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The Company is committed to ensuring high standards of corporate
governance through the establishment and adoption of good practices and
procedures which are in the best interests of the Company and its
shareholders. The principles of corporate governance adopted by the
Company enhance board practices, internal controls, transparency and
accountability to the Company’s shareholders.

The Code on Corporate Governance Practices (the “CG Code”) as set out
in Appendix 14 of the Rules Governing the Listing of Securities (“Listing
Rules”) on The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”), which replaced the Code of Best Practice, is effective for
accounting periods commencing on or after 1 January 2005. The Company
applied the principles and complied with all code provisions of the CG
Code throughout the accounting period covered by the annual report (the
“Period”), except for the following deviations:

Code provision A.4.1 stipulates that non-executive directors should be
appointed for a specific term, subject to re-election, and code provision
A.4.2 stipulates that all directors appointed to fill a casual vacancy should
be subject to election by shareholders at the first general meeting after
their appointment and 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 (“INEDs”) are not
appointed for a specific term but are subject to the retirement by rotation
in accordance with the articles of association of the Company (the
“Articles”). All directors have not been required by the Articles to retire by
rotation at least once every three years. However, in accordance with the
articles 87(1) and (2) of the Articles, at each annual general meeting of
the Company, one-third of the directors for the time being (or, if their
number is not a multiple of three, the number nearest to but not greater
than one-third), other than the director holding office as Chairman or
Managing Director, shall retire from office by rotation. The Board considers
that the continuity of office of the Chairman and Managing Director provides
the Group a strong and consistent leadership and is of great importance fo
the smooth operations of the Group. In order to achieve a higher standard
of corporate governance, the Board will seek to ensure the retirement of
each director by amending the relevant articles in the Articles such that
every director (including those appointed for a specific term or holding
office as Chairman of the Board or the Managing Director of the Company)
shall be subject to retirement by rotation at least once every three years.
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The Board will review the corporate governance practices and procedures
from time to time and shall make necessary arrangements when the Board
considers appropriate. At the forthcoming annual general meeting (“AGM”),
a special resolution will be proposed for shareholders’ approval to amend
the Articles to align with changes of the Listing Rules and comply with the
CG Code. The relevant amendments to the Articles can be found on the
notice of the forthcoming AGM.

We have summarized the corporate governance practices and procedures
adopted by the Company during the Period as below:

THE BOARD OF DIRECTORS

As at the date of this report, the Board comprises a total of six directors,
including three executive directors and three INEDs. One of the INEDs has
the relevant accounting and related financial management expertise as
required by the Listing Rules. The names of the directors by category are
as follows:-

Executive directors

Ip Ki Cheung (Chairman)
Cheung Shui Kwai (Managing Director)
Chan Siu Chung

Independent non-executive directors

Chan Wing Yau, George
Lai Yang Chau, Eugene
Law Sung Ching, Gavin

Biographical details of each director are set out under the Directors, Senior
Management Profiles & Major Departments section on pages 23 to 24 of
this annual report.

The Company has received confirmation from each of the INEDs about his
independence pursuant to rule 3.13 of the Listing Rules. The Company is
of the view that all INEDs meet the independence rules and continues to
consider each of them to be independent.

The Board, as led by the Chairman, is collectively responsible for the set
up of the Group’s overall strategies, operating and financial policies,
approval of annual budgets and business plans, evaluation of the
performance of the Company’s business, and oversight of the management
team. The management team is responsible for the day-to-day operations
of the Group under the supervision of the Managing Director.
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CHAIRMAN AND MANAGING DIRECTOR

The positions of the Chairman and the Managing Director are held by
separate individuals with a view to maintaining an effective segregation of
duties regarding the management of the Board and the day-to-day
management of the Group’s businesses.

The Chairman leads the Board and oversees the functioning of the Board
to ensure that the Board acts in the best interests of the Company and its
shareholders, and Board meetings are planned and conducted effectively.
The Chairman is primarily responsible for the approval of the agenda
prepared by the Company Secretary for each Board meeting, and taking
info account, where appropriate, matters proposed by members of the
Board and including them in the agenda. With the support of other executive
directors and the Company Secretary, the Chairman seeks to ensure that
all directors are properly briefed on issues arising at Board meetings and
receive sufficient and reliable information in a timely manner before the
Board meetings. The Chairman also actively encourages directors to engage
in the Board's affairs and make contribution to the Board’s decisions.

