Corporate Governance Report

TEERWE

The Board of Directors (the “Board"”) recognises their mission to
create value and maximise returns to the shareholders of the
Company (the “Shareholders”), while at the same time fulfilling
their corporate responsibilities. Accordingly, the Company strives
to promote and uphold a balanced and high standard of corporate
governance.

The Code on Corporate Governance Practices (the “CG Code")
as set out in Appendix 14 of the Rules Governing the Listing of
Securities (the “Listing Rules”) on The Stock Exchange of Hong
Kong Limited came into effect on 1 January 2005. The Company
has put in place corporate governance practices to comply with
all the code provisions of the CG Code, except for certain areas of
non-compliance which are discussed later in this report, during
the year ended 31 March 2006.

Model Code for Securities Transactions

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Companies (the “Model Code”)
as set out in Appendix 10 of the Listing Rules as the Company'’s
code of conduct for dealings in securities of the Company by the
directors. The Company has made specific and reasonable
enquiries of all directors, and is satisfied that they have complied
with the Model Code throughout the year ended 31 March 2006.

Board of Directors

The Board is responsible to the Shareholders and the directors
are collectively responsible for formulating the strategic business
direction of the Company and its subsidiaries (the “Group”) and
setting objectives for management, overseeing performance and
assessing the effectiveness of management strategies.
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The Directors

Currently, the Board comprises seven directors, including four
executive directors and three independent non-executive directors.
The biographical details of the directors and the relationship (if
any) of the directors with other directors, senior management
and substantial shareholders of the Company are set out on pages
6 to 7 of this annual report. The composition of the Board is well
balanced with each director having sound knowledge, experience
and/or expertise relevant to the business operations and
development of the Group. All directors are aware of their collective
and individual responsibilities to shareholders and have exercised
their duties with care, skill and diligence and, thereby, have
contributed to the performance of the Group.

Each of the independent non-executive directors has entered into
a service contract with the Company for a term of three years
commencing on 31 May 2005 and thereafter shall continue from
year to year until terminated by either party giving the other party
two months' notice in writing. They are also subject to retirement
by rotation and re-election according to the Bye-laws of the
Company.

The Company has received from each of the independent non-
executive directors an annual confirmation of independence as
required under the Listing Rules and the Company considers all
directors to be independent.
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Responsibilities of the Board

The Board reviews the performance of the operating divisions
against their agreed targets and budgets on a regular basis and
also exercises a number of reserved powers, including but not
limited to:

e formulating long-term strategies;
e setting objectives for management;

e approving public announcements including the interim and
annual financial statements;

e setting dividend and other important policies;
e approving material borrowings and the treasury policy; and

e assessing and committing to major acquisitions, disposals,
formation of joint ventures and capital transactions.

The directors are responsible for the preparation of the financial
statements of the Company for each financial year and ensuring
that these financial statements give a true and fair view of the
state of affairs of the Group, its results and cash flows for that
period. The directors are also responsible for ensuring that proper
accounting records which disclose the financial position of the
Group are maintained at all times.
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Board Meetings B

Board meetings are scheduled in advance to facilitate maximum EFEERBITRHERIEREIE - AF
attendance by directors. The meeting agenda is set after consulting BEZEFHF - BRI LHAES
with members of the Board. The Company held ten meetings EXERTIE - BE_TTRF=A=
during the year ended 31 March 2006 and individual attendance T+ —HIEFE » KRRARIBHA T TR E

of each director is set out below. & SESERNEFEERNBERFIN
o

Number of Board

Members of the Board meetings attended
HEESE

Ex=gNE BRRE
Executive directors:
HITESE -
LaiYiu Keung (Chairman and Managing Director) 10/10
Rigoe (FEHREFHELE)
Chung Lai Ha 8/10
Kwok Chong, Anthony 10/10
By
Lai Man Kon (appointed on 24 May 2005) 717
By (R_ZEERFAA-THREZE)
Lai Chi Kin (resigned on 24 May 2005) 2/3

