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The board of directors (the “Board” or “Directors”) of the
Company considers that maintaining and upholding good
standards of corporate governance shall maximise the interests
of the shareholders in the long run.

The Board recognises the importance of corporate governance
and has devoted efforts in observing the doctrine of common
law governing directors’ duties of care and fiduciary duties as
well as other corporate regulatory laws in jurisdictions where the
Company and its subsidiaries operate. In strict compliance with
the provisions as set out in the articles of association of the
Company, the Board always strives to act in good faith and in
the best interest of the Company and its shareholders.

On 25 November 2006, the Company adopted the Code on
Corporate Governance Practices (the “CG Codes”) as contained
in Appendix 14 of the Rules Governing the Listing of Securities
on the Stock Exchange (the “Listing Rules”) as its own code of
corporate governance practices. The Company has also adopted
the Securities Dealing Code (the “Model Code”) as stipulated in
Appendix 10 of the Listing Rules to regulate the securities
dealings of the Company.

Since its listing on 18 December 2006 (“Listing Date”), the
Company has complied with the code provisions under the CG
Codes in so far they are applicable and a majority of the
recommended practices under the CG Codes. The Group is from
time to time fine-tuning its corporate governance systems and
will modify the CG Codes as and when appropriate with a view
to establishing a set of corporate governance practices which
suit its size of operations and maximise the interests of its
shareholders.

Set out below is a detailed discussion of the major corporate
practices adopted and observed by the Company from the
Listing Date to 31 December 2006 (the “Review Period”) or
where applicable, up to the date of this annual report.

THE COMPOSITION OF THE BOARD
The Directors place great emphasis on the fiduciary nature of
the Board’s responsibilities and strive to be answerable to the
shareholders of the Company as a whole.

The Board currently comprises a combination of four executive
Directors and three independent non-executive Directors. The
number of independent non-executive Directors represents more
than one third of the Board.
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The Directors believe that the composition of the Board reflects
the necessary balance of skills and experience appropriate for
the requirements of the business of the Group and for effective
leadership as all executive Directors possess extensive experience
in lingerie designing, production, marketing and management;
whilst the independent non-executive Directors, one of whom
possesses financial expertise and the other two possessing
substantial knowledge and experience in legal and management
aspects respectively. The Directors are of the opinion that the
present structure of the Board can ensure the independence and
objectivity of the Board and provide checks and balances to
safeguard the interests of the shareholders and the Company.

The Board currently comprises of:
Four executive Directors, namely:
Mr. Cheng Man Tai (Chairman) (appointed on 29 August 2006)

Ms. Cheng Pik Ho Liza (Chief Executive Officer)
(appointed on 29 August 2006)

Madam Ngok Ming Chu (appointed on 29 August 2006)

Mr. Hung Hin Kit (appointed on 25 November 2006)

and three independent non-executive Directors, namely:

Mr. Lau Siu Ki (appointed on 25 November 2006)

Mr. Lee Kwan Hung (appointed on 25 November 2006)

Prof. Lee T.S. (appointed on 25 November 2006)

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.

The biographical details of and relationships among the
members of the Board are disclosed under the section headed

“Directors, Senior Management and Staff” on page 30 to page
35 of the annual report.
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DIRECTORS

Appointment, re-election and removal of Directors

Article 108 (A) of the articles of association of the Company
provides that all directors, including the Chairman and Chief
Executive Officer are subject to retirement from office at least
once every three years at each annual general meeting and shall
be eligible for re-election. Under Article 105, the office of a
director of the Company is liable to be vacated in certain
circumstances and the Company may remove any director of the
Company by an ordinary resolution at a general meeting as
prescribed in Article 114.

Executive Directors

Each of the executive Directors has entered into a service
contract with the Company for a fixed term of three years with
effect from 1 December 2006. Each of the executive Directors is
entitled to a basic salary plus a gratuity payment equal to the

amount of the then monthly salary payable in January each year.

In addition, each of the executive Directors is entitled to a
discretionary management bonus provided that the aggregate
amount of the bonuses payable to all the executive Directors for
any financial year of the Company may not exceed 8% of the
audited combined or consolidated audited net profit of the
Group (after taxation and minority interests and payment of
such bonuses but before extraordinary items) in respect of that
financial year of the Company. An executive Director may not
vote on any resolution of the Directors regarding the amount of
the management bonus payable to him/her.

