
DIRECTORS’ REPORT

20 Tencent Holdings Limited    Annual Report 2006

The directors have pleasure in presenting their report together with the audited financial statements for the year ended

31 December 2006.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding. The activities of the subsidiaries are set out in Note 9 to

the consolidated financial statements.

The analysis of the Group’s revenues and contribution to results by business segments and the Group’s revenues by

geographical area of operations are set out in Note 5 to the consolidated financial statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year are set out in the consolidated income statement on page 49 of this annual report.

The directors have recommended the payment of a final dividend of HKD0.12 per share for the year ended 31

December 2006. The dividend is expected to be payable on 30 May 2007 to shareholders whose names appear on the

Register of Members of the Company on 16 May 2007. The total dividend for the year under review is HKD0.12 per

share.

RESERVES

The Company’s reserves available for distribution comprise share premium and retained earnings, net of debit balance

of capital reserve. Under the Companies Law of the Cayman Islands, the share premium account is distributable to

shareholders of the Company provided that immediately following the date on which the dividend is proposed to be

distributed the Company will be in a position to pay off its debts as they fall due in the ordinary course of business.

As at 31 December 2006, the Company had distributable reserves amounting to RMB1,528.1 million (2005:

RMB1,625.4 million).

Details of the movements in the reserves of the Group and the Company during the year are set out in Note 17 and

Note 18 to the consolidated financial statements.

FIXED ASSETS

Details of the movements in fixed assets of the Group during the year are set out in Note 6 to the consolidated financial

statements.

SHARE CAPITAL

Details of the movements in the share capital of the Company during the year are set out in Note 17 to the

consolidated financial statements.
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SUBSIDIARIES

Particulars of the Company’s principal subsidiaries as at 31 December 2006 are set out in Note 9 to the consolidated

financial statements.

BANK LOANS

The Company had no interest-bearing borrowings as at 31 December 2006.

FINANCIAL SUMMARY

A summary of the condensed consolidated results and financial positions of the Group is set out on page 3.

USE OF PROCEEDS

The application of the proceeds from the initial public offering does not materially change from the possible allocation

outlined in the prospectus of the Company dated 7 June 2004.

Purchase, Sale or Redemption of the Company’s Listed Securities

During the year, the Company repurchased 18,357,000 shares on the Stock Exchange for an aggregate consideration

of HKD232,141,000 before expenses. The repurchased shares were subsequently cancelled. The repurchases were

effected by the Directors for the enhancement of shareholder value in the long term. Details of the shares repurchased

are as follows:

Purchase consideration per share

No. of Aggregate
shares Highest Lowest consideration

Month of purchase in 2006 purchased price paid price paid paid
HKD HKD HKD

January 4,584,000 9.75 9.5 44,227,000

February 3,471,000 9.95 9.8 34,242,000

April 10,302,000 15.1 14.05 153,672,000

Total 18,357,000 232,141,000

From the time of our initial public offering through 31 December 2006, we had repurchased 32,623,000 of our

ordinary shares for an aggregate amount of approximately HKD350,121,000 before expenses. Save as disclosed above,

neither the Company nor any of its subsidiaries has purchased, sold or redeemed any of the Company’s shares during

the year.
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SHARE OPTION SCHEMES

The Company has adopted two share option schemes, namely the Pre-IPO Share Option Scheme (the “Pre-IPO Option

Scheme”) and Post-IPO Share Option Scheme (the “Post-IPO Option Scheme”). No further options will be granted

under the Pre-IPO Option Scheme.

As at 31 December 2006, there were no outstanding share options granted to the directors of the Company.

SUMMARY OF THE SHARE OPTION SCHEMES

Details Pre-IPO Option Scheme Post-IPO Option Scheme

1. Purposes To recognise the contribution that certain individuals have made to the Group,

to attract the best available personnel and to promote the success of the

Group’s business

2. Qualifying participants Any eligible employee, including

executive directors of the Company

Any employee, consultant or director

of any company within the Group

3. Maximum number of shares As at 7 June 2004, options to

subscribe for an aggregate of

72,386,370 shares were outstanding.

