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Introduction
5=

Welcome to our third annual review of the corporate governance practices of the
companies that constitute the Hang Seng Composite Index (HSCI). This edition
benefits from the information we have gathered during the past three years, which
we have used to gain greater insight into how well companies comply with the Rules " |

Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited
(Listing Rules) established by the Hong Kong Stock Exchange (HKEx), specifically
the Code on Corporate Governance Practices (the Code).

In our current volatile business environment, expectations for companies

to have a strong set of corporate governance principles are now higher
than ever. With this in mind, our review helps reveal how well they have
quantitatively and qualitatively disclosed their approach to satisfying the
Code’s requirements to their stakeholders.

The information was obtained by reviewing the disclosures made in
the 2007/2008 annual reports issued by the 200 companies that made
up the HSCI, as of 5 May 2008. It also compares the compliance of
companies included in the Hang Seng Index (HSI) and Hang Seng
China Enterprise Index (HSCEI).
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Foreword

Al S

The current status of HKEx Corporate
Governance requirements
The HKEx launched its initiative to enhance
corporate governance in 2005 and has not revised
the Code since then. This consistency has given
companies an opportunity to understand its
requirements and recommendations fully, and
to respond accordingly. While this can be seen
as a positive indication that the current Code
has established a good baseline for corporate
governance, companies should not assume that it is
all encompassing, or that good governance practices
are static. The recent economic crisis is proving to be
a strong argument that global corporate governance
guidelines are generally insufficient. We have
already seen incremental changes affecting corporate
governance requirements in other financial markets
and we should expect more to follow in the coming
year.

The potential for corporate governance to
increase the level of investor confidence means
that improving it should be a priority. Areas for
such improvements can always be identified, and
companies should remain on the lookout for them
while they review their own practices on a regular
basis. Companies that vigilantly monitor their
strengths and weaknesses will go far in improving
their “as is” processes, and they will lead the way
for others to follow.
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Monitoring worldwide changes to reporting
requirements

Just as companies must remain aware of their
respective markets, it is also important for them

to monitor the state of corporate governance
throughout the world. Corporate governance is
regarded as an important aspect of a responsible
business in every economy in the world. It is
therefore no surprise to see that evolutionary
changes to corporate governance guidelines and
recommendations have been taking place in leading
international financial marketplaces during the past
year. The major exception to this has been the US,
which is still fully adapting to the Auditing Standard
#5 guideline issued by the Public Company
Accounting Oversight Board (PCAOB). We have
summarised some of the major changes in the past
12 months.

Mainland China

China took an important step forward with

the release of a joint circular concerning the

establishment of internal control structures by

the Ministry of Finance (MOF) and various other

regulatory authorities. The Basic Standard for

Enterprise Internal Control (The Basic Standard)

was issued in May 2008. It requires Chinese listed

companies to address specific control factors by
developing effective internal control policies and
performing periodic assessments on the effectiveness
of their control structures.

Though early adoption is encouraged The Basic

Standard will become effective 1 July 2009, and

it will be supported by additional guidelines that

the MOF is expected to issue. These guidelines are

likely to:

* outline a process for properly evaluating the
effectiveness of controls and assessing their
weaknesses;

e provide more specific control requirements for
certain processes; and

e offer guidance for audit firms to follow as they
perform their assessments and issue final audit
reports.

United Kingdom

The Financial Reporting Council (FRC) has

made limited changes to The Combined Code on

Corporate Governance (Combined Code). The

most significant of these included:

¢ removal of the restriction on the same person
chairing more than one FTSE 100 company; and

¢ allowing the chairmen of listed companies (other
than those on the FTSE 350) to sit on their audit
committees, provided they are deemed to be
independent at the time of their appointment.
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The changes to the Combined Code have taken
effect for fiscal periods beginning on or after 29 June
2008, and they can be interpreted as an indication
that the current system is operating satisfactorily.

Australia

The ASX Corporate Governance Council (the

Council) approved more substantive changes in

2007 affecting fiscal years that began on or after 1

January 2008. The key elements include:

® renaming the Principles of Good Corporate
Governance and Best Practice Recommendations
as Corporate Governance Principles and
Recommendations, in order to reinforce the
concept that there are various approaches to
addressing corporate governance principles;

® restructuring the original 10 principles into 8,
and reducing the number of recommendations
from 28 to 26;

¢ changes to Principle 2: Structure the Board to
add value in order to detail the relationships
that should be considered when assessing
whether or not a director is independent,
instead of providing a standard definition. These
changes also require an explanation for any
such relationships that may exist if the director
concerned is stated to be independent; and

¢ changes to Principle 7: Recognise and Manage
Risk to refocus the approach for determining
business risk by assessing both financial
and non-financial factors. It also requires
organisations to disclose a summary of their
policies over monitoring and managing material
business risks; and it notes the responsibility of
CEOs and CFOs to provide assurances to the
board concerning the soundness of systems to
address financial reporting risks.

In June 2008, the Council further revised its
supplementary guidance for Principle 7: Recognise
and Manage Risk to provide added direction.

Japan

To illustrate further the growing global parity and
focus of corporate governance, Japan implemented
its Financial Instruments and Exchange Law of
2006 (FIEL) for reporting years that began on or
after 1 April 2008. Often referred to as J-SOX, due
to its similarities with the US Sarbanes-Oxley Act,
the law presents requirements for sound corporate
governance practices and other issues, in an effort
to improve the accountability and transparency of
publicly registered companies.
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Impact of the global economic crisis

Given the negativity that has recently surrounded
the global economy, it would not be surprising to
see a marked increase in governance requirements.
Within Hong Kong’s own corporate governance
environment, we can already identify weaknesses
that would benefit from more stringent
requirements, guidance or both.

Until the HKEx is able to identify an appropriate
course of action, companies should take initiatives
to reassess their current practices and renew their
focus on refining and improving them. An analysis
of the issues that currently face companies can help
identify which key practices should be targeted first.

We have recently witnessed the dangers
associated with the lack of transparency in the
management of business activities. Many companies
have at times taken steps that stray from their
core competencies, specifically actions related to
speculative, unregulated or other high risk financing
activities. Engaging in these and any other non-
core activities requires specialised knowledge in
order to reduce the risk of a company becoming
over leveraged or experiencing other unintended
consequences.

In light of these events, one proposed priority
area is risk management. The importance of effective
risk management has received increasing attention
as the ill effects of high risk lending and derivative
transactions have become apparent. A well designed
risk management system will allow for risks and
threats to be fully understood and assessed by both
the board and senior management.

Improved risk management will also emphasise
more effective communication between the board
and senior management, and keep the board
informed about high risk activities and relevant
threats to the organisation. Conversely, this top-
down focus to risk management will also set the
tone for management to keep the subject of risk at
the forefront of its day-to-day activities, and it will
allow the company to disclose the total risk that it
faces more accurately.

Compensation is another key area that quite
often receives intense scrutiny. Currently identified
only as a best practice by the Code, this element
of corporate governance — particularly the links
between performance and compensation — is an
important driver in minimising organisational risk
and conflicts of interest. While companies may
hesitate to disclose such information, due to the
pretexts for criticism that it can provide, it is an
important way to demonstrate their approach to
compensation, as well as the degree of importance
they attach to this issue.
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Another likely candidate for attention is the board’s
objectivity. The Code currently requires only three
Independent Non-Executive Directors (INEDs)
though recommends a higher rate of participation.
INEDs have a unique position as board members
as they can contribute more critical insight into
operations. This is a crucial advantage for companies
that wish to be effective and remain competitive in
a challenging marketplace. Given the importance
of the board’s independence, the HKEx should
consider placing more emphasis on its requirements.
All the above are key elements in a well designed
and balanced corporate governance structure.
Although the Code currently addresses all of
them in some form, the recent activities of certain
companies make it apparent that more needs to be
done. In the meantime, companies should strive
to go above and beyond the existing minimum
requirements. The trends concerning compliance
with these provisions and recommendations, as well
as others, will be analysed later in this report.

Enhancing the quality of explanations for
deviations from the Code’s provisions

The principles-based approach to effective
governance is generally accepted in Hong Kong.
However, it can only succeed if companies make
concerted efforts to abide by the Code’s provisions.
In the short history of these provisions, companies
have instituted appropriate measures to increase
the quality of their corporate governance. Even so,
some of them have failed to adopt all the Code’s
provisions, and the quality of the explanations they
have offered for their deviations from it has been
uneven at best.

While the Code provides no prescriptive
measures for these explanations (beyond stressing
the need to provide “considered reasons”), they
nonetheless form an essential component of a
corporate governance report. Based on the less-
than-desirable percentage of companies that comply
with such corporate governance best practices, we
believe more provisions and requirements would
be helpful in pushing organisations to implement
them. This would in turn increase the degree of
transparency, allowing regulatory authorities, peers
and stakeholders to better understand a company’s
critical processes and its commitment to corporate
governance.
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Executive Summary

MR

E

Three years have passed since the Code was first
implemented and has been a stable framework for
Hong Kong companies to develop more effective
corporate governance structures. Many of the
Code’s provisions and recommendations have been
quickly adopted, while others were received with
somewhat less enthusiasm. Our analysis has begun
to uncover examples of both trends in the Code’s
adoption, and those that lie between these two
extremes.

