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OUR STRONG BELIEF IN GOVERNANCE

Hang Lung firmly believes that strong governance is the foundation
for delivering the corporate objective of maximizing return to its
stakeholders over the long term. The core of the governance structure
is an effective and qualified Board of Directors (the “Board”) which is
committed to maintaining a high standard of corporate governance,
sound internal controls and effective risk management to enhance
transparency, accountability, integrity and honesty, in order to earn the
confidence of our shareholders and other stakeholders.

CORPORATE GOVERNANCE STRUCTURE

B R B A 351D
Shareholders and Other Stakeholders
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A SOUND CORPORATE CULTURE

As good governance is essential to corporate success, we instill the
core principle of good corporate governance into our corporate culture.
A sound governance culture has to reach all levels. The management
together with the Board strive to build up controls internally as well as
externally to ensure a good corporate governance culture which will
benefit all stakeholders.

PROFESSIONAL AND RESPONSIBLE MANAGEMENT

The Board comprises professionals from different facets of society who
bring a wide range of business and financial experience and expertise to
the Board. The Board includes a balanced composition of Executive and
Non-Executive Directors so that there is a strong independent element
on the Board which can effectively exercise independent judgment.
To enhance the function of the Board, three Board Committees,
namely the Executive Committee, Audit Committee and Nomination
and Remuneration Committee had been set up to take up different
responsibilities.

PRUDENT RISK MANAGEMENT

The Group recognizes the various risk factors it will face in its
operations, and properly deals with them in a manageable manner by
setting a good internal control environment and making continuous
improvements to suit changing operational needs. Further explanations
are disclosed hereunder and under the paragraph headed “Risk
Management” in the Management Discussion and Analysis of this
annual report.
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The following are the major aspects of our corporate governance
practice in addition to the code provisions and some recommended
best practices of the Corporate Governance Code (the “CG Code”) as
stated in Appendix 14 of the Rules Governing the Listing of Securities
(the “Listing Rules”) on The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”).
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Six regular Board Meetings were held in 2013.

A strong independent element is maintained on the Board as over half of the
Board is represented by Independent Non-Executive Directors.

Management is invited to join the Board Meetings, where appropriate, to
provide appropriate information to enable the Directors to make an informed
decision and to discharge their duties and responsibilities.

The Nomination and Remuneration Committee comprises only Independent
Non-Executive Directors to ensure no Executive Director is involved in
deciding his own remuneration package.

The Audit Committee met the external auditor four times without the
presence of the Executive Board members in 2013.

Since 2008, the Company has announced its interim and annual results
within one month from the end of the accounting period.

Our Internal Audit Department is independent of our daily operation and
accounting functions.

The Company has adopted a corporate Code of Conduct since 1994, which
is applicable to all staff and Directors. The Code of Conduct contains our
whistle-blowing policy.

The Company has been publishing a separate Sustainability Report before
the Stock Exchange’s introduction of the Environmental, Social and
Governance Reporting Guide as a recommended practice for the financial
years ending after December 31, 2012. The standalone Sustainability Report
is available on our website and the website of Hong Kong Exchanges and
Clearing Limited (“HKEX").

The Company continuously enhances its website as a means of communication
with stakeholders. Principal corporate governance structures, newsletters
and webcasts of analysts’ briefings are available on our website.
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(1) The Board
1. Composition and Functions

The Board currently comprises ten persons:

e three Executive Directors, namely, Mr Ronnie C. Chan, Mr Philip N.L.
Chen and Mr H.C. Ho;

¢ one Non-Executive Director, Mr Nelson W.L. Yuen; and

¢ six Independent Non-Executive Directors, namely, Mr S.S. Yin, Mr
Ronald J. Arculli, Dr H.K. Cheng, Ms Laura L.Y. Chen, Prof P.W. Liu
and Mr Dominic C.F. Ho. They possess appropriate academic and
professional qualifications or related financial management expertise
and have brought a wide range of business and financial experience
to the Board.

The Board has established a policy setting out the approach to achieve
diversity on the Board (the “Board Diversity Policy”) with the aims of
enhancing Board effectiveness and corporate governance as well as
achieving our business objectives and sustainable development. Board
diversity has been considered from a number of aspects, including
but not limited to gender, age, cultural and educational background,
ethnicity, professional experience, required expertise, skills, knowledge
and length of service. The current Board consists of a diverse mix
of Board members appropriate to the requirement of the business
of the Company, and depending on the growing business needs
and availability of the human resources market, suitable qualified
individuals will be considered.

An updated list of Board members identifying their roles and functions
and whether they are Independent Non-Executive Directors is
maintained on our website and the website of HKEx. Their biographical
details, disclosed on pages 126 to 132 of this annual report, are also
maintained on our website.

The Board is responsible for, among other things:
e ensuring continuity of leadership;
e development of sound business strategies;

e availability of adequate capital and managerial resources to
implement the business strategies adopted; and

e adequacy of systems of financial and internal controls and conduct
of business in conformity with applicable laws and regulations.

