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Corporate governance

The Board of Directors of the Upbest Group Limited (the “Company”) (the
“Board”) is committed to maintain high standards of corporate governance
practices, in which are crucial to the smooth, effective and transparent
operation of the Company and its ability to attract investment, protect
rights of shareholders and stakeholders, and enhance shareholder value.
In November 2004, the Stock Exchange introduced the Code on Corporate
Governance Practices (“the Code”) in replacement and enhancement of
the Code of Best Practice in Appendix 14 of the Rules Governing the
Listing of Securities on the Stock Exchange of Hong Kong Limited (“Listing
Rules”). The Code has become effective from 1st January 2005 and the
Group has followed the Code provisions throughout the period.

Throughout the year ended 31st March 2006, the Company has complied
with the Code with exception. Code provision A.4.1 provides that non-
executive directors should be appointed for a specific term, subject to re-
election. None of the non-executive directors has entered or proposed to
enter into any service contracts with the Company or its subsidiaries.
Accordingly, the non-executive directors have no set term of office but
they are subject to retirement by rotation at least once every three years.
As such, the Board considers that sufficient measures have been taken
to serve the purpose of the Code provision A.4.1.

Throughout the financial year, the Company has consistently adopted a
code of conduct regarding Directors’ securities transactions in accordance
with Appendix 10 of the Listing Rules and that directors of the Company
has complied with this code of conduct.

Corporate governance structure

With the assistance of the Compliance Department, the Board has
designed a proper corporate governance structure. Currently, there are
four board committees, including Audit Committee, Credit Committee,
Executive Committee and Remuneration Committee. Audit Committee and
Remuneration Committee perform their distinct roles in accordance with
their respective terms of reference. Executive Committee assist the Group
to set up business strategy and planning, and Credit Committee oversees
the granting of credit facilities.
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Board Composition, Function and Practices EEENE  BERER

The Board comprises of the chairman (non-executive director), four ZBEFEMRTFE GERHTES)  WEHTEEFR
executive directors and three independent non-executive directors. Mr.  =ZFEHITESMAR - s RELLEAESEET
Wong King Keung, Peter acts as chairman (“Chairman”) and non-executive & (X&) #EHITEE > MYBMBEL AR
of the Board, whereas Mr. Cheng Kai Ming, Charles is the managing AFEZHALE ([EZHKE])FATES -
director (“Managing Director”) and executive director of the Company. EM#HITEEDRIASELLE TEELE
Other executive directors are Mr. Wong Ching Hung, Thomas, Mr. Li REES/)NH - KRARIHAAE=ZLBIIFHRITE
Kwok Cheung, George and Ms. Cheng Wai Ling, Annie. There are three = HDRIAZEX AL FREXERERE
independent non-executive directors, Mr. Wong Wai Kwong, David, Mr. %4 MEEALEEEERECEXLFER
Pang Cheung Hing, Alex and Mr. Fuk Ho Kai and Mr. Wong Wai Kwong, RE¥HH - 2REZAREZTEEEKRE
David has appropriate professional accounting experience and expertise. A& FHREELR  WARBEARA R 2 HEE
All directors are subject to election by shareholders at the first General MBSV B=FHELSE X THAEHE
Meeting after their appointment and are subject to retirement by rotation EEET  MEEERHEI =D 2 —2KEE
at lease once every three years and eligible for re-election in accordance  ABIUFFHITEE -

with the Company’s Articles and Association and at least one-third of the

Board is represented by independent non-executive directors.

All directors have distinguished themselves in their field of expertise, and 2R EENAGEXHEHAELA L E
have exhibited high standards of personal and professional ethics and BRHBKEZAAREEBELRE - S&EF
integrity. The biographical details of each director are disclosed in pages < BERAFRFI0EEF12EHE °

10 to 12 of this Annual Report.

