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The board of directors is committed to maintain a high standard
of corporate governance in the best interests of the shareholders.
The corporate governance principles adopted by the Company
emphasise a highly efficient board of directors, sound internal
control and the transparency and accountability to all
shareholders.

In November 2004, The Hong Kong Stock Exchange introduced
the “Code on Corporate Governance Practices” (the “CG Code”),
which came into effect in January 2005. The CG Code sets
out the principles of good corporate governance and two levels
of recommendations: (a) Code Provisions; and (b) Recommended
Best Practices. The Company has applied the principles under
the CG Code, and is now in full compliance with all the Code
Provisions and certain Recommended Best Practices as set
out in the CG Code.

Below are the corporate governance practices adopted by
the Group.

A. DIRECTORS

A.1 Board of directors

The board of directors comprises of nine directors, five
executive directors and four non-executive directors, three
of whom are independent non-executive directors.
Biographical details of the directors are set out in the
“Biographies of the Directors” section on pages 51 to
53. The number of independent non-executive directors
appointed by the Company represents one-third of the
members of the board.

The board convenes at least four regular meetings annually
in each quarter. Notices of not less than fourteen days
are given for all regular board meetings, and notices of
not less than seven days are given for meetings other
than regular meetings. To ensure all directors are given
opportunities to make suggestions on agenda items to
be discussed in board meetings, all draft agendas for
board meetings are provided to all directors for their
comment prior to the meetings.
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DIRECTORS (continued)

Board of directors (continued)

All directors have access to the advice and services of
the company secretary with a view to ensuring that board
procedures and all applicable rules and regulations are
followed. Minutes of board meetings and meetings of all
specialised committees under the board are kept by the
company secretary and are available for inspection by
the directors at all times.

Minutes of board meetings and meetings of all specialised
committees under the board are recorded in sufficient
details on the matters considered by all directors and
decisions reached, including any concerns raised by
directors or dissenting views expressed. Draft minutes
of board meetings and meetings of all specialised
committees under the board are provided to relevant
directors for their comments and the final version of the
same are given to directors for their records within a
reasonable time.

The written terms of reference of all specialised committees
under the board (including the Audit Committee, Nomination
Committee and Remuneration Committee) specify that
upon reasonable requests, the directors may seek
independent professional advice so that directors can
properly discharge their responsibilities to the Company.
The costs for engaging professional advice shall be borne
by the Company. In the case of professional fees exceeding
HK$500,000, prior discussion with the Executive Board
Committee is required.

The Company will convene board meetings to discuss
and consider all contemplated significant transactions,
connected transactions or notifiable transactions as required
under the listing rules so as to give all directors an opportunity
to attend in person and provide their comments before
the Group proceed with the same.
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A. DIRECTORS (continued)

A.1 Board of directors (continued)

The board of directors held five meetings in 2005 in which
the following matters were discussed:

(@)

to consider and approve the proposed acquisition
of 45% interest in operating right of Wuhuang
Expressway in Hubei Province;

to consider and approve 2004 annual results;

to review the results and business development of
the first quarter of 2005;

to consider and approve 2005 interim results;

to consider and approve the connected transaction
in respect of the increase in capital in an associate,
Shenzhen Western Logistics Co., Ltd.;

to review the results and business development of
the third quarter of 2005; and

preview and introduce the share segregation reform
policies in PRC and the strategy of the Group.
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DIRECTORS (continued)

Board of directors (continued)

The attendance details of each member of the board
during the year are set out below:

Meetings Attendance

attended/held Rate
Executive Directors
Li Hei Hu (Chairman) 5/5 100%
Chen Chao (Chief Executive) 5/5 100%
Li Jing Qi 5/5 100%
Qiao Gang 5/5 100%
Liu Jun 5/5 100%

Non-executive Director

To Chi Keung, Simon 4/5 80%
Independent

non-executive Directors
Leung Ming Yuen, Simon 5/5 100%
Ding Xun 5/5 100%
Nip Yun Wing 5/5 100%

The independent non-executive directors have been
expressly identified as such in all corporate communications
that disclose the names of directors of the Company.
The Company has also maintained on its website
www.szihl.com an updated list of its directors identifying
their role and function and whether they are independent
non-executive directors.
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DIRECTORS (continued)

Chairman and Chief Executive

The Chairman and the Chief Executive of the Company
are two distinct and separate positions, which are held
by Mr. Li Hei Hu and Mr. Chen Chao respectively, and
they are both executive directors. The Chairman is
responsible for running the board whereas the Chief
Executive is responsible for day-to-day operations of the
Group. The division of responsibilities between them has
been clearly established and set out in written form as
“The Roles of the Chairman and Chief Executive” of the
Company.