2013 &3k ANNUAL REPORT
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Non-Executive Directors (including the Independent Non-Executive
Directors) have made a positive contribution to the development of the
Company’s strategies and policies through independent, constructive
and informed comments. They gave the Board and the Committees
on which they serve the benefit of their skills, expertise and varied
backgrounds and qualifications through regular attendance and active
participation.

All Directors are required to disclose to the Company their offices held in
public companies or organizations and other significant commitments.

In 2013, six regular Board Meetings were held. Three Board Meetings
were held during three offsite Board trips including visits to Wuxi for
the opening ceremony of Center 66 and Wuhan for the groundbreaking
ceremony of Heartland 66.

Details of Directors’ attendance records in 2013 are set out below:

HE/ BTEER
Meetings Attended/Held
—E-=F
EEE BRRBFEAE
FMzEEEe ([BFAg)])
FEHZZEEE Nominationand 2013 Annual
EER Audit Remuneration General Meeting
BE Directors Board Committee Committee (“AGM™)
BYKHITEE  Independent Non-Executive Directors
BR s B S.S.Yin 5/6 NE A N/A TE A N/A 11
BER Ronald J. Arculli 4/6 i A N/A 1/1 1/1
LIpEX H.K. Cheng 6/6 4/4 1/1 1/1
FR&E1S Laura L.Y. Chen 4/6 3/4 1/1 0/1
BEinE P.W. Liu 6/6 4/4 1/1 1/1
Epih= Dominic C.F. Ho 6/6 4/4 1/1 1/1
EHITES Non-Executive Director
=ER Nelson W.L. Yuen 6/6 N3 A N/A i@ A N/A 1/1
HITES Executive Directors
PR Ronnie C. Chan 6/6 TEAN/A N N/A 1/1
58 g 4% Philip N.L. Chen 6/6 i A N/A i@ A N/A 1/1
BEA= H.C. Ho 6/6 i A N/A AiEF N/A 1/1
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All Directors can give notice to the Chairman or the Company Secretary
if they intend to include matters in the agenda for Board Meetings.
Full Board or Committee papers will be sent to all Directors or
Committee members at least three days before the intended date of a
Board Meeting or Committee Meeting respectively. Management also
supplies the Board and its Committees with sufficient information and
explanations so as to enable them to make an informed assessment of
financial and other information put before the Board and its Committees
for approval. Management is also invited to join Board Meetings where
appropriate.

Furthermore, management provides all Board members with monthly
updates which give a balanced and understandable assessment of the
Company’s performance, position and prospects in sufficient detail to
enable the Board as a whole and each Director to discharge their duties
under the Listing Rules.

All the Directors are entitled to have access to timely information in
relation to our business and make further enquiries where necessary,
and they can have separate and independent access to management.

In addition, all Directors have access to the advice and services of
the Company Secretary, a full time employee of the Company, who is
responsible to the Board for ensuring that procedures are followed and
that all applicable laws, rules and regulations are complied with. The
Company Secretary supports the Board by ensuring good information
flow within the Board and is also a source of advice to the Chairman and
to the Board on corporate governance and the implementation of the CG
Code. The Company Secretary has confirmed that she has taken no less
than 15 hours of relevant professional training in 2013.

Procedures have also been agreed by the Board to enable Directors to
seek independent professional advice at the Company’s expense.

Under our articles of association, a Director shall not vote or be counted
in the quorum in respect of any contract or arrangement in which he/
she or any of his/her associates is/are materially interested.

We have also arranged appropriate insurance cover on Directors’ and
officers’ liabilities in respect of legal actions against them arising from
corporate activities.
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2. Chairman and Managing Director

There is a clear division of responsibilities between the Chairman and
the Managing Director to ensure a balance of power and authority.

Chairman

The Chairman, Mr Ronnie C. Chan, provides leadership for the Board.
He is responsible for ensuring that all Directors receive, in a timely
manner, adequate information which must be accurate, clear, complete
and reliable and that Directors are properly briefed on issues arising at
Board Meetings. He also ensures that:

e the Board works effectively and discharges its responsibilities;

¢ all key and appropriate issues are discussed by the Board in a timely
manner;

* good corporate governance practices and procedures are
established; and

* appropriate steps are taken to provide effective communication with
shareholders and that their views are communicated to the Board
as a whole.

He, at least annually, holds meetings with the Non-Executive Directors
(including Independent Non-Executive Directors) without the Executive
Directors being present.

He is primarily responsible for drawing up and approving the agenda
for each Board Meeting. He takes into account, where appropriate, any
matters proposed by the other Directors for inclusion in the agenda, or
delegates such responsibility to the Company Secretary.

He encourages all Directors to make an active contribution to the
Board’s affairs and takes the lead to ensure that the Board acts in the
best interests of the Company. He encourages Directors with different
views to voice their concerns, and allows sufficient time for discussion
of issues on which the Board can deliberate and reach decisions.

