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The board of directors (the “Board”) of Kingboard Chemical
(the
subsidiaries, the “Group”) recognises the importance of

Holdings Limited “Company”, together with its
corporate governance practice to a listed company that
company operating in a transparent manner with various self-
regulatory policies and procedures and monitoring mechanisms
put in place and defining accountability of directors and
management will improve and benefit the interest of the

stakeholders and shareholders.

During the year under review, the Board has complied with
the provisions of the Code on Corporate Governance Practices
(the “Code”) contained in Appendix 14 to the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the “Listing Rules”) with certain deviations expressly
highlighted in this Corporate Governance Report. In addition
to the mandatory Code, the Board also observes certain
recommended best practices (“Recommended Best Practices”)
contained in Appendix 14 to the Listing Rules and has adopted
certain Recommended Best Practices which are suitable to
the Company’s current situation. The Board will continuously
enhance the corporate governance standard of the Company
by reference to the Recommended Best Practices whenever
suitable and appropriate.

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 Appendix 10 to the
Listing Rules (the “Model Code”). Having made specific enquiry
of all directors, all directors confirmed that they have complied
with the required standard set out in the Model Code and the
code of conduct regarding directors’ securities transactions
adopted by the Company.
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DIRECTORS

The Board

The Board is responsible for the leadership and control
of the Group and is entrusted with the responsibility to
supervise the management of the business and the
affairs of the Group. The Group has adopted internal
guidelines in setting forth matters that require Board’s
approval. Apart from its statutory responsibilities, the
Board approves the Group’s strategic plan, annual
budget, key operational initiatives, major investments
and funding decisions. It also reviews the Group’s
financial performance, identifies principal risks of the
Group’s business and ensures implementation of
appropriate systems to manage these risks.

The Board meets regularly and as warranted by
particular circumstances. Notice and agenda are
prepared by the Company Secretary as delegated by
the Chairman of the Board and distributed to the Board
members within reasonable time before the meeting.
Relevant meeting papers are also sent to directors well
before the meetings, informing them of the background
and giving explanation on matters to be brought before
the Board. All directors are giving the opportunity to
include matters in the agenda for regular Board meeting.
To ensure the directors making decisions objectively in
the interests of the Company, the Company’s articles of
association provide any director shall abstain from voting
on any resolutions in which he or his associates is
materially interested nor be counted in the quorum of
the meeting. Draft and final versions of the minutes of
Board meetings will be sent to all directors for their
comment and records respectively within a reasonable
time and kept by the Company Secretary.
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P
During the year under review, the Board had held four REBEEN EFERTTHIE ®
meetings and the directors’ attendance at Board EENEZEeENESTEEEERL
meetings and Board committees’ meetings are as HE RSN
follows:—
Audit Nominating  Remuneration
Board Committee Committee Committee
Meeting Meeting Meeting Meeting
EEe ENZEY REZEE EMEES
- £ - o
Number of Meeting = 18] 4 2 1 1
Executive directors UITES
Cheung Kwok Wing (Chairman) REEK (FE) 4 - - -
Chan Wing Kwan (Managing Director) — BkiR (EF4£4578) 4 2 1 1
Lam Ka Po MKE 4 - - -
Cheung Kwong Kwan REE 4 - - -
Cheung Kwok Wa REE 4 - - -
Cheung Kwok Ping KA 4 - - -
Cheung Kwok Keung e 4 - - -
Chang Wing Yiu Bk 12 4 - - -
Mok Cham Hung, Chadwick RHE 4 2 1 1
Non-executive director FHTES
Lum Gum Wun WER (RZZTREF
(resigned on 9 February 2006) ZRNHBEE) 1 - - -
Independent non-executive directors BUFHTEES
Cheng Ming Fun, Paul a3 4 2 1 1
Tse Kam Hung EiEDS 2 1 1
Henry Tan BEF (RZFETRE
(appointed on 20 September 2005) NAZTHEZF) 3 1 1 1

Tsao Kwang Yung, Peter
(deceased on 5 June 2005)

BER (M_ZZnF
ANALBE)

