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The Bank is committed to maintaining high standards of corporate governance.
To enhance the overall management quality of the Bank, the Board has put in
place governance practices with special emphasis on an effective Board for
leadership and control, sound business ethics and integrity in all business
activities, and transparency and accountability to shareholders.

Throughout the year ended 31 December 2006, the Bank has complied with all
the code provisions set out in the Code on Corporate Governance Practices
contained in Appendix 14 of the Listing Rules and followed the guidelines set
out in the “Corporate Governance of Locally Incorporated Authorised Institutions”
issued by the Hong Kong Monetary Authority in September 2001.

Directors’ Securities Transactions

The Bank has adopted a code for securities transactions by directors (the “Code
of Conduct”) on terms no less exacting than the required standard of the Model
Code for Securities Transactions by Directors of Listed Issuers (the “Model
Code”) as set out in Appendix 10 of the Listing Rules.

Following specific enquiry made with all directors, the Bank has confirmed
that during the year ended 31 December 2006 each of the directors complied
with the required standard set out in the Model Code and the Code of Conduct
regarding securities transactions by the directors.
                                                                                                                                                                                                                                                                
Board of Directors

The Board of Directors (the “Board”) is charged with leading the Bank in a
responsible and effective manner.  The Board has adopted formal terms of
reference which detail its functions and responsibilities.  Its main responsibilities
include, but not limited to, ensuring competent management, approving objectives,
strategies and business plans, ensuring prudent conduct of operations within
laws and approved policies, ensuring and monitoring integrity in the Bank’s
conduct of affairs.  Directors, as members of the Board, jointly share responsibility
for the proper direction and management of the Bank.

The Board currently comprises eleven members, consisting of four executive
directors and the remaining seven non-executive directors, four of whom are
independent non-executive directors, representing more than one-third of the
membership of the Board.  The individuals who make up the Board draw on a
rich and diverse background of experience from both within and outside of the
banking community.  The independent non-executive directors possess
appropriate professional qualifications, or accounting or related financial
management expertise.  Pursuant to specific enquiries made with all independent
non-executive directors, all such directors confirmed that they have met the
criteria of Rule 3.13 of the Listing Rules regarding the guidelines for the
assessment of independence.  The names, brief biographical details of the
directors and relationship among them are shown on pages 6 to 8 in this
Annual Report.
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All directors are subject to retirement by rotation and re-election at the annual
general meeting in accordance with the Articles of Association of the Bank.

The Bank has in place established Board process.  Regular Board meetings are
held at least four times a year, and, if necessary, additional meetings would be
arranged.  The Company Secretary assists the Chairman in establishing the
meeting agenda.  Notice of meeting will be sent to directors at least fourteen
days prior to a regular Board meeting, and each director may request inclusion
of matters in the agenda for Board meetings.  The directors will receive a
comprehensive information package, including the agenda, minutes of the
previous meeting, detailed business reports prepared by the Executive Committee
and other information on matters to be discussed at the meeting normally three
days in advance of Board meetings to facilitate informed discussion and
decision-making.

The Company Secretary is responsible for taking minutes of the Board meetings,
which will be sent to all directors for their comments within a reasonable time
after each meeting before being approved by the Board, at the immediate
following meeting.  The minute books are kept by the Company Secretary and
will be opened for inspection by the directors upon request.  All directors have
access to the advice and services of the Company Secretary, who is responsible
to the Board for ensuring that the procedures are followed and that all applicable
laws and regulations are complied with.

On appointment, new directors will be given an orientation package, including
all key legal requirements, the Bank’s Memorandum and Articles of Association
and Board policies and guidelines. Executive Directors will meet with the new
directors to give them more detailed knowledge of the Bank’s business and
activities. The Bank will sponsor directors to attend professional development
seminars if they consider it necessary.  To ensure that non-executive directors
have a proper understanding of the Bank’s operations, the Executive Committee
provides them with detailed business reports on the management’s business
strategies and objectives, updates on different lines of business, action plans,
etc before each Board meeting.
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During 2006, the full Board held four meetings, and details of directors’
attendance record are set out below:-

The Board establishes committees to assist it in carrying out its responsibilities.
The Board has appointed three Board committees, viz, the Executive Committee,
Audit Committee and Remuneration Committee to oversee particular aspects
of the Bank’s affairs.  Each of the committees has defined terms of reference
setting out its duties, powers and functions.  The committees report regularly
to the Board and, where appropriate, make recommendations on matters
discussed. The Board, in addition to its overall supervisory role, retains
specific responsibilities such as approving specific senior appointments,
approving financial accounts, recommending dividend payments, approving
policies relating to the Board’s compliance, etc.