No further option could be granted

under the Pre-IPO Option Scheme.

The maximum number of shares in

respect of which options may be

granted under the Post-IPO Option

Scheme, and under any other share

option scheme of the Company

(including the Pre-IPO Option

Scheme), shall be 168,064,126

shares, 10% of the relevant class of

securities of the Company in issue as

at 16 June 2004 (Note).

4. Maximum entitlement of each

participant

The number of ordinary shares in

respect of which options may be

granted to any individual is not

permitted to exceed 10% of the

number of ordinary shares issued

and issuable under the scheme.

1% of the issued share capital of the

Company from time to time within

any 12-month period up to the date

of the latest grant.

5. Option period All the options are exercisable in

i n s t a l l m e n t s  f r o m  t h e

commencement of the relevant

vesting period until 31 December

2011, but on the condition that the

Company has been l isted in a

sizeable securities market. The

Board may at their  discret ion

determine the specific vesting and

exercise periods.

The option period is determined

according to the Board provided that

the period during which the option

may be exercised shall not be less

than one year from the date of grant

of the option.
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7. Subscription price Price shall be determined by the

Board.

The exercise price must be at least

the higher of: (i) the closing price of

the securities as stated in the Stock

Exchange’s daily quotations sheet on

the date of grant, which must be a

business day; (ii) the average closing

price of the securities as stated in

the Stock Exchange’s daily quotations

sheets for the five business days

immediately preceding the date of

grant; and (iii) the nominal value of a

share.

8. Remaining life of the scheme It will expire on 31 December 2011. It will remain in force for a period of

ten years, commencing on 24 March

2004.

6. Acceptance of offer Options granted must be taken up

within 15 days of the date of grant,

upon payment of RMB1 per grant.

Options granted must be taken up

within 28 days of the date of grant,

upon payment of HKD1 per grant.

Details Pre-IPO Option Scheme Post-IPO Option Scheme

Note: The total number of shares available for issue under the Post-IPO Option Scheme is 22,084,408 which is approximately 1.25%

of the issued share capital as at the date of the annual report.

MOVEMENTS OF THE SHARE OPTION SCHEMES

Details of the movements in the share option schemes during the year are set out in Note 19 to the consolidated

financial statements.

VALUATION OF SHARE OPTIONS

Details of the valuation of share option during the year are set out in Note 19 to the consolidated financial statements.
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DIRECTORS

The directors of the Company during the year and up to the date of this report were:

Executive Directors

Ma Huateng (Chairman)

Lau Chi Ping Martin (Appointed on 21 March 2007)

Zhang Zhidong

Non-Executive Directors

Antonie Andries Roux

Charles St Leger Searle

Independent Non-Executive Directors

Li Dong Sheng

Iain Ferguson Bruce

Ian Charles Stone

In accordance with Article 86 of the Articles of Association of the Company, Mr Lau Chi Ping Martin, who was

appointed on 21 March 2007, will retire at the Annual General Meeting (“AGM”) of the Company to be held on 16 May

2007 and, being eligible, will offer himself for re-election.

In accordance with Article 87 of the Articles of Association of the Company, Messrs Zhang Zhidong and Charles St

Leger Searle will retire at the AGM of the Company to be held on 16 May 2007 and, being eligible, will offer themselves

for re-election.

The Company has received from each independent non-executive director an annual confirmation of his independence

pursuant to rule 3.13 of the Listing Rules and we consider them to be independent.

BIOGRAPHICAL DETAILS OF DIRECTORS

Ma Huateng, age 35, is an executive Director, Chairman of the Board and Chief Executive Officer of the Company. Mr

Ma has overall responsibilities for strategic planning and positioning and management of the Group. Mr Ma is one of

the core founders and has been employed by the Group since 1999. Prior to his current employment, Mr Ma was in

charge of research and development for Internet paging system development at China Motion Telecom Development

Limited, a supplier of telecommunications services and products in China. Mr Ma is a member of the 4th Shenzhen

Municipal People’s Congress. Mr Ma has a Bachelor of Science degree specializing in Computer & its Application

obtained in 1993 from Shenzhen University and more than 12 years of experience in the telecommunications and

