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CORPORATE GOVERNANCE PRACTICES

The board recognises that good corporate governance
of the Company is vitally important for safeguarding the
interests of the shareholders and enhancing the
performance of the Group. The board is committed to
maintaining and ensuring high standards and solid
framework of corporate governance. The board firmly
believes that sensible corporate governance practices is
essential to vigorous but steady growth of the Group.
The Company has applied the principles and complied
with all the applicable code provisions of the Code on
Corporate Governance Practices (“Code”) as set out in
Appendix 14 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited
(“Listing Rules”) for the year ended 31 December 2005.
The board will continuously review and improve the
corporate governance practices and standards of the
Company to ensure that business activities and decision

making processes are regulated in a proper manner.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (“Model Code”)
as set out in Appendix 10 of the Listing Rules for securities
transactions by directors of the Company in 2004. All
the members of the board have confirmed, following
specific enquiry by the Company, that they have complied
with the required standard as set out in the Model Code
throughout the year ended 31 December 2005.
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BOARD OF DIRECTORS EExg
Composition and role RERAEG
The board of directors of the Company comprises: AAREEEHEBE

Executive Directors:

WITES:

HON Kwok Lung (Chairman)

BEE (FE)

WANG Shaolan (Vice Chairman)

ITOW (BEE)

SHANG Jianguang (Chief Executive Officer)
R (77 B8 2L)

SHI Tao

ey

LAM Toi Man

A

SIT Lai Hei
BRI

Non-executive Director:

FATES:

FUNG Tze Wa

B E

KWONG Chun Wai, Michael
RB& (&

LI Qiang

Fof

Independent Non-executive Directors:

BUFATES:

The board comprises of five executive directors (one of
whom is the Chairman and the other of whom is the
Chief Executive Officer), one Non-executive director and
three Independent Non-executive directors. In addition,
one of the independent non-executive directors (Mr. Fung
Tze Wa) possess appropriate professional accounting
qualifications and financial management expertise.

EFEMABUTESE (BT —RREF Ao —
HARITHBE) —RIFPTEFR =RBE LI
TTEREK- U BYFERTEERFEL LN
BEEEXGEBRYBERME-

Annual Report 2005 —ZZ H FF 1R 27



TRERKS

The principal focus of the board is on the overall strategic
development and direction of the Group. The board also
monitors the financial performance and the internal
controls of the Group’s business operations. The board
has established a clear segregation of duties and
responsibilities between the board and the management
as to which type of decisions are to be taken by the
board and which are to be delegated to management.
This segregation of duties and responsibilities will be

reviewed by the board on a regularly basis.

Duties and responsibilities of the board include:

(a) Establishing the strategic development and
direction of the Company;

(b) Setting the objectives of management;

(c) Monitoring the performance of management; and

(d) Overseeing the management of the Company’s

relationship with business-related parties.

Duties and responsibilities of management include;

(a) The day to day management and running of the
Company;

(b) Implementing the objectives and decision as set
by the board;

(c) Recommending corporate strategy to the board;

(d) Utilising appropriate resources to achieve corporate
strategy as set by the board; and

(e) Identifying and recommending appropriate internal
control and risk management procedures for the
Company;
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(f) Developing and recommending policies and
procedures to ensure compliance with statutory
and moral responsibilities of the Company.

With a wide range of expertise and a balance of skills,
the Non-executive director bring independent judgment
on issues of strategy, policy, performance, accountability,
resources, key appointments and standards of conduct
through her participating in board meetings and
committee work.

The Independent Non-Executive directors also serve the
important function of ensuring and monitoring the basis
for an effective corporate governance framework. The
Independent Non-executive Directors, to whom any
shareholders’ concerns can be conveyed, help ensure
that the interests of all shareholders, and not only the
interests of a particular faction or group, are properly
taken into account by the board and that the relevant
issues are subjected to objective and dispassionate
consideration by the board. The views of the Independent
Non-executive Directors carry significant weight in the
board’s decision-making process. The board considers
that each independent non-executive director is
independent in character and judgment and that they all
meet the specific independence criteria as required by
the Listing Rules. The Company has received from each
independent non-executive director an annual
confirmation of his independence pursuant to Rule 3.13
of the Listing Rules and the Company still considers such
directors to be independent. The independent non-
executive directors are explicitly identified in all corporate

communications.
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The board meets regularly throughout the year to review
the overall strategy, discuss business opportunities and
to monitor the operation as well as the financial
performance of the Group. With the assistance of the
Company Secretary, the Chairman and the Chief
Executive Officer are primarily responsible for drawing up
and approving the agenda for each board meeting in
consultation with all directors. Notice of at least 14 days
have been given to all directors for all regular board
meetings and the directors can include matters for
discussion in the agenda if necessary. Agenda and
accompanying board papers in respect of regular board
meetings are sent out in full to all directors within
reasonable time before the meeting. Draft minutes of all
board meetings are circulated to directors for comment
within a reasonable time prior to confirmation.

