12

Corporate Governance Report
TEERRSE

Perennial International Limited is firmly committed to statutory and
regulatory corporate governance standards and adherence to the
principles of corporate governance emphasizing transparency,
independence, accountability, responsibility and fairness.

THE CODE ON CORPORATE GOVERNANCE PRACTICES

With effect from 1st January 2005, the Company has applied
the principles and complied with the requirements of the Code
on Corporate Governance Practices (the “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 (the
“Stock Exchange”).

The Directors confirm that, for the financial year ended 31st
December 2006, the Company has fully complied with the code
provision in the Code.

The Company will continuously enhance the corporate governance
standards throughout the Group and ensure further standards to
be put in place by reference to the recommended best practices
whenever suitable and appropriate.

THE BOARD

The Board’s primary role is to protect and enhance long-term
shareholder value. It sets the overall strategy for the Group and
supervises executive management to whom the responsibility of
managing the day-to-day operation of the Group is delegated. In
the course of discharging its duties, the Board acts with integrity,
due diligence and care, and in the best interests of the Company
and its shareholders.

The Board is charged with leading the Company in a responsible
and effective manner. The Board has adopted formal terms of
reference which detail its functions and responsibilities. Its main
responsibilities include, but not limited to, ensuring competent
management, approving objectives, strategies and business plans,
ensuring prudent conduct of operations within laws and approved
policies, ensuring and monitoring integrity in the Company’s
conduct of affairs. Directors, as members of the Board, jointly share
responsibility for the proper direction of the Company.
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Corporate Governance Report Continued)

THE BOARD (CONTINUED)

The Board currently consists of (9) members whose details are
set out on pages 26 and 30. It meets quarterly and holds specific
meetings as and when they are deemed necessary. The Board held
five (5) meetings during the year ended 31st December 2006. A
record of the Directors’ attendance at Board meetings is set out on
page 22 of this report.

The Group provides extensive background information about its
history, mission and businesses to its Directors. The Directors
are also provided the opportunity to visit the Group’s operational
facilities and meet with the management to gain a better
understanding of its business operations.

The Board has separate and independent access to the senior
management and the Company Secretary at all times. The
Board also has access to independent professional advice where
appropriate.

The Company has arranged for appropriate liability insurance
for the Directors and the senior management of the Group for
indemnifying their liabilities arising out of corporate activities. The
insurance coverage is reviewed on an annual basis.

In order to reinforce their respective independence, accountability
and area of responsibility, the role of the Chairman is separated
from that of the Chief Executive Officer. Their respective
responsibilities are clearly established and set out in writing. The
Chairman leads the Board’s workings and proceedings, while the
Chief Executive Officer is responsible for implementing the Group’s
strategies and policies and for conducting the Group’s businesses.

Pursuant to the Bye-laws of the Company, at each annual general
meeting, one-third of the Directors that have served longest on the
Board must retire, and may offer themselves for re-election. Each
Director is subject to retirement by rotation at least once every three
years. For enhancing accountability, any further re-appointment of
an Independent Non-Executive Director, who has served the Board
for more than nine years, will be subject to separate resolution to
be approved by the shareholders.
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Corporate Governance Report (Continued)

EEERRSE (&)

THE BOARD (CONTINUED)

Pursuant to the requirement of the Listing Rules, the Company has
received a written confirmation from each of the Independent Non-
Executive Directors confirming his independence to the Company.
The Company considers all its Independent Non-Executive
Directors to be independent.

RESPONSIBILITIES OF THE DIRECTORS FOR THE
FINANCIAL STATEMENTS

The Board is responsible for presenting a balanced and clear
assessment of the Group’s performance and prospects. It is also
responsible for preparing the accounts that give a true and fair
view of the Group’s financial position on a going concern basis as
well as other price sensitive announcements and other financial
disclosures. Management provides all relevant information and
records to the Board, giving it the relevant information it needs to
discharge these responsibilities.