Directors’ fees are proposed by the Board and determined at the annual general
meeting.
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�� ! Number of meetings 4

�� !"# �� 
�� Director Board meetings attended Attendance rate

�� ! Executive Directors
�� Michael Po-ko WU 4 100%
�� Patrick Po-kong WU 4 100%
�� Philip Po-him WU 4 100%
�� Che-shum CHUNG 4 100%

�� !" Non-executive Directors
�� Albert Po-cheung WU 4 100%
�� Ivan Po-young WU 2 �O�� !"#$%& 50%�RMB�� !"#$%
=�� !"#$%&'   (Kenneth Ngai-keung MA, Alternate) (2 by alternate) (50% by alternate)
�� Anthony Shang-fung WU 4 100%

�� !"#$ Independent Non-executive Directors
�� Siu-chan NG 2 50%
�� Norman Nai-pang LEUNG 4 100%
�� Lincoln Hung-leung SOO 2 50%
�� Shung-kwong TSANG 4 100%
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Chairman and Chief Executive

The positions of chairman of the Board and chief executive are separated.

The Chairman, Dr Michael Po-ko WU, provides leadership for the Board.  He
is responsible for ensuring that the Board works effectively and that all key and
appropriate issues are discussed by the Board in a timely and constructive
manner.  The Chairman, if appointed by the Board as an executive director, will
also serve on the Executive Committee and perform duties within the Executive
Committee’s terms of reference.  During 2006, the Chairman held a meeting
with the non-executive directors (including independent non-executive directors)
without the executive directors present.

The Chief Executive, Dr Philip Po-him WU, is, in conjunction with the
Executive Committee, delegated with the authority and responsibility for
running the Bank’s business and implementing the Bank’s strategies.

Dr Michael Po-ko WU and Dr Philip Po-him WU are cousins.

Executive Committee

Membership of the Executive Committee is appointed by the Board, and the
current composition consists of four members, namely, Dr Michael Po-ko WU
(Chairman), Dr Patrick Po-kong WU (Vice-Chairman), Dr Philip Po-him WU
(Chief Executive) and Mr Che-shum CHUNG (General Manager).  The Executive
Committee meets at least twelve times a year and exercises the powers,
authorities and discretions of the Board relating to the management and
day-to-day running of the Bank in accordance with its terms of reference and
directions as the Board may determine from time to time.  The Executive
Committee is responsible for the implementation of the policies and execution
of the business plans as approved by the Board, assisting the Board to formulate
the Group’s risk appetite and strategies for managing the various types of risks
to which the Group’s businesses are exposed, and the implementation and
maintenance of the overall risk management framework across the Group’s
businesses.  The Committee also participates in evaluating large credit applications
and making credit decisions for those requiring approval in excess of the Credit
Committee’s authorities, and oversees the Asset and Liability Management
Committee and Risk Management Committee.  The latter three specialised
committees are the main committees established by and under the direct
supervision of the Executive Committee.

The Executive Committee presents to the Board regularly by way of detailed
business reports on management’s business strategies and objectives, updates
on different lines of business, action plans, etc for discussion at each Board
meeting.  The Committee also provides appropriate and sufficient information
to the other members of the Board in a timely manner to keep them apprised
of the latest development of the Bank so as to enable them to discharge their
duties.
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Remuneration Committee �� 

�� Director meeting attended Attendance rate

�� !"#$ Norman Nai-pang LEUNG (Chairman) 1 100%
�� Siu-chan NG 1 100%
�� Lincoln Hung-leung SOO – –
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There were sixteen meetings of the committee during 2006, and details of
attendance record of individual members of the Executive Committee are set
out below:-

Remuneration Committee

The salary and annual incentive of executive directors are determined by the
Remuneration Committee.  No executive director is involved in deciding his
own remuneration.

Membership of the Remuneration Committee is appointed by the Board, and
the current composition consists of three independent non-executive directors,
namely, Dr Norman Nai-pang LEUNG (Chairman), Dr Siu-chan NG and
Mr Lincoln Hung-leung SOO.  The principal duties of the Remuneration
Committee are to review and make recommendations to the Board for the
individual remuneration packages for the Executive Directors and the General
Manager.  The Remuneration Committee meets at least once a year, and its
terms of reference are posted on the Bank’s website.  The Board has adopted
a policy for the remuneration of executive directors with the objective to
provide, in the context of the Bank’s business strategy, remuneration in form
and amount which will attract, motivate and retain high calibre executives.  The
Remuneration Committee obtains benchmark information from internal and
external sources relating to market pay conditions, comparable data of other
banks and overall performance of the Bank for determination of the executive
directors’ emolument.

