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. - CORPORATE PROFILE \;

TravelSky Technology Limited (the “Company’ or including i;ts subsidiaries, the “Group") is the dominant
orovider of information technology solutions for China's aviation and travel industry. The Group has been
devoted to developing leading products and services that sa:tisfy the needs of all the industry participants
- ranging from commercial' airlines, airports and air travel products and services suppliers to travel
agencies, corporate clients, travelers and cargo shippers - tcj conduct electronic transactions and manage
the demand for travel-related information. The core busmessés of the Company include aviation information
technology service, distribution of information technology %service, etc..
The Company was incorporated in the Pecople’s Republic <13f China (the “PRC"” or “China") on October
18, 2000 and has a controlling equity interest in TravelSky Technology {Hong Kong) Limited, Hainan Civil
Aviation Cares Co., Ltd., Cares Shenzhen Co., Ltd., Cares i—ilubei Co., Ltd., Cares Chongging Information
Technology Co., Lid., Aviation Cares of Yunnan Information Co., Ltd., Civil Aviation Cares of Xiamen Lid,,
Civil Aviation Cares of Qingdao Ltd., Civil Aviation Cares ofXi'an Ltd., Civil Aviation -Cares Technology of
Xinjiang Ltd. and InfoSky Technology Co., Ltd.. The Company also holds a significant equity interest in
each of the following associated companies: Shanghai Civil lAvfation East China Cares System Integration
Co., Ltd., Shenyang Civil Aviation Cares of Northeast China,i Ltd., Aviation Cares of Southwest Chengdu,
Ltd., Heilongjiang TravelSky Airport Technology Limited, Yunnan TravelSky Airport Technology Limited,
Shanghai Dongmei Aviation Tourism Online Co., Ltd and D;alian Travelsky Airport Technology Limited.
The Group had 2,089 employees as at December 31, 2005.

\
The H shares of the Company were listed on The Stock éxchange of Hong Kong Limited (the " Stock
Exchange”) on February 7 2001. The current largest shareholder of the Company is China TravelSky Holding
Company ("CTHC"), which holds an equity interest of app‘roximately 22.3% in the Company. A total of
approximately 42.7% of the equity interest in the Compan:y is held by 14 Chinese commercial airlines,
including the holding companies of the three largest Chinesé commercial airlines, namely, China Southern
Air Holding Company, China Eastern Air Holding Company and China Nationa! Aviation Holding Company.
The remaining 35.0% of the equity interest in the Company is held by holders of its H shares.

The Company established a Sponsored Level | American Depositary Receipt Programme. American

depositary shares under the programme commenced trading on the U.S. overthe-counter market on
December 27, 2002.
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Profit Attributable to Equity Holders of the Company  rwswo

2001
2002
2003
2004
2005

407,901

453,227

242,541

449,181

529,647

Earnings Per Share, Basic and Diluted RMB

2001
2002
2003

2004
2005

Total Assets

0.48

0.51

0.27

0.51

0.60

RME’000

2001

2002
2003

2004
2005

2,894,189

3,087,269

3,376,223

3,750,889

4,107,601




Total Revenues ‘ RMB’000

~ 2001

2002
2003

893,618

2004 " 1,282,850

2005 1,496,784

1] Data Network and Others
[J7] Aviation information technology service

N
N
RN

Profit Before Taxation | RMB'000

ey

, 2001 411,573

/ 2002 o ) 459,860

= 2003 272,345

2004 | | ) - | 499,598

2005 594,757

EBITDA | RME000

2001 | | 479275

2002 | | - | 554,600

2003 | V o 386,900

2004 | | o 628,800

N 2005 \ 723,800
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s/ CHAIRMAN’S STATEMENT

Mr. Znu Yong

Chairman

!

Dear Shareholders

As anticipated, China maintained a rapid growth in its aviation industry during 2005 and is on its way"
heading for the second largest aviation market after USA. As a key market participant, the Group captured
opportunities, by facing challenges proactively and refining the existing systems to achieve good results
in operation safety, business development and financial performance, which brought satisfactory returns
to Shargholders.

