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To our Shareholders

In view of the downturn of Hong Kong film industry, we
actively expanded our businesses in 2006 and 2007 to
build a solid foundation to take the Group forward to
strides. With the acquisition of the investment properties
in Beijing in 2006 and several capital raising activities
in 2007, our net asset value has exceeded HK$1 billion
during the year.

Our investment properties in Beijing are now named
“Shama Luxe Chang An”. Due to the linkage of its water
system, we have experienced a delay in the completion of
renovation of Shama Luxe Chang An. It is expected that
Shama Luxe Chang An will commence business in early
June 2008. Sales and marketing activities for Shama Luxe
Chang An have been launched and we have received
overwhelming responses.

As Macau has successfully established itself as a world-
class gaming and leisure destination in Asia in recent
years, Macau is one of the fastest growing economy in
Asia. With a view to further diversify our revenue sources
and capture the continuing growth of Macau’s economy,
we are in the process of acquiring a 50% interest in
Kingsway Hotel Limited from China Star Entertainment
Limited, our substantial shareholder. Kingsway Hotel
is currently under renovation to becoming a luxurious
boutique hotel and the renovation is expected to be
completed in September 2008. Completion of the
acquisition of the 50% interest in Kingsway Hotel Limited
is expected to take place in the second quarter of 2008.

Macau is the only city in China where gaming is allowed.
Recently, Macau has been ahead of Las Vegas in the
United States of America and has become the largest
gaming city in the world. In view of the strong growth in
Macau’s gaming sector, we entered into a transaction,
in March 2008, for the proposed acquisition of a 100%
interest in a company, which is a management services
provider to the Concierge Department of a gaming
promoter in Macau. The monthly service fee earned by
the company is calculated at 0.03% of the monthly rolling
turnover generated by the gaming promoter. A special
general meeting of the Company will be convened and
held for our shareholders to consider and approve the
proposed acquisition.
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Chairman’s Statement

ERE®E

In 2006 and 2007, we took initiatives to diversify our
revenue sources and improve our profitability. We are
confident that Shama Luxe Chang An and Kingsway Hotel
will provide the Group with stable resources of income
which have a positive impact on the Group’s profitability.

Finally, | would like to thank our board of directors,
shareholders and other stakeholders for their continued
support and our employees for contributing their energy
and skills this past year.

Heung Wah Keung
Chairman

Hong Kong, 25 April 2008
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The Group recorded a turnover of HK$38,739,000 for
the year ended 31 December 2007, a 122% increase
from HK$17,476,000 for the previous year. Of the total
turnover amount, HK$35,822,000 or 92% was generated
from sales of financial assets and HK$2,917,000 or
8% was generated from property investment. The
profit for the year ended 31 December 2007 was
HK$25,694,000, whereas the Group recorded a loss of
HK$21,294,000 in the year ended 31 December 2006.
The turnaround was attributable to the recognition of a
gain of HK$106,956,000 arising from the secured bank
loan interest waived by China Merchants Bank and the
increase in fair value of the Group’s investment properties
of HK$43,853,000, which were partially offset by the
impairment loss recognised in respect of goodwill of
HK$37,828,000, the provision for deferred taxation of
HK$13,156,000 arising from the revaluation of investment
properties and the increases in administrative expenses
and finance costs.

Cost of sales for the year ended 31 December 2007
amounted to HK$28,958,000, of which HK$28,100,000
was related to sales of financial assets and HK$858,000
was related to property investment.

Gross profit for sales of financial assets amounted to
HK$7,722,000 in the year ended 31 December 2007.
Taking into account the dividend income of HK$78,000,
the performance of the Group’s sales of financial assets
was a profit of HK$7,800,000. As volatility in equity market
remained high, the Group sold all of its financial assets in
the second half of 2007.

Gross profit for property investment amounted to
HK$2,059,000 in the year ended 31 December 2007. As
the Group’s investment properties were under renovation
during the year ended 31 December 2007, the contribution
represented the rental income generated from the leasing
of the ground floor of the Group’s investment properties
to a restaurant operator.
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Other income increased from HK$5,560,000 in the year
ended 31 December 2006 to HK$106,956,000 in the year
ended 31 December 2007. The substantial increase was
attributed to the recognition of a gain of HK$106,956,000
arising from the secured bank loan interest waived by
China Merchants Bank.

At the end of financial year, the directors reassessed
the recoverable amount of Shinhan-Golden Faith
International Development Limited (“Shinhan-Golden”)
(the immediate holding company of Beijing Jianguo
Real Estate Development Co. Ltd.), with reference to
the valuation performed by an independent valuer, and
determined that an impairment loss in respect of goodwill
of HK$37,828,000 was recognised in the year ended 31
December 2007.