The Chairman is responsible for providing leadership to
the Board and to ensure that the board works effectively
and discharges its responsibilities, and that all key issues
are discussed in a timely manner. The Chairman is
responsible for approving the agenda of each board meeting
taking into account, where appropriate, any matters
proposed by other directors for inclusion in the agenda.
The Chairman has ensured that all directors have been
provided adequate, complete and reliable information
in a timely manner, and that all directors are properly
briefed on issues arising at each board meeting to enable
the board to make sound decisions.

From 2005 onwards, the Chairman arranges meetings
at least once annually with non-executive directors (including
independent non-executive directors) without the presence
of executive directors.

The Chief Executive takes the lead of the management
and is responsible for the day-to-day operations of the
Group. He is also responsible for the implementation of
the Company’s strategy and reports to the board on a
timely manner. In addition, the Chief Executive utilises
the Group’s resources in an appropriate way to enhance
the profitability for the Group as a whole so as to discharge
and exercise his responsibilities and power as delegated
by the board.
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DIRECTORS (continued)

Nomination Committee

The Nomination Committee of the Company was established
in December 2003. The Nomination Committee consists
of three members, two of whom are independent non-
executive directors. Members of the Nomination Committee
include Mr. Ding Xun (Chairman), Mr. Leung Ming Yuen,
Simon and Mr. Li Jing Qi.

The Nomination Committee has been established with
specific written terms of reference which deal clearly with
the Committee’s authority and duties, among which
including:

(@)

identify individuals suitably qualified to be a director;

(b) assess the qualification and experience of candidates
for directors and the independence for independent

directors;

assess and review qualification and experience of
directors who are subject to retirement by rotation
and re-election at each annual general meeting;

assess the independence and qualification of
independent non-executive directors; and

report on the work of the committee and make proper
recommendations to the board on a regular basis.

Nomination Committee has established specific procedures
in respect of (1) nomination and assessment of director
candidates and (2) assessment of the directors who are
subject to retirement by rotation and offer themselves
for re-election at the forthcoming annual general meeting.
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DIRECTORS (continued)

Nomination Committee (continued)

In the process of nominating and assessing new candidates
for executive directors, the Chairman of the board and
the Chief Executive may assist in and make
recommendations in respect of such appointment. While
in nominating and assessing new candidates for non-
executive directors and independent non-executive
directors, Nomination Committee will assume full
responsibility. Nomination Committee assesses directors
candidates based on their educational backgrounds,
professional qualifications, work experience and integrity.
In the case of candidates for independent non-executive
directors, other factors will be considered by the Committee,
such as requirements of independence of independent
non-executive directors under the listing rules. The
Nomination Committee will also have regards on the number
of directorship, nature, significant commitment and required
time that such candidates played in other listed companies,
associations and organisations. Finally, Nomination
Committee reports the results of such assessment and
makes recommendations to the board and subject to
its final approval with respect to a duly appointment.

When evaluating the performance of directors who are
subject to retirement by rotation and offer themselves
for re-election at the forthcoming annual general meeting,
the Nomination Committee will take into account such
factors as the attendance rate, level of involvement, positions
held, commitments and time deployed of such directors
under evaluation in previous board meetings, meetings
of specialised committees under the board and general
meetings of the Company. Thereafter, the Nomination
Committee will make recommendations regarding the
re-election of such directors, and subject to the final approval
of the board. The directors being evaluated shall abstain
from voting in respect of such resolution.
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DIRECTORS (continued)

Nomination Committee (continued)

There was no nomination of directors to fill board vacancy
in 2005. The Nomination Committee held one meeting
in 2005 for evaluation and recommendation as to the
performance of the directors who were subject to retirement
by rotation at the 2005 annual general meeting. The
attendance rate of each member of the committee in
2005 was 100%.

