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CORPORATE GOVERNANCE REPORT

The Company endeavours to maintain a high standard of corporate
governance and to increase transparency to its shareholders. The
Company has adopted sound governance and disclosure practices,
and is committed to continuously improve those practices and
cultivate an ethical corporate culture.

Except for the deviations specified below, the Company has
complied with the code provisions of the Code on Corporate
Governance Practices (the “Code”) as set out in Appendix 14 of
the Listing Rules in the year 2006.

Code Provision B.1.1 of the Code stipulates that a company should
establish a remuneration committee with specific written terms of
reference. As the Company requires more preparation time, the
Remuneration Committee therefore has been established at the
meeting of the Board held on 20th April 2006. Members and
Chairman of the Remuneration Committee and specific written
terms of reference have been determined.

Code Provision E.1.2 of the Code stipulates that the Chairman of
the Board should attend annual general meetings. Mr. Wu Yun,
Chairman of the Board, has signed an appointing letter, appointing
Mr. Liu Guangming, an executive Director to attend the 2006
Annual General Meeting. The Chairman of the Board, Mr. Wu Yun,
should attend the Annual General Meeting of the Company unless
any exceptional circumstances occur.

According to regulations promulgated by the Stock Exchange, any
PRC-based company listed in Hong Kong shall engage one Hong
Kong resident to act as an independent non-executive director.
However, as at the date of this report, the Company has not
identified a suitable candidate.

According to the latest regulations promulgated by the Stock
Exchange, any company listed in Hong Kong shall engage a
qualified accountant for the financial management of the company.
The Company is currently using its best endeavour in identifying a
suitable candidate.

Below are the corporate governance practices adopted by the
Company in 2006.
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THE BOARD

The Board, led by the Chairman, is responsible for the approval and
monitoring of the Company’'s overall strategies and policies,
approval of annual budgets and business plans, evaluation of the
performance of the Company, and oversight of the work of the
management.

The day-to-day operations of the Group are delegated to the
management. The management team must together regularly to
review and discuss with executive directors on day-to-day
operations issues, financial and operating performance as well as
to monitor and ensure the management in carrying out the
directions and strategies set by the Board correctly and properly.

The Board comprises ten Directors, out of which seven are
executive Directors (including the Chairman and the Managing
Director) and three are independent non-executive Directors. For
name list and profile of the members of the Board, please refer to
the section headed "“Biographical Details of Directors, Supervisors
and Senior Management”. In accordance with the requirements of
the Listing Rules, an independent non-executive director must be
confirmed by the Board to have no any direct or indirect material
relationship with the Company before being considered to be
independent. The Company has received written confirmation from
each independent non-executive Director of his independence and
considered all independent non-executive Directors are
independent to the Company. There is no financial, business,
family or other material/related relationship existing among the

Directors.

The Board should meet regularly, and board meeting should be
held at least four times a year. The Board held six meetings in
2006 and one meeting in February 2006. Attendance rate of
directors and representatives appointed by directors is 100%.
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The Board has adopted the Model Code as set out in appendix 10
of the Listing Rules as the Company's code of conduct regarding
securities transactions by Directors and Supervisors. After making
specific enquiries with all Directors and Supervisors, the Company
confirmed that the Directors and Supervisors have complied with
the required standard set out in the Model Code during 2006.

CHAIRMAN AND MANAGING DIRECTOR

Mr. Wu Yun and Mr. Miyatake Yoshiyuki holds the positions of
Chairman of the Board and Managing Director, which are two
clearly separate positions, respectively.

The Chairman is responsible for leading, and overseeing the
operations of the Board, effectively planning the Board meetings
and ensuring the Board is acting in the best interests of the
Company. The Chairman shall proactively encourage Directors to
fully participate in the Board's affairs and make contribution to the
functions. The Board, under the Chairman’s leadership, has
adopted good corporate governance practices and procedures and
has taken appropriate steps to maintain effective communication
with the shareholders.

The Managing Director is responsible for managing the business of
the Company, as well as formulating and implementing the
Company's policies and is answerable to the Board in relation to
the overall operation of the Company. The Managing Director
works in close association with the other executive Directors and
the administrative team of each core business division, ensuring
the funding requirements of the business of the Company are
sufficiently met and at the same time closely monitor the operation
and financial results of the Company according to business plans
and budgets, and advise the Board on matters in relation to the
Company's development. The Managing Director is required to
keep close communication with the Chairman and all other
Directors to keep them fully informed of all substantive matters
relating to the Company's business development, and is also
responsible for building and maintaining a highly efficient
administrative support team to support him to discharge the
assigned duties in this position.
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NOMINATION OF DIRECTORS

Article 95 of the Company’s Articles of Association stipulates that
directors shall be elected at the shareholders’ general meeting for
a term of three years. Upon expiry of the term, a director shall be
eligible for re-election. Accordingly, all Directors are appointed for a
specific term.

The Company does not have a nomination committee. The Board
shall have the collective responsibility to consider and assess the
candidates for directorships based on their characters,
qualifications and experience appropriate for the Group's
businesses, and nominate candidates for directorships accordingly.
Candidates for directorships are subject to election by shareholders
at shareholders’ general meeting.

For 2006, the Board nominated all the retiring Directors who were
due to retire on the date of 2006 annual general meeting and
eligible for re-election. The term of office of all the directors who
were re-elected in the 2006 annual general meeting shall not
expire till the 2009 annual general meeting.