Administrative expenses (net of depreciation, impairment
losses and loss on disposal of property, plant and
equipment) amounted to HK$66,453,000 for the year
ended 31 December 2007, a 189% increase from
HK$23,008,000 as compared to the correspondence
figure for the previous year. The increase was mainly
attributed to the full year effect of the engagements
of external consultants for the renovation works of the
Group’s investment properties, the payment of pre-
operating services fee to Shama, the management
company of the Group’s investment properties, and the
share-based payment expenses of HK$32,282,000 in
relation to share options granted, of which HK$25,912,000
was related to the Group’s employees and HK$6,370,000
was related to the consultants.

Finance costs increased from HK$9,615,000 in the year
ended 31 December 2006 to HK$19,494,000 in the year
ended 31 December 2007. The substantial increase was
attributable to the full year effect of the interest expenses
of Beijing Jianguo Real Estate Development Co. Ltd.
(“Beijing Jianguo”) as the acquisition of a 96.7% interest
in the registered capital of Beijing Jianguo was completed
in June 2006.
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At 31 December 2007, the headcount of the Group was
70. Total staff costs (including directors’ remuneration)
amounted to HK$34,375,000 in the year ended 31
December 2007, a 366% increase from HK$7,375,000 as
compared to the correspondence figure for the pervious
year. The increase was attributable to the inclusion of
share-based payment expenses of HK$25,912,000 and
the increase in Beijing Jianguo’s headcount. Employees
are remunerated according to their performance and
work experience. In addition to basic salaries, retirement
benefits scheme and discretionary bonus, staff benefits
include medical scheme and share options. An analysis of
headcount and total staff costs of the Group for the years
ended 31 December 2007 and 2006 is as follows:

A\_ETLF+_A=+—H A£EEZ
BEABATOR -BE_ZTZTLF+=
A=+ HIEFEZRETIKANBEE
=€) A34,375,000 8 T © REF Z
JE 8 5 7,375,000 7% JT 1 N 366% ° 1
TR AR A X 2% 25,912,000
BRI EREES ABUEMAE - BB
DIRERBERTIEEBESHE - REXR
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BRI IEE #%@IJ&%M%E NEBEE
E Tgﬁéﬁfﬁ& 7 /\ﬂz‘f' ﬂ "f—*
HEFEZREREASKRBEETIKADTN
T :

Year ended 31 December

BZ+=-A=1+—H
IHFE
2007 2006
—E2HF “EENRF
Total staff costs in HK$ EIW$ (LA/%TEqu)
— Salaries and contribution to — Fre REAEFIET B
retirement benefits scheme
— Hong Kong and Macau — BB KR 6,901,000 6,775,000
— the PRC — FE 1,562,000 600,000
— Share-based payment — UM 2AX
expenses
— Hong Kong and Macau — BB KR 24,494,000 —
— the PRC — 1,418,000 —
34,375,000 7,375,000
Headcount EEAZK
— Hong Kong and Macau — BBRRM 19 20
70 59

During the year ended 31 December 2007, the Group
funded its operations through a combination of equity
attributable to equity holders of the Company, the
secured RMB term loan facility, the unsecured and
interest-free loan from a director, issuance of new shares
and the amounts due to China Star Entertainment Limited
and its subsidiary. Equity attributable to equity holders
of the Company at 31 December 2007 amounted to
HK$1,046,080,000 (2006: HK$399,636,000).
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At 31 December 2007, the cash and cash equivalents
of the Group amounted to HK$531,396,000 (2006:
HK$63,140,000), of which HK$16,832,000 is pledged to
a bank for securing the secured RMB term loan facility.
The Group’s current ratio was 5.19 (2006: 1.49) at 31
December 2007. The improvements on the Group’s cash
position and current ratio were attributable to the issue
of new shares in the year ended 31 December 2007 as
detailed below.

On 4 April 2007, the board of directors proposed that
every ten (10) issued and unissued existing ordinary
shares of HK$0.01 each in the share capital of the
Company be consolidated into one (1) issued and
unissued ordinary share of HK$0.10 each in the share
capital of the Company. The share consolidation became
effective on 21 May 2007.