It is widely forecast that the strong growths in China’s aviation transportation market in the coming decade
will be further fueled by its fast-growing domestic economy, prosperous travel industry, increasing
international communications, gradual deregulation and competition-encouraging industrial policies. On
the one hand, the Campany's infrastructure is called for larger capacity, higher safety standard, lower cost
and more innovative functions by the ever-expanding market scale, the staging of Beijing 2008 Olympic
Games, and the imminent industry information safety issues arising from the emergence of non-traditional
terrorist threats and the extensive application of ocpen platform technology. On the other hand, due to
fierce market competition caused by travelers’ personalised demands, the entry of new competitors and
emerging operation modes, commercial airlines, travel product and service suppliers, travel agencies and
distribution agents were forced to transform their business modes, streamline workflows, form alliance
and enter into cooperation by relying heavily on information technology service, which have an effect of
making information technology becoming indispensable for the industry to operate. These lead the Group

4 towards an in-depth development in its existing businesses, technologies/products and services, while
putting forward a challenge on the Group’s business vision, operation mechanism, core resources
including talents and technology as well as corporate culture.

TravelSky Technology Limited ~ Annual Report 2005



In view of such opportunities and challenges, the Group vvi:H further enhance its safety guarantee ability,
service capability and market competitiveness under its s“cientific development concept. We will also
further change the mode of growth, strengthen susta]nabilitiy in development and realise the fundamental
transformation from a platform operator to an integrated pfroduct and service provider. Also, the Group
will live up to the needs of clients, staff and sharehoiders By introducing further innovations to systems

and mechanisms, perfecting the internal control system apd enhancing the Group’s competitiveness.

Looking forward in line with the established developmentl strategy, the Group will ensure information
safety through more investment in infrastructures, technolody innovation and safety management. Aiming
to strengthen self-inventiveness for rapid development, the Group will introduce, digest and absorb
advanced, mature and mainstream technologies from ab‘road while stressing on the formulation of
information standard as well as establishment of professional teams. Efforts will be also put in maintaining
the Group’s market leadership in core businesses by strentheming the Group’s distribution channels and
enhancing the capability of service to strategic clients. iln order to satisfy the needs of industrial
development, the Group will form strategic alliances with leading international companies to boost its
market penetration and coverage, and combining their efforts to develop new generation traveler service
system and product lines. Meanwhile, the Group will put eﬁo‘rts to foster new sources of business growth,
which will be founded on new business modes, enhanced‘ operation expertise and leaps in its offline/
online distribution of travel products including air tickets and hotels s well as integrated information
technology business. To enhance operating efficiency, the }Group will deepen its reforms in personnel
management, labor and income allocation systems, establis‘h mechanism to keep up talents’ value with
the sustainable business development, as well as build up an|accountability system incorporating budgets,
implementation, monitoring, appraisal and incentives to sitrengthen risk management and corporate

governance. The Group is committed to develop a new Corpo‘rate culture featuring innovation and synergy,
which could enhance the Group’s adaptability in the marke;t.

\
Finally, | would take this opportunity to express my gratitude to all of our staff for their loyalty and

aggression to strive for betterment which has successfully‘ brought to the Group’s rapid growth with
|

innovations. Also, | would like to thank all our shareholders, investors, customers, directors and supervisors

for their trust and support all along.

\

\‘ Zhu Yong
\ Chairman
|
|
|

April 7, 2006
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5/ BuUSINESS REVIEW

CEO

T | Ml’. Zhu Xiaéxing |

The Company is the leading provider
of information technology solutions for
the China’s aviation and travel industry.
While the Company provides advanced
aviation information technology and related services to the Chinese
commercial airlines, it also distributes commercial airlines products and
services to travel service distributors, ticketing offices and individual
consumers and is taking a leading role. With over more than two decades

of continuous development, the Company has preliminarily built up product lines

of comprehensive and functional information technology services, to satisfy the needs of all the industry
participants ranging from commercial airlines, airports, travel products and service suppliers to travel
agents, travel service distributors, corporate clients, travelers and cargo shippers. Through the product
lines, the Company helped these industry participants to troaden their core business, improve their

service quality and enhance their operational efficiency.

