A=+—H -
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33. FINANCIAL INSTRUMENTS BY CATEGORY

Notes to Financial Statements

The carrying amounts of each of the categories of financial

instruments as at the end of the reporting period are as follows:

Financial assets HEEE

Trade and notes receivables ERESREEE

Financial assets included in

prepayments, ofher receivables  EMERE ZBBEE
and other assets

Financial assets at fair value WAL BHEREEEA
through proft or loss e/ HEE

(Cash and bank R RBTER

Financial liabilities

Trade and notes payables
Financial liabilities included in other
payables and accruals

33.

PR IR BT RE

31 December 2018 R=Z— \&F+=—A=+—H

BERE D 2 EMTA
BEREHR  SESRTANKREENT :

FABRR - EERTER

KRBT KRBT KRBT

2018 2017
“E-)\f 3t
Financial assets Financial assets Financial assets
at fair value Financial at fair value at fair value
through assetsat  through other through Loans
profit amortised  comprehensive proft and
orloss cost income Total orloss receivables Total
NRREHE
NAfLfETE EEZHHA AR fERE
BEZHHA REBENE  Et2EUE BEZEEA Bk
RECHBEE HEIMBEE ZHBEE B BR/HBAE RUTE a%
RMB’000 RMB’000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000

ARBTT AR®TT ARETT ARETTL

- 199,614 147,188 346,802 - 313214 318,214

- 371,832 - 371,832 - 461,006 461,005

189,393 - - 189,393 8,743 - 8,743

- 645,363 - 645,363 - 611,077 611,077

189,393 1,216,809 147,188 1,553,390 8,743 1,385,296 1,394,039

MkasE 2018 2017

—E-N\F —E—+F

Financial Financial

liabilities at liabilities at

amortised amortised

cost cost

RBERAGTE BB HEKAGT =

ZHEas 2B aE

RMB’000 RMB’000

AR®Tx ARETIT

BB S REBERIA 130,417 143,404
FFAEMENRRIERE R

ZWigatE 107,171 62,957

237,588 206,361
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34. FAIR VALUE HIERARCHY OF FINANCIAL

INSTRUMENTS

The following tables illustrate the fair value measurement hierarchy of

the Group’s financial instruments:

Assets measured at fair value as at 31 December 2018:

Financial assets at fair value
through profit or loss

34. ERMTAEZAARERER

TRIAREESHMTENAAR BT EER :

R=E—\F+=A=+—BEAREHER
B

Fair value measurement using

ERATEEETAAENE

Quoted prices
in active markets
REBTSNERE

(Level 1)
-
RMB’000
ARETR

AR EtE AEEFHA
BaBKEE 78,627

Significant Significant

observable inputs unobservable inputs

EXTERRAE EATURRGAR

(Level 2) (Level 3) Total
-4 Z=R Bt
RMB’000 RMB’000 RMB’000
ARETR ARETR AR¥ETR
110,766 - 189,393

Assets measured at fair value as at 31 December 2017:

Equity investments at fair value
through profit or loss

RIF—+F+—A=+—HEAL BT EH
BEE -

Fair value measurement using
ERATSEETAREFE

Quoted prices

in active markets
WEETHNRE
(Level 1)

F—&

RMB'000
AREFT

Z\\JLL\ u+EHHH§bu+A
Ba RERE 8,743

Significant Significant

observable inputs  unobservable inputs
EAUBRBAE EXTTHEZGARE

(Level 2) (Level 3) Total
B F=R &t
RMB'000 RMB'000 RMB’000
AREFT ARBTT AREFT
- - 8,743

During the years ended 31 December 2018 and 31 December 2017,
there were no transfers of fair value measurements between Level 1

and Level 2 and no transfers into or out of Level 3.

The carrying amounts of cash and bank, trade and notes receivables,

trade and notes payables, financial assets included in prepayments,

other receivables and other assets and financial liabilities included in

other payables and accruals approximate to their fair values.
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35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND

POLICIES
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
foreign currency 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.

FOREIGN CURRENCY RISK

The Group does not have any significant investment outside of
Mainland China. However, the Group has transactional currency
exposures. These exposures arise from sales of the Group’s
subsidiaries denominated in currencies other than the subsidiaries’
functional currencies. Approximately 13.21% of the Group’s sales for
the year ended 31 December 2018 (2017: 13.98%) were
denominated in currencies other than the functional currencies of the
subsidiaries. Upon receipt of currencies other than the functional
currency, the subsidiaries sell them to the banks at suitable time.

