Corporate Governance Report
NRERHES

We are committed to maintaining a high standard of corporate
governance. We firmly believe that a good, solid and sensible
framework of corporate governance will enhance the
Company to run its business in the best interest of its
shareholders as a whole.

The Directors are in the opinion that the Company has
complied with the provisions of the Code on Corporate
Governance Practices as set out in Appendix 14 to the Listing
Rules.

Deviations from the Code on Corporate Governance Practices
and remedies:

The Company does not fully comply with code provisions
A.2.1, A.4.1 and A.4.2 in Appendix 14.

Under code provision A.2.1, the role of chairman and chief
executive officer should be separate and should not be
performed by the same individual. The Board has Chairman to
provide leadership to the Board in terms of establishing policies
and business directions and monitor the daily operation of the
Group. The Company is currently looking for a suitable person
to be responsible for the daily management of the Company’s
business as a whole as a remedy for such deviation.

Under code provision A.4.1, the non-executive directors
should be appointed for specific term, subject to re-election.
All non-executive directors of the Company are not, however,
appointed for specific term. The Company took the remedial
action by subsequently signing new service contracts with
each of the independent non-executive directors. Pursuant
to the new service contract, all the independent non-executive
directors are appointed for a term of two years.

Under code provision A.4.2, every director should be subject
to retirement by rotation at least once every three years. Since
the articles of association of the Company provide that all
directors (except chairman) shall be subject to retirement by
rotation, the Company did not comply with this provision, the
Company is considering to amend the articles of association

of the Company to remedy the situation.
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Model Code for Securities Transactions

The Group adopted the Model Code for Securities
Transactions by Directors (the “Code”), contained in Appendix
10 of the Listing Rules. Special enquiry has been made of all
Directors, and Directors have confirmed that they have
complied with the required standards set out in the Code for
the year ended 31 December 2006.

Board of Directors

The Board currently comprises five executive directors, namely,
Mr. Tong Shi Jun, Mr. Zhao Lishen, Mr. Chiu Kong, Ms. Huang
Ling and Ms. Zhu Jun; and three independent non-executive
directors, namely Mr. Chen Song Sheng, Ms. Zhou Mei Zhen
and Ms. Wang Li Yun.

For details of the Directors’ biographical information, please
refer to the section headed “Biography of Directors and Senior
Management”.

The Company has received, from each of the independent
non-executive directors, an annual confirmation of their
independence pursuant to Rule 3.13 of the Listing Rules. The
Company considers all of the independent non-executive
directors to be independent.

The principal functions of the Board are to consider and
approve the strategies, financial objectives, annual budget,
investment proposals, and assume the responsibilities of
corporate governance of the Company. The day-to-day
operations of the Group are delegated to the management of
the Group.
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The Board met four times in 2006 and the individual
attendance of each Board member in these meetings is as
follows:

Note Attendance
Executive directors
Mr. Tong Shi Jun 4/4
Mr. Zhang Jian (i) 4/4
Mr. Zhao Lishen 4/4
Mr. Chiu Kong 4/4
Ms. Huang Ling 4/4
Ms. Zhu Jun 4/4
Independent

non-executive directors

Mr. Chen Song Sheng 2/4
Ms. Zhou Mei Zhen 4/4
Ms. Wang Li Yun 4/4

Notes:
(i) Resigned as executive director on 1 October 2006.

The Company has Audit Committee, Remuneration
Committee and Nomination Committee with details presented
below.

Audit Committee

The Company established an audit committee in 1999 with
written terms of reference in compliance with the Listing Rules.
Its current members include three independent non-executive
directors, who are Mr. Chen Song Sheng, Ms. Zhou Mei Zhen
and Ms. Wang Li Yun.

The audit committee is to make recommendation to the Board

on the appointment, re-appointment and removal of the
external auditors and any questions of resignation or dismissal,
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their audit fees, matters relating to the independence of the
external auditors; to meet with the external auditors to discuss
the nature and scope of the audit, and matters of concern
when requested to do so by the external auditors; to review
the interim financial report and annual financial statements
before they are submitted to the Board; to discuss problems
and reservations arising from the interim review and final audit;
any other matters the external auditors may wish to discuss,
to review the external auditors’ management letter and
management’s response; and to consider any findings of major
investigations of internal control matters as delegated by the
Board on its own initiative and management’s response.