The Managing Director is responsible for the day-to-day management of
the Group’s businesses, the formation and implementation of operating
and financial policies among the Group and accountability to the Board
for all the Group’s operations. The Managing Director together with the
management team ensures that the Company’s business plans are consistent
with the strategies and objectives established by the Board. In addition,
the Managing Director ensures that the Company meets its funding
requirements and closely monitors the operating and financial results against
the Company’s business plans and budgets, and takes remedial actions if
necessary. The Managing Director is also responsible for the establishment
and maintenance of an effective management team to assist him in the
day-to-day management of the Group’s businesses.

BOARD PRACTICES

Regular Board meetings are scheduled in advance to give all directors an
opportfunity to attend in person. Five regular Board meetings had been
held during the Period. Each of the directors has full access to information
of the Company and has access to the advice and services of the Company
Secretary in respect of compliance with board procedures and all applicable
rules and regulations. Each of the directors may also take independent
professional advice at the Company’s expense, if necessary, in accordance
with the approved procedures. The minutes of the Board are prepared by
the Company Secretary with details of the matters considered by the Board
and decisions reached, including any concerns raised by the members of
the Board or dissenting views expressed.
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BOARD PRACTICES (continued)

The Board held five meetings during the Period and the attendance record

of each member of the Board is set out below:

Directors
BEE

Executive directors

BITEE

Ip Ki Cheung (Chairman)
BELE (£FE)

Cheung Shui Kwai (Managing Director)

KRB (EFHLE)
Chan Siu Chung

PR JK 58

Chan Wing Yau, George
R K #h

Lai Yang Chau, Eugene
E M

Law Sung Ching, Gavin

Independent non-executive directors

BIKBTES

APPOINTMENT, RE-ELECTION AND REMOVAL OF DIRECTORS

In accordance with article 86(3) of the Articles, the directors shall have
the power from time to time and at any time to appoint any person as a
director either to fill a casual vacancy on the Board or as an addition to
the existing Board. Any director so appointed by the Board shall hold
office only until the next annual general meeting of the Company and shall
then be eligible for re-election. And such director shall not be taken into
account in determining which particular directors or the number of directors
who are to retire by rotation. At each annual general meeting of the
Company, one third of the directors for the time being (or, if their number
is not a multiple of three, the number nearest to but not greater than one-
third), other than the director holding office as Chairman or Managing
Director, shall retire from office by rotation. The Board will seek to ensure
the retirement of each director by amending the relevant articles in the
Articles such that every director (including those appointed for a specific
term or holding office as Chairman of the Board or the Managing Director
of the Company) shall be subject to retirement by rotation at least once
every three years.
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MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS OF
LISTED ISSUERS (THE “MODEL CODE”)

The Company adopted a code of conduct regarding directors’ securities
transactions based on the terms as set out in the Model Code in Appendix
10 of the Listing Rules throughout the Period. After having made specific
enquiry to all directors of the Company, the directors are of the opinion
that they have complied with the required standard set out in the Model
Code and its code of conduct regarding directors’ securities transactions
throughout the Period.

ACCOUNTABILITY

The following statement, which sets out the responsibilities of the directors
in relation to the financial statements, should be read in conjunction with,
but distinguished from, the Auditors’ Report on page 45 of the annual
report which acknowledges their reporting responsibilities as the external
auditors of the Company:

(i) Annual and Interim Reports and Financial Statements

The directors acknowledge their responsibility to prepare the financial
statements of the Company and of the Group for each financial year
which gives a frue and fair view of the state of affairs of the Company
and of the Group as at the year end and of the Group’s profit or loss
and cash flow for the year then ended.

(ii) Accounting Policies

In preparing the financial statements for each financial year, the
directors have selected appropriate accounting policies and apart
from those new and amended accounting policies as disclosed in the
notes to the financial statements, have applied them consistently with
previous financial periods. Judgments and estimates have been made
that are prudent and reasonable.
(iii) 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 enable the preparation of financial
statements in accordance with the Hong Kong Financial Reporting
Standards issued by the HKICPA, accounting principles generally
accepted in Hong Kong and the disclosure requirements of the Hong
Kong Companies Ordinance and applicable disclosure provisions of
the Listing Rules.
(iv) Safeguarding Assets
The directors are responsible for taking all reasonable and necessary
steps to safeguard the assets of the Group and to prevent and detect
fraud and other irregularities.

