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CORPORATE GOVERNANCE PRACTICES

The Company is committed to maintain good standards of
the corporate governance practices by emphasizing
transparency, accountability and responsibility to its
shareholders.

Throughout the year of 2006, the Company applied the
principles of, and complied with all the code provisions and
some of the recommended best practices of the “Code on
Corporate Governance Practices” 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”) (the
“GC Code”). The Company will periodically review and
improve its corporate governance practices with reference to
the latest development of corporate governance.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model Code”)
as set out in Appendix 10 of the Listing Rules as the Company’s
code of conduct regarding securities transactions by its
Directors. A reminder is served to each Director twice annually,
one month before the relevant date of the Board meeting to
approve the Company’s half year results and annual results,
that the Director cannot deal in the securities and derivatives
of the Company until after such results have been published.

Directors are required to notify the Chief Executive Officer
and receive a dated written acknowledgement before dealing
in the securities and derivative of the Company and, in the
case of the Chief Executive Officer himself, he must notify
the Chairman and receive a dated written acknowledgement
before any dealing.

All the Directors have confirmed that they have complied
with the required standards as set out in the Model Code
throughout the year.
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The Company has also established a written guidelines for
securities transaction by relevant employees (include any
employee of the Company or a director or employee of a
subsidiary or holding company of the Company, who, because
of such office or employment, are likely to be in possession
of unpublished price-sensitive information in relation to the
Company or its securities) on no less exacting terms than the
Model Code. No incident of non-compliance was noted by
the Company.

BOARD OF DIRECTORS

The Company is governed by a Board of Directors which has
the responsibility for leadership and control of the Company.
The Directors are collectively responsible for promoting the
success of the Company by directing and supervising the
Company'’s affairs.

Currently, the Board comprises the Chairman, six other
Executive Directors, and four Non-executive Directors,
including three Independent Non-executive Directors. With
the exception of Mr. Ma Zhiping who joined the Board on 13
January 2006 as Executive Director, all other Directors served
for the whole year of 2006. The biographical details of the
Directors are set out on pages 13 to 16 of this annual report.

At each annual general meeting 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 every Director
shall be subject to retirement at least once every three years.
The Directors to retire in every year shall be those who have
been longest in office since their last election but as between
persons who became Directors on the same day who to retire
shall (unless they otherwise agree between themselves) be
determined by lot. The retiring Directors shall be eligible for
re-election. A new Director appointed by the Board (in the
case of filling a casual vacancy or an addition to the existing
Board) after the preceding annual general meeting is subject
to retirement and is then eligible for re-election at the first
general meeting after his appointment.
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The Company currently does not have a nomination
committee. The Board is directly in charge of nomination of
directors.

The Board formulates overall strategy of the Group, monitors
its financial performance and maintains effective oversight
over the management. The Board members are fully committed
to their roles and have acted in good faith to maximize the
shareholders’ value in the long run, and have aligned the
Group’s goals and directions with the prevailing economic
and market conditions. Daily operations and administration
are delegated to the management.

The Company has arranged appropriate insurance cover in
respect of legal actions against its Directors and officers. The
Company reviews the extent of this insurance each year.

All Directors have access to the services of the Company
Secretary who regularly updates the Board on Governance
and regulatory matters. Any Director, in the furtherance of
his or her duties, may take independent professional advice
in appropriate circumstance through the Chairman at the
expense of the Company. The availability of professional advice
extends to the Audit and Remuneration Committees.

Minutes of Board meetings are taken by the Company
Secretary and, together with any supporting Board papers,
are available to all Board members.
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During the year under review, four full Board meetings were
held by the Company. The attendance of individual directors
at the Board meetings is set out in the table below:
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Number of Board meetings attended

Director BE=x HEEEEEERY
Executive Directors HITESF

Fu Shula i &F 3/4
Wang Xinkuo F .00 F8 2/4
Ji Guirong =g S 4/4
Ma Zhiping* BEF 2/4
Diao Weicheng B 3/4
Liu Rongchun Bl 3/4
Ren Haifeng T8 4/4
Non-executive Director HHITESE

Ip Tak Chuen, Edmond 2ER 3/4
Independent Non-executive Directors BUIFNITEE

Chu Yu Lin, David K 4 B 4/4
Li Ka Cheung, Eric ZREE 4/4
Li Zhaoxi FIKER 3/4
* Ma Zhiping was appointed as an Executive Director of the * BEFR-ZZTERNF-—A+T=BREZ

Company on 13 January 2006.

CHAIRMAN AND CHIEF EXECUTIVE
OFFICER

To ensure a balance of power and authority, the role of the
Chairman is separate from that of the Chief Executive Officer.
The Chairman and the Chief Executive Officer of the Company
are Mr. Fu Shula and Mr. Ji Guirong respectively.

The Chairman is responsible for the leadership of the Board,
ensuring the effectiveness of the Board in all aspects of its
role and for setting its agenda and taking into account any
matters proposed by other Directors for inclusion in the
agenda. Agendas and accompanying Board papers are
circulated where possible at least 3 days before the time of a
Board or committee meeting. The Chairman is also responsible
for making sure all Directors are properly briefed on issues
arising at Board meetings. The Chief Executive Officer is
delegated with the authorities to manage the business of the
Group in all aspects effectively.
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The division of responsibilities between the Chairman and
the Chief Executive Officer has been clearly established and
set out in writing.

