20. INTERESTS IN ASSOCIATES

HK$ million 2009 2008

Investment costs

— Listed in Hong Kong 8,687 8,687

— Unlisted 5,655 6,592
Share of post-acquisition reserves 12,604 9,357
26,946 24,636

Impairment losses - (857)
26,946 23,779

Amounts due by unlisted associates 6,313 5,288
At 31st December 33,259 29,067
Market value of investment in a listed associate 35,009 36,046

Included in the amounts due by unlisted associates are subordinated loans of HK$4,840 million (2008:
HK$3,800 million). The rights in respect of these loans are subordinated to the rights of any other lenders to
the associates.

The Directors reviewed certain associates’ operations and financial positions as at 31st December, 2009 based
on value in use calculation.

Summarised financial information in respect of the Group’s associates is set out below:

HK$ million 2009 2008
Total assets 183,338 150,526
Total liabilities (115,592) (91,804)
Net assets 67,746 58,722
Total turnover 29,024 32,712
Total profit for the year 8,405 9,315

Shared by the Group:

Net assets of the associates 26,946 24,640
Profit of the associates for the year 3,398 3,864
Reserve movements of the associates for the year 1,430 (2,692)

Particulars of the principal associates are set out in Appendix 2 on pages 116 and 117.
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21. INTERESTS IN JOINTLY CONTROLLED ENTITIES

HK$ million 2009 2008
Investment costs 877 2,999
Share of post-acquisition reserves (483) 164

394 3,163
Impairment losses (245) (245)

149 2,918
Shareholders’ loans to jointly controlled entities 454 443
At 31st December 603 3,361

The Group did not pledge any interests in jointly controlled entities as at 31st December, 2009. As at 31st
December, 2008, the Group’s interests in a jointly controlled entity with carrying value of HK$1,902 million
were pledged as part of the security to secure certain bank borrowings granted to the jointly controlled entity.

The Directors reviewed certain jointly controlled entities’ operations and financial positions as at 31st
December, 2009 based on value in use calculation. A discount rate 9 per cent (2008: 9 per cent) per annum

was applied on projected cash flows for value in use calculation.

Summarised financial information in respect of the Group’s jointly controlled entities is set out below:

HK$ million 2009 2008
Total assets 4,771 19,726
Total liabilities (3,921) (11,792)
Net assets 850 7,934
Total turnover 4,367 11,481
Total profit for the year 875 1,863

Shared by the Group:
Net assets of the jointly controlled entities 394 3,163
Profit of jointly controlled entities for the year 455 978
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22. INTERESTS IN INFRASTRUCTURE PROJECT INVESTMENTS

HK$ million 2009 2008
Classified as:

Non-current asset - 477
Current assets - 152
At 31st December - 629

23. INVESTMENTS IN SECURITIES

HK$ million 2009 2008

Financial assets at fair value through profit or loss*

Notes, listed overseas 1,341 -
Notes, unlisted 15 373
Equity securities, unlisted 174 174
Equity securities, listed overseas - 5
Others, unlisted 416 365

Available-for-sale financial assets

Stapled securities, listed overseas, at fair value 830 930

Equity securities, listed overseas, at fair value 872 -

Equity securities, unlisted, at cost 566 526

Debt securities, unlisted, at fair value 213 198

Equity securities, unlisted, at fair value 32 26

Total 4,459 2,597
* designated as at fair value through profit or loss in accordance with HKAS 39

A stapled security comprises various subordinated loan notes and fully paid ordinary shares. It is quoted at a
single combined price and cannot be traded separately.

Neither the subordinated loan notes, debt securities, listed notes nor the unlisted notes are past due or
impaired, which are issued by corporate entities with credit ratings ranging from A- to BBB-.

As at 31st December, 2008, cumulative losses of certain available-for-sale stapled securities totalling HK$427
million previously dealt with as movements in investment revaluation reserve have been recognised as
impairment losses in the consolidated income statement due to a significant decline in the market values of
those financial assets.
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24. DERIVATIVE FINANCIAL INSTRUMENTS

2009 2008

HK$ million Assets Liabilities Assets Liabilities
Forward foreign exchange contracts 414 (10 928 (1)
Interest rate swaps - (19) - (50)
At 31st December 414 (29) 928 (51)
Portion classified as:
Non-current - - 624 (50)
Current 414 (29) 304 (1)

414 (29) 928 (51)

Currency Derivatives

During the current year, the Group utilised currency derivatives to hedge significant future transactions and
cash flows, and long term foreign investments. The Group is a party to a variety of foreign currency forward

contracts in the management of its exchange rate exposures. No material cash flow is expected to occur in the
coming year.
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24.

DERIVATIVE FINANCIAL INSTRUMENTS (CONT'D)

Currency Derivatives (Cont’d)

The following contracts are outstanding as at the end of the reporting period and the major terms of these

contracts are as follows:

As at 31st December 2009

Notional amount

Maturity

Sell AUD148.8 million*
Sell GBP26.6 million
Sell GBP62.6 million*
Sell CAD157.5 million*
Sell CAD70.0 million*
Sell GBP212.4 million*
Sell GBP40.3 million*

11th May, 2010
30th April, 2010
21st January, 2010
20th May, 2010
17th June, 2010
24th May, 2010
18th May, 2010

As at 31st December 2008

Notional amount

Maturity

Sell AUD150.9 million*
Sell GBP26.6 million
Sell GBP62.6 million*
Sell CAD157.5 million*
Sell CAD70.0 million*
Sell GBP212.4 million*

11th May, 2009
30th April, 2009
21st December, 2009
20th May, 2009
17th June, 2009
24th May, 2010

* designated as hedging instrument in accordance with HKAS 39

The fair values of the above currency derivatives that are designated and effective as net investment hedges
totalling HK$398 million (net assets to the Group) (2008: HK$628 million (net assets to the Group)) have been

deferred in equity at 31st December, 2009.

None of above currency derivatives are designated and effective as cash flow hedges at 31st December, 2009.
At 31st December, 2008, the fair values of the above currency derivatives that were designated and effective
as cash flow hedges totalling HK$263 million (net assets to the Group) were deferred in equity.

Change in fair value of currency derivative not designated for hedging amounting to HK$33 million (net loss)
has been debited (2008: HK$112 million (net gain) credited) to the consolidated income statement for the

current year.
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24.

92

DERIVATIVE FINANCIAL INSTRUMENTS (CONT'D)

Interest Rate Swaps

During the current year, the Group utilised interest rate swaps to manage its exposure to interest rate
movements on its bank borrowings by swapping a proportion of those borrowings from floating rates to fixed
rates. The notional principal amounts of the interest rate swap contracts outstanding as at 31st December,
2009, their remaining terms and estimated total fair value are as follows:

Weighted
average Notional
Floating fixed principal Estimated
HK$ million interest rate  interest rate amount  fair value
Contracts maturing in 2010 BBSW or LIBOR* 5.57% 1,810 (19)
Fair value deferred in equity at 31st December, 2009 (19)
Contracts maturing in 2010 BBSW or LIBOR* 5.62% 1,460 (50)
Fair value deferred in equity at 31st December, 2008 (50)

* BBSW-Australian Bank Bill Swap Reference Rate
LIBOR-London Interbank Offered Rate

The fair value estimation covering the above interest rate swap contracts is based on the fair value estimated
by independent professionals for equivalent instruments at 31st December, 2009. All of the above interest
rate swaps are designated and effective as cash flow hedges and the fair values (net liabilities to the Group)

have been deferred in equity.
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25. GOODWILL

HK$ million 2009 2008
At 1st January 143 209
Exchange difference 15 (66)
At 31st December 158 143

The goodwill was recognised on acquisition of 100 per cent interest in Cambridge Water PLC (“Cambridge
Water”), the water supplier in South Cambridgeshire of the United Kingdom.

The Group tests goodwill annually for impairment, or more frequently if there are indications that the
goodwill might be impaired.

The recoverable amount of Cambridge Water, which covers the above goodwill, is determined from a value in
use calculation. The key assumptions for the value in use calculation are those regarding the discount rate,
growth rates, and expected changes to selling prices and direct costs during the period. The Group estimates
discount rate using the rate that reflects current market assessments of the time value of money and the
risks specific to Cambridge Water. The growth rates are based on industry growth forecasts. Changes in selling
prices and direct costs are based on past practices and expectations of future changes in the relevant markets.

The Group prepares cash flow forecasts derived from Cambridge Water's approved budget for 2010 to 2014
and extrapolates cash flows for the subsequent 10 years using the same cashflows as that in 2014. The rate
used to discount the forecast cash flows is 8 per cent (2008: 8 per cent) per annum.

As Cambridge Water’s principal operation is supply of water which is regulated in nature, the Group considers
that cash flow projection for 15 years and low growth rates are appropriate for the impairment test review.

The results of the reviews undertaken as at 31st December, 2009 indicated that no further impairment charge
was necessary for current year.
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26. BANK BALANCES AND DEPOSITS
Bank balances and deposits carry effective interest rate at 1.67 per cent (2008: 4.86 per cent) per annum.

Analysis of the bank balances and deposits is as follows:

HK$ million 2009 2008
Pledged bank deposit 1,430 1,113
Cash and cash equivalents 9,306 4,368
Total 10,736 5,481

The pledged bank deposit represents a deposit pledged to a bank to secure a bank loan repayable in 2010.
The pledged bank deposit which is classified as current asset (2008: non-current asset) will be released upon
repayment of the bank loan.

27. INVENTORIES

HK$ million 2009 2008
Raw materials 44 62
Work-in-progress 33 30
Stores, spare parts and supplies 22 18
Finished goods 71 30
Total 170 140

The cost of inventories charged to the consolidated income statement during the year was HK$1,175 million
(2008: HK$1,124 million).
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28. DEBTORS AND PREPAYMENTS

HK$ million 2009 2008
Trade debtors 293 243
Prepayments, deposits and other receivables 185 1,060
Total 478 1,303

The aging analysis of the Group’s trade debtors is as follows:

HK$ million 2009 2008
Current 187 139
Less than 1 month past due 63 52
1 to 3 months past due 29 38
More than 3 months but less than 12 months past due 22 25
More than 12 months past due 52 58
Amount past due 166 173
Allowance for doubtful debts (60) (69)
Total after allowance 293 243

Trade with customers for infrastructure materials is carried out largely on credit, except for new customers and
customers with unsatisfactory payment records, where payment in advance is normally required. Trade with
metered customers for water supply is carried out largely on credit and with unmetered customers largely by
payment in advance. Invoices are normally due within 1 month of issuance, except for certain well-established
customers, where the terms are extended to 2 months, and certain customers with disputed items, where

the terms are negotiated individually. Each customer has a maximum credit limit, which was granted and
approved by senior management in accordance with the laid-down credit review policy and procedures.

The movement in the allowance for doubtful debts during the year is as follows:

HK$ million 2009 2008
At 1st January 69 83
Impairment loss recognised 11 4
Impairment loss written back (29) (15)
Uncollective amounts written off (2) (5)
Exchange translation differences 1 2
At 31st December 60 69
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28.

96

DEBTORS AND PREPAYMENTS (CONT’D)

At 31st December, 2009, gross trade debtors' balances totalling HK$60 million (2008: HK$69 million) were
individually determined to be impaired, which related to customers that were in financial difficulties.

The management assessed that only a portion of the trade debtors’ balances is expected to be recovered.
Consequently, specific allowance for doubtful debts of HK$60 million (2008: HK$69 million) was recognised
as at 31st December, 2009. The Group does not hold any collateral over these balances.

The aging analysis of trade debtors that are neither individually nor collectively considered to be impaired is
as follows:

HK$ million 2009 2008
Neither past due nor impaired 178 133
Less than 1 month past due 62 51
1 to 3 months past due 29 36
More than 3 months but less than 12 months past due 18 21
More than 12 months past due 6 2
Amount past due 115 110
Total 293 243

The trade debtors that were neither past due nor impaired related to customers for whom there was no recent
history of default.

The trade debtors that were past due but not impaired related to customers that had good track records with
the Group. Management believes that no impairment allowance is necessary in respect of these balances

as there has not been a significant change in credit quality and the balances are still considered fully
recoverable. The Group does not hold any collateral over these balances.
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29. BANK AND OTHER LOANS

HK$ million 2009 2008
Unsecured bank loans repayable:
Within 1 year 358 1,590
In the 2nd year 1,246 321
In the 3rd to 5th year, inclusive 2,043 1,156
After 5 years 2 2
3,649 3,069
Obligations under finance leases repayable:
Within 1 year 21 6
In the 2nd year 20 6
In the 3rd to 5th year, inclusive 59 14
After 5 years 13 5
113 31
Unsecured notes, 3.5%, repayable after 5 years 2,646 2,498
Secured bank loans repayable:
Within 1 year (notes 26 and 17) 1,430 32
In the 2nd year (note 26) - 1,113
After 5 years (note 17) 33 -
1,463 1,145
Total 7,871 6,743
Portion classified as:
Current liabilities 1,809 1,628
Non-current liabilities 6,062 5,115
Total 7,871 6,743
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29. BANK AND OTHER LOANS (CONT’D)

The carrying amounts of the Group’s borrowings are denominated in the following currencies:

AU$ GBP JPY RMB Total
HK$ million 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008
Bank loans 3,473 2,703 1,639 1,511 - - - - 5,112 4214
Finance leases - - 28 31 - - 85 - 113 31
Notes - - - - 2,646 2,498 - - 2,646 2,498
Total 3,473 2,703 1,667 1,542 2,646 2,498 85 - 7,871 6,743

The average effective interest rates of the Group’s bank loans and finance leases are 4.20 per cent (2008: 6.19
per cent) per annum and 5.85 per cent (2008: 8.86 per cent) per annum, respectively.

The Group'’s notes of HK$2,646 million (2008: HK$2,498 million) and an unsecured bank loan of HK$2 million
(2008: HK$2 million) were arranged at fixed interest rate and exposed the Group to fair value interest rate
risk. Other borrowings were arranged at floating rates, thus exposed the Group to cash flow interest rate risk.

Bank loans (except for the fixed rate notes) carried interest at floating rate, which was determined with
reference to Australian Bank Bill Swap Reference Rate or London Interbank Offered Rate plus an average

margin less than one per cent.

Fixed rate notes, other loans and finance leases carried interest at 3.5 per cent to 13.3 per cent (2008: 3.5 per
cent to 13.3 per cent) per annum.
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29. BANK AND OTHER LOANS (CONT’D)

Details of the present value of the minimum finance lease payments are shown below:

HK$ million 2009 2008

Minimum lease payments:

Within 1 year 27 8
In the 2nd year 25
In the 3rd to 5th year, inclusive 66 16
After 5 years 14 5
132 36
Less: future finance charges (19) (5)
Present value of lease payments 113 31
Less: Amount due for settlement within 12 months (21) (6)
Amount due for settlement after 12 months 92 25

At 31st December, 2009, the remaining weighted average lease term was 6.0 years (2008: 5.0 years). All leases
are denominated in GBP or RMB on a fixed repayment basis and no arrangements have been entered into for
contingent rental payments. The Group’s obligations under finance leases are secured by the lessors’ charge
over the leased assets (note 17).

