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The Company has always endeavoured to achieve good corporate
governance practices and appreciate the importance of management
transparency and accountability. The Board believes that good corporate
governance of the Company will contribute to maximize the interests of

the Company and its shareholders as a whole.

Therefore, the Company has adopted all the code provisions set out in
the Code of Corporate Governance Practices (the “New CG Code")
contained in Appendix 14 of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited (the “Listing Rules”), which
has become effective on 1 January 2005 in place of the Code of Best

Practice, as its own code of corporate governance practices.

The Company's compliance with all the principles of the New CG Code
was reflected by the revised constitutional documents of the Company,
internal rules and general corporate governance practices (as reported
below). For the year ended 31 December 2005, the Company has
complied with all the code provisions of the New CG Code save and
except certain deviations which would be set out and explained in the
relevant section below. The following is a summary of the Company's

corporate governance practices for the year ended 31 December 2005.

THE BOARD

The Board is collectively responsible for the leadership and control of the
Company and oversees the Group's businesses, strategic decisions and
performances whereas the senior management of the Company (the
“Senior Management”) was delegated the authority and responsibility by
the Board for the day-to-day management of the Group. In addition, the
Board has also delegated various responsibilities to the committees of
the Board (the "Committees”). Further details of these Committees are

set out in this report.
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Board meetings are held at least 4 times a year at approximately EEECRFFRTIRN WEFE—R A=
quarterly intervals. The attendance record of the directors of the TERFE FARAEF(EF)HEESS
Company (the “Directors”) at the Board meetings in 2005 are as follows: SHEZRENT
Total number of Board meetings “EZRFEEES
in 2005 ERAY 4
Number of
attendance %
8 IR 8K %

Executive Directors BITES
Mr FANG Hongbo T3 AR 5 A 1 25%
Mr LIU Liang (resigned on 17 January 2006) Bl (MZTEZEXRF-—ATHEHEE) 4 100%
Mr ZHANG Quan SRAE ST A 4 100%
Mr LI Jianwei REREE 3 75%
Non-executive Directors FHITES
Ms YUAN Liqun =B L+ 75%
Mr ZHANG Xin Hua SRETEE L 0%
Mr CHEN Yu Hang BR A1 9 A 1 25%
Independent Non-executive Directors BUFHTES
Mr CHAN Wai Dune Bk 4 o1 45 4 1 25%
Mr LAM Ming Yung MEFE L E 75%
Ms CHEN Chunhua BREEZL 50%
For each of the Board meetings during the Year, each Director had been R-ETRFEBREETTEE  BREFY
consulted beforehand or served prior notice to enable him/her to include RERESHANERSABE - FEARD
matters in the agenda of the forthcoming regular Board meeting. SmEREMIAEEETHEERE

The Company generally gives notice of regular Board meetings at least

14 days in advance and gives reasonable notice for all other Board

meetings. In 2005, the Company had complied with the said notice

requirements to give all Directors opportunity to attend the regular/other

Board meetings.

All Directors have access to the advice and services from the secretary of

the Company (“Secretary”) who is responsible for ensuring that the Board

procedures are complied with and advises the Board on corporate

governance and compliance matters.
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The Secretary is responsible for taking minutes of the Board and the
Committee meetings which shall record in sufficient detail the matters
considered by the Board, decisions reached and concerns and divergent
views, if any. For each of the Board meetings held in the year 2005, draft
and final versions of the Board minutes had been sent to all Directors
within reasonable time (generally within 14 days) after the Board
meeting was held for their comments and records. All Board minutes are

available for inspection by all Directors.

The Company's corporate governance guidelines render all Directors the
rights, upon reasonable request, to seek independent professional advice
in appropriate circumstances, at the Company’s expense and in such
circumstances, the Board shall resolve to provide separate independent
professional advice to the Directors to assist the relevant Directors to

discharge their duties.

