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The Hong Kong Institute of Directors
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18 March 2011

Corporate Communications Department
Hong Kong Exchanges and Clearing Limited
12" Floor, One International Finance Centre
1 Harbour View Street, Central,

Hong Kong

Dear Sirs

Consultation Paper on Review of the Code on Corporate Governance
Practices and Associated Listing rules

The Hong Kong Institute of Directors (“HKIoD”) is pleased to forward our
response to the captioned consultation paper.

HKIoD is Hong Kong’s premier body representing professional directors
working together to promote good corporate governance. We are
committed to contributing towards the formulation of public policies that are
conducive to the advancement of Hong Kong’s international status,

In developing the response, we have consulted our members and organised
focused discussions.

Should you require further information regarding our response, please do not
hesitate to contact me on

With best regards N

Yours sincerely
The Hong Kong Institute of Directors

Enc:-

1. Response to the Consultation Paper

2. Appendix I: The HKIoD Code of Conduct

3. Appendix II: Summary of Guidelines for HKIoD Membership
Accreditation Through CPD
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Issued on: 18 March 2011
The Hong Kong Institute of Directors Response to the Consultation Paper on
Review of the Code on Corporate Governance Practices and Associated Listing Rules

(The “Consultation Paper”)

In relation to the Consultation Paper, the Hong Kong Institute of Directors (“HKIoD”) is
pleased to present its views and comments.

Our responses to the consultation questions are as follows:-

Plain writing amendments
Question 1

As to Question 1, we focused on the principles underlying the proposed changes. We may
have further comments on the drafting details at a later stage.

Directors - Director’s duties
Questions 2-3

As to Question 2, we AGREE with proposed changes to Rule 3.08 to clarify the
responsibilities the Exchange expects of directors.

» The proposal is consistent with the values embodied in the HKIoD Guidelines for
Directors; the HKIoD Guide for Independent Non-Executive Directors.

> The proposal is also consistent with the HKloD Code of Conduct. A copy of the
document (Appendix I) is appended to this response and it can also be found on the
HKIoD website at http://www.hkiod.com/document/code_of conduct_eng.pdf

As to Question 3, we AGREE with the addition of a Note to Rule 3.08 to refer to the
guidance issued by the Companies Registry and the two guides by HKIoD.

> HKIoD consider the two guides to be essential reference tools for directors, and in
conjunction with the Companies Registry’s guidebook, they will give directors useful
guidance on how to meet their duties in practice.

> In addition to the two guides organized and published by HKIoD, we also recommend
the Exchange to scriously consider stipulating HKloD Code of Conduct as a
framework of common reference for the conduct of directors in fulfilling their duties.

Directors — time commitment
Questions 4-10

As to Question 4, we AGREE with the introduction of a new duty (CP A.5.2(e)) in
nomination committee’s written term of reference that it should regularly review the time
required from a director to perform his responsibilities to the issuer, and whether the
individual director is meeting that requirement.
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» This is consistent with what is normally expected to be the task of a nomination
committee, which is to identify appropriate persons to serve on the issuer’s board and
to determine if such persons should warrant a re-nomination to serve when the term
expires. Among other factors, the ability of a director to devote sufficient time to
attend to the issuer’s board matters is a key consideration.

> See also our response to Question 7.

As to Question 5, we AGREE with the introduction of a new duty (CP A.5.2(f)) in the
nomination committee’s written terms of reference that it should review NEDs’ annual
confirmation that they have spent sufficient time on the issuer’s business.

» HKIoD believes all directors must devote sufficient time and attention the affairs of
the company. See, e.g., HKIoD Guidelines for Directors; HKIoD Guide for
Independent Non-Executive Directors; and HKIoD Code of Conduct.

» See also our response to Question 8.

As to Question 6, we AGREE with the proposal to include a disclosure requirement in the
corporate governance report that NEDs have made annual confirmation to the nomination
committee that they have spent sufficient time on the issuer’s business.

» The disclosure requirement should not create a heavy burden on the issuer or its
NED:s.

As to Question 7, on whether to “limit a director’s other professional commitments”, we have
the following comments.

» HKIoD believes all directors must devote sufficient time and attention the affairs of
the company. See, e.g., HKIoD Guidelines for Directors; HKIoD Guide for
Independent Non-Executive Directors; and HKIoD Code of Conduct.

» A director, whether ED or NED, should acknowledge to the issuer that he will have
sufficient time to meet his obligations.

» The concern for us is the proposed wording “should limit the number of his other
professional commitments”. The emphasis should be on whether a director has made
an honest judgment as to the ability to devote sufficient time, not a broad brush
requirement on the director to “limit the number of his other professional
commitments”. We note that it would not likely to be a major issue for an ED (and
such would normally be dealt with as part of the employment contract between the
ED and the issuer). But for NEDs, the situations vary from individual to individual.

» The better approach may be to expand CP A.5.3 along the lines of the UK Code.
NEDs should disclose their other significant commitments before appointment in
order for the issuer to make an assessment on whether the NEDs can devote sufficient
time. NEDs should timely disclose to the issuer any change to his significant
commitments. This is consistent with CP A.5.6. See also our response to Question 10
and our comments to Questions 11-13.

As to Question 8, we AGREE with the proposal to expand CPA.5.3 to state that an NED
should confirm annually to the nomination committee that he has spent sufficient time on the
issuer’s business.
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> Requiring an NED to give the annual confirmation should not create a heavy burden.
The issuer and the NED should have discussed and agreed on the NED’s expected
contribution and time commitment. See also our response to Question 5.

As to Question 9, we AGREE with the proposal to upgrade RBP D.1.4 to a CP and amending
it to state an NED’s letter of appointment should set out the expected time commitment.

» It is reasonable for the letter of appointment to state the expected time commitment.
The issuer and the NED should have discussed and agreed on the NED’s expected
contribution and time commitment.

» HKIoD believes all directors must devote sufficient time to attend to the company’s
affairs. See, e.g., HKIoD Guidelines for Directors; HKIoD Guide for Independent
Non-Executive Directors; and HKIoD Code of Conduct.

As to Question 10, we AGREE with the proposal to upgrade RBP A.5.6 to a CP and
amending it to encourage timelines of disclosure by a director to the issuer on any change to
his significant commitments.

> An issuer should have the information to assess for its purpose whether a director is
still able to devote sufficient time to its affairs.

> A director should continually assess his own situation to ensure that he is able to meet
his obligations.

Directors — time commitment — multiple directorships
Questions 11-13

As to Question 11 and Question 12 and Question 13, we have these comments.

» Supply of quality INEDs: To limit the number of INED positions an individual may
hold will likely result in a need for more people willing and able to become INEDs. It
is essential that we find individuals who have the skills, knowledge and qualities to
meet corporate governance demands of today to fill INED positions, not just to make
up the numbers. HKIoD maintains a roster of members who have positively indicated
their willingness and who have conscientiously equipped themselves to become
INED:s.

» Who is to judge?: Situations vary from individual to individual and from issuer to
issuer. A certain number of INED positions may be too many for some, but quite
manageable for others. We believe the emphasis should be on whether a director has
made an honest judgment as to the ability to devote sufficient time, not a broad brush
requirement on the director to limit the number of INED positions he may hold. In
order for issuers to make an assessment for its purpose, directors should disclose
“other significant commitments” before appointment and should timely inform the
issuer of any change to his significant commitments. Many who serve as INEDs are
also engaged as governors or council members of public bodies or NGOs. This should
also be a consideration when assessing whether a person is able to devote time and
attention to any issuer (or, for that matter, to any one of such public bodies or NGOs).
See also our response to Question 7 and Question 10.
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> Soft cap only?: For the reasons above, it may be wise to avoid mechanistic limits but
to allow issuers and their directors the flexibility to evaluate the situation according to
their circumstances. A plausible method is to introduce a limit only as a “soft cap”
(and only in the form of a CP for issuers to comply or explain). For example, if a cap
is to be imposed, the next issuer(s) beyond the cap to enlist the service of the same
person shall be required to give rationale (and disclose such in the corporate
governance report) on why that person is still favored or preferred despite exceeding
the cap. Issuers within the cap will be “diluted” of the person’s time and attention.
Some thoughts need to be given on whether it is practical or plausible for these issuers
to disclose that fact and give appropriate explanations in their corporate governance
reports,

Directors — directors’ fraining
Questions 14-16

As to Question 14, we AGREE with the proposal to upgrade RBP A.5.5 to a CP, that
directors should participate in continuous professional development.

