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In preparing the financial statements, the directors have given careful
assessments of the working capital and financing requirements of the
Group in the foreseeable future as the Group had current liabilities
exceeded its current assets by US$104,100,000 (2003: net current
liabilities of US$95,342,000) at the balance sheet date.

Taking into account the existing banking facilities, cash and bank
balances of the Group and continuing profitable operations in the
future, 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.

The financial statements have been prepared in accordance with
Statements of Standard Accounting Practice (“SSAPs”) 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
applicable disclosure provisions of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited. A summary
of the principal accounting policies adopted by the Group is set out
below.

The HKICPA has issued a number of new and revised Hong Kong
Financial Reporting Standards and Hong Kong Accounting Standards
("new HKFRSs") which are effective for accounting periods beginning
on or after | January 2005.The Group has not early adopted these
new HKFRSs in the financial statements for the year ended 3|
December 2004. The Group has commenced an assessment of the
impact of these new HKFRSs but is not vet in a position to state
whether these new HKFRSs would have a significant impact on its

results of operations and financial position.
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32. Principal Subsidiaries (Continued)

#  These subsidiaries are held indirectly by the Company and registered as

wholly owned foreign enterprises.

*  These subsidiaries are held indirectly by the Company and registered as

Sino-foreign equity joint venture companies.

The other subsidiaries in the PRC are established and registered as

wholly-owned foreign enterprises.
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Basis of preparation

The measurement basis used in the preparation of the financial
statements is historical cost modified by the marking to market
of certain investments in securities 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 31
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.

Al significant inter-company transactions and balances within the

Group are eliminated on consolidation.

Minority interests represent the interests of outside
shareholders in the operating results and net assets of

subsidiaries.

Goodwill

Positive goodwill arising on consolidation represents the excess
of the cost of the acquisition over the Group’s interest of the
fair value of the identifiable assets and liabilities acquired at the
date of acquisition. Positive goodwill arising on acquisitions prior
to | January 2001 was taken to reserves in the year of
acquisition. Positive goodwill arising on acquisitions after |
January 2001 is recognised as an asset and amortised on a

straight-line basis over its useful economic life.

Negative goodwill represents the excess of the Group's interest
in the fair value of the identifiable assets and liabilities acquired
at the date of acquisition over the cost of the acquisition.
Negative goodwill arising on acquisition prior to | January 2001
is credited to capital reserve. Negative goodwill arising on
acquisition after | January 2001 is presented as a deduction
from assets and is released to income based on an analysis of

the circumstances from which the balance resulted.
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Goodwill (continued)

To the extent that the negative goodwill is attributable to losses
or expenses anticipated at the date of acquisition, it is released
to income in the period in which those losses or expenses arise.
The remaining negative goodwill is recognised as income on a
straight-line basis over its useful life of the acquired identifiable
depreciable assets. To the extent that such negative goodwill
exceeds the aggregate fair value of the acquired identifiable non-

monetary assets, it is recognised in the income immediately.

On disposal of a subsidiary or an associate, any attributable
amount of purchased goodwill not previously amortised through
the consolidated income statement or which has previously
been dealt with as a movement on Group reserves is included

in the calculation of the gain or loss on disposal.

Subsidiaries

A subsidiary is an enterprise, in which the Company, directly or
indirectly, has the power to govern the financial and operating
policies so as to obtain benefits from its activities. In the
Company's balance sheet, the investments in subsidiaries are
stated at cost less accumulated impairment losses. The carrying
amount of the investment is reduced to its recoverable amount
on an individual basis. The results of subsidiaries are accounted
for by the Company on the basis of dividends received and

receivable.

Associates

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

the Group.

The consolidated income statement includes the Group's share
of the post-acquisition results of its associates for the year, any
positive goodwill amortised or negative goodwill credited during
the year in accordance with note 3(c) and impairment losses.
The consolidated balance sheet includes the Group's share of

the net assets of associates less accumulated impairment losses.
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(e) Associates (continued)

Unrealised gains on transactions between the Group and its
associates are eliminated to the extent of the Group's interest in
the associates; unrealised losses are eliminated unless the
transaction provides evidence of an impairment of assets

transferred.

The results of associates are accounted for by the Company on
the basis of dividends received and receivable. In the Company's
balance sheet, investments in associates are stated at cost less

accumulated impairment losses.

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 when goods are delivered and title

has passed.

Interest income is accrued on a time proportion basis on the

principal outstanding and at the interest rate applicable.

Dividend income from investments is recognised when the

Group's rights to receive payment have been established.

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 present location for its
intended use. Major costs incurred in restoring assets to their
normal working conditions are charged to the consolidated
income statement.

Improvements are capitalised and

depreciated over their expected useful lives.
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Property, plant and equipment (continued)

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 consolidated income

statement.