HEEERRE AT P AEREE AL T
EH2 EBM-EMNZBEEL BRSNS
HEAEENEESRHBTTERITRES
T B R

The directors have observed the importance of directing and
supervising the Company’s affair at a more regular interval.
After consulting all directors, Board meetings have been
preliminarily scheduled to be held at quarterly interval and no
less than four times this year.
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Division and responsibilities

The Board of the Company is headed by the Chairman
whose role differs from that of the Managing Director
of the Company. The duties of Chairman include (but
not limited to) the followings:—

o schedule meetings that enable the Board to
perform its duties and responsibility and to
ensure all key and appropriate issues are
discussed by the Board in a timely manner
without interfering the Company’s operations;

o prepare meeting agenda after consultation with
the Managing Director;

o exercise control over quality, quantity and
timeliness of the flow of information between
Management and the Board and to ensure
decisions made by the directors are made on a
fully informed basis; and

o assist in ensuring compliance with the Company’s
guidelines on corporate governance.

The Managing Director of the Company is separate from
the Chairman and performed by a different individual.
The Managing Director is mainly responsible for the
overall strategic planning, and day-to-day management
of the Group.
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Board composition

The Board currently comprises twelve members, three
of whom are independent non-executive directors who
are expressly identified in all corporate communications
that disclose the names of directors of the Company.
The sole non-executive director during this year under
review resigned on 9 February 2006. One of the
independent non-executive directors possesses
appropriate professional qualifications (or accounting
or related financial management expertise) as required
by the Listing Rules. The composition of the Board’s
members is as follows:—

Executive directors

Cheung Kwok Wing (Chairman)

Chan Wing Kwan (Managing Director)
Lam Ka Po

Cheung Kwong Kwan

Cheung Kwok Wa

Cheung Kwok Ping

Cheung Kwok Keung

Chang Wing Yiu

Mok Cham Hung, Chadwick

Non-executive director
Lum Gum Wun
(resigned on 9 February 2006)

Independent non-executive directors
Cheng Ming Fun, Paul
Tse Kam Hung
Henry Tan

(appointed on 20 September 2005)
Tsao Kwang Yung, Peter

(deceased on 5 June 2005)

Mr. Cheung Kwok Wing, Mr. Cheung Kwok Keung, Mr.
Cheung Kwok Wa and Mr. Cheung Kwok Ping are

brothers respectively, and cousins of Mr. Cheung Kwong
Kwan and brothers-in-laws of Mr. Chang Wing Yiu.

The non-executive directors (including the independent
non-executive directors) were not appointed for specific
terms but are subject to retirement and are eligible for
re-election.
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The Board comprises directors who collectively provide
core competencies, sales and marketing experience and
technical knowledge in laminates, printed circuit boards
and chemicals products, administration and
management experience in the PRC factories, financial
and accounting skill, as well as in-house advice to
comply with international laws and regulations. The
current Board size of twelve directors with a balance of
skills and experience is appropriate for effective decision
making, taking into account the nature and scope of
the operations of the Company.

During the year under review, the number of
independent non-executive directors of the Company
once fell below the minimum number of three as
required by the Listing Rules following the passing away
of Mr. Tsao Kwang Yung, Peter on 5 June 2005. Mr.
Tsao was the independent non-executive director of the
Company. On 20 September 2005, the Company
appointed Mr. Henry Tan as the new independent non-
executive director of the Company. The Company has
received from each of the independent non-executive
directors an annual confirmation of his independence.

Appointment, re-election and removal

The Company’s articles of association set out a formal,
considered and transparent procedure for the
appointment of new directors to the Board. Any director
appointed by the Board shall retire and be eligible for
re-appointment at the first general meeting (in the case
of filling a casual vacancy) or until the next following
annual general meeting (in the case of an addition to
the Board) after appointment. The appointment of
directors are not fixed for a specified term, but at every
annual general meeting one-third of the directors,
including the Chairman, shall be subject to retirement
by rotation and re-election by shareholders. The
directors appointed by the Board who are subject to
retirement and re-appointment as mentioned above shall
be taken into account in calculating the total number
of directors for the time being but shall not be taken
into account in calculating the number of directors who
are to retire by rotation. All directors submitted for
election and re-election shall have their biographical
details made available to the shareholders to enable
them to make an informed decision on their election.
Any appointment, resignation, removal or re-designation
of director shall be timely disclosed to the shareholders
by announcement and shall include in such
announcement, the reasons given by the director for
his resignation.