Internet industries. He is also a director of Advance Data Services Limited which has interest in the shares of the

Company.
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Lau Chi Ping Martin, age 33, is an executive Director with effect from 21 March 2007. Mr Lau was appointed as the

President of the Company in February 2006 to assist Mr Ma Huateng, Chairman of the Board and Chief Executive

Officer, in managing the day-to-day operation of the Company. In February 2005, he joined the Company as the Chief

Strategy and Investment Officer of the Company, and was responsible for corporate strategies, investment, merger and

acquisitions and investor relations. Prior to joining the Company, Mr Lau was an Executive Director at Goldman Sachs

(Asia) L.L.C’s investment banking division and the Chief Operating Officer of its Telecom, Media and Technology

Group. Prior to that, he worked at Mckinsey & Company, Inc. as a management consultant. He has over 10 years’

experience in IPO, merger and acquisitions and management consulting. Mr Lau received a Bachelor of Science

Degree in Electrical Engineering from the University of Michigan, a Master of Science Degree in Electrical Engineering

from Stanford University and a MBA from Kellogg Graduate School of Management, Northwestern University.

Zhang Zhidong, age 35, is an executive Director and Chief Technology Officer of the Company. Mr Zhang has overall

responsibilities for the development of our proprietary technologies, including the basic IM platform and massive-scale

online application systems. Mr Zhang is one of the core founders and has been employed by the Group since 1999.

Prior to his current employment, Mr Zhang worked at Liming Network Group focusing on software and network

application systems research and development. Mr Zhang has a Bachelor of Science degree specializing in Computer

& its Application obtained in 1993 from Shenzhen University and a Master’s degree in Computer Application and

System Structure from South China University of Technology obtained in 1996. Mr Zhang has more than 10 years of

experience in the telecommunications and Internet industries. He is also a director of Best Update International

Limited which has interest in the shares of the Company.

Antonie Andries Roux, age 48, has been a non-executive Director since 10 December 2002. Mr Roux is currently Chief

Executive Officer of Internet Operations for the MIH group companies, a position he has held since 2002. Mr Roux

joined the Naspers group in 1979 and was a founding member of M-Net in 1985. In 1997, he was appointed Chief

Executive Officer of M-Web South Africa. Currently, Mr Roux serves on the boards of directors of a number of

companies that are subsidiaries of or associated companies with MIH, including Sportscn, Mweb (Thailand) Limited

and M-Web Holdings (Pty) Limited. Mr Roux has more than 27 years of experience in the telecommunications industry.

Charles St Leger Searle, age 43, has been a non-executive Director since 5 June 2001. Mr Searle is currently the

Director of Corporate Development for the MIH group companies in Asia. Prior to joining the MIH group companies, he

held various corporate finance positions at Cable & Wireless plc and Hong Kong Telecom. Prior to joining Cable &

Wireless plc, he was a senior corporate finance manager at Deloitte & Touche in London and Sydney. Currently, Mr

Searle serves on the boards of directors of a number of companies that are subsidiaries of or associated companies

with MIH. Mr Searle graduated from the University of Cape Town in 1987 with a Bachelor of Commerce degree and is

a member of the Institute of Chartered Accountants in Australia (1992). Mr Searle has more than 12 years of

experience in the telecommunications and Internet industries.

Li Dong Sheng, age 50, has been an independent non-executive Director since April 2004. Mr Li is the Chairman and

CEO of TCL Corporation, the Chairman of the Hong Kong listed TCL Multimedia Technology Holdings Limited and the

Chairman of the Hong Kong listed TCL Communication Technology Holdings Limited, all of which produce consumer

electronic products. Mr Li graduated from Huanan Polytechnic University in 1982 with a Bachelor degree in radio

technology and has more than 12 years of experience in the information technology field.
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Iain Ferguson Bruce, age 66, has been an independent non-executive Director since April 2004. Mr Bruce joined

KPMG in Hong Kong in 1964 and was elected to its partnership in 1971. He was the Senior Partner of KPMG from

1991 until his retirement in 1996 and served as Chairman of KPMG Asia Pacific from 1993 to 1997. Since 1964, Mr