REMUNERATION COMMITTEE

The Company established its Remuneration Committee on 20 April
2006. The Remuneration Committee comprises three independent
non-executive Directors (namely Mr. Long Tao, Mr. Song Xiaojiang
and Mr. Xu Bingjin) and one executive Director (namely, Mr. Liu
Guangming). Mr. Liu Guangming serves as the chairman of the
Remuneration Committee. Responsibilities of the Remuneration
Committee were set based on the recommendations set out in the
Code issued by the Stock Exchange, the main points are
summarised as follow: to recommend the Board in respect of the
remuneration policies for the directors and senior management of
the Company; to recommend the Board in respect of the
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remuneration policies for the independent non-executive Directors;
to determine the specific remunerations for all executive Directors
and senior management members, including non-monetary
benefits, pension and compensation payment; to ensure that none
of the Directors or any of their respective associates involve in the
determination of their own remuneration; other recommended
duties set out in various provisions of the Code.

The Remuneration Committee held a preliminary meeting on 14
April 2006 to discuss the establishment of the Remuneration
Committee, the remuneration policies and structure for the
standing members of the Board and senior managements and the
distribution of one-off bonus to the independent non-executive
Directors of the immediate preceding term (and recommendations
in respect of such issues were suggested in the Board meeting
held on 20 April 2006). All the members of Remuneration
Committee have attended that meeting.

SUPERVISORY COMMITTEE

The Supervisory Committee comprises three members, two of
whom are representatives of the shareholders and one of whom is
the representative of the staff and workers. During 2006, the
Supervisors of the Company have exercised their right of
supervision in accordance with the laws and protected the legal
interests of the shareholders, the Company and the employees.
The details of the work of the Supervisory Committee are set out
in the Supervisory Committee’s Report in this annual report.

AUDIT COMMITTEE

The Company has established an audit committee with specific
terms of reference in accordance with the Listing Rules. The Audit
Committee comprises three independent non-executive Directors,
who possess appropriate business and financial skills and
experience to understand financial statements. The Committee is
chaired by Song Xiaojiang and other members are Long Tao and Xu
Bingjin.
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The terms of reference of the Audit Committee include the duties
to recommend the engagement and replacement of external audit
firms, oversee and implement the Company’s internal auditing
systems, verify the Company’s financial information and
disclosure, examine the Company’s internal control systems, and
take charge and act as a communication channel between internal
and external auditors.

The Audit Committee met twice in 2006 to review the final results
for 2005 and audited financial statements for 2005 and the 2006
interim report.

EXTERNAL AUDITOR

The external auditors currently appointed by the Company are
Messrs. Deloitte Touche Tohmatsu CPA Ltd. and Messrs. Deloitte
Touche Tohmatsu as its PRC and international auditors
respectively. In order to maintain their independence, these
accountants do not take on non-audit work. The work the external
auditors are engaged to perform must produce measurable
efficiency and added-value to the Company and should not cause
adverse effect on the independence or independent standing of
their audit function. The amount of the remunerations of the
auditors is disclosed in the financial statements.

INTERNAL CONTROL

The Board has the ultimate responsibility in overseeing the
operation of all business units under the Company’s management.
It shall appoint suitable qualified personnel to serve on the boards
of all subsidiaries and associated companies operating in key
business areas, attending their board meetings to oversee the
operations of these companies. The management in each business
division is accountable for the operations and performance of the
business within its area of responsibility.
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The Company’s management has implemented a system of
internal control to provide reasonable assurance that the Group's
assets are safeguarded, proper accounting records are maintained,
applicable laws and regulations are complied with, reliable financial
information are provided for the Company's management for
publication purposes and investment and business risks affecting
the Group are identified and properly managed.

The Directors of the Company review the effectiveness of the
internal control system of itself and its subsidiaries at least once
every year. The scope of a review includes financial control,
operation control, compliance control and risks management
functions. As of 19 April 2007, the Board has completed the
aforementioned review for 2006 and the Board is of the view that
the Company's internal control system can properly and effectively
protect the investments of the shareholders and the assets of the
Group.

DIRECTOR’S RESPONSIBILITIES IN RESPECT OF
FINANCIAL STATEMENTS

Under the assistance of the accounting department, the Board is
responsible for preparing the financial statements for each financial
year and ensuring that, in preparing such financial statements,
appropriate accounting policies are adopted and applied and the
PRC accounting standards and systems and International Financial
Reporting Standards are observed, to give a true and fair view of
the financial position and operating results of the Company. The
statement of the auditors about their responsibilities on the
Group's financial statements is set out in the Independent
Auditor’'s Report on pages 36 to 38.

INVESTOR RELATIONS AND SHAREHOLDERS’ RIGHTS

After announcement of the Company’s interim and annual financial
results, the Company has proactively arranged for briefing
meetings for people from the investment community at regular
intervals, using the opportunity to promote investor relations and
two-way communication. The Company, through the investor
relations manager, responds to the information requests and
inquiries by people from the investment community.
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The Company encourages shareholders to attend the shareholders’
annual general meeting in which the Chairman and Directors will
be on hand to answer questions by shareholders on the Company’s
business. The Company distributes annual and interim report to the
shareholders in a timely manner for their inspection.

In 2006, the Company has made corresponding amendments to
the practices of its own corporate governance as well as the
contents and the related reporting format pursuant to the new
provisions set out in the Code on Corporate Governance Practices
of the Listing Rules. The Company will also continue to dedicate
efforts into enhancing the standard of its corporate governance
according to the ongoing regulatory changes, development trend of
the Company, and feedback opinions from shareholders, ensuring
a stable and healthy growth for the Company while adding value to
shareholders.

By Order of the Board
Wu Nianging
Company Secretary
Chongging, PRC,

19th April, 2007



