Corporate Governance Report
TEEREE

The board of directors (the “Board”) of the Company places importance
on corporate governance and reviews its corporate governance practices
from time to time to protect the interests of the Group and the
shareholders.

In light of the Code of Corporate Governance Practice (the “Code"”) set
out in Appendix 14 of the Listing Rules which came in effect on
1st January, 2005, the Board has reviewed the corporate governance
practices of the Group with the adoption and improvement of various
relevant procedures. The Company has applied the principles of the
complied with the applicable code provisions in the Code during the
year ended 31 December, 2006.

DIRECTORS’ SECURITIES TRANSACTIONS

During the year, the Company has adopted the Model Code for Securities
Transactions by Directors of Lister Issuers (“Model Code”) as set out in
Appendix 10 of the Listing Rules as its won code of conduct regarding
directors’ securities transactions. Based on specific enquiry of all the
directors of the Company, the directors complied throughout the year
in review with the required standards as set out in the Model Code.

THE BOARD 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 act in
good faith to maximize the shareholders’ value in the long run, and
have aligned the Group’s goal and directions with the prevailing
economic and market conditions. Daily operations and administration
are delegated to the management.
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The Board met regularly throughout the year to discuss the overall
strategy as well as the operation and financial performance of the
Group. All directors are kept informed on timely basis of major changes
that may affect the Group's business, including relevant rules and
regulations. The directors enable, upon the reasonable request, to seek
independent professional advice in appropriate circumstances, at the
Company’s expenses. The Board shall resolve to provide separate
appropriate independent professional advice to the directors to assist
the relevant directors to discharge their duties.

During the year, four full board meetings were held and the attendance
of each director is set out as follows:
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Number of attendance

Name of director BEEnS R E
Gao Yang Gao Yang

(appointed on 26th May, 2006) (R—ZEZA FERA-_+ BEZT) 0/4
Kwok Ka Lap, Alva EliEaya

(appointed on 26th May, 2006) RZBEERERA-+BEEZF) 2/4
Chan Ling, Eva BRo®R 4/4
Wong King Lam, Joseph R 4/4
Sin Chi Fai e 4/4
Ching Yuen Man, Angela 2 HIE

(appointed on 26th May, 2006) (RZZTARERA-_TBEZT) 174
Chan Kwok Keung, Charles PR B 2%

(resigned on 16th June, 2006) (RZEERFAATABET) 0/4
Yap, Allan Yap, Allan

(resigned on 16th June, 2006) (MZBEZFENA+BET) 2/4
Chau Mei Wah, Rosanna EESES

(resigned on 16th June, 2006) (RZEZRFAATABET) 0/4
Li Bo F K

(resigned on 16th June, 2006) (MZEBEZFENA+NBET) 0/4
David Edwin Bussmann N B ]

(resigned on 16th June, 2006) (RZEZREANATAB) 1/4

Board minutes are kept by the Company Secretary of the Company and ESCeCRLHALRAIZRRINEHRT
are sent to the directors for records and are open for inspection by the VTEHEALBESUELSE TAHREEE
directors. 5l
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CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The Chairman of the Board is Mr. Gao Yang while the Chief Executive
Officer (“CEQ") is Mr. Kwok Ka Lap, Alva. There is a clear division of
responsibilities between the Chairman and the CEQ, in that the Chairman
bears primary responsibility for the workings of the Board, by ensuring
its effective function, while the CEO bears executive responsibility for
the Company’s business, the management of the day-to-day operations
of the Company.

BOARD COMPOSITION

The Board comprises three executive directors, being Mr. Gao Yang,
Mr. Kwok Ka Lap, Alva and Ms. Chan Ling, Eva, and three independent
non-executive directors, being Mr. Wong King Lam, Joseph, Mr. Sin Chi
Fai and Ms. Ching Yuen Man, Angela. The directors are considered to
have a balance of skill and experience appropriate for the requirements
of the business of the Company, details of the directors are shown on
page 11 to 12 under the section of Biographical Details of Directors.

APPOINTMENTS, RE-ELECTION AND REMOVAL

The Company has not fixed the term of appointment for non-executive
directors. However, they are appointed subject to retirement by rotation
and re-election at the annual general meeting of the Company in A.4.1.
of the Code which requires that non-executive directors be appointed
for a specific term. The Board has discussed and concluded that the
current practice of appointing non-executive directors without specific
terms but otherwise subject to rotation and re-election by shareholders
was fair and reasonable, and does not intend to change the current
practice at the moment.