BOARD COMMITTEES

The Board has established four (4) committees, each of them
having specific terms of reference, to consider matters relating to
specific areas and to advise the Board or, where appropriate, to
decide on behalf of the Board on such matters. Details of these
committees and their principal terms of reference are as follows:

AUDIT COMMITTEE

The Audit Committee was established on 1st April 2008. Its current
members included three (3) Independent Non-Executive Directors
and one (1) Non-Executive Director, who are:

Mr. LAU Chun Kay (Chairman)

Mr. LIAO Zhixiong

Mr. MA Chun Hon, Richard
(appointed on 13th February 2006)
Ms. KOO Di An, Louise

The terms of reference of the Audit Committee have been revised
to meet the requirements set out in the Code (effective 1st January
2005).
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Corporate Governance Report Contmued)

AUDIT COMMITTEE (coNTINUED)

The Audit Committee is mainly responsible for making
recommendation to the Board on the appointment, re-appointment
and removal of the external auditors and any questions of
resignation or dismissal, their audit fees, matters relating to
the independence of the external auditors; meeting with the
external auditors to discuss the nature and scope of the audit,
and matters of concern when requested to do so by the external
auditors; reviewing the interim financial report and annual financial
statements before they are submitted to the Board; discussing
problems and reservations arising from the interim review and
final audit, and any other matters the external auditors may wish
to discuss, and reviewing the external auditors’ letter to the
management and the management’s response; reviewing the
internal audit programmes and ensuring co-ordination between
the internal and external auditors, and ensuring that the internal
audit function is adequately resourced and has appropriate
standing within the Group; and considering any findings of major
investigations of internal control matters as delegated by the Board
or on its own initiative and management’s response.

The Audit Committee meets at least twice a year, while at least
once a year it meets with the external auditors without Executive
Directors being present. The Audit Committee held four (4)
meetings during the year ended 31st December 2006. An
attendance record of its members at Audit Committee meetings is
set out on page 22 of this report.

During the year, the Audit Committee reviewed the interim financial
report and the audited financial results of the Group for the year
ended 31st December 2006 and the accounting principles and
practices adopted by the Group. The Audit Committee also
reviewed the adequacy and effectiveness of the Company’s internal
control systems and made recommendations to the Board.

JJ:% = (I%ﬁ)

EREES (#)

BERZREQZIEREAMINERHEN 2 Z
T BENZERER  HREEEMERZ
A2 SR B B S B AR X AR BUAD - BTN 2
SNERZ BN  BU M EEENESTSREER
R BSNBREERE N RER TEZLE
KEBEMINEZBMRSESEINER
BT MM BHREREFUHRRAELR
BExg dwmERNTHEHRFEERBRE
BRFABERREER - MEMEMIMNEZ
B w2 EE - ERIMNERBENEE 2
B2 Mt RERE 2 OE - B AT
2] RERABD R INEZBEN E 2 B ¢ HEIR
METFEZBEE RME RS LN AEER
BEEEHWAL  REREESRERIEAH
ETZARAEERNEEE 2 EE -

o

N

%w%@@m

i
b=nl

SERLBRMNEE  UEE
ﬁﬁ%ﬁi%ﬂflﬂ?ﬁ%
%o BERZEERH LS

+-EZ¢E%$HEM§
B REZEZE SR 20

\
2

oo
=H

o

m —+

& 3o E B
P s
il

o |1 4B >I g

%i%-m:nﬁfm

N

N

)mH
o

77

BERZEQCBRHNAKENT MM ERE R
BE_ZTTRF+_A=1— amﬁrzm
BERMBRERASERMZ G B RE
Mo BERZZBENEENARQ TPFWW il

B ERRERARN  ENEFRRLE
e

Annual Report 2006
—EETATEH

15




16

Corporate Governance Report (Continued)

EEERRE (F)

REMUNERATION COMMITTEE

The Remuneration Committee was established on 21st November
2005. Its current members included three (3) Independent Non-
Executive Directors and one (1) Non-Executive Director, who are:

Mr. LAU Chun Kay (Chairman)

Mr. LIAO Zhixiong

Mr. MA Chun Hon, Richard
(appointed on 13th February 2006)
Ms. KOO Di An, Louise

The Remuneration Committee is mainly responsible for reviewing
the Group’s remuneration policies, determining the specific
remuneration packages for Directors and senior management,
including terms of salary, discretionary bonus scheme, benefits in
kind, pension rights, compensation payments and other long-term
incentive schemes, and making recommendations to the Board on
remuneration of the Directors and senior management.

