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The Company is committed to maintaining corporate governance of high standards
and quality procedures. The Company has put in place governance practices with
emphasis on the integrity to shareholders and quality of disclosure, transparency
and accountability to shareholders for the sake of maximizing returns to
shareholders.

CORPORATE GOVERNANCE PRACTICE

The Company has adopted the code provisions of the Code of Corporate
Governance Practices (the “CG Code") contained in Appendix 14 to the Rules
Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited
(the “Listing Rules”) as its own code of corporate governance practices. The
Company has also complied with all the code provisions under the CG Code except
for the deviations from code provisions A.2.1. and A.4.1. which are explained in
the following relevant paragraphs.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities Transaction by Directors
of Listed Issuers (the “Model Code”) as set out in Appendix 10 to the Listing Rules
as its own code of conduct regarding director’s securities transactions.

The Company confirms that, having made specific enquiry of all directors, all
directors have complied with the required standard set out in the Model Code for
the year ended 31st December, 2006.

BOARD OF DIRECTORS

The Board is responsible for leading and controlling the Company, as well as the
supervision of the business, approval of strategic plans and monitoring the
Company’s performance.

The Board conducts at least four regular Board meetings a year at approximately
quarterly intervals in addition to other Board meetings that are required for
significant and important issues, and for statutory purposes. Appropriate and
sufficient information is provided to Board members in a timely manner to keep
them abreast of the Group’s latest developments and thus can assist them in
discharging their duties.

The Company Secretary is responsible for taking minutes of the Board meetings
and draft of which will be circulated to all directors for their review, comments
and approval after the meetings. The minutes books are kept by the Company
Secretary and will be opened for inspection by the directors upon request. All
directors have access to the advice and service of the Company Secretary who is
responsible to the Board for ensuring that the procedures are followed and that all
applicable laws and regulations are complied with.
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CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Code A.2.1. stipulates that the responsibilities between the chairman and chief
executive officer should be divided. Upon the resignation of Mr. Gong Hanbing as
executive director and President of the Company on 30 March 2006, the roles and
functions of the chief executive officer have been performed by the Board of the
Company and the Directors believed that such arrangement enable different talents
and expertise of the Directors to be best utilized to the benefits of the Group.

APPOINTMENT, RE-ELECTION AND REMOVAL OF
DIRECTORS

Code provision A.4.1 stipulates that non-executive directors should be appointed
for a specific term and subject to re-election. Non-executive directors of the
Company are not appointed for a specific term but they are subject to the retirement
by rotation at least once every three years in accordance with the Bye-laws of the
Company.

The Company has established a Nomination Committee with specific terms of
reference, which is responsible for arranging new appointment of directors and
senior executives of the Company, and for reviewing the succession plan for
executive directors and senior executives of the Company.

COMPOSITION OF THE BOARD

The Board currently consists of two executive directors, one non-executive director
and three independent non-executive directors:

Executive directors:
Mr. Wong Chung Tak
Mr. Tse Kam Fai

Non-executive director:
Mr. Wong Ngo, Derick

Independent non-executive directors:
Mr. Lee Kuo Ching, Stewart

Mr. Liu Sing Piu, Chris

Miss Chong Kally

To the best knowledge of the Company, Mr. Wong Ngo, Derick, a non-executive
director of the Company, is the son of the elder brother of Mr. Wong Chung Tak,
the Chairman. Except as aforesaid, there is no financial, business and family
relationship among members of the Board. All of them are free to exercise their
independent judgement. The biographies of the directors are set out in pages 11
and 12 of the annual report.
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INDEPENDENT NON-EXECUTIVE DIRECTORS

Pursuant to Rules 3.10(1) and 3.10(2) of the Listing Rules, the Company has
appointed three independent non-executive directors, of whom Mr. Liu Sing Piu,
Chris, is a fellow member of Hong Kong Institute of Certified Public Accountants
and a fellow member of Association of Chartered Certified Accountants, United
Kingdom. He has many years of experience in auditing and taxation, and providing
audit and consultant services for companies in Hong Kong and the PRC.

Mr. Lee Kuo Ching, Stewart, has been serving the Board for more than 13 years.
Mr. Lee is a man of integrity and is experienced in management and development
of business in the PRC. During the services to the Board in the past years, he
contributed to the Board and the Company valuable advice on diverse aspects.

Miss Chong Kally is a Chartered Financial Analyst and a member of Association for
Investment Management and Research. She has been working in the banking
finance sector over 10 years.

