CORPORATE GOVERNANCE REPORT

Corporate Governance Practices

The Group recognises the importance of transparency and accountability
to shareholders. The Board will continually review and enhance its
corporate governance practices to ensure that they meet shareholders’
expectation and comply with relevant standards.

The Company has complied with the Code on Corporate Governance
Practices as set out in the Appendix 14 of the Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong Limited (the
“Listing Rules”) for the financial year ended 31 December 2006.

The Board

The Board comprises of four Executive Directors (“ED”), three Non-
executive Directors (“NED”) and three Independent Non-executive
Directors (“INED”), whose biographical details among them are set out
on pages 5 to 7 of this annual report. Saved as the family relationship
disclosed therein, the directors do not have material financial, business
or relevant relationships with one another.

The Board assumes responsibility for leadership and control of the
Group and monitors management’s performance. It is responsible for
determining the overall strategic direction, the objectives of
management, overseeing significant operational and financial matters
of the Group and ensuring that a framework of effective controls is in
place to enable risks to be assessed and managed.

The Board has delegated day-to-day operations to management, which
is led by the Group General Manager and the Group Deputy General
Manager who are both EDs.

The Board is supported by three committees, namely Audit Committee,
Remuneration Committee and Nomination Committee. Each of them
has defined terms of reference which are available at the Company’s
website at www.chowsangsang.com. All committees have an INED as
chairman and the majority of members are INEDs.
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CORPORATE GOVERNANCE REPORT

The Board (continued)

Members of the Board of directors, along with their participation in the
three committees and their attendance record, are listed in the following
table. The entries are in the format “number of meetings the director
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attended/total number of meetings held during 2006”, or “— " where TERRFTILAINR  IWEESFL
the director is not a member. EKE BT 2BAERTR -
Audit Remuneration | Nomination
Directors Board Comnmittee Comnmittee Comnmittee
Ex Exg ENEEE | ¥MZEES |(REZEE
Executive Directors: HITES !
Dr. CHOW Kwen Lim BAEREL 4/5 — — —
Chairman TE
Mr. Vincent CHOW Wing Shing J& 7k B 5 A 5/5 — — —
Group General Manager EBBEE
Dr. Gerald CHOW King Sing [E R B A 4/5 — — 1/1
Mr. Winston CHOW Wun Sing A7k EE 5/5 — - -
Group Deputy General Manager EEFBEE
Non-executive Directors: FHTES:
Mr. CHOW Kwen Ling BAE<KE 5/5 — — —
Honorary Chairman HEEFR
Mr. Stephen TING Leung Huel TRERE 5/5 4/4 212 —
Mr. CHUNG Pui Lam EMMREE 4/5 4/4 2/2 11
Independent Non-executive Directors: BYFHTEE :
Mr. LEE Ka Lun FREAL 5/5 4/4 22 11
Chairman of each of the three committees ZHZEEZER
Dr. CHAN Bing Fun R 2 e 5/5 4/4 212 1/1
Mr. LO King Man ERNEHE 4/5 3/4 2/2 11
Average attendance rate FHmER 92% 95% 100% 100%
Date of meetings EEEE 20/01/2006 | 24/03/2006 | 20/01/2006 | 15/03/2006
29/03/2006 28/04/2006 25/08/2006
07/07/2006 20/07/2006
10/07/2006 25/08/2006
30/08/2006

All directors are requested to give sufficient time and attention to the
affairs of the Company. They are also requested to disclose periodically
to the Company the number and nature of offices they hold in public
listed companies or organisations.

Chairman and Group General Manager

The roles of the Chairman and the Group General Manager are separated
to reinforce their respective independence, accountability and
responsibility. The Chairman ensures that the Board functions properly,
with good corporate governance practices and procedures, and the
Group General Manager is responsible for managing the Group’s
business and monitoring the daily operations. Their respective
responsibilities are clearly established and set out in writing.
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CORPORATE GOVERNANCE REPORT

The Board (continued)
Appointment and re-election of directors

The Board has set up a Nomination Committee in June 2005 whose
responsibility is to review periodically the constituency of the Board,
the procedures and criteria for the appointment of directors, and to
make recommendations to the Board when necessary. When there is a
nomination to directorship, the Committee shall make recommendation
to the Board after weighing the nominee’s expertise, knowledge and
experience against those of the existing members.

During the year, the Committee has reviewed the composition of the
Board and considered that it is appropriately structured to provide
sufficient balance of skills and experience to protect the interests of
the Group and the shareholders.

Any director appointed by the Board as an additional director shall
hold office only until the next annual general meeting (“AGM”), and
the next general meeting if appointed to fill a casual vacancy, but is
eligible for re-appointment by the shareholders. To be convergent with
this practice adopted by the Company, the shareholders have approved
to amend the related provision of the Company’s Bye-Laws at the 2006
AGM.

