26

Corporate Governance Report

CORPORATE GOVERNANCE PRACTICE

The Company has applied the principles and complied with the requirements of
the Code on Corporate Governance Practices (the “Code") as laid down in
Appendix 14 of the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”) throughout the year ended
31st December, 2005. None of the directors of the Company is aware of any
information that would reasonably indicate that the Company is not, or was not
in any part of the accounting period covered by the 2005 Annual Report, in

compliance with Code except for certain deviations in respect of the followings:—

Under code provision A.2.1 in Appendix 14 of the Listing Rules, (a) the roles of
the chairman and chief executive officer should be separate and should not be
performed by the same individual, and (b) the division of responsibilities
between the chairman and chief executive officer should be clearly established
and set out in writing. On 5th July, 2005, the Company appointed Mr. Leung,
Wing-pong as chief executive officer. His responsibilities were established and

set out in writing, which ensured compliance with the Code.

Under code provisions A.4.1 and A.4.2 in Appendix 14 of the Listing Rules,
(a) non-executive directors should be appointed for specific terms and subject
to re-election, and (b) every director, including those appointed for a specific
term, should be subject to retirement by rotation at least once every three years.
The independent non-executive directors of the Company were not appointed
for any specific terms, as they are subject to retirement by rotation at the
Company's annual general meeting in accordance with the Company's bye-laws.
Under the Company's bye-laws, at each annual general meeting one-third of the
directors of the Company for the time being (or, if their number is not a multiple
of three, the number nearest to but not greater than one-third) shall retire from
office by rotation provided that notwithstanding anything therein, the Chairman
or Managing Director of the Company shall not, whilst holding such office, be
subject to retirement by rotation or be taken into account in determining the
number of directors of the Company to retire in each year. Meeting the same
objective on re-election at regular intervals as the code provision, the Company

shall take the relevant measures towards compliance with the Code.
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Corporate Governance Report

CORPORATE GOVERNANCE PRACTICE (Cont'd)

Under code provision B.1.1 in Appendix 14 of the Listing Rules, the Company
should establish a remuneration committee with specific written terms of
reference which deal clearly with its authorities and duties. On 24th May, 2005,
the Company established the remuneration committee comprising all the three
independent non-executive directors of the Company with specific written terms

of reference, which ensured compliance with the Code.

Directors’ Securities Transactions

The Company has adopted the Model Code for Securities Transactions by
Directors of Listed Companies (the “Model Code”) as set out in Appendix 10 of
the Listing Rules as the code of conduct regarding securities transactions. The
Company has made specific enquiries of all directors whether the directors have
complied with the required standard as set out in the Model Code during the
year ended 31st December, 2005 and all directors confirmed that they have

complied with the Model Code throughout the year.

Board of Directors

The Board comprises Mr Aaron Tam, Chong-cheong, Mr Leung Wing-pong and
Mr. Kong, Chi-ming, as executive directors and Mr. Leung, Yun-fai, Mr. Lam, Yat-
fai and Dr. David Chain, Chi-woo as independent non-executive directors.
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Executive Directors HITES
Mr. Aaron Tam, Chong-cheong (Chairman) ~ BEM L4 (F/E) 4/4 100%
Mr. Leung, Wing-pong (Chief Executive officer) REF 5 (FTHAEE,) 4/4 100%
Mr. Kong, Chi-ming (Deputy Chairman) IEREE (BIFR)
(appointed on 22nd July, 2005) (RZETRFELAZTZHEZME) 2/2 100%
Ms. Jackie Shek, Lai-ping AR AL
(resigned on 22nd July, 2005) (R—ZEZRFE+LA -+ -HBMT) 2/2 100%
Independent Non-executive Directors B I FHTES
Mr. Leung, Yun-fai 2R 3/4 75%
Mr. Lam, Yat-fai MEEELE 4/4 100%
Dr. David Chain, Chi-woo BERELE 4/4 100%
Average Attendance Rate I E E 95.8%
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CORPORATE GOVERNANCE PRACTICE (Cont'd)

The Board formulates overall strategy of the Group, monitors its financial
performance and maintains effective oversight over the management. The Board
meets regularly to conduct and approves transactions which are extraordinary
and significant to the Group as a whole. The Board has delegated daily operations
and administration to management in order to smooth the operation of the
Group. Transactions which are in significant amounts or need the instructions of

the Board would be referred back to the Board to consider.

