China HealthCare Holdings Limited ¢ Annual Report 2006

® Notes to the Financial Statements

(For the year ended 31 March 2006)

GENERAL INFORMATION

The Company was incorporated in Bermuda as an exempted company with limited liability under the
Companies Act of Bermuda. The addresses of the registered office and principal place of business of
the Company are disclosed in the “Corporate Information” section to the annual report. The
Company’s shares are listed on the Main Board of The Stock Exchange of Hong Kong Limited (the

“Stock Exchange”).

The Company is an investment holding company. The principal activities of its subsidiaries and an

associate are set out in notes 19 and 20 to the financial statements respectively.

ADOPTION OF NEW AND REVISED HKFRSs

In the current year, the Group has adopted all the new and revised Hong Kong Financial Reporting
Standards ("HKFRSs”) issued by the Hong Kong Institute of Certified Public Accountants ("HKICPA™)
that are relevant to its operations and effective for accounting periods beginning on or after 1
January 2005. The adoption of these new and revised HKFRSs did not result in substantial changes to
the Group’s accounting polices and amounts reported for the current year and prior years except as
stated below.

HKAS 1 “Presentation of Financial Statements” affects the presentation of minority interests,
share of profits of associates and other disclosures. The change in accounting policy has been

applied retrospectively.

In previous years, minority interests were presented in the consolidated balance sheet
separately from liabilities and as a deduction from net assets. Minority interests in the results of
the Group for the year were also separately presented in the consolidated income statement
as a deduction before arriving at the profit attributable to the equity holders of the Company.

With effect from 1 January 2005, in order to comply with HKAS 1 “Presentation of Financial
Statements” and HKAS 27 “Consolidated and Separate Financial Statements”, minority interests
are presented in the consolidated balance sheet and consolidated statement of changes in
equity within equity. Minority interests are presented in the consolidated income statement as
an allocation of profit or loss for the year between minority and equity holders of the Company.
This change in accounting policy has been applied refrospectively.
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2. ADOPTION OF NEW AND REVISED HKFRSs (Continued)

The adoption of HKAS 32 “Financial Instruments: Disclosure and Presentation” and HKAS 39
“Financial Instruments: Recognition and Measurement” has resulted in a change in the
accounting policy relating to the classification of available-for-sale investments. It has also
resulted tfo analyse the compound financial instruments into debt and equity components
based on the circumstances at the inception of the instrument. The comparative in respect of
the convertible bonds has been restated whereby the equity conversion option is now
presented as a component reserves. The related interest expense on the convertible bonds

has been restated by applying the effective interest methods to the liability component.

HKAS 39 does not permit to recognise, derecognise and measure financial assets and liabilities
in accordance with this standard on a retrospective basis. The Group applied the previous
Statement of Standard Accounting Practice ("SSAP”) 24 “Accounting for Investments in
Securities” to investments in securities for the 2005 comparative information. The adjustments
required for the accounting differences between previous SSAP 24 and HKAS 39 are determined
and recognised at 1 April 2005.

The adoption of HKASs 32 and 39 resulted in an increase in accumulated losses at 1 April 2005
by HK$2,084,000 and the details of other changes in the amounts reported in the financial
statements as follows:

THE GROUP 2006 2005

HK$°000 HKS 000
Increase in available-for-sale investments - 22,588
Decrease in investments in securities - 22,588
Decrease in convertible bonds 2,488 299
Increase in convertible bonds reserve 3,592 2,195
Increase in finance costs 1,063 -
Increase in basic loss per share (cents) 0.462 —
THE COMPANY 2006 2005

HK$’000 HKS 000
Increase in available-for-sale investments - 1,333
Decrease in investments in securities - 1,333
Decrease in convertible bonds 2,488 299
Increase in convertible bonds reserve 3,592 2,195

Increase in finance costs 1,063 -
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2. ADOPTION OF NEW AND REVISED HKFRSs (Continued)

)

G

SHARE-BASED PAYMENT

The adoption of HKFRS 2 “Share-based Payment” has resulted in change in the accounting
policy for share options granted to employee and third party. Prior to this, the grant of share
options to employees and third parties did not result in a charge to the consolidated income
statement. Upon the adoption of HKFRS 2, the fair value of share options at grant date is
amortised over the relevant vesting periods and expensed to the consolidated income

statement. This change in accounting policy has been applied retrospectively.

The adoption of HKFRS 2 resulted in changes in the amounts reported in the financial statements

as follows:
2006 2005
HK$’000 HKS 000
Increase in share options reserve 148 -
Increase in consultancy fees 148 -
Increase in basic loss per share (cents) 0.064 -

BUSINESS COMBINATIONS

The adoption of HKFRS 3 “Business Combinations” resulted in a change in the accounting
policy for goodwill. Until 31 March 2005, goodwill was:

- Amortised on a straight-line basis over 5 to 19 years; and

- Assessed for an indication of impairment at each balance sheet date.

In accordance with the provisions of HKFRS 3:

- The Group ceased amortisation of goodwill from 1 April 2005;

- Accumulated amortisation as at 31 March 2005 has been eliminated with a
corresponding decrease in the cost of goodwill; and

- From the year ended 31 March 2006 onwards, goodwill is fested annually for impairment,

as well as when there is indication of impairment.

HKFRS 3 has been applied prospectively from 1 April 2005.
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2. ADOPTION OF NEW AND REVISED HKFRSs (Continued)
E) BUSINESS COMBINATIONS (Continued)

The adoption of HKFRS 3 resulted in changes in the amounts reported in the financial statements

as follows:
2006 2005
HK$°000 HKS 000
Decrease in amortisation of goodwill 2,921 -
Decrease in basic loss per share (cents) 1.269 -

At the date of authorisation of these financial statements, HKICPA has issued certain new and revised
standards and interpretations that are not yet effective to the financial statements. The directors
anficipate that the adoption of these new and revised standards and interpretations in future periods
will have no material impact on the financial statements of the Group.

3. SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with HKFRSs issued by the HKICPA,
accounting principles generally accepted in Hong Kong and the applicable disclosures required by
the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited and by the

Hong Kong Companies Ordinance.

These financial statements have been prepared under the historical cost convention.

The preparation of financial statements in conformity with HKFRSs requires the use of certain key
assumptions and esfimates. It also requires management to exercise its judgements in the process of
applying the accounting policies. The areas where assumptions and estimates are significant to these
financial statements, are disclosed in note 4 to the financial statements.

The significant accounting policies applied in the preparation of these financial statements are set
out below.

(A) CONSOLIDATION

The consolidated financial statements include the financial statements of the Company and its
subsidiaries made up to 31 March. Subsidiaries are entities over which the Group has control.
Conftrol is the power to govern the financial and operating policies of an entity so as to obtain
benefits from its activities. The existence and effect of potential voting rights that are currently

exercisable or convertible are considered when assessing whether the Group has control.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Subsidiaries are fully consolidated from the date on which control is tfransferred to the Group.
They are de-consolidated from the date the control ceases.

The gain or loss on the disposal of a subsidiary represents the difference between the proceeds
of the sale and the Group’s share of its net assets together with any goodwill or capital reserve
relating to the subsidiary which was not previously charged or recognised in the consolidated

income statement and also any related accumulated foreign currency franslation reserve.

Inter-company transactions, balances and unrealised profits on transactions between Group
companies are eliminated. Unrealised losses are also eliminated unless the transaction provides
evidence of an impairment of the asset tfransferred. Accounting policies of subsidiaries have
been changed where necessary to ensure consistency with the policies adopted by the Group.

Minority interests represent the interests of minority shareholders in the operating results and net
assets of subsidiaries. Minority interests are presented in the consolidated balance sheet and
consolidated statement of changes in equity within equity. Minority interests are presented in
the consolidated income statement as an allocation of profit or loss for the year between
minority and shareholders of the Company. Losses applicable to the minority in excess of the
minority’s interests in the subsidiary’s equity are allocated against the interests of the Group
except to the extent that the minority has a binding obligation and is able to make an
additional investment to cover the losses.

In the Company’s balance sheet the investments in subsidiaries are stated at cost less
allowance for impairment losses. The results of subsidiaries are accounted for by the Company
on the basis of dividends received and receivable.

The purchase method of accounting is used fo account for the acquisition of subsidiaries by
the Group. The cost of an acquisition is measured as the fair value of the assets given, equity
instruments issued and liabilities incurred or assumed at the date of exchange, plus costs
directly attributable to the acquisition. Idenftifiable assets, liabilities and contingent liabilities of
the subsidiary in an acquisition are measured at their fair values at the acquisition date. The
excess of the cost of acquisition over the Group’s share of the net fair value of the subsidiary’s
identifiable assets, liabilities and contingent liabilities is recorded as goodwill. Any excess of the
Group’s share of the net fair value of the identfifiable assets, liabilities and contingent liabilities
over the cost of acquisition is recognised in the consolidated income statement.
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3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Goodwill is tested annually for impairment and carried at cost less accumulated impairment
losses. Impairment losses of goodwill are recognised in the consolidated income statement
and are not subsequently reversed. Goodwill is allocated to cash-generating units for the

purpose of impairment testing.

The interests of minority shareholders in the subsidiary is initially measured at the minority’s
proportion of the net fair value of the subsidiary’s identifiable assets, liabilities and contingent

liabilities at the acquisition date.

Associates are entities over which the Group has significant influence. Significant influence is
the power to participate in the financial and operating policies of an entity but is not control
or joint control over those policies. The existence and effect of potential voting rights that are
currently exercisable or convertible are considered when assessing whether the Group has
significant influence.

Investment in an associate is accounted for in the consolidated financial statements by the
equity method of accounting and is inifially recognised at cost. Identifiable assets, liabilities
and contingent liabilities of the associate in an acquisition are measured at their fair values at
the acquisition date. The excess of the cost of acquisition over the Group’s share of the net fair
value of the associate’s identifiable assets, liabilities and contfingent liabilities is recorded as
goodwill. The goodwill is included within the carrying amount of the investment and is assessed
for impairment as part of the investment. Any excess of the Group’s share of the net fair value
of the identifiable assets, liabilities and contingent liabilities over the cost of acquisition is
recognised in the consolidated income statement.

The Group’s share of an associate’s post-acquisition profits or losses is recognised in the
consolidated income statement, and its share of the post-acquisition movements in reserves is
recognised in the consolidated reserves. The cumulative post-acquisition movements are
adjusted against the carrying amount of the investment. When the Group’s share of losses in
an associate equals or exceeds its inferest in the associate, including any other unsecured
receivables, the Group does not recognise further losses, unless it has incurred obligations or
made payments on behalf of the associate.

The gain or loss on the disposal of an associate represents the difference between the proceeds
of the sale and the Group’s share of its net assets fogether with any goodwill relating to the
associate which was not previously charged or recognised in the consolidated income

statement and also any related accumulated foreign currency translation reserve.



