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Corporate Governance Report

TERERRES

Good corporate governance practices are crucial to enhancing
shareholder value. With this in mind, the Directors of the
Company are keen on maintaining high standards of corporate
governance. This is reflected in terms of a quality Board of
Directors and the emphasis on transparency and
accountability. Throughout the year ended 31 March 2006,
the Company has complied with all the Code Provisions of
the Code on Corporate Governance Practices (the “CG Code”)
as set out in the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) (“Listing Rules”), except for those provisions set
out below.

The Company acknowledges the important role of its Board
of Directors (“Board”) in providing effective leadership and
direction to the Group’s businesses, and ensuring
transparency and accountability of business operations.

The key corporate governance principles and practices of the
Company are summarised as follows:

1. THE BOARD

1.1 The Board and Management

The Board is responsible for leadership and control of the
Company and oversees the Group’s businesses, and
assumes responsibility for strategy formulation, corporate
governance and performance monitoring. It develops and
reviews the Group’s strategies and policies, formulates
business plans and evaluates performance of the operating
divisions against agreed budgets and targets through regular
discussion on key and appropriate issues in a timely manner.
It also exercises a number of reserved powers, including:
approval of annual and interim results and significant changes
in accounting policy or capital structure, internal control
system, material transactions (in particular those which may
involve conflict of interests), major capital projects, setting
Group remuneration policy, dividend policy, appointment of
Directors, supervision of management and other significant
financial and operational matters.
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The day-to-day management, administration and operation
of the Company are delegated to the Managing Director and
the senior management, who fulfill their duties within their
scope of authority and responsibility. Divisional heads are
responsible for different aspects of the businesses. Major
functions delegated to management include preparation of
annual and interim results, execution of business strategies
and initiatives adopted by the Board, implementation of an
adequate internal control system and compliance with the
relevant statutory requirements.

All Directors are kept informed of major changes that may
affect the Group’s businesses on a timely basis, and can avail
themselves of the advice and services of the Company
Secretary so that Board procedures and all applicable rules
and regulations are followed. Each Director can have recourse
to independent professional advice in performing their duties
at the Company’s expense, upon making request to the Board.

The Company has arranged appropriate insurance cover for
Directors’ and officers’ liabilities in respect of legal actions
against its Directors and senior management arising out of
corporate activities.

1.2 Board Composition

The composition of the Board reflects the necessary balance
of skills and experience desirable for effective leadership of
the Company and independence in decision making. The
biographies of the Directors (and their relationships, if any)
are set out on pages 56 to 59 of this annual report, which
demonstrates a diversity of skills, expertise, experience and
qualifications. There is no relationship between the Chairman
and the Managing Director. During the year ended 31 March
2006, the Board at all times met the requirements of the Listing
Rules relating to the appointment of at least three independent
non-executive directors. One of the independent non-
executive Directors, Dr. Lau Tze Yiu, Peter possesses the
appropriate professional qualifications and accounting or
related financial management expertise.
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The Board of Directors of the Company comprises the
following Directors:

Executive Directors:

Mr. Wong Sue Toa, Stewart (Managing Director)
Mr. Tai Sai Ho (General Manager)

Dr. Lam Chat Yu

Mr. Shen Tai Hing

Non-executive Directors:

Mr. Cha Mou Sing, Payson (Chairman)
Mr. Cha Mou Daid, Johnson

Mr. Cha Yiu Chung, Benjamin

Independent non-executive Directors:
Mr. Chan Pak Joe

Dr. Lau Tze Yiu, Peter

Dr. Sun Tai Lun

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.

Coming from diverse business and professional backgrounds,
the non-executive Directors and independent non-executive
Directors bring a wealth of expertise and experiences to the
Board, which contributes to the success of the Group. Through
active participation in Board meetings, taking the lead in
managing issues involving potential conflict of interests and
serving on Board committees, all of them make various
contributions to the effective direction of the Company.

All independent non-executive Directors are free from any
business or other relationships with the Company. The
Company has received written annual confirmation of
independence from each independent non-executive Director
in accordance with Rule 3.13 of the Listing Rules. The
Company has assessed their independence and concluded
that all independent non-executive Directors are independent
within the meaning of the Listing Rules.
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1.3 Appointment and Re-election of Directors

Code Provision A.4.1 stipulates that non-executive directors
should be appointed for a specific term, subject to re-election.
The non-executive Directors and the independent non-
executive Directors of the Company are not appointed for a
specific term. Pursuant to the Articles of Association of the
Company amended on 2 August 2005, at each annual general
meeting of the Company, one-third of the Directors, including
executive, non-executive and independent non-executive
Directors shall retire from office by rotation, and every Director
shall be subject to retirement at least once every three years.
As such, the Company considers that sufficient measures
have been taken to ensure that the corporate governance
practices of the Company are no less exacting than those in
the CG Code.