In line with its two predecessors, our 2008
report aims to help further educate and raise
awareness about the level of compliance with the
Code. This analysis can also serve as a benchmark
for organisations to compare and contrast their own
performance with those of others — an important
procedure for companies that seek to improve their
governance practices.

As in previous years, we have focused on the
companies that make up the HSCI, which includes
those in the Hong Kong Hang Seng Index (HSI) and
Mainland China companies with H-share listings in
the Hong Kong Hang Seng China Enterprise Index
(HSCED).

Improved compliance

Our analysis makes it clear that overall compliance
is improving. The year 2008 witnessed an increase
in the compliance rate of HSCI companies to 62%.
This shows that Hong Kong companies are making
efforts to comply with the Code and improve their
level of transparency.

Their goal for the future should be to continue
to advance towards full compliance. Our review
notes that they still lag far behind expectations
in many areas, and they should adhere to the
Code’s principles and best practices with greater
determination.
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The importance of independence

A low level of independence on a company’s

board or committees greatly affects its ability to
make objective decisions and critically monitor its
performance. Realising the importance of this issue,
the HKEx provides various guidelines in its listing
rules concerning the minimum level of participation
by Independent Non-Executive Directors (INED).

The Code requires that at least three INEDs
should sit on the board, although the HKEx also
recommends that at least one-third of the board’s
members should be INEDs. We have noted a
marginal improvement in the adoption of this
best practice by HSCI companies. Even so, very
few companies provide detailed and thorough
information about their annual review of INED
independence. The perception of independence will
continue to be a strong element expected of top
Hong Kong companies, as it is globally. Companies
should therefore strive to improve their disclosures
on this issue.

As for maintaining independence at the
committee level, we have noted a consistent pattern
over the years. The number of companies reporting
that only INEDs serve on their audit committee
remained unchanged at 60%, which is still far short
of full compliance. There clearly needs to be greater
consensus on the importance of INEDs serving in
this capacity.

The compliance rate is far lower where the
composition of remuneration committees was
concerned. Only 19% of companies had only
INED:s serving on this committee.

Another key area that is far more relevant
to Hong Kong is the direct involvement and
controlling influence of family members. Our
business environment has a high concentration
of familial involvement. While this is not an issue
in itself, it should be properly handled in order
to avoid perceptions of impaired objectivity or
conflicts of interest.

The same person served in both the roles of
chairman and chief executive in a quarter of HSCI
companies, and most of them did not explain the
reasons. Even a higher percentage, 30%, noted that
familial relationships existed within the board. The
low involvement of INEDs further compounds
the issue of independence, and companies should
address these points.
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Risk management

The Code recommends that companies should

have an overall strategy for organisational risk
management, as this is needed to address both
probable and perceived threats. As the economic
conditions continue to be dynamic, risk management
is a competence that companies will be required

to improve upon. Only 35% of HSCI companies
documented the existence of such a process, 5%
fewer than the previous year. And the quality of the
description of the risk management process varies
widely within this group. As competition in the
marketplace intensifies, it will become increasingly
important for companies to have a well developed
process for managing organisational risk. Based

on this increased focus we look forward to seeing
continued improvement.

Another vital component of risk management
is the function of an internal audit group. This
provides a company with added assurance that
relevant reporting risks are being addressed. An
effective governance structure will not only have a
qualified internal audit group, it will also empower
the group to monitor and continually assess controls
within the company. Most of the companies we
reviewed understood the importance of an internal
audit group, and they have either established one
or outsourced its functions to a third party service
provider.

Having considered these factors, it is surprising
that only 62% of companies concluded their internal
controls were effective, and fewer still - 38% —
thoroughly described their processes to review
and monitor the effectiveness of internal control
activities. A summary discussion of this process
is noted in the Code, and increased disclosure by
companies would provide stakeholders with valuable
insights into how they manage this function.

These disclosures are a common theme - indeed
a focal point — in most corporate governance
guidelines around the world. Adherence to them
should be obligatory if Hong Kong companies are
to maintain the same standards as their overseas
counterparts.
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Transparency in remuneration practices

As a component of compensation, performance
incentives can be a powerful motivational tool
and a critical element in a company’s success.
Many companies have embraced this philosophy,
as demonstrated by the fact that 59% of HSCI
companies disclosed the existence of such
performance incentives in 2008.

The challenge in implementing a performance-
based incentive plan is to maintain a balance
between enhancing productivity while discouraging
excessive risk taking. Of those companies that
reported having such a plan, only 26% gave details
of how its rewards were linked to organisational and
individual performance. This has been recognised
as a best practice by the HKEx, and it provides an
opportunity for companies to demonstrate their
commitment to equating the performances of
directors and management with their remuneration.

Corporate Social Responsibility

The far reaching impact of Corporate Social
Responsibility (CSR) has made it a subject that
receives considerable attention. Perhaps the
highest degree of attention has been on East
Asia’s economies and their ability to implement
responsible policies that offset the impact of their
operations on the environment and address the
exploitation of workers.

While awareness of these subjects has increased
in recent years, there are basic measured steps that
companies may take to improve their disclosure.

The Code currently has no requirements for the
environmental elements of CSR. This would seem
to be a strong area to address in future revisions to
the Code. We have, however, managed to assess the
degree to which companies voluntarily provide such
information. The data suggests that only a few of
them are taking steps to increase their disclosure. If
Hong Kong is to remain on an equal footing with
the world’s other leading business hubs, we need to
define our commitment to CSR more clearly.

A responsible company will address certain
key factors, including its implementation of a CSR
programme and initiatives to address growing
concerns such as:

* unsustainable growth due to pollution;

* ineffective waste management;

* the population’s declining health due to
environmental degradation;

¢ exploitation of labour; and

e corruption.

Companies should also establish monitoring
systems and measurable goals for achieving growth
in a way that will not compromise the wellbeing of
the general population or the environment.
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Conclusion

The trends we identified this year highlight both

the strengths and improvement opportunities that
exist. Besides seizing these opportunities, companies
must address the unique challenges of a changing
economic environment and the accompanying
increased scrutiny on corporate governance. There
will undoubtedly be an increased focus on this
subject. Improvements will also be expected in both
corporate practices and transparency.

As aresult, the call we made last year for an
enhanced corporate governance framework remains
strong. We believe this would increase the ability of
companies to improve the design of their corporate
governance processes and provide better disclosure.
Specifically, there should be more requirements
and best practice recommendations about risk
management. The issues surrounding high risk
speculative actions that do not fall within a
company’s core competency should be addressed.
CSR will also benefit from additional requirements,
and their consistent application will increase the
overall standards of all listed companies. In the
meantime, companies can continue to proactively
support the opportunities created by a principles-
based approach, thereby increasing the market’s
confidence in them.

A,
o

AEENBBOBA TGS R — SRS
BE - RIS ATNEEHEARENER
(AT ) T A3 T 5 S TR D o
HEEIMEEECEEE AR EHRREN
EENRE E-HBEES -

Rtk - RIER AT EAITEREE AR
WS ERHDALTE - RIPRURTUSARE
A E AR R R TR - 25
W LB SHHARERNERRBETR
B3 - MR R AL EH SNSRI A
PR MESSHS  CEUREEHIE - B
SRR R D A 2 WEHIRG - FiE kT
ARNMBIK TSN © Bt ER - AR
BERERERE R RA AR - 25
AR EAB I o
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Detailed review
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Corporate governance - general

LREL — 8=
Fig 1 &1
2008 2007 @ 2006
HSI 56%
54%
] 50%
HSCI 62%
49%
I 0%
HSCEI 76%
73%
] 50%
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1. Do they claim full compliance with the Code?

RAEREWTZEBT(TFA) ?

Guidance: “...the following items must be included in the CGR of its interim and annual
reports:...a statement as to whether the listed issuer meets the code provisions in the

Code.” (Appendix 23(2)(a)(ii) of the LR)

5] [ FHRERFRN (EEERRE) PRFIIUATAR . HALHBEITA
ERES (FRD EHHFRR -] (EmRRD M=+ = (2)(a)(i))

There was a minimal increase in

the percentages of HSI and HSCEI
companies that claimed full compliance.
Failure to allocate the roles of chairman
and CEO to different individuals
remained the main reason for non-
compliance this year.

HSCI companies achieved far
better results in 2008, just as HSCEI
companies did last year. They reported
a 62% compliance rate, compared with
49% in 2007. However, unlike their
HSCEI counterparts, non-HSCEI’s
HSCI companies are generally subject
to less governmental regulation, so their
improvement has been expectedly more
gradual.

The trend towards full compliance is
expected to slow down now that HSCI
companies have caught up with their HSI
and HSCEI counterparts. It is therefore
time to raise the benchmark, in order
to encourage them to enhance their
corporate governance practices, thereby
making themselves more competitive in
the global market.

BAEREREE B EEEEK DK
AR ERREEEEST (TR #Y
AL - BREAEMNE - TFHE
TREERBBAREE D - DESF AT
REE2BTRENEEZRA -
HEFEAPRLREHR DMK
RANEREE @ SFEEREEH
R RARRBBERE - BTREN
He&3E 62% » MEFERA49% ° BUTH
BAEGRAEBRANIHMEETRIMR
BEROBRAR  —RAEBRRR
EbH RV —0Fa s - e ZHERER
R EEGRE R IRARE
BT (TR HRR - EREL
BAEREREEPBEEEERK DK
RA) EEREETRENBEEE
MR o Bt - MERRSEENEBER
o USRS EREEER
R EBRTIS EEARFED -



2. If they are not compliant, how fully do they explain the reasons for

their non-compliance?