AVIATION INFORMATION TECHNOLOGY SERVICE

The Company’s aviation information technology ("AIT") services, which consist of series of products and
solutions, are provided to Chinese commercial airlines and more than 280 foreign and regional commercial
airlines. The AIT services comprise electronic travel distribution ("ETD") service {including Inventory
Control System ("ICS") service, Computer Reservation System ("CRS") service) and Airport Passenger
Processing ("APP") service, as well as other extended information technology services related to the
above core businesses, including but not limited to, data service to support decisions of commercial
airlines, product service to support aviation alliance, solutions for developing commercial airlines’ e-ticket
and e-commerce as well as information management system to improve ground operational efficiency
of commercial airlines and airports. Comparing with Year 2004, revenue generated from the AIT services
6 in Year 2005 increased by approximamtely 20.7% to approximamtely RMB1,238.0 million, representing
approximamtely 82.7% of the Group's total revenue.
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Thanks to the rapid growth of the PRC economy and the deepening economic globalization, the civil
aviation industry of the PRC experienced a blooming year in 2005, paving the way for China to head for
the second largest global aviation and transportation market after USA. As the dominant supplier of
information technology services in the PRC aviation and|travel industry, the Company's ETD system
processed approximately 151.4 million bookings on domesticjand overseas commercial airlines, representing

an increase of approximately 14.5% over Year 2004, and has continued to maintain a rapid growth

momentum. Among which, bookings on Chinese commerc‘ial airlines increased by approximately 14.2%,
while that on foreign and regional commercial airlines increased by approximately 22.7%. Passenger

departures processed by APP system accounted for approx:imately 88% of total traveler departures from
domestic airports. With 26 foreign and regional commercial airlines like SilkAir of Singapore and Cathay

Pacific joining the Company's APP system, foreign traveler;departures from domestic airports processed
by the system reached approximately 1.6 million. |

Rooted for years in China's aviation and travel industry, the Group has been meeting clients’ needs,
keeping abreast of up-to-date industry technology. By focus‘ing on the product lines of seat management,
distribution information technology solution packages and fare solutions, which aims at serving commercial
airtines’ profit-oriented requirement, the Group has bee;n perfecting and enhancing AIT and related
services, and has made great contribution to domestic and foreign commercial airlines for their diversified
marketing channels, streamlined business workflows, improved service modes and decreased operating
costs. In 2005, the Company took initiatives to keep on‘ perfecting its product lines based on new
technologies while promoting application of AIT services in the industry. With reference to industry
standards, the Company has developed 3 major technologies of BSP (Billing and Settlement Plan)
electronic ticketing, Airline Direct-sale electronic ticketing [and Airline Online electronic ticketing, which

were fully adopted by 9 Chinese commercial airlines mcl‘udmg Air China and Hainan Airlines. The IET
(Interline Electronic Ticketing) technology was used to facilitate sales of electronic tickets among Chinese

commercial airlines and to establish through check-in services for connecting flights between foreign and

where over RMB100 million of distribution costs was saved. The Group’s self-developed virtual flight

technology was applied in more than 170 flight routes of commercial airlines like China Eastern Airlines

Corporation Limited and China Southern Airlines CompaTy Limited, supporting them to increase the
marketability of city-pairs and expand the distribution network. While Chinese commercial airlines are

preparing to join the international aviation alliances, the Company also continued to perfect and promote

check-in products for connecting flights, which led toiincrease of approximately 30% and 50% in domestic

and international routing transfer travelers respectively, proyiding a strong support to the implementation

regional commercial airlines. Electronic tickets sold amounted to approximately 9.8 million segments,

of hub strategies of Chinese commercial airlines and airpdrts. Efforts were continued in perfecting and

promoting domestic fare products, which facilitated the electronization in collecting, distributing, managing
and calculating the fares for Chinese commercial airlines V‘\/Ith favourable market effectiveness. Through

years of in-depth cultivation, data products and services series have become necessity tools in commercial
airlines’ revenue management and operational decision-making.

