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The Company applied the principles and complied with all requirements of the code provisions set out in Appendix 14

to the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”)(the

“CG Code”) with the deviation in respect of the segregation of the role of the chairman and chief executive officer

(“CEO”). The following summarizes the Company’s corporate governance practices and explains the deviation from the

CG Code.

COMPLIANCE WITH THE MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS OF LISTED
ISSUERS

• The Company has adopted the Model Code as set out in Appendix 10 to the Listing Rules (the “Model Code”). All

Directors have confirmed, following specific enquiry by the Company, full compliance with the Model Code

throughout the year 2006.

• The Company has a model code for securities transactions by the staff. The code is in no less exacting terms

than the Model Code.

• Relevant employees who may have sensitive information of the Company are required to file notices of intention

to deal in the securities of the Company with the Chairman and they should get the acknowledgement of their

intention from the Company before they deal in the securities of the Company.

• Details of security interests in the Company held by the Directors are set out in the Directors’ Report on page 27

of this annual report.

Deviation: Nil

BOARD OF DIRECTORS

A balanced board consisting of independent non-executive directors of at least one-third of the board

• The Board of the Company includes three Executive Directors (“EDs”), two Non-Executive Directors (“NEDs”)

and three Independent Non-Executive Directors (“INEDs”). A list of all Directors is set out in the Corporate

Information section on page 2 of this annual report. All the directors are explicitly identified in all corporate

communications.

Deviation: Nil

The board should have a balance of skills and experience appropriate for the requirements of the business of

the Company

• In relation to the Internet market in which the Company operates, the wide range of business, financial and

management experience of the Board provides an appropriate balance of skills and experiences.

• A list of Directors and their respective biographies are set out on pages 24 to 26 of the Directors’ Report. The

information is also published on the Company’s corporate website www.tencent.com (the “Company’s corporate

website”).

Deviation: Nil
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The board should assume responsibility for leadership and control of the Company and is collectively

responsible for promoting the success of the Company

• The Board of the Company has the following primary responsibilities:

— determines the Group’s mission, provides strategic direction to the Group and is responsible for the

approval of strategic plans;

— approves the annual business plan and budget proposed by management;

— retains full and effective control over the Group and monitors management with regard to the

implementation of the approved annual budget and business plan;

— establishes board sub-committees with clear terms of reference and responsibilities as appropriate; and

— defines levels of delegation in respect of specific matters, with required authority to board sub-committees

and management.

• The Board is supported by several committees. The Audit Committee and the Remuneration Committee have

defined terms of reference covering their duties, powers and functions. The chairmen of the respective

committees report regularly to the Board and, as appropriate, make recommendations on matters discussed. The

Board and its committees are supplied with full and timely information which enables them to discharge their

responsibilities.

Deviation: Nil

Nomination of directors

• The Board determines director selection, orientation and evaluation.

• The Board identifies and evaluates candidates for appointment as directors. Following the appointment of new

directors to the board, an orientation programme will be arranged to facilitate their understanding of the Group.

• There is no nomination committee established. The Board will review the structure from time to time and will, if

necessary, establish a nomination committee at the appropriate time.

Deviation: Nil

The Company should have a formal schedule of matters specifically reserved to the board and those

delegated to management. There should be a clear division of responsibilities amongst committees and each

of them should have specific terms of reference

• The Board is responsible for determining the overall strategy and approving the annual business plan of the

Group, and ensuring the business operations are properly planned, authorized, undertaken and monitored. All

policy matters of the Group, material transactions or transactions where there is conflict of interests are reserved

for the Board’s decisions.

• The Board has delegated the day-to-day responsibility to the management team which includes the Chief

Officers, President and the Executive Vice-Presidents. In addition, new members are recruited to the

management team for strengthening the daily operation and meeting the future challenges.



CORPORATE GOVERNANCE REPORT

36 Tencent Holdings Limited    Annual Report 2006

• The management team meets fortnightly and is responsible for the formulation of policies for consideration of the

Board, and in carrying out and implementing the policies laid down by the Board. The management team is

delegated with the authority from the Board to administer, enforce, interpret and supervise compliance with those

parts of the internal rules and operational procedures of its subsidiaries, other than the Listing Rules, and

conduct regular reviews of the same, recommend, and advise on appropriate amendments which do not involve

policy matters for the approval by the boards of the respective subsidiaries. The management team reports to the

Board on a regular basis and communicates with the Board whenever required.

