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Corporate Governance Report

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 on 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, the Board
has reviewed the Company’s corporate governance practices
and is satisfied that the Company has been in compliance with
the code provision set out in the New CG Code of the Listing
Rules throughout the Year. Save that the Chairman of the Board,
Mr. Fang Hongbo, did not attend the annual general meeting of
the Company held on 9 June 2006 (details of which are set out
under “Communication with Shareholders” below).

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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Corporate Governance Report

There are 7 Board meetings held during the Year which fulfill
the requirement of the New CG Code that Board meetings
should be held at least four times a year.The attendance records
of the Directors at the Board meetings for the year 2006 are as

follows:
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Total number of Board meetings —EBEREE 7
for the year 2006 EFESEREY
Number of Attendance
attendance rate
B RE HEE
Executive Directors BITES
Mr. FANG Hongbo (Chairman) FAR S (FE) 100%
Mr. ZHANG Quan REXL 7 100%
Mr. LI Dong Lai (appointed on FRIREAE
16 August 2006) (RZZEZERFNATBEZE) 2 29%
Mr. LI Jianwei REEEE 100%
Ms. YUAN Ligun (redesignated RNELZ L
from non-executive Director (R=—ZTZLF—HAMA
to executive Director on HIRTESHIANITES)
4 January 2007) 7 100%
Mr. WANG Wei (appointed on TEEAE
17 January 2006 and resigned (RZZEE —ATtHEZE -
on 16 August 2006) jﬁﬁé:z i)\ﬂ +NBEHE) 2 29%
Non-executive Directors FBITES
Mr. ZHANG Xin Hua RIERE 1 14%
Mr. CHEN Yu Hang PR ok & 2 29%
Independent non-executive Directors HILFEHITESE
Mr. CHAN Wai Dune BR 4 ot o5 A 71%
Mr. LAM Ming Yung MEAB A& 86%
Ms. CHEN Chunhua REER L 6 86%
For each of the Board meetings for the year 2006, each Director R _-_ZEEXFEBANEZTECLH FLEEY
had been consulted beforehand or served prior notice to enable A& A ESHAER S AIES - FHATRDY
him/her to include matters in the agenda of the forthcoming & EEUIIAZEES TH S HHRE -
regular Board meeting.
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The Company generally gives notice of regular Board meetings
at least 14 days in advance and gives reasonable notice for all
other Board meetings. For the year 2006, 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 and could have service from the
secretary of the Company (“Secretary”) who is responsible for
ensuring the Board procedures are complied with and advises
the Board on corporate governance and compliance matters.

The Secretary is responsible for taking minutes of the Board and
Board 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 2006, draft and final versions of the Board minutes had
been sent to all Directors within reasonable time (generally
within 14 days for both cases) 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.

For the year 2006, appropriate insurance cover was arranged in
respect of legal action against the Directors.
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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. For the year 2006, Mr. Fang Hongbo was elected
by the Board as the Chairman who renders 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 2006, the Chairman had fulfilled such responsibilities.
The CEO, Mr.Wang Wei (from January 2006 until August 2006)
and Mr.Zhang Quan (from August 2006 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 are
independent non-executive Directors. Such composition
functions to ensure a sufficient independent element in the
Board which in turn reflects the good governance practices of
the Company.

BOARD COMPOSITION

The Board is chaired by Mr. Fang Hongbo and comprises five
executive Directors, being Mr. Fang Hongbo, Mr. Zhang Quan,
Mr. Li Dong Lai (appointed on 16 August 2006), Mr. Li Jianwei,
Ms. Yuan Liqun (redesignated from non-executive Director to
executive Director on 4 January 2007) and Mr. Wang Wei
(appointed on 17 January 2006 and resigned on 16 August 2006),
two non-executive Directors, being 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 30 to 33
herein, which demonstrates a diversity of skills, expertise,
experience and qualifications appropriate for the requirements

of the business of the Company.
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The Directors and the CEO have no financial, business, family or
other material/relevant relationships with each other. The
balanced board composition of five executive Directors and five
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, for the year 2006, all the independent
non-executive Directors had been expressly identified as such
in all corporate communications that disclose the names of the
Directors of the Company.

