Corporate Governance Report

OBJECTIVE

The Board of Directors (the “Directors” or the “Board”) of the Company
together with its subsidiaries (the “Group”) is committed to maintaining
high standards of corporate governance so as to ensure high transparency
and protection of shareholders’ interests in general. The Board
endeavours to ensure effective self-regulatory practices, to maintain sound

internal control system and to absorb high calibre members to the Board.

The purpose of this Corporate Governance Report is to present to
shareholders how the Company has applied the principles in the Code on
Corporate Governance Practices (the “CG Code") under Appendix 14 to
the Rules Governing the Listing of Securities on the Stock Exchange (the
“Listing Rules”) issued by The Stock Exchange of Hong Kong Limited (the
"Stock Exchange”) throughout the year ended 31st December, 2009 (the
"Year").

ADOPTED CODES

Since 2005, the Company has adopted the code provisions and
certain recommended best practices set out in the CG Code to
enhance corporate governance in the interests of the Company and its

shareholders.

The Company has also adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the "Model Code") contained
in Appendix 10 to the Listing Rules which may be revised from time
to time as a code of conduct regarding securities transactions by the
Directors. In addition, the Company has a separate written code of
conduct on terms no less exacting than the Model Code for the relevant
employees of the Company who are likely to be in possession of
unpublished price-sensitive information in respect of their dealings in the

securities of the Company (the "Employees’ Code").
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Corporate Governance Report

BOARD OF DIRECTORS

Structure

The Board currently comprises two Executive Directors and three
Independent Non-executive Directors (the “INED(s)"). The INEDs
represent more than one-third members of the Board. The Directors’
biographies are available on the Company's website. There is no
relationship among members of the Board and in particular, between
the chairman and the chief executive officer. The INEDs are highly
experienced professionals and businessmen with a broad range
of expertise and experience in accounting, finance and business
management and two of them have appropriate professional accounting

qualification as required by the Stock Exchange.

The Board is responsible for directing and supervising the Company's
affairs. Each Director acts in good faith for the best interest of the
Company. The Directors are collectively and individually responsible to
the Company for the manner in which the affairs of the Company are
managed, controlled and operated. They had devoted sufficient time and

attention to the Company'’s affairs during the Year.

All the Directors, including the INEDs, must retire by rotation at least once
every three years, and no director shall hold office for a continuous period
in excess of 3 years, or past the third annual general meeting, following
the Director's appointment or re-election, whichever is longer, without
submitting himself/herself for re-election at the annual general meeting,
under the articles of association of the Company. As such, the term of
office of each Director has been specified under the Company's articles of

association.

Assistance to Directors in Decision Making

Throughout their period in office, the Directors have been informed
of the Group's business, the competitive and regulatory environments
in which it operates and other changes affecting the Group and the
industry it operates in as a whole. They have also been advised on
appointment of their legal and other duties and obligations as directors of
a listed company and updated on changes to the legal and governance

requirements of the Group and upon themselves as the Directors.
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Corporate Governance Report

BOARD OF DIRECTORS (cont'd)

Assistance to Directors in Decision Making (cont’d)

The Directors are given access to the secretary of the Company (the
“Company Secretary”) or independent professionals for advice at the
Company's expense, when they deem it is necessary in order for them to

carry out their responsibilities from time to time.

To enhance the Directors’ consciousness on the importance of the
directors’ duties under common law and to comply with the requirement
of the Companies Ordinance (Cap. 32, Laws of Hong Kong), a "Guide on
Directors’ Duties” in which the general principles a director should follow
in the performance of his/her functions and exercise of his/her powers

was distributed to the Directors.

Conduct of Meetings

The Directors are consulted and properly briefed for matters to be
included in the meeting agenda. The Board is supplied with relevant
information as well as reports relating to operational and financial
performance of the Group before each regular Board meeting. At least
14 days' notice of a regular Board meeting is given to all Directors to
provide them with the opportunity to attend the meeting. Board papers
are dispatched to all Directors at least 3 days before the meeting to
ensure that they have sufficient time to review the papers and will be
adequately prepared for the meeting. Senior management is invited
to attend the meeting to address to the Board members’ queries. This
enables the Board to have pertinent data and insight for a comprehensive

and informed evaluation as part of the Board's decision-making purpose.

