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The board of directors (the “Board”) is committed to upholding a high
standard of corporate governance and business ethics in the firm belief
that they are essential for enhancing investors’ confidence and
maximizing shareholders’ returns. The Board reviews its corporate
governance practices from time to time in order to meet the rising
expectations of stakeholders, comply with increasingly stringent
regulatory requirements and fulfill its commitment to excellence in
corporate governance.

During the financial year ended December 31, 2006, the Company has
complied with the code provisions set out in the Code on Corporate
Governance Practices (the “CG Code”) as stated 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”) except
for certain areas of non-compliance that are discussed later in this
report.

BOARD

The Board is charged with providing effective and responsible
leadership for the Company. The directors, individually and collectively,
must act in good faith in the best interests of the Company and its
shareholders.

The Board comprises four Independent Non-executive Directors and
three Executive Directors and is advised by an Independent Board
Advisor. The Board has appointed two Board Committees, the Audit
Committee and the Compensation Committee, to oversee different areas
of the Company’s affairs. The composition of the Board and the Board
Committees are given below and their respective responsibilities are
discussed in this report.
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The Board sets the Group’s overall objectives and strategies, monitors
and evaluates its operating and financial performance and reviews the
corporate governance standard of the Company. It also decides on
matters such as annual and interim results, major transactions, director
appointments or re-appointments, and dividend and accounting
policies. The Board has delegated the authority and responsibility for
implementing its business strategies and managing the daily operations
of the Group’s businesses to a Management Committee. The three
Executive Directors and a director of the Group’s Middle East and India
operations together comprise the Management Committee which is fully
accountable to the Board. The Company maintains appropriate
directors’ and officers’ liabilities insurance.

The Board has four regular meetings a year and holds additional
meetings as and when required. Regular Board meetings are scheduled
in advance to facilitate the fullest possible attendance. The Company
Secretary assists the Chairman in setting the agenda of the Board
meetings and each Board member is invited to present any businesses
that he wishes to discuss or propose at such meetings. Board papers
are circulated to all Board members not less than three days before the
Board meetings to ensure timely access to relevant information. Board
members may choose to take independent professional advice if
necessary. Draft and final versions of minutes are circulated to all Board
members for comments. The Company held six full Board meetings in
2006. Attendance of the full Board meetings and the Audit Committee
and Compensation Committee meetings is as follows:
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Audit Compensation

Board Committee Committee

BUSCHE S Mr. AU Man Chu, Milton* 5/6 2/2 N/A

BN T E” Mr. Barry John BUTTIFANT* 6/6 2/2 1/1

BEELE Mr. KWONG Ki Chi* 4/6 1/2 N/A

FEREL Dr. LEE Peng Fei, Allen* 6/6 2/2 11

2IRELE () Mr. LAU Kwok Kuen, Peter (Chairman) 6/6 N/A 1/1

KB fE Mr. FUNG Wing Cheong, Charles 6/6 N/A N/A

ENZkE Mr. MAH Chuck On, Bernard 6/6 N/A N/A

REHR Professor LEUNG Kwok* 5/6 N/A 0/1
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# BUEESER # Independent Board Advisor
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In 2006, the Chairman also met with the Independent Non-executive
Directors without the presence of the Executive Directors.

The Board members have no financial, business, family or other
material/relevant relationships with each other save that Mr. Buttifant,
Mr. Kwong and Mr. Lau have common directorships in other listed
companies in Hong Kong. Mr. Buttifant and Mr. Kwong serve on the
boards of Hsin Chong Construction Group Ltd. (“Hsin Chong”) and
Synergis Holdings Limited as alternate director and non-executive
director respectively; and Mr. Lau serves as an independent non-
executive director of Hsin Chong. In the Board’s opinion, these
relationships do not affect the Directors’ independent judgment and
integrity in executing their roles and responsibilities. The Independent
Non-executive Directors bring a variety of experience and expertise to
the Company.