30. CREDITORS AND ACCRUALS

HK$ million 2009 2008
Trade creditors 143 139
Other payables and accruals 1,095 1,010
Total 1,238 1,149

The aging analysis of the Group’s trade creditors is as follows:

HK$ million 2009 2008
Current 100 100
1 month 18 24
2 to 3 months 6 1
Over 3 months 19 14
Total 143 139
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31. DEFERRED TAX ASSETS / LIABILITIES

HK$ million 2009 2008
Deferred tax assets 7 11
Deferred tax liabilities (224) (201)
Total (217) (190)

The following are the major deferred tax assets and liabilities recognised by the Group and movements

thereon during the current and prior years:

Accelerated Fair value

tax Tax changesin
HK$ million depreciation losses  securities Others Total
At 1st January, 2008 225 (6) 154 (5) 368
(Credit) / Charge to profit for the year (2) (20) - 33 11
Charge to equity for the year - - (109) - (109)
Change in applicable tax rate (3) - - - (3)
Exchange translation differences (45) 2 (45) - (88)
Others 2) 13 - - 11
At 31st December, 2008 173 (12) - 28 190
Charge / (Credit) to profit for the year 9 (20) - 9 (2)
Charge to equity for the year - - 33 - 33
Exchange translation differences 9 (1) - - 8
Disposal of a subsidiary - - - (20) (20)
Others - 25 - (17 8
At 31st December, 2009 191 (7) 33 - 217
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31.

32.

DEFERRED TAX ASSETS / LIABILITIES (CONT’D)

Apart from the unused tax losses of which the deferred tax assets were recognised as presented above,

the Group had unused tax losses and other unused tax credits totalling HK$1,550 million (2008: HK$1,779
million) at 31st December, 2009. No deferred tax asset has been recognised in respect of these tax losses
and tax credits due to the unpredictability of future profit streams to utilise the available tax losses and tax
credits. An analysis of the expiry dates of the tax losses and tax credits is as follows:

HK$ million 2009 2008
Within 1 year 13 21
In the 2nd year 3 13
In the 3rd to 5th year, inclusive 53 62
No expiry date 1,481 1,683
Total 1,550 1,779

RETIREMENT PLANS
(@) Defined Contribution Retirement Plans

The Group provides defined contribution retirement plans for its eligible employees except for 2
defined benefit plans for the employees of certain subsidiaries as detailed in (b) and (c) below.

Contributions to the defined contribution plans in Hong Kong are made by either the employer only
at 10 per cent of the employees’ monthly basic salaries or by both the employer and the employees
each at 10 or 15 per cent of the employees’ monthly basic salaries. The Company and its Hong Kong
subsidiaries also participate in master trust Mandatory Provident Fund (“MPF”) schemes operated by
independent service providers. Mandatory contributions to these MPF schemes are made by both the
employers and employees at 5 per cent of the employees’ monthly relevant income each capped at
HK$20,000.

Contribution to the defined contribution plans in the United Kingdom are made by either the
employer only at 10 per cent of the employees’ monthly basic salaries or by both the employer and
employees each at 6 to 12 per cent of the employees’ monthly basic salaries.

As the Group’s retirement plans in Hong Kong, including the defined benefit plan mentioned in (b)
below, are all MPF-exempted recognised occupational retirement schemes (“ORSO schemes”), except
for certain subsidiaries of which the new Hong Kong employees have to join the MPF schemes, the
Group offers an option to its new Hong Kong employees to elect between the ORSO schemes and the
MPF schemes.

The Group’s costs in respect of defined contribution plans for the year amounted to HK$11 million
(2008: HK$12 million). No forfeited contributions and earnings for the year under the defined
contribution plans were used to reduce the existing level of contributions (2008: nil). At 31st
December, 2009, there were no forfeited contributions and earnings available to the Group to reduce
its contributions to the defined contribution plans in future years (2008: nil).
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32. RETIREMENT PLANS (CONT’D)
(b)  Defined Benefit Retirement Plan operating in Hong Kong

Certain subsidiaries of the Group operate a defined benefit retirement plan in Hong Kong for their
eligible employees. Contributions to the defined benefit plan are made by the employees at either
5 or 7 per cent of the employees’ salaries and contributions made by the employer are based on the
recommendations of an independent actuary according to a periodic actuarial valuation of the plan.

Actuarial valuation of the defined benefit plan according to HKAS 19 “Employee Benefits” was carried
out at 31st December, 2009, by Ms. Elaine Hwang of Watson Wyatt Hong Kong Limited, who is a Fellow
of the Society of Actuaries. The present value of the defined benefit obligations, the related current
service cost and past service cost, if any, were measured using the Projected Unit Credit Method. The
principal actuarial assumptions used are as follows:

2009 2008

Discount rate at 31st December 2.20% per annum 1.55% per annum
Expected rate of salary increase 2.0% for 2010 and 1.0% for 20009,
4.0% per annum 2.0% for 2010 and

thereafter 4.0% per annum

thereafter

Expected return on plan assets 6.25% per annum 6.25% per annum

The following amounts in respect of the defined benefit plan have been credited to the consolidated
income statement under operating costs:

HK$ million 2009 2008
Current service cost 2 2
Interest cost 1 1
Expected return on plan assets (3) (4)
Net amount credited to consolidated income statement - (1)

The actual return on plan assets for the year ended 31st December, 2009 was a gain of HK$15 million
(2008: a loss of HK$26 million).
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32. RETIREMENT PLANS (CONT’D)
(b)  Defined Benefit Retirement Plan operating in Hong Kong (Cont’d)

The amount included in the consolidated statement of financial position at 31st December, 2009
arising from the Group’s obligations in respect of its defined benefit plan in Hong Kong is as follows:

HK$ million 2009 2008
Present value of defined benefit obligations 64 65
Fair value of plan assets (65) (50)

Employee retirement benefit (assets) / liabilities classified as
other non-current (assets) / liabilities included in the
consolidated statement of financial position (1) 15

Changes in the present value of the defined benefit obligations are as follows:

HK$ million 2009 2008
At 1st January 65 55
Current service cost 2 2
Interest cost 1 1
Actual benefits paid (2) -
Actual employee contributions 1 1
Actuarial (gain) / loss on obligation 3) 6
At 31st December 64 65

Changes in the fair value of the plan assets are as follows:

HK$ million 2009 2008
At 1st January 50 74
Expected return 3 4
Actuarial gain / (loss) on plan assets 12 (30)
Actual company contributions 1 1
Actual employee contributions 1 1
Actual benefits paid (2) -
At 31st December 65 50

ANNUAL REPORT 2009 103

\—)



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

32. RETIREMENT PLANS (CONT’D)
(b)  Defined Benefit Retirement Plan operating in Hong Kong (Cont’d)

Major categories of the plan assets at the end of the reporting period are analysed as follows:

As at 31st December 2009 2008
Equity instruments 52% 49%
Debt instruments 48% 51%
Total 100% 100%

The expected rate of return on assets was 6.25 per cent per annum (2008: 6.25 per cent per annum).
This rate is derived by taking the weighted average of the long term expected rate of return on each of
the asset classes invested.

The experience adjustment is as follows:

HK$ million 2009 2008
Present value of defined benefit obligations 64 65
Fair value of the plan assets (65) (50)
(Surplus) / Deficit (1) 15
Experience adjustment on plan assets 12 (30)

The Group recognised actuarial gains amounting to HK$15 million (2008: actuarial losses of

HK$36 million) for the year ended 31st December, 2009 directly in the consolidated statement

of comprehensive income. The cumulative amount of actuarial losses recognised directly in the
consolidated statement of comprehensive income amounted to HK$1 million (2008: actuarial losses of
HK$16 million) as at 31st December, 20009.

Another actuarial valuation was completed at 1st January, 2010 by Ms. Elaine Hwang of Watson Wyatt
Hong Kong Limited, who was a Fellow of the Society of Actuaries, to determine the funding rates

to be adopted by the Group in accordance with requirements of Occupational Retirement Schemes
Ordinance. The actuarial method adopted was Attained Age Funding Method. The major assumptions
used were the long-term average annual rate of investment return on the plan assets at 6 per cent
per annum, and the average annual salary increases at 5 per cent per annum. The actuarial valuation
showed that the fair value of the plan assets attributable to the Group of HK$65 million at 31st
December, 2009 represented 121 per cent of the present value of the obligations as at that date.
Contributions to fund the obligations were based upon the recommendations of actuary to fully fund
the retirement plan on an ongoing basis. The funding rates will be reviewed no later than 1st January,
2013 as required by Occupational Retirement Schemes Ordinance.

The Group expects to make a contribution of HK$1 million to the defined benefit plan during the next
financial year.
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32. RETIREMENT PLANS (CONT’D)
(c) Defined Benefit Retirement Plan operating in the United Kingdom

Cambridge Water PLC, a wholly-owned subsidiary of the Group, operates a defined benefit retirement
plan in the United Kingdom. The retirement plan is covered under the Water Companies Pension
Scheme of which the Company is a member. Contributions to the defined benefit plan are made by the
employees at 6 per cent of the employees’ salaries and contributions made by the employer are based
on the recommendations of an independent actuary according to a periodic actuarial valuation of the
plan.

Actuarial valuation of the defined benefit plan was updated to 31st December, 2009, by Mr. Paul
Metcalf of Lane Clark & Peacock LLP, who is a Fellow of the Institute of Actuaries. The principal
actuarial assumptions used are as follows:

2009 2008
Discount rate at 31st December 5.6% per annum 6.4% per annum
Expected rate of pension increase 3.8% per annum 3.1% per annum
Expected rate of salary increase 4.3% per annum 4.6% per annum

The following amounts in respect of the defined benefit plan have been charged to the consolidated
income statement under operating costs:

HK$ million 2009 2008
Current service cost 6 8
Interest cost 22 20
Expected return on plan assets (18) (21)
Net amount charged to consolidated income statement 10 7

The actual return on plan assets for the year ended 31st December, 2009 was a gain of HK$44 million
(2008: a loss of HK$36 million).
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32. RETIREMENT PLANS (CONT’D)
(c) Defined Benefit Retirement Plan operating in the United Kingdom (Cont’d)

The amount included in the consolidated statement of financial position at 31st December, 2009
arising from the Group’s obligations in respect of its defined benefit plan in the United Kingdom is as

follows:
HK$ million 2009 2008
Present value of defined benefit obligations 437 348
Fair value of plan assets (403) (337)

Employee retirement benefit liabilities classified as
other non-current liabilities included in the
consolidated statement of financial position 34 11

Changes in the present value of the defined benefit obligations are as follows:

HK$ million 2009 2008
At 1st January 348 513
Current service cost 6 8
Interest cost 22 20
Employee contributions 2 2
Actuarial loss / (gain) 64 (48)
Benefits paid (13) (11)
Exchange translation differences 8 (136)
At 31st December 437 348

Changes in the fair value of the plan assets are as follows:

HK$ million 2009 2008
At 1st January 337 497
Expected return 18 21
Actuarial gain / (loss) 26 (57)
Employer contributions 7 6
Employee contributions 2 2
Benefits paid (13) (11)
Exchange translation differences 26 (121)
At 31st December 403 337
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32. RETIREMENT PLANS (CONT’D)
(c) Defined Benefit Retirement Plan operating in the United Kingdom (Cont’d)

Major categories of the plan assets at the end of the reporting period are analysed as follows:

As at 31st December 2009 2008
Equity instruments 41% 39%
Debt instruments 59% 61%
Total 100% 100%

The expected rate of return on assets is 5.3 per cent per annum (2008: 5.9 per cent per annum). This
rate is derived by taking the weighted average of the long term expected rate of return on each of the
asset classes invested.

The experience adjustments are as follows:

HK$ million 2009 2008
Present value of the defined benefit obligations 437 348
Fair value of the plan assets (403) (337)
Deficit 34 11
Experience adjustment on plan liabilities (7) (12)
Experience adjustment on plan assets (26) 57

The above actuarial valuation showed that the fair value of the plan assets attributable to the Group
of HK$403 million (2008: HK$337 million) at 31st December, 2009 represents 92 per cent (2008: 97
per cent) of the present value of the obligations as at that day. The Group’s future annual contribution
is designed to fund the shortfall over a period of time and the employer funding rates have been
increased since 1st April, 2005. The funding rates are subject to annual review.

The Group recognised actuarial losses amounting to HK$19 million (2008: nil) for the year ended 31st
December, 2009 directly in the consolidated statement of comprehensive income. The cumulative
amount of actuarial losses recognised directly in the consolidated statement of comprehensive income
amounted to HK$19 million (2008: nil) as at 31st December, 2009.

The Group expects to make a contribution of HK$8 million to the defined benefit plan during the next
financial year.
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33. SHARE CAPITAL

HK$ million 2009 2008
Authorised:
4,000,000,000 shares of HK$1 each 4,000 4,000

Issued and fully paid:
2,254,209,945 shares of HK$1 each 2,254 2,254

34. CAPITAL MANAGEMENT

The Group’s primary objectives when managing capital are to safeguard the Group’s ability to continue as a
going concern, so that it can expand and generate attractive and predictable returns for shareholders and
benefits for other stakeholders, by establishing and maintaining a quality investment portfolio with stable
earnings and appropriate level of risks that the management are comfortable with.

The capital structure of the Group consists of debts, which includes bank borrowings, notes and obligations
under finance leases as detailed in note 29, bank balances and deposits, and equity attributable to
shareholders of the Company, comprising issued share capital and reserves as detailed in consolidated
statement of changes in equity.

The management actively and regularly reviews and manages the Group’s capital structure to maintain
a balance between high shareholders’ returns and strong capital position, and makes adjustments to the
capital structure in light of changes in the global market conditions.

The Group maintained a low net debt to shareholders’ equity ratio of 3 per cent as at 31st December, 2008
and has turned into net cash position as at 31st December, 2009. The management targets to maintain a
solid capital position to pursue more new investment opportunities. The Group’s overall strategy remains
unchanged from 2008.