In 2006, the Remuneration Committee held one meeting, during which the
committee assessed the performance of the executive directors and reviewed
the pay increases and performance bonus for the executive directors.  Details
of attendance record of individual members of the Remuneration Committee
are set out below:-

�� ! Number of meetings 16

�� !"#
Executive Committee �� 

�� Director meetings attended Attendance rate

�� !"#$% Michael Po-ko WU (Chairman) 16  100%
�� !"#$%& Patrick Po-kong WU (Vice-Chairman) 16 100%
�� !"#$%& Philip Po-him WU (Chief Executive) 16 100%
�� !"#$% Che-shum CHUNG (General Manager) 16 100%
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Nomination of Directors

The Bank does not have a Nomination Committee.  The Board as a whole is
responsible for the procedure of agreeing to the appointment of its members
and for nominating appropriate person for election by shareholders at the
annual general meeting, either to fill a casual vacancy or as an addition to the
existing directors.

Those directors appointed by the Board during the year shall hold office only
until the next following annual general meeting and shall then be eligible for
re-election.

The process for re-election of a director is in accordance with the Bank’s
constitution, which requires that, other than those directors appointed during
the year, one-third of the directors for the time being, or, if the number is not
three or a multiple of three, then the number nearest to but not exceeding
one-third, are required to retire by rotation at each annual general meeting and
are eligible to stand for re-election.

The annual general meeting circular contains detailed information on election
of directors including detailed biography of all directors standing for election
or re-election to ensure shareholders to make an informed decision on their
election.

Audit Committee

Membership of the Audit Committee is appointed by the Board, and the current
composition consists of four independent non-executive directors, namely,
Dr Norman Nai-pang LEUNG (Chairman), Dr Siu-chan NG, Mr Lincoln
Hung-leung SOO and Mr Shung-kwong TSANG.  They possess appropriate
academic and professional qualifications or related financial management
expertise.  The Audit Committee is provided with sufficient resources to
discharge its duties.  The principal duties of the Audit Committee include the
review of the Group’s financial reporting, the nature and scope of audit review
as well as the effectiveness of the system of internal control and compliance.
It will also discuss matters raised by the internal auditor, external auditors and
regulatory bodies to ensure that appropriate recommendations are implemented.
The Audit Committee meets at least three times a year, and its terms of
reference are posted on the Bank’s website.

In 2006, the Audit Committee met three times, and the meetings were attended
by external and internal auditors and the Company Secretary (in the absence of
management) for the purpose of assessing and reviewing the Group’s internal
control, the scope of audit work, the Group’s financial statements, the findings
and recommendations of Internal Audit Department on the work of various
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�� ! Number of meetings     3
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Audit Committee �� 

�� Director meetings attended Attendance rate

�� !"#$ Norman Nai-pang LEUNG (Chairman) 3 100%
�� Siu-chan NG 2 67%
�� Lincoln Hung-leung SOO 3 100%
�� Shung-kwong TSANG 3 100%
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units, the external auditors’ audit plan, the recommendations of the regulators
(in particular the Hong Kong Monetary Authority) and recommending to the
Board the appointment of external auditors.  Details of attendance record of
individual members of the Audit Committee are set out below:-

Internal Control

The Board and senior management are responsible for establishing, maintaining
and operating an effective system of internal control.  The internal control
system of the Group comprises a well-established organisational structure and
comprehensive policies and standards.  The Board’s expectations regarding
duty, responsibility and integrity are clearly spelled out in formal policy
statements, which include Code of Conduct, Internal Control Policy Statement
and Compliance Policy Statement, etc. The Board has clearly defined the lines
of authority and responsibilities of each business and operational unit to ensure
adequate checks and balances.

Our internal control system covers every business and operational function of
the Group.  Our system is designed to safeguard the Group’s assets against loss
and misappropriation; to maintain proper accounting records for producing
reliable financial information; to provide reasonable, but not absolute, assurance
against material fraud and errors.  Policies and procedures are established to
ensure compliance with applicable laws, regulations and industry standards.

