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Basis for disclaimer of opinion

As detailed in note 2 to the consolidated financial statements, the Group’s 65% equity interest in Sinnowa 
Medical Science and Technology Co. Ltd. (the “Medical Equipment Subsidiary”) which is engaged in 
the manufacture and sale of medical equipment, was transferred to the minority shareholder of Medical 
Equipment Subsidiary and a third party without the consent and approval of the board of directors of the 
Company (the “Board”). The Company has been consulting PRC lawyers as to the appropriate action to 
take to protect its interest in Medical Equipment Subsidiary and to implement the necessary steps to 
formally re-register the Company as a 65% equity owner of Medical Equipment Subsidiary. Up to the 
date of this report, the PRC lawyers have been unable to form a view as to whether the transfer of the 
Group’s 65% equity interest in Medical Equipment Subsidiary is valid under PRC law and/or whether the 
Group will be able to recover its ownership interest.

The Board resolved on 26 March 2009 to establish a special investigation committee for the purpose of, 
among others, investigating the matters related to this potential dispute as to the Company’s ownership in 
Medical Equipment Subsidiary. In the opinion of the directors of the Company, the transfer of the Group’s 
65% equity interest in Medical Equipment Subsidiary should be void under PRC law and the Company 
is deemed to have effective control over Medical Equipment Subsidiary throughout the current and 
prior years when it was the 65% equity owner of Medical Equipment Subsidiary. Accordingly, the Board 
considers it is appropriate to include the following balances relating to Medical Equipment Subsidiary in 
the consolidated financial statements of the Company:

2008 2007
HK$’000 HK$’000

Income and expenses:
Turnover 47,692 38,243
Cost of sales (20,925) (18,405)
Other income 5,283 1,158
Selling and distribution expenses (13,282) (11,596)
Administrative expenses (7,752) (7,939)
Other operating expenses (2,559) (1,339)
Finance costs (302) (155)
Taxation (1,500) –
Minority interests (2,330) (91)

  

Profit/(loss) attributable to the Group 4,325 (124)
  

Assets and liabilities:
Property, plant and equipment 16,339 6,642
Construction in progress – 6,704
Prepaid lease payments 1,132 1,109
Intangible assets 763 1,097
Inventories 12,452 5,959
Trade and other receivables 14,716 6,700
Cash at bank and on hand 9,775 3,066
Amount due from/(to) minority interest 5,840 (2,335)
Trade and other payables (18,738) (9,497)
Bank borrowings (13,040) –
Taxation (1,665) –
Minority interests (9,651) (6,875)

  

Net assets attributable to the Group 17,923 12,570
  

Independent Auditor’s Report (Continued)
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Basis for disclaimer of opinion (Continued)

In view of the significance of the uncertainty about the outcome of the investigation, we were unable 

to satisfy ourselves as to whether the inclusion of the above financial information of Medical Equipment 

Subsidiary in the consolidated financial statements of the Group is in accordance with the requirements 

of Hong Kong Accounting Standard 27 “Consolidated and Separate Financial Statements”. We were 

also unable to obtain sufficient reliable evidence to satisfy ourselves as to whether the provision for a 

potential loss of control of a subsidiary amounting to HK$15,655,000 in relation to the potential dispute is 

a reliable estimate of the financial impact to the Group as at 31 December 2008 and in accordance with 

the requirements of Hong Kong Accounting Standard 37 “Provision, Contingent Liabilities and Contingent 

Assets”. There were no other satisfactory audit procedures that we could adopt to obtain sufficient 

evidence regarding the abovementioned matters. Accordingly, we have not been able to obtain sufficient 

appropriate audit evidence to provide a basis for an audit opinion. Any adjustment to these figures may 

have a consequential significant effect on the state of affairs of the Group as at 31 December 2008 and 

profit for the year then ended.

Disclaimer of opinion: Disclaimer on view given by consolidated financial statements

Because of the significance of the matters described in the basis for disclaimer of opinion paragraph, we 

do not express an opinion on the consolidated financial statements as to whether they give a true and 

fair view of the state of affairs of the Group as at 31 December 2008 and of its profit and cash flows 

for the year then ended in accordance with Hong Kong Financial Reporting Standards and as to whether 

the consolidated financial statements have been properly prepared in accordance with the disclosure 

requirements of the Hong Kong Companies Ordinance.

KLC Kennic Lui & Co. Ltd.

Certified Public Accountants (Practising)

Lau Wu Kwai King, Lauren

Practising Certificate No. P02651

Hong Kong, 26 March 2009

Independent Auditor’s Report (Continued)
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2008 2007

Notes HK$’000 HK$’000

Turnover 6 47,927 38,443

Cost of sales (21,836) (18,789)
  

Gross profit 26,091 19,654

Income from forestry exploitation business 8 129,985 –

Other income 9 6,755 4