China HealthCare Holdings Limited ¢ Annual Report 2006

® Notes to the Financial Statements

(For the year ended 31 March 2006)

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Unrealised gains on transactions between the Group and its associates are eliminated to the
extent of the Group’s interests in the associates. Unrealised losses are also eliminated unless the
fransaction provides evidence of an impairment of the asset transferred. Accounting policies
of associates have been changed where necessary to ensure consistency with the policies
adopted by the Group.

In the Company’s balance sheet the investments in associates are stated at cost less allowance
for impairment losses. The results of associates are accounted for by the Company on the basis
of dividends received and receivable.

Investments are recognised and derecognised on a trade date basis where the purchase or
sale of an investment is under a confract whose terms require delivery of the investment within
the timeframe established by the market concerned, and are initially measured at fair value,
plus directly attributable fransaction costs except in the case of financial assets at fair value

through profit or loss.

0) Held-to-maturity investments

Debt securities with fixed or deferminable payments and fixed maturity and that the
Group has the positive intention and ability fo hold to maturity are classified as held-to-
maturity investments. Held-to-maturity investments are subsequently measured at

amortised cost using the effective interest rate method, less any impairment losses.

An impairment loss is recognised in the consolidated income statement when there is
objective evidence that the held-to-maturity investments are impaired, and is measured
as the difference between the investments’ carrying amount and the present value of
estimated future cash flows discounted at the effective interest rate computed at initial
recognition. Impairment losses are reversed in subsequent periods when an increase in
the investments’ recoverable amount can be related objectively to an event occurring
after the impairment was recognised, subject to the restriction that the carrying amount
of the investments at the date the impairment is reversed shall not exceed what the
amortised cost would have been had the impairment not been recognised.

Investments other than held-to-maturity investments are classified as either financial assets at
fair value through profit or loss or available-for-sale investments.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

@i

(iii)

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss are either investments held for trading
or designated as at fair value through profit or loss upon initial recognition. These
investments are subsequently measured at fair value. Gains or losses arising from changes
in fair value of these investments are included in the consolidated income statement for

the period.

Available-for-sale investments

Available-for-sale investments are investments not classified as loans and receivables,
held-to-maturity investments or financial assets at fair value through profit or loss.
Available-for-sale investments are subsequently measured at fair value. Gains or losses
arising from changes in fair value of these investments are recognised directly in equity,
until the investments are disposed of or are determined to be impaired, at which time
the cumulative gains or losses previously recognised in equity are included in the
consolidated income statement for the period.

Impairment losses recognised in the consolidated income statement for equity
investments classified as available-for-sale investments are not subsequently reversed
through the consolidated income statement. Impairment losses recognised in the
consolidated income statement for debt instruments classified as available-for-sale
investments are subsequently reversed if an increase in the fair value of the instruments
can be objectively related to an event occurring after the recognition of the impairment
loss.

Property, plant and equipment are stated at historical cost less accumulated depreciation

and impairment losses.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate

asset, as appropriate, only when it is probable that future economic benefits associated with

the item will flow to the Group and the cost of the item can be measured reliably. All other

repairs and maintenance are expensed in the consolidated income statement during the

financial period in which they are incurred.



China HealthCare Holdings Limited ¢ Annual Report 2006

® Notes to the Financial Statements

(For the year ended 31 March 2006)

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

()

P

©)

PROPERTY, PLANT AND EQUIPMENT (Continued)

Depreciation of property, plant and equipment is calculated at rates sufficient to write off their

cost over the estimated useful lives on a straight-line basis. The principal annual rates are as

follows:

Leasehold improvements 20%
Plant and machinery 20%
Furniture, fixtures and equipment 20%
Motor vehicles 30%

The assets’ residual values and useful lives are reviewed and adjusted, if appropriate, at each
balance sheet date.

The gain or loss on disposal of property, plant and equipment is the difference between the
net sales proceeds and the carrying amount of the relevant asset, and is recognised in the
consolidated income statement.

RESEARCH AND DEVELOPMENT EXPENDITURE

Expenditure on research activities is recognised as an expense in the period in which it is
incurred. An internally-generated infangible asset arising from the Group’s e-business
development is recognised only if all of the following conditions are met:

- an asset is created that can be idenftified (such as software and new processes);

- it is probable that the asset created will generate future economic benefits; and

- the development cost of the asset can be measured reliably.

Internally-generated intangible assets are amortised on a straight-line basis over their estimated
useful lives. Where no internally-generated intangible asset can be recognised, development
expenditure is charged to the consolidated income statement in the period in which it is

incurred.

PATENTS

Patents are measured initially at purchase cost and are amortised on a straight-line basis over
their estimated useful lives.

41



42

China HealthCare Holdings Limited ¢ Annual Report 2006

Notes to the Financial Statements e

(For the year ended 31 March 2006)

3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Inventories are stated at the lower of cost and neft realisable value. Cost is determined using
the weighted average basis. The cost of finished goods and work in progress comprises raw
materials, direct labour and an appropriate proportion of all production overhead expenditure,
and where appropriate, subcontracting charges. 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.

Trade and other receivables are recognised inifially at fair value and subsequently measured
at amortised cost using the effective interest method, less allowance for impairment. An
allowance for impairment of tfrade and other receivables is established when there is objective
evidence that the Group will not be able to collect all amounts due according to the original
terms of receivables. The amount of the allowance is the difference between the asset’s
carrying amount and the present value of estimated future cash flows, discounted at the
effective interest rate. The amount of the provision is recognised in the consolidated income
statement.

For the purpose of the cash flow statement, cash and cash equivalents represent cash at bank
and on hand, demand deposits with banks and other financial institutions, and short-term
highly liquid investments which are readily convertible into known amounts of cash and subject
to an insignificant risk of change in value. Bank overdrafts which are repayable on demand
and form an integral part of the Group’s cash management are also included as a component
of cash and cash equivalents.

Financial liabilities and equity instruments are classified according to the substance of the
contfractual arrangements entered into and the definitions of a financial liability and an equity
instrument under HKFRSs. An equity instrument is any contract that evidences a residual interest
in the assets of the Group after deducting all of its liabilities. The accounting policies adopted
for specific financial liabilities and equity instruments are set out below.

Trade and other payables are stated initially at their fair value and subsequently measured at
amortised cost using the effective interest method unless the effect of discounting would be
immaterial, in which case they are stated at cost.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Convertible bonds that consist of a liability and an equity component are regarded as
compound instruments. At the date of issue, the fair value of the liability component is estimated
using the prevailing market interest rate for similar non-convertible debt. The difference between
the proceeds of issue of the convertible bonds and the fair value assigned to the liability
component, representing the embedded option for the holder to convert the bonds into
equity of the Group, is included in equity as convertible bonds reserve.

Issue costs are apportioned between the liability and equity components of the convertible
bonds based on their relative carrying amounts at the date of issue. The portion relating to the

equity component is charged directly to equity.

The interest expense on the liability component is calculated by applying the prevailing market
interest rate for similar non-convertible debt to the liability component of the instruments. The
difference between this amount and the interest paid is added to the carrying amount of the
convertible bonds.

Equity instruments issued by the Company are recorded at the proceeds received, net of
direct issue costs.

Revenues from the sales of manufactured goods and frading of raw materials are recognised
on the transfer of risks and rewards of ownership, which generally coincides with the time when
the goods are delivered and the fitle has passed to the customers.

Service fee income is recognised when the service is rendered and on the basis of stage of
completion of each individual project, provided that the costs involved can be measured
reliably. The stage of completion of a transaction is established by reference to the costs
incurred to date as compared to the estimated total costs under the transaction.

Interest income is recognised on a time-proportion basis using the effective interest method.

Dividend income is recognised when the shareholders’ rights to receive payment have been
established.
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3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Leases in which a significant portion of the risks and rewards of ownership are retained by the

lessor are classified as operating leases. Payments made under operating leases (net of any

incentives received from the lessor) are expensed in the consolidated income statement on a

straight-line basis over the period of the lease.

M

(i

)

Functional and presentation currency

Iltems included in the financial statements of each of the Group’s enftities are measured
using the currency of the primary economic environment in which the entity operates
(the “functional currency”). The consolidated financial statements are presented in Hong
Kong dollars, which is the Company’s functional and presentation currency.

Transactions and balances in each entity’s financial statements

Transactions in foreign currencies are translated intfo the functional currency using the
exchange rates prevailing on the fransaction dates. Monetary assets and liabilities in
foreign currencies are translated at the rates ruling on the balance sheet date. Profits
and losses resulting from this translation policy are included in the consolidated income

statement.

Translation differences on non-monetary items, such as equity instruments classified as
financial assets at fair value through profit or loss, are reported as part of the fair value
gain or loss. Translation differences on non-monetary items, such as equity instruments
classified as available-for-sale investments, are included in the investment revaluation

reserve in equity.

Translation on consolidation

The results and financial position of all the Group entities that have a functional currency
different from the Company’s presentation currency are translated into the Company’s

presentation currency as follows:

- assets and liabilities for each balance sheet presented are franslated at the closing
rate at the date of that balance sheet;

- income and expenses for each income statement are translated at average
exchange ratfes (unless this average is not a reasonable approximation of the
cumulative effect of the rates prevailing on the transaction dates, in which case
income and expenses are translated at the exchange rates on the transaction
dates); and
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

)

®

(i

)

Translation on consolidation (Continued)

- all resulting exchange differences are recognised in the foreign currency
franslation reserve.

On consolidation, exchange differences arising from the translation of the net investment
in foreign entities and of borrowings are recognised in the foreign currency translation
reserve. When a foreign operation is sold, such exchange differences are recognised in

the consolidated income statement as part of the profit or loss on disposal.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are
freated as assets and liabilities of the foreign entity and translated at the closing rate.

Employee leave entitlements

Employee entitlements to annual leave and long service leave are recognised when
they accrue to employees. A provision is made for the estimated liability for annual
leave and long service leave as a result of services rendered by employees up to the

balance sheet date.

Employee enftitlements to sick leave and maternity leave are not recognised until the
time of leave.

Pension obligations

The Group contributes to defined contribution retirement schemes which are available
to all employees. Contributions to the schemes by the Group and employees are
calculated as a percentage of employees’ basic salaries. The retirement benefit scheme
cost charged to the consolidated income statement represents contributions payable
by the Group fo the funds.

Termination benefits

Termination benefits are recognised when, and only when, the Group demonstrably
commits itself to terminate employment or to provide benefits as a result of voluntary
redundancy by having a detailed formal plan which is without realistic possibility of
withdrawal.
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3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

The Group issues equity-settled share-based payments to certain employees. Equity-settled
share-based payments are measured at fair value (excluding the effect of non market-based
vesting conditions) at the date of grant. The fair value determined at the grant datfe of the
equity-settled share-based payments is expensed on a straight-line basis over the vesting period,
based on the Group’s estimate of shares that will eventually vest and adjusted for the effect of
non market-based vesting conditions.

Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from
profit as reported in the consolidated income statement because it excludes items of income
or expense that are taxable or deductible in other years and it further excludes items that are
never taxable or deductible. The Group’s liability for current tax is calculated using tax rates
that have been enacted or substantively enacted by the balance sheet date.

Deferred tax is recognised on differences between the carrying amounts of assets and liabilities
in the financial statements and the corresponding tax bases used in the computation of taxable
profit, and is accounted for using the balance sheet liability method. Deferred tax liabilities are
generally recognised for all tfaxable temporary differences and deferred tax assets are
recognised to the extent that it is probable that taxable profits will be available against which
deductible temporary differences can be utilised. Such assets and liabilities are not recognised
if the temporary difference arises from goodwill or from the initial recognition (other than in a
business combination) of other assets and liabilities in a transaction that affects neither the
taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments
in subsidiaries and associates, and interests in joint ventures, except where the Group is able to
control the reversal of the temporary difference and it is probable that the temporary difference
will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and
reduced to the extent that it is no longer probable that sufficient faxable profits will be available
to allow all or part of the asset to be recovered.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Deferred tax is calculated at the tax rates that are expected to apply in the period when the
liability is settled or the asset is realised, based on ftax rates that have been enacted or
substantively enacted by the balance sheet date. Deferred tax is charged or credited to the
consolidated income statement, except when it relates to items charged or credited directly
to equity, in which case the deferred tax is also dealt with in equity.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off
current fax assets against current tax liabilities and when they relate to income taxes levied by
the same taxation authority and the Group intends to settle its current tax assets and liabilities
on a net basis.

A segment is a distinguishable component of the Group that is engaged either in providing
products and services (business segment), or in providing products or services within a particular
economic environment (geographical segment), which is subject to risks and rewards that are

different from those of other segments.

In accordance with the Group’s intfernal financial reporting, the Group has determined that
business segments be presented as the primary reporting format and geographical as the

secondary reporting format.

Segment revenue, expenses, results, assets and liabilities include items directly attributable to a
segment as well as those that can be allocated on a reasonable basis to the segment.
Unallocated costs mainly represent corporate expenses. Segment assets consist primarily of
property, plant and equipment, goodwill, inventories and trade receivables. Segment liabilities

comprise operating liabilities and exclude items such as taxation and corporate borrowings.

Segment revenue, expenses, results, assets and liabilities are determined before intfra-group
balances and intra-group transactions are eliminated as part of the consolidation process,
except to the extent that such intfra-group balances and transactions are between Group
entferprises within a single segment. Inter-segment pricing is based on terms mutually agreed

between the segments.

Segment capital expenditure is the total cost incurred during the period to acquire segment
assets (both tangible and intfangible) that are expected to be used for more than one period.

In respect of geographical segment reporting, sales are based on the counftries in which
customers are located. Total assets and capital expenditure are based on where the assets
are located.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

A party is related to the Group if:

0) directly, or indirectly through one or more intermediaries, the party conftrols, is controlled
by, or is under common control with, the Group; has an interest in the Group that gives it
significant influence over the Group; or has joint control over the Group;

O) the party is an associate;

(iii) the party is a jointly venture;

(iv) the party is a member of the key management personnel of the Company or its parent;
) the party is a close member of the family of any individual referred to in (i) or (iv);

(vi)  the party is an entity that is controlled, jointly-controlled or significantly influenced by or
for which significant voting power in such entity resides with, directly or indirectly, any
individual referred to in (iv) or (v); or

(vi)  the party is a post-employment benefit plan for the benefit of employees of the Group,
or of any entity that is a related party of the Group.

Assets that have an indefinite useful life or not yet available for use are reviewed annually for
impairment and are reviewed for impairment whenever events or changes in circumstances
indicate the carrying amount may not be recoverable.

At each balance sheet date, the Group reviews the carrying amounts of its tangible and
intangible assets except goodwill fo determine whether there is any indication that those
assets have suffered an impairment loss. If any such indication exists, the recoverable amount
of the asset is estimated in order to determine the extent of any impairment loss, if any. Where
it is not possible to estimate the recoverable amount of an individual asset, the Group estimates
the recoverable amount of the cash generating unit to which the asset belongs.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing
value in use, the estimated future cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of the tfime value of money and the
risks specific fo the asset.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

If the recoverable amount of an asset or cash-generating unit is estimated to be less than its
carrying amount, the carrying amount of the asset or cash-generating unit is reduced to its
recoverable amount. An impairment loss is recognised immediately in the consolidated income
statement, unless the relevant asset is carried at a revalued amount, in which case the

impairment loss is freated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset or cash-
generating unit is increased to the revised estimate of its recoverable amount, but so that the
increased carrying amount does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the asset or cash-generating unit in
prior years. A reversal of an impairment loss is recognised immediately in the consolidated
income statement, unless the relevant asset is carried at a revalued amount, in which case the

reversal of the impairment loss is treated as a revaluation increase.

Provisions are recognised for liabilities of uncertain timing or amount when the Group has a
present legal or constructive obligation arising as a result of a past event, it is probable that an
outflow of economic benefits will be required to setftle the obligation and a reliable estimate
can be made. Where the fime value of money is material, provisions are stated at the present

value of the expenditures expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required, or the amount
cannot be estimated reliably, the obligation is disclosed as a contingent liability, unless the
probability of outflow is remote. Possible obligations, whose existence will only be confirmed by
the occurrence or non-occurrence of one or more future events are also disclosed as

contfingent liabilities unless the probability of outflow is remote.

Events after the balance sheet date that provide additional information about the Group’s
position at the balance sheet date or those that indicate the going concern assumption is not
appropriate are adjusting events and are reflected in the financial statements. Events after the
balance sheet date that are not adjusting events are disclosed in the notes to the financial

statements when material.
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4.

KEY SOURCES OF ESTIMATION UNCERTAINTY

The key assumptions concerning the future, and other key sources of estimation uncertainty at the
balance sheet date, that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year, are discussed below.

The Group makes impairment loss for bad and doubtful debt based on an assessment of the
recoverability of tfrade and other receivables. Impairments are applied to tfrade and other
receivables where events or changes in circumstances indicate that the balances may not be
collectible. The identification of bad and doubtful debts requires the use of judgment and
estimates. Where the expectation is different from the original estimate, such difference will
impact the carrying value of trade and other receivables and doubtful debt expenses in the
year in which such esfimate has been changed.

The Group is subject to income taxes in numerous jurisdictions. Significant estimates are required
in determining the worldwide provision for income taxes. There are many transactions and
calculations for which the ultimate tax determination is uncertain during the ordinary course of
business. Where the final fax outcome of these matters is different from the amounts that were
initially recorded, such differences will impact the income tax and deferred tax provisions in
the period in which such determination is made.

The Group determines whether goodwill is impaired at least on an annual basis. This requires an
estimation of the value in use of the cash-generating units to which the goodwill is allocated.
Estimating the value in use requires the Group tfo make an estimate of the expected future
cash flows from the cash-generating unit and also to choose a suitable discount rafe in order
to calculate the present value of those cash flows. Changing the assumptions selected by
management to determine the level, if any, of impairment, including the discount rates or the
growth rate assumptions in the cash flow projections, could significantly affect the Group’s
reported financial condition and results of operation.

Impairment of goodwill of HK$15,500,000 was charged to the consolidated income statements,
further details of which are set out in notes 17 and 20 fo the financial statements.
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FINANCIAL RISK MANAGEMENT

The Group’s activities expose it to a variety of financial risks: interest rate risk, foreign currency risk,
credit risk and liquidity risk. The Group’s overall risk management programme focuses on the
unpredictability of financial markets and seeks to minimise potential adverse effects on the Group’s

financial performance.

The interest rate of the convertible bonds is fixed and is disclosed in note 28 to the financial
statements. The Group believes its exposure to interest rate risk is minimal.

The Group has minimal exposure to foreign currency risk as most of its business transactions,
assets and liabilities are principally denominated in Hong Kong dollars, United States dollars
and Renminbi. The Group currently does not have a foreign currency hedging policy in respect
of foreign currency debt. The Group will monitor its foreign currency exposure closely and will

consider hedging significant foreign currency exposure should the need arise.

The Group only tfrades with recognised and creditworthy third parties. It is the Group’s policy
that all customers who wish to trade on credit terms are subject to credit verification
procedures. In addition, receivable balances are monitored on an ongoing basis. Bank deposits
are placed directly with reputable financial institutions. The Group has no significant
concentrations of credit risk.

The Group’s policy is to regularly monitor current and expected liquidity requirements to ensure
that it maintains sufficient reserves of cash to meet its liquidity requirements in the short and

longer term.

SEGMENTAL INFORMATION

For management purposes, the Group is currently organised into three operating divisions - producing
and frading of biotechnology products, provision for healthcare services and investment holding.

In prior years, the Group was also involved in sourcing and distribution of electronic parts and

components. This operation was discontinued with effect from 31 October 2004.

These divisions are the basis on which the Group reports its primary segment information.

The Group’s operations are principally located in Hong Kong and other regions of the People’s
Republic of China ("PRC").
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6.

SEGMENTAL INFORMATION (Continued)

An analysis of the Group’s revenue, results, certain asset, liability and expenditure information by

business segments is as follows:

For the year ended 31 March 2006

Segment revenue

Segment results

Other operating income
Unallocated corporate expenses

Loss from operations
Finance costs

Loss before taxation
Taxation

Loss for the year

Producing and

trading of Provision for Total for
biotechnology healthcare Investment continuing
products services holding operations
HK$’000 HK$’000 HK$’000 HK$°000
3,683 3,151 - 6,834
(9,220) (18,623) (48,806) (76,649)
1,337

(23,784)

(99,096)

(2,767)

(101,863)

(101,863)
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SEGMENTAL INFORMATION (Continued)
BUSINESS SEGMENTS (Continued)

CONSOLIDATED INCOME STATEMENT (Continued)
For the year ended 31 March 2005

Producing and

® Notes to the Financial Statements

(For the year ended 31 March 2006)

frading of Provision for Total for

biotechnology healthcare Investment confinuing

products services holding operations

HK$’000 HK$ 000 HK$S 000 HKS 000

Segment revenue 7,081 365 - 7,446
Segment results (2,650) (5,595) (9.,482) (17,727)
Other operating income 92
Unallocated corporate expenses (23,032)
Loss from operations (40,667)
Finance costs (704)
Loss before taxation (41,371)

Taxation

Loss for the year

(41,371)
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6.

