
Notes to Financial Statements

Extrawell Pharmaceutical Holdings Limited Annual Report 2001 27

31 March 2001

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation

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

Basis of consolidation

The consolidated financial statements include the financial statements of the Company and all of its subsidiaries for the year ended 31 March
2001. The results of subsidiaries acquired or disposed of during the year are consolidated from or to their effective dates of acquisition or
disposal, respectively. All significant intercompany transactions and balances within the Group have been eliminated on consolidation.

Subsidiaries

A subsidiary is a company in which the Company, directly or indirectly, controls more than 50% of its voting power or issued share capital or
controls the composition of its board of directors.

Interests 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.

Equity joint venture companies established in The People’s Republic of China (the “PRC”)

Equity joint venture companies comprise companies operating in the PRC as independent business entities. The joint venture agreements
stipulate the composition of the equity joint venture parties’ capital contributions, the duration of the joint venture, and the basis on which
assets are to be realised upon its dissolution. The profits and losses from operations and any distribution of surplus assets are shared by the
joint venture parties in proportion to their respective capital contributions.

An equity joint venture is treated as a subsidiary if, under the joint venture agreement, the Group controls the composition of the board of
directors and has control over the financial and operating policies of the joint venture company.

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:

(a) the 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;
and

(b) interest income, on a time proportion basis, taking into account the principal outstanding and the effective interest rate applicable.

Fixed assets and depreciation

Fixed assets are stated at cost 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 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 fixed asset, the expenditure
is capitalised as an additional cost of that asset.

Depreciation is calculated on the straight-line basis to write off the cost of each asset over its estimated useful life. The principal annual rates
used for this purpose are as follows:

Medium and short term leasehold land and
buildings outside Hong Kong Over the lease terms

Plant and machinery 10% to 20%
Furniture, fixtures and office equipment 10% to 30%
Motor vehicles 20%

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.

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 amounts of such assets to their recoverable amounts. Recoverable amounts are not determined using discounted
cash flows.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Goodwill

Goodwill arising on acquisition of a subsidiary represents the excess of the purchase consideration paid for the subsidiary over the fair values
ascribed to the net underlying assets acquired and is eliminated against reserves in the year of acquisition. On disposal of a subsidiary, the
relevant portion of attributable goodwill previously eliminated against reserves is written back and is included in the calculation of the gain or
loss on disposal.

Intangible assets

Intangible assets comprise technical knowhow and trademarks which are stated at cost less accumulated amortisation.

The cost of acquiring the rights to technical knowhow for the production of new pharmaceutical products is amortised on a straight-line basis
over the estimated economic lives of the knowhow of a maximum of five years commencing in the year when the new pharmaceutical
products are put into commercial production. The cost of acquiring the trademarks is amortised on a straight-line basis over the estimated
economic lives of the trademarks of up to a maximum of twenty years.

Accounts receivable

Trading terms with customers are largely on credit, except for new customers, where payment in advance is normally required. Invoices are
normally payable within 120 days of issuance, except for certain well established customers, where the terms are extended to a maximum of
one year. Each customer has a maximum credit limit. The Group seeks to maintain strict control over its outstanding receivables and has a
credit control department to minimise credit risk. Overdue balances are regularly reviewed by senior management.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined on the first-in, first-out 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.

Deferred tax

Deferred tax is provided, using the liability method, on all significant timing differences in the recognition of revenue and expenses for tax
and for financial reporting purposes, to the extent it is probable that the liability will crystallise in the foreseeable future. A deferred tax asset
is not recognised unless its realisation is assured beyond reasonable doubt.

Operating leases

Leases where substantially all the rewards and risks of ownership of assets remain with the lessor are accounted for as operating leases. The
rentals applicable to such operating leases are charged to the profit and loss account on the straight-line basis over the lease terms.

Foreign currencies

Foreign currency transactions are recorded at the applicable rates of exchange ruling at the transaction dates. Monetary assets and liabilities
denominated in foreign currencies at the balance sheet date are translated at the applicable rates of exchange ruling at that date. Exchange
differences are dealt with in the profit and loss account.

On consolidation, the financial statements of overseas subsidiaries are translated into Hong Kong dollars at the applicable rates of exchange
ruling at the balance sheet date. The resulting translation differences are included in the exchange fluctuation reserve.

Pension scheme

The Group operates a defined contribution Mandatory Provident Fund retirement benefits scheme (the “Hong Kong Scheme”) under the
Mandatory Provident Fund Schemes Ordinance, for those employees who are eligible to participate in the Hong Kong Scheme. The Hong
Kong Scheme became effective from 1 December 2000. Contributions are made based on a percentage of the employees’ basic salaries and
are charged to the profit and loss account as they become payable in accordance with the rules of the Hong Kong Scheme. The assets of the
Hong Kong Scheme are held separately from those of the Group in an independently administered fund. The Group’s employer contributions
vest fully with the employees when contributed into the Hong Kong Scheme.