He promotes a culture of openness and debate by facilitating the
effective contributions of Non-Executive Directors in particular and
ensures constructive relations between Executive Directors and Non-
Executive Directors.
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Managing Director

The Managing Director, Mr Philip N.L. Chen, is a member of the
Executive Committee of the Company and is responsible for:

e operating the business of the Company and implementing policies
and strategies adopted by the Board;

e the Company’s day-to-day management in accordance with the
instructions issued by the Board;

¢ developing strategic operating plans that reflect the objectives and
priorities established by the Board and maintaining operational
performance; and

e ensuring the adequacy of financial and internal control systems
and the conduct of business in conformity with applicable laws and
regulations.

The Managing Director chairs the monthly meetings of the Company’s
various operational divisions. He reports to the Board from time to time
on matters of material importance.

3. Independence of Non-Executive Directors

We have received from each of our Independent Non-Executive
Directors an annual confirmation of his/her independence pursuant
to rule 3.13 of the Listing Rules. We consider the Independent
Non-Executive Directors are independent.

To further enhance accountability, any appointment of an Independent
Non-Executive Director who has served on the Board for more than
nine years will be subject to a separate resolution to be approved by
shareholders. We will state in the notice of the AGM the reason why we
consider the Independent Non-Executive Director is still independent
and our recommendation to shareholders to vote in favor of the
re-election of such Independent Non-Executive Director.

2013 &3k ANNUAL REPORT
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4. Appointment, Re-election and Removal

In accordance with our articles of association, one-third of the
Directors are required to retire from office by rotation for re-election
by shareholders at an AGM. In addition, every Director is subject
to retirement by rotation at least once every three years, and new
appointments to the Board are subject to re-election by shareholders
at the upcoming general meeting. Names of such Directors eligible for
re-election being accompanied by detailed biographies will be stated in
the notice of the general meeting.

The Non-Executive Director and Independent Non-Executive Directors
are appointed for specific terms, which coincide with their expected
dates of retirement by rotation at least once every three years.

5. Directors’ Continuous Professional Development

Every newly appointed Director will meet with fellow Directors and
key executives, and will receive a comprehensive, formal and tailored
induction on the first occasion of his/her appointment. Subsequently,
he/she will receive any briefing and professional development necessary
to ensure he/she has a proper understanding of the Company’s
operations and business and full awareness of his/her responsibilities
under statute and common law, the Listing Rules, legal and other
regulatory requirements, and especially the Company’s business and
governance policies. The Company Secretary facilitates induction and
professional development of Directors.

All Directors are encouraged to participate in continuous professional
development to develop and refresh their knowledge and skills to
ensure their contribution to the Board remains informed and relevant.
In 2013, the Company has arranged for Directors a presentation on the
development of online shopping and its challenges ahead and three
offsite Board trips including two visits to our property development
projects in mainland China.
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Record of training received by each existing Director in 2013 is
summarized below:

EFIER
BE Directors Types of Training
PR A SR Ronnie C. Chan A B,C,D
BB S.S. Yin A B, D
PREE#E Philip N.L. Chen A, B,C D
RIER Nelson W.L. Yuen A B, D
BEE Ronald J. Arculli A, B,C D
] H.K. Cheng A B,D
PR £5 14 Laura L.Y. Chen A B,C,D
g P.W. Liu A /B,D
G Dominic C.F. Ho A B,D
fAZZ8 H.C. Ho A, B,D

A HEMNE/ wE

Attending seminar(s)/forum(s)

B MEAM—RER HEERRKRE ZEFBEREEEZEH
Reading materials relating to general business, property development and
investment, directors’ duties and responsibilities and so on

C  RONIRRT & / FhiB e

Giving talks to external seminar(s)/forum(s)

D HEARES/ EHTE

Attending corporate event(s)/visit(s)

D
e
4t
all
e
&
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(1) Delegation by the Board

The Executive Committee, Audit Committee and Nomination and
Remuneration Committee were formed in 1989, 1999 and 2003
respectively.

1. Executive Committee

The Executive Committee of the Board of the Company was formed in
1989. Its members are all the Executive Directors of the Company, who
meet regularly to establish the strategic direction of the Company, and to
monitor the performance of management. Clear terms of reference have
been adopted by the Board, and guidelines were also set up for certain
issues requiring Board approval. Each of the Committee members has
full understanding on determining which issues require a decision of
the full Board and which are delegated by the Board to the Committee
or management.
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2. Audit Committee

An Audit Committee was established by the Board in 1999, and
now comprises four Independent Non-Executive Directors with
appropriate academic and professional qualifications or related
financial management expertise, namely Dr H.K. Cheng (Chairman of
the Committee), Ms Laura L.Y. Chen, Prof PW. Liu and Mr. Dominic
C.F. Ho.

Under the CG Code, it is required that meetings are held at least two
times a year with the external auditor. Separate meetings will also need
to be held with the external auditor (in the absence of management) as
and when required. The Audit Committee has exceeded the CG Code
and has held four meetings for the purpose of, inter alia, discussing
the nature and scope of internal audit work and assessing the Group’s
internal controls in 2013. Moreover, the Committee met the external
auditor four times in 2013 without the presence of the Executive
Board members.