The provisions of the articles of association of the Company (the
“Articles”) have set out a list of matters that should not be dealt with by
way of circulation and such list includes the circumstances where a
Director has a conflict of interest in a matter to be considered by the

Board which the Board considered to be material.

In 2005, appropriate insurance cover was arranged in respect of legal

action against the Directors.
CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The Company recognises the different roles of chairman of the Board
(the “Chairman”) and the chief executive officer (the “CEQ") of the
Company. Therefore, the Chairman and the CEO of the Company are
separate persons to enhance the division of responsibilities between
them and to ensure a balance of power and authority. In 2005, Mr FANG
Hongbo was elected by the Board as the Chairman who rendered
leadership to the Board so that the Board worked effectively on the
strategic level of the business of the Company. To this end, the Chairman
is responsible for ensuring that all Directors are properly briefed on
business arising at the Board meetings and that Directors timely receive
adequate, complete and reliable information. For the year 2005, the
Chairman had fulfilled such responsibilities. The CEO, Mr LIU Liang (from
January 2005 until August 2005) and Mr WANG Wei (from September
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2005 onwards) has executive responsibilities over the business directions
and operational decisions of the day-to-day management and performance
of the Group. The Board also comprises independent non-executive
Directors who contribute their expertise, experience and independent
judgement to the Board. As noted below, all the members of the audit
committee of the Company (the "Audit Committee”) are independent
non-executive Directors. Such composition functions to ensure a
sufficient independent element in the Board which in turn reflect the

good governance practices of the Company.
BOARD COMPOSITION

The Board is chaired by Mr FANG Hongbo and comprises four executive
Directors, being Mr FANG Hongbo, Mr LIU Liang (resigned on 17 January
2006) and is replaced by Mr WANG Wei, Mr ZHANG Quan and Mr LI
Jianwei, three non-executive Directors, being Ms YUAN Liqun, Mr ZHANG
Xin Hua and Mr CHEN Yu Hang, and three independent non-executive
Directors, Mr CHAN Wai Dune, Mr LAM Ming Yung and Ms CHEN
Chunhua. The biographies of the Directors are set out in pages 33 to 36
herein, which demonstrates a diversity of skills, expertise, experience and
qualifications appropriate for the requirements of the business of the

Company.

The Directors and the CEO have no financial, business, family or other
material/relevant relationships with each other. The balanced board
composition of four executive Directors and six non-executive Directors is
formed to ensure strong independent element on the Board. The
Company has received annual confirmation of independence from each
of the three independent non-executive Directors in accordance with Rule
3.13 of the Listing Rules. The Board has assessed their independence
and concluded that all the independent non-executive Directors are
independent within the definition of the Listing Rules. Furthermore, in
2005, all the independent non-executive Directors had been expressly
identified as such in all corporate communications that disclose the

names of the Company.
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APPOINTMENTS, RE-ELECTION AND REMOVAL

The Articles provide that in 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. The Board is of the view that such mechanism helps to ensure
orderly succession to the appointments to the Board and that changes to

its composition can be managed without undue disruption.

In view of the relevant provisions of the New CG Code, the Company had
taken steps to ensure the appointment of the non-executive Directors
with a specific term and shall be subject to re-election. As at the date of
this report, all of the non-executive Directors and independent non-
executive Directors have, respectively, entered into a service contract with
the Company for a term of two years which commenced on 1
September 2005 and is subject to termination by either party giving not
less than one month's written notice. Further, any Director appointed to
fill a vacancy is subject to re-election by the shareholders of the Company
at the first general meeting after his/her appointment in accordance with
the Articles.

The Company deviated from Code A4.2 of the New CG Code to the
extent that the Articles do not provide for every Director to be subject to
retirement by rotation at least once every three years. Therefore, a special
resolution will be proposed to amend the relevant provisions of the
Articles at the forthcoming annual general meeting, so that every Director
shall be subject to retirement by rotation at least once every three years
in order to make the corporate governance practices of the Company in
line with the New CG Code. The aforementioned slight deviations from
the New CG Code for the Year occurred mainly due to the untimely

response to the relevant parts of the revised Listing Rules.

