NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars)

1

SIGNIFICANT ACCOUNTING POLICIES

(a)

(b)

Statement of compliance

These financial statements have been prepared in accordance with all applicable Hong Kong Financial Reporting
Standards (“HKFRSs”), which collective term includes all applicable individual Hong Kong Financial Reporting
Standards, Hong Kong Accounting Standards (HKAS) and Interpretations issued by the Hong Kong Institute of
Certified Public Accountants (“HKICPA”), accounting principles generally accepted in Hong Kong and the disclosure
requirements of the Hong Kong Companies Ordinance. These financial statements also comply with the applicable
disclosure provisions of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong

Limited. A summary of the significant accounting policies adopted by the Group is set out below.

The HKICPA has issued certain new and revised HKFRSs that are first effective or available for early adoption for
the current accounting period of the Group and the Company. The adoption of the new and revised HKFRSs did not
result in significant changes to the Group’s accounting policies applied in these financial statements for the years

presented.

Basis of preparation of the financial statements

The consolidated financial statements for the year ended 31 December 2006 comprise the Company and its

subsidiaries (together referred to as the “Group”).

The measurement basis used in the preparation of the financial statements is the historical cost basis.

The preparation of financial statements in conformity with HKFRSs requires management to make judgements,
estimates and assumptions that affect the application of policies and reported amounts of assets, liabilities,
income and expenses. The estimates and associated assumptions are based on historical experience and various
other factors that are believed to be reasonable under the circumstances, the results of which form the basis of
making the judgements about carrying values of assets and liabilities that are not readily apparent from other

sources. Actual results may differ from these estimates.
The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimate is revised if the revision affects only that period, or in the

period of the revision and future periods if the revision affects both current and future periods.

Judgements made by management in the application of HKFRSs that have significant effect on the financial

statements and estimates with a significant risk of material adjustment in the next year are discussed in note 32.
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NOTES TO THE FINANCIAL STATEMENTS corines

(Expressed in Hong Kong dollars)

1

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(c)

Subsidiaries and minority interests

Subsidiaries are entities controlled by the Group. Control exists when the Group has the power to govern the
financial and operating policies of the entity so as to obtain benefits from its activities. In assessing control,

potential voting rights that presently are exercisable are taken into account.

An investment in a subsidiary is consolidated into the consolidated financial statements from the date that control
commences until the date that control ceases. Intra-group balances and transactions and any unrealised profits
arising from intra-group transactions are eliminated in full in preparing the consolidated financial statements.
Unrealised losses resulting from intra-group transactions are eliminated in the same way as unrealised gains but

only to the extent that there is no evidence of impairment.

Minority interests represent the portion of the net assets of subsidiaries attributable to interests that are not
owned by the Company, whether directly or indirectly through subsidiaries, and in respect of which the Group has
not agreed any additional terms with the holders of those interests which would result in the Group as a whole
having a contractual obligation in respect of those interests that meets the definition of a financial liability.
Minority interests are presented in the consolidated balance sheet within equity, separately from equity attributable
to the equity shareholders of the Company. Minority interests in the results of the Group are presented on the face
of the consolidated income statement as an allocation of the total profit or loss for the year between minority

interests and the equity shareholders of the Company.

Where losses applicable to the minority exceed the minority’s interest in the equity of a subsidiary, the excess, and
any further losses applicable to the minority, are charged against the Group’s interest except to the extent that the
minority has a binding obligation to, and is able to, make additional investment to cover the losses. If the
subsidiary subsequently reports profits, the Group’s interest is allocated all such profits until the minority’s share

of losses previously absorbed by the Group has been recovered.

Loans from holders of minority interests and other contractual obligations towards these holders are presented as
financial liabilities in the consolidated balance sheet in accordance with notes 1(j) or (k) depending on the nature
of the liability.

In the Company’s balance sheet, an investment in a subsidiary is stated at cost less impairment losses (see note

1(9)).
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NOTES TO THE FINANCIAL STATEMENTS corines

(Expressed in Hong Kong dollars)

1

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(d)

(e)

®

Fixed assets (Continued)

(iii) Construction in progress represents dock and storage facilities under construction and pending
installation, and is stated at cost less impairment losses (note 1(g)). Cost comprises direct costs of
construction as well as interest charges, and foreign exchange differences on related borrowed funds to

the extent that they are regarded as an adjustment to interest charges, during the periods of construction.

Construction in progress is transferred to property, plant and equipment when the asset is substantially

ready for its intended use. No depreciation is provided in respect of construction in progress.

Intangible assets

Intangible assets that are acquired by the Group are stated in the balance sheet at cost less accumulated

amortisation (where the estimated useful life is finite) and impairment losses (see note 1(g)).

