Corporate Governance Report
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The Group is committed to promote the highest standards of corporate governance
throughout the Group and particularly at Board level so as to enhance its
transparency and accountability to the shareholders.

Code on Corporate Governance Practices

The Company has complied with the Code on Corporate Governance Practices
(the “Code”) as set out in Appendix 14 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”)
throughout the year ended 31 March 2006, except for the following deviations:

1)

Code Provision A.4.1 stipulates that non-executive directors should be
appointed for a specific term, subject to re-election.

All Directors of the Company (including executive and non-executive Directors)
were not appointed for any specific term. However, all Directors (save for
Chairman or Managing Director) are subject to retirement by rotation at each
annual general meeting in accordance with the Company’s Bye-Laws and
shall be eligible for re-election. The Board of Directors shall ensure all Directors
(including the Chairman and Managing Director) shall be subject to retirement
by rotation at least once every three years so as to accomplish the same
purpose as a specific term of appointment.

The second part of Code Provision A.4.2 stipulates that every director,
including those appointed for a specific term, should be subject to retirement
by rotation at least once every three years.

Under the Company’s Bye-Laws, at each annual general meeting one-third
of the Directors for the time being or, if their number is not three or a multiple
of three, the number nearest to one-third shall retire from office provided that
notwithstanding anything herein, the Chairman of the Board and the Managing
Director shall not, whilst holding such office, be subject to retirement by rotation
or be taken into account in determining the number of Directors to retire in
each year. In view of good corporate governance practices, the Chairman of
the Company voluntarily retires from his office once every three years
notwithstanding that he is not required to do so by the Bye-Laws.
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Code on Corporate Governance Practices (cont’d)

(8) Code Provision B.1.1 stipulates that the Company should establish a
remuneration committee with specific written terms of reference and that a
majority of the members of the remuneration committee should be independent
non-executive directors.

The Company has not yet established a remuneration committee. The
Directors shall establish a remuneration committee with specific written terms
of reference in accordance with the requirements of this code provision.

The Company publishes quarterly financial results of the Group by way of
announcement which exceed the code provisions set out in the Code. However
the Company does not publish and distribute report for quarterly results of the
Group.

The Board is of the view that publication of quarterly financial reports is a matter of
“recommended best practices’ in the Code which are for guidance only.
Furthermore, as a matter of principle and practice, quarterly reporting does not
bring significant benefits to shareholders, but at the cost of their own.

Model Code for Securities Transactions by Directors

The Company has adopted the Model Code for Securities Transactions by Directors
of Listed Issuers contained in Appendix 10 to the Listing Rules (“Model Code”) as
its code of conduct of the Company for directors’ securities transactions. Having
made specific enquiry with the Directors, all the Directors confirmed that they
have complied with the required standard as set out in the Model Code throughout
the year ended 31 March 2006.

Board of Directors

Composition

As at 31 March 2006, the Board comprised nine directors, including five executive
directors, one non-executive director and three independent non-executive
directors. The Board members have no financial, business, family or other material/
relevant relationships with each other.

Biographical details of the directors are set out on pages 31 to 33 of this annual
report.
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Board of Directors (cont’d)

Role and function

The Board is responsible for the formulation of the overall strategy and management
of the Group such as the Group’s long term objectives and commercial strategy,
the approval of the Group’s corporate and capital structure, financial reporting
and controls, internal controls and risk management, material contracts,
communication with the shareholders, board membership and other appointments,
remuneration of directors and other senior management, delegation of authority
to board committees and corporate governance matters.

The Board held four regular meetings during the year ended 31 March 2006 at
approximately quarterly intervals where the Directors attended either in person or
by other means of electronic communication. The attendance records of the Board
meetings during the year ended 31 March 2006 are set out below:
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Attended
HEIRE

Executive Directors HITEE
LI Qin (Chairman) g (/%) 3/4
GUO Wei (Vice Chairman, President and Chief Executive Officer) 2875 (S| E#HEHEZH N BE/EHITE) 4/4
ZENG Maochao & # 4/4
LIN Yang M5 4/4
HUA Zhinian FEULF 4/4
Non-Executive Director HHITEF
William O. GRABE William O. GRABE 4/4
Independent Non-Executive Directors BUHRITEE
LEUNG Pak To, Francis 2{HEs 3/4
WU Jinglian RApEE 3/4
HU Zhao Guang HARE E 4/4

