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CODE ON CORPORATE GOVERNANCE
PRACTICES

The Company has complied with the applicable code
provisions of the Code on Corporate Governance Practices as
set out in Appendix 14 of the Listing Rules throughout the six
months ended 30 June 2005, except for the following

deviations:

Code Provision A.1.7

This code provision stipulates that there should be a procedure
agreed by the board to enable directors, upon reasonable
request, to seek independent professional advice in

appropriate circumstances af the issuer's expense.

To comply with this code provision, the Board of the Company
has established in June 2005 a procedure to enable its
Directors, in the discharge of their duties, to seek independent
professional advice in appropriate circumstances at a
reasonable cost to be bome by the Company.

Code Provision A.2.1

This code provision stipulates that the roles of chairman and
chief executive officer ("CEQ") should be separate and should
not be performed by the same individual. The division of
responsibilities between the chairman and CEO should be

clearly established and set out in writing.

The Chairman of the Company is Mr. Arthur George Dew
who is primarily responsible for the leadership of the Board,
while the functions of a CEO are performed by the Group
Chief Operating Officer, Mr. Joseph Tong Tang, who is also
an Executive Director of the Company. Their responsibilities
are clearly segregated and have been set out in writing and
approved by the Board in May 2005.

Code Provisions A.4.1 and A.4.2

Code provision A.4.1 sfipulates that non-executive directors
should be appointed for a specific term, subject o re-election.
Code provision A.4.2 stipulates that all directors appointed to
fill @ casual vacancy should be subject to election by
shareholders at the first general meeting after their appointment
and every director, including those appointed for a specific
term, should be subject to retirement by rofation at least once
every three years.
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The Non-Executive Directors of the Company had no fixed
term of office prior to 27 May 2005, but refired from office on
a rofational basis in accordance with the relevant provision of
the Company's Articles of Association. According fo the
Articles of Association of the Company then in effect before 27
May 2005, at each annual general meeting of the Company,
one+hird of the Directors for the time being (or, if their number
is not three or a multiple of three, then the number nearest one-
third) should refire from office by rofation. Further, any Director
appointed to fill o casual vacancy or as an addition to the
Board should hold office only until the next following annual
general meeting of the Company and should then be eligible

for re-election at the meeting.

To fully comply with the code provision A.4.1, immediately
affer the annual genero| meeting of the Company held on 27
May 2005 (the “2005 AGM"), all Non-Executive Directors of
the Company were appointed for a specific term which shall
continue until 31 December 2006, but subject to the relevant
provisions of the Arficles of Association of the Company or any
other applicable laws whereby the Directors shall vacate or
refire from their office. In addition, to ensure full compliance
with the code provision A.4.2, relevant amendments to the
Articles of Association of the Company were proposed and
approved by the shareholders at the 2005 AGM.

Code Provision A.5.4

This code provision stipulates that the board should establish
written guidelines on no less exacting terms than the Model
Code as set out in Appendix 10 of the Listing Rules for the
relevant employees, who are likely to be in possession of
unpublished price sensitive information in relation fo the issuer
or its securifies, in respect of their dealings in the securities of
the issuer.

To comply with this code provision, the Company has adopted
in June 2005 the Model Code for securities fransactions by
certain employees of the Company or any of ifs subsidiaries
who are considered 1o be likely in possession of unpublished
price sensitive information in relation to the Company or ifs

securities.
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Code Provisions B.1.3 and B.1.4

Code provision B.1.3 sfipulates that the ferms of reference of
the remuneration committee should include, as a minimum,
those specific duties as set out in the provision, and code
provision B.1.4 sfipulates that the remuneration committee
should make available its terms of reference, explaining its role
and the authority delegated to it by the board.