WMERESTWER - DA IES IR RE?

Guidance: “In the event of any deviation from the code provisions set out in the Code,
details of such deviation during the financial year (including considered reasons for such

deviations).” (Appendix 23(2)(a)(iii) of the LR)

51 - [nfmek (7R PrEify s BIRSC - B0 BAFE A B8 B IR B AR AR fmfet <7 AR S
HFHE (BRI FRE T RRXTRARMSERBAREGHNERH) o] KEHHRAD

Bfs: =+ = (2)(a)(iii))

The results showed nearly full
compliance. Almost all the exceptions
related to a lack of division between

the roles of chairman and CEO. Most
companies which did not comply

with this requirement provided some
explanation for their failure to do so. It is
unlikely that the rate of non-compliance
in this area will change in the near future,
which suggests it may be time to raise the
Code’s benchmarks by including more
provisions concerning the subject.

RBRETR - BARBE D T /FaTHAER
BEIN IERREET 2B TER
RE - REFD RBEETHRENARNE
mESRRRA - HEREETEBRE
MIEREHA TSNS - hFFRER
fem R £ AR ZHEIRX
BB iR o

Fig 2

None

2008
HSI

HSCI

HSCEI

2007

HSI

HSCI

HSCEI

2006

HSI

HSCI

HSCEI

21%

22%

30%

22%

28%

27%

14%

2%

33%

B2

@ More
R#F

Some

—#
79%
78%

70%

78%
72%

EY

86%

40%
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Non-executive directors
FBITEER

Fig 3(a) [&3(a)
2008 2007 ® 2006
HSI 58%
56%
I 64%
HSCI 69%
66%
] 63%
HSCEI 81%
71%
I 64%
Fig 3(b) E3(b)
2008 2007 @® 2006
HSI 15%
15%
] 14%
HSCI 10%
10%
[ 6%
HSCEI 10%
10%
| 3%
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3. (a) Do INEDs comprise at least one third of the board?
BUKHITESREANESEREAREL=92—7

(b) Are a majority of the board members INEDs?
EZgRBUBYHEHTESERASH?

Guidance: A recommended best practice of the code is for issuers “to appoint
independent non-executive directors representing at least one-third of the board.” (A.3.2

of the Code)

5] FRIEBNBRERFRR [ EENBUFIITESRELESENEAYEL=

Z— o] (K=FHI» A.3.2)

The negligible improvement this year
reflects the fact that companies were
doing the bare minimum to acknowledge
and address the importance of including
an independent element to oversee their
affairs. That is unfortunate, as truly
objective decision-making can only be
ensured by the appointment of INEDs,
rather than Non-Executive Directors
(NEDs). This lack of balance has been

a factor in several corporate failures
during recent years. Perhaps the current
financial crisis will help executives fully
realise that INEDs can introduce critical
insight and greater objectivity to the
board, thus increasing the value of its role

and ensuring good corporate governance.

SEERBGEMNE - RRARE
EERRSEH BN - RERE
[REZB N - EERLTS ALKE
REE LHEAREBIUIFNTES
MARIEMITESE - A A ATERK E
RIFELEE - IFZROEFEREL
RAE - BEREEEHmAKEAR o GF
BRI RIEH BB EIRERLE TH#
BIUFMTESAREFESIAER
OEWILREENE - BHERERRL
TR ML EFSERMILEE

A

/
akb
BE °

N



4. How well do companies describe considerations of independence? Fig 4 4

HAMM AR E Y SLEATHRENM ? None Soﬁnle ° 'éog

There has been only a slight improvement A RI¥fE B 7 M ARRH K T 2B &K a%?s 86%
in the quality of the explanations that BE - BUMRRICEERNER
companies provided about their definition JTZ + FItHMIHERF L HEEERE Hscl B .
of a director’s independence. Again, EE B EFEEMIRFARE o HSCEl 2% 98%
we hope to see greater transparency CEMAAD 33 KFAH B BIER
concerning this issue next year, as it is a BYHMSHEAZ AR EEELRE ﬁ%(,ﬂ 90%
key aspect of good corporate governance. ZERZE ' LB EE ST HRIFEE Hscl 98%
LR 3.13 provides a detailed list of items EEFIMENER -
to ensure that independence exists; HSCEI —
companies should consider using them as 2006
benchmarks to support their assessment HSI 4% 85%
and disclosure of their directors’ nscl 6% 5% A
independence.

HSCEI 8% 92%

5. Is there disclosure about the board’s terms and conditions for the Fig 5 E5
appointment of NEDs? 2008 2007 @ 2006
EEHBANESE EDRNTESOMRIRR A 2 . o

Guidance: “There should be a formal, considered and transparent procedure for the || ?ﬁ%

appointment of new directors to the board.” In addition “...need to disclose in CGR, Hscl 1%

nomination procedures and the process and criteria adopted to select and recommend 7%

candidates for directorship during the year.” (A.4 of the Code and Appendix 23(2)(g)(iii) I %

of the LR) HSCEI 7%

#El: [EERMAITES  SEATEYAFBENOFESEERL < B4 i ¥

[ AE(EEEREE) PRE  FARANEEEAREERBRE  URKER
EBESFBAMNER o] (PR A4R (CETRAD &=+ = (2)(g)(ii))

Only minimal improvements were made ~ $FARREFFEMUE - = EHEED
this year. This remains a relatively weak iK% % 2 57215 (B %5 15 A0 B <P 18 SR T
area of compliance among companies inall  #255  AFER 2 EMREHFEEK
three indices. They need to demonstrate  FREEIERNEZFIRT - WIRIEFNIT
their acknowledgement of the disclosure  EEHLEFE @ & REBERSAVIEE
requirements more fully by implementing  # &% K355 °

formal procedures to ensure that NEDs

are appointed appropriately. Otherwise,

the significant role they play on the board

will be undermined.
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Directors’ securities transactions
EFMRERS

Fig 6 &6
None Some @ More
i3 —# RH#F
2008
Hsl  [72%
HsCl [83%
HSCEI [95% %
2007
Hsl  [82%
HsCl [90% 10%
HSCEI [93% 7%]
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6. Does the company disclose whether it has adopted a more-stringent
code of conduct regarding directors’ securities transactions than the

standards set out in the Model Code?
ERAEELQAARMN—EH(EESFA) HERBESEENEEESRS

TRER?

Guidance: “The board should also establish written guidelines on no less exacting
terms than those set out in the Model Code and the required standard of dealings, as
applicable, for relevant employees in respect of their dealings in the issuer’s securities”
and discloses “whether the listed has adopted a code of conduct regarding directors’
securities transactions on terms no less exacting than the required standard set out in
the Model Code.” (A.5.4 of the Code and Appendix 23(2)(b)(i) of the LR)

5l : [EEE N ENEREEEERTARSEERESEMISS » 1I85|AB T

(BRESTR) B o UREE [BITARSERA—EL (RETRD el EE

FENESETESRIZNITRER | (FR) AS4AR(ETRAD ME=1+=

(2)(b)(i)

Both HSI and HSCI companies improved
the quality of their disclosures and their
recognition of the principles behind this
corporate governance standard, either by
adopting the Model Code or equivalent
rules regarding the directors securities
transactions.

To provide a better picture of their
acknowledgement of the Model Code’s
importance, companies need to extend
the scope of the disclosures they make
under its provisions beyond the basic
minimum. For instance, they should
disclose the standards of conduct
they require and the steps they have
taken to ensure that everyone within
their organisation (such as employees,
consultants and other parties privy
to sensitive insider information) fully
understands the Code’s requirements.
This will certainly benefit them in the
long run. Maintaining compliance with
the Code will help companies avoid
serious problems, including prosecution,
fines and damage to their reputation.

BB RELLGREIEEK D IRA ]
—RRIBBFA RETR]) KEFERE
FEFFFXHNWE - MWENE
BE URHEBXEARFRESRNRR
RFREE INE R E ©

BT ERDBREIE GRESTR)D
MRE - ARERRBEBARERE
MILIHEERT B HFAEERK - BHIKF
RAERBEHBAMA AL (PINFIE
AMBRERNRE - R M EbERE
AL) BRANITAIRE - AR
ERMFIE2 TRTAD MEK - Kk
mE @ ERUNEEERERRXE -
B<r (PR KA AR 2R EME -
BREMEZESE S5 HEHEXE -



. Does the company disclose if it has made specific enquiries about
whether or not the directors of the listed issuer have complied with
the required standards set out in the Model Code and its code of

conduct regarding directors’ securities transactions?

Fig 7

None Some

2008
HSI 2%

AEREQRRAEOMAESFHEEEHR  LHRITANESESH

BT (RETFR) AT EBRESETESRENEER QRS ATETH

BRITRTR?

Guidance: “Directors must comply with their obligations under the Model Code for
Securities Transactions by Directors of Listed Issuers (Appendix 10 of the LR), as
applicable” and “having made specific enquiry of all directors whether the directors...

have complied with.”