During the year, four board meetings have been held. The Company Secretary
has duly sent to the directors notice of meeting at least 14 days before the
meetings so that they could include matters for discussion in the agenda if
needed. The agenda and the board papers would then be sent to the directors
at least three days before the date of board meetings. Minutes of the board
meetings were kept by the Company Secretary with copies sent to all directors

for their records.

In order to reinforce independence, accountability and responsibility, the role of
the chairman is separate from that of the chief executive officer. The
responsibilities are clearly established and set out in writing. The chairman,
Mr. Aaron Tam, Chong-cheong, is responsible for ensuring that the Board is
functioning properly, whilst the chief executive officer, Mr. Leung, Wing-pong, is
responsible for managing the Group's business. There are no financial, business,
family or other material/relevant relationships among members of the Board and

between the chairman and the chief executive officer.

The independent non-executive directors who possess appropriate professional
qualifications serve the important function of advising the management on
strategy development and ensuring that the Board maintains high standards of
financial and other mandatory reporting as well as providing adequate checks
and balances for safeguarding the interests of shareholders and the Company

as a whole.

The Board has received from independent non-executive directors a written
annual confirmation of their independence and satisfied their independence in
accordance with the Listing Rules. The independent non-executive directors were
not appointed for any specific term as they would be subject to retirement by

rotation in accordance with clause 87(2) of the Company's bye-laws.
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CORPORATE GOVERNANCE PRACTICE (Cont'd)

Remuneration Committee
Members

Mr. Leung, Yun-fai (Chairman)
Mr. Lam, Yat-fai

Dr. David Chain, Chi-woo

The Remuneration Committee whose members comprised all the three
independent non-executive directors is appointed by the Board to review and
endorse remuneration policies of directors and senior management in the light
of current trends and business requirements, and to make recommendations to
the Board as deemed necessary or to take approved action if within delegated
authority. The terms of reference of Remuneration Committee is available on

the Company's website.

The Remuneration Committee was established in May 2005 and its first meeting
was held on 8th March, 2006 and all members attended. At the meeting the
recent pay trend in Hong Kong was reviewed and noted as a reference for the
recommendation on the remuneration policies of Directors and staff of the

Group.

The Company has adopted a share option scheme on 15th February, 2002,
which serves as an incentive to attract, retain and motivate talented eligible staff,
including directors. Details of the share option scheme are set out in note 29 to

the financial statements.

Nomination Committee

According to the Company's bye-laws, the directors shall have the power from
time to time and at any time to appoint any qualified person as director either to
fill a causal vacancy on the Board or as an addition to the existing Board. The
Board has reviewed the existence practice and shall consider the set up of a

nomination committee if needed.
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ACCOUNTABILITY AND AUDIT

The directors are responsible for the preparation of accounts which give a true
and fair view of the state of affairs of the Group and of the profit and cash flow
on a going concern basis. In preparing the accounts for the year ended 31st
December, 2005, the directors have selected suitable accounting policies and
have applied them consistently, adopted appropriate Hong Kong Financial
Reporting Standards and Hong Kong Accounting Standards, made judgments
and estimates that are prudent and reasonable. Please refer to the Auditors’

Report for the responsibilities of the auditors.

Internal Control

The directors are responsible for maintaining an adequate system of internal
control and have to review its effectiveness regularly. The internal control system
includes a well-established organizational structure with clearly defined lines of
responsibility and authority, which is designed to safeguard assets from
misappropriation, maintain proper accounts and ensure compliance with
regulations. During the year, the directors have conducted a preliminary review
on the existing internal control system of the Company and consider that the
system has effectively safeguard the assets of the Group. The directors will
continue to enhance the system to cope with the changes in business

environment with reference to the recommendations of the Audit Committee.