The net debt to shareholders’ equity ratio at 31st December, 2009 and 2008 was as follows:

HK$ million 2009 2008
Total debts 7,871 6,743
Bank balances and deposits (10,736) (5,481)
Net (cash) / debt (2,865) 1,262
Shareholders’ equity 42,215 36,675
Net debt to shareholders’ equity ratio N/A 3%

During the current year, the Company acted as the guarantor in respect of certain loan facilities granted to
its subsidiaries and an associate, and fully complied with the capital requirements under the loan facility
agreements.
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35. NOTES TO CONSOLIDATED STATEMENT OF CASH FLOWS

(@) Cash from / (utilised in) Operations

HK$ million 2009 2008
Profit before taxation 5,572 4,443
Impairment losses - 427
Share of results of associates (3,398) (3,864)
Share of results of jointly controlled entities (455) (978)
Interest income from loans granted to associates (614) (522)
Interest income from banks (268) (429)
Interest income from investments in securities (97) (120)
Return from infrastructure project investments (27) (344)
Finance costs 423 481
Depreciation of property, plant and equipment 55 52
Amortisation of prepayment for leasehold land 9

Change in fair values of investment properties (10)

Gain on disposal of a subsidiary (1,314) (108)
Gain on disposals of infrastructure project investments - (112)
Loss / (Gain) on disposals of securities 6 (3)
Change in fair values of investments in securities (54) 491
Change in fair values of derivative financial instruments 33 (112)
Dividend from investments in securities (63) (49)
Pension costs of defined benefit retirement plans 10 (1)
Unrealised exchange gain (79) (177)
Returns received from jointly controlled entities 504 760
Returns received from infrastructure project investments 55 217
Distribution received from investment in securities 135 148
Advances to associates - (1,796)
Repayments from associates 1 108
Interest received from associates 501 648
Contributions to defined benefit retirement plans (8) (1)
Net cash (paid) / received at close of derivative financial instruments (318) 314
Operating cash flows before changes in working capital 599 (5112)
Increase in inventories (30) (65)
Decrease / (Increase) in debtors and prepayments 995 (766)
Increase / (Decrease) in creditors and accruals 60 (140)
Exchange translation differences 2 48
Cash from / (utilised in) operations 1,626 (1,434)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

35.  NOTES TO CONSOLIDATED STATEMENT OF CASH FLOWS (CONT’'D)

(b)  Disposal of a Subsidiary

HK$ million 2009 2008

Net assets disposed of:

Property, plant and equipment - 9
Leasehold land = 1
Bank balances and deposits - 1
Creditors and accruals - (6)
Interests in jointly controlled entities 2,727 -
Interests in infrastructure project investments 601 -
Deferred tax liabilities (20) -
3,308 5
Release of exchange translation reserve (12) (6)
3,296 (1)
Gain on disposal of a subsidiary 1,314 108
Adjustment for unrealised gain on disposal 844 -
Provision for consideration adjustment 12 -
Provision for transaction costs 1 -
Total consideration 5,467 107
Satisfied by:
Cash 5,467 107

Analysis of the net cash flow arising on the disposal:

HK$ million 2009 2008
Cash consideration 5,467 107
Bank balances and deposits disposed of - (1)
Net cash inflow arising on disposal 5,467 106

110 CHEUNG KONG INFRASTRUCTURE HOLDINGS LIMITED



36.

EMOLUMENTS OF DIRECTORS AND FIVE HIGHEST PAID INDIVIDUALS

Directors’ emoluments comprise payments to the Company’s directors by the Group in connection with

the management of the affairs of the Group. The independent non-executive directors (“INED”) receive an
annual director’s fee of HK$75,000 each; and for those acting as the audit committee members (“ACM”) and
remuneration committee members (“RCM”), additional annual fee of HK$80,000 each is paid for the former
and HK$25,000 each is paid for the latter. The emoluments of each of the Company’s directors for the current
year, excluding emoluments received from the Group’s associates, are as follows:

Basic Salaries, Provident  Inducement or Total Total
Allowances and Fund Compensation ~ Emoluments  Emoluments
HK$ million Fees  Other Benefits Bonuses  Contributions Fees 2009 2008
Li Tzar Kuoi, Victor® 0.075 - 11.110 - - 11.185 9.975
Kam Hing Lam 0.075 4.200 4.853 - - 9.128 8.595
Ip Tak Chuen, Edmond 0.075 1.800 5.555 - - 7.430 6.825
Fok Kin Ning, Canning ® 0.075 - - - - 0.075 0.075
Andrew John Hunter @ 0.075 6.642 3.669 0.663 - 11.049 10.700
Chow Woo Mo Fong, Susan ® 0.075 - - - - 0.075 0.075
Frank John Sixt @ 0.075 - - - - 0.075 0.075
Ts0 Kai Sum ® 0.075 - - - - 0.075 0.075
Cheong Ying Chew, Henry @ 0.180 - - - - 0.180 0.180
Kwok Eva Lee @ 0.155 - - - - 0.155 0.155
Sng Sow-Mei @ 0.155 - - - - 0.155 0.155
Colin Stevens Russel @ 0.180 - - - - 0.180 0.180
Lan Hong Tsung, David @ 0.155 - - - - 0.155 0.155
Lee Pui Ling, Angelina 0.075 - - - - 0.075 0.075
Barrie Cook 0.075 - - - - 0.075 0.075
George Colin Magnus " 0.075 - - - - 0.075 0.075
Total for the year 2009 1.650 12.642 25.187 0.663 - 40.142
Total for the year 2008 1.650 12.627 22.505 0.663 - 37.445

Notes:

(1) During the current year, Mr. Li Tzar Kuoi, Victor, Mr. Kam Hing Lam, Mr. Andrew John Hunter, Mrs. Chow Woo
Mo Fong, Susan, Mr. Frank John Sixt, Mr. Tso Kai Sum and Mr. George Colin Magnus each received directors’
fees of HK$70,000 (2008: HK$70,000), Mr. Fok Kin Ning, Canning received director’s fees of HK$120,000 (2008:
HK$120,000) from Hongkong Electric. Except for HK$70,000 (2008: HK$70,000) received by Mr. George Colin
Magnus, the directors’ fees totalling HK$540,000 (2008: HK$540,000) were then paid back to the Company.

2) INED, ACM and RCM — During the year, Mr. Cheong Ying Chew, Henry, Ms. Kwok Eva Lee, Mr. Lan Hong Tsung,
David, Mr. Colin Stevens Russel and Ms. Sng Sow-Mei have acted as INED and ACM of the Company. Mr. Cheong
Ying Chew, Henry and Mr. Colin Stevens Russel have acted as RCM of the Company during the year. The total
emoluments paid to these INED, ACM and RCM during the current year are HK$825,000 (2008: HK$825,000).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

36. EMOLUMENTS OF DIRECTORS AND FIVE HIGHEST PAID INDIVIDUALS (CONT’D)

Of the 5 individuals with the highest emoluments in the Group, 4 (2008: 4) are directors whose emoluments
are disclosed above. The aggregate of the emoluments in respect of the remaining 1 (2008: 1) individual falls
within the band of HK$4,500,001 to HK$5,000,000 (2008: HK$4,000,001 to HK$4,500,000), details of which are
set out below:

HK$ million 2009 2008
Salaries and benefits in kind 4 3
Bonuses 1 1
Total 5 4

37. COMMITMENTS

(a) The Group’s capital commitments outstanding at 31st December and not provided for in the
consolidated financial statements are as follows:

Authorised but not
contracted for

Contracted but not
provided for

HK$ million 2009 2008 2009 2008
Investments in an associate and a

jointly controlled entity - 864 - -
Plant and machinery 29 10 84 72
Total 29 874 84 72

(b) At 31st December, the Group had outstanding commitments under non-cancellable operating leases in
respect of land and buildings, which fall due as follows:

HK$ million 2009 2008
Within 1 year 10 11
In the 2nd to 5th year, inclusive 6 15
Total 16 26
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38. CONTINGENT LIABILITIES

HK$ million 2009 2008

Guarantee in respect of bank loan drawn by an associate 1,147 871

39. MATERIAL RELATED PARTY TRANSACTIONS

During the year, the Group advanced HK$8 million (2008: HK$1,805 million) to its unlisted associates. The
Group received repayments totalling HK$1 million (2008: HK$108 million) from unlisted associates. The
total outstanding loan balances as at 31st December, 2009 amounted to HK$6,313 million (2008: HK$5,288
million), of which HK$28 million (2008: HK$23 million) bore interest with reference to Australian Bank Bill
Swap Reference Rate and HK$5,948 million (2008: HK$4,857 million) at fixed rates ranging from 10.85 per
cent to 12.25 per cent (2008: from 10.85 per cent to 12.25 per cent) per annum and HK$337 million (2008:
HK$404 million) was interest-free. The average effective interest rate of the loan granted to associates

is 10.07 per cent (2008: 13.51 per cent) per annum. As stated in note 6, interest from loans granted to
associates during the year amounted to HK$614 million (2008: HK$522 million). Except for a loan of
HK$94 million (2008: HK$94 million) which was repayable within twelve years (2008: thirteen years), the
loans had no fixed terms of repayment.

During the year, the Group advanced HK$15 million (2008: HK$47 million) to and received loan repayments
totalling HK$4 million (2008: nil) from its jointly controlled entities. The total outstanding loan balances as at
31st December, 2009 amounted to HK$454 million (2008: HK$443 million), of which HK$251 million (2008:
HK$251 million) bore interest with reference to Hong Kong dollar prime rate, and HK$203 million (2008:
HK$192 million) was interest-free. The loans had no fixed terms of repayment.

Moreover, the Group's sales and purchases of infrastructure materials to / from a jointly controlled entity
for the current year amounted to HK$241 million (2008: HK$207 million) and HK$13 million (2008: HK$13
million), respectively.

During the year the Group acquired notional HK$1,349 million notes in the secondary markets issued by
Hutchison Whampoa International (03/33) Limited at a cost of HK$1,423 million, which is wholly-owned

subsidiary of Hutchison Whampoa Limited, the ultimate holding company of the Company.

The details of the disposal of a subsidiary to HK Electric during the year have been presented in notes 10 and
35(b).

The emoluments of key management have been presented in note 36 above.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

40. STATEMENT OF FINANCIAL POSITION OF THE COMPANY

as at 31st December

HK$ million 2009 2008
Total assets 30,598 30,585
Total liabilities (45) (43)
Net assets 30,553 30,542

Representing:

Share capital 2,254 2,254
Reserves 28,299 28,288
Total equity 30,553 30,542

Of the Group's profit attributable to shareholders of the Company for the current year, HK$2,625 million
(2008: HK$2,553 million) has been dealt with in the financial statements of the Company.

Total distributable reserves of the Company amounted to HK$24,463 million as at 31st December, 2009
(2008: HK$24,452 million).

41. COMPARATIVE FIGURES

Certain comparative figures have been restated to conform to the current year’s presentation.

42. APPROVAL OF CONSOLIDATED FINANCIAL STATEMENTS

The consolidated financial statements set out on pages 52 to 117 were approved by the Board of Directors on
4th March, 2010.
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PRINCIPAL SUBSIDIARIES

APPENDIX 1

The table below shows the subsidiaries as at 31st December, 2009 which, in the opinion of the Directors, principally
affected the results or assets of the Group. To give details of all the subsidiaries would, in the opinion of the

Directors, result in particulars of excessive length.

Proportion of

nominal value
Issued share of issued
capital capital held
Par value by the Group
Name Number per share (per cent) Principal activities
Incorporated and operating in Hong Kong
Anderson Asia (Holdings) Limited 2 ordinary HK$0.5 100 Investment holding
65,780,000 HK$0.5 -
non-voting
deferred
Anderson Asphalt Limited 36,000 HK$100 100 Production and
ordinary laying of asphalt and
investment holding
China Cement Company (International) Limited 1,000,000 HK$1 70 Investment holding
ordinary
Green Island Cement Company, Limited 76,032,000 HK$?2 100 Manufacturing, sale and
ordinary distribution of cement
and property investment
Green Island Cement (Holdings) Limited 101,549,457 HK$2 100 Investment holding
ordinary
Incorporated in British Virgin Islands
and operating in Hong Kong
Cheung Kong Infrastructure Finance (BVI) Limited 1 ordinary USs$1 100 Financing
Daredon Assets Limited 1 ordinary Us$1 100 Treasury
Green Island International (BVI) Limited 1 ordinary US$1 100 Investment holding
Incorporated and operating in Australia
Cheung Kong Infrastructure Finance
(Australia) Pty Ltd 1 ordinary A$1 100 Financing
Incorporated and operating in the United Kingdom
Cambridge Water PLC 14,621,152 £0.05 100 Water supply
ordinary

Note: The shares of all the above subsidiaries are indirectly held by the Company.
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PRINCIPAL ASSOCIATES

APPENDIX 2

The table below shows the associates as at 31st December, 2009 which, in the opinion of the Directors, principally
affected the results or assets of the Group. To give details of all the associates would, in the opinion of the Directors,
result in particulars of excessive length.

Approximate

Issued share share of equity
capital shares held
Par value by the Group
Name Number per share (per cent) Principal activities
Incorporated and operating in Hong Kong
Hongkong Electric Holdings Limited (note 1) 2,134,261,654 HK$1 39 Electricity generation
ordinary and distribution
Incorporated and operating in Australia
ETSA Utilities Partnership (note 2) N/A N/A 23 Electricity distribution
CKI/HEI Electricity Distribution 810,000,000 A$1 23 Electricity distribution
Pty Limited (note 3) ordinary
CKI/HEI Electricity Distribution Two 180,000,000 A$1 23 Electricity distribution
Pty Limited (note 4) ordinary
37,188,524,600 A$0.01
ordinary
Incorporated and operating in the United Kingdom
Northern Gas Networks Holdings Limited 571,670,979 £1 47 Gas distribution
ordinary
1 special £l
Incorporated and operating in Canada
Stanley Power Inc. 107,000,000 C$1 50 Electricity generation
ordinary
46,666,300 C$1
preference
Incorporated and operating in New Zealand
Wellington Electricity Distribution Network Limited 117,000,000 NZ$1 50  Electricity distribution
ordinary
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APPENDIX 2 (CONT’D)

Notes:
1. The associate is listed on Hong Kong Stock Exchange.
2. ETSA Utilities Partnership, an unincorporated body, is formed by the following companies:
CKI Utilities Development Limited
HEI Utilities Development Limited
CKI Utilities Holdings Limited
CKI/HEI Utilities Distribution Limited
HEI Utilities Holdings Limited
CKI Utilities Development Limited and HEI Utilities Development Limited, both of which are associates of the Group, own
51 per cent interests in ETSA Utilities Partnership.
The partnership operates and manages the electricity distribution business in the State of South Australia of Australia.
3. CKI/HEI Electricity Distribution Pty Limited owns 100 per cent interests in the following companies (“the Powercor
Group”):
Powercor Proprietary Limited
Powercor Australia Limited Liability Company
Powercor Australia Holdings Pty Limited
Powercor Australia Limited
The Powercor Group operates and manages an electricity distribution business in the State of Victoria of Australia.
4. CKI/HEI Electricity Distribution Two Pty Limited owns 100 per cent interests in CitiPower | Pty Ltd, which is one of five

electricity distributors in the State of Victoria of Australia.
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SCHEDULE OF MAJOR PROPERTIES

APPENDIX 3

Approximate

floor / site area

Group's attributable
Lot Interest to the Group Existing Lease
Location Number (per cent) (sg. m.) Usage Term
14-18 Tsing Tim Street, Tsing Yi TYTL 98 100 3,355 I Medium
TMTL 201 Tap Shek Kok TMTL 201 100 152,855 I Medium

Certain units of Harbour Centre Tower 2,

8 Hok Cheung Street, Hunghom KML113 100 5,528 C Medium

|: Industrial C: Commercial
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RISK FACTORS

The Group’s businesses, financial conditions, results of operations or growth prospects may be affected by risks
and uncertainties pertaining to the Group’s businesses. The factors set out below are those that the Group believes
could result in the Group’s businesses, financial conditions, results of operations or growth prospects differing
materially from expected or historical results. These factors are by no means exhaustive or comprehensive, and
there may be other risks in addition to those shown below which are not known to the Group or which may not be
material now but could turn out to be material in the future. In addition, this Annual Report does not constitute
a recommendation or advice for you to invest in the shares of the Company and investors are advised to make
their own judgment or consult their own investment advisors before making any investment in the shares of the
Company.

GLOBAL FINANCIAL AND CREDIT CRISIS

The global markets were severely hit by the financial and credit crisis triggered in 2008 by the U.S. subprime
mortgage predicament, and the magnitude and undiscriminating nature of the adverse fallout across various
countries and economic sectors was unprecedented. The negative repercussions of a tight global credit market had
resulted in increased stock market volatility, worsening unemployment, and a contraction of economic activities in
emerging markets as well as major developed economies. Despite the recovery in the various global markets in the
latter half of 2009, the economic fundamental data has yet to revive. The debt crisis in Dubai that occurred in late
2009 reflected the continuing market risks associated with the tight global credit market. The Group is a diversified
infrastructure investment company with businesses in Hong Kong, the Mainland, Australia, New Zealand, the United
Kingdom, Canada and the Philippines. Any continuing adverse economic conditions in those countries and places in
which the Group operates may therefore impact on the Group’s financial position or potential income, asset value
and liabilities.