S
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Further to its extensive application throughout domestic medium and small airports during the past two
years, the Company's self-developed new generation APP front system was further applied in major
airports in Chengdu, Dalian, Kunming and Wuhan. As a result, 38 airports are using the Company’s new
generation APP front system. The T3 terminal of the Beijing Capital Airport, which is being constructed
to support the Beijing 2008 Olympic Games, also decided to adopt the Company’'s new generation APP
front system, securing the Company's position in development and operation of airport front system.
Furthermore, to support Chinese commercial airlines’ overseas promotion of interchange, through check-
in and e-ticket services, the Company made efforts in promoting its APP system and its operations in
overseas airports. At the end of 2005, overseas airports using the Company's APP system increased to
8, and passenger departures processed amounted to approximately 4 million.

The Company's new generation traveler service system, a traveler-criented platform targeting to support
airlines to compete and operate in the market, can flexibly support each commercial service of the travel
value chain so as to keep in line with the changing aviation and travel industry. In light of the strategy
for new generation system structure with reference to overseas GDS technical architecture and experience,
the Company defined its development plans and implementation approaches for intermediary system in
2005, and used the same as the foundation for determining the infrastructure models for all open
application systems.

DISTRIBUTION INFORMATION TECHNOLOGY SERVICE

The Group's travel distribution network comprises more than 50,000 sales terminals owned by more than
6,000 travel agencies or travel service distributors, with high-level networking and direct links to all GDS
around the world and 25 foreign and regional commercial airlines through SITA networks. Covering
approximately 400 domestic and overseas cities, the network processed over 96 million transactions
during the year with transaction amount to over RMB127 billion. The Group provides distribution information
technology services mainly by offering solution plans at the front end, intermediary and back-office levels,
aiming to delivering more diversified and accurate content and information to trave! distribution networks,
so to support flexible distribution modes and tailored solutions.

TravelSky Technology Limited ~ Annual Report 2005




Cn front end solution plans, the Group's main effort is to perfect the already launched E-Term products
and Windows-based Web products, so as to provide travel|distribution network with powerful front end
systems which enable air ticket sales, hotel reservation and car rental service to cater for customer needs.
At intermediary level solution plans, the Group provides data analysis products, marketing management

tools, information release and business workflow platforms,|greatly aiding travel agencies or travel service
distributors in market analysis, customer management and operations. As to back-office solution plans,
the Group provides customised solution packages for distribution technclogy covering comprehensive
business workflows of major travel agencies, tailored to their needs for paving their ways to domestic
and international markets. For instance, the Company entered into a 3-year strategic cooperation agreement
in 2005 with American Express, one of the largest global k;)usiness travel management companies. The
cooperation provided an access for American Express’ custdmers worldwide to experience travel services
in China under international standards. Meanwhile, it enhanced the Group's in-depth understanding into
businesses and workflows of global leading business trave‘l management company, laying a foundation
for developing better information technology solutions to meet business needs of travel agencies and
travel service distributions, and to satisfy market demands.

|
Another focus of the Company is the dedicated developme‘nt of e-business solutions in support of travel
distribution network. The Company's self-developed booking engine technology has been supporting e-
business applications of travel agencies broadly, advancing online distribution business in China's aviation
and travel industry. In 2005, approximately 3 million segments were sold through e-business with
transaction amounting to approximately RMB1.6 billion. l

|
The Company provides services to the distribution network through more than 30 local distribution centers
throughout the nation, which are the contacting points of the Company’s distribution system. In 2005,
the Company established new regional distribution ¢enters in Japan, Korea and Singapore to strengthen

its services in overseas markets. i

|
TRAVEL PRODUCT DISTRIBUTION SERVICE

One of the Group’s established strategies is to dedicate itself in development of travel product distribution
services including hotel reservation, “hotel + air ticket” packages, car rental and business trip insurance
products. In 2005, the Company kept perfecting the hote\‘distribution system on open platform and by
control measure, leading to a breakthrough in hotel resfervation business. Throughout the vear, the
Company successfully distributed 51,000 hotels’ room—mgh'}s, covering over 2,000 hotels in the Mainland,
Hong Kong and Macau.