Bruce has been a member of Institute of Chartered Accountants of Scotland and is a fellow of the Hong Kong Institute

of Certified Public Accountants, with over 42 years’ experience in the accounting profession. He is also a fellow of The

Hong Kong Institute of Directors and a member of The Hong Kong Securities Institute. Mr Bruce is currently an

independent non-executive director of Paul Y. Engineering Group Ltd., a construction and engineering services

company, Vitasoy International Holdings Ltd., a beverage manufacturing company, and Wing On Company

International Ltd., a department store operating and real property investment company; all of these companies are

publicly listed companies in Hong Kong. Mr Bruce is also a non-executive director of Noble Group Limited, a

commodity trading company that is publicly listed in Singapore, and China Medical Technologies, Inc., a China-based

medical device company that is listed on NASDAQ.

Ian Charles Stone, age 56, has been an independent non-executive Director since April 2004. Mr Stone is a consultant

for Pacific Century CyberWorks (“PCCW”) and a director, and Chief Executive Officer (“CEO”), of UK Broadband, a

100% owned subsidiary of PCCW conducting business in the United Kingdom. Mr Stone has more than 36 years of

experience in the telecom and mobile industries. He was the CEO of SmarTone between 1999 and 2001. Prior to

joining SmarTone, he was Senior Adviser to First Pacific/PLDT of the First Pacific Group, Chief Operations Officer of

Piltel, Managing Director of Pacific Link and Executive Director of Asialink, the regional telecom investment arm of First

Pacific, respectively. Mr Stone has also held senior positions at Cable & Wireless plc and Hong Kong Telecom.

DIRECTORS’ SERVICE CONTRACTS

Each of Messrs Ma Huateng and Zhang Zhidong has entered into a service contract with the Company for a term of

three years from 25 March 2007. The term of each service contract can be extended by agreement between the

Company and the relevant Director. The Company may terminate the contracts by three months’ written notice at any

time, subject to paying the Director his salary for the shorter of six months and a portion of his annual bonus for the

year in which termination occurred pro rata to the portion of the year before the termination became effective.

Mr Lau Chi Ping Martin has entered into a service contract with the Company for a term of three years from 3 February

2005. Mr Lau is entitled to an annual bonus based on the performance of the Company in an amount to be determined

by the Remuneration Committee. Mr Lau is entitled to participate in all employee benefit plans, programs and

arrangements of the Company.

Save as disclosed above, none of the directors who are proposed for re-election at the forthcoming AGM 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.

DIRECTORS’ INTERESTS IN CONTRACTS OF SIGNIFICANCE

Save as disclosed in this annual report, no contracts of significance in relation to the Group’s business to which the

Company or any of its subsidiaries was a party and in which a director of the Company had a material interest, whether

directly or indirectly, subsisted at the end of the year or at any time during the year.
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DIRECTORS’ INTERESTS IN SECURITIES

As at 31 December 2006, the interests and short positions of the directors and the chief executive of the Company in

the shares, underlying shares and debentures of the Company or its associated corporations (within the meaning of

Part XV of the Securities and Futures Ordinance (“SFO”)) which (a) were required to be notified to the Company and

the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including interests and short positions which

they have taken, or are deemed to have taken, under such provisions of the SFO); or (b) were required, pursuant to

section 352 of the SFO, to be recorded in the register required to be kept by the Company; or (c) were required,

pursuant to the Model Code for Securities Transactions by Directors of Listed Companies in the Listing Rules, to be

notified to the Company and the Stock Exchange were as follows:

(A) Long position in the shares in the Company

Percentage
Number of of issued

Name of Director Nature of interests  shares held share capital

Ma Huateng Corporate (Note 1) 231,683,080 13.10%

Zhang Zhidong Corporate (Note 2) 89,085,530 5.04%

Notes:

1 These shares are held by Advance Data Services Limited, a BVI company wholly owned by Ma Huateng.

2 These shares are held by Best Update International Limited, a BVI company wholly owned by Zhang Zhidong.

(B) Long position in the shares in associated corporations

Percentage

Name of Nature Number of  shares and of issued
Name of Director associated corporation of interest class of shares held share capital

