Corporate Governance Report

CODE ON CORPORATE GOVERNANCE PRACTICES

The Company has complied with the code provisions laid down in
the Code on Corporate Governance Practices (the “Code”) as set out
in Appendix 14 to the Listing Rules throughout the year ended 31st
December, 2006, except that (i) for code provision E.1.2, the chairman,
Mr. Thomas Lau, Luen-hung was unable to attend the Company’s
annual general meeting on 12th June, 2006 due to other commitment
and (i) for code provision A.4.1, in respect of service term of
non-executive directors where non-executive directors are required
to be appointed for a specific term and be subject to re-election. As
at the date of 1st January, 2007, the Company complied with this
code provision.

Under the provision A.4.1 of the CG Code, non-executive directors
should be appointed for a specific term, subject to re-election. The
current non-executive director and independent non-executive
directors of the Company are not appointed for a specific term.
However, all non-executive directors of the Company are subject to
retirement by rotation and re-election in accordance with the
Company’s Articles of Association. As such, the Company considers
that sufficient measures have been taken to ensure that the
Company'’s corporate governance practices are no less exacting than
those in the CG Code. The Company will amend its Articles in the
forthcoming AGM to the effect that every director shall be subject to
retirement by rotation at least once every three years.

BOARD OF DIRECTORS

Members of the board of directors of the Company (the “Board”) are
collectively responsible for overseeing the business and affairs of
the Company and its subsidiaries (the "Group”) that aims to
enhancing the Company’s value for stakeholders. Roles of the Board
include reviewing and guiding corporate strategies and policies;
monitoring financial and operating performance; ensuring the
integrity of the Group’s accounting and financial reporting systems;
and setting appropriate policies in managing risks of the Group.

The Board currently comprises a total of six members including two
executive directors, one non-executive director and three independent
non-executive directors, whose details are set out on pages 20 and
21. Members of the Board have different professional and industry
experiences and background so as to bring in valuable contributions
and advices for the development of the Group's business. More than
one-third of the Board is independent non-executive directors with a
qualified accountant among them.

EEERERTA
AARRBE_TERNF+_A=t—HLEFEA—
BT EmRAMEAPEEERE AR TR ([EA
7RI FraT <P RIMEESC - HEPATERSN © (3h T AR
E1.2F « TREBEBEEREMEBRELFEARR
R-ZFBERENAT_HETZRRBFRE &
(DB TRNESCRA 4G - BREFAITES ZIRBE
B RMEFRTESAREEEHRATEER - N
ETRLF A B ARAFDETU AR -

REBSTAMEXFA LG FFATESRREEENR
£ WREE - RARIREFERITEERE L IEFRTT
EFWEETEEH - A - REAQRZARERE
ZHA AAREBINTEEHAREREIRE
E o At - ARRRE - EREESEEERA AR
ZEEEARFRTUIREATAMESEERR - A2
AR EERBFASEITEARERMAA - U
AARERAS=FRIHERE R -

Exg

ARREEE (B KEAREEARA B REM
BAR(KNEE]) XK RER  §ERAARARK
REXRNEE - ESSREBRRT LRI MEEK
WEHES]  EEMBREERR  BRAKEE
RETERBEIETRTH  ARGIRTAERREER
SERE -

EReRMaAEKEEK  BEMERTES
—ZIFATEER="BBIIFNTES  FHEHANE
0R218 - EREXBABTRERRITELRLE
=RERAEEREBRRREHBEERMNIER -EF
SHB=D—KERBUIINTES  Hbh—F2RA
BRREFTED

BERMEEERAR 13



Corporate Governance Report (continued)]

BOARD OF DIRECTORS (continued)

Directors have full access to accurate, relevant and timely information
of the Group through management and are able to obtain independent
professional advices on issues whenever deemed necessary by the
directors.

Board members meet regularly to discuss strategies and business
issues, including financial performance, of the Group. During the
year, the Board held (4) meetings; and Board members can attend
meetings in person or through electronic communications means
in accordance with the Memorandum and Articles of Association of
the Company. A record of the Directors’ attendance at Board meetings
is set out on page 19.