ravelSky Technology Limited ~ Annual Report 2005
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INFORMATION TECHNOLOGY INTEGRATION SERVICE

Progress was also made in the Group's information technology integration services in 2005. The Group's
self-developed information technology integrated products were extensively used in airports throughout
China, including security information system, airport automatic broadcasting system and baggage
confirmation system. The Uni-Service for Airport Passenger, targeting high-end customers, has been used
in airports of Guangzhou and Shenzhen with preliminary market recognition. With a contract successfully
entered with the Beijing Capital Airport on APSIS (Aviation Passenger Security Information System)
addressing travel safety of air passengers, the Company moved forward an important step towards
information safety of aviation in China.

INFRASTRUCTURE

The Group's infrastructure serves its overall development strategy. Its objectives are to ensure safety,
satisfy the needs of business development, align system structure and opﬂmize resource allocation by
making full use of available technologies, business and management, so as to improve operating reliability
and interference resisting ability with lower operating expenses.

In 2005, the Company purchased a new mainframe of Dorado 280 which was smoothly installed and put
into operation by the year end, with a view to satisfy China‘s aviation demand for system processing
capabilities in relation to the everincreasing volume of travelers. This resulted in a 40% expansion of
mainframe capacity. At the same time, through technology innovations such as mainframe AV move-out,
about 3.4% of system resources were saved. Meanwhile, infrastructure reliability was effectively enhanced
through a series of technology improvements like same-city-different-location disaster backup system
based on SRDF (Symmetrix Data Replication Facility) technologies, mainframe performance optimisation,
data warehouse expansion and cross-backup over multiple lines of telecommunication operators. Further,
operating cost of over RMB10 million was saved through the message transfer from the SITA network
to the Company’s network. In Year 2005, the availability ratios of Company's ICS, CRS and APP mainframe
systems were approximately 99.9%, 99.9% and 99.9% respectively, with desirable operating performance
in the core network and networking.

TravelSky Technology Limited  Annual Report 2005




MANAGEMENT DISCUSSION AND ANAL\(SIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with the financial information of the
Group contained in the financial statements (together with the notes thereto) reproduced in this annual
report. The financial statements have been prepared in acclardance with International Financial Reporting
Standards (“IFRS"). The following discussion on the synopsis of historical results do not represent a

prediction as to the future business operations of the Group.

OVERVIEW

For the year ended December 31, 2005 (“Year 2005"), profit Pefore taxation of the Group was approximately
RMB594.8 million, representing an increase of approximately 19.0% over that in the year ended December
31, 2004 ("Year 2004"). Earnings before interests, tax, de‘preciatlon and amortization (EBITDA) reached
approximately RMB723.8 million, representing an increase gf approximately 15.1% over that in Year 2004.
Profit attributable to equity holders of the Company was approximately RMB529.6 million, an increase
of approximately 17.9% over the previous year. The increase in the profitability of the Group was mainly
due to the increase in revenue from the Company's AlT service, and saving of part of the operation cost
as a result of adoption of integrated measures of marketing, technology and management.

The basic and diluted earnings per share of the Group in|Year 2005 was RMBO0.60.
TOTAL REVENUE

The total revenue of the Group amounted to approximately RMB1,496.8 million, representing an increase

of approximately RMB213.8 million, or 16.7%, from approxi‘mately RMB1,282.9 million in Year 2004. Such

increase was mainly due to rapid growth in bookings of domestic and international commercial airlines

handled by the Group's system. The increase in total revenue is reflected as follows:

. AT service revenue represented 82.7% of the total r‘evenue of the Group in Year 2005 as compared
to 80% in Year 2004. AlT service revenue increased by approximately 20.7% to approximately
RMB1,238.0 million in Year 2005 from approximately|RMB1,025.7 million in Year 2004. The increase

of revenue resulted primarily from the increase in |ETD business.

. Data network and other revenue represented 17.30? of the Group’s total revenue in Year 2005 as

compared to 20%. In Year 2004, data network and other revenue increased by approximately 0.6%
to approximately RMB258.8 million in Year 2005 fromn approximately RMB257.1 million in Year 2004.

|
|
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j,-./ FinanciaL Review

NET REVENUE

Net revenue increased by 16.6% to approximately RMB1,447.0 million in Year 2005 from approximately
RMB1,240.6 million in Year 2004.