Amortization of intangible assets with finite useful lives is charged to profit or loss on a straight-line basis over the
assets’ estimated useful lives. The following intangible assets with finite useful lives are amortised from the date

they are available for use and their estimated useful lives are as follows:

Club memberships 17-20 years

Terminal development rights 20 years

Both the period and method of amortisation are reviewed annually.

Leased assets

An arrangement, comprising a transaction or a series of transactions, is or contains a lease if the Group
determines that the arrangement conveys a right to use a specific asset or assets for an agreed period of time in
return for a payment or a series of payments. Such a determination is made based on an evaluation of the

substance of the arrangement and is regardless of whether the arrangement takes the legal form of a lease.

(i) Classification of assets leased to the group

Assets that are held by group under leases which transfer to the Group substantially all the risks and
rewards of ownership are classified as being held under finance leases. Leases which do not transfer
substantially all the risks and rewards of ownership to the Group are classified as operating leases, with

the following exception:
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coniney NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars)

1 SIGNIFICANT ACCOUNTING POLICIES (Continued)

(f) Leased assets (Continued)

(i)

(i)

Classification of assets leased to the Group (Continued)

- land held for own use under an operating lease, the fair value of which cannot be measured
separately from the fair value of a building situated thereon at the inception of the lease, is
accounted for as being held under a finance lease, unless the building is also clearly held under
an operating lease. For these purposes, the inception of the lease is the time that the lease was

first entered into by the Group, or taken over from the previous lessee.

Operating lease charges

Where the Group has the use of assets held under operating leases, payments made under the leases are
charged to profit or loss in equal instalments over the accounting periods covered by the lease term,
except where an alternative basis is more representative of the pattern of benefits to be derived from the
leased asset. Lease incentives received are recognised in profit or loss as an integral part of aggregate
net lease payments made. Contingent rentals are charged to profit or loss in the accounting period in

which they are incurred.

The cost of acquiring land held under an operating lease is amortised on a straight-line basis over the

period of the lease term.

(9) Impairment of assets

(0

Impairment of current receivables

Current receivables that are stated at cost or amortised cost are reviewed at each balance sheet date to
determine whether there is objective evidence of impairment. If any such evidence exists, impairment loss
is measured as the difference between the asset’s carrying amount and the present value of estimated
future cash flows, discounted at the financial asset’s original effective interest rate (i.e. the effective

interest rate computed at initial recognition of these assets), where the effect of discounting is material.

If in a subsequent period the amount of an impairment loss decreases and the decrease can be linked
objectively to an event occurring after the impairment loss was recognised, the impairment loss is
reversed through profit or loss. A reversal of an impairment loss shall not result in the asset’s carrying
amount exceeding that which would have been determined had no impairment loss been recognised in

prior years.
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coniney NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars)

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(9

(h)

(i)

(1)

Impairment of assets (Continued)

(i) Impairment of other assets (Continued)

- Reversals of impairment losses

An impairment loss is reversed if there has been a favourable change in the estimates used to

determine the recoverable amount. An impairment loss in respect of goodwill is not reversed.

A reversal of an impairment loss is limited to the asset’s carrying amount that would have been
determined had no impairment loss been recognised in prior years. Reversals of impairment

losses are credited to the profit or loss in the year in which the reversals are recognised.

Inventories

Inventories represent consumable parts and are stated at cost less any provision for obsolescence.

Trade and other receivables

Trade and other receivables are initially recognised at fair value and thereafter stated at amortised cost less
impairment losses for bad and doubtful debts (see note 1(g)), except where the receivables are interest-free loans
made to related parties without any fixed repayment terms or the effect of discounting would be immaterial. In

such cases, the receivables are stated at cost less impairment losses for bad and doubtful debts (see note 1(g)).

Convertible notes

Convertible notes that can be converted to equity share capital at the option of the holder, where the number of
shares that would be issued on conversion and the value of the consideration that would be received at that time
do not vary, are accounted for as compound financial instruments which contain both a liability component and an

equity component.

At initial recognition the liability component of the convertible notes is measured as the present value of the future
interest and principal payments, discounted at the market rate of interest applicable at the time of initial
recognition to similar liabilities that do not have a conversion option. Any excess of proceeds over the amount
initially recognised as the liability component is recognised as the equity component. Transaction costs that relate
to the issue of a compound financial instrument are allocated to the liability and equity components in proportion

to the allocation of proceeds.
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NOTES TO THE FINANCIAL STATEMENTS corines

(Expressed in Hong Kong dollars)

1

SIGNIFICANT ACCOUNTING POLICIES (Continued)

()]

(k)

U]

(m)

Convertible notes (Continued)

The liability component is subsequently carried at amortised cost. The interest expense recognised in profit or loss
on the liability component is calculated using the effective interest method. The equity component is recognised in

the capital reserve until either the note is converted or redeemed.

