CORPORATE GOVERNANCE REPORT

The Group recognises the importance of transparency and accountability
to shareholders. The Board will continually review and enhance its
corporate governance practices to ensure that they meet shareholders’
expectation and comply with relevant standards.

The Company has complied with the Code on Corporate Governance
Practices (“CG Code”) as set out in the Appendix 14 of the Rules
Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited (the “Listing Rules”) for the financial year ended 31

December 2005.
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THE BOARD OF DIRECTORS EEg
The Board is responsible for determining the overall strategic direction, EXCAAETEEERBRBEYE M
the objectives of management and overseeing significant operational EREERREEEEZEALE LM
and financial matters of the Group. It monitors management’s BEE WEREBEABZRE - #®
performance and ensures that a framework of effective controls is in REBEMZERRE  ERAMRS U
place to enable risks to be assessed and managed. ERER -
The Board is comprised of four Executive Directors (“ED”), three Non- EECHANBNTES  —BFATE
executive Directors (“NED”) and three Independent Non-executive ER=ZEBUFNPTEREAN - EFE
Directors (“INED”). The directors are listed in the following table, along BERHES2E-@EZEg Y ;.il Eﬁﬁ/\—l—
with their participation in the three committees. The entries are in the R ONIZEZHREZ 2 RE /R
format “number of meetings the director attended/total number of 2005F N BT 2 & & 4 %(J 2 = 3
meetings held during 2005”, or “— “ where the director is not a R HAWMEFWLIEKE  BIAT—I 2
member. ARR °
Audit | Remuneration | Nomination
Directors Full Board Committee Committee | Committee
Ex Exg | ENZES FHWESS | REZE8
Executive Directors: HITEE !
Dr. CHOW Kwen Lim BEREL 4/4 — — —
Chairman Y
Mr. Vincent CHOW Wing Shing J& K B 5% A 4/4 — — —
Group General Manager EEpEE
Dr. Gerald CHOW King Sing JE A K B 4/4 — — N/A
T iE A
Mr. Winston CHOW Wun Sing & 7o P A 4/4 — — —
Group Deputy General Manager EER B
Non-executive Directors: FHITES
Mr. CHOW Kwen Ling BAE<RE 4/4 — - —
Honorary Chairman HEEFR
Mr. Stephen TING Leung Huel TRERE 4/4 212 11 —
Mr. CHUNG Pui Lam ENHEE 4/4 212 11 N/A
58 B
Independent Non-executive Directors: BY¥HTEZS
Mr. LEE Ka Lun* FRBLAE 4/4 212 17 N/A
i@
Dr. CHAN Bing Fun B B B & 4/4 2/2 1/1 N/A
58
Mr. LO King Man ERXELE 4/4 2/2 1/1 N/A
48 B
Average attendance rate FHMER 100% 100% 100% N/A
T8 B
Date of meetings eFEHY 25/01/2005 22/03/2005 19/08/2005 N/A
23/03/2005 29/08/2005 TER
28/06/2005
31/08/2005

* Mr. LEE Ka Lun is the chairman of the three Committees
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CORPORATE GOVERNANCE REPORT

THE BOARD OF DIRECTORS (continued)

Several directors have family relationships to each other, the details of
which can be found on pages 5 to 8 of this annual report, as are the
biographical sketches of all the directors. None of the directors has
other material financial, business or relevant relationships with each
other.

The Company has received from each INED an annual confirmation of
his independence pursuant to Rule 3.13 of the Listing Rules and still
considers them to be independent.

Roles of Chairman and Group General Manager

The Board is led by the Chairman who has executive responsibilities,
and the management by the Group General Manager. The roles of the
Chairman and the Group General Manager are separate and their
respective responsibilities are clearly set out in writing. The Chairman
ensures that the Board functions properly, with good corporate
governance practices and procedures, and the Group General Manager
is responsible for managing the Group’s business and monitoring the
day-to-day operations.

Nomination Committee

The Board has set up a Nomination Committee on 17 June 2005 in
accordance with the recommended best practices under the CG Code
of the Listing Rules. The Committee is chaired by an INED and its
majority members are INEDs.

The Committee’s responsibility is making periodic review of the
constituency of the Board, the procedures and criteria for the
appointment of directors, and to make recommendations to the Board
when necessary. When there is a nomination to directorship, the
Committee will evaluate the balance of skills, knowledge and experience
on the Board and, in the light of this identifies the role and capabilities
required for a particular appointment. No meeting was held in 2005.

Retirement by Rotation of Directors

Pursuant to the Company’s Bye-laws, any director appointed by the
Board as an additional director or to fill a casual vacancy shall hold
office only until the next annual general meeting (“AGM”), but is eligible
for re-appointment by the shareholders. In addition, all directors are
subject to re-election by shareholders at the AGM at least once every
three years on a rotation basis. All NEDs and INEDs are appointed for
specific terms of not more than three years.