> HKIoD has long supported the promotion of corporate governance training. Corporate
governance is crucial to the development of companies, and directors are ultimately
responsible for corporate governance. Having directors who have up-to-date skills,
knowledge and qualities to meet the corporate governance demands of today and who
are attuned to best corporate governance practices can only benefit the issuers and
their shareholders.

As to Question 15, we support stipulating the minimum hours of training to be eight.

> The Exchange should encourage all listed company directors to exceed the stipulated
minimum and reach higher standards.

» HKIoD now requires a minimum total of 10 hours per year for its members and a
recommended best practice of 20 hours per year. We believe those to be suitable
requirements.

As to Question 16, we have the following comments on the issue of “training methods”.

> We are aware that there are practical difficulties in determining how to “accredit” or
“recognize” training programs for purpose of satisfying the proposed CP. It can be
quite difficult to draw the line for suitable content or syllabus for “directorship”
training. We do note that, too loose or too broad a standard could mean training
activities with no real effect at improving skills.

» HKloD already offers its members a variety of training courses and events with
opportunities for learning. HKIoD also recognizes self-directed learning. We believe
in allowing a broad range of learning activities to qualify as accredited training
activities, The emphasis should be on substance rather than form, that “continuing
professional development” may be attained not only from class-room activities but
also in a variety of other ways, some incurring tuition costs and some incurring
service given, and some involving interactions with others and some involving self-
study. A copy of Summary of Guidelines for HKloD Membership Accreditation
through CPD (Appendix II) is appended to this response.
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Directors — INEDs to form one-third of board
Question 17-18

As to Question 17, we support upgrading RBP A.3.2 to a Rule requiring “at least one-third”
of an issuer’s board to be INEDs, but we have the following comments.

» Issuers design their boards: Issuers can satisfy the “one-third INED” requirement by
decreasing the number of EDs and NEDs, or by increasing the number of INEDs, or
both. Given the heightened requirements and expectations on various board
committees as proposed in the Consultation Paper, we think issuers will find value in
recruiting more number of willing and able persons to join their boards as INEDs. It
remains the decision of each issuer’s board (and its nomination comumittee) to
determine the right size and mix of attributes of the board to best suit the issuer’s
needs.

> Supply of quality INEDs: The proposal will likely result in a need for more people
willing and able to become INEDs. It is essential that we find individuals who have
the skills, knowledge and qualities to meet corporate governance demands of today to
fill INED positions, not just to make up the numbers. HKIoD maintains a roster of
members who have positively indicated their willingness and who have
conscientiously equipped themselves to become INEDs.

» Proper initial training:

o In the market today, it is usually an issuer’s sponsor and advisors who shortly
before listing arrange for sessions to inform would-be directors of their
obligations once the issuer becomes publicly listed. Regrettably, the exercise
was sometimes seen as just some hoops to be jumped en route to listing and
done in a perfunctory manner.

o HKIoD believes all company directors, when they first assume their posts,
should have a firm grounding of the skills, knowledge and qualities required to
meet the corporate governance demands of today. HKIoD long advocates the
importance of corporate governance training.

o Given the possibility of a larger number of individuals with limited prior
experience in company directorship being appointed to fill the additional
INED positions, HKIoD wants to emphasize that proper initial training for
first-time directors is one key aspect of the total quality of corporate
governance training. HKIoD offers a variety of training courses, including
many which are suitable for first-time listed-company directors.

» Proper induction: HKIoD also believes it is crucial for issuers to provide proper
induction to newly appointed directors, whether they are beginning or seasoned
company directors. _

> Majority INEDs?: Some thoughts could be given to whether “majority INED” can be
introduced as a RBP. We are aware of the well-versed arguments made on its
practicality or suitability for the Hong Kong market, but we are also aware of well-
founded postulation that it could make INEDs collectively better able to play their
director roles. With INEDs comprising the majority, their active involvement in board
matters becomes more necessary and their time commitment to do so better valued.

As to Question 18, we welcome a transitional period, but have reservations.
» See our response to Question 17.
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Directors — “independence”
Questions 19-20

As to Question 19, we AGREE with the proposal to upgrade RBP A.4.3 to a CP that
shareholders should vote on a separate resolution for the further employment of an INED
who has served more than 9 years

» This should not create a heavy burden on an issuer, but shareholders will be made
more aware of the potential issue of whether the director remains “independent”.

> An independent director serving too long may make it difficult for him to discharge
the oversight function. We believe that issuers can find it beneficial to consider some
turnover at appropriate times to keep a board “fresh”. Having new bodies to serve as
directors can bring in different expertise and experience to match the changing needs
of the issuer.

As to Question 20, we AGREE with the proposal to upgrade RBP A.4.8 to a CP, to state that
an issuer should include explanation why an individual should be elected and why the issuer
considers him independent.

» Because of the role of INEDs in protecting all shareholders as a whole, it is important
that shareholders can make an informed decision on the appointment of the nominated
INED.

» HKloD believes in a “state of mind” notion of independence. An INED must also ask
himself whether influence of personal interests and motives of personal gain will
interfere with the exercise of independent judgment. See, e.g., HKIoD Guide for
Independent Non-Executive Directors.

Board committees — remuneration committee
Questions 21-25

As to Question 21, we AGREE with the proposal to make it a Rule to require issuers to
establish a remuneration committee with a majority of INEDs.

» This should not create a heavy burden on issuers since the vast majority of issuers
have already have established a remuneration committee with a majority of INED
members.

» To require only “majority INEDs™ is appropriate. Clearly the board needs objectivity
and an independent view in matters such as executive compensation. But there is also
the need to promote board/committee dynamic and performance that also fosters an
effective partnership between the board and management to benefit the issuer and its
shareholders.

As to Question 22, we AGREE with the proposal that the remuneration committee should be
chaired by an INED.

> An INED chair (together with a majority INED membership) provides a suitable and

desirable counterweight to the possibility of undue influence from executive directors
and the inanagement generally.
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As to Question 23, we AGREE with the proposal to make it a Rule to require issuers to have
written terms of reference for the remuneration committee. We further AGREE with the
proposed change to CP B.1.4 to state that an issuer should include the written terms of
reference and an explanation of the authority delegated to the remuneration committee on its
website and the HKEx website.

» Directors should take a leadership role in defining the bounds of their over-sight and
responsibilities. A board and its committees should be pro-active in setting their
agenda. Executive director and senior management remuneration is an important
corporate governance matter that is within a board’s oversight responsibilities. The
way a remuneration commitiee handles this oversight responsibility should be
transparent to the market.

» The terms of reference of the remuneration committee constitutes essential
information about the issuer that should be transparent to market.

> It is appropriate to make the written terms of reference available on the HKEx website
as well as the issuer’s website. The HKEx website is an appropriate central repository
for such information.

> See also response to Question 27 and Question 28.

As to Question 24, we AGREE with the proposal to add a new Rule 3.27 requiring issuers to
make an announcement if it fails to meet the obligations of Rule 3.25, 3.26 and 3.27.

» We hold the view that the status of issuer’s compliance with the obligations of Rule
3.25,3.26 and 3.27 is essential information about the issuer that should be transparent
to the market.

» Depending on the actual circumstances, disclosure of the relevant extenuating factors
causing the non-compliance and the action plans to come into compliance can
alleviate investor concerns as to the issuer’s corporate governance practices.

As to Question 25, we AGREE with the proposal that issues who fail to meet Rules 3.25,
3.26 and 3.27 should have three months to rectify the situation.

» We belicve “three months” is a reasonable time frame for issuers to rectify the
situation.

Board committees — remuneration committee — “independent” professional advice
Question 26

As to Question 26, we AGREE that we should add “independent” to the professional advice
made available to a remuneration committee.

> We hold the view that the board and its committee should be granted the authority to
access independent professional advice at issuer’s expense.

» We also maintain the view that such authority should be used sparingly, in sifuations
where there is real conflict or some other genuine need. The issuer’s management
should find it in the issuer’s best interest to provide or procure pertinent information
and useful assistance to the board and its committees.
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Board committees — remuneration committee — Model A vs Model B
Questions 27-28

As to Question 27, we AGREE with the proposal to revise CP B.1.3 (re-numbered CB B.1.2,)
as described in paragraph 117 to accommodate Model B.

