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Long-term debt investments

Long-term debt investments are recognised at cost of investments. The
difference between the cost of long-term debt investments, after deduction
of related expenses and accrued interests, and the face value of the debts is
treated as discount or premium on the debt investment. The amount of
discount or premium is amortised using straight-line method against debt
interest income recognised over the period from the date of debt acquisition
to its maturity. Interest income arising from the debt investment is accounted
for using the accrual basis, and is recognised as investment income for the
current period, after adjusting for the unamortised discount or premium on

debt investments.

Provision for impairment on long-term investments

Provision for impairment on long-term investments is accounted for on an

individual investment basis. Provision is made and charged to the income

statement in the current period for the excess of the carrying amount of the

investment over its recoverable amount, which is caused by continuous

decline in market value or deteriorating operating results of the investee.

j. Fixed assets and depreciation

The fixed asset recognition criteria of the Company and its subsidiaries are:

(1) Buildings, plant and machinery, motor vehicles and other equipment,

utensils and tools related to production with useful lives over 1 year.

(2) Items which are not major facilities for production, but with useful lives of

over 2 years and unit cost of over RMB2,000.
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Fixed assets are stated at cost or revaluation amount less accumulated
depreciation and provision for impairment. The cost of a fixed asset comprises
its purchase price plus relevant taxes and any directly attributable costs of
bringing the asset to its working condition for its intended use. The revaluation
amount determined based on the asset valuation undertaken upon the
Company's reorganisation to a joint stock limited liabilities and at the time of
the acquistions of subsidiaries. Daily maintenance, repairs and overhaul
expenditures incurred after the fixed assets have been put into operation is
charged to the income statement in the period in which they are incurred.
Costs incurred for significant improvement and renewals, which have resulted
in an increase in future economic benefits, are capitalised as additional costs

of the fixed asset.

Depreciation is provided on a straight-line basis to write off the cost of the
assets over their estimated useful lives, after taking into account their
estimated residual value of 3% of cost. The estimated useful lives of fixed

assets are as follows:

Buildings 20-40 years
Plant and machinery 10-14 years
Motor vehicles 5-12 years

When the fixed asset is disposed of, the difference between the carrying
amount and proceeds from disposal is recognised in the income statement
for the current period.

As at the balance sheet date, the Company and its subsidiaries review each
of the fixed asset items. Provision for impairment is made for the excess of
the carrying amount of an asset over its recoverable amount, which is caused
by continued declining market value, obsolete technology, damage, or idle
usage, etc. Provision for impairment is charged to the income statement for
the current period except when it reduces previously recognised valuation

surplus. Provision for impairment is accrued on an individual item basis.
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k. Construction-in-progress

Construction-in-progress represents buildings and plants under construction
and machinery and equipment under installation and testing, and is stated at
cost. The cost includes cost of construction, direct costs and eligible
capitalised borrowing costs incured on specific loans during the period of
construction, installation and testing. Construction-in-progress is transferred
to the fixed asset when it is ready for its intended use. No depreciation is

provided for construction-in-progress.

At each balance sheet date, the Company and its subsidiaries conduct full-
scale review of their respective construction-in-progress. Provision for
impairment is made and charged to the income statement for those
construction-in-progress whose construction is suspended and is expected
not to resume within 3 years, the specification and technology are obsolete
and the economic benefits of which are uncertain, or Items which show other

evidence for impairment.

I. Intangible assets

Intangible assets are recognised at cost. The cost of intangible assets is
amortised on a straight-line basis to write off the cost of the intangible assets
over their estimated useful lives. The estimated useful lives of intangible

assets are as follows:

Trademarks 40 years
Land use rights 50 years
Technology know-how 10 years
Others 1-10 years

Land under development is transferred to construction-in-progress at carrying
amount. Pursuant to the requirements of Caikuai [2000] No. 43 issued by
the Ministry of Finance, the land use rights accounted for as intangible assets
not transferred to the cost of the respective buildings before the adoption of
Accounting Regulations for Business Enterprises are not adjusted

retrospectively.
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The Company and its subsidiaries regularly review the estimated future
economic benefits of each intangible asset item. When evidence indicates
that the value of the intangible asset has been impaired, a provision for
impairment is made for the excess of the carrying amount over its recoverable

amount.

m. Long-term deferred expenses

Long-term deferred expenses mainly represent major repair expenditures
on fixed assets and other deferred expenses with amortisation period over 1
year, and are recognised at cost. Major repair expenditures on fixed assets
are evenly amortised over the period between each major repairs; other
long-term deferred expenses are evenly amortised over the expected

beneficial period.

Expenses incurred during the period of plant construction and planning are

charged as expenses in the month of production commencement.

n. Entrusted loans

Loans entrusted for lending through financial institutions are recorded based
on the amount of the loan balance advanced. Interest income is accrued
based on the interest rates specified in the entrustment loan agreements

and is credited to the income statement for the period.

The Company and its subsidiaries review each of the entrusted loans at
each balance sheet date. If there is indication that the carrying amount of
individual entrusted loan exceeds its recoverable amount, a provision for

impairment is accrued.

0. Taxation

The Company and its subsidiaries provide for enterprise income tax on the
basis of their profit before tax for financial reporting purposes, adjusted for
income and expense items which are not assessable or deductible and all

the available tax benefits, at the applicable tax rates.



