CORPORATE GOVERNANCE

CODE ON CORPORATE
GOVERNANCE PRACTICES

The Company is committed to ensuring high standards of
corporate governance in the interests of shareholders and
devotes considerable efforts to formalizing and putting best
practices in place.

THE BOARD OF DIRECTORS

The Company’s overall management is vested in its board of
directors (the “Board”), which now comprises seven
members, coming from diverse businesses and professional
backgrounds as shown in biographical details set out on
pages 20 to 23 in this annual report. The Board comprises
non-executive director Mr. Yang Ho Sung (Chairman),
executive directors Mr. Yang Jai Sung, Mr. Kim Sun Cheol
and Mr. Woo Nam Jin, and independent non-executive
directors Dr. Kim Chung Kweon, Dr. Han Byung Joon and Mr.
Kim Chan Su.

The Board meets in person at least four times annually to
review business development and overall strategic policies.
The attendance record of individual board members during
the year is set out in the table on page 18 of this report.

To facilitate the operation of the Board, the Board has a
schedule of matters reserved for its approval. The specific
responsibilities reserved for the Board include: setting
Group'’s strategy and dividend policy, approving budgets,
reviewing operational and financial performance, approving
major investments and divestments, reviewing the Group’s
systems of internal controls, ensuring appropriate
management development and succession plans in place,
approving appointments of and remuneration policy for
directors and other senior executives, approving corporate
social responsibility policies and ensuring effective
communication with shareholders.

For the financial reporting accountability, the Board has an
ultimate responsibility for preparing the financial statements.
In preparing the financial statements, the generally accepted
accounting standards in Hong Kong have been adopted,
appropriate accounting policies have been used and applied
consistently, and reasonable and prudent judgments and
estimates have been made. Moreover, the Board is not aware
of any material uncertainties relating to events or conditions
which may cast significant doubt over the Group’s ability to
continue as a going concern. Accordingly, the Board has
continued to adopt the going concern basis in preparing the
financial statements.

As part of good corporate governance practice, a number of
board committees have been established. These committees
include three corporate governance related committees
namely Executive Committee, Remuneration Committee and
Audit Committee as well as an ad hoc Independent Board
Committee for advising on matters in relation to the
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continuing connected transactions. Each committee operates
within defined terms of reference; these terms of reference
are posted on the Company’s website at www.kse.com.hk.
Board committees report regularly to the Board on their work
and findings.

EXECUTIVE COMMITTEE

The Board has delegated certain authorities and
responsibilities to the executive directors, the development
of strategic plans for consideration by the Board,
implementation of the strategies and policies of the Group as
determined by the Board, monitoring of the operating and
financial results against plans and budgets, guiding the
Company in various corporate affairs. The Executive
Committee, formed by all the executive directors and chaired
by the Chief Executive Officer, came to effect by the end of
the review period, and it will meet from time to time when
committee chairman requires.

REMUNERATION OF DIRECTORS

The Remuneration Committee of the Company comprises
three independent non-executive directors namely Dr. Han
Byung Joon (Chairman), Dr. Kim Chung Kweon and Mr. Kim
Chan Su, and one executive director namely Mr. Yang Jai
Sung.

During the review period, the Remuneration Committee met
four times with the attendance record of individual
committee members is set out in the table on page 18 of this
report.

The committee’s principal responsibilities are reviewing
remuneration packages of directors and senior management
and making recommendations to the Board on the
remuneration structure. It also regularly reviews and guides
the formulation of the Group’s remuneration policy for
directors and senior management attributable to
performance-driven compensation commitment as well as
market trend and industry norms.

No director takes part in any discussion about his or her own
remuneration.

During the review period, Remuneration Committee
formulated the Group’s philosophy and developed the
Group’s employment policy, nomination policy,
remuneration policy, training and development policy and
communication policy; and all have been formally approved
by the Board as of the Latest Practicable Date.

NOMINATION OF DIRECTORS

The Company does not have a separate nomination
committee. The nomination and appointment of new
directors is administered by the Remuneration Committee
under the Company’s director nomination policy regarding
the selection criteria and evaluation processes, as developed
during the review period and formally approved by the Board
as of the Latest Practicable Date.
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CORPORATE GOVERNANCE

The policy’s objective is to ensure that the Board is properly
constituted with a balanced mix of skills, qualifications and
experiences to meet its fiduciary obligations to the Company
and its shareholders as well as to face the Company’s current
and emerging operating and strategic challenges and
opportunities.

AUDIT COMMITTEE

The Audit Committee of the Company comprises three
independent non-executive directors namely Mr. Kim Chan
Su (Chairman), Dr. Kim Chung Kweon and Dr. Han Byung
Joon, and one non-executive director namely Mr. Yang Ho
Sung.

During the review period, the Audit Committee met twice
with the external auditors with no executive directors
present. The complete attendance record of individual
committee members is set out in the table on page 18 of this
report.

The Committee’s principal responsibilities are monitoring the
integrity of financial reporting, reviewing the internal control
and risk management systems, and reviewing the corporate
governance of the Company.

During the review period, the Audit Committee reviewed the
2004 annual report and accounts and the 2005 interim report
and accounts, had oversight of the financial reporting and
audit processes, reviewed the Group’s financial controls,
internal control and risk management systems and agreed the
scope of internal control review for 2005, discussed internal
audit reports, conducted discussions with the external
auditors on financial reporting, compliance, and reported all
relevant matters to the Board.

AUDITORS

The financial reporting responsibilities of the auditors are set
out on page 42 of this annual report.