Each director of the Company entered into a service contract
with the Company for a term of three years commencing
on 1 June 2005 and are subject to retirement by rotation
but are eligible for re-election at the annual general meeting
in accordance with the Bye-Laws of the Company. None
of the directors proposed for re-election at the forthcoming
annual general meeting has a service contract with the
Company which is not determinable by the Company
within one year without payment of compensation, other
than statutory compensation.

The Company’s Bye-Laws have specified that each director
appointed to fill a casual vacancy or appointed during
the year shall subject to election by shareholders at the
first annual general meeting after their appointments.
Moreover, to comply with the requirement that each director,
including those appointed for a specific term, shall be
subject to retirement by rotation at least once every three
years, the board proposes a special resolution at the
2006 annual general meeting to amend the Bye-Laws
to reflect the above requirement under the Code Provisions.
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DIRECTORS (continued)

Nomination Committee (continued)

The board has received from each independent non-
executive directors a written annual confirmation of their
independence and the Company considers that all of
the independent non-executive directors are independent
pursuant to the requirements as set out in the listing
rules.

Responsibilities of directors

The Company has established “An Induction for Newly
Appointed Directors” to provide newly appointed directors
with related materials and documents to ensure proper
understanding of director’s duties and operations of the
Company. The Company will also facilitate the newly
appointed directors to meet with the representatives of
the management, head of finance department and head
of company secretarial department, within the first week
after their appointment, to provide an introduction on
the business and operation of the Company and
responsibilities of directors.

The Company has arranged for appropriate directors and
officers liability insurance to indemnify its directors for
their liabilities arising out of corporate activities. The insurance
coverage is reviewed on an annual basis.

Model code for securities transactions by
directors and relevant employees

In August 2005, the board adopted a code of conduct
in respect of securities transactions of the Company by
relevant directors and employees of the Group on terms
more stringent than those set out in the Model Code for
Securities Transactions by Directors of Listed Issuers
(the “Model Code”) under the listing rules. Relevant
employees include any employees of the Company or
directors or employees of subsidiaries or holding company
of the Company who, as a result of their office or
employment, is likely to be in possession of unpublished
price sensitive information in relation to the Group.

AN BRI B BR A 7] Shenzhen International Holdings Limited
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DIRECTORS (continued)

Model code for securities transactions by
directors and relevant employees (continued)

The Company, having made specific enquiry to the directors,
confirms that all directors have complied with the standards
set out in the Model Code at all times throughout the
year.

Supply of and access to information

An agenda of the board meeting and the accompanying
board papers are sent in full to all directors on a timely
manner and at least seven days before the intended date
of the meeting.

The management of the Company supply the board and
its specialised committees with adequate, complete and
reliable information on a timely manner to enable directors
to make informed decisions. The board and each director
have separate and independent access to the Company’s
senior management.

To enhance communications, the Company has particularly
established an on-line intranet for the directors of the
Company and the members of all specialised committees
under the board to have access to meeting materials
and documents of the board and related committees.
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REMUNERATION OF DIRECTORS AND SENIOR
MANAGEMENT

Remuneration Committee

The Remuneration Committee was established in December
2003 and consists of three members, two of whom are
independent non-executive directors. Members of the
Remuneration Committee include Mr. Ding Xun (Chairman),
Mr. Leung Ming Yuen, Simon and Mr. Li Jing Qi.

The function of the Remuneration Committee is to establish
a formal and transparent procedure and policy for setting
a remuneration mechanism of directors and senior
management. The Remuneration Committee has been
established with specified written terms of reference which
clearly stated the Committee’s authority and duties, among
which including:

(@) to determine the level, policy and structure of
remuneration of directors and senior management,
and to establish a formal and transparent procedure

for developing policy on such remuneration;

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

to review and make recommendations in respect
of the remuneration level of directors and senior
management, and to ensure that no director or
management or any of their associates is involved
in deciding his/her own remuneration; and

to determine the specific remuneration packages
of all executive directors and senior management,
including benefits in kind, pension fund and
compensation payments (including any compensation
payable for loss or termination of their office or
appointment).
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REMUNERATION OF DIRECTORS AND SENIOR
MANAGEMENT (continued)

Remuneration Committee (continued)

The Remuneration Committee has consulted the Chief
Executive on the remuneration proposals of executive
directors. Details of the directors’ fee and other emoluments
of the directors of the Company are set out in note 31
to the financial statements.

