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(h) 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, the estimated costs and related taxes
necessary to make the sale. Low-value consumables and certain packaging
materials are amortised into expenses over their estimated useful lives of

one to five years using the straight-line method.

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 of expense in the period in which the reversal

occurs.

The Group and the Company adopt the perpetual inventory system.

(i) Long-term investments

Long-term equity investments

Long-term equity investments are accounted for using the cost method or

equity method based on different circumstances.
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(2) If the Group holds less than 20% voting share capital or more than 20%
voting share capital but has no control, no common control and no significant
influence over the financial and operating policies of the investees, the long-
term equity investments are accounted for using the cost method. Other
than addition or reduction of the investments, the carrying amounts of
investments remain unchanged. The Group's share of profit distribution or
cash dividends declared by the investees are recognised as investment
income in current period. Investment income recognised by the Group is
limited to the proportionate share of the accumulated net profit earned by the
investees after the Group's investments. The excess portion of the Group's
share of profit distribution or cash dividends declared by the investees over
the above limit is treated as withdrawal of initial investment cost, and offset

against the carrying amounts of the investments.

(2) If the Group holds 20% or more voting share capital or less than 20%
voting share capital but can exercise, common control or significant influence
over the financial and operating policies of the investees, the long-term equity
investments are accounted for using the equity method. The carrying amounts
of investments and the investment income for the current period are adjusted
to recognise the Group's share of the post-acquisition net profits or losses of
the investees for the period. The Group's share of profit distribution or cash
dividends declared by the investees reduce the carrying amounts of the
investments. The share of net loss of investee will cease to be recognised
by the Company when the carrying amounts of investees are reduced to
zero. If the investees begin to earn a profit in subsequent periods, the Group's
share of net profit of the investees, after offsetting previous unrecognised

share of losses, is adjusted against the carrying amount of the investment.

(3) For investees accounted for using the equity method, the difference
between the initial investment costs and the share of the shareholders' equity
of the investees is treated as equity investment difference and is amortised

using the straight-line method into the profit and loss account over 10 years.
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Long-term debt investments

Long-term debt investments are recognised at cost. 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 debt investment. The amount of discount or premium is
amortised using the 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 in current period after

adjusting the unamortised discount or premium on debt investments.

Provision for impairment on long-term investments

Provision for diminution in value of long-term investments is made when the
recoverable amount of the investments is lower than their carrying amount
due to continuing decrease in their market price or deterioration in the
operations of the investees and these conditions are expected not to be
recovered in the foreseeable future. Provision for diminution in value of
long-term investment is made based on the difference between the

recoverable amount and the carrying amount of the long-term investments.

(j) Fixed assets and depreciation

The fixed asset recognition criteria of the Group are:

(1) Buildings (including land use rights), plant and machinery, motor vehicles

and other equipment, utensils and tools related to production with useful

lives of over 1 year.

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

over 2 years and with cost of over RMB2,000.

Fixed assets are stated at cost or revaluation amount less accumulated