Notes to Financial Statements
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cREMREEEERHER

o
RIEEH

AEEHBREE S FANENE SR
MEBEWHEEERAE  HIIREKEERE
A o

$E@%ﬂlﬁ%&&m1xﬂ 2 /3 5N EE 2
EERBRETEBESRER U TAESS
ﬁﬁl ﬁ“@i LFRREROBER 2 BE -

HMNE RLER
REBRFBAREEAINEEEMERZE - A
i AEEDEHERSEERRE - BRERBR R
§u$E@m¢ﬁKWW%“ﬂuﬁm%§%
LA E¥EHITZHE - BEZT—/\F+=
H:+—H¢¢§'$%@mwm%%%ti
T— & 13.98%) Ji LA ZN 5 B /9 0 B K T
BARMINEE KA B EHE - RIEITH
BEEME AN B 18 - AR B R B ARERKT BB
S TIRTT AR AT AL
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AR B EER
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o
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35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND 35. TREMEEEEREE (E)
POLICIES (Cont’d)
FOREIGN CURRENCY RISK (Cont’d) SPEE BB (48)
The following table demonstrates the sensitivity to a reasonably TRINREMBEMAERZEFTITE 2I1FN
possible change in foreign currency exchange rate, with all other T RNEERBRT DR M B INEE R IR A
variables held constant, of the Group’s profit before tax (due to AREPNFRE(HREBEERBENR
changes in the fair value of monetary assets and liabilities). REZE) -
Change in Increase/
foreign (decrease) in
currency rate profit before tax
HBRBADRF
HIEEREEH 2N (D)
RMB’000
AREEFT
2018 —2-N\F
If RMB strengthens against the United States dollar i A R # ¥ S L FHE +5% (6,567)
If RMB weakens against the United States dollar AR HEThE 5% 6,567
2017 —T—tF
If RMB strengthens against the United States dollar ~ fi] A R ¥ % = AHE +5% (5,954)
If RMB weakens against the United States dollar M AR T ETEE -5% 5,954
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35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND

POLICIES (Cont’d)
CREDIT RISK
IAS 39 (replaced by IFRS 9 for periods beginning on 1 January 2018)

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, receivables and 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 equity investments 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
amounts of these instruments.

Since the Group trades only with recognised and creditworthy third
parties, there is no requirement for collateral. Concentrations of
credit risk are managed by customer/counterparty. There are no

significant concentrations of credit risk within the Group.

Further quantitative data in respect of the Group’s exposure to credit
risk arising from trade receivables are disclosed in note 19 to the
financial statements.

IFRS 9 (for the periods beginning on or after 1 January 2018)

Credit risk is the risk of loss due to the inability or unwillingness of a
counterparty to meets its contractual obligation. The Group has no
concentration of credit risk from third party debtors. The carrying
amounts of cash and bank balances, financial assets included in
prepayments, other receivables and other assets in the consolidated
statement of financial position represent the Group’s maximum

exposure to credit risk in relation to its financial assets.

All cash and bank balances were deposited in high-credit-quality
financial institutions without significant credit risk.

Notes to Financial Statements
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TREREEBERHEE)

FERRE

B &at ERIFE 399 (R=—F—NF—H—H
a4 6 F 2 B ] LA BB B 7 # & PRI B 9 S B
)
AEFEEZEEEAENE-FLETIS
BRAKENBCR - IARREEPETRS
MEPF  BDARBEEXERF®R DR
'S AEEERHEERBURFARS
MIER  MARENERRARILTEX -

RERAEE RGP BEEENEERR - HH
BERESRERFER - EMEYGRIERIARA

BrfE R HE ﬁAEEZW%&;~$%@
R T EAMEENEERR - ERBZERZ
ZTAMREE °

H

HAR A E E HE B RS EAI SN E
=EETRS  MABREAER - KHEE
REBERP/RSHFERE Bt AKEARL

BEAEAEHEERR -

""'T:T
2EZ R

FRAEERERKREZRARMELERERBRD
HE—TEEEMTIWERPBRKRME19

BIfR B 5 #R  ERE 9 (R —F—NF—H—
H @@Z & Fata H HfE )