ECONOMIC CONDITIONS AND INTEREST RATES

The industries in which the Group operates are affected by the economic conditions of the various places where
the Group’s investments or operations are located, the population growth of these places, mark to market value

of securities investments, the currency environment and interest rates cycles. There can be no assurance that the
combination of the above factors the Group experiences in the future will not adversely affect its financial conditions
or results of operations.

In particular, income from finance and treasury operations is dependent upon the capital market, interest rate
and currency environment, and the worldwide economic and market conditions, and therefore there can be no
assurance that changes in these conditions will not adversely affect the Group’s financial conditions or results of
operations. The volatilities in the financial markets may also adversely affect the income to be derived by the Group
from its finance and treasury activities.
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RISK FACTORS

INFRASTRUCTURE MARKET

Some of the investments owned by the Group (for example, gas and electricity) are subject to regulatory pricing
and strict adherence must be made to the licence requirements, codes and guidelines established by the relevant
regulatory authorities from time to time. Failure to comply with these licence requirements, codes or guidelines may
lead to penalties, or, in extreme circumstances, amendment, suspension or cancellation of the relevant licences by
the authorities.

The distribution networks of the Group’s utilities investments are also exposed to supply interruptions. If a severe
storm, fire, sabotage, terrorist attack or other unplanned event interrupts service, the loss of cash flow resulting
from the interruption and the cost of recovery from network damage could be considerable and potentially cause
poor customer perception and may also lead to claims and litigations. Moreover, some losses from events such as
terrorist attacks may not be recoverable. Increases in the number or duration of supply interruptions could result
in material increases in the costs associated with the operation of the distribution networks, which could have a
material adverse effect on the businesses, financial conditions and results of operations of the Group.

CAPITAL EXPENDITURE

A significant amount of capital expenditure is required for the Group to acquire new investments and to maintain
the assets of its existing businesses. While the relevant asset companies have their own asset management plans,
there is a risk that due to unforeseen events, capital expenditure required for the replacement of assets could exceed
budgeted amounts and hence affecting the businesses, financial conditions and results of operations of the Group.

CURRENCY FLUCTUATIONS

The results of the Group is recorded in Hong Kong dollars but its various subsidiaries, associates and joint ventures
may receive revenue and incur expenses in other currencies. Any currency fluctuations on translation of the accounts
of these subsidiaries, associates and joint ventures and also on the repatriation of earnings, equity investments and
loans may therefore impact on the Group’s performance. Although currency exposures have been managed by the
Group, a depreciation or fluctuation of the currencies in which the Group conducts operations relative to the Hong
Kong dollar could adversely affect the Group’s financial conditions or results of operations.

STRATEGIC PARTNERS

Some of the businesses of the Group are conducted through non wholly-owned subsidiaries, associates and joint
ventures in which the Group shares control (in whole or in part) and strategic alliances had been formed by the
Group with other strategic or business partners. There can be no assurance that any of these strategic or business
partners will continue their relationships with the Group in the future or that the Group will be able to pursue its
stated strategies with respect to its non wholly-owned subsidiaries, associates and joint ventures and the markets
in which they operate. Furthermore, the joint venture partners may (a) have economic or business interests or
goals that are inconsistent with those of the Group; (b) take actions contrary to the Group’s policies or objectives;
(c) undergo a change of control; (d) experience financial and other difficulties; or (e) be unable or unwilling to fulfil
their obligations under the joint ventures, which may affect the Group’s financial conditions or results of operations.
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MERGERS AND ACQUISITIONS

The Company has undertaken mergers and acquisitions activities in the past and may continue to do so if there are
appropriate acquisition opportunities in the market. Although due diligence and detailed analysis are conducted
before these activities are being undertaking, there can be no assurance that these can fully expose all hidden
problems, potential liabilities and unresolved disputes that the target company may have. In addition, valuations
and analyses on the target company conducted by the Company and by professionals alike are based on numerous
assumptions, and there can be no assurance that those assumptions are correct or appropriate or that they will
receive universal recognition. Relevant facts and circumstances used in the analyses could have changed over time,
and new facts and circumstances may come to light as to render the previous assumptions and the valuations

and analyses based thereon obsolete. Some of these mergers and acquisitions activities are subject to regulatory
approvals in overseas countries and there can be no assurance that such approvals will be obtained, and even if
granted, that there will be no burdensome conditions attached to such approvals. The Company may not necessarily
be able to successfully integrate the target business into the Group and may not be able to derive any synergy from
the acquisition, leading to increase in costs, time and resources. For merger and acquisitions activities undertaken
in overseas countries, the Company may also be exposed to different and changing political, social, legal and
regulatory requirements at the local, national and international level. The Company may also need to face different
cultural issues when dealing with local employees, customers, governmental authorities and pressure groups.

IMPACT OF LOCAL, NATIONAL AND INTERNATIONAL REGULATIONS

The local business risks in different countries and cities in which the Group operates could have a material impact
on the financial conditions, results of operations and growth prospects of the businesses in the relevant market. The
Group has investments in different countries and cities around the world and the Group is, and may increasingly
become, exposed to different and changing political, social, legal, tax, regulatory and environmental requirements
at the local, national or international level. Also, new policies or measures by governments, whether fiscal, tax,
regulatory, environmental or other competitive changes, may lead to an increase in additional or unplanned capital
expenditure, pose a risk to the overall investment return of the Group’s businesses and may delay or prevent the
commercial operation of a business with resulting loss of revenue and profit.

IMPACT OF NEW ACCOUNTING STANDARDS

The Hong Kong Institute of Certified Public Accountants (“HKICPA”) has from time to time issued a number of new
and revised Hong Kong Financial Reporting Standards (“HKFRS”). HKICPA may in the future issue new and revised
standards and interpretations. In addition, interpretations on the application of the HKFRS will continue to develop.
These factors may require the Group to adopt new accounting policies. The adoption of new accounting policies or
new HKFRS might or could have a significant impact on the Group’s financial position or results of operations.
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RISK FACTORS

OUTBREAK OF HIGHLY CONTAGIOUS DISEASE

In 2003, there was an outbreak of Severe Acute Respiratory Syndrome (“SARS”) in Hong Kong, the Mainland and
other places. The SARS outbreak had a significant adverse impact on the economies of the affected areas. In

2009, the spread of Influenza A HIN1 also affected many areas of the world. There can be no assurance that the
spread of Influenza A HIN1 will not continue and there will not be another significant global outbreak of a severe
communicable disease such as avian influenza or SARS. If such an outbreak were to occur, it may have a material
adverse impact on the operations of the Group and its results of operations may suffer.

THE GROUP’S FINANCIAL CONDITIONS OR RESULTS OF OPERATIONS ARE AFFECTED BY THOSE OF THE
HK ELECTRIC GROUP

The Group owns approximately 38.87 per cent of the HK Electric Group which operates in Hong Kong and has
investments in different countries and places. Hence the financial conditions and results of operations of the

HK Electric Group may be affected by the local market conditions and the economy of Hong Kong as well as the
places where its investments are located. The Group’s financial conditions and results of operations are materially
affected by the financial conditions and results of operations of the HK Electric Group. In addition, the core
businesses of the HK Electric Group are different from those of the Group, and as a result, the Group is indirectly
exposed to the risks the HK Electric Group is facing.

Besides, the operations of the HK Electric Group are subject to a scheme of control (“SCA”) agreed with the Hong
Kong Government which provides for a permitted level of earnings based principally on a return on their capital
investment in electricity generation, transmission and distribution assets. The scheme of control was renewed for
a term of ten years commencing 1st January, 2009 with an option for the Government to extend the new SCA for a
further term of five years. There can be no assurance that changes to or abolition of the scheme of control in the
future will not adversely affect the HK Electric Group’s (and hence the Group’s) financial conditions and results of
operations.

PAST PERFORMANCE AND FORWARD LOOKING STATEMENTS

The performance and the results of operations of the Group during the past years as contained in this Annual
Report are historical in nature and past performance can be no guarantee of future results of the Group. This
Annual Report may contain forward-looking statements and opinions that involve risks and uncertainties. Actual
results may differ materially from expectations discussed in such forward-looking statements and opinions. Neither
the Group nor the Directors, employees or agents of the Group assume (a) any obligation to correct or update the
forward-looking statements or opinions contained in this Annual Report; and (b) any liability in the event that any
of the forward-looking statements or opinions does not materialise or turns out to be incorrect.
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CORPORATE GOVERNANCE REPORT

The Board of Directors (“Board”) and the management of the Company are committed to the maintenance of good corporate governance practices and
procedures. The Company believes that good corporate governance provides a framework that is essential for effective management, a healthy corporate
culture, successful business growth and enhancing shareholders’ value. The corporate governance principles of the Company emphasise a quality Board,
sound internal controls, and transparency and accountability to all shareholders. The Company has applied the principles and complied with all code
provisions and, where applicable, the recommended best practices of the Code on Corporate Governance Practices (“Code on CG Practices”) as set out in
Appendix 14 to the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (“Stock Exchange”) (“Listing Rules”) throughout
the year ended 31st December, 2009.

Key corporate governance principles and corporate governance practices of the Company are summarised below:

I. CODE PROVISIONS

Code Ref. Code Provisions Compliance Corporate Governance Practices

A. DIRECTORS

Al THE BOARD
Corporate Governance Principle
The Board should assume responsibility for leadership and control of the Company; and is collectively responsible for directing and supervising
the Company’s affairs.

All Regular board meetings should v e The Board meets regularly and held meetings in March, May, August and November
be held at least four times a year 2009.
involving active participation, either « Details of Directors' attendance records in 2009
in person or through other electronic
means of communication, of majority Members of the Board Attendance
of directors. Executive Directors

LI Tzar Kuoi, Victor (Chairman) 4/4
KAM Hing Lam (Group Managing Director) 4/4
IP Tak Chuen, Edmond 4/4
FOK Kin Ning, Canning 4/4
Andrew John HUNTER 4/4
CHOW WOO Mo Fong, Susan 3/4
Frank John SIXT 4/4
TSO Kai Sum 3/4
Independent Non-executive Directors

CHEONG Ying Chew, Henry 4/4
KWOK Eva Lee 4/4
SNG Sow-mei alias POON Sow Mei 4/4
Colin Stevens RUSSEL 4/4
LAN Hong Tsung, David 4/4
Non-executive Directors

LEE Pui Ling, Angelina 4/4
Barrie COOK 4/4
George Colin MAGNUS 4/4
Note: The Directors may attend meetings in person, by phone or through other means of electronic

communication or by their alternate directors (if applicable) in accordance with the
Company's Bye-laws.

Al2 All directors are given an opportunity v = All Directors are consulted as to whether they may want to include any matter in
to include matters in the agenda for the agenda before the agenda for each regular Board meeting is issued.
regular board meetings.

Al3 — At least 14 days notice for regular v * Regular Board meetings in a particular year are usually scheduled towards the

board meetings end of the immediately preceding year to give all Directors adequate time to plan
_ Reasonable notice for other board J their schedules to attend the meetings.
meetings * At least 14 days formal notice would be given before each regular meeting.
* According to the Company’s Bye-laws, any Director may waive notice of any
meeting.

Al4 All directors should have access to the v « Directors have access to the Company Secretary and key officers of the Company
advice and services of the company Secretarial Department who are responsible to the Board for ensuring that Board
secretary with a view to ensuring that procedures, and all applicable rules and regulations, are followed.
bolard p:jocedures, and allfrilpllcaé)le = Memos are issued to Directors from time to time to update them with legal and
=S EIAe] (R TR 1R UL erieek regulatory changes and matters of relevance to Directors in the discharge of their

duties.
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Al5 — Minutes of board meetings and v = The Company Secretary prepares written resolutions or minutes and keeps records
meetings of board committees of matters discussed and decisions resolved at all Board and Board Committee
should be kept by a duly appointed meetings.
SRR RIEE ) * Board and Board Committee minutes/resolutions are sent to all Directors/Board
— Such minutes should be open v Committee members within a reasonable time (generally within 14 days) after each
for inspection at any reasonable Board and Board Committee meeting.
time on [Seorebeliol ey * Board and Board Committee minutes/resolutions are available for inspection by
director. - .
Directors/Board Committee members.
Al6 — Minutes of board meetings and v = Minutes record in sufficient detail the matters considered by the Board/Board
meetings of board committees Committees and decisions reached.
should record in sufficient detail - Directors are given an rtunity to comment on draft Board minut
the matters considered by the irectors are given an opportunity to comment on draft Boa inutes.
board and decisions reached. = Final version of Board minutes is placed on record within a reasonable time after
— Draft and final versions of board v the Board meeting.
minutes for all directors to comment
and to keep records within a
reasonable time after the board
meeting
ALl7 — A procedure agreed by the board v = Directors have been advised that the Company Secretary can arrange independent
to enable directors, upon reasonable professional advice at the expense of the Company should such advice be
request, to seek independent considered necessary by any Director.
professional advice in appropriate
circumstances, at the company's
expense
— The board should resolve to v
provide separate independent
professional advice to directors
to assist the relevant director or
directors to discharge his/their
duties to the company.
Al8 — If asubstantial shareholder or a v * Important matters are usually dealt with by way of written resolutions so that
director has a conflict of interest all Directors (including Independent Non-executive Directors) can note and
in a matter to be considered by comment, as appropriate, the matters before approval is granted.
the board which the board has . . . . .
determined to be material, the . rDlsrglct(t)ir rr:u:?t decl:?rzlhls/her interest in the matters to be passed in the
matter should not be dealt with ESCLLOD IEDDRCE e
by way of circulation or by a = If a substantial shareholder or a Director has a conflict of interest in a matter to
committee but a board meeting be considered by the Board which the Board has determined to be material, the
should be held. matter will be dealt with in accordance with applicable rules and regulations and,
— Independent non-executive directors v if a?tpropnate, an independent Board committee will be set up to deal with the
who, and whose associates, have TN
no material interest in the transaction
should be present at such board
meeting.
A2 CHAIRMAN AND CHIEF EXECUTIVE OFFICER
Corporate Governance Principle
There should be a clear division of responsibilities between the Chairman and the Group Managing Director of the Company to ensure a balance
of power and authority.
A2.1 — Separate roles of chairman and v * The positions of the Chairman of the Board and the Group Managing Director
chief executive officer not to be are currently held by separate individuals.
rform he same individual . : Lo .
BTeE U IS ST e el * The Chairman determines the broad strategic direction of the Group in
— Division of responsibilities v consultation with the Board and is responsible for the high-level oversight
between the chairman and chief of management.
executive officer should_be cl_egrly * The Group Managing Director, with the support of the Executive Directors,
established and set out in writing. . p . . ; - h
is responsible for strategic planning of different business functions and
day-to-day management and operation of the Group.
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A22

The chairman should ensure that
all directors are properly briefed on
issues arising at board meetings.

v

With the support of the Executive Directors and the Company Secretary, the
Chairman seeks to ensure that all Directors are properly briefed on issues arising
at Board meetings and receive adequate and reliable information on a timely
basis.

