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Corporate Governance Report

CORPORATE GOVERNANCE PRACTICES

The board of directors (the “Board”) of the Company believes that
corporate governance is essential to the success of the Company and has
adopted various measures to ensure that a high standard of corporate
governance is maintained. 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 “CG Code”) of the Rules
Governing the Listing of Securities (the “Listing Rules”) on The Stock
Exchange of Hong Kong Limited (the “Stock Exchange”), except for the
deviation in respect of the separation of the roles of chairman and chief
executive officer.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the code of conduct regarding directors’
securities transactions as set out in the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model Code"”) of the
Listing Rules. Based on specific enquiry of the Company’s directors, all
directors have complied with the required standard set out in the Model
Code throughout the year.

BOARD OF DIRECTORS

The Board of the Company currently comprises:

Executive Directors

Lai Pei Wor (Chairman)
Chan Yau Wah (Deputy Chairman)
Chung Yik Cheung, Raymond

Independent Non-Executive Directors

Kung Fan Cheong
Leung Man Kay
Li Yuen Kwan, Joseph

The Board of the Company is collectively responsible for the oversight of
the management of the business and affairs of the Group with the
objective of enhancing shareholders’ value.
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The overall management of the Company’s business is vested in the Board.
The Board has delegated the day-to-day management of the Company’s
business to the Executive Directors, and focuses its attention on matters
affecting the Company’s overall strategic policies, finances and
shareholders. These include financial statements, dividend policy,
significant changes in accounting policy, the annual operating budget,
certain material contracts, strategies for future growth, major financing
arrangements and major investments, risk management strategies, treasury
policies and group structure.

Each independent non-executive director has made an annual confirmation
of independence to the Company and the Company considers these
directors to be independent under Rule 3.13 of the Listing Rules. None of
the Directors is related to each other.

During the year, four full board meetings were held and the attendance
of each director is set out as follows:
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Attendance of

board meetings in 2005 Attendance rate

—ERREHE
Name of director EEHE BERRE HE=
Lai Pei Wor FRIEAN 4/4 100%
Chan Yau Wah BRAEE 4/4 100%
Chung Yik Cheung, Raymond EXE 4/4 100%
Kung Fan Cheong LEE 4/4 100%
Leung Man Kay RE 4/4 100%
Li Yuen Kwan, Joseph =) 2/2 100%
(appointed on 24 August 2005) (R—FEFERAFN\A-+IIHEZ(E)
Tsao Kwang Yung, Peter BEX 11 100%

(deceased on 5 June 2005)

The Board formulates overall strategy of the Group, monitors its financial
performance and maintains effective oversight over the management.
The Board members are fully committed to their roles and have acted in
good faith to maximize the shareholders’ value in the long run, and has
aligned the Group’s goals and directions with the prevailing economic
and market conditions. Daily operations and administration are delegated
to the management.
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CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Code Provision A.2.1 stipulates that the roles of chairman and chief
executive officer should be separate and should not be performed by the
same individual.

The roles of the chairman and the chief executive officer are not separate
and are performed by Mr. Lai Pei Wor. Since the Board will meet regularly
to consider major matters affecting the operations of the Company, the
Board considers that this structure will not impair the balance of power
and authority between the Board and the management of the Company
and believes that this structure will enable the Company to make and
implement decisions promptly and efficiently.

INDEPENDENT NON-EXECUTIVE DIRECTORS

All the independent non-executive directors have contracts with the
Company for a specified period of two years and are appointed subject
to retirement by rotation and re-election at the annual general meeting
of the Company in accordance with the Company’s Bye-laws and the CG
code.

REMUNERATION COMMITTEE

The Remuneration Committee was formed in January 2005 and will meet
at least once a year. The Remuneration Committee consists of three
members, two of whom are independent non-executive directors. The
members of the Remuneration Committee are Mr. Kung Fan Cheong
(Chairman), Mr. Leung Man Kay and Mr. Chung Yik Cheung, Raymond.
In 2005, the Remuneration Committee held two meetings. The attendance
record of each Remuneration Committee member is set out below.

FERITBAR

STANGSCERA 2 WRIRE  ER RITHEE 2 A
BRAED mATER - ARRRE

EERATHARE 2 AEI KRR - I AR A
AT BREFSRTHETER UWEE
FEARREBEZEAETH ANEZERA
HRBETEFEEERRANTERE AN
RNERRE WRELRBREEARRIR
BB R ET R ETTIR R

BUFHTES

BB TR BB A R TR
2AH BARKAAT 2 ATMA RS EEA
PRI RAAR 2 REBEAT EREREA
BEREE.

FMEEen —TERF AN 8FED
BT -REF-FHEESHFE=LKE HF
MARBLIFATES FTHREERERA
EERE (XR) RXERERBELXE R E
FMEZBeR —TTRFRITRMAGH - H
ZEERKEZHFLEINT-

Attendance of Remuneration

Committee meetings in 2005

Attendance rate

—BTn LR
Name of director EEpnE ZEEEERH HEE
Kung Fan Cheong HLEE 2/2 100%
Leung Man Kay RTE 2/2 100%
Chung Yik Cheung, Raymond EXE 11 100%
(appointed on 27 September 2005) (R-ZZFERFAA=—T+HEZE)
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The major roles and functions of the Remuneration Committee are as
follows:

(a

to make 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;

to have the delegated responsibility to determine 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. The remuneration committee should consider factors such
as salaries paid by comparable companies, time commitment and
responsibilities of the directors, employment conditions elsewhere
in the group and desirability of performance-based remuneration;

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

to review and approve 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;

to review and approve 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;

to ensure that no director or any of his associates is involved in
deciding his own remuneration;
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(g) to review and sanction new or amended salary, incentive bonus and
retirement benefit policies for the Company and its subsidiaries which
are substantial in their cost and impact on a significant proportion
of employees; and

(h) to review the Committee’s terms of reference and its own
effectiveness and recommend to the Board from time to time any
necessary changes.