EERBRERZHFEEXTRETEANE
&ﬁﬁ’%%ﬁ@ﬁéﬁﬁlﬂ @ ARBYEKAE=T
BEBAZEREERR - HE RIRITER - 5t
ABNRZHEEE - RMERFRERR G
%Hi&ﬁi’%qﬂEﬁﬁﬁ?ﬁ’ﬂ%ﬁ@ﬁ$%@?ﬁﬁﬂﬁ
BEERZNRANEERR -

MERERRTERIFEAREAEERRZ
FEERFNERKE -
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35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND 35. EREMEERSERHE(E)

POLICIES (Cont’d)

CREDIT RISK (Cont’d)

IFRS 9 (for the periods beginning on or after 1 January 2018)
(Cont’d)

The Group has established a policy to perform an assessment at 31
December 2018, of whether a financial instrument’s credit risk has
increased significantly since initial recognition, by considering to
group its other receivables into Stage 1 and Stage 2, as described
below:

Stage 1 - When other receivables are first recognized, the Group
records an allowance based on 12-month ECLs.
Stage2 - When other receivables have shown a significant

increase in credit risk since origination, the Group
records an allowance for the lifetime ECLs.

Management also regularly reviews the recoverability of these
receivables and follow up on the disputes or amounts overdue, if
any. The management is of the opinion that the risk of default by
counterparties is low.

The Group considers the probability of default upon initial recognition
of asset and whether there has been a significant increase in credit
risk on an ongoing basis throughout each reporting period. To
assess whether there is a significant increase in credit risk, the Group
compares the risk of a default occurring on the asset as of the
reporting date with the risk of default as of the date of initial
recognition. It considers available reasonable and supportive
forward-looking information.

The Group applies the simplified approach to providing for expected
credit losses prescribed by IFRS 9, which permits the use of the
lifetime expected loss provision for all trade receivables. The
expected loss allowance provision for these balances was not
material during the year ended 31 December 2018.

The Group has applied IFRS 9, effective for the periods beginning on
or after 1 January 2018. As at 31 December 2018, the credit rating
of other receivables were performing. The Group assessed that the
expected credit losses for these receivables are not material under
the 12-month expected loss method. Thus no loss allowance
provision was recognised during the year ended 31 December 2018.

Further quantitative data in respect of the Group’s exposure to credit
risk arising from trade receivables and other receivables are
disclosed in note 19 and note 20.
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35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (Cont’d)
LIQUIDITY RISK
The Group monitors its risk to a shortage of funds using a recurring
liquidity planning tool. This tool considers the maturity of both its
financial instruments and financial assets (e.g., trade receivables) and

projected cash flows from operations.

The maturity profile of the Group’s financial liabilities as at the end of
the reporting period, based on the contractual undiscounted

payments, was as follows:

Less than
On demand 3 months

BEX  DOR=[ERA
RMB’000 RMB’000
ARETR  ARMTR

Notes to Financial Statements
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TREREEBERHEE)

RBESREE
AEBZEERARTFURDESHETA &
RHECEMRNEAR - L TASZRESRmT
BN %E E (IEYE 55I8) 1 28 B A K
KAREXBNRPRERE

RMEMRAREERBEAORBRNAHEERD

MBAEZBMAMAMT

2018
—E-N\F

3toless

than 1to5 Over

12 months years 5years Total
ZEDR
+=f8A -Z1f AELNE st
RMB’000 RMB’000 RMB’000 RMB’000
ARBTRT ARBTR AR¥TR AR%TR

Trade and notes payables B8 5 R EE5E 7,296 43,234 79,887 - - 130,417
Other payables Hi BT 107,171 - - - - 107,171
114,467 43,234 79,887 - - 237,588
2017
“T+F
Lessthan  3toless than 1t0b Over
On demand 3 months 12 months years 5 years Total
ZEDR
®EX  LPR=EAR +=fAA —ZhE AFNUE Bt

RMB'000 RMB'000
ARBTT  ARETR

RMB'000 RMB'000 RMB'000 RMB'000
ARBTT ARETL ARETT ARETRT

Trade and notes payables [T E 5 R EEFR 12,698 93,113 37,593 = = 143,404
Other payables H it A58 62,957 - - - - 62,957
75,655 93,113 37,593 - - 206,361
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35.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (Cont’d)

CAPITAL MANAGEMENT

The primary objectives of the Group’s capital management are to
safeguard the Group’s ability to continue as a going concern and to
maintain healthy capital ratios in order to support its business and
maximise shareholders’ value.