FEER (RZZETERFARA-TMWHEMT)

Non-executive directors:

HHITESF -

Sun Zheng Quan (resigned on 20 April 2005) 0/2
g (RZEERAFMHAZTEHABT)

Independent non-executive directors:

BUIFNITESF

Li Mow Ming Sonny (appointed on 31 May 2005) 5/6
Fxtt (R_ETRFRA=T—BEZE)

Chan Kwok Kay (appomted on 31 May 2005) 5/6
fREE (R—ZEThFRhA=T—HBEZEE)

Ng Wai Hung (appomted on 31 May 2005) 6/6
RE®R (R_ZEZEAFAA=+T—REZE)

Ho John (resigned on 31 May 2005) 2/4
8 (R_EZERFAA=1+—HEHT)

Ling Kam Tong Victor (resigned on 31 May 2005) 2/4
ZERE (RZZEZRFAA=1T—HET)

Lo Chi Hang, Lonnie (resigned on 31 May 2005) 2/4

EXE (R-ZEZTRFRAA=1+—HEHE)
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Nomination, Appointments and Re-election of
Directors

The Company has fixed the term of appointment for non-executive
directors. Moreover, they are also subject to retirement by rotation
and re-election at the annual general meeting of the Company in
accordance with the Bye-laws.

During the year, Mr Lai Man Kon was nominated and appointed
by the Board as an executive director of the Company and Mr Li
Mow Ming, Sonny, Mr Chan Kwok Kay and Mr Ng Wai Hung were
nominated and appointed by the Board as independent non-
executive directors of the Company. All independent non-executive
directors were appointed and have service contracts with the
Company for a term of three years and are also subject to
retirement by rotation and re-election. All directors appointed
during the year to fill casual vacancies should be subject to election
by shareholders at the first general meeting after their
appointment. Accordingly, these four directors retired and were
re-elected by the Shareholders at the annual general meeting of
the Company held on 16 September 2005.

Audit Committee

Currently, the Audit Committee comprises three independent non-
executive directors, namely, Mr Li Mow Ming, Sonny (Chairman),
Mr Chan Kwok Kay and Mr Ng Wai Hung. The written terms of
reference for the Audit Committee, which are available on the
Company's website www.hycomm-wireless.com, were first
adopted in 1999 and subsequently revised in 2005 to comply with
the provisions of the CG Code.

The Audit Committee is responsible for reviewing the Group'’s
financial information, overseeing the Group'’s financial reporting
systems and internal control procedures, making
recommendations to the Board on the appointment, re-
appointment and removal of the external auditor, and approving
the remuneration and terms of engagement of the external auditor.
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The primary duties of the Audit Committee include reviewing and
advising on the accounting principles and practices adopted by
the Group together with overseeing the auditing, financial reporting
process and internal control systems of the Group, including
reviews of the Group’s interim and annual reports.

The Audit Committee held two meetings during the year ended
31 March 2006 to review the final results for the year ended 31
March 2005 with the external auditors and the interim results for
the six months ended 30 September 2005 before recommending
them to the Board for approval. Individual meeting attendance
records for each member of the Audit Committee are set out
below.

Member of the Audit Committee
FEZEZEEKE

Li Mow Ming, Sonny (appointed on 31 May 2005)
Tt (R_ZEERFAA=T—RHEZE)
Chan Kwok Kay (appointed on 31 May 2005)
REE (R—TETERFRA=T—REZT)

Ng Wai Hung (appointed on 31 May 2005)

RE®R (RZEZERFRA=T—HEZET)

Ho John (resigned on 31 May 2005)

AHE (RZEZRFHAA=T—H#T)

Ling Kam Tong, Victor (resigned on 31 May 2005)
EEE (RZZETERFHA=+—H#T)

Lo Chi Hang, Lonnie (resigned on 31 May 2005)
ZHE (RZEZRFAA=T—HEMT)
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Deviations from the Code on Corporate Governance
Practices

The Company has complied with the CG Code except for the
deviations as set out below.