Two Remuneration Committee meetings were held in 2005
to review and approve the remuneration scheme and
remuneration mechanism of the directors and senior
management, and to review the service contracts entered
into between the Company and each of the director and
senior management and submit the same to the board
for approval. In determining the remuneration scheme
of the directors and senior management, the committee
has referred to the market remuneration researches and
proposals made by two independent external human
resources consultants. The emoluments paid to the
executive directors are determined by reference also to
their respective experiences and duties with the Group
and the fees paid to the independent non-executive directors
are determined by reference to the estimated time to be
spent by them on the Group’s matters. The attendance
records of each member of the committee in 2005 are
set out below:

Meetings  Attendance

attended/held Rate

Ding Xun (Chairman) 2/2 100%
Leung Ming Yuen, Simon 2/2 100%
Li Jing Qi 2/2 100%
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ACCOUNTABILITY AND AUDIT

Financial reporting

The management had provided the results and financial
statements for 2005 to the Audit Committee for review
in accordance with the stated requirements of the Audit
Committee. The Audit Committee confirmed that the financial
statements for 2005 and the related information disclosed
therein was complete, accurate and fair and thereafter
the 2005 financial statements had been submitted to
the board for approval to ensure the board is able to
make an informed assessment.

The directors acknowledge their responsibility for preparing
financial statements that give a true and fair view of the
financial position, results and cash flow of the Group. In
preparing the financial statements for the year ended
31 December 2005, the board has selected suitable
accounting policies and applied them consistently, made
judgements and estimates that are prudent and reasonable
and have prepared the financial statements on a going
concern basis.

The responsibilities of the auditors to the shareholders
are set out on page 91 in this annual report.

Audit Committee

The Audit Committee was established in 1995. The Audit
Committee consists of three independent non-executive
directors, namely Mr. Leung Ming Yuen, Simon (Chairman),
Mr. Ding Xun and Mr. Nip Yun Wing. In establishing and
adopting the terms of reference of the Audit Committee,
the board had regard to the “Guide for the Formation of
an Audit Committee” issued by the Hong Kong Institute
of Certified Public Accountants.
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ACCOUNTABILITY AND AUDIT (continued)

Audit Committee (continued)

Under the terms of reference of the Audit Committee,
the committee performs the key link between the board
and the auditors of the Company in respect of the audit
works of the Group. The main functions of the Audit
Committee are as follows:

(@)

to discuss and make recommendation to the board
on the appointment, replacement and removal of
the auditors of the Company, and to approve the
remuneration and terms of engagement of the auditors,
and any matters of resignation or dismissal of the
auditors;

to monitor the integrity of financial statements, interim
report and annual report of the Company, and to
review significant opinions in respect of the financial
reporting contained in them;

to review the Group’s financial controls, internal control
and risk management systems, and to review the
Group’s statement on internal control systems
contained in the annual report;

to discuss with the management on the internal control
system and to ensure the management has discharged
its duty to established an effective internal control
system; and

to assess the internal audit procedure of the Group,
to ensure co-ordination between the internal audit
personnel and auditors, to ensure the Group’s internal
audit department is provided with adequate resources
and has appropriate status within the Group, and
to review and monitor the effectiveness of the internal
audit function.
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ACCOUNTABILITY AND AUDIT (continued)

Audit Committee (continued)
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Three Audit Committee meetings were held in 2005 to
discuss and review the following matters together with

the management and the auditors:

(@)

to review the annual results for 2004 and the interim

results for 2005, and to consider the related disclosure
in the financial statements were complete, accurate
and fair and to submit the same to the board for

approval;

by the Group; and

to consider the principal accounting policies adopted

to review and consider the internal control report

and assessment report regularly presented by the

internal audit department.

The Audit Committee meets the auditors of the Company
at least once annually in the absence of the management.
The attendance records of each member of the committee

in 2005 are set out below:

Meetings Attendance

attended/held

Leung Ming Yuen,

Simon (Chairman) 3/3
Ding Xun 2/3
Nip Yun Wing 3/3

Rate

100%
67%
100%
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C. ACCOUNTABILITY AND AUDIT (continued)
C.3 Internal controls

C.3.1Internal control system

The board is fully responsible for the Group’s internal
control system and the effectiveness of which is reviewed
by the Audit Committee. The board requires the
management to establish and maintain a sound and effective
internal control system.