(v) Going Concern

The directors, having made specific enquiries, consider that the Group
has adequate resources to 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 of the
Company and of the Group.
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BOARD COMMITTEES

As an integral part of good corporate governance, the Board has established
the following Board Committees to oversee particular aspects of the
Company's affairs. A majority of the members of each of these Committees
is INEDs. Each of the Audit, Remuneration and Nomination Committee is
governed by its respective terms of reference.

AUDIT COMMITTEE

The Audit Committee, which comprises the three INEDs, is chaired by Mr.
Chan Wing Yau, George and the other two members of the Committee are
Mr. Lai Yang Chau, Eugene and Mr. Law Sung Ching, Gavin.

The terms of reference of the Audit Committee is based on “A Guide for
the Formation of an Audit Committee” and updated by “A Guide for
Effective Audit Committees” as issued by the HKICPA (previously known as
the Hong Kong Society of Accountants) in December 1997 and in February
2002 respectively. It sets out the powers and duties of the Audit Committee,
which includes those as set out in code provisions C.3.3(a) to (n) of the
CG Code, and is reviewed by the Board from time to time.

The Audit Committee meets regularly with the management and the external
auditors of the Company and reviews matters relating to audit, accounting
and financial statements as well as internal control, risk evaluation and
general compliance of the Group, and reports directly to the Board. It
reviews the external auditors about their independence and objectivity and
holds meetings with, the external auditors, HLB Hodgson Impey Cheng
(“HLB”) to discuss the nature and scope of audit and reporting obligations
and also makes recommendations to the Board on the selection,
appointment, resignation or dismissal of the external auditors.

The Audit Committee held two meetings during the Period and the
attendance record of each Audit Committee member is set out below:

Directors

E=

Chan Wing Yau, George R K #h
Lai Yang Chau, Eugene 25
Law Sung Ching, Gavin ERE
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AUDIT COMMITTEE (continued)

The major work performed by the Audit Committee during the Period is
summarized below:

(i) Review of Financial Statements

The Audit Committee met and held discussions with the Group's
external auditors and senior management, and reviewed the draft
2005 annual report and financial statements and 2005 interim report
and financial statements before making recommendations for the
Board’s approval. It reviewed and discussed the management’s reports
and representations with a view to ensuring that the Group's
consolidated financial statements are prepared in accordance with
the accounting principles generally accepted in Hong Kong and the
applicable disclosure requirements of Appendix 16 to the Listing Rules.

(ii) Review of 2005 Revised Hong Kong Accounting Standards

The Audit Committee discussed with the external auditors about the
impact of the 2005 revised Hong Kong Accounting Standards on the
consolidated financial statements of the Group and the additional
disclosures required under the new accounting standards.
(iii) Review of the Company’s financial controls, risk
management and internal control systems

The Audit Committee reviewed the process by which the Group
evaluated its control environment and its risk assessment process, and
the way in which business and control risks were managed. It made
recommendations to the Board about the effectiveness of internal
control systems in the Group’s business operations. These controls
and systems allowed the Board to monitor the Company’s overall
financial position and to protect its assets.

REMUNERATION COMMITTEE

The Remuneration Committee, which comprises two INEDs and one executive
director, is chaired by Mr. Chan Wing Yau, George and the other two
members of the Committee are Mr. Law Sung Ching, Gavin and Mr. Chan
Siu Chung.

As the Remuneration Committee was established on the date of approval
of this report, the Committee did not convene any meeting during the
Period. lts major responsibilities include the review of the Company’s policy
and structure for all remuneration of directors and senior management and
the establishment of a formal and transparent procedure for developing
policy on such remuneration, and the review and approval of performance
- based remuneration by reference to corporate goals and objectives.

NOMINATION COMMITTEE

The Nomination Committee, which comprises two INEDs and one executive
director, is chaired by Mr. Law Sung Ching, Gavin and the other two
members of the Committee are Mr. Lai Yang Chau, Eugene and Mr. Ip Ki
Cheung.

As the Nomination Committee was established on the date of approval of
this report, the Committee did not convene any meeting during the Period.
Its major responsibilities include the review of the structure, size and
composition (including the skills, knowledge and experience) of the Board
and the identification of individuals suitably qualified to become Board
members.

