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It is the firm belief of the Company that a good and solid corporate governance
framework is essential to the successful growth of the Company and the
enhancement of shareholders’ value. The Company is committed to attaining
and maintaining high standards of corporate governance and adopts principles
of corporate governance emphasising a quality board, accountability to all
stakeholders, open communication and fair disclosure.

Code on Corporate Governance Practices
On 8 April 2005, the Company adopted the Corporate Governance Practice

Manual (“CG Manual”). The CG Manual incorporates almost all the Code
Provisions of the Code on Corporate Governance Practices (“CG Code”)
contained in Appendix 14 to the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited (“Listing Rules”) and includes the
implementation details for the Code Provisions and, where appropriate, the
Recommended Best Practices. The CG Manual can be downloaded from our
website and copies are available on request to the Company Secretary.

The Company has complied with all the Code Provisions in the CG Code
throughout the year ended 31 December 2006, with deviations from Code
Provisions A.4.1 and E.1.2 of the CG Code as summarised below. The Company
has also exceeded the requirements under the Listing Rules and the CG Code in
various areas of its corporate governance practices.

In addition to meeting the requirements of the Listing Rules, the inclusion of the
Corporate Governance Report in this Annual Report is intended to keep our
shareholders abreast of the corporate governance practices of the Company and
their development throughout the reporting year and to invite our shareholders’
views thereon.

The Board
The Board represents shareholders in managing the Company’s affairs. The

Directors recognise their responsibilities to enhance shareholder value and to
conduct themselves in accordance with their duty of care and loyalty.

The major issues which are brought before the Board for their decisions include:

1. Direction of the operational strategies of the Group;

2. Setting the policies relating to key business and financial objectives of
the Company;

3. Monitoring the performance of the management;

4. Approval of material acquisitions, investments, divestments, disposal of
assets or any significant capital expenditure of the Group;

5. Ensuring a prudent and effective internal control system;

6. Review of the financial performance and results of the Company; and

7. Recommendation to shareholders of the Company on final dividend and the
declaration of any interim dividends.
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The Directors are responsible for the preparation of the 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 flows for that period. Since November 2002, to enable
the shareholders to appraise the operations and performance of the Group, the
Group has been releasing quarterly financial highlights and operating review. The
financial statements are prepared and presented to enable a clear and balanced
assessment of the financial position of the Group. Regular management reports
on the financial position and prospects of each business unit of the Group are
reviewed by the Executive Committee to enable the Board to make an informed
assessment of the performance of the Company.

In the financial year ended 31 December 20086, there were the following changes

to the membership of the Board:

(1) Mr. Qiao Shibo and Mr. Yan Biao were re-designated as Non-Executive
Directors on 10 March 2006.

(2) Mr. Wang Qun, Mr. Lau Pak Shing and Mr. Kwong Man Him were appointed
as Deputy Managing Directors on 10 March 2006.

(8) Mr. Wang Shuaiting was appointed as Non-Executive Director on 10 March 2006.

(4) The Hon. Bernard Charnwut Chan and Mr. Siu Kwing Chue, Gordon were
appointed as Independent Non-Executive Directors on 30 November 2006.

As at the date of this Report, the Board comprises 17 Directors, including
the Chairman, the Managing Director, four Deputy Managing Directors, five
Non-Executive Directors and six Independent Non-Executive Directors. The
biographical details of the Directors are set out on pages 44 to 47 of this Annual
Report and can also be found on our website. The relationships (including
financial, business, family or other material or relevant relationships) if any, among
members of the Board are disclosed. There is no such relationship as between
the Chairman and the Managing Director.

Pursuant to the requirements of the Listing Rules, the Company has received
written confirmation from each of the Independent Non-Executive Directors
confirming his independence from the Company, and considers all of the
Independent Non-Executive Directors to be independent.

The experience and views of our Independent Non-Executive Directors are
held in high regard and contribute to the effective direction of the Group. The
Company exceeded the minimum requirements under the Listing Rules relating
to the appointment of at least three Independent Non-Executive Directors with
the appointment of its fourth Independent Non-Executive Director, Mr. Cheng
Mo Chi, in November 2005 and the fifth and sixth Independent Non-Executive
Directors, The Hon. Bernard Charnwut Chan and Mr. Siu Kwing Chue, Gordon,
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both in November 2006. Two of our Independent Non-Executive Directors have
appropriate accounting qualifications, which also exceeds the requirement of the
Listing Rules. With the appointment of The Hon. Bernard Charnwut Chan and
Mr. Siu Kwing Chue, Gordon, the Company has achieved its long term goal of
maintaining the proportion of its Independent Non-Executive Directors to at least
one third of the total members of the Board.