In addition to regular Board meetings, the Chairman had meetings with the
Non-executive Directors (including the Independent Non-executive Directors)
without the presence of the Executive Directors in May and November 2009.
Details of the attendance records of the meetings are as follows:

Attendance

Chairman

LI Tzar Kuoi, Victor

Independent Non-executive Directors
CHEONG Ying Chew, Henry

KWOK Eva Lee

SNG Sow-mei alias POON Sow Mei
Colin Stevens RUSSEL

LAN Hong Tsung, David
Non-executive Directors

LEE Pui Ling, Angelina

Barrie COOK

George Colin MAGNUS

2/2

2/2
212
2/2
212
2/2

212
212
212

Note: The Chairman and the Non-executive Directors (including the Independent Non-executive
Directors) may attend meetings in person, by phone or through other means of electronic
communication or by their alternate directors (if applicable) in accordance with the Company's
Bye-laws.

A2.3

The chairman should be responsible
for ensuring that directors receive
adequate information, which must
be complete and reliable, in a timely
manner.

The Board papers including supporting analysis and related background
information are normally sent to the Directors at least three days before
Board meetings.

Communications between Non-executive Directors (including Independent
Non-executive Directors) on the one hand, and the Company Secretary as
co-ordinator for the other business units of the Group on the other, is a
dynamic and interactive process to ensure that queries raised and clarification
sought by the Directors are dealt with and further supporting information
and/or documentation is provided if appropriate.

A3

BOARD COMPOSITION

Corporate Governance Principle

The Board should have a balance of skills and experience appropriate for the requirements of the business of the Company and should include
a balanced composition of Executive and Non-executive Directors so that independent judgement can effectively be exercised.

A3.1

Independent non-executive directors
should be expressly identified as such
in all corporate communications that
disclose the names of directors of the
company.

v

The composition of the Board, by category and position of Directors including
the names of the Chairman, the Executive Directors, the Non-executive Directors
and the Independent Non-executive Directors, is disclosed in all corporate
communications.

The Board consists of a total of sixteen Directors, comprising eight Executive
Directors, three Non-executive Directors and five Independent Non-executive
Directors. One of the Executive Directors also acts as Alternate Director to two
Executive Directors and two Alternate Directors were appointed. More than
one Independent Non-executive Directors have appropriate professional
qualifications, or accounting or related financial management expertise.

Details of the composition of the Board are set out on page 154.

The Directors’ biographical information and the relationships among the
Directors are set out on pages 28 to 34.

Review of the Board composition is made regularly to ensure that it has a
balance of expertise, skills and experience appropriate for the requirements
of the business of the Company.

A4

APPOINTMENTS, RE-ELECTION AND REMOVAL

Corporate Governance Principle

There should be a formal, considered and transparent procedure for the appointment of new Directors and plans in place for orderly succession
for appointments to the Board. All Directors should be subject to re-election at regular intervals.
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A4l Non-executive directors should be v = All Directors (including Non-executive Directors) are subject to retirement by
appointed for a specific term, subject rotation once every three years and are subject to re-election in accordance

to re-election. with the Company’s Bye-laws and the Code on CG Practices.

A4.2 — All directors appointed to fill a v * In accordance with the Company’s Bye-laws, newly appointed Directors are
casual vacancy should be subject required to offer themselves for re-election at the next following general
to election by shareholders at the meeting (in the case of filling a casual vacancy) or at the next following annual
first general meeting after their general meeting (in the case of an addition to the existing Board) following
appointment. their appointment.

— Every director, including those v * The Board as a whole is responsible for the appointment of new Directors and
appointed for a specific term, Directors’ nomination for re-election by shareholders at the general meeting of
should be subject to retirement the Company. Under the Company’s Bye-laws, the Board may from time to time
by rotation at least once every appoint a Director either to fill a casual vacancy or as an addition to the existing
three years. Board. Any such new Director shall hold office until the next following general

meeting of the Company (in the case of filling a casual vacancy) or until the next
following annual general meeting of the Company (in the case of an addition to the
existing Board) and shall then be eligible for re-election at the same general meeting.

= All Directors (including Non-executive Directors) are subject to retirement by
rotation once every three years and are subject to re-election in accordance
with the Company’s Bye-laws and the Code on CG Practices.

* The structure, size and composition of the Board are reviewed from time
to time to ensure the Board has a balanced composition of skills and
experience appropriate for the requirements of the businesses of the
Company. The independence of the Independent Non-executive Directors
is assessed according to the relevant rules and requirements under the
Listing Rules.

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

A5 RESPONSIBILITIES OF DIRECTORS

Corporate Governance Principle

Every Director is required to keep abreast of responsibilities as a Director of the Company and of the conduct, business activities and

development of the Company.

A5.1 — Every newly appointed director v = The Company Secretary and key officers of the Company Secretarial Department
of the company should receive liaise closely with newly appointed Directors both immediately before and after
a comprehensive, formal and his/her appointment to acquaint the newly appointed Directors with the duties
tailored induction on the first and responsibilities as a Director of the Company and the business operation of
occasion of his appointment, the Company.
gzg SL:gfsgsqslifr?;:y dselflcerllobrrlr?:r?tg * A package compiled and reviewed by the Company’s legal advisers setting out
as is%ecessary P such duties and responsibilities under the Listing Rules, Companies Ordinance

’ and other related ordinances and relevant regulatory requirements of Hong

— Toensure that he has a proper v Kong is provided to each newly appointed Director. A revised information
understanding of the operations package comprising the latest developments in laws, rules and regulations
and business of the company relating to the duties and responsibilities of directors will be forwarded to
and that he is fully aware of his each Director from time to time for his/her information and ready reference.
responsibilities under statute and “A Guide on Directors’ Duties” (previously known as “Non-statutory Guidelines
common law, the Listing Rules, on Directors’ Duties”) issued by the Companies Registry of Hong Kong has
applicable legal requirements and been forwarded to each Director for his/her information and ready reference.
g:lietrhr:%lﬂ?itr?gsr;ﬂéi“g;gvme?'rr};ce = Memos are issued from time to time to keep Directors up to date with legal and
policies of the company :ﬁgyle{ijtotr_y changes and matters of relevance to the Directors in the discharge of

eir duties.

* Seminars are organised from time to time at which distinguished professionals
are invited to present to the Directors on subjects relating to Directors’ duties and
corporate governance, etc.

A5.2 The functions of non-executive = The Non-executive Directors exercise their independent judgment and advise on
directors include: the future business direction and strategic plans of the Company.

— bring independent judgement v = The Non-executive Directors review the financial information and operational
on issues of strategy, policy, performance of the Company on a regular basis.
rp:sgﬁrrrcr:eesmlig’ e:coun'[tabllltt)/, = The Independent Non-executive Directors are invited to serve on the Audit and

g 5 El I Remuneration Committees of the Company.
and standards of conduct at
board meetings
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A5.2 — take the lead on potential conflicts v
(Cont'd) of interests
— serve on the audit, remuneration, v
nomination and other governance
committees, if invited
—  scrutinise the company’s performance v
in achieving agreed corporate
goals and objectives, and monitoring
the reporting of performance
A5.3 Every director should ensure that he v = There is satisfactory attendance at Board meetings during the year. Please refer
can give sufficient time and attention to A.1.1 of Part I above for details of attendance records.
U LR company Ly = Every Executive Director has hands-on knowledge and expertise in the areas and
should not accept the appointment S - - h ; ; 8
e Tt o) operation in V\_/hlch he/she_ls charged vylth. Appropriate attention to the affalrs_ of
the Company is measured in terms of time as well as the quality of such attention
and the ability of the Directors to contribute with reference to his/her necessary
knowledge and expertise.
A5.4 — Directors must comply with the v * The Company had adopted the model code for securities transactions by directors
Model Code. of listed issuers (“Model Code”) set out in Appendix 10 to the Listing Rules as its
Board should establish written J own code of conduct regarding Directors’ securities transactions effective from
B 0% I's s all Hg { g 31st March, 2004. A revised Model Code has been adopted by the Company to
?urlme Itﬂesnotrr]\ n:\)/l e;s Ieéa; ";gr comply with the new requirements set out in Appendix 10 to the Listing Rules
S WMEN WD eSS effective from 1st April, 2009.
relevant employees.

= Confirmation has been received from all Directors that they have complied
with the required standards set out in the Model Code for the year ended
31st December, 2009.

« Written guidelines on no less exacting terms than the Model Code relating to
securities transactions for employees are set out in the Employee Handbook of
the Company.

A.6 SUPPLY OF AND ACCESS TO INFORMATION
Corporate Governance Principle
Directors should be provided in a timely manner with appropriate information in such form and of such quality as will enable them to make
an informed decision and to discharge their duties and responsibilities as Directors of the Company.
A6.1 — Send agenda and full board v * Board/Board Committee papers are circulated not less than three days before
papers to all directors at least the regular Board/Board Committee meetings to enable the Directors/Board
3 days before regular board or Committee members to make informed decisions on matters to be raised at
board committee meeting the Board/Board Committee meetings.
— So far as practicable for other v
board or board committee
meetings
A6.2 — Management has an obligation v « The Company Secretary and the Chief Financial Officer attend all regular
to supply the board and its Board meetings to advise on corporate governance, statutory compliance,
committees with adequate and accounting and financial matters, as appropriate.
;Tg;?&g?? tlc:]r‘; ;Ln;?%g:;nezer * Communications between Directors on the one hand, and the Company Secretary,
Al who acts as co-ordinator for the other business units of the Group on the other, is
ecisions. . ; ; ; - e
a dynamic and interactive process to ensure that queries raised and clarification
— The board and each director v sought by the Directors are dealt with and that further supporting information is
should have separate and provided if appropriate.
independent access to the
company’s senior management
for making further enquiries
where necessary.
A6.3 — All directors are entitled to have v * Please see A.6.1 and A.6.2 of Part I above.
access to board papers and related
materials.
— Steps must be taken to respond as v

promptly and fully as possible to
queries raised by directors.
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B. REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT
B.1 THE LEVEL AND MAKE-UP OF REMUNERATION AND DISCLOSURE
Corporate Governance Principle
There should be a formal and transparent procedure for setting policy on Executive Directors’ remuneration and for fixing the remuneration
packages for all Directors.
B.1.1 Establish a remuneration committee v In accordance with the Code on CG Practices, the Company has set up a
with specific written terms of reference remuneration committee (“Remuneration Committee”) with a majority
comprising a majority of independent of the members being Independent Non-executive Directors.
non-executive directors The Company established its Remuneration Committee on 1st January, 2005.
The Remuneration Committee comprises the Chairman of the Board,
Mr. Li Tzar Kuoi, Victor (Chairman of the Remuneration Committee),
and two Independent Non-executive Directors, namely, Mr. Colin
Stevens Russel and Mr. Cheong Ying Chew, Henry.
Since the publication of the Company’s 2008 annual report in April 2009,
meetings of the Remuneration Committee were held in November 2009
and January 2010. Details of the attendance records of the members of
the Remuneration Committee are as follows:
Members of the Remuneration Committee Attendance
LI Tzar Kuoi, Victor (Chairman of the Remuneration Committee) 212
Colin Stevens RUSSEL 2/2
CHEONG Ying Chew, Henry 212
Note: The members of the Remuneration Committee may attend meetings in person, by phone
or through other means of electronic communication or by their alternates (if applicable)
in accordance with the Company’s Bye-laws.
The following is a summary of the work for the Remuneration Committee during
the said meetings:
(1)  Review of the remuneration policy for 2009/2010;
(2)  Review of the remuneration of Non-executive Directors;
(3) Review of the annual performance bonus policy; and
(4) Approval of remuneration packages of Executive Directors.
B.1.2 The remuneration committee should v The Remuneration Committee has consulted the Chairman and/or the Group
consult the chairman and/or chief Managing Director about proposals relating to the remuneration packages
executive officer about their proposals and other human resources issues of the Directors and senior management,
relating to the remuneration of including, without limitation, succession plan and key personnel movements
other executive directors and have as well as policies for recruiting and retaining qualified personnel.
acceg; o [()jrofessmnal advice if The emoluments of Directors are based on the skill, knowledge, involvement
LOMSICEIERIeRess Ay in the Company’s affairs and the performance of each Director, together with
reference to the profitability of the Company, remuneration benchmarks in
the industry, and prevailing market conditions.
To enable them to better advise on the Group’s future remuneration policy
and related strategies, the Remuneration Committee has been advised of the
Group’s existing remuneration policy and succession plan, such as guidelines
on designing employees’ remuneration packages and related market trends
and information.
The Remuneration Committee is satisfied that there is in place a clear system
for determining remuneration, which is reasonable and has been followed
consistently in its application.
B.1.3 Terms of reference of the remuneration v The terms of reference of the Remuneration Committee, which follow closely the
committee should include: requirements of the Code Provisions and have been adopted by the Board, are
— determine the specific remuneration posted on'the Company's wehsite.
packages of all executive directors
and senior management

— review and approve performance-based
remuneration and the compensation
payable on loss or termination
of office or appointment

— ensure that no director or any of his
associates is involved in deciding his
own remuneration
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B.1.4 The remuneration committee should v = The terms of reference of the Remuneration Committee are posted on the
make available its terms of reference, Company’s website.
gﬁ?elgggégtgsi{%lf t?lr(]adbtc?:rda uthority = The principal responsibilities of the Remuneration Committee include making
' recommendations to the Board on the Company’s policy and structure for the
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.
B.1.5 The remuneration committee should v e The Human Resources Department provides administrative support and
be provided with sufficient resources implements the approved remuneration packages and other human resources
to discharge its duties. related decisions approved by the Remuneration Committee.
Ca ACCOUNTABILITY AND AUDIT
C.1 FINANCIAL REPORTING
Corporate Governance Principle
The Board should present a balanced, clear and comprehensible assessment of the Company’s performance, position and prospects.
C11 Management should provide such v = Directors are provided with a review of the Group's major business activities and
explanation and information to the key financial information on a quarterly basis.
board as will enable the board to
make an informed assessment of the
financial and other information put
before the board for approval.
C.1.2 — The directors should acknowledge v = The Directors annually acknowledge in writing their responsibility for preparing
in the Corporate Governance Report the financial statements of the Group.
their responsibility for preparing = Directors are not aware of material uncertainties relating to events or conditions
the accounts. oo e ; -
that may cast significant doubt upon the Company's ability to continue as a going
— There should be a statement by the v concern as referred to in C.1.2 of the Code on CG Practices.
audltor§ a_b_o_ut t-he" report |ngl = With the assistance of the Company’s Finance and Accounting Department which
responsibilities in the auditors . o Kl . . . .
; - is under the supervision of the Chief Financial Officer who is a professional
report on the financial statements. . . : h
accountant, the Directors ensure the preparation of the financial statements
— Unless it is inappropriate to v of the Group are in accordance with statutory requirements and applicable
assume that the company will accounting standards.
continue in business, the directors . A~ . .
should prepare the accounts . Iahe leegtorstglsolensure the publication of the financial statements of the
on a going concern basis, with XSIE[) (3 (L0 VT ATl
supporting assumptions or = The statement by the auditor of the Company regarding its reporting
qualifications as necessary. responsibilities on the financial statements of the Group is set out in the
_ W i clisies AT ANETE o N/A Independent Auditor’s Report on page 51.
material uncertainties relating
to events or conditions that may
cast significant doubt upon the
company's ability to continue as a
going concern, such uncertainties
should be clearly and prominently
set out and discussed at length in
the Corporate Governance Report.
C.13 The board's responsibility to present v = The Board aims to present a clear, balanced and understandable assessment

a balanced, clear and understandable
assessment extends to annual and
interim reports, other price-sensitive
announcements and other financial
disclosures required under the Listing
Rules, and reports to regulators as
well as to information required to

be disclosed pursuant to statutory
requirements.

of the Group’s performance and position in all shareholder communications.