The Company had not established a nomination committee and retained
the functions to the Board. The directors from time to time identify
individual suitable to be a Board member and make recommendation to
the Board. The main criteria in selecting a candidate is whether if he
can add value to the management through his contributions in the
relevant strategic business areas and if the appointment results a strong
and diverse Board.
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RESPONSIBILITIES OF DIRECTORS

Every newly appointed director received an information package from
the Company on the first occasion of his appointment. This information
package is a comprehensive, formal and tailored induction on the
responsibilities and ongoing obligations to be observed by a director. In
addition, the package includes materials on the operations and business
of the Company. The management of the Company conducted briefing
on their responsibilities and obligations under the laws and applicable
regulations such as Listing Rules and Company Ordinance as was
necessary.

SUPPLY OF AND ACCESS TO INFORMATION

In respect of regular board and committee meetings, agendas and
accompanying board papers were sent in full to all directors at least 3
days before the intended date of meetings. Board papers are circulated
to the directors to ensure they have adequate information before the
meeting for the ad hoc projects.

The management has the obligation to supply the Board and its
committees with adequate information in a timely manner to enable it
to make informed decisions. Where any director requires more
information than is volunteered by the management, each director has
separate and independent access to the issuer’s senior management to
make further enquires if necessary.

Minutes of the Board/committee meetings are kept by the Company
Secretary and are open for inspection by directors.

REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT

The remuneration committee, which was set up in April, 2005, comprises
two independent non-executive directors and one executive director,
The principal responsibilities of remuneration committee include
formulation of the remuneration policy, review and recommending to
the Board the annual remuneration policy, and determination of the
remuneration of the executive director and members of senior
management. The overriding object of the remuneration policy is to
ensure that the Group is enable to attract, retain, and motivate a high-
calibre team which is essential to the success of the Group.
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The remuneration committee held one meeting during the year 2006.
The members and attendance of the meeting are as follows:

Number of attendance

Name of member BMEHKH HERE
Chan Ling, Eva B B 171
Wong King Lam, Joseph BERR 171
Sin Chi Fai ity 11
Yap, Allan Yap, Allan 0/1

(resigned on 16th June, 2006)

In order to attract, retain, and motivate executives and key employees
serving for the Group, the Company has adopted a share option scheme
in 2002. Such incentive scheme enables the eligible persons to obtain
an ownership interest in the Company and thus to reward to the
participants who contribute to the success of the Group’s operation.

Details of the remuneration of Directors are set out in note 15 to the
accounts and details of 2002 share option scheme are set out in the
report of director and note 39 to the account.

ACCOUNTABILITY AND AUDIT

The Board presents a balanced, clear, and comprehensible assessment
of the Company’s performance, position, and prospects.

The management provides such explanation and information to the
Board as will enable the Board to make an informed assessment of the
financial and other information put before the Board for approval.

The directors are responsible for overseeing the preparation of accounts
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 accounts for the year ended 31st December, 2006, the
directors have:

1. selected suitable accounting policies and applied them consistently;

2. approved adoption of all HKFRSs;

3. made judgments and estimated that are prudent and reasonable;
and

4.  have prepared the accounts on the going concern basis.
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INTERNAL CONTROLS

The Board has overall responsibility for the Group's internal control
systems and through the Audit Committee, conducts reviews on the
effectiveness of these systems at least annually, covering all material
controls, financial, operational and compliance controls and risk
management functions. The process used in reviewing the effectiveness
of these internal control systems includes discussion with management
on risk areas identified by management of the Company and principal
divisions and review of significant issues arising from internal and
external audits. The Company’s internal control systems comprise a well
established organizational structure and comprehensive policies and
standards. Procedures have been designed to safeguard assets against
unauthorised use or disposition, and to ensure compliance with
applicable laws and regulations. The purpose of the Company’s internal
control is to provide reasonable, but not absolute, assurance against
material misstatement or loss and to manage rather than eliminate risks
of failure in operational systems and achievement of the Company’s
objective.