The Remuneration Committee met three (3) times in the year of
2006. During the meetings, the committee members discussed
the policy for the remuneration of the Executive Directors and
senior management, assessed the performance of the Executive
Directors and approved the terms of the Executive Directors’
service contracts. An attendance record of its members at the
Remuneration Committee meetings is set out on page 22 of this
report.
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Corporate Governance Report (Continued)

NOMINATION COMMITTEE

The Nomination Committee was established on 21st November
2005. Its current members included three (3) Independent Non-
Executive Directors and one (1) Non-Executive Director, who are:

Mr. LAU Chun Kay (Chairman)

Mr. LIAO Zhixiong

Mr. MA Chun Hon, Richard
(appointed on 13th February 2006)
Ms. KOO Di An, Louise

The Nomination Committee is mainly responsible for reviewing
the candidates’ qualification and competence, and making
recommendations to the Board on appointment of Directors, so as
to ensure that all nominations are fair and transparent.

The Nomination Committee met three (3) times in the year of
2006. During the meetings, the committee members discussed
the procedures and criteria which should be adopted by them
in nominating candidates for directorship and agreed that such
criteria should include the candidates’ professional background,
their financial and commercial experience and their past track
record with other listed companies (if any). Candidates who satisfy
the relevant criteria are then short-listed by the chairman of the
Nomination Committee before their nominations are proposed
to the Nomination Committee. The Nomination Committee
subsequently meets to select the final candidates and submit its
recommendation to the Board for its final approval. An attendance
record of its members at the Nomination Committee meetings is set
out on page 22 of this report.
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Corporate Governance Report (Continued)

CEEARE ()

COMPLIANCE COMMITTEE

The Compliance Committee was established on 25th November
2005. Its current members included five (5) Executive Directors,
one (1) Non-Executive Director and three (3) Independent Non-
Executive Directors, who are:

Executive Directors

Mr. MON Chung Hung

(Chief Executive Officer and Deputy Chairman)
Ms. LI Man Wai

Mr. SIU Yuk Shing, Marco

Ms. MON Wai Ki, Vicky

(appointed on 2nd September 2006)

Ms. MON Tiffany

Mr. LI Ho Cheong

(resigned on 2nd September 2006)

Non-Executive Director
Ms. KOO Di An, Louise (Chairman)

Independent Non-Executive Directors
Mr. LAU Chun Kay

Mr. LIAO Zhixiong

Mr. MA Chun Hon, Richard

(appointed on 13th February 2006)

The Compliance Committee is mainly responsible for (i) reviewing
corporate communication issued by the Company so as to ensure
compliance in every respect with the listing requirements contained
in the Listing Rules; and (i) reviewing transactions entered into by
the Company so as to ensure compliance with the relevant laws
and regulations applicable to the Company whether of Hong Kong
or elsewhere. Where necessary, the Compliance Committee would
seek professional advice in respect of the requirements of the
Listing Rules and other applicable laws and regulations so as to
improve the existing compliance procedures of the Company.

The Compliance Committee held one (1) meeting during the year
ended 31st December 2006. An attendance record of its members
at the Compliance Committee meeting is set out on page 22 of this
report.
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Corporate Governance Report (Continued)

INTERNAL CONTROL

The Board is responsible for internal control of the Group and
for reviewing its effectiveness. Procedures have been designed
for safeguarding assets against unauthorized use or disposition,
ensuring the maintenance of proper accounting records for the
provision of reliable financial information for internal use or for
publication, and ensuring compliance with applicable laws, rules
and regulations. The procedures provide reasonable but not
absolute assurance against material errors, losses or fraud.

The Board, through the Audit Committee, has reviewed the
effectiveness of the Group’s internal control system covering all
material controls, including financial, operational and compliance
controls and risk management functions. Areas for improvement
have been identified and appropriate measures taken so as to
provide assurance that key business and operational risks are
identified and managed.

The key procedures that the Board established to provide effective
internal controls are as follows:

(@ A comprehensive monthly management reporting system
is in place providing financial and operational performance
indicators to the management, and the relevant financial
information for reporting and disclosure purpose;

(b) Management structure with defined roles, responsibilities
and reporting lines are established. Delegated authorities are
documented and communicated;

(c) System and procedures are in place to identify, measure,
manage and control risks including liquidity, credit, market,
business, regulatory, operational and reputational risks that
may have an impact on the Group; and

(d) Internal Audit Team performs reviews of the risks and
key controls to provide reasonable assurance to the
management and the Audit Committee that risks and
controls have been adequately addressed.
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Corporate Governance Report (Continued)
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INTERNAL CONTROL (coNTINUED)

The function of the Internal Audit Team is mainly responsible for
monitoring the internal control system of the Group. The Internal
Audit Team covers financial controls, business operations,
compliance and risk management. Independent reports are
submitted to the Audit Committee on a regular basis.