The Company does not have a nomination committee. The
Board as a whole is responsible for reviewing the Board
composition, developing and formulating the relevant
procedures for nomination and appointment of Directors and
assessing the independence of independent non-executive
Directors.

Where vacancies on the Board exist, the Board will identify
suitable individuals by making reference to criteria including
the skills, experience, professional knowledge, personal
integrity and time commitments of the proposed candidates,
the Company’s needs and other relevant statutory
requirements and regulations. New Directors are sought
mainly through referrals or internal promotion.

The Company’s circular dated 25 July 2006 contains detailed
information of the Directors standing for re-election at the
forthcoming Annual General Meeting of the Company.

1.4 Board Proceedings
The Board held four meetings during the year ended 31 March

2006 and the principal businesses transacted include:—

" Assessing business performance and comparing
performance with plans and budgets;

. Approving interim and final results and reports;
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= Approving material property transactions; and

= Determining payment of dividend.

The individual attendance record of each Director at the
meetings of the Board, Remuneration Committee and Audit
Committee during the year ended 31 March 2006 is set out

below:
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Attendance/Number of Meetings

HERE SEHE

Remuneration Audit
Name of Directors Board Committee Committee
BEEpnE BExg FHESS EREER
Mr. Cha Mou Sing, Payson (Chairman) * 4/4 2/2 N/A
BERERE (FE)* 4/4 2/2 TER
Mr. Wong Sue Toa, Stewart (Managing Director) 4/4 2/2 2/2
THRTE EFHLE) 4/4 2/2 2/2
Mr. Tai Sai Ho (General Manager) 4/4 2/2 2/2
B REE BLE) 4/4 2/2 2/2
Mr. Cha Mou Daid, Johnson * 1/4 N/A N/A
ERMEEE 1/4 FiE A T8 B
Mr. Cha Yiu Chung, Benjamin * 3/4 N/A N/A
BRPELE 3/4 TiEA T8 B
Mr. Chan Pak Joe # 3/4 2/2 2/2
BRAA{E S & # 3/4 2/2 2/2
Dr. Lam Chat Yu 4/4 N/A N/A
MZEFEL 4/4 T8 B TER
Dr. Lau Tze Yiu, Peter # 4/4 2/2 2/2
g rEE L 4/4 2/2 2/2
Mr. Shen Tai Hing 4/4 N/A N/A
MRBEE 4/4 T8 B TERA
Dr. Sun Tai Lun # 4/4 1/2 2/2
BAMmEL * 4/4 1/2 2/2
* Non-executive Director *FHITEE
* Independent non-executive Director rEBUFBITESE

Annual meeting schedules are normally made available to
the Directors in advance. Notices of regular Board meetings
are given to all the Directors at least 14 days before the
meetings. For other Board and committee meetings,

reasonable notice is generally given.
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Board papers together with all appropriate, complete and
reliable information are sent to all the Directors at least 3
days before each Board meeting or committee meeting to
keep the Directors apprised of the latest developments and
financial position of the Company and to enable them to make
informed decisions. The Board and each Director also have
separate and independent access to the senior management
whenever necessary. The Directors receive a regular supply
of information about the business activities, financial highlights
and operations review so that they are well informed prior to
participation in Board meetings.

The Financial Controller attended all regular Board meetings
and when necessary, other Board and committee meetings
to advise on business developments, financial and accounting
matters, statutory compliance, corporate governance and
other major aspects of the Company.

According to current Board practice, any transaction with a
material amount will be considered and dealt with by the Board
at a duly convened Board meeting. The Company’s Articles
of Association also contain provisions requiring Directors to
abstain from voting and not to be counted in the quorum at
meetings for approving transactions in which such Directors
or any of their associates have a material interest.

1.5 Model Code for Securities Transactions

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model Code”)
as set out in Appendix 10 to the Listing Rules as the guideline
for securities transactions by Directors and employees who
are likely to be in possession of unpublished price-sensitive
information of the Company.

Specific enquiry has been made of all the Directors and the
Directors have confirmed that they have complied with the
Model Code throughout the year ended 31 March 2006. No
incident of non-compliance of the Model Code by the
employees was noted by the Company.
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2. CHAIRMAN AND MANAGING DIRECTOR

The positions of the Chairman and Managing Director are
held by Mr. Cha Mou Sing, Payson and Mr. Wong Sue Toa,
Stewart respectively. Code Provision A.2.1 of the CG Code
stipulates that the division of responsibilities between the
Chairman and Managing Director should be set out in writing.
The list of responsibilities of the Chairman and Managing
Director is still under discussion and will be submitted to the
Board for approval at the coming Board meetings.

