Corporate Governance Report

The Company is committed to the establishment of good
corporate governance practices and procedures. The
corporate governance principles of the Company emphasise
a quality board, sound internal control and transparency
and accountability to all shareholders.

CODE OF BEST PRACTICE AND CODE ON
CORPORATE GOVERNANCE PRACTICES

The Company’s Articles of Association have been amended on
27th May, 2005 to provide that all Directors shall retire on
such manner of rotation as required by the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong
Limited (“Listing Rules”), i.e. once every three years. Prior to
such amendment, the Company’s Articles of Association
provided that one-third of the Directors (including Non-
executive Directors) should retire by rotation at the annual
general meeting of the Company.

The Code of Best Practice set out in Appendix 14 to the Listing
Rules was replaced by the Code on Corporate Governance
Practices (“Code on CG Practices”) which has become effective
for accounting periods commencing on or after 1st January,
2005. During the year, the Company has applied the principles
and complied with all code provisions and to certain extent of
the recommended best practices of the Code on CG Practices
except the following:

Code Provision A.2.1

The Company does not have separate appointments for
Chairman and Chief Executive Officer. Mr. William CHENG
Kai Man holds both positions. The Board believes that vesting
the roles of both Chairman and Chief Executive Officer in the
same person enables the Company to have a stable and
consistent leadership. It will also facilitate the planning and
execution of the Company’s strategy and is hence, for the
interests of the Company and its shareholders.

Code Provision A.4.1

Non-executive directors of the Company have no set term of
office but retire from office on a rotational basis at least once
every three years. Amendment to the articles of association of
the Company was proposed and approved by the shareholders
at the annual general meeting of the Company held on 27 May,
2005 whereby every director shall be subject to retirement by
rotation at least once every three years. The Company considers
that sufficient measures have been taken to ensure that its
corporate governance practices are no less exacting than those
in the Code on CG Practices.

Code Provisions B.1.4 and C.3.4

Since the Company has not established its own website, the
Company cannot make available the terms of reference of its
remuneration committee and audit committee on its website.
However, the terms of reference of the two committees are
available on request. The Company will establish its website as
soon as possible and will endeavour to comply with these code
provisions.

Board Composition and Board Practices

The Board of Directors (“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.

The Listing Rules require every listed issuer to have at least
three independent non-executive directors, at least one of whom
must have appropriate professional qualifications, or accounting
or related financial management expertise. The Board of the
Company comprises a total of seven Directors, with two
Executive Directors, two Non-executive Directors and three
Independent Non-executive Directors. All the Independent Non-
Executive Directors have appropriate professional qualifications,
or accounting or related financial management expertise.

Mr. William CHENG Kai Man is Mr. David CHENG Kai Ho’s
brother. Save as aforesaid, none of the Directors has or
maintained any financial, business, family or other material/
relevant relationship with any of the other Directors.

Each of the Independent Non-executive Directors has made an
annual confirmation of independence pursuant to Rule 3.13 of
the Listing Rules. The Company is of the view that all
Independent Non-executive Directors meet the independence
guidelines set out in Rule 3.13 of the Listing Rules and are
independent in accordance with the terms of the guidelines.

All Directors (including Non-executive Directors) are subject
to retirement by rotation once every three years in accordance
with the Company’s Articles of Association and the Code on
CG Practices. Review will be made regularly of the Board
composition to ensure that it has a balance of expertise, skills
and experience appropriate for the requirements of the business
of the Company. The Directors’ biographical information is set
out on page 7.

The positions of the Chairman of the Board (“Chairman”) and
the Chief Executive Officer are not held by separate individuals
pursuant to the reasons given above.

The Board is responsible for establishing the strategic direction
of the Group; setting objectives and business development plans;
monitoring the performance of the senior management and
assuming responsibility for corporate governance.
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The management, under the leadership of the Chief Executive
Officer, is responsible for implementing the strategies and plans
established by the Board; and submitting reports on the
Company’s operations to the Board on a regular basis to ensure
effective discharge of the Board’s responsibilities.

All Directors have made full and active contribution to the
affairs of the Board and the Board always acts in the best
interests of the Group.

The Board meets regularly and held four meetings in 2006 and
the attendance of each director is set out below:

Number of
board meetings
attended Attendance
in 2006 rate
Executive Directors
William Cheng Kai Man
(Chairman) 4/4 100%
Albert Hui Wing Ho 4/4 100%
Fung Chi Keung
(resigned on 19th March, 2007) 4/4 100%
Non-executive Directors
David Cheng Kai Ho 0/4 0%
Mabel Lui Fung Mei Yee 1/4 25%
Independent Non-executive Directors
Vincent Kwok Chi Sun 2/4 50%
Chan Kim Fai 2/4 50%
Hui Kin Hing 2/4 50%

According to the Articles of Association of the Company, the
Board has the power to appoint any person as a Director either
to fill a casual vacancy or as an addition to the Board. The
Board will consider and assess the qualification, ability and
potential contribution of candidates for directorships on the
Board.

Regular Board meetings of the year are scheduled in advance
to give all Directors an opportunity to attend. The Directors
can attend meetings in persons or through other means of
electronic communication in accordance with the Company’s
Articles of Association.

