CORPORATE GOVERNANCE REPORT
TRELARE

The board of directors of the Company (the “Board”) is committed fo
achieving high standards of corporate governance so as fo ensure
betfer transparency and profection of shareholders” inferest in general.
The Board believes that high standards of corporate governance provide
a framework and solid foundation for achieving, atiracting and retaining
the high standard and quality of the Group's management, promoting
high standards of accountability and transparency and meeting the

expectations of all the Group's various shareholders.

The principles of corporate governance adopted by the Group
emphasize a quality board, sound internal control, and transparency

and accountability to all the shareholders.

The Company has complied with all code provisions sef out in the
Code on Corporate Governance Practices contained in Appendix 14
of the Listing Rules throughout the year ended 3 1st December 2005
except that non-executive directors had no set ferm of office but refired
on rofation basis.

Below are the corporate governance practices adopted by the Group.

THE BOARD
The Board is responsible for the oversight of the management of the
Company’s business and affairs of the organization with the objective

of enhancing shareholders’ value.

The Board, led by the Chairman, is responsible for the approval and
monitoring of Group wide strategies and policies, approval of annual
budgets and business plans, responsible for the day-to-day operations
of the Group under the leadership of the President.

As at 31st December 2005, the Board comprised nine directors,
including the Chairman, one President, four non-executive direcfors
and three independent non-executive directors. Biographical details of
the directors appear under the directors and senior management section
on page 6.

ANNUAL REPORT 2005 F3& 62

ARRESE ([EFE]) BNERSRENDER
B - AEREENERAE RRERR LR
o EReHEREENEEE RN RAKER
H—ENER R R ERER - DUED - ol RS
SRERSERENER  RASRENBEMLR
BRAERTAREENRBRAIE

AEEFAFANEERE RS HE—ESEERN
BT  AUAMEELRUAERRERER
RIEE -

AAREREBE_ZETRF+_A=1+—8HItF
BB~ EMAAMS T OE o BEER BT
Bl B TRIEX » HIFRITES I REEIE
HY - W/BSRFERIE o

AT RAEERANTREEER

o

EEEg
EEEURTRREERER  BEERHALQ
RIEBREHNEE -

EEEHETRAET  BERENEREENR
BEANERER - #OEFEIREMEL T 8IA RERE
RETEENHTELE -

R-ZZERAF+-A=1T—"H EFghNuE
S BRER - AR HUIFRITES
MBI FMITES - SESNEABERER
BOEMEERSREBRAE—HNRA °



For a director to be considered independent, the Board must defermine
that the director does not have any direct or indirect material relationship
with the Group. In determining the independent of direcfors, the Board

follows the requirement set out in the Listing Rules.

The roles of the Chairman separate from that of the President. Such
division of responsibilities helps to reinforce their independence and

accountability.

The Chairman is responsible for providing leadership to, and
overseeing, the functioning of the Board to ensure that the Board acts
in the best interests for the Group so that Board meetings are planned
and conducted effectively. The Chairman is primarily responsible for
approving the agenda for each Board meeting, taking info account,
where appropriate, matters proposed by other direcfors for inclusion
in the agenda. With the support of the President and the Company
Secretary, the Chairman seeks to ensure that all directors are properly
briefed on issues arising at Board meetings and receive adequate and
reliable information in a timely manner. The Chairman also actively
encourages directors fo be fully engaged in the Board's affairs and
make contribution to the Board's functions. To this end, in addition to
the regular Board meetings, the Chairman holds meetings with non-
executive directors at least annually without the executive directors’
presence. The Board, under the Chairman’s leadership, has adopted
good corporate governance practices and procedures and taken

appropriate steps fo provide effective communication with shareholders.