The Chairman has delegated the responsibility to the Company Secretary
for drawing up and approving the meeting's agenda for each Board
meeting, taking into account of any matters proposed by the other

Directors for inclusion in the agenda.

The proceedings of the Board at its meetings are generally monitored
by the Chairman who would ensure that sufficient time is allocated
for discussion and consideration of each item on the agenda. Equal
opportunities are given to the Directors to express their views and

concerns.

—ZZAFEFIHR Annual Report 2009
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BOARD OF DIRECTORS (cont'd)

Conduct of Meetings (cont’d)

Each Director has to declare his/her interest and to abstain from voting
on any board resolution in which he/she or any of his/her associates has
a material interest pursuant to the Company’s Articles of Association and

the Companies Ordinance (Cap. 32, Laws of Hong Kong).

All Directors have full access to the advice and services of the Company
Secretary to ensure the Board's procedures, rules and regulations are
followed. Draft and final versions of minutes of each Board meeting in
sufficient details are sent to the Directors for comments and records
within reasonable time after the meeting is held. The minutes of Board
meetings and of the Board committees’ meetings are kept by the
Company Secretary, which are open for inspection by the Directors on

reasonable notice.

Four Board meetings were held on 6th March, 2nd July, 21st August and
10th December for the Year. The Company Secretary and the Company's
senior management had attended the Board meetings to report
matters arising from corporate governance, risk management, statutory
compliance, accounting, finance and business. The individual attendance

of each Director at the Board meetings held during the Year is as follows:

No. of

Board meetings

attended/held

(Percentage of

attendance

Directors in total)
Executive Directors

4/4 (100%)

4/4 (100%)

Mr. Matthew Cheong, Veng-va (Chairman)
Ms. Teresa Poon, Mun-chie (Chief Executive Officer)

Independent Non-executive Directors

4/4 (100%)
4/4 (100%)
4/4 (100%)

Mr. Lai, Yun-hung
Mr. Mok, Hon-sang
Mr. Wong, Tik-tung
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Corporate Governance Report

BOARD OF DIRECTORS (cont'd)

Works Performed

During the Year, besides attending the Board meetings to consider and
make decision on corporate governance, risk management, statutory
compliance, accounting, finance and business matters, the Directors had
brought independent opinion and judgment on the Company's strategy,
performance and standards of conduct; had taken the lead where
potential conflicts of interests arose; had served on Board committees;
had ensured that the Board maintained high standards of financial and
other mandatory reporting; carried out reviews on matters reported by
the Board committees, and had provided adequate checks and balance to
safeguard the interests of shareholders in general and the Company as a

whole.

During the Year, the INEDs had actively participated in the Board
meetings, brought independent judgment and given their comments to

the information or reports submitted to the meetings.

Besides attending the Board or committee meetings, in order to make
timely decision and have effective implementation of the Company's
policy and practice, the Board had also adopted written resolutions signed

by all directors to make decision on corporate affairs from time to time.

As part of the continuing process on supervising the Company's affairs,
the Directors, acting through by the Audit Committee, had reviewed the
adequacy of resources, qualifications and experience of the Company's
accounting staff and financial reporting function, and their training

programmes and budget in December 2009.

Directors’ Confirmation
The Company has received from each INED an annual confirmation of his
independence pursuant to Rule 3.13 of the Listing Rules. The Company

considers that all of the INEDs are independent.

Besides, having made specific enquiry of all Directors and the relevant
employees, all Directors confirmed that they had complied with the
required standard set out in the Model Code and the relevant employees
had complied with the Employees’ Code regarding securities transaction

throughout the Year.

—ZZAFEFIHR Annual Report 2009
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Corporate Governance Report

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The roles of the Chairman and Chief Executive Officer (the “CEQ")
are separate and not performed by the same individual. Mr. Matthew
Cheong, Veng-va is the Chairman with responsibility for overseeing the
function of the Board, formulating overall strategies and policies of the
Company. Ms. Teresa Poon, Mun-chie is the CEO with responsibility for
the overall business and operation of the Group. This segregation is
clearly established and set out in writing to ensure a clear distinction
between the Chairman’s responsibility to manage the Board and the

CEO's responsibility to manage the Group's business.