The Company has put in place a tailored induction programme for its newly
appointed directors. Continuing development and information are provided to the
Directors to keep them abreast of the latest developments involving the Group’s
businesses and operations.

The structure, size and composition of the Board are reviewed from time
to time to ensure that the Board has a balanced composition of skills and
expertise appropriate for the requirements of the businesses of the Company.
Appointments are first considered by the Nomination Committee. The
recommendations of the Nomination Committee are then put to the full Board
for decision.

All Directors (including Executive and Non-Executive Directors) are not appointed
for a fixed term. The Board does not believe in any arbitrary term of office
and would like to retain sufficient flexibility to organise the composition of the
Board to serve the needs of the Group. All Directors are subject to re-election
by shareholders of the Company at the annual general meeting following their
appointment and at least every three years on a rotation basis. The Articles of
Association of the Company require that one-third of the Directors (including
Executive and Non-Executive Directors) shall retire each year. The Directors who
are required to retire each year shall be those appointed by the Board during the
year and those who have been longest in office since their election or re-election.
A retiring Director is eligible for re-election.

The positions of the Chairman and the Managing Director are held separately
by Mr. Song Lin and Mr. Chen Shulin respectively. The segregation of duties
of the Chairman and the Managing Director ensures a clear distinction in the
Chairman’s responsibility to manage the Board and the Managing Director’s
responsibility to manage the Company’s business. The respective responsibilities
of the Chairman and the Managing Director are more fully set out in the
CG Manual.

Due to an overseas engagement, Mr. Song Lin was not in Hong Kong on
2 June 2006 and therefore could not attend the annual general meeting of the
Company held on that day. The Managing Director and either the chairman or
at least one member of the Audit Committee, Compensation Committee and
Nomination Committee attended the annual general meeting to ensure effective
communication with the shareholders of the Company.

The Board meets regularly and at least four times a year at approximately
quarterly intervals to review the financial performance of the Group. Between
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these regular meetings, the Board meets to discuss and consider major issues
(whether or not required by the Listing Rules) and also on other occasions
when board decisions are required. With respect to regular meetings of the
Board, Directors receive at least 14 days prior written notice of the meeting and
an agenda with supporting Board papers no less than three days prior to the
meeting. With respect to other meetings called, Directors are given as much
notice as is reasonable and practicable in the circumstances. The Directors have
full access to information on the Group and independent professional advice
whenever deemed necessary by the Directors.

EFEN_TTRFHABFABREE - EFN The Board met on 13 occasions during 2006. The attendance of the Directors at
—EERFHRESFEERMTEZEE SR Board meetings and principal Board committee meetings held in 2006 is set out
HEFIBEN TR in the table below:
5T | BpZE® | HMWEE® 97ZE% | MHZE® | REZE®
Board Audit Compensation | Executive Finance | Nomination
R s | Committee | Committee | Committee | Committee | Committee
FE#1TEE Non-Executive Directors
BiHEEED | Mr. Qiao Shibo 1
B E Mr. Yan Biao 2 1 1
BEEE Mr. Jiang Wei 1 1
FEIFESRE? | Mr. Wang Shuaiting @ 1 2
HBELE Mr. Xie Shengxi 1 1

B IEFITEE Independent Non-Executive Directors

BREZFEL Dr. Chan Po Fun, Peter 4 8 4 3 2
BERELE Mr. Houang Tai Ninh 4 7 4 3 2
R Dr. Li Ka Cheung, Eric 2 7 4

BB 4 Mr. Cheng Mo Chi 3 2 2

FBREZEFEE® | The Hon. Bernard Charnwut Chan @ 1

BMAESLE® | Mr. Siu Kwing Chue, Gordon @ 1

#{TE S Executive Directors

RMFEE Mr. Song Lin 2 1 1 19
BRI SEE Mr. Chen Shulin 4 4 1 24 1
EBEERE Mr. Keung Chi Wang, Ralph 4 8 2 10 24 1
FREE@ Mr. Wang Qun @ 1 1 9 18
ZIFMEE | Mr. Lau Pak Shing @ 3 3 9 18
BGREE® | Mr. Kwong Man Him @ 4 8 1 1