» We hold the view that the ultimate authority always lie in the board, but the board can
delegate. The scope of delegation should be set out in constitutional documents and
the terms of reference, and such should be disclosed. See also our response io
Question 22 and Question 28.

As to Question 28, we AGREE that the board should disclose its disagreement with the
recommendations of the remuneration committee in the corporate governance report. We
further AGREE with the proposal to revise and upgrade RBP B.1.8 to a CP.

% Shareholders have reason to know why the full board takes a different view than what
was recommended by the committee.

> The corporate governance report is the appropriate place to make such disclosure.

» We do not think that the need to explain the disagreements must necessarily just apply
to Model B. It would seem that Model A must necessarily imply the board’s ultimate
authority; just that it has been delegated to the committee. Depending on the actual
provisions in the issuer’s constitutional documents, it is not inconceivable that a
Model A board could possibly maneuver the necessary procedures steps to revoke that
delegation of authority and then resolve to approve remuneration with which the
committee disagrees. This could be a rare occurrence, but our point is, the focus
should be on requiring issuers to fully disclose the delegation of authority to the
remuneration committee (and do so not by vague reference to Model A or Model B)

~ through publishing its constitutional documents (see our response to Question 95 and

. Question 97), making available the written terms of reference and through disclosure
in the corporate governance report as described in Consultation Paper paragraph 117.

Board committees — remuneration committee — “performance-based” remuneration
Question 29

As to Question 29, we support the proposal to delete “performance-based” from CP B.1.3(c)
(re-numbered CP B.1.2(b)).

> We think it should suffice for the terms of reference to state, among other things, “to
review and approve the management’s remuneration proposals with reference to the
board’s corporate goals and objectives”.

» Executive compensation should align with long-term performance of the corporation
and shareholder value. An issuer’s board (and its remuneration committee) will want
to link at least some portion of executive compensation to well-conceived measures of
performance with reference to the board’s corporate goals and objectives. See also our
response to Question 52.

» We generally support the notion of board and director self-evaluation. We think there
is a strong case to make board self-evaluation of performance a CP, not RBP. See our
response to Question 53.
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Board committees — nomination committee
Question 30-38

As to Question 30, we support the proposal to upgrade RBP A.4.4 to a CP, regarding the
establishment and composition of a nomination committee.

» There is a strong argument for making it a Rule to require establishment of a
nomination committee, but we think that the proposal to make it a CP should give
sufficient impetus for issuers to establish such committee.

» To require only “majority INEDs” is appropriate. Clearly the board needs objectivity
and an independent view in matters such as recruiting and nominating suitable board
candidates. But there is also the need to promote board/committce dynamic and
performance that also fosters an effective partnership between the board and
management to benefit the issuer and its sharcholders.

As to Question 31, we AGREE that the nomination committee’s chairman should be an
INED.

» An INED chair (together with a majority INED membership) provides a suitable and
desirable counterweight to the possibility of undue influence from executive directors
and the management generally.

As to Question 32, we AGREE with the proposal to upgrade RBP A.4.5 to a CP, regarding
the nomination committee’s terms of reference.

» We think Consultation Paper paragraph 120 covers the essential areas. Issuers can
further tailor the terms of reference in manners not inconsistent with the principles set
out therein to meet their specific needs.

As to Question 33 and Question 34, we AGREE that the nomination committee should
review the structure, size and composition of the board “at least once a year”, and we further
AGREE that the recommendations from the nomination committee’s review of the structure,
size and composition of the board should complement the issuer’s corporate strategy.

» We note the wording is “at least once a year”. The committee should continually
assess the structure, size and composition of the board as to be consistent with and
able to carry out the corporate strategic goals/objectives as determined by the board
from time to time. This is consistent with the essential function of a nomination
committee and is necessary to build and maintain an effective board.

As to Question 35 and Question 36, we AGREE with the proposal to upgrade RBP A.4.6to a
CP, to state that issuers should make the terms of reference available.

» The terms of reference of the nomination committee constitutes essential information
about the issuer that should be transparent to market.

> It is appropriate to make the written terms of reference available on the HKEx website
as well as the issuer’s website. The HHKEx website is an appropriate central repository
for such information.
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As to Question 37 and Question 38, we AGREE with the proposal to upgrade RBP A4.7 to a
CP, to state that issuers should make available sufficient resources to the nomination
committee,

> We hold the view that it is essential for the board and its committees to have sufficient
resources to perform their functions. The nomination committee should have access to
independent professional advice at issuer’s expense.

» We also maintain the view that such authority should be used sparingly, in situations
where there is real conflict or some other genuine need. The issuer’s management
should find it in the issuer’s best interest to provide or procure pertinent information
and useful assistance to the board and its committees.

Board committees — corporate governance committee
Question 39-45

As to Question 39, we AGREE with the proposal to add a CP on the duties of a “corporate
governance committee” as set out in Consultation Paper paragraph 141, and we further
AGREE with the proposed terms of reference.

» We hold the view that it is fundamental to good corporate governance practices for a
board to devise a suitable mechanism to perform the duties of a “corporate
governance committee” as set out in Consultation Paper paragraph 141. We do note
that it is ultimately the full board that is responsible for the issuer’s corporate
governance.

» We think Consultation paragraph 141 covers the essential areas. Issuers can further
tailor the terms of reference in manners not inconsistent with the principles set out
therein to meet their specific needs.

As to Question 40 and Question 41, we AGREE that the committee(s) performing the duties
and function of a “corporate governance committee” should submit to the board a written
report on its work annually, and that the report be published as part of the issuer’s corporate
governance report,

» The activities of board committees should be made known to and integrated into the
works of the full board. The full board is ultimately responsible for corporate
governance.

> A written report is a good medium for transmitting information and reporting to the
whole board, but it is essential that this is not done as a perfunctory matter.

> An issuer’s corporate governance practices constitute essential information that
should be transparent to the market. The corporate governance report is a suitable
medium for making such information available to stakeholders.

As to Question 42, we support introducing an RBP stating that an issuer should establish a
separate corporate governance committee.

» See our response to Question 43.
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As to Question 43, we AGREE the dutics of an existing committee or committees can be
expanded to include those of a “corporate governance committee” as described in
Consuitation Paper paragraph 141.

> The substance of the role and functions of a corporate governance committee being
properly performed is more essential than the mere existence of a “corporate
governance committee”.

> So long as the issuer has an appropriate board size to establish a corporate governance
committee, it is a preferred approach.

> We recognise that some issuers may not have an appropriate board size that could
make for a separate committee.

As to Question 44, we AGREE that the committee(s) performing the duties of a “corporate
governance committee” should comprise a majority of INEDs.

> A majority INED provides a suitable and desirable counterweight to the possibility of
undue influence of executive directors and the management generally.

» There is strong argument for the chairman of such committee(s) performing the duties
of a “corporate governance committee” to be an INED.

As to Question 45, we DISAGREE with the proposal to add a Note to CP D.3.2 that the
committee should include one member who is an executive director or non-executive director
with sufficient knowledge of the issuer’s day-to-day operations.

» A board will likely find that it is beneficial to have members serving on the “corporate
governance committee” to be someone who have good knowledge of the day-to-day
operations of the issuer. But we do not think it is necessary to add the Note.

» Even without the Note, the committee(s) performing the function of a “corporate
governance committee” can always recruit or otherwise arrange for the help of
suitable executive directors or management personnel in discharging its functions.

Board committees — audit committee — “whistleblowing” policy
Question 46; Question 48

As to Question 46, we AGREE with the proposal to upgrade RBP C.3.7 to a CP to state that
issuers should include in audit committee’s terms of reference arrangements for employees to
raise concerns about improprieties in financial reporting.

» We agree it is important for employees to be able to raise an alarm on financial
reporting, internal control and other matters. We note, however, that it is equally
important for a board to put in place policy and procedures to evaluate complaints and
to judiciously decide which complaints truly warrant further actions.

As to Question 48, we support the introduction of a new RBP to encourage audit committees
to establish a whistle-blowing policy.