Annual Report 2005 —ZEREFR

S
4F

EFSRmZREFAN HRRMH B
EmEAR - EDRIARBEAR R TER 2%
DR HE TS BREBERIMA
BPETRZITBREE &R WER
GAHRTARBBER KRB 2 A
RM-BLgRAT_LZKE EPSHED
R AR &5 ARE AR RZEKR
BLRARE WENELE FERER X

REEFEN BARBBUIENTE
FEEREEN_ZSZRAFARAE
t ARBZBLIFRTEFABRE—
EARETRAUMMEZ=ZRTR-R
“ERRFAR TR ARFEEE
RENMEERARNRBMBIIENITE
E-ARRC BB EBRBELIFNTES
ZFEBIUMERE -

ZE-EERER
RARZ BB ERMAAUTHA-—ELEA-
EZRBAANRAEREZZENESR
F-E8F28ZE2ENEFTHANES
FREBBRERERKRE (HAEMH R ZHR)
FEERERRBFAE (WRESS
BB ) REX A ERERET-BEF
ZEAELEEEES EREERRE
FRE =N —ZEF(BEXR)HBA
WERE LM RRERE BT -NAHEE
B ERAHE B g5 ARR R
HEESZAMARERERBREE
ZER ERFERHERTIESE AR
BRATTRE -MEREBREREREY
EEHARRRE BEARE A ER
RRBEERBELANBRE ERNEEE
£ BE RBRekB#AEFEEHAEUARMEY
A KB E BRI E -3 AE A TR
ZEERTZER

Kingboard Chemical Holdings Limited Z5E{tT&H£ME

39



40

Corporate Governance Report (continued) T¥ERBE (#&)

Responsibilities of Directors

The Company and the Board require each director to
keep abreast of his responsibilities as a director of the
Company and of the conduct, business activities and
development of the Company. Every director is required
to devote sufficient time and involvement in the affairs
of the Board and the material matters of the Company
and to serve the Board with such degree of care and
due diligence given his own expertise, qualification and
professionalism.

Every newly appointed director shall receive a
comprehensive, formal and tailored induction on the
first occasion of his appointment. All directors shall be
updated and briefed on continuing professional
development as is necessary to ensure that they have
a proper understanding of the operations and the
business of the Company and that they are fully aware
of their responsibilities under the applicable laws and
regulations. The Board has a procedure for directors,
either individually or as a group, in the furtherance of
their duties, to take independent professional advice, if
necessary, at the Company’s expenses to enable and
facilitate the directors to make well considered
decisions. Appropriate insurance coverage for directors
and officers’ liability has been arranged against
possibility of legal action to be taken against the
directors and the management.

Supply of and access to information

The management of the Company has an obligation to
furnish the Board with complete, adequate and
appropriate information in such form and such quality
in a timely manner so as to enable them to make an
informed decision and to discharge their duties and
responsibilities as directors of the Company. All the
directors are given separate and independent access
to the Company’s senior management.
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All the directors are given separate and independent
access to the Company Secretary, whose role includes
ensuring that Board procedures are observed and
followed, and that applicable rules and regulations are
complied with. The Company Secretary attends all the
meetings of the Board and Board committees and is
responsible for drafting minutes and keeping minutes
records which can be accessed by any director for
inspection.

REMUNERATION OF DIRECTORS AND SENIOR
MANAGEMENT

The level and make-up of remuneration and disclosure
The Board has set up a remuneration committee
(“Remuneration Committee”) which comprises three
independent non-executive directors, namely Mr. Tse
Kam Hung (Chairman), Mr. Cheng Ming Fun, Paul and
Mr. Henry Tan, to formulate policies and procedures
for determining the remuneration of directors and senior
management and other remuneration related matters.
Remuneration Committee is set up with charters which
set out clearly its duties and authorities delegated from
the Board of directors, including the following specific
duties:—

