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Corporate governance practices

The board of directors (the “Board”) of Tristate Holdings Limited
(the “Company”) believes in the importance of effective corporate
governance, both internally and externally. Internally, it improves
the Company’s internal communications, enhances departments’
efficiency and speeds up the management’s decision making.
Externally, it strengthens the Company’s competitiveness and
increases confidence among shareholders, investors and other
stakeholders.

Throughout the year ended 31st December 2004, the Company
was in compliance with the Code of Best Practice as set out in
the then Appendix 14 of the Rules Governing the Listing of
Securities (the “Listing Rules”) on The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”) (in force prior to 1st
January 2005), except that non-executive directors were not
appointed for specific terms since all directors of the Company
(the “Directors”) (other than the Chairman and the Honorary
Chairlady) are subject to retirement by rotation in accordance
with the Company’s Bye-Laws (the “Bye-Laws”).

To further improve the overall standards of corporate governance
of listed issuers, the Stock Exchange introduced a new Appendix
14 of the Listing Rules — the Code on Corporate Governance
Practices (the “Code”) in replacement of the Code of Best
Practice, which became effective from 1st January 2005 (except
that internal control section will be effective from 1st July 2005).
The Board responded promptly in early 2005 by identifying areas
in the Company’s internal corporate governance procedures that
deviate from the Code and has taken appropriate actions to
improve the Company’s corporate governance practices.

Included in this report is the information relating to corporate
governance practices of the Company during the year ended 31st
December 2004 and significant events after that date and up to
the date of this report.

Board of Directors

The Company has formalised in writing the functions and
responsibilities reserved to the Board and those delegated to the
management in January 2005. It is clearly set out that the Board
is mainly responsible for setting and approving the Company’s
strategic direction and planning and all important matters
including interim and annual results, dividends, annual financial
budget, business and operation plan etc.. Besides, each member
of the Board is expected to make a full and active contribution to
the Board’s affairs and ensure that the Board acts in the best
interests of the Company and its shareholders as a whole.
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Matters explicitly reserved for the Board’s decision include,
amongst other things, (i) the size, composition, structure and
role of the Board and the Board committees, (ii) the suitability of
any individual as a member of the Board or the Board committee,
(iii) the appointment and removal of the Chief Executive Officer
of the Company (“CEQ”), and (iv) monitoring the performance of
the CEO to ensure the Company and its subsidiaries (collectively
the “Group”) are in alignment with the Group’s strategic direction.

As at the date of this report, the Board comprises of one executive
Director, Mr. Wang Kin Chung, Peter, who is also the Chairman
and the CEO, four non-executive Directors, Ms. Wang Koo Yik
Chun, Ms. Leslie Tang Schilling, Ms. Mak Wang Wing Yee, Winnie
and Dr. Wang Shui Chung, Patrick and three independent non-
executive Directors, Mr. Yuan Ching Man, James, Mr. Lo Kai Yiu,
Anthony and Mr. James Christopher Kralik. The Company has
been maintaining the number of independent non-executive
Directors to at least one-third of the number of the Board
members since September 2004. The independent non-executive
Directors are explicitly identified in all corporate communications.

Ms. Wang Koo Yik Chun, the Honorary Chairlady of the Company
and a non-executive Director, is the mother of Mr. Wang Kin
Chung, Peter (the Chairman and the CEQ), Ms. Mak Wang Wing
Yee, Winnie (non-executive Director) and Dr. Wang Shui Chung,
Patrick (non-executive Director).

During the year ended 31st December 2004 and up to the date
of this report, the Board includes three independent non-executive
Directors. Mr. Lo Kai Yiu, Anthony, one of the independent non-
executive Directors, is a member of the Canadian Institute of
Chartered Accountants and is a member of the Hong Kong
Institute of Certified Public Accountants. In addition to his
professional accounting experience of more than eight years, he
has over 24 years of experience in investment banking and other

financial services.

