CORPORATE GOVERNANCE REPORT
EXEERE

CORPORATE GOVERNANCE PRACTICES

The Company is committed to establishing and maintaining high
standards of corporate governance. The directors of the Company
believe that sound and reasonable corporate governance practices
are essential for the growth of the Group and for safeguarding and
maximizing shareholders” interests.

During the year, the Company has applied the principles and
complied with the code provisions set out in the Code on Corporate
Governance Practices (the “Code”) contained in Appendix 14 to
the Listing Rules, except for the deviations from code provisions
A.1.1, A4.1, A4.2 and E.1.2 as stated and explained below.

DIRECTORS’ SECURITIES TRANSACTIONS

During the year, the Company has adopted the Model Code set out
in Appendix 10 to the Listing Rules as its own code of conduct
regarding securities transactions by the directors of the Company.
Having made specific enquiry of all directors, the Company has
obtained their confirmations on the compliance with the Model
Code.

BOARD OF DIRECTORS

The Board comprises eight directors, of which five are executive
directors and three are independent non-executive directors. The
members of the Board as at the date of this annual report are as
follows:

Executive directors

Mr. Hung Kai So (Chairman)

Mr. Kam loi (Managing Director)
Mr. Chan Yuk Tong

Mr. Ma Yufeng

Mr. Liu Jun

Independent non-executive directors

Mr. Yuan Tsu |
Professor Li Li Te
Mr. Chan Chiu Hung Alex

The Board assumes responsibility for leadership and control of the
Company and shall be collectively responsible for promoting the
success of the Company by directing and supervising the Company’s
affairs. The Board formulates overall strategies and policies of the
Group and monitors the performance and activities of the
management. With delegating authorities from the Board, the
management of the Company is responsible for the day-to-day
operations of the Group under the leadership of the Managing
Director.
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To the best knowledge of the Company, there is no financial,
business, family or other material/relevant relationships among
members of the Board and in particular, between the Chairman and
the Managing Director.

Under code provision A.1.1 of the Code, at least four regular board
meetings should be held a year at approximately quarterly intervals
with active participation of a majority of directors of the Company,
either in person or through other electronic means of
communication. As the Company did not announce its quarterly
results, two regular board meetings were held during the year for
reviewing and approving the interim and annual financial
performance of the Group. Board meetings will be held on other
occasions when board decisions are required.

During the year, six full board meetings (including two regular board
meetings) were held and the individual attendance of each director
at the board meetings was as follows:

Directors Attendance
Executive directors
Mr. Hung Kai So (Chairman) 6/6
Mr. Kam loi (Managing Director) 5/6
Mr. Chan Yuk Tong

(appointed on 30 September 2005) 5/5
Mr. Ma Yufeng 4/6
Mr. Liu Jun 5/6
Non-executive director
Mr. Lee Kwok Ming

(resigned on 5 January 2006) 0/3
Independent non-executive directors
Mr. Yuan Tsu | 6/6
Professor Li Li Te 3/6
Mr. Chan Chiu Hung Alex

(appointed on 5 January 2006) 2/3
Mr. Yick Wing Fat Simon

(resigned on 1 February 2006) 3/4

For a regular board meeting, notice of at least fourteen days is given
to all directors of the Company, who are given an opportunity to
include matters in the agenda for discussion, and an agenda and
accompanying board papers are sent to all directors of the Company
at least three days before the intended date of a regular board
meeting.

Minutes of board meetings and meetings of board committees are
kept by the secretary of the Company and are open for inspection at
any reasonable time on reasonable notice by any director of the
Company. Draft and final versions of minutes of board meetings
are sent to all directors of the Company for their comment and
records respectively, in both cases within a reasonable time after
the board meeting is held.