The Group manages its capital structure and makes adjustments to
it in light of changes in economic conditions. To maintain or adjust
the capital structure, the Group may adjust the dividend payment to
shareholders, return capital to shareholders or issue new shares. No
changes were made in the objectives, policies or processes for
managing capital during the years ended 31 December 2018 and 31
December 2017.

The Group monitors capital using a gearing ratio, which is
interesting-bearing bank loans less cash and bank divided by the
total equity. As at 31 December 2018 and 2017, the Group had no
interest-bearing bank loans and thus no gearing ratio was calculated.
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36. COMMITMENTS 36.
(@) OPERATING LEASE COMMITMENTS
The Group leases certain of its office properties under
operating lease arrangements. Leases for properties are
negotiated for terms ranging from one to five years.

At 31 December 2018, the Group had total future minimum
lease rentals payable under non-cancellable operating leases

PR IR BT RE

31 December 2018 R=Z— \&F+=—A=+—H

IR

(a) REHERIE
REBRBEEEHELHABRE TR
ME - PEBENEEARNF—F0
F 2 e

RZEBE-—N\E+ZA=+—RH £A&H
RN REEZ LA BIZRKER

falling due as follows:

Within one year
After one year but within five years

(b) CAPITAL COMMITMENTS

Contracted, but not provided for:
Plant and machinery
Capital contributions payable to
an associate

—FR
—FRETZRAF

BRI - BRVERE -

55 B ae

RIEEEFIREEMAT

FEf — Rt 2 R B Z B

2018 2017
—E-N\F —FLF
RMB’000 RMB’000
ARBTR ARETFT
42 436

- 143

42 579

(b) EAEE

2018 2017
—E-N\F —F—tF
RMB’000 RMB’000
ARBTR ARETFT
4,460 4,500
79,670 -
84,130 4,500
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37.

38.

RELATED PARTY TRANSACTIONS
Compensation of key management personnel of the Group:

¥ RBREDRE
B TRERERN
RIS IR

Salaries, allowances and benefits in kind
Employee share option benefits
Pension scheme contributions

Total compensation paid to key

management personnel

Further details of the directors’ and the chief executive officer’s
emoluments are included in note 7 to the financial statements.

EVENTS AFTER THE REPORTING PERIOD

On 27 February 2019, Dawnrays International Company Limited, a
wholly-owned subsidiary of the Company, entered into the
Framework Agreement in respect of the acquisition of the entire
issued share capital of Top Field Limited at an aggregate
consideration of HK$438 million (subject to adjustment), subject to

the conclusion of a formal sale and purchase agreement.

On 15 March 2019, Suzhou Dawnrays Pharmaceutcial Co. Ltd., a
wholly owned subsidiary of the Company, entered into a joint venture
agreement with two independent third parties to establish a R&D-
base enterprise with registered capital of RMB50million. The
registration of the R&D-base enterprise is underprocessing. Suzhou
Dawnrays Pharmaceutical will acquire 65% share of the R&D-base
enterprise. The principal business of the R&D-base enterprise will
focus on new drug products which are developed, using new
technologies of drug delivery systems, so as to meet the market
demand for drugs in innovative dosage forms.
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38.

LIRS
AEETEEEABHE :
2018 2017
=E-N\F —E—t4F
RMB’000 RMB’000
ARBTT AR¥ETTT
7,315 9,711
1,741 2,705
128 106
9,184 12,622
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39. STATEMENT OF FINANCIAL POSITION OF THE 39. ARQABAMREK

COMPANY

Information about the statement of financial position of the Company

at the end of the reporting period is as follows:

NON-CURRENT ASSETS
Interests in subsidiaries

Total non-current assets

CURRENT ASSETS

Prepayments, other receivables and other assets
Financial assets at fair value through profit or loss

Cash and bank

Total current assets

CURRENT LIABILITIES

Other payables and accruals

Total current liabilities

NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT
LIABILITIES

Net assets

EQUITY

Equity attributable to owners of the parent
Issued capital

Reserves

Total equity

FRBEE
iNIIEPNGIEE: $a

FRBEERTE

RBEE

R - EtRUGRIA R M E E

AR EEREZS AERZ
MFEE

HBa MRITER

MENE R

REBAE
HibEN R R IERER

mBE

—

ERGEL

BRBEE

EEABRRBAE

FEE

i
ISENGIE ZoPNG R
E &7

G

SRR

RBERRARBNFBRARERAT

2018 2017
—E-N\E —E—tF
RMB’000 RMB’000
ARET T ARKET T
300,195 271,399
300,195 271,399
211 196

8,149 8,743
2,494 8,302
10,854 17,241

483 462

483 462
10,371 16,779
310,566 288,178
310,566 288,178
84,197 84,197
226,369 203,981
310,566 288,178
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39. STATEMENT OF FINANCIAL POSITION OF THE 39. ARQTEIBAMIRE (&)

