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Corporate Governance Report

TRERBES

We are firmly committed to statutory and regulatory corporate
governance standards and adherence to the principles of
corporate governance emphasising transparency,
independence, accountability, responsibility and fairness. The
Board of Directors reviews the corporate governance practices
from time to time to ensure alignment of interests and
expectations from our shareholders, the investing public and
the other stakeholders.

CODE ON CORPORATE GOVERNANCE PRACTICES

The Company has, throughout the year ended 31st March,
2006, complied with the Code Provisions on the Code on
Corporate Governance Practices set out in Appendix 14 of
the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”) except
for the Code Provision A.2.1 for the separation of the roles
of Executive Chairman and Chief Executive Officer.

BOARD OF DIRECTORS

The general management of the Company’s business is vested
in the Board. The Board has established various committees
to manage and oversee the specified affairs of the Company.
The Board has delegated the day-to-day management power
of the Company to the Executive Directors and senior
management of the Company.

The Board is committed to the Company’s mission to creating
value for our shareholders. The Board is responsible for
developing strategic directions for the Company and
continuous monitoring of the performance of the general
management of the Company. Strategic planning cycles are
generally five years. The Board has recently adopted Five Year
Strategic Plan and will continuously monitor the actual
performance against the Strategic Plan on a regular basis.
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A defined schedule of matters reserved for Board decision
has been adopted by the Board. Apart from strategic planning,
certain important matters involving finance and shareholders’
interests are reserved for approval by the Board, including,
for example, annual budget, financial statements against
budget, dividend policy, material investments, material
acquisitions and disposals; major financing activities and
appointment of Director(s) following the recommendation(s)
by the Remuneration and Nomination Committee.

BOARD COMPOSITION

The Board currently comprises six Non-executive Directors and
four Executive Directors. Four of the Non-executive Directors
are independent, from different business and professional
fields. The category, position and brief biographical
information of each Director, together with the relationship
among each other, are set out in the “Directors and Senior
Management” section in this Annual Report. The Directors,
including the Non-executive Directors, have brought a wide
spectrum of valuable business experience, knowledge and
professionalism to the Board for its efficient and effective
delivery of the Board functions.

The Company has received, from each of the Independent
Non-executive Directors, an annual confirmation of his
independence pursuant to Rule 3.13 of the Listing Rules. The
Company considers all of the Independent Non-executive
Directors are independent.

The Company has arranged Directors’ and Officers’ Liability
Insurance for the Directors and Officers of the Company.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Code Provision A.2.1 of the Listing Rules sets out that the
roles of the Chairman and Chief Executive Officer should be
separate and should not be performed by the same individual.
Mr. Winston Yau-lai LO is the Executive Chairman and Chief
Executive Officer of the Company. At the present stage, the
roles of the Chairman of the Board and Chief Executive Officer
of the Company are performed basically by Mr. Winston Yau-
lai LO. However, the Board of Directors and the Executive
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Chairman of the Company fully recognise that the respective
roles of the Chairman and the Chief Executive Officer should
be separated in the course of time to ensure better checks
and balances and hence better corporate governance. It is
envisaged that the transition process will take some time so
as to minimise any negative impact on the operation of the
Company but it is hoped to achieve that goal by 31st March,
2008. The Company has taken a significant step forward with
the appointment of Mr. Ambrose Kam-shing CHAN as the
Chief Executive, Asia, who is also the Executive Director of
the Company, in July, 2004. Mr. Ambrose Kam-shing CHAN
is not connected with Mr. Winston Yau-lai LO or any of the
other Directors. After this appointment, the Board has already
established a mechanism whereby the executive
responsibilities originally assumed by the Executive Chairman
have gradually been, and will continue to be, delegated to
the Chief Executive, Asia. We are glad to report that the
Company has been progressing smoothly in assigning the
executive responsibilities from the Executive Chairman to the
Chief Executive, Asia.

