Corporate Governance Report

CORPORATE GOVERNANCE PRACTICES

The Board of Directors (the “Directors” or the “Board”) and management
of the Company (together with its subsidiaries, the “Group”) are
committed to principles of good corporate governance in safeguarding the

interests of the shareholders and enhancing shareholders’ value.

Throughout the year ended 31st December, 2009 (the “Year"),
the Company has applied the principles of the Code on Corporate
Governance Practices (the “Code") and complied with the code provisions
(the “Code Provisions") and certain recommended best practices (the
“Best Practices”) set out in the Code contained in Appendix 14 to the
Rules Governing the Listing of Securities on The Stock Exchange of Hong

Kong Limited (the “Listing Rules"), except for the following deviations:—
Deviations
Chairman and Chief Executive Officer

Mr. Joseph Lau, Luen-hung (“Mr. Joseph Lau") acts as both the Chairman
(the "Chairman”) and Chief Executive Officer (the “"CEQ") of the
Company since December 2006. The Board considers that this structure
will not impair the balance of power and authority of the Board. It
currently comprises one Executive Director, two Non-executive Directors
(the "NED(s)") and three Independent Non-executive Directors (the
“INED(s)"), with INEDs representing 50% of the Board, which is higher
than the Best Practices. Such a high percentage of INEDs in the Board
could ensure their views carry significant weight and it reflects a strong
independence element in the composition of the Board. At present, the
Board also believes that under the leadership of Mr. Joseph Lau as the
Chairman and the CEO, the Board's decision could be made effectively
and it is beneficial to the management and development of the Group's
businesses. The Board would still consider segregation of the roles of the

Chairman and the CEO if and when appropriate.
Chairman Attending Annual General Meeting

Mr. Joseph Lau, the Chairman of the Board, could not attend the annual
general meeting of the Company held on 27th May, 2009 ("2009 AGM")
as he had to deal with an urgent matter. Mr. Chan, Kwok-wai, an INED as
well as the chairman of Audit Committee and Remuneration Committee,
was elected as the chairman of the 2009 AGM to ensure effective

communication with shareholders of the Company at such meeting.
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Corporate Governance Report

THE BOARD

Board Composition

Under Rule 3.10(1) of the Listing Rules, the board of directors of a listed
company must include at least three independent non-executive directors.
The Best Practices recommend that at least one-third of the directors

should be independent non-executive directors.

The Company considers that it is important for the Board to maintain
a balanced composition of Executive Director, NED and INED, so that
there is a strong independent element on the Board which can effectively
exercise independent judgement on the actions of the Company. The
Board currently comprises one Executive Director, two NEDs and three
INEDs, with INEDs representing 50% of the Board, which is higher than
the Best Practices. Names of each member of the Board are set out in the

table of "Attendance Records of Board Meetings".

The Directors’ biographies and the relationship among the Board
members, if any, are set out in the Profiles of Directors and Senior
Executives of this annual report and available on the Company’s website.
Save as disclosed in the Profiles of Directors, there is no financial,
business, family or other material/relevant relationship among the

Directors.
Responsibilities of Directors

The NEDs and INEDs with diversified expertise, skills and experience play
an important role on formulating strategy and ensuring that the Board
maintains high standards of corporate governance as well as taking the
lead where potential conflict of interests arise. The Board has received
from each INED a written annual confirmation of his/her independence
and satisfied that the independence of INEDs up to the date of this report
is in accordance with the Listing Rules.

The Company encourages its Directors to possess up-to-date knowledge
in order to discharge their duties. Information regarding the updating
of Listing Rules had been provided to the Directors. Directors could
have recourse to seek independent professional advice in performing
their duties at the Company's expense and are encouraged to access
and consult with the Company's senior management or the Company

Secretary independently.
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THE BOARD (cont'd)

Retirement by Rotation and Specific Term of Office

The Company's Bye-laws provides that no Director (save for the executive
chairman and any managing director) shall hold office for a continuous
period in excess of three years, or past the third annual general meeting,
following the Directors’ appointment or re-election, whichever is longer,
without submitting himself/herself for re-election by the shareholders
at the annual general meetings. Accordingly, Directors (save for the
executive chairman and any managing director) shall retire by rotation at
least once every three years and a specific term of office has been fixed
for appointment of Directors (save for the executive chairman and any

managing director).

However, according to the Private Act for incorporating the Company
as an exempted company under the laws of Bermuda in 1989, it is
stipulated that the executive chairman and any managing director should
not be required to retire by rotation. In order to comply with the Code
Provisions, the Chairman and CEO of the Company is willing to voluntarily
retire from his directorship at future annual general meetings of the
Company at least once every three years, and being eligible, will offer

himself for re-election at the relevant annual general meetings.