During the year ended 31 December 2007, the Company
issued:

(@) 1,296,860,000 new shares of HK$0.01 each at
a price of HK$0.04 per share by way of top-up
placing in March 2007 raising HK$50,500,000
(net of expenses) for financing possible diversified
investments of the Group and general working capital
of the Group;

(b) 324,000,000 new shares of HK$0.01 each at an
exercise price of HK$0.047 per share in May 2007
pursuant to the exercise of share options granted to
the Group’s employees and consultants;

(c) 155,620,000 new shares of HK$0.10 each at a price
of HK$0.55 per share by way of placement in May
2007 raising HK$83,300,000 (net of expenses) for
financing possible diversified investments of the
Group and general working capital of the Group;

(d) 162,100,000 new shares of HK$0.10 each at a
price of HK $0.50 per share in July 2007 by way of
placement raising HK$78,900,000 (net of expenses)
for the expansion of the Group’s property investment
business;
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(e) 173,000,000 new shares of HK$0.10 each at a price
of HK$0.83 per share in August 2007 by way of top-
up placing raising HK$139,800,000 (net of expenses)
for the expansion of the Group’s property investment
business, including the property set out in the
Company’s announcement dated 23 July 2007; and

(f) 650,619,987 new shares of HK$0.10 each at a
subscription price of HK$0.30 per share by way
of open offer on the basis of one offer share for
every two existing shares in December 2007 raising
HK$189,000,000 (net of expenses) for the proposed
acquisition of a 100% interest in Modern Vision (Asia)
Limited as announced by the Company on 23 July
2007 and general working capital of the Group.

At 31 December 2007, the total borrowings of the Group
amounted to HK$329,719,000 (2006: HK$358,033,000),
comprising the secured RMB term loan facility of
HK329,018,000 which is secured by certain of the
Group’s investment properties and bank deposits of
HK$16,832,000, interest bearing at 95% of the interest
rate prescribed by the People’s Bank of China for loan
period of five years and repayable within four years;
and the amounts due by the Group to China Star
Entertainment Limited and its subsidiary of HK$701,000
which are unsecured, interest-free and have no fixed terms
of repayment. The Group expresses its gearing ratio as a
percentage of total borrowings over equity attributable to
equity holders of the Company. At 31 December 2007, the
Group’s gearing ratio was 31.5% (2006: 89.6%).

The Company has given a guarantee to the bank to
secure the secured RMB term loan facility granted to
Beijing Jianguo. The outstanding balance of the secured
RMB term loan facility at 31 December 2007 was
HK$329,018,000 (2006: HK$250,470,000).

On 5 November 2007, the Company obtained an
unsecured and interest-free loan of HK$45,000,000 from
Ms. Chen Ming Yin, Tiffany, an executive director, to
finance its working capital. The loan was repaid by the
Company on 27 November 2007.
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The Group’s investment properties increased
from HK$678,000,000 at 31 December 2006 to
HK$887,450,000 at 31 December 2007. The increase was
mainly attributable to the additions of renovation works for
the investment properties of HK$101,347,000, the increase
in fair value of investment properties of HK$43,853,000
and the exchange alignments of HK$48,637,000 arising
from the appreciation of Renminbi. At 31 December
2007, certain of the Group’s investment properties with
a fair value of HK$852,081,000 was pledged to the bank
to secure the secured RMB term loan facility granted to
Beijing Jianguo.

During the year, the Group invested HK$585 in a
joint venture company, namely Best Season Holdings
Corp. (“Best Season”) for the purpose of extending its
operations in Macau. Best Season is owned as to 75%
by the Group and 25% by Steve Leung Hotel Design and
Management Limited (“SLHDML”). Best Season has been
established to invest in, manage and conduct branding
for real estate and/or related properties in Macau. In
addition, the Group agreed to grant a revolving facility of
up to HK$200,000,000 to Best Season for the purpose
of its business and working capital requirements. As Best
Season has not secured any business, no drawdown on
the revolving facility has been made.

At 31 December 2007, the Group had the following
material commitments contracted but not provided for in
the audited consolidated financial statements:

(a) capital expenditures of HK$28,750,000 in respect
of the renovation works of the Group’s investment
properties;

(b) a commitment of HK$447,000,000 in respect of
the proposed acquisition of a 100% interest in
Exceptional Gain Profits Limited and a sale loan
from China Star Entertainment Limited, a substantial
shareholder;

(c) a commitment of HK$4,538,000 (equivalent to
RMB4,234,000) in respect of the acquisition of a
3.3% interest in the registered capital of Beijing
Jianguo from Beijing Urban Development Group
Co. Ltd. (b mAEEEFREE LR (“Beijing
Urban”);
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(d) a commitment in respect of acquiring the registered
capital of BRI LEBEREBRE AR from its owners
at a price to be determined by the valuers in
Mainland China when the laws in Mainland China
allow foreign investors to own more than 51% interest
in the registered capital of E/&FFXLERAR AT,
and

(e) a revolving facility of up to HK$200,000,000 granted
to Best Season.

As the majority of the Group’s transactions, assets and
liabilities are denominated in Hong Kong dollars and
Renminbi, the exchange risk of the Group is considered
to be minimal. Accordingly, no financial instruments for
hedging purposes have been used by the Group.