The President is responsible for managing the businesses of the Group,
affending fo the formulation and successful implementation of Group
policies and assuming full accountability to the Board for all Group
operations. Acting as the principal manager of the Group's businesses,
the President attends to developing strategic operating plans that reflect
the longerterm objectives and priorities established by the Board and
are directly responsible for maintaining the operational performance
of the Group. Working with the senior management team, they ensure
that the Board is fully apprised of the funding requirements of the
businesses of the Group and presented the annual budgets to the
Board for consideration and approval. In addition, they ensure that

the funding requirements of the businesses are met and the operating
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and financial results are closely monitored against plans and budgets,
taking remedial actions when necessary and the Board is advised of
significant developments and issues. Ongoing dialogues are maintained
with the Chairman and all directors to keep them fully informed of all

major business developments and issues.

The Board meets regularly, and at least four times a year. Between
scheduled meetings, senior management of the Group provides
information to directors on a timely basis on the activities and
developments in the businesses of the Group and when required,
additional Board meetings are held. In addition, directors have full
access fo information on the Group and independent professional

advice whenever deemed necessary by the directors.

The Board held four meetings in 2005 with an average affendance

rate of 100%.
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No. of board meetings
attended/held in 2005 and

Director up to the date of this report
H-EThFEEFHREAML
¥ HMEFEYRHERY RITRE
Executive Directors BITES
M. Ko Chun Shun, Johnson (Chairman SIRIBELE (/%) 4/4
Mr. Lui Pan, Terry (President) EmiE (BF) 4/4
Non-executive Directors FHITESE
Ms. Cheung Sum Yu, Fiona ROBA L 4/4
Mr. Shaw Sun Kan, Gordon BFEKLE 4/4
M. Jerry Sze Jerry Sze S 4 4/4
Mr. lizhak Shenberg lizhak Shenberg %t 4 4/4
Independent Non-executive Directors  BIIFHRITER
Mr. Chu Hon Pong REHFE 4/4
Mr. Liu Tsun Kie BIRERAE 4/4
Mr. Yap Tat Suan Henry REELRE 4/4
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All non-executive directors are engaged on a service contract for a
twelve-month period. All directors are subject to re-election by
shareholders af the annual general meeting following their appointment
and at least every three years on a rotation basis. None of the directors
who are proposed for re-election at the forthcoming annual general
meeting has a service contract with the Company which is not ferminable
by the Company within one year without payment of compensation
(other than statutory compensation). VWhere vacancies exist at the Board,
candidates are proposed and put forward to the Board for consideration
and approval, with a view of appointing fo the Board individuals with
leadership capabilities so as to enable the Company to refain as well

as improve its competitive position.

Upon appointment to the Board, directors receive a package of
orientation materials and attend extensive presentations given by senior
executives to review the Group's businesses. Training and information
are provided to directors regularly to help ensure that directors are
aware of the latest changes in the commercial and regulatory

environment in which the Group conducts its businesses.

In 2005, the Board adopted the Model Code for Securities Transactions
by Directors of Listed issuers in the Listing Rules (the “ Model Code”) as
the Group's code of conduct regarding direcfors’ securities transactions.
All directors confirmed that they have complied with the Model Code
in their securities fransactions throughout the year.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL
STATEMENTS

The following stafements, which set out the responsibilities of the directors
in relation fo the financial statements, should be read in conjunction
with, but distinguished from, the Report of the Auditors on page 74
which acknowledges the reporting responsibilities of the Group's
Auditors.

Annual Report and Accounts

The directors acknowledge their responsibilities to prepare financial
statements for each financial year which give a frue and fair view of
the state of the Group.
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Accounting Policies

The directors consider that in preparing the financial statements, the
Group uses appropriate accounting policies that are consistently
applied, and that all applicable accounting standards are followed.

Accounting Records

The directors are responsible for ensuring that the Group keeps
accounting records which disclose with reasonable accuracy the
financial position of the Group and which enable the preparation of
financial statements in accordance with the Hong Kong Companies
Ordinance and the applicable accounting standards.

Safeguarding Assets

The directors are responsible for taking all reasonable and necessary
steps fo safeguard the assets of the Group and fo prevent and defect
fraud and other irregularities.

Going Concern

The directors, having made appropriate enquires, consider that the
Group has adequate resources fo continue in operational existence
for the foreseeable future and that, for this reason, it is appropriate to
adopt the going concern basis in preparing the financial statements.

