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1. CORPORATE INFORMATION AND GROUP REORGANISATION

The Company was incorporated in the Cayman Islands with limited liability on 18 September 2000.

The registered office of the Company is located in Zephyr House, Mary Street, George Town, Grand
Cayman, Cayman Islands, British West Indies.

The principal activity of the Company consists of investment holding. The principal activities of the
Company’s subsidiaries are set out in note 13 to the financial statements. There were no changes in the

natures of the subsidiaries’ principal activities during the year.

Pursuant to a reorganisation scheme (the “Group Reorganisation”) to rationalise the structure of the
Group in preparation for the listing of its Shares on The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”), the Company became the holding company of the companies now comprising the
Group on 7 December 2000. This was accomplished by acquiring the entire issued share capital of Tong
Da Holdings (BVI) Limited (“Tong Da (BVI)”), the intermediate holding company of the Group, in
consideration of and in exchange for (i) the issue and allotment of an aggregate of 1,000,000 new shares
in the Company, credited as fully paid, to the former shareholders of Tong Da (BVI); and (ii) the credit as
fully paid of the 999,999 shares of HK$0.10 each in the Company allotted and issued nil paid to the
former shareholders of Tong Da (BVI) on 18 September 2000. Further details of the Group Reorganisation
are set out in note 22 to the financial statements and in the Company’s prospectus dated 12 December
2000.

On 22 December 2000, the shares of the Company were listed on the Stock Exchange.

The directors consider Landmark Worldwide Holdings Limited, a company incorporated in the British

Virgin Islands, to be the Company’s ultimate holding company at the balance sheet date.

2. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation and consolidation

The consolidated financial statements have been prepared using the merger basis of accounting as a result
of the Group Reorganisation. On this basis, the Company has been treated as the holding company of its
subsidiaries throughout the period from 1 January 1999, rather than from the date of their acquisition
pursuant to the Group Reorganisation on 7 December 2000. Accordingly, the consolidated results and
cash flows of the Group for each of the two years ended 31 December 2000 include the results and cash
flows of the Company and its subsidiaries with effect from 1 January 1999 or since their respective dates

of incorporation, where this is a shorter period.

In the opinion of the directors, the consolidated financial statements prepared on the above basis present

more fairly the results of the Group as a whole.
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2. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation and consolidation (Continued)

All significant intercompany transactions and balances within the Group are eliminated in the preparation

of the consolidated financial statements.

These financial statements have been prepared in accordance with Hong Kong Statements of Standard
Accounting Practice, accounting principles generally accepted in Hong Kong and the disclosure requirements
of the Hong Kong Companies Ordinance. They have been prepared under the historical cost convention,

except for the periodic remeasurement of certain fixed assets, as further explained below.

A comparative Company balance sheet has not been presented because the Company did not exist at 31
December 1999.

Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow to the Group and when the

revenue can be measured reliably, on the following bases:

- from sale of goods, when the significant risks and rewards of ownership have been transferred to
the buyer, provided that the Group maintains neither managerial involvement to the degree usually

associated with ownership, nor effective control over the goods sold,

- interest income, on a time proportion basis taking into account the principal outstanding and the

effective interest rate applicable; and

- dividend income, when the shareholders’ right to receive payment has been established.

Subsidiaries

A subsidiary is a company in which the Company, directly or indirectly, controls more than half of its
voting power or issued share capital or controls the composition of its board of directors. Shares in
subsidiaries are stated at cost unless, in the opinion of the directors, there have been permanent diminutions

in values, when they are written down to values determined by the directors.

Jointly-controlled entities

A joint venture is a contractual arrangement whereby the Group and other parties undertake an economic
activity which is subject to joint control and where none of the participating parties has unilateral control
over the economic activity. Joint venture arrangements which involve the establishment of a separate

entity in which the Group and other parties have an interest are referred to as jointly-controlled entities.
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2. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Jointly-controlled entities (Continued)

The Group’s share of the post-acquisition results and reserves of jointly-controlled entities is included in
the consolidated profit and loss account and consolidated reserves, respectively. Where the profit sharing
ratio is different to the Group’s equity interest, the share of post-acquisition results of the jointly-controlled
entities is determined based on the agreed profit sharing ratio. The Group’ interests in jointly-controlled
entities are stated in the consolidated balance sheet at the Group’s share of net assets under the equity
method of accounting, less any provisions for diminutions in values, other than those considered temporary

in nature, deemed necessary by the directors.