HSCl 2%
HSCEI

2007

HSI 3%
HSCl 2%

HSCEI 2%

5| - [ESABTHE TN (RESTAD I RAOMEESFEBEEAR - £
BRITANEERBRETHAET (RESTR) R EHESETESRZNEER

HARG PRI ARENT AR -

Like last year, most companies stated
they had made the appropriate enquires
into whether their directors had
complied with the Code’s provisions,
although few attempted to elaborate on
this in great detail. Despite the sensitivity
of this topic, a simple disclosure of the
list of procedures that companies follow
to ensure their directors fulfil their
obligations and comply with the Model
Code will bring them more into line with
1t.

BREEFIE - ABH AT BRI
B $4 55T (FRI) E Mk
EENEH  BREVEATER
BT S o BAE AN GRS
RPN L Ty
5 BT R R ERET (ZEFE)) 1
B RS ARE—HEA (FA
mE sk o

&7
@ More
R

84%

93%

>~

93% 7%

84% 13%

93%

:
HHI

91%
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Board & committees — general
EFESRATEZAY  #@E

Fig 8 &8
None Some @ More
F::3 —fR R
2008
Hsl 53%
HsCl 67%
HSCEI 69%
2007
Hsl 56%
HSCl 2% 69%
HSCEI 66%
2006
Hsl 61%
HSCl 2% 67%
HSCEI 64%
Fig 9 B
2008 2007 @ 2006
HSI 100%
100%
I 100%
HSCI 100%
100%
I 100%
HSCEI 100%
|
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8. How well do companies describe the way their board operates
(including, for example, the types of decisions the board takes and the

types that are delegated to the management)?
HREAESSNEERE (Sl BERATEHESSHT > BERES
REAEERBHT)  BELRARNRRELM?

Guidance: “Must make a statement of how the board operates, including a high level
statement of which types of decisions are to be taken by the board and which are to

be delegated to management.” In addition “...need to formalise the functions reserved
to the board and those delegated to management.” (Appendix 23(2)(c)(iv) of the LR and
D.1.2 of the Code)

$65] : [ BEFHERE  RIMEESIIEE  EFEFREBRANWEAEFRMMEERE
SHESEFEY  BEACESRAEEEBEL - | 2/ [ EERETFTEESHN
BERERTEERBNBES BETR o] (LEMmHRAD KMEE=1= (2)(c)(iv) &
(=rAl) D.1.2)

Overall, the trend towards improved BERES  RBERFENE - AHH
disclosure continued. Most companies NEIFEEN SR HBZHNREES
provided more than just the bare LA TEEE IR EE S 0
minimum, suggesting that they BRHETHRE AFME EEERRL
fully acknowledge the importance ST =2TE o

of maintaining the right degree of
transparency about how their board
carries out its duties effectively and
achieves successful results.

9. Does the report identify the chairman, chief executive, independent
members and chairs of the nomination, audit and remuneration
committees?

BEERIARRERE  THREAR - BYESE - URREEZEES - FX
ZEERFMESENETERKE?

Guidance: Must “disclose the composition of the board, by category of directors,
including names of chairman, executive directors, non-executive directors and
independent non-executive directors in the CGR.” (Appendix 23(2)(c)(i) of the LR and
A.3.1 of the Code)

Bl M ATE(LEERRE) PHEEESMNARK RESEHE D) » EFEE
FE - BOTES  FATESREBEIFHTESHESR o] KEmKRAD ME=—+=
(2)(c)(i) & «=rBIY A.3.1)

As expected, every company reviewed —FTE - FTEARIEBE 5
continued to identify all the key members EMitpd|HEESRE T BEES 2K
of their board and committees in a clear FREEERKS -

and consistent manner.



Fig 10 & 10

10. Is the number of meetings of the board and the attendance of each

director disclosed? 2008 2007 @ 2006

EEEBEEESERNARE URIIBEREERNEESEENLE HSI 100%
oo 100%

LR I 100%

Guidance: “Number of board meetings held during the financial year...individual HSCI 100%

attendance of each director, on a named basis, at the board meetings.” (Appendix [ iggé’:

23(c)(ii) and (iii) of the LR) .

B [EHREERNETESENAN . BRI NS EESNESS SN HSCE! o

HEE o | ((LEmRAD Mk =1 = (c)(ii) & (iii)) I 97%

As with the previous question, all the B F—&MEAER - FTEARHRER
companies reviewed fully complied. BIFEBEET -

11. Are the roles of the chairman and chief executive exercised by Fig 11 11
different individuals? 2008 2007 @ 2006
IERTHARRTHTAALRE? s -~

69%

Guidance: “The roles of chairman and chief executive officer should be separate and ] 71%

should not be performed by the same individual. The division of responsibilities between HsCl 75%

the chairman and chief executive officer should be clearly established and set out in [ ;g:f

writing.” (A.2.1 of the Code)

3 [ERRTEABNAGEEES - BTEE— ARBRE - TRRTIRE To%

ZEBENS TEEERENLUERMIIE o | (<A A2.1) I 83%

Failure to divide the roles of chairman

and chief executive between two different
individuals is still a difficult provision of
the Code to enforce fully. This is due to
the longstanding tradition in Hong Kong
for a company’s founder to maintain
direct day-to-day control over its
operations. There was no improvement
in compliance by HSI and HSCEI
companies, and only a small improvement
by their HSCI counterparts. Now

that the degree of compliance seems

to have reached a similar plateau in all
three indices, it is unlikely to improve
significantly in the near future.

BB EERITHRAER 2 MHNBE
R —EBHCREEEEST (STRD &)
RE - EEERAAKRNEEHES
ZH o REAIE AFMER BIERIEH AR
B HEENE - BRER - BAREKR
BAEPBEEEEEK D RARIEETH
MRV W E - RAEEGE IR
B PR RIS AS E MR E - T ={
BHENARAEETRENEEDBR
IR MEETARRTRABEEEE
HE o
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Fig 12(a) & 12(a)
2008 2007 @® 2006
HSI 26%
33%
I 36%
HSCI 30%
38%
I 32%
HSCEI 2%
5%
| 3%
Fig 12(b) & 12(b)
2008 2007 @ 2006
HSI 12%
8%
. 7%
HSCI 12%
10%
. 7%
HSCEI 2%
0%
I 3%
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12. (a) Are there family members on the board?

EEETHAEREBHE?

(b) Are the chairman and chief executive related?

FRETRARRES

SABREAL?

Guidance: Need to “disclose relationship (including financial, business, family or other
material/relevant relationships), if any, among members of the board and in particular,
between the chairman and the chief executive officer.” (Appendix 23(2)(c)(vii) of the LR)
eI E[FEEEERE2HE (BRI R EFETEAR 2B) FENEMER (ng) -
BIEE - 5% - RESHEME KR / HENER o] K EmRADHE=1+= (2)(c)(vii)

There was a slight decline in the
percentage of family members serving on
the board in all three indices this year.

It is a longstanding tradition for family
members to serve on the board of Hong
Kong companies. Just as there has been a
minimal improvement in the percentage
of INEDs on listed companies' boards,
the decline of family members serving
on them suggests they might be starting
to acknowledge the pressure from their
stakeholders that they need to be more
independently managed.

The relationship among the members
of the board, in particular between the
chairman and chief executive continues
to influence the perception of the
companies' independence. Although the
number of companies that took steps to
disclose whether the people occupying
these positions were related continued to
increase this year, the perception remains
that companies cannot be managed
effectively if the chairman and chief
executive are in any way related. The
companies that remained non-compliant
this year will need to provide better
explanations in the future in order to help
manage the perception of independence.

SF - ZABRBNRGEKELTESS
BCE B - SR T Eﬁ\
AZE - RGBT ESEHERE
BENH—BEER - Eﬂi%gﬂwﬁiéf
PITESOLAIEEMAE K EF
ERRGKELAITE - BRAGHRET
FIREBIBAALTER ETARER
HEEEIBILAES o
ERel B ZRNEIE - FHE
FRETRAR FNBER  HEXE
INREDEBIUERERE - RSF
RRBZ NalFEIRREELBAUAR
EEEEAT - BEEFEEITHRAS
Z AR - AR T AR
ERBMERNRE - SFNAKREE
%?%ﬁiﬁ’]“ﬁﬁ*aﬁﬁf BXREN
ﬁ@%% VASHBR NS E?%_LIEEI’]



13. (a) Does the company disclose how the performance of its board Fig 13(a) E13(a)

and committees are formally evaluated every year? None Soﬂn;e o l\éore
= —H #
FERBENATIRESERER T ZEEENFERR ? )
H i ? 2008
(b) How is the evaluation conducted? S [ T2 7%
- by self-assessment? o
s HSCl [88% %l 3%
- by external third party? .
BRI R AR 2 el 86% 12561 2%
- BRI
s 2007
- ShEREFAR ? HsI  [85% 10%[l 5%
. o . o - N HsCl [92% 5% 3%
While this is not a requirement or a B NEE BB IE— TR E SRR
recommended best practice in Hong BEEE  BE—FHAHATNEERE HCH 81% 125 7
Kong, a consistent number of companies  FRIEH - MIHEE =M KK = -
provided such disclosure and the quality BN B A BB ST N ST AL S
of tl;; disclosure l.las 1mp1;ove§ shght}lly: BB B EE AR Fig 13(b) B13(b)
K .e?e companies Cf)u K enhance thewr Al o Self-assessment @ External third party
credibility by conducting independent BRI M=
internal or third-party reviews. 2008
HSI  [62%
HsCl [71%
HSCEI [67%
2007
HSl  [67%
HsCl [73%
HSCEI [62%
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Fig 14

2008 2007 @ 2006
HsI
|
HSCI
|
HSCEI
|
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14

67%
64%
64%

61%
57%
53%

29%
27%
33%

14. Are the terms of reference for audit, remuneration and nomination
committees (if they exist) available for inspection?