Every Director will therefore retire either by rotation under the Company's
Bye-laws or voluntarily at least once every three years and will subject
himself/herself to the absolute and free choice of the shareholders for re-

election at the annual general meetings.
Board Meetings

The Board meets regularly throughout the Year to discuss the overall
strategy, the operational and financial performance of the Group.
Four regular Board meetings were held on 16th March, 24th July, 7th
September and 14th December for the Year respectively. Advance notices
of not less than 14 days were served upon each Director. Individual
attendance of each Director is indicated in the table of "Attendance
Records of Board Meetings”. All accompanying Board papers were sent
to the Directors in a timely manner and at least 3 days before the
Board meetings. Adequate explanation and information were given to
the Directors by the management to facilitate the Directors in decision-
making. Each Director has to declare interest and abstain from voting on
any Board resolution in which he/she or any of his/her associates has a

material interest in accordance with the Bye-laws of the Company.

—ZZAEFEH Annual Report 2009
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THE BOARD (cont'd)

Board Meetings (cont’d)

BExged (&)

Attendance Records of Board Meetings EZE2 €% HFE &
No. of meetings attended/held
(Percentage of attendance in total)
Name of Directors EEHSR HEBITEREE (BHER)
Executive Director HITES
Mr. Joseph Lau, Luen-hung BB 4/4 (100%)
(Chairman and Chief Executive Officer) (F/EHFTEHAEEE)
Non-executive Directors FHITES
Mr. Lau, Ming-wai 2SR ST E 4/4 (100%)
Ms. Amy Lau, Yuk-wai AEEx+ 4/4 (100%)
Independent Non-executive Directors BYFHITES
Mr. Chan, Kwok-wai PR B {2 5t A& 4/4 (100%)
Ms. Phillis Loh, Lai-ping EREELL 4/4 (100%)
Mr. Ma, Tsz-chun BRELE 4/4 (100%)

The agenda of each Board meeting is set by the Chairman in consultation
with members of the Board such that they are given an opportunity to
include agenda items. On an on-going basis, senior management provides
the Directors with operational and financial reports of the Group's
performance, position and prospects. All Directors are kept informed of
and duly briefed of major changes and information that may affect the
Group's businesses in a timely manner. Draft and executed Board minutes
were sent in good time to all Directors for their comment and records
respectively. Minutes of the Board meetings recorded in sufficient details

were kept by the Company Secretary.

Board and Management Functions

The functions reserved to the Board are basically provided in the Bye-
laws of the Company and the Board from time to time delegates certain
functions to senior management whenever required. In short, the Board
has reserved for its decision on matters relating to the Group's strategy,
major acquisitions and disposals, major capital expenditure, annual and
interim results, Directors’ appointment and other significant financial and

operational issues.
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THE BOARD (cont'd)

Board and Management Functions (cont’d)

On top of daily business operation, senior management is responsible for
the preparation of annual and interim consolidated financial statements
for the Board's approval, execution of business strategies and initiatives
adopted by the Board, implementation of adequate system of internal
control and sound risk management practices and is required to report to
the Board and obtain its prior approval on important matters at all times.
Notwithstanding the delegation, the Directors acknowledge that it is the
responsibility of the Board for preparing the financial statements, which

give a true and fair view of the financial results of the Group.
Directors’ Insurance

The Company has arranged appropriate liability insurance to indemnify its
Group's directors for their liabilities arising out of corporate activities. The

insurance coverage is reviewed on an annual basis.

BOARD COMMITTEES

The Board has established Audit Committee and Remuneration
Committee with clear written terms of reference which are of no less
exacting terms than those set out in the Code. Details of the respective
committee’s terms of reference are available at the Company's website.
All the INEDs of the Company are members of the Audit Committee and
the Remuneration Committee which currently comprise Mr. Chan, Kwok-
wai, Ms. Phillis Loh, Lai-ping and Mr. Ma, Tsz-chun with Mr. Chan, Kwok-
wai acts as chairman of both committees. Two members of the Audit
Committee possess appropriate professional qualifications, accounting or
related financial management expertise, which is higher than the Listing

Rules' requirement.

Audit Committee

Role and Function

The Audit Committee was formed to review the Group's corporate

governance, financial reporting, internal control and risk management. It

plays an advisory role and makes relevant recommendations to the Board.

