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Corporate Governance Practices

We are firmly committed to statutory and
regulatory corporate governance standards and
adherence to the principles of corporate
governance emphasising transparency,
independence, accountability, responsibility and
fairness. The Board of Directors reviews the
corporate governance practices from time to time
to ensure alignment of interests and expectations
from our shareholders, the investing public and
the other stakeholders.

The Company has, throughout the year ended
31st March, 2007, complied with the code
provisions set out in the Code on Corporate
Governance Practices contained in Appendix 14
of the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited (the
“Listing Rules”) except for the Code Provision
A.2.1 for the separation of the roles of Executive
Chairman and Chief Executive Officer.

14

A.2.1
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Board of Directors

The general management of the Company’s business is vested
in the Board. The Board has established various committees
to manage and oversee the specified affairs of the Company.
The Board has delegated the day-to-day management power
of the Company to the Executive Directors and senior
management of the Company.

The Board is committed to the Company’s mission to creating
value for our shareholders. The Board is responsible for
developing the strategic directions for the Company and
continuous monitoring of the performance of the general
management of the Company. Therefore Strategic Planning
has become a very crucial part of the Board’s function and a
lot of focus and attention has been devoted to such a plan.
Strategic planning horizons are generally five years. The Board
has adopted its latest Five Year Strategic Plan in 2005 and
will be adopting an updated Strategic Plan during the financial
year of 2007/2008. It is the practice of the Board to continue
to review and update its Strategic Plan for the Company on a
regular basis given the changes in the business environment.

A defined schedule of matters reserved for Board decision
has been adopted by the Board. Apart from the strategic
planning, certain important matters involving finance and
shareholders’ interests are reserved for approval by the Board,
including, for example, annual budget, financial statements
against budget, dividend policy, material investments, material
acquisitions and disposals; major financing activities and
appointment of Director(s) following the recommendation(s)
by the Remuneration and Nomination Committee.

Board Composition

The Board currently comprises five Non-executive Directors
and four Executive Directors. Three of the Non-executive
Directors are independent, from different business and
professional fields. The Independent non-executive Directors
represent one-third of the Board. The category, position and
brief biographical information of each Director, together with
the relationship amongst each other, are set out in the
“Directors and Senior Management” section in this Annual
Report. The Directors, including the Non-executive Directors,
have brought a wide spectrum of valuable business experience,
knowledge and professionalism to the Board for its efficient
and effective delivery of the Board functions.
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The Company has received, from each of the Independent
Non-executive Directors, an annual confirmation of his
independence pursuant to Rule 3.13 of the Listing Rules. The
Company considers all of the Independent Non-executive
Directors are independent.

The Company has arranged Directors’ and Officers’ Liability
Insurance for the Directors and Officers of the Company.

Chairman and Chief Executive Officer

Code Provision A.2.1 of the Listing Rules sets out that the roles
of the Chairman and Chief Executive Officer should be separate
and should not be performed by the same individual. Mr.
Winston Yau-lai LO is the Executive Chairman and Chief
Executive Officer of the Company. At the present stage, the roles
of the Chairman of the Board and Chief Executive Officer of the
Company are performed basically by Mr. Winston Yau-lai LO.
However, the Board of Directors and the Executive Chairman of
the Company fully recognise that the respective roles of the
Chairman of the Board and the Chief Executive Officer should
be separated in the course of time to ensure better checks and
balances and hence better corporate governance.

We regret to note the resignation of Mr. Ambrose Kam-shing
CHAN, Chief Executive, Asia. We have recently promoted Mr.
Laurence P. EISENTRAGER, Chief Executive, Hong Kong to
the Group Chief Executive Officer reporting to the Chairman
of the Board effective from 1st August, 2007, upon the
departure of Mr. Ambrose Kam-shing CHAN on 26th July,
2007. Mr. Laurence P. EISENTRAGER will start to assume the
executive responsibilities from the Executive Chairman and
this is expected to take place in the course of the next 18
months. We still envisage that the transition process of
assigning the responsibilities of the Executive Chairman to the
Group Chief Executive Officer will progress smoothly.