OPERATING EXPENSES

Operating expenses for Year 2005 amounted to RMB303.2 million, representing an increase of RMB115.7
million, or 14.7%, from RMB7874 million in Year 2004, The increase in operating expenses reflected the

following:

. Depreciation and amortization increased by 9.2% from RMB166.7 million in 2004 to RMB182.0
million in 2005, mainly due to provision for depreciation and amortization of capital expenditure
commenced in 2005;

. Along with the maintaining of rapid growth in business volume came a 15.1% reduction in network
usage charge, which decreased from RMB70.7 million in 2004 to RMB60.0 million in 2005, mainiy
because the Group has adopted measures such as marketing, technology and management and
transferred the SITA network to the Company’s network for work through telex transfer as well
as reduced usage on the SITA system;

. Personnel expenses increased by 17.9%, primarily attributable to the increased number of staff
1o support the business development of the Group;

. Operating leases expenses increased by 25.2%, mainly due to the expanded office area as a result
of business development and increase in number of staff of the Company;

. Technical support and maintenance fee increased by 68.4% due to the continuous expansion of
new products and research and development of new technologies of the Company in Year 2005.

. Other operating expense of the Group increased by of 32.1% mainly because the Company and
district distribution centres made greater effort in market development and enhanced localized
support for customers; while there has been an increase in revenue, the corresponding expense
has also been increased.

As a result of the above changes in net revenue and operating expenses, the operating profit of the Group

increased by RMB90.8 million, or 20.0%, to RMB543.9 million in Year 2005 from RMB453.1 million in
Year 2004.

TravelSky Technology Limited  Annual Report 2005




|
PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE COMPANY

As a result of the above factors, the profit attributable to
approximately 17.9% to approximately RMB529.6 million
millicn in Year 2004.

equity holders of the Company increased by
in Year 2005 from approximately RMB449.2

RESERVES AVAILABLE FOR DISTRIBUTION

After the appropriation of the statutory reserve fund, the stat
surplus reserve fund from the profit attributable to shareh
statements prepared under IFRS, the reserves available f‘

utory public welfare fund and the discretionary
olders as reflected in the statutory financial
or distribution as at December 31, 2005, as

stated in Note 32 to the financial statements, amounted to RMB627.9 million.

DISTRIBUTION OF DIVIDEND

The Board recommended a final dividend of RMB0.230 per

share for Year 2005, amounting to RMB204.3

million. After the distribution of the above dividend declared, the reserve available for distribution as at
December 31, 2005 would be approximately RMB423.6 million (2004: RMB299.9 million).

LIQUIDITY AND CAPITAL STRUCTURE

The following table summarizes the cash flows of the Group for the years presented:

For the Year ended December 31
2005 2004
(RMB in million) (RMB in million)

Net cash inflows from operating activities
Net cash used in investing activities
Net cash used in financing activities
Impact of change of exchange rates

on cash and cash eqguivalent
Net increase in cash and cash equivalents

402.5 575.5
(1,656.7) (244.7)
(111.3) (128.9)
(14.6) —
(1,380.0) 201.9

The Group's working capital for Year 2005 mainly came f
operating activities amounted to RMB402.5 million.

In Year 2005, the Group had no short-term or long-term bank
instruments for hedging purposes.

om operating activities. Net cash inflow for

loans, and the Group did not use any financial

As at December 31, 2005, cash and cash equivalents of the Group amounted to RMB856.8 million, of
which 88.7%, 9.1% and 2.1% were denominated in Renminbi, U.S. dollars and Hong Kong dollars,

respectively.

1;Trave|5ky Technology Limited  Annual Report 2005
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LONG-TERM INVESTMENT

As at December 31, 2005, the Group held RMB100 million treasury bonds of China with an interest rate
of 3% per annum. The maturity date of the treasury bonds is on December 18, 2008.

CHARGE ON ASSETS

As at December 31, 2005, the Group had no charge on its assets.