. formulate the framework or Board policy for the
remuneration of the Company’s Board and senior
management. The objective of such policy shall
be to ensure that members of the senior
management of the Company are provided with
appropriate incentives to encourage enhanced
performance and are, in a fair and responsible
manner, rewarded for their individual
contributions to the success of the Company;

o recommend specific remuneration packages
including, where appropriate, allowances,
bonuses, benefits in kind, incentive payments,
and share options, if any for each executive
director and the Chief Executive Officer and such
other members of senior management as it is
designated to consider;

Annual Report 2005 —ZEREFR

EREEHAERNRBLIEBE QAW
E-RRMEZRECRERERER
BExgiRr RSETEBRAESR D
REAMELFEARRNEEGREELEE
A SR AEARSREFEERC K
UHEEER-

EENRSREEAEHMH

FHREBEAO KT RAR
ExgCKIYMZES ([FMEZE
g]) H=BBEIFRTES: HRAL
£ (XE) BHRIEERERSH LS
R-BENEESE RS REEABRFHH
Z R AZF AR E A % ARRE = E
FHMEESCFIUBE PAHEILES
ERRTHEZBERESD BET I
B

. HERARESERSMEEA
BZHHMABRREFTTHR &
ERREERRAARSMERE
A BER fUE 2R E NS BR
ERFARR ARJFARF AR
FRESTARBERERARY
AR B BLATEZE B

. IEBRATE SR THARRE
IEESRERAE EHRFE
B 8% (Em) R
A BEYFE Be RELABR
‘(mE):

Kingboard Chemical Holdings Limited Z5E{tT&H£ME

41



42

Corporate Governance Report (continued) {®¥8a8E #&)

o recommend targets for any performance-linked
pay schemes operated by the Company, taking
into account remuneration and employment
conditions within the industry and in comparable
companies; and

. recommend to the Board the remuneration of
non-executive directors, taking into account
factors such as effort, time spent and
responsibilities.

When recommending the remuneration package for
each individual director, the Remuneration Committee
will consider his qualification and experience, specific
duties and responsibilities assigned to him by the Board
and the prevailing market packages available for similar
position. The emolument of the directors on a named
basis for the year under review is set out on page 103
in note 13 to the financial statement. Review and
comparison in terms of directors’ emolument package
and net profits of the Group are made from time to
time with comparable listed industrial companies with
similar capitalization to the Group. Considering all such
factors, the Remuneration Committee would make
recommendation on the remuneration package for each
director after consultation with the Chairman.

ACCOUNTABILITY AND AUDIT

Financial reporting

The Board acknowledges that it is the joint and several
responsibilities of directors to prepare the Company’s
account. The Company deploys appropriate and
sufficient resources to prepare unaudited half-yearly
account and audited yearly account. Senior
Management is required to present and explain the
financial reporting and matters that materially affect or
may have material impact on the financial performance
and operations of the Company to the Audit Committee
and the Board and respond to the queries and concerns
raised by the Audit Committee and the Board to their
satisfaction. It is the responsibility of the Company’s
auditors to form an independent opinion, based on its
audit, on those financial statements and to report to
the Board.
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Internal controls
The Group has in place a system of internal controls,
the key elements of which are as follows:—

o formal policies and procedures are in place,
including the documentation of key processes,
procedures and rules relating to the delegation
of authorities. These allow the monitoring of
controls and restrict the unauthorized use of the
Group assets;

. experienced and suitably qualified staff take
responsibility for important business functions.
Annual appraisal procedures have been
established to maintain standards of
performance;

o monthly business and financial reports are
prepared, providing relevant, timely, reliable and
up-to-date financial and other information;
budget variances are investigated as appropriate;
and

. an internal audit function, which reports directly
to the Audit Committee, is in place to determine
whether the above procedures are properly
carried out.

The Board conducts a review on the effectiveness of
the above internal control systems including financial,
operational and compliance controls and risk
managements at least once a year, so as to ensure the
shareholders’ investment and the Company’s assets are
properly safeguarded. The Board is satisfied that, based
on the information supplied, coupled with its own
observations and with the assistance of the Audit
Committee, the present internal controls and risk
management processes are satisfactory for the nature
and size of the Group’s operations and business.
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In addition to the various internal control systems, the
Board has established an internal audit team that
reports directly to the Audit Committee. The internal
audit team will independently audit various functions,
operations and systems existing in the Company
according to their weight of significance to the Company
as well as the priority list recommended by the Audit
Committee. The internal audit team will prepare an
internal audit report highlighting the existing deficiencies
and weaknesses in audited functions, operations and
systems for discussion by the Audit Committee and the
Board, and based on these findings the Board shall
instruct senior management to take appropriate
corrective and improvement actions.