BOARD COMMITTEES

The Board has established Audit Committee and Remuneration

Committee with defined roles and terms of reference.
Audit Committee

Structure

The Audit Committee has been established since December 2000 with
the roles to assist the Board in establishing formal and transparent
arrangements for considering how it will apply the financial reporting
and the internal control principles and for maintaining an appropriate
relationship with the Company's auditors (the “Independent Auditors”). It

acts in an advisory capacity and makes recommendations to the Board.

All the Audit Committee members possess diversified industry experience.
The Chairman has appropriate professional qualification, accounting or
related financial management expertise as required by the Listing Rules.

The Audit Committee is made up of the INEDs, namely:

Mr. Wong, Tik-tung (Chairman)
Mr. Lai, Yun-hung
Mr. Mok, Hon-sang
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Corporate Governance Report

BOARD COMMITTEES (cont'd)

Audit Committee (cont’'d)

Function
The Audit Committee’s terms of reference can be found on the Group's

website. The major duties of the Audit Committee are summarised below:

i)  to make recommendations to the Board on the appointment, re-
appointment and removal of the Company's Independent Auditors,
review and monitor their independence and objectivity as well as

the effectiveness of the audit process;

i) to monitor the integrity of the interim and annual consolidated
financial statements, reports and accounts and quarterly reports
of the Company, and to review any significant financial reporting

judgments contained in them; and

i) to review and ensure the effectiveness of the Company’s financial

control, internal control and risk management systems.

Conduct of Meetings

The Audit Committee shall meet at least twice each year. The Company
prepares and delivers an information memorandum that includes
all relevant information about the meetings to the Audit Committee
members at least 3 days prior to such meetings. During the Year, the
Audit Committee members reviewed the information memorandum with
due care and discussed with the Group Financial Controller (who is also
the Company Secretary) and other senior management (if necessary)

during the meetings.

During the Year, the Audit Committee held three meetings on 4th
March, 18th August and 10th December, 2009 with the presence of
the Company's senior management. Minutes drafted by the Company
Secretary were circulated to the Audit Committee members for comments
within a reasonable time after each meeting. Executed minutes were kept
by the Company Secretary and copies of the minutes were sent to the

Audit Committee members for records.

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

Audit Committee (cont’d)

Conduct of Meetings (cont’d)

Individual attendance of each committee member at the meetings is as

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

Mr. Wong, Tik-tung (Chairman)
Mr. Lai, Yun-hung
Mr. Mok, Hon-sang

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

Works Performed

The works performed by the members of Audit Committee in the Year are

summarized below:

i)

i)

v)

reviewed and considered the Group accounts and financial
statements for the year ended 31st December, 2008, and interim

and quarterly accounts for 2009;

reviewed, discussed and agreed with the Independent Auditors
in respect of the audit fee for the year 2009; the terms of the
engagement letters; the nature, scope of audit and reporting

obligations for the Year;

reviewed and assessed the adequacy and effectiveness of the
Group's financial reporting and controls, internal control procedures

and risk management systems;

reviewed the corporate governance practices and monitored the

progress of compliance of the CG Code;

carried out annual review on the continuing connected transactions
of the Company and their financial implication in their capacity as

members of the independent board committee;
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BOARD COMMITTEES (cont'd)

Audit Committee (cont’'d)

Works Performed (cont’d)
vi)  reviewed the performance of the sale of properties of the Group for
the year ended 31st December, 2008;

vii)  reviewed the adequacy of resources, qualifications and experience
of the staff in accounting and financial reporting function, and the

training programmes and budget;

viii) reviewed the changes of the Listing Rules from 2009 onwards
that have direct relevance to the terms of reference of the Audit

Committee; and

ix)  prepared and submitted to the Board an Audit Committee Report
detailing the works performed by the Audit Committee during
the Year, presented its findings and made recommendations for

consideration by the Board.