CAPITAL EXPENDITURE

The capital expenditure of the Group amounted to approximately RMB435.0 million in Year 2005, representing
an increase of approximately RMB329.8 million as compared to that of approximately RMB105.2 million
in Year 2004.

The capital expenditure of the Group in Year 2005 consisted principally of purchase of hardware, software
and infrastructure in accordance with the Group's business strategies.

The Board estimates that the Group'’s planned capital expenditure for year 2006 will amount to approximately
RMB370.0 million, which is mainly for development and gradual implementation of the new-generation

traveler service system and other new businesses.

The sources of funding for the capital expenditure commitments will include net proceeds from the initial
public offering of Company and internal cash flow generated from operations.

The Board estimates that the sources of funding of the Group in year 2006 will be sufficient for its capital
expenditure commitments, daily operations and other purposes.

EXCHANGE RISKS

The Group is exposed to foreign exchange risks related to its capital expenditure as a substantial portion
of its capital expenditure in relation to the purchase of imported equipment are denominated in U.S.
dollars. Fluctuation of the exchange rates of Renminbi against foreign currencies could affect the Group's
results of operations.

GEARING RATIO

As at December 31, 2005, the gearing ratio of the Group was approximately 11.2% (2004: 12.4%), which
was computed by dividing the total amount of liabilities by the total assets of the Group as at December
31, 2005.

TravelSky Technology Limited  Annual Report 2005




CONTINGENT LIABILITIES

As at December 31, 2005, the Group had no material contingent liabilities.

EMPLOYEES

As at December 31, 2005, the total number of employees
amounted to approximately RMB1577 million for Year 2005,
operating cost of the Group for Year 2005.

The remuneration of the employees of the Group (in¢luding

‘:)f the Group was 2,089. Personnel expenses
representing approximately 17.5% of the total

Executive Directors and Staff Representative

Supervisors), includes salaries, bonuses and other fringe benefits. The Group has different rates of

remuneration for different employees (including Executive Di

rectors and Staff Representative Supervisors),

according to their performance, experience, position and other factors in compliance with the relevant

PRC laws and regulations.

Currently, none of the Non-executive Directors receive any

remuneration. Nevertheless, any reasonable

expenses incurred by the Non-executive Directors during their service period will be borne by the

Company. Independent Non-executive Directors do receiv

e remuneration from the Company, which is

determined by reference to the prevailing market price, and that any reasonable expenses incurred by

Independent Non-executive Directors during their service

In Year 2005, the Group continued to provide its employees
to the aviation and travel industry, computer technologies an
on the latest development in areas such as computer technol
and economics.

BASIC MEDICAL INSURANCE REGULATI

On February 20, 2001, the People’s Government of the M
the "Basic Medical Insurance Regulation for the Municipa

period will be borne by the Company.
with opportunities to acquire skills in relation

d business administration and provide training
bgies, personal development, laws, regulations

ON

inicipality of Beijing in the PRC promulgated

ity of Beijing” (the "Regulation”). Given the

fact that relevant regulations concerning employees’ medical insurance must be applied according to the

policies applicable to the place in which a company is Iocat“ed, the head office of the Company in Beijing

implemented the Regulation from September 1, 2002 onwards. For Year 2005, the Company incurred a
total amount of RMB5,504,730 (a total amount of RMBS,¢75,469 was incurred in Year 2004) pursuant

to the Regulation. The Board believes that by implememiné the Regulation, the financial position of the
|

Company has not been materially affected.
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s/ CORPORATE GOVERNANCE REPORT

The Board (the "Board"}), Supervisory Committee and Senior Management of the Company are committed
to implementing effective corporate governance policies to ensure that all decisions are made in good
faith and in accordance with the principles of transparency, fairness and integrity. With necessary and
effective counterbalance, the Company continues to improve its corporate governance structure, $o as
to raise the quality of supervision and management, and to meet the expectation of its shareholders and
related parties.