The terms of reference explaining the Committee’s role and authority,
which include duties regarding corporate governance functions and
as a minimum the specific duties as stipulated in the Listing Rules are
available on both our website and the website of HKEX.

The Committee is authorized by the Board to investigate any activity
within its terms of reference; to seek any information it requires from
any employee and all employees are directed to co-operate with any
requests made by the Committee; to obtain outside legal or other
independent professional advice; and to secure the attendance of
outsiders with relevant experience and expertise to their meetings
if necessary. Sufficient resources are provided to the Committee to
discharge its duty.
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In 2013, the Audit Committee has performed, inter alia, the following:

Relationship with External Auditor, Review of Financial Information

and Oversight of Financial Reporting System and Internal Control

Procedures

reviewed and obtained explanation from management and the
external auditor on the interim and annual results, including
causes of changes from the previous accounting period, effects
on the application of new accounting policies, compliance with the
Listing Rules and relevant legislation, and any audit issues, before
recommending their adoption by the Board;

considered and proposed to the Board the re-appointment of KPMG
as the Company’s external auditor;

considered and approved the procedures and guidelines in
employing the external auditor to perform non-audit assignments for
the Company;

received and reviewed the internal audit reports from the Internal
Auditor;

held meetings with the external auditor in the absence of management
to discuss any material audit issues;

held meetings with the Internal Auditor in private to discuss material
internal audit issues;

approved the internal audit program for 2014; and

carried out reviews of the internal control system of the Company
including senior management’s structure, risk management, the
adequacy of resources, staff qualifications and experience, training
programs and the Company’s procedures for financial and functional
reporting.

Corporate Governance Functions

reviewed and approved the Company’s policies on corporate
governance and compliance with legal and regulatory requirements;

reviewed and monitored the training and continuous professional
development of Directors; and

reviewed the Company’s compliance with the CG Code and
disclosure in the Corporate Governance Report.

2013 &3k ANNUAL REPORT



3. BERFWNESE
REMFMEEER _TT=F * H
AIREBRABELIFRTES  DAlR
BHREHER (ZEEXF) EEBEE
WEPHHEL - REB LT RAHELE -
ZEREBETEHETERNEHEBEANE
Rz&dE BREBEFHREZERNE
REERTEETNEREREABZGRLK

Ll
[
2
<t

BITT—REZ - UEH (AP EE) EF
BZRERE EFXHFMREEREKES
THCBER ©

ZEGZRESEL2REEE TR
TE-ZF 2B T ARE RIEFT - &
BRIz ZEeRERE (2R MER LR
AFTREZ RBRE) R AREEERS
P48 - AL -

ZEQERTTWEIERE

c BHEERBRESTLRERANG
L

. BHEERZEM  MRES T

o HEBIEITEE MBI

s MEELHBRAEREMDE  HEIRLEH
ATHEES IREREFHED
e

s MEENBFAGLREZEFTRNESR
ISy e

s MARRIZRESMNaMEEABZH
MR 2R - MESRRLES

s BEBAMNBTEFTNERERABRZH
M58 BREEREND  RIKEER
MEEEERRE R

 MIFMTTESR MBI IFMITEST 2ME
RAEEBRELESR -

2
N%4
R
W%
AR
'}'\\e
&N
=

3.  Nomination and Remuneration Committee

A Nomination and Remuneration Committee, set up in 2003, now
comprises five Independent Non-Executive Directors, namely Prof P.W.
Liu (Chairman of the Committee), Mr Ronald J. Arculli, Dr H.K. Cheng,
Ms Laura L.Y. Chen and Mr Dominic C.F. Ho. Regular meetings were
held to review human resources issues, including significant changes
in the salary structure of the Group and terms and conditions affecting
Executive Directors and senior management. The Committee met
once in 2013 to review, inter alia, the composition of Board members,
Directors’ remuneration and the Board Diversity Policy.

The terms of reference explaining the Committee’s role have been
reviewed and revised with reference to the changes to the CG Code
during 2013. The revised terms of reference, include as a minimum
the specific duties as stipulated in the Listing Rules can be accessed
on both our website and the website of HKEx.

The major work performed by the Committee in 2013 included the
following:

e reviewed the Board Diversity Policy and its implementation;

e reviewed the structure, size and diversity of the Board;

e assessed the independence of the Independent Non-Executive
Directors;

* made recommendations to the Board on the selection of individuals
nominated for directorship in view of the qualifications and related
expertise;

* made recommendations to the Board on the re-election of retiring
Directors at the AGM;

* made recommendations to the Board on the Company’s policy and
structure for all Directors and senior management remuneration;

e determined the remuneration packages of individual Executive
Directors and senior management, including benefits in kind,
pension rights and compensation payments; and

* made recommendations to the Board on the remuneration of the
Non-Executive Director and Independent Non-Executive Directors.
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The remuneration package of Executive Directors and senior
management, including discretionary bonus and share options, is based
on the following criteria:

e individual performance;

skills and knowledge;
¢ involvement in the Group’s affairs;
e achievement of business targets; and

e performance and profitability of the Group.