» We agree the audit committee is the appropriate committee to be responsible for an
issuer’s whistle-blowing policy.
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» We think the establishment of a whistle-blowing policy should be a CP, not just an
RBP. If we are to place value on whether an issuer has put in place arrangements for
employees to raise concerns about improprieties in financial reporting, internal
control and other matters, we should also take the next logical step of preventing the
issuer to take retaliatory actions against a whistleblower who is an employee. A well-
devised whistle-blowing policy is necessary for employee protection.

Board committees — andit committee — interactions with external auditors
Question 47

As to Question 47, we support the proposal to amend CP 3.3(e)(i) to state that the audit
committee should meet with the external auditor “at least twice a year”.

» We note the wording is “at least twice a year”. The audit committee should not
hesitate to meet with external auditors more frequently and as necessary if in their
judgment the circumstances would warrant more frequent interactions.

Remuneration of directors, CEQ and senior management - disclosure
Questions 49-51

As to Question 49, we AGREE with the proposal that issuers should disclose senior
management remuneration by band.

» Shareholders have reason to be sure that company resources are not expended to
reward non-performing executives. The proposal merely calls for disclosure of such

- information by band.

-» We note that RBP B.1.7 will be retained.

% The inclusion of those persons whose biographical details are disclosed under the
Rules (Appendix 16, paragraph 12) is appropriate.

As to Question 50, we AGREE that senior management remuneration disclosure should
include sales commission.

» The source nature of remuneration to senior management may be as important to the
total quantum, as such could have undue influence on the motivation of business
decisions made by senior management.

As to Question 51, we AGREE with the proposal to amend Appendix 16 to require an issuer
to disclose the CEQ’s remuneration in its annual report and by name.

» It can be said that the most important task of a board is to recruit and evaluate the
CEO.

» In addition to remuneration for services, we note that attention must be paid to
severance arrangements and benefits payable upon termination of the CEO’s
employment.
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Remuneration of directors, CEO and senior management — “performance-linked”
Question 52

As to Question 52, we AGREE with the proposal to upgrade RBP B.1.6 to a CP, to state that
a significant proportion of executive director’s remuneration should be structured so as to
link rewards to corporate and individual performance.

» Executive compensation should align with long-term performance of the corporation
and shareholder value. An issuer’s board (and its remuneration committee) will want
to link at least some portion of executive compensation to well-conceived measures of
performance with reference to the board’s corporate goals and objectives.

» See also our response to Question 29.

Board evaluation
Question 53

As to Question 53, we support the proposal to add a new RBP B.1.8 that an issuer’s board
should conduct a regular evaluation of its own performance and individual directors’
performance.

> There is a strong case to make it a CP. HKIoD generally supports the notion of board
and director self-evaluation. See, e.g., HKIoD Code of Conduct.

» Self-assessment of performance by individual directors encourages a reflection on
their role and contribution in the board and how to improve. Board (and committee)
self-evaluation encourages a reflection on how well the board (and its committees) is
performing and what changes and adjustments might be prudent. We hold the view
that director and board self-evaluation will enable better corporate governance that in
turn will result in better corporate performance for sharecholders.

> We are aware of different approaches to conduct self-evaluations, and we hold the
view that boards should have the leeway in determining how they conduct their own.

» See also our response to Question 29.

Board meetings — physical meetings versus written resolutions
Question 54-55

As to Question 54, on the need to retain the wording that issuers should hold a board meeting
to discuss resolutions on a material matter where a substantial shareholder or a director has a
conflict of interest, we have the following comments.

> Though not as satisfying as in-person meetings, attendance by electronic means will
still enable directors to have a proper discussion of the matters. Retaining the wording
should not create too heavy a burden on issuers. See also our response to Question 55.

» It scems prejudicial to assume that directors would not pay attention to a matter if
they are considering it on paper rather than at a meeting. HKIoD holds the view that
all directors should conscientiously study board papers, whether they are for a
physical meeting or for written resolutions, and should ask for more information or
explication in order to reach informed decisions.

> Provided there is no change to the critical underlying circumstances, routine
connected transactions and other matters that involve some aspects of “conflict” that
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are already well-known to the board directors might not amount to something that
could not be presented for decision by way of well-drafted written board resolutions
and accompanying papers circulated in advance.

As to Question 55, we AGREE with adding a Note to the relevant CP stating that attendance
at board meetings can be achieved by telephonic or video conferencing.

» Where appropriate, we encourage company boards and committees to make use of
advanced technology o hold meetings or to facilitate communications. It may be
worthwhile to emphasize that attendance by electronic means should only include
such communication modes wherein each participant can hear each other. Telephonic
or video conferencing should meet that requirement.

Board meetings - Directors attendance at board meetings
Question 56-58

As to Question 56, we AGREE as to the two new Notes, that only attendance in person or
attendance by electronic means should counted as attendance, and that the attendance of a
director appointed part way during a financial year should be stated by reference to the
number of board meetings held during his tenure.

> As to the first proposed Note, HKIoD holds the view that performance of director’s
role is a personal performance.

» As to the second proposed Note, stating the attendance during the tenure of a director
appointed part way is the only way to make the reporting accurate and not misleading.
The disclosure should enable readers to easily discern the context and meaning of any
director’s attendance record.

As to Question 57, we AGREE that attendance by an alternate should not count as attendance
by the director himself.

» HKIoD holds the view that performance of director’s role is a personal performance.

As to Question 58, we AGREE with the proposal that an issuer discloses directors’
attendance with sufficient levels of details to indicate whether it is a personal attendance or
by alternate.

» The disclosure should enable readers to easily discern the context and meaning of any
director’s attendance record.

Board meetings — 5% threshold for interested director
Question 59

As to Question 59, we AGREE with the proposal to revise Rule 13.44 to remove the 5%
exemption described in Consultation Paper paragraph 199.

» HKIoD believes a director should not vote on any matter in which he has a personal
interest.
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Chairman and Chief Executive Officer — Division of responsibilities
Questions 60-61

As to Question 60, we AGREE with the proposal to remove the words “at the board level”
from Code Principle A.2.

» The wording “at the board level” is not necessary to convey the underlying principle
regarding the role and function of board to manage board matters versus the day-to-
day management of the business, which should be the domain of an issuer’s
management.

As to Question 61, we AGREE with the proposal to amend CP A.2.3 to add “accurate” and
“clear” in addition to “adequate, complete and reliable” to describe the information that the
chairman should ensure directors receive.

> NEDs will have that much more a difficult task to discharge their duties if they don’t
have good information to rest their decisions on.

Chairman and Chief Executive Officer — Chairman’s responsibilities
Questions 62- 67

As to Question 62, we support the proposal to upgrade RBP A.2.4 to a CP to put greater
emphasis to the chairman’s duty to provide leadership for the board, to ensure that the board
works effectively and discharges its responsibilities, etc.

» This is consistent with our view on the role of the board chairman. See HKloD
Guidelines for Directors, para 79.

> HKIoD believes there can be strong merits in separating the role of the issuer’s chief
executive officer and the board chairman. We subscribe to the general notion of a
clear division between the responsibilities of board management and that of day-to-
day management of an issuer’s business. A separate board chairman creates a
counterweight to what could be overwhelming influence of the executive management
over board matters, and thereby positions the board better to exercise its key
monitoring and oversight functions.

As to Question 63, we support with the proposal to upgrade RBP A.2.5 to a CP and to add
“primary” to the existing wording to state that “[t]he chairman should take “primary”

responsibility for ensuring that good corporate governance practices and procedures are
established”.

» Good corporate governance is the collective responsibility of the whole board, and all
directors have equal responsibilities. However, the board chairman has a leadership
role in board matters. See HKIoD Guidelines for Directors, para 79. See also our
response to Question 62.

As to Question 64, we AGREE with the proposal to upgrade RBP A.2.6 to a CP to emphasize

the chairman’s responsibility to encourage directors with different views to voice their
concerns, allow sufficient time for discussion of issue and to build consensus.
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% This is consistent with our view on the role of the board chairman. When the board
chairman takes the chair at meetings to ensure orderly conduct, the board chairman is
also to ensure that everyone who should have a say does have a say of an appropriate
length. See HKIoD Guidelines for Directors, para 79.

» Directors should have the courage to act and not be afraid to voice their concerns. The
board room atmosphere must also be one that is conducive to such rigorous
discussions.