Fixed assets and depreciation

Fixed assets, other than construction in progress, are stated at cost or valuation less accumulated

depreciation.

The cost of an asset comprises its purchase price and any directly attributable costs of bringing the asset
to its working condition and location for its intended use. Expenditure incurred after the fixed assets
have been put into operation, such as repairs and maintenance, is normally charged to the profit and loss
account in the period in which it is incurred. In situations where it can be clearly demonstrated that the
expenditure has resulted in an increase in the future economic benefits expected to be obtained from the

use of the asset, the expenditure is capitalised as an additional cost of the fixed asset.

Changes in the values of fixed assets are dealt with as movements in the fixed asset revaluation reserve. If
the total of this reserve is insufficient to cover a deficit, on an individual asset basis, the excess of the
deficit is charged to the profit and loss account. Any subsequent revaluation surplus is credited to the
profit and loss account to the extent of the deficit previously charged. On disposal of a revalued asset, the
relevant portion of the revaluation reserve realised in respect of previous valuations is transferred to

retained earnings as a movement in reserves.

Depreciation is calculated on the straight-line basis to write off the cost of each asset, less any estimated

residual value, over the following estimated useful lives:

Leasehold land and buildings - Over the lease terms
Leasehold improvements - Over the lease terms or 5 years,

whichever is shorter

Plant and machinery - 10 years
Furniture, fixtures and office equipment - 5 — 10 years
Motor vehicles - 5 — 10 years
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2. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Fixed assets and depreciation (Continued)
Estimated residual values are determined as 10% of the original purchase cost of each individual underlying

asset.

The gain or loss on disposal or retirement of a fixed asset recognised in the profit and loss account is the

difference between the net sales proceeds and the carrying amount of the relevant asset.

Construction in progress is stated at cost. No depreciation is provided on construction in progress until it

is completed and put into use.

Where in the opinion of the directors, the recoverable amounts of fixed assets have declined below their
carrying amounts, provisions are made to write down the carrying value of such assets to their recoverable
amounts. Recoverable amounts are not determined using discounted cash flows. Reductions in recoverable

amounts are charged directly to the profit and loss account.

All of the Group’s fixed assets prior to the listing of the Company’s shares on the Stock Exchange were
stated at cost less accumulated depreciation. The financial effect involved in the remeasurement of certain
of the Group’s fixed assets on a valuation basis principally involved the incorporation of a deficit on
revaluation in the amount of HK$2,251,000, which is charged to the consolidated profit and loss account
for the current year. Further details of the change in accounting policy for the remeasurement of the

Groupis fixed assets are set out in note 12 to the financial statements.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined on the weighted
average basis and, in the case of work in progress and finished goods, comprises direct materials, direct
labour and an appropriate proportion of manufacturing overheads based on normal levels of activity. Net
realisable value is based on estimated selling prices less any further costs expected to be incurred to

completion and disposal.

Related parties

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other
party, or exercise significant influence over the other party in making financial and operating decisions.
Parties are also considered to be related if they are subject to common control or common significant

influence. Related parties may be individuals or corporate entities.
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An analysis of the cost or valuation of the fixed assets of the Group is as follows:

Leasehold Leasehold land Furniture,
land and and buildings Plant fixtures
buildings in ~ elsewhere ~ Leasehold and  and office Motor  Construction
Hong Kong  in the PRC improvements  machinery  equipment vehicles in progress Total
HK$°000 HK$°000 HK$'000  HK$°000 HK$°000 HK$°000 HK$'000  HK$'000
At cost - 54,981 327 42,905 2,628 4,118 1425 106,384
At 31 December 2000 valuation 2,000 - - - - - - 2,000
At 31 December 2000 2,000 54,981 327 42,905 2,628 4,118 1425 108384

All the Group’ leasehold land and buildings are held under medium term leases.

