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COMPLIANCE WITH CODE ON
CORPORATE GOVERNANCE

The Board of Directors (“Board”) considers that good corporate
governance of the Company is central to safeguarding the interests
of the shareholders of the Group and enhancing the performance
of the Group. The Board is committed to ensure a high standard of
corporate governance. The Company’s corporate governance
practices are based on the principles (“Principles”), code provisions
(“Code Provisions”) as set out in the Code on Corporate Governance
Practices ("CG Code”) contained in Appendix 14 of the Rules
Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited (“Stock Exchange”) (“Listing Rules”).

The Company has applied the Principles and the Code Provisions
and complied with the CG Code during the financial year ended 31
March 2006, except the Code Provisions (i) A.2.1 in respect of
separate roles of Chairman and Chief Executive Officer, and (ii) A.4.2
in respect of retirement of Directors by rotation at least once every

three years.

Set out below are the status and details of compliance by the
Company of the CG Code for the year ended 31 March 2006.

THE BOARD
BOARD COMPOSITION

The Board has in its composition a balanced of skills and experience
appropriate for the requirements of the business of the issuer. The
Board has a balanced mix Directors, i.e. 7 Executive Directors, 1
Non-Executive Director and 3 Independent Non-Executive Directors.
The list of all Directors is set out under “Corporate Information” on
page 2 and the biographies of the Directors are set out on pages 7
to 9 of this annual report, which demonstrates a diversity of skills,
expertise, experience and qualifications.

The list of Directors (by category) is also disclosed in all corporate
communications issued by the Company pursuant to the Listing
Rules from time to time.

Save as disclosed hereon, to the best of knowledge of the Directors,
the Board members have no financial, business, family or other
material/relevant relationship with each other.
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During the year ended 31 March 2006, the Board at all times met the
requirements of the Listing Rules relating to the appointment of at least
three independent non-executive directors. Mr. Ho Fook Hong,
Ferdinand, Independent Non-Executive Director of the Company
resigned on 1 April 2006. Dr. Chung Hing Wah, Paul was appointed
as an Independent Non-Executive Director on 26 June 2006.

The Company has received written annual confirmation from each
Independent Non-Executive Director of his independence pursuant
to the requirements of the Listing Rules. The Company considers all
Independent Non-Executive Directors to be independent in
accordance with the independence guidelines set out in the Listing
Rules.

BOARD MEETINGS

Board meetings were held at least 4 times during the year roughly
on a quarterly basis. Dates for regular Board meetings are scheduled
in advance to provide sufficient time for the Directors to prepare
for. Special Board meetings will be held when necessary. Notice of
meeting will be given at least 14 days before the meeting. Directors
are consulted for matters to be included in the agenda and board
papers will be served at least 3 days before the meeting. Details of
the attendance of the Board meetings held for the year ended 31
March 2006 and up to the date of the publication of this report
were as follows:
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Attendance/
Number of Meetings
Name of Director EEnR HE&EEA
Executive Directors HITESE
Mr. Ling Siu Man, Simon DX Rt
(Chairman and Managing Director) (FEFEFHLKLE) 5/6
Mr. Lee Ka Yue, Peter FRAKE 6/6
Mr. Wong Ki Cheung sEHERE 6/6
Ms. Li Fung Ching, Catherine FEELXT 6/6
Mr. Au Wai Man BEREE 6/6
Mr. Liu Hoi Keung, Gary B E k& 6/6
Mr. Lam Kwai Wah ML E 6/6
Independent Non-Executive Directors BUYFBITESE
Mr. Pang Hon Chung e 5/6
Mr. Cheng Tsang Wai L REEE 4/6
Dr. Chung Hing Wah, Paul i £
(appointed on 26 June 2006) (RZZEERFNAZTABEZEE) 1/1
Mr. Ho Fook Hong, Ferdinand fo] 48 Bk %& &
(resigned on 1 April 2006) (RZZEZTRFNA—HBHE) 2/4
Non-Executive Director HHITEE
Mr. Wong Wai Kwong, David HENKE 3/6



Tonic Industries Holdings Limited

RAOBXEERBRLF

CORPORATE GOVERNANCE REPORT ¥ EEBHE

Minutes of the Board, the Audit Committee, the Remuneration
Committee and Executive Committee have been recorded in
sufficient details the matters considered in the meetings. All the
minutes are kept by the Company Secretary and are open for
inspection at any reasonable time on reasonable notice given by
any Director.