SEGMENTAL INFORMATION (Continued)

For the year ended 31 March 2006

ASSETS
Segment assets

Unallocated corporate assets

Consolidated total assets

LIABILITIES
Segment liabilities

Unallocated corporate liabilities

Consolidated total liabilities

For the year ended 31 March 2005

ASSETS
Segment assets

Unallocated corporate assets

Consolidated fotal assets

LIABILITIES
Segment liabilities

Unallocated corporate liabilities

Consolidated fotal liabilities

Producing
and trading of Provision for
biotechnology healthcare Investment
products services holding
HK$°000 HK$°000 HK$°000
19,324 23,507 1
1,645 2,895 -
Producing
and trading of Provision for
biotechnology healthcare Investment
products services holding
HK$°000 HK$ 000 HK$S 000
26,729 21,746 27,892
1,328 896 -

Consolidated
HK$’000

42,832

63,818

106,650

4,540

65,024

69,564

Consolidated
HKS 000

76,367

71,610

147,977

2,224

28,136

30,360
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For the year ended 31 March 2006

Additions to:

- Property, plant and equipment

- Goodwill
Impairment losses of inventories
Impairment losses for doubtful debts

Impairment losses of available-for-sale

investments
Impairment losses of goodwill
Amortisation of other intangible assets
Depreciation
Share-based payment expenses

® Notes to the Financial Statements

(For the year ended 31 March 2006)

For the year ended 31 March 2005

Additions to:

- Property, plant and equipment

- Goodwill

- Other infangible assets
Impairment losses for doubtful debts
Impairment losses of available-for-sale

investments
Impairment losses of goodwill
Amortisation of:

- Goodwill

- Other intangible assets
Depreciation

Producing
and frading of  Provision for Unallocated Total for
biotechnology healthcare Investment corporate continuing
products services holding assets operations
HK$°000 HK$°000 HK$°000 HK$°000 HK$’000
215 6,268 - 1,156 7,639
- 1,213 - - 1,213
377 - - - 377
40 - 21,177 - 21,217
- - 22,588 - 22,588
5,600 5,400 4,500 - 15,500
191 - - - 191
497 1,753 - 375 2,625
- > - 148 148
Producing
and trading of  Provision for Unallocated Total for
biotechnology healthcare Investment corporate contfinuing
products services holding assets operations
HK$°000 HK$'000 HK$'000 HK$'000 HK$'000
1,495 5.807 - 477 7,779
18,218 17,299 - - 35,617
1,415 - - - 1,415
792 - - - 792
- - 695 - 695
- - 7,192 - 7,192
1,086 759 1,596 - 3,441
141 - - - 141
386 188 - 523 1,097
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6.

SEGMENTAL INFORMATION (Continued)

The following table provides an analysis of the Group’s revenue by geographical markets, irrespective

of the origin of the goods and services:

Revenue

Discontinued
Continuing operations operations Total
2006 2005 2006 2005 2006 2005
HK$’000 HKS'000 HK$’000 HKS’'000 HK$’000 HKS’'000

Hong Kong and PRC 6,834 7,446 - 26,737 6,834 34,183
Other Asian counftries - - - 580 - 580
6,834 7,446 - 27,317 6,834 34,763

The following is an analysis of the carrying amount of segment assets, and additions to property, plant
and equipment, goodwill and other intangible assets, analysed by the geographical areas in which

the assets are located:

Additions to property,
plant and equipment,

Carrying amount of goodwill and other
segment assets intangible assets
2006 2005 2006 2005
HK$’000 HK$S 000 HK$’000 HK$°000
Hong Kong and PRC 106,650 146,415 8,852 44,711
Other Asian countries - 229 - -
United States of America - 1,333 - -

106,650 147,977 8,852 44,711
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(For the year ended 31 March 2006)

DISCONTINUED OPERATIONS

In November 2004, the Group ceased its business of sourcing and distribution of electronic parts and

components.

The results of the Group’s sourcing and distribution electronic parts and components business for the
period from 1 April 2004 to 31 October 2004 and the loss for 2005 from the discontinued operations

are as follows:

Period

ended

31/10/2004

HK$S 000

Turnover 27,317
Change in inventories of finished goods (2,205)
Raw material and consumables used (33.851)
Depreciation @)
Other operating expenses (3.650)
Loss before taxation (12,390)
Taxation _

Loss for the year (12,390)

The net cash flows attributable to the Group’s sourcing and distribution of electronic parts and

components business for the previous period included in the consolidated cash flow statements are

as follows:
Year Period
ended ended
31/03/2005 31/10/2004
HK$°000 HKS 000
Operating activities - 1,207
Investing activities - 8

Net cash inflows - 1,215
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8. REVENUE AND TURNOVER

2006 2005
HK$°000 HKS 000
Continuing operations
Turnover
Sales of goods 3,683 7,081
Service income 3,151 365
6,834 7,446
Other operating income
Interest income on bank deposits 687 92
Other inferest income 342 -
Sundry income 308 -
1,337 92
8,171 7,538
Discontinued operations
Turnover - Sales of goods - 27,317

Total revenue 8,171 34,855
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LOSS FOR THE YEAR

Loss for the year is stated after charging the following:

® Notes to the Financial Statements

(For the year ended 31 March 2006)

Continuing Discontinued
operations operations Total
2006 2005 2006 2005 2006 2005
HK$°000  HKS'000 HK$’000  HKS'000 HK$’000  HKS'000
Amortisation of goodwill - 3.441 - - - 3,441
Amortisation of other
intangible assets 191 141 - = 191 141
Auditors’ remuneration
Current year 831 630 - = 831 630
Underprovision in prior years 35 180 - - 35 180
866 810 - - 866 810
Cost of inventories
recognised as expenses
(Note) 3,218 3.941 - 36,056 3,218 39,997
Depreciation 2,625 1,097 - 1 2,625 1,098
Exchange losses 233 18 - - 233 18
Impairment losses for
doubftful debts 21,217 792 - - 21,217 792
Impairment losses of goodwill 15,500 7,192 - - 15,500 7,192
Impairment losses for
obsolete inventories 377 - - = 377 -
Impairment losses of
available-for-sale
investments 22,588 695 - - 22,588 695
Loss on disposal of property,
plant and equipment 3 118 - - 3 118
Operating lease
payments in respect
of land and buildings 3,748 1,347 - - 3,748 1,347
Research and development
expenditure 384 112 - - 384 112

Staff costs:

Staff costs (including

directors’ emoluments) 16,202 14,964
Retirement benefit

scheme contributions 117 141

16,202 14,964

117 141

16,319 15,105

16,319 15,105

Note: Other than the purchase cost of finished goods, raw material and consumables, cost of inventories

recognised included staff costs, depreciation, operating lease payments and etc. with total of HK$894,000

(2005: HK$645,000).
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10. DIRECTORS’ REMUNERATION AND HIGHEST PAID EMPLOYEES
DIRECTORS’ REMUNERATION

The remuneration of every director for the year ended 31 March 2006 is set out below:

Retirement

Salaries benefit

and other scheme
Name benefit contributions Total
HK$’000 HK$’000 HK$°000

Executive directors

Dr. Li Zhong Yuan 2,787 12 2,799
Dr. Ni Aimin 1,800 12 1,812
Mr. Lee Jong Dae 2,040 12 2,052
Mr. Deng Ku Hon 1,200 12 1,212

Non-executive directors
Mr. Robin Willi = - -
Mr. Martin Treffer = - -

Independent non-executive directors

Mr. Li Xiao Ru = = =
Dr. Ma Yin Ming = = =
Mr. Mu Xiang Ming = = =

Total 7,827 48 7,875




10.

DIRECTORS’ REMUNERATION AND HIGHEST PAID EMPLOYEES (Continued)
DIRECTORS’ REMUNERATION (Continued)

The remuneration of every director for the year ended 31 March 2005 is set out below:

Name

Executive directors
Dr. Li Zhong Yuan
Dr. Ni Aimin

Mr. Lee Jong Dae
Mr. Deng Ku Hon

Non-executive directors
Mr. Robin Willi
Mr. Martin Treffer

Independent non-executive directors
Mr. Li Xiao Ru

Dr. Ma Yin Ming

Mr. Mu Xiang Ming

Total

No directors’ fees are payable to independent non-executive directors in both years.

China HealthCare Holdings Limited ¢ Annual Report 2006

® Notes to the Financial Statements

(For the year ended 31 March 2006)

Retirement

Salaries benefit

and other scheme
benefit contributions Total
HKS 000 HKS 000 HKS 000
4,073 12 4,085
1,800 12 1,812
1,492 9 1,501
877 9 886
8,242 42 8,284

The under-provided directors” emoluments paid during the year ended 31 March 2005 in respect of

the year ended 31 March 2004 and before amounting to HK$1,350,000 had not been considered in

the above disclosure of the directors” emoluments for the year ended 31 March 2005.

Details of share options granted to the executive and independent non-executive directors are set

out in note 36 to the financial statements. None of the directors has waived any emoluments during

the both years.
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10.

11.

DIRECTORS’ REMUNERATION AND HIGHEST PAID EMPLOYEES (Continued)
HIGHEST PAID EMPLOYEES

The five highest paid employees of the Group included four (2005: four) directors, details of whose
emoluments are set out above. The emoluments of the remaining highest paid employee of the

Group, other than directors, were as follows:

2006 2005

HK$°000 HKS 000

Salaries and other benefits 410 880
Retirement benefit scheme confributions 12 12
422 892

During both years, no emoluments have been paid or payable by the Group to the directors or any
of the five highest paid individuals as an inducement to join or upon joining the Group or as

compensation for loss of office.

FINANCE COSTS

2006 2005
HK$°000 HK$°000

Interest on
Bank loans and overdrafts - 73
Convertible bonds wholly repayable within five years 2,767 630

Obligations under finance leases - 1

2,767 704
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13.

14.

® Notes to the Financial Statements

(For the year ended 31 March 2006)

TAXATION

(a) No provision for Hong Kong Profits Tax and overseas tax has been made in the financial
statements as the Group has no assessable profit for the year.

() The taxation on the Group’s loss before taxation differs from the theoretical amount that would
arise using the taxation rate of the home country of the Group as follows:

2006 2005
HK$°000 HKS 000
Loss before taxation (101,863) (83,761)
Tax at the Hong Kong Profits Tax rate of 17.5% (17,826) (9.408)
Tax effect of income that is not taxable in
determining taxable profit (193) a2
Tax effect of expenses that are not
deductible in determining taxable profit 15,193 6,369
Tax effect of tax losses not recognised due to
uncertainty on future profit streams 4,606 3,688
Tax effect of difference on depreciation
between tax and accounting purposes 129 66
Effect of different tax rates operating in other jurisdiction (1,909) (703)

Taxation charge - -

DIVIDEND

No dividend has been paid or declared by the Company during the year (2005: HKSNil).