Appropriate insurance cover has been arranged in respect of legal
action against the directors and officers of the Group.
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CHAIRMAN AND MANAGING DIRECTOR

The Chairman and Managing Director of the Company is Mr. Hung
Kai So and Mr. Kam loi, respectively. The roles of the Chairman and
Managing Director are segregated and are not exercised by the same
individual to ensure their respective independence, accountability
and responsibility. The Chairman is responsible for the management
of the Board and the Managing Director is responsible for the day-
to-day management of the Company’s business.

NON-EXECUTIVE DIRECTORS

Under code provision A.4.1 of the Code, non-executive directors
should be appointed for a specific term and be subject to re-election.

The non-executive director and the independent non-executive
directors of the Company (other than Mr. Yuan Tsu |) were not
appointed for a specific term, but are subject to retirement by rotation
and re-election at the annual general meetings of the Company in
accordance with the articles of association of the Company.

Mr. Yuan Tsu |, the independent non-executive director, has entered
into a non-executive director’s contract with the Company for an
initial fixed period of one year commencing on 10 February 2003.
The contract will continue thereafter for further successive periods
of one year, provided that the Company may terminate the
appointment at the end of each one-year period by giving to the
director at least one month’s written notice thereof.

REMUNERATION OF DIRECTORS

The remuneration committee of the Company was established on
21 March 2005 with specific written terms of reference and
comprises three independent non-executive directors of the
Company, namely Mr. Yuan Tsu | (the chairman of the committee),
Professor Li Li Te and Mr. Chan Chiu Hung Alex.

The role and function of the remuneration committee primarily
include reviewing, considering and approving proposals as well as
making recommendations to the Board on the Company’s policy
and structure relating to the remuneration of directors and senior
management.
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During the year, three meetings were held by the remuneration
committee to consider and approve the terms of the service
agreements made with executive director and senior management,
and discuss remuneration related matters. The individual attendance
of each member at the remuneration committee meetings was as
follows:

Members Attendance
Mr. Yuan Tsu | (chairman of the committee) 3/3
Professor Li Li Te 2/3
Mr. Chan Chiu Hung Alex

(appointed on 5 January 2006) 1/1
Mr. Yick Wing Fat Simon

(resigned on 1 February 2006) 2/2

NOMINATION OF DIRECTORS

The Board is empowered under the articles of association of the
Company to appoint any person as a director of the Company either
to fill a casual vacancy or as an addition to the existing Board. No
nomination committee was established by the Company in view of
the small size of the Board. The Board as a whole is responsible for
considering the suitability of an individual to act as a director of the
Company, and approving and terminating the appointment of a
director of the Company.

The executive directors of the Company are responsible for selecting
and recommending suitable candidates for members of the Board
based on their characters, qualifications, experience and
background, when there is a vacancy or an additional director is
considered necessary. The recommendations of the executive
directors are then put forward for consideration by the Board.

During the year, the executive directors recommended two
candidates for the appointments to the Board.

During the year, three meetings were held by the Board to consider
and approve the appointments and resignations of directors of the
Company. The attendances of the meetings comprised a majority of
the executive directors and independent non-executive directors,
with no director being involved in fixing his own terms of
appointment and no independent non-executive director being
involved in assessing his own independence. All such appointments
and resignations are unanimously resolved by the members of the
Board attending at the meetings.
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The individual attendance of each director at the board meetings
was as follows:

Directors Attendance
Mr. Hung Kai So 3/3
Mr. Kam loi 3/3
Mr. Chan Yuk Tong

(appointed on 30 September 2005) 2/2
Mr. Ma Yufeng 3/3
Mr. Liu Jun 2/3
Mr. Lee Kwok Ming

(resigned on 5 January 2006) 0/1
Mr. Yuan Tsu | 2/3
Professor Li Li Te 1/3
Mr. Chan Chiu Hung Alex

(appointed on 5 January 2006) 1/1
Mr. Yick Wing Fat Simon

(resigned on 1 February 2006) 1/2

Under code provision A.4.2 of the Code, 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 Chairman of the Board and the Managing Director of the
Company were not subject to retirement by rotation or be taken
into account in determining the number of directors to retire at the
annual general meeting of the Company held on 25 November 2005
in accordance with article 87(1) of the articles of association of the
Company before amendment. To comply with the code provision
A.4.2 of the Code, the Company passed a special resolution at the
annual general meeting of the Company held on 25 November 2005
to amend its articles of association so that all directors (including
the Chairman of the Board and the Managing Director of the
Company) are now subject to retirement by rotation at least once
every three years, and all directors appointed to fill a casual vacancy
are now subject to election by shareholders at the first general
meeting after their appointment.