COMPANY (Cont’d)
Note:

A summary of the Company’s reserves is as follows:

Wi

RABZ FEEENT

Share Share Capital  Exchange
premium Contributed option redemption fluctuation Retained
account surplus reserve reserve reserve profits Total
B EX
RGEE BABRH BRERE BEREE RBEE  REEF fam
RMB'000 RMB’000 RMB'000 RMB'000 RMB’000 RMB'000 RMB'000
ARETT ARETT ARETr ARETT ARETT ARETT ARETR
At 1 January 2017 R-E—+&—f—H 60,281 100,175 24,220 3,400 (65,141) 120,692 253,627
Profit for the year AERRA - - - - - 87,815 87,815
Other comprehensive loss for the year:  AFEEM 2 ARSI :

Exchange differences BN ESE - - - - (19,360) - (19,360)
Total comprehensive income for the year ~ AFEZENEEE - - - - (19,360) 87,815 68,455
Exercise of share options b ERE 4,499 = (1,100) - - - 3,399
Final 2016 dividend declared BR-Z—NERFRE = = = = - (71,082) (71,082)
Dividend on shares issued for employee ~ —E—~E+-A=+—H%

share options exercised after IfEfE R BRERRT

31 December 2016 R EBRE = = = = = (70) (70)
Share repurchased and cancelled EERNRR kT (38,620) - - 793 - (793) (38,620)
Equity-settled share option arrangements AR AE S (4 ) B A R 2 - - 8,511 - - - 8,511
Interim 2017 dividend ZELERHRE = = = = - (20,239) (20,239)
At 31 December 2017 and 1 January 2018 R=Z—+F+-F=1+—H

k=F-\#—F—H 26,160 100,175 31,631 4,193 (74,501) 116,323 203,981
Profit for the year AEERF - - - - - 201,342 201,342
Other comprehensive income for the year:  AFEEE 2 EUGES

Exchange differences BN ESE - - - - 18,775 - 18,775
Total comprehensive income for the year A 2 EN A5 - - - - 18,775 201,342 220,117
Final 2017 dividend declared ER_E—tEREBRS - - - - - (76,826) (76,826)
Equity-settled share option arrangements AR AE Sz 4 8 BERE 2 B - - 5,312 - - - 5,312
Interim 2018 dividend —E—\EhHRE - - - - - 21,038  (21,0%)
Special dividend Rl & - - - - - (105179)  (105,179)
At 31 December 2018 RZZE-N\E+-A=1+—H 26,160 100,175 36,943 4,193 (55,726) 114,624 226,369
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39.

40.

STATEMENT OF FINANCIAL POSITION OF THE
COMPANY (Cont’d)

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 in note 30(i), over
the nominal value of the Company’s shares issued in exchange
therefor.

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 payments 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.

APPROVAL OF THE FINANCIAL STATEMENTS
The financial statements were approved and authorised for issue by
the board of directors on 21 March 2019.

Notes to Financial Statements

39.

40.

PR IR BT RE

31 December 2018 R=Z— \&F+=—A=+—H

RRBMFIRR R ()

ANA B B B ER A FT 5 30() Pt i8R HR 5
BHMRBHBARERNGEAEEFERE
KARABRBEEEEMBITHARRRGE
EREHD -

BREFREEECRBERNRTERBERENRD
AfE - RE-FEMFRPBHRERME2.4K
MW EFBRA - EEHERBETE
B HBESEEERITRARRENDRE
B NEABBREDHSREURRE - HHE
A ERE A o

Lup e E: ok
MERRER T NF=A-—+—ARES
G R RERIT -
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Five Year Financial Summary

AFHBUE

A summary of the results and of the assets and liabilities of the Group for NTIRASERBEREARFEEZEE BEK
the last five financial years, as extracted from the published audited BERE  WHREEEE AMEEZIBHRE
financial statements, is set out below.