Directors can access to the advice and services of the Company
Secretary to ensure that Board procedures, and all applicable rules
and regulations are properly followed.

In addition, all Directors are regularly updated on corporate
governance and regulatory matters. There is a guideline for Directors
to obtain independent professional advice at the expense of the
Company in the furtherance of their duties. The Company has also
arranged appropriate Director and officer liability insurance cover in

respect of legal action against its Directors.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Chairman is responsible to manage the affairs of the Board and the
Chief Executive Officer is responsible to manage the day-to-day
operation of the Company’s business.

Code Provision A.2.1 stipulates that the roles of Chairman and Chief
Executive Officer should be separated and should not be preformed
by the same individual.

Mr. Ling Siu Man, Simon is the Chairman and Chief Executive Officer
of the Group. He is responsible for the Group’s overall strategic
planning, management, objectives setting and corporate
development as well as the management of the Board's affairs. The
Board considers that this structure is more effective and efficient in
running the business. The Board believes that Mr. Ling's appointment
to the posts of Chairman and Chief Executive Officer is beneficial to
the business prospects of the Group.
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NOMINATION, APPOINTMENT, RE-ELECTION
AND REMOVAL OF DIRECTORS

The Group has a formal, considerate and transparent procedure for
the appointment of new Director to the Board. The Group has
adopted a nomination procedures and the Board of Directors, based
on the criteria established, evaluate and select candidates for the
directorships. The Board reviews the structure, size and composition
(including the skills, knowledge and experience) of the Board on a
regular basis and make recommendations regarding any proposed
changes. The Directors identifies suitable individual qualified to
become board members and makes recommendation on relevant
matters relating to the appointment or re-appointment of directors if
necessary, in particular, candidates who can add value to the
management through their contribution in the relevant strategic
business areas and whose appointments will result on the
constitution of strong and diverse board. The meeting of the Board
regarding the nomination of directors shall be held at least once a
year or when necessary. In case any Director resigns from the Board,

reasons for the resignation will be disclosed in the announcement.

Code Provision A.4.1 stipulates that Non-Executive Directors should
be appointed for a specific term, subject to re-election. The existing
Non-Executive Directors of the Company, except for Mr. Cheng
Tsang Wai and Dr. Chung Hing Wah, Paul being Independent Non-
Executive Directors of the Company, do not have a specific term of
appointment. However, Non-Executive Directors are subject to the
requirement to retire by rotation at annual general meetings under
the Company’s Articles of Association accomplishing the same
objective as a specific term of appointment.

In accordance with the Company’s Articles of Association, any new
Director appointed to fill a casual vacancy or as an addition to the
Board should be subject to election by shareholders at the first
general meeting after appointment. Every Director, including those
appointed for a specific term, should be subject to retirement by
rotation at least once every three years.
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The Company’s Articles of Association, on the other hand, are
inconsistent with Code Provision A.4.2 of the CG Code, which
provides that one-third of the directors for the time being (save for
the Chairman or Managing Director or Joint Managing Director), or
if their number is not three nor a multiple of three, then the number
nearest to but not less than one-third, shall retire from office by
rotation at least once every three years and being eligible, offer
themselves for re-election at annual general meetings. The Board
considers that Mr. Ling Siu Man, Simon, Chairman of the Board,
should not subject to retirement to ensure continuity of leadership
and stability for growth of the Company.

RESPONSIBILITIES OF DIRECTORS

The principal focus of the Board is on the overall strategic
development of the Group. The Board also monitors the financial
performance and the internal controls of the Group’s business
operations.