The Committee also considers factors such as salaries paid by
comparable companies, time commitment and responsibilities, and
employment conditions elsewhere in the Group.

The Committee obtains benchmark reports for evaluation of market
trends and the competitive levels of remuneration being offered to
Directors and senior management. Sufficient resources are provided to
the Committee to discharge its duties. The Committee may consult the
Chairman and the Managing Director about remuneration proposals of
other Executive Directors and has access to independent professional
advice if necessary.

Details of remuneration payable to members of the senior management
(which includes Executive Directors only) are disclosed in note 7 on the
financial statement.

4. Management Functions

Senior management includes Executive Directors of the Company
only. Their duties were explained in the paragraph headed “Executive
Committee” above. Key executives are responsible for the day-to-
day operations and administration function of the Group under the
leadership of the Executive Directors. The Board has given clear
directions to management as to the matters that must be approved by
the Board before decisions are made on behalf of the Company. The
types of decisions to be delegated by the Board to management include
implementation of the strategy and direction determined by the Board,
operation of the Group’s businesses, preparation of financial statements
and operating budgets, and compliance with applicable laws and
regulations. These arrangements will be reviewed periodically to ensure
that they remain appropriate to our needs.
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(1) Directors’ Securities Transactions and Share Interests

1. Compliance with Model Code

We have set out guidelines regarding securities transactions by
Directors under “Transactions in the Company’s Shares” in our Code of
Conduct according to the required standard set out in the Model Code
for Securities Transactions by Directors of Listed Issuers contained in
Appendix 10 to the Listing Rules (the “Model Code”). The Company has
made specific enquiries to all Directors and confirmed that they have
complied with the required standard set out in the Model Code and the
Code of Conduct regarding Directors’ securities transactions.

2. Share Interests of Directors

Details of Directors’ interests in shares of the Company and our listed
parent company, Hang Lung Group Limited, as at December 31, 2013
are as follows:

¥ /NG| EEEEERAT

The Company Hang Lung Group Limited
RIBHIRE RIBERE
RBEE B gk - =] TR 2 IR
Number of Number of Shares Number of Number of Shares
EENR Name of Directors Shares under Option Shares under Option
PBRECR Ronnie C. Chan - 41,070,000 - 11,790,000
ERH & S.S.Yin - - , _
PR EA 1% Philip N.L. Chen - 19,000,000 = =
RER Nelson W.L. Yuen - 24,320,000 - -
BER Ronald J. Arculli 724,346 - 1,089,975 =
B% 5 H.K. Cheng - - - -
PR241G Laura L.Y. Chen = = - -
BmE P.W. Liu 100,000 - - -
By Dominic C.F. Ho = = = -
BES= H.C. Ho - 8,600,000 — -
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(IV) Accountability and Audit
1. Financial Reporting

Directors acknowledge their responsibility for preparing the financial
statements on a going concern basis, with supporting assumptions or
qualifications as necessary. The Company’s financial statements are
prepared in accordance with the Listing Rules, Companies Ordinance
and also the accounting principles and practices generally accepted
in Hong Kong. Appropriate accounting policies are selected and
applied consistently; judgments and estimates made are prudent and
reasonable. A statement by the external auditor, KPMG, about their
reporting responsibilities is included in the Independent Auditor’s Report
on the Company’s financial statements.

The Directors endeavor to ensure a balanced, clear and understandable
assessment of the Company’s position and prospects in annual reports,
interim reports, price-sensitive announcements and other disclosures
required under the Listing Rules and other statutory requirements.

2. Internal Controls

We maintain a good internal control environment to enable the internal
control systems and procedures to perform effectively and to make
improvements where necessary. The Code of Conduct details the
Group’s philosophy in running its business and acts as a benchmark
for all staff to follow.

Internal control systems have been designed to allow us to monitor
the Group’s overall financial position, to safeguard its assets against
loss and misappropriation, to provide reasonable assurance against
material fraud and errors, and to manage the risk in failing to achieve
the Group’s objectives. Our internal control systems are developed with
reference to the COSO (Committee of Sponsoring Organizations of the
Treadway Commission) principles. There are five important elements for
an effective internal control system as follows:
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Control environment — the foundation for the other components of
internal control. The resulting control environment has a pervasive
impact on the effectiveness of the overall internal control systems.
It provides the basis for carrying out internal control across the
organization. The factors that may affect the control environment
include integrity, ethical values, management’s operating style,
delegation of authority, as well as the processes for managing and
developing people. Directors and senior management understand
a strong control environment supports the functioning of all other
components of internal control. As a result, we have established
the right tone at the top regarding the importance of internal control
including expected standards of conduct.

Risk assessment — the identification, evaluation and analysis of risks
underlying the achievement of our business objectives. It helps
management to determine how such risks should be managed and
mitigated. Directors and senior management use the risk assessment
process to identify risks, both internally and externally, and assess
their likelihood that may impact our operation. After that, we design
and implement the controls to mitigate such risk in order to achieve
our objectives.