COMPANY SECRETARY

The Company Secretary is responsible to the Board for ensuring that
board procedures are followed and that activities of the Board are
efficient and effective by assisting the Chairman to prepare agenda
for meeting and by preparing and disseminating Board papers to the
directors and Board Committees in a timely and comprehensive manner.

The Company Secretary is responsible for ensuring that the Board is
fully briefed on all legislative, regulatory and corporate governance
developments and that it has regard to them when making decisions.
The Company Secretary is also directly responsible for the Group's
compliance with the continuing obligations of the Listing Rules and
Codes on Takeovers and Mergers and Share Repurchases, including
publication and dissemination of annual reports and inferim reports
within the period laid down in the Listing Rules, timely dissemination of
announcements and information relating to the Group to the market
and ensuring that proper nofification is made of directors’ dealings in
securities of the Group.
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The Company Secrefary also advises the directors on their obligations
for disclosure of interests in securities, connected transactions and price-
sensitive information and ensures that the standards and disclosures
required by the Listing Rules are observed and, where required, reflected

in the annual report of the directors.

With respect to the Group secretarial function, the Company Secrefary

leads a team that maintains formal minutes for Board and other meetings.

In relation to connected fransactions, regular briefings to legal counsels
within the Group are made to ensure that such transactions are handled
in compliance with the Listing Rules. Detailed analyses are performed
on all potential connected transactions for presentation to directors of

relevant companies for their consideration in approving transactions.

AUDIT COMMITTEE

The Audit Committee, comprises three independent non-executive
directors, namely Mr. Liv Tsun Kie, Mr. Chu Hon Pong and Mr. Yap
Fat Suan Henry, and one non-executive director, Mr. Shaw Sun Kan,
Gordon, who possess the appropriate business and financial experience

and skills to understand financial statements. The Committee is chaired

by Mr. Liu Tsun Kie.

Under its terms of reference, the Audit Committee is required, amongst
other things, to oversee the relationship with the external auditors, to
review the Group's preliminary results, inferim results and annual financial
stafements, fo monitor compliance with statutory and listing requirements,
fo review the scope, extent and effectiveness of the infernal control
procedures of the Company, fo engage independent legal or other

advisers as it defermines is necessary and to perform investigations.
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The Audit Committee held two meetings in 2005 and one meetings to BERLZEEN _TTRFETT W/A%‘E% R4
date in 2006. —EERFVESEITT — //’Y@E

Committee Member Attended/Eligible to attend
ZEGKE BHE/aBBHE
Mr. Liv Tsun Kie FIRE RS 3/3
Mr. Chu Hon Pong REAFTE 3/3
M. Yap Fat Suan Henry REELRE 3/3
Mr. Shaw Sun Kan, Gordon BT L 3/3
Financial Statements g e

The Audit Committee meets and holds discussions with the executive BEREEg ?j:{:ﬁﬂ%ﬁi W*% NG g
direcfors and other senior management of the Group on the interim HWTESEREEHMEREEABRITERTRE

results, preliminary results announcement and annual reports. The
Committee reviews and discusses the management's report and
representations with a view to ensuring that the Group's consolidated
financial statements are prepared in accordance with accounting
principles general accepted in Hong Kong. It also considers reports
from the Group's principal external auditors, PricewaterhouseCoopers
("PwC"), on the scope and outcome of their annual audit of the

consolidated financial statements.

External Auditors
The Committee reviews each year a letter from PwC confirming their
independence and objectivity and holds meetings with PwC to discuss

the scope of their audit.

The Committee also makes recommendations to the Board on the

appointment and retention of the external auditors.

The Group's policy regarding the engagement of PwC for the various
services is listed as follows:

- Audit service — includes audit services provided in connection

with the audit of the consolidated financial statements.
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—  Audit related services — include services that would normally be
provided by an external auditor but not generally included in
audit fees, for example, due diligence and accounting advice
related to mergers and acquisitions, internal control reviews of
systems and/or processes, and issuance of special audit report
for tax or other purposes. The external auditors are to be invited
to undertake these services that they must or are best placed to

undertake in their capacity as auditors.