3.13

A.2.1
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Board Proceedings

The Board met six times in fiscal year of 2006/2007 to mainly
discuss and approve the overall business strategies, to review
and monitor the financial and operating performance of the
Group and its business units respectively, and to consider and
approve the annual budget for the Group.

All Directors have full and timely access to all relevant
information in relation to the Company. There are established
procedures for Directors to seek independent professional
advice for them to discharge their duties and responsibilities,
where appropriate, at the Company’s expense.

Individual attendance of each Board member at these
meetings is as follows:

Attendance

Independent Non-executive Directors
Dr. The Hon. Sir David Kwok-po LI 5/6
Mr. Iain F. BRUCE 4/6
Mr. Jan P. S. ERLUND Jan P. S. ERLUND

(appointed on 6th July, 2006) 3/5
Mr. Chi-kian SHIU

(retired on 11th September, 2006) 3/3

Non-executive Directors
Ms. Myrna Mo-ching LO 5/6
Ms. Yvonne Mo-ling LO 6/6

Executive Directors
Mr. Winston Yau-lai LO (Chairman) 6/6
Mr. Ambrose Kam-shing CHAN 6/6
Mr. Eric Fat YU 5/6
Mr. John Shek-hung LAU 6/6
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Appointment, Re-election and
Removal of Directors

The appointment of a new Director is made on the
recommendation of the Remuneration and Nomination
Committee of the Company or by shareholders in general
meeting. Any Director who is appointed by the Board shall
retire at the next General Meeting.

The Non-executive Directors of the Company do not have a
specific term of appointment. Under the Company’s current
Articles of Association, all Directors are subject to retirement
by rotation at least every three years and one-third (or the
number nearest to but not exceeding one-third) of Directors
shall retire from office every year at the Company’s Annual
General Meeting. The term of appointment of a Director cannot
exceed three years.

Induction programmes are arranged for the newly appointed
Directors on the general business of the Company. On
appointment, new Directors will also be given an induction
programme kit advising them of their responsibilities and duties
as Directors under various regulatory requirements and the
Board procedures, including the Terms of Reference of the
Board Committees.

Responsibilities of Directors

Directors acknowledge their responsibilities for preparing the
financial statements of the Company. Directors 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. The Annual Financial Statements
for 2006/2007 are prepared on a going-concern basis. All the
new accounting standards and policies adopted by the
Company have been thoroughly discussed and approved at
the Audit Committee before adoption by the Board.

The Group has adopted i ts own Code for Securit ies
Transactions by Directors (the “Code”) on terms no less
exacting than the required standards set out in the Model Code
for Securities Transactions by Directors of Listed Companies
contained in Appendix 10 of the Listing Rules. Specific enquiry
was made of all Directors and all Directors have confirmed
compliance with the required standard set out in the Code for
the year ended 31st March, 2007.

10
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Board Committees

The Board has established an Executive Committee, a
Remuneration and Nomination Committee and an Audit
Committee.

Executive Committee
The Executive Committee was established in 2001. Its current
members include all four Executive Directors, who are:

Mr. Winston Yau-lai LO (Chairman)
Mr. Ambrose Kam-shing CHAN
Mr. Eric Fat YU
Mr. John Shek-hung LAU

The Executive Committee operates as a general management
committee under the direct authority of the Board to deal with
certain operational matters of the Group.

Remuneration and Nomination Committee

The Compensation Committee was established in February
1994 and was renamed as “Remuneration and Nomination
Committee” on 2nd February, 2005 with increased scope of
authority. This Committee now comprises three Independent
Non-executive Directors and two Non-executive Directors and
its current members are :

Independent Non-executive Directors
Dr. The Hon. Sir David Kwok-po LI (Chairman)
Mr. Iain F. BRUCE
Mr. Jan P. S. ERLUND

Non-executive Directors
Ms. Myrna Mo-ching LO
Ms. Yvonne Mo-ling LO

The Committee was set up to consider and approve the
remuneration packages of Executive Directors and Senior
Management of the Group, including salaries, benefits in kind
and bonuses; the bonus schemes and the other long-term
incentive schemes, including share option and other plans. The
Committee also reviews the structure, size and composition
(including the skills, knowledge and experience) of the Board
from time to time and recommends to the Board on appointments
of Directors and the succession planning for Directors.

