Corporate Governance Report
TEERBRE

The Board of Directors of the Company believes that corporate
governance is essential to the success of the Company and the Company
is committed to maintain good corporate governance standard and
procedures to ensure the integrity, transparency and accountability to
shareholders. With effect from 1 January 2005, the Company has applied
the principles and complied with the requirements of the Code on
Corporate Governance Practices (the “Code on CGP”) of the Listing
Rules, except for certain deviations in respect of the rotation of Directors.
The current practices will be reviewed and updated regularly to follow
the latest practices in corporate governance.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code as its code of conduct
regarding Directors’ securities transaction. All Directors of the Company
have confirmed, following specific enquiry by the Company that they
have complied with the required standard set out in the Model Code and
the Code on CGP during the year.

BOARD OF DIRECTORS

The Company is headed by an effective board which assume
responsibility for leadership and control of the Company and collectively
responsible for promoting the success of the Company by directing and
supervising the Company’s affairs. Directors take decisions objectively
in the interests of the Company.

The Board is responsible for formulating the strategic business
development, reviewing and monitoring the business performance of the
Group, as well as preparing and approving financial statements. The
Directors, collectively and individually, are aware of their responsibilities
to shareholders, for the manner in which the affairs of the Company are
managed and operated. In the appropriate circumstances and as and
when necessary, Directors will consent to the seeking of independent
professional advice at the Group’s expense, ensuring that board
procedures, and all applicable rules and regulations, are followed.

The Board gives clear directions as to the powers delegated to the
management for the management and administration functions of the
Group, in particular, with respect to the circumstances 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 will review those arrangements on a periodic basis
to ensure that they remain appropriate to the needs of the Group.
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The Board of Directors of the Company comprises:

Executive Directors:
LAM Kwok Hing (Chairman)
NAM Kwok Lun (Deputy Chairman and Managing Director)

Independent Non-Executive Directors:
CHEN Wei-Ming Eric
KWAN Wang Wai Alan
NG Chi Kin David

The three Independent Non-Executive Directors are persons of high
calibre, with academic and professional qualifications in the fields of
accounting and business management. With their experience gained
from senior positions held in other companies, they provide strong support
towards the effective discharge of the duties and responsibilities of the
board. Each Independent Non-Executive Director gives an annual
confirmation of his independence to the Company, and the Company
considers these Directors to be independent under Rule 3.13 of the Listing
Rules. To the best knowledge of the Company, there is no financial,
business and family relationship among the three Independent Non-
Executive Directors and between the Chairman and the Deputy Chairman.
All of them are free to exercise their independent judgement.

Board meetings are held at least 4 times a year at approximately quarterly
intervals. In addition, special Board meetings will be held when necessary.
Such Board meetings involve the active participation, either in person or
through other electronic means of communication, of a majority of
Directors.

Attendance of individual Directors at Board meetings in 2005:
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Number of meetings EEN 4
Executive Directors: WITEE:

LAM Kwok Hing (Chairman) ERELE (£E) 4/4 100%

NAM Kwok Lun EFfmiTE

(Deputy Chairman and Managing Director) (BIF /= FE FLELIE) 4/4 100%

Independent Non-Executive Directors: B IEHITES -

CHEN Wei-Ming Eric BRIZRASCAE 2/4 50%

KWAN Wang Wai Alan Nt 2/4 50%

NG Chi Kin David AEREE 4/4 100%
Average attendance rate Y R 80%
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At least 14 days notice of all Board meetings is given to all Directors and
they can include matters for discussion in the agenda if the need arises.
Directors have access to the advice and services of the Company
Secretary to ensure that Board procedures, and all applicable rules and
regulations, are followed.

Minutes of the Board, the Audit Committee and the Remuneration
Committee are kept by the Company Secretary. Minutes are open for
inspection at any reasonable time on reasonable notice by any Director.

Minutes of the Board and Board Committees have recorded in sufficient
detail the matters considered by the Board and the Committees, decisions
reached, including any concerns raised by Directors or dissenting views
expressed. Draft and final versions of minutes of the Board are sent to
all Directors for their comments and records respectively, in the case of
the Board meetings, the Audit Committee meetings and the Remuneration
Committee meetings, normally within one week, after the meetings are
held.