The Board is aware of the requirements under the applicable rules and regulations
about timely disclosure of price-sensitive information or matters regarding the
Company and will authorise the publication of such announcements as and when
the occasion arises. The Company Secretary and key officers of the Company
Secretarial Department work closely and in consultation with legal advisers to
review the materiality and sensitivity of transactions and proposed transactions
and advise the Board accordingly.
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C.2 INTERNAL CONTROLS
Corporate Governance Principle

Company’s assets.

The Board should ensure that the Company maintains sound and effective internal controls to safeguard the shareholders’ investment and the

€21 — Directors to review the effectiveness v
of system of internal control of the
company and its subsidiaries at least
annually and to report that they
have done so in the Corporate
Governance Report

— The review should cover all v
material controls, including
financial, operational and
compliance controls and risk
management functions.

* The Board is ultimately responsible for the Group’s internal control system and for
review of its effectiveness.

« The internal control system is designed to help the achievement of business
objectives in the following categories:

(1) Effectiveness and efficiency of operations which include safeguarding assets
against unauthorized user or disposition;

=~
&

Reliability of financial and operational reporting; and

=

Compliance with applicable laws, regulations, and internal policies and
procedures.

* The system is formulated to manage risk that may impede the achievement of
the Group’s business objectives rather than to eliminate that risk, and can only
provide reasonable, not absolute, assurance against material errors, losses or
fraud. The concept of reasonable assurance recognises that the cost of control
procedure should not exceed the expected benefits.

Internal Control System

* The Board has overall responsibility for monitoring the operations of the
businesses within the Group. Executive Directors and senior officials are
appointed to the boards and board committees of all significant operating
subsidiaries and associates to attend the board meetings and to oversee the
operations. Monitoring activities include the review and approval of business
strategies, budgets and plans, and setting of key performance indicators.

« There are defined organisational structures and authority to operate various
business units is delegated to respective managements within limits set by
the Executive Directors.

* The Head Office management has established operating and management
reporting standards for use by all business units. Each business unit also has
its own operating policies and procedures that are tailor-made to specific
operational environment.

« Individual business unit needs to prepare five-year plans which form the
foundation of annual budgets and plans. All these plans/budgets have to
be approved by the Executive Directors. Monitoring the actual results against
the budgets are done monthly via the Executives’ and management meetings
at the Group and business unit levels, and appropriate actions are taken, if
necessary.

= Each business unit has to perform risk assessment half-yearly where the risks
associated with achieving the business objectives are identified and analysed.
It also includes a review of the control mechanism for each risk and action
plan is put in place to address the areas for improvement.

= The Chief Executive Officer and Chief Financial Officer of each business unit
need to provide a formal half-yearly confirmation to acknowledge review of
their control systems and highlight any weaknesses.

= The Group Internal Audit, reporting directly to the Audit Committee and the Group
Managing Director, performs independent assessment of the internal control
systems. Using a risk based methodology, Internal Audit prepares its audit plan
in consultation with, but independent of, management, and it is reviewed by the
Audit Committee. The audit work focuses on those areas of the Group’s activities
with greatest perceived risks. Ad hoc review will also be performed on areas of
concern identified by the Audit Committee and management. Management of
individual business unit will be informed of the areas for improvement, and
Internal Audit is responsible for monitoring the corrective actions.

= Reports from the external auditor, Messrs. Deloitte Touche Tohmatsu (“Deloitte”),
on internal controls and relevant financial reporting matters, are presented to the
Audit Committee and management.
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€21 Controls on Price-sensitive Information

(i) = Regarding the procedures and internal controls for handling and dissemination of

price-sensitive information, the Group:

(1) is well aware of its obligations under the Listing Rules to announce any
information that is considered to be price-sensitive;

(2) makes reference to the “Guide on Disclosure of Price-sensitive Information”
issued by the Stock Exchange in 2002;

(3) has implemented policy and procedure which strictly prohibit unauthorised
use of confidential and sensitive information, and has communicated to all
staff; and

(4)  requires that only Directors and delegated officers can act as the Group’s
spokesperson and respond to external enquiries about the Group’s affairs.

Effectiveness of Internal Control System

= The Board, through the Audit Committee of the Company, has conducted an
annual review of the effectiveness of the internal control system operating in
the Group and considers it is adequate and effective. The review covers all
material controls, including financial, operational and compliance controls,

and risk management functions. The Board is not aware of any significant

areas of concern which may affect the shareholders. The Board is satisfied

that the Group has fully complied with the code provisions on internal

controls as set forth in the Code on CG Practices.

C.2.2 The board’s annual review should, v * The Board, through the Audit Committee and with the appraisal performed by the
in particular, consider the adequacy Internal Audit Department, reviewed the adequacy of resources, qualifications
of resources, qualifications and and experience of staff of the Company’s accounting and financial reporting
experience of staff of the company’s function, and their training programmes and budget at the Board meeting held
accounting and financial reporting in March 2010 and noted that the Company has been in compliance with the Code
function, and their training Provision for the year 2009. Please also refer to the Code Provision C.3.3 of Part I.
programmes and budget.

G AUDIT COMMITTEE
Corporate Governance Principle
The Board should establish formal and transparent arrangements for considering how it will apply the financial reporting and internal control
principles and for maintaining an appropriate relationship with the Company’s auditors.

GRSH — Full minutes of audit committee v = Minutes drafted by the Company Secretary are circulated to members of the Audit

meetings should be kept by a Committee within a reasonable time after each meeting.

dulytgppomted secretary of the * Audit Committee meetings were held in March and August 2009. Details of the

meeting. attendance records of the members of the Audit Committee are as follows:

= DIEENE el e Es O s v Members of the Audit Committee Attendance

for all members of the audit - - - -

committee to comment and to Colin Stevens RUSSEL (Chairman of the Audit Committee) 212

keep records within a reasonable CHEONG Ying Chew, Henry 2/2

time after the meeting KWOK Eva Lee ) 212
SNG Sow-mei alias POON Sow Mei 2/2
LAN Hong Tsung, David 2/2

Note: The members of the Audit Committee may attend meetings in person, by phone or through
other means of electronic communication or by their alternates (if applicable) in accordance
with the Company’s Bye-laws.

* The following is a summary of the work of the Audit Committee during 2009:

(1) Review of the financial reports for 2008 annual results and 2009 interim
results;

(2)  Review of the findings and recommendations of the Group Internal Audit on
the work of various divisions/departments and related companies;

(3) Review of the effectiveness of the internal control system;

(4) Review of the external auditor’s audit findings;

(5) Review of the auditor’s remuneration;

(6) Review of risks of different business units and analysis thereof provided by

the relevant business units; and

(7)  Review of the control mechanisms for such risks and advising on action
plans for improvement of the situations.

* After due and careful consideration of reports from management and the internal
and external auditors, the Audit Committee was of the view that no suspected
fraud or irregularities, significant internal control deficiencies, or suspected
infringement of laws, rules, or regulations had been found, and concluded at
the meeting held on 2nd March, 2010 that the system of internal controls was
adequate and effective.
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available its terms of reference,
explaining its role and the authority
delegated to it by the board.

Code Ref. Code Provisions Compliance Corporate Governance Practices

€3 = On 2nd March, 2010, the Audit Committee met to review the Group’s 2009

(Cont'd) consolidated financial statements, including the accounting principles and

practices adopted by the Group, in conjunction with the Company'’s external
auditor. After review and discussions with the management, internal auditor
and external auditor, the Audit Committee endorsed the accounting treatment
adopted by the Company, and the Audit Committee had to the best of its ability
assured itself that the disclosure of the financial information in the 2009 Annual
Report complied with the applicable accounting standards and Appendix 16 to
the Listing Rules. The Audit Committee therefore recommended the Board’s approval
of the consolidated financial statements for the year ended 31st December, 2009.
* The Audit Committee also recommended to the Board the re-appointment
of Deloitte as the Company’s external auditor for 2010 and that the related
resolution shall be put forth for shareholders’ consideration and approval
at the 2010 annual general meeting.
= The Group’s Annual Report for the year ended 31st December, 2009 has been
reviewed by the Audit Committee.
C.3.2 A former partner of existing auditing v * No member of the Audit Committee is a former partner of the existing auditing
firm shall not act as a member of the firm of the Company during the one year after he/she ceases to be a partner of
committee for 1 year after he ceases the auditing firm.
to be a partner of or to have any
financial interest in, the firm, whichever
is the later.
€88 Terms of reference of the audit v * The terms of reference of the Audit Committee, which follow closely the
committee should include: requirements of the Code Provisions and have been modified from time
_  esmiETeEe e e e 6 to time and adopted by the Board are posted on the Company’s website.
the appointment and removal of
external auditor and approval of
their terms of engagement

— review and monitor external
auditor’s independence and
effectiveness of audit process

— review of financial information
of the company

— oversight of the company'’s
financial reporting system and
internal control procedures,
including the adequacy of
resources, qualifications and
experience of staff of the
company’s accounting and
financial reporting function,
and their training programmes
and budget

C.34 The audit committee should make v * 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 the Audit
Committee in December 1998 with reference to “A Guide for the Formation

of an Audit Committee” issued by the Hong Kong Institute of Certified Public
Accountants.

In accordance with the requirements of the Code on CG Practices, the terms

of reference of the Audit Committee were revised from time to time in terms
substantially the same as the provisions set out in the Code on CG Practices. The
latest version of the terms of reference of the Audit Committee are available on
the Company’s website.

The principal duties of the Audit Committee include the review and supervision
of the Group’s financial reporting system and internal control procedures, review
of the Group’s financial information and review of the relationship with the
external auditor of the Company. Regular meetings have been held by the Audit
Committee since its establishment.

The Audit Committee comprises five Independent Non-executive Directors,
namely, Mr. Colin Stevens Russel (Chairman of the Audit Committee), Mr. Cheong
Ying Chew, Henry, Mrs. Kwok Eva Lee, Mrs. Sng Sow-mei alias Poon Sow Mei and
Mr. Lan Hong Tsung, David. The Audit Committee held two meetings in 2009.
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(G4315 Where the board disagrees with the N/A « The Audit Committee recommended to the Board that, subject to shareholders’
audit committee's view on the selection, approval at the forthcoming annual general meeting, Deloitte be re-appointed as
appointment, resignation or dismissal the Company'’s external auditor for 2010.
Cifits e_xternal gudltors, UIDEOTITZE * For the year ended 31st December, 2009, the external auditor of the Company
should include in the Corporate - ; L : ; .
Governance Report a statement recelved_ apprommatqu HK$5.5 m|I_I|0n for annugl audit service, ;_apprommate_ly
from the audit committee explaining HK$1 million for audlt—relateq services rendered in connection with preparation
its recommendation and also the of regulatory report of a subsidiary.
reason(s) why the board has taken
a different view.

C.3.6 The audit committee should be v = The Audit Committee has been advised that the Company Secretary can arrange
provided with sufficient resources independent professional advice at the expense of the Company should the
to discharge its duties. seeking of such advice be considered necessary by the Audit Committee.

D. DELEGATION BY THE BOARD

D.1 MANAGEMENT FUNCTIONS
Corporate Governance Principle
The Company should have a formal schedule of matters specifically reserved to the Board and those delegated to management.

D.1.1 When the board delegates aspects of v = Executive Directors are in charge of different businesses and functional divisions in
its management and administration accordance with their respective areas of expertise.
functions to management, it must at
the same time give clear directions Please refer to the Management Structure Chart set out on page 144.
as to the powers of management, = For matters or transactions of a material nature, the same will be referred to the
in particular, with respect to the Board for approval.
circumstances where management . . o .
should report back and obtain prior = For matters or transactions of a magnitude requiring disclosure under the Listing
approval from the board before Rules or other applicab_le rules or regulations, appropriate disclosure will be made
making decisions or entering into and where necessary, circular will be prepared and shareholders’ approval will
any commitments on behalf of the be obtained in accordance with the requirements of the applicable rules and
company. regulations.

D.1.2 Formalise functions reserved to v * The Board, led by the Chairman, is responsible for the Group’s future
the board and those delegated to development directions; overall strategies and policies; evaluation of the
management and to review those performance of the Group and the management; and approval of matters
arrangements on a periodic basis to that are of a material or substantial nature.
ST I T = Under the leadership of the Group Managing Director, management is
to the needs of the company. . :

responsible for the day-to-day operations of the Group.

D.2 BOARD COMMITTEES
Corporate Governance Principle
Board Committees should be formed with specific written terms of reference which deal clearly with the committees’ authority and duties.

D.2.1 Where board committees are established v * Three Board Committees, namely, Audit Committee, Remuneration Committee
to deal with matters, the board and Executive Committee, have been established with specific terms of reference.
should prescribe sufficiently clear
terms of reference to enable such
committees to discharge their functions
properly.

D.2.2 The terms of reference of board v * Board Committees report to the Board of their decisions and recommendations

committees should require such
committees to report back to

the board on their decisions or
recommendations, unless there
are legal or regulatory restrictions
on their ability to do so (such as
a restriction on disclosure due to
regulatory requirements).

at the Board meetings.
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Corporate Governance Principle

Code Ref. Code Provisions Compliance Corporate Governance Practices

E. COMMUNICATION WITH SHAREHOLDERS

E.l EFFECTIVE COMMUNICATION

Corporate Governance Principle
The Board should endeavour to maintain an on-going dialogue with shareholders and in particular, use annual general meetings or other
general meetings to communicate with shareholders and encourage their participation.

E1.1 In respect of each substantially v = Separate resolutions are proposed at the general meetings of the Company on

separate issue at a general meeting, each substantially separate issue, including the election of individual directors.
a separate resolution should be

proposed by the chairman of that

meeting.

E1.2 — The chairman of the board should v * In 2009, the Chairman of the Board, Chairman of the Audit Committee and
attend the annual general meeting Chairman of the Remuneration Committee attended the annual general meeting
and arrange for the chairmen and were available to answer questions.

i th_e au_dlt, remuneration il = The Company establishes different communication channels with shareholders
nomination committees (as ; ; S - L ; h
- - and investors, including (i) printed copies of corporate communications (including
appropriate) or in the absence of o SR ) ) .
: : but not limited to annual reports, interim reports, notices of meetings, circulars
the chairman of such committees, - T > i
: and proxy forms) required under the Listing Rules; (i) the annual general meeting
another member of the committee ] : . .
: . provides a forum for shareholders to raise comments and exchange views with
to be available to answer questions o - - . .
: the Board; (iii) updated and key information on the Group is available on the
at the annual general meeting. . i . . o
website of the Company; (iv) the Company’s website offers a communication
— The chairman of the independent v channel between the Company and its shareholders and stakeholders; (v) regular
board committee (if any) should press conferences and briefing meetings with analysts are arranged from time
also be available to answer questions to time to update interested parties on the performance of the Group; (vi) the
at any general meeting to approve Company’s Branch Share Registrar deal with shareholders for share registration
a connected transaction or any and related matters; and (vii) Corporate Affairs Department of the Company
other transaction that is subject handles enquiries from shareholders, and investors generally.
to independent shareholders’
approval.
E.1.3 The company should arrange for the v * The Company'’s notice to shareholders for the 2009 annual general meeting of the
notice to shareholders to be sent in Company was sent at least 20 clear business days before the meeting.
the case of annual general meeting
at least 20 clear business days before
the meeting and to be sent at least
10 clear business days in the case of
all other general meetings.
E.2 VOTING BY POLL

The Company should ensure that shareholders are familiar with the detailed procedures for conducting a poll.