Jan P. S. ERLUND
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The Committee met four times in fiscal year of 2006/2007.
Individual attendance of each Committee member at these
meetings is as follows:

Attendance

Independent Non-executive Directors
Dr. The Hon. Sir David Kwok-po LI 4/4
Mr. Iain F. BRUCE 2/4
Mr. Jan P. S. ERLUND Jan P. S. ERLUND

(appointed on 6th July, 2006) 3/3
Mr. Chi-kian SHIU

(retired on 11th September, 2006) 2/2

Non-executive Directors
Ms. Myrna Mo-ching LO 3/4
Ms. Yvonne Mo-ling LO 4/4

Attendance By Invitation:
Executive Director
Mr. Winston Yau-lai LO 4/4

Report of the Remuneration and Nomination Committee

The Committee has reviewed, discussed and approved the
remuneration policies, remuneration of Senior Management
including the Executive Directors and key executives of the
Group by reference to the individuals’ job responsibilities and
performances, industry benchmarks and prevailing market
conditions. The Committee has also approved the discretionary
bonuses and the grant of share options, having given due
consideration to both the Group’s financial performance and
the individuals’ performances during the year in accordance
wi th  the  per fo rmance-based compensat ion  po l icy
recommended by an independent consultant. No individual
Executive Director has voted in deciding his own remuneration.

During the year, the Committee nominated Mr. Jan P. S.
ERLUND as an Independent Non-executive Director for
approval of appointment by the Board. Mr. Jan P. S. ERLUND
was appointed as an Independent Non-executive Director of
the Company on 6th July, 2006.

Jan P. S. ERLUND
Jan P. S.

ERLUND
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Audit Committee
The Audit Committee was established in 1999. Its current
members include three Independent Non-executive Directors,
who are:

Mr. Iain F. BRUCE (Chairman)
Dr. The Hon. Sir David Kwok-po LI
Mr. Jan P. S. ERLUND

The Audit Committee’s terms of reference are to make
recommendations to the Board on the appointment,
reappointment and removal of the External Auditors and any
questions of resignation or dismissal, their audit fees, matters
relating to the independence of the External Auditors; to meet
with the External Auditors to discuss the nature and scope of
the audit, and matters of concern when requested to do so by
the External Auditors; to review the interim financial report
and annual financial statements before they are submitted to
the Board; to discuss problems and reservations arising from
the interim review and final audit, and any other matters the
External Auditors may wish to discuss, and to review the
External Auditors’ management letter and management’s
response; to review the internal audit programmes and to
ensure co-ordination between the Internal and External
Auditors, and ensure that the internal audit function is
adequately resourced and has appropriate standing within the
Group; and to consider any findings of major investigations of
internal control matters as delegated by the Board or on its
own initiative, and management’s response.

The Audit Committee met three times in fiscal year of 2006/
2007. Individual attendance of each Committee member at
these meetings is as follows:

Attendance

Independent Non-executive Directors
Mr. Iain F. BRUCE 3/3
Dr. The Hon. David Kwok-po LI 3/3
Mr. Jan P. S. ERLUND Jan P. S. ERLUND

(appointed on 6th July, 2006) 1/2
Mr. Chi-kian SHIU

(retired on 11th September, 2006) 1/1

Attendance by Invitation:
Executive Chairman 3/3
Group Senior Director - Finance and Administration 3/3
Group Internal Audit Director 3/3
External Auditors 3/3

Jan P. S. ERLUND
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Report of the Audit Committee
The Audit Committee has reviewed the revised accounting
standards, the 2006/2007 interim financial report and annual
financial statements with management and the Company’s
External Auditors, and recommended their adoption by the
Board. The Committee also reviewed with the Internal Auditor
the Company’s internal control systems and the periodic audit
reports prepared by the Internal Auditor, and approved the
2007/2008 audit plan.

The Committee has met with the External Auditors to discuss
the nature and scope of the audit and reporting obligations
prior to the commencement of the audit. The Audit Committee
has also reviewed and considered the terms of engagement
of  the External  Audi tors,  including assessing their
independence and objectivity. The Audit Committee has also
reviewed and approved/preapproved the audit and non-audit
services provided by the External Auditors, together with their
respective fees.