Board papers are circulated not less than three days before the
Board meetings to enable the Directors to make informed
decisions on matters to be raised at the Board meetings. The
Company Secretary or his assistant and the Qualified Accountant
shall attend all regular Board meetings to advise on corporate
governance, statutory compliance, accounting and financial
matters when necessary. Directors shall have full access to
information on the Group and are able to obtain independent
professional advice whenever deemed necessary by the
Directors. The Company Secretary or his assistant shall prepare
minutes and keep records of matters discussed and decisions
resolved at all Board meetings.

Each newly appointed Director is provided with a package of
orientation materials setting out the duties and responsibilities
of Directors under the Listing Rules, related ordinances and
relevant regulatory requirements of Hong Kong. Orientation
meeting with newly appointed Director will be held for briefing
on business and operations of the Company. Updates are
provided to Directors when necessary to ensure that Directors
are aware of the latest changes in the commercial and regulatory
environment in which the Group conducts its businesses.

MODEL CODE FOR SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (“Model Code”) set
out in Appendix 10 to the Listing Rules as its own code of
conduct regarding Directors’ securities transactions. Specific
enquiry has been made with all Directors and the Directors
have complied with the required standard set out in the Model
Code for the year ended 31st December, 2006.

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 of the
Group is set out in the Independent Auditor’s Report on page
15.
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AUDITors> REMUNERATION

For the year ended 31st December, 2006, the Auditors of the
Company received approximately HK$1.2 million for audit
service and less than HK$0.1 million for tax and consultancy
services.

AUDIT COMMITTEE

The Listing Rules require every listed issuer to establish an
audit committee comprising at least three members who must
be non-executive directors only, and the majority thereof must
be independent non-executive directors, at least one of whom
must have appropriate professional qualifications, or accounting
or related financial management expertise. The Company
established an audit committee (“Audit Committee”) in 1995
with reference to “A Guide for the Formation of an Audit
Committee” issued by the Hong Kong Institute of Certified
Public Accountants (formerly known as Hong Kong Society of
Accountants). In accordance with the requirements of the Code
on CG Practices, the terms of reference of the Audit Committee
were revised on 20th April, 2005 in terms substantially the
same as the provisions set out in the Code on CG Practices.

The principal duties of the Audit Committee include the review
of the Group’s financial controls and internal control and risk
management, review of the Group’s financial information (half-
yearly and annual results) and review of the relationship with
the Auditors of the Company. Regular meetings have been held
by the Audit Committee since its establishment. The Audit
Committee held two meetings in 2006 with attendance rate of
100% for the purpose of discharging the aforesaid duties.

The existing Audit Committee of the Company comprises three
Independent Non-executive Directors, namely, Mr. Vincent
Kwok Chi Sun (Chairman of the Audit Committee), Mr. Chan
Kim Fai and Mr. Hui Kin Hing.

The Group’s annual report for the year ended 31st December,
2006 has been reviewed by the Audit Committee.

INTERNAL CONTROL

The Board has overall responsibilities for maintaining sound
and effective internal control system of the Group. The Group’s
system of internal control includes a defined management
structure with limits of authority, is designed to safeguard assets
against unauthorised use or disposition, ensure the maintenance
of proper accounting records for the provision of reliable
financial information for internal use or for publication, and
ensure compliance with relevant legislation and regulations.
The system is designed to provide reasonable, but not absolute,
assurance against material misstatement or loss and to manage
rather than eliminate risks of failure in operational systems and

10

achievement of the Group’s objectives.

Proper controls are in place for the recording of complete,
accurate and timely accounting and management information.
Regular reviews and audits are carried out to ensure that the
preparation of financial statements is carried out in accordance
with generally accepted accounting principles, the Group’s
accounting policies and applicable laws and regulations.

Internal Audit adopts a risk and control based audit approach.
The annual work plan is directed to monitor compliance with
internal control procedures focusing on those areas of the
Group’s activities with the greatest perceived risk.

The Board has conducted a review of the effectiveness of the
system of internal control of the Group. The Board is of the
view that the system of internal control in place for the year
under review and up to the date of issuance of the annual
report and financial statements is sound and is sufficient to
safeguard the interests of shareholders, customers and
employees, and the Group’s assets.

REMUNERATION COMMITTEE

According to the Code on CG Practices, the Company
established its remuneration committee (“Remuneration
Committee”) on 20th April, 2005. The existing Remuneration
Committee comprises the Chairman of the Company Mr.
William Cheng Kai Man (Chairman of the Remuneration
Committee) and two Independent Non-executive Directors,
namely, Mr. Vincent Kwok Chi Sun and Mr. Chan Kim Fai. No
meeting was held by the Remuneration Committee in 2006.

The principal responsibilities of the Remuneration Committee
include making recommendations to the Board on the
Company’s policy and structure for all remuneration of Directors
and senior management and reviewing the specific remuneration
packages of all executive Directors and senior management by
reference to corporate goals and objectives resolved by the
Board from time to time.

The Remuneration Committee shall consult the Chairman and/
or the chief executive officer of the Company about their
proposals relating to remuneration of executive directors and
have access to professional advice if considered necessary.

INVESTOR RELATIONS AND COMMUNICATION
WITH SHAREHOLDERS

The Company establishes different communication channels
with shareholders and investors: (i) printed copies of corporate
communication, (ii) the annual general meeting provides a forum
for shareholders to raise comments and exchange views with
the Board, (iii) briefing meetings with analysts from investment
sectors are set up from time to time on updated performance
information of the Group, and (iv) the Company’s Registrars
serve the shareholders respecting all share registration matters.