At 31 December 2007, the Group had no material
contingent liabilities (2006: HK$3,697,000).

In view of the persisted weak demand for Hong Kong-
made movies and rampant piracy, Hong Kong film
production companies have adopted a cautious approach
in investing films. As the number of films produced by
Hong Kong film production companies decreased in
2007, the Group was not able to source quality films at
reasonable prices for distribution. Accordingly, no revenue
was generated from the Group’s film distribution business
in the year ended 31 December 2007. However, the Group
is actively seeking potential buyers for its film library to
realise its value.

The Group’s investment properties are currently under
renovation and being transformed from an apartment
complex into a high-end serviced apartment. Due to
linkage of the water system of the Group’s investment
properties, the completion of the renovation works has
to extend for replacing the water system. The Group
has appointed Shama, one of the leading providers of
boutique-serviced apartments, to manage the Group’s
investment properties. To reflect its high-quality serviced
accommodation and location in the heart of Beijing City,
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the Group’s investment properties are now named as
“Shama Luxe Chang An”. Upon the completion of the
renovation works, Shama Luxe Chang An presents 204
sophisticated residences with one to three bedroom
layouts and duplex suites, a vast clubhouse with sports,
recreation and children’s facilities and a large private
garden. It is expected that the operations of Shama Luxe
Chang An will be commenced in early June 2008.

Currently, a 3.3% interest in the registered capital of
Beijing Jianguo is held by Beijing Urban. The Group is in
the process of acquiring the 3.3% interest from Beijing
Urban at a cost of HK$90,000 (equivalent to RMB84,000),
after deducting an amount of HK$4,448,000 (equivalent to
RMB4,150,000) paid to Beijing Urban by Shinhan-Golden
in 1997. Despite the fact that Beijing Urban has entered
into an agreement for foregoing its entitlement to all of the
future profits of Beijing Jianguo, the directors believe that
the acquisition of the remaining 3.3% interest provides
the Group with a better protection on its interest in Beijing
Jianguo and a greater flexibility in managing Shama
Luxe Chang An. It is expected that the acquisition will be
completed in the second quarter of 2008.

With a view to diversify its revenue sources and capture
the continuing growth of Macau’s economy, the Group
entered into the following transactions in order to extend
its operations in Macau:

(@) In May 2007, the Group entered into a joint venture
agreement with SLHDML for the purpose of
setting up of Best Season. Best Season has been
established to invest in, manage and conduct
branding for real estate and/or related properties in
Macau including but not limited to hotel(s), serviced
apartment(s), restaurant(s), retail(s), catering(s),
resort(s), club(s), residential(s) and any other service
position. No contribution has been made from
Best Season as Best Season has not secured any
business during the year.

REGH AR —BARLREE - B

B —ARAES BEKTZERMEZ
S e REBN —TZTNFRNANMRAL

=
=

il

BAl EREEFMERZ23.3%EmH
IR MEHE - KEEIEEEZ 90,0008 7T
(FEM AR % 84,0007t ) (0 Shinhan-
Golden® — ANt FREFEHETIF 2
4,448,000 7% 7T (A E 7 A R ¥ 4,150,000
TC) 18 ) Z BN A AE S T U BB 3.3 % #E 2k o
BELXRBMET L HEREEHIERE
2SR atcZER#  EFHEWE
BT 3.3% AT EAMREAEBE NI
REREZEZ  NAURSEEDH KR
ZEEM TEHKWBEESER_ZZTNF

P EENES
F_EF °©

R BE WS KR RIERRP QB 2 758
B RNEBETATRS  AEFTHR
FIRTS

@ RZETELtFRAHA AEEHA
SLHDMLZ] 3Z & ‘& 13 % LA BX 37 Best
Season ° Best Season 2537 A &2
MzEER/KBBYE(BEER
TRABIE - REXAE - BT
E-RE-ERN - FEK
R EAMARIS S 2 FEHEE ) #ETTIR
B BEREIMBEER - B Best
Season pA F A I & B 15 1F 1] £ 75
# Best Season W E/EH BB ©

RICHE MULTI-MEDIA HOLDINGS LIMITED Annual Report 2007



(b) In July 2007, the Group entered into a conditional
sale and purchase agreement in relation to the
proposed acquisition of a 100% interest in Modern
Vision (Asia) Limited from Ms. Chen Ming Yin,
Tiffany, an executive director, at a consideration of
HK$684,000,000 (subject to adjustment). The major
asset of Modern Vision (Asia) Limited is its indirect
50% interest in a lot of land with the area of 4,669
square meters located in the Nam Van Lakes Zone,
Macau. However, the proposed acquisition was not
approved by the independent shareholders on 21
November 2007.