The roles of the chairman and the chief executive officer are
segregated in order to reinforce their independence and
accountability. Their respective responsibilities are clearly established
and set out in writing. The Chairman leads the Boards workings and
proceedings, while the Chief Executive Officer is responsible for
implementing the Group's strategies and policies and for conducting
the Group's businesses.

CONFIRMATION OF INDEPENDENT NON-EXECUTIVE
DIRECTORS

The Company has received, from each of the independent non-
executive directors ("INEDs"), an annual confirmation of his
independence pursuant to Rule 3.13 of the Listing Rules. The
Company considers all of the independent non-executive directors
are independent.

MODEL CODE FOR SECURITIES TRANSACTIONS BY
DIRECTORS

The Company has adopted a code of conduct regarding securities
transactions by directors on terms no less exacting than the required
standard set out in the Model Code for Securities Transactions by
Directors of Listed Issuers (the “Model Code”) contained in Appendix
10 to the Listing Rules. Having made specific enquiry of all the
directors, all the directors confirmed that they have complied with
the required standard set out in the Model Code and the code of
conduct regarding securities transactions by directors adopted by
the Company.
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DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL
STATEMENTS

The directors acknowledge their responsibility for preparing the
financial statements of the Group. With the assistance of the
accounting department, which is under the supervision of the
qualified accountant of the Company, the directors ensure that the
financial statements of the Group have been properly prepared in
accordance with statutory requirements and applicable accounting
standards. The directors also ensure that the publication of the
accounts of the Group is in a timely manner.

A report of the independent auditors on the Group’s accounts is set
out in this annual report.

INTERNAL CONTROL AND INTERNAL AUDIT

The Board acknowledges its responsibility in maintaining sound and
effective internal control system for the Group to safeguard
investments of the shareholders and assets of the Company at all
times.

The system of internal controls aims to help achieving the Group’s
business objectives, safeguarding assets and maintaining proper
accounting records for provision of reliable financial information.
However, the design of the system is to provide reasonable, but not
absolute, assurance against material misstatement in the financial
statements or loss of assets and to manage rather than eliminate
risks of failure when business objectives are being sought.

Management has conducted regular reviews during the Year on the
effectiveness of the internal control system covering all material
controls in area of financial, operational and compliance controls,
various functions for risks management as well as physical and
information system security.

Procedures have been designed for the business objectives,
safeguard asset against unauthorized use or disposition, ensure
proper maintenance of books and records for the provision of reliable
financial information for internal use or publication, and to ensure
compliance with relevant legislations and regulations.
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Corporate Governance Report [continued)

Internal Audit Department has conducted an on going independent
review on the effectiveness of the system of internal control and risk
management of the Group and considers it to be adequate and
effective. Reports on the effectiveness of the Group’s internal control
on difference areas had been submitted to the Audit Committee. It is
noted that there is no significant areas of concern which may affect
the effectiveness of the internal control system.

Throughout the year ended 31 December, 2006, the Board is satisfied
that the Group has fully complied with the code provisions on internal
control as set out in C.2.1 of the CG code.

AUDITORS’ REMUNERATION

For the Year, the remuneration paid to the Company’s auditors,
Messrs Deloitte Touche Tohmatsu, is set out as follows:

Services rendered
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Audit services FiT AR
Non-audit services AT ARTS
(i.e. Professional Service) (BN ZARE)

AUDIT COMMITTEE

The Company’s Audit Committee was first established in December,
2002 and its terms of reference are available on the Company’s
website.
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AUDIT COMMITTEE (continued)

The principal duties of the Audit Committee include reviewing the
Group’s financial reporting system, internal control procedures and
risk management and maintaining good and independent
communications with the management as well as external auditors
of the Company. Its current members include:

Mr. Lee Tho Siem (Chairman of the Audit Committee)
Mr. Wang Jianguo

Dr. Loke Yu, alias Loke Hoi Lam

Mr. Wong Wing Sing

Three out of four members of the Audit Committee are the INEDs of
the Company. Dr. Loke has appropriate accounting professional
qualifications, and related financial management expertise as
required under the Listing Rules. None of them is employed by or
otherwise affiliated with former or existing auditors of the Company.

