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The Board recognises the importance of a good and solid framework of corporate
governance and it is the Directors’ firm belief that sensible corporate governance practices
are essential to the growth of the Group.

In November 2003, the Company released its “Corporate Governance Standards and
Objectives”. In November 2004, the Hong Kong Stock Exchange issued the “Code on
Corporate Governance Practices” (“CG Code”) which generally has taken effect for
accounting periods commencing on or after 1 January 2005. The CG Code sets out
the principles of good corporate governance and two levels of requirements, namely:

e Code Provisions, with which issuers are expected to comply or to give considered
reasons for any deviation; and

e Recommended Best Practices, which are for guidance only, save that issuers are
encouraged to comply or give reasons for deviation.

The Stock Exchange allows issuers to devise their own codes on corporate governance
practices on such terms as they may consider appropriate, provided considered reasons
are given for any deviation from the Code Provisions in the CG Code.

On 8 April 2005, the Board approved the Company’s Corporate Governance Practice
Manual (“Corporate Governance Manual”) with immediate effect.

The Corporate Governance Manual incorporates almost all the Code Provisions and
includes the implementation details for the Code Provisions and, where appropriate,
the Recommended Best Practices. The Corporate Governance Manual can be
downloaded from our website and copies are available on request to the Company
Secretary. Apart from the fact that the Company’s Non-Executive Directors have no
fixed term of office, the Company is in the process of planning a tailored induction/
development program for its directors and that the positions for Chairman and Managing
Director were occupied by the same person for a short period in early 2005, the Company
has complied with the Code Provision in the CG Code in all other respects. The Company
has also exceeded the requirements under the Listing Rules and the CG Code in various
areas of its corporate governance practices.

Whilst the inclusion of this report in the Company’s annual report is made in response
to the Listing Rules’ requirement, the preparation of such report for the year under
review is intended to disclose to our shareholders and to invite their views on the
corporate governance practices of the Company and its developing practices.

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 duties of care and loyalty.

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

1. formulation of operational strategies and review of its financial performance and
results and its internal control system;
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policies relating to key business and financial objectives of the Company;
material acquisitions, investments, divestments, disposal of assets or any significant
capital expenditure; and

4. recommendation to shareholders on final dividend and the declaration of any interim
dividends.

In the financial year ended 31 December 2005, there were two changes to the
membership of the Board:

(1) Mr. Zhong Yi did not offer himself for re-appointment as director at the annual
general meeting held on 2 June 2005; and

(2) Mr. Cheng Mo Chi was appointed as an Independent Non-Executive Director on
21 November 2005.

As at 31 December 2005, the Board comprised of 14 Directors, 6 of whom are
non-executive and 4 out of the 6 Non-Executive Directors are independent. After the
changes to the members of the Board as announced by the Company on 10 March
2006, the Board currently comprises of 15 directors including 9 Non-Executive Directors
of whom 4 are independent. The relationships (including financial, business, family or
other material or relevant relationships), if any, among members of the Board are
disclosed in this Annual Report. 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 Independent Non-Executive
Director confirming his independence to the Company. The Company considers all of
the Independent Non-Executive Directors to be independent. The list of Directors and
their biographies are set out on pages 42 to 45 of this Annual Report. The information
is also published on the Company’s website.

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 exceeds
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. Two of
our Independent Non-Executive Directors have appropriate accounting qualifications,
this also exceeds the requirement of the Listing Rules. With the appointment of
Mr. Cheng Mo Chi, the Company is moving closer towards 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 is in the process of planning a
tailored induction program for its newly appointed directors and, where necessary,
continuing development program for the other directors. The Company has appointed
a law firm to design and roll-out the induction and development programs for the
Directors.

As required by the Company’s Corporate Governance Manual, the full board meets at
least 4 times a year at approximately quarterly intervals to review the financial
performance of the Group, major issues (whether or not required by the Listing Rules)
and also on other occasions when a board decision is required.
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Details of Directors attendance at full Board meetings and principal Board committee meetings held in 2005 are set out in the following table:

59 FLEEE | HWEZEA® | #7ZA% | MEZEe | HELZ8S
Board Audit Compensation|  Executive Finance Nomination
R S Committee Committee Committee Committee Committee