The Company has received, from each of the independent non-executive directors,
annual confirmation of his/her independence pursuant to Rule 3.13 of the Listing
Rules. The Company considers that all the independent non-executive directors
are independent.

ATTENDANCE RECORD AT BOARD MEETINGS

During the year ended 31st December, 2006, 11 Board meetings were held. All
directors are given an opportunity to include any matter in the agenda for regular
Board meetings and are given sufficient time to review the documents and
information to be discussed in Board meetings in advance.

HEEB R
EEEH Name of director Number of meetings attended
BITEE - Executive directors:
FRELE () Mr. Wong Chung Tak (Chairman) 11/11
i 87 1B 5 A Mr. Tse Kam Fai 11/11
BEREE Mr. Gong Hanbing* 12
il e Mr. Deng Wenyun** 7/8
FEHITEFE - Non-executive directors:
Tt Mr. Wong Ngo, Derick 9/11
BoR 8 4l HE *x Mr. Chen Chao*** 5/7
BUIHBTESF - Independent non-executive directors:
TEBLE Mr. Lee Kuo Ching, Stewart 7/11
BEESX4E Mr. Liu Sing Piu, Chris 11/11

A/ Miss Chong Kally

© OBERRER-BEATSASTEBE RK
BENEFRRTTMARE:
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10/11

* Mr. Gong Hanbing resigned on 30th March, 2006 and two meetings were held before
his resignation.

**  Mr. Deng Wenyun resigned on 31st August, 2006 and eight meetings were held before
his resignation.

***  Mr. Chen Chao resigned on 17th July, 2006 and seven meetings were held before his
resignation.
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BOARD COMMITTEE

The Board has established various committees under the Board, namely Audit
Committee, Remuneration Committee, Nomination Committee and Operational
Committee, to oversee different aspects of the Group’s affairs and to assist in the
execution of the Board's responsibilities.

AUDIT COMMITTEE

Composition

The Company formulated written terms of reference for the Audit Committee in
accordance with the requirements of the Stock Exchange. The Audit Committee
consists of all the independent non-executive directors.

For the year ended 31st December, 2006, the members of the Audit Committee
consisted of:

Mr. Liu Sing Piu, Chris (Chairman)
Mr. Lee Kuo Ching, Stewart
Miss Chong Kally

The Company formulated written terms of reference for the Audit Committee
with reference to standards stipulated in code provisions. The major roles and
functions of the Audit Committee are as follows:

- to be primarily responsible for making recommendation to the Board on the
appointment, re-appointment and removal of external auditors, and to
approve the remuneration and terms of engagement of the external auditors,
and any issue in relation to the resignation or dismissal of such auditors;

—  to review and monitor the external auditors’ independence and objectivity
and the effectiveness of the audit process in accordance with applicable
standards. The Committee should discuss with the auditors the nature and
scope of the audit and reporting obligations before the audit commences;

—  to monitor integrity of financial statements of the Company and the
Company'’s annual report and accounts and interim reports, and to review
significant financial reporting judgments contained in them. In this regard,
in reviewing the Company’s annual report and accounts and half-year reports
before submission to the Board, focusing particularly on any significant
adjustments resulting from the audit; the going concern assumptions and
any qualifications; compliance with accounting standards and compliance
with the Listing Rules and other legal requirements in relation to financial
reporting;
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AUDIT COMMITTEE (continued)

Composition (Continued)

- to review the Company's financial controls, internal control and risk
management systems;

- to discuss with the management the system of internal control and ensure
that management has discharged its duty to have an effective internal control
system,;

- to consider any findings or major investigations of internal control matters
as delegated by the Board or its own initiative and management response;

- where an internal audit function exists, to ensure co-ordination between the
internal and external auditors, and to ensure that the internal audit function
is adequately resources and has appropriate standing within the Company,
and to review and monitor the effectiveness of the internal audit function;

- to review the Group’s financial and accounting policies and practices;

- to review the external auditors’ management letter, any material queries
raised by the auditors to management in respect of the accounting records,
financial accounts or systems of control and management’s response; and

- to ensure that the Board will provide a timely response to the issues raised in
the external auditors’ management letter.

The Audit Committee held two meetings in 2006. Each committee meeting has
supplied with the necessary financial information of the Group for members to
consider, review and access significant issues arising from the work conducted.

EMEAZEREH.
TRETRZEEKENFTFRNEEEZEZES The following table shown the attendance of members at meetings of the Audit
g@m2ER: Committee during the year:

FreiEEEgE
EEEW Name of director Number of meetings attended
BREEZEEE Mr. Liu Sing Piu, Chris 2/2
FEBEE Mr. Lee Kuo Ching, Stewart 2/2
A/ Miss Chong Kally 2/2
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AUDIT COMMITTEE (Continued)

Composition (Continued)

During the year under review, the Audit Committee had performed the following
work:

- reviewed the annual results for the year ended 31 December 2005 and the
interim results for the six months ended 30 June 2006.

