Corporate Governance Report

The Company is committed to principles of good corporate governance so as to

ensure better transparency and safeguard the interests of the shareholders.

The Company had applied the principles and complied with the requirements
of the Code on Corporate Governance Practices (the “Code”) as set out in
Appendix 14 of the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”) throughout the year ended
31st December, 2006. None of the Directors of the Company was aware of
any information that would reasonably indicate that the Company was not any
part of the accounting period covered by the 2006 annual report, in compliance
with Code except for certain deviations in respect of the followings:—

Under code provisions A.4.1 and A.4.2 in Appendix 14 of the Listing Rules, (a)
Non-executive Directors should be appointed for specific terms and subject to
re-election, and (b) every Director, including those appointed for a specific term,
should be subject to retirement by rotation at least once every three years. The
Independent Non-executive Directors of the Company were not appointed for
any specific terms, as they are subject to retirement by rotation at the Company's
annual general meeting in accordance with the Company's Bye-laws. Under the
Company's Bye-laws prior to 1st June, 2006, the Chairman or Managing Director
of the Company should not, whilst holding such office, be subject to retirement
by rotation. Under the Company's Bye-laws as amended at 1st June, 2006, at
each annual general meeting one-third of the directors of the Company for the
time being (or, if their number is not a multiple of three, the number nearest to
but not greater than one-third) shall retire from office by rotation provided that
every Director (including those appointed for a specific term) shall be subject
to retirement by rotation at least once every three years. Any Director appointed
by the Board either to fill a causal vacancy or as an addition to the existing
board shall not be taken into account in determining which particular Directors

or the number of Directors who are to retire by rotation.

The Company has adopted Model Code as set out in Appendix 10 of the Listing
Rules as the code of conduct regarding securities transactions. The Company
had made specific enquiries of all Directors whether the Directors had complied
with the required standard as set out in their Model Code during the year ended
31st December, 2006 and all Directors confirmed that they had complied with
the Model Code throughout the year.
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The Board comprises Mr. Lau, Ming-wai, Mr. Kong, Chi-ming and Mr. Leung,
Wing-pong, as Executive Directors and Mr. Leung, Yun-fai, Mr. Lam, Yat-fai and

Dr. David Chain, Chi-woo as Independent Non-executive Directors.
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Executive Directors HITES
Ms. Halina Hung, Shi-wei (Chairman) RREELLT (ER) 1/2 50%
(appointed on 11th August, 2006) (RZZERENA+—BEEE)
Mr. Leung, Wing-pong (Chief Executive Officer) REH A ITHAREL) 6/7 86%
Mr. Kong, Chi-ming (Deputy Chairman) AR EAE (BIER) 7/7 100%
Mr. Aaron Tam, Chong-cheong (Chairman) BMEA A (EFF) 4/4 100%
(resigned on 11th August, 2006) (RZZZXREFENA+T—HEHD)
Independent Non-executive Directors BYFHTES
Mr. Leung, Yun-fai R E 5/7 71%
Mr. Lam, Yat-fai MEBILA 7/7 100%
Dr. David Chain, Chi-woo BHRE 7/7 100%
Average Attendance Rate ST fE 2 90.2%

The Boards formulates overall strategy of the Group, monitors its financial
performance and maintains effective oversight over the management. The Board
meets regularly to conduct and approves transactions which are extraordinary
and significant to the Group as a whole. The Board has delegated daily operations
and administration to the management in order to smooth the operation of the
Group. Transactions which are in significant amounts or need the instructions of

the Board would be referred back to the Board to consider.

During the year, 7 board meetings had been held. The Company Secretary had
duly sent to the Directors notice of meeting at least 14 days before the meetings
so that they could include matters for discussion in the agenda if needed. The
agenda and the Board papers were sent to all Directors at least 3 days before
the date of board meeting. Draft and final versions of minutes of the board
meeting were circulated to all Directors for their comments and records

respectively.
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In order to reinforce independence, accountability and responsibility, the role of
the Chairman has separated from that of the Chief Executive Officer. The
responsibilities are clearly established and set out in writing. During the year,
the Chairman, Mr. Aaron Tam, Chong-cheong, resigned on 11th August, 2006,
and Ms. Halina Hung, Shi-wei, appointed on 11th August, 2006, were responsible
for ensuring that the Board was functioning properly, whilst the Chief Executive
Officer, Mr. Leung, Wing-pong, was responsible for the managing the Group's
business. There were no financial, business, family or other material/relevant
relationships among members of the Board and between the chairman and the

chief executive officer.