During the year ended 31 December 2005, the fees paid/
payable to the auditors in respect of audit and non-audit
services provided by the auditors to the Group were as

follows:-
Nature of services HK$000
Audit services 483
Non-audit services
Interim review 147
Taxation services 41

INDEPENDENT BOARD COMMITTEE

The Board is committed to looking after the interests of
shareholders of the Company. For this purpose, an ad hoc
independent committee of the Board (the “Independent
Committee”), chaired by Mr. Kim Chan Su, together with Dr.
Han Byung Joon and Dr. Kim Chung Kweon, has been
established to consider and review matters relating to the
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continuing connected transactions of the Group and to advise
independent shareholders whether the transactions are fair
and reasonable. All members of the Independent Committee
are independent non-executive directors of the Company.

THE SEPARATE ROLES OF THE
CHAIRMAN AND CHIEF EXECUTIVE
OFFICER

The division of responsibilities between the Chairman of the
Board, Mr. Yang Ho Sung and the Chief Executive Officer,
Mr. Yang Jai Sung is clearly defined and has been approved
by the Board. The Chairman provides leadership for the
Board and ensures the effective operation of the Board; while
the Chief Executive Officer, as head of the executive
directorate, is responsible for managing the business of the
Company.

DIRECTORS AND DIRECTORS’
INDEPENDENCE

There are no financial, business, family or other material/
relevant relationship(s) among members of the Board except
that Mr. Yang Jai Sung is the younger brother of Mr. Yang Ho
Sung, while Mr. Kim Sun Cheol is the younger brother of Mr.
Yang Ho Sung’s wife.

The directors are given access to independent professional
advice at the Group’s expense, when the Directors deem it is
necessary in order for them to carry out their responsibilities.

The Board also ensures the participation of non-executive
director and independent non-executive directors in board
committees to safeguard objectivity and independence.

Non-executive directors are appointed for specific terms. Mr.
Yang Ho Sung has his appointment with the Company as
non-executive director renewed effective 1 March 2005 for
another two years, and Dr. Kim Chung Kweon, Dr. Han
Byung Joon and Mr. Kim Chan Su, have their appointments
with the Company as independent non-executive directors
renewed effective 11 October 2004 for another two years, all
subject to the retirement and the re-election of their
directorship in the Company as set in the Company’s Articles
of Association.

The Company has received, from each of the independent
non-executive directors, a confirmation of his independence
pursuant to Rule 3.13 of the Listing Rules. The Company
considers that all the independent non-executive directors
are independent.

INTERNAL CONTROLS

The Board is responsible for the internal control system of
the Group and for reviewing its effectiveness through a
program of internal control and risk management. The scope
and the program of the review are determined and
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CORPORATE GOVERNANCE

recommended by the Audit Committee and approved by the
Board annually. The review covers all material controls,
including financial, operational and compliance controls and
risks management functions. The internal audit function
reports directly to the Chairman of the Audit Committee.
Regular internal control review reports are circulated to the
Audit Committee members and the Board in accordance with
the approved program.

For the review period, the Audit Committee is satisfied that
the internal control system maintained by the Group is
sufficient to provide reasonable, but not absolute, assurance
that the Group’s assets are safeguarded against loss from
unauthorized use or disposition, transactions are properly
authorized and proper accounting records are maintained.

Based on the assessment made by Audit Committee and the
external auditors in the year of 2005, the Board confirms that
the provision C.2.1 of Code on Corporate Practices has been
complied with and no finding of a material nature requires
the attention of shareholders.

COMPLIANCE OF CORPORATE
GOVERNANCE CODE

Throughout the review period, the Company has adopted and
complied with all provisions as set out in the Code on
Corporate Governance Practices in Appendix 14 to the Rules
Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited (the “Listing Rules”).

SR

MODEL CODE FOR SECURITIES
TRANSACTIONS BY DIRECTORS

The Company, having made specific enquiry, confirms that
all directors complied throughout the year with the Model
Code for Securities Transactions by Directors of Listed Issuers
(the “Model Code”) set out in Appendix 10 to the Listing
Rules. The relevant employees who, because of their office in
the Company, are likely to be in possession of unpublished
price sensitive information, have been requested to comply
with the provisions of the Model Code.

INVESTOR RELATIONS

The Board recognizes the importance of maintaining effective
communications with shareholders. Annual reports and
interim reports provide shareholders with comprehensive
information of the Group’s operational and financial
performances while general meetings offer a platform for
shareholders to state and exchange views with the Board
directly.

The management communicates continually with analysts
and institutional investors and provides them with up-to-
date and comprehensive information regarding the
Company’s development. The Company practices timely
dissemination of information and makes sure its website
www.kse.com.hk contains the most current information,
including annual reports, interim reports, announcements
and press releases, and is updated in a timely manner to
ensure transparency.

ATTENDANCE RECORD FOR THE BOARD AND BOARD COMMITTEE MEETINGS IN

2005

The number of Board and board committee meetings attended by each director for the year ended 31 December 2005

Number of meetings in 2005

Non-executive director
Mr. Yang Ho Sung

Executive directors
Mr. Yang Jai Sung
Mr. Kim Sun Cheol
Mr. Woo Nam Jin

Independent non-executive directors
Dr. Kim Chung Kweon
Dr. Han Byung Joon
Mr. Kim Chan Su

meetings

Board Remuneration Audit

Committee meetings Committee meetings

4 4 3
4 n/a 3
4 4 n/a
4 n/a n/a
4 n/a n/a
4 4
4 4
4 4
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