APPOINTMENTS, RE-ELECTION AND
REMOVAL

The Code requires that every director,including those appointed
for a specific term, should be subject to retirement by rotation
at least once every three years. At the annual general meeting
held on 9 June 2006, the Articles of the Company were amended
to comply with the Code such that (i) every director (including
those appointed for a specific term) shall be subject to
retirement by rotation at least once every three years and (ii)
the managing director of the Company (if any) shall whilst
holding office as such be subject to retirement by rotation at
least once every three years and shall be taken into account in
determining the number of directors to retire by rotation in each

year.

The Articles provides that at every annual general meeting of
the Company, and notwithstanding any contractual or other
terms on which a Director may be appointed or engaged, one-
third of the Directors for the time being (or if their number is
not a multiple of three, the number nearest to but not less than
one-third) shall retire from office by rotation, provided that,
notwithstanding anything herein, every Director (including
those appointed for a specific term) shall be subject to
retirement by rotation at least once every three years.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.
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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
casual vacancy is subject to re-election by the shareholders of
the Company at the first annual general meeting after his/her

appointment in accordance with the Articles.

The Company has not established a nomination committee, the
establishment of which is a recommended best practice by The
Stock Exchange of Hong Kong Limited, and the selection and
approval of new Directors are undertaken by the Board.
According to the Articles, the Board has the power from time to
time and at any time to appoint any person as a Director either
to fill a causal vacancy or as an addition to the Board, subject to
re-election by the shareholders at the next annual general
meeting. Consideration would be taken,among other things, to
the nominee’s qualification, experience and ability relevant to
the Company’s business. It is believed that all members of the
Board would collectively have the required professional
knowledge and skills in identifying, recruiting and evaluating
new nominees to the Board.

During the Year, the Board has examined the employment terms
of the Senior Management and gave advice on the same.The
independence of independent non-executive Directors had also

been assessed by the Board.
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.
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The non-executive Directors take an active role in Board
meeting, 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 enquiry of all Directors, the Company confirms
that all the Directors have complied with the Model Code for
the year 2006.

SUPPLY OF AND ACCESS TO
INFORMATION

In respect of regular Board meetings, an agenda and
accompanying Board papers are sent in full to all Directors at
least three days before the date of Board/Committee 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 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.
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REMUNERATION COMMITTEE

The Company established its remuneration committee (the

“Remuneration Committee”) in September 2005.

The major roles and functions of the Remuneration Committee

include:

(i)

(i)

(iii)

(iv)

(v)

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 procedures for developing policy on such

remuneration;

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 of 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;

To review and approve compensation arrangements
relating to dismissal or removal of Directors for misconduct
to ensure that such arrangements are determined in
accordance with relevant contractual terms and that any
compensation payment is otherwise reasonable and
appropriate; and

To ensure that no Director or any of his associates is

involved in deciding his own remuneration.

>
ME
IR
oK
—kal-l-
DfF

HMESE

<t

ARARR-_ZEZTRAFNAK
(IHFMEES]) -

i
=
WA
Bl
23

FzEerI2ABRBEETE

() HEAAEERERERE2EHHE
ERRH - BRI ERHAERE 2R
FHITHEHMESR MEFRRLR
#

(i) BERTUTER BEERENTEER
EREEBZHFHNEE  BRIFESEF
@ RReRNLEESR (BERAN
RIFBEAREZREE) - XIFRTE
EZFHREESRLES - FHEES
EEZEzAZBREBARSN 2HHM -
EFANBZEHREERE  SERHE
B 2 BRI MR S RIZRIREE