Deviation: Nil

Non-executive directors should be appointed for specific terms and all directors appointed to fill casual

vacancy should be subject to election by shareholders at the first general meeting after their appointment

• All the NEDs and the INEDs are appointed with specific terms for a term of one year ending after the close of the

AGM. Every director retired and was re-elected and re-appointed in the 2006 AGM.

• According to the Articles of Association, Directors appointed to fill a casual vacancy shall hold office only until the

next following AGM, and shall be eligible for re-appointment.

Deviation: Nil

The board should meet regularly to discharge its duties. Sufficient information is provided to the board and

its committees in a timely manner

• The Board meets regularly, normally once a quarter, and additional meetings will be arranged, if and when

required. Regular Board/committee meeting schedules of each year are made available to all Directors/committee

members before the commencement of the year. Directors can attend meetings in person or through other

means of electronic communication.

• The Company Secretary assists the Chairman in establishing the meeting agenda, and each Director may

comment to the draft agenda and/or request inclusion of items in the agenda.

• The information packages that contain analysis and background material, will be circulated normally three days

in advance of Board/committee meetings to Directors/committee members.

• There exists open atmosphere for Directors to contribute alternative views at meetings and major decisions will

only be taken after a full discussion at Board meetings.

• The Chief Administration Officer, the Chief Financial Officer and the President are usually invited to attend Board

meetings. Other executives will be invited to Board meetings from time to time for making presentations or

answering Board’s enquiries.

• Minutes of Board/committee meetings are recorded and draft minutes are circulated to all Directors/committee

members for comments before being approved by the Board/committees at the next meeting.

• Matters on transactions where Directors are considered having conflict of interests or material interests will not be

dealt with by way of written resolutions. The Directors concerned could express views but will not be counted in

quorum of meeting and shall abstain from voting of the relevant resolution. According to the Articles of

Association, an interest of 5 % or more is considered material.
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• All Directors have access to Chief Legal Counsel/Company Secretary who are responsible for ensuring that the

Board procedures are complied with, and advising the Board on compliance matters.

• Minutes of the Board/committee meetings are kept by the Company Secretary and are open for inspection by

Directors.

• The attendance records of all Board meetings held in 2006 are set out below:

Number of meetings: 6

Executive Directors

Ma Huateng (Chairman) 6/6

Zhang Zhidong 6/6

Non-Executive Directors

Antonie Andries Roux 6/6

Charles St Leger Searle 6/6

Independent Non-Executive Directors

Li Dong Sheng 2/6

Iain Ferguson Bruce 4/6

Ian Charles Stone 6/6

Deviation: Nil

Every director is required to keep abreast of responsibilities as a director of the Company and of the conduct,

business activities and development of the Company

• Management provides appropriate and sufficient information to Directors and the committee members in a timely

manner to keep them updated of the latest developments of the Group and enable them to discharge their

responsibilities.

• All Directors had attended training sessions in relation to the responsibilities as a director. Relevant sections of

the Listing Rules and regulations reminding Directors of their responsibilities in making disclosure of their

interests, potential conflict of interests, and changes in personal particulars to the Company in a timely manner

will be updated and circulated to the Board from time to time.

• Meetings had been organized for providing induction to new Directors to help them familiarize with the Company

management, business, and governance practices.

• The Company also encourages its Directors to participate in continuous professional development seminars and

courses organized by qualified institutions to ensure that they continually update their skills and have the

knowledge on the latest development or changes in statutes, the Listing Rules, corporate governance practices

etc. that are required for discharging their responsibilities.

• The Board and the committees are provided with sufficient resources to discharge their duties including, inter

alia, the retention of outside advisers at the Company’s expense, as they deem necessary.
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Distinctive roles of chairman and chief executive officer

Code provision A.2.1 provides that the roles of the chairman and CEO should be separate and should not be performed

by the same individual. The division of responsibilities between the chairman and CEO should be clearly established

and set out in writing.

Deviation: Yes with the following considered reasons

• During the year under review, Mr Ma Huateng was the Chairman and Chief Executive Officer of the Company.

The Board considered that an abrupt segregation of the role of the chairman and CEO would involve a sharing of

power and authority of the existing structure which might create turmoil on the daily operations of, and extra cost

to, the Company. In addition, the chairman and CEO must be proficient in IT knowledge and be sensitive to the

fast and myriad changes in the business in order to lead the Company to react swiftly to any market change,

make timely decisions in this fast-moving IT industry and ensure the sustainable development of the Company.