Year ended 31 December

BEt+t-HA=1+—HLEE

2018 2017 2016 2015 2014
—E-N\F —FT—tF —ZFT—RF —FT-—HF T OF
RESULTS o RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

ARBTR ARKETRTE ARBTT ARBTT ARETR

Revenue W A 948,938 882,483 824,351 985,000 783,803
Cost of sales FHE KA (353,909) (320,934) (312,872 (415,612) (323,884)
Gross profit E A 595,029 561,549 511,479 569,388 459,919
Other income and gains B A R W as 47,923 30,372 24,425 31,481 18,728
Selling and distribution HERDIHEH

expenses (106,854) (88,086) (98,895) (94,471) (99,412)
Administrative expenses 1TERE R (83,184) (82,491) (64,625) (74,940) (61,009)
Other expenses HihEH (59,936) (48,946) (38,928) (52,745) (56,529)
Finance costs BI 75 & A (1,152) (13) (157) (1,524) (2,804)
Share of profits and losses of ~ fE{h —E 8= A a2

an associate EF & EiE (14,049) (6,682) — — -
PROFIT BEFORE TAX B B BT S ) 377,777 365,703 333,299 377,189 258,893
Income tax expense FriSai (73,817) (72,725) (67,382) (74,991) (53,748)
PROFIT FOR THE YEAR RE [ m A 303,960 292,978 265,917 302,198 205,145
Attributable to: AR S TE A, -

Owners of the parent S REIEA A 303,960 292,978 265,917 302,198 205,145

ASSETS AND LIABILITIES XEREE

TOTAL ASSETS REE 2,366,029 2,181,211 1,886,364 1,803,736 1,693,400
TOTAL LIABILITIES =R (444,867) (375,063) (249,608) (329,860) (445,120)
NET ASSETS FEE 1,921,162 1,806,158 1,636,756 1,473,876 1,248,280
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CLOSURE OF REGISTER OF MEMBERS

The register of members of the Company will be closed during the
following periods:

(i) from Monday, 20 May 2019 to Friday, 24 May 2019, both days
inclusive, for the purpose of ascertaining shareholders’ entitlement to
attend and vote at the 2019 AGM. In order to be eligible to attend
and vote at the 2019 AGM, all transfer of shares of the Company
accompanied by the relevant share certificates and the appropriate
share transfer forms must be lodged for registration not later than
4:30 p.m. on Friday, 17 May 2019 with the Company’s branch share
registrar and transfer office in Hong Kong, Tricor Abacus Limited, at
Level 22, Hopewell Centre, 183 Queen’s Road East, Hong Kong.

(i) from Thursday, 30 May 2019 to Friday, 31 May 2019, both days
inclusive, for the purpose of ascertaining shareholders’ entitlement to
the proposed final dividend. In order to establish entitlements to the
proposed final dividend, all transfer of shares of the Company
accompanied by the relevant share certificates and the appropriate
share transfer forms must be lodged for registration not later than
4:30 p.m. on Wednesday, 29 May 2019 with the Company’s branch
share registrar and transfer office in Hong Kong, Tricor Abacus
Limited at Level 22, Hopewell Centre, 183 Queen’s Road East, Hong
Kong.

During the periods mentioned in sub-paragraphs (i) and (i) above, no
transfers of shares will be registered.

ANNUAL GENERAL MEETING

The 2019 AGM will be held on Friday, 24 May 2019. Details of the 2019
AGM are set out in the notice of AGM with constitutes part of the circular
to Shareholders sent together with this annual report.

Information for Shareholders
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Information for Shareholders

FINANGIAL CALENDAR

2018 AGM

Announcement of 2018
interim results

Announcement of 2018
annual results

2019 AGM

DIVIDENDS

2018 Interim dividend

2018 Special dividend

Payment date for 2018 interim
dividend and Special dividend

Proposed 2018 final dividend

Ex-dividend date for 2018
final dividend

Book closing dates for 2018
final dividend

Payment date for proposed 2018
final dividend
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24 May 2018
23 August 2018

21 March 2019

24 May 2019

HK$0.015 per share
HK$0.075 per share
11 October 2018
HK$0.06 per share
28 May 2019

30 May 2019-31 May 2019

on or about 19 June 2019

BB
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DT NFEFEE
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—T— \ERBRE
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Units 3001-02, 30/F, CNT Tower, 338 Hennessy Road, Wanchai, Hong Kong
EBEFEEFFE3385R L EH 0 30483001-02F

22 Tianling Road, Wuzhong Economic Development District, Suzhou, Jiangsu, PRC.
HFEDIHE SN RPREBEFEERRBIK225

www.dawnrays.com
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