(¢) In August 2007, the Group entered into a conditional
sale and purchase agreement in relation to
the proposed acquisition of a 100% interest in
Exceptional Gain Profits Limited and a sale loan from
China Star Entertainment Limited at a consideration
of HK$447,000,000 satisfied by the issue of a
convertible note by the Company. The major asset of
Exceptional Gain Profits Limited is its 50% interest in
Kingsway Hotel Limited. Kingsway Hotel is currently
under renovation to becoming a luxurious boutique
hotel and the renovation is expected to be completed
in September 2008. The proposed acquisition was
approved by the independent shareholders on 31
December 2007. Due to additional time is required for
the bank to release and change of security provided
in relation to Kingsway Hotel, the completion of the
proposed acquisition is expected to take place in the
second quarter of 2008.

As Mainland China’s economy continues to expand,
foreign investment will continue to flow into Beijing and
more multi-national corporations will establish regional
offices in Beijing, resulting in an increasing need for
expatriate accommodation. With the opening of Shama
Luxe Chang An in early June 2008, the Group is now
better positioned to take advantage of this growth. The
directors believe that Shama Luxe Chang An will provide
the Group with a long-term recurrent income, which have
a positive impact on the Group’s profitability.
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Macau has been successfully established itself as a
world-class gaming and leisure destination in Asia in
recent years. According to the Macau Government
Tourism Office, the number of new visitors was up 23% to
27,000,000 in 2007. Most visitors, many of them coming
under individual traveler agreements with 44 Mainland
cities, need more hotels and related services. Currently,
hotels in Macau are mainly five-star and three-star and
there are no stylish, comfort and luxury boutique hotels
in the market. As the directors believe that there is a
demand for stylish, comfort and luxury boutique hotels in
Macau from the growing “middle-class” Mainland visitors,
the Group is in the process of acquiring Kingsway Hotel
Limited. The directors also believe that Kingsway Hotel
will capture a plenty of guests after its renovation in
September 2008. In addition, the directors believe that
the value of Kingsway Hotel will be better reflected in the
Group as the acquisition of Kingsway Hotel Limited will
enable the Group to build up its own branding in hotel
and hospitability sector.

On 28 February 2008, the Group entered into a
conditional sale and purchase agreement with Well
Will Investment Limited and Mr. Ng Cheuk Fai relating
to the proposed acquisition of a 100% of the issued
share capital of Rich Daily Group Limited from Well
Will Investment Limited at an initial consideration of
HK$504,000,000 (subject to adjustment). Rich Daily
Group Limited is a management services provider
to the Concierge Department of a gaming promoter.
The monthly service fee earned by Rich Daily Group
Limited is calculated at 0.083% of the monthly rolling
turnover generated by the gaming promoter. The initial
consideration will be settled by the Group paying
HK$360,000,000 in cash and issuing of convertible bonds
in an aggregate principal amount of HK$144,000,000.
The proposed acquisition constitutes a very substantial
acquisition for the Company under the Listing Rules.
Accordingly, the proposed acquisition is subject to
shareholders’ approval at a special general meeting.
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On 19 March 2008, the board of directors proposed the
following changes to the capital of the Company (the
“Proposed Capital Reorganisation”):

(a) share consolidation: that every ten (10) issued and
unissued existing ordinary shares of HK$0.10 each
in the share capital of the Company be consolidated
into one (1) ordinary share of HK$1.00 each (the
“Consolidated Share”) in the share capital of the
Company;

(b) capital reduction: that the issued Consolidated
Shares be reduced by cancelling from the paid-
up capital thereof to the extent of HK$0.99 of each
issued Consolidated Share and reducing the nominal
value of all the Consolidated Shares comprising
the authorised share capital of the Company from
HK$1.00 each to HK$0.01 each; and

(c) share premium cancellation: that the entire amount
of HK$813,058,000 standing to the credit of the
share premium account of the Company at 31
December 2007 be cancelled and such credit
amount arising from the share premium cancellation
be applied to the contributed surplus account of
the Company where it will be utilised by the board
of directors in accordance with bye-laws of the
Company and all applicable laws, including to
eliminate the accumulated losses of the Company of
HK$518,374,000 at 31 December 2006 entirely.

The board of directors also proposed to change the board
lot size for trading in the Company’s shares from 10,000
shares of HK$0.10 each to 5,000 shares of HK$0.01 each
upon the Proposed Capital Reorganisation becoming
effective.

The Proposed Capital Reorganisation will reduce the
overall transaction and handling costs for dealing in the
Company’s shares and allow the Company to declare
dividends to its shareholders at an earlier opportunity
than generating profits to offset its accumulated losses.