If a substantial shareholder or a Director has a conflict of interest in a
matter to be considered by the Board which the Board has determined
to be material, the matter shall not be dealt with by way of circulation or
by a Committee (except an appropriate Board Committee set up for that
purpose pursuant to a resolution passed in a Board meeting) but a Board
meeting shall be held. Independent Non-Executive Directors who, and
whose associates, have no material interest in the transaction shall be
present at such Board meeting.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The positions of the Chairman of the Board and the Chief Executive
Officer (i.e. Deputy Chairman and Managing Director) are held separately
by two individuals to ensure their respective independence, accountability
and responsibility. The Chairman is responsible for overseeing the
function of the Board and formulating overall strategies and policies of
the Company. The Deputy Chairman and Managing Director is
responsible for managing the Group’s business and overall operations.
The day-to-day running of the Company is delegated to the management
with divisional heads responsible for different aspects of the business.

MEEFEERNATHERNERBTRITEX
MBELTERES MEFR BEFAERETM
WmREIWEOEIE - TAERHAESRRMEN
BREMRE  BREFSREFRMAEERRIR
MO EST

E5g ERZBERFHREENERLHEA
REAMERT HEFHHEAEBEN  8RMRE
ARt EEENaBRRERN -

EEghHEBTZEENEALE  EYEEL
BEEEMERERNMESRREFERHFANC
% HPBREFRONEARERTENRY
BER - @RLBNIRERRERSE XD

= REESERERR  RRERAFEELE
ZRM-BEFEEER ERZBECCRNRFMEZE
EERNLCEATESHRRN —2HAEL -

AEABRRSEFEEFTERTERNERTF
EEZERR/EBEANNEER BAFHETEMN
BHXHAAREXRBE TZESRE (RE
EEged DRBMARZME R FBEMKILA
ZBEKRI)  MEFESHRZFHEBTES
€ EXHTAGREBEARAEANEH
BUFPTEFTEHRBRENEFTSEH

ERERITHASR

ExRIFERTHAEH B XFERESHLE)
AL R A T HEE - RERIESEBRLSE
2B PEUREEAEL TFEEEEE
EREENRBIFT AR R BRI REE - 81
FREFELEEAEEASE I EBRERE
B ARAZAREESEHERXBEEEARR
B UHAEMATEAEEBSE T m o EE -

2005 F#§

BEEEZRARAT

29



Corporate Governance Report

TRERWME

The Chairman shall ensure that all Directors are properly briefed on issues
arising at Board meetings.

The Chairman is responsible for ensuring that Directors receive adequate
information, which must be complete and reliable, in a timely manner.

APPOINTMENTS, RE-ELECTION AND REMOVAL

The Company does not have a Nomination Committee. The Board as a
whole is responsible for the procedure of agreeing to the appointment of
its members and for nominating appropriate person for election by
shareholders at the annual general meeting, either to fill a casual vacancy
or as an addition to the existing Directors.

The annual general meeting circular contains detailed information on
election of Directors including detailed biography of all Directors standing
for election or re-election to ensure shareholders to make an informed
decision on their election.

Under the code provisions A.4.2. of the Code of CPG, every Director,
including those appointed for a specific term, should be subject to
retirement by rotation at least once every three years. However, according
to Bye-Laws of the Company, the Chairman or Managing Director are
not subject to retirement by rotation or taken into account on determining
the number of Directors to retire. This constitutes a deviation from code
provision A.4.2. of the Code. As continuation is a key factor to the
successful implementation of any long-term business plans, the Board
believes that the roles of Chairman and Managing Director provide the
Group with strong and consistent leadership and allow more effective
planning and execution of long-term business strategies, that the present
arrangement is most beneficial to the Company and the shareholders as
a whole.

Mr. Ng Chi Kin David has been serving the Board for more than 5 years.
Mr. Ng is a man of integrity and a certified public accountant by profession.
The Board appreciates his valuable advice given and contribution made
in the past years and believes that he continues to be independent in
character and judgement. Mr. Ng will be proposed for re-election at the
forthcoming annual general meeting.
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BOARD COMMITTEES

The Board has also established the following committees with defined
terms of reference:—

. Audit Committee

. Remuneration Committee

Each Board Committee makes decisions on matters within its term of
reference and applicable limits of authority. The terms of reference as
well as the structure and membership of each committee will be reviewed
from time to time.

a) Audit Committee

On 16 August 2000, the Audit Committee had been established. It
currently consists of three Independent Non-Executive Directors.
The Chairman of the Audit Committee will be subject to rotate for
every 2 years.

