L=

Y
") BE H FlEE  Notes to the Financial Statements

= HE-P2AF+-A=t+-ALEE
For the year ended 31 December 2006

;.’-'Irr'_"bd’_b - -"I 4

1. General Information

1. — &R

FREEERERAR (TARF]) REM
BRAR(SBAIRER]) FENRELEE
REEFFEME  SmEEHER - AR
AARESHSFMRIAEREFTRAR
ﬁ’\%fﬁé BeXFGMARRAZER L

cHafMuit AR EHEARESE A
EHE Bl 4 K ESE o

iR H A

HREKER  ERAEBER-_TTAX
F+ZA=+—HRBEE Rﬁéﬁéﬁé
8 111217,5652,000€ T (ZEZTHF -
B8 567,287,000% T) Iﬁté%e
BEFHAEEEAIRARZEBES
REEFK -

EZANAKERAZ RS EHBRTEY
Rz ROEERARBRHEREENNE
AT BRRAREEANRRERAERTN
REEHREBBAE - 8k - lRE M
RERZ 2 EARY -

3405 H B

ARBNEREECMRAERMLE
BMBHREEAN([EERBREE
Al - EREBREMAERBERNNE
BB REREA FEEGFEN([FE
A RRE BEALEEMZE
ATRRI R A RMEBIMARER - $EE B [ &
THEEERARIMERRAES L
MRANZERRERE

Tingyi (Cayman lIslands) Holding Corp. (the “Company”) and its
subsidiaries (collectively, the “Group"”) are principally engaged in the
manufacture and sale of instant noodles, beverages and bakery
products. The Company is a limited liability company incorporated in
the Cayman Islands and listed on the Main Board of The Stock
Exchange of Hong Kong Limited. The address of its registered office
is Genesis Building, Fifth floor, George Town, Grand Cayman, Cayman
Islands.

Preparation of Financial Statements

In preparing the financial statements, the directors have carefully
assessed the working capital and financing requirements of the
Group in the foreseeable future, as the current liabilities of the
Group exceeded its current assets by US$217,552,000 (2005: net
current liabilities of US$67,287,000) at the balance sheet date.

Taking into account the existing banking facilities, cash and bank
balances of the Group and continuing profitable operations, the
directors are satisfied that the Group has sufficient resources to
meet in full its financial obligations as they fall due in the foreseeable
future. Accordingly, the financial statements have been prepared on a

going concern basis.

Statement of Compliance

These financial statements have been prepared in accordance with
Hong Kong Financial Reporting Standards (“HKFRS™), 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.
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3. Statement of Compliance (Continued)

These financial statements have been prepared on a basis consistent

with the accounting policies adopted in the 2005 financial statements

except for the adoption of the new / revised HKFRS that are

effective from the current year as detailed in note 5 to the financial

statements. A summary of the principal accounting policies adopted

by the Group is set out in note 4 to the financial statements.

4. Principal Accounting Policies

(2)

Basis of preparation

The measurement basis used in the preparation of these
financial statements is historical cost, except for financial assets
at fair value through profit or loss, which have been measured at

fair value as explained in the accounting policies set out below.

Basis of consolidation

The consolidated financial statements include the financial
statements of the Company and its subsidiaries made up to 3|
December each year. The results of subsidiaries acquired or
disposed of during the year are included in the consolidated
income statement from the effective date of acquisition or up to

the effective date of disposal, as appropriate.

All inter-company transactions and balances within the Group
are eliminated on consolidation. 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 interest is that portion of profit or loss and net assets
of a subsidiary attributable to equity interests that are not
owned, directly or indirectly through subsidiaries, by the

Company.
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4. Principal Accounting Policies (Continued)

(c) Property, plant and equipment

Property, plant and equipment, other than construction in
progress, are stated at cost less accumulated depreciation and

accumulated impairment losses.

The cost of an item of property, plant and equipment comprises
its purchase price and any directly attributable costs of bringing
the asset to its working condition and location for its intended
use. Subsequent costs are included in the asset's carrying
amount or recognised as a separate asset, 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 charged
to the income statement during the year in which they are

incurred.

The gain or loss arising from the retirement or disposal of
property, plant and equipment is determined as the difference
between the estimated net sales proceeds and the carrying

amount of the assets and is taken to the income statement.