The audit committee met two times in 2006. Individual
attendance of each committee member is set out as below:

Attendance
Mr. Chen Song Sheng 1/2
Ms. Zhou Mei Zhen 2/2
Ms. Wang Li Yun 2/2

To fulfil its responsibilities, the audit committee has met with
the external auditor to discuss the general scope of their audit
work and has reviewed the Group’s unaudited interim results
for the period ended 30 June 2006 and annual audited results
for the year ended 31 December 2006 and was of the opinion
that the preparation of such results complied with the
applicable accounting standards and requirements and that
adequate disclosure have been made.

Remuneration Committee

The Company established a remuneration committee in
September 2005 with written terms of reference in compliance
with the Listing Rules. It comprises an executive director, Mr.
Chiu Kong and two independent non-executive directors, Ms.
Zhou Mei Zhen and Ms. Wang Li Yun.
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The remuneration committee is responsible for formulating and
recommending remuneration policy to the Board and determining
the remuneration of directors and members of senior
management as well as reviewing and making recommendations
on the Group’s bonus structure, provident fund and other
compensation-related issues.

The remuneration committee met once in 2006. Individual
attendance of each committee member is set out as below:

Attendance
Executive Director
Mr. Chiu Kong 1/1
Independent Non-Executive Director
Ms. Zhou Mei Zhen 1/1
Ms. Wang Li Yun 1/1

Nomination Committee

The Company established a nomination committee in
September 2005 with written terms of reference in compliance
with the Listing Rules. It comprises an executive director, Mr.
Chiu Kong and two independent non-executive directors, Ms.
Zhou Mei Zhen and Ms. Wang Li Yun.

The nomination committee is responsible for formulating policy
and making recommendations to the Board on nomination,
appointment of directors and Board succession, develops
selection procedures for candidates, reviews the size,
structure and composition of the Board and assesses the

independence of independent non-executive director.

The nomination committee adopts certain criteria and
procedures in the nomination of new directors. The major
criteria include the candidates’ professional background
especially their experience in the industry of the Group’s
business ; their financial and past track record with other
similar companies; and the recommendations from the
management team and other knowledgeable individuals. The
nomination committee will shortlist the candidates and then

submit to the Board for final approval.
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The nomination committee met once in 2006. Individual
attendance of each committee member is shown below:

Attendance
Executive Director
Mr. Chiu Kong 11
Independent Non-Executive Director
Ms. Zhou Mei Zhen 1/1
Ms. Wang Li Yun 11

During the meeting, the nomination committee had reviewed
the structure, size and composition of the Board, considered
the suitability of the appointment of a non-executive director,
assessed whether the independence of independent non-
executive directors comply with the relevant requirements
under the Listing Rules, and the suitability of the re-election
of the Directors who are subject to retirement and re-election
at the annual general meeting.

Internal Control

The Board has overall responsibility for maintaining sound and
effective internal controls to safeguard the Group’s assets and
shareholders’ interest. The Board conducts regular review of
the Group’s internal control system.

The system includes a well-established organizational
structure with clearly defined lines of responsibility and
authority, which is designed to safeguard assets from
inappropriate use, maintain proper accounts and ensure
compliance with regulations. Executive management is directly
responsible for implementing the strategy and policies adopted
by the Board, and for all the Group’s activities.
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The Board monitored the Group’s progress on corporate
governance practices throughout the year under review.
Periodic meetings were held, and circulars or guidance notes
were issued to directors and senior management where
appropriate, to ensure awareness of best corporate
governance practice.

The Board assessed the effectiveness of internal controls by
considering reviews performed by the audit committee,
executive management and external auditors. The Board
believes that the present internal control system is adequate
and effective.

Auditor’s Remuneration

During the year, the remuneration paid to the Company’s
auditor, RSM Nelson Wheeler, is set out as follows: —

Fee paid/payable

HK$’'000

Audit services 750
Other services 780
1,530

Directors’ Responsibility on the Financial
Statements

The directors of the Company acknowledge their responsibility
for preparing the financial statements for the year ended 31
December 2006, which were prepared in accordance with
statutory requirements and applicable accounting standards.

The reporting responsibilities of the external auditor on the

financial statements are set out in the “Independent Auditor’s
Report” on pages 29 to 34.
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