CEEREENRERE

Total no. of meetings held in 2006 :

Bt
Notes
R: FHjE# Regular Meeting
S: ##5IE# Special Meeting

(1) BRAEFEBE LR = FEENF=F+ HBERBHERTEE -
Mr. Qiao Shibo and Mr. Yan Biao were re-designated as Non-Executive Directors on 10 March 2006.
(2) TAVEAER -ZETNF=F+AEZTAINTES -
Mr. Wang Shuaiting was appointed as Non-Executive Director on 10 March 2006.
(3) BEBHZBNBNEALER ZFEENFF— A= AREERELHNTEE
The Hon. Bernard Charnwut Chan and Mr. Siu Kwing Chue, Gordon were appointed as Independent Non-Executive Directors on 30 November 2006.
(4) FFEFEE - BB LEFBXH LR ZEENE=F 1 AEZ(FREEFEIE
Mr. Wang Qun, Mr. Lau Pak Shing and Mr. Kwong Man Him were appointed as Deputy Managing Directors on 10 March 2006.
(5) B+ RIBE R & RFAZE ARG 88
There were 18 times where the resolutions were passed by the Finance Committee by way of written resolutions.
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ExeRE Delegation by the Board
BRAEEGNEMNRHEEEBEESI RER While the Board retains at all times full responsibility for guiding and monitoring

RARMEE  BRrRO T AR EEFEE the Company, certain responsibilities of the Board are delegated as follows:
TR (@) Committees — various committees have been established by the Board to

() 2B — EFEN LT TAMENEZES administer certain specified functions of the Company’s affairs. The main
ABARRETHERE - TENEES committees include: the Executive Committee, the Finance Committee,
BREHUTZES WKEZEE LS8 the Audit Committee, the Nomination Committee and the Compensation
B REEZEGRFWNEES - JIAHNT Committee. The terms of reference of the Executive Committee, the Audit
LT BRZES REZESREH Committee, the Nomination Committee and the Compensation Committee

CEEEENEE - et RAEK K BES which set out, among other things, the duties, functions and composition
EH RN EESF M - i L of these committees are set out in the CG Manual and available on the
AT, - DAEER] Company’s website;

(b) BEFHELIE — AARIEBNEBERTE (o) Managing Director — the day-to-day management of the Company’s
RHEBEBEELIBRIE  MESQLIBAA business is delegated to the Managing Director who is accountable to the
MEEFERE R Board; and

() BEERAR — ETHROEREE

BB (c) Senior Management — certain responsibilities of corporate and operating
WIEEEFERBERATERE TRBELR

management are delegated to senior management of the Company within

ANEEEEABAE - the parameters as specified by the Board.
REZE® Nomination Committee
RZBERFE+__A=1+—0 EBELEEEEK As at 31 December 2006, the Nomination Committee comprised three

ERE=HBEIFNTES (AERELE Independent Non-Executive Directors, namely Mr. Houang Tai Ninh (chairman),
(XFE) BMEFBLLRERESLT ) B Dr. Chan Po Fun, Peter and Dr. Li Ka Cheung, Eric, and one Non-Executive
EITESE (FMLE ) - RERZESHRME Director, Mr. Yan Biao. The duties of the Nomination Committee include reviewing
BERNESSNER - ABURANK - T the structure, size and composition of the Board and to make recommendation
BigRI B EHER  URFIHREESZNERE after such review and to assess the suitability and qualification of any proposed
MELSEEIR REZESNERHRIE director candidate. The recommendations of the Nomination Committee are then
SGEEREFERATARR - JIAREEE put forward for consideration and adoption, where appropriate, by the Board.
FRALIFERFNBESED FHNARQE The terms of reference of the Nomination Committee which set out its duties and

Puh - LAER - procedures are available on the Company’s website.
HEZZZAF+A=+—HILEFE ' E4 During the year ended 31 December 2006, the Nomination Committee held
ZESELARMARERE REZEENIHEER two meetings. The work of the Nomination Committee included the following
ERAESSEL T2 recommendations to the Board:
o BRI ERBMEERATAIERITES e the re-designation of Mr. Qiao Shibo and Mr. Yan Biao as Non-Executive
o TEEAE - BFNEERBIGFRAEERE Directors;