On 11th March, 2010, the Audit Committee reviewed the Group's and the

Company's accounts and draft financial statements for the Year.

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 have been amended by deleting any reference to
the "Qualified Accountant” (as defined by the former Rule 3.24 of the
Listing Rules) as it is 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. As aforesaid, the Audit Committee had carried out the review
on the adequacy of resources, qualifications and experience of the staff in
accounting and financial reporting function, and the training programmes

and budget and is satisfied with the condition of the Group.

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

Remuneration Committee

Structure

The Remuneration Committee has been established since June 2005
with the role to assist the Board in reviewing and determining the
framework or broad policy for remuneration packages of the Directors and
senior management, overseeing any major changes in employee benefit

structures and considering other topics as defined by the Board.

The Remuneration Committee comprises all INEDs, namely:

Mr. Wong, Tik-tung (Chairman)
Mr. Lai, Yun-hung
Mr. Mok, Hon-sang

Function
The principal responsibilities of the Remuneration Committee are as

follows:

) setting, reviewing and recommending to the Board for approving the

Group's overall remuneration policy and strategy;

i)  setting, reviewing and approving performance-based remuneration
and individual remuneration packages for the Executive Directors
and senior management including terms and conditions of
employment as well as compensation payable due to loss or

termination of office, and dismissal or removal for misconduct; and

i) recommending the Board on the remuneration of Non-executive

Directors.

The Remuneration Committee’s terms of reference can be found on the

Group's website.

The Remuneration Committee would consult the Chairman and/or the
CEO about its proposals on remuneration of other Executive Directors and

seek internal and external professional advices if considered necessary.
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Corporate Governance Report

BOARD COMMITTEES (cont'd)

Remuneration Committee (cont’d)

Conduct of Meetings

The Remuneration Committee held two meetings on 4th March and 2nd
July, 2009 to discuss and ratify the payment of discretionary bonus for the
year ended 31st December, 2008 to employees of the Company; and to
consider and approve the annual remuneration of the Executive Directors

for the Year.

Individual attendance of each committee member at the meetings is as

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

Mr. Wong, Tik-tung (Chairman)
Mr. Lai, Yun-hung

2/2 (100%)
2/2 (100%)
Mr. Mok, Hon-sang 2/2 (100%)

The INEDs are not entitled to any other emoluments for holding office
as the INEDs except for their entitlement of an annual remuneration of
HK$180,000 determined by the Board subject to annual review with
reference to the prevailing market condition. No share option scheme is

adopted by the Company during the Year.

During the Year, the Remuneration Committee had carried out a review
on the remuneration of the Executive Directors. After review, each of the
Executive Directors (namely Mr. Matthew Cheong, Veng-va and Ms. Teresa
Poon, Mun-chie) agreed to receive a remuneration of HK$10,000 per
annum on a nominal basis without making reference to the prevailing

market condition.

Nomination Committee

No Nomination Committee is established in view of the current business
requirement of the Company. Currently, the Board is responsible
for reviewing its composition, identifying and selecting suitable
Board members, assessing independence of the INEDs, considering
appointment or re-appointment of the Directors and succession planning
for the Directors. The Board shall exercise its power under Article 92 of
the Articles of Association of the Company to appoint any person as a
director either to fill as casual vacancy or as an addition to the Board

whenever the business of the Company requires.

—ZZAFEFIHR Annual Report 2009
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MANAGEMENT FUNCTIONS

The Executive Directors have defined clear directions on powers of
management and delegate daily management and administration
functions to the management. The functions reserved to the Board and
those delegated to the senior management are reviewed from time to
time. The Company would formalize the division of responsibility between
the Board and the management when the operational requirement of the

Group justifies such division.

INDEPENDENT AUDITORS

Messrs HLB Hodgson Impey Cheng (“HLB") were re-appointed as the
Independent Auditors by shareholders at the 2009 annual general
meeting of the Company. In order to maintain the independence and
objectivity of the Independent Auditors (which for these purposes include
any entity under common control, ownership or management with the
audit firm or any entity that a reasonable and informed third party having
knowledge of all relevant information would reasonably conclude as part
of the audit firm nationally or internationally), they will not be engaged for

non-audit work unless it has been pre-approved by the Audit Committee.