Composition of Audit Committee members
KWAN Wang Wai Alan (Chairman of the Audit Committee)
CHEN Wei-Ming Eric
NG Chi Kin David

Role and function

The Audit Committee is mainly responsible for:

1. considering the appointment of external auditors, their audit fees
and questions of resignation or dismissal;

2. reviewing the draft Company’s annual report and accounts and
half yearly before submission to, and providing advice and
comments thereon to the Board of Directors;

3.  reviewing external auditors’ management letter and management’s
response;

4. reviewing the internal audit programme, ensuring co-ordination
between the internal and external auditors, and ensuring that the
internal audit function is adequately managed and has appropriate
standing within the Company;
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5. considering the major findings of internal investigations and 5.

management’s response;

6.  reviewing compliance with regulatory and legal requirements by 6.

the Company; and

7.  discussing problems and reservations arising from the interim and 7.
annual audits and matters that the external auditors may wish to
discuss (in the absence of the management, where necessary).

Meeting Record

The Audit Committee met twice during the year, particular in reviewing BZEE
REE

the interim and annual results of the Group.

The following was the attendance record of the Audit Committee meetings

for the year ended 31 December 2005:

Attendance of individual Directors at Audit Committee meetings in 2005:
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Number of meetings N 2
Audit Committee members: BZELEEENE
KWAN Wang Wai Alan BRESRE
(Chairman of Audit Committee) (BEZEEFE) 2/2 100%
CHEN Wei-Ming Eric BRIZRASCAE 1/2 50%
NG Chi Kin David AEEREE 2/2 100%
Average attendance rate FHEREE 83%

During the meetings, the Audit Committee would discuss the following

matters:—

1)  Financial Reporting

The Audit Committee met with the external auditors to discuss the
interim and annual financial statements and system of control of
the Group. The auditors, the company secretary and the financial
controller of the Company were also in attendance to answer

questions on the financial results.

Where there were questions on the financial statements and system
of control of the Group reviewed by the Audit Committee, the
management of the Company would provide breakdown, analysis
and supporting documents to the Audit Committee members in order E
to ensure that the Audit Committee members were fully satisfied
and make proper recommendation to the Board.
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External Auditors

The appointment of the external auditors and the audit fee were
considered by the Audit Committee and recommendations were
made to the Board on the selection of external auditors of the
Company.

Remuneration Committee

The Remuneration Committee was established on 28 July 2005. It
currently consists of two Executive Directors and three Independent
Non-Executive Directors. The Chairman of the Remuneration
Committee will be subject to rotate for every 2 years.

Composition of Remuneration Committee members
LAM Kwok Hing (Chairman of the Remuneration Committee)
NAM Kwok Lun
CHEN Wei-Ming Eric
KWAN Wang Wai Alan
NG Chi Kin David

Role and function

The Remuneration Committee is mainly responsible for:

making recommendations to the Board on the Company'’s policy
and structure for all remuneration of Directors and senior
management and on the establishment of a formal and transparent
procedure for developing policy on such remuneration;

reviewing and approving performance-based remuneration by
reference to corporate goals and objectives resolved by the Board
from time to time;

determining the specific remuneration packages of all Executive
Directors and senior management, including benefits in kind,
pension rights and compensation payments, including any
compensation payable for loss or termination of their office or
appointment, and make recommendations to the Board of the
remuneration of Non-Executive Directors;
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4. reviewing and approving the compensation payable to Executive
Directors and senior management in connection with any loss or
termination of their office or appointment to ensure that such
compensation is determined in accordance with relevant contractual
terms and that such compensation is otherwise fair and not
excessive for the Company;

5. reviewing and approving compensation arrangements relating to
dismissal or removal of Directors for misconduct to ensure that
such arrangements are determined in accordance with relevant
contractual terms and that any compensation payment is otherwise
reasonable and appropriate;

6. ensuring that no Director or any of his associates is involved in
deciding his own remuneration; and

7.  advising the shareholders on how to vote in respect of any service
contract of Director which shall be subject to the approval of
shareholders (in accordance with the provisions of Rule 13.68 of
the Listing Rules).

Where circumstances are considered appropriate, some Remuneration
Committee decisions are approved by way of written resolutions passed
by all the committee members.

For the year ended 31 December 2005, there was one meeting held.

The following was an attendance record of the Remuneration Committee
meeting for the year ended 31 December 2005:

Attendance of individual Directors at Remuneration Committee meeting

4. FEHRIERBERRIIKIEBBEREME
MARRATEERSREEZBIFELNE
& AERZEENTAEEHEGQOGKAR
ERRUARBMEBEENEE

5. FHRMEREZTAREMBRRERIER
BRESMARNBERE - NWHERZZ
FReEMaNGRARETEBEER

HE

6. MRESFIHIMBEALHMESERTE
KEFHH : &

7. REWRRIE13.68IKZIEIRTE -
ARBRRILEZEFRBEL - SABRRM
MIRREHER -

HWRRBSEENBRT  FMEEENETRE
ALERZEENERBEMARARREZ T AH

HE_TTRAF+-_A=+—RHLFELRIT—
REH - AT RFWNEZEENBE_TTAF T+
“AZt-HLEFERTNFMHEZESHFER
& -

2005 FMEZE @GR MERESHHFEX

in 2005:
Number of meeting SHRE 1
Remuneration Committee members: FMEEEKE :
LAM Kwok Hing ERE LA
(Chairman of the Remuneration Committee) (FrNZEEeF/E) 11 100%
NAM Kwok Lun ERfmEE 11 100%
CHEN Wei-Ming Eric PRIZRA LA 0/1 0%
KWAN Wang Wai Alan RE LA 1/1 100%
NG Chi Kin David HEERSES 11 100%
Average attendance rate FHEREE 80%
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During the meeting, the remuneration committee approved the monthly
remuneration for each of the Executive Directors was fixed to around
HK$54,000 and annual remuneration for each of the Independent Non-
Executive Directors was fixed to HK$50,000, payable annually in April.

ACCOUNTABILITY AND AUDIT

The management provides such explanation and information to the Board
s0 as to enable the Board to make an informed assessment of the financial
and other information put before the approval by the Board.

The Directors are responsible for overseeing the preparation of accounts
of each financial period, which give a true and fair view of the state of
affairs of the Group and of the results and cash flow for that period. In
preparing the accounts for the year ended 31 December 2005, the
directors have selected suitable accounting policies and have applied
them consistently, adopted appropriate Hong Kong Financial Reporting
Standards (“HKFRSs”) and Hong Kong Accounting Standards (“HKASs”)
which are pertinent to its operations and relevant to the financial
statements, made judgments and estimates that are prudent and
reasonable, and have prepared the accounts on the going concern basis.

The Company has announced its annual and interim results in a timely
manner within the limits of 4 months and 3 months respectively after the
end of the relevant period, as laid down in the Listing Rules.

The Board will present a balanced, clear and understandable assessment
to annual and interim reports, other price-sensitive announcements and
other financial disclosures required under the Listing Rules, and reports
to regulators as well as to information required to be disclosed pursuant
to statutory requirements.
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INTERNAL CONTROL

The Board and senior management are responsible for establishing,
maintaining and operating an effective system of internal control. The
internal control system of the Group comprises a well-established
organisational structure and comprehensive policies and standards. The
Board has clearly defined the authorities and key responsibilities of each
business and department to ensure adequate checks and balances.

The internal control system has been designed to safeguard the Group’s
assets against loss and misappropriation; to maintain proper accounting
records for producing reliable financial information; to provide reasonable,
but not absolute, assurance against material fraud and errors. Policies
and procedures are established to ensure compliance with applicable
laws, regulations and industry standards and as the on-going process
for identifying, evaluating and managing the significant risks faced by
the Group and this process includes updating the system of internal
controls when there are changes to business environment or regulatory
guidelines.

Systems and procedures are also established to identify, measure,
manage and control different risks arising from different business and
functional activities. Risk management policies and major control limits
are established and approved by the Board. Significant issues in the
management letters from external auditors and reports from regulatory
authorities will be brought to the attention of the Audit Committee to
ensure that prompt remedial action is taken. All recommendations will
be properly followed up to ensure they are implemented within a
reasonable period of time.

The Board is of the view that the system of internal controls in place for
the year under review and up to the date of issuance of the annual report
and consolidated financial statements is sound and is sufficient to
safeguard the interests of shareholders, customers and employees, and
the Group’s assets.

KB Karl Thomson Holdings Limited 2005 Annual Report
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AUDITORS’ REMUNERATION

Deloitte Touche Tohmatsu has been reappointed as the Group’s external
auditors at the 2005 Annual General Meeting until the conclusion of the
next Annual General Meeting. Apart from the provision of annual audit
services, Deloitte Touche Tohmatsu also carried out review of the Group’s
results and others of the Group.

Audit services FEEZRG
Others i)
Total wast

COMMUNICATION WITH SHAREHOLDERS

The Board recognises the importance of good communications with all
shareholders, therefore, the Board establishes and maintains different
communication channels with its shareholders through the publication
of annual and interim reports and press releases. Such information is
also available on the Group’s website.

The Company’s annual general meeting is a valuable forum for the Board
to communicate directly with the shareholders. The Chairman of the Board
together with the external auditors are present to answer 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.

Separate resolutions are proposed at general meetings on each
substantially separate issue, including the election of Directors.

Based on the information that is publicly available to the Company and
within the knowledge of the Directors, the Company has maintained the
prescribed amount of public float during the year 2005 and up to the
date of this Annual Report as required by the Listing Rules.
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