RICHE MULTI-MEDIA HOLDINGS LIMITED Annual Report 2007

R-BE/\F=ATNA EFRREY
ARFBRAELNTED((EBRAS
@l

@ BMDAEH: BARRBRAFEFT(10)
REZETREARETRESREEO10
B2 EBRAEHBEARRRRAF
—(1)EREREE1.008 T2 TR
([&HtR%E 1) 5

(o) BEAHEIR: EiBBEHEBERATH
EREETE R/ 0.99% T & ¥
BRARBNEERAZ 2EE GG
ZEE BT R1.008 TH B E SR
0.01BTHIBE BTG HEKRG : &

() FEBRMRE: FEAQRRARZZE
+tFE+_A=+—RHZRHEEERZ
20 BR £ %8 813,058,000 7T ©
REEBRNREEEZERSBERA
BEESREBEARRMA R —YERE
PIARARBICERRRE  BES
FEBEARATANR-_ZEZENFE+=-A
=+—HZ &ETE1E518,374,000 8
—

EFgNERREZRAETHERE  #
ARERMDzEBFEEENH 10,000 &=
R E{E0.107%8 7T 2 I& 0 % 2445 5,000 f% &
A& EE 0.01 BT Z AP °

BERAEARRD AR R D ZEEBR
HRFERAN - UBRFARBERPEH
AR SRS - BAE L5 M AR A
NAEZRFTEE -



On 19 March 2008, the board of directors also proposed
to change the Company’s name from “Riche Multi-
Media Holdings Limited” to “China Star Investment
Holdings Limited” and upon the name change become
effective, the new Chinese name “HEEKREGR AT
will be adopted to replace “EXZEEEBEHFRAR]" for
identification purposes only. The directors believe that
the change of the Company’s name would reflect China
Star Entertainment Limited is the largest shareholder of
the Company and would provide a better reflection of
the existing business of the Group as the name “Riche
Multi-Media Holdings Limited” has over the years been
synonymous with film distribution and multi-media
business.

A special general meeting will be held on 30 April 2008
for shareholders to consider and approve the Proposed
Capital Reorganisation and the proposed change of the
Company’s name.
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The board of directors of the Company (the “Board”) is
committed to maintaining high standards of corporate
governance, in line with the principles of the code
provisions of the Code on Corporate Governance
Practices (the “Code”) as set out in Appendix 14 of the
Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”).

In the opinion of the Board, the Company had complied
with the Code throughout the year ended 31 December
2007, except that the non-executive directors of the
Company are not appointed for a specific term but are
subject to retirement by rotation and re-election pursuant
to the Company’s bye-laws.

The Board periodically reviews and improves the
corporate governance practices and standards of the
Company with a view to continuously improve the
Company’s corporate governance practices by assessing
their effectiveness with evolving standards to meet
changing circumstances and needs.

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model
Code”) as set out in Appendix 10 of the Listing Rules for
securities transactions by the directors of the Company.
All the members of the Board have confirmed that they
have complied with the required standard as set out in
the Model Code throughout the year ended 31 December
2007.

The Board is responsible for presenting a balanced, clear
and comprehensible assessment of the Company’s annual
and interim reports, price-sensitive announcements and
other financial disclosure required under the Listing Rules.
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The directors acknowledge that it is their responsibilities
for preparation of the financial statements of the
Group and ensure that the financial statements are in
accordance with statutory requirements and applicable
accounting standards. The directors also ensure that the
timely publication of the financial statements of the Group.

The directors confirm that, to the best of their knowledge,
information and belief, having made all enquires, they are
not aware of any material uncertainties relating to events
or conditions that may cast significant doubt upon the
Company’s ability to continue as a going concern.

The statement of the external auditors of the Company,
HLB Hodgson Impey Cheng, about their reporting
responsibilities on the financial statements of the
Company is set out in the Independent Auditors’ Report
on pages 41 to 43 of this annual report.

The Board is responsible for the leadership and control
of the Company and oversees the Group’s businesses,
strategic direction and financial performance. The
management is delegated the authority and responsibility
by the Board for the management of the Group under
the leadership of the Vice Chairman. In addition, the
Board has also delegated various responsibilities to
the four committees, namely the Audit Committee, the
Remuneration Committee, the Nomination Committee and
the Finance Committee, to assist the Board in discharging
its duties and to oversee particular aspects of the Group’s
activities.

The day-to-day management of the Group is delegated to
the Vice Chairman and the management. This delegation
of authority includes responsibility for developing and
formulating business plans and budgets of the Group for
the Board’s approval, operating the Group’s businesses
within the parameters set by the Board, keeping the
Board informed of material developments of the Group’s
businesses, identifying and managing operation and
other risk and implementing the policies and processes
approved by the Board.
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The composition of the Board reflects the necessary
balance skills and experience desirable for effective
leadership of the Company and independence in decision
making.