Independent non-executive Directors

Each of the independent non-executive Directors has been
appointed for a fixed term of two years commencing from 25
November 2006 with formal letters of appointment setting out
the key terms and conditions of their appointments. Prior to
their respective appointment, each of the independent non-
executive Directors has submitted a written confirmation to the
Company and the Stock Exchange confirming their
independence and has undertaken to inform the Company and
the Stock Exchange as soon as practicable if there is any
subsequent change of circumstances which may affect their
independence.

Save for the directors’ fees and the share options granted under
the Pre-IPO Scheme to each of them, none of the independent
non-executive Directors is expected to receive any other
remuneration for holding his office as an independent non-
executive Director. The Company shall review annually and
obtain confirmation of their independence from each of the
independent non-executive Directors during their terms of
appointment.
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In April 2007, the Company has received from each of the
independent non-executive Director a written confirmation of
his independence by reference to Rule 3.13 of the Listing Rules.
Based on such confirmations, the Board considers that all
independent non-executive Directors are being considered to be
independent.

Directors’ training

The Directors consider that all Directors must keep abreast of
their collective responsibility as Directors. The company secretary
with the assistance of the legal advisers of the Company’s shall
be responsible for refreshing the directors’ knowledge and
updating all Directors on the latest developments regarding the
applicable regulatory requirements to ensure compliance and
awareness of good corporate governance practices.

On 26 September 2006, the legal adviser of the Company had
conducted an orientation seminar and was attended by all
executive Directors and two independent non-executive
Directors (Mr. Lau Siu Ki apologised for being absent from the
seminar due to a prior engagement), the company secretary and
the group accounting manager. The areas covered by the
seminar included the rights and duties of a director of a listed
issuer, legal and ethical responsibilities of a director under
statutes and common law, the Listing Rules, the applicable legal
and regulatory requirements, business and governance policies
of the Company and non-statutory guidelines of directors’
duties issued by the Companies Registry of Hong Kong in
January 2004.

Directors and officers’ indemnity

The Company subscribed an insurance policy on 29 December
2006 with an aim to indemnifying its directors and senior
executives from any losses, claims, damages, liabilities and
expenses arising from, including without limitation, any
proceedings brought against the executive, the performance of
his/her duties pursuant to his/her appointment under his/her
respective service agreements entered into with the Company.

Directors’ securities transactions

Pursuant to a resolution passed on 25 November 2006, the
Company adopted the Model Code governing securities
transactions by directors and senior management of the Group.
The Company requires all of its employees, especially those who
are likely to be in possession of unpublished price-sensitive
information of the Group, to comply with the Model Code. The
Model Code is posted on the Company’s intranet where all
employees can have access to it.
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Having made specific enquiry of all Directors, all Directors
confirmed that they had complied with the required standard set
out in the Model Code during the Review Period and up to the
date of this annual report.

THE FUNCTIONS OF THE BOARD

Distinctive roles of the Chairman and the Chief Executive
Officer

To avoid concentration of power in any one individual, the clear
division of responsibilities between the Chairman and the Chief
Executive Officer is crucial to the effective running of the Board
and the development of the Group. The positions of the
Chairman and the Chief Executive Officer of the Company have
been held by two different executive Directors namely, Mr.
Cheng Man Tai and Ms. Cheng Pik Ho Liza respectively. Their
roles and duties are distinct. Mr. Cheng Man Tai, the Chairman,
is to provide leadership of the Board and ensure the
effectiveness of the Board. Ms. Cheng Pik Ho Liza, holding the
role of the Chief Executive Officer, is answerable to the Board
for the operations of the Company.

Distinctive roles of the Board and the management

While at all times the Board retains full responsibility for guiding
and monitoring the operations of the Group, in discharging its
duties, certain responsibilities are delegated to:

o the standing committees of the Company namely: the
Audit Committee, the Nomination Committee and the
Remuneration Committee. Each committee’s constitution,
power and duties are clearly defined by its terms of
reference, and are accountable to the full Board. Ad hoc
Board committees may also be established as required from
time to time by the Board;

o the Chief Executive Officer, who is delegated with day-to-
day management of the business of the Company, is
accountable to the Board; and

o the senior management team of the Company, who is
delegated with the responsibilities to deal with daily
operational functions, are answerable to the executive
Directors.
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The Board believes that effective delegation of authority and
responsibility can ensure that the Board is provided with
sufficient and timely information in regard to the Group’s
businesses, and in particular with respect to the Group's
performance, financial condition and operating results so that
the Board is able to make an informed assessment for matters
put before the Board for approval. During the Review Period,
each executive Director had frequent meetings with operational
managers in order to maintain an effective feedback system and
enable the Company to react to changes or problems quickly
and efficiently.