Depreciation is provided to write off the cost less accumulated
impairment losses of property, plant and equipment, other than
construction in progress, over their estimated useful lives from
the date on which they are available for use and after taking into
account their estimated residual values, using the straight-line

method. The estimated useful lives of the assets are as follows:

Buildings 10 to 30 years
Machinery and equipment:
- For instant noodles and beverages 12 years
- Others 5to 10 years
Electrical appliances and equipment 5 years
Miscellaneous equipment 5 years
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4. Principal Accounting Policies (Continued)

(d) Construction in progress

Construction in progress is stated at cost less accumulated
impairment losses. Cost includes all construction expenditure
and other direct costs, including interest costs, attributable to
such projects. Costs on completed construction works are
transferred to the appropriate asset category. No depreciation is
provided in respect of construction in progress until it is

completed and available for use.

Intangible assets - Trademarks

Trademarks that are acquired by the Group with finite useful
lives are carried at cost less accumulated amortisation and
accumulated impairment losses. Amortisation is provided on
trademarks using the straight-line basis over their estimated

useful life of seven and a half years.

Premium for land lease

Premium for land lease are up-front payments to acquire
interests in lessee-occupied leasehold land. The premiums are
stated at cost and are amortised over the period of the lease on

a straight-line basis to the income statement.

Subsidiaries

A subsidiary is an entity, controlled, directly or indirectly, by the

Company, so as to obtain benefits from its activities.
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4. Principal Accounting Policies (Continued)

(h) Associates

An associate is an entity in which the Group has significant
influence and which is neither a subsidiary nor a joint venture of

the Group.

The Group's interests in associate are accounted for under the
equity method of accounting. The consolidated income
statement includes the Group's share of the post-acquisition
results of its associates for the year. The consolidated balance
sheet includes the Group's share of the net assets of associates
and also goodwill. Unless the Group has incurred obligations or
guaranteed obligations in respect of the associates, equity
accounting is discontinued when the Group’s share of the losses
of an associate equals or exceeds the carrying amount of its

interest in the associate.

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 eliminated unless the
transaction provides evidence of an impairment of assets

transferred.

Financial instruments

Financial assets and financial liabilities are recognised when the
Group become a party to the contractual provisions of the
instruments and on a trade date basis. Financial assets and

financial liabilities are measured as follows:

Financial assets or financial liabilities at fair value through profit or

loss

Financial instruments classified as financial assets or financial
liabilities at fair value through profit or loss include financial
assets or financial liabilities that are held for trading or
derivatives do not qualify for hedge accounting, and those
designated at fair value through profit or loss at inception. They
are measured at fair value with changes in fair value recognised

in the income statement.
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4. Principal Accounting Policies (Continued)

()

Financial instruments (Continued)
Loans and receivables

Loans and receivables include trade and other receivables are
non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market and are not
held for trading. They are measured at amortised cost using the
effective interest method, except where balances are interest-
free and without any fixed repayment term or the effect of
discounting would be insignificant. In such case, the balances are
stated at cost less impairment loss. Amortised cost is calculated
by taking into account any discount or premium on acquisition,
over the year to maturity. Gains and losses arising from
derecognition, impairment or through the amortisation process

are recognised in the income statement.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are
either designated at this category or not classified in any of the
other categories. They are measured at fair value with change in
value recognised as a separate component of equity until the
investments are sold, collected or otherwise disposed of, or until
the investments are determined to be impaired, at which time
the cumulative gain or loss previously reported in equity is
included in the income statement. Available-for-sale financial
assets that do not have a quoted market price in an active
market and whose fair value cannot be reliably measured are

stated at cost less any accumulated impairment losses.
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4. Principal Accounting Policies (Continued)

(i)

Financial instruments (Continued)
Impairment of financial assets

At each balance sheet date, the Group assesses whether there
is objective evidence that financial assets, other than those at
fair value through profit or loss, are impaired. The impairment
loss of financial assets carried at amortised cost is measured as
the difference between the assets’ carrying amount and the
present value of estimated future cash flow discounted at the
financial asset's original effective interest rate. The impairment

loss is recognised in the income statement.

When an available-for-sale financial asset is impaired, an amount
comprising the difference between its acquisition cost (net of
any principal repayment and amortisation) and current fair
value, less any previously recognised impairment loss, is
transferred from equity to income statement. Reversal of
impairment loss of available-for-sale equity instrument is
recognised in equity. Reversal of impairment loss of available-for-
sale debt instruments are reversed through the income
statement, if the increase in fair value of the instrument can be
objectively related to an event occurring after the impairment

loss was recognised in the income statement.

For an available-for-sale financial asset that is carried at cost, the
amount of impairment loss is measured as the difference
between the carrying amount of the financial asset and the
present value of estimated future cash flows discounted at the
current market rate of return for a similar financial asset. Such

impairment loss shall not be reversed.
Interest-bearing borrowings and payables

All loans and borrowings include trade and other payables
initially recognised at cost, being the fair value of the
consideration received, net of transaction costs incurred.
Borrowings are subsequently measured at amoritsed cost using
effective interest method, unless the effect of discounting would

be insignificant, in which case they are stated at cost.
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4. Principal Accounting Policies (Continued)

0)

Cash equivalents

For the purpose of the consolidated cash flow statement, cash
equivalents represent short-term highly liquid investments which
are readily convertible into known amounts of cash and which
are subject to an insignificant risk of changes in value, net of

overdraft, if any.