Ma Huateng Shenzhen Tencent Personal RMB9,500,000 47.5%

Computer Systems (registered capital)

Company Limited

(“Tencent Computer”)

Shenzhen Shiji Personal RMB5,225,000 47.5%

Kaixuan Technology (registered capital)

Company Limited

(“Shiji Kaixuan”)

Zhang Zhidong Tencent Computer Personal RMB4,000,000 20%

(registered capital)

Shiji Kaixuan Personal RMB2,200,000 20%

(registered capital)

Save as disclosed above, none of the directors or chief executive and their associates, had interests or short positions

in any shares, underlying shares or debentures of the Company and its associated corporations as at 31 December

2006.
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CONNECTED TRANSACTIONS

The waiver granted by the Stock Exchange regarding the compliance with the applicable disclosure, reporting and

shareholders’ approval requirements under Chapter 14A of the Listing Rules when the Company was listed in June

2004 was referred to. The Company’s Independent Non-Executive Directors reviewed the Structure Contracts and

confirmed that the transactions carried out during the financial year had been entered into in accordance with the

relevant provisions of the Structure Contracts, had been operated so as to transfer by the date of this annual report

Tencent Computer’s and Shiji Kaixuan’s Surplus Cash (as defined in the section “Our History and Structure - Structure

Contracts” of the prospectus) as at 31 December 2006 to Tencent Technology (Shenzhen) Company Limited (“Tencent

Technology”), Shidai Zhaoyang Technology (Shenzhen) Company Limited (“Shidai Zhaoyang”), Tencent Technology

(Beijing) Company Limited (“Tencent Beijing”) and no dividends or other distributions had been made by Tencent

Computer or Shiji Kaixuan to the holders of their equity interests and any new Structure Contracts entered into,

renewed and/or cloned during the relevant financial period had been fair and reasonable so far as the Group was

concerned and in the interests of the Company’s shareholders as a whole. To this extent, Structure Contracts were

entered into relating to Beijing Emark Information and Technology Co., Ltd. (“Beijing Emark”) and Nanjing Wang Dian

Technology Company Limited (“Wang Dian”) during the year ended 31 December 2006. No transactions were carried

out during the year ended 31 December 2006 concerning Beijing Emark and Wang Dian.

The Auditors had carried out review procedures on the transactions pursuant to the Structure Contracts and had

provided a letter to the Board confirming that the transactions had been approved by the Board and had been entered

into in accordance with the relevant Structure Contracts and had been operated so as to transfer Tencent Computer’s

and Shiji Kaixuan’s Surplus Cash as at 31 December 2006 to Tencent Technology, Tencent Beijing and Shidai

Zhaoyang and that no dividends or other distributions had been made by Tencent Computer or Shiji Kaixuan to the

holders of its equity interests.

Transactions carried out during the year ended 31 December 2006, which have been eliminated in the consolidated

financial statements of the Group, are set out as follows:

1. A cooperation framework contract dated 28 February 2004, between Tencent Technology and Tencent Computer

(“TCS CFC”) pursuant to which the parties agree to cooperate in the provision of communications services.

Tencent Technology and its affiliates agree to allow Tencent Computer to use its and its affiliates’ assets and

provide services to Tencent Computer. As consideration, Tencent Computer agrees to transfer all of its Surplus

Cash to Tencent Technology and its affiliates. The parties also established a cooperation committee (“TCS

Cooperative Committee”) according to this agreement. During the year, other than the Structure Contracts

mentioned below, Tencent Computer purchased technology amounting to approximately RMB50,000,000

from Tencent Technology’s affiliate, Tencent Beijing and RMB50,000,000 from Tencent Technology. Tencent

Computer purchased software amounting to approximately RMB234,000,000 (including value-added tax) from

Tencent Technology.