System of Internal Control

The Board has overall responsibility for maintaining a sound
and effective internal control system of the Group. The Group’s
system of internal control includes a defined management
structure with limits of authority, is designed to help the
achievement of business objectives, safeguard assets against
unauthorised 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
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.

Directors, through the Audit Committee, have conducted an
annual review of the effectiveness of the system of internal
control of the Group. The review covers all material controls,
including financial, operational and compliance controls and
risk management functions.
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The Audit Committee recognises the importance of maintaining
a sound and effective internal control system to safeguard the
shareholders’ investments and the Company’s assets, and
believes this is a continuous process. In order to evaluate and
to further improve the effectiveness of its internal control
system, the Company engaged one of the leading accounting
firms (“Consultant”) last year to conduct a Risks Assessment
and benchmark the Company’s performance against the
internal control framework of COSO (Committee of Sponsoring
Organisations of the Treadway Commission in the United
States). All the findings for improvement and recommendations
made by the Consultant, which require management’s
attention, have been properly addressed. Adopting one of the
rectification actions suggested, the Company has upgraded
the Internal Audit Department to a group function during the
year under review.

Internal Audit

The Group Internal Audit Department carries out annual risk
assessment on auditable areas in accordance with a Risk-
based Internal Audit Rolling Plan reviewed and pre-approved
by the Audit Committee. In addition to its scheduled reviews,
the Group Internal Audit Department also conducts other ad
hoc reviews whenever deemed necessary. The results of
significant internal audit reviews (and as applicable, agreed
rectification plans) are reported to the Company’s senior
executives and Audit Committee periodically. The Group
Internal Audit Department also follows up the rectification
actions to ensure that satisfactory controls are maintained.

External Auditors

KPMG has been appointed as the External Auditors of the
Company by shareholders at the last Annual General Meeting.
An amount of HK$2.8 million (2005/2006: HK$2.8 million)
was charged for the fiscal year of 2006/2007 for KPMG’s
statutory audits for the Company and subsidiaries. The
amount for the other non-audit services provided by KPMG
for the Company and subsidiaries during the year was HK$2.6
million (2005/2006: HK$2.3 million). The non-audit services
mainly comprised consultation and tax advisory services.

The responsibilities of the External Auditors with respect to
the 2006/2007 financial statements are set out in the section
of “Independent Auditor’s Report” on pages 57 and 58.

2,800,000
2,800,000

2,600,000
2,300,000

57 58
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Communications with Shareholders
and Investors

We believe accountability and transparency are indispensable
for ensuring good corporate governance and, in this regard,
timely communication with our shareholders, including
institutional investors, is crucial. We manage investor relations
systematically as a key part of our operations.

The Company’s Annual General Meeting is one of the important
forums to communicate with its shareholders. During the 2006
Annual General Meeting, the Chairman of the Board briefed
shareholders the business review and the outlook of the Group
and answered questions raised by shareholders. The chairman
of the Audit Committee, and a member of the  Remuneration
and Nomination Committee were also in attendance at the
Annual General Meeting to answer questions raised by
shareholders.

Separate resolutions in respect of each substantial issue,
including the appointment and re-election of Directors were
proposed by the Chairman at the Annual General Meeting.
The Company’s Articles of Association provide the rights of
shareholders, and the procedures to demand a poll vote on
resolutions at general meetings. Such rights and procedures
were detailed in the circular relating to the Annual General
Meeting, and were explained by the Chairman of the Board
during the Annual General Meeting before voting on the
resolutions. An independent scrutineer was appointed to count
the votes and the voting results were announced at the Annual
General Meeting.

We also maintain a website (www.vitasoy.com) to keep our
shareholders and the investing public posted of our latest
bus iness  deve lopments ,  f ina l  and in te r im resu l ts
announcements, financial reports, public announcements,
corporate governance policy and practices, and other relevant
shareholder information.

During the year, we continued to follow a policy of maintaining
an open and regular dialogue with institutional and minority
shareholders, fund managers, analysts and the media through
different means, including meetings, presentations, telephone
conferences, correspondences, media briefings and press
releases to distribute information on the Group’s latest
developments and strategies. We also continued to be
proactive in responding to general enquiries raised by the
investing public, individual and institutional investors and
investment analysts.

(www.vitasoy.com)