As to Question 65, we AGREE with the proposal to upgrade RBP A.2.7 to a CP and to state
that the Chairman should hold separate meetings with only INEDs and only NEDs at least
once a year.

> Separate meetings without the presence of EDs could allow NEDs (and INEDs) to
speak more freely to express concerns.

» Directors should act in the interest of shareholders as a whole, but to the extent that
NEDs represent particular shareholder interests, separate meetings could allow those
perspectives to be explored at greater depth, in order for those perspectives to be more
properly assessed in the whole context of company and shareholder interest.

As to Question 66, we AGREE with the proposal to upgrade RBP A.2.8 to a CP fo highlight
the chairman’s role to ensure effective communication between the board and sharcholders.

» This is consistent with our view on the role of the board chairman. The board
chairman is the “spokesperson” for the entire board. See HKIoD Guidelines for
Directors, para 79.

As to Question 67, we AGREE with the proposal to upgrade RBP A.2.9 to a CP to emphasize
the Chairman’s role to enable NED contributions and constructive relations between EDs and
NEDs.

» This is consistent with the role of a board chairman. See HKIoD Guidelines for
Directors, para 79. See also our response to Question 65.

Notifying directorship change and disclosure of directors’ information
Question 68

As to Question 68, we AGREE with the proposal to amend Rule 13.51(2) to require issuers to
disclose “retirement” and “removal” of a director or supervisor, in addition to instances of

k1 B 13

“appointment”, “resignation” and “re-designation”.

» We are of the view that the retirement or removal of a director or supervisor
constitutes essential information about the issuer that should be transparent to the
market.

As to Question 69, we AGREE with the proposal to amend Rule 13.51(2) to apply to the

“appointment”, “resignation”, “re-designation”, “retirement” or “removal” of a CEO (and not
only to a director or supervisor).
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> We are of the view that the appointment, resignation, re-designation, retirement or
removal of a CEQ constitutes essential information about the issuer that should be
transparent to the market.

As to Question 70, we AGREE with the proposal to amend Rule 13.51(2)(0) to cover all civil
judgments of fraud, breach of duty or other misconduct involving dishonesty.

> Shareholders have reason to be sure that the directors of the companies they invest in
are and remain persons of honesty and integrity.

As to Question 71, we AGREE with the proposal to amend Rule 13.51B(3)(c) to clarify that
the sanctions referred to in that Rule are those made against the issuer (and not those of other
issuers).

» There is a need to avoid the loophole described in paragraph 229. An issuer in the
situation of Issuer A in the example of that paragraph should not be able to
misinterpret the rule and fail to make an announcement about a public censure of one
of its directors, even when that censure is a result of that director’s involvement with
another issuer.

» See also our response to Question 70.

As to Question 72 and Question 73, we AGREE with the proposal to upgrade RBP A.3.3 to a
CP to ensure that directors’ information is published on an issuer’s website, and to amend it
to state that the directors’ information should also be published on the HKEx website.

» Such information is essential information that should be transparent to the market.
» The HKEx website is an appropriate central repository for such information.

Providing management accounts or management updates to the board
Question 74

As to Question 74, we support the proposal to add a CP stating that issuers should provide
board members with monthly updates as described in Consultation Paper paragraph 240, but
we have the following comments.

» With better information from the issuer (in the form of monthly updates or otherwise),
directors will have better means to perform their monitor and oversight functions.

> An issuer should provide information to enable the board to make timely and
informed decisions. But if such information (or the necessary level of detail) is not
forthcoming, the directors should take the initiative to ask for relevant information.
Directors have duty to make inquiries based on the information given, and ask for
further explications if necessary.

» The board together with management should determine the nature and scope of
information the board should receive. Such could include not only financial
information and key ratios indicating results of operations, industry trends, and other
business market information of or relating to the issuer.
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Next Day Disclosure for a director exercising an option
Question 75-76

As to Question 75, we DISAGREE with the proposal to remove the need to publish a Next
Day Disclosure Return following the exercise of options for shares in the issuer by a director
of a subsidiary.

> The information should be transparent to the market. There is a time lag to wait for
the Monthly Returns.

> An alternative may be to permit the return to be published within a few business days
after the exercise.

As to Question 76, we DISAGREE with the proposal to require issuers to publish a Next Day
Disclosure only if options exercised results in a change of 5% or more (individually or when
aggregated with other events) of the issuer’s share capital since its last Monthly Return.

» The information should be transparent to the market. There is a time lag to wait for
the Monthly Returns,

» An alternative may be to permit the return to be published within a few business days
after the exercise.

Disclosing long term basis on which an issuer generates or preserves business value
Question 77

As to Question 77, we AGREE with the proposal to introduce the proposed CP C.1.4 as
described in Consultation Paper paragraph 250, that directors should include in the issuer’s
annual report an explanation of the basis on which the company generates or preserves value
over the long term (the business model} and the strategy for delivering the objectives of the
company (corporate strategy).

> It is appropriate for directors to include such explanation in the issuer’s annual report.
The board has an important advisory role in shaping and deciding on corporate
strategy to enhance shareholder value and an important monitoring role to review
performance and progress towards achieving such strategy.

Directors’ insurance
Questions 78-79

As to Question 78, we AGREE with the proposal to upgrade to a CP to state that issuers
should arrange appropriate insurance for directors.

» HKIoD has long advocated that, while directors must act with diligence to discharge
duties, they must also be properly shielded from liability.

> While issuers should arrange the insurance for directors, the board should have key
authority in determining the scope and level of coverage.

As to Question 79, on the proposal to add the words “adequate and general”, we have the
following comments.
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» Our concern is with the wording “general”. In the context of an issuer’s bankruptcy,
proceeds from a “gencral” D&O insurance policy could be claimed by debtors thus
preventing such proceeds from being paid out to directors and officers. HKIoD
believes all directors (and officers) should have “supplemental” coverage that covers
only directors and officers.

» We also believe that the terms of the insurance coverage should be reviewed on a
regular basis and no less than once per year, in order to better match the changing
scale and type of the issuer’s business activities and the associated risks they bring.

PART II: SHAREHOLDERS

Shareholders’ general meetings

Notice of meeting and bundling of resolutions
Question 80

As to Question 80, we AGREE with the proposal to amend CP E.1.1 to state that issuers
should avoid “bundling” of resolutions, and where they are “bundled”, explain the reasons
and material implications in the notice of meeting.

» Issuers should give proper information not only to directors but also to shareholders.
Directors should ensure that shareholders have proper information. This is consistent
with the values embodied in the HKIoD Code of Conduct.

» For good commercial reasons, resolutions are often interdependent and linked so as to
form one significant proposal. Where resolutions are so “bundled™, it is more essential
for shareholders to understand the implications.

Voting by poll
Questions 81-84

As to Question 81 and Question 82, we support the proposal to amend Rule 13.39(4) to allow
the chairman at a general meeting to exempt procedural and administrative matters described
in paragraph 274 from voting by poll, but we have the following comments.

> The proposal attempts to define what would constitute “procedural and administrative
matiers”, and some obvious examples are given (see Consultation Paper paragraphs
274 and 275). But the concern that an issuer may by mistake — worse, with intent —
classify a matter to achieve a desired outcome remains. For example, taking a very
stiff view as to what constitute “deliberate irrelevant and repetitive questions from the
floor” in order to force closure of what might be legitimate enquiries from
shareholders can still result in a lot of shareholder dissatisfaction. A vote by poll does
not automatically redress that dissatisfaction, especially when the shareholders raising
the enquiries are in the minority.

» More guidance will be necessary and helpful. We note that the Exchange plans to
provide further guidance in Frequently Asked Questions to be published on
implementation.

As to Question 83, we AGREE with the proposed amendments to Rule 13.39(5) to clarify
disclosure in poll results.
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> We note that the amendments are to clarify the Rule rather than to change its intention.,
We consider the details that will be required by the amended Rule constitute essential
information that should be transparent to the market.

As to Question 84, we AGREE with the proposal to amend CP E.2.1 to remove the wording
“at the commencement of the meeting”.

> There is no reason to restrict the timing of giving the explanation to the start of the
meeting. There should be flexibility. We agree it may be more appropriate for the
chairman at the general meeting to explain the polling procedures at a different time,
say, right before voting.