CG code provision A.2.1 states that the roles of chairman and
chief executive officer should be separate and should not be
performed by the same individual. The Company does not separate
the roles of chairman and managing director and Mr Lai Yiu Keung
currently holds both positions. The Board is of the opinion that
the combination of the roles of chairman and managing director
can ensure the efficient formulation and implementation of the
Company's strategies to identify and follow-up on business
opportunities. Such arrangement is also deemed to enable the
Company to meet the rapidly changing business environment
which necessitates prompt and efficient decision-making.

CG code provision A.4.2 states that every director, including those
appointed for specific terms, should be subject to retirement by
rotation at least once every three years. According to the
Company’s Bye-Laws, at every annual general meeting, one-third
of the directors for the time being (or, if their number is not a
multiple of three, the number nearest to but not greater than one-
third) shall retire from office by rotation provided that no director
holding the office as chairman and/or managing director shall be
subject to retirement by rotation or be taken into account in
determining the number of directors to retire. The Board is in the
opinion that the continuity of office of the chairman and managing
director provides the Group with strong and consistent leadership
and smoothes the operations of the Group.
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CG code provision B.1.1 states that companies should establish
remuneration committees with specific terms of reference which
deal clearly with its authority and duties and a majority of the
members of the remuneration committee should be independent
non-executive directors. The Board is in the opinion that
establishment of a remuneration committee as required by this
provision does not really benefit the Group after due consideration
of the size of the Group and the associated costs involved.

The Board will review the corporate governance status of the
Company from time to time and will make any necessary change
to comply with the CG Code as and when considered appropriate.

External Auditors

For the year ended 31 March 2006, the total remuneration for
audit services provided by the external auditors, namely Kennic
L. H. Lui & Co. Ltd., amounted to approximately HK$443,000.
The audit fee was approved by the Board and the Audit Committee.

The amount of remuneration for permissible non-audit services
paid to the external auditors during the year ended 31 March 2006
(including any entity under the common control, ownership or
management of the auditors) amounted to approximately
HK$199,000.

The non-audit services mainly comprised advice on improvements
to the internal control systems of the Group and a review of the
implementation thereof. The Audit Committee was briefed in
respect of such non-audit services and related fees and was
satisfied that such services did not (in terms of the nature of
services and the amount of fees charged) affect the independence
of the external auditors.

The re-appointment of Kennic L. H. Lui & Co. Ltd. as auditors of
the Company has been recommended by the Audit Committee
and endorsed by the Board and is subject to approval by the
Shareholders at the forthcoming annual general meeting.
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Internal Controls

The Board acknowledges its responsibility in ensuring sound and
effective internal control systems for the Group are in place to
safeguard the assets of the Company at all times. The system of
internal controls aims to help in achieving the Group’s business
objectives, safeguarding assets and maintaining proper accounting
records for the provision of reliable financial information. It is also
recognised that the systems are to provide reasonable, but not
absolute, assurance against material misstatement in the financial
statements or loss of assets and to manage rather than eliminate
risks of failure when business objectives are being pursued.

Management have conducted regular reviews during the year on
the effectiveness of the internal control systems covering all
material controls in the areas of financial, operational and
compliance including coverage on the risk management functions
as well as physical asset and information systems security. The
management also reported to the Audit Committee two times
during the year in respect of key findings identified. The Audit
Committee in turn reports all material issues and recommendation,
if any, to the Board.

The external auditors were appointed in 2004 to review and
document the internal control systems of the Group. Certain
relevant recommendations made by the external auditors have
being implemented by the Group in stages together with
subsequent improvements, if any, made by the Board to further
enhance internal control policies, procedures and practices.
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