EHITES

Non-Executive Directors

¥ (E%&4£E  Mr Jiang Wei 3 1

HBEEEE  Mr. Xie Shengxi

BYEHTES

Independent Non-Executive Directors

PREZSE+E Dr. Chan Po Fun, Peter 6 5 2 1

|AZ%RLE  Mr Houang Tai Ninh 2 1

ZRFE@E Dr. Li Ka Cheung, Eric 4 4

BIRAEAED  Mr. Cheng Mo Chi @

HITES

Executive Directors

K MEAE Mr. Song Lin 2 3 5 5

BRISMSEAE  Mr. Chen Shulin 4 3 15 5

B AELE  Mr. Qiao Shibo 2 2 13 9

B B4 Mr Yan Biao 3 2 2 15 7 1

EBR%%E  Mr Keung Chi Wang, Ralph 4 9 2 11 8 1

2B kRE Mr. Lau Pak Shing 1

F+ B%k4E Mr Wang Qun

BIXGERSEE Mr. Kwong Man Him 4 6 13

i EEE® Mr Zhong Yi @ 3

—EER RE

Totga?Nof.‘Ec;Ef Er?\iﬁei:ggsg held in 2005: U= 2 2 U= J -

R: fil& Regular Meeting
S: FBI@E Special Meeting

(1) BREEEER-_ZZAFT AT BRZERBIINTES  MNHBRZERNZABERN _SZRFAREEEYE -
Mr. Cheng Mo Chi, was appointed as an Independent Non-Executive Director on 21 November 2005 and there was no other board meeting held in 2005 after his

date of appointment.

(2) BEAENESERE_TTRFAA-AIL - P ERERRITHREAFAS L2 MERET -
Mr. Zhong Yi was a director up to 2 June 2005 as he did not offer himself for re-election at the annual general meeting held on that date.
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Model Code and Code of Ethics

The interests in the Company’s securities held by the Directors as at 31 December 2005
are disclosed in the Report of the Directors on pages 55 to 79 of this Annual Report.
On 8 April 2005, the Company adopted a Code of Ethics and Securities Transactions
(“Code of Ethics”) which incorporates the Model Code (“Model Code”) set out in
Appendix 10 of the Listing Rules. The prohibitions on securities dealing and disclosure
requirements in our Code of Ethics also apply to specified individuals which include the
Group’s senior management and persons who are privy to price sensitive information
of the Group. Our Code of Ethics is on terms no less exacting than the required standard
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set out in the Model Code. All Directors have confirmed, following specific enquiry by
the Company, that throughout the year ended 31 December 2005, they complied with
the required standard set out in the Code of Ethics.

Separate roles of Chairman and Managing Director
The posts of the Chairman and the Managing Director are held separately by Mr. Song
Lin and Mr. Chen Shulin, respectively.

Mr. Song Lin assumed the Chairman’s position immediately after the resignation of Mr.
Ning Gaoning on 30 December 2004. On realignment of Mr. Song’s duties, Mr. Chen
Shulin was appointed as the Managing Director of the Company as from 8 March
2005.

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 Corporate Governance Manual.

Appointment of Directors

The Directors are aware of their collective and individual responsibilities to its shareholders
for the well-being and success of the Company. A director has a duty to act in good
faith and best interests of the Company and needs to have sufficient caliber and
experience appropriate for the businesses of the Group. The Board has established a
Nomination Committee which comprises of three Independent Non-Executive Directors,
namely, Mr. Houang Tai Ninh (chairman), Dr. Chan Po Fun, Peter and Dr. Li Ka Cheung,
Eric, and the Executive Director responsible for human resources. The duties of the
Nomination Committee include reviewing the structure, size and composition of the
Board and to make recommendation after such review and to assess the suitability
and qualification of any proposed director candidate. The recommendations of
the Nomination Committee are then put forward for consideration and adoption,
where appropriate, by the Board. The terms of reference of the Nomination Committee
which sets out its duties and procedures are available on the Company’s website.
During 2005, the Nomination Committee met one time to discuss the appointment of

new director.

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. The Board
would like to retain sufficient flexibility to organise the composition of the Board to
service the needs of the Group. The Articles of Association of the Company requires
that one-third of the Directors (including Executive and Non-Executive Directors) shall
retire each year and every director shall be subject to retirement by rotation at least
once every three years. 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.
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Delegation by the Board
While the Board retains at all times full responsibility for guiding and monitoring the
Company, certain responsibilities of the Board are delegated as follows:

(@) Committees — various committees have been established by the Board to administer
certain specified functions of the Company’s affairs. The main committees include:
the Executive Committee, the Finance Committee, the Audit Committee, the
Nomination Committee and the Compensation Committee. The terms of reference
of these main committees which set out, among other things, the duties, functions
and composition of these committees are set out in the Corporate Governance
Manual and are available on the Company’s website;

(b) Managing Director — the day-to-day management of the Company’s business is
delegated to the Managing Director who is accountable to the Board; and

(c) certain responsibilities of corporate and operating management are delegated to
senior management of the Company within the parameters as specified by the
Board.

The main elements of the Company’s remuneration policy are:

e no individual should determine his or her own remuneration;

e remuneration should be broadly aligned with companies with whom the Company
competes for human resources;

e the Company should aim to design policies that attract and retain executives needed
to run the Group successfully and to motivate executives to pursue appropriate
growth strategies whilst taking into account performance of the individual and the
Group shall avoid paying more than necessary for such purpose;

e remuneration should reflect performance, complexity and responsibility of the
individual; and

e the remuneration package will be structured to include, where appropriate, salary,
bonus and share options to provide incentives to Directors and senior management
to improve their individual performance.