Audit Committee

The Board has established an Audit Committee with
specific charter setting out duties responsibilities and
authorities delegated to them by the Board of directors.
The major duties and responsibilities of the Audit
Committee include the following:—

. review with the external auditors, the audit plan;

. review with the external auditors, their evaluation
of the system of internal accounting controls;

o review the scope and results of the internal audit
procedures;
o review the balance sheet and profit and loss

account of the Company and the consolidated
balance sheet and profit and loss account and
submit them to the Board;

. nominate persons as auditors;

. review with the internal and external auditors
their findings on their evaluation of the
Company’s system of internal controls for the
purpose of assisting the Board in developing
policies that would enhance the controls and
operating systems of the Company; and
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o review connected transactions and examine the
adequacy of internal controls of the Group as
part of the standard procedures.

The duties of the Audit Committee include reviewing
the scope and results of the audit and its cost
effectiveness and the independence and objectivity of
the Company’s auditors, Deloitte Touche Tohmatsu. The
Audit Committee will review the independence of the
Company’s auditors, the resources and adequacy of
the internal audit function, at least once a year. Where
the auditors also supply non-audit services to the
Company, the Committee will keep the nature and extent
of such services under review, seeking to balance
between the maintenance of objectivity and value for
money. During the financial year ended 31 December
2005, the fees paid/payable to the Company’s auditors
in respect of audit and non-audit services provided by
the Company’s auditors to the Group were as follows:—

. EREERF 22— 85 =6
BERXHREENEENPEER
BR

ERZEESCBEOERANZECE

B AR R HE LA RARRSNE

A — B B HR S e ETRIT 2B

VEREBE -BERZEEBFEL—
KR A AR INEAZ BB 2 B 1 A
MEHBEE DR AE RN TER WA
ZHE R AR R EFRERSE B
ENERAZERB UL RS
B BRERBFEEMN LKA ZERE
FTEH-RBETTERFTRA=1+—
B LRI FE - 3t AR RSN LB A
REB R 2 BRI BRSPS R
ZEN/ENBERWT:

Amount (HK$)

Nature of services REMHE 28 (Bor)
Audit services 2% 8 R 7 5,000,000
Non-audit services IEZ ER &

(i) Tax services (i) T 7% PR 7% 1,456,300
(iiy  Other services (in  HiRH% 360,840

The Audit Committee had undertaken a review of all
the non-audited services provided by the Company’s
auditors and concluded that in their opinion such
services did not affect the independence of the auditors.
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The Board has appointed an accountant to be
responsible for the accounting and finance matters of
the Group and the Audit Committee has free access to
the accountant, senior management of the Group and
to any financial and relevant information which enable
them to discharge their audit committee function
effectively and efficiently. Besides internal assistance
being available, the Audit Committee may request for
assistance and advice from external auditors as and
when they think necessary at the expenses of the
Company. The Audit Committee shall meet with external
auditors without the presence of executive directors to
discuss the Group’s financial reporting and any major
and financial matters arising during the year under
review at least once a year.

In addition, the Audit Committee is authorized:—

o to investigate any matter within its terms of
charter;

o to have full access to and co-operation by the
management;

o to have full discretion to invite any director or

executive officer to attend its meetings; and

o to have reasonable resources to enable it to
discharge its functions properly.