Audit Committee

K&

Member

Mr. Lam, Yat-fai (Chairman) WEBEE (FE)

Mr. Leung, Yun-fai R E &
Dr. David Chain, Chi-woo HHHE
Average Attendance Rate SEHHEE
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ACCOUNTABILITY AND AUDIT (Cont'd)

The Audit Committee whose members comprised all the three independent
non-executive directors is appointed by the Board in May 2005. The roles of the
Audit Committee are mainly: (i) to review financial statements of the Group;
(ii) to oversee the internal control system; (iii) to review the Company’s
compliance with statutory, regulatory or legal requirement and Listing Rules; and
(iv) to monitor the works of the external auditors. The terms of reference of the

Audit Committee is available on the Company’s website.

The Audit Committee met twice in 2005 to review with senior management:
(i) the financial statements of the Group for the year ended 31st December,
2004 and for the six months ended 30th June, 2005 before submitting them to
the Board for approval; (ii) Listing Rules and statutory compliance; and (jii) the
effectiveness of internal control systems, and to discuss with the Company’s

external auditors on scope of audit and audit findings during the year end audit.

In order to enhance the independent reporting by external auditors, part of the
meeting held on 15th March, 2005 was attended only by Audit Committee
members and external auditors without the Company's senior management
being present. No irregularities on the financial statements have been noted from
the external auditors and also no management letter has been issued to the
Board.

During the year of 2005, the Audit Committee has performed the following

works:

(i)  reviewed the financial statements for the year ended 31st December,
2004 and for the six months ended 30th June, 2005;

(i) reviewed the effectiveness of the internal control system;

(i) reviewed the Company’'s compliance with the statutory, regulatory or legal

requirements and Listing Rules; and
(iv) discussed with external auditors on scope of audit and audit findings.

The Audit Committee is satisfied with the integrity of the financial statements of
the Group and considered that the existing internal control systems works
effectively to safeguard the assets of the Group and would review regularly with

the Board to enhance the system.
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ACCOUNTABILITY AND AUDIT (Cont'd)

Auditors” Remuneration

During the year under review, remuneration payable to the Company’s auditors,
Messrs. Deloitte Touche Tohmatsu, for audit services provided for the year ended
31st December, 2005 was HK$450,000. No non-audit service fee was paid/

payable to Messrs. Deloitte Touche Tohmatsu during the year.

DELEGATION BY THE BOARD

The Board has formulated schedule of matters delegated to the management
for routine execution of business transactions and has particularly reserved for
its decision matters covering major acquisitions and disposals, approval of major
capital transactions and other significant operational and financial matters. These
arrangements will be reviewed on a periodic basis or revised and updated when

there is change of management.
COMMUNICATION WITH SHAREHOLDERS

Shareholders’ Right

According to the Company’s bye-laws, members holding at the date of deposit
of the requisition not less than one-tenth of the paid up capital of the Company
carrying the right of voting at general meeting of the Company shall at all times
have the right, by written requisition to the Board or the Secretary of the
Company, to require a special general meeting to be called by the Board for the
transaction of any business specified in such requisition; and such meeting shall
be held within two months after the deposit of such requisition. If within 21 days
of such deposit the Board fails to proceed to convene such meeting the
requisitionists themselves may do so in accordance with the provision of Section

74(3) of the Companies Act 1981 of Bermuda.

Communications with Shareholders and Investors

The Board recognizes the importance of good communications with all
shareholders. The Company's annual general meeting is a valuable forum for
the Board to communicate directly with the shareholders. The Chairman of the
Board together with the external auditors is present to answer shareholders’
questions. An annual general meeting circular is distributed to all 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 the

proposed resolutions.
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COMMUNICATION WITH SHAREHOLDERS (Cont'd)

Communications with Shareholders and Investors (Cont'd)

Specific enquiries by shareholders requiring the Board's attention can be made
in writing to the Company Secretary at the Company's business address in Hong
Kong. Other general enquires can be directed to the Company through the
Group's Investor Relations Manager. Please refer to the Company's website for

contact details.

The Company's website as another channel to further promote effective
communication is maintained to provide shareholders with the Group's financial

and non-financial information.
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