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CORPORATE GOVERNANCE

The Group's stated objective is to enhance its corporate value,
focusing on the solid growth in net profit and consistently stable in
cash flow, to ensure the Group's long-term, sustainable development
and to achieve sound returns for shareholders. The Group is
committed to raising its corporate governance standards and
increasing the transparency of its operations. Such objective will be
achieved by constantly improving the quality of corporate governance
of Shenzhou International through continuing training for Directors as

well as staff and the appointment of external professional advisers.

The Board adopted its own Code of Corporate Governance, which
covered all the code provisions and most of the recommended best
practices of the Code on Corporate Governance Practices (the "CG
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") since 9 October 2005.

The Company had complied with all the code provisions of the CG
Code throughout the year ended 31 December 2006.

THE BOARD

The Group endeavours to enhance corporate efficiency and
profitability through the Board. The Directors recognise their collective
and individual responsibility to the shareholders and perform their
duties diligently to contribute to positive results for the Company and

maximize returns for shareholders.

The Board currently comprises five Executive Directors and three
Independent Non-executive Directors, whose biographical details and
family relationships among certain Directors are set out in the section
headed "“Biographical Details of Directors and Senior Management”
on pages 45 to 53. There is no other material financial, business or

relevant relationships among the Directors.
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The Board is responsible for governing the Company and managing
assets entrusted by the shareholders. The principal responsibilities of
the Board include the formulation of the Group's business strategies
and management objectives, supervision of the management and

evaluation of the effectiveness of management strategies.

Day-to-day management of the Group's businesses is delegated to
the Executive Director or officer in charge of each division. The
functions and power that are so delegated are reviewed periodically
to ensure that they remain appropriate. Matters reserved for the
Board are those affecting the Group’s overall strategic policies,
finances and shareholders including financial statements, dividend
policy, significant changes in accounting policy, material contracts and
major investments. All Board members have separate and
independent access to the Group's senior management to fulfill their
duties. They also have full and timely access to relevant information
about the Group and are kept abreast of the conduct, business
activities and development of the Group. Independent professional

advice can be sought at the Group's expense upon their request.

All Directors are required to declare to the Board upon their first
appointment of the directorships or other positions they are
concurrently holding at other companies or organizations. These
interests are updated on an annual basis. A Director should declare
his/her interests and abstain from voting in respect of any proposal
or transaction discussed by the Board in which he/she is deemed by

the Board to have a conflicting interest.

Chairman and Group General Manger

The Chairman of the Board and the Group General Manager have
separate and distinctive roles. The Chairman of the Board is
responsible for the overall management of the Board and significant
operational decisions of the Group, while the Group General Manager
is responsible for managing the day-to-day operations of the Group's

business.
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Independence of Independent Non-executive Directors

Independent Non-executive Directors accounted for more than one
third of the members of the Board. The Independent Non-executive
Directors are outstanding executives or experts in the textile industry
who bring with them expertise in different areas. They provide
adequate control and balances for the Group to protect the overall
interests of the shareholders and the Group. The role of the
Independent Non-executive Directors is to provide independent and
objective opinions to the Board for its consideration and decisions.
All independent Non-executive Directors have submitted written
confirmation of their independence and compliance with the

independence guidelines as set out in the Listing Rules.

Board proceedings

Regular Board meetings are held to discuss the Group's operation,
financial performance, corporate governance and future development.
At least 14 days prior notice and an agenda with supporting papers
of no less than 3 days of the Board meeting are given to directors to
ensure timely access the relevant information to discharge of their

duties.

Minutes of the Board and Board Committees are taken by the
Company Secretary and, together with any supporting papers, are
open for inspection following reasonable notice by any Directors.
Draft and final versions of minutes are sent to all Directors for their

comment and records, respectively.

The Company held four full Board meetings for the year ended 31
December 2006, with all Directors attended, except for Mr. Huang
Guanlin who was absent from two meetings as he has another

business engagement.

Board meetings will be held at least four times a year with additional
meetings convened as and when necessary to determine overall
strategic directions and objectives and approve interim and annual

results and other significant matters.
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During the year, the Chairman also held a separate meeting with all
the Independent Non-executive Directors to address business issues

and concerns.

Board Committees

To oversee particular aspects of the Company’s affairs and to assist
in the execution of its responsibilities, the Board has set up three
Committees, namely Audit Committee, Remuneration Committee and
Nomination Committee. The Committees have been structured to
include a majority of Independence Non-executive Directors as
members in order to reinforce independence. All of the Committees
are governed by its respective terms of reference, which are available

on the Company's website www.shenzhouintl.com.