Every independent non-executive Director had confirmed his
independence with the Stock Exchange before September 2004.
The Company has received annual confirmations from all
independent non-executive Directors that they did not have any
business or financial interest with the Group and were
independent as at 31st December 2004 in accordance with rule
3.13 of the Listing Rules. The Company considers that all the

existing independent non-executive Directors are independent.
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@Eﬁf? TNE+-A=+—HItEE - FEEHSE  During the year ended 31st December 2004, three Board

—REFLHE  c NZRFERN  SEEZHEEET - meetings have been held. The attendance of each Director, on

é%’\i,\aﬁﬂxﬁﬂik’\(f_yqﬂﬁﬂxﬁﬂﬁ named basis and by category, at Board meetings, Board

ARe)EaBRENE S 2 HFELHENT . committee meetings and annual general meeting during the year
(*2004 AGM") is set out below:

LR/ B8%
Meetings attended/held
HMZzEE
(AIBTHR
AERME
ERZE® f(BZE®) —ETNE
EZe (EERTXN) (ERRTN) RKREREEARE
Remuneration
Committee
Audit  (formerly the
Committee EPC Committee)

(as defined (as defined
Board below) helow) 2004
meetings meetings meeting AGM
HITEE . Executive Directors:
ARA Wang Kin Chung, Peter
(TEFEITHE - (Chairman and CEO,
HHMZAema) member of Remuneration Committee) 313 01 1
RE }T Wu Ching Her
(RZZTRF-AZ+AEMD (resigned on 26th January 2005) 1/3 1
BEE Lo Chak Wa
(RZEZEWFRA=T—HERF) (retired on 31st May 2004) 213 1
FHITEE . Non-executive Directors:
ARENY Wang Koo Yik Chun
(BEEE) (Honorary Chairlady) 2/3
BB Leslie Tang Schilling 313
BA%E Mak Wang Wing Yee, Winnie
(FHWZESEE - (Chairlady of Remuneration Committee,
ExZAEeMA) member of Audit Committee) 313 5/5 /1
AR Wang Shui Chung, Patrick 213
%%m? Tang Liu Chien, Oscar
(RZZEWMFENA=THER) (resigned on 30th September 2004) 1/3
BHE Tang Yue Nien, Martin
( %ﬁ%?ﬁ E2ME) (member of Remuneration Committee)
(RZZEZEMFNA=-THEA (resigned from both positions on
73 {E B ) 30th September 2004) 1/3 11
BUINITESE Independent Non-executive Directors:
RIEX Yuan Ching Man, James
(BRZESHE  HFWZEEK A (member of Audit Committee,
(R=ZZEZRF—A-1+,"BEZT)) member of Remmeration Committee -
appointed on 26th January 2005) 3/3 5/5
BRI Lo Kai Yiu, Anthony
(BEZESFRE - (Chairman of Audit Committee,
FWZEEME) member of Remuneration Committee) 3/3 5/5 /1
LES James Christopher Kralik
(FHWZEemk A (member of Remuneration Committee
(R-ZZTWE+-_A—HEZM)) - appointed on 1st December 2004) 313
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The Board plans to hold four regular board meetings during 2005

and would follow such practice annually thereafter.

Additional Board meetings would be arranged, if and when
required. Board/committee meeting schedules of each year are
normally made available to all Directors/committee members
before the beginning of the year. Directors can attend meetings
in person or through telephone pursuant to Bye-Law 94. The
Company Secretary assists the Chairman in establishing the
meeting agenda, and each Director/committee member may
request inclusion of items in the agenda. Information packages
containing analysis and background materials for the Board/
committee meetings are despatched at least three days in advance

of the respective meetings to the Directors/committee members.

Minutes of Board/committee members would be maintained, and
draft minutes would be circulated to all Directors/committee
members for comments before being approved by the Chairman/
committee chairman. Minutes of the Board/committee meetings
would be kept by the Company Secretary and shall open for
inspection by Directors. Where Directors have a material or
conflict of interests in any transaction discussed in the Board/
committee meetings would not be dealt with by way of written
resolutions. The Directors concerned could express views but
would not be counted as part of the quorum and shall abstain

from voting on the relevant resolutions.

All Directors have access to the Company Secretary who is
responsible for ensuring that the Board/committee procedures
are complied with, and for advising the Board/committee on

compliance matters.