If the note is converted, the capital reserve, together with the carrying amount of the liability component at the
time of conversion, is transferred to share capital and share premium as consideration for the shares issued. If the

notes are redeemed, the capital reserve is released directly to retained profits.

Interest-bearing borrowings

Interest-bearing borrowings are recognised initially at fair value less attributable transaction costs. Subsequent to
initial recognition, interest-bearing borrowings are stated at amortised cost with any difference between the
amount initially recognised and redemption value being recognised in profit or loss over the period of the

borrowings, together with any interest and fees payable, using the effective interest method.

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and on hand, demand deposits with banks and other financial
institutions, and short-term, highly liquid investments that are readily convertible into known amounts of cash and
which are subject to an insignificant risk of changes in value, having been within three months of maturity at
acquisition. Bank overdrafts that 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 for the purpose of the consolidated

cash flow statement.

Employee benefits

(i) Short-term employee benefits and contributions to defined contribution retirement plans

Salaries, annual bonuses, paid annual leave, contributions to defined contribution retirement plans and the
cost of non-monetary benefits are accrued in the year in which the associated services are rendered by
employees. Where payment or settlement is deferred and the effect would be material, these amounts are

stated at their present values.
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coniney NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars)

1 SIGNIFICANT ACCOUNTING POLICIES (Continued)

(m)

(n)

Employee benefits (Continued)

(i)

Share based payments

The fair value of share options granted to employees is recognised as an employee cost with a
corresponding increase in a capital reserve within equity. The fair value is measured at grant date after
taking into account the terms and conditions upon which the options were granted. Where the employees
have to meet vesting conditions before becoming unconditionally entitled to the options, the total
estimated fair value of the share options is spread over the vesting period, taking into account the
probability that the options will vest.

During the vesting period, the number of share options that is expected to vest is reviewed. Any
adjustment to the cumulative fair value recognised in prior years is charged/credited to the profit or loss
for the year of the review, unless the original employee expenses qualify for recognition as an asset, with
a corresponding adjustment to the capital reserve. On vesting date, the amount recognised as an expense
is adjusted to reflect the actual number of options that vest (with a corresponding adjustment to the
capital reserve) except where forfeiture is only due to not achieving vesting conditions that relate to the
market price of the company’s shares. The equity amount is recognised in the capital reserve until either
the option is exercised (when it is transferred to the share premium account) or the option expires (when it

is released directly to retained profits).

Income tax

Income tax for the year comprises current tax and movements in deferred tax assets and liabilities. Current tax

and movements in deferred tax assets and liabilities are recognised in profit or loss except to the extent that they

relate to items recognised directly in equity, in which case they are recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantively

enacted at the balance sheet date, and any adjustment to tax payable in respect of previous years.

Deferred tax assets and liabilities arise from deductible and taxable temporary differences respectively, being the

differences between the carrying amounts of assets and liabilities for financial reporting purposes and their tax

bases. Deferred tax assets also arise from unused tax losses and unused tax credits.
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NOTES TO THE FINANCIAL STATEMENTS corines

(Expressed in Hong Kong dollars)

1

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(n)

Income tax (Continued)

Apart from certain limited exceptions, all deferred tax liabilities, and all deferred tax assets to the extent that it is
probable that future taxable profits will be available against which the asset can be utilised, are recognised. Future
taxable profits that may support the recognition of deferred tax assets arising from deductible temporary
differences include those that will arise from the reversal of existing taxable temporary differences, provided those
differences relate to the same taxation authority and the same taxable entity, and are expected to reverse either in
the same period as the expected reversal of the deductible temporary difference or in periods into which a tax loss
arising from the deferred tax asset can be carried back or forward. The same criteria are adopted when
determining whether existing taxable temporary differences support the recognition of deferred tax assets arising
from unused tax losses and credits, that is, those differences are taken into account if they relate to the same
taxation authority and the same taxable entity, and are expected to reverse in a period, or periods, in which the tax

loss or credit can be utilised.

The limited exceptions to recognition of deferred tax assets and liabilities are those temporary differences arising
from the initial recognition of assets or liabilities that affect neither accounting nor taxable profit (provided they are
not part of a business combination) and temporary differences relating to investments in subsidiaries to the extent
that, in the case of taxable differences, the Group controls the timing of the reversal and it is probable that the
differences will not reverse in the foreseeable future, or in the case of deductible differences, unless it is probable

that they will reverse in the future.