—ZEZAEFEH Annual Report 2009
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BOARD COMMITTEES (cont'd)

Audit Committee (cont’d)
Meetings

The Audit Committee held five meetings during 2009, on 9th January,
13th March, 24th July, 4th September and 14th December respectively.
Individual attendance of each member is indicated in the table of
“Attendance Records of Audit Committee Meetings”. All members
and certain senior management attended the said meetings to review
the Company's external auditors’ (the “Independent Auditors”) audit
findings as appropriate; the accounting principles and practices adopted
by the Group and the requirements of the Listing Rules and statutory
compliance. They also discussed internal audit reports prepared by
Internal Audit Department; the adequacy of resources, qualifications and
experience of staff of the Company’s accounting and financial reporting
function, and their training programmes and budget; auditing; internal
control; risk management and financial reporting matters (including
the interim and annual accounts for the six months ended 30th June,
2009 and for the year ended 31st December, 2009 respectively before
recommending them to the Board for approval) with the presence of the
Independent Auditors on 13th March, 2009. All accompanying meeting
papers were sent to the members in a timely manner and at least 3
days before the meetings. Draft and executed minutes of the meetings
were sent in good time to all members for their comment and records
respectively. Minutes of the meetings recorded in sufficient details were
kept by the Company Secretary. Sufficient resources had been given
to allow the Audit Committee to discharge its duties and the senior
management were co-opted to join the meetings of the Audit Committee
to explain the financial and business conditions of the Company to the

committee members from time to time.
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Name of members

No. of meetings attended/held
(Percentage of attendance in total)

HEEBITEEME (BHER)

REE S (/)
RESLL
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Mr. Chan, Kwok-wai (Chairman)
Ms. Phillis Loh, Lai-ping
Mr. Ma, Tsz-chun

5/5 (100%)
5/5 (100%)
5/5 (100%)
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BOARD COMMITTEES (cont'd)

Audit Committee (cont’'d)
Independent Auditors

In order to enhance independent reporting by Independent Auditors,
INEDs hold meeting(s) with the Independent Auditors without the
presence of the Executive Director. In addition, the engagement partner
of the Independent Auditors is subject to periodical rotation, and the
nature and ratio of annual fees payable to Independent Auditors for non-
audit services and for audit services are subject to scrutiny by the Audit
Committee. A policy of non-audit services from Independent Auditors
was established. The Audit Committee considers whether there are
clear efficiencies and value-added benefits to the Company from that
work being undertaken by the Independent Auditors; whether there is
adverse effect on the independence of their audit work or the perception
of such independence; the nature of the non-audit services envisaged
to be provided by the Independent Auditors; and the related fee levels
individually and in aggregate relative to the audit fees. In addition, a
policy restricting the employment of employees or former employees of
Independent Auditors as senior executives or financial positions with the

Group has also been in place.

During the Year, the Independent Auditors provided audit service for
auditing the consolidated financial statements of the Group for the year
ended 31st December, 2009 at a fee of HK$2,230,000. The Independent
Auditors had also engaged in providing non-audit service in relation to
the annual review of a continuing connected transaction and the review
of the conducts of the private sale of a development project at a fee of
HK$20,000 and HK$130,000 respectively. Engagement agreements with
the Independent Auditors had been reviewed and approved by the Audit

Committee.

Prior to the commencement of the audit of accounts of the Group, the
Audit Committee had reviewed the Independent Auditors’ independence
and objectivity as required under the Code of Ethics for Professional
Accountants issued by the Hong Kong Institute of Certified Public
Accountants, reviewed the terms of their engagement and discussed with

them the nature and scope of the audit and reporting obligations.

The Audit Committee is satisfied with the findings of their review of the
process, effectiveness, independence and objectivity of the Independent
Auditors.

A statement by the Independent Auditors about their reporting

responsibilities for the Year is set out in this annual report.

—ZEZAEFEH Annual Report 2009
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BOARD COMMITTEES (cont'd)

Audit Committee (cont’d)
Amendment of Terms of Reference

As a result of implementation of certain amendments to the Listing
Rules effective on 1st January, 2009, the terms of reference of the Audit
Committee had been amended by deleting any reference to the qualified
accountant as it was no longer necessary to have qualified accountant
for a listed company in Hong Kong. Instead, the terms of reference now
requires the Audit Committee to discuss on the adequacy of resources,
qualifications and experience of staff of the Company's accounting
and financial reporting function, and their training programmes and
budget. The Audit Committee assists the Board to have effective internal
controls for proper financial reporting, adequate accounting systems and
appropriate human resources to fulfill its continuing financial reporting
obligations. The Audit Committee had carried out an annual review on
the adequacy of resources, qualifications and experience of staff of the
Company's accounting and financial reporting function, and their training
programmes and budget and confirmed that the Company had duly
complied with the relevant Code Provisions.