In addition, the Board is charged with promoting the success of the
Group by directing and supervising its affairs in a responsible and
effective manner. Each Director has a duty to act in good faith in
the best interests of the Company. The Directors are aware of their
collective and individual responsibilities to all shareholders of the
Group for the manner in which the affairs of the Company are
managed, controlled and operated.

Director is required to keep abreast of his responsibilities as a Director
and of the conduct, business activities and development of the
Group. Non-Executive Directors have the same duties of care and
skill and fiduciary duties as Executive Directors.

The functions of Non-Executive Directors have included the functions
as specified in Code Provision A.5.2(a) to (d) of the CG Code.

DELEGATION BY THE BOARD

The Board has delegated functions that are necessary and incident
to carry out the decision of the Board or to facilitate the day-to-day
operation of the Group in ordinary course of business to the senior
management and divisional heads of different units.

Major corporate matters that are specifically delegated by the Board
to senior management include execution of business strategies and
initiatives adopted by the Board, implementation of adequate
internal controls and risk management procedures, and compliance

with relevant statutory requirements and rules and regulations.
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SUPPLY OF AND ACCESS TO INFORMATION

Directors will be provided in a timely manner with appropriate
information in such form and of such quality as will enable them to
make an informed decision and to discharge their duties and
responsibilities as Directors of the Company.

In respect of regular Board meetings, and so far as practicable in all
other cases, an agenda and accompanying Board papers are sent
in full to all Directors in a timely manner and at least 3 days before
the intended date of a Board meeting.

Management is regularly reminded by the Company Secretary that
they have an obligation to supply the Board and its committees
with adequate information in a timely manner to enable them to
make informed decisions. The information supplied must be
complete and reliable. The Board and each Director have separate
and independent access to the Company’s senior management for
making further enquires where necessary.

TRAINING FOR DIRECTORS

Every newly appointed Director of the Group will receive an
information package from the Company Secretary on his
appointment. The package will include guidelines and information
such as:

(a)  Guidelines on Directors” Duties;

(b)  Brief notes and guidelines on Disclosure of Directors’ Interests
in Securities and Corporate Governance Practice;

(c)  The Group’s code of conduct regarding the securities

transactions by the Directors; and

(d) A copy of the Company’s Corporate Governance Handbook.

The senior management and the Company Secretary will
subsequently conduct such briefing as is necessary to ensure that
the Director has a proper understanding of the operations and
business of the Group, and the Director is aware of his obligation
under statue and common law, the Listing Rules, applicable legal
requirements and other regulatory requirements.
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DIRECTORS’ SECURITIES TRANSACTIONS

The Group has adopted its code of conduct for securities transactions
by Directors on terms no less exacting than the required standard
set out in the Model Code for Securities Transactions by Directors of
Listed Issuers (the “Model Code”) as set out in Appendix 10 of the
Listing Rules. Having made specific enquiry of all Directors, the
Company has confirmed that all Directors have complied with the
required standard set out in the Model Code throughout the year of
2006.

REMUNERATION OF DIRECTORS

The Company enters into Directors’ service agreements with each of
the Executive Directors (except Mr. Lee Ka Yue, Peter). Such
agreements set out the relevant terms for remuneration and other
benefits. The remuneration of the Directors was determined with
reference to the job responsibilities of the Directors, market
conditions and the performance of the Company.

REMUNERATION COMMITTEE

A majority of the members of the Remuneration Committee are
Independent Non-Executive Directors. This Committee is authorised
by the Board and makes recommendations to the Board on the
Company’s policy and structure for all remuneration of Directors
and senior management. Details of the attendance of the meeting
for the year ended 31 March 2006 and up to the date of this report
were as follows:

Members of the Remuneration

FHWEESEME

Committee

Mr. Cheng Tsang Wai (Chairman) BBEEE ()

Mr. Pang Hon Chung TERKE
Ms. Li Fung Ching, Catherine FRARL

There is a formal and transparent procedure for setting policy and
procedure for fixing the remuneration packages for all Directors and
senior management. The Group will gather and summarise
information relating to remuneration policy and other remuneration
related matters. The Remuneration Committee will meet at least
once a year and consider the above information and made
recommendation to the Board and have access to professional

advice if necessary.
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FINANCIAL REPORTING

The Board is responsible to present a balanced, clear and
comprehensible assessment of the Group’s performance, position
and prospect in the annual and interim reports. Other price-sensitive
information and financial disclosures required under the Listing Rules
and other statutory requirements will be timely disclosed and

reported.