The Company does not have a nomination committee. There was no
new appointment of Directors for the Year. During the Year, the Board has
examined the employment terms of the Senior Management and gave
advice on the same. The independency of independent non-executive

Directors had also been assessed by the Board.
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RESPONSIBILITIES OF DIRECTORS

To ensure that every newly appointed Director has a proper understanding
of the operations and business of the Group and that he/she is fully
aware of his/her responsibilities as a Director under the Listing Rules,
applicable regulatory requirements and other regulatory requirements and
the business and governance policies of the issuer, each of the newly
appointed Director is given a comprehensive orientation package
containing the above information and requirements. Also, the Directors
are continually updated with legal and regulatory development, business
and market changes and the strategic development of the Group to

facilitate the discharge of their responsibilities.

The non-executive Directors take an active role in Board meetings,
contribute to the development of strategies and policies and make sound
judgement on issues of strategy, policy, performance, accountability,
resources, key appointments and standard of conduct. They will take lead
where potential conflicts of interests arise. They are also members of
various Committees and scrutinize the overall performance of the Group
in achieving agreed corporate goals and objectives, and monitoring the

reporting of performance.
DIRECTORS' SECURITIES TRANSACTIONS

The Company has adopted a code of conduct rules (the “Model Code”)
regarding securities transactions by Directors on terms no less exacting
than the required standard as set out in the Model Code for Securities
Transactions by Directors of Listed Issuers contained in Appendix 10 of
the Listing Rules. After making specific enquiries of all Directors, the
Company confirms that all the Directors have complied with the Model
Code in 2005.

Hualing Holdings Limited Annual Report 2005
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SUPPLY OF AND ACCESS TO INFORMATION

In respect of regular Board meetings, an agenda and accompanying
Board papers are sent to all Directors at least three days before the date

of Board/Committees meeting.

The management has an obligation to supply the Board and the
Committees with adequate information in a timely manner to enable the
Board make informed decisions. Where any Director requires more
information than is volunteered by the management, each Director may
contact the Senior Management through individual and independent
channels and to make further enquires if necessary and such enquiries
will be responded by the management within a reasonable time with
sufficient details. Furthermore, Board papers and minutes are made

available for inspection by Directors and Committee members.

REMUNERATION OF DIRECTORS AND SENIOR
MANAGEMENT

The Company established its remuneration committee (the “Remuneration
Committee”) in September 2005. The Remuneration Committee has
made available its scope of duties on the website of the Company to

explain its role and the authority delegated to it by the Board.
The duties of the Remuneration Committee include:

(i) to make recommendations to the Board on the Company's policy
and structure for all remuneration of Directors and Senior Management
and on the establishment of a formal and transparent procedure for

developing policy on such remuneration;
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to have the delegated responsibility to determine the remuneration
packages of all executive Directors and Senior Management,
including benefits in kind, pension rights and compensation
payment, including any compensation payable for loss or termination
of their office or appointment, and make recommendations to the
Board the remuneration of non-executive Directors. The Remuneration
Committee should consider factors such as salaries paid by
comparable companies, time commitment and responsibilities of the
Directors, employment conditions elsewhere in the group and

desirability of performance-based remuneration;

to review and approve performance-based remuneration by reference
to corporate goals and objectives resolved by the Board from time to

time; and

to ensure that no Director or any of his associates is involved in

deciding his own remuneration.