Remuneration Committee
Role and Function

The Remuneration Committee is responsible for reviewing and approving
the existing remuneration policy for all Directors and senior executives.
It is also responsible for reviewing and approving performance-based
remuneration by reference to corporate goals and objectives resolved by
the Board from time to time. It would consult the Chairman and CEO on

the remuneration proposals whenever it thinks fit.
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BOARD COMMITTEES (cont'd)

Remuneration Committee (cont’d)
Meetings

The Remuneration Committee held three meetings in 2009, on 13th
March, 24th July and 14th December respectively. Individual attendance
of each member is indicated in the table of "Attendance Records of
Remuneration Committee Meetings”. During the Year, the Remuneration
Committee reviewed and approved the Executive Director's and senior
executives’ remuneration packages and the terms of service agreements
as appropriate. The Remuneration Committee also recommended to the
Board to adjust the remuneration of NEDs (namely Mr. Lau, Ming-wai and

Ms. Amy Lau, Yuk-wai) to HK$220,000 per annum.

Professional advice and sufficient resources will be given to the
Remuneration Committee whenever it considers necessary in order
to discharge its duties. Draft and executed minutes of the meetings
were sent in good time to all members for their comment and records
respectively. Minutes of meetings recorded in sufficient details were kept

by the Company Secretary.

—ZEZAEFEH Annual Report 2009
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Name of members

No. of meetings attended/held
(Percentage of attendance in total)

HEEBITEEHE (BHER)

Mr. Chan, Kwok-wai (Chairman) BREER A (F/F)

Ms. Phillis Loh, Lai-ping BRSNS+
Mr. Ma, Tsz-chun BEERLE

3/3 (100%)
3/3 (100%)
3/3 (100%)

Remuneration Policy for Executive Director

The primary goal of the remuneration policy on executive director’s
remuneration package is to enable the Company to retain and motivate
Executive Director by linking his compensation with performance as
measured against corporate objectives. In determining guidelines for each
compensation element, the Company refers to remuneration surveys
conducted by independent external consultants on companies operating

in similar business.
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BOARD COMMITTEES (cont'd)

Remuneration Committee (cont’d)
Remuneration Policy for Executive Director (cont'd)

As set out in the service agreement of the Executive Director approved
by the Remuneration Committee, the Executive Director's emolument is
HK$18,000,000 per annum. The Remuneration Committee will review the
remuneration package of Executive Director regularly pursuant to its terms

of reference and the Code.
Remuneration Policy for NEDs and INEDs

The Directors' fees of NEDs and INEDs are subject to annual assessment
with reference to his/her duties and responsibilities and the prevailing
market condition. Each NED and INED is entitled to a director’s fee of
HK$220,000 per annum as determined and approved by the Board (with
the Director involved abstained from voting). Reimbursement is allowed
for out-of-pocket expenses incurred in connection with performance of

their duties.
Nomination Committee

No Nomination Committee is established. At present, the Board is
responsible for the appointment of Directors, evaluation of the Board's
composition and the management of the Board's succession with
reference to certain guidelines. These guidelines include appropriate
professional knowledge and industry experience, personal ethics, integrity
and personal skills as well as time commitments of the Board members.
It carries out the process of selecting and recommending candidates
for directorship including the consideration of referrals and engagement
of recruitment firms, whenever necessary. The Board also reviews and
recommends the re-appointment of retiring Directors for shareholders'
approval at the annual general meetings. The Board shall exercise its
power under Bye-law 94 of the Company's Bye-laws to appoint additional

Director(s) whenever the business of the Company requires.
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Corporate Governance Report

SECURITIES TRANSACTIONS

The Company has adopted a code of conduct regarding securities
transactions by Directors on terms without deviation from the required
standard set out in Model Code for Securities Transactions by Directors
of Listed Issuers under Appendix 10 to the Listing Rules (“Model Code").
All Directors, after specific enquiries by the Company, confirmed that they
had complied with the required standard set out in the Model Code and

the said code of conduct during the Year.

The Company has also adopted a code of conduct regarding securities
transactions by relevant employees on terms no less exacting than the
required standard set out in the Model Code. All the relevant employees
(“Relevant Employees”) who, because of office or employment, are likely
to be in possession of unpublished price-sensitive information in relation
to the Group's securities had been requested to follow such code when
dealing in the securities of the Company. All Relevant Employees, after
specific enquiries by the Company, confirmed that they had complied with

the required standard set out in the said code during the Year.