The Directors acknowledge their responsibility for keeping proper
accounting records and preparing accounts which give a true and
fair view for the year ended 31 March 2006.

The statement of the external auditors of the Company about their
reporting responsibilities on the financial statements is set out in the
“Report of the Auditors” on page 33 to 34.

INTERNAL CONTROL

The Board is responsible to ensure that the Group maintains sound
and effective internal controls to safeguard the shareholders’
investment and the Group'’s assets.

The Board and the management are responsible for the Group’s
system of internal controls and for reviewing its effectiveness and its
subsidiaries at least annually and to report to the Audit Committee.
The system will cover all material controls, including financial,
operational and compliance controls and risk management functions.
Copy of the minutes of Audit Committee meeting will also be sent

to the Board for information.
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AUDIT COMMITTEE

The Audit Committee comprises a Non-Executive Director and three
Independent Non-Executive Directors. Mr. Pang Hon Chung,
chairman of the Committee has the appropriate professional
qualification and experience in financial matters as required by the
Listing Rules. This Committee is authorised by the Board and
responsible for reviewing the financial reports, internal controls
principals and for maintaining an appropriate relationship with the
Company’s auditors. Details of the attendance of the Audit
Committee meetings held during the year ended 31 March 2006
and up to the date of this report were as follows:

BEREEE

EREZEGR RPN TEER=RB LN
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B-ZZEGHESRE  AEEMMBR
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FERERFFIBMAT :

Attendance/Number of Meetings

Members of the Audit Committee EREEENRE HE S EERE
Mr. Pang Hon Chung (Chairman) ZEREE (F)E) 3/3
Mr. Cheng Tsang Wai B {8 ok A& 3/3
Mr. Wong Wai Kwong, David HENXEE 3/3
Dr. Chung Hing Wah, Paul EEEH L

(appointed on 26 June 2006) (RZZEZEXNFRNAZ+TBEZMT) 1/1
Mr. Ho Fook Hong, Ferdinand fal & FE 58 &

(resigned on 1 April 2006) (RZZETAFHEA—HE T 2/2

The Audit Committee met with the external auditors during the year
to discuss any areas of concerns during the audits. The Audit
Committee reviewed the interim and annual reports before
submission to the Board. The Audit Committee focuses not only on
the impact of the changes in accounting polices and practices but
also on the compliance with accounting standards, the Listing Rules
and the legal requirements.

The Audit Committee has not taken a different view from the Board
regarding the selection, appointment, resignation or dismissal of
the Company’s external auditors.

The Company’s annual results for the year ended 31 March 2006
has been reviewed by the Audit Committee.
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AUDITORS’ REMUNERATION BB B &
During the year under review, the remuneration paid to the REIBEERN - B TR B2 KEEAD
Company’s auditors, Ernst & Young, is set out as follows: EBMzBEenT
(HKS 000)
(F#)
Audit services F AR5 900
Non-statutory audit services relating 75 f3 BiE 2 5
to connected transaction 2 3EETE B LR 5
905
P Al =
EXECUTIVE COMMITTEE HITEES
All of the members of the Executive Committee are Executive WITZEEMERENANITES - ZZES
Directors. This Committee is chaired by Mr. Ling Siu Man, Simon. HEDNEAREEER  HMKNEBREEAS
The other members are Mr. Wong Ki Cheung, Ms. Li Fung Ching, Sk FRERT  BERMAE - BERHBLLE
Catherine, Mr. Au Wai Man, Mr. Liu Hoi Keung, Gary and Mr. Lam & iilif'ﬁi cHLEECHEFGRE 1A
Kwai Wah, Peter. This Committee is authorised by the Board and is ERTEERBECTE AR EBEMN &
responsible for monitoring the execution of strategic plans and day- E L/(&E‘di'ﬁ%iﬁfi KRG 2 FEELIRTE ©
to-day operations of the business units and making decision on
matters relating to the management and operations.
= MR /— N
SECURITIES TRANSACTION BY THE FRAREEETESRS
RELEVANT EMPLOYEES
Under Code Provision A.5.4 of the CG Code, the Board has BRI EEEETAIEAL 4K %%ﬁﬂb{iﬁ
established written guidelines on no less exacting terms than the BIETENE@EESRETEAR REZ