2. A cooperation framework contract dated 28 February 2004, between Shidai Zhaoyang and Shiji Kaixuan (“SKT

CFC”) pursuant to which the parties agree to cooperate in the provision of communications services. Shidai

Zhaoyang and its affiliates agree to allow Shiji Kaixuan to use its and its affiliates’ assets and provide services to

Shiji Kaixuan. As consideration, Shiji Kaixuan agrees to transfer all of its Surplus Cash to Shidai Zhaoyang and its

affiliates. The parties also established a cooperation committee (“SKT Cooperative Committee”) according to this

agreement. During the year, other than the Structure Contracts mentioned below, Shiji Kaixuan purchased

software amounting to approximately RMB81,900,000 (including value-added tax) from Shidai Zhaoyang’s

affiliate, Tencent Beijing.



DIRECTORS’ REPORT

29Tencent Holdings Limited    Annual Report 2006

3. An amended and restated intellectual property transfer contract dated 28 February 2004, between Tencent

Technology and Tencent Computer pursuant to which Tencent Computer assigned to Tencent Technology its

principal present and future intellectual property rights, free from encumbrances (except for licenses granted in

the ordinary course of Tencent Computer’s business) in consideration of Tencent Technology’s undertaking to

provide certain technology and information services to Tencent Computer. During the year, no intellectual

property transfer was transacted under such arrangement, save as disclosed elsewhere in this section.

4. An intellectual property transfer contract dated 28 February 2004 between Shidai Zhaoyang and Shiji Kaixuan

pursuant to which Shiji Kaixuan assigned to Shidai Zhaoyang its principal present and future intellectual property

rights, free from encumbrance (except for licenses granted in the ordinary course of Shiji Kaixuan’s business) in

consideration of Shidai Zhaoyang’s undertaking to provide certain technology and information services to Shiji

Kaixuan. During the year, no intellectual property transfer was transacted under such arrangement, save as

disclosed elsewhere in this section.

5. A domain name license contract dated 28 February 2004, between Tencent Technology, as licensor, and

Tencent Computer, as licensee, pursuant to which Tencent Technology granted to Tencent Computer a non-

exclusive license to use specified domain names against payment of annual royalties determined by the TCS

Cooperation Committee within a range of percentages of Tencent Computer’s annual revenues. During the year, a

fee of approximately RMB22,332,000 was transacted under such arrangement.

6. A domain name license contract dated 28 February 2004, between Tencent Technology, as licensor, and Shiji

Kaixuan, as licensee, pursuant to which Tencent Technology granted Shiji Kaixuan a non-exclusive license to use

specified domain names against payment of annual royalties determined as a percentage of Shiji Kaixuan’s

annual revenues (which may be adjusted pursuant to the contract or the SKT CFC). During the year, a fee of

approximately RMB4,609,000 was transacted under such arrangement.

7. A trademark license contract dated 28 February 2004, between Tencent Technology, as licensor, and Tencent

Computer, as licensee, pursuant to which Tencent Technology granted to Tencent Computer a non-exclusive

license to use specified trademarks against payment of annual royalties determined as a percentage of Tencent

Computer’s annual revenues (which may be adjusted pursuant to the contract or the TCS CFC). During the year,

a fee of approximately RMB22,332,000 was transacted under such arrangement.

8. A trademark license contract dated 28 February 2004, between Tencent Technology, as licensor, and Shiji

Kaixuan, as licensee, pursuant to which Tencent Technology granted Shiji Kaixuan a non-exclusive license to use

specified trademarks against payment of annual royalties determined as a percentage of Shiji Kaixuan’s annual

revenues (which may be adjusted pursuant to the contract or the SKT CFC). During the year, a fee of

approximately RMB4,609,000 was transacted under such arrangement.

9. An information consultancy services contract dated 28 February 2004, between Tencent Technology, as

consultant, and Tencent Computer, pursuant to which Tencent Technology will provide specified information

consultancy services to Tencent Computer against payment of an annual consultancy service fee determined by

the TCS Cooperation Committee within a range of percentages of Tencent Computer’s annual revenues. During

the year, a fee of approximately RMB39,080,000 was transacted under such arrangement.
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10. A technical consultancy services contract dated 28 February 2004, between Tencent Technology, as consultant,

and Shiji Kaixuan, pursuant to which Tencent Technology will provide specified technical consultancy services to

Shiji Kaixuan against payment of an annual consultancy service fee determined by the SKT Cooperation

Committee within a range of percentages of Shiji Kaixuan’s annual revenues. During the year, a fee of

approximately RMB11,523,000 was transacted under such arrangement.