Shareholders’ approval to appoint and remove an auditor
Questions 85-87

As to Question 85, we DISAGREE with that aspect of the new Rule 13.88 that would always
require shareholder approval to appoint the issuer’s auditor.

» To the extent permitted under the issuer’s constitutional documents and the laws of its
jurisdiction of incorporation, the issuer’s board should retain the flexibility to appoint
auditors to fill a casual vacancy resulting from the resignation of its auditor. Typically,
the auditor appointed by the board to fill casual vacancy will hold office until the
conclusion of the issuer’s next annual general meeting, and if eligible the auditor can
offer themselves for re-appointment then.

» Hong Kong company law permits board appointment to fill casual vacancy resulting
from the resignation of auditors. There is no need for the Listing Rules to be more
restrictive than Hong Kong company law in this aspect.

As to Question 86, we AGREE with the proposal to add a requirement for sharcholder
approval to remove the issuer’s auditor before the end of his term of office.

» This should be no more burdensome than what Hong Kong law would require from a
Hong Kong company. The Exchange may want to clarify that the new Rule
contemplates an ordinary resolution to be passed by all shareholders.

As to Question 87, we AGREE with the proposal to require a circular for the removal of the
auditor to shareholders.

» Akin to the requirements of Rule 13.51(4), the circular for removal of auditor (and
that for appointment as well) should specify whether or not the outgoing auditor
wishes to draw any matters to the attention of shareholders.

Directors’ attendance at meetings
Questions 88-91

As to Question 88 and Question 89, we AGREE with the proposal to upgrade to a CP stating
that NEDs (including INEDs) should actively participate in board/committee meetings and
general meetings, and contribute to the development of the issuer’s strategies and policies.
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» This is consistent with the values embodied in the HKIoD Code of Conduct.
» Developing and deciding on an issuer’s strategies and policies is the essential function
of the board of directors.

As to Question 90, we AGREE with the proposal to add a new mandatory disclosure
requirement in the corporate governance report that issuers must disclose details of
attendance at general meetings of each director by name.

> This should not be a heavy burden on an issuer or its directors.

As to Question 91, we AGREE with the proposal to amend CP E.1.2 to add reference to “any
other committees”.

» The proposed amendment merely elaborates on the notion that the board chairman
should arrange for the chair of all committees to be available to answer questions at
shareholders’ meetings. This is consistent with the role and responsibilities of a board
chairman. For this purpose, there should be no distinction among the various
committees.

» We hold the view that all directors should endeavour to attend and participate in
general meetings.

Auditor’s attendance at annual general meetings
Question 92

As to Question 92, we AGREE with the proposal to include a statement in CP E.1.2
concerning auditor’s attendance at annual general meetings.

» We hold the view that auditors should be present at annual general meetings.

> Exchange should clarify whether this is to be “management’s” or “board chairman’s”
duty to make the arrangement.

Sharcholders’ rights
Question 93

As to Question 93, we AGREE with the proposal to upgrade to mandatory disclosure of
shareholder rights under paragraph 3(b) of Appendix 23 (namely, sharcholders’ rights on
convening extraordinary general meeting; on putting enquiries to the board; and on putting
forward proposals at shareholders’ meetings).

» Such information constitutes essential information about the issuer that should be
transparent to sharcholders.

Establishing a communication policy
Question 94

As to Question 94, we AGREE with the proposal to add a new CP stating that issuers should
establish a sharcholder communication policy that is regularly reviewed by the board to
ensure its effectiveness.
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> HKIoD believes that a board should ensure that sharcholders (and other stakeholders)
be given information on the company. See HKIoD Code of Conduct article 7.

Publishing constitutional documents
Questions 95; Question 97

As to Question 95, we support the proposal to add a new Rule requiring issuers to publish an
updated and consolidated version of their M&A or constitutional documents and the HKEx
website, but we have the following comments,

» A consolidated version is most convenient to users for purpose of ascertaining the
current operative rules. However, the changes to the constitutional rules from one
time to another can also be useful information to investors and other stakeholders to
assess corporate governance aspects of the issuer. We suggest that the consolidated
version of the constitutional documents should be one that has appropriate annotations
of changes or amendments made since the original adoption. See also our response to
Question 97.

As to Question 97, we support the proposal to upgrade to mandatory disclosure of significant
changes to issuer’s constitutional documents, but we have the following comments.

» The corporate governance report is an appropriate medium for issuers to disclose
significant changes to constitutional documents.

» As a drafting matter, we think the re-numbered paragraph P(a) of Appendix 14 should
refer to “constitutional documents”, not just “articles of association”.

Publishing procedures for election of directors
Question 96

As to Question 96, we support adding a new Rule to require issuers to publish on its website
the procedures for shareholders to propose a person for election as a director, but we have the
following comments.

> HKIoD believes that sharcholders should have proper disclosure of information.

» To the extent such procedures are set out in constitutional documents, the effect of the
new rule could merely be to require issuers to make the information more prominent.
That should not be a heavy burden on issuers.

» The nomination committee should evaluate the suitability of all candidates, whether
ones they identify or ones proposed by shareholders, with the same criteria and
purpose: to select board candidates with the right mix of talent and experience who
can best serve the interest of the issuer and its shareholders as a whole.

PART III: COMPANY SECRETARY
Company Secretary’s qualifications, experience and fraining
Questions 98-104

As to Question 98, we AGREE with the proposal to introduce a new Rule 3.28 and to move
the company secretary’s qualifications and experience requirements from the existing Rule
8.17 to the new Rule. We further AGREE with the scheme of the new Rule to emphasize the
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two requirements of “academic or professional qualifications” and “relevant experience”,
with a Note to further explain what the Exchange will accept or will consider when assessing
those qualities.

» Chapter 3 is an appropriate place and a better place to house the rules on company
secretary.

As to Question 99, we AGREE that the Exchange should consider as acceptable the list of
qualifications for company secretaries set out in Consultation Paper paragraph 345.

» We believe those are appropriate academic and professional qualifications to be
considered acceptable.

As to Question 100, we AGREE that the Exchange should consider the list of items set out in
Consultation Paper paragraph 346 when deciding whether a person has the relevant
experience to perform company secretary functions.

» The Rules should make clear that qualifications and experience outside of Hong Kong
are acceptable.

» The right mix of qualifications and experience even if such is earned and accrued
outside of Hong Kong can make a person more suitable and competent to perform
company secretary functions than someone who just happen to meet some of the
qualifications set out in Consultation Paper paragraph 345.

As to Question 101, we AGREE with the proposal to remove the requirement for company
secretaries to be ordinarily resident in Hong Kong.

» The focus should be on competence to perform the functions, not on whether the
company secretary is an ordinary resident of Hong Kong.

As to Question 102, we AGREE with the proposal to repeal Rule 19A.16

> With the changes associated with the new Rule 3.28, there should be no need to retain
Rule 19A.16 to cater to Mainland issuers.

As to Question 103, we AGREE with the proposal to add Rule 3.29 requiring company
secretaries to attend 15 hours of professional training per financial year.

» Company secretaries should have up-to-date skills and knowledge to discharge their
role and responsibilities.

As to Question 104, we have the following comments.

» The proposed transitional arrangement essentially allows those who have been
company secretaries the longest to defer training the most. This does not jive with the
observation made in Consultation Paper paragraph 340, that “[corporate governance]
standards, which can be complex, change frequently and should be tailored to an
issuer’s circumstances.”
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> An alternative may be to require (or encourage) company secretaries in the various
categories under the implementation timetable described in Consultation Paper
paragraph 350 to participate in learning activities to satisfy certain “transitional”
training requirements not to the fullest extent as required by the proposed Rule 3.29.

New section in Code on company secretary
Questions 105-112

As to Question 105 and Question 106, we AGREE with the proposal to include a new section
of the Code on company secretary, and we AGREE with the proposed principle as described
in Consultation Paper paragraph 362 (and 352).

> This will better define the role and responsibilities of the company secretary.

As to Question 107, we support the proposed CP F.1.1 stating the company secretary should
be an employee of the issuer and have knowledge of the issuer’s day-to-day affairs.

% There is good reason to believe that an employee company secretary is more likely to
be familiar with the day-to-day affairs of the issuer.