In addition, pursuant to the Company’s Bye-laws, all directors are
subject to re-election by shareholders at the AGM at least once every
three years on a rotational basis. All NEDs and INEDs are appointed
for specific terms of not more than three years. Details of those directors
who are retiring by rotation and seeking re-election at the forthcoming
AGM are set out in the shareholders” circular dated 20 April 2007.

Independence of INED

Each of the INEDs has confirmed in writing his independence in
accordance with the guidelines on directors’ independence as set forth
in Rule 3.13 of the Listing Rules. The Company considers all INEDs to
be independent.

Securities transactions

The Company has adopted the Model Code for Securities Transactions
by Directors of Listed Issuers (the “Model Code”) as set out in Appendix
10 of the Listing Rules as the Company’s code of conduct regarding
directors’ securities transactions. Upon specific enquiries, all directors
confirmed their compliance with the required standard as set out in
the Model Code. The directors’ interests in shares of the Company as
at 31 December 2006 are detailed on page 21 of this annual report.
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CORPORATE GOVERNANCE REPORT

The Board (continued)
Securities transactions (continued)

Relevant employees who are likely to be in possession of unpublished
price-sensitive information of the Group are also subject to compliance
with written internal guidelines on no less exacting terms than the
Model Code.

Board proceedings

Regular Board meetings, with at least 14 days prior notice given, are
held to discuss and decide on corporate affairs, including Group
strategy, financial performance, material acquisitions and disposals,
corporate governance and outlook. Agenda with comprehensive Board
papers are provided to directors no less than 3 days prior to the meeting
to ensure they have timely access to relevant information.

Directors who are considered having conflict of interests or material
interests in proposed transactions or contemplated issues will abstain
from voting on the relevant resolution. Board minutes with details of
matters considered, directors’ alternative concerns and views, and
decisions reached, are circulated to directors within a specified time
limit after the meeting.

Management support

Quarterly, comprehensive Board papers are prepared and distributed
to the directors to keep them well-informed of the Group’s current
business developments, financial performance and analysis, and
compliance and monitoring matters. Directors have free access to
management for additional information, as and when required and
may solicit independent professional advice at the Company’s expenses,
if necessary.

The Company has prepared and provided to each director a Directors’
Manual, which includes the statutory obligations, duties and
responsibilities for being a director and terms of reference of the various
board committees. The Directors’ Manual is updated from time to time
to reflect current developments in those areas.

Directors’ liability insurance

The Company has arranged for liability insurance, with coverage being
reviewed periodically, to indemnify the directors from their risk exposure
arising from corporate activities.
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CORPORATE GOVERNANCE REPORT

Remuneration of Directors and Senior Management

The Board has established a Remuneration Committee in January 2005
whose purview includes the remuneration policies and packages for
all directors and senior members of management. Recommendations
by the Committee are subject to the Board’s approval.

The remuneration of directors consists of a basic annual fee with
additional payments for serving on committees. It is not set on an
individual basis. However, EDs receive in addition pay packages by
virtue of their positions in management.

It is the Group’s policy to provide competitive remuneration packages
to attract, retain and motivate staff. The pay packages include, in
different combinations according to rank and grade: salary, housing
allowance, awards based on gross profit on sales, performance-based
discretionary bonus and MPF contribution as well as benefits such as
medical insurance and educational allowances. Currently, there are no
stock-option plans in place.

During the year, the Committee has reviewed the remuneration of the
directors and senior management, and recommended to the Board for
approval the annual adjustment thereof.

Details of the directors’ remuneration are included in note 8 to the
financial statements as set out on pages 79 to 81 of this annual report.

Accountability and Audit
Financial reporting

The directors acknowledge their responsibility for overseeing the
preparation of the Group’s financial statements to give a true and fair
view of the Group’s state of affairs and of the results and cash flows for
the year. In preparing the financial statements of the Company and the
Group for the year, the Board has adopted generally accepted
accounting principles and standards in Hong Kong and applied
consistently appropriate accounting policies; made reasonable
judgements and estimates; and prepared the financial statements on a
going concern basis.

External auditors

The Group’s principal independent external auditors are Ernst & Young.
Their reporting responsibilities on the financial statements of the Group
are set out in the Independent Auditors’ Report on pages 35 to 36 of
this annual report.
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CORPORATE GOVERNANCE REPORT

Accountability and Audit (continued)
External auditors (continued)

The services provided by Ernst & Young and the associated fees thereof
for 2006, were as follows:

Audit i
Taxation T 15
Others HAn

The Board is satisfied with the audit fees, process and effectiveness of
Ernst & Young and has recommended their reappointment as the
Company’s external auditors at the forthcoming AGM.

Audit Committee

Since 1999 the Board has had an Audit Committee in place, whose
principal role is to review the effectiveness of internal controls over
financial, operational and corporate governance issues, and the work
done by internal auditors, and make recommendations to the Board.
The Committee considers the independence of external auditors along
with the associated fees on audit and non-audit services. All of its
members possess appropriate professional qualifications, accounting
or management expertise as required under the Listing Rules.