- Toxation related services — include all tax compliance and tax
planning services, except for those services which are provided
in connection with the audit. The Group uses the services of the
external auditors where they are best suited. All other significant
taxation related work is undertaken by other parties as

appropriate.

—  Other services — include, for example, audits or reviews of third
parties fo assess compliance with contracts, risk management
diagnostics and assessments, and non-financial systems
consultations. The external auditors are also permitted to assist
management and the Internal Auditors of the Group's holding
company with internal investigations and factfinding info alleged
impropriefies. These services are subject fo specific approval by
the Audit Committee.

—  General consulting services — The Group's policy is that the external
auditors are not eligible to provide services involving general

consulting work.

Review of Risk Management and Internal Control

The Committee reviews the process by which the Group evaluates its
confrol environment and its risk assessment process, and the way in
which business and control risks are managed. The Committee discusses
with the internal accounting feam and the external auditors and considers
the external auditors” internal control recommendations to the Committee
on the effectiveness of the infernal controls in the Group's business

operations.
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REMUNERATION COMMITTEE

The Remuneration Committee comprises three independent non-
executive directors, namely Mr. Liu Tsun Kie, Mr. Chu Hon Pong and
Mr. Yap Fat Suan Henry. The Committee is chaired by Mr. Liv Tsun
Kie. The Committee meets fowards the end of each year for the
defermination of the remuneration packages of directors and senior
management of the Group. In addition, the Committee also meets as

and when required to consider remuneration related matters.

The responsibilities of the Remuneration Committee are to assist the
Board in achieving its objectives of atiracting, retaining and motfivating
people of the highest caliber and experience needed to shape and
execute strategies across the Group's substantial, diverse and
infernational business operations. The Committee will assist the Group
in the administration of the fair and transparent procedures for the
sefting policies on the remuneration of directors and senior management
of the Group and for determining their remuneration packages.

Prior to the establishment of the Committee in 2005, for 2004, consistent
with the principles applied in the past, the remuneration of directors
and senior executives was defermined with reference fo the performance
and profitability of the Group as well as remuneration benchmarks
from other local and infernational companies and the prevailing market
conditions. Directors and employees also participate in bonus
arrangements defermined in accordance with the performance of the

Group and the individual's performance.

INTERNAL CONTROL AND GROUP RISK MANAGEMENT
Introduction
The Board has the overall responsibility for the Group's system of internal

control and for the assessment and management of the risks.

In meeting its responsibility, the Board seeks to increase risk awareness
across the Group's business operations and has put in place policies
and procedures, including the parameters of delegated authority, which
provide a framework for the identification and management of risks.
Reporting and review activities include the review of executive directors
and the Board and approval of defailed operational and financial

reports, budgets and plans provided by the management of the business
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operations, the review by the Board of actual results against the budgets,
the reviews by the Committees of the Board, the ongoing work of the
Internal Audit and Risk Management Departments of the Group’s holding
company, as well as the regular business reviews by executive directors
and the executive management feam of each core business division.

Whilst these procedures are designed fo identify and manage risks
that could adversely impact the achievement of the Group's business
objectives, they do not provide absolute assurance against material
mis-statement or loss.

Internal Control Environment

The Board is responsible for the overall monitoring of the operations of
the businesses within the Group. Executive directors are appointed to
the boards of all significant operating subsidiaries and associates to
oversee the operations of those companies. Monitoring activities include
the review and approval of business strategies, budgets, and plans,
and the setting of key business performance targets. The executive
management team of each core business division is accountable for
the conduct and performance of each business in the division within

the agreed strategies.

The Group's internal control procedures include the comprehensive
sysfem for reporting information to the executive management feams of
each core business and the executive directors.

Business plans and budgets are prepared annually by the management
of individual business and are subject to review and approval by both
the executive management teams and the executive directors as part
of the Group's five~year corporate planning cycle. Budgets and forecasts
are reviewed on a quarterly basis and major differences are to be
approved. When setting budgets and forecasts, management identifies,
evaluates and reports on the likelihood and potential financial impact

of significant business risks.