Each of the Independent Non-executive Directors has confirmed with
the Company in writing his independence from the Company in
accordance with the guidelines on director independence of the Listing
Rules. On this basis, the Company considers all such directors to be
independent.

Biographical details of the Directors of the Company as at the date of
this report are set out on pages 7 to 9 of this annual report.
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A RERBRERDE



i+t % B
CORPORATE GOVERNANCE REPORT

H OB & B

=1 =

ENEZENEARBUEE ZRE  BEM

EXAFE EFSMAEARBCEREMER

RAZERRFE - ARESENBRRNGF
|

HoEFERENRGEAS  UHEFREEER
EAE RERERTEARAENTE  E

NEBBEBNEEARARRZER -

ESZCZEHEREER

HRTEENLZICHESZTGL2RENELRZ
AU ARBRERUIRELEES - HIRAH
EC %Fﬁﬁziﬁﬂ%\m%~
HERAESETEANER -

ARAIRZZEERNFRANBETZRERESF
K& RRBRESEBITRRR 2 ARH
(TR  BUHAENAEFSEECHES
(EFEHEFRERRIN ARNEEZEFREREAR
AETZT—RBERAE L (B HEMRE =
R)ET—RBRRBFAGF(WBEMEFA
FhBRREE NEELRRBEFAEG L
CEZ(ERAESHLBBRIN
{5 ﬁ@EIKE B BZEAED
BB=0—EERARESER HEEBUEF
(IV&E%%%@%%)'&%%EE%Zé
5 OABRLB=FHESR K-

r“‘- :t_/'\

B MAEBUFRBTESNEELHA
=F - RE-IRBEEEAKTY ARBE
EEHBNFIBIFNTES  ARBERNU
BUARBRBLESVEL -EFSSHEFHP
FRRIAEZRZEZNEBLALIARE
BEEZREA -

BA - TERATBRERZACREH - AL
T HRABR T80l - Bt - TER
EXRRBERIZAAPGHESROGAN
R e st RAEERTESR T AT RGN R
B o

GIORDANO INTERNATIONAL LIMITED
A RERBRERDE

Given the composition of the Board and the skills, knowledge and
expertise that each Director brings to bear in its deliberations, the
Board believes that it is appropriately structured to provide sufficient
checks and balances to protect the interests of the Group and the
shareholders. The Board will review its composition regularly to ensure
that it has the appropriate balance of expertise, skills and experience to
continue to effectively oversee the business of the Company.

APPOINTMENT AND RE-ELECTION OF DIRECTORS

Since the full Board is involved in the appointment of new Directors, the
Company has not established a Nomination Committee. The Board will
take into consideration criteria such as expertise, experience, integrity
and commitment when considering the appointment of new Directors.

At the annual general meeting of the Company held on May 9, 2006,
amendments to the Bye-Laws of the Company (the “Bye-Laws”) were
approved by the Company’s shareholders pursuant to which any new
Directors (other than the Chairman or the Managing Director) appointed
by the Board shall be subject to retirement and re-election by
shareholders at the next following general meeting of the Company
(in the case of filling a casual vacancy) or at the next following annual
general meeting of the Company (in the case of an addition to their
number) after his appointment, and at each annual general meeting,
one-third of the Directors (other than the Chairman or the Managing
Director) for the time being, or, if their number is not a multiple of three,
then the number nearest to but not exceeding one-third, shall retire from
office by rotation provided that every Director (other than the Chairman
or the Managing Director), including those appointed for a specific
term, shall be subject to retirement by rotation at least once every three
years.

Currently, all Independent Non-executive Directors are appointed for a
specific term of three years. To further enhance the standard of
corporate governance, any further appointment of an Independent Non-
executive Director who has served on the Board for over nine years will
be subject to a separate resolution to be approved by shareholders. The
Board will set out in the annual report the reasons it considers such
Director to continue to be independent and should be re-elected.