CORPORATE MANAGEMENT PRACTICE

In compliance with Company Law of PRC and the Company Articles of Association (the "Articles”), the
Company has regulatéd its internal operations and provided information of the Company to market
participants and regulatory authorities on timely, accurate, complete and true basis, aiming to enhance
its corporate value. In 2005, the Board passed the resolution to adopt the code provisions as stipulated
in “"Code of Corporate Governance Practices” (the "Code”) as the Company’s code of corporate governance
practices. The Company has fully complied with the code provisions (save as the relevant code provisions
on internal control) with certain deviations.

As mentioned in the Company's Interim Report 2005, the Company had fully complied with the code
provision with deviations from the code provisions A.1.3, B.1.3, B.1.4, C.3.3, C.3.4, D.1.1 and D.1.2 of the
Code. In the later half of 2005, the Company has given notices on the meeting 14 days prior to convening
the board meeting as stipulated in code provision A.1.3. It was decided in the board meeting held in
October 2005 that relevant provisions on the Work rules of Remuneration and Evaluation Committee and
Audit Committee be amended and supplemented respectively in accordance with code provisions B1.3
and C.3.3, and that Work rules of the Committees be available at the Company’s website (www.travelsky.net)
in accordance with “Disclosure of the Committees’ roles, terms of reference and power and authorities
delegated to them by the Board” as stipulated in provisions B.1.4 and C.3.4 of the Code. The Company
has set out the respective duties of the Board and the General Manager in the Articles. However, the
Company has not formulated specific guidelines in respect of other duties of the management and
authority delegated to the management, which deviates from cade provisions D.1.1 and D.1.2 of the Code.
The Board is of the opinion that the Company’s management, who is responsible for management of
its daily operation, is a management team led by the General Manager. The Company’s current arrangement
does not prejudice the interests of the Company. The Board is considering to further set out explicitly
the duties the Board delegated to the management in 2006.

SECURITIES TRANSACTIONS OF DIRECTORS

Each Directors of the Company has fulfilled their duties in a conscientious, diligent and honest manner.
The Company has adopted the “Model Code for Securities Transactions by Directors of Listed Companies”
("Model Code”) as set out in Appendix 10 to the Listing Rules, requesting all Directors to carry out
securities transactions in accordance with the Model Code. Upon specific enquiries made to Directors,
16 it is confirmed that no Director has breached the relevant requirements of the Model Code in 2005.
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THE BOARD

The Board is responsible to lead and monitor the Company, and to collectively coordinate and supervise
the affairs of the Company to achieve the success of the Company. The Directors made decisions in the
interest of the Company in objective manner.

The Board is respensible to prepare accounts for each financial period to ensure them to reflect the
Company’s business position, results and cash flow during the period in accurate and fair manner. In
compiling the accounts for 2005, the Board has selected fthe appropriate accounting policy which was
consistently applied, and has adopted the International Financial Reporting Standard. The Board has also
made prudent and reasonable judgments and estimations,|and prepared accounts on ongoing operation
basis. The Directors accept responsibilities for the preparation of the Group's financial statements. in 2005,
the Board announced annual result for 2004 and interim result for 2005 within 120 days and 60 days
respectively after the end of the relevant financial periods in accordance with the requirements under
the articles of association of the Company.

The second Board of the Company comprises of 15 Directors (refer to the section 1 of “"Corporate
Information” for the list of members of Directors), of which 4 are Executive Directors and 11 are Non-
executive Directors (including 3 Independent Non-executive Directors). The terms of all members of the
second Board {including Non-executive Directors) will expire on December 5, 2006. The biographies of
Directors are set out on pages 95 to 99. Each of the Dir‘ectors has extensive experience in aviation,
information technology or finance. The appointment of Independent Directors is in compliance with the
requirements as set out in Rules 3.10(1) and (2) of the Listing Rules. The Company’s Chairman of the
Board (Chairman) and Chief Executive Officer (General Manager) are assumed by Mr. Zhu Yong and Mr.
Zhu Xiaoxing respectively and their duties are clearly separated.

The three existing Independent Non-executive Directors, Mr. Wu Jiapei, Mr. Chow Kwok Wah, James and
Mr. Yick Wing Fat, Simon, have submitted their annual confirmations of independency in accordance with
Rule 3.13 of the Listing Rules.