All Committees are provided with sufficient resources to discharge
their duties. The Committees report to the Board on a regular basis
to discuss significant issues and findings and to make

recommendations to the Board for making decisions.

REMUNERATION COMMITTEE

The Company has established a Remuneration Committee in
compliance with the CG Code on 9 October 2005, which comprises
one Executive Director and two Independent Non-executive Directors,
namely Mr. Ma Renhe, Mr. Qian Feng and Mr. Dai Xiangbo, and Mr.

Ma Renhe is the Chairman of the Remuneration Committee.

The principal responsibilities of the Remuneration Committee are to
make recommendations to the Board on the overall remuneration
policy and structure for the Directors and senior management and on
the establishment of a formal and transparent process for approving
such remuneration policy. No director will take part in any discussion
on his or her own remuneration. The details of their fees are set out

in note 24 to the financial statements.
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The Company's objective for its remuneration policy is to maintain
fair and competitive packages based on business requirements and
industry practice. In order to determine the level of remuneration and
fees paid to members of the Board of Directors, market rates and
factors such as each director's workload, responsibility, and job

complexity are taken into account.

The Remuneration Committee held one meeting with full attendance
in 2006. At the meeting, it reviews the remuneration of Directors and

senior management.

NOMINATION COMMITTEE

The Company has established a Nomination Committee on 9 October
2005, which comprises one Executive Director and two Independent
Non-executive Directors, namely Mr. Huang Guanlin, Mr. Zong
Pingsheng and Mr. Dai Xiangbo, and Mr. Huang Guanlin is the

Chairman of the Nomination Committee.

The principal responsibilities of the Nomination Committee are to
identify candidates with suitable qualifications as directors, select and
nominate such candidates for directorship and provide
recommendations to the Board; review the structure, headcount and
composition (including skills, knowledge and experience) of the Board

and make recommendations to the Board for any proposed changes.

The Nomination Committee held one meeting with full attendance in
2006. At the meeting, it reviewed and recommended the
reappointment of retiring directors for shareholders’ approval at the

annual general meeting.
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APPOINTMENT AND RE-ELECTION OF DIRECTORS

A person may be appointed as a member of the Board at any time
either by the shareholders in general meeting or by the Board upon

recommendation by the Nomination Committee.

In accordance with the Company’s Articles of Association, any
Directors appointed by the Board as additional Directors and to fill
casual vacancies shall hold office until the next Annual General
Meeting (in the case of an addition to the Board) or until the next
general meeting (in the case of filling a casual vacancy), and are
eligible for re-election by the shareholders. In addition, all Directors
are required to retire by rotation at least once every three years at
the Annual General Meeting, subject to re-election by the
shareholders. All Independent Non-executive Director are appointed

for specific terms for not more than three years.

Each of the Directors on appointment to the Board, is given a
comprehensive training on corporate governance and the model code
for securities transaction. The Company will continue to provide
ongoing training for the Directors to ensure that they would be able
to comply with the stringent regulatory requirements. The Company
has also established and operated a “securities information” platform
that allows Directors to have timely information of the securities
market and familiarize themselves with the rules of the securities
market, with a view to ongoing enhancement of corporate governance

standards.

AUDIT COMMITTEE

The Company has established an Audit Committee in compliance
with Rules 3.21 to 3.23 of the Listing Rules on 9 October 2005,
which comprises three Independent Non-executive Directors, namely
Mr. Dai Xiangbo, Mr. Qian Feng and Mr. Zong Pingsheng. The
Chairman of the Audit Committee is Mr. Dai Xiangbo, whose expertise
in accounting, auditing and finance enables him to provide leadership

for the Committee.
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The principal responsibilities of the Audit Committee are to conduct
critical and objective reviews of the Group's financial and accounting
practices and internal controls. These include determining of the
nature and scope of statutory audit, reviewing the Group's interim
and annual accounts and assessing the completeness and

effectiveness of the Group's accounting and financial controls.

The terms of reference of the Audit Committee are consistent with
the recommendations as set out in "A Guide for Effective Audit
Committee” published by the Hong Kong Institute of Certified Public
Accountants (the "HKICPA") and the provisions of the CG Code.

