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CORPORATE GOVERNANCE PRACTICE

The Company believes that corporate governance is essential to the success of the Company and has adopted various
measures to ensure that a high standard of corporate governance is maintained.

With effect from 1 January 2005, the Company has applied the principles and complied with the requirements of
the Code on Corporate Governance Practices (the “Code on CGP”) as set out in Appendix 14 to the Rules Governing

the Listing of Securities (the “Listing Rules”) on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”),
except for the deviation in respect of the appointment of the same person as the Chairman and the Chief Executive
Officer (“CEO”) of the Company. The current practices will be reviewed and updated regularly to follow the latest

practices in corporate governance.

BOARD OF DIRECTORS

Composition

The Board is responsible for supervision of the management of the business and affairs, approval of strategic plans
and reviewing of financial performance. The Board currently consists of four Executive Directors and three Independent
Non-executive Directors (“INEDs”):

Executive Directors : Mr. Yang Xin Min (Chairman)
Ms. Huang Yue Qin

Mr. Zhou Quan
Mr. Li Fu Ping

INEDs : Mr. Cheng Faat Ting Gary

Mr. Guo Jing Mao
Mr. Shi You Chun

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.
The number of INEDs exceeds one-third of the Board membership.

Biographies of all Directors are set out on pages 13 to 14.

Appointments, Re-election and Removal of Directors

Code provision A.4.1 of the Code on CGP stipulates that non-executive Directors should be appointed for a specific
term, subject to re-election.

Code provision A.4.2 of the Code on CGP stipulates that all Directors appointed to fill a casual vacancy should be
subject to election by Shareholders at the first general meeting after their appointment. Every Director, including

those appointed for a specific term, should be subject to retirement by rotation at least once every three years.

Each of the INEDs, except for Mr. Shi You Chun, has entered into a service contract with the Company for an initial

term of three years. Mr. Shi You Chun has entered into a service contract with the Company for an initial term of
two years. At every annual general meeting, one-third of the Directors for the time being or, if their number is not
a multiple of three, then the number nearest to but not exceeding one-third shall retire from office.
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A Director appointed by the Board to fill a casual vacancy or as an addition shall hold office until the next annual
general meeting.

In order to ensure full compliance with Code provisions A.4.1 and A.4.2, special resolutions will be proposed to amend
the Articles of Association at the Annual General Meeting to be held on 19 May 2006 so that every Director appointed

by the Board during the year shall retire at the next general meeting and every Director shall be subject to retirement
at least once every three years.

Role and Function

Save for the Board meetings held between the Executive Directors during the normal course of business, the Board
conducted at least four regular Board meetings a year at approximately quarterly intervals. Such Board meetings

involve active participation, either in person or through other electronic means of communication, of a majority of
Directors. During the Year, four full board meetings were held and the attendance of each Director is set out as
follows:

Directors No. of meetings attended

Mr. Yang Xin Min 4 / 4
Ms. Huang Yue Qin 4 / 4
Mr. Zhou Quan 4 / 4

Mr. Li Fu Ping 4 / 4
Mr. Cheng Faat Ting Gary 4 / 4
Mr. Guo Jing Mao 4 / 4

Mr. Shi You Chun 3 / 4

INEDs

The Company has appointed three INEDs, of whom Mr. Cheng Faat Ting Gary possesses recognised accounting
professional qualifications in both Hong Kong and the United States.

The Company has received annual confirmation of independence from each of the INEDs pursuant to Rule 3.13 of
the Listing Rules. The Company considers all of the INEDs are independent within the definition of the Listing Rules.

Chairman and CEO

Under the Code on CGP, the roles of Chairman and CEO should not be performed by the same individual. The division
of responsibilities between the Chairman and CEO should be clearly established and set out in writing. Mr. Yang

Xin Min has been the Chairman and the CEO of the Company since its incorporation and is in charge of the overall
management of the Company and the Group. The Company considers that the combination of the roles of Chairman
and CEO is conducive to strong and consistent leadership and can promote the efficient formulation and implementation

of the Company’s strategies which will enable the Group to grasp business opportunities efficiently and promptly.
The Company considers that through the supervision of its Board and its INEDs, a balancing mechanism between
the Board and the management of the Company exists so that the interests of the shareholders are adequately and

fairly represented.
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BOARD COMMITTEES

There are three committees established under the Board:

(a) Audit Committee

The Audit Committee, comprises all INEDs of the Company, is chaired by Mr. Cheng Faat Ting Gary who is
a professional accountant and has proven experience in audit, finance and accounting.

The terms of reference of the Audit Committee follow the guidelines set out by the Hong Kong Institute of
Certified Public Accountants, and have been updated on terms no less exacting than those set out in the
Code on CGP. The primary duties of the Audit Committee are to ensure the objectivity and credibility of

financial reporting and internal control procedures as well as to maintain an appropriate relationship with
the external auditors of the Company. Each member of the Audit Committee has unrestricted access to the
external auditors and all senior staff of the Group.

The Audit Committee met twice in the Year, in particular, to review and discuss:

— the interim results and annual audited financial statements;

— the auditing and financial reporting matters, including the management letter from the external

auditors in relation to the audit of the Group for the year ended 31 December 2004;

— the appointment of external auditors; and

— the effectiveness of internal control procedures.

All issues raised by the Audit Committee have been addressed by the management of the Company. The work

and findings of the Audit Committee have been reported to the Board. During the Year, no issues brought
to the attention of the management of the Company were of sufficient importance to require disclosure in
the Annual Report.