The Group has had in place various risk management policies and procedures.
There are specific committees and unit that are responsible for identifying,
assessing, monitoring and managing the risks that the Group faces.  Risk
management policies and major risk control limits are established and approved
by the Board.  A more detailed discussion of the polices and procedures for
management of each of the major types of risk the Group is facing, including
credit, market and liquidity, is included in note 2 to the financial statements
“Financial Risk Management” section.

The Group’s internal audit function plays an important role in the Group’s
internal control framework.  It provides objective assurance to the Board that
a sound internal control system is maintained and operated in compliance with
the established processes and standards through regular and comprehensive
audits on all business and operational functions.  All internal audit reports will
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be submitted to the Audit Committee for review.  Significant issues in the
management letters from external auditors and reports from regulatory authorities
will be brought to the attention of the Audit Committee to ensure that prompt
remedial action is taken.  All recommendations will be properly followed up to
ensure they are implemented within a reasonable period of time.  Pursuant to
a risk-based methodology, the Internal Audit Department plans its internal
audit schedules annually with audit resources being focused on higher risk
areas.  The Internal Audit Plan is submitted to the Executive Committee and
Audit Committee for review and approval.  To preserve the audit independence,
the Head of Internal Audit Department of the Bank reports directly to the
Executive Committee and Audit Committee.

The Board is responsible for the Group’s system of internal control and for
reviewing its effectiveness.  Internal Audit and Management conduct reviews
of the effectiveness of the Group’s system of internal control which covers all
material controls including financial, operational and compliance controls and
risk management function.  The Board, through the Executive Committee and
Audit Committee, reviews the findings and opinion of Internal Audit and
management on the effectiveness of the Group’s system of internal control each
year.

In respect of the year ended 31 December 2006, the Board considered the
internal control system effective and adequate.  No significant internal control
deficiencies, suspected fraud and irregularities which might affect shareholders
were identified.

Accountability and Audit

The directors are responsible for overseeing the preparation of financial statements
of each financial period, which give a true and fair view of the state of affairs
of the Group and of the results and cash flows for that period.  In preparing the
financial statements for the year ended 31 December 2006, the directors have
selected suitable accounting policies and applied them consistently, approved
adoption of all Hong Kong Financial Reporting Standards which are in conformity
to the International Financial Reporting Standards, made judgements and
estimates that are prudent, and prepared the financial statements on the going
concern basis.

The Bank has announced its annual and interim results in a timely manner
within the limits of 4 months and 3 months respectively after the end of the
relevant period, as laid down in the Listing Rules.

Auditors’ Remuneration

PricewaterhouseCoopers has been reappointed as the Bank’s external auditors
at the 2006 Annual General Meeting until the conclusion of the next Annual
General Meeting.
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A remuneration of HK$3,109,000 was paid to PricewaterhouseCoopers for
the provision of audit services in 2006.  During the same period, the following
remunerations were paid to PricewaterhouseCoopers for the provision of
non-audit related services to the Group.

Communication with Shareholders

The Bank establishes and maintains different communication channels with its
shareholders through the publication of annual and interim reports and press
release.  Such information is also available on the Bank’s website.  The Bank
has also set up on its website an “Investor Communication” section containing
useful information about the Bank.

The annual general meeting provides a useful forum for shareholders to
exchange views with the Board.  At the Bank’s 2006 Annual General Meeting,
Chairman of the Board as well as Chairman of the Audit Committee and
Remuneration Committee were present to answer shareholders’ questions.

Separate resolutions are proposed at general meetings on each substantially
separate issue, including the election of directors.

Details of the poll voting procedures and the rights of shareholders to demand
a poll were included in the circular to shareholders dispatched together with the
annual report.  The circular also included relevant details of proposed resolutions,
including biography of each candidate standing for election and re-election.

At the Bank’s 2006 Annual General Meeting, all the resolutions were dealt with
on a show of hands.  All resolutions were unanimously passed, with the
exception of one resolution, which is related to the granting of a general
mandate to the directors to issue and dispose of additional shares not exceeding
20% of the aggregate nominal amount of the share capital, and one opposition
vote was recorded.  The Chairman also indicated to the meeting the level of
proxies lodged on each resolution after it had been dealt with on a show of
hands.

Based on the information that is publicly available to the Bank and within the
knowledge of the directors, the Bank has maintained the prescribed amount of
public float during the year 2006 and up to the date of this Annual Report as
required by the Listing Rules.

��
Remuneration

HK$’000

�� ! Taxation compliance fee 347

�� !"#$%& Internal controls and system reviews 322

�� ! Regulatory reporting 469

�� Others 224

�� Total NIPSO