Upon appointment, Directors receive a board pack of materials such as a brief
outline of the role of a director and a summary of responsibilities on ongoing
obligations under legislation, regulation and best practice, summary details of the
Company'’s business and other board issues.
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Board of Directors (cont’d)

Independent non-executive directors

Pursuant to Rules 3.10(1) and 3.10(2) of the Listing Rules, the Company has
appointed three independent non-executive directors and one of whom has
appropriate professional qualifications or accounting or related financial
management expertise.

All independent non-executive directors were not appointed for any specific term
but are subject to retirement by rotation at each annual general meeting in
accordance with the Company’s Bye-Laws and shall be eligible for re-election.

Each of the independent non-executive directors has made an annual confirmation
of independence pursuant to Rule 3.13 of the Listing Rules. The Company is of
the view that all the independent non-executive directors meet the independence
guidelines set out in Rule 3.13 of the Listing Rules and considers that they are
independent.

Remuneration of directors

The Company has not yet established a remuneration committee. The Directors
shall establish a remuneration committee with specific written terms of reference
in accordance with the requirements of the Code.

Details of Director’s emoluments for the year ended 31 March 2006 are set out in
note 9 to the financial statements.

Chairman and Chief Executive Officer

The position of the Chairman and the Chief Executive Officer are held by separate
individuals. The roles of the Chairman are separate from that of the Chief Executive
Officer. The division of responsibilities between the Chairman and the Chief
Executive Officer is clearly defined and set out in writing.

The Chairman is responsible for leadership of the Board and creating the conditions
for overall board and individual director effectiveness, both inside and outside the

boardroom.

The Chief Executive Officer is accountable to the Board and reports to the Chairman
directly and is responsible for running the Group’s business.
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Audit Committee

All members of the Audit Committee are independent non-executive directors
and one of whom has the appropriate professional qualifications, accounting or
related financial management expertise.

During the year, new terms of reference of the Audit Committee were adopted to
comply with the Code. The Audit Committee is responsible for, among others, the
integrity of the financial statements of the Group, reviewing the effectiveness of
the Group’s internal controls and risk management systems, reviewing the
effectiveness of the Group’s internal audit function in the context of the Group’s
overall risk management system and oversight of the relationship with external
auditors.

The Audit Committee held four regularly meetings during the year ended 31 March
2006 at approximately quarterly intervals where the Directors attended either in
person or by other means of electronic communication. The attendance records
of the Audit Committee meetings held during the year ended 31 March 2006 are
set out below:
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Attended
R
LEUNG Pak To, Francis (Chairman) 21888 (£)E) 4/4
WU Jinglian R 3/4
HU Zhao Guang HARR 4/4

For the year ended 31 March 2006, the Audit Committee reviewed with senior
management and the Company’s auditors their respective audit findings, the
accounting principles and practices adopted by the Group, legal and regulatory
compliance, and internal control, risk management and financial reporting matters.
The Board has, through the Audit Committee, conducted regular reviews of the
effectiveness of the system of internal control of the Group during the year ended
31 March 2006.

The Audit Committee has no disagreement with the Board on the selection,
appointment, resignation or dismissal of the auditors of the Company.
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Auditors’ remuneration

For the year ended 31 March 2006, the remuneration to the Auditors of the
Company were approximately HK$3,150,000 for audit services and HK$3,735,000
for non-audit services (in which taxation planning services was HK$620,000, review
on quarterly/interim results was HK$515,000 and special audit services was
HK$2,600,000).

Directors’ Responsibility for the Financial Statements

The Directors acknowledge their responsibility for preparing the financial statements
of the Group which give a true and fair view of the state of affairs of the Company
and of the Group on a going concern basis in accordance with the statutory
requirements and applicable accounting standards.

The statement of the Auditors of the Company about their reporting responsibilities on
the financial statements of the Group is set out in the Report of the Auditors on pages
54 to 55 of this annual report.
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