In 2006, the Committee reviewed and discussed with management and
the external auditors the audit findings, internal control system, financial
reporting and compliance matters, as well as the 2005 annual report
and the 2006 interim report. The Committee approved the 2006 audit
fees of the external auditors.

Internal control

The Board, through the Audit Committee, is responsible for ensuring
that adequate internal controls are in place to safeguard the Group’s
assets and manage risks. The Group's internal control system is designed
with aims of providing reasonable assurance against material
misstatement or loss and managing risks of failure in operational systems
and achievement of the Group’s objectives.
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CORPORATE GOVERNANCE REPORT

Accountability and Audit (continued)
Internal control (continued)

Major internal controls currently in place within the Group included
the following:

. Inventories are safeguarded by an established control system. All
in- and out-records are reconciled with accounting records,
inventory records and source documents, and cross-checked by
regular and spot physical stock-takes.

*  Posting of sales is automated from the points of sales to ensure
true and accurate trading records.

. Policies are set to cover the integrity of trading practices,
safekeeping of customer assets, and credit control for the securities
and commodities broking business and wholesale of precious
metals.

. Funding for all the Group’s operations and financial reporting of
the Group's regional performance is controlled and monitored
centrally by the corporate Treasury and Accounting Department
based in Hong Kong respectively.

e Information gathered and collated by the Group’s various
departments is presented at weekly and monthly management
meetings, at which variances, deficiencies and anomalies are
noted and corrected.

e Information access is managed on a need-to-know basis to
safeguard confidentiality, especially customers’ details. Access to
the Internet and use of e-mail systems are regulated with a view
towards security.

Reports directly to the Group General Manager, the Company’s Internal
Audit Department is responsible for monitoring adherence to policies
on the safekeeping of fixed assets and inventory and operational
procedures. Annual audit plan is prepared in determining the audit
focus and frequencies.
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CORPORATE GOVERNANCE REPORT

Accountability and Audit (continued)
Internal control (continued)

The Board and the Audit Committee have reviewed the Group’s internal
control system as well as the internal audit plan and reports. With the
representations made by management, the Audit Committee and the
Board are satisfied that:

*  an ongoing process is in place to identify, evaluate and manage
the significant risks faced by the Group; and

e a proper system of internal control is in place, and has been
subject to adequate review for the year.

Corporate Communication
Investor communication

The Company has different communication channels to provide regular
and timely public disclosures to the stakeholders. Extensive information
on the Group’s corporate structure, performance and activities as well
as its products and services are provided through the timely publication
of annual and interim reports, announcements and update of corporate
website. Press releases and newsletters with the Group’s latest
development and activities are published periodically.

The Company has regular meetings with financial analysts and fund
managers, so as to enhance the Group’s relationship with the investor
community and facilitate their understanding of the Group’s strategies
and operations.

The AGM provides a useful forum for the shareholders to express and
exchange views with the Board. The Chairman and directors are present
to answer shareholders’ questions. The forthcoming AGM will be held
on 16 May 2007, details of which are set out in the notice of AGM in
the shareholders’ circular dated 20 April 2007.

Internal communication

The Group's staff members are interlinked by an Intranet for prompt
sharing of information. Regular meetings with the staff members from
Hong Kong, Mainland China and Taiwan offices are held to discuss
issues on achieving the Group’s strategic objectives, actual operational
practices, local rules and regulations and compliance practices. The
meetings ensure that good and consistent corporate governance and
company practices are reinforced and embedded in daily operations.
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CORPORATE GOVERNANCE REPORT

Corporate Communication (continued)
Internal communication (continued)

To enable the operational staff to have a basic knowledge on the
disclosure obligation of the Group and to enhance the consciousness
of the operational staff on compliance issues, written internal guidelines
and presentations on the Listing Rules, in areas to which the day-to-
day operations of the Group may relate, have been prepared and given
to operational staff.

Corporate and Social Responsibilities
Business ethics

The Company is committed to a high standard of business ethics and
integrity. Guidelines on code of conduct defining the ethical standards
expected of all employees, and the Group’s non-discriminatory
employment practices have been adopted. For ease of reference and as
a continuous reminder, a copy of the latest guidelines is posted in the
Company’s intranet for ease of access by all staff.

Contribution to the community

The Group believes in good corporate citizenship. We are committed
to delivering quality products and services to our customers, maintaining
a strong and sustainable financial performance to investors and creating
a positive impact in the communities where we conduct business.

We recognise our duty to minimise the environmental impact arising
from our operation. Management directives in force include:
minimisation of the use of paper and electricity, recycling of paper
and toner cartridges, designing packaging with biodegradable material
and residual use on the hands of consumers, and printing annual reports
on paper bearing the Forest Stewardship Council certification.

The Group provides support for activities organised by educational,
cultural and charitable organisations in Hong Kong mainly in the form
of sponsorship, and it also encourages its employees to have active
participation in charitable activities. Directors and senior members of
management have also contributed their time and expertise to various
public services and activities.

The Hong Kong Council of Social Services recognised the Group with
the “Caring Company Award”.
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