Notwithstanding the above, the Board will review the current structure from time to time and shall make

necessary amendments at the appropriate time.

• The President of the Company assists the CEO to manage the day-to-day operations of the Company and he was

appointed an Executive Director on 21 March 2007.

The Company should arrange appropriate insurance cover in respect of legal action against its directors

• A directors and officers’ liabilities insurance is in place.

Deviation: Nil

REMUNERATION OF DIRECTORS

There should be a formal and transparent procedure for setting policy on executive directors’ remuneration

and for fixing the remuneration packages for all directors

• The Board has established a Remuneration Committee, comprising two INEDs and one NED appointed by the

Board. The members of the Remuneration Committee are Mr Antonie Andries Roux (Chairman) and Messrs Li

Dong Sheng and Ian Charles Stone.

• The principal responsibilities of and work done by the Remuneration Committee include formulation of the

remuneration policy, review and recommending to the Board the annual remuneration policy, and determination

of the remuneration of the Board and the chief officers of the Company. The objective of the remuneration policy

is to ensure that the Company is able to attract, retain, and motivate a high-caliber team which is essential to the

success of the Company.

• No Director can determine his own remuneration.

• The Chairman of the Remuneration Committee reports findings and recommendations to the Board after each

meeting.

• The terms of reference of the Remuneration Committee are posted on the Company’s corporate website.
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• Details of the remuneration of the Directors for the year ended 31 December 2006 are set out in Note 29 to the

consolidated financial statements.

• In 2006, there was one remuneration committee meeting held and remuneration-related information had been

circulated to the members of the remuneration committee on a timely basis.

• The attendance of individual members at Remuneration Committee meeting held in 2006 is set out below:

Number of meeting 1

Non-Executive Director

Antonie Andries Roux (Chairman) 1/1

Independent Non-Executive Directors

Li Dong Sheng 0/1

Ian Charles Stone 1/1

Deviation: Nil

ACCOUNTABILITY AND AUDIT

The board should present a balanced, clear, and comprehensible assessment of the Company’s performance,

position, and prospects

• The Board’s responsibility for presenting a balanced, clear and understandable assessment extends to interim

and annual reports, other price-sensitive announcements and other financial disclosures required under the

Listing Rules as well as to information required to be disclosed pursuant to statutory requirements.

• The Board is not aware of any material uncertainties relating to events or conditions that may cast significant

doubt upon the Company’s ability to continue on a going concern basis.

• The Company has appointed external auditors, PricewaterhouseCoopers, to perform reviews and an audit of its

interim and annual financial statements respectively in accordance with the requirements laid down in

International Standards on Auditing.

• Management provides explanations and information to the Board which will enable the Board to make an

informed assessment of the financial and other information put before the Board for approval.

• The Board, with the recommendation of the Audit Committee, approves the Company’s financial statements,

interim and annual reports.

• The Company publishes its financial results on a quarterly basis to enhance transparency about its performance

and to give details of the latest developments of the Group in a timely manner.

• The Company has announced its annual and interim results in a timely manner after the end of the relevant

periods.

Deviation: Nil
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The board should ensure that the Company maintains sound and effective internal controls to safeguard the

shareholders’ investment and the Company’s assets

• The Board has the ultimate responsibility for the Group’s internal control system.

• The Company has various approval matrices, which are applicable to different managerial levels, which aim to:

— help the achievement of business objectives, safeguard assets against unauthorized use or disposition;

— ensure the maintenance of proper accounting records for the provision of reliable financial information for

internal use or for publication; and

— ensure compliance with relevant legislation and regulations.

• The key procedures that the Board established to provide effective internal controls are as follows:

— A distinct organizational structure exists with defined lines of authority and control responsibilities. Relevant

Division/Department Heads are involved in preparing the strategic plan which lays down the corporate

strategies to be pursued in the following year for achieving the annual operational and financial targets.

Both the strategic plan and the annual operating plan lay down the foundation for the preparation of the

annual budget by which resources are allocated in accordance with identified and prioritized business

opportunities. The annual operating plan and the annual budget are approved by the Board on an annual

basis.

— Variances against budgets are analyzed, and explained, and appropriate actions are taken, if necessary, to

rectify deficiencies noted.

— Internal Audit Department (“IA”) performs independent reviews of the operational areas identified by

management and presents the findings and the prospective audit plan to the Audit Committee on a

quarterly basis.