- discussed with the management of the Company over the completeness,
fairness and adequacy of accounting standards and policies of the Group in
the preparation of the 2006 interim and annual financial statements.

- reviewed and discussed with the external auditors over the financial reporting
of the Company.

- recommended to the Board, for the approval by shareholders, of the re-
appointment of the auditors.

- appointed external auditors to audit the financial statements of the Group.

- reviewed the internal control procedures of the Group.
REMUNERATION COMMITTEE

The Company formulated written terms of reference for the Remuneration
Committee in accordance with requirements of the Stock Exchange. The
Remuneration Committee consists of two executive or non-executive directors and
three independent non-executive directors, and an independent non-executive
director should take up the role of chairman of the Remuneration Committee.
During the year, the members of the Remuneration Committee were:

Mr. Liu Sing Piu, Chris (Chairman)
Mr. Wong Chung Tak

Mr. Lee Kuo Ching, Stewart

Miss Chong Kally

Mr. Chen Chao*

* Mr. Chen Chao ceased to be a member of the Remuneration Committee upon his
resignation as non-executive director of the Company with effect from 17th July, 2006.

Upon the cessation of Mr. Chen Chao as a member of the Remuneration Committee,
the composition of the Remuneration Committee has been revised to one executive
or non-executive director and three independent non-executive directors of the
Company.
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REMUNERATION COMMITTEE (continued)

The major roles and functions of the Group’s Remuneration Committee are, but
not limited to, as follows:

- to make recommendation to the Board on matters relating to the Company’s
policy and structure for the remuneration of the directors and senior
management and on the establishment of a formal and transparent procedure
for developing policy on such remuneration;

- to have the delegated responsibility to determine the specific remuneration
packages of all executive Directors and senior management, including benefits
in kind, pension rights and compensation payments, including any
compensation payable for loss or termination of their office or appointment,
and make recommendations to the Board of the remuneration of non-
executive Directors. The Committee should consider factors such as salaries
paid by comparable companies, time commitment and responsibilities of
the directors, employment conditions elsewhere in the Group and desirability
of performance-based remuneration;

- to review and approve performance-based remuneration by reference to
corporate goals and objectives resolved by the Board from time to time;

- to review and approve the compensation payable to executive directors and
senior management in connection with any loss or termination of their office
or appointment to ensure that such compensation is determined in
accordance with relevant contractual terms and that such compensation is
otherwise fair and not excessive for the Company;

- to review and approve compensation arrangements relating to dismissal or
removal of directors for misconduct to ensure that such arrangements are
determined in accordance with relevant contractual terms and that any
compensation payment is otherwise reasonable and appropriate;

- to ensure that no director or any of his associates is involved in deciding his
own remuneration; and

- to form a view in respect of service contracts that require shareholders’
approval and advise shareholders (other than shareholders who are Directors
with a material interest in the service contracts and their associates) as to
whether the terms are fair and reasonable, to advise whether such contracts
are in the interests of the Company and its shareholders as a whole, and
advise shareholders on how to vote.

During the year ended 31st December, 2006, no meetings were held, but the
members of the Remuneration Committee discussed the matters by way of two
respective written resolutions of the Remuneration Committee and approved the
compensation payments to the ex-employees.
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NOMINATION COMMITTEE

The Company formulated written terms of reference for the Nomination Committee
in accordance with requirements of the Stock Exchange. The Nomination
Committee consists of two executive or non-executive directors and three
independent non-executive directors, and an executive director should take up
the role of chairman of the Nomination Committee. During the year, the members
of the Nomination Committee were:

Mr. Wong Chung Tak (Chairman)
Mr. Lee Kuo Ching, Stewart

Mr. Liu Sing Piu, Chris

Miss Chong Kally

Mr. Chen Chao*

* Mr. Chen Chao ceased to be a member of the Nomination Committee upon his
resignation as non-executive director of the Company on 17th July, 2006.

Upon the cessation of Mr. Chen Chao as a member of the Nomination Committee,
the composition of the Nomination Committee has been revised to one executive
or non-executive director and three independent non-executive directors of the
Company.

