NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 March 2001

GENERAL INFORMATION

The principal activities of the Company are investment holding and securities trading and

investment. The principal activities of its subsidiaries are securities and futures broking, provision

of margin financing, corporate advisory services, placing and underwriting, as well as nominee

and custodian services.

The directors consider the ultimate holding company at 31 March 2001 to be Kim Eng Holdings

Limited (“Kim Eng Singapore”), a company incorporated in Singapore and listed on the Stock

Exchange of Singapore.

PRINCIPAL ACCOUNTING POLICIES

(@)

(b)

(c)

Basis of preparation

The financial statements on pages 17 to 47 are prepared in accordance with and comply
with all applicable Statements of Standard Accounting Practice (“SSAP”) and
Interpretations issued by the Hong Kong Society of Accountants. The financial
statements are prepared under the historical cost convention except for the
remeasurement of investments in debt and equity securities as further explained in (f)

below.
Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company
and its subsidiaries and include the Group’s share of results and net assets of its associates
made up to 31 March each year. All significant intercompany transactions and balances

within the Group are eliminated on consolidation.
Capital reserve or goodwill on consolidation

Capital reserve or goodwill on consolidation representing the excess or deficit respectively
of the Group’s share of the fair value of the separable net assets of subsidiaries at their
respective acquisition dates over the cost of investment, is taken to reserves in the year in
which it arises. On disposal of a subsidiary, the attributable amount of capital reserve or

goodwill is included in calculating the profit and loss on disposal.
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2.

PRINCIPAL ACCOUNTING POLICIES (Continued)

(d)

(e)

(f)

Subsidiaries

Investments in subsidiaries are carried at cost less provision for permanent diminution in

value where necessary.
Associates

An associate is a company, other than a subsidiary, in which the Group has a long term
equity interest and over which the Group is in a position to exercise significant influence

on its financial and operating policy decisions.

The results of associates are accounted for by the Group using the equity method of
accounting. The Group’s investments in associates are stated in the consolidated balance
sheet at its share of net assets. The Company’s investments in associates are stated in the

balance sheet at cost less provision for permanent diminution in value where necessary.

When the Group transacts with its associates, unrealised profits and losses are eliminated
to the extent of the Group’s interest in the relevant associates except where unrealised

losses provide evidence of an impairment of the asset transferred.
Investments in securities
(i)  Held-to-maturity securities

Investments in debt securities that the Group has the expressed intention and ability
to hold to maturity are classified as held-to-maturity securities. Held-to-maturity
securities are stated in the balance sheet at amortised cost less any provisions for
diminution in value. Provisions for diminution in value are made and charged to the
income statement when the carrying value of the held-to-maturity securities is not

expected to be fully recovered.

Any discount or premium on the acquisition of a held-to-maturity security is
aggregated with other investment income receivable over the term of the instrument
so that the revenue recognised in each period represents a constant yield on the

investment.
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28 PRINCIPAL ACCOUNTING POLICIES (Continued)

0)

()

(k)

)

Operating leases

Leases where substantially all the risks and rewards of ownership of assets remain with the
lessor are accounted for as operating leases. Annual rentals applicable to such operating

leases are charged to the income statement on a straight line basis over the lease terms.
Deferred tax

Deferred tax is provided, using the liability method, on all significant timing differences,

other than those which are not expected to crystallise in the foreseeable future.

Future tax benefit is not carried forward as an asset unless the benefit can be regarded as

being virtually certain of realisation.
Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise cash in
hand and amounts repayable on demand with banks and short-term highly liquid
investments which are readily convertible into known amounts of cash without notice and
which were within three months of maturity when acquired, less advances from banks

repayable within three months from the date of the advance.
Recognition of revenue

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:

(i)  Commission and brokerage from dealing in securities and futures are recognised as

revenue when the relevant contract notes are executed.

(i)  Placement/Underwriting/Sub-underwriting fees are recognised as revenue in

accordance with the terms of the underlying agreement and mandate.

(iii) Custodian and handling service fees are recognised as revenue when the agreed

services have been provided.

(iv)  Financial advisory fees are recognised as revenue when the agreed services have

been provided.
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23. NOTES TO THE CONSOLIDATED CASH FLOW STATEMENT

(a)

Reconciliation of profit before taxation to net cash (outflow)/inflow from operating

activities

Profit before taxation

Share of losses of associates

Interest income

Interest charges

Unrealised holding loss on trading securities

Amortisation on discount of held-to-maturity securities

(Write-back)/Provision for doubtful debts

Impairment in fair value of investment securities

Depreciation and amortisation of property, plant
and equipment

Gain on disposal of property, plant and equipment

Gain on disposal of investment securities

Decrease/(Increase) in trade and other receivables

(Decrease)/Increase in trade and other payables

Net cash (outflow)/inflow from operating activities

Analysis of changes in financing during the year

2001 2000
HK$’000 HK$’000
115,548 85,574
122 107
(33,168) (33,897)
1,972 5,658
188 —
(100) (312)
(4,757) 4,451
— 257

1,122 689
(90) (1)
(39,458) —
125,081 (3,525)
(181,921) 263,835
(15,461) 322,836

Amounts due to ultimate

holding company

Amounts due to a

fellow subsidiary*

2001 2000 2001 2000

HK$7000 HK$000 HK$’000 HK$000

Balance at 1 April 2000 23,750 139,254 33 —

Short term advances 15,181 6,545 39 33

Repayments (16,495) (126,074) — —
Interest charges on advances from

ultimate holding company 1,865 4,025 — —

Balance at 31 March 2001 24,301 23,750 72 33

* included under trade and other payables.
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