Each independent non-executive director has pursuant to the rule 3.13 of BELBIYFRTEETHORE L HHEAE3.13
the Listing Rules, confirmed that he is independent of the Company and R EBY RARF  MARRTRAERS
the Company also considers that they are independent. There is no HEBBEIT AL - BRERBALEEASER N EY
relationship (including financial, business, family or other material X5 EEZEKE BT A FATABE (B
relationship) among members of the Board except that Mr. Cheng Kai &8 « £% - KBS EME R 2 BE) -
Ming, Charles is the father of Ms. Cheng Wai Ling, Annie.

The Board, headed by the Chairman, is responsible for formulation and EBEZehmIFRE BEREHEEES S
approval of the Group’s development and business strategies and policies, 28| - E B K T eS| - A S RAE
approval of annual budgets and business plans, overseeing the Group’s NMBEREAG 2R8I E Lt EARER 7 %
compliance with statutory and regulatory obligations, scrutinizing the BEREEBREIEE  HEBRFEE R EBT
performance of the Group in achieving agreed corporate goals and &« EEAEEETEERBEEEK ERA
objectives, financial reporting and ensuring proper internal control, risk EBEREZZTFTOCEREZRENZRE - 8%
management have been implemented, recommendation of dividend, and BRI HERAEANER - FTREAKRERE - 2
supervision of management in accordance with the rules governing the HEREREBERFE -

meeting of the Board, the managing director’'s working guides, articles of

association and rules governing the meeting of shareholders.

The executive directors are responsible for day-to-day management of #HITEZAEAQAALEZAFER - H178
the Company’s operations. These executive directors conduct regular ZEARARFEMBAG LKA AR ZEHE
meetings with the senior management of the Company and its subsidiaries EETHR1TE€ % LT ELLETELTH
and associated companies, at which operational issues and financial &3 °

performance are evaluated.
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Full Board meeting is held no less than four times a year. Apart from the
regular Board meetings, the Chairman shall hold meetings with the non-
executive directors (including independent non-executive directors) without
the presence of executive directors at least once every year.

In respect of regular board meetings, an agenda and accompanying board
papers are sent in full to all directors in a timely manner and at least three
days before the intended date of a board or board committee meeting.
Adequate information related to the issues are also supplied for the board
and its committee to make decisions which is for the best interests of the
Group. Notice of at least fourteen days are given to give all directors an
opportunity to attend. The directors who cannot attend in person might
through other electronic means of communications to participate.

During the financial year ended 31st March 2006, the Board held 4 regular
Board meetings at approximately quarterly interval and 2 irregular Board
meeting(s) which were convened when deemed necessary. Due notice
and Board papers were given to all directors prior to the meeting in
accordance with the Company’s articles of association and the Code.
Board and the respective Board meeting(s) held during the period and
attendance of the individual directors are as follows:

Name of directors

EERF

Total number of meetings gEAY
Non-executive Director and Chairman FHTESRER
Dr. Wong King Keung, Peter ERuET
Managing Director EZHLRE

Mr. Cheng Kai Ming, Charles BEHAELE
Executive Directors FHTES

Mr. Wong Ching Hung, Thomas BEU%HE

Mr. Li Kwok Cheung, George FEREE

Independent Non-executive Directors BUEHTES

Mr. Wong Wai Kwong, David BEEREE
Mr. Pang Cheung Hing, Alex YRALE
Mr. Fuk Ho Kai BEERE
UPBEST GROUP LIMITED
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Attendance/Number of Meetings held

LEER/ EHEREE
Executive Audit Remuneration

Committee  Committee = Committee

Board Meeting Meeting Meeting Meeting

YTEEE ERZEE ¥FHZEE

EZE8H g3 g3 g3

6 NAMER NATER NATER
6 7 NATHER 1
NARER  NAFEAR

6 7 NATER  NATER
6 NANER 2 1
N/A N E 2 1

N/A i 2 1
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Independent Professional Advice

The Company has set up a procedure agreed by the Board for its directors
to seek independent professional advice in appropriate circumstances,
and at the Company’s expense to discharge their duties to the Company.