BOARD PROCEEDINGS

The Board met six times in fiscal year of 2005/2006 to mainly
discuss and approve the overall strategies, including the Five
Year Strategic Plan for the Group; to review and monitor the
financial and operating performance of the Group and its
business units respectively and to consider and approve the
annual budget for the Group.

All Directors have full and timely access to all relevant
information in relation to the Company. There are established
procedures for Directors to seek independent professional
advice for them to discharge their duties and responsibilities,
where appropriate, at the Company’s expense.
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Individual attendance of each Board member at these
meetings is as follows:

EZEXMERNZEERZHERRINNAT

Attendance

Independent Non-executive Directors B IEHITES
Dr. The Hon. Sir David Kwok-po LI FHREHLT 6/6
Mr. lain F. BRUCE MmELTEE 6/6
Mr. Chi-kian SHIU BRRERSE A 6/6
Mr. Jan P. S. ERLUND Jan P. S. ERLUNDY A

(appointed on 6th July, 2006) (RZZZRELARNBEEE) N/ATNE A
Non-executive Directors FHITES
Ms. Myrna Mo-ching LO EREAT 6/6
Ms. Yvonne Mo-ling LO BRREL 6/6
Executive Directors HITES
Mr. Winston Yau-lai LO (Chairman) mRESEE (XR) 6/6
Mr. Ambrose Kam-shing CHAN PRERRE ST

(appointed on 11th July, 2005) (RZZEZTRFEA+—HEZMD 4/4
Mr. Eric Fat YU RELAE 6/6
Mr. John Shek-hung LAU 2B E 6/6
Mr. Fransis Ming-yin KONG TEHERE

(resigned on 18th April, 2005) (RZZEZTRFHEA+/\BEHD) 0/0

APPOINTMENT, RE-ELECTION AND REMOVAL OF
DIRECTORS

The appointment of a new Director is made on the
recommendation of the Remuneration and Nomination
Committee of the Company or by shareholders in general
meeting. Any Director who is appointed by the Board shall
retire at the next General Meeting.

The Non-executive Directors of the Company do not have a
specific term of appointment. Under the Company’s current
Articles of Association, all Directors are subject to retirement
by rotation at least every three years and one-third (or the
number nearest to but not exceeding one-third) of Directors
shall retire from office every year at the Company’s Annual
General Meeting. The term of appointment of a Director
cannot exceed three years.
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Induction programmes are arranged for the newly appointed
Directors on the general business of the Company. On
appointment, new Directors will also be given an induction
programme kit advising them of their responsibilities and
duties as Directors under various regulatory requirements and
the Board procedures, including the Terms of Reference of
the Board Committees.

RESPONSIBILITIES OF DIRECTORS

Directors acknowledge their responsibilities for preparing the
financial statements of the Company. Directors are not aware
of any material uncertainties relating to events or conditions
that may cast significant doubt upon the Company’s ability
to continue as a going concern. The Annual Financial
Statements for 2005/2006 are prepared on a going-concern
basis. All the new accounting standards and policies adopted
by the Company have been thoroughly discussed and
approved at the Audit Committee before adoption by
the Board.

The Group has adopted its own Code for Securities
Transactions by Directors (the “Code"”) on terms no less
exacting than the required standards set out in the Model
Code for Securities Transactions by Directors of Listed
Companies contained in Appendix 10 of the Listing Rules.
Specific enquiry was made of all Directors and all Directors
have confirmed compliance with the required standard set
out in the Code for the year ended 31st March, 2006.

BOARD COMMITTEES

The Board has established an Executive Committee, a
Remuneration and Nomination Committee (formerly known
as Compensation Committee) and an Audit Committee.
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Executive Committee
The Executive Committee was established in 2001. Its current
members include all four Executive Directors, who are:

Mr. Winston Yau-lai LO (Chairman)
Mr. Ambrose Kam-shing CHAN
Mr. Eric Fat YU

Mr. John Shek-hung LAU

The Executive Committee operates as a general management
committee under the direct authority of the Board to deal
with certain operational matters of the Group.