During the year 2005, the Remuneration Committee made
recommendations to the Board on executive directors’ remuneration
packages and terms of employment. The Committee also formulated and
evaluated the remuneration policy and structure for the directors and
senior management of the Company.

NOMINATION OF DIRECTORS

The Board has not set up a nomination committee in relation to the
appointment of directors. The directors of the Company are responsible
for making recommendations to the Board for consideration and approval
on nominations, appointment of directors and board succession, with a
view to appoint individuals to the Board with relevant experience and
capabilities so as to maintain and improve the competitiveness of the
Company. The Board formulates the policy, reviews the size, structure
and composition of the Board, and assesses the independence of its
independent non-executive directors in accordance with the criteria
prescribed under the Listing Rules and the CG Code. The appointment of
new directors will be considered and approved by the Board and all new
directors are subject to re-election by shareholders at the annual general
meeting in the first year of their appointment pursuant to the Bye-laws of
the Company.
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AUDITORS’ REMUNERATION RE MM E
During the year under review, the remuneration paid to the Company’s ~ BIEEGER ARQ B FAZ B ok G 5HEI =5
auditors, Messrs. Ernst & Young, is set out as follows: FrzBi&nT:
Fees paid/payable
HK$
B EAEA
Services rendered FriR it 2 BRA§ BT
Audit Services ZH RS 1,250,000
Non-audit services i.e. taxation IEZEARTS (RIFR %) 150,000
1,400,000
AUDIT COMMITTEE BREES

The Company has complied with rule 3.21 of the Listing Rules in relation ~ ANRAGIEZZE € 2HAKE BT EHRANE
to the composition of the Audit Committee. The Audit Committee of the ~ 32MEZRE-RNAFEREEERERE=
Company comprises three independent non-executive directors. The — BBMNIERITER -BRIEZZEBZKNEBRE
current members of the Audit Committee are Mr. Leung Man Kay, Mr.  RXE&LELE L ES KA RTIHE L -BERE
Kung Fan Cheong, and Mr. Li Yuen Kwan, Joseph. The Audit Committee =~ E&@F ERXELLEBEE 2 @:THEE
is chaired by Mr. Leung Man Kay who has appropriate accounting R -BZEE€FFEVRITMAESH-N_-F
professional qualifications. The Audit Committee shall meet at least twice =~ TRF EBZEZESCRITMASH EREE
a year. During the year 2005, the Audit Committee held two meetings. @& B2 H R LT

The attendance record of each Audit Committee member is set out below.

Attendance of Audit

Committee meetings in 2005 Attendance rate
—EEREHE
Name of director EEHE EREEECERRH HE=
Kung Fan Cheong LES 2/2 100%
Leung Man Kay RE 2/2 100%
Li Yuen Kwan, Joseph 8 1/1 100%
(appointed on 24 August 2005) (R-_ZFZERFNA-—THAEZT)
Tsao Kwang Yung, Peter BEL 11 100%
(deceased on 5 June 2005) (R=ZEEAHFNNHAHAEHT)

The principal roles and functions of the Audit Committee include the  FREZEEZ B ACLINESIERFTAER
review of the Group's financial statements and internal control procedures. 2B I§RE RN EIEREF R8N emE
It also acts as an important link between the Board and the Company’s ~ EE:SEANEBETEE S E N RZEAM
auditors in matters within the scope of the group audit. 2 EEESER
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During the meetings held in 2005, the Audit Committee had performed
the following work:

(i)  reviewed the directors’ report and audited financial statements for
the year ended 31 December 2004;

(i) reviewed the interim financial statements for the six months ended
30 June 2005;

(iii) reviewed the appointment of the external auditors and the nature
and scope of audits;

(iv) reviewed and recommended for approval by the board the 2005
audit scope and fees;

(v) reviewed and monitored the external auditors’ independence and
objectivity and the effectiveness of the audit process in accordance
with applicable standard;

(vi) reviewed the effectiveness of internal control system; and
(vii) reviewed the group’s financial and accounting policies and practices.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL
STATEMENTS

The Directors acknowledge their responsibility for preparing the financial
statements of the Group. With the assistance of the Accounts Department
which is under the supervision of the Qualified Accountant of the
Company, the Directors ensure the preparation of the financial statements
of the Group are in accordance with statutory requirements and applicable
accounting standards. The Directors also ensure the publication of the
financial statements of the Group is in a timely manner.

The statement of the Auditors of the Company about their reporting
responsibilities on the financial statements is set out in the Report of the
Auditors on pages 30 and 31.

INTERNAL CONTROL

The Board has overall responsibility for maintaining a sound and effective
internal control system of the Group. The Group’s internal control system
includes a well defined management structure with limits of authority
which is designed to achieve business objectives, safeguard of assets
against unauthorized use or disposition, ensure proper maintenance of
books and records for the provision of reliable financial information for
internal use or publication, and ensure compliance with relevant
legislations and regulations.
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