EREIEEBLIE e the appointment of Mr. Wang Qun, Mr. Lau Pak Shing and Mr. Kwong Man
o TRIEALAESTARIENITES Him as Deputy Managing Directors;
o ZIEKTERKRMEERZTRBIRKIE e the appointment of Mr. Wang Shuaiting as a Non-Executive Director;
o BRETHERZARBIUINTES K e the appointment of Mr. Lau Kin Shing, Charles and Mr. Zhu Dan as
o FBNMELEEZTABIIENITES - vice presidents;

e the appointment of The Hon. Bernard Charnwut Chan as Independent
Non-Executive Director; and

e the appointment of Mr. Siu Kwing Chue, Gordon as Independent
Non-Executive Director.
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Compensation Committee
As at 31 December 2006, the Compensation Committee comprised three

Independent Non-Executive Directors, namely Dr. Chan Po Fun, Peter (chairman),
Mr. Houang Tai Ninh and Dr. Li Ka Cheung, Eric, and one Executive Director, Mr.
Keung Chi Wang, Ralph. The duties of the Compensation Committee include
making recommendations to the Board on the Company’s policy and structure
of remuneration of Directors and senior management, establishing a formal and
transparent procedure for developing policy on remuneration and determining
the specific remuneration packages for all directors and senior management.
The terms of reference of the Compensation Committee which set out its duties
and procedures are available on the Company’s website.

The remuneration of the Directors and senior executives is determined
with reference to the performance and responsibilities of the individual, the
performance of the Group, prevailing market conditions and remuneration
benchmarks from comparable companies. Directors and employees also
participate in bonus arrangements based on the performance of the Group and
the individual.

During the year under review, the Compensation Committee met two times and

passed written resolutions once on matters including:

e approval of the remuneration packages for 2006 for Directors and senior
executives of the Company;

e review and consideration of the fees payable to Directors (other than the
Independent Non-Executive Directors) for 2006;

e approval of the remuneration packages for 2006 and discretionary bonuses
for directors and senior management of the Group.

Audit Committee
As at 31 December 2006, the Audit Committee comprised four Independent

Non-Executive Directors, namely, Dr. Li Ka Cheung, Eric (chairman), Dr. Chan
Po Fun, Peter, Mr. Houang Tai Ninh and Mr. Cheng Mo Chi. Two of its members
have appropriate professional qualifications or accounting or related financial
management expertise. No member of this Committee is a member of the former
or existing auditors of the Company. The membership of the Audit Committee
has exceeded the Listing Rules requirement that the majority of its members
must be independent and one of whom must have appropriate professional
qualification. The existing terms of reference of the Audit Committee are modeled
on “A Guide for Effective Audit Committee” issued by Hong Kong Institute of
Certified Public Accountants and have also adopted the principles set out in the
CG Code.
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The duties of the Audit Committee include considering and making

recommendation to the Board on the appointment, re-appointment and removal

of external auditors, review of the Company'’s financial information and oversight

of the Company’s financial report system and internal control procedures. During

the year under review, the Audit Committee met on four occasions. The work of

the Audit Committee in 2006 included reviews of:

e the external auditors’ report to the Audit Committee in respect of 2005 audit;

e the 2005 annual report and annual results announcement;

e the external auditors’ internal control memorandum in respect of the
2005 audit;

e connected party transactions;

e the quarterly results for the three months ended 31 March 2006 and the
related results announcement;

e the 2006 interim report and interim results announcement;

e the quarterly results for the nine months ended 30 September 2006 and the
related results announcement; and

e the quarterly reports of internal audit activities.

During the reporting year, the Audit Committee met with the external auditors on
three occasions without the presence of any Executive Directors.

The Audit Committee has considered the performance and independence
of the external auditors of the Company. The Audit Committee concludes
that the independence of the external auditors of the Company has not been
compromised by non-audit services performed for the Group. During the year
under review, audit fees paid and payable to the Company’s external auditors
amount to approximately HK$21 million (2005: approximately HK$16.2 million);
fees related to non-audit services paid and payable amount to approximately
HKS$0.6 million (2005: approximately HK$0.5 million).