A majority of the members of the Remuneration Committee are

independent non-executive Directors. This committee is chaired by Ms
CHEN Chunhua and other members are Mr FANG Hongbo, Mr LI Jianwei,
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Mr CHAN Wai Dune and Mr LAM Ming Yung. The attendance of each BhAk - ZRELEREHFHEES SR 2RHN
member in the Remuneration Committee meeting is set out as follows: I
Total number of Remuneration Committee —EEhEEVFHMEESE
meeting in 2005 SREY 1
Number of
attendance %
R E %
Executive Directors BITES
Mr FANG Hongbo 770K 5 A 0 0%
Mr LI Jianwei REREE 1 100%
Independent Non-executive Directors BUFHTES
Mr CHAN Wai Dune Bk 4 o1 4 4 1 100%
Mr LAM Ming Yung MEA B A 1 100%
Ms CHEN Chunhua BREERL 0 0%
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In 2005, the Remuneration Committee considered the following
proposals and made recommendation to the Board after consultations
with the Chairman or the CEO:

(i) annual salary review for executive Directors and non-executive

Directors; and

(i) offer and grant of share options under the share option scheme in
2003 to eligible employees including four executive Directors and

three non-executive Directors.

The Company’s remuneration policy for the Directors and Senior
Management are set on the basis that the corporate performance of the
Company was contributed by the work performance of them, which in
turn was reflected by their remuneration level. For the purpose of
determining the level of remuneration of Directors and Senior Management,
appraisal of their work performance of Directors and Senior Management
had been conducted during the Year. Such work performance of Directors
and Senior Management was judged by the extent to which the
Company's budget target was met, the financial performance of the
Company in terms of sales revenue and net profits as disclosed in the
audited financial report. Such work performance appraisal was conducted
by the Remuneration Committee who would provide their advice as to
the remuneration level of the Directors and the Senior Management.
Remuneration of Directors and Senior Management are determined in
general meetings according to related policies, the recommendation by
the Remuneration Committee and the actual financial position of the

Company.

During the Year, all independent non-executive Directors are paid director
fees while the remaining Directors are not paid any director fees by the

Company.

The Remuneration Committee is provided with sufficient resources,
including the advice of professional firms, to discharge its duties, if

necessary.
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ACCOUNTABILITY AND AUDIT

The management provides the relevant information and explanation to
the Board so as to enable the Board to make an informed assessment of

the financial and other information put before the Board for approval.

The Directors acknowledge their responsibility to prepare financial
statements for each financial year which give a true and fair view of the
state of affairs of the Group and in presenting the interim and annual
financial statements, and announcements to shareholders. The Directors
aim to present a balanced and reasonable assessment of the Group's

position and prospects.

The Group incurred a loss attributable to the equity holders of the
Company of HK$283,540,000 for the year ended 31 December 2005.
In addition, the Group had net current liabilities and net liabilities of
HK$710,269,000 and HK$261,616,000, respectively, as at 31 December
2005. Nevertheless, the Directors have adopted the going concern basis
in the preparation of these financial statements based on the assumptions

disclosed in the Note 2.1 to the financial statements.

In the opinion of the Directors, in light of the measures taken to date and
on the basis of the mentioned major assumptions disclosed in Note 2.1
to the financial statements, the Group will have sufficient working capital
to finance its operation to maintain its operating existence in the
foreseeable future. Accordingly, the Directors are satisfied that it is

appropriate to prepare the accounts on a going concern basis.

The Board acknowledges its responsibility to present a balanced, clear
and comprehensible assessment in the Company's annual and interim
reports, other price-sensitive announcement and other financial disclosures
required under the Listing Rules, and reports to the regulators as well as

to information required to be disclosed pursuant to statutory requirements.