M

\

(i) BHEZBEESTEFRILEENNLAE
Zo s R ERRIEMETE 25

(iv) B RIERTEITAMAERESRITHL
RRESFRIBERY  BRBMLH
RIBIERE A MR EE - LR EMRR(E
SROBAELEE &

(v) MEREAESHKETABEATSETE
FEFTB o

2006 Annual Report —ZZNEFH

21



22

Corporate Governance Report

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, Mr. Chan Wai Dune and Mr.Lam Ming Yung.The
attendance of each member in the Remuneration Committee
meetings is set out as follows:
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Total number of Remuneration “EEREE 2
Committee meeting FNEESEERE
for the year 2006
Number of Attendance
attendance rate
HERE g
Executive Directors BITESE
Mr. FANG Hongbo 7R 100%
Mr. LI Jianwei RE@EEE 100%
Independent non-executive Directors BIIFEHITESE
Mr. CHAN Wai Dune R 4 3 ot A 1 50%
Mr. LAM Ming Yung MREAEB S A 2 100%
Ms. CHEN Chunhua BREMEL L 100%
For the year 2006, the Remuneration Committee had considered R-ZEE X FE @ FHEZESELERNTES
the annual salary review for executive Directors and non- Eﬁ;ﬁﬂﬁ%%Zﬁf%i EARETJL C WK EE

executive Directors and made recommendations to the Board
after consultations with the Chairman or the CEO.
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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 is
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.
AUDIT COMMITTEE

The Company established its audit committee (the "Audit
Committee”) in August 1999.

The major roles and functions of the Audit Committee:

(i)  To be primarily responsible for making recommendation
to the Board on the appointment, reappointment and
removal of the external auditor, and to approve the
remuneration and terms of engagement of the external
auditor, and any questions of resignation or dismissal of
that auditor;
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(i)  To monitor integrity of financial statements of the
Company and the Company’s annual report and accounts
and half-year report, to review significant financial
reporting judgments contained in them, and to review the
Company'’s annual report and accounts, half-year report
before submission to the Board;

(iii) Toreview the Company’s financial controls, internal control
and risk management systems;

(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;

(v) To review the Group's financial and accounting policies
and practices; and

(vi) To report to the Board on the matters set out in this code
provision.

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:

Total number of Audit —EEREE
Committee meetings BEZZETEREY
for the year 2006
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Number of Attendance

attendance rate
H B RE s

Independent non-executive Directors BHIIFEHITESE
Mr. CHAN Wai Dune oR # i 5T A 4 100%
Mr. LAM Ming Yung MEAE T & 4 100%
Ms. CHEN Chunhua fREELZ LT 75%
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Full minutes of Audit Committee meetings are kept by the
Secretary who serves also as secretary of the meetings of Audit
Committee. Draft and final versions of minutes of the Audit
Committee meetings are sent to all members of the Committee
for their comments and records respectively, in both cases
generally within 14 days after the meeting.

During the Year, the Audit Committee had convened 4 meetings
and all meetings were chaired by Mr. Chan Wai Dune, the
Committee chairperson. The work performed by the Audit
Committee during the Year included:

(i)  reviewing the Group’s annual and interim reports;

(ii)  reviewing and advising on the terms of engagement and
other matters relating to the external auditors of the

Company;

(iii) reviewing and advising on the system of internal control
of the Company;

(iv) reviewing and confirming 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) advising on significant events of the Company and
highlight to the management the related risks.

The Audit Committee was provided with sufficient resources in

order to discharge its duties.

The Board agrees with the Audit Committee’s proposal for the
reappointment of Messrs. PricewaterhouseCoopers as the
Company’s external auditor for 2007.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.