The matters being reserved for the full Board to deal with
include:

o any matters determined by the Board to be material;

o any matters relating to the formulation of the Company’s
strategy and direction;

o any matters relating to the financial controls, compliance
and risk management;

o any changes in corporate structure such as the changes
relating to the Company’s capital structure, including
reductions of share capital, share buy-backs or issue of
new securities; and

o the major appointments such as appointments to the
Board, taking into account any recommendations of the
Nomination Committee; the appointment of the Chairman
and the Chief Executive Officer; recommendations to the
shareholders on the appointment or removal of external
auditors after taking into consideration the
recommendations of the Audit Committee; and the
appointment or removal of the company secretary and the
qualified accountant.

The Board shall review its arrangement on delegation of
responsibilities and authority regularly to ensure that such
delegations are appropriate in view of the Company’s prevailing
circumstances and that appropriate reporting system are in
place.
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BOARD MEETINGS
Attendance
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Two full Board meetings were held during the year ended 31
December 2006 and three full Board meeting were held up to

the date of this annual report. The meetings held were physically

attended by all Directors and with an attendance rate of 100%.

Individual attendance records of the relevant Directors are as

Corporate Governance Re [)()I‘l continued
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follows:
2006 2007
—EEXREF —EEEEF
26 25 8 13 18
Attendance Sep Nov Feb Apr Apr
Category of Directors level hB +—A =R M A A
BEx585 HEAXE =—+XB=+EH NB +=H +NH
Executive Directors: WITESE:
Mr. Cheng Man Tai B IR A (100%) . . . . .
Ms. Cheng Pik Ho Liza BBk (100%) . . . . .
Madam Ngok Ming Chu ER¥k L (100%) . . . . .
Mr. Hung Hin Kit * BB (100%) N/A . . . .
i A
Independent non-executive B IEHITES:
Directors:
Mr. Lau Siu Ki * DBE S E (100%) N/A . o . o
i A
Mr. Lee Kwan Hung * YRS (100%) N/A . . . .
N A
Prof. Lee T. S. * FREFE* (100%) N/A . . . .
i A
Notes: Hiat:
e Denoting individual Director’s presence in the meeting held on the o  RAERIESZLERIETERBETNEE.

date specified.

* These Directors were not present in the Board meeting held on 26
September 2006 as they were only appointed as Directors on 25

November 2006.
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A committee has been set up in November 2006 for the purpose
of facilitating the implementation of the initial public offering of
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the Company. Mr. Cheng Man Tai and Ms. Cheng Pik Ho Liza MEEEL T REFRZEZESKE £
were appointed as the committee members. Two committee HE-ZSTAFT_A=1T—HILFEEHE
meetings were held during the year ended 31 December 2006. TMAEg® BHRESMNEALEZZESS
Individual attendance records of the relevant Directors at the JERER AT :
committee meetings are as follows:
2006
—EERE
Attendance level 5 Dec 14 Dec

HE KT +=REHAH +=A+@A
Mr. Cheng Man Tai B IR e A (100%) . .
Ms. Cheng Pik Ho Liza BiEs (100%) . .
Note: Hiat:
. Denoting individual Director’s attendance in the meeting held on . AREARNZEERNIETHHETNEENLEE

the date specified. o

Proceedings of meetings BERF )

EZERRMBEERIERREERZENSTR

The Board considers that all meetings should be legally and
properly convened. With the assistance of the company
secretary, the Chairman of the Board takes the lead to ensure
each Board meeting as well as all other committee meetings be
convened in the manners that are prescribed in the articles of
association of the Company, the terms of reference of the
respective Committees of the Board of Directors as well as
within the standards as set out in the Listing Rules.

In convening the meetings, the Chairman is responsible for
drawing up and approving the agenda for each Board meeting
in consultation with all Directors and the company secretary.
Prior notice of each Board meeting was given to all Directors at
least 14 days in advance of the regular Board meeting and the
Directors were invited to include matters for discussion in the
agenda. Agenda and accompanying board papers were sent to
all Directors at least 3 days in advance or within reasonable time
prior to the meetings.

The minutes of the Board meeting were recorded in sufficient
details of the matters considered by the Board and had included
all concerns raised by Directors and dissenting views expressed.
The minutes of all Board meetings and all other committee
meetings are kept by the company secretary and are available
for inspection by any Director, auditors or any relevant eligible
parties who can have access to such information.
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With the assistance of the company secretary, the Chairman has
drawn up a timetable laying down a schedule of Board meetings
as well as the meeting dates for other committees meetings to
be held in year 2007. On a meeting held on 8 February 2007,
the Board discussed and approved a schedule of Board meetings
for year 2007.