The chairman of a meeting should

at the commencement of the
meeting ensure that an explanation
is provided of the detailed procedures
for conducting a poll and then answer
any questions from shareholders
regarding voting by way of a poll.

v

At the 2009 annual general meeting, the Chairman of the meeting explained
the detailed procedures for conducting a poll, and answered questions from
shareholders.

At the 2009 annual general meeting, the Chairman of the meeting exercised his
power under the Bye-laws of the Company to put each resolution set out in the
notice to be voted by way of a poll.

Representatives of the Branch Share Registrar of the Company were appointed
as scrutineers to monitor and count the poll votes cast at the annual general
meeting.

Since the Company’s 2003 annual general meeting, all the resolutions put to vote
at the Company’s general meetings were taken by poll.

Poll results were announced at the adjourned meeting and were posted on the
websites of the Company and the Stock Exchange.
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II. RECOMMENDED BEST PRACTICES
Recommended
Best Practice Comply (“C")/
Ref. Recommended Best Practices Explain (“E”) Corporate Governance Practices
A. DIRECTORS
Al THE BOARD
Corporate Governance Principle
The Board should assume responsibility for leadership and control of the Company; and is collectively responsible for directing and supervising
the Company’s affairs.
Al9 Arrange appropriate insurance cover © The Company has arranged appropriate Directors and Officers liability insurance
in respect of legal action against the coverage for its Directors and officers since its listing in 1996 including the year
directors 2009/2010.
A.1.10 Board committees should adopt,
so far as practicable, the principles,
procedures and arrangements set
outinAl.1toA.18.
All The Company has an Audit Committee, a Remuneration Committee and an
Regular board meetings should be held B Executive Committee.
at [e ast fou_r_tlm_es ayearinv EUIITE, Based on available data and information, the Company is not satisfied that
active participation, either in person ; ; ; : - )
: quarterly review by the Audit Committee would bring meaningful benefit to
or through other electronic means . : A
et - the shareholders. Meetings between the Chairman and the Non-executive
of communication, of majority of . . ; ; - :
. Directors (including the Independent Non-executive Directors) without the
directors. S - B
presence of Executive Directors were held two times a year at which ample
opportunity was provided for reflection of their views and comments to the
Board.
Apart from the Audit Committee, the Company has a Remuneration
Committee. The principal responsibility of the Remuneration Committee
is to make recommendations to the Board on the Company’s policy and
structure for the remuneration of its Directors and senior management,
which, in line with normal market practice, are only subject to review on
an annual basis. It is therefore not necessary for the Remuneration
Committee to have four meetings a year as recommended.
The Remuneration Committee held two meetings in respect of the year of 2009.
The Meeting held in November 2009 was to provide the Remuneration Committee
with an overview of the job market conditions and trends for the year, and the
meeting held in January 2010 was to review, consider and endorse the remuneration
packages proposed for the Executive Directors of the Company.
Al2 All members of the Board Committees are consulted as to whether they may want
All directors are given an opportunity © to include any matter in the agenda before the agenda for each Board Committee
to include matters in the agenda for meeting is issued.
AT e Regular Board Committee meetings in a particular year are usually scheduled
Al3 towards the end of the immediately preceding year to give all Board Committee
— At least 14 days notice for regular © members adequate time to plan their schedules to attend the meetings.
rd meetin . ; .
BRI IEETTES At least 14 days formal notice would be given before each Board Committee
— Reasonable notice for other board © meeting.
meetings According to the Company’s Bye-laws, the Board Committee member may waive
notice of the relevant Board Committee meeting.
Al4 Board Committee members have access to the Company Secretary and key officers
All directors should have access to the C of the Company Secretarial Department who are responsible to the Board Committees
advice and services of the company for ensuring that Board Committee procedures, and all applicable rules and
secretary with a view to ensuring that regulations, are followed.
board procedures, and all applicable
rules and regulations, are followed.
Al5 The Company Secretary prepares minutes/written resolutions and keeps records
— Minutes of board meetings and ¢ of substantive matters discussed and decisions resolved at Board Committee
meetings of board committees meetings.
:Zgégfyeoﬁiazb%ze?iurg appointed Board Committee minutes/written resolutions are sent to all Board Committee
' members within a reasonable time (generally within 14 days) after each Board
— Such minutes should be open ¢ Committee meeting.

for inspection at any reasonable
time on reasonable notice by any
director.

Board Committee minutes/written resolutions are available for inspection by
Board Committee members.
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minutes for all directors to comment
and to keep records within a
reasonable time after the board
meeting

ALl7

A procedure agreed by the board
to enable directors, upon reasonable
request, to seek independent
professional advice in appropriate
circumstances, at the company’s
expense

The board should resolve to provide
separate independent professional
advice to directors to assist the
relevant director or directors to
discharge his/her duties to the
company.

Al8

If a substantial shareholder or a
director has a conflict of interest
in a matter to be considered by
the board which the board has
determined to be material, the
matter should not be dealt with
by way of circulation or by a
committee but a board meeting
should be held.

Independent non-executive directors
who, and whose associates, have
no material interest in the transaction
should be present at such board
meeting.

Recommended
Best Practice Comply (“C”)/
Ref. Recommended Best Practices Explain (“E”) Corporate Governance Practices
A.1.10 Al.6 The minutes of the Board Committees record in sufficient detail the matters
(Cont'd) - Minutes of board meetings and © considered by the Board Committees and decisions reached.
meetings of board committees . . .
ol fragartl fin sulerEm GEET Sgg;g ggmm:ggg miermlt):srs are given an opportunity to comment on the draft
the matters considered by the ’
board and decisions reached. Final version of Board Committee minutes is placed on record within a
— (B e Finel versins o e c reasonable time after the Board Committee meeting.

Board Committee members have been advised that the Company Secretary can
arrange independent professional advice at the expense of the Company should
such advice be considered necessary by any Board Committee member.

Board Committee members must declare his/her interest in the matters
to be considered by the Board Committee, if applicable.

In case of conflict of interests, relevant Directors will refrain from voting.
Mr. Victor Li, the Chairman of the Board, is also the Chairman of the
Remuneration Committee. He refrained from voting at decisions made
in respect of his own remuneration package.

The Company has an Executive Committee which comprises Executive
Directors and certain senior management of the Company. The major
function of the Executive Committee is to review the ongoing operations
of the Group and consider potential acquisition opportunities. In the
event that conflict of interest was to arise in respect of a substantial
shareholder or a director, the matter will be referred to the Board,
ensuring the involvement of Independent Non-executive Directors, for
consideration and decision.

responsible for drawing up and
approving the agenda for each
board meeting taking into account,
where appropriate, any matters
proposed by the other directors
for inclusion in the agenda.

The chairman may delegate such
responsibility to a designated
director or the company secretary.

A2 CHAIRMAN AND CHIEF EXECUTIVE OFFICER
Corporate Governance Principle
There should be a clear division of responsibilities between the Chairman and the Group Managing Director of the Company to ensure a balance
of power and authority.
A2.4 — Chairman is to provide leadership © The Chairman of the Board is an Executive Director who is responsible for the
for the board. leadership and effective running of the Board.
— The chairman should ensure that © The Chairman determines the broad strategic direction of the Group in consultation
the board works effectively and with the Board and is responsible for the high-level oversight of management.
discharges its responsibilities, and L
that all key and appropriate issues 'ZFg(ngBoard meets regularly and held meetings in March, May, August and November
are discussed by the board in a :
timely manner. With the support of the Executive Directors and the Company Secretary, the
— The chairman should be primarily c Chairman ensures that all Directors are properly briefed on all key and appropriate

issues on a timely manner.

The Company Secretary assists the Chairman in preparing the agenda for each
Board meeting and ensures that, where applicable, matters proposed by other
Directors are included in the agenda; and that all applicable rules and regulations
are followed.
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Recommended

Best Practice Comply (“C”)/

Ref. Recommended Best Practices Explain (“E”) Corporate Governance Practices

A2.5 The chairman should take responsibility © = The Board as a whole and the management of the Company are committed
for ensuring that good corporate to the maintenance of good corporate governance practices and procedures.
governance practices and procedures
are established.

A.2.6 The chairman should encourage all © * Please refer to A.2.4 and A.2.5 of Part II above for the details.
directors to make a full and active
contribution to the board’s affairs
and take the lead to ensure that the
board acts in the best interests of the
company.

A2.7 The chairman should at least annually © = In addition to regular Board meetings, the Chairman had meetings with the
hold meetings with the non-executive Non-executive Directors (including the Independent Non-executive Directors)
directors (including independent without the presence of the Executive Directors in May and November 2009.
non-executive directors) without the Please refer to A.2.2 of Part I above for details of attendance records.
executive directors present.

A2.8 The chairman should ensure that © * The Company establishes different communication channels with shareholders
appropriate steps are taken to and investors as set out in E.1.2 of Part I above.
provide effective communication
with shareholders and that views of
shareholders are communicated to
the board as a whole.

A2.9 The chairman should facilitate the © * Please refer to A.2.4 and A.2.5 of Part IT above for the details.

effective contribution of non-executive
directors in particular and ensure
constructive relations between
executive and non-executive directors.

A3 BOARD COMPOSITION

Corporate Governance Principle

The Board should have a balance of skills and experience appropriate for the requirements of the business of the Company and should include
a balanced composition of Executive and Non-executive Directors so that independent judgement can effectively be exercised.

A3.2 The company should appoint E = The Board consists of a total of sixteen Directors, comprising eight Executive
independent non-executive directors Directors, three Non-executive Directors and five Independent Non-executive
representing at least one-third of Directors. One of the Executive Directors also acts as Alternate Director to two
the board. Executive Directors and two Alternate Directors were appointed. Half of the

Board, therefore is made up of Non-executive Directors with the number of
Independent Non-executive Directors exceeding the minimum number
required under the Listing Rules. The Company considers that it has complied
with the spirit and the intention of the Code on CG Practices and that the
addition of one more Independent Non-executive Director would not make
any significant difference. The Company also considers that there is a
sufficiently independent element on the Board to provide the Company

and its shareholders with fair and independent advice.

A3.3 The company should maintain on its © * The Company maintains on its website an updated list of its Directors together
website an updated list of its directors with their biographical information, and identifies whether they are independent
identifying their role and function non-executive directors. The Company has also posted on its website the Terms
and whether they are independent of Reference of the Board Committees to enable the shareholders to understand
non-executive directors. the role played by those Independent Non-executive Directors who serve on the

relevant Board Committees.
E = The Company is of the view that Executive Directors are collectively in charge of the

overall executive functions of the Group as a team for the purposes of efficiency and
effectiveness, and hence it is neither appropriate nor meaningful to identify on its
website the role and function of its individual Executive Directors.
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Corporate Governance Principle

Recommended

Best Practice Comply (“C")/

Ref. Recommended Best Practices Explain (“E”) Corporate Governance Practices
A4 APPOINTMENTS, RE-ELECTION AND REMOVAL

There should be a formal, considered and transparent procedure for the appointment of new Directors and plans in place for orderly succession
for appointments to the Board. All Directors should be subject to re-election at regular intervals.

of the members of the nomination
committee should be independent
non-executive directors.

— The nomination committee should
be established with specific written
terms of reference which deal clearly
with the committee’s authority
and duties.

— Itis recommended that the
nomination committee should
discharge the following duties:

(@) review the structure, size and
composition (including the skills,
knowledge and experience) of
the board on a regular basis
and make recommendations
to the board regarding any
proposed changes;

G

identify individuals suitably
qualified to become board
members and select or make
recommendations to the
board on the selection of,
individuals nominated for
directorships;

&

assess the independence of
independent non-executive
directors; and

(d) make recommendations to
the board on relevant matters
relating to the appointment
or re-appointment of directors
and succession planning for
directors in particular the
chairman and the chief executive
officer.

A43 — If an independent non-executive © Each Independent Non-executive Director who was subject to retirement by
director serves more than 9 years, rotation was appointed by a separate resolution in the Company's annual general
any further appointment of such meeting. Each Independent Non-executive Director who was eligible for re-election
independent non-executive director at the annual general meeting had made a confirmation of independence pursuant
should be subject to a separate to Rule 3.13 of the Listing Rules. The Company had expressed the view in its circular
resolution to be approved by that each Independent Non-executive Director who was eligible for re-election
shareholders. had met the independence guidelines set out in Rule 3.13 of the Listing Rules
The board should c and was independent in accordance with the terms of the guidelines. While in

B he ﬁalr d Sl hset L 5 accordance with the recommended best practices, the Company has to include
AENED RIS [l N el its own recommendation in the circular to explain why a particular candidate
SR BRI G GRS o should be re-elected, as their relevant credentials have been included in the
to elect suc_h ar:j_lndeper;]dent circular for the shareholders’ information, the Company opines that it is more
P;ar;e::iﬁgv% I'.rECtoLt eh important for the shareholders themselves to make their own independent
I JlealEs et decision on whether to approve a particular re-election or not.
individual continues to be
independent and why he
should be re-elected.
A44- - The company should establish a E The Company does not have a nomination committee. The Board as a whole is
A48 nomination committee. A majority responsible for the appointment of new Directors and the nomination of Directors

for re-election by shareholders at the general meeting of the Company. Under the
Company’s Bye-laws, the Board may from time to time appoint a Director either to
fill a casual vacancy or as an addition to the existing Board. Any such new Director
shall hold office until the next following general meeting of the Company (in the
case of filling a casual vacancy) or until the next following annual general meeting
of the Company (in the case of an addition to the existing Board) and shall then be
eligible for re-election at the same general meeting.

At present, the Company does not consider it necessary to have a nomination
committee as the full Board is responsible for reviewing the structure, size and
composition of the Board from time to time to ensure that it has a balanced
composition of skills and experience appropriate for the requirements of the
businesses of the Company, and the Board as a whole is also responsible for
reviewing the succession plan for the Directors, in particular the Chairman
and the Group Managing Director.

Under the Company’s Bye-laws, the Board may from time to time appoint a Director
either to fill a casual vacancy or as an addition to the existing Board. The Company
adopts a formal, considered and transparent procedure for the appointment of new
Directors. Before a prospective Director's name is formally proposed, the opinions
of the existing Directors (including the Independent Non-executive Directors) are
sought. After considering the proposal for the appointment of a new Director, the
Board as a whole will make the final decision.

The Board as a whole is responsible for assessing the independence of the
Independent Non-executive Directors according to the relevant rules and
requirements under the Listing Rules. The Company is of the view that all
Independent Non-executive Directors meet the independence guidelines

set out in the relevant requirements of the Listing Rules and are independent
in accordance with the terms of the guidelines.
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Recommended

Best Practice

Ref.