Compensation Committee

The Board has established a Compensation Committee currently comprised of
three Independent Non-Executive Directors, namely, Dr. Chan Po Fun, Peter (Chairman),
Mr. Houang Tai Ninh and Dr. Li Ka Cheung, Eric and the Director responsible for
human resources. 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, establish a formal and transparent procedure for
developing policy on remuneration and determine 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. During the year under review, the Committee met two times to discuss and

approve remuneration packages for various Directors and senior management.

FEHAIEAMRAT China Resources Enterprise, Limited Annual Report 2005 F3#



B REERMBAMRE MRS - BISHRRNAERES

SR - FEABNEA R E MBI B AT S B IS E
HRHY

BRRNEESEBEM 2 MBEOER S E R EEHEH
HIZRERES  NEEESEEZREERBERZ THARR
M ETERIBIEL T

AEEE -_ZT_F+ - ARKEMFEVBRENEED
B R AR R B MR KR -

ARBRBERARRNFBHROPHEEEHA DGR
FSORXHEIIHEN °

EREEE
BEEECRUEREZRE  BAIKE BEZREIIENRT
B (AFREBL (R - %% SELREAERE)
HAMEKEHERENEXAR ARSI BER
FENEFER  ZZESALEKEFR/AATFERR
ERBMNEE - ERARAREERZZEE E’JK&%{@ZE
PBERBIAT » BER— AVAEBEENEEER
RAEZZBENKECBE EMRANESR - 288 E’]fﬁ
ERESERUABESIMASRHN [BREESANE
TS| | (ERER - WRMGEEATRPNESARR

BERRERNRERRERRE  BERBIRIMNEZEENL
REEGREESR  FHAARNHBER  REFRART
RIS R IR R RN EAEIR T - RRBEFE EREEE
2ot (AR EHE) BHARENEFERFFXEANLTE
MBHERFSKER

BREEOERARARBMAORR LB - BREE
B RS R R AR EETTIFE RIS BB A D R R
RIB M - REEEFE - AR RIEBEN S MR BB A=
71#16,200,0007T ( ZFTPF : #7%%13,600,0007T )
AR aE S R ARAs S IFE AR P s R B R AR 22
##533,0007 ( ZFZPEF : 498%3,400,0007T ) °

A
i

\

mabﬁm

EERHE Corporate Governance Report

The Directors are responsible for overseeing the preparation of the accounts of each
financial period. The financial statements are prepared and presented to enable a clear
and balanced assessment of its financial position and prospects 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.

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 operational review.

The statement of the auditors of the Company about their reporting responsibilities on
the financial statements is set out in the Report of the Auditors on page 80.

Audit Committee

The Board has established an Audit Committee currently comprised of three Independent
Non-Executive Directors, namely, Dr. Li Ka Cheung, Eric (Chairman), Dr. Chan Po Fun,
Peter and Mr. Houang Tai Ninh. 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 qualifications. The existing terms of reference of the Committee
is modeled on “A Guide for Effective Audit Committee” issued by the Hong Kong Institute
of Certified Public Accountants and has also adopted the principles set out in the
CG Code.

The duties of the Audit Committee include considering and making recommendation
to the Board on the appointment, re-appointment and removal of external auditor,
review the Company’s financial information and oversight of the Company’s financial
report system and internal control procedure. During the year under review, the Audit
Committee met 5 times to, among other things, review the annual and half-yearly
results and the quarterly financial highlights of the Group.

The Audit Committee has considered the performance and independence of the
auditors of the Company. The Audit Committee concludes that the independence of
the auditors of the Company has not been compromised by non-audit services performed
for the Group. During the year under review, audit fees paid to the Company’s auditors
amounted to approximately HK$16.2 million (2004: approximately HK$13.6 million);
fees related to non-audit services for due diligence and secretarial service amounted to
approximately HK$533,000 (2004: approximately HK$3.4 million).
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Internal Control

The Board has the overall responsibility for maintaining an adequate system of internal
controls. The Internal Audit Department has been conducting regular review of the
system’s effectiveness and reports to the Managing Director, the Board and the Audit
Committee on its material findings.

The functions of the Internal Audit Department are set out in full in the Corporate
Governance Manual.

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

Based on the Company’s aforesaid policy, legitimate questions arising from generally
disclosed information deserves a reasonable reply; the Corporate Planning and
Development Department is responsible for investor relations functions and will respond
to such shareholders’ and analysts’ enquiries.

Our website provides our shareholders, investors, existing and prospective partners
and counterparties with information on the Company’s corporate governance practices.
Any party who desires to have hard copies of information maintained at our website
may write to the Company Secretary for free copies.

For and on behalf of the Board
CHEN SHULIN
Managing Director

Hong Kong, 6 April 2006
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