EREES  FHZEEERREEZES (WRY) AELMEREEE

LURER ?

Guidance: “The audit committee should make available its terms of reference, explaining
its role and the authority delegated to it by the board.” (C.3.4 of the Code)

“The remuneration committee should make available its terms of reference, explaining its
role and the authority delegated to it by the board.” (B.1.4 of the Code)

“The nomination committee should make available its terms of reference explaining its
role and the authority delegated to it by the board.” (recommended best practice A.4.6

of the Code)

5| [ERZESRLAMERESE  BRAACKRESSERTHNESD -

((<pRI) C.3.4)

[FHESSRLAMERESE BRAACRESSERTHNES | (R

B.1.4)

[REZESRLHEARESE BEASCUNESSERTENESN | (FAD

BEREFEHRAL6)

There was only a small improvement
since the previous year. Some 61% of
HSCI companies now disclose their
terms of reference. In many cases,

these appear on their websites, yet

their reports do not disclose that they
are available for inspection. A simple
disclosure directing stakeholders to the
website or to another point of contact
would bring the companies concerned in
line with the Code, thus increasing their
accountability.

SEF61% NWEEGEEEXN K
NAFERERE - AL EFRESE
HieE - KA ARZAFRIREREA
TEFRERE - MLBEFRTHE
BLER HEMBEMERARAL
REFENENEHMEEEEAL
ETERANKE SN ELRT
6 TR RERE - EMEmERA

-



Audit committee
ERERY

15. (a) Does the audit committee have at least three members, and are
most of them INEDs?
EREEERBHREED=

22

(b) Are all the members INEDs?

=EHE  BHPBYFHTESREMEK

BERZEEARBYRBIUFBTES?

Guidance: “Must establish an audit committee comprising non-executive directors
only...must comprise a minimum of three members...majority of members must be
independent non-executive directors.” (3.10(2) of the LR)

51

TRERNEREZES  HHEAZHRIHTES. . . ELEF=EME ...

BYFPTESERZH -] (LKA 3.102))

Like last year, the companies reviewed
fully complied with listing rule 3.10 (2).
Disappointingly, none of them raised the
benchmark by establishing a completely
independent audit committee, as required
by regulators in major international
jurisdictions like the US and the UK. As
an audit committee oversees a company’s
financial reporting system and internal
control procedures its duties demand
complete independence from the
management. Perhaps this is another area
where it is time to raise the benchmark.

BN EEFRE
B EmARRD3.10(2) -
@ﬁi*%tﬂ@%ﬂ&%ﬂ%i%

CBARA AR TR

BIREERENENR 2y —E%
BYNEERERES  E— */F?E%%EE
KE - HRERREGAREEARN

PATG RS IR R A RREE AR - It

WBRTEBEINERE - RAEHLIE
RHRIZ =157 E AR -

(ERIEEPR

Fig 15(a) & 15(a)
2008 2007 @® 2006

HSI 100%
100%
I 100%
HSCI 100%
100%
I 100%
HSCEI 100%
100%
I 100%

Fig 15(b) & 15(b)

2008 2007 @ 2006

HSI 56%
56%
I 61%
HSCI 60%
60%
I 58%
HSCEI 44%
44%
I 42%
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Fig 16(a) Bi16(2) 16. (a) Does the company have an internal audit function or its

2008 2007 @ 2006 equivalent?
s o1 ARRBREARN BB R LA ?
gg; (b) If so, who undertakes the internal audit function? Is it outsourced
or conducted by a dedicated internal audit department?
el o WA - RAERGEDRBTIAE ? SNEZBET ? PR BT 2
] 63%
HSCEI 88% Guidance: Recommended disclosure in CGR as to “whether the issuer has an internal
76% audit function.” (Appendix 23(3)(d)(cc) of the LR)
| Ll 15| (EEERRE) PEZREENERIR [ ETAREREAIZEINEE o
LM A fF#E =+ = (3)(d)(cc))
Fig 16(b) B16(b) This year, we noted a strong SEBEEPEPEEELD R AN
. improvement among HSCEI companies, XIFAIENZE » Eh R B45KEE

Internal audit department @ Outsourced . . . .

PO 2B B3PS SRR whereas 45 HSCI companies had still not 424 158 5 B A B R B 3635 8
2008 1mp.lement?d such a functlon. Internal IHEE o 91%IEAFSH R DR A TIER
HSI  [97% 1 f"{ud1t functions .remamed morTe COMMON gz 2 g a2 BTN AL + BRI IAL) BETE
p— in HSI companies, 91% of .VVhICh stated BB A B A T A i o

that they have such a function.
HSCEI [84%
2007
HSI  [97% 1
HSCI [94% %
HSCEI [87%
Fig17 E17 17. Does the audit committee monitor and review the effectiveness of
2008 2007 @ 2006 internal audit activities?
s o1% EREEREAERRMHARB AR E M 2
95%
L 84% Guidance: “The terms of reference of the audit committee should include at least...
HSCI 82% oversight of the issuer’s financial reporting system and internal control procedures...
[ gg;: include...to review and monitor the effectiveness of the internal audit function.” (C.3.3 (i)
of the Code)
HSCHI sev B [ERZSSNREGEAZDEE .. BERTARBRREERADEE
] 74% 2.8 B RERABZEIEESRER o1 (=FH) C.3.3 (i)
The results were similar to last year’s. EREEFEE - REMHAREKRTE
Most companies indicated that they BE NS SRR - B 0 RS

had reviewed the effectiveness of their NERRG SR INAEITE B%
internal audit functions. However, many =y . frah> 2 o] a2 ¥ 47 2 B e &
of them failed to explain exactly how R s R BB o

they did so. This indicates a possible

lack of understanding and a lack of the
resources needed to conduct such a
review thoroughly.
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18. For companies that stated a lack of an internal audit function, do
they disclose whether a review of the need for one was carried out

during the year?
BATEEAN LB
EITmE?

ZOTHLERHBREARFAEEHE

okl

Guidance: A recommended best practice for issuers “without an internal audit function
should review the need for one on an annual basis and should disclose the outcome of

such review in CGR.” (C.2.5 of the Code)
#&51

FEARBITANERREEERR RERABLBNENBTARSFRNRS

FEERIIENEE  RREH (BEEERHRE) MRBERNER o] (A C.2. 5)

Of the 45 companies that had not
implemented an internal audit

function neither provided an adequate
explanation about why they considered it
unnecessary. These companies would be
wise to more fully address this question
next year, as an internal audit function

is a key element in the annual review on
the effectiveness of a company’s internal

controls.

ASFRARIR T IS S AT -

AEEA—RFWAEETS ERUER

IEERRE - JLER Tfﬁ"??iifﬂit
EHE 2EMEE - 4 BRE
Z%WE‘MZ%&W@E%E@&JW%W
A EE—IR -

19. If an external auditor provides non-audit services, does a company
disclose how the external auditor’s objectivity and independence

are ensured?

EONEZHMMEHERERE A TERRENARR XA E
=82

Guidance: “The terms of reference of the audit committee should include at
least...Relationship with the issuer’s auditors...include to...review and monitor the
external auditor's independence and objectivity and the effectiveness of the audit
process in accordance with applicable standard.” (C.3.3 (b) of the Code)

51
HEER R ERIMNELBEES

Both HSI and HSCI companies
substantially enhanced their disclosure
about the provision of non-audit services
by their external auditor. This took the
form of a statement explaining how the
auditor’s objectivity and independence
was safeguarded. However, HSCEI
companies showed no improvement.
Overall, it was disappointing to note that
only about one-third of HSCI companies
provided such a disclosure.

[EREESENHEEEAZ OO . BRITARBMNER .. aF . RER
B EBRRHEARS

SE o J(FAI) C.3.3 (b))
EBAERBMELRAEER DR AR
E&E@.EElﬁl\Hﬁ’fZ%(Eﬂﬁzf,\E’HHZ%(HW%
TENRBEAESRE - BREITATER
BBBERBHR - MENAMREZEENE
BEEMRIBIME - T - BAEPEPE
?E%IEZ’“ PR RIHRIBRIR Rk E -
BRME  RAEN=0—1B4AHEEH
o B ﬂﬁ‘dﬂlﬁtf’ﬁﬁﬁaﬁ CERTA
KE o

Fig 18 E18
2008 2007 @ 2006

HsI 0%
0%
— 33%
HSCI 5%
7%

L 9%
HSCEI 0%
10%

0%

Fig 19 E19

2008 2007 @ 2006

HSI 49%
31%
I 324
HSCI 35%
17%

] 9%
HSCEI 10%
10%

] 6%
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Fig 20 B20
2008 2007 ® 2006
HSI 74%
72%
] 68%
HSCI 79%
76%
I 67%
HSCEI 76%
73%
I 61%
Fig 21 E21
2008 2007 ® 2006
HSI 100%
100%
I 6%
HSCI 100%
100%
I 9%
HSCEI 100%
98%
I %
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20. Is it stated whether the audit committee has at least one member

with recent and relevant financial experience?