The amount of deferred tax recognised is measured based on the expected manner of realisation or settlement of
the carrying amount of the assets and liabilities, using tax rates enacted or substantively enacted at the balance

sheet date. Deferred tax assets and liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed at each balance sheet date and is reduced to the extent
that it is no longer probable that sufficient taxable profits will be available to allow the related tax benefit to be
utilised. Any such reduction is reversed to the extent that it becomes probable that sufficient taxable profits will be

available.

Additional income taxes that arise from the distribution of dividends are recognised when the liability to pay the

related dividends is recognised.
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NOTES TO THE FINANCIAL STATEMENTS corines

(Expressed in Hong Kong dollars)

17

18

19

DEFERRED REVENUE (Continued)

On 29 December 2004, the Group entered into a lease agreement (the “Lease Agreement”) with a third party (the
“Lessee”) for the lease of certain oil storage tanks of the group (the “Oil Storage Tanks”) and the non-exclusive use of
related transshipment, docking, loading and unloading facilities for a period of 20 years from the date of delivery of the
use of the Oil Storage Tanks at an annual rental of approximately $80 million. Pursuant to the Lease Agreement, the Group
received five years’ rentals of approximately $410 million on signing of the Lease Agreement and was obliged to pass the

right to use part of the Oil Storage Tanks to the Lessee on 1 January 2005.

AMOUNT DUE TO A RELATED COMPANY

Details of the amount due to related company are as follows:

The Group
Name of company 2006 2005
$’000 $'000
BMNTERAMCIERBRAF (BRAIL 630 615

B Z A4k is controlled by a director of a subsidiary of the Company. The amount due to & Z £ 1k is unsecured,

interest free and repayable on demand.

CONVERTIBLE NOTES

On 24 December 2004, the Company issued convertible notes with a principal amount of $681,000,000 to Vand Petro-

Chemicals (BVI) Limited (“Vand Petro-Chemicals”) as part of the consideration for the acquisition of UPC.

The convertible notes bear interest at 1% per annum and is redeemable at par on 24 December 2009. The holder of the
convertible notes has the rights to convert all or any portion of the convertible notes into ordinary shares of the company
at an initial conversion price of $0.30 per share, subject to adjustment. The conversion rights can be exercised at any time
from the date of issue until the repayment of the convertible notes, provided that the public float of the company will not

be less than 25% immediately after such conversion.
On 15 March 2005, Vand Petro-Chemicals exercised its rights to convert part of the convertible notes with a principal
amount of $300 million for the issue of 1,000 million ordinary shares of $0.10 each at the conversion price of $0.30

each.

No convertible notes were converted during the year ended 31 December 2006.
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coniney NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars)

SHARE OPTION SCHEME

Pursuant to an ordinary resolution passed on 16 December 2002, the Company adopted a share option scheme (the
“scheme”) for the purpose of enabling the Company to recruit and retain high-calibre employees and attract resources that
are available to the Group and to provide the Company with a means of giving incentive to, rewarding, remunerating,
compensating and/or providing benefits to such persons who contribute or may bring benefit to the Group. The scheme will

remain in force for a period of 10 years from adoption of such scheme and will expire on 15 December 2012,

Under the Scheme, the board of directors of the Company (the “directors”) may at their discretion grant options to (i) any
director of the Company or any company in which the Company holds an equity interest; or (ii) any employee of the
Company or any company in which the Company owns any equity interest; (i) any consultant, agent, business affiliate,
professional and other advisor, business partner, joint venture partner, strategic partner, or any supplier or provider of
goods or services to the Company or any subsidiaries of the Company as may be determined by the directors from time to

time to subscribe for the shares of the Company (the “shares”).

Options granted must be taken up within 21 days of the date of grant, upon payment of $1 per option. The maximum
number of shares in respect to which options may be granted under the scheme shall not exceed 10% of the issued share
capital of the Company on the date of adopting the scheme. The limit may be refreshed at any time provided that the new
limit must not be in aggregate exceed 10% of the issued share capital of the Company as at the date of the shareholders’
approval in general meeting. However, the total number of shares which may be issued upon exercise of all outstanding
options granted and yet to be exercised under the scheme and any other scheme of the Company must not in aggregate
exceed 30% of the shares in issue from time to time. The maximum number of shares in respect of which options may be
granted to any individual in any 12-month period shall not exceed 1% of the shares in issue on the last date of such
12-month period unless approval of the shareholders of the Company has been obtained in accordance with the Listing
Rules. Options granted to substantial shareholders or independent non-executive directors in excess of issued share
capital of the Company or with a value in excess of $5 million must be approved in advance by the shareholders of the

Company.