Chairman and Managing Director

The roles of the Chairman is separate from that of the Managing Director
and their responsibilities are clearly established. The Chairman and
Managing Director of the Company are Dr. Wong King Keung, Peter and
Mr. Cheng Kai Ming, Charles respectively. The Chairman is responsible
for providing leadership to the Board to ensure the Board will act in the
best interests of the Group.

The Managing Director will work with executive committee (including head
of each department) and other executive directors to manage the
businesses of the Group. The Managing Director is responsible for the
day-to-day management of the business of the Group, attends to
formulation and successful implementation of policies, and assumes full
accountability to the Board for all operations of the Group.

The number of independent non-executive directors is over one third of
the Board membership. Two of the independent non-executive directors,
namely Mr. Wong Wai Kwong, David and Mr. Pang Cheung Hing, Alex
have the appropriate professional accounting experiences and expertise.
The Board membership is covered by professionally qualified and widely
experienced personnel so as to bringing in valuable contribution and
different professional advices and consultancy for the development of the
Company. Over one-half of the Board members have recognised
professional securities and accounting qualifications.

In the course of discharging their duties, the directors act in good faith,
with due diligence and care, and in the best interests of the Company
and its shareholders. Their responsibilities include:

- Regular board meetings focusing on business strategy, operational
issues and financial performance.

- Active participation on the boards of subsidiaries and associated
companies.

- Approval of annual budgets for each operating company covering

strategy, financial and business performance, key risks and
opportunities.
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- Monitoring the quality, timeliness, relevance and reliability of internal
and external reporting.

- Monitoring and managing potential conflicts of interest of
management, Board members and shareholders, including misuse
of corporate assets and abuse in related party transaction.

- Ensuring processes are in place to maintain the overall integrity of
the Company, including financial statements, relationships with
suppliers, customers and other stakeholders, and compliance with
all laws and ethics.

To enable the Company’s directors to meet their obligations, an appropriate
organizational structure is in place with clearly defined responsibilities
and limits of authority.

Board Committees

A number of Board Committees, including Audit Committee, Credit
Committee, Executive Committee and Remuneration Committee, have been
established by the Board to strengthen its functions and to enhance its
expertise. These committees have been formed with specific written terms
of reference which deal clearly with the committees authority and duties.

Audit Committee

The Company has established an audit committee according to “A Guide
for the Formation of an Audit Committee” published by the Hong Kong
Institute of Certified Public Accountants. In accordance with the
requirements of the Code, the terms of reference of the Audit Committee
was revised and approved on 18th July, 2005 to comply with the provisions
set out in the Code. The primary duties of the audit committee are to
review and supervise the financial reporting system and internal control
procedures, review of the relationship with the auditors and financial
information of the Group. The revised terms of reference, explaining its
role and the authority delegated to it by the Board are available for
inspection on request at the Company’s registered office.

The audit committee of the Company is composed of three independent
non-executive directors, namely Mr. Wong Wai Kwong, David, Mr. Pang
Cheung Hing, Alex and Mr. Fuk Ho Kai. It is chaired by Mr. Wong Wai
Kwong, David. It reports directly to the Board and reviews matters within
the scope of audit, such as financial statements and internal controls, to
protect the interests of the Company’s shareholders.
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The Audit Committee meets regularly with the Company’s external auditors
to discuss audit process and accounting issues, and reviews effectiveness
of internal controls and risk evaluation. Written terms of reference, which
describes the authority and duties of the Audit Committee and regularly
reviewed and updated by the Board.

Set out below is the summary of work done in financial year 2005/2006:—-

- to review of the financial statements for the year ended 31st March
2005 and for the six months ended 30th September 2005;

- to review of effectiveness of the internal control system;

- to review of auditors’ statutory audit plan and letters of
representation; and

- to consider and approve 2005 audit fees and audit work.

The Audit Committee held 2 meetings during the year. Details of individual
attendance of its members are set out in the table above.

Credit Committee

A credit committee composed of two Directors and two senior
management is responsible for overseeing the granting of credit facilities.
Daily operation of money lending will be guided by the stringent procedures
as prescribed by the internal control manual. The Committee meets weekly
and ad-hoc meetings will be held when market and economic conditions
changes significantly.