Chairman and CEO
During the year 2004 and up to the date of this report, Mr. Wang

Kin Chung, Peter, an executive Director, is the Chairman of the
Board and the CEO of the Company.

The Chairman of the Board is responsible for ensuring the Board
works effectively and discharges its responsibilities and addresses
all key and appropriate issues in a timely manner. He is
accountable to encourage all Directors to make a full and active
contribution to the Board’s affairs and take the lead to ensure
that the Board acts in the best interests of the Company and its

shareholders as a whole.
Annual Report 2004 | FR
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Other than the decisions reserved to the Board, the Board
delegates to the CEO full authority to achieve the corporate goal
of the Company in collaboration with other members of the
management. The CEO assumes the responsibility for the day-to-
day management of the Group and exercises his judgment in the
best interests of the Company and its shareholders as a whole.

During the year ended 31st December 2004 and up to the date
of this report, the Company deviated from paragraph A.2.1 of the
Code regarding separation of the role of Chairman and CEO. The
Company has been undergoing an in-depth study on the pros and
cons for the segregation of the role of these positions and the
impact to the Company. The Board considers that the function of
the Chairman and the CEO in the Company’s strategic planning
and development process are overlapping and it may not be
beneficial to the Company and its shareholders as a whole to
have separate individuals occupying these two offices given the
current size of the Group and its stage of development.

Non-executive Directors

During the year 2004, the non-executive Directors (including
independent non-executive Directors) were not appointed for
specific terms since all of them (other than the Honorary
Chairlady) are subject to retirement by rotation in accordance
with the Company’s Bye-Laws.

To comply with paragraph B.1.1 of the Code, the Board resolved
in January 2005 to fix the term of the non-executive Directors
(including independent non-executive Directors) for a period of
three years with effect from 1st January 2005, subject to earlier
determination in accordance with the Bye-Laws and/or applicable
laws and regulations.

Remuneration of Directors

In September 1998, the Company formed an executive personnel
and compensation committee (the “EPC Committee”) with the
responsibility for recommending compensation packages of
Directors and advising on the succession planning and
development of Directors. The EPC Committee held a meeting
during 2004 and reviewed the compensation package of the
executive Directors and Chief Operating Officer. The attendance
to each EPC Committee member, on named basis and by category,
at the EPC Committee meeting during the year is set out in the
table under the section “Board of Directors” of this report.
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In January 2005, the Board resolved to change the name of the
EPC Committee to remuneration committee (the “Remuneration
Committee”) and adopted a new set of terms of reference for the
Remuneration Committee in alignment with the Code. The full
text of those terms of reference is set out on the Company's
website and is also available in writing upon request to the
Company Secretary.

To comply with paragraph B.1.1 of the Code, the Board has
appointed Mr. Yuan Ching Man, James to be an additional
member of the Remuneration Committee in January 2005 in
order that a majority of the members of the Remuneration
Committee are independent non-executive Directors.

During the year ended 31st December 2004 and up to the date
of this report, the members of the Remuneration Committee
(formerly the EPC Committee) are:

Executive Director:
Mr. Wang Kin Chung, Peter

Non-executive Directors:

Ms. Mak Wang Wing Yee, Winnie (Committee Chairlady)
Mr. Tang Yue Nien, Martin (resigned on 30th September 2004)
Independent non-executive Directors:

Mr. Lo Kai Yiu, Anthony

Mr. James Christopher Kralik (appointed on 1st December 2004)
Mr. Yuan Ching Man, James (appointed on 26th January 2005)
The responsibilities of the Remuneration Committee pursuant to
the new terms of reference include, amongst other things, the
review of the Company’s policy, structure and basis for
determination of remuneration of Directors and senior
management, the review of the remuneration packages of all
Directors and senior management, and the review and approval of
the compensation payable to executive Directors and senior
management in connection with any loss or termination of their

office.

Annual Report 2004 | FR
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Nomination, retirement and re-election of Directors

The Board is responsible for considering the suitability of
individuals to act as a Director and selecting; approving or
terminating the appointments. The Company has not established
any nomination committee and would not consider establishing a
nomination committee owing to the small size of the Board of the

Company.