» However, depending on the actual circumstances (e.g., nature and scale of the issuer’s
business, the geographic spread of the issuer’s executive and management personnel,
etc.) being an employee of an issuer may give the employee company secretary no
real significant advantage in the level of knowledge of day-to-day affairs of the issuer.

> We note that the proposed CP F.1.1 does not prohibit issuers from engaging external
service providers to perform the company secretary function.

As to Question 108, we AGREE with the proposal described in Consultation Paper paragraph
364, that if an issuer employs an external service provider, it should disclose the identity of
the contact person at the issuer.

» This is appropriate.

As to Question 109, we AGREE with the proposed CP F.1.2 that the selection, appointment
or dismissal of the company’s secretary should be the subject of a board decision.

» There is a strong argument to make it a Rule rather than a CP. The board is ultimately
responsible for corporate governance matters.

As to Question 110, we have the following comments.

> Some instance of a physical board meeting to make a final decision is desirable, but
certain aspects of the recruitment or dismissal process could in fact be dealt with more
efficiently dealt with by written resolutions.

As to Question 111, we have the following comments.

> The company secretary should report to “~both” the board chairman ~and” the chief
executive officer”, not “board chairman *and/or* the chief executive officer” as
currently worded in the proposed CP F.1.3.
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> If the issuer has a combined Chairman/CEQ, there is reason to consider having the
company secretary maintain close contact with an INED.

As to Question 112, we support the proposal to add CP F.1.5 stating that the company
secretary should maintain a record of directors training.

> The company secretary is in a good position to keep and maintain a central record for
the issuer. ,
> We also hold the view that directors should also maintain their own personal record.

CHAPTER 3: PROPOSED NON-SUBSTANTIVE AMENDMENTS
Definition of “Announcement” and “announce”
Question 113

As to Question 113, we AGREE with the proposal to include a definition in the Rules for the
terms “announcement” and “announce” as described in paragraph 371.

» This will clarify the issue.

Authorized Representatives’ contact details
Question 114

As to Question 114, we AGREE with the proposal to amend Rule 3.06(1) to add reference to
an authorized representative’s contact details beyond mobile number to include other modes
of communication.

> It is essential for the Exchange to be able to contact authorized representative and it
will ultimately be beneficial to issuers if the Exchange knows how best to reach the
authorized representatives.

Merging corporate governance report requirements into Appendix 14
Questions 115-116

As to Question 115 and Question 116, we AGREE with the proposal to merge Appendix 23
into Appendix 14, to make the substantive and consequential changes as described in
Consultation Paper paragraphs 380 and 381.

» We think this will enable readers to better understand the requirements.

-END-
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The Hong Kong Insticute of Directors ("HKIoD™)
Caode of Conduct (“the Code") has been developed
with the following purposes:-

* To facilitate company directors in meeting high
standards of professionalism and ethics,

*» To provide guidance to directors in practice and

* To lay down che standards thac HKIoDD expeces of its
members in fulfilling the roles and responsibilities
of directors.

The principles set out in the Code are applicable co:

* Both executive directors and non-execucive directors
and

* Directors  of all  organizacions, including
listed companies, private companies and
non-prafit-distributing organizations.

While Jaw and regulation prescribe a business
framework wich basic requirements, the Code is an
important element supporting & self-regulacory
approach to director practices and the conduct of
business, When upheld by all in a group, or indeed
the entire society, the Code contributes to the
development of a culture of accountabilicy and
greater confidence in che group or the society
involved. Moreover, the Code also contributes to
the enhancement of the image of the group which
adopts and embraces it.



Lifective 5 July 2003, Fellows and Members of The
Hong Kong Institate of Directors have o be bound
by the Code. Associates of the Instituce and other
directors are encouraged to comply. Should there be
cause for complaine, Fellows and Members are
subject to review and subsequent disciplinary
action, if proven with failure to comply with the
principles and spirit contained in the Code.

The Code is subject to revision in order to address
issues of imporrance as they arise and o progress in
pace with current trends in corporate governance,

MISSION, VISION AND VALUES: The Cocde has
been developed to synchronize and integrate with
the mission, vision and values of HKIoD,

Mission:The Hong Kong Institute of Direcrors is
Flong Kong's premier  Dbody  representing
professional directors working together to promote
good corporate governance and to centribute
towards advancing the status of Hong Kong, both
in China and internatzonally.

Vision:  We are an Instituse recognized locally and
internacionally as  an  authoritative advocare,
influential promoter and dynamic facilitaror of
excellence in director practices in a mult-cultural
environment  through  education, information,
accreditacion, valus-added service and communicy
integracion.

Values: The HKIoD Code of Conduct embraces the -
values of Becoming Conduct, Honesty, Legality,
Diligence,  Acconntability, Integriry,  Justice,
Leadership in Enterprise, Participation, Excellence in
Contribution, Continuing Professional Development
anc Dhscipline.



 THE CODE
A member of The Hong Kong Institute of
Directors undertakes to uphold the Insciente's
Code of Conduct in fulfilling the roles and

responsibilities as a company director wich che
following commitment:

L.Becoming Conduct: To behave with conduct which
becomes a member of the ulrimace body thar is
responsible for corporate governance and hence the
prosperity and integricy of the company.

2. Honesty: To act in good faith in che best inrerests of
the company, exercising powers for their proper
purpose,

3.Legality: To act within the legal framework as
conterred oo directors by the Companies Ordinance,
the company's Mesorandun and Articles of Asrociation
and any other relevant documents of auchority.

4. Diligence: To exercise care, skills und due diligence

5. Acconntability: To be accountable to the company
and its shareholders.

6. Lntegrity: To avoid conflices of duty and personal
interest and to promote echical director and
company conduct.



7. Justice:  To ensure equality of sharcholder
opportunity and adequate and proper disclosure of
information to relevant partics.

8. Leadership in Enterprise: To enhance sharcholder
value by steering the company through sound
strategic directions, proper internal control and alert
risk management,

9. Participation: To contribute towards a participarive
board culture as well as enlightened and considered
decision-making processes.

10.Excellence  in  Contribution: 'lo  engage in
self-assessment of work performance from time to
time 30 as to align with the goals of the company and
enhance persenal and board contribution towards
the company.

11.CPD: “lo  pursue coneinuing  professional
development programmes for directors so as o
master up-to-dare knowledge, skills and best
director practices.

12.Discipline: To be subject to review by a disciplinary
panel and an appeal panel, if necessary, set up by The
Hong Kong Insticute of Directors, should any canse
for complaint call for such a review.



The guidelines are explanatory notes aiming to assist
members in complying with the Cede. They are not
meant to be exhaustive and similar co the Code, are
subject to review and revision. In the guidelines,
words in singular purports plural as well and
references in masculine gender cover both genders.

L. Becoming Conduct: To behave with conduct

which becomes a member of the ultimate
‘body that is responsible for corporate
governance and hence the prosperity and
integrity of the company. '

A director should recognize thac the board 1s che
uleimate body responsible for corporate governance
and hence the prosperity and integrity of the
comnpany. As a member of the board, a director has
individual and collective responsibility in leading
the company.

Each director should make his best endeavours to
ensure that the board fulfills its key role of
safeguarding  and improving the company’s
prosperity. At the same eime, a director should
ensure that such processes are executed in a proper
approach.

When acting on behalf of the board, a director
should carry dignity and grace,

2. Honesty: To act in good faith in the best
interests of the company, exercising powers
for their proper purpose. '

A director owes his responsibility to the company
and should therefore have the best interests of the



company in mind. When executing the powers
entrusted upon him, a direccor should ensure chat
the purpose has been specified clearly and is properly
understocd.

A director must acquire a broad knowledge abour
the business of the company and the staturory and
regulatory  requiremencs  affecting  company
direction. Moreover, a director should have full
understanding of the vision, misston, values and
strategic plans of the company. A director must
make the iniciative to ask for relevanc informarion
although the onus to supply the information s on
the company.

In the exercise of his responsibilities, a director must
be prepared and have the courage o express
disagreement, if necessary, with other board
members, including the chairman or the CRO.
When a director concludes that he cannor acquiesce
in a decision of the board, he must pronounce chis
status and may ask for addicional legal, accounting
or other pmfessimnal advice.