Presently, the roles of the Chairman and Chief Executive are vested in
the same person and the reason for this is addressed in the next
section. Accordingly, both the Chairman and the Managing Director will
be exempt from any retirement provisions of the Bye-Laws. These
deviate from the CG Code provisions.
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CHAIRMAN AND CHIEF EXECUTIVE

The code provision stipulates that the roles of chairman and chief
executive officer should be separate and should not be performed by
the same person. The Company does not have a separate Chairman
and Chief Executive and Mr. LAU Kwok Kuen, Peter currently holds both
positions. The Board believes that vesting the roles of both Chairman
and Chief Executive in the same person provides the Group with strong
and consistent leadership, allows for more effective planning and
execution of long term business strategies and enhances efficiency in
decision-making in response to the changing environment. The Board
also believes that the Company already has a strong corporate
governance structure appropriate for its circumstances in place to
ensure effective oversight of Management. The main elements of this
structure include:

o Having Independent Non-executive Directors comprise a majority
of the Board;

o Having the Audit Committee composed exclusively of Independent
Non-executive Directors;

o Having Independent Non-executive Directors and the Independent
Board Advisor comprise a majority of the Compensation
Committee;

o Ensuring that Independent Non-executive Directors have free and
direct access to both the Company’s external and internal auditors
and independent professional advice where necessary;

o Having a “whistle-blowing” mechanism in place to allow the
Group’s staff members to anonymously and confidentially report
any suspected acts of fraud or gross misconduct by senior
management, including that of the Chairman and Chief Executive,
to the Head of Internal Audit; and

o Under the “whistle-blowing” mechanism, the Head of Internal Audit
will investigate any reports of suspected acts of fraud or gross
misconduct with the strictest confidence and refer the reports to
the Company’s Independent Non-executive Directors for further
action should sufficient grounds exist for such referral.

GIORDANO INTERNATIONAL LIMITED
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The Board believes that these measures enable our Independent
Non-executive Directors to continue to rigorously supervise the Group’s
Management and to provide effective control of key issues relating to
strategy, risk and integrity. The Board continually reviews the
effectiveness of the Group’s corporate governance structure to assess
whether any changes are necessary.

AUDIT COMMITTEE

The Audit Committee comprises all four Independent Non-executive
Directors and is chaired by Mr. Buttifant, a qualified accountant with
extensive experience in financial reporting and controls. It is
responsible for the appointment of external auditors, review of the
Group’s financial information and oversight of the Group’s financial
reporting system and internal control procedures. It is also responsible
for reviewing the interim and final results of the Group prior to
recommending them to the Board for approval. It meets regularly to
review financial reporting and internal control matters and to this end
has unrestricted access to both the Company’s external and internal
auditors. Its terms of reference are available on request and also
accessible on the Company’s website.

In 2006, the Audit Committee held two meetings and the attendance
record, on a named basis, is set out on page 33 of this report. During
the meetings, it reviewed the final results for the year ended
December 31, 2005 and the interim accounts for the six months ended
June 30, 2006 with the external auditors; as well as the activities of the
Group’s Internal Audit Department and its internal audit report, findings
and recommendations on the Group’s business operations.

COMPENSATION COMMITTEE

The Compensation Committee, composed of two Independent
Non-executive Directors, the Independent Board Advisor and the
Chairman, is responsible for reviewing and determining the
compensation and benefits of Directors and senior management. The
committee members elect one of them to take the chair at the
commencement of each meeting. Its terms of reference are available on

request and also accessible on the Company’s website.

In 2006, the Committee held a meeting to review the remuneration of the
Chairman and the bonuses of the Executive Director and senior
management. The attendance record, on a named basis, is set out on
page 33 of this report. When the remuneration package of an individual
Director was under review, such Director abstained from voting to avoid
any conflict of interest.
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MANAGEMENT COMMITTEE

The Board has delegated the authority and responsibility for
implementing its business strategies and managing the daily operations
of the Group’s businesses to a Management Committee. The
Management Committee comprises the three Executive Directors and a
director of the Group’s Middle East and India operations and is fully
accountable to the Board.