Minutes of board meetings and meetings of board
committees are kept by duly appointed secretaries of the
respective meetings and all directors have access to
board papers and related materials, and are provided
with adequate information on a timely manner, which
enable the board to make an informed decision on matters
placed before it.

Save as mentioned below, there is no relationship among
members of the board:

(i) Mr. Lam Toi Man (Executive Director) is the brother-
in-law of Mr. Hon Kwok Lung (Chairman of the
board).

(ii) Ms. Sit Lai Hei (Non-executive Director) is the
daughter-in-law of Mr. Hon Kwok Lung and Ms.
Sit’s husband is a nephew of Mr. Lam Tai Man.
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During the year, four board meetings were held and the FAN AR HABHRENAESeeR BERES
individual attendance of each director is set out below: R T
Number of board

Name of director meetings attended Attendance rate

BEENSF HEEEESRAH i FE =&
HON Kwok Lung B 2/4 50%
WANG Shaolan FLH 2/4 50%
SHANG Jianguang 2 R 4/4 100%
SHI Tao Vap:: 2/4 50%
LAM Toi Man MR X 1/4 25%
SIT Lai Hei Rl 1/4 25%
FUNG Tze Wa ST 4/4 100%
KWONG Chun Wai, Michael B 1% (& 3/4 75%
LI Qiang g 2/4 50%
Chairman and Chief Executive Officer FERITHAR

The roles of chairman and chief executive officer are FERTRER 2ACEEL RS  WHME TFE
separate end performed by two different individuals ATHE EFEARRELE MITBEHRR AN
namely, Mr. Hon Kwok Lung as the Chairman and Mr. BhrrE-Ait S5 ERERBEWE 5 #
Shang Jianguang as the Chief Executive Officer. As such, IRAE S N #E1S ABS T R e £ iMT
there is a clear division of the responsibilities at the board fAl—BEBATH £

level to ensure a balance of power and authority, so that

power is not concentrated in any one individual.

The division of responsibilities between the Chairman and FRETHRAREBRER D ESWE Y L EE
the Chief Executive Officer has been clearly established FIERCIRE DI T
and set out in writing which are listed as follows:

The responsibilities of the Chairman include: FTEZEBEBRE:

(a) providing leadership for the board;

(o)  ensuring all Directors are properly briefed on b) HBRE2EEIREFETTHLARZI U
matters to be discussed at board meetings; EFEFHEHE

(c)  ensuring all Directors receive adequate, complete (c) MWRE2BESHEHRHWNEH TERAEN
and reliable information in a timely manner; B Hl
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ensuring that the board works effectively,
discharges its responsibilities and discusses all key
issues in a timely manner;

ensuring that, on his behalf, the Company
Secretary settles and approves the agenda for
Board meetings, taking into account any matters
proposed by the other Directors for inclusion in

the agenda;

ensuring good corporate governance practices and

procedures are in place;

giving each Director an opportunity to express his/
her views at board meetings, encouraging all
Directors to fully contribute to the Board’s affairs
and ensuring that the board acts in the best

interests of the Company;

at least annually holding meetings with the Non-
executive Directors (including Independent Non-
executive directors) without the Executive Directors
present; and

facilitating the effective contribution of Non-
executive Directors in particular and building
constructive relations between Executive and Non-

executive Directors.

The responsibilities of the Chief Executive Officer include:

providing leadership for the management;

implementing and reporting to the board on the
Company’s strategy;

overseeing the realisation by the Company of the

objectives set by the board;

providing all such information to the board as is
necessary to enable the board to monitor the

performance of management;
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(e) leading the management of the Company’s

relationships with other business-related parties;

(f) with the Chief Financial Officer (CFO), establishing
and maintaining proper internal controls, systems

and procedures; and

(9) discharging such duties and authority as may be
delegated in writing to him by the board.

