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Cash equivalents represent short-term, highly liquid investments which are

readily convertible into known amounts of cash with original maturities of

three months or less and that are subject to an insignificant risk of change in

value.

(m) Operating leases

Leases where substantially all the risks and rewards of ownership of assets

remain with the leasing company are accounted for as operating leases.

Payments made under operating leases net of any incentives received from

the leasing company are charged to the profit and loss account on a straight-

line basis over the lease term.

(n) Provisions

Provisions are recognised when the Group has a present legal or constructive

obligation as a result of a past event and it is probable that an outflow of

resources embodying economic benefits will be required to settle the

obligation, and a reliable estimate can be made of the amount of the obligation.

Where the Group expects a provision to be reimbursed, the reimbursement

is recognised as a separate asset but only when the reimbursement is virtually

certain.  Provisions are reviewed at each balance sheet date and adjusted to

reflect the current best estimate.  Where the effect of the time value of money

is material, the amount of a provision is the present value of the expenditures

expected to be required to settle the obligation.

(o) Employee benefits

(i) Employee leave entitlements

Employee entitlements to annual leave are recognised when they accrue to

employees.  A provision is made for the estimated liability for annual leave

as a result of services rendered by employees up to the balance sheet date.

Employee entitlements to sick leave and maternity leave are not recognised

until the time of leave.
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(j) Inventories

Inventories mainly include raw materials, work-in-progress, packaging

materials, auxiliary materials, low value consumables and finished goods.

Inventories are stated at the lower of cost and net realisable value.  Cost,

calculated on the weighted average cost basis, comprises all costs of

purchase, costs of conversion and other costs incurred in bringing the

inventories to their present location and condition.  Net realisable value is

the estimated selling price in the ordinary course of business less the

estimated costs of completion and the estimated costs necessary to make

the sale.  Low-value consumables and certain packaging materials are

amortised into expenses over their estimated useful lives of two to five years

and one to two years using the straight-line method, respectively.

When inventories are sold, the carrying amount of those inventories is

recognised as an expense in the period in which the related revenue is

recognised.  The amount of any write-down of inventories to net realisable

value and all losses of inventories are recognised as an expense in the period

in which the write-down or loss occurs.  The amount of any reversal of any

write-down of inventories, arising from an increase in net realisable value, is

recognised as a reduction in the amount of inventories recognised as an

expense in the period in which the reversal occurs.

(k) Accounts and other receivables

Provision is made against accounts and other receivable to the extent they

are considered to be doubtful.  Accounts and other receivables are stated at

cost net of such provision.

(l) Cash and cash equivalents

Cash and cash equivalents are carried in the balance sheet at cost.

Cash represents cash on hand and deposits with banks or other financial

institutions which are repayable on demand.
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(j) Inventories

Inventories mainly include raw materials, work-in-progress, packaging

materials, auxiliary materials, low value consumables and finished goods.

Inventories are stated at the lower of cost and net realisable value.  Cost,

calculated on the weighted average cost basis, comprises all costs of

purchase, costs of conversion and other costs incurred in bringing the

inventories to their present location and condition.  Net realisable value is

the estimated selling price in the ordinary course of business less the

estimated costs of completion and the estimated costs necessary to make

the sale.  Low-value consumables and certain packaging materials are

amortised into expenses over their estimated useful lives of two to five years

and one to two years using the straight-line method, respectively.

When inventories are sold, the carrying amount of those inventories is

recognised as an expense in the period in which the related revenue is

recognised.  The amount of any write-down of inventories to net realisable

value and all losses of inventories are recognised as an expense in the period

in which the write-down or loss occurs.  The amount of any reversal of any

write-down of inventories, arising from an increase in net realisable value, is

recognised as a reduction in the amount of inventories recognised as an
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(k) Accounts and other receivables

Provision is made against accounts and other receivable to the extent they

are considered to be doubtful.  Accounts and other receivables are stated at

cost net of such provision.
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Cash and cash equivalents are carried in the balance sheet at cost.

Cash represents cash on hand and deposits with banks or other financial
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(q) Revenue recognition

Provided it is probable that the economic benefits associated with a

transaction will flow to the Group and the Company and the revenue and

costs, if applicable, can be measured reliably, revenue is recognised on the

following bases:

(i) Sale of goods is recognised when the significant risks and rewards of

ownership of the goods have been transferred to customers.

(ii) Interest income from bank deposits and investment is recognised on a

time proportion basis on the principal outstanding and at the rate applicable.

(iii) Dividend income is recognised when the right to receive payment is

established.

(iv) Operating lease rental income is recognised on a straight-line basis.

(r) Subsidy income

Subsidy income received and receivable from local governments for general

working capital financing is recognised as other revenue, when there is

reasonable assurance that the Group will comply with the conditions attaching

with it and that the subsidy is recognised when the right to receive is

established.

(s) Borrowing costs

Borrowing costs include interest charges and other costs incurred in

connection with the borrowing of funds, including amortisation of discounts

or premiums relating to borrowings, amortisation of ancillary costs incurred

in connection with arranging borrowings and exchange differences arising

from foreign currency borrowings to the extent that they are regarded as an

adjustment to interest costs.
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(ii) Bonus plans

The expected cost of bonus payments are recognised as a liability when the

Group has a present legal or constructive obligation as a result of services

rendered by employees and a reliable estimate of the obligation can be made.

Liabilities for bonus plans are expected to be settled within 12 months and

are measured at the amounts expected to be paid when they are settled.

(iii) Pension obligations

Pursuant to PRC laws and regulations, contributions to the basic old age

insurance for the Group’s local employees are made monthly to a government

agency based on 28.5% to 33.5% of the standard salary set by the respective

provincial governments, of which 25.5% is borne by the Group and the

remainder is borne by the employees.  The government agency is responsible

for the pension liabilities relating to such employees on their retirement.  The

Group accounts for these contributions on an accrual basis.

A subsidiary operating in Hong Kong has established a defined contribution

mandatory provident fund scheme in accordance with the Mandatory

Provident Fund legislation of the government of Hong Kong.  It makes monthly

contributions to the scheme based on 5% of the employees’ basic salaries

with the maximum amount of contribution made by the subsidiary and the

employees being limited to HKD12,000 (equivalent to RMB12,732) per annum

per employee.  The Group’s contributions to the defined contribution

retirement scheme are expensed as incurred.

(p) Deferred taxation

Deferred taxation is provided under the liability method at the current taxation

rate in respect of timing differences between profit as computed for taxation

purposes and profit as stated in the accounts to the extent that it is probable

that a liability or asset will crystallise in the foreseeable future.