The Audit Committee held four meetings with full attendance for the
year ended 31 December 2006. At the meetings, it reviewed the
2005 final results, financial report and auditing issues, with the
external auditors, and the 2006 interim results, the activities of the
Group's internal audit functions, the internal audit report on business

operations, and the internal audit planning for 2007.

FINANCIAL REPORTING

The Board acknowledges of its responsibility to prepare the
Company's accounts which give a true and fair view and in accordance
with the accounting standards generally accepted in Hong Kong as
published by the HKICPA. The Company has selected appropriate
accounting policies and has applied them consistently based on
prudent and reasonable judgments and estimates. The Directors
endeavoured to make a fair and comprehensive assessment of the

Group's current conditions and prospects in the financial report.

INTERNAL CONTROLS

The Board recognises its responsibility to maintain an appropriate
internal control system and to ensure accurate reporting of the
Company's state of affairs to shareholders and the public in a timely

manner.
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The Group's internal control system is designed to enhance operating
effectiveness and efficiency, to safeguard assets against
misappropriation and unauthorized disposition, to maintain
appropriate accounting records and financial reports that are true and
fair, and to ensure compliance with relevant laws and regulations.
The system aims at providing a reasonable, but not absolute,
assurance against material misstatement or loss and managing rather

than eliminating operational risks.

The Board, through the Audit Committee, reviewed the internal control
system of the Group for the year ended 31 December 2006, which
covered controls over financial reporting, operations and compliance,
as well as risk management functions, and considered that the system
of internal controls in operation in the Group have been in place and

functioning effectively.

INTERNAL AUDIT

The Internal Audit Department plays an important role in monitoring
the internal governance of the Company. The Internal Auditor reports
directly to the Chairman and has direct access to the Audit Committee.
The Department has unrestricted access to information that allows it
to review all aspects of the Company's risk management, control and
governance processes. On a regular basis, it conducts audits on major
activities and process of the Group's business and support units. It
also conducts special reviews or investigations of areas of concern
identified by Management or the Audit Committee. All audit reports
are communicated to the Audit Committee, Directors and key senior
management. Audit issues are tracked and followed up for proper
implementation, with progress reported to the Audit Committee,

Directors and senior management periodically.
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EXTERNAL AUDITORS

The

PricewaterhouseCoopers. The Audit Committee is responsible for the

Group's independent external auditors are
appointment of the external auditors and reviewing the non-audit
functions performed by the external auditors for the Group. In
particular, the Committee will, prior to the execution of contract with
the external auditors and the commencement of their duties, consider
whether the non-audit functions will result in any potential material

conflict of interest.

The related remuneration for the audit services provided by
PricewaterhouseCoopers to the Group for the year ended 31
December 2006 amounted to RMB2,000,000.

The Board is satisfied with the audit fees, process and effectiveness

of PricewaterhouseCoopers and has recommended their
reappointment as the Company’s external auditors at the forthcoming

annual general meeting.

SECURITIES TRANSACTIONS OF DIRECTORS

The Company has adopted the Model Code for Securities Transactions
by Directors of Listed Issuers as set out in the Listing Rules as the
Company's code of conduct regarding Directors securities transactions
(“Securities Trading Code"). A copy of the Securities Trading Code is
provided to all Directors on their appointment. Reminder will be
issued twice a year, being one month prior to the respective Board
meetings approving the Company's interim results and annual results,
reminding the Directors that they are not allowed to trade on the
Company's securities prior to the announcement of its results and
that all transactions must comply with the Securities Trading Code.
Upon specific enquiries, all Directors confirmed their strictly
compliance with the relevant provisions of the Securities Trading

Code throughout the year.
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Senior Management who, because of their office in the Company,
are likely to be in possession of unpublished price sensitive
information, have been requested to comply with the provisions of

the Securities Trading Code.

INVESTORS RELATIONS AND COMMUNICATION

The Board recognises the importance of communication with its
shareholders. Annual and interim reports offer comprehensive
operational and financial performance information to shareholders
and the annual general meeting provides a forum for shareholders to

express their concerns directly to the Board.

Our Investor Relations Department communicates with research
analysts and institutional investors in an on-going manner and
provides them with up-to-date and comprehensive information about

the Group's strategies and development.

The Company also issues press releases from time to time throughout
the year and responds to requests for information and queries from
the investors. Current information on the Company including interim
and annual reports, announcements, press releases and presentations
material can be retrieved through our Company’s website
www.shenzhouintl.com. Information on the website is updated in a
timely manner to ensure that speed, fairness and transparency of our

disclosure.