Re-election of Directors

Code A.4.1 of the Code stipulates that Non-executive
Directors should be appointed for a specific term, subject
to re-election. The Non-executive director of the
Company, Ms. Sit Lai Hei (“Ms. Sit”) and one of the
Independent non-executive directors of the Company, Mr.
Li Qiang (“Mr. Li”) had no fixed term of office prior to 23
August 2005, but retired from office on a rotational basis
in accordance with the relevant provisions of the
Company’s Articles of Association.

Ms. Sit and Mr. Li
were appointed for a specific term at the Board Meeting
of the Company held on 23 August 2005 which shall

continue until 17 November 2006, but subject to the

To comply with the said code A.4.1,

rotation provision of the Company’s Articles of Association

and shall retire at least once every three years.

Each of the other two Independent Non-executive
directors, Mr. Fung Tze Wa and Dr. Kwong Chun Wai,
Michael has entered into a service agreement with the
Company for a term of two years commencing from 3 May
2004 and shall continue thereafter for successive terms
of one year commencing from the date next after the
expiry of the then current term. But such term is subject
to the rotation provision of the Company’s Articles of
Association and they shall retire at least once every three

years.
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Pursuant to the existing Articles of Association of the
Company, at every annual general meeting, one-third of
the directors for the time being or, if their number is not
a multiple of three, then the number nearest to but not
greater than one-third shall retire from office. Besides,
the Company will ensure full compliance with the Code
provision that every director should be subject to

retirement by rotation at least once every three years.

In order to bring the Company’s Articles of Association
in alignment with code A.4.2 of the Code, the Company
proposes to seek approval from the shareholders of the
Company at the annual general meeting on amendments
to Articles 99 and 116 of the Company’s Articles of
Association so that any director elected to fill a casual
vacancy shall hold office only until the next following
general meeting of the Company.

Remuneration Committee

The Remuneration Committee was established on 23

August 2005 and the current members include:

FUNG Tze Wa — Committee Chairman
KWONG Chun Wai, Michael

Li Qiang

HON Kwok Lung

SHANG Jianguang

The majority of the Remuneration Committee members
are Independent Non-executive directors. The
Remuneration Committee recommends the board on the
Group’s overall 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. The
Remuneration Committee ensures that no director or any
of his/her associates is involved in deciding his/her own
remuneration. The terms of reference of the Remuneration
Committee were adopted on 23 August 2005 which are
consistent with the requirements of the Code, a copy of

which is posted on the Company’s website.
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The Remuneration Committee has met once on 20

December 2005 to determine the main elements of the

Company’s remuneration policy for directors and senior

management, and to review the specific remuneration

packages of all directors and senior management.

The main elements of the Company’s remuneration policy

are as follows:

(@)

no individual should determine his or her own

remuneration;

remuneration should be broadly aligned with
companies with whom the Company competes for

human resources;

the Company should aim to design policies that
attract and retain executives needed to run the
Group successfully and to motivate executives to
pursue appropriate growth strategies whilst taking
into account performance of the individual and the
Group shall avoid paying more than is necessary
for such purpose;

remuneration should reflect time committed,
performance, complexity and responsibility of the
individual;

Performance — based remuneration should be
reviewed and approved by reference to corporate
goal and objectives resolved by the board from
time to time; and

the remuneration package will be structured to
include salary, bonus and/or share options
schemes to provide incentives to Directors and
senior management to improve their individual

performance.
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During the year, one Remuneration Committee meeting FANARARERIT—AFHNEZESSZH BN
was held, the individual attendance of each member is 82 B EEHH T
set out below:

Number of meetings

Name of director attended Attendance rate
EEnE HEFHNZESEI R HER
FUNG Tze Wa BT 1/1 100%
KWONG Chun Wai, Michael BEE 0/1 0%
LI Qiang T 1/1 100%
HON Kwok Lung R 1/1 100%
SHANG Jianguang [EEE 1/1 100%
Nomination of Directors EERA

The Company has not established a Nomination RAelEEIRAEE e S5 HAEEES
Committee. The board will assume the responsibilities to BEEFZERBERAEE 2T &SE:
manage the matters relating to the appointment and

removal of directors which include the following duties:

(a)  review the structure, size and composition (a) FHRIESSEB AZREN BER
(including the skills, knowledge and experience) of My~ A0 R e B 5 A
the board on a regular basis;

(b)  identify individuals suitably qualified to become b) YelE&EEKAESEKNEZ AT I
board members and select individuals nominated FERERERZATEEESEL:
for directorships;

(c)  assess the independence of independent non- () FIZBUENTESTZEIM R
executive directors; and

(d) discuss relevant matters relating to the d) FHREAIEEEER (EEFERHES
appointment or re-appointment of directors and (EEREERITBEH) BEAEINEH
succession planning for directors in particulars the FHe
chairman and the chief executive officer as and

when required.