The major roles and functions of the Group’s Nomination Committee are, but not
limited to, as follows:

- to review the structure, size and composition (including the skills, knowledge
and experience) of the Board on a regular basis and make recommendations
to the Board regarding any proposed change;

- to identify individuals suitably qualified to become Board members and select
or make recommendations to the Board on the selection of individuals
nominated for directorships;

- to access the independence of independent non-executive directors; and

-  to make recommendations to the Board on relevant issues relating to the
appointment or re-appointment of directors and succession planning for
directors, in particular the chairman and president.

During the year ended 31st December, 2006, the Nomination Committee held
one meeting to access the independence of the independent non-executive directors
and the directors to be re-elected at the 2006 annual general meeting of the
Company before put forth for discussion and approval by the Board, and also
reviewed the composition of the Board.

OPERATIONAL COMMITTEE

The Operational Committee of the Company was established on 18th March, 2005,
and the quorum of the Committee consists of at least two executive directors and
one independent non-executive director.

The Operational Committee meets on ad hoc basis to exercise the powers,
authorities and discretions of the Board in accordance with the written terms of
reference.
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DIRECTORS’ RESPONSIBILITY FOR THE
PREPARATION OF FINANCIAL STATEMENTS

The directors acknowledge their responsibility for the preparation of the financial
statements of the Group and ensure that the financial statements are prepared in
accordance with statutory requirements and applicable accounting standards. The
directors also ensure the timely publication of the financial statements of the Group.

The responsibility statement of external auditors of the Company, Messrs. Deloitte
Touche Tohmatsu, about their reporting responsibilities on the financial statements
of the Group is set out in the Independent Auditor’s Report on page 33.

The Directors confirm that, to the best of their knowledge, information and belief,
having made all reasonable enquiries, they are not aware of any matters uncertainly
relating to events or conditions that may cast significant doubt upon the Company’s
ability to continue as a going concern.

AUDITORS" REMUNERATION

For the year ended 31st December, 2006, the external auditors of the Group
provided the following services to the Group:

—EEAREF

2006

FExT

HK$000

% BUR 7 Audit services 1,160

% B AR 1% Review services 300

MAUBEHAIETEALE Acting as the reporting accountants

BIH 23 KM EE R R for the issue of circular for the very

25D substantial disposal exercise 1,000

2,460

W B 4

EXErHARARAREZIREBEYA
BEERT - ABEERREERERR 2%
G RAEECEE-EFECRRAREERE
BT Y 28 REEELERERE
Bae mERBAM - RBEE_TERF+ -
A=T-HALFE EFECEHNANPEER
BNERRAGZBERAREE -EFEA
ELBFETARRN R

INTERNAL CONTROL

The Board has overall responsibility for maintaining a proper and effective system
of internal control of the Group. The internal control system includes safeguard of
the interest of shareholders and the Group’s assets. The Board has delegated to
management the implementation of all relevant financial, operational, compliance
controls and risk management function without a defined framework. During the
year ended 31st December, 2006, the Board has conducted a review of the system
of internal control to ensure the effectiveness and adequacy of the system. The
Board shall conduct such review at least once annually.
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COMMUNICATIONS WITH SHAREHOLDERS AND
INVESTORS

The Board recognizes the importance of good communications with all
shareholders. The Company’s annual general meeting is a valuation forum for the
Board to communicate directly with the shareholders. The Chairman of the Board
as well as the chairman of the Audit, Nomination and Remuneration Committees
together with the external auditors are present to answer shareholders’ questions.
The annual report together with an annual general meeting circular are distributed
to all the shareholders at least 21 days before the annual general meeting. It sets
out the procedures for demanding and conducting a poll and other relevant
information of proposed resolutions.

VOTING BY POLL

The Company informs the shareholders in a circular convening a general meeting
of the procedures for voting by poll and the rights of shareholders to demand a
poll to ensure compliance with the requirements on the poll voting procedures. In
accordance with Bye-laws 66 and 67 of the Company, at any general meeting a
resolution put to voting 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 demand for a poll) demanded by:

1. the chairman of the meeting; or

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

3. byashareholder or shareholders present in person or in the case of a member
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 members
having the right to vote at the meeting; or

4. by ashareholder or shareholders present in person or in the case of a member
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;
or

5. if required by the rules of the designated stock exchange, by any director or
directors who, individually or collectively, hold proxies in respect of shares,
representing five per cent. (5%) or more of the total voting rights at such
meeting.
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VOTING BY POLL (Continued)

A demand by a person as proxy for a member or in the case of a member being a
corporation by its duly authorized representative shall be deemed to be the same
as a demand by a member.

The Company should count all proxy votes and, except where a poll is required by
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 Company 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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