NON-EXECUTIVE DIRECTORS

The Non-executive Directors bring a wide range of skill and
experience to the Group. They serve the important function
of providing adequate checks and balances for safeguarding
the interests of shareholders and the Company as a whole.
The Board considers that three of the four Non-executive
Directors are independent in character and judgment and fulfill
the independence guidelines set out in rule 3.13 of the Listing
Rules. All Non-executive Directors including Independent Non-
executive Directors are appointed without specific terms, but
are subject to retirement by rotation as explained above.

REMUNERATION COMMITTEE

The Remuneration Committee currently comprises one
Executive Director, Mr. Fu Shula (as Chairman), and two
independent non-executive directors, namely, Mr. Li Ka
Cheung, Eric and Mr. Chu Yu Lin, David. The Remuneration
Committee is responsible for making recommendations to the
Board on the Company’s policy and structure for the
remuneration of Directors and senior management and on
the establishment of a formal and transparent procedure for
developing policy on such remuneration.

The Remuneration Committee met once during the year under
review to review and approve the remuneration packages of
Directors and senior management. The attendance of each
member is set out as follows:
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Number of meetings attended Attendance rate

Member l>4=1 HESBRY HER
Fu Shula K 11 100%
Li Ka Cheung, Eric FRE 11 100%
Chu Yu Lin, David K 4 B 1/1 100%
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The primary goal of the remuneration policy on executive
remuneration packages is to enable the Company to retain
and motivate Executive Directors by linking their compensation
with performance as measured against corporate objectives.
Under the policy, a director is not allowed to approve his
own remuneration.

Details of the directors’ remuneration are set out in note 8 to
the financial statements.

AUDITORS’ REMUNERATION

Ernst & Young are the auditors of the Company. The services
provided by them include audit and non-audit. Fees for
auditing (including interim review) and non-auditing services
amounting to HK$ 1,300,000 and HK$90,000 respectively were
disclosed in the Group's consolidated financial statements for
the year ended 31 December 2006.

AUDIT COMMITTEE

The Company has an Audit Committee which was established
in compliance with the Rule 3.21 of the Listing Rules for the
purposes of reviewing and providing supervision over the
Group’s financial reporting process and internal controls. It
currently comprises three Independent Non-executive Directors
of the Company, namely Mr. Chu Yu Lin, David (as Chairman),
Mr. Li Ka Cheung, Eric and Mr. Li Zhaoxi. The Audit Committee
met 3 times during the year under review. The attendance of
each member is set out as follows:
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Number of meetings attended Attendance rate

Member o4 =] HEEBERE =
Chu Yu Lin, David K o) B4 2/3 67%
Li Ka Cheung, Eric FRE 3/3 100%
Li Zhaoxi K ER 3/3 100%

Full minutes of meetings are kept and sent to all members of
the Board. Matters raised at the meetings were reported back
to the Board so that due consideration was given as to the
action to be taken.
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FINANCIAL REPORTING

The Directors are responsible for the preparation of financial
statements of each financial period, which give a true and
fair view of the state of affairs of the Group and of the
results and cash flow for that period. In preparing the financial
statements, the Directors have selected appropriate accounting
policies and have applied them consistently, and adopted
accounting standards issued by the Hong Kong Institute of
Certified Public Accountants.

The auditors are responsible for forming an independent
opinion, based on their audit, on those financial statements
and to report their opinion solely to the shareholders of the
Company, as a body, in accordance with Section 90 of the
Bermuda Companies Act 1981, and for no other purpose.

INTERNAL CONTROL

The Board has overall responsibility for the Group’s system of
internal control and for reviewing its effectiveness through
the Audit Committee. The Group’s system of internal control
plays a key role in the management of risks that are significant
to the fulfillment of its business objectives. Procedures have
been designed for safeguarding assets against unauthorised
use or disposition, for maintaining proper accounting records;
and for the reliability of financial information used within the
business or for publication. The procedures provide reasonable
but not absolute assurance against material errors, losses or
fraud. Procedures have also been designed for compliance of
applicable laws, rules and regulations.
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A review of the adequacy and effectiveness of the Company’s
internal control system covering all material controls, including
financial, operational and compliance controls and risk
management functions, was conducted at the end of 2006
by an independent professional consultancy firm. The result
was reported to the Audit Committee and the Board. No
material deficiencies was identified. For the period under
review, the Board considered that the Company’s internal
control system was adequate and effective and the Company
has complied with the provisions on internal control of the
GC Code. The Board confirms that systems and procedures
are in place to identify, control and report on significant risks
involved in achieving the Company’s strategic objectives.
Exposures to these risks are monitored by the Board with the
support of various committees and senior management.

COMMUNICATION WITH
SHAREHOLDERS

The Company is committed to fair disclosure, comprehensive
and transparent reporting. Effective communication with
shareholders has always been one of the Company’s priorities.
Information in relation to the Group is disseminated to
shareholders in a timely manner through various formal
channels, which include interim and annual reports,
announcements and circulars.

General meetings of the Company provide good opportunities
for direct communications between the Board and its
shareholders. The Chairman of the Board, all other Directors
and senior management endeavor to attend any general
meeting of the Company and answer queries from
shareholders. Separate resolution is proposed for each issue
by the chairman of the meeting at each general meeting.
Notice of general meeting is served together with the circular
to the shareholders at least 21 days before such meeting.
Details of poll voting procedures and the rights of shareholders
to demand a poll is included in the circular to shareholders
and is also be explained during the general meeting.
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