BEREZEESRREBNRAZY) BRI ABHEBMBERNRE ?

Guidance: Audit committee “requires at least one... independent non-executive
director with appropriate professional qualifications or accounting or related financial

management expertise.” (3.10(2) of the LR)

5] : EREEE[FREEL - . AREENEXRER  SJEBEENSTTHEE
MM BEEERNBYFUTES | KEWHRA 3.10(2))

There was little change in the overall
results from last year. While 38
companies failed to disclose any
information on the subject, another
five stated that they lacked a member
with recent and relevant financial
experience. Greater disclosure is needed
by companies to state clearly whether
its audit committee members possesses
the relevant accounting and financial
experience.

BEERMALFIES c 38RAFIKRE
REEBEE  BAESKARRRRE
— BRI ABHEBYBERAKE -

NEEEEERBEMNHEE - IUERE

FAEZZEeNE RS AFBABEN

EREES

21. Does the annual report devote a section to describing the work of

the audit committee?

FETEEHAERZEEENTHERAR?

Guidance: Must disclose in CGR “a report on the work performed by the audit
committee during the year in discharging its responsibilities in its review of the quarterly
(if relevant), half yearly and annual results and system of internal control, and its other
duties set out in the Code.” (Appendix 23(2)(i)iii) of the LR and C.3.4 of the Code)

#8551 : AR (LEERRE) PEE [ERZESFARBETEEREE (0F) -
YEERFEXEUARRNADEZEZRGWRERENET (A N EMEER
P TAERERE o] (K LmRAD Migg— 1= (2)(i)(ii) & (F8I) C.3.4)

The full and consistent compliance

of the companies in all three indices
over the years demonstrates that they
acknowledge the audit committee’s
importance. The focus is now on
encouraging each company to provide
more transparent disclosures about the
link between the committee’s work and
the company's risk assessment, in order
to ensure that it is consistent with the
key risks the company faces.

—ERBANMBERDBRAR  HEE
EEETHRE  BLEZZEENER
HERERR - SARRFNEE
% - BHERZESEARNER
AHE TR EMBER - (FERBEAEN
BE - - SHEEMIIERRIEAT
PE S0 = B R B $E 2% -



Remuneration committee
FHERY

22. (a) Are a majority of the remuneration committee’s members

INEDs?

FHZEESSN AR RERERBUFIITES?

(b) Are all of them INEDs?

FHESERR

BERBIFYTES?

Guidance: “A majority of the members of the remuneration committee should be
independent non-executive directors.” (B.1.1 of the Code)

651 :

This year, all the companies reviewed
achieved full compliance in terms of
having a majority of INEDs on their
remuneration committees. However,
the results still remained far below the
international benchmark for requiring
all committee members to be fully
independent. The topic of remuneration
is being put under the microscope by
many parties during the current financial
crisis. Having a fully independent
remuneration committee will help a
company improve its image. It will

also ensure that rewards are distributed
throughout the organisation in a more
fair, equitable and objective manner.

[FHESENARIHERABILIHRTES -] (FA) B.1.1)

AEE  ERRETE
i,\aﬁ;%lﬁkéﬁ’ﬂ
BE - AT - BREBRLERBEZES
W%ﬂ?%?%i/\iﬁ’ﬂlﬂf =
Tﬁi cRESHEH  FHBEXS
HERRNBEES - TRBILNEM
é,\aﬂﬁﬁfﬁﬁﬂﬁf‘ﬂﬁz*ﬁiﬁ/% JNEE
HRAR ETHEQF  AEREE
DECERERE -

18 57 3 B
TIFITEEN

23. Are the role and functions of the remuneration committee (if one

exists) disclosed?

EEHETMEER

(W3R WA KRB

Guidance: Must disclose in CGR “the role and function of the remuneration committee (if

any).” (Appendix 23(2)(f)(i) of the LR)
&5l
FAD Mg =1 = (2)(f)(i))

As with the previous provision, HSCI
companies achieved full compliance.
Once again, it is time for Hong Kong’s
regulators to consider raising the
benchmark to require more informative
disclosures about their remuneration
policies and procedures.

: MAE(EEERRSE) PRE [HFHEES () NAEBREBEE

o JE

J'L/_\

AT — & - EEARAIEEND
ERAZHEETHRE - BARBIERE
BEREERBEEERIES AFZKSF '
REAFHE M%Mﬁ & A2 1ES
FEFEMEER -

Fig 22(a) Bl22(a)
2008 2007 ® 2006
HSI 100%
97%
I 100%
HSCI 100%
99%
I O
HSCEI 100%
98%
I 9%
Fig 22(b) B22(b)
2008 2007 @ 2006
HSI 21%
21%
[ 18%
HSCI 19%
19%
[ 18%
HSCEI 12%
12%
[ | 11%
Fig 23 &E23
2008 2007 @® 2006
HSI 100%
100%
D 9%
HSCI 100%
99%
I 5%
HSCEI 100%
100%
I 7%
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SAME RS 2008 27



Fig 24

24

2008 2007 ® 2006

HSI 36%
39%
I 36%
HSCI 26%
23%
- 24%
HSCEI 21%
25%
- 13%

Fig 25 25

2008 2007 ® 2006

HSI 77%
77%
I 68%
HSCI 55%
57%
. 53%
HSCEI 45%
44%
I 42%
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24. If information is provided on performance-related elements, does
it mention whether a significant proportion of executive directors’
remuneration is structured in a way that links rewards to corporate

and individual performances?
MEHERBEENTHGE  BTESNATI>FHEEHEATREA
FIRH N ?

Guidance: A recommended best practice is for “a significant proportion of executive
directors’ remuneration to be structured so as to link rewards to corporate and individual
performance.” (B.1.6 of the Code)

5| : RBRREERE [BTESWHMEET  EEEARISDRMEQATREA
FIRAE o | ((5FAIY B.1.6)

BRBTREBLOIRE  RRMZE
PR AIRERTRARERTRIRERRR
FEINERIR Z RBEERNER - THRE
EEWTRIFER  RITBERAER
REMBEGEFFEER -

The low results and lack of improvement
might indicate that company directors
are unwilling to disclose information
about the links between remuneration
and performance. It is important

to understand and practice good
governance concerning transparency and
accountability.

25. Does the board (or shareholders, where required) decide the

remuneration paid to NEDs?
EEXe (SRR (WER)) EEREHFHAITESHNEM 2

Guidance: “The terms of reference of the remuneration committee should include as a
minimum...to determine the specific remuneration packages of all executive directors
and senior management...and make recommendations to the board of the remuneration
of non-executive directors.” (B.1.3 (b) of the Code)

Bl [FMNEE S TR EHE N HERERERSTE. EE2RATEERSARER
ABHBESMEE . URMFATESNFHOESSIREES - I(FAI)B.1.3 (b))

RENDRBE—PHELHIFNTES

clarity of their disclosures concerning HENRIREE - EE L BTIERTES
the remuneration of NEDs. Greater WM EET SFERAE - S8 SN Re
transparency is needed about how this Y1 T B AT T B @Rk B B IEEIT

is decided. Otherwise, the suspicion

B AO2EETAHOFHH -

Companies are not improving the

will remain that NEDs sitting on
remuneration committees are involved in
determining their own remuneration.



Nomination committee
REZERY

26. Is there a nomination committee? Fig 26 26
AR EBRIRBEES? 2008 2007 @ 2006

. o . L . Hsl 54%
Guidance: A recommended best practice is “to establish a nomination committee.” 51%

(A.4.4 of the Code) 54%

5] - ERBERRA [RURBEES - | (FR)) A44) HSCI 51%

45%
39%
The establishing of nomination RUREBEEENLERSEMM A

committees has risen minimally since #51% AFIDRTZEES - KT HSCH
last year with only 51% of companies ANEESEEERSRITHASE -

having such a committee. This might BT EE T E TR ER o

suggest that executives prefer to select

60%
56%
42%

directors and senior executives without
the participation of INED:s.

27. (a) Are a majority of members INEDs? Fig 27(a) ®27(a)
EBRBHERBILIEHTEE? 2008 2007 @ 2006

(b) Are all the members INEDs? Hi 87%

REZESAREHABIIHTES? 90%

87%

Guidance: A recommended best practice is “a majority of the members of the HSsCI
nomination committee should be independent non-executive directors.” (A.4.4 of the

Code)

o RSB EERA [REZERAUBYFANTESHEASH ] (F8) A44) M

83%
87%
81%

84%
83%
67%

The results for those companies that have B IRHE B A B 4
established a nomination committee are  ELEEE - BMALEFE - SEREE

generally good. However, there has been  sxpbpgsgt - [/ 5130 Ak SLEUE — 5 Fig 271b] —
little change since last year, which implies TEAREBTET o

that no additional steps are being taken 2008 2007 @ 2006
to achieve full compliance. HsI 22%
25%
[ 13%
HSCI 20%
22%
[ | 21%
HSCEI 16%
17%
[ ] 20%
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Fig 28

2008 2007 @ 2006
HsI
|
HSCI
|
HSCEI
|
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100%
100%
93%

100%
98%
83%

96%
100%
67%

28. Is the nomination committee’s work described?

ERHARBEEENIE?