The Chairman of the Board is mainly responsible for identifying
suitable candidates to fill Board membership whenever vacancy
arises or to be an additional Director. He will propose the qualified
candidates to the Board for consideration. The Board will select
and approve the appointments based on the candidates’
qualifications, business experience and suitability to the
Company. Pursuant to the Bye-Laws, any Director newly appointed
by the Board during the year shall hold office until the next
annual general meeting and shall then be eligible for re-election
at that annual general meeting.

Pursuant to the Bye-Law 85, one-third of the Directors (save for
Mr. Wang Kin Chung, Peter being the Chairman, and Ms. Wang
Koo Yik Chun being the Honorary Chairlady) shall retire and are
eligible for re-election at every annual general meeting. The
Directors to retire by rotation shall be those who have been longest
in office since their last appointment or reappointment or those
who were appointed during the year to fill casual vacancy. To
ensure strict compliance with paragraph A.4.2 of the Code, the
Directors propose to amend the Bye-Laws to the effect that every
Director, including those appointed for a specific term, shall be

subject to retirement by rotation at least every three years.

In accordance with the Bye-Law 90, a shareholder of the Company
may recommend a person for election as a Director by lodging at
the office of the Company notice in writing signed by the
shareholder (other than the person to be proposed) the day after
the despatch of the notice of general meeting appointed for such
election and no later than seven days prior to the date of such
general meeting. Upon receipt of such notice, the Board will
consider the suitability of the said candidate as a Director and
will make recommendation to the shareholders of the Company

for their consideration.
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Directors’ securities transactions

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 set out in Appendix
10 of the Listing Rules (“Model Code”). By responding to specific
enquiries from the Company, the Directors confirmed that they
had complied with the required standard set out in the Model
Code and its code of conduct regarding securities transaction by
Directors throughout the year 2004.

In addition, the Board has formally adopted in January 2005 the
Model Code as guidelines for relevant employees in respect of
their dealings in the securities of the Company.

Audit Committee

An audit committee of the Company (the “Audit Committee”)
was formed in September 1998. During the year ended 31st
December 2004, five Audit Committee meetings have been held.
The attendance of each Audit Committee member, on named
basis and by category, at Audit Committee meetings during the
year is set out in the table under the section “Board of Directors”

of this report.

During the year 2004 and up to the date of this report, the
members of the Audit Committee are:

Non-executive Director:
Ms. Mak Wang Wing Yee, Winnie

Independent non-executive Directors:
Mr. Lo Kai Yiu, Anthony (Committee Chairman)
Mr. Yuan Ching Man, James

Mr. Lo Kai Yiu, Anthony, the chairman of the Audit Committee,
has the professional qualifications and accounting and related
financial management expertise as required under rule 3.10(2)
of the Listing Rules.

Annual Report 2004 | FR
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The Audit Committee held a meeting in April 2004 to review the
annual report and audited accounts for the year ended 31st
December 2003. Another meeting was held in September 2004
to review the interim report and un-audited accounts for the six
months ended 30th June 2004, and such report was then
recommended to the Board for approval. The Audit Committee
held three additional meetings during the year to consider and
discuss the matters relating to accounting and financial
procedures, management information system, internal controls

and management audit of the Group.

In January 2005, the Board adopted a new set of terms of
reference for the Audit Committee in alignment with the Code.
The main duties of the Audit Committee are set out below:

(i) to
reappointment and removal of the external auditors, and any

recommend to the Board on the appointment,
questions of resignation or dismissal of the auditors;
(ii) to review and monitor the external auditors’ independence

and objectivity and the effectiveness of the audit process in

accordance with applicable standard;

(iii) to develop and implement policy on the engagement of an
external auditors to supply non-audit services;

(iv) to monitor integrity of financial statements of the Company
and the Company’s annual and interim reports and accounts,
and to review significant financial reporting judgments

contained in such reports;

(v) to review the Company’s financial controls, internal control
and risk management systems; and

(vi) to review the Group’s financial and accounting policies and

practices.

The terms of reference of the Audit Committee are set out in full
on the Company’s website and are also available in writing upon

request to the Company Secretary.
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Financial reporting

The Directors acknowledged that they are responsible for the
preparation of accounts which give a true and fair view and that
appropriate accounting policies are selected and applied

consistently.