AUDIT COMMITTEE
At present, the Audit Committee consists of three independent
non-executive Directors namely:

Mr. Lau Siu Ki (Chairman)
Mr. Lee Kwan Hung
Prof. Lee T.S.

Members of the committee shall be appointed by the Board
amongst the independent non-executive Directors only and shall
consist of no less than three members. The Board considers that
each Audit Committee member has broad commercial
experience and together form a suitable mix of expertise in
legal, business and accounting and that the composition and
members of the Audit Committee complies with the
requirements under Rule 3.21 of the Listing Rules.

The Audit Committee has the responsibilities and powers set
forth in the terms of reference of the Audit Committee. To
maintain independence, the Audit Committee shall be required
to have at least one meeting with the external auditors without
executive Board members present within a financial year. The
function of the committee is to provide assistance to the Board
in fulfilling their oversight responsibility to the shareholders,
potential shareholders, the investment community and others
relating to:

e The integrity of accounts and financial reporting process of
the Company;

e The assessment of the external auditor’s qualifications and
independence; and

e The performance of the Company’s internal audit function
and the performance of the external auditors.
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The terms of reference of the Audit Committee are available for
inspection on the Company’s website at www.embryform.com.

On 13 April 2007, a meeting of the Audit Committee was held
and Mr. Lau Siu Ki, Mr. Lee Kwan Hung and Prof. Lee T.S., being
all members of the Audit Committee were present at the
meeting.

The work, which have been performed by the Audit Committee
during the Review Period and up to the date of this annual
report includes:

Financial reporting for the year ended 31 December 2006

The Audit Committee has reviewed and discussed with the
external auditors of the Company the Group’s consolidated
financial statements for the year ended 31 December 2006, who
is of the opinion that such statements complied with the
applicable accounting standards, the Listing Rules and legal
requirements, and that adequate disclosures have been made.

Review of continuing connected transactions

The Audit Committee also reviewed the reasonableness and
fairness of the continuing connected transactions of the
Company conducted during the year ended 31 December 2006.

Auditors’ remuneration

The Audit Committee has reviewed the remuneration paid/
payable to Messrs. Ernst & Young, the external auditors of the
Company, for services provided during the year ended 31
December 2006 as follows:

AN B BRI AR AN A B 48 S wwww.embryform.com
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TABAT

3 {0
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AR BINEZBENL KGRI E TSR BN S -

Fees paid/payable

Services rendered FriRftARIE e/ EBNEA
Audit services BRI HK$1,980,000
Taxation services TIE RS HK$52,000
Total: 4ast: HK$2,032,000
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The Audit Committee has reflected their views to the Board that
the level of fees paid/payable to the Company’s external auditors
are reasonable. There has been no major disagreement between
the auditors. The management of the Company during the year

ended 31 December 2006.

Internal control review

In connection with the internal control review conducted in
September 2006, the Chairman of the Audit Committee and the
qualified accountant of the Company had met with an
independent accounting firm, which has performed the internal
control review, to follow up on the findings been identified in
their assessment report regarding to the Company’s internal
control system. The Audit Committee members are of the view
that the key areas of the Company’s internal control system have
reasonably implemented and there are no material issues calling
for concerns by the Board.

NOMINATION COMMITTEE

The Company has established the Nomination Committee with
written terms of reference. At present, the Nomination
Committee has four members comprising one executive
Director, who is also the Chairman of the Nomination
Committee, and three independent non-executive Directors:

Ms. Cheng Pik Ho Liza (the Chairman)
Mr. Lau Siu Ki

Mr. Lee Kwan Hung

Prof. Lee T. S.

Members of the Nomination Committee were appointed by the
Board and consists of a majority of independent non-executive
Directors. The main functions of the Nomination Committee are
to review the structure, size and composition of the Board, to
identify individuals who are suitably qualified to become
members of the Board, to assess the independence of the
independent non-executive Directors. Having regard to the
independence and quality of nominees, the Nomination
Committee shall make recommendations to the Board so as to
ensure that all nominations are fair and transparent. The
Nomination Committee is also responsible for reviewing the
succession planning for Directors, in particular the Chairman and
the Chief Executive Officer. The Board shall provide sufficient
resources to the Nomination Committee to enable it to
discharge its duties.
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The Nomination Committee has reviewed the terms of the
executive Directors’ service contracts as well as their
remuneration packages.