75/\\‘%2 HERETZEETEMMT

(i) BHMBRRE

%V?EQE$EIZ%%V%%&5WEEF$HEm
REFTHR TRHESSRUMEEBESNEHN=
ﬁiiﬁ%h&%%ﬁ%ﬂ&_??£$¢%ﬁ%&Mﬁ
BE - BREESEARIWHEEB2HRERRM %
BRAEBEZGEUBERNIRREBEERAZETR
AR ERBAME TS 2BRARERERS -

(i) W —FTTRFEET2EFEEEA
EREZEECENELEAARER _SSRFRET2E
BER '-%’E-E'Jﬂ$;€lZ%méﬂﬂ%iﬁﬁz%%uﬁmﬁﬁé
SEAAEHZEMIBEE -

(i) WAXLFZHBEE EAREERADEERR

ERZEERVAKREHHEERGEABER 2T HE
FFoARBEBEREZRRBCERAN  URAEEEH

RECHDERZGR AR OESSREERES - &
SERRFATEESSELAD A ZEBUBMRRRR
EHEE °

FWEEE

FPHNEESHMUBYEATESR —UHTESAL  EPR
XEAEEAZEEEER  REZEEHAMUKMERESR
BRERREELE -

HRFHEZEES IR EAREZBHRY » RZZEERZH
HMIEAREMNSE FHEES T EREBERIALAEA
HESRSREBREMEFM<BRRER YR ZHFMHZEE
RRABHECRERER  UREZSZNTENRBEBERTR
HERRABEZHH -

REZEEE

REZESHMUBYFATESR —UATESAN  HPE
SEAEEEZZESIFE  REZESCHAEMURERTR
NEERELERE -

HRREAZEERMEAREZ BHRY - RZZEERZH
BYEAREMNSE REZES2IERERERTESSER
R RERAR (BERE  2EBRER) XWEASEER
RAEZEMEZAR

SRR R

Annual Report 2006

32



33

CORPORATE GOVERNANCE REPORT

AN S S
1F E/n#ﬁ%

INTERNAL CONTROL AND GROUP RISK MANAGEMENT

The Board has overall responsibilities for maintaining sound and effective
internal control systems of the Group. The Group’s systems of internal
control include a defined management structure with limits of authority
which is designed to help the achievement of business objectives, safeguard
assets against unauthorised use or disposition, to ensure the maintenance
of proper accounting records for the provision of reliable financial
information for internal use or for publication, and to ensure compliance
with relevant legislation and regulations. The system is designed to provide
reasonable, but not absolute, assurance against material misstatement or
loss and to manage rather than eliminate risks of failure in operational
systems and achievement of the Group’s objectives.

(i) Organisational Structure

An organisational structure with operating policies and procedures,
lines of responsibility and delegated authority has been established.

(ii) Authority and Control

The relevant executive directors and senior management are delegated
with respective levels of authorities with regard to key corporate
strategy and policy and contractual commitments.
(iii) Budgetary Control and Financial Reporting
Proper controls are in place for the recording of complete, accurate
and timely accounting and management information. Regular reviews
and audits are carried out to ensure that the preparation of financial
statements is carried out in accordance with generally accepted
accounting principles, the Group’s accounting policies and applicable
laws and regulations.
(iv) Group Risk Management
The Group has developed and implemented risk mitigation strategies
including the use of insurance to transfer the financial impact of risk
upon directors and senior management.
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EXTERNAL AUDITORS

HLB is currently appointed as the external auditors of the Company, which
provides audit and non-audit services to the Company. In order to maintain
HLB's independence and obijectivity and the effectiveness of the audit process
in accordance with the applicable standards, the Audit Committee, under
its terms of reference, holds meetings with HLB to discuss the nature and
scope of their audit and related fees, and to approve the nature and scope
of non-audit services requested by the Company and related fees.

The nature of audit and non-audit services provided by HLB and fees paid
to HLB (including any entity that is under common control, ownership or
management with the audit firm or any entity that a reasonable and informed
third party having knowledge of all relevant information would reasonably
conclude as part of the audit firm nationally or internationally) are set out

below:
Auditors’ remuneration:
— Audit services

— Tax services
— Other services

The Board has accepted the recommendation from the Audit Committee on
re-appointing HLB as the external auditors of the Company.
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