Guidance: Must disclose in CGR “a summary of the work, including determining the
policy for the nomination of directors, performed by the nomination committee or the
board of directors (if there is no nomination committee) during the year.” (Appendix
23(2)(g)(iv) of the LR and A.4.5 of the Code)

185 : REE(EEERBE) PHEE RS ZEELESE (WRERIREEER
) FANIERE  ITHEEHFTESRENECE o] KLEHRAD HE=—1+=
(2)(g)(iv) & {=FBIY A.4.5)

The amount of detail provided to HRIEZEZESTERIRE @ EF
describe the work of nomination HBE - KB AT ERE TIERR
committees was consistent with last year. (BEBT M HFEE (DESILHE) @
Most companies simply disclose a brief Htsmspn o

description and should provide more

detail in their CGRs.



Internal control and risk management

AR RRER

29. Is there a statement that a review of the effectiveness of the group’s

internal controls had been undertaken at least annually?
RERERHERBLESFRN —REEANPEZNERME?

Guidance: For financial years commencing 1 July 2005 “directors should at least
annually conduct a review of the effectiveness of the system of internal control...and
report to shareholders that they have done so in their CGR.” (C.2.1 of the Code)

1851 : 1B 2005 7 A1 HENBBEE @ [ ESEEL> SR —R .. AEPEER

BRREAAR  LE(EEELHRE) PARREHKEEREBM o] (FA) C.2.1)

The disclosure level was nearly 100%.
However, the few companies that failed
to make a full disclosure consistent

with the Code’s provisions may have
misrepresented the statement in their
CGR that they had fully complied with
the Code. It is critical for them to correct
this oversight next year.

BARBKFEAENZ—F - 88
DBKAER (PR TR EREN
DT E (REERRE) hEHR
L - FRMIE 2EEF (A
MRIE ° BER B NERBFAEIIA
K55 o

30. Is there a statement that this review covers all material controls,
including financial, operational and compliance controls, as well as

risk-management systems?
EEEHAERARRENEEZELZSH  SFEVEK EFRER
EEREAG  UREREERSK?

Guidance: “The review [of the effectiveness of the group’s system of internal controls]
should cover all material controls, including financial, operational and compliance
controls and risk management functions.” (C.2.1 of the Code)

15| : [ BRE[SEABEEARASRERE | NRF | EREMEEENEZEAH » 85
BIFSESE BEEERSHEE  UREREEINE o] (SFA) C.2.1)

The level of disclosure was similar to last
year’s. The changes that occurred can be
attributed to the turnover of companies
within the index. We continue to wonder
whether the scope and/or coverage

of their effectiveness reviews were
incomplete, and whether their boards
failed to carry out their full duties,
thereby deviating from the Code.

WEKFREFHEE - HhmEEat
RN IEEAR D IRAE S BB © TP
femimst o EREBWREMEERAN
#HE/ BEATTE  XEFGARF
HE - UEBERBREE (TR 2K -

Fig 29 E29
2008 2007 ® 2006
HSI
95%
I 61%
HSCI 93%
97%
— 24%
HSCEI 95%
(] 11%
Fig 30 30
2008 2007 @ 2006
HSI 84%
89%
I 71%
HSCI 78%
75%
I 5%
HSCEI 68%
66%
I 25%
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Fig 31 31 31. Is there a statement about the process used to identify, evaluate
2008 2007 @ 2006 and manage significant risks faced by the company?
HsI 63% EEHARARHR A REEMEHNERERFAERNER ?

62%

] 43% Guidance: A recommended best practice is to “disclose in CGR a narrative
HSCI 35% statement...how complied with the code provisions on internal control...include...process
[ ‘2‘(5)://: applied for identifying, evaluating and managing the significant risks faced by it.” (C.2.3 (a)
of the Code)
HSCEI oA 3| : BEREERS MR RE (CEEREME) PRE .. MABTEHEAE
[ 17% EEMNPRIGRS .. B . R AR EEMEENERERAFRRNER - |
(=r8IY C.2.3 (a))
The results show a deterioration among ~ #RF TR * BEELEIEERIEAF
both HSCI and HSCEI companies. EERYSK SR ATINIE RSB =L
This is arguably the most important I o LD P A D Y IEA
element in a company’s reported results  BigEE  EA AL REEHIG o
that is not purely financial. Itis time for ey oz e | U= rmmes
regu}llator§ to 1;15; the benchmark here B e 2 ) (PRI ST o
oo s o anotory povison ERENEBHBRER * L8
of the Code. It is disturbing to think LRI TR
that companies may not be performing THE-
risk-assessment exercises adequately or
sufficiently, especially during the current
financial crisis.
Fig 32 B2 32. Is there a summary of the process the board and committees
Nore ng”;e ° néo; applied when they reviewed the effectiveness of their internal
control system?
ﬁ%?g o a7 EES ZERERARHAURNABEZRANEREERNER
ZHWE?
HsCl [28% 35%
HSCEI [40% 36% Guidance: A recommended best practice is to “disclose in CGR a narrative
statement...how complied with the code provisions on internal control...include the
2007 process applied in reviewing the effectiveness of the system of internal control.” (C.2.3 (d)
HSI  [28% 36% of the Code)
HsCl [41% 38% 185 : EREREERA (UL E (CEERRE) PIRE . WEBFEERIE
I — 369 ZEHFAMRY .. BERFABEERARR DRI ERF o] (FAI)C.2.3 (d)
2006 There was a significant increase in the FRIB B D A RN BEREFHE
HsI  [21% 39% detail of disclosures by companies in FEEE O MELERBETR 52K A FH
HsCl [49% 27% every index during the past year. Our EETE T RBEENHRE - HARSF
P - review shows that 52 of them moved BEBDEE o REFHIMAR AL

from giving no summary to providing R ABRH 33 R AT » LB mE s
some degree of disclosure. Almost half of BRI R ST 20 - R A

the 33 companies that were new to our - — - .
P BE LD AIREE S AR ER

OECEII

sample this year gave no details of their
review of effectiveness. This suggests
an urgent need for them to receive
better guidance about internal control
requirements.
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33. In addition, does the company disclose whether any necessary
actions have been or are being taken to remedy any significant

failings or weaknesses?
o REEEHEBERFEREMNEARRIT R ZEME K EERKE
AR EREE ?

Guidance: A recommended best practice is to “disclose in CGR a narrative
statement...how complied with the code provisions on internal control...include the
process applied to deal with material internal control aspects of any significant problems
disclosed in its annual reports and accounts.” Also to disclose “details of any significant
areas of concern which may affect shareholders.” (C.2.3 (e) of the Code and Appendix
23(3)(hh) of the LR)

5l : EEREERA UMM RE (LEERRE) PIHE .. A ESFEBERAS
ERPFARY .. BRREENFERERREANMEENEREEZAN I EZREE
WEABEAERENER o | FEE [EAEHRRERNTENEERETSENFE
(K=FHIY C.2.3 (e) & { LR AID Ki#& =+ = (3)(hh))
ERETEMNBEEKEERBENE

We were surprised by the general

improvement in the level of disclosure in
this area. It has been difficult to persuade
companies to include negative comments

in their reports, especially as Hong Kong

BRAFERETHREREAANET —E
HERH  THEREEEERBYLE
ZRIEH R IEE - T6 RAFIRMH

TELHIBREER - AMARAB 13K
RARFEHIFELEHRE - s
PRRE EL AR IR R R B R R 4T
BEWLL > EREAMEENERE
FE - ADATFERE KR EZEM -

regulators do not demand disclosures

of this type. 76 companies provided

at least some information, but only

13 led the way with truly exceptional
disclosures that provided assurances that
their reviews of effectiveness on internal
controls were functioning well. Even

so, there is still considerable scope for
improving the transparency of disclosing
negative issues.

Fig 33

None Some
i3 —R

2008

HSI 65%

HSCl [77%

HSCEI [59%

2007

HSI 77%

HSCl |[77%

HSCEI [80%

2006

HSI 60%

HSCI | 80%

HSCEI [88%

&33
@ More
R
33% 2%
19% W 4%

29% Il 12%

23%
21% 2%

20%
29% Il 11%

17% [ 3%

12%
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Fig 34
2008 2007

HSI

HSCI

HSCEI
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&34

42%
41%

33%
25%

21%
15%

34. Are there disclosures about the procedures and internal controls

for handling and disseminating price-sensitive information?

BEHREAMEAREERBERESBREMNEFRAEZEE ?

Guidance: Issuers should “keep the Exchange...and other holders of its listed securities
informed as soon as reasonably practicable of any information relating to the group...
which is (a) necessary to enable them and the public to appraise the position of the
group; (b) necessary to avoid establishment of a false market...; (c)...significantly

affect the...ability to meet its commitments...” and “Information should not be divulged
selectively outside the issuer and its advisers in such a way as to place in a privileged
dealing position any person or class or category of persons.” (Appendix 23(3)(d)(i)(bb),

Chapter 13.09, Appendix 7H.2 of the LR)

Bl : BITAEERAARZF ... RELmESNEMSZE ABAMEMEEE
BENER. B (a) HLEMEE AL R ARTEEBNMRRASES ;

L) AEREREZIFNESHEEBRTSNERAAESE ; (o). [AIEEETSY ..
BITEHEAZNENEEAFEE | MITAESREMEBITAREBEBUIMIMIAL
KT LB A LREMENALEEZSFES EBUERBRIVE -
(LRI M2 == (3)(d)(i)(bb) » 13.09 % » Ht4E-L£H.2)

The results about this recommended
best practice showed only a marginal
improvement over last year. Among
HSCI companies, 33% made disclosures,
mostly of minimal information, about
the handling and dissemination of price-
sensitive information. It is time for the
benchmark to be raised and for this to
become a mandatory requirement, so
that companies fulfil their obligation

to ensure that all communications of
price-sensitive information are timely,
factual, accurate, transparent, consistent
and credible, and in compliance with
applicable legal requirements.