The Group’s leasehold land and buildings situated in Hong Kong were revalued at the balance sheet date
by DTZ Debenham Tie Leung Limited, a firm of independent professional valuers, at an open market
value of HK$2,000,000 based on their existing use. A deficit of HK$2,251,000 arising therefrom has been
charged to the profit and loss account (note 5).

In respect of the Group’s leasehold land and buildings situated elsewhere in the PRC, the Group is in the
process of applying for the transfer of the Certificates for the Use of State-owned Land (the “New
Certificates”). Except for the payment of certain nominal fees required to obtain the New Certificates, the
Group has fully settled the charges required to obtain the land use right of the land and the full rights to
the buildings, including the land requisition charge, agricultural land occupation tax, land use fee, ancillary
facilities charge and deed tax. As confirmed by legal opinions issued by the Group’s PRC lawyers, all of
the sale and purchase agreements relating to the purchases of these leasehold land and buildings are
legally valid under the laws of PRC and the Group has the entitlement to obtain the real estate titles from
the relevant PRC authority.

Based on a professional valuation performed by DTZ Debenham Tie Leung Limited, an independent firm
of professional valuers, the open market value of the Group’s leasehold land and buildings situated
elsewhere in the PRC would have been HK$66,300,000 at 31 December 2000, based on their existing use
and on condition that the Group was able to obtain the New Certificates, which would have given rise to
a corresponding revaluation surplus of HK$16,974,000 as at that date. As set out in the Company’s
prospectus dated 12 December 2000, the Directors expect to reflect the additional revaluation surplus for
the PRC leasehold land and buildings in the Group’s financial statements when the relevant New Certificates

are obtained and any current remaining uncertainties as to title are removed.

Had all of the Group’s leasehold land and buildings situated in Hong Kong been carried at historical cost
less accumulated depreciation, their carrying amounts would have been approximately HK$4,251,000
(1999: HK$4,371,000).
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22. SHARE CAPITAL (Continued)

The following changes in the Company’s authorised and issued share capital took place during the period

from 18 September 2000 (date of incorporation) to 31 December 2000:

(i)  On incorporation, the authorised share capital of the Company was HK$100,000, divided into
1,000,000 shares of HK$0.10 each. On incorporation, 999,999 shares were allotted and issued nil
paid and 1 share was allotted and issued fully paid at par.

(ii)) On 7 December 2000, the authorised share capital of the Company was increased to HK$200,000,000
by the creation of an additional 1,999,000,000 shares of HK$0.10 each.

(iii) On 7 December 2000, as part of the Group Reorganisation further described in note 1, the Company
issued an aggregate of 1,000,000 shares of HK$0.10 each credited as fully paid as consideration for
the acquisition of the entire issued share capital of Tong Da (BVI). The excess of the fair value of
the shares of Tong Da (BVI), determined on the basis of the consolidated net assets at that date,
over the nominal value of the Company’s shares issued and credited as fully paid in exchange
therefor, amounting to HK$79,279,000, was credited to the Company’s contributed surplus as set

out in note 23.

(iv) On 7 December 2000, an amount of HK$100,000, being a portion of the amount credited to the
contributed surplus of the Company on the issue of shares in exchange for the shares of Tong Da
(BVI) as set out in (iii) above, was applied to pay up, in full at par value, the 999,999 shares

allotted and issued nil paid on incorporation.

(v)  On 7 December 2000, a total of 223,000,000 shares of HK$0.10 each were allotted and issued as
fully paid at par to the holders of the shares whose names appeared on the register of members of
the Company at that date, in proportion to their shareholdings, by way of the capitalisation of the
sum of HK$22,300,000 standing to the credit of the share premium account of the Company
(the “Capitalisation Issue”). This allotment and capitalisation were conditional on the share premium

account being credited as a result of the new share issue to the public on 22 December 2000.

(vi) On 22 December 2000, 75,000,000 shares of HK$0.10 each were issued to the public by way of a
new issue and placement of shares at HK$1.00 each, for a total cash consideration, before related
issuing expenses, of HK$75,000,000.
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