To improve the level of corporate governance and safeguard
shareholders’ investment and the Group’s assets, since
the beginning of year 2005 and under the guidance of
the CG Code, the Group has performed a comprehensive
review for the internal control system systematically based
on sufficient consideration of internal controls factors
including monitoring environment, risk assessment,
monitoring activities, information and communication,
and supervision, with an aim to establish an effective
and comprehensive internal control system within the
Group.

Before that, all principal subsidiaries of the Group had
already established a variety of effective and stringent
regulations and management system for corporate internal
controls, and the corporate internal control system
established during the year was based on the amendments
to those existing internal regulation systems. As such,
subject to the requirements of the Group, all principal
subsidiaries of the Group completed the preparation of
corporate internal control system in respect of control
environment and control procedure with reference to
their respective operational and managerial characteristics.
Subsequently, the Group’s internal audit department carried
out test and assessment on the internal control systems
of all principal subsidiaries, analysed the status and results
of their trial operations, determined whether these internal
control systems meet the expected internal control
objectives, and made advice on improving the weakness
of the system control and proactively provided
corresponding assistance.
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C. ACCOUNTABILITY AND AUDIT (continued)
C.3 Internal controls (continued)

C.3.1Internal control system (continued)

The internal control system of the Group covers all material
control requirements, including financial controls, operational
controls, compliance controls and risk management
functions. Financial controls mainly make rules in respect
of funding management, payables, fixed assets
management, expenses management and budgeting, loan,
accounting and auditing, cost, income and taxation, etc;
compliance controls mainly make rules in respect of the
Group’s compliance with relevant laws, the board’s
functioning procedures, legal consultation and approval
procedure before entering into contracts; operational
controls mainly make rules in respect of business operation
flow, including investment management, contract making
and purchasing; risk controls mainly provide rules for
the Group to identify and avoid internal and external risks
in investment and ordinary business activities, including
making rules in respect of avoiding exchange rate risk
and interest rate risk.

The board of the Company has comprehensively reviewed
the Group’s internal control systems and risk management
in year 2005 with execution in good condition and no
significant control failures or weaknesses were noted.
The board considered that these system of internal controls
were effective and sufficient to guarantee the Group in
achieving its operation and governance objectives.

The board will continue to carry out regular review on
the internal control system. The board specifically require
the management to summarise the execution state of
internal control system and risk management at the end
of each year and carry out a comprehensive assessment
annually through the internal audit department on an on-
going basis. The assessment shall cover all material controls,
including financial, operational and compliance controls
and risk management functions. The management will
regularly present particular report to the Audit Committee
and report to the Board in a timely manner.
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C. ACCOUNTABILITY AND AUDIT (continued)
C.3 Internal controls (continued)

C.3.2Internal audit department

The internal audit department of the Group was established
in 2002 to improve the overall reporting and internal control
system of the Group. The main functions of the internal
audit department include planning, organising and building
up the internal control system of the Group, performing
financial due diligence on proposed investment projects
of the Group, conducting auditing works on the financial
and internal controls of each subsidiary in 2005, and
reporting on a regular basis to the Audit Committee on,
among others, its working progress and any material matters
and risks found in the internal audit process and making
recommendations for improvement thereof. All these aim
at ensuring the efficient utilisation and adding value to
the Group’s assets and providing a better protection to
shareholders’ interests.
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BEREZE (&) C. ACCOUNTABILITY AND AUDIT (continued)

ZEEm C.4 Auditors

AEENZEMAE R KESTME The auditors of the Company is PricewaterhouseCoopers.
BT - RFERN - AEBEMNZEEIAERE Details of the fees in relation to the audit and non-audit
ERMHET RIEEARBOEEERT services provided by the Company’s auditors during the
BT year were as follows:

BE-_ZRAF+-A=1t—-HLFE

2WEmEHA
HH Fees charged for the year
Items ended 31 December 2005
BET T
HK$°000

—EERFEMBREETER
Fees for audit of 2005 financial statements 1,830
B _TERFRHUBREER
Fees for review of 2005 interim financial statements 300
—TETRFEEREMMERENETER
Audit fees of other entities of the Group for 2005 158
FRARERESR AN RIS TANARTE
Reporting Accountants’ services in relation to the acquisition

of Wuhuang Expressway

— 25 Audit 1,035

—HAth others 180
B H Total 3,503
BEZEECCHBEOR KBRS The Audit Committee has reviewed the audit fees,
FREVEEETEBR - BrEsA - Btk procedures and effectiveness, independence and
EEEELRY  TERESTSHERERE objectiveness of PricewaterhouseCoopers and
BREAFAKE L BEEAXRAG_-Z recommended to the board their reappointment as the
TRFERZEAE - Company’s auditors in 2006 at the forthcoming annual

general meeting.
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DIVISION OF AUTHORITIES BETWEEN
THE BOARD AND THE MANAGEMENT

Functions of the management

The board is responsible for formulating overall strategy,
monitoring and controlling the performance of the Group
and the board delegates its management and administration
functions to the management, and establishes the Executive
Board Committee to manage and monitor, on behalf of
the board, the day-to-day operations of the Group and
to implement all decisions made by the board. Significant
matters of the Group are required to be approved by
the board, including, but not limited to, the following:

appointment of directors;
approval of financial statements;

approval of notifiable transactions of the Group as
required under the listing rules;

formation of policies and codes as required by
regulators;

(e)

formation of board committees;
(f)  appointment of auditors; etc

In order to give a clear guidance, the duties and authorities
of the Executive Board Committee are set out in its written
terms of reference, mainly including:

to monitor all business operations of the Group;

to prepare and approve the Group’s business plans
and annual budget;

to authorise the Chief Executive to deal with the
ordinary business of the Group and to authorise
individual executive directors to deal with the daily
operation of various departments of the Group;

to consider and review notifiable transactions of the
Group as required under the listing rules and advise
the board thereon;
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DIVISION OF AUTHORITIES BETWEEN
THE BOARD AND THE MANAGEMENT (continued)

Functions of the management (continued)

(e) to provide information and reports of the Group upon
requests by the Audit Committee, to attend and to
arrange the management staff of the Group and
professional advisors attending the Audit Committee
meeting, and answering questions raised by the Audit

Committee at such meetings;

(f)  to arrange appointment of professional advisors and
institutions to provide assistance and advices for
specialised committees under the board; and

to handle all other duties assigned by the board
and to exercise the authorities delegated to it by
the board.

The Executive Board Committee reports its decisions
and recommendations to the board on a timely manner,
and the minutes of meetings of the committee in relation
to material matters and decisions are circulated to members
of the board for information within a reasonable time.

Members of the Executive Board Committee were appointed
by the Board. The committee consists of five executive
directors, namely Mr. Li Hei Hu, Mr. Chen Chao, Mr. Li
Jing Qi, Mr. Qiao Gang and Mr. Liu Jun. The committee
was duly authorised by the board.

COMMUNICATION WITH SHAREHOLDERS

Effective Communication

In respect of each substantially separate matters (including
re-election of directors) at general meetings of the Company,
separate resolutions are proposed by the Chairman of
that meeting.
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COMMUNICATION WITH SHAREHOLDERS (continued)

Effective Communication (continued)

The Chairmen of the board, the Audit Committee,
Remuneration Committee and Nomination Committee
attended the annual general meeting held in 2005 to answer
qguestions raised by shareholders. When considering and
approving a resolution in relation to connected transaction
at the special general meeting held on 8 December 2005,
a representative of the independent board committee
also attended such meeting to answer questions raised
by shareholders.

The Company publishes on its website information in
respect of the business, financial and other affairs of the
Group from time to time in order to promote the
communications with its shareholders.

Voting by poll on shareholders’ resolutions

Procedures to demand a poll are set out in all circulars
issued to the shareholders of the Company.

During the year, the Company had counted all proxy votes
at its general meetings. The Chairman of the meeting
indicated 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,
all votes cast were properly counted and recorded. At
special general meeting held for considering and approving
a connected transaction, the resolution proposed at the
meeting are put to vote by way of a poll.

Before commencement of the general meeting, the
Chairman of general meetings explains clearly to the
shareholders present (a) the rights of shareholders to
demand a poll; and (b) the detailed procedures for
conducting a poll.

The Company will make announcement on all poll results.
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