Independent Auditors were engaged on an ad hoc basis to supply non-
audit service, such as to provide a confirmation letter to the Board and
to the Stock Exchange to confirm, among others, that the continuing
connected transactions have not exceeded the stipulated cap for
the transactions, as part of the process for the annual review of the
transactions as required under Chapter 14A of the Listing Rules during
the Year. The fundamental policy is to ensure that the engagement
of the Independent Auditors for non-audit service will not harm their
independence or cause any bias on audit works for the presentation of
financial statements of the Group. During the Year, the fee for engaging
Independent Auditors to carry out the works in connection with annual

review of the continuing connected transactions amounted to HK$20,000.

At the annual general meeting held on 27th May, 2009, HLB were re-
appointed by the shareholders as the Independent Auditors of the
Company at a fee to be agreed with the Board. The Audit Committee
reviewed the terms of engagement letter of Independent Auditors in early
December 2009 and agreed with HLB the audit fees for auditing the
financial statements of the Group for the Year at HK$210,000.

It is recommended that HLB shall be re-appointed as the Independent

Auditors for the financial year 2010 at a fee to be agreed with the Board.
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FINANCIAL REPORTING

The Company aims to present a clear, balanced and understandable
assessment of its financial position and prospects. Financial results are
announced as early as possible, with interim report and annual report
as well as other price-sensitive announcements and financial disclosures

published as required under the Listing Rules.

The management provides explanation, information and progress update
to the Board for it to make an informed assessment of the financial and

other issues put before the Board for approval and consideration.

Throughout the Year, the Directors had selected appropriate accounting
policies and applied them consistently. The Directors acknowledge their
responsibilities for preparing the financial accounts of the Group which
give a true and fair view and are in accordance with generally accepted
accounting standards published by the Hong Kong Institute of Certified
Public Accountants. A statement by the Independent Auditors about their

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

The Independent Auditors did not report for the Year that there were
any material uncertainties relating to events or conditions that might
cast significant doubt upon the Company’s ability to continue as a going

concern.

INTERNAL CONTROL

Scope of Works

The Board recognizes its responsibility for establishment, maintenance
and review of the internal control system that provides reasonable
assurance on the reliability and integrity of financial and operational
information, effective and efficient operations, safeguarding of assets
and compliance with laws and regulations. The internal control system
is designed to manage rather than to eliminate all risks of failure while
its goal is to provide reasonable, not absolute, assurance regarding
the achievement of organizational objectives. The Audit Committee is
responsible to assist the Board for the annual review of the effectiveness

of the internal control system of the Group.

With respect to procedures and internal control for handling and
dissemination of price-sensitive information, the Company is aware of
its obligations under the Listing Rules and the overriding principle that
information which is expected to be price-sensitive should be announced
promptly after it becomes known to and/or is the subject of a decision
by the Directors or senior management of the Company, and conducts
its affairs with close regard to the “Guide on disclosure of price-sensitive

information” issued by the Stock Exchange.
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INTERNAL CONTROL (cont'd)

Scope of Works (cont’d)

To ensure sufficient resources provided to the Audit Committee,
information and assessment of financial and internal controls, risk
management systems were sent to the Audit Committee members.
Internal control procedures of the Group had been commented by the

committee members during the Year.

Audit Committee’s Review

The Audit Committee had reviewed the financial control, internal control
and risk management systems of the Company for the Year. It considered
the internal control system effective and adequate as they allowed the
Board to monitor the Group's overall financial position and to provide
reasonable assurance that assets are safeguarded against unauthorized
use or material financial misstatement; transactions were executed in
accordance with management's authorization; and the accounting records
were reliable for preparing financial information used within the business
or for publication and reflecting accountability for assets and liabilities.
Further reviews will be conducted on the request of any Audit Committee
member, the Group Financial Controller, Company Secretary, or any

Director.