The Board will ensure that the members of the Audit
Committee are appropriately qualified to discharge their
responsibilities and at least one member has accounting
and related financial management expertise or
experience. During the year under review, the Audit
Committee comprised two members only for the period
from 5 June 2005 to 19 September 2005 which fell
below the prescribed minimum members requirements
due to the passing away of one Audit Committee
member. Following the appointment of new Audit
Committee member on 20 September 2005, the Audit
Committee comprises three independent non-executive
directors, namely Mr. Cheng Ming Fun, Paul
(Chairman), Mr. Tse Kam Hung and Mr. Henry Tan.
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DELEGATION BY THE BOARD

Management function

The Company’s articles of association set out matters
which are specifically reserved to the Board for its
decision. Executive directors normally meet on an
informal basis every two weeks and participate in senior
management meetings on a regular basis to keep
abreast of the latest operations and performance of the
Group and to monitor and ensure the management carry
out the directions and strategies set by the Board of
directors correctly and appropriately. Clear instructions
are given to the management as to the matters which
should bring to the attention and be determined by the
Board on behalf of the Company.

Board committees

The Board has set up three Board committees, namely
Nominating Committee and
Remuneration Committee, each chaired by different

Audit Committee,

independent non-executive director, to assist the Board
in discharging functions specific to each committee.
Each Board committee has its own terms of charter
setting out the principles, procedures and arrangements
which are substantially the same as those for the Board.

The Nominating Committee comprises three members
who are independent non-executive directors, namely
Mr. Henry Tan (Chairman), Mr. Cheng Ming Fun, Paul,
and Mr. Tse Kam Hung. According to the terms of
charter of the Nominating Committee, the major
responsibilities of the Nominating Committee include:—
. regularly review the structure, size and
of the Board
recommendations to the Board with regard to

composition and make

any adjustments that are deemed necessary;

o review whether or not an independent non-
executive director is independent in accordance
with the Listing Rules on annual basis;

. be responsible for identifying and nominating for
the approval of the Board, candidates to fill board
vacancies as and when they arise;
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. assess the effectiveness of the Board as a whole
and the contribution by each individual director
to the effectiveness of the Board; and

o be responsible for re-nomination having regard
to the director’s contribution and performance,
including, if applicable, as an independent
director.

Pursuant to the Company’s articles of association, Mr.
Henry Tan, who was appointed as an independent non-
executive director by the Board on 20 September 2005,
shall retire at the forthcoming general meeting, and
Messrs. Cheung Kwok Wing, Chan Wing Kwan, Cheung
Kwok Ping, Cheung Kwok Keung and Chang Wing Yiu
shall be subject to retirement by rotation at the
forthcoming annual general meeting. The Nominating
Committee had convened a meeting for the nomination
of directors for appointment in the forthcoming annual
general meeting and had nominated the above-named
directors to stand for re-election appointment at the
forthcoming general meeting.

COMMUNICATION WITH SHAREHOLDERS

The Board endeavours to maintain an on-going dialogue
with shareholders. All directors are encouraged to attend
the general meetings to have personal communication
with shareholders. In annual general meeting, Chairman
of the Board and the chairman of each committee are
required to attend and answer questions from
shareholders in respect of the matters that they are
responsible and accountable for. The external auditors
are also required to be present to assist the directors
in addressing any relevant queries by shareholders. As
a free access channel, the Company has set up public
relation website that shareholders and public are
welcome to question and share their comments and
opinions with the Board of directors.
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The Company’s annual general meeting (“AGM”) and
extraordinary general meeting (“EGM”) provide good
opportunities for shareholders to air their views and
ask directors and management questions regarding the
Company. All shareholders of the Company receive the
annual report, circular and notice of AGM and EGM
and other corporate communications. The notice is also
advertised in the newspapers. Separate resolutions are
required at general meetings on each distinct issue.
Shareholder is permitted to appoint one or two proxies
to attend and vote in his stead.

Voting by poll

At the last annual general meeting held on 18 May
2005, special resolution was passed by the shareholders
of the Company to amend the Company’s articles to
the effect, inter alia, that the Chairman shall demand a
poll in the Company’s general meetings whenever voting
by poll is required under the Listing Rules, to be in
consistence with the recent amendments made to the
Listing Rules. The Company’s articles has set out the
procedures, requirements and circumstances where
voting by poll is required and in corporate
communications to shareholders for matters where
shareholders’ voting are required the procedures for
and shareholders’ right to demand a poll shall be
specified. Such procedure and shareholders’ right would
be reiterated and explained by the Chairman at the

commencement of the general meeting of shareholders.
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