The Independent Non-executive Directors who possess appropriate professional
qualifications serve the important function of advising the management on
strategy development and ensuring that the Board maintains high standards of
financial and other mandatory reporting as well as providing adequate checks
and balances for safeguarding the interests of shareholders and the Company

as a whole.

The Board had received from the Independent Non-executive Directors a written
annual confirmation of their independence and satisfied their independence in
accordance with the Listing Rules. The Independent Non-executive Directors
were not appointed for any specific term as they would be subject to retirement

by rotation in accordance with clause 87(1) of the Company’s Bye-laws.

Members RE

Mr. Leung, Yun-fai (Chairman) 2B LA (£FE)
Mr. Lam, Yat-fai WEBLEE

Dr. David Chain, Chi-woo EHRE

Average Attendance Rate 9 g 2

The Remuneration Committee whose members, composes all Independent
Non-executive Directors, is appointed by the Board to review and endorse
remuneration policies of the Directors and the Senior Management in the light
of current trends and business requirements, and to make recommendations
to the Board as deemed necessary or to take approved action if within delegated

authority.
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At the meeting the recent pay trend in Hong Kong was reviewed and noted as
a reference for the recommendation on the remuneration policies of the Directors
and the staff of the Group. Annual remuneration of HK$10,000 and HK$60,000
for each Executive Director and each Independent Non-executive Director
respectively were recommended to the Board for approval in the annual general

meeting.

The Company had adopted share option scheme on 15th February, 2002, which
serves as an incentive to attract, retain and motivate talented eligible staff,
including Directors. Details of the share option scheme are set out on note 26

to the financial statements.

The Directors are responsible for the preparation of accounts which give a true
and fair view of the state of affairs of the Group and of the profit and cash flow
on a going concern basis. In preparing the accounts for the year ended 3 1st
December, 2006, the Directors had selected suitable accounting policies and
had applied them consistently, adopted appropriate Hong Kong Financial
Reporting Standards and Hong Kong Accounting Standards, made judgments
and estimates that are prudent and reasonable. Please refer to the Auditors’

Report for the responsibilities of the auditors.

The Directors are responsible for the maintaining an adequate system of internal
control and have to review its effectiveness regularly. The internal control system
includes a well-established organizational structure with clearly defined lines of
responsibility and authority, which is designed to safeguard assets from
misappropriation, maintain proper accounts and ensure compliance with
regulations. During the year, the Directors had conducted a preliminary review
on the existing internal control system of the Company and considered that the
system had effectively safeguard the assets of the Group. The Directors will
continue to enhance the system to cope with the changes in business

environment with reference to the recommendations of the Audit Committee.
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Members KB

Mr. Lam, Yat-fai (Chairman) MREBIAE (EFE)
Mr. Leung, Yun-fai R LE

Dr. David Chain, Chi-woo EHRE

Average Attendance Rate 9 g 2

The Audit Committee whose members have been composed by all Independent
Non-executive Directors since May 2005. The roles of the Audit Committee are
mainly: (i) to review financial statements of the Group; (ii) to oversee the internal
control system; (iii) to review the Company’s compliance with statutory, regulatory
or legal requirement and the Listing Rules; and (iv) to monitor the works of the
external auditors.

The Audit Committee met three in 2006 to review or discuss with the Senior
Management: (i) the financial statements of the Group for the year ended 31st
December, 2005 and for the six months ended 30th June, 2006 before
submitting to the Board for approval; (ii) the Listing Rules and statutory
compliance; (iii) the effectiveness of internal control system; (iv) the Company's
external auditors on scope of audit and audit findings during the year end audit;
and (v) to the term of new external auditor.

In order to enhance the independent reporting by the external auditors, part of
the meeting held on 8th March, 2006 was attended only by the Audit
Committee’s members and the external auditors without senior management
present. No irregularities on the financial statements have been noted from the
external auditors and also no management letter has been issued to the Board.

During the year of 2006, the Audit Committee has performed the following
works:

(i)  reviewed the financial statements for the year ended 31st December,
2005 and for the six months ended 30th June, 2006;
(i)  reviewed the effectiveness of the internal control system;

(i) reviewed the Company's compliance with the statutory, regulatory or legal
requirements and the Listing Rules;

(iv) discussed with the external auditors on scope of audit and audit findings;
and

(v)  reviewed and approved the term of new external auditor.