The Chairman provides leadership for the effective functioning
of the Board in the overall strategic planning and development
of the Group. With the support of the Managing Director and
senior management, the Chairman is also responsible for
ensuring that the Directors receive adequate, complete and
reliable information in a timely manner and appropriate briefing
on issues arising at Board meetings.

The Managing Director focuses on implementing objectives,
policies and strategies approved by the Board. He is in charge
of the Company’s day-to-day management and operations.
The Managing Director is also responsible for formulating the
organisational structure, control systems and internal
procedures and processes for the Board’s approval.

3. REMUNERATION COMMITTEE

The Company set up the Remuneration Committee in
December 2004 which replaced the Bonus Committee
established in December 2001. Membership of the
Remuneration Committee is as follows:—

Mr. Cha Mou Sing, Payson
(Remuneration Committee Chairman)

Mr. Wong Sue Toa, Stewart

Mr. Chan Pak Joe

Dr. Lau Tze Yiu, Peter

Dr. Sun Tai Lun
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The primary responsibilities of the Remuneration Committee
include formulating remuneration policy and practices and
determining the remuneration packages of the executive
Directors and the senior management and performance-based
remuneration. The Remuneration Committee is also
responsible for ensuring that no Director or any of his
associates will participate in deciding his own remuneration.
The committee shall consult the Chairman and the Managing
Director of the Company about its recommendations on
remuneration policy and remuneration packages.

In determining the remuneration, the Remuneration
Committee reviewed background information such as key
economic indicators, market/sector trend, headcount and staff
costs.

The Remuneration Committee met twice during the year
ended 31 March 2006 and performed the following works:—

. Reviewing and determining the specific percentage of
salary increment for the executive Directors and senior
management and the general percentage of salary
increment for other employees of the Group for the year
commencing 1 April 2006; and

. Approving the maximum bonus pool and the actual bonus
amount to be distributed to the executive Directors,
senior management and other employees of the Group
for the year ended 31 March 2005.

The attendance record of individual committee members is
set out on page 42 of this annual report.

4. AUDIT COMMITTEE

The Audit Committee of the Company has been established
since December 2001. Membership of the Audit Committee
is as follows:—

Mr. Chan Pak Joe
Dr. Lau Tze Yiu, Peter
Dr. Sun Tai Lun (Audit Committee Chairman)
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None of the members of the Audit Committee is a partner or
former partner of Deloitte Touche Tohmatsu, the Company’s
existing external auditors.

The main duties of the Audit Committee include the following:

= To review the financial statements and reports and
consider any significant or unusual items raised by the
qualified accountant or external auditors before
submission to the Board;

. To make recommendation to the Board on the
appointment, re-appointment and removal of external
auditors, to approve their remuneration and terms of
engagement and to review and monitor the external
auditors’ independence and objectivity;

. To review the adequacy and effectiveness of the Group’s
financial reporting system, internal control system and
risk management system and associated procedures;
and

. To review the Group’s operating, financial and accounting
policies and practices.

The Audit Committee held two meetings during the year and
the major works performed are as follows:—

= Reviewing and recommending for the Board’s approval
the financial results and reports for the year ended 31
March 2005 and for the six months ended 30 September
2005;

" Reviewing the revised 2005 accounting standards;
" Reviewing the continuing connected transactions of the
Company for the year ended 31 March 2005; and

" Recommending to the Board of the re-appointment of
external auditors for the year ended 31 March 2006.
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The attendance record of individual committee members is
set out on page 42 of this annual report.

The Company’s annual results for the year ended 31 March
2006 have been reviewed by the Audit Committee.

5. OTHER BOARD COMMITTEES

In addition to delegating specific responsibilities to the
Remuneration Committee and the Audit Committee, the Board
also established two board committees in April 2002 to handle
the Company’s general business and acquisition of property
within a designated threshold respectively. Currently, the two
committees comprise all the four executive Directors of the
Company. During the year ended 31 March 2006, the two
committees dealt with matters such as bonus issue of shares
and acquisition of properties by way of written resolutions.

Code Provisions D.2.1 and D.2.2 of the CG Code require (i)
the board committees to prescribe sufficiently clear terms of
reference; and (ii) the terms of reference of the board
committees to report back to the Board on their decisions or
recommendations. The Company is drawing up written terms
of reference for the aforementioned board committees for
approval at the coming Board meetings.