Control activities — the policies and procedures that help to ensure
management directives are carried out and necessary actions are taken
to address the risks that may hinder the achievement of the Group’s
objectives. Therefore, we have designed and implemented different
types of control activities such as the approvals and authorization
policies, performance reviews, segregation of duties, departmental
procedures and manuals, establishment of committees and working
groups etc., in order to ensure the efficient and effective operation of the
Group. Moreover, we will revisit these activities periodically, so that they
can address the latest changes of the risks in achieving our business
objectives.

Information and communication — the process and system to identify,
capture and communicate pertinent information to the right person in a
timely manner. Directors and senior management have adopted an open
environment to facilitate the effective communication within the Group.
In addition, we have implemented a functional reporting mechanism
so that the local management at subsidiaries level can report to the
respective functional head in Hong Kong. As a result, the information
can be communicated directly and effectively throughout the Group.
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Monitoring — the process that assesses the quality of the system’s
performance over time. It ascertains that the internal control of
the Group continues to operate effectively. This is accomplished
through ongoing monitoring activities and evaluations performed
by management. More significantly, Internal Audit performs regular
independent reviews on the Group’s internal control and directly
reports to the Audit Committee. Deficiencies in internal control are
reported upstream and rectifications are taken to ensure continuous
improvement of the system.

In Hang Lung, we have a well-defined specific limit of authority
governing activities of the Executive Committee, Directors, executives
and senior staff. Annual and mid-year budgets on all capital and
revenue items are prepared and approved by senior management and
key executives before being adopted. We monitor the business activities
closely and review monthly financial results of operations against
budgets. We also review, update and improve the internal controls to
meet upcoming challenges.

We take proactive precautionary measures in handling and
dissemination of price-sensitive information. Such information is
restricted to a need-to-know basis. We have adopted a policy on
disclosure of price-sensitive information and senior executives are
reminded of the compliance requirements of the policy every six months.

We maintain an Internal Audit Department which is independent of our
daily operations and accounting functions. The Internal Auditor reports
directly to the Audit Committee. An internal audit program based on risk
assessment methodology has been designed and reviewed by the Audit
Committee on an annual basis. On a monthly basis, the Internal Auditor
discusses his internal audit reviews and findings with the management
and obtains management’s responses on various issues. Internal audit
reports are prepared for the Audit Committee every quarter.

Formal meetings were held every three months between the Internal
Auditor and the Audit Committee to discuss internal audit issues in
2013. During Audit Committee Meetings, the Audit Committee also
enquired on financial and internal control matters with the external
auditor. The Audit Committee has the authority to have direct discussion
with the external auditor in the absence of management if deemed
necessary, and they meet at least once annually for this purpose.
Executive Director(s) is/are present at the Audit Committee Meetings to
answer enquiries from the Audit Committee and to report to the Board
on matters arising.
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The Directors acknowledged that it is their responsibility to maintain
effective risk management and internal control systems, and had
reviewed them four times in 2013. The Directors manage risks by
strategic planning, appointing appropriately qualified and experienced
personnel at senior positions, monitoring the Group’s performance
regularly, maintaining effective control over capital expenditure and
investments, and setting a Code of Conduct for all Directors and
employees to follow.

The Directors had conducted a review covering all material controls,
including financial, operational and compliance controls and risk
management functions of the Company and its subsidiaries for the
financial year ended December 31, 2013, and were satisfied that an
effective and adequate internal control system had been in operation.

Considerations are also given to the adequacy of resources, staff
qualifications and experience, training programs and budget of the
Company’s accounting and financial reporting function. The Directors
came to such a conclusion based on the Company’s policies and
procedures, specific limits of authority, budgetary controls, regular
monitoring of performance and the reports from both the external
auditor and the Internal Auditor.

We identify major risks in different areas of the Group. The major risks
have been covered under the paragraph headed “Risk Management” in
the Management Discussion and Analysis of this annual report.

The Directors confirm that there have been no major downside changes
in the nature and extent of significant risks faced by us from the
previous financial year, and the Company has the ability to respond to
any such changes in our business and the external environment.

Furthermore, there were no significant control failings or weaknesses
identified that have not been rectified in 2013. We closely monitor our
system of internal controls, and received further assurance from the
Audit Committee that the internal audit function has been functioning
effectively. We have complied with the code provisions set out in the
CG Code in respect of maintaining an effective internal control system.
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3. Code of Conduct

We have adopted a corporate Code of Conduct since 1994 which is
updated from time to time.

The Code of Conduct clearly spells out the Company’s stance, the legal
requirements, conflicts of interest, handling of confidential information
and company property, use of information and communication systems,
avenue for whistle-blowing, fair trading with suppliers and contractors,
payment procedures, responsibilities to shareholders and the financial
community, relationship with customers and consumers, employment
practices, and responsibilities to the community. In essence, it details
the Group’s philosophy in running its business and acts as a benchmark
for all staff and suppliers to follow.