Model Code for relevant employees in respect of their dealings in ZAESFA|Z 365! - [EEEE] @%1‘%.@1”
the Company’s securities. “Relevant employee” includes any BESBEITAMBARRIZERAFT ZESTHIE
employee of the Group or a Director or employee of a subsidiary or 8 - EAZBAIs XS a] gEp B AR R E 2 2 3F
holding company of the issuer, because of such office or FEMIARAMEREFBRER SR - KHE2ER
employment, is likely to be in possession of unpublished price FHRBETETEARZ  AAREREESR

sensitive information in relation to the Group and its securities. HEERFADETEBUEAR S 2 EAE
Having made specific enquiry of all Relevant Employees, the 3| o

Company confirms that all relevant employees have complied with
the written guidelines regarding securities transactions for the year.
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CORPORATE COMMUNICATION

The Group should announce its annual results and interim results in
a timely manner before the time limits set out in the Listing Rules.
Separate resolutions are proposed at the annual general meetings
on each separate issue, including the election of individual Directors.
In addition, procedures for demanding a poll at the annual general
meeting will be included in the circular to shareholders dispatched
together with the annual report. Any results of the poll are published
in the newspapers and on the Company’s website.

The Group has also maintained a website of http://
www.tonic.com.hk which enables shareholders of the Group,
investors and the general public to access to the information of the
Company on a timely basis. Financial information and all corporate
communications of the Group are made available on the Group’s
website and updated regularly.

VOTING BY POLL AT GENERAL
MEETINGS

The Company informs the shareholders in its circulars convening a
general meeting the procedures for voting by poll and the rights of
shareholders to demand a poll to ensure compliance with the
requirements on the poll voting procedures. In accordance with
article 80 of Articles of Association of the Company, at any general
meeting a resolution put to vote of the meeting shall be decided on
a show of hands, unless a poll is (before or on the declaration of
the result of the show of hands) demanded by:

i) the Chairman of the meeting; or

ii) at least five shareholders present in person or by proxy and
entitled to vote; or

i) any shareholder or shareholders present in person or by proxy
and representing in the aggregate not less than one-tenth of
the total voting rights of all members having the right to

attend and vote at the meeting; or

iv)  any shareholder or shareholders present in person or by proxy
and holding shares conferring a right to attend and vote at
the meeting on which there have been paid up sums in the
aggregate equal to not less than one-tenth of the total sum
paid up on all shares conferring that right.
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Unless a poll is so demanded and not withdrawn, a declaration by
the Chairman that a resolution has on a show of hands been carried,
or carried unanimously, or by a particular majority, or lost, and an
entry to that effect in the Company’s book containing the minutes
of proceedings of meetings of the Company shall be conclusive
evidence of that fact without proof of the number or proportion of
the votes recorded in favour of or against such resolution.

The Chairman of a meeting should at the commencement of the
meeting ensure that an explanation is provided of:

i) the procedure for demanding a poll by shareholders of the
Company before putting a resolution to the vote on a show
of hands; and

ii) the detailed procedures for conducting a poll and then answer
any questions from shareholders of the Company whenever
voting by way of a poll is required.
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