Depreciation is provided to write off the cost of property, plant
and equipment, other than construction in progress, over their
estimated useful lives from the date on which they become fully
operational and after taking into account their estimated
residual values, using the straight-line method. The estimated

useful lives of the assets with a 10% estimated residual value are

as follows:
Number of years
Buildings 10 to 30
Machinery and equipment:
- For instant noodles and beverages 12
- Others 5to 10
Electrical appliances and equipment 5
Miscellaneous equipment 5

Land use rights are amortised over the remaining period of the

lease.

No depreciation is provided in respect of construction in

progress until it is completed and put into operation.

Construction in progress

Construction in progress is stated at cost, less accumulated
impairment losses. Costs include all construction expenditure
and other direct costs, including interest costs, attributable to
the project. Costs on completed construction works are

transferred to the appropriate asset category.
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Impairment losses

At each balance sheet date, the Group reviews internal and
external sources of information to determine whether its
property, plant and equipment; investments in subsidiaries and
associates; and positive goodwill have suffered any 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 net
selling price 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.

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 of

completion and the estimated costs necessary to make the sale.
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(k) Foreign currencies

Transactions in foreign currencies are translated at the rates of
exchange ruling at the transaction dates. Assets and liabilities of
subsidiaries, associates and all other monetary assets and
liabilities expressed in foreign currencies at the balance sheet
date are translated into United States dollars at rates of
exchange ruling at that date. Results expressed in foreign
currencies are translated into United States dollars using the
average rate of exchange of the year Exchange differences
arising from the translation of the financial statements of
subsidiaries and associates are dealt with as a movement in
exchange reserve. On disposal of these investments, such
exchange differences are recognised in the consolidated income
statement as part of the profit or loss on disposal. All other
exchange differences are dealt with in the consolidated income

statement.

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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(m) 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 in full, using the liability method, on
temporary differences arising between the tax bases of assets
and liabilities and their carrying amounts in the financial
statements. The deferred tax liabilities or assets are measured
at the tax rates that are expected to apply to the period when
the asset is realised or liability is settled, based on the tax rates
and the tax laws that have been enacted or substantively

enacted by 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 temporary differences can be utilised.

Deferred taxation is provided on temporary differences arising
on investment in subsidiaries and associates except where the
timing of the reversal of the temporary difference can be
controlled and it is probable that the temporary difference will

not reverse in the foreseeable future.

Investments in securities

Investment securities held on a continuing basis for identified
long-term purpose are stated at cost and subject to
impairment review at each reporting date to reflect any
diminution in value which is expected to be other than
temporary. The amount of provisions is recognised as an

expense in the period in which the decline occurs.

Securities not classified as investment securities are classified as
other investments, which are stated at fair value in the balance
sheet. The unrealised holding gains and losses for other

investments are included in the income statement.

The gain or loss on disposal of investment securities and other
investments is accounted for in the period in which the
disposal occurs as the difference between net sales proceeds

and the carrying amount of the securities.
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Operating leases

Leases where substantially all the rewards and risks of
ownership of assets remain with the leasing company 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.

Cash equivalents

For the purpose of 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 change in value.

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.

Segment reporting

In accordance with the Group's internal financial reporting the
Group has chosen business segments as the primary reporting
format and geographical segments as the secondary reporting

format.

Segment assets primarily consist of property, plant and
equipment, inventories, receivables and operating cash. Segment
liabilities comprise operating liabilities. Capital expenditure
comprises additions to property, plant and equipment and

construction in progress.

Unallocated liabilities comprise mainly of corporate liabilities.
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(s) Employee benefits

Defined contribution plans

The obligations for contributions to defined contribution
retirement scheme are recognised as an expense in the income
statement as incurred and are reduced by contributions
forfeited by those employees who leave the scheme prior to
vesting fully in the contributions. The assets of the scheme are
held separately from those of the Group in an independently

administered fund.

Defined benefit plans

The defined benefit plans are generally funded by payments
from employees and the Group taking into account of the
recommendations of the independent qualified actuaries using
the projected unit credit method. The Group's obligation in
respect of defined benefit plans is calculated separately for each
plan by estimating the amount of future benefit that employees
have earned in return for their services in the current and prior
periods, which is discounted to the present value and reduced

by the fair value of any plan assets.

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.
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Employee benefits (continued)

The amount recognised in the balance sheet represents the
present value of the defined benefit obligation as adjusted for
unrecognised actuarial gains and losses and unrecognised past
service cost, and reduced by the fair value of plan assets. Any
asset resulting from this calculation is limited to the net total of
any cumulative unrecongised net actuarial losses and past
service costs, plus the present value of any future refunds from

the plan or reductions in future contributions to the plan.

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 values when 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 and is released to the consolidated 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
consolidated income statement to match the related costs on a

systematic basis.