Model Code for Securities Transactions by Directors
The interests held by the Directors in the Company’s securities as at

31 December 2006 are disclosed in the Directors’ Report on pages 66 to 72
of this Annual Report. On 8 April 2005, the Company has adopted a Code of
Ethics and Securities Transactions (“Code of Ethics”) which incorporates the
Model Code for Securities Transactions by Directors of Listed Issuers (“Model
Code”) set out in Appendix 10 to the Listing Rules. The prohibitions on securities
dealing and disclosure requirements in the Code of Ethics also apply to specified
individuals who include the Group’s senior management and persons who are
privy to price sensitive information of the Group. The Code of Ethics is on terms
no less exacting than the required standard set out in the Model Code. Having
made specific enquiry with the Directors, all Directors confirmed that they have
complied with the required standard set out in the Model Code during the year
ended 31 December 2006.
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Internal Control
The Board recognizes that it has the overall responsibility to establish and

maintain a sound and effective internal control system to ensure the smooth
running of the operations, safeguard the Group’s assets and shareholder’s
interest as well as ensure the reliability of financial statements.

The Group adopts the control framework consistent with the frameworks
recommended by the Committee of Sponsoring Organisations of the Treadway
Commission in the United States and the Hong Kong Institute of Certified
Public Accountants as the standards in establishing control systems and
the best practice among our Group companies. The Group’s internal control
system includes five key elements, namely the existence of an effective control
environment, risk management, communication and information system, cost
effective control process and proper monitoring mechanism.

Every business unit is required to identify and assess the risks and impact on the
respective business unit at least once every year. The executive management
team of each business unit is accountable for the conduct and performance
of each operation in the business unit within the agreed strategies and
similarly the management of each operation is accountable for its conduct and
performance. Policies and procedures are designed for safeguarding corporate
assets, maintaining proper accounting records and ensuring transactions are
executed in accordance with management authorisation. Monthly management
reports on the financial results and key operation indicators are reviewed by the
Executive Committee of the Board. Regular meetings are held with the executive
management team of each business unit to review the actual performance
against budget.

The Internal Audit Department is responsible for assessing the Group’s internal
control system, formulating an impartial opinion on the system, and reporting its
findings to the Executive Committee and the Audit Committee. The Internal Audit
Department conducts independent reviews on the Group’s internal control on an
on-going basis.

Depending on the nature of businesses and risk exposure of individual business
units, the scope of work performed by the internal audit function covers all
material controls including financial, operational and compliance controls and risk
management functions.

Key control findings are reported to the Audit Committee at least once every
quarter and the corrective actions are taken by the relevant business units. The
Board conducts regular reviews of the Group’s internal control system through
monitoring the activities of the Group’s Internal Audit Department and the Audit
Committee.

#5MAI% R 2 7 China Resources Enterprise, Limited e Annual Report 2006 % 57



{PEEIAIRE Corporate Governance Report

BEHBRE_TERFT_A=+—RHLFE
B EEERBERZZBEMAE - NEPEE
HIEREAERBEANRBENEESERE - 708
BEAAREFERRNERETERTE

REEBE
RRBHANEBRFER A MAREE - FHER
RBE - R PEHPIRMERKE - IR
VABEEERRXFOERKRE - T ARE
B 4 8 BRI HI T -

RBARNE LROEE - AEARKREERD
BREE - YEESAENDE ZEREE
MERENEERIINERL  BAREESR
BREAENER 2B

ARFHER - REE - B RRRBH R
277 AR AR RN B ESEREEE
SATREER o (EMATIMHFBIEPIERE R
AT AT AR RIE A RIME R o

EEEEm
EFAARTE
R A8 K

28 —TELFMANA

Based on the assessment for the year ended 31 December 2006, the Board
and the Audit Committee believe that the system of internal controls provides
reasonable assurance that the Group’s assets are safeguarded and there is no
significant area of concerns that may affect shareholders.

Investor Relations

The Company is committed to a policy of open and regular communication and
fair disclosure of information to its shareholders. Accurate and fair disclosure is
necessary for shareholders to form their own judgment on the operation and
performance of the Group.

Based on this policy, legitimate questions arising from generally disclosed
information deserve a reasonable reply. The Corporate Planning and
Development Department is responsible for investor relationship functions and
will respond to such shareholders’ and analysts’ enquiries.

The Company’s website provides shareholders, investors, existing and
prospective partners and counterparties with information on the Company’s
corporate governance practices. Copies of such information can be obtained
from the Company Secretary upon written request.

For and on behalf of the Board

CHEN SHULIN
Managing Director

Hong Kong, 4 April 2007
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