This corporate governance report (“CG Report”) presents the

corporate governance matters during the period covering the

financial period ended 31 March 2006 required to be disclosed

as set out in the Code on Corporate Governance Practices
(the “Code") in Appendix 23 of the Rules Governing the Listing

of the Securities of The Stock Exchange of Hong Kong Limited

(“Listing Rules").

(A) CORPORATE GOVERNANCE PRACTICES

(B)

During the year ended 31 March 2006, all those principles
as set out in the Code in Appendix 14 of the Listing
Rules which became applicable to the Company in respect
of the year under review were applied by the Company,
and the relevant Code provisions were met by the
Company, with the exception of the deviations as set out
under section D and E below. The application of the
relevant principles and the reasons for the deviations from
the Code provisions, are stated in the following sections.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code set out in
Appendix 10 of the Listing Rules. Having made specific
enquiry of all Directors of the Company, they have
confirmed that they have complied with the Model Code.

Corporate Governance Report

%5

B, &

AEREARBE ([REXBARRS]) 27
HMEBZE2006F3 310 L B ZAR
BEEEBMARSIMAERAREZES LHHL
(TETRAN) M-+ =MEHENEEE

AEATR(TZTR]) ATRBENLE

=
Para VAN —=
EREH-

(A) EXERERTA

FEEZ2006F3A31HILEEHR &
A AE MEA AR RIM 8%+ Pk RZ
SPRIET S A 2 F R A R AN B B BT
ERA-BARRAEETFTZTAAKN
BT RAMESC EE R MIBESM R T
35 EB (D) (E) A R B Rl PR Hh - 2218 8
%8 R Bl B FE AR K - 3t W TR 1R B =T BIME
XHRATMA T X E D EB o

(B) EEMREHXS

ADFE RS LRI+ R
[T Ao KA A E AR S B i
EHBER MAEEEYERERE
B Z T Al -

"



12

Corporate Governance Report
TERERBRSE

(C) BOARD OF DIRECTORS

(i)

Composition of the Board, number of Board

meetings and Directors’ attendance

During the financial period under review, 15 Board

meetings were held. The composition of the Board

and attendance of the Directors are set out below:

Directors

Chairman & CEO
Mr. Zou Yishang

Executive Directors

Mr
Ms
Mr
Mr

. Hu Jian, Chief Operating Officer
. Chow King Lin Theresa
. Cui Jingya

. Zou Yicheng

Non-executive Director

Mr. Weng Xianding

Independent Non-executive Directors

Mr

. Zhao Renwei

Mr. Wang Xiangfei

Mr

. Xu Xiaosheng

Attendance
at Meetings

14/15

10/15
14/15
10/15
11/15

1715

2/15
2/15
2/15

Each Director of the Company has been appointed

on the strength of his/her caliber and experience,

and his/her potential to contribute to the proper

guidance of the Group and its businesses.
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(ii) Operation of the Board

The Board of Directors of the Company takes
responsibility for all major matters of the Company,
including the approval and monitoring of all policy
matters, overall strategies and budgets, internal
control and risk management systems, financial
information, appointment of directors and other
significant financial and operational matters. The day-
to-day management, administration and operation of
the Company are delegated to the senior officers.
Approval has to be obtained from the Board prior to
any significant transactions entered into by the
officers.

(D) CHAIRMAN AND CHIEF EXECUTIVE OFFICER

(E)

Mr. Zou Yishang serves as the Chairman and also the
chief executive officer of the Company. This is a deviation
from the Code provision with respect to the roles of
Chairman and chief executive officer to be performed by
different individuals. Such deviation is deemed appropriate
as it is considered to be more efficient and cost effective
to have one single person to be the Chairman of the
Company as well as to discharge the executive functions
of a chief executive officer.

NON-EXECUTIVE DIRECTORS

The Non-executive Director (“NED"”) and all the
Independent Non-executive Directors (“INED") were not
appointed for a specified term. This is a deviation from
the Code Provision with respect to all Non-executive
Directors should be appointed for a specific term. They
are, however, subject to retirement by rotation and re-
election at the annual general meeting in accordance with
the Company’s Articles of Association.
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(F) REMUNERATION COMMITTEE

The Company has set up a Remuneration Committee
consisting of two Independent Non-executive directors,
namely Mr. Wang Xiangfei and Mr. Xu Xiaosheng, and
one Executive director, Mr. Zou Yicheng.