The Board currently comprises two executive directors,
namely Mr. Heung Wah Keung and Ms. Chen Ming Yin,
Tiffany; and three independent non-executive directors,
namely Mr. Tang Chak Lam, Gilbert, Mr. Ho Wai Chi, Paul
and Mr. Lien Wai Hung. The biographies of the directors
are set out under the section headed “Profiles of Directors
and Senior Management” on pages 39 to 40 of this
annual report.

There is no relationship between members of the Board
except that Mr. Heung Wah Keung, the Chairman, is
the husband of Ms. Chen Ming Yin, Tiffany, the Vice
Chairman.

During the year ended 31 December 2007, the Board at
all times met the requirements of the Listing Rules relating
to the appointment of at least three independent non-
executive directors with at least one independent non-
executive director possessing appropriate professional
qualifications, or accounting or related financial
management expertise.

The Company has received from each of the independent
non-executive directors an annual written confirmation
of his independence pursuant to Rule 3.13 of the Listing
Rules. The Company considers all of the independent
non-executive directors are independent.

During the year ended 31 December 2007, four full regular
board meetings were held and the attendance of each
director is set out below:

Name of director BEENE

Mr. Heung Wah Keung IR E
Ms. Chen Ming Yin, Tiffany PRAAZR 20+
Mr. Tang Chak Lam, Gilbert BEMTA
Mr. Ho Wai Chi, Paul AR ELEE
Mr. Lien Wai Hung BIRIESAE
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The Chairman of the Board is responsible for the
leadership and effective running of the Board, while the
Vice Chairman, taking the role of chief executive officer,
is responsible for recommending policy and strategic
directions for Board approval, implementing the strategies
and policies adopted by the Board, and conducting the
day-to-day management of the Group.

For ensuring the the balance of power and authority, the
division of responsibilities between the Chairman of the
Board and the Vice Chairman are clearly defined and have
been set out in writing which was approved by the Board
on 31 August 2005.

Code provision A.4.1 of the Code requires that non-
executive directors should be appointed for a specific
term, subject to re-election. The term of office for non-
executive directors is subject to retirement from office
by rotation and is eligible for re-election in accordance
with the provisions of the Company’s bye-laws. At each
annual general meeting, one-third of the directors for the
time being, (or, if their number is not a multiple of three,
the number nearest to but not greater than one-third)
shall retire from office by rotation. As such, the Company
considers that such provisions are sufficient to meet the
underlying objective of this code provision.

The Board has established four committees with clearly-
defined written terms of reference. The main roles
and responsibilities of these committees, including all
authorities delegated to them by the Board, as set out in
the terms of reference, are published on the Company’s
website, www.riche.com.hk. The independent views and
recommendations of the four committees ensure proper
control of the Group and the continual achievement of
the high corporate governance standards expected of a
listed company. The chairman of each committee reports
the outcome of the committee’s meetings to the Board for
further discussions and approvals.
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The majority of the members of each board committees
are independent non-executive directors. The board
committees are provided with sufficient resources to
discharge their duties and, upon reasonable request,
are able to seek independent professional advice in
appropriate circumstances, at the Company’s expenses.

The Remuneration Committee comprises two independent
non-executive directors, namely Mr. Tang Chak Lam,
Gilbert and Mr. Lien Wai Hung, and one executive director,
namely Ms. Chen Ming Yin, Tiffany. Ms. Chen Ming Yin,
Tiffany is the chairman of the Remuneration Committee.

The Remuneration Committee is responsible for making
recommendations to the Board on the Company’s
remuneration policy and structure of directors and senior
management. The Remuneration Committee is also
responsible for establishing a formal and transparent
procedure for developing policy on such remuneration
policy and structure to ensure that no director or any of
his/her associates will involve in deciding his/her own
remuneration.

In determining any specific package for directors, the
Remuneration Committee takes into account factors
such as salaries paid by comparable companies, time
commitment, responsibilities of the directors, employment
conditions elsewhere in the Group and whether any part
of the remuneration package should be performance-
based.

During the year ended 31 December 2007, the
Remuneration Committee met once to review the
remuneration packages of the staff of the Group. All the
committee members attended the meeting.
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The Nomination Committee comprises one executive
director, namely Mr. Heung Wah Keung and two
independent non-executive directors, namely Mr. Tang
Chak Lam, Gilbert and Mr. Lien Wai Hung. Mr. Heung
Wah Keung is the chairman of the Nomination Committee.