Details of those directors who are retiring by rotation and seeking re-
election at the forthcoming AGM are set out in the shareholders’ circular
dated 20 April 2006.
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CORPORATE GOVERNANCE REPORT

THE BOARD OF DIRECTORS (continued)
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 of the Listing Rules as the Company’s code of conduct regarding
directors’ securities transactions. Upon specific enquiries, all directors
confirmed their compliance with the required standard as set out in
the Model Code. The directors’ interests in shares of the Company as
at 31 December 2005 are detailed on page 23 of this annual report.

Relevant employees who are likely to be in possession of unpublished
price-sensitive information of the Group are also subject to compliance
with written internal guidelines on no less exacting terms than the
Model Code.

Management Support

The Company has prepared and provided to each of the directors a
Directors’ Manual, with details of the statutory obligations, duties and
responsibilities for being a director and terms of reference of the various
board committees. The Directors’ Manual is updated from time to time
to reflect developments in those areas.

The directors are provided with comprehensive board papers and
materials within a reasonable period in advance for board meetings.
Reports on the Group’s business developments, financial highlights
and compliance matters are provided to the directors quarterly to keep
them well-informed. The directors have free access to management for
additional information, as and when required.

Directors’ liability insurance

The Company has arranged liability insurance to indemnify the directors
from their risk exposure arising from performing their duties in
connection with the businesses of the Group. The insurance coverage
is reviewed periodically.

REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT
Remuneration Committee

The Remuneration Committee was established on 25 January 2005 in
accordance with the code provisions under the CG Code of the Listing
Rules, with defined terms of reference. The Committee is chaired by
an INED and its majority members are INEDs.
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CORPORATE GOVERNANCE REPORT

REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT
(continued)

Remuneration Committee (continued)

The remuneration policies and packages for all directors, as well as
senior members of management, are under the purview of the Committee
and it makes recommendations to the Board for their final approval.
Directors do not determine their own individual remuneration.

The remuneration of directors currently consists of a basic annual fee
with additional payments for serving on committees. EDs receive in
addition executive pay by virtue of their positions in management.

Executive remuneration is performance and merit based. It is the Group’s
policy to recruit talents at competitive salary levels. The principal
elements of the staff pay package comprise salary, housing allowances,
discretionary bonus and MPF contribution as well as benefits such as
medical insurance and educational allowances. Executive and staff
remuneration is reviewed annually by the Group General Manager in
conjunction with other senior members of management, who then hands
the report to the Committee, along with the recommendation for bonus
awards, if any. Currently, there are no profit-sharing schemes or stock-
option plans in place.

Details of the directors’ remuneration are included in note 8 to the
financial statements as set out on pages 83 to 86 of this annual report.

ACCOUNTABILITY AND AUDIT
Directors’ Responsibility in Financial Reporting

The directors acknowledge their responsibility for preparing the financial
statements of the Group. In preparing the financial statements of the
Company and the Group, in order to give a true and fair view of the
status of the Group, the Board has adhered to generally accepted
accounting principles in Hong Kong, while applying consistently
appropriate accounting policies and making reasoned judgements and
estimates.

External Auditors

The Group’s principal independent external auditors are Ernst & Young.
The statement about their reporting responsibilities on the financial
statements of the Group is set out in the Report of the Auditors on
page 37 of this annual report.
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CORPORATE GOVERNANCE REPORT

ACCOUNTABILITY AND AUDIT (continued)
External Auditors (continued)

The Board is satisfied with Ernst & Young in respect of the audit fees
they charged, the process and its effectiveness of the audit and has
resolved to recommend their reappointment as the Company’s external
auditors at the forthcoming AGM.

During the financial year, the services provided by, and the associated
remuneration paid to, Ernst & Young were as follows:

Audit i
Taxation T 15
Others Hib

Audit Committee

Since 1999 the Board has had an Audit Committee in place, consisting
of a majority of INEDs with EDs in attendance. All of its existing
members possess appropriate professional qualifications, accounting
or management expertise as required under the Listing Rules.

The Committee’s role is to consider the appointment of external auditors
with the associated fees on audit and non-audit services, review the
financial reporting, internal controls, corporate governance issues and
the work done by internal auditors, and make appropriate
recommendations to the Board.

The Committee met two times during the year and has reviewed with
senior management and the external auditors the audit findings, and
discussed the statutory compliance, internal controls and financial
reporting matters, as well as the annual report 2004 and interim report
2005.