The Compensation Commitiee of the Company was renamed
as Remuneration Committee and its terms of reference have
been revised in June 2005 to comply with the code provision
B.1.3, but with a deviation from the code provision of the
remuneration committee’s responsibilities to determine the
specific remuneration packages of all executive directors and
senior management of an issuer. The Board considers that the
Remuneration Committee of the Company should review (as
opposed to determine) and make recommendations to the
Board on the remuneration packages of Executive Direcfors
only and not senior management for the following reasons:

li) the Board believes that the Remuneration Committee is not
properly in a position to evaluate the performance of
senior executives and that this evaluation process is more

effectively carried out by the Executive Directors;

(i) the Remuneration Committee members only consist of
Independent Non-Executive Directors ("INEDs") who may
not be indusvy skilled and come from diﬁering professions
and backgrounds and they are not involved in the daily
operation of the Company. They may have little direct
knowledge of industry practice and standard
compensation packages. The Remuneration Committee is
thus not in a position to properly deftermine the

remuneration of the Executive Directors;

[iii) the Executive Directors must be in a position fo supervise
and confrol senior management and thus must be able to

control their compensation; and

[iv] there is no reason for Executive Directors to pay senior
management more than industry standards and thus
shareholders will benefit by reducing costs in the fixing of

such compensation packages.
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The revised terms of reference of the Remuneration Committee
of the Company have also been placed on the Company's
website in June 2005 fo ensure full compliance with the code

provision B.1.4.

Code Provisions C.3.3 and C.3.4

Code provision C.3.3 sfipulates that the terms of reference of
the audit committee should include at least those duties as set
out in the provision, and code provision C.3.4 sfipulates that
the audit committee should make available its terms of

reference, explaining its role and the authority delegated to it

by the board.

The terms of reference of the Audit Committee of the Company
have been revised in June 2005 (and were further reviewed
by the Board in July 2005) to comply with the code provision
C.3.3, but with the deviations from the code provision of the

audit committee’s responsibilities to:

(i) implement policy on the engagement of the external

auditors fo supply non-audit services;

i) ensure that management has discharged its duty to have

an effective internal control system; and

(iii) ensure coordination between the internal and external
auditors, and ensure that the internal audit function is
adequately resourced and has appropriate standing
within the issuer.

The Board considers that the Audit Committee of the Company
should recommend (as opposed fo implement) the policy on
the engagement of the external auditors to supply non-audit

services for the following reasons:

(i) it is proper, and appropriate for the Board and its
Committees to develop policy and make appropriate
recommendations;

li) the proper and appropriate mechanism  for
implementation of such policy and recommendations is
through the Executive Directors and management; and

(iii) INEDs are not in an effective position to implement policy

and follow up the same on a day+to-day basis.
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Further, the Board considers that the Audit Committee of the
Company only possesses the effective ability to scrutinize (as
opposed to ensure) whether management has discharged its
duty to have an effective internal control system. The
Committee is not equipped to ensure that the same is in place
as this would involve day-to-day supervision and the
employment of permanent experts. The Audit Committee is not
in a position either to ensure coordination between the intfernal
and external auditors but it can promote the same. Similarly,
the Committee cannot ensure that the internal audit function is
adequately resourced but it can check whether it is adequately

resourced.

The revised terms of reference of the Audit Committee of the
Company have been placed on the Company's website in
June 2005 fo ensure full compliance with the code provision
C.3.4.

Code Provision D.1.2

This code provision stipulates that an issuer should formalise
the functions reserved to the board and those delegated to the
management and should review those arrangements on a
periodic basis to ensure that they remain appropriate to the

needs of the issuer.

The respective functions of the Board and management of the
Company have been formalised and set out in writing which
was approved by the Board in June 2005. The Board will
review the same once a year.

CODE OF CONDUCT REGARDING
SECURITIES TRANSACTIONS BY DIRECTORS
The Company has adopted the Model Code as set out in
Appendix 10 of the Llisting Rules as its code of conduct
regarding securities fransactions by the Directors. All Directors
have confirmed, following a specific enquiry by the
Company, that they have fully complied with the required
standard as set out in the Model Code throughout the period
under review.
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