Details of the related parties transactions are set out in Note 39 to the consolidated financial statements.

INTERESTS OF SUBSTANTIAL SHAREHOLDERS

As at 31 December 2006, the following persons, other than the directors or chief executive of the Company, had an

interest or short position in the shares or underlying shares in the Company which would fall to be disclosed to the

Company under the provisions of Divisions 2 and 3 of Part XV of the SFO as recorded in the register required to be

kept by the Company under section 336 of the SFO, or who was, directly or indirectly, interested in 5% or more of the

issued share capital of the Company:

Long position in the shares in the Company

Percentage
Number  of issued

Name of shareholder Nature of interest of shares share capital

MIH QQ (BVI) Limited Corporate (Note 1) 630,240,380 35.64%

Advance Data Services Limited Corporate (Note 2) 231,683,080 13.10%

Best Update International Limited Corporate (Note 3) 89,085,530 5.04%

ABSA Bank Limited Corporate (Note 4) 185,000,000 10.46%

Notes:

1 As MIH QQ (BVI) Limited (“MIH”) is wholly owned by Naspers Limited through its intermediary companies MIH (BVI) Limited

and MIH Holdings Limited. Naspers Limited, MIH (BVI) Limited and MIH Holdings Limited are deemed to be interested in the

same block of 630,240,380 Shares under Part XV of the SFO. Out of the 630,240,380 shares held by MIH, 185,000,000 shares

are pledged to ABSA Bank Limited, as referenced in Note 4 below.

2 As Advance Data Services Limited is wholly owned by Ma Huateng, Mr Ma has interest in these shares as disclosed under the

section of “Directors’ Interests in Securities”.

3 As Best Update International Limited is wholly owned by Zhang Zhidong, Mr Zhang has interest in these shares as disclosed

under the section of “Directors’ Interests in Securities”.

4 As ABSA Bank Limited has a security interest in 185,000,000 Shares, which are held by MIH QQ (BVI) Limited, and ABSA

Bank Limited is wholly owned by Barclays Bank PLC through its intermediary company ABSA Group Limited, Barclays Bank

PLC and ABSA Group Limited are deemed to be interested in the same block of 185,000,000 Shares under Part XV of the SFO.

Save as disclosed above, the Company had not been notified of any other persons (other than a director or chief

executive of the Company) who, as at 31 December 2006, had an interest or short position in the shares and

underlying shares in the Company as recorded in the register required to be kept under section 336 of the SFO.
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COMPETING BUSINESS

MIH is wholly owned by Naspers Limited through its wholly owned intermediate holding companies, MIH (BVI) Limited,

MIH Holdings Limited and MIH Investments (Pty) Ltd. Naspers Limited is listed on the JSE Securities Exchange South

Africa and the Nasdaq Stock Market.

Naspers Limited is a multinational media group that conducts its activities through subsidiaries, joint ventures and

associated companies, with its principal operations in pay-television and Internet platforms, print media, book

publishing, private education and technology markets. The MIH group is a multinational provider of entertainment,

interactive and e-media services with operations spanning over 50 countries delivering media services to consumers

via television and the Internet. The MIH’s group activities are focused on subscriber platforms providing television and

Internet services to over two million paying subscribers in Africa, the Mediterranean and Asia.

The MIH group has a 100% interest in Sportscn, which focuses on sports related content and offers sports results and

prediction services to subscribers through various distribution channels, including pagers, mobile telephones, PDAs

and PCs. The senior management team of Sportscn does not consist of any individuals that are senior managers within

the Group. The Company believes that there is a clear delineation of business, operations, target customers and

management between Sportscn and the Group. The local partners of Sportscn are different from the founders of the

Group and the Group, and more importantly, the business focus of Sportscn is currently limited to providing score

information to a limited scope of sports enthusiasts, while the Group has a much broader audience and a broad range

of content services. Accordingly, other than an overlap in relation to the provision of sports content, which we believe is

an immaterial portion of our business, we are satisfied that in view of the different management teams, the different

local partners, the different focus of the two businesses and the different segments of the markets that they target, the

business of Sportscn does not, and is not likely to, compete with our business.