In order to monitor and enforce compliance to the Code of Conduct,
functional managers are responsible for ensuring their subordinates
fully understand and comply with the standards and requirements
as stipulated. Any violation thereof will result in the employee being
disciplined, including termination of employment or reporting to
appropriate authorities if necessary. The Executive Directors will
also answer directly to any Board member for impartial and efficient
handling of complaints received from all shareholders and potential
shareholders, customers and consumers, suppliers and contractors
and our employees.

A whistle-blowing mechanism has been put in place for reporting actual
or potential violations of the Code of Conduct and other suspected
irregularities. It is designed to encourage employees and other related
third parties such as contractors and tenants to raise serious concerns
in confidence about misconduct, fraudulent activities, or malpractices
in any matter related to the Group. All the cases will be addressed to
the Head of Internal Audit directly and investigated by Internal Audit on
a confidential basis. The Company has also set up an email account
(whistleblowing@hanglung.com).

All staff are made aware of integrity issues through the Code of Conduct,
policies and procedures. A comprehensive and tailored training program
on integrity conducted by a leading mainland law firm was arranged for
the staff in mainland China in 2013.
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Also, to make sure that all operations are managed in accordance with
a high standard of practice and corporate governance, all employees
are reminded of the policy governing conflict of interest situations
every six months. The executives are also required to complete and
sign a declaration form every six months declaring their interests,
directly or indirectly, with the Company and our subsidiaries and
associated companies.

4. Auditor’'s Remuneration

KPMG was re-appointed as our external auditor by shareholders at the
2013 AGM until the conclusion of the 2014 AGM. They are primarily
responsible for providing audit services in connection with the annual
consolidated financial statements.

The total remuneration in respect of services provided by the external
auditor is as follows:

BE-Z—=fF
+=—A=+—HLEFE
Year ended December 31, 2013

HE-Z——F
+ZA=+—RHLFE
Year ended December 31, 2012

BEEHET BEEET

HK$ (in Million) HK$ (in Million)

VEEZERTE Statutory audit services 7 8
B & EL A AR 7S Tax and other services 5 5

(B)EFHENER
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(V) Communication with Stakeholders
1. Shareholders

The Board has established a shareholders communication policy
setting out strategies that the Company has in place to promote
effective communication with shareholders, with the aim of ensuring
shareholders are provided with information about the Company and
enabling them to engage actively with the Company and to exercise their
rights as shareholders in an informed manner. The policy is regularly
reviewed to ensure its effectiveness.

Our AGM provides a good opportunity for communication between
the Board and shareholders. The Chairmen of the Board and of
the Committees are normally present to answer queries raised by
shareholders. The external auditor also attends the AGM every year.
Notice of the AGM and related papers are sent to shareholders at least
20 clear business days before the meeting. Each separate issue is
proposed by a separate resolution by the Chairman. The meeting enjoys
strong participation from shareholders.
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Shareholder(s) representing at least 5% of the total voting rights of the
Company can make a requisition to convene an extraordinary general
meeting pursuant to the Companies Ordinance. The requisition must
state the business to be dealt with at the meeting, signed by the relevant
shareholder(s) and deposited at our registered office for the attention
of the Company Secretary. Furthermore, the Companies Ordinance
provides that (i) shareholder(s) representing at least 2.5% of the total
voting rights of all shareholders of the Company or (ii) at least 50
shareholders holding the shares which has been paid up an average
sum of not less than HK$2,000 per shareholder (the requirement
of such average sum will be removed when the new Companies
Ordinance becomes effective from March 3, 2014) can put forward
proposals for consideration at a general meeting of the Company by
sending a requisition in writing to the registered office of the Company
for the attention of the Company Secretary. The above requisitions
authenticated by the person or persons making them may also be
sent to the Company in electronic form to ir@hanglung.com after the
operation of the new Companies Ordinance on March 3, 2014.

According to our articles of association, if any shareholder(s)
representing not less than one-tenth of the total voting rights of all the
shareholders having the right to attend and vote at general meetings
of the Company wish(es) to propose a person (other than a retiring
director) for election as a director (the “Candidate”) at a general
meeting of the Company, the following documents must be lodged at
our registered office: (i) a written notice of such proposal duly signed by
the shareholder(s) concerned; and (ii) a written consent duly signed by
the Candidate indicating his/her willingness to be elected. The period
for lodgment of the above documents (being a period of at least seven
days) shall commence no earlier than the day after the dispatch of the
notice of the meeting appointed for such election and end no later than
seven days prior to the date of such meeting.