EXTERNAL AUDITORS

The Audit Committee is responsible for considering the
appointment, re-appointment and removal of external auditors
subject to endorsement by the Board and final approval and
authorization by shareholders of the Company in general meeting.
The Audit Committee assesses the external auditors, taking into
account factors such as the performance and quality of the audit
and the objectivity and independence of auditors. The existing
auditors of the Company are PricewaterhouseCoopers who were
first appointed in 1997.

EXTERNAL AUDITORS’ REMUNERATION

The Group was charged HK$1,100,000 and HK$506,500 by
PricewaterhouseCoopers for auditing and non-auditing services
respectively for the year ended 31st December 2006.

FINANCIAL REPORTING

The Board, supported by the accounts department, is responsible
for the preparation of the accounts of the Company and the
Group. In preparing the accounts, the Board has adopted generally
accepted accounting standards in Hong Kong and complied
with accounting standards issued by the Hong Kong Institute of
Certified Public Accountants. Appropriate accounting policies have
also been used and applied consistently.

The reporting responsibilities of the external auditors are set out
in the Independent Auditor’s Report on pages 45 and 47 of this
annual report.
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Corporate Governance Report (Continued)

MODEL CODE FOR SECURITIES TRANSACTIONS

The Company adopted a code of conduct regarding Directors’
securities transactions on terms no less exacting than the Model
Code for Securities Transactions by Directors of Listing Issuers as
set out in Appendix 10 of the Listing Rules. Having made specific
enquiry of all Directors, they had complied with the required
standards of the said code during the year.

SHAREHOLDERS’ RIGHTS

The Board and management shall ensure shareholders’ rights and
all shareholders are treated equitably and fairly. Pursuant to the
Company’s bye-laws, any shareholder entitled to attend and vote
at a general meeting of the Company is entitled to appoint another
person as his proxy to attend and vote instead of him. Shareholders
who hold not less than one-tenth of the paid up capital of the
Company shall have the right, by written requisition to the Board
or the Company Secretary of the Company, to require a special
general meeting to be called by the Board for the transaction of any
business specified in such requisition.

Chairmen of the various Board committees, or failing the Chairmen,
any member from the respective committees, must attend the
annual general meetings of the Company to address shareholders’
queries. External auditors shall also be invited to attend the
Company’s annual general meetings and are available to assist
the Directors in addressing queries from shareholders relating to
the conduct of the audit and the preparation and content of their
auditor report.

INVESTOR RELATIONS

The Company believes in regular and timely communication with
shareholders as part of its efforts to help shareholders understand
its business better and the way the Company operates.

To promote effective communication with the public at large,
the Company maintains a website on which comprehensive
information about the Company, its major businesses, financial
information and particulars of Directors are posted. The Company’s
publications, including press releases, announcements, annual and
interim reports, shareholders circulars are being made available on
this website (http://www.perennialinternational.hk)
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Corporate Governance Report (Continued)
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DIRECTORS’ ATTENDANCE AT BOARD, AUDIT
COMMITTEE, REMUNERATION COMMITTEE,
NOMINATION COMMITTEE AND COMPLIANCE

COMMITTEE MEETINGS

Total number of meetings held
during the year ended
31st December 2006

Number of meetings attended:

Executive Directors
Mr. MON Chung Hung
(Chief Executive Officer &
Deputy Chairman)
Ms. LI Man Wai
(Qualified Accountant)
Mr. SIU Yuk Shing, Marco
Ms. MON Wai Ki, Vicky
(appointed on 2nd September 2006)

Ms. MON Tiffany
Mr. LI Ho Cheong
(resigned on 2nd September 2006)

Non-Executive Director
Ms. KOO Di An, Louise
(Chairman)

Independent Non-Executive Directors

Mr. LAU Chun Kay

Mr. LIAO Zhixiong

Mr. MA Chun Hon, Richard
(appointed on 13th February 2006)

External Auditors

Perennial International Limited
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