• Reviews of different business and functional operations and activities will be conducted by IA with audit

resources being focused on higher risk areas. Ad hoc reviews will also be conducted by IA on areas of concern

identified by management.

• Division/Department Heads will be notified of the deficiencies noted for rectification, and IA will follow up with the

implementation of audit recommendations. Significant internal control weaknesses are brought to the attention of

the Audit Committee and if necessary to the Board, and to management for remedial action.

• The Company has engaged an international accounting firm to perform high level internal control review of the

Group, which covers all material controls, including financial, operational and compliance controls and risk

management functions. Recommendations with prioritization have been proposed and the remedial plan design

for internal control improvement would be addressed by management.

• Based on the internal control review report of the international accounting firm and the prevailing system and

information, no material discrepancies have been found. The Board, with the recommendation of the Audit

Committee, is satisfied that the Group has complied with the provisions regarding the internal controls as

required under the CG Code.

Deviation: Nil
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The board should establish formal and transparent arrangements for considering how it applies the financial

reporting and internal control principles and for maintaining an appropriate relationship with the Company’s

auditors

• The Audit Committee, comprising two INEDs and one NED, appointed by the Board who have extensive

experience in financial matters, meets at least four times a year. The members are Mr Iain Ferguson Bruce

(Chairman) and Messrs Ian Charles Stone and Charles St Leger Searle. Mr Bruce is a member of the Institute of

Chartered Accountants of Scotland and is a fellow of the Hong Kong Institute of Certified Public Accountants and

Mr Searle is a member of the Institute of Chartered Accountants in Australia. None of the Audit Committee

members are members of the former or existing auditors of the Company.

• Senior representatives of the external auditors and managements are invited to attend the meetings when

necessary.

• In 2006, the fees paid/payable to the Company’s external auditors for non-audit related activities amounted to

approximately USD150,000.

• The Committee reports its work, findings and recommendations to the Board after each meeting. The terms of

reference of the Audit Committee are posted on the Company’s corporate website.

• The principal responsibilities of and work done by the Audit Committee in 2006 include:

— To serve as a focal point for communication between other Directors, the external auditors and internal

auditors in respect of the duties relating to financial and other reporting, internal controls, external and

internal audits, and such other matters as the Board determines from time to time.

— To assist the Board in fulfilling its responsibility by providing an independent review and supervision of

financial reporting.

— To review the scope and results of internal audit procedures, ensure coordination between the internal and

external auditors and ensure that the internal audit function is adequately resourced and has appropriate

standing within the Group.

— To review the appointment of external auditors on an annual basis including a review of the audit scope and

approval of the audit fees.

— To review the annual and interim financial statements prior to their approval by the Board, and recommend

application of accounting policies and changes to financial reporting requirements.

— To ensure continuing auditor objectivity and to safeguard independence of the Company’s auditors. The

Committee has granted authorization of non-audit services for which the external auditors may provide.
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• The attendance of individual members at Audit Committee meetings held in 2006 is set out below:

Number of meetings 5

Independent Non-Executive Directors

Iain Ferguson Bruce (Chairman) 5/5

Ian Charles Stone 3/5

Non-Executive Director

Charles St Leger Searle 4/5

Deviation: Nil

COMMUNICATION WITH SHAREHOLDERS

The board should endeavor to maintain an on-going dialogue with shareholders, in particular, use annual

general meetings to communicate with shareholders and encourage their participation

• The Company establishes and maintains different communication channels with its shareholders through the

publication of annual and interim results announcements and press releases.

• The AGM provides a useful forum for shareholders to exchange views with the Board. The Chairman of the

Company and management are available at the AGM to answer shareholders’ questions.

• Separate resolutions are proposed at AGM on each separate issue, including the election of individual Directors.

• Details of the poll voting procedures and the rights of shareholders to demand a poll are included in the circular

to shareholders and has been despatched to the shareholders timely. The circular also includes details of the

procedures and the timetable of proposing appropriate candidates to stand for election as Directors at annual

general meetings, and relevant details of proposed resolutions, including biographies of each candidates standing

for re-election and whether such candidates are considered to be independent.

• The results of the poll are published in the newspapers and on the Company’s corporate website.

• Financial and all shareholder communications of the Company are made available on the Company’s corporate

website, which is updated on a regular basis.

Deviation: Nil

On behalf of the Board

Ma Huateng
Chairman

Hong Kong, 21 March 2007