The executive directors review monthly management reports on the
financial results and the key operating sfafistics of each business and
hold monthly meetings with executive management team and senior

management of business operations to review these reports, business

BB EEHBOBETE L REHTESRSE
Bl 76 SRPI AT TR K AL 1T AR TS 1R
5o

BELOIEFEERTEEEREHREERE
BREEETHNEENER BEXARHERNRER
SRR R AR ERAE -

RNEBEERR

EEe2 BB AEREEE T EBEMAERE -
HITESRZIRMAMBREEEREBNHBEL
AIMBERRINESS  UHEEEZEEERELK
ERZSARMNEE -  FENER TEEREL
XK - REMGE > ARHIFTEBNRBR
BIER - SEROEBRPINTTRE R M E H
HPIRBEEBERERBBEAN ZERRR
AERE -

SENAREZEREFER—EA2ENRSHE -
AR EZOEEBFINTREERORATE
ZEFREH

XSt EEERERNCRNEEERFRE -
VARTHEERMENTESEL - (FREHE
REEEAIRRN - - KHEEEESFIEL
(EF] - WERKMFAEE(EL LRI EFHILZ - &
mETRE RER TR - BIEEREE - FHMAHE
PE SRR 5 X B KR B ) 7] B S EB A O 7S

B &8
7% =

HTESEHNRETRXBNMBEEEIES
BRAHFNEAEERE  YEAETHE

FhREBNSRERABRITEE - R
FHE  FHERAEBENLR - XHRARSE

-

ANNUAL REPORT 2005 F3& 7 ]



CORPORATE GOVERNANCE REPORT (Continued)
EERERE®

performance against budgets, forecasts, significant business risk
sensitivities and sfrategies. In addition, each month the finance managers
of business operations atfend meetings with the President and the
members of the Group finance team to review monthly performance

and to address accounting and finance related matters.

The Group mainfains a centralized cash management system for its
subsidiary operations and the Group's finance department oversees
the Group's investment and leading activities. A freasury report is
distributed monthly to report on the Group's cash and liquid investments,

borrowings and movements thereof.

The President has established guidelines and procedures for the
approval and confrol of the expenditures. Operating expenditures are
subject to overall budget control and are confrolled within each business
with approval levels for such expenditures being set by reference to
each executive and officer’s level of responsibility. Capital expenditures
are subject to overall control within the annual budget review and

approval process.

Reports from the external auditors on infernal controls and relevant
financial reporting matters, are to be presented to the Audit Committee,
and, as appropriate to the President. These reports are reviewed and

appropriate actions are taken.

As part of infernal control measures, a hotline has been established for
staff and officers to contact Mr. Liu Tsun Kie, an independent non-
executive director and Chairman of the Audit Committee, to report

iregulanties or any matters related to the Group.
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INVESTOR RELATIONS AND SHAREHOLDERS’ RIGHT

The Group actively promotes investor relations and communications
by setting up regular briefing meetings with the investment community
when the interim and year end financial results are announced. The
Group, through the Senior Vice President - Finance, responds to request

for information and queries from the investment community.

The Board is committed to providing clear and full performance
information of the Group to shareholders through various publications
and annual reports. In addition to dispatching circulars, nofices, financial
reports fo shareholders, additional information is also available to

shareholders through Corporate Information on the Group's website.

Shareholders are encouraged to attend the annual general meeting
for which af least 21 days' notice is given. The Chairman and directors
are available to answer questions on the Group's businesses af the
meefing. All shareholders have sfatutory rights to call for special general
meetings and put forward agenda items for consideration by
shareholders. All substantive resolutions at the annual general meeting
are decided on a poll. The poll is conducted by the Group’s Registrars.
Financial and other information is made available on the Group's

website, which is regularly updated.

The Group values feedback from shareholders on its effort to promote
fransparencies and foster investor relationships. Comments and
suggestions are welcome and can be addressed to the President by

mail or by email to the Group's website.
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