To the best knowledge of Directors, there is no uncertainty relating
to events or conditions that may cast significant doubt upon the
Company’s ability to continue as a going concern.

Internal control

In the second quarter of 2004, the Company engaged a team of
consultants to undertake a review of the Group’s management
information system and to identify major areas for improvement.
Following this review, an enhancement to the accounting system
to track purchases of materials from initial purchase to receipt
by production sites was implemented. As part of this
enhancement, improvements to the accounting procedures to
ensure all purchases are properly recorded in accounts payable

were also introduced.

Progress on improvements to management information system
was reported to the Audit Committee on a periodic basis
throughout 2004.
areas of the management information system will be undertaken
during 2005.

It is anticipated that improvements to other
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Auditors’ remuneration

The external auditors of the Company for the two years ended
31st December 2003 and 2004 was PricewaterhouseCoopers
(“PwC”). An analysis of remuneration in respect of audit and
non-audit services provided by PwC (including any entity that is
under common control, ownership or management with PwC or
any entity that a reasonable and informed third party having
knowledge of all relevant information would reasonably conclude
as part of PwC nationally or internationally) to the Company are
set out below:

2004 2003

BET T BT I

HK$’000 HK$'000

2FEZER Annual audit fees 2,627 2,627
HEMEFREER Other assurance services fees 185 810
HIERSE & A Tax services fees 97 1,275
Fk] TOTAL 2,909 4,712

hTFE-ARMEEBE @ JIRZ
?mf FEZRBEOEF -

BRREMNRREEBRE
ARBEREBRREBREE ZHHER - BUEKRRR
REEFAUTRBRALARAMEREESHARER -

(i) BEEARAQRANERE
KiE66-7255F 1

Ak R E BT R R

(ii) & (852) 2279 3888 :

(iii) FE %=(852) 2423 5576 3k

(iv) & & = cosec@tristateww.com °
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The Audit Committee adopted a written policy which clearly set
out the procedure for the appointment of external auditors to
supply non-audit services to the Group in January 2005.

Shareholders’ rights and investor relations

The Company values communication with shareholders and

investors. Enquiries and suggestions from shareholders or

investors are welcomed through the following channels to the

Company Secretary:

(i) By mail to the Company’s head office at 5/F., 66-72 Lei Muk
Road, Kwai Chung, New Territories, Hong Kong;

(ii) By telephone at telephone number (852) 2279 3888;
(iii) By fax at fax number (852) 2423 5576; or

(iv) By e-mail at cosec@tristateww.com.
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To comply with the amended Listing Rules effective from 31st
March 2004, the Company proposed at the 2004 AGM held on
31st May 2004 to amend the Bye-Laws relating to (i) the notice
period to nominate a Director lodged by the shareholders of the
Company, (ii) a Director and/or his associates with material
interests shall abstain from voting, and (iii) any shareholder of
the Company, under the Listing Rules, shall abstain from voting
on any particular resolution. The shareholders of the Company
approved such amendments at the 2004 AGM.

The Board resolved that the forthcoming annual general meeting
the Company will be held at Room 5A, 5/F., 66-72 Lei Muk
Road, Kwai Chung, New Territories, Hong Kong on Wednesday,
22nd June 2005 at 11:00 a.m. (“2005 AGM"). The notice of
the 2005 AGM will be sent to all shareholders separately. The
Chairman of the Board together with the chairman of the Audit
Committee and the chairman of the Remuneration Committee or
their delegates will attend the 2005 AGM to answer questions
from the shareholders of the Company on the business to be
dealt with at the 2005 AGM.

Moving forward

As at the date of this report, the Company, upon implementing
the improvements on the Company’'s corporate governance
practices, has applied the principles and complied with all
requirements of the code provisions of the Code with deviations
only with regards to the separation of the role of the Chairman
and the CEO and with regards to Directors’ retirement by rotation.
The Board acknowledges its responsibility to ensure the
establishment and implementation of good corporate governance
practices and procedures.

On behalf of the Board

Wang Kin Chung, Peter
Chairman and Chief Executive Officer

Hong Kong, 22nd April 2005
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