Remuneration and Nomination Committee

The Compensation Committee was established in February,
1994 and was renamed as “Remuneration and Nomination
Committee” on 2nd February, 2005 with increased scope of
authority. This Committee now comprises four Independent
Non-executive Directors and two Non-executive Directors and
its current members are:

Independent Non-executive Directors
Dr. The Hon. Sir David Kwok-po LI (Chairman)
Mr. lain F. BRUCE
Mr. Chi-kian SHIU
Mr. Jan P. S. ERLUND
(appointed on 6th July, 2006)

Non-executive Directors
Ms. Myrna Mo-ching LO
Ms. Yvonne Mo-ling LO

The Committee was set up to consider and approve the
remuneration packages of Executive Directors and Senior
Management of the Group, including salaries, benefits in kind
and bonuses; the bonus schemes and the other long-term
incentive schemes, including share option and other plans.
The Committee also reviews the structure, size and
composition (including the skills, knowledge and experience)
of the Board from time to time and recommends to the Board
on appointments of Directors and the succession planning
for Directors.
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The Committee met three times in fiscal year of 2005/2006.
Individual attendance of each Committee member at these
meetings is as follows:

Independent Non-executive Directors B IEHITES

Dr. The Hon. Sir David Kwok-po LI THEHT
(Chairman) (X%

Mr. lain F. BRUCE mETEE

Mr. Chi-kian SHIU PR S

Mr. Jan P. S. ERLUND
(appointed on 6th July, 2006)

Non-executive Directors FHITES
Ms. Myrna Mo-ching LO BRAXTL
Ms. Yvonne Mo-ling LO ERH T
Attendance By Invitation: FEBHE
Executive Chairman HITERE

Mr. Winston Yau-lai LO ERIERE

Jan P. S. ERLUND 4
(R=ZETARFLASNBERT
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HER

3/3

3/3
3/3

N/ATE

3/3
3/3

3/3

Report of the Remuneration and Nomination Committee

The Committee has reviewed, discussed and approved the
remuneration of Senior Management including the Executive
Directors and key executives of the Group by reference to
the individuals’ job responsibilities and performances, industry
benchmarks and prevailing market conditions. The Committee
has also approved the discretionary bonuses and the grant
of share options, having given due consideration to both the
Group's financial performance and the individuals’
performances during the year in accordance with the
performance-based compensation policy recommended by
an independent consultant. No individual Executive Director
is involved in the decision process for his own remuneration.

During the year, the Committee nominated Mr. Ambrose
Kam-shing CHAN, the Chief Executive, Asia, as the Executive
Director for approval of appointment by the Board. Mr.
Ambrose Chan was duly appointed as an Executive Director
by the Board on 11th July, 2005.
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Audit Committee

The Audit Committee was established in 1999. Its current
members include four Independent Non-executive Directors,
who are:

Mr. lain F. BRUCE (Chairman)
Dr. The Hon. Sir David Kwok-po LI
Mr. Chi-kian SHIU
Mr. Jan P. S. ERLUND
(appointed on 6th July, 2006)

The Audit Committee’s terms of reference are to make
recommendations to the Board on the appointment,
reappointment and removal of the External Auditors and any
guestions of resignation or dismissal, their audit fees, matters
relating to the independence of the External Auditors; to meet
with the External Auditors to discuss the nature and scope of
the audit, matters of concern when requested to do so by
the External Auditors; to review the interim financial report
and annual financial statements before they are submitted
to the Board; to discuss problems and reservations arising
from the interim review and final audit, and any other matters
the External Auditors may wish to discuss, and to review the
External Auditors’ management letter and management'’s
response; to review the internal audit programmes and to
ensure co-ordination between the Internal and External
Auditors, and ensure that the internal audit function is
adequately resourced and has appropriate standing within
the Group; and to consider any findings of major
investigations of internal control matters as delegated
by the Board or on its own initiative and management’s
response.
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The Audit Committee met three times in fiscal year of 2005/
2006. Individual attendance of each Committee member at
these meetings is as follows:

Independent Non-executive Directors M IEHITES

Mr. lain F. BRUCE (Chairman) mBLEE (EHE)

Dr. The Hon. Sir David Kwok-po LI FHEST

Mr. Chi-kian SHIU ARER S E

Mr. Jan P. S. ERLUND
(appointed on 6th July, 2006)

Attendance by Invitation: EREHRE :
Executive Chairman HITEE
Mr. Winston Yau-lai LO ERIELAE

Executive Director and Chief Financial Officer #1T& E3 8154885

Mr. John Shek-hung LAU 215 BEE
Internal Auditor A EBFEAZ AN
External Auditors HNEEAZ ER A

Jan P. S. ERLUNDE 4
(R=ZZEERFLANBEZT)

Report of the Audit Committee

The Audit Committee has reviewed the revised accounting
standards, the 2005/2006 interim financial report and annual
financial statements with management and the Company’s
External Auditors and recommended their adoption by the
Board. The Committee also reviewed with the Internal Auditor
the Company’s internal control systems and the periodic audit
reports prepared by the Internal Auditor and approved the
2006/2007 audit plan.

The Committee has met with the External Auditors to discuss
with them the nature and scope of the audit and reporting
obligations prior to the commencement of the audit. The
Audit Committee has also reviewed and considered the terms
of engagement of the External Auditors, including assessing
their independence and objectivity. The Audit Committee has
also reviewed and approved/pre-approved the audit and non-
audit services provided by the External Auditors, together with
their respective fees.
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SYSTEM OF INTERNAL CONTROL

The Board recognises its overall responsibility for the
establishment, maintenance and review of a system of internal
control that provides reasonable assurance on the reliability
and integrity of financial and operational information,
effective and efficient operations, safeguarding of assets and
compliance with laws and regulations. The system of internal
control is designed to manage rather than eliminate all
risks of failure while its goal is to provide reasonable, not
absolute, assurance regarding the achievement of
organisational objectives.

INTERNAL AUDIT

The Group Internal Audit Department supports management
by carrying out a systematic approach to evaluate the risks
and improve the effectiveness of the internal control systems
at all levels of the companies in the Group. The Audit
Committee endorses the audit plan annually. The Group
Internal Auditor has unrestricted access to all parts of the
business, and direct access to any level of management as he
considers necessary. The Group Internal Auditor reports his
findings and the agreed corrective actions to senior
management responsible for the area under audit. He also
reports regularly the results of the reviews in a summary to
the Audit Committee.

EXTERNAL AUDITORS

KPMG has been appointed as the External Auditors of the
Company by shareholders at the Annual General Meeting.
An amount of HK$2.8 million (2004/2005: HK$2.5 million)
was charged for the fiscal year of 2005/2006 for KPMG'’s
statutory audits for the Company and subsidiaries. The
amount for the other non-audit services provided by KPMG
for the Company and subsidiaries during the year was HK$2.3
million (2004/2005: HK$0.5 million). The non-audit services
mainly comprised tax advisory services, risk advisory services
and executive recruitment.

The responsibilities of the External Auditors with respect to
the 2005/2006 financial statements are set out in the section
of “Report of the Auditors” on pages 65 to 66.
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INVESTOR RELATIONS

We believe accountability and transparency are indispensable
for ensuring good corporate governance and, in this regard,
timely communication with our shareholders, including
institutional investors, is crucial. We manage investor relations
systematically as a key part of our operations.

We maintain a website (www.vitasoy.com) to keep our
shareholders and the investing public posted of our latest
business developments, our corporate governance policy, and
other relevant shareholder information.

During the year, we continued to follow a policy of
maintaining an open and regular dialogue with institutional
and minority shareholders, fund managers, analysts and the
media through different means, including meetings,
presentations, telephone conferences, correspondences,
media briefings and press releases to distribute information
on the Group’s latest developments and strategies. We also
continued to be proactive in responding to general enquiries
raised by the investing public, individual and institutional
investors and investment analysts.
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