Hualing Holdings Limited Annual Report 2005
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INTERNAL CONTROLS

The Board has overall responsibility for the system of internal controls
and for reviewing its effectiveness. The Board is committed to
implementing an effective and sound internal controls system to
safeguard the interest of shareholders and the Group's assets. The Board
has delegated to Senior Management for the implementation of the
system of internal controls and reviewing of all relevant financial,
operational, compliance controls and risk management function within an
established framework. During the Year, the Board had conducted a
review of the effectiveness of the system of internal control of the
Company and its subsidiaries and was of the view that the Company and
its subsidiaries had been operating an effective system of internal control

for the Year.
AUDIT COMMITTEE

The Audit Committee has made available its scope of duties, on the
website of the Company, explaining its role and the authority delegated to
it by the Board, and such terms of reference includes all the required
terms as set out in C3.3 of the New CG Code. The Audit Committee was

provided with sufficient resources in order to discharge its duties.
Main duties of the Audit Committee:

(i) to be primarily responsible for making recommendation to the Board
on the appointment, reappointment and removal of the external
auditors, and to approve the remuneration and terms of engagement
of the external auditors, and any questions of resignation or

dismissal of that auditors;

(if) to monitor integrity of financial statements of the Company and the
Company's annual report and accounts, half-year report, and to
review significant financial reporting judgements contained in them,
and to review the Company's annual report and accounts, half-year

report before submission to the Board;
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(ii) to review the Company'’s financial controls, internal controls and risk

management systems; and

(iv) to discuss with the management the system of internal control and
ensure that management has discharged its duty to have an

effective internal control system.

The Audit Committee comprises all three independent non-executive
Directors. The Audit Committee has been chaired by Mr CHAN Wai Dune
since August 1999 and other members are Mr LAM Ming Yung and Ms

CHEN Chunhua. The attendance of each member is set out as follows:

(i) MAARRZHBERE  AAMEERER

EEHE

(vy HEEENmAMERERS BREEE
[BITRE  EIBMZNAEZERLR -

ERZECHEB-RBIUFRTESRANR -
E—NAAAFNARE EREZESHRERSE
HRETE EMKEERMABEERRE
et - FREHEZLEHENT

Total number of Audit Committee meetings CEERFEEREESR
in 2005 ERAY 5
Number of
attendance %
R E %
Independent Non-executive Directors BUFHTES
Mr CHAN Wai Dune Bk 4 o1 4 4 5 100%
Mr LAM Ming Yung MREA B A 5 100%
Ms CHEN Chunhua BREERL 3 60%
Full minutes of Audit Committee meetings are kept by the Secretary who EREEEIESRLSaNE (ANEE
serves also as secretary of the meetings of Audit Committee. Draft and ERZEEGRIWBIRE -BEREESS
final versions of minutes of the Audit Committee meetings are sent to all BBz RERRER —REGHERI4A R

members of the Committee for their comment and records respectively,

in both cases generally within 14 days after the meeting.

During the Year, the Audit Committee had convened 5 meetings all of
which chaired by Mr CHAN Wai Dune, the committee chairperson. The
work performed by the Audit Committee during the Year included:

(i) to review the Group's annual and interim reports;

(i) to review and advise on the terms of engagement and other matters

relating to the external auditors of the Company;

(ii) to review and advise on the system of internal control of the

Company;
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(iv) to review and confirm that the Company’s connected transactions
are entered in normal commercial terms, fair and reasonable, and in

the interests of the shareholders of the Company as a whole; and

(v) to advise on significant events of the Company and highlight to the

management the related risks.

The Board agrees with the Audit Committee's proposal for the
reappointment of Messrs PricewaterhouseCoopers as the Company's
external auditors for 2006. The recommendation will be put forward for
the approval of shareholders of the Company at the forthcoming annual

general meeting.

None of the three Audit Committee members are former partner of

Messrs PricewaterhouseCoopers.

During the Year, the remuneration paid to the Company's external Hong

Kong auditors, Messrs PricewaterhouseCoopers, is set out as follows:

(v) B RBRALT 2 BERZSE— &
LGH - ATARRGEAATRAZE
LIRS

V) RERBZEAFEARELER  TMER
EieBBmaAR -

EFSRAEERZRERERENREE AKX
BEIMEEMARDA ST NFZINER
HED - ZEBBNEERRAFAGLREZEAR
D AR AL -

—HRERREERENIFELRICEGIIE

B ZAAKA -

RAFEE - AR B INS BB % B R K
EEMEBAINZMERIOT -

Fee paid/payable

Bt

HK$'000

BT T

Audit services ZE B 2,044
Non-audit services: IERZERTS -

Rights issue A% 294

Total &&t 2,338

EZKBERDIA —TTAFFH
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DELEGATION BY THE BOARD

The day-to-day management of the Company is delegated to the
management, with each division responsible for different aspects of the

business of the Company.