6. RESPONSIBILITIES IN RESPECT OF THE
FINANCIAL STATEMENTS AND AUDITORS’
REMUNERATION

The Board is responsible for the preparation of the financial
statements. In preparing the financial statements, generally
accepted accounting standards have been adopted,
appropriate accounting policies have been applied, and
reasonable and prudent judgments and estimates have been
made.

The reporting responsibilities of the external auditors on the
financial statements of the Company is set out in the “Report
of the Auditors” on pages 73 to 74 of this annual report.
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The remuneration paid and payable to the external auditors
of the Company in respect of audit services and non-audit
services for the year ended 31 March 2006 amounted to
HK$860,000 and HK$392,000 respectively. The significant

BE-ZEAEZA=1t—HLEFE K
AR REMRTIEZEEN 2 H D R
T RBRERIFLERE - 2ERB
#860,0007T & B #£392,0005T - MERE

non-audit service assignments include the following:— ENFZEBBIEOT ¢
Nature of service Fees paid
PR 75 By 1 & XHEA
(HK$)
(B#)
(1) Review of the statement of indebtedness PHBHAEER_ZZTREF
and cash flow forecast of the Group as at ‘I'—ﬁ =STENEXREHREZR
30 November 2005 and for the period —EEXF+ZA=+—8H
ending 31 December 2006 respectively HH F3$E EREREFER 160,000
(2) Review of the financial results EZHNEE_ZTTHF
and report for the six months ended hA=+AHL
30 September 2005 ~NEBWEERKE 180,000

7. INTERNAL CONTROLS

The Board is responsible for maintaining an adequate internal
control system to facilitate effective and efficient operations,
to safeguard assets, to prevent and detect fraud and error,
and to ensure the quality and timely preparation of internal
and external reporting and compliance with applicable laws
and regulations.

The Company has maintained a tailored governance structure
with clear lines of responsibility and appropriate delegation
of responsibility and authority to the senior management, who
are accountable for the conduct and performance of the
respective business divisions under their supervision.

The Chairman, Managing Director and General Manager
review monthly management reports on the financial results,
statistics and project progress of each business. Monthly
management meetings are held to review business
performance against budgets, forecasts and risk management
strategies. Any major variances are highlighted for
investigation and control purposes.

HK$ GB#) 340,0007T
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A centralized cash management system is maintained to
oversee the Group’s investment and borrowing activities.
There are established guidelines and procedures for the
approval and control of expenditures. The aim is to keep the
expenditure level in line with the annual budget and within
the cost budget of an approved project. Expenditures are
subject to overall budget control with approval levels set by
reference to the level of responsibility of each manager.
Depending on the nature and value, procurement of certain
goods and services are required to go through the tendering
process. No individual in the Group, irrespective of their rank
and position, are allowed to dominate the entire expenditure
process from commitment to payment.

During the year under review, the Board has through the Audit
Committee conducted a review of the effectiveness of certain
aspects of the Group’s internal control system. The result has
been reported to the Audit Committee. There were no
significant weaknesses and areas for improvement have been
identified and appropriate measures taken.

8. SHAREHOLDER RIGHTS AND INVESTOR
RELATIONS

The rights of shareholders and the procedures for demanding
a poll on resolutions at shareholders’ meetings are contained
in the Company’s Articles of Association. Details of such rights
to demand a poll and the poll procedures are included in all
circulars to shareholders which will call for a general meeting
and will be explained during the proceedings of meetings.

Poll results will be published in newspapers on the business
day following the shareholders’ meeting and posted on the
websites of the Company and of the Stock Exchange.

The general meetings of the Company provide a forum for
exchange of views between the shareholders and the Board.
The Chairman of the Board as well as chairmen of the
Remuneration Committee and Audit Committee, or in their
absence, other members of the respective committees, and
where applicable, the independent Board committee, are
available to answer questions at the shareholders’ meetings.
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Separate resolutions are proposed at shareholders’ meetings
on each substantial issue, including the election of individual
Directors.

The Company continues to enhance communications and
relationships with its investors. Enquiries from investors are
dealt with in an informative and timely manner.

To promote effective communication, the Company also
maintains a website at www.hanison.com, where extensive
information and updates on the Company’s business
developments and operations, financial information and other
information are posted.

RBRRAE  SHEESRSERIRHR
BERBEENESZEE-

ZIK AEAENREREENBEENRKE
VTEZERBRBEEREE 2EH -

B TREMEERE > AATIFRLT —ER
¥ www.hanison.com & 2t QT HYE
KERNEHEE BB REMENZF
AR E R o