DIRECTORS’ AND AUDITORS’
FINANCIAL STATEMENTS

RESPONSIBILITIES FOR THE

The Directors are responsible for overseeing the preparation of financial
statements for each financial period to ensure that they give a true and
fair view of the state of affairs of the Group and of the results and cash
flow for that period. The Company'’s financial statements are prepared in
accordance with all relevant statutory requirements and applicable
accounting standards. The Directors are responsible for ensuring that
appropriate accounting policies are selected and applied consistently,
and that judgments and estimates made are prudent and reasonable.

The statement by the auditors of the Company regarding their reporting
responsibilities on the financial statements of the Group is set out in the
Independent Auditor’s Report on pages 49 and 50.

INTERNAL CONTROL

The Board has overall responsibility for internal control and for reviewing
its effectiveness. Procedures have been designed to safeguard assets
against unauthorized use or disposition; maintain proper accounting
records and to enhance the reliability of financial information used
within the business or for publication. Such procedures are designed to
provide reasonable, but not absolute, assurance against material
misstatement or loss, and to manage rather than eliminate risks of
failure in the Group's operational systems and in the achievement of the
Group’s business objectives.

The Directors conducted a review of the effectiveness of the internal
control system of the Company and its subsidiaries during the year in
accordance with the code provisions on internal control of the CG Code.
The review covers all material controls, including financial, operational
and compliance controls and risk management functions.

GIORDANO INTERNATIONAL LIMITED
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The Group has established an organizational structure with operating
policies and procedures, lines of responsibility and delegated authority.
Operating boards at the subsidiary level, composed of senior
executives of the Group, have been established to exercise effective
control and conduct periodic review of business performance.

Operational budgets are prepared by the operational departments and
reviewed by Management prior to being adopted. There are procedures
for the appraisal, review and approval of major capital and recurrent
expenditures. Results of operations against budgets are reported to the
Board of Directors for regular review.

The Internal Audit Department plays a major role in monitoring the
internal control of the Group and reports directly to the Chairman. It
implements the audit plan approved by Management and the Audit
Committee and has unrestricted access to review all aspects of the
Group’s activities and internal controls. The Internal Audit Department
submits audit reports to Management and the Audit Committee on a
regular basis. The Audit Committee has free and direct access to the
Head of the Internal Audit Department without reference to the
Chairman or Management.

AUDITORS’ REMUNERATION

The remuneration charged by the Group’s principal auditors,
PricewaterhouseCoopers, and their affiliated firms, for statutory audit
and non-audit services is set out below:

(KB BETREN) (In HK$ millions) 2006 2005
EEER Statutory audit 2 2
FEEZR Non-audit services 1 -
By Total 3 2
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MODEL CODE FOR SECURITIES TRANSACTIONS

The Company has adopted a Code of Conduct for Securities
Transactions by Directors on terms no less exacting than that required
by the Listing Rules. Following a specific enquiry, each of the Directors
confirmed that he complied with the aforesaid Code throughout the year.

The Company has also adopted a Code of Conduct for Securities
Transactions by Specified Employees to govern securities transactions
of those employees who may possess or have access to price sensitive
information.

SOCIAL RESPONSIBILITY

The Group is committed to being a successful and responsible
corporate citizen. As such, we are committed not only to delivering
quality products and service to our customers and strong and sustained
financial performance to our shareholders. We are also committed to
creating a positive impact in the communities where we conduct
business. We aim to achieve this by, amongst others, supporting
charitable organizations and causes; ensuring that the workers
producing our products are treated with fairness and respect; and at all
times achieving our goals through environmentally friendly means.

INVESTOR AND SHAREHOLDER RELATIONS

The Group’s senior management maintains close communications with
investors, analysts, fund managers and the media by various channels
including roadshows, individual interviews and meetings. The Group
also responds to requests for information and queries from the
investors.

The Board also welcomes the views of shareholders on matters affecting
the Group and encourages them to attend shareholders’ meetings to
communicate any concerns they may have with the Board or
Management directly.
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