HEFEL - SFETEREERE
BROQA]  ERM T - E33%1EE
RAEBROBARELEE - KEbn
DR PTIR A B R I N AR A B BUR
BRI REREREEL - BEEEE
ReEEKT  HEHEEERERR
HRRHIEER - ERRARTHER
FrE R ESURER A RERS S
@iy - BE - £ BH SR

5 WEBTERERNER -

|



35. (a) Is there a concluding statement about the effectiveness and
adequacy of the company's internal control systems?
ERARMNERARNANERRZENERERBEENELS

BRIt ?
(b) Is there a disclosure about how the conclusion was arrived at?
BFERBENAEREBRE?

Guidance: “...where a listed issuer includes a statement by the directors that they
have conducted a review of its system of internal control in the annual report..., the
listed issuer is encouraged to disclose a statement that the directors have reviewed the
effectiveness of the system of internal control and whether they consider the internal
control systems effective and adequate.” (Appendix 23 (3)(d)(i)(ee) of the LR)

el : [ .. ELMBITAEFHRAMBEZEETER  HPESCLELHERERDPELER
FREmET . BB LR ITACZBRETRERTETECRTADERRAE NS
WERER » W AAMMR AR BERRARREEIRESN o | K LmHKRAD Hgg=+=
(3)(d)(i)(ee))

The results remained good and continued  #{F:EIH E KA IEEFIE - B FRLER

to improve. This is not a mandatory TR - WHEESRENE - BT BLR
requirement, and the steady increase in WK ENE - BN T)ERAL
compliance and the level of disclosure AR RSP S ) B E M o

suggest that companies are increasingly
conscious of the importance of internal

control reviews.
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Shareholder relations

B SRR (%
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36. Is there a disclosure about what steps the board took to understand

the views of shareholders?
EEBEEEe A THRAERRAZ EMEIANEE ?

Guidance: Recommended best practices “The chairman should ensure that appropriate
steps are taken to provide effective communication with shareholders and that views

of shareholders are communicated to the board as a whole” and that “Non-executive
directors...should also attend general meetings and develop a balanced understanding
of the views of shareholders.” (A.2.8 and A.5.7 of the Code)

85| : ERREERR [ TFEERRRIEESRRISERRERHE - URER
Hﬁifﬁ‘ﬁ%é AREEES - K [EHTES . EEEERRAS  HATIRRE
WERBEAENER ] (FAI)A28KAS5.7)

It is encouraging to continue to note BRI 90% A RIFEAE H E R At S Aﬁﬂ
that nearly 90% of companies provided Y& #ZMNARHEBRFEABEER - BRLA
some information in this area, and B o HUEBTR A B IEIR I E 28 B 1T

they continued to strengthen their BEEBIEL -
relationships with their shareholders. The
figures show they are dedicating greater

resources to investor relations.

37. Are there disclosures about the methods the company uses to
inform shareholders regularly about the procedures for voting
by poll; and is it complying with the voting by poll requirements

contained in the Listing Rules and the issuer’s constitutional
documents?

EREEEHBARRURESFARANESR URAFELTRAR
FHRITANBEXHEBURESFRFRRNRE ?

Guidance: An issuer should “regularly inform shareholders of the procedure for voting
by poll”, “ensure disclosure in the issuer's circulars to shareholders”, “count all proxy
votes and except where a poll is required...ensure votes cast are properly counted and
recorded” and “ensure that an explanation is provided at...the commencement of the
meeting...of the procedures for demanding...and conducting a poll.” (E.2 of the Code,
Chapter 13.39 (3){4) of the LR)

&5l : (BT AREHBARRURESXNRANER | [BRREZBITABBRR
BRR BEBIUREFRARANER ] [HEREZEERRBENEZURKRFE
BERURESRETRR..  BRAGREEERERCHER... | X [BRE
SERFARBEHE . RRNEF .. R.CERUBREFARR ] (SFANE2 (L™
32 A1) 13.393 (3)-(4))

" owu

”“ﬂE%—E:T%‘EEEMBZEEE% VNC]
ZEBHINERREERREER -
Tﬂﬂ?ﬁﬁx% BITERNEZE AT

BIFHIBEN o

Companies have increased the quality

of their disclosures in this area. They are
recognising that they can enhance the
ability of their shareholders to exercise
their right to influence how the company
operates by informing them about its
voting procedures.



Corporate social responsibility / Social environmental & ethical matters

EEHERE/ AFREREBEE

38. Do they disclose in the annual report whether they have established
dedicated structures and processes to direct and monitor the
company'’s wider social environment and ethical performance, and

is this reported to the board regularly?
NAEERERARVEENMIREFUABER EHREEZAREZN
HEREREERR  WEFEREFER?

The growing concern of the public

and governments about social and
environmental issues has led to an
increased number of disclosures this
year. While it is encouraging to note

this dramatic upturn in corporate
responsibility, many of the disclosures
may have been public relations initiatives
in response to the rising pressures of
public and media attention. Hopefully,
the CSR reporting of companies will
continue to improve, evolve and gain
greater credibility, rather than merely
serving as window-dressing. At the same
time, Hong Kong regulators must issue
guidance to help companies fulfil their
duties in this area.

BEE N RAMBU 4 & MR IR A
BRER  ETHNERRETIREF
”% - BERELRUEEENLRR
LPlETt - RS AESE - TR A
POBEBERABUFERT BN ARK
BIRAHBNIFTERMES - TN
REAMRAELNRSME - HLEAF
EAEHEEESTENRESEENRE
MERE - KRIRREAEN - MIFEL
HIFTEINKR - EILFE - BENEE
WA NIES BB ARETH
BT EAET

39. (a) Does the company disclose its policies regarding issues like
water and energy consumption, employment, recycling, carbon

emissions, etc.?

BEREZ L RDEREERNEBER - BFEERE - KA - BRAA

—HemEERE  KNBEEEEFE?

(b) Are the objectives and quantifiable results of such policies
stated?
BRIHZBREENEBLER?

Although the overall results for this

area have improved, most companies
made only isolated disclosures, rather
than announcing comprehensive policies
covering all the key issues. Only a few
HSI companies demonstrated their
commitment to high standards of CSR
reporting with quantified results.

HARBERERENE - BEXED QA
EBELHTERE  UERHRESEHESR
FRENGSEE - RELHIBELEER
B B BIRE SR LA R AL HORKAE
ERBMOMFLSERERLERE
WEERL
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Fig 40
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40. Are the disclosures made verified either internally (by internal
audit) or externally?

ZERBREKBAI (APLE) HIMBZE ?

Even though Hong Kong companies still
lag far behind in their CSR reporting
compared with those in the UK and
Europe, there has been a definite
improvement in this area since last year.
It is clear that a growing number of them
want to strengthen the credibility of their
results and it is time for Hong Kong
regulators to raise the benchmarks in this

area.

BABBARNEC L EEELRE
FEETRERRENAT - B
LERIERDERERE - ARDS
NGLET T T
UL SR M R E A
2k -



About Grant Thornton

HE )

Grant Thornton is a member firm within Grant
Thornton International Ltd (Grant Thornton
International). Grant Thornton International

is one of the world’s leading organisations of
independently owned and managed accounting and
consulting firms. These firms provide assurance,
tax and specialist advisory services to privately held
businesses and public interest entities. In Hong
Kong and mainland China, Grant Thornton has
offices in Hong Kong and major cities in mainland
China, such as Beijing, Shanghai, Chengdu,
Guangzhou and Shenzhen, employing in excess

of 1,300 people. Clients can access the knowledge
and experience of more than 2,400 partners in over
100 countries in the Grant Thornton International
network and receive the same distinctive, high
quality and personalised service wherever they
choose to do business.

Superior knowledge from business risk specialists
We have the knowledge, capability and experience
to help you minimise risk and allow you to focus on
your business by creating processes and systems to
support your expansion and success. We provide the
following solutions:

¢ internal audit

e internal controls

* business performance management

® corporate governance advisory

® risk management

* technology risk assurance and advisory
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The Grant Thornton International network
undertakes similar annual corporate governance
reviews of major market constituents within US,
UK and Australian capital markets. These reviews
also contain valuable information to assist Hong
Kong companies in improving their corporate
governance practices.

Links are as follows:

UK - annual review of FTSE 350
www.grant-thornton.co.uk

US - bi-annual survey of senior executives of public
and private US companies
www.grantthornton.com

Australia — annual review of ASX 300
www.grantthornton.com.au

For more information please contact:

Patrick Rozario

Principal and Head of Business Risk Services
T +8522218 3118

E patrick.rozario@gthk.com.hk

Chris Tam

Director — Business Risk Services
T +8522218 3212

E chris.tam@gthk.com.hk

Gordon Hau

Director — Business Risk Services
T +8522218 3403

E gordon.hau@gthk.com.hk

Ron Ho

Director — Business Risk Services
T +8522218 3108

E ron.ho@gthk.com.hk
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