On 13 April 2007, a Nomination Committee meeting was held
with Ms. Cheng Pik Ho Liza, Mr. Lau Siu Ki, Mr. Lee Kwan Hung
and Prof. Lee T.S., being all members of the Nomination
Committee, present to:

perform appraisal of the Directors so as to recommend to
Board for re-election in the forthcoming annual general
meeting of the Company; and

review the independence of the independent non-
executive Directors.

The terms of reference of the Nomination Committee are
available for inspection on the Company’s website at
www.embryform.com.

REMUNERATION COMMITTEE

The Company has established the Remuneration Committee
with written terms of reference. The Board has delegated the
authority to the Remuneration Committee to review and
recommend to the Board the compensation scheme of the
Company to the Directors as well as to the senior management
staff.

The Remuneration Committee at present has four members
comprising one executive Director and three independent non-
executive Directors, namely:

Ms. Cheng Pik Ho Liza (Chairman)
Mr. Lau Siu Ki

Mr. Lee Kwan Hung

Prof. Lee T.S.

The main function of the Remuneration Committee is to assist
the Board to oversee the Group’s remuneration packages and
establish a transparent procedure for developing policy on such
remuneration. The Board shall in consultation with the
Chairman of the Remuneration Committee provide sufficient
resources to the Remuneration Committee to enable it to
discharge its duties.
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The Remuneration Committee has conducted a meeting on 8
February 2007 with Ms. Cheng Pik Ho Liza, Mr. Lau Siu Ki, Mr.
Lee Kwan Hung and Prof. Lee T.S., being all members of the
Remuneration Committee, present and has assisted the Board to
review the remuneration of the executive Directors, senior
management and sales staff and has made recommendations to
the Board for salary adjustments for some senior management
staff.

In recommending the remuneration of Directors, the
Remuneration Committee made reference to companies of
comparable business type or scale, and the nature and quantity
of work in order to compensate the Directors reasonably for
their time and efforts spent. The Remuneration Committee will
regularly review and recommend the remuneration of Directors
to the Board.

The terms of reference of the Remuneration Committee are
available for inspection by the shareholders of the Company
upon request made to the company secretary. The terms of
reference of the Remuneration Committee are also available for
inspection on the Company’s website at www.embryform.com.

FINANCIAL REPORTING

The Board acknowledges its responsibility for the preparation of
the financial statements for each financial period, which shall
give a true and fair view of the state of affairs of the Company.
During the past year, the Board is not aware of any material
uncertainties relating to events or conditions that might cast
significant doubt upon the Company’s ability to continue in
business. Accordingly, the Board has prepared the financial
statements of the Company on a going concern basis.

All Directors acknowledged their responsibility for preparing the
financial statements for the year ended 31 December 2006.

The Company shall release interim and annual results as and
when required by the Listing Rules as soon as reasonably
practicable after the end of the relevant financial period and the
financial year, disclosing all such information as would enable
shareholders of the Company to assess the performance,
financial position and prospects of the Company.

INTERNAL CONTROL

The Board acknowledges that the objective of internal control is
to safeguard the Company’s assets against unauthorised use or
disposition and to ensure that the Company’s accounting
records are properly maintained and all the financial information
is accurate and reliable.
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During the past year, the Board has conducted a review on the
system of internal control of the Company by an independent
accounting firm to assess the effectiveness of the internal
controls, which covered the areas of financial, operational,
compliance controls and risk management. The findings and
recommendations have been reviewed by the Audit Committee
and the Board who are of the view that the internal control
system of the Group has been implemented without any
significant incidence of failure.

The Board undertakes to periodically review the internal control
and risk management systems of the Group to ensure their
effectiveness and efficiency.

COMMUNICATION WITH SHAREHOLDERS
The Board recognises the importance of maintaining on-going
communication with the shareholders.

The Company shall ensure the validity of all the voting shares
present at each annual general meeting and shall appoint a
professional scrutineer for the meetings. The voting results shall
be published in the Group’s designated newspapers and on the
Company'’s websites in accordance with the applicable laws and
the Listing Rules.

INVESTOR RELATIONS

In 2006, the Company has engaged a professional public
relation consultancy firm to organise various investor relation
programs aiming at increasing its transparency, enhancing
communication, increasing investors’ understanding of and
confidence in the Group's business. It also aims at building
investors’ confidence in the Group’s future developments and
promoting market recognition and support to the Company.

The Company understands that a two-way and interactive
communication with investors is important to achieve
comprehensive disclosure of the Company’s information.

In the year ahead, the Company shall try to redesign and
enhance the platform and capabilities of its own website in
order to adhere to the new publication requirements of the
Listing Rules.
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