Revenue recognition

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

if applicable, can be measured reliably.

Sale of goods is recognised on transfer of risks and rewards of
ownership, which generally coincides with the time when the

goods are delivered to customers and title has been passed.

Foreign currency translation

[tems included in the financial statements of each of the Group's
entities, including the Company, subsidiaries and associates, are
measured using the currency of the primary economic
environment in which the entity operates (“functional
currency”). The consolidated financial statements are presented
in United States Dollars (US$), which is the Company’s

presentation currency.

Foreign currency transactions are translated into the functional
currency using the exchange rates prevailing at the dates of the
transactions. Foreign exchange gains and losses resulting from
the settlement of such transactions and from the translation at
year-end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognised in the income

statement.
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4. Principal Accounting Policies (Continued)

()

Foreign currency translation (Continued)

On consolidation, the results and financial position of all the
group entities that have a functional currency different from the

presentation currency are translated as follows:

(a) assets and liabilities for each balance sheet presented are
translated at the closing rate at the date of that balance

sheet;

(b) income and expenses for each income statement are

translated at average exchange rates ;

(c) all resulting exchange differences are recognised as a

separate component of equity.

(m) Inventories

Inventories are stated at the lower of cost and net realisable
value. Cost, which comprises all costs of purchase and, where
applicable, costs of conversion and other costs that have been
incurred in bringing the inventories to their present location and
condition, is calculated using the weighted average cost method.
Net realisable value represents the estimated selling price in the
ordinary course of business less the estimated costs necessary
to make the sale.
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4. Principal Accounting Policies (Continued)

(n) Impairment of non-financial assets

At each balance sheet date, the Group reviews internal and
external sources of information to determine whether the
carrying amounts of its property, plant and equipment, premium
for land lease, and intangible assets have suffered an impairment
loss or impairment loss previously recognised no longer exists
or may be reduced. If any such indication exists, the recoverable
amount of the asset is estimated, based on the higher of its fair
value less costs to sell and value in use. Where it is not possible
to estimate the recoverable amount of an individual asset, the
Group estimates the recoverable amount of the smallest group
of assets that generates cash flows independently (i.e. a cash-

generating unit).

If the recoverable amount of an asset or a 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. Impairment losses are recognised as an

expense immediately.

A reversal of impairment losses is limited to the carrying
amount of the asset or cash-generating unit that would have
been determined had no impairment loss been recognised in
prior years. Reversal of impairment losses is recognised as

income immediately.

Capitalisation of borrowing costs

Borrowing costs incurred, net of any investment income on the
temporary investment of the specific borrowings, that are
directly attributable to the acquisition, construction or
production of qualifying assets, i.e. assets that necessarily take a
substantial period of time to get ready for their intended use or
sale, are capitalised as part of the cost of those assets.
Capitalisation of such borrowing costs ceases when the assets
are substantially ready for their intended use or sale. All other
borrowing costs are recognised as an expense in the period in

which they are incurred.
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4. Principal Accounting Policies (Continued)

P

Operating leases

Leases where substantially all the risks and rewards of
ownership of assets remain with the lessor are accounted for as
operating leases. Rentals payable and receivable under operating
leases are recognised as an expense and revenue on the
straight-line basis over the lease terms. Lease incentives received
are recognised in the income statement as an integral part of
the net consideration agreed for the use of the leased asset.
Contingent rentals are recognised as expenses in the accounting

period in which they are incurred.

Government grants

Government grants represent incentive grants from the relevant
PRC authorities in respect of the running of business by the
Group in certain development zones and to encourage the
furtherance of such business. Government grants are recognised
at their fair value where there is reasonable assurance that the
grants will be received and all attached conditions will be

complied with.

Where the grant relates to an asset, the fair value is credited to
a deferred income account and is released to the income
statement over the expected useful life of the relevant asset by
equal annual instalments. Government grants other than those
related to assets are recognised as other income in the income
statement to match the related costs on a systematic basis.
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4. Principal Accounting Policies (Continued)

N BIEAN (r) Employee benefits

REHA 5t 2 Defined contribution plans

RERKEFGTENRREERE The obligations for contributions to defined contribution
ERERSRTRIA/AX - L retirement scheme are recognised as an expense in the income
BR & 8 50K 7T AR 4 SR E 81 M B B A statement as incurred and are reduced by contributions
BHENERED - ZAENEER forfeited by those employees who leave the scheme prior to
AEENEESRAITHBEVERE vesting fully in the contributions. The assets of the scheme are
THREA - held separately from those of the Group in an independently

administered fund.