Executive Committee

The Committee is composed of the Group Managing Director, the CEO
and the heads of each departments of the Group. The Committee manages
the day-to-day business of the Group and meets regularly to resolve
problems, make decisions on business matters to achieve corporate goals
and objectives.

Internal Control

The Board is responsible for maintaining sound and effective internal
control of the Group. The directors shall conduct a review on the
effectiveness of the system of internal control of the Company and its
subsidiaries at least annually including financial, operational and compliance
controls and risk management functions with the assistance of compliance
department to ensure.
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The Group forms a well-established organisation structure and
comprehensive policies and standards. Duties of different departments
are clearly defined with operating policies and procedures, lines of
responsibility are delegated to the appropriate staff with different levels of
authorities and are segregated to ensure proper internal control and risk
management.

The Board is of the view that the system of internal controls in place for
the year under review and up to the date of issuance of the annual report
and financial statements is sound and is sufficient to safeguard the interests
of shareholders and employees, and the Group’s assets.

The key processes that have been established in reviewing the adequacy
and integrity of the system of internal controls include the following:

- The Executive Committee is established by the Board to ensure
the effectiveness of the daily operations and that the operations
are in accordance with the corporate objectives and strategies.

- The Audit Committee of the Company reviews internal control
issues identified by external auditors, regulatory authorities and
management, and evaluates the adequacy and effectiveness of
the Group’s risk management and internal control systems.

Policies and procedures have been designed for safeguarding assets
against unauthorised use or disposition; maintenance of proper accounting
records for the use of reliable information within the business or external
publication, and compliance of relevant regulations, rules and legislations.
The policies and procedures are designed for providing reasonable but
not absolute assurance to avoid fraud, material misstatements or errors.

Finance

The Company’s assets were used in an appropriate manner, the
expenditures in each of the operating units of the Group were under a
strict control, expenditures exceeding certain predetermined amounts
needed management’s authorisation. Accounting records were properly
maintained.

Operation

A hierarchical system with proper work flow and reporting procedures
was duly established in each of the operating units. Every employee was
assigned with a specific area of duty and responsibility.

Regular meetings with the attendance of senior management and
representatives from each of the operating units were held during the
year so as to improve communication and identify potential issues within
the Group.
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Listing Rules Compliance By EHEA

Throughout the year, the Group has fully complied with the Listing Rules FR& » AEE2EET EHRBZBTE - AR
requirements. Financial reports, announcements and circulars have been & B iR & £ iR B 2 18 7E % & & 1) 2 Bf 7% 3
prepared and published in accordance with the requirements of the Listing 2 ~ A/ &8 o

Rules.

Summary Remarks y o

The Board is satisfied that the prevailing internal control system is BEZERA > ARAEKEFLE ZNEEHE
adequately in place, and has been implemented by the employees properly. %% - MEEMEEZEER B AR AR K
There revealed no significant areas of improvement which are required to  KEIB T EFE(EHEANECZEH °

be addressed in the forthcoming period.

Remuneration Committee FMEEE

The Remuneration Committee was set up on 18th July, 2005 and the HMEEEeN_ZEZRE+A+NBKT » &
members comprised of independent non-executive directors, Mr. Wong EBBEBUIFNTEEEE L LLE  TRERX
Wai Kwong, David, Mr. Pang Cheung Hing, Alex, Mr. Fuk Ho Kai and 4 EREA4ANEERERDRMALE - &
Managing Director, Mr. Cheng Kai Ming, Charles. Mr. Wong Wai Kwong, EXETEEZTAFHEZEexE  -ZEeE
David is appointed as chairman of the Remuneration Committee. The FERTIHFL—XEF -

Committee shall meet not less than once every year.