AUDIT COMMITTEE

The audit committee currently comprises all three independent
non-executive directors of the Company, Mr. Wong King Lam, Joseph,
Mr. Sin Chi Fai and Ms. Ching Yuen Man, Angela as the members, who
among themselves possess a wealth of management experience in the
accounting profession, commercial and industrial. The audit committee
is provided with sufficient resources to discharge its duties. The principal
duties of the audit committee include the review of the Group’s financial
reporting, the nature and scope of audit review as well as the
effectiveness of the system of internal control and compliance. It will
also discuss matter raised by the external auditors to ensure that
appropriate recommendations are implemented.
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The audit committee held two meetings during the year 2006. The

members and attendance of the meeting are as follows: moKBRERHERMT
Number of attendance
Name of member BE®E R
Wong King Lam, Joseph BERR 2/2
Sin Chi Fai e 2/2
Ching Yuen Man, Angela 2P
(appointed on 26th May, 2006) (RZZZRERA-_+BEZT) 12
David Edwin Bussmann N
(resigned on 16th June, 2006) (RZEERFAATABET) 12
Full minutes of audit committee meetings will be kept by the secretary EREES AR R LB SR EWER
of the meeting. Draft and final versions of minutes of the audit B EBREEEERLBZIREAREER
committee meetings are sent to all members of the committee for their T BRAEREALEEXTEE

comment and records respectively, in both cases with a reasonable time
after the meeting.

AUDITORS" REMUNERATION

Deloitte Touche Tohmatsu has been reappointed as the external auditors
of the Company at the 2006 annual general meeting until the conclusion
of the next annual general meeting.

During the year, the Company paid approximately HK$3,927,000 to
Deloitte Touche Tohmatsu in which approximately HK$2,600,000 is
related to statutory audit. The remaining was paid for the provision of
non-statutory audit service for the Group as follow.
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DELEGATION BY THE BOARD

The Company has a formal schedule of matters specifically reserved to
the Board and those delegated to management. There should be a clear
division of responsibilities amongst committees and each of them should
have a specific terms of reference.

The Board is responsible for determining the overall strategy and
approving the annual business plan of the Group, ensuring the business
operations are properly planned, authorised, undertaken and monitored.
All policy matters of the Group, material transactions or transactions
where there is conflict of interests are reserved for the Board's decision.

The Board has delegated the day-to-day responsibility to the executive
management.

BOARD COMMITTEES

The Board has prescribed sufficiently clear terms of reference for the
audit committee and the remuneration committee.

The terms of reference of the audit committee and remuneration
committee require the committees to report back to the board on their
decisions or recommendations.

COMMUNICATION WITH SHAREHOLDERS

In respect of each substantially issue at a general meeting, a separate
resolution has been proposed by the chairman of that meeting.

The chairman of the Board should attend the annual general meeting.
This deviates from the provision E.1.2. of the Code because the chairman
of the Company had another engagement that was important to the
business of the Company, he was unable to attend the annual general
meeting held on 29th June, 2006.
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VOTING BY POLL

The chairman of a meeting will ensure disclosure in the Company’s
circulars to shareholders of procedures for the rights of shareholders to
demand a poll in compliance with the requirements about voting by
poll contained in the Listing Rules. In accordance to Article 80 of the
Articles of the Company, at any general meeting a resolution put to the
vote of the meeting shall be decided on a show of hands unless a poll
is (before or on the declaration of the result of the show of hands or
on the withdrawal of any other demand for a poll) demanded by:

1. the chairman of the meeting;

2. at least three members present in person (or, in the case of a
shareholder being a corporation, by its duly authorised
representative) or by proxy for the time being entitled to vote at
the meeting;

3. any member or members present in person (or, in the case of a
shareholder being a corporation, by its duly authorised
representative) or by proxy and representing not less than one-tenth
of the total voting rights of all the members having the right to
vote at the meeting; or

4. a member or members present in person (or, in the case of a
shareholder being a corporation, by its duly authorised
representative) or by proxy and holding shares in the company
conferring a right to vote at the meeting being shares on which
an aggregate sum has been paid up equal to not less than
one-tenth of the total sum paid up on all shares conferring that
right.

The Company should count all proxy votes, and except where a poll is
required, the chairman of a meeting should indicate 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.
The issuer should ensure that votes cast are properly counted and
recorded.

The chairman of a meeting should at the commencement of the meeting
ensure that an explanation is provided of:

1. the procedure for demanding a poll by shareholders before putting
a resolution to the vote on a show of hands; and

2. the detailed procedures for conducting a poll and then answer
any questions from shareholders whenever voting by way of a
poll is required.
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