No of
Meetings Held
during the year Attendance Rate

FEEFRETRE HE =R
100%
100%
3 100%
100%
BT RAFAAR EREBEZREMA
BBMIFHTESFMAK -FERZEGZRAET

%E‘(i)%ﬁazﬁ’%lzﬁﬁ?‘iﬁzﬁ (i EE R R
EERG (VRN ARABEETET RE
g &é%ﬁm&tmiﬁﬂ‘ PAERZIN L3 - il
Z I

BRZEER _TERFE-RESRERE
ﬁiﬂamﬁkﬁﬁaiﬁl’ (I)E}EX§$EH:t/E

AMAEEREE-_ZSTRF+_A=T—H1t
FERBE_ZEENFAA=ZFTHILEANEAZ
BBHER (NVEGEST EWRAREERT
(i) P B0 BE 122 R A8 2 AR (iv) AR A Rl 2 ANEE A%
HMAFEREZ I ZHEBERMSER KWV)
ETONIE R LR 2 FF AR e

RIERINBRBMRE 2BLE —FTR
ZANBRTZERFNKHESEREZER
BB RSMNEZEEHE YESREREEEE-
SMNERZBE Y BERVBERREEMNITELZ
Wh BT ERNEEERHENEEERS -

=
=

R-ZZERNFE BERZEECE

BTN IT1E:

() BHRE-_TTAF+-A=+—A8I
FENMNBEE -_ZEZENENA=THIEN
18Rz Bt i sk

(i) RAARMEZERSZ K

(i) BMAEXRBEEETEE
E N BT AR

RESRER

(iv) BEIMNEZEE N wmEBREE LGS
K

(v) HBRHLEFINE LB 2 F e




Corporate Governance Report

The Audit Committee is satisfied with the integrity of the financial statements of
the Group and considers the existing internal control systems works effectively
to safeguard the assets of the Group and will review regularly with the Board to

enhance the system.

The Board has formulated schedule of matters delegated to the management
for routine executive of business transactions. The authority limit is clearly
documented and will reserve to the Board for decision when exceeded. Clear
directions have been given to management where management should report
back and obtain prior approval from the Board before making decisions or
entering into any commitments on behalf of the Group. The Board has particularly
reserved for its decision matters covering major acquisitions and disposals,
approval of major capital transactions and other significant operational and
financial matters. These arrangements will be reviewed on a periodic basis or

revised and updated when there is change of management.

Shareholders’ Right

According to the clause 58 of the Company’s Bye-laws, members holding at the
date of deposit of the requisition not less than one-tenth of the paid up capital
of the Company carrying the right of voting at general meeting of the Company
shall at all imes have the right, by written requisition to the Board or the Secretary
of the Company, to require a special general meeting to be called by the Board
for the transaction of any business specified in such requisition; and such meeting
shall be held within two months after the deposits of such requisition. If within
21 days of such deposit the Board fails to proceed to convene such meeting
the requisitionists themselves may do so in accordance with provision of Section
75(3) of the Companies Act 1981 of Bermuda.

Specific enquiries by the shareholders requiring the Board's attention can be in
writing to the Company Secretary at the Company's business address in Hong
Kong. Other general enquires can be directed to the Company through the
Group's Investor Relations Manager. Please refer to the Company’s website for

details of contact.
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Communications with Shareholders and Investors

The board recognises the importance of good communications with all
shareholders. The Company’s annual general meeting is a valuable forum for
the Board to communicate directly with the shareholders. The Chairman of the
Board as well as Chairman of the Audit and Remuneration Committee together
with the external auditors is present to answer the shareholders’ questions. An
annual general meeting circular is distributed to all shareholders at least 21
days before the annual general meeting. It sets out the procedures for demanding
and conducting a poll and other relevant information of the proposed resolutions.
The Chairman explains the procedures for demanding and conducting a poll
again at the beginning of the annual general meeting and (except where a poll
is demanded) reveals how many proxies for and against have been filed in
respect of each resolution. The results of the poll, if any, will be published in the

newspapers and on the Company's website.

The corporate website as another channel to further promote effective
communication is maintained to disseminate shareholder information and other

relevant financial and non-financial information electronically on a timely basis.

The company believes enhancing corporate governance is essential to promote
and develop an ethical and healthy corporate culture. The Company is
continuously trying its best to maintain, strengthen and improve the current

practices on the basis of our experience, regulatory changes and developments.
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