LOSS ATTRIBUTABLE TO EQUITY HOLDERS OF THE COMPANY

The consolidated loss attributable to equity holders of the Company includes a profit of HK$12,495,000
(2005: loss of HK$112,780,000) which has been dealt with in the financial statements of the Company.
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15.

LOSS PER SHARE

The calculation of the basic loss per share attributable to equity holders of the Company is based on
the following data:

2006 2005
HK$°000 HK$S 000
Loss for the purposes of basic loss per share
(loss for the year attributable to equity holders
of the Company) (96,773) (61,914)
Weighted average number of ordinary shares
for the purpose of basic loss per share 230,244,015 215,523,741

As the exercise of the Company’s outstanding convertible bonds and options for both years would

be anti-dilutive, no diluted loss per share was presented in both years.

The calculation of the basic loss per share from continuing operations attributable to equity holders
of the Company is based on the following data:

2006 2005
HK$°000 HKS 000
Loss for the year attributable to equity holders of the Company (96,773) (51,914)
Less:
Loss for the year from discontinued operations - (12,390)
Loss for the purposes of basic loss per share
from continuing operations (96,773) (39.524)

The denominators used are the same as those detailed above for basic loss per share.

As the exercise of the Company’s outstanding convertible bonds and options for both years would
be anti-dilutive, no diluted loss per share was presented in both years.
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(For the year ended 31 March 2006)

LOSS PER SHARE (continued)
FROM DISCONTINUED OPERATIONS

No basic loss per share for the discontinued operations was presented for the year (2005: HKS0.06 per
share) as there was no loss for the year from the discontinued operations (2005: HK$12,390,000 based

on the denominator detailed above for basic loss per share).

As the exercise of the Company’s outstanding convertible bonds and options for both years would

be anti-dilutive, no diluted loss per share was presented in both years.

IMPACT OF CHANGES IN ACCOUNTING POLICES

Changes in the Group’s accounting policies during the year are described in detail in note 2. To the
extent that those changes have had an impact on results reported for 2006 and 2005, they have had
an impact on the amounts reported for loss per share. The following table summarises that impact on

basic loss per share:

2006 2005
HK$ HKS
Figures before adjustments (0.43) (0.24)
Adjustments arising from changes in accounting policies 0.01 -
As reported/restated (0.42) (0.24)

As the exercise of the Company’s outstanding convertible bonds and options for both years would

be anti-dilutive, no diluted loss per share was presented in both years.
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16. PROPERTY, PLANT AND EQUIPMENT

Furniture,
Leasehold Plant and fixtures and Motor
improvements machinery equipment vehicles Total
HKS 000 HKS 000 HKS 000 HKS 000 HKS 000
THE GROUP
Cost
At 1 April 2004 - - 592 1,888 2,480
Additions 3.950 394 1,307 - 5,651
Disposals/write off = 147) (643) (458) (1,248)
Acquired on acquisition
of subsidiaries 55 853 1,060 160 2,128
At 31 March 2005 4,005 1,100 2,316 1,590 9,011
Exchange realignment 131 52 62 9 254
Additions 650 54 3,443 1,714 5,861
Disposals/write off (98) - (1%5) - a13)
Reclassification () - 8 - -
Acquired on acquisition
of a subsidiary 1,459 - 319 - 1,778
At 31 March 2006 6,139 1,206 6,133 3.313 16,791
Accumulated depreciation
At 1 April 2004 - - 280 1,558 1,838
Provided for the year 106 244 368 380 1,098
Elimination on disposals/
write off - (107) (250) (458) (815)
At 31 March 2005 106 137 398 1,480 2,121
Exchange realignment 24 32 22 9 87
Provided for the year 1,112 343 902 268 2,625
Elimination on disposals/
write off - - (10) - (10)
At 31 March 2006 1,242 512 1,312 1,757 4,823
Net book value
At 31 March 2006 4,897 694 4,821 1,556 11,968
At 31 March 2005 3,899 963 1,918 110 6,890
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PROPERTY, PLANT AND EQUIPMENT (Continued)

Furniture,
fixtures and Motor
equipment vehicles Total
HKS 000 HKS 000 HKS 000
THE COMPANY
Cost
At 1 April 2004, 31 March 2005
and 31 March 2006 93 1,430 1,623
Accumulated depreciation
At 1 April 2004 52 1,180 1,232
Provided for the year 19 250 269
At 31 March 2005 71 1,430 1,501
Provided for the year 19 - 19
At 31 March 2006 90 1,430 1,520
Net book value
At 31 March 2006 3 - 3

At 31 March 2005 22 = 22
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17. GOODWILL

Cost
At 1 April 2004
Arising on acquisition of subsidiaries

At 31 March 2005

Arising on acquisition of a subsidiary

Elimination of accumulated amortisation
upon the adoption of HKFRS 3 (note 2)

At 31 March 2006

Amortisation

At 1 April 2004

Charge for the year

At 31 March 2005

Elimination of accumulated amortisation
upon the adoption of HKFRS 3 (note 2)

At 31 March 2006

Impairment

Impairment loss recognised in the year ended
31 March 2005 and balance at 31 March 2005

Impairment loss recognised in the current year

At 31 March 2006

Net book value
At 31 March 2006

At 31 March 2005

THE GROUP
HK$ 000

1,030
35,617

36,547
1,213

(2,262)

35,498

206
2,056

2,262

(2.262)

612
11,000

11,612

23,886

33,673

In previous year, goodwill was amortised on a straight-line basis over 5 to 19 years. The amortisation of

goodwill for the year ended 31 March 2005 was included in “depreciation and amortisation” in the

consolidation income statement.

As explained in note 2(e), with effect from 1 April 2005, the Group no longer amortises goodwill. In

accordance with the transitional provisions set out in HKFRS 3, the accumulated amortisation of

goodwill as at T April 2005 had been eliminated against the cost of goodwill as at that date.
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(For the year ended 31 March 2006)

GOODWILL ¢continued)

Goodwill acquired in a business combination is allocated, at acquisition, o the cash generating units
("CGUs") that are expected to benefit from that business combination. Before recognition of

impairment losses, the carrying amount of goodwill had been allocated as follows:

2006 2005
HK$°000 HKS 000
Producing and trading of biotechnology products:
Shanghai Haoyuan Biotechnology Co., Ltd. ("SHB") 17,133 17,133
Provision of healthcare services:
Beijing Universal Medical Assistance Co., Ltd. ("BUMA") 16,540 16,540
CHC (Shanghai) Medical & Healthcare Services Limited 1,213 -
Investment holding:
Fullway Technology Limited - 612
34,886 34,285

The Group tests goodwill annually for impairment, or more frequently if there are indications that
goodwill might be impaired.

The recoverable amounts of the CGUs are determined from value in use calculations. The key
assumptions for the value in use calculations are those regarding the discount rates, growth rates and
budgeted gross margin and furnover during the period. Management estimates discount rates using
pre-tax rates that reflect current market assessments of the time value of money and the risks specific
tfo the CGUs. The growth rates are based on long-term average economic growth rate of the
geographical area in which the businesses of the CGUs operate. Budgeted gross margin and turnover

are based on past practices and expectations on market development.

The Group prepares cash flow forecasts derived from the most recent financial budgets approved by
management for the next five years with the residual period using the growth rate of 2.5%. This rate

does not exceed the average long-term growth rate for the relevant markets.

The rate used to discount the forecast cash flows from the Group’s producing and trading of
biotechnology products activities is 12.6%, and from the Group’s provision of healthcare services
activities is 11.5%.

At 31 March 2006, before impairment testing, goodwill of HK$17.1 million and HK$16.5 million were
allocated to SHB within the producing and trading of biotechnology products segment and BUMA of
the provision of healthcare services segment respectively. Due to changes in market condition, the
Group has revised its cash flow forecasts for these CGUs. The goodwill allocated to SHB and BUMA
have therefore been reduced to its recoverable amount through recognition of an impairment loss

against goodwill of HK$5.6 million and HK$5.4 million respectively during the year.
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18. OTHER INTANGIBLE ASSETS

THE GROUP
HK$°000
Patent
Cost
Arising on acquisition of subsidiaries and balance
at 31 March 2005 1,415
Exchange realignment 34
At 31 March 2006 1,449
Amortisation
Charge for the year ended 31 March 2005 and balance at 31 March 2005 141
Exchange realignment 6
Charge for the year 191
At 31 March 2006 338
Net book value
At 31 March 2006 1,111
At 31 March 2005 1,274

Patent is amortised over 8 years.

19. INVESTMENTS IN SUBSIDIARIES
THE COMPANY

2006 2005

HK$°000 HKS 000

Unlisted investments, at cost 15,619 19
Impairment losses (1,597) a9

14,022 =
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Particulars of the subsidiaries of the Company as at 31 March 2006 are as follows:

Name of company

Beijing Universal Medical
Assistance Co., Ltd. (*"BUMA")

Card Symbols Limited

CHC Investment
Holdings Limited

CHC (Shanghai) Medical &
Healthcare Services Ltd.

("SMHS")

China Clinical Trials Centre
Limited

China Healthcare Holdings
(Hong Kong) Limited
(Formerly known as TechCap

Holdings (Hong Kong) Limited)

China Healthcare Services
Investment Limited

China Medicare Limited

Fullway Technology Limited

Junghua Enterprises
Holdings Limited

Power Ability Limited

Place of
incorporation/ Issued/
registration registered Percentage of interest
and operations capital in ownership Principal activities
Group’s Held
effective by the Held by
interest  Company subsidiaries
PRC RMB3,000,000  62.36% - 70%  Providing exclusive
nationwide medical
assistance services
British Virgin Islands/ Us$1 100% = 100%  Investment holding
Hong Kong
British Virgin Islands/
Hong Kong US$100 100% 100% - Investment holding
PRC RMB6,820,000 56% - 56%  Provision of healthcare
services
British Virgin Islands/ Us$100 100% - 100%  Clinical frials of drugs
Hong Kong and devices
Hong Kong HK$10,000 100% 100% - Investment holding
British Virgin Islands/ US$137,500 89.09% = 89.09%  Investment holding
Hong Kong
Hong Kong HK$1,000,000  89.09% - 100%  Investment holding
British Virgin Islands/ US$1,000 51% = 51% Investment holding
Hong Kong
British Virgin Islands/ Uss1 100% = 100%  Investment holding
Hong Kong
British Virgin Islands/ US$10,000 51% = 51% Investment holding and

Hong Kong

trading of medical
equipments
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19.