Specific enquiries and suggestions by shareholders can be sent
in writing to the Board or the Company Secretary at our registered
address or by e-mail to our Company at ir@hanglung.com. In addition,
shareholders can contact Computershare Hong Kong Investor Services
Limited, the share registrar of the Company, if they have any enquiries
about the shareholdings and entitlement to dividend. Relevant contact
details are set out under “Listing Information” of this annual report.
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Our last AGM was held on April 18, 2013 at Grand Ballroom, Lower
Lobby, Conrad Hong Kong, Pacific Place, 88 Queensway, Hong Kong.
The meeting was attended by 259 shareholders present in person or
by proxy. At the meeting, the Chairman had demanded a poll on each
of the resolutions submitted for voting, and the shareholders were
provided with detailed procedures for conducting a poll. All resolutions
tabled at the 2013 AGM, inter alia, adoption of the financial statements,
re-election of Directors, re-appointment of auditor and renewal of
general mandates were voted on by poll, and the results of poll voting
were posted on the websites of our Company and of HKEx in the
evening on the same day. There are no changes in our memorandum
and articles of association in 2013.

ZHAFTASNRRAH
Shareholders Participation in AGMs
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To align with the new Companies Ordinance to become effective from
March 3, 2014, the Board proposed to make certain amendments to
the memorandum and articles of association of the Company at the
forthcoming AGM to be held on April 24, 2014. Details are set out in
the circular to shareholders to be sent together with this annual report.
The important shareholders’ dates for the coming financial year, which
include the Board Meetings for considering the payments of interim and
final dividends for the year ending December 31, 2014 and the AGM,
are expected to be held at around late July 2014, late January 2015 and
in April 2015 respectively.

2. Investors

Details of shareholders by domicile as at December 31, 2013 are as

Hh 5 follows:
KRR BRE
Shareholders Shareholdings

A Batt R BE Batt
@it Domicile Number % Number of Shares %
B Hong Kong 2,986 94.37 4,469,363,815 99.79
HR B A i Mainland China 56 1.77 3,916,820 0.09
JRPT Macau 6 0.19 376,923 0.01
aa Taiwan 2 0.07 593 0.00
WS Australia and New Zealand 9 0.28 14,105 0.00
ERMER Canada and USA 48 1.52 2,592,550 0.05
REE South East Asia 44 1.39 2,611,917 0.06
FE United Kingdom 9 0.28 15,585 0.00
HAth Others 4 0.13 3,362 0.00
e TOTAL 3,164 100.00 4,478,895,670 100.00
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Details of shareholders by holding range as at December 31, 2013 are

SEMFBOT - as follows:
BR=R* HRE"
Shareholders* Shareholdings*

A BatE R BB Bat
BEREH7 Holding Range Number % Number of Shares %
1-1,000 f% 1-1,000 shares 1,448 45.76 692,846 0.02
1,001 - 5,000/% 1,001 - 5,000 shares 808 25.54 2,248,652 0.05
5,001 - 10,0008% 5,001 - 10,000 shares 330 10.43 2,706,932 0.06
10,001 - 100,000% 10,001 - 100,000 shares 479 15.14 16,506,463 0.37
100,000 PA £ Over 100,000 shares 99 SL13 4,456,740,777 99.50
BEt TOTAL 3,164 100.00 4,478,895,670 100.00

*BRRENBE -t R2EPRAEERIWERGZ A
T REEMBZHREBARNRN  UEBPREH
REABRAREEECHAAA T NE-—T=
Bt tEENT=E/\THERH

BEAFHRBEH REAQFATAGEM
ARBEENNEZRARAEN  AREIE
MR EMARAFTAZ ARFRE -

ARBHNABRMBEERBEELER 2
HEER  BRBEBARNRRZFR NP R
O NEHELNMEBEEE: RITLE
G BHGTERMER A NERAFH
BRMEHR - BR REE  BHEILR
ALEZFBERLESR  YRAPTES
NRAWEREEZTBZTRAERERE -

EMALHAIE EARRZBEEH AR
AlZER - ARBZBAERREMBEEE
RERSN > TMREEARRBEMERHEFR
BRETHLENE HEME &H2E
BHITRMEE  TERRZBROER 2
A - RRIAFLERFE ARES -

BriEEERTR

EREFMEEAR  BMNERAREE
BT CEEATH  LEHSERT B
CREATUZ TG RBHRERE

FH o

*

incorporating, in their respective shareholdings range, 411 participants of Central
Clearing and Settlement System holding a total of 2,813,778,384 shares registered in
the name of HKSCC Nominees Limited

Based on the information that is publicly available to the Company and
within the knowledge of the Directors of the Company as at the date of
this annual report, the Company has maintained the prescribed public
float under the Listing Rules.

We are committed to disclosing relevant information on our activities
to our shareholders and investors through regular analysts’ briefings,
press conferences and press releases, e-mails and our website,
apart from through our annual and interim reports. All enquiries and
proposals received from shareholders, investors, media or the public
are responded to by Executive Directors, the Company Secretary or
appropriate key executives.

The Company’s information is accessible to all via our website. Besides
providing traditional financial data, our website also contains the most
current information including properties available for sale and leasing,
latest number of issued shares, updated substantial shareholders’
interests in shares, newsletters, major corporate events and frequently
asked questions.

COMPLIANCE WITH CORPORATE GOVERNANCE CODE

As good corporate citizens, we have adopted and fully complied
with, and in many cases exceeded, the code provisions and some
recommended best practices of the CG Code.
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