The Board agrees with the Audit Committee’s proposal for the re-appointment of RSM Nelson Wheeler as
the Company’s external auditors for 2006. The recommendation will be put forward for the approval of the
shareholders of the Company at the Annual General Meeting to be held on 19 May 2006.

Full minutes of the Audit Committee meetings are kept by the Company Secretary. Draft and final versions
of minutes of the Audit Committee meetings will be sent to all members of the Audit Committee for their
comment and record respectively.

During 2005, RSM Nelson Wheeler, the Company’s external auditors, received approximately RMB468,000 for
annual audit service, and approximately RMB9,150 for other non-audit services (taxation services).
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(b) Remuneration Committee

The Remuneration Committee consists of the Chairman and two INEDs. The Remuneration Committee
members for the Year were:

Mr. Cheng Faat Ting Gary (Chairman)
Mr. Shi You Chun

Mr. Yang Xin Min

The Company formulated written terms of reference of the Remuneration Committee based on terms no less
exacting than the required standard as set out in the Code on CGP. The Remuneration Committee is responsible
for ensuring formal and transparent procedures for developing remuneration policies and overseeing the

remuneration packages of the Executive Directors and senior management. It takes into consideration on
factors such as salaries paid by comparable companies, time commitment and responsibilities of Directors and
senior management. The Remuneration Committee meets at least once a year. The Remuneration Committee

had reviewed the remuneration packages of all Directors and made recommendation to the Board during the
Year.

(c) Nomination Committee

The Nomination Committee consists of all INEDs of the Company, chaired by Mr. Cheng Faat Ting Gary. The
Company formulated written terms of reference of the Nomination Committee based on terms no less exacting
than the required standard as set out in the Code on CGP.

The Nomination Committee meets at least once a year and its primary roles and functions are to assess and
recommend the appointment and re-appointment of Directors to the Board, as well as overseeing the

appointment, management succession planning and performance evaluation of key senior management of
the Company.

The Nomination Committee met once in the Year. It has reviewed and is of the opinion that the current size
and composition of the Board is adequate to facilitate effective decision-making. The Nomination Committee

is also satisfied that the Board comprises directors, who, as a group, provide the core competencies necessary
to guide the Group.

A proposal for the appointment of a new Director will be considered and reviewed by the Nomination
Committee. Candidates to be selected and recommended are those experienced, high calibre individuals. All

candidates must be able to meet the standards as set forth in  Rules 3.08 and 3.09 of the Listing Rules.
A candidates who is to be appointed as an INED should also meet the independence criteria as set out in
Rule 3.13 of the Listing Rules.

Attendance Record at Board Committee Meetings

The following table shows the attendance of Directors at the Board Committee meetings during the Year:

No. of meetings attended
Audit Remuneration Nomination

Directors Committee Committee Committee

Mr. Yang Xin Min N / A 1 / 1 N / A

Mr. Cheng Faat Ting Gary 2 / 2 1 / 1 1 / 1
Mr. Guo Jing Mao 2 / 2 N / A 1 / 1
Mr. Shi You Chun 1 / 2 1 / 1 1 / 1
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DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted a code of conduct rules (the “Code of Conduct”) regarding securities transactions by
Directors on terms no less exacting than the required standard set out in the Model Code for Securities Transactions

by Directors of Listed Issuers as set out in Appendix 10 to the Listing Rules.

Having made specific enquiry with all Directors, the Company confirms that all the Directors have complied with

the required standard set out in the Code of Conduct and the Model Code throughout the Year.

ACCOUNTABILITY AND AUDIT

The Directors are responsible for overseeing the preparation of financial statements for each financial period, which

give a true and fair view of the state of affairs of the Group and of the results and cash flow for that period. The
Directors confirm that, to the best of their knowledge, information and belief, having made all reasonable enquiries,
they are not aware of any material uncertainties relating to events or conditions that may cast significant doubt upon

the Group’s ability to continue as a going concern.

The statement of the auditors of the Company about their reporting responsibilities on the Group’s financial

statements is set out in the Auditors’ Report on page 28.

INTERNAL CONTROLS

The Board is responsible for overseeing the Group’s system of internal controls. However, such a system is designed
to manage the Group’s risks within an acceptable risk profile, rather than to eliminate the risk of failure and to achieve

the business objectives of the Group. Accordingly, it can only provide reasonable assurance but not absolute assurance
against material misstatement of management and financial information and records or against financial losses or
fraud. The Board is of the view that the system of internal controls in place for the Year 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,
customers and employees, and the Group’s assets.

COMMUNICATIONS WITH SHAREHOLDERS AND INVESTORS

The Board recognises the importance of good communications with all shareholders. The Company’s annual general
meeting is a valuable forum for the Board to communicate directly with the shareholders. The Chairmans of the
Board, of the Audit Committee and of the Remuneration Committee are present to answer shareholders’ questions.

An annual general meeting circular is distributed to all shareholders at least 21 days before the annual general
meeting. It sets out the procedures for demanding and conducting a poll and other relevant information of the
proposed resolutions.

A key element of effective communication with shareholders and investors is the prompt and timely dissemination
of information in relation to the Group. The Company has announced its annual and interim results in a timely manner.

Printed copies of the Annual Report 2004 and Interim Report 2005 are sent to all shareholders.