The terms of reference of the Remuneration Committee have been reviewed HElZE € v EEHRECLZMEEATHE
with reference to the Corporate Governance Code. TTTﬂﬁﬂﬂ °

The principal responsibilities of the Remuneration Committee are to review #HHMZE & ZI BEEARNRERARRAAA
and consider the Company’s policy for remuneration of directors and FZEER 5% IEJ' G B RERAITE
senior management, to determine remuneration packages of executive ENSHEEBzHMAS (BREEWHZE - E
directors and senior management including benefits in kind, pension rights k& # % K # 18 ~ 2%) - LK&F?%%ATE%?F%L
and compensation payments, and to recommend to the Board {TZEERBIFHITES 2 HH -

remuneration of non-executive directors and independent non-executive

directors.
Set out below is the summary of work of the Remuneration Committee A THEHFMEEER ST RFE/ "B F
done in financial year 2005/2006:- Eﬁﬂl@fizl{ﬂﬁ%x C-
- to review of the remuneration policy for 2005/2006; - —ETR/CEERFEZHWRK
‘ﬁ ;

- to review of the remuneration of the executive directors, non- — WBFTHITEE « FFRITES MBI IFANTT

executive director and the independent non-executive directors; EEZEFH R

and
- to review of the annual share option policy. - RUFEBREBR -
The Remuneration Committee held 1 meeting during the financial year REBEZEZ -_ZEZAE=-A=+—HIHREFE
ended 31st March 2006. Details of individual attendance of its members HMZE@LRT—R&eE - SHEZHEF
are set out in the table above. BESHNLERX -

. UPBEST GROUP LIMITED
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Nomination of Directors
Ms. Cheng Wai Ling, Annie has been appointed as executive director with
effective from 13th July 2006.

The Board has not established a nomination committee. Pursuant to the
articles of association of the Company, the Board has the power from
time to time and at any time to appoint any person as director either to fill
a casual vacancy or as an addition to the Board. In assessing nomination
of new directors, the Board has taken into consideration of the nominee’s
qualification, ability and potential contributions to the Company.

Model code for securities transactions by directors

The Company has adopted the Model Code for Securities Transactions
by Directors of Listed Issuers (“Model Code”) as set out in Appendix 10
of the Listing Rules as the codes of conduct regarding securities
transactions by directors. All directors have confirmed, following specific
enquiry by the Company, that they fully complied with the Model Code
throughout the year.

The Company has also established written guidelines regarding securities
transaction on no less exacting terms of the Model Code for senior
management and specific individual who may have access to price
sensitive information in relation to the securities of the Company.
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ShEB A% BB

External auditors

During the year and up to the date of this report, the remuneration paid
to the Group’s former external auditors, Chu and Chu Certified Public
Accountants (“Chu and Chu”), and its existing external auditors, Li, Tang,
Chen & Co. Certified Public Accountants (“Li, Tang, Chen & Co.”), are set
out as follows:

FAREERARERY  AEECDMAINER
BE K EgsE =AM (DKIESMEBAR])
ERENBREBEFZRETEER (5
REFEELM) MBI WMT -

Services rendered Fees paid to Fees payable to Li,
for the Group Chu and Chu Tang, Chen & Co.
21 K E &5 ER ENZESREstam

mAEBRMY 2R EXKFcER EXF2ER
HK$ HK$

BT BT

Audit services B R 294,500.00 300,000.00
Taxation services 7% AR 7% 11,000.00 17,100.00
Total BEt 305,500.00 317,100.00

Going concern

The Board, having made appropriate enquiries, considers that the
Company has adequate resources to continue in operational existence
for the foreseeable future and that for this reason, it is appropriate to
adopt the going concern basis in preparing the financial statements.

Communication with shareholders

Communications between the Company and its shareholders can be
through several means. The shareholders can visit the Company’s website
at www.upbest.com to learn the general background of the Company
and its activities, which enable the general public to have a better
understanding of the Group. Extensive and detail information related to
the Group’s activities and financial data can be retrieved from the annual
report and interim report issued. In addition, the annual general meeting
provides an opportunity for direct communication between the Board and
the Company’s shareholders.

Directors’ responsibility in preparing the financial statements
The Directors acknowledge that it is their responsibilities in preparing the
Financial Statements. The Statements of the Auditors about their reporting
responsibilities on the Financial Statements is set out in the Auditors’
Report on page 32.
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