INVESTMENTS IN SUBSIDIARIES (Continued)

Particulars of the subsidiaries of the Company as at 31

March 2006 are as follows: (Continued)

Place of
incorporation/ Issued/
registration registered Percentage of interest
Name of company and operations capital in ownership Principal activities
Group’s Held
effective by the Held by
interest  Company subsidiaries
Shanghai Haoyuan PRC RMB8,090,970 51% - 100%  Developing, producing
Biotechnology Co., Ltd. and marketing NAT
("SHB") clinical reagents and
medical equipments
Shanghai Weichang PRC US$3,350,000 100% 100% - Investment
Investment and management and
Management Consulfing consultancy services
Co., Lfd. ("SWI")
Success Gateway British Virgin Islands/ Us$100 100% = 100%  Investment holdings
Investments Limited Hong Kong
TechCap BioTech Holdings British Virgin Islands/ US$1,000 100% 100% - Investment holding
Limited Hong Kong
West Regent Property British Virgin Islands/ Us$1 100% = 100%  Investment holding
Limited Hong Kong
Wisdom Profit Investment Hong Kong HK$10,000 100% - 100%  Investment holding

Limited

and money lending

SHB and SWI are wholly owned foreign enterprises in PRC. BUMA is a sino-foreign equity joint venture
in PRC. SMHS is a domestic company in PRC. Through the relevant contractual arrangement, the
Group’s 56% equity interest in SMHS is held by a PRC resident as individual nominee for and on behalf
of the Group.
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INTEREST IN AN ASSOCIATE

THE GROUP
2006 2005
HK$’000 HKS 000
Share of net assets 1 1
Carrying value of goodwill on acquisition - 4,500
Amount due from an associate 151 -
152 4,501
Less: Impairment loss for amount due from an associate (151) -
1 4,501

Note:

In 2004, goodwill amounted to HK$13,850,000 arising on the acquisition of 40% interest in Moment Touch
Management Limited ("MTM"), was recognised in the consolidated balance sheet and the amount is to be
amortised to the consolidated income statement on a straight-line basis over 10 years. Goodwill amortisation of
HK$1,385,000 and impairment loss of goodwill of HK$6,580,000 were recognised for the year ended 31 March 2005
and the accumulated amortisation at 31 March 2005 was HK$2,770,000.

As explained further in note 2(e), with effect from 1 April 2005 the Group no longer amortises goodwill. In
accordance with the transition provision set out in HKFRS 3, the Group ceased amortisation of goodwill from 1 April
2005 and from the year ended 31 March 2006 onwards, goodwill is tested annually for impairment as well as when

there is indication of impairment.

As the business of MTM could not be started during the year, the directors evaluated the business activity and
future performance of MTM and considered that the goodwill arising from the acquisition of MTM was impaired.
Accordingly, the Group has recognised in the consolidated income statement an impairment loss of HK$4,500,000

for goodwill attributable to the Group’s equity interest in MTM during the year.

Particulars of the associate of the Group as at 31 March 2006 are as follows:

Place of
incorporation/ Issued Class of
registration and paid- shares Percentage of interest
Name of company and operations up capital held in ownership Principal activities
Group’s Held
effective by the  Heldbya
interest  Company  subsidiary
Moment Touch Brifish Virgin USS100 Ordinary 40% - 40%  Cosmetic products
Management Limited Islands/ marketing/sales

Hong Kong
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20.

21.

INTEREST IN AN ASSOCIATE (Continued)

Summarised financial information in respect of the associate of the Group is set out below:

2006 2005
HK$°000 HKS 000
Total assets 1 1
Total liabilities (160) ®
Net liabilities (159) &)
Revenue - -
Loss for the year (156) @)
AVAILABLE-FOR-SALE INVESTMENTS
THE GROUP THE COMPANY
2006 2005 2006 2005
HK$°000 HKS 000 HK$°000 HKS’'000
Equity securities
Unlisted investments 31,336 31,336 9,000 9,000
Impairment losses (31,336) (8.748) (2,000) (7.667)
- 22,588 - 1,333

As mentioned in note 2(c), from 1 April 2005 onwards, “investments in securities” have been reclassified
fo “available-for-sale investments”, in accordance with the requirements of HKAS 39. At 31 March
2005, investment in securities of the Group and of the Company amounted to HK$22,5688,000 and
HKS$1,333,000 respectively.

The financial assetfs included above offer the Group and the Company the opportunity for return
through dividend income and fair value gains. They have no fixed maturity or coupon rate.
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AVAILABLE-FOR-SALE INVESTMENTS (Continued)

Included in the Group’s unlisted investments as at 31 March 2006 is an investment in Hamilton Apex
Technology Ventures, L.P. (the “Partnership”), a Delaware Limited Partnership formed in California,
amounting to US$2.7 million (approximately HK$21,026,000) (2005: HK$21,026,000). The Partnership is
licensed under the Small Business Investment Act of 1958, as amended, as a Small Business Investment
Company for the purpose of investing in debt or equity securities of companies in United States of
America. The Group committed to conftribute additional capital of USS12.3 million (approximately
HK$95,940,000) to the Partnership upon the request by the general partners of the Partnership.
However, the Group failed to meet capital calls and the general partners declared that the Group
was in default. Under the Partnership Agreement, the general partners have the right to seek
replacement investors until the Group’s investments are fully replaced and forfeited. The general
partners had taken action to transfer a portion of the Group’s investment in the Partnership of
HK$639,000 (approximately US$82,000) to other investors without paying any consideration to the
Group and another portion of investment in the Partnership of HK$7,371,000 (approximately
US$945,000) to another investor procured by the Group at a consideration to be received upon the
liquidation of the Partnership, which is determined by the lesser of (i) the attributable portion of
proceeds generated from the transferred portion of its investment in the Partnership upon liquidation;
and (i) HK$7,371,000 (approximately US$945,000) plus an annual interest of 8% accruing from date of
tfransfer. The directors consider that the Group’s investment position in the Partnership will not generate
positive return in the near future and will not compensate for the dilution of the Group’s interest in the
Partnership in the near future as mentioned above although the directors consider the carrying
amount of the investment in Partnership may be recoverable upon the liquidation of the Partnership
in consideration of the performance of the Partnership. Accordingly, the directors have determined

that full impairment loss for the investment in the Partnership be made during the year.

INVENTORIES
THE GROUP
2006 2005
HK$°000 HKS 000
Raw materials 1,205 1,311
Finished goods 1,441 2,045

2,646 3,356
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23.

24.

25.

TRADE RECEIVABLES

The Group allows a credit period of 10 to 90 days to its customers.

receivables is as follows:

Within 30 days
31 to 60 days
61 to 90 days
91 to 120 days
Over 120 days

Total

The ageing analysis of the trade

THE GROUP
2006 2005
HK$°000 HK$ 000
280 1,595
273 392
156 638
165 167
2,415 956
3,289 3,748

The directors consider that the carrying amount of frade receivables approximates their fair value.

AMOUNTS DUE FROM/TO SUBSIDIARIES

The amounts due from/to subsidiaries are unsecured, non-interest bearing and have no fixed terms of

repayment.

The directors consider that the carrying amounts due from/to subsidiaries approximate their fair value.

LOAN RECEIVABLES

THE GROUP THE COMPANY
2006 2005 2006 2005
HK$°000 HKS$’000 HK$°000 HKS 000
Secured term loans 27,828 21,026 - -
Unsecured tferm loans 1,004 - 624 -
28,832 21,026 624 -
Less: Impairment losses (21,026) - - -
7,806 21,026 624 -
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26.

(For the year ended 31 March 2006)

LOAN RECEIVABLES (Continued)

Included in the Group’s secured term loan as at 31 March 2006 is a loan of HK$21,026,000 (2005:
HK$21,026,000) bears interest at 2% over Hong Kong prime rate and is repayable on 29 September
2005. The loan is secured by the borrower’s investments in the Partnership (see note 21 above).
However, the borrower had failed to meet the capital calls and the general partners also declared
that the borrower was in default. Under the Partnership Agreement, the general partners have the
right to seek replacement investors until the borrower’s investments are fully replaced and forfeited.
The general partners had taken action to transfer a portion of the borrower’s investment in the
Partnership of HK$639,000 (approximately US$82,000) to other investors without paying any
consideration to the borrower and another portion of investment in the Partnership of HK$7,371,000
(approximately US$945,000) to another investor procured by the borrower at a consideration to be
received upon the liquidation of the Partnership, which determined by the lesser of (i) the attributable
portion of proceeds generated from the fransferred portion of its investment in the Partnership upon
liquidation; and (i) HK$7,371,000 (approximately US$945,000) plus an annual interest of 8% accruing
from date of transfer. The directors consider that the loan is overdue and the security may not be
realised with value in the near future although the directors consider the carrying amount of the loan
may be recoverable upon the liquidation of the Partnership in consideration of the performance of
the Partnership. Accordingly, the directors have determined that full impairment loss for the loan

receivable be made during the year.

The Group’s other secured ferm loans bear interest at 5.57% - 8% and the Group’s and Company’s

unsecured term loans bear interest at 7.75% - 8%.

The directors consider that the carrying amount of loan receivables approximates their fair value.

TRADE PAYABLES

The ageing analysis of the trade payables is as follows:

THE GROUP
2006 2005
HK$°000 HK$°000
Within 30 days 42 5589
31 - 60 days - 13
61 - 90 days 4 7
91 - 120 days 494 385
Over 120 days 869 -
Total 1,409 960

The directors consider that the carrying amount of frade payables approximates their fair value.
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27.

28.

AMOUNTS DUE TO DIRECTORS

The amounts due to directors are unsecured, interest-free and have no fixed terms of repayment.

Partial amount of HK$693,000 shall be settled in cash or, at the option of the directors, by the issue of

the Company’s new shares at market price.

The directors consider that the carrying amounts due to directors approximate their fair value.

CONVERTIBLE BONDS

The net proceeds received for the issue of the convertible bonds have been split between the liability

element and an equity component, representing the fair value of the embedded option to convert

the liability into equity of the Group, as follows:

Nominal value of convertible bonds
due on 27 June 2005 and issued on 27 June 2003 ("CB1")

Nominal value of convertible bonds
due on 18 May 2009 and issued on 19 May 2005 (*CB2")

Equity component

Liability component at date of issue
Interest charged
Interest paid
Effect of adoption of HKAS 39 in respect of the balance
of accumulated losses at 1 April 2005 not yet recognised

Liability component/Restated balance at 31 March

THE GROUP

AND THE COMPANY
2006 2005
HK$°000 HK$'000
= 17,300
51,256 -
(3,592) (2.195)
47,664 15,105
2,100 2,804
(772) (908)
5 (2,084)
48,992 14,917
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CONVERTIBLE BONDS (Continued)

The maturity of the liability component of the convertible bonds is as follows:

THE GROUP
AND THE COMPANY
2006 2005
HK$’000 HKS 000
Within one year - 14,917
In the second to fifth years inclusive 48,992 -
48,992 14,917

CB1 carry interest at 3% per annum payable monthly in arrears with the first interest payment due on
31 July 2003 and the last interest payment due on 27 June 2006. Each CB1 entitles the holder fo
convert the bonds intfo new shares of the Company at a conversion price, subject to adjustment, of
HKS$1 per share during the period from 27 June 2003 to 27 June 2006. In addifion, if CB1 remain
outstanding on the maturity date, the Company will redeem the principal of CB1 at 100% of their
face value. The effective interest rate on the liability component of CB1 is 10.5% per annum. During
the year, HK$17,300,000 of the principal of CB1 had been converted into 17,300,000 shares of HKSO0. 1

per share in the Company.