RIEWEF &t 2 Defined benefit plans

KRERBUREMUBEAANTE The defined benefit plans are generally funded by payments
5t B AL BK AN K P4 I A BB from employees and the Group, taking into account of the
EEXREBELRELRERM:E recommendations of the independent qualified actuaries using
MBS - AEE 2 R TR B the projected unit credit method. The Group's obligation in
BEERRBEFEBLGETEER respect of defined benefit plans is calculated separately for each
REE KB FE R MRS AR plan by estimating the amount of future benefit that employees
MARMREHE  ZMRHFRE have earned in return for their services in the current and prior
HRE BREZEHEFEHEEND periods, which is discounted to the present value and reduced
nEE- by the fair value of any plan assets.
REEABRTHERNERKBEMNE The amount recognised in the balance sheet represents the
B HERNRENSZEENREE present value of the defined benefit obligation as adjusted for
BERAERBENDREBERRE unrecognised actuarial gains and losses and unrecognised past
RBERBAARVERE - SR £ service cost, and reduced by the fair value of plan assets. Any
BEENAAMBE  REHEFEMR asset resulting from this calculation is limited to the net total of
EENEREE  H&BBRNEF any cumulative unrecognised net actuarial losses and past
AERBEBRFR *ﬂﬂiﬂﬁ%ﬁ% service costs, plus the present value of any future refunds from
AR ez et BIESARRL the plan or reductions in future contributions to the plan. If
BEFENRRERSENREE there is no change or a decrease in the present value of the
ENEE - MELBENRRERSE economic benefits, the entire net actuarial gains or losses with
BEIORD K@Z%ﬁfﬁ%%& the past service cost of the current period is recognised
B IR 75 A AN BN B R 51 50 Uk 2 immediately.
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4. Principal Accounting Policies (Continued)

(")

Employee benefits (Continued)
Defined benefit plans (Continued)

Actuarial gains and losses which exceed 10% of the greater of
the present value of the Group'’s defined obligations and the fair
value of plan assets are amortised over the expected average
remaining working lives of the participating employees. Past
service cost is recognised immediately to the extent that the
benefits are already vested and otherwise is amortised on a
straight-line basis over the average period until the benefits

become vested.

Taxation

The charge for current income tax is based on the results for
the year as adjusted for items that are non-assessable or
disallowed. It is calculated using tax rates that have been

enacted or substantively enacted by the balance sheet date.

Deferred tax is provided, using the liability method, on all
temporary differences at the balance sheet date between the
tax bases of assets and liabilities and their carrying amounts in
the financial statements. However, if the deferred tax arises from
initial recognition of an asset or liability in a transaction other
than a business combination that at the time of the transaction
affects neither the accounting profit nor taxable profit or loss, it

is not accounted for.

The deferred tax liabilities and assets are measured at the tax
rates that are expected to apply to the period when the asset is
recovered or the liability is settled, based on tax rates and tax
laws that have been enacted or substantively enacted at the
balance sheet date. Deferred tax assets are recognised to the
extent that it is probable that future taxable profit will be
available against which the deductible temporary differences, tax

losses and credits can be utilised.

4 R =R TINGYI (CAYMAN ISLANDS) HOLDING CORP. ‘
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4. Principal Accounting Policies (Continued)

(t) Related parties

A party is related to the Group if

(@)

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

control over the Group;

the party is an associate of the Group;

the party is a joint venture in which the Group is a

venturer;

the party is a member of the key management personnel of
the Group or its parent;

the party is a close member of the family of any individual

referred to in (a) or (d);

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 (d) or (e); or

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.
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4. Principal Accounting Policies (Continued)

(u) Segment reporting

A segment is a distinguishable component of the Group that is
engaged either in providing products or services (business
segment), or in providing products or services with 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 internal financial reporting
system, the Group has chosen business segment information as
the primary reporting format and geographical segment
information as the secondary reporting format for the purposes

of these financial statements.

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 that segment. For example,
segment assets may include inventories, trade receivables and
property, plant and equipment. Segment revenue, expenses,
assets and liabilities are determined before intra-group balances
and intra-group transactions are eliminated as part of the
consolidation process. Inter-segment pricing are principally on a

cost plus basis.

Segment capital expenditure is the total cost incurred during the
year to acquire segment assets (both tangible and intangible)

that are expected to be used for more than one period.

Unallocated items mainly comprise interest-bearing borrowings,

tax balances, corporate and financing expenses.
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