3 Legahiy ’1"0 act wwhm fhe icgal e amcwork
a8 co&tcrmd on., Xe
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A director should at all times comply with the law,
regulation and relevant codes, A director should also
endeavour to ensure that the company complies with
the law, regulation and relevant codes.

A director should have a general understanding of
the stipulation of the Companies Owdinance and a
careful perusal of the company’s Memorandum and



Avticles of Assoiation.  In the case of a listed
company or 2 regulated business, a director should
have understanding of the Liwing Rufes and the
aceompanying Code and other relevanc Ordinances
where applicable.

4. .Dih'gence: To exercise care, skills ?:inci due
diligence, -

In return for the trust bestowed on him Dby
shareholders, a director should be diligent in
discharging his duties to the company. A director
must strive co attend all meetings of the board and the
committee(s) of the board that he is 2 member of.

A director should give all board papers conscientious
scrutiny and endeavour to understand the contents
in order to actively participate in board discussions.
In approaching board matters, a direcror must
EXErcise care, examining options and  various
perspectives. In all assessments of board matters, a
director should apply his personal skills.

5. Accountability: To be accountable to the company
and its shareholders.

A dircceor is accountable primatily to the company.
Each director should endeavour to ensure that the
company is financially viable, properly managed and
constancly improved.

A digector should seek o understand  che
expectations of shareholders and endeavour to fulfill
them when deciding upon the best incereses of the
company.

In evaluaring che intereses of cthe company, a director
should cake into account the intereses of the



sharcholders as a whole, but where appropriate should
take into account the interests of other seakeholders,
e all individuals and groups which the beard judges
to have a legitimate interest in the achievement of
company objeccives and the way in which these
objectives are achieved. A director should help the
board to promote goodwill with stakeholders.

,;x,,v,z
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A director must not take improper advaniage of his
position as direceor for personal gains.

A director should avoid conflices of interest. The
personal interests of a director and those of assoclated
persons must not take precedence over intereses of a
company. Full and prior disclosure of any contlict or
potential conflice must be made to the board. In the
case of an actual or potential conflict, a director must
refrain from participating in the discussions and
voting on that matter.

A director should not divulge confidential information
made available in the course of performing his duties as
a director, unless that disclosure is required by law and
has been properly auchorized.

A director should endeavour to ensure that the
company is engaged in ethical conduct and discharge
of corporate social responsibilities. A director muse
evaluate the impact of the company's action In a
broad social context, paying special actendon to the
environment, occupational healch and safery, employee
relations, equal opportunities, anti-corruption policies,
personal daca protection, fair competition, consumer
rights and other societal issues.



7. Justice: To ensure equality of shareholder
opportunity and adequate and proper
disclosure of informartion to relevant parties,

A director should seek to ensure that all shareholders
or all classes of shareholders are rtreated faicly
according to their relative rights.

A director should endeavour to ensure chae che board
conducts proper communication with shareholders
on the general strategies of the company and o assist
to ensure proper disclosure of information to
shareholders, regulators and other stakeholders
where relevant.

8. Leadership in Enterprise: To enhance
shareholder value by steering the company
through sound strategic directions, proper
internal control and alert risk management.

A director should endeavour to ensure chat the board
is properly constituted, structured and managed in
fulfilling its roles, so as to ultimately enhance
shareholder value,

A direcror should assist his board in establishing
vision, mission, values, strategic plans and goals and
targets for the company, delegating appropriately to
management and motivating and monitoring
management in the meeting of goals and targets.

In the strategic plans, a director should endeavour to
cnsure that the board exercises creativity and
versatility in developing business and creating
wealth for the company.

A director should endeavour o ensure that the board
puts in place proper checks and balances and audic

1e



control, ar the same time making sure that there is
open access between the board and the audivors.

A director should at all times be alert to risk
management of the company.

| 'Iﬁ;’bﬂé?ées.

A director should take a conscientious and active
part in the board,

A director should acrempr to communicate swith
colleagues on the board by conveying clearly his
deliberations and listening objeccively tw other
board members.  In order to contribute towards
quality discussions, a director should endeavour to
give thorough thoughts to the subject matter, to
produce independent analyses and rto dc—-veiop
innovative ideas so as to help the board in arriving a
wise decisions.

10, Excc:liem:e. To engage in seif a&ses&mm!: c}t
worl penfcxrmmw from time to time $0 as to
ith the goals of the company and
hance’ personal and board matmbwtmn

he Ccmpdny : o

A director should be constantly in pursuit of
excellence. In order to do chis, a director should
engage in self-assessment of work performance {rom
time te time. The assessment should be conducted
in conjuncrion with the role and achievemnent of the
director within the board and how well he
contributes in the board towards meering the goals
of the company. The aim is to seek improvement in
contribucion towards the board and the company.

i1



A director should endesvour to influence the board
in the pursuit of self-improvement and excellence.

11. CPD: To pursue continuing professional
development programmes for directors so as
to remain up-to-date with knowledge, skills
and best director practices.

A director should keep abreast of both practical
and theoretical developments in direction to ensure
that he is equipped with best practices. Every
member of HKIoD is obliged to engage in CPD
{continuing professional development) chrough
the membership accreditation system of CPD.

12. Discipline: To be subject to review by
disciplinary panel and an appeal panel,
if necessary, set up by The Hong Kong
Insticute of Directors, should any cause of
complaint call for such a review,

HKIeD members must honour the Cade in letter as
well as spirit.

If cthere is any cause for complaint and call for
investipation, a member of HKIoD is subject to
review by a disciplinary panel set up by The Hong
Kong Institute of Directors. If the member is not
satisfied with che decision of the disciplinary panel,
he may seck hearing by an appeal pancl ser up by che
Insticuce. Thereafter, he should abide by the [inal
decisions of the appeal panel.
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Appendix II

ERE TR T
The Hong Kong Institute of Directors

Summary of Guidelines for HKIoD Membership Accreditation Through CPD
Effective year 1Jan-31 Dec 2011 For Guidelines & Form: http://www.hkiod.com/accreditation.htm!

Membership Grades Applicable: Fellows and Members of HKIoD (FHKIoD and MHKIoD)

Mandatory Minimum Total CPD Hours:-

10 hours per annum with at least 1 hour obtained from Category 1 CPD Activities, or

12 hours per annum if all hours are derived from Category 2 CPD Activities.
Recommended Best Practice:-

20 hours per annum, with award for achieving or exceeding this time upon CPD Validation.
Notes:-
Category 1 refers to CPD activities organised by or related to HKIoD.
Category 2 refers to CPD activities organised by or related to other bodies.

Declaration of Fulfillment is made by all members, upon renewal of membership, by filing with
HKIoD the Membership Renewal Statement, with, infer alia, the following data:-

* required signature for a declaration in having fulfilled the Minimum Total CPD Hours. and

» optional filling in of the Actual Total CPD Hours undertaken.

CPD Validation is executed by members by filing with HKIoD, either in response to request by
HKIoD or by voluntary submission, the Record of Continuing Professional Development, detailing
breakdown of CPD activities.

Exemptions: applicable to Associates and Affiliates of HKIoD and those who fit the Rule of 100, ie
(age + director experience in years) =/> 100. Those who qualify for exemption are still encouraged to
pursue CPD as a recommended practice.

CPD Activities, a norn-exhaustive list of opportunities producing learning outcome:-

Formal CPD - involves some form of interaction with other individuvals, eg

¢ Attending HKIoD training courses

Attending HKIoD speaker forums

Attending training courses of other bodies with relevance to director development.

Attending speaker forums of other bodies with relevance to director development,

Delivery of talks in HKIoD forums or facilitating HKIoD training courses.

Delivery of talks or facilitating training courses organized by other bodies with relevance to

director development.

e Organizing HKIoD talks or events.

» Organizing talks or events of other bodies with relevance to director development,

¢ Director work based: in-house training

Director work based: leading a new technique or discipline

Director work based: making a presentation after research

Director work based: coaching or mentoring regarding director practices

Service: HKIoD committee work

Service: board work or commitiece work regarding director practices in public duties and

community services with skills applied in areas beyond one’s principal engagement in

profession/industry.

Informal CPD - covers self-directed learning where there is no interaction with other individuals, eg

o Knowledge relevant to director development, from relevant books, general/business journals,
general/business press, documentaries, videos, audio materials, distance-learning, e-learning,

» Authoring a paper or article with relevance to director development.
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