Corporate Governance Report

TEERBE

The Company recognises that good corporate governance standards
maintained throughout the Group serves as an effective risk
management mechanism for the Company. The Board of Directors
(the “Board”) of the Company is firmly committed to ensuring a
high level of corporate governance standards. Such commitment
emphasises transparency, accountability and independence,
responsibility and fairness.

(1) CORPORATE GOVERNANCE PRACTICES

The Board of the Company had adopted its own code on
corporate governance practices which incorporates all the code
provisions in the Code on Corporate Governance Practices
(the “CG Code"”) as set out in Appendix 14 of the Rules
Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited (the “Listing Rules”).

The Company will continuously enhance the corporate
governance standards throughout the Group and ensure
further standards be put in place by reference to the
recommended best practices whenever suitable and
appropriate.

(2) CORPORATE MANAGEMENT
i. Board of Directors
Composition
As of the date of this report, the Board comprised 11
members including 2 executive directors, 6 non-executive
directors and 3 independent non-executive directors

whose biographical details are set out on pages 9 to 12
of this Annual Report.
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The Board is comprised of professionally qualified and
widely experienced personnel so as to bring in valuable
contributions through different professional advises and
consultancy for the development of the Company. More
than one-half of the Board members have recognised
professional securities, banking, accounting and financial
management qualifications.

The executive director, supported by the senior
management, is responsible for managing the Group’s
business, including the business development, corporate
strategies and company policies.

The independent non-executive directors with diversified
industry expertise serve an important function of advising
the management on strategy development and ensuring
that the Board maintains high standards of financial and
other mandatory reporting standards as well as providing
adequate checks and balances for safeguarding the
interests of shareholders and the Company as a whole.
During the year ended 31 December 2006, the number
of independent non-executive directors at all times
exceeded one third of the Board membership.

Pursuant to the requirement in the Listing Rules, the
Company has received a written confirmation from each
independent non-executive director of his independence
to the Company. The Company considers all of the
independent non-executive directors to be independent.
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Nomination of Directors

The Board as a whole is responsible for the procedure of
agreeing to the appointment of its own members and
for nominating them for election by the shareholders on
the first appointment and thereafter at regular intervals
by rotation.

Board Process

The Board meets regularly throughout the year to discuss
the overall strategy as well as the operational and
financial performance of the Group. In 2006, the Board
held 14 meetings and individual attendance records are
set out on page 34 of this Annual Report.

Directors who are considered having conflict of interests
or material interests in the proposed transactions or issues
to be discussed, would not be counted in the quorum of
meeting and would abstain from voting on the relevant
resolution subject to certain exceptions set out in the
Articles of Association of the Company.

The Company Secretary maintains the minutes of the
Board meetings for inspection by directors.

All directors have access to the services of the Company
Secretary who regularly updates the Board on corporate
governance and regulatory matters. Any director, Audit
Committee and Remuneration Committee of the
Company may take independent professional advice if
they so wish at the expense of the Company, as arranged
by the Company Secretary.
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Board and Board Committee attendance

The following table indicates the number of meetings of TRETR_ZEZRE_ZTTRF
the Board and each of its Committees held during 2005/ EEEERESEEZEEERNEE
2006 and the number of those meetings that each of LEEFEUKESHEREZEEE
the Directors attended as a member: ZIRE:
Remuneration Audit
Board Committee Committee
Note Meetings Meetings Meetings
Exg PWEEe BHRZEEE
fitsx =L =k =L
Independent Non-executive Directors BYEHITEE
Mr. Alistair Macleod Alistair Macleod %t 4 14/14 12 2/3
Mr. Cheong Ying Chew, Henry REBEAE 13/14 212 33
Mr. Lau Siu Ki, Kevin ARERAE 13/14 212 33
Non-executive Directors *BTES
Mr. Arne Karlsson Arne Karlsson%t 4 13/14 - -
Mr. Cosimo Borrelli Cosimo Borrellift 4 (i) 0/9 - -
Mr. Kelvin Edward Flynn Kelvin Edward Flynn%t & (ii) 13/14 - -
Mr. Paul Gerard Davies Paul Gerard Davies%t 4 (ifi) 0/5 - -
Executive Directors BTEE
Mr. David Giles Maund David Giles Maund% 4 (iv) 5/5 - -
Mr. Louis Wen BREE (v) 6/6 - -
Note : (i) Mr. Borrelli resigned on 22 September 2006 MizE: () BorrelitER =TT XRFHLAZ
+ - BEE
(i) Mr. Flynn was re-designated from executive Director to non- (i) FlynnEER—ZZEZEXFNA=
executive Director on 22 September 2006 T_HARTESREIENTE
ES
(iii) Mr. Davies retired on 26 May 2006 (iii) Daviesst ERZZTZERNFRAZ
+NBRME
(iv) Mr. Maund was appointed as executive Director on 22 (iv) MaundZeER T XFNLAZ
September 2006 T_RAEZERNTESE
(v) Mr. Wen was appointed as executive Director on 1 v) BREER-_ZZFNA—HE

September 2006

ZERNITES
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Directors’ Duties

The Board is charged with leadership and supervision of
the Group's affairs and is collectively responsible for
promoting the success of the Group. Each director has a
duty to act in good faith in the best interests of the
Company.

Matters that require decisions by the Board normally
include overall group strategies, major acquisitions and
disposals, annual budgets, annual and interim results,
recommendation on directors’ appointment or re-
appointment and other significant operational and
financial matters.

All directors are kept informed on a timely basis of major
changes that may affect the Group’s businesses, including
relevant rules and regulations.