Major corporate matters that are specifically delegated by the Board to
the management include the preparation of interim and annual reports
and announcements for the Board approval before publishing, execution
of business strategies and initiatives adopted by the Board, implementation
of adequate systems of internal controls and risk management procedures,
and compliance with relevant statutory requirements and rules and

regulations.
BOARD COMMITTEES

The Board has established two Committees with defined scope of duties
in written form. The Committees are the Audit Committee and the
Remuneration Committee. The scope of duties of the Audit Committee
and the Remuneration Committee are posted on the Company's website

http://www.hualing.com.

Each Committee will report to the Board as a whole the findings of its

meetings and submit the minutes of the same.
COMMUNICATION WITH SHAREHOLDERS

In 2005, separate resolution had been proposed by the chairman of that
meeting in respect of each substantially separate issue at each of the

general meetings of the Company.

The Chairman, Mr FANG Hongbo, had attended the annual general
meeting of the Company in 2005 and was available to answer questions

at the said meeting.
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VOTING BY POLL

The Company informs the shareholders (in its circulars in which a notice
was attached to convene a general meeting) the procedures for voting by
poll and the rights of shareholders to demand a poll to ensure
compliance with the requirements under the Listing Rules. Pursuant to
Article 68 of the Articles, a resolution put to the vote of the meeting shall
be decided on a show of hands unless a poll is taken as may from time
to time be required under the Listing Rules or any other applicable laws,
rules or regulations or unless (before or on the declaration of the result of
the show of hands or on or before the withdrawal of any other demand
for a poll) a poll is duly demanded. Subject to the Companies Ordinance
(Chapter 32 of the Laws of Hong Kong), a poll may be demanded by:

(a) the chairman of the meeting; or

(b) at least three shareholders present in person or by proxy and

entitled to vote at the meeting; or

(¢) any shareholder or shareholders present in person or by proxy and
representing in the aggregate not less than one-tenth of the total
voting rights of all shareholders having the right to attend and vote at

the meeting; or

(d) any shareholder or shareholders present in person or by proxy and
holding shares conferring a right to attend and vote at the meeting
on which there have been paid up sums in the aggregate equal to
not less than one-tenth of the total sum paid up on all shares

conferring that right.

The Chairman of the general meeting of the Company will disclose to the
meeting the total number of votes represented by all proxies held by
Directors indicating an opposite vote to the votes cast at such meeting on
a show of hands. The Company should count all proxy votes, and except
where a poll is required, the chairman of a general meeting of the
Company should indicate to the meeting the level of proxies lodged on
each resolution, and the balance for and against the resolution, after it
has been dealt with on a show of hands. The Company should ensure
that votes cast are properly counted and recorded by the appointment of

a scrutineer.
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The Chairman of a general meeting of the Company should at the RRBBRRAG TR EEREEMNBREAEH
commencement of any such meeting ensure that an explanation is REBEMETIEE -

provided of:

(i) the procedure for demanding a poll by shareholders before putting a () ERBRRABFFARRZAMRBRERIA
resolution to the vote a show of hands; and BETARRZERF + &

(i) the detailed procedures for conducting a poll and then answer any (i) EERUAREFARRZERT  UKRE

question from shareholders whenever voting by way of a poll is 77 RETTROR AR B B IR R R (E o 28
required. ZEEAET e
In 2005, the Directors confirmed that all the above requirements in MRZTTLFE  EFEACLEEREME
respect of voting by poll at any general meeting had been duly complied R ERRRAGETRERRZATE -
with.
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