CB2 carry interest at 3% per annum payable semi-annually in arrears with the first inferest payment
due on 18 November 2005 and the last interest payment due on 18 May 2009. Each CB2 entitles the
holder to convert the bonds into new shares of the Company at a conversion price, subject to
adjustment, of HK$2.525 per share during the period from 19 May 2005 to 18 May 2009. In addition, if
CB2 remain outstanding on the maturity date, the Company will redeem the principal of CB2 at 100%
of their face value. The effective interest rate on the liability component of CB2 is 5.135% per annum.

The directors consider that the carrying amount of the liability component of the convertible bonds

approximates their fair value.
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29. SHARE CAPITAL

THE GROUP
AND THE COMPANY
Number
of shares Amount
HK$S 000
Authorised:
Balance at 1 April 2004, 31 March 2005 and 31 March 2006 5,000,000,000 500,000
Issued and fully paid:
At 1 April 2004 199,767,577 19,977
Issue of shares by private placements 10,000,000 1,000
Issue of shares upon conversion of convertible bonds 7,300,000 730
At 31 March 2005 217,067,577 21,707
Issue of shares upon conversion of convertible bonds 17,300,000 1,730
At 31 March 2006 234,367,577 23,437
THE GROUP
AND THE COMPANY
Number of
shares Amount
HKS 000
Authorised:
At 1 April 2004, 31 March 2005 and 31 March 2006 100,000,000 1,000,000

Issued and fully paid:

At 1 April 2004, 31 March 2005 and 31 March 2006 - -
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29. SHARE CAPITAL (Continued)

Details of changes in the share capital of the Company are as follows:

(@

®)

©

On 18 February 2004, an arrangement was made for a private placement of 10,000,000 ordinary
shares of HKS0.1 each in the Company held by a corporate shareholder of the Company, at a
price of HKS$3.6 per share.

Pursuant to a subscription agreement of the same date, the corporate shareholder subscribed
for 10,000,000 new ordinary shares of HKS0.1 each in the Company at a subscription price of
HK$3.6 per share. The proceeds were infended to be used for investments in medical,
pharmaceutical and healthcare related projects and for general working capital purposes.
These new shares were issued under the specific mandate granted to the directors at the
special general meeting of the Company held on 2 April 2004 and rank pari passu with the

existing shares in issue in all respects.

During the year ended 31 March 2005, the Company had issued a total of 7,300,000 ordinary
shares of HKS0.1 each in the Company upon the conversion of convertible bonds as follows:

Amount of Share capital

convertible Shares issued increased

Conversion bonds upon upon
price per share converted conversion conversion
HKS 000 HKS 000

HKSO0.1 460 4,600,000 460
HKS1.0 2,700 2,700,000 270
7,300,000 730

During the year ended 31 March 2006, the Company had issued a total of 17,300,000 ordinary
shares of HKS$0.1 each in the Company upon the conversion of convertible bonds as follows:

Amount of Share capital

convertible Shares issued increased

Conversion bonds upon upon
price per share converted conversion conversion
HKS 000 HKS 000

HKS$1.0 17,300 1,730

17,300,000
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30.

RESERVES

Details of the movements in the reserves of the Group are set out in Consolidated Statement of

Changes in Equity on pages 29 and 30.

THE COMPANY

At 1 April 2004
Effect of adoption of
HKAS 32 retrospectively

At 1 April 2004, as restated
Issue of shares on conversion
of convertible bonds and

by private placements
Share issue expenses
Loss for the year
Effect of adoption of HKAS 32
retrospectively

At 31 March 2005

At 1 April 2005
Effect of adoption of HKAS 39

At 1 April 2005, as restated
Recognition of equity component
of conversion of convertible bonds
Issued of shares on conversion
of convertible bonds
Recognition of share-based
payments
Profit for the year

At 31 March 2006

Convertible Share
Share Contributed bonds option Accumulated

premium surplus reserve reserve losses Total
HK$’000 HKS000 HKS000 HKS000 HKS000 HK$’000
159,786 57,124 - - (154,982) 61,928
- - 2,595 - - 2,595
159,786 57,124 2,595 - (154,982) 64,523
37,430 - - - - 37,430
(2.861) - - - - (2,861)
- - - - (112,780) (112,780)
188 - (400) - - (212)
194,543 57,124 2,195 - (267,762) (13,900)
194,543 57,124 2,195 - (267,762) (13,900)
- - = - (2,084) (2.084)
194,543 57,124 2,195 - (269,846) (15,984)
- - 3,592 - - 3,592

17,765 - (2,195) - - 15,570

- - - 148 - 148

- - - - 12,495 12,495
212,308 57,124 3,592 148 (257,351) 15,821

The contributed surplus of the Company represented the net effect of the capital reduction, the

share premium cancellation and the elimination with the accumulated losses of the Company in prior

years.
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RESERVES (continued)

Under the Companies Act 1981 of Bermuda (as amended), the contributed surplus of the Company is
available for distribution. However, the Company cannot declare or pay a dividend, or make a

distribution out of contributed surplus if:
(@) it is, or would after the payment be, unable to pay its liabilities as they become due; or

(b) the realisable value of its assets would thereby be less than the aggregate of its liabilities and

its issued share capital and share premium accounts.

In the opinion of the directors, as at 31 March 2006, the Company did not have any reserve available

for distribution tfo shareholders.

ACQUISITION OF SUBSIDIARIES
FOR THE YEAR ENDED 31 MARCH 2006

On 22 April 2005, the Group subscribed 56% equity interest in the SMHS by capital contribution of
HK$3,800,000. Details of the net assets of the subsidiary acquired were as follows:

Acquiree’s carrying
amount and fair value

HKS 000
Net assets acquired:
Property, plant and equipment 1,778
Inventories 69
Prepayments, deposits and other receivables 71
Bank balances and cash 3.800
Trade payables (28)
Other payables and accrued liabilities (1.071)
Net assets 4,619
Minority interests (2,032
Net assets acquired 2,687
Goodwill on acquisition 1,213
Total consideration 3.800

Net cash outflow arising on acquisition:
Cash consideration (3,800)
Bank balances and cash acquired 3,800
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31.

ACQUISITION OF SUBSIDIARIES (Continued)

FOR THE YEAR ENDED 31 MARCH 2006 (Continued)

The goodwill arising on the acquisition of SMHS is affributable fo the anticipated profitability of the
provision of the Group’s services in the new markets and the anticipated future operating synergies
from the combination.

The subsidiary acquired during the year contributed HK$1,177,000 of revenue and HK$4,657,000 of loss
before tax for the period between the dates of acquisition and the balance sheet date.

The acquired subsidiary had not commenced any business before the date of acquisition and no

revenue and profit were generated for the period from 1 April 2005 to 21 April 2005.



China HealthCare Holdings Limited ¢ Annual Report 2006

® Notes to the Financial Statements

31.

(For the year ended 31 March 2006)

ACQUISITION OF SUBSIDIARIES (Continued)
FOR THE YEAR ENDED 31 MARCH 2005

On 11 June 2004 and 20 May 2004, the Group completed the acquisition of 100% equity intferest in
Junghua Enterprises Holdings Limited and 100% equity interest in West Regent Property Limited for a
consideration of HK$30,000,000 and HK$26,500,000 respectively. Details of the net assets of the

subsidiaries acquired were as follows.

Acquiree’s carrying
amount and fair value

HKS 000
Net assets acquired:
Property, plant and equipment 2,128
Intangible assets 1,415
Inventories 2,549
Bank balances and cash 2,111
Trade receivables 3.486
Prepayments, deposits and other receivables 33,866
Trade payables (1,251)
Other payables and accrued liabilities (13,256)
Net assets 31,048
Minority interests (10,065)
Net assets acquired 20,983
Goodwill on acquisition 35,517
Total consideration 56,500
Satisfied by:
Cash consideration 50,000
Available-for-sale investments (see note 32(b)) 6,500
56,500
Net cash outflow arising on acquisition:
Cash consideration (50,000)
Bank balances and cash acquired 2,111

(47.889)
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32.

33.

34.

MAJOR NON-CASH TRANSACTIONS

During the years ended 31 March 2005 and 2006, the Group had the following major non-cash

fransactions:

(@) Conversion of the convertible bonds into the Company’s shares is set out in note 29 above.

() During the year ended 31 March 2005, the Group acquired 100% equity interest in West Regent
Property Limited from Jung-l Development Limited (“Jung-1") at the consideration of
HK$26,500,000 which was partially settled by the transfer of 35% equity interest in Global United
Holdings Limited (*"GUH") at a consideration of HK$6,500,000 and the remaining balance of
HK$20,000,000 was setftled by cash payment. At the 2004°s balance sheet date, the 35% equity
interest in GUH had been transferred to Jung-l and HK$6,500,000 was recorded as deposit for

acquisition in 2004°s consolidated balance sheet.

DEFERRED TAXATION

At the balance sheet date the Group has unused tax losses arising of approximately HK$23,847,000
(2005: HK$29,028,000) that are available for offsetting against future taxable profits. Deferred tax
assets have not been recognised in respect of these losses due to unpredictability of future profit
streams. Included in unrecognised tax losses are losses of HK$23,522,000 (2005: HKS6,196,000) that will
be expired from 2006 to 2011. Other losses may be carried forward indefinitely.

CAPITAL COMMITMENTS

At the balance sheet date, the Company had capital commitment so far as not provided for in the

accounts in respect of investment in a subsidiary as follows:

2006 2005

HK$°000 HKS 000

Total investment cost 26,130 2,730
Less: Amount confributed during the year (15,600) -

10,530 2,730
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OPERATING LEASE COMMITMENTS

(a) Afthe balance sheet date, the Group and the Company had commitments for future minimum
lease payments under non-cancellable operating leases in respect of rented premises which
fall due as follows:

THE GROUP THE COMPANY
2006 2005 2006 2005
HK$’000 HKS 000 HK$’000 HKS 000
Within one year 2,103 1,194 - 58
In the second to fifth year
inclusive 3,657 48 - -
5,660 1,242 - 58

Operating lease payments represent rentals payable by the Group for certain of its office
properties. Leases are negotiated for average terms of one to five years and rentals are fixed
throughout the terms of respective leases.

() At the balance sheet date, the Group had commitments for future minimum lease receipts
confracted with tenants under non-cancellable operating lease in respect of rented premises
amounted to HK$177,000 (2005: HKSNil) which fall due within one year.