The Board acknowledges its responsibility to prepare the
financial statements and have them audited. The
Company has adopted the generally accepted accounting
standards in Hong Kong in preparing financial statements.
Reasonable and prudent judgment and estimates have
been made. The Group announces its financial results on
a timely basis.

During the year ended 31 December 2006, the Board
reviewed the financial projections of the Group and the
Board is not aware of any material uncertainties relating
to events or conditions which may cast significant doubt
over the Group’s ability to continue as a going concern.
Accordingly, the Board has continued to adopt the going
concern basis in preparing the financial statements.

Directors and Company officers are fully indemnified
against all costs, charges, losses, expenses and liabilities
that may be incurred by them in the execution and
discharge of their duties or in relation thereto. A Director’s
and Officers’ Liability Insurance policy has been arranged
for providing indemnity to the extent that the laws allow.
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Conduct on Share Dealings

The Company has adopted a code of conduct for
securities transactions and dealings (the “Code of
Conduct”) based on the Model Code for Securities
Transactions by Directors of Listed Issuers set out in
Appendix 10 of the Listing Rules (the “Model Code"”).
The terms of Code of Conduct are no less exacting than
the standards in the Model Code, and the Code of
Conduct applies to all the relevant persons as defined
therein. Specific enquiry has been made of all directors
of the Company who have confirmed in writing their
compliance with the required standards set out in the
Code of Conduct during the year under review.

Chief Executive Officer

Mr. Liu Chen Wei, Jerry (“Mr. Liu"”) was appointed the
Chief Executive Officer of the Group on 27 June 2005.
With the Company’s disposal of certain Taiwan operations
to Scania CV AB (publ) in late 2005, Mr. Liu's involvement
in the Group was reduced and his employment as Chief
Executive Officer was changed to a part time position as
a senior adviser under an amended agreement dated 5
December 2006 with an effective date from 1 June 2006.
The position of the Chief Executive Officer remains vacant
since the re-designation of Mr. Liu.

Board Committees

In 2006, the Board established an Audit Committee and
a Remuneration Committee with defined terms of
reference. Both committees are chaired by independent
non-executive directors.

(a) Audit Committee

The Company has established an Audit Committee
for the purposes of reviewing and providing
supervision over the Group’s financial reporting
process and internal controls. The Audit Committee
comprises the three independent non-executive
directors of the Company.
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(b)

The Audit Committee has reviewed with senior
management and the Company’s auditors the audit
findings, the accounting principles and practices
adopted by the Group, listing rules and statutory
compliance, and to discuss auditing, internal control,
risk management and financial reporting matters
(including the interim and annual financial
statements for each financial year before
recommending them to the Board for approval).

Remuneration Committee

The Company established a Remuneration
Committee which is responsible to review and
determine the remuneration policy and packages of
the directors and management executives. The
Remuneration Committee comprises the three
independent non-executive directors and the Chief
Executive Officer. The terms of reference of the
Remuneration Committee follow the CG Code.

The Chief Executive Officer of the Group is
responsible for reviewing all relevant remuneration
data and market conditions as well as performance
of individuals and the profitability of the Group,
and proposing to the Remuneration Committee for
consideration and approval, remuneration packages
for executive directors and management executives.
No director is involved in deciding his own
remuneration.

The Remuneration Committee is scheduled to meet
at least once a year and also meets as and when
required to consider remuneration related matters.
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iv. External Auditors

Messrs. Moores Rowland Mazars (“MRM") were re-
appointed by the shareholders as external auditors of
the Company at the 2006 annual general meeting. During
the year under review, the fees paid to MRM for non-
audit related activities amounted to HK$421,000 (2005:
HK$49,000) comprising taxation services fees of
HK$41,000 (2005: HK$47,000) and other services of
HK$380,000 (2005: HK$2,000).

(3) INTERNAL CONTROL

The Board recognises its overall responsibility for the
establishment maintenance and review of a system of internal
control that provides reasonable assurance of the reliability
and integrity of financial and operational information, effective
and efficient operations, safeguarding the assets and
compliance with laws and regulations. The system of internal
control is designed to manage rather than eliminate all risks
of failure while its goal is to provide reasonable, not absolute,
assurance regarding the achievement of organisational
objectives.

In May 2006, the Company engaged MRM to conduct an
independent review of the Group's internal control procedures
and corporate governance practices. MRM commented that
most of the significant control activities it had reviewed were
in place and recommended additional measures to improve
the Group’s internal control procedures and corporate
governance practices. Management has taken immediate
actions to implement these recommendations. Following such
implementation and after review and discussion with MRM,
the audit committee of the Company is of the opinion that
the issues previously identified have been addressed and the
Company’s financial reporting system, internal control
procedures and corporate governance practices have been
improved and are operating effectively.
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(4) INVESTOR RELATIONS AND COMMUNICATIONS

The Company continues to pursue a proactive policy of
promoting investor relations and communication by
maintaining regular meetings with institutional shareholders,
fund managers and analysts through different means including
meetings, presentations and correspondence to distribute
information on the Group's latest developments and strategies.
In an effort to enhance communications with shareholders
and investors, the Company maintains a website
(www.forefront.com.hk) to disseminate information relating
to the latest business developments and all Company
announcements.

The Company regards the Annual General Meeting (the
“AGM") as an important event as it provides an opportunity
for direct communication between the Board and its
shareholders. All shareholders of the Company are given a
minimum 21 days’ notice of the date and venue of the AGM
at which directors and Committee members are available to
answer questions on the business. The Company supports
the CG Code’'s principle to encourage shareholders’
participation. The Board conducts the vote at the AGM by
poll rather than by show of hands. The results of the Company
voting are declared at the meeting, announced to the Hong
Kong Stock Exchange and published on the Company website.
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