The terms of reference of the Remuneration Committee
are aligned with the provisions set out in Appendix 14 of
the Listing Rules. Given below are the main duties of the
Remuneration Committee:

(a) To consider the Company’s policy and structure for

all remuneration of Directors and senior management;

(b) To determine the specific remuneration packages of
each Director and senior management;

(c) To review and approve the compensation payable to
Directors and senior management in connection with
any loss or termination of their office or appointment;
and

(d) To review and approve performance-based
remuneration by reference to corporate goals and
objectives resolved by the Board from time to time.

No Remuneration Committee meeting was held during
the financial period under review.

The work performed by the Remuneration Committee for

the financial period under review is summarized below:

(@) Review of the Company’s policy and structure for the
remuneration of Directors and senior management;
and

(b) Consideration of the emoluments for all Directors
and senior management.
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(G) DIRECTORS" EMOLUMENTS

The remuneration paid to and/or entitled by each of the
Directors for the financial period under review is set out
in note 13 to the financial statements in the Annual
Report.

The share options granted to and/or entitled by the
Directors during the financial period under review are set
out in the section headed “Directors’ Interests in Shares”
in the Report of the Directors of the Annual Report.

(H) NOMINATION OF DIRECTORS

The Company does not have a Nomination Committee as
the role and function of such a committee are performed
by the Board.

The Board is responsible for the formulation of nomination
policies, making recommendations to shareholders on
Directors standing for re-election, providing sufficient
biographical details of Directors to enable shareholders
to make an informed decision on the re-election, and
where necessary, nominating Directors to fill casual
vacancies. The Chairman in conjunction with the other
Directors from time to time review the composition of
the Board with particular regard to ensuring there is an
appropriate number of Directors on the Board independent
of management. They also identify and nominate qualified
individuals for appointment as new Directors of the
Company. New Directors of the Company will be
appointed by Board. Any and all new Directors are subject
to retirement from the Board at the Annual General
Meeting of the Company immediately following his or
her appointment and may stand for re-election at the
Annual General Meeting.
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AUDITORS" REMUNERATION

The fees in relation to the audit and taxation services
provided by Morison Heng, the external auditor of the
Company is HK$400,000.

AUDIT COMMITTEE

All the members of the Audit Committee of the Company
are appointed from the independent Non-executive
Directors.

All members have sufficient experience in reviewing
audited financial statements as aided by the auditors of
the Group whenever required.

Two Audit Committee meetings were held during the
financial year ended 31 March 2006 for discussing and/or
approving the final/interim results of the Group.
Attendance of the Members is set out below:

Members Attendance at Meetings
Mr. Zhao Renwei 2/2
Mr. Wang Xiangfei 2/2
Mr. Xu Xiaosheng 2/2

The terms of reference of the Audit Committee have been
complied since the establishment of the Audit Committee.
Given below are the main duties of the Audit Committee:

(@) To consider the appointment of the external auditor
and any questions of resignation or dismissal,
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(b)

To review the half-year and annual financial
statements before submission to the Board, focusing
particularly on:

(i)  Any changes in accounting policies and practices;

(i) Major judgmental areas;

(iii) Significant adjustments resulting from the audit;

(iv) The going concern assumption;

(v) Compliance with accounting standards; and

(vi) Compliance with the Stock Exchange and legal
requirements;

To discuss problems and reservations arising from the
audits, and any matters the external auditor may wish
to discuss.

The work performed by the Audit Committee for the

financial year ended 31 March 2006 is summarized below:

(a)

(@)

Approval of the remuneration and terms of
engagement of the external auditor;

Review of the external auditor’s independence and
objectivity and effectiveness of the audit process in
accordance with applicable standards;

Met with the Auditors to discuss the financial matters

of the Group, and reviewed the findings,
recommendations and representation of the Auditors;

and

Reviewed and commented on the audited full year
financial statements and the unaudited interim
financial results of the Group of the financial period
under review before submission to the Board for
adoption and publication;
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(K) ACKNOWLEDGEMENT OF RESPONSIBILITY
FOR THE FINANCIAL STATEMENTS

The Directors are responsible for overseeing the
preparation of accounts for the financial year ended 31
March 2006, which give a true and fair view of the affairs
of the Company and of the Group and of the Group’s
results and cash flow for the year then ended of the
Group and in compliance with the requirements of the
Hong Kong Companies Ordinance and the applicable
disclosure provisions of the Listing Rules.

In preparing the accounts for the financial period under
review, the Directors have:

(a) Based on a going concern basis;

(b) Selected suitable accounting policies and applied them
consistently;

(c) Made judgments and estimates that were prudent,
fair and reasonable.
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