The Audit Committee considered that the careful management of risk as
a key management activity and concluded that the business risks, which
could be strategic, operational, reputation-related or financial, should be
understood and visible. The Board acknowledges the areas of concern
and would devote to in-depth study with senior management in each

situation about the level of acceptable risk and controls.

The Audit Committee and the Board considered that the Company had
complied with the code provisions on internal control during the Year, and

the internal control system is effective and adequate, as

- a framework of prudent and effective control has been established

to enable risks to be identified, evaluated and managed; and

- periodic review of the system of the internal control is carried out by

the Audit Committee to ensure the effectiveness of such control.
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INTERNAL CONTROL (cont'd)

Internal Audit Function
The Company has established an Internal Audit function with the key tasks

as below:

—  to review all aspects of the Group's activities and internal controls
with unrestricted right of access and direct access to any level of

management as considered necessary;

—  to conduct comprehensive audits of the practices and procedures,
incomes and expenditures, and internal controls of all business

units of the Group on a regular basis; and

- to conduct special reviews and investigations of areas of concern

identified by management for corrective actions.

SHAREHOLDERS' RIGHTS

The Company is committed to safeguard the shareholders’ and the
Company's interests as a whole and encourages shareholders to attend
general meetings of the shareholders to participate in the important
decisions of the Company for which the shareholders’ approval is required
under the Listing Rules and the Companies Ordinance. The Company
regards general meetings of the shareholders as an important event as
it provides an important opportunity for direct communication between
the Board and the shareholders. The Directors, including the INEDs
were available to answer questions at the annual general meeting held
in May 2009. The Chairman of the Audit Committee and Remuneration
Committee, the Independent Auditors and the Chairman of the
independent board committee were also available at the general meetings

to address the shareholders' queries.

During the Year, an important amendment of the Listing Rules is the
implementation of poll voting in lieu of show of hands at all general
meetings of a listed company. It is believed that the voting by poll can
fully reflect the proprietary rights and interests of the shareholders and is
a fairer method of determination on business matters by the shareholders
than voting on a show of hands at the general meetings. Furthermore, in
compliance with the new requirement under the Listing Rules, notice of
the annual general meeting, together with the annual report and circular,
was sent to the shareholders more than 20 clear business days before
the meeting to allow more time for the shareholders to digest information
in the annual report and circular, and to consider whether joining the

meeting or not.
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SHAREHOLDERS' RIGHTS (cont'd)

To comply with the new requirement, the Chairman of the Board, when
acting as the Chairman of the annual general meeting held on 27th May,
2009, took the initiative to demand for a poll at the commencement
of the meeting and explained the detailed procedures for conducting
a poll to the shareholders. All resolutions were put to vote and passed
by poll under the scrutiny of the independent share registrar. The poll
results were made public by means of a public announcement which was
uploaded to the websites of the Company and the Stock Exchange.

Statutory announcements, financial and other information of the Group
are made available on the Company's website, which is regularly updated.

Shareholders may put their enquires to the Board and also put forward
proposals at general meetings by way of a written notice addressed to the
Company Secretary at the registered office of the Company.

INVESTOR RELATIONS

Accountability and transparency are indispensable for ensuring good
corporate governance and, in this regard, timely communication with the
shareholders, including institutional investors, is crucial. The Company
considers good investor relations as a key part of its operations and
continues to promote investor relations and enhances communications
with the investors.

The Company maintains a corporate website (www.chicheung.com) to
make the corporate information available on the internet to facilitate its
communication with shareholders and to provide important information
to the investing public on corporate governance structure, policies and
systems, profiles of the Directors and senior management as well as
terms of reference of Board committees.

The Company welcomes suggestions from investors and shareholders,
and invites them to share their views and suggestions by contacting the
investor relations team at investor.relations@chineseestates.com.

CONCLUSION

The Company believes that corporate governance principles and practices
are essential to the business communities. Ongoing effort will be put
to review its corporate governance practices from time to time so as
to accommodate the changing circumstances. The Company will try its
best to maintain, strengthen and improve the standard and quality of its
corporate governance.

In conclusion, the Board considered that the Company had applied the
principles of the CG Code and complied with the code provisions and
certain recommended best practices set out in the CG Code throughout
the Year.
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