Internal Control

The Board, through the Audit Committee, is responsible for ensuring
that adequate internal controls are in place to safeguard the Company’s
assets and manage risks. The Board has delegated to executive
management the implementation of the internal control policies.
Management is responsible for identifying and evaluating the risks faced
by the Group and for designing, operating and monitoring an effective
internal control system which implements the policies adopted by the
Board.
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CORPORATE GOVERNANCE REPORT

ACCOUNTABILITY AND AUDIT (continued)
Internal Control (continued)

The Group’s internal control system is designed with aims of providing
reasonable, but not absolute, assurance against material misstatement
or loss and managing rather than eliminating risks of failure in
operational systems and achievement of the Group’s objectives. The
following are brief descriptions on the internal control system currently
in place within the Group:

e the jewellery business safeguards goods and inventories by an
established control policy which requires that all in- and out-
records are reconciled with accounting records, inventory records
and source documents, and cross-checked by regular and spot
physical stock-takes.

e to ensure true and accurate trading records, posting of entries is
automated from the points of sales with little or no manual
intervention. Preservation of original documents is regulated by
strict policy and checked by Internal Audit Department. The
automation of information channels in Hong Kong, Mainland
China and Taiwan are operating in full.

e the Group’s Stock and Commodities Brokerage has a rigorous
internal control system with regard to the integrity of trading
practices, safekeeping of customer assets, and credit control.

e the Group controls funding for all its operations through the
corporate treasury based in Hong Kong. The corporate treasury
also manages the Group’s gold and foreign exchange holdings,
thus affording a central view of liquidity and fund levels.

. information gathered and collated by the Group’s various
departments is presented at weekly and monthly management
meetings, at which variances, deficiencies and anomalies are
noted and corrected.

e to safeguard confidentiality, information access is managed on a
need-to-know basis. Use of computers, especially access to the
Internet and e-mail systems, is similarly regulated with a view
towards security.
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CORPORATE GOVERNANCE REPORT

ACCOUNTABILITY AND AUDIT (continued)
Internal Control (continued)

The Company has an Internal Audit Department which is responsible
for monitoring adherence to policies on the safekeeping of fixed assets
and inventory and operational procedures, among others. An annual
audit plan is prepared in determining the annual audit focus and the
audit frequencies. The Department reports to the Group General
Manager.

DELEGATION BY THE BOARD

Day-to-day operations are delegated to management led by the Group
General Manager and the Group Deputy General Manager who are
both EDs.

The Board reserves its own decision on corporate matters such as
determination of group strategy, approval of financial reports, disposal
and acquisition of assets other than goods in the course of ordinary
business.

CORPORATE COMMUNICATION
Investors communication

Extensive information on the Company’s corporate structure,
performance and activities are provided in the annual reports and
interim reports of the Group and at the Company’s website at
www.chowsangsang.com.

The terms of reference of the Audit Committee, the Remuneration
Committee and the Nomination Committee are available on the
Company’s website.

The Company has held press conferences where EDs were present to
answer questions. It has also participated in conferences with financial
analysts and fund managers, so as to enhance the Group’s relationship
with the investor community and facilitate their understanding of the
Group's strategies and operations.

All shareholders are encouraged to attend the AGM to discuss the
business progress of the Group. The directors are requested to attend
in order to have face-to-face communication with shareholders. The
forthcoming AGM will be held on 17 May 2006, details of which are
set out in the notice of AGM in the shareholders’ circular dated 20
April 2006.
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CORPORATE GOVERNANCE REPORT

CORPORATE COMMUNICATION (continued)
Internal communication

The Company’s staff members are interlinked electronically through an
Intranet for prompt sharing of information. Additionally, regular meetings
with the staff members from Hong Kong, Mainland China and Taiwan
offices are held to discuss issues on achieving the Group’s strategic
objectives, actual operational practices, local rules and regulations
and compliance practices. The meetings ensure that good and consistent
corporate governance and company practices are reinforced and
embedded in daily operations.

Written internal guidelines and presentations on the Listing Rules, in
areas to which the day-to-day operations of the Group may relate,
have been prepared and given. The internal guidelines enable the
operational staff to have a basic knowledge on compliance. Internal
guidelines prepared during the year included “Connected transactions”,
“Notifiable transactions”, “Price-sensitive information” and “Dealing
of the Company’s shares by relevant employees”.

Major Shareholders

The respective holdings by the top 10 shareholders that appeared on
the Register of Members of the Company as at 31 December 2005
were as follows:

Name of registered shareholders

TRRRHESR

1. HKSCC Nominees Limited

EREPRGEE(REA)BARRAA
2. Everwin Company Limited
3. Happy Inc.
4. Happy Family Limited
REXERR DA
5. Top Fit Investments Limited
6.  Kai Shing Nominees Limited
BEHREABRAA
7. Blossom Investments Limited
8.  Speed Star Holdings Limited
9.  Chow King Sing, Gerald
J& AR
10.  Golden Court Limited
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Number of Percentage
shares held holding
ERHE FEREDH
(%)

152,912,517 25.40
120,000,000 19.94
66,000,000 10.96
43,519,320 7.23
42,000,000 6.98
31,372,416 5.21
21,000,000 3.49
21,000,000 3.49
18,727,680 3.11
17,591,595 2.92
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