The Audit Committee held 2 meetings during the year. The minutes
of the Audit Committee meetings were tabled to the Board for noting
and for action by the Board where appropriate. The attendance of

each member is set out on Page 19.

During the year, the Audit Committee reviewed the Group's interim
and annual report for the year ended 31 December, 2006 and the
accounting principles and practices adopted by the Group. The Audit
Committee also reviewed the adequacy and effectiveness of the
Company's internal control system and made recommendations to
the Board.

REMUNERATION COMMITTEE

The Company’'s Remuneration Committee was established in
September, 2005 which comprises two independent non-executive
directors, namely, Mr. Lee Tho Siem and Mr. Wang Jianguo and one
Executive Director namely Mr. Kong Cheuk Luen, Trevor who chairs
the Remuneration Committee. The terms of reference of the
Remuneration Committee are available on the Company’s website.

The principal responsibilities of the Remuneration Committee include
making recommendations to the Board on the Company’s policy and
structure for the remuneration of directors and reviewing their
specific remuneration package for Directors and senior
management, including terms of salary, discretionary bonus scheme,
benefits in kind, pension rights, compensation payments and other
long-term incentive schemes by reference to market conditions,
performance of the Group and the individual and corporate goals
and objectives as set by the Board from time to time.
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Corporate Governance Report [continued]

REMUNERATION COMMITTEE (continued)]

The Remuneration Committee held one meeting during the year.
The minutes of the Audit Committee meetings were tabled to the
Board for noting and for action by the Board where appropriate. The
attendance of each member is set out on Page 19. During the
meetings, the committee members discussed the policy for the
remuneration of Executive Directors and senior management,
assessed the performance of Executive and approved the terms of
Executive Directors’ service contracts.

SHAREHOLDERS’ RIGHTS

The Board and management shall ensure shareholders’ rights and
all shareholders are treated equitably and fairly. Pursuant to the
Company’s bye-laws, any shareholder entitled to receive notice of
and to attend and vote at a general meeting of the Company is entitled
to appoint another person as his proxy to attend and vote instead of
him. Shareholders who hold not less than one-tenth of the paid up
capital of the Company shall have the right, by written requisition to
the Board, to require an extraordinary general meeting to be called
by the Board for the transaction of any business specified in such
requisition.

Chairmen of the various Board committees, or failing the Chairmen,
any member from the respective committees, must attend the annual
general meetings of the Company to address shareholders’ queries.
External auditors shall also be invited to attend the Company’s annual
general meetings and are available to assist the Directors in
addressing queries from shareholders relating to the conduct of the
audit and the preparation and content of their auditor report.

INVESTOR RELATIONS AND COMMUNICATION WITH
SHAREHOLDERS

The Company sees high quality reporting as an essential element in
building successful relationship with the Company’s shareholders.
The information provided will not only comply with the different
requirements in force but to provided additional information to
enhancing communications with shareholders and the investment
public. It is part of a continuous communication that encompasses
meetings and announcements to the market as well as periodic
written reports in the form of preliminary announcement of results
and interim and annual reports.

The Company also maintains a corporate website on which
comprehensive information of the Group are provided.
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DIRECTORS" ATTENDANCE AT BOARD, AUDIT AND

EXS - FREEERFMEEEERZ

REMUNERATION COMMITTEES” MEETINGS i FE 40 8%
Audit Remuneration
Board Committee Committee
Meetings Meetings Meetings
EEgeE BERZEE8ER FHZzEEs=
Total number of meetings held HEZZTF
during the year ended ToA=+—RHIFE
31st December, 2006 BT EREE 4 1
Number of meetings attended: = VN
Executive Directors HITES
Thomas Lau, Luen-hung (resigned as 2|88k (A= T/ 4F 2 -
Chairman on 15th December, 2006) +-A+HBEEERE)
Tsang Chiu Wai BARE 3 =
Kong Cheuk Luen, Trevor LB 4 1
Non-Executive Director FHTES
Wong Wing Sing TR 4 -
Independent Non-Executive Director BV EHITES
Lee Tho Siem TER 4 1
Wang Jianguo F2E 1 -
Loke Yu, alias Loke Hoi Lam B SR 4 -
External Auditors SNEEAX BUAm - =
PHERMEEER AR 19