The Group and MIH did not enter into a non-competition deed. Two of our Directors, Messrs Antonie Andries Roux and

Charles St Leger Searle, are also directors of certain MIH group companies.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the whole or any substantial part of the business of

the Company was entered into or existed during the year.

MAJOR CUSTOMERS AND SUPPLIERS

For the year ended 31 December 2006, the five largest customers of the Group accounted for approximately 17.90%

of the Group’s total revenues while the largest customer of the Group accounted for approximately 5.54% of the

Group’s total revenues. In addition, for the year ended 31 December 2006, the five largest suppliers of the Group

accounted for approximately 54.0% of the Group’s total purchases while the largest supplier of the Group accounted

for approximately 24.0% of the Group’s total purchases.

None of the Directors, their associates or any shareholder of the Company (which to the knowledge of the Directors

owns more than 5% of the Company’s issued capital) had an interest in any of the major customers or suppliers noted

above.
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AUDIT COMMITTEE

The Audit Committee, which comprises two independent non-executive directors and one non-executive director of the

Company, has reviewed the accounting principles and practices adopted by the Company and discussed auditing,

internal control and financial reporting matters. The Audit Committee has reviewed the Group’s audited financial

statements for the year ended 31 December 2006.

COMPLIANCE WITH THE CODE ON CORPORATE GOVERNANCE PRACTICES

Save as disclosed in the this annual report, none of the directors of the Company is aware of any information which

would reasonably indicate that the Company has not, for any part of the year ended 31 December 2006, complied with

the code provisions of the Code on Corporate Governance Practices as set out in Appendix 14 to the Rules Governing

the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”).

As to the deviation from code provision A.2.1 of Appendix 14 to the Listing Rules, the Board will continue to review the

current structure from time to time and shall make necessary changes when appropriate and inform the shareholders

accordingly.

ADOPTION OF CODE OF CONDUCT REGARDING DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted a code of conduct regarding Directors’ securities transactions on terms no less exacting

than the required standard set out in Appendix 10 – Model Code for Securities Transactions by Directors of Listed

Companies under the Listing Rules. The Directors have complied with such code of conduct throughout the accounting

year covered by this annual report.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company’s Articles of Association, or the laws of Cayman

Islands, which would oblige the Company to offer new shares on a pro rata basis to existing shareholders.

EMPLOYEE AND REMUNERATION POLICIES

As at 31 December 2006, the Group had 3,017 employees (2005: 2,274), most of whom are based in the Company’s

head office in Shenzhen, the PRC. The number of workers employed by the Group varies from time to time depending

on needs and they are remunerated based on industry practice.

The remuneration policy and package of the Group’s employees are periodically reviewed. Apart from pension funds

and in-house training programmes, discretionary bonuses and share options may be awarded to employees according

to the assessment of individual performance.

The total remuneration cost incurred by the Group for the year ended 31 December 2006 was RMB585.6 million

(2005: RMB344.5 million).
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SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and within the knowledge of its directors, the directors

confirm that the Company has maintained during the year the amount of public float as required under the Listing

Rules.

CLOSURE OF REGISTER OF MEMBERS

The register of members will be closed from Friday, 11 May 2007 to Wednesday, 16 May 2007 both days inclusive,

during which period no transfer of shares will be registered. In order to be entitled to attend and vote at the

forthcoming AGM and to qualify for the proposed final dividend, all transfers of shares accompanied by the relevant

share certificates must be lodged with the Company’s branch share registrar, Computershare Hong Kong Investor

Services Limited, Shop 1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Hong Kong for registration

not later than 4:30p.m. on Thursday, 10 May 2007.

AUDITORS

The financial statements have been audited by PricewaterhouseCoopers who retire and, being eligible, offer

themselves for re-appointment at the forthcoming AGM.

On behalf of the Board

Ma Huateng
Chairman

Hong Kong, 21 March 2007