SHARE OPTION SCHEMES

Pursuant to the share option scheme adopted by the Company in 2001 (the “"Old Scheme”), the
Company may grant options to any directors or full time employees of the Company or its subsidiaries
to subscribe for shares in the Company at a subscription price which is the higher of 80% of the
average closing price of the Company’s shares for the five trading days immediately preceding the
date of grant or the nominal value of the Company’s shares. The Old Scheme was replaced by the
Company’s existing share option scheme (the *New Scheme”) which was adopted pursuant to a
resolution passed on 8 April 2002, and will expire on 7 April 2012. All outstanding options continue to
be valid and exercisable in accordance with the tferms of the Old Scheme.

Under the New Scheme, the Board of Directors of the Company may grant options to eligible officers
and employees, including directors of the Company and its subsidiaries, to subscribe for shares in the
Company. Additionally, the Company may, from fime to time, grant share options to outside third
parties who (i) have previously been and contfinue to be retained by the Group to provide business,
legal or tax consultancy services or other professional services, whose expertise is valuable to the
business development of the Group; or (i) intfroduce investment opportunities to the Group; or (iii)
contribute by way of infroduction of new business to the Group.
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36.

SHARE OPTION SCHEMES (continued)

The maximum number of shares in respect of which options may be granted under the New Scheme
and any other schemes of the Company is not permitted to exceed 10% of the shares of the Company
in issue at the adoption date ("Scheme Mandate Limit”), without prior approval from the Company’s
shareholders. The Scheme Mandate Limit may be refreshed by approval of the Company’s
shareholders in general meeting. However, the total number of the shares of the Company which
may be issued upon exercise of all options to be granted under the New Scheme and any other
schemes of the Company as refreshed must not exceed 10% of the shares of the Company in issue as
at the date of approval of the limit ("Refreshed Limit”). Options previously granted under the New
Scheme and any other schemes of the Company (including those outstanding, cancelled, lapsed in
accordance with the New Scheme and other schemes of the Company or exercised options) will not
be counted for the purposes of calculating the limit as refreshed. The Company may seek separate
approval by the Company’s shareholders in general meeting for granting options beyond the 10%
limit under Scheme Mandate Limit and Refreshed Limit provided that the options in excess of the limit
are granted only to eligible persons mentioned in New Scheme (“Eligible Persons”) specifically
identified by the Company before such approval is sought. Notwithstanding the aforesaid, the limit
on the number of the shares of the Company which may be issued upon exercise of all outstanding
options granted and yet to be exercised under the New Scheme and any other schemes of the
Company must not exceed 30% of the shares of the Company in issue from time fo time. No options
may be granted under any schemes of the Company if this will result in the limit being exceeded.

The number of shares in respect of which options may be granted to any individual in any one year is
not permitted to exceed 1% of the shares of the Company in issue at any point in time, without prior
approval from the Company’s shareholders. Options granted to substantial shareholders or
independent non-executive directors in excess of 0.1% of the Company’s share capital in issue or with
a value in excess of HKS5 million must be approved in advance by the Company’s shareholders.

Options granted must be taken up within 28 days from the date of grant. Upon acceptance of the
options, the Eligible Person shall pay HKS1 to the Company by way of consideration for the grant.
Options may be exercised at any time from the date of grant to the expiry date of the New Scheme.
The exercise price is determined by the directors of the Company, and shall be the highest of the
closing price of the Company’s shares on the date of grant, the average closing price of the shares
for the five trading days immediately preceding the date of grant and the nominal value of the
Company’s shares.

In accordance with the rules of the New Scheme with the approval from the Company’s shareholders
on the special general meeting held on 17 February 2005, the maximum number of options that can
be granted by the Company to the Eligible Persons is increased by 21,706,757 to 38,223,757.
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SHARE OPTION SCHEMES (continued)

Particulars of share options granted by the Company as at 31 March 2005 and 2006 are as follows:

Option type Date of grant Exercisable period Exercise price

From To HKS
A 31 August 2001 31 August 2001 15 May 2011 8.6
B 2 February 2004 2 February 2004 7 April 2012 3.4
© 3 March 2005 3 March 2005 7 April 2012 2.325
D 20 June 2005 20 June 2005 7 April 2012 2.33

The following tables summarise movements in the Company’s share options during the year ended 31
March 2006:

Number of share options

Option Outstanding at Lapsed/ Outstanding at
type 1 April 2005 Exercised 31 March 2006
Directors A 25,000 - 25,000

At 31 March 2006, the number of shares in respect of which options had been granted and remained
outstanding under the Old Scheme was 25,000 representing 0.01% of the shares of the Company in
issue at that date.
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36. SHARE OPTION SCHEMES (continued)

Number of options

Option Outstanding at Outstanding at
type 1 April 2005 Granted Lapsed 31 March 2006
Directors B 7,002,000 - - 7,002,000
(@ 8,370,000 - - 8,370,000
Total of directors 15,372,000 - - 15,372,000
Employees B 469,000 - (319,000) 150,000
C 840,000 - (450,000) 390,000
Total of employees 1,309,000 - (769,000) 540,000
Advisors and B 9,046,000 - - 9,046,000
consultants (@ 8,622,000 - - 8,622,000
D - 99,000 - 99,000

Total of advisors
and consultants 17,668,000 99,000 - 17,767,000
Total 34,349,000 99,000 (769,000) 33,679,000

At 31 March 2006, the number of shares in respect of which options had been granted and remained

outstanding under the New Scheme was 33,679,000 representing 14.37% of the shares of the Company

in issue at that date.

The following fables summarise the movements in the Company’s share options during the year

ended 31 March 2005:

Number of share options

Option Outstanding at Outstanding at

type 1 April 2004 Lapsed 31 March 2005

Directors A 25,000 - 25,000
Advisors and consultants A 1,075,000 (1,075,000) -
Total 1,100,000 (1,075,000) 25,000

At 31 March 2005, the number of shares in respect of which options had been granted and remained

outstanding under the Old Scheme was 25,000 representing 0.1% of the shares of the Company in

issue at that date.
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SHARE OPTION SCHEMES (continued)

NEW SCHEME
Number of options
Reclassification
upon Outstanding
Option  Outstanding at appointment at
type 1 April 2004 Granted of director 31 March 2005
Directors B 4,002,000 - 3,000,000 7,002,000
© - 8,370,000 - 8,370,000
Total of directors 4,002,000 8,370,000 3,000,000 15,372,000
Employees B 469,000 - - 469,000
© - 840,000 - 840,000
Total of employees 469,000 840,000 - 1,309,000
Officer B 1,500,000 - (1,500,000) -
Advisors and B 10,546,000 - (1,500,000) 9,046,000
consultants C - 8,622,000 - 8,622,000
Total of advisors
and consultants 10,546,000 8,622,000 (1,500,000) 17,668,000
Total 16,517,000 17,832,000 - 34,349,000

At 31 March 2005, the number of shares in respect of which options had been granted and remained
outstanding under the New Scheme was 34,349,000 representing 15.82% of the shares of the Company
in issue at that date.
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36. SHARE OPTION SCHEMES (continued)

Movements in the number of share options outstanding and their related weighted average exercise
prices are as follows:

2006 2005

Average Average
exercise Number of exercise Number of
price in HK$ share price in HK$ share
per share options per share options
At 1 April 2.846 34,374,000 3.725 17,617,000
Granted 2.330 99,000 2.325 17,832,000
Lapsed 2.771 (769,000) 8.600 (1,075,000)
At 31 March 2.846 33,704,000 2.846 34,374,000

The options outstanding at the end of the year have a weighted average remaining contractual life
of 6.02 years (2005: 7.02 years).

The fair values of the 99,000 share options granted by the Company to the consultants during the
year ended 31 March 2006 amounted to HK$148,000. An amount of HK$148,000 (2005: HKS Nil) was
credited to the option reserve of the Company and the Group during the year had been charged to
the consolidated income statement for the year.

The fair values of options granted to the Eligible Persons on 3 March 2005 and 20 June 2005 determined
using the Black-Scholes valuation model were HKS$33,145,000 and HK$148,000 respectively. The

significant inputs into the model were as follows:

Share option grant date

3 March 2005 20 June 2005
Share price at the grant date HKS$2.325 HKS$2.225
Exercise price HKS$2.325 HKS$2.33
Expected volatility based on historical volatility of share prices 90.12% 70.11%
Expected annual dividend yield, based on historical dividend Nil Nil
Expected life of options 7.1 years 6.8 years
Hong Kong Exchange Fund Notes rate 3.8% 3.44%

Expected volatility was determined by calculating the historical volatility of the Company’s share
price over the previous 1.5 years (2005: 1.55 years). The expected life used in the model has been
adjusted, based on management’s best estimate, for the effects of non-transferability, exercise
restrictions and behavioural considerations.

Total consideration received during the year from Eligible Persons for taking up the options granted
was HKS1 (2005: HKS21).
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POST BALANCE SHEET EVENTS

Subsequent to the balance sheet date, the following significant events took place:

()

®)

©

The Group entered info an agreement with two third parties to acquire 70% equity interest in
Shanghai Harvest Network Technology Co. Limited ("Shanghai Harvest”) at a total consideration
of HK$36.4 million, of which HK$18 million shall be satisfied in cash and HK$18.4 million shall be
satisfied by the issue of convertible notes from the Company. Shanghai Harvest is a domestic
company incorporated in PRC and is principally engaged in sales of mobile phone usage fees
by e-commerce in PRC and investment holding. Details are disclosed in the Company’s circular
dated 16 June 2006.

The Group entered intfo a subscription agreement with third parties in relation to the subscription
of 15,000 redeemable convertible cumulative preference shares to be issued by the Company
at a total subscription price of US$15 million (approximately HK$117 million). Details are disclosed
in the Company’s circular dated 16 June 2006.

The Group acquired 100% equity interest in Shanghai New Everstep Investment Management &
Consultancy Limited ("SNEI”), a company providing maternal and fetal care services in PRC
from a third party, for a cash consideration of HK$4,680,000. Details of the net assets of the
subsidiary acquired were as follows:

Acquiree’s carrying
amount and fair value

HK$ 000
Net assets acquired:
Property, plant and equipment 898
Bank balances and cash 2,968
Prepayments, deposits and other receivables 532
Other payables and accrued liabilities (1,460)
Net assets acquired 2,938
Goodwill on acquisition 1,742
Total consideration, satisfied by offsefting amount
advanced to the third party during the year 4,680

The goodwill is atfributable to SNEI’s position and profitability in providing maternal and fetal
care services in PRC.

PRESENTATION OF FINANCIAL STATEMENTS

The expenses presented in the consolidated income statement have been changed from by function

to by nature as the directors consider that the new presentation is more appropriate to the financial

statements.
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