Recommended Best Practices

Comply (“C")/

Explain (“E”)

Corporate Governance Practices

Ad4 -

A48

(Cont'd)

— The nomination committee
should make available its terms
of reference explaining its role
and the authority delegated to
it by the board.

— The nomination committee
should be provided with sufficient
resources to discharge its duties.

— Where the board proposes a
resolution to elect an individual
as an independent non-executive
director at the general meeting,
it should set out in the circular to
shareholders and/or explanatory
statement accompanying the notice
of the relevant general meeting why
they believe the individual should
be elected and the reasons why they
consider the individual to be
independent.

Please refer to A.4.3 of Part II above for the details.

A5

RESPONSIBILITIES OF DIRECTORS

Corporate Governance Principle

Every Director is required to keep abreast of responsibilities as a Director of the Company and of the conduct, business activities and

development of the Company.

A5.5

All directors should participate in

a programme of continuous professional
development to develop and refresh
their knowledge and skills to help
ensure that their contribution to

the board remains informed and
relevant. The company should be
responsible for arranging and funding
a suitable development programme.

The Company regularly reminds all Directors of their functions and responsibilities.
Through regular Board meetings and the circulation of written resolutions, memos
and board papers, all Directors are kept abreast of the conduct, business activities
and development of the Company.

A package compiled and reviewed by the Company’s legal advisers setting out the
duties and responsibilities of directors under the Listing Rules, the Companies
Ordinance and other related ordinances and relevant regulatory requirements of
Hong Kong is provided to each newly appointed Director. A revised information
package comprising the latest developments in laws, rules and regulations relating
to the duties and responsibilities of directors will be forwarded to each Director
from time to time for his/her information and ready reference. “A Guide on
Directors’ Duties” (previously known as “Non-statutory Guidelines on Directors’
Duties”) issued by the Companies Registry of Hong Kong has been forwarded to
each Director for his/her information and ready reference.

Memos are issued from time to time to keep Directors up to date with legal and
regulatory changes and matters of relevance to the Directors in the discharge of
their duties.

Seminars are organised from time to time at which distinguished professionals
are invited to present to the Directors on subjects relating to Directors’ duties and
corporate governance, etc.

A5.6

Each director should disclose to the
company at the time of his appointment,
and on a periodic basis, the number
and nature of offices held in public
companies or organisations and other
significant commitments, with the
identity of the public companies or
organisation and an indication of
the time involved. The board should
determine for itself how frequently
such disclosure should be made.

The Directors have disclosed to the Company at the time of their appointment
and from time to time thereafter the number and nature of offices held in public
companies or organisations and other significant commitments, identifying the
public companies or organisations involved.
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make a positive contribution to
the development of the company’s
strategy and policies through
independent, constructive and
informed comments.

Recommended

Best Practice Comply (“C”)/

Ref. Recommended Best Practices Explain (“E”) Corporate Governance Practices

AS5.7 Non-executive directors, as equal board © There is satisfactory attendance at Board meetings, Board Committee meetings, the
members, should give the board and meetings between the Chairman and the Non-executive Directors (including the
any committees on which they serve Independent Non-executive Directors) and the general meeting during the year.
such as the audit, remuneration or Please refer to A.1.1, A.2.2, B.1.1 and C.3.1 of Part I above for details of attendance
nomination committees the benefit records.
ggmg:{ﬂﬂg: ::g Zraiﬁf?;?igiged Exter_lt o_f participation and contribution should be viewed both quantitatively and
through regular attendance and qualitatively.
active participation. They should
also attend general meetings and
develop a balanced understanding
of the views of shareholders.

A5.8 Non-executive directors should © There is satisfactory attendance at Board meetings, Board Committee meetings, the

meetings between the Chairman and the Non-executive Directors (including the
Independent Non-executive Directors) and the general meeting during the year.
Please refer to A.1.1, A.2.2, B.1.1 and C.3.1 of Part I above for details of attendance
records.

Corporate Governance Principle

A.6 SUPPLY OF AND ACCESS TO INFORMATION

Directors should be provided in a timely manner with appropriate information in such form and of such quality as will enable them to make
an informed decision and to discharge their duties and responsibilities as Directors of the Company.

There is no recommended best practice under Section A.6 in the Code on CG practices.

B. REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT

Corporate Governance Principle

packages for all Directors.

B.1 THE LEVEL AND MAKE-UP OF REMUNERATION AND DISCLOSURE

There should be a formal and transparent procedure for setting policy on Executive Directors’ remuneration and for fixing the remuneration

any remuneration or compensation
arrangements which the remuneration
committee has previously resolved
not to approve, the board must disclose
the reasons for its resolution in its
next annual report.

B.1.6 A significant proportion of executive © A'significant proportion of Executive Directors’ remuneration has been structured so
directors’ remuneration should be as to link rewards to corporate and individual performance in 2009. Please refer to
structured so as to link rewards to note 36 in the Notes to the Financial Statements for details of discretionary bonus.
corporate and individual performance.

B.1.7 The company should disclose details B The remuneration payable to senior management represents only a small portion
of any remuneration payable to of the turnover or profits of the Company. As a matter of practice, disclosing details
members of senior management, on of the remuneration payable to senior management on an individual basis does not
an individual and named basis, in bring significant benefits or provide useful information to the shareholders.
their annual reports and accounts.

B.1.8 Where the board resolves to approve N/A The Board has never approved any remuneration or compensation arrangements

which have previously been rejected by the Remuneration Committee.

C. ACCOUNTABILITY AND AUDIT

C.1 FINANCIAL REPORTING

Corporate Governance Principle

The Board should present a balanced, clear and comprehensible assessment of the Company’s performance, position and prospects.
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Recommended
Best Practice
Ref.

Recommended Best Practices

Comply (“C”)/
Explain (“E”)

Corporate Governance Practices

Cl4- -
C.15

The company should announce and
publish quarterly financial results
within 45 days after the end of
the relevant quarter, disclosing
such information as would
enable shareholders to assess

the performance, financial
position and prospects of the
company. Any such quarterly
financial reports should be prepared
using the accounting policies
applied to the company’s
half-year and annual accounts.

Once the company decides to
announce and publish its quarterly
financial results, it should continue
to adopt quarterly reporting for
each of the first 3 and 9 months
periods of subsequent financial
years. Where the company decides
not to announce and publish its
financial results for a particular
quarter, it should publish an
announcement to disclose the
reason(s) for such decision.

E

The Company issued half-yearly financial results within 3 months after the end of
the relevant period, and annual financial results within 4 months after the end of
the relevant year. In addition, all significant and price-sensitive transactions have
been announced and disclosed in accordance with the Listing Rules during the year.
The shareholders of the Company are therefore able to assess the performance,
financial position and prospects of the Company. The Company does not consider
it necessary, nor is it in the interests of the Company and its shareholders, to issue
quarterly financial results. This would result in incurring costs disproportionate to
any additional benefits to the shareholders.

Please refer to C.1.4 of Part II above for the details.

C.2

INTERNAL CONTROLS

Corporate Governance Principle
The Board should ensure that the Company maintains sound and effective internal controls to safeguard the shareholders’ investment and the
Company’s assets.

The board’s annual review should, in

particular, consider:

the changes since the last annual
review in the nature and extent of
significant risks, and the company’s
ability to respond to changes in
its business and the external
environment;

the scope and quality of management's
ongoing monitoring of risks and
of the system of internal control,
and where applicable, the work
of its internal audit function

and other providers of assurance;

the extent and frequency of the
communication of the results of
the monitoring to the board (or
board committee(s)) which enables
it to build up a cumulative assessment
of the state of control in the company
and the effectiveness with which
risk is being managed,;

the incidence of significant control
failings or weakness that has been
identified at any time during the
period and the extent to which
they have resulted in unforeseen
outcomes or contingencies that
have had, could have had, or may
in the future have, a material
impact on the company’s financial
performance or conditions; and

the effectiveness of the company’s
processes relating to financial
reporting and Listing Rule
compliance.

In the review of the effectiveness of internal control system, the Board, through the
Audit Committee, considers:

the changes in the significant risks since the last review, and the Company'’s ability
to respond to changes in its business and the external environment;

the management’s ongoing monitoring of risks and the system of internal control,
and the work of the internal audit function;

the communication of the monitoring results to the Board that enables it to build
up a cumulative assessment of the state of control in the Company and the effectiveness
of the risk managment;

any incidence of significant control failings or weaknesses identified and the extent
to which they have caused unforeseeable outcomes or contingencies that had or
might have material impact on the Company'’s financial performance or condition;
and

the effectiveness of the Company’s processes relating to financial reporting and
Listing Rules compliance.
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CORPORATE GOVERNANCE REPORT

Ref.

Recommended
Best Practice

Recommended Best Practices

Comply (“C”)/
Explain (“E”)

Corporate Governance Practices

€24

The company should disclose as part
of the Corporate Governance Report
a narrative statement how they have
complied with the code provisions on
internal control during the reporting
period. The disclosures should also
include the following items:

— the process that the company has
applied for identifying, evaluating

and managing the significant risks

faced by it;

— any additional information to assist
understanding of the company’s
risk management processes and
system of internal control;

— an acknowledgement by the board

that it is responsible for the company’s

system of internal control and for
reviewing its effectiveness;

— the process that the company has

applied in reviewing the effectiveness
of the system of internal control; and

— the process that the company
has applied to deal with material
internal control aspects of any
significant problems disclosed in
its annual reports and accounts.

In this Corporate Governance Report, the Company, in particular item C.2.1 of Part I above,
discloses:

the process of identifying, evaluating and managing the significant risks;

any additional information to assist understanding of the risk management
processes and internal control system;

an acknowledgement by the Board that it is responsible for the internal control
system and for reviewing its effectiveness;

the process applied in reviewing the effectiveness of internal control system; and

the process applied to deal with material internal control aspects of any significant
problems disclosed in its Annual Reports and Financial Statements.

€25

The company should ensure that
their disclosures provide meaningful
information and do not give a
misleading impression.

The Company aims to ensure disclosures provide meaningful information and do
not give a misleading impression.

C.2.6

The company without an internal
audit function should review the
need for one on an annual basis and
should disclose the outcome of such
review in the company'’s Corporate
Governance Report.

N/A

Please refer to C.2 of Part I above for the details.

C.3

AUDIT COMMITTEE

Corporate Governance Principle

The Board should establish formal and transparent arrangements for considering how it will apply the financial reporting and internal control
principles and for maintaining an appropriate relationship with the Company’s auditors.

The terms of reference of the audit
committee should also require the
audit committee:

— to review arrangements by which
employees of the company may,
in confidence, raise concerns
about possible improprieties
in financial reporting, internal
control or other matters. The
audit committee should ensure
that proper arrangements are in

place for the fair and independent

investigation of such matters and
for appropriate follow-up action;
and

— to act as the key representative

body for overseeing the company’s

relation with the external auditor.

The Company has issued an employee’s handbook to its staff, which contains
the mechanism for employees to raise any questions they may have to their
department head and to the human resources and administration department
for necessary action (whether these relate to their career development or any
other grievances and complaints they may have). The Company considers such
mechanisms to be sufficient to ensure that there is a channel for employees

to have a direct communication with the management of the Company.
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Recommended
Best Practice Comply (“C”)/
Ref. Recommended Best Practices Explain (“E”) Corporate Governance Practices

D. DELEGATION BY THE BOARD

D.1 MANAGEMENT FUNCTIONS

Corporate Governance Principle
The Company should have a formal schedule of matters specifically reserved to the Board and those delegated to management.

D.1.3 The company should disclose the © * Please refer to the Management Structure Chart set out on page 144.
division of responsibility between
the board and management to assist
those affected by corporate decisions
to better understand the respective
accountabilities and contributions
of the board and management.

D.1.4 Directors should clearly understand E * Itis not the Company’s practice to have formal letters of appointment for its
delegation arrangements in place. Directors. Nevertheless, Directors clearly understand their duties to the Company,
To that end, the company should to which they are collectively and individually responsible for. In addition, part of
have formal letters of appointment these duties relate to fiduciary duties, duties of skill, care and diligence established
for directors setting out the key under common law over a long period of time, and it is not feasible to attempt
terms and conditions relative to to formulate these comprehensively in writing. The difficulty in reducing these
their appointment. comprehensively into written form may be inferred by the fact that, currently,

directors’ duties are set out in non-statutory guidelines issued by the Companies
Registry instead of being provided for in the Companies Ordinance. To have a
formal letter of appointment may also lead to inflexibility.

D.2 BOARD COMMITTEES

Corporate Governance Principle
Board Committees should be formed with specific written terms of reference which deal clearly with the committees’ authority and duties.

There is no recommended best practice under Section D.2 in the Code on CG Practices.

E. COMMUNICATION WITH SHAREHOLDERS

E.l EFFECTIVE COMMUNICATION

Corporate Governance Principle
The Board should endeavour to maintain an on-going dialogue with shareholders and in particular, use annual general meetings or other
general meetings to communicate with shareholders and encourage their participation.

There is no recommended best practice under Section E.1 in the Code on CG Practices.

E.2 VOTING BY POLL

Corporate Governance Principle
The Company should ensure that shareholders are familiar with the detailed procedures for conducting a poll.

There is no recommended best practice under Section E.2 in the Code on CG Practices.

ANNUAL REPORT 2009 143

\_’



CORPORATE GOVERNANCE REPORT

MANAGEMENT STRUCTURE CHART

Board of Directors
Executive Directors:
LI Tzar Kuoi, Victor
KAM Hing Lam
IP Tak Chuen, Edmond
FOK Kin Ning, Canning
Andrew John HUNTER
CHOW WOO Mo Fong, Susan *

CHEONG Ying
KWOK

MAN Ka Keung, Simon
(alternate to IP Tak Chuen, Edmond)
Eirene YEUNG
(alternate to KAM Hing Lam)

* also alternate to FOK Kin Ning, Canning and Frank John SIXT

Independent Non-executive Directors:

Chew, Henry
Eva Lee

SNG Sow-mei alias POON Sow Mei
Colin Stevens RUSSEL
LAN Hong Tsung, David

Frank John SIXT Non-executive Directors:
TSO Kai Sum LEE Pui Ling, Angelina
Barrie COOK
Alternate Directors: George Colin MAGNUS

Audit Committee
Colin Stevens RUSSEL (Chairman)
CHEONG Ying Chew, Henry
KWOK Eva Lee
SNG Sow-mei alias POON Sow Mei
LAN Hong Tsung, David

Remuneration Committee
LI Tzar Kuoi, Victor (Chairman)
Colin Stevens RUSSEL
CHEONG Ying Chew, Henry

Chairman
Li Tzar Kuoi, Victor

Group Managing Director

Executive Committee
LI Tzar Kuoi, Victor (Chairman)
KAM Hing Lam
IP Tak Chuen, Edmond
Andrew John HUNTER
CHAN Kee Ham, Ivan
CHAN Loi Shun, Dominic
LEUNG Ying Wah, Lambert
LUN Pak Lam
CHEN Tsien Hua, Joanna
LUK Sai Hong, Victor
TONG BARNES Wai Che, Wendy

Corporate Of ce
Corporate Legal
Corporate Affairs
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KAM Hing Lam Company Secretarial
Planning & Investment
Internal Audit -----------
Human Resources & Administration
Information Technology
International China Inf'\rlla;stterﬁgtlt;re Business Finance &
Operation Infrastructure Division Development Accounting