Options may be exercised at any time from date of grant of the share option to the 10th anniversary of the date of grant as
may be determined by the directors. The exercise price is determined by the directors, and will not be less than the higher
of the closing price per share as stated in the Stock Exchange’s daily quotation sheets on the date of the grant of the
options and the average closing price per share as stated in the Stock Exchange’s daily quotation sheets for the five

business days immediately preceding the date of the grant of the options.

No option was granted by the Company under the scheme since its date of adoption.
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32

coniney NOTES TO THE FINANCIAL STATEMENTS

(Expressed in Hong Kong dollars)

IMMEDIATE AND ULTIMATE CONTROLLING PARTY

At 31 December 2006, the directors consider the immediate parent and ultimate controlling party of the Group to be Vand
Petro-Chemicals, which is incorporated in the British Virgin Island. This entity does not produce financial statements

available for public use.

ACCOUNTING ESTIMATES AND JUDGEMENTS

The Group’s financial condition and results of operations are sensitive to accounting methods, assumptions and estimates
that underlie the preparation of the financial statements. The Group bases the assumptions and estimates on historical
experience and on various other assumptions that the Group believes to be reasonable and which form the basis for
making judgements about matters that are not readily apparent from other sources. On an on-going basis, management

evaluates its estimates. Actual results may differ from those estimates as facts, circumstances and conditions change.

The selection of critical accounting policies, the judgements and other uncertainties affecting application of those policies
and the sensitivity of reported results to changes in conditions and assumptions are factors to be considered when
reviewing the financial statements. The principal accounting policies are set forth in note 1. The Group believes the
following critical accounting policies involve the most significant judgements and estimates used in the preparation of the

financial statements.

Impairments

If circumstances indicate that the carrying value of fixed assets and receivables may not be recoverable, the assets may
be considered “impaired”, and an impairment loss may be recognised in accordance with HKAS 36 ‘Impairment of Assets”.
The carrying amounts of fixed assets and receivables are reviewed periodically in order to assess whether the recoverable
amounts have declined below the carrying amounts. These assets are tested for impairment whenever events or changes
in circumstances indicate that their recorded carrying amounts may not be recoverable. When such a decline has
occurred, the carrying amount is reduced to recoverable amount. The recoverable amount of fixed assets is the greater of
the net selling price and the value in use. The recoverable amount of receivables is the estimated future cash flows

discounted at the current market rate of return of similar assets.

It is difficult to precisely estimate selling price because quoted market prices for the Group’s assets are not readily
available. In determining the value in use, expected cash flows generated by the asset are discounted to their present
value, which requires significant judgement relating to level of sale volume, selling price and amount of operating costs.
The group uses all readily available information in determining an amount that is a reasonable approximation of
recoverable amount, including estimates based on reasonable and supportable assumptions and projections of sale

volume, selling price and amount of operating costs.
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(Expressed in Hong Kong dollars)

32

33

ACCOUNTING ESTIMATES AND JUDGEMENTS (Continued)
Depreciation

Fixed assets are depreciated on a straight-line basis over the estimated useful lives of the assets. The Group reviews the
estimated useful lives of the assets regularly in order to determine the amount of depreciation expense to be recorded
during any reporting period. The depreciation expense for future periods is adjusted if there are significant changes from

previous estimates.

Lease classification

Leases are classified as operating leases if the duration of the arrangement are for less than a major part of the facilities’
useful lives and the present value of the minimum payments under the arrangement does not amount to at least
substantially all of the fair value of the facilities. The classification of leases may change if there are significant changes
from previous estimates of the facilities’ useful lives and the present value of the minimum payments. The Group uses all

readily available information in estimating the useful lives and present value of minimum payments.

POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS ISSUED BUT
NOT YET EFFECTIVE FOR THE YEAR ENDED 31 DECEMBER 2006

Up to the date of issue of these financial statements, the HKICPA has issued a number of amendments, new standards and
interpretations which are not yet effective for the year ended 31 December 2006 and which have not been adopted in

these financial statements.
In addition, the following developments may result in new or amended disclosures in the financial statements:
Effective for
accounting periods
beginning on or after

HKFRS 7 Financial instruments: disclosures 1 January 2007

Amendment to HKAS 1 Presentation of financial statements: 1 January 2007

capital disclosures

The Group is in the process of making an assessment of what the impact of these amendments, new standards and new
interpretations is expected to be in the period of initial application. So far it has concluded that the adoption of them is

unlikely to have a significant impact on the Company’s results of operations and financial position.
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