The main function of the Nomination Committee is to
review the structure, size and composition (including
the skills, knowledge and experience) of the Board on a
regular basis and make recommendations to the Board
regarding any proposed changes, identify individuals
suitable and qualifed to become Board members and
select or make recommendations to the Board on the
selection of, individuals nominated for directorships and
assess the independence of independent non-executive
directors. In addition, the Nomination Committee makes
recommendations to the Board on relevant matters
relating to the appointment or re-appointment of directors
and succession planning for directors in particular, the
Chairman and the Vice Chairman.

During the year ended 31 December 2007, the Nomination
Committee met once to review the structure, size and
composition of the Board. All the committee members
attended the meeting.

The Finance Committee comprises one executive director,
namely Mr. Heung Wah Keung, and one independent
non-executive director, namely Mr. Ho Wai Chi, Paul.
Mr. Heung Wah Keung is the chairman of the Finance
Committee.

The main function of the Finance Committee is to review
and approve banking facilities and financial instruments
to be granted or issued by the Company for the Group’s
needs, the provision of corporate guarantees by the
Company for its subsidiaries and associates, financial
assistant of the Company and the provision of financing to
third parties.

During the year ended 31 December 2007, no Finance
Committee meeting was held.
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The Audit Committee comprises three independent
non-executive directors, namely Mr. Tang Chak Lam,
Gilbert, Mr. Ho Wai Chi, Paul and Mr. Lien Wai Hung.
Mr. Tang Chak Lam, Gilbert is the chairman of the Audit
Committee.

The main function of the Audit Committee is to assist
the Board to oversee the financial reporting system, risk
management and internal control procedures and the
external audit function. The Audit Committee reviews the
interim and annual reports before submission to the Board
for approval. The Audit Committee annually assesses the
appointment of the external auditors, taking into account
the quality and rigor of the audit, the quality of the audit
service provided, the auditing firm’s quality control
procedures, relationships between the external auditors
and the Company, and the independence of the external
auditors.

During the year ended 31 December 2007, two Audit
Committee meetings were held and the individual
attendance of each member is set out below:

Name of member REHA

Mr. Tang Chak Lam, Gilbert — BNEMSEE
Mr. Ho Wai Chi, Paul fAMEREE
Mr. Lien Wai Hung BIRIESAE

The Audit Committee has reviewed the accounting
principles and policies adopted by the Company and
discussed with management the internal controls and
financial reporting matters. To monitor the integrity of
the financial statements of the Company, the Auditor
Committee had reviewed the unaudited interim results and
annual audited results for 2007 and was of the opinion
that the preparation of such results complied with the
applicable accounting standards and requirements and
that adequate disclosure had been made.
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At the meeting held on 21 April 2008, the Audit Committee
had concluded that it was satisfied with its review of the
audit fee, process and effectiveness, independence and
objectivity of Messrs. HLB Hodgson Impey Cheng. The
Audit Committee has therefore recommended to the
Board that Messrs. HLB Hodgson Impey Cheng be re-
appointed as the Company’s external auditors at the
annual general meeting in 2008.

During the year, the Company engaged Messrs. HLB
Hodgson Impey Cheng to perform audit services
and non-audit services and incurred audit services
fees of HK$680,000 and non-audit services fees of
HK$1,225,000.

The Board is responsible for overseeing the Group’s
internal control system and to ensure that a sound and
effective internal control system is maintained. The Board
is responsible for approving and reviewing internal control
policy while the responsibility of day-to-day management
of operational risks and implementation of mitigation
measures lies with the management. As the internal
control system is designed to manage the Group’s risks
within an acceptable risk profile, rather than to eliminate
the risk of failure, and to achieve the business objectives
of the Group. Accordingly, it can only provide reasonable
assurance but not absolute assurance against material
misstatement of management and financial information
and records or against financial losses or fraud.
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Key control procedures of the Group’s internal control
system are as follows:

e  Segregation of duties and functions of the respective
operational departments of the Group;

° Monitoring the strategic plan and performance;

° Designing an effective accounting and information
system; and

° Controlling price-sensitive information.

The Board has established an on-going process for
identifying, evaluating and managing the significant risks
faced by the Group and this process includes updating
the internal control manual when there are changes to
business environment or regulatory guidelines.

The Group has conducted an annual review of the
effectiveness of its internal control system covering all
material controls, including financial, operational and
compliance as well as risk management. Besides the
Group has also engaged HLB Hodgson Impey Cheng
Consultants Limited (the “Consultant”) to conduct review
and make recommendations for the improvement and
strengthening of the internal control system.

The review by the Consultant is conducted with reference
to the principles outlined in Internal Control and Risk
Management — A Basic Framework issued by the Hong
Kong Institute of Certified Public Accountants. The
assessment covers the major internal controls and
measures, including financial, operational and compliance
as well as risk management. Any material non-compliance
or failures in internal controls maintained by the Group’s
management and relevant recommendations for
improvements are reported to the Audit Committee.
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