INTERNAL CONTROL

The Board is responsible for maintaining an adequate system of internal
control in the Company and reviewing its effectiveness through the Audit
Committee. The senior management is responsible for implementation of
such system of internal control. Internal Audit Department is responsible
for reviewing relevant financial, operational and compliance controls and
risk management functions and reporting their findings and advice to the

Audit Committee.
Special Reviews

To have an in-depth review on the existing structure of internal control,
during the Year, Ernst & Young, an independent international professional
accounting firm continued to monitor the follow-up works on the two
internal control reviews for the Group performed in 2008. Relevant
reports had been reviewed and discussed by the Audit Committee.
Majority of the recommendations stated in the reports had been followed
up by the senior management progressively in order to enhance the

internal control policies, procedures and practices.

—ZEZAEFEH Annual Report 2009
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INTERNAL CONTROL (cont'd)

Annual Review

Based on the annual assessment made by the Independent Auditors and

the works done by Internal Audit Department, the Audit Committee and

the Board are satisfied with the effectiveness of the system of internal

control of the Group and concluded that:—

M

@

3

C))

)

the Company had complied with the Code Provisions on internal

control during the Year;

a framework of prudent and effective controls had been established

to identify, evaluate and manage the risks;

internal control and accounting systems of the Group were efficient

and adequate;

significant risks that may influence the Group had been identified,

evaluated and managed through ongoing monitoring process; and

material transactions were executed with the management's

authorisation.

Internal Audit

Internal Audit Department reports directly to the Audit Committee and is

independent of the Company’'s management, with key tasks to:—

M

@

3

assess and monitor internal controls of the Group with unrestricted
direct access right to any levels of management whenever it

considered necessary;

conduct comprehensive internal audits of the practices and
procedures, income and expenditures, and internal control of all

business units of the Group on a regular basis; and

carry out special reviews and investigations on areas of concern

identified by the management for corrective actions.
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Corporate Governance Report

INTERNAL CONTROL (cont'd)

Internal Audit (cont’d)

Internal Audit Department produces an annual internal audit plan
based on a risk assessment methodology for the Audit Committee's
approval. Internal audits are carried out on a regular basis according
to the approved plan. Internal audit reports summarising audit findings
and recommendations are prepared quarterly for the Audit Committee’s
review and discussion. Management is responsible for ensuring that
control weaknesses highlighted in internal audits are rectified within a
reasonable period. Internal Audit Department would monitor the proper

implementation of corrective measures.

During the Year, Internal Audit Department had conducted four internal
audits, relevant reports had been submitted to the Audit Committee for
consideration. The Audit Committee was satisfied with the works done by

the Internal Audit Department.

COMMUNICATIONS WITH SHAREHOLDERS

The Company acknowledges that general meetings are good
communication channel with shareholders that the Directors and the
chairman of the Board committees are encouraged to attend and answer
questions from shareholders at annual general meetings. Majority of the
Directors, the chairman of the Audit Committee and the Remuneration
Committee as well as the Independent Auditors had attended and were

available to answer questions at the 2009 AGM.

At the commencement of each general meeting, the chairman of the
meeting had explained the procedures for conducting a poll to the
shareholders and the shareholders were allowed to raise any question
concerning the poll procedures. At each of the meetings, separate
resolutions were proposed by the chairman of the meeting and put
forward to the shareholders for poll voting. Details of poll results are

available at the Company's website (www.chineseestates.com).

—ZEZAEFEH Annual Report 2009
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COMMUNICATIONS WITH SHAREHOLDERS
(cont'd)

With the implementation of certain amendments to the Listing Rules
effective on 1st January, 2009, voting at all general meetings of a listed
company should be conducted by poll. It is believed that the voting by
poll can fully reflect the proprietary rights of shareholders and is a fairer
method of determination for the shareholders than voting by a show
of hands. Pursuant to Bye-law 75 of the Bye-laws of the Company, a
resolution put to vote at general meetings shall be decided on a show of
hands, unless a poll is demanded in accordance therewith. The Company
will procure the chairman of general meeting to demand for voting by
poll on every general meeting to comply with the newly amended Listing

Rules.

As a channel to promote effective communication, the Company
maintains a corporate website (www.chineseestates.com) to disseminate
the Group's information. Investor Relations Department is responsible
for answering enquiries raised by the investors of the Company and the

general public.

A corporate communications manual which provides guidance for
coordinating the disclosure of material information to investors, analysts
and media, identifies who could speak on the Company’s behalf, and
outlines the responsibility for communication with various stakeholder

groups has been in place.

The above corporate governance practices will be reviewed, amended and
revoked from time to time as considered necessary by the Board and its

committees.
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