TERERHRS

BERREe s xBeRL AN E (ARKELSE
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During the Year, the remuneration paid to the Company's

external Hong Kong auditors, Messrs. PricewaterhouseCoopers,

is set out as follows:

ALl Afe N =+
TEERME

RAFENR - [AARRRAINE R B XA & TR
BRI EBAN ZMEEIIMT

Fee paid/payable

Bft EAER

HK$’000

BT T

Audit services Z SR 7 1,891
Non-audit services IEZERTS

Interim review and review of P HAE R 6
continuing connected transactions SEAER S 1,219
Total a&t 3,110

EXECUTIVE COMMITTEE

The Company established its executive committee (the

“Executive Committee”) in April 2006.The Executive Committee

is responsible for discussing and determination of the Group’s

routine operation and administrative matters. The members of

the Executive Committee are executive Directors of the

Company and comprised of Mr. Fang Hongbo, Mr. Zhang Quan,

Mr. Li Dong Lai, and Mr. Li Jianwei. The attendance of each

member is set out as below:

THESE

ARAR_EERNFOAXRLIETREZES
(MTBZEE]) - TREESRASIWMMAETE
AEBZPITEERTHREE - THREE K
BRARBZHITES  BEILREE R
REL  FTRREERRERRLE - KRB
B2 s E T

Total number of Executive —EBEREE 2
Committee meetings TBHEEEEREN
for the year 2006
Number of Attendance
attendance rate
Executive Directors BITESE
Mr. FANG Hongbo 7R 2 100%
Mr. ZHANG Quan SRAE S 2 100%
Mr. LI Dong Lai FRREE 2 100%
Mr. LI Jianwei REEEE 2 100%

The Executive Committee is provided with sufficient resources,

including the advice of professional firms, to discharge its duties,

if necessary.

Hualing Holdings Limited ZEZ&EEARAQ A
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ACCOUNTARBILITY 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 for preparing
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$112,647,000 for the year ended 31 December 2006.
In addition, the Group had net current liabilities and net liabilities
of HK$687,039,000 and HK$300,490,000, respectively, as at 31
December 2006. Nevertheless, the Directors have adopted the
going concern basis in the preparation of these consolidated
financial statements based on the assumptions disclosed in note
2.1 to the consolidated 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 consolidated financial statements 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 announcements 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.
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INTERNAL CONTROLS

The Board is responsible for maintaining a sound and effective
system of internal controls in the Company and for reviewing
its effectiveness through the Audit Committee. The internal
control system is designed to provide reasonable, but not
absolute, assurance against material misstatement, fraud or loss
and to manage, but not to eliminate, risks of failure in achieving
the Company’s objective.

The internal control system, which includes a defined
management structure with specified limits of authority, is
designed to (a) help the achievement of business objectives,and
safeguard the Company’s assets; (b) ensure proper maintenance
of accounting records; and (c) ensure compliance with relevant

legislation and regulations.

The management maintains and monitors the system of
controls, including financial, operation, compliance controls and

risk management functions, on an ongoing basis.

The Company had a full set of Internal Control System manual
which is approved by the Board. This manual contains a
comprehensive overview and description of the objectives,
content, methods and duties of the internal control system,and
facilitates the ongoing examination and evaluation of the
Company’s compliance with existing rules and regulations and
of the effectiveness of internal control. During the Year and as
at the date of this annual report, the Company consistently
applied the full set of manual which covers the control of the
high risk areas of operation, suppliers, sales, finance and
personnel management. The Board has, through the Audit
Committee, carried out ongoing examination and monitoring

of the Group’s internal control system.

During the Year, based on the evaluations made by the
management, the Audit Committee was satisfied that the
internal controls and accounting systems of the Group have
been in place and function effectively and are designed to
provide reasonable assurance that material assets are protected,
business risks attributable to the Group are identified and there
is an ongoing process in place for identifying, evaluating and
managing the significant risks faced by the Group.

Hualing Holdings Limited ZEZ&EEARAQ A
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COMMUNICATION WITH SHAREHOLDERS

For the year 2006, separate resolutions 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 of the Board, Mr. Fang Hongbo did not attend the
annual general meeting of the Company held on 9 June 2006
as he was overseas for a sudden business engagement.The CEO
attended the said annual general meeting on his behalf to chair
the meeting and answer shareholders’ questions.

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 three Committees with defined scope
of duties in written form. The Committees are the Audit
Committee, Remuneration Committee and Executive

Committee.

The scope of duties of the Committees are posted in 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.
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