36 Annual Report 2005 —ZZ F FF 1R



b EEAR S

During the year under review, as the board had no plan
to nominate new directors and the respective terms of
service for all the existing directors are still in effect, the
board has not yet discussed or set up the nomination
procedures and the process and criteria to select and
recommend candidates for directorship during the year.

Audit Committee

The Audit Committee was established in 1999 and its

current members include:

FUNG Tze Wa — Committee Chairman
KWONG Chun Wai, Michael
LI Qiang

All members of the Audit Committee are Independent
non-executive directors. The board considers that each
Audit Committee member has broad commercial
experience and there is a suitable mix of expertise in
business, accounting and financial management on the
Audit Committee. The composition and members of the
Audit Committee complies with the requirements under
Rule 3.21 of the Listing Rules. The written terms of
reference which describe the authority and duties of the
Audit Committee were adopted in 1999 and subsequently
revised on 23 August 2005 to conform to the provisions
of the Code, a copy of which is posted on the Company’s

website.

During the year under review, the Audit Committee has
met three times to review the reporting of financial
(including half-yearly and annual results) and other
information to shareholders, the system of internal
controls, risk management, effectiveness and objectivity
of the audit process as well as to perform its other duties
set out in its terms of reference. The Audit Committee
also provides an important link between the board and
the Company’s external auditors in matters coming within
the scope of its terms of reference and keeps under
review the independence and objectivity of the external
auditors and the effectiveness of the audit process in
accordance with the applicable standard.
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The Audit Committee has reviewed with the management
the accounting principles and practices adopted by the
Group and discussed internal controls and financial
reporting matters including a review of the accounts for
the year ended 31 December 2005.

During the year, three Audit Committee meetings were
held and the individual attendance of each member is
set out below:

CORPORATE GOVERNANCE REPORT
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Number of meetings

Name of director attended Attendance rate
EEnE HEERZESERNRY xR
FUNG Tze Wa T 3/3 100%
KWONG Chun Wai, Michael BB & & 2/3 67%
LI Qiang T 1/3 33%
AUDITORS’ REMUNERATION ZEENEN &

For the year ended 31 December 2005, the Company
has paid (i) an audit fee of HK$1,350,000 in relation to
the audit services for the financial statements for the
year ended 31 December 2004; and (ii) non-audit services
fee in aggregate of HK$640,000 in relation to the review
of the interim results for the six month ended 30 June
2005 and the review of the unaudited pro forma financial
information in relation to a Major Transaction as defined
in the Listing Rules.

INTERNAL CONTROLS

The board has overall responsibility for maintaining an
adequent system of internal controls of the Company
and for reviewing its effectiveness. The board is
committed to implementing an effective and sound internal
controls system to safeguard the interest of shareholders
and the Group’s assets. The board has delegated to
management the implementation of the system of internal
controls and reviewing of all relevant financial, operational,
compliance controls and risk management function within
an established framework and reporting to the board and
Audit Committee on its material findings.
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DIRECTORS’ RESPONSIBILITY STATEMENT

The directors are responsible for the preparation of
accounts for 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
applied them consistently; adopted appropriate Hong
Kong Financial Reporting Standards and Hong Kong
Accounting Standards; made adjustments and estimates
that are prudent and reasonable; and have prepared the
accounts on the going concern basis. The directors are
also responsible for keeping proper accounting records
which disclose with reasonable accuracy at any time the
financial position of the Company.

INVESTOR RELATIONSHIP AND COMMUNICATION

The Company endeavours to maintain a high level of
transparency in communicating with shareholders and the
investment community at large. In order to ensure
effective, clear and accurate communications with the
shareholders and investors, all corporate communications
are arranged and handled by the executive directors and
designated senior executives according to established
practices and procedures of the Company.

The Company has announced its annual results and
interim results in a timely manner during the year under
review, which is within the time limits set out in the Listing
Rules. Separate resolutions are proposed at the general
meetings on each substantially separate issue, including
the re-election of individual directors. In addition,
procedures for demanding a poll are included in the
circular to shareholders dispatched together with the
annual report.

The Company has also maintained a website at
www.chinahaidian.com which enables shareholders,
investors and the general public to have access to the
information of the Company on a timely basis. Financial
information and all shareholder corporate communications
of the Company are made available on the Company’s
website and updated regularly.
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