AUDITORS” REMUNERATION

An amount of approximately HK$0.44 million was charged to the
Group’s consolidated income statement for the year ended 30 June
2006 for audit services provided by Messrs. Grant Thornton. There
were no significant non-audit services provided by Messrs. Grant
Thornton during the year.
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AUDIT COMMITTEE

The audit committee of the Company was established on 18 January
2002 with written terms of reference which were revised on 21 March
2005 in compliance with the code provision C.3.3 of the Code. The
audit committee comprises three independent non-executive
directors of the Company, namely Mr. Chan Chiu Hung Alex
(chairman of the committee), Mr. Yuan Tsu | and Professor Li Li Te.
Mr. Chan Chiu Hung Alex possesses appropriate professional
accounting qualifications and related financial management
expertise as required under rule 3.10(2) of the Listing Rules.

The primary duties of the audit committee include the review and
supervision of the financial reporting process and internal control
system, and the review of the interim and annual reports of the Group.

During the year, two meetings were held by the audit committee to
review the annual report of the Group for the year ended 30 June
2005 and the interim report of the Group for the six months ended
31 December 2005 before submission to the Board for approval,
and to provide advice and comments thereon to the Board. The
individual attendance of each member at the audit committee
meetings was as follows:

Members Attendance
Mr. Chan Chiu Hung Alex

(appointed on 5 January 2006 and

acted as chairman of the committee

on 1 February 2006) 1/1
Mr. Yuan Tsu | 2/2
Professor Li Li Te 1/2
Mr. Yick Wing Fat Simon

(resigned and ceased as chairman

of the committee on 1 February 2006) 1/1

DIRECTORS” AND AUDITORS’ RESPONSIBILITIES ON
THE ACCOUNTS

The directors of the Company acknowledge their responsibility for
preparing the accounts of the Group for the year ended 30 June
2006.

The statement by Messrs. Grant Thornton, the existing external
auditors of the Company, about their reporting responsibilities on
the accounts of the Group is set out in the Report of the Auditors on
pages 31 and 32.

As at 30 June 2006, the directors of the Company confirm that, to
the best of their knowledge, information and belief, having made
all reasonable enquiries, they 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.
Accordingly, the directors of the Company have prepared the
accounts of the Group on a going concern basis.
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INTERNAL CONTROL

The Board has the responsibility to ensure that the Company
maintains sound and effective internal controls to safeguard the
shareholders” investments and the Company’s assets. The internal
control system is designed to provide reasonable, but not absolute,
assurance against material misstatement or loss and the management
rather than elimination of risks associated with the business activities
of the Group.

COMMUNICATION WITH SHAREHOLDERS

The Board endeavours to maintain an on-going dialogue with
shareholders and in particular, use annual general meetings or other
general meetings to communicate with shareholders and encourage
their participation.

The directors of the Company host the annual general meeting each
year to meet the shareholders and answer their enquiries.

Under code provision E.1.2 of the Code, the Chairman of the Board
should attend, and the chairmen of the audit and remuneration
committees should be available to answer questions at, the annual
general meeting of the Company.

The Chairman of the Board and the chairman of the remuneration
committee were unable to attend the annual general meeting of the
Company held on 25 November 2005 in person, but the Chairman
of the Board has already delegated to one of the executive directors
of the Company to chair the meeting on his behalf and has also
arranged for the chairman of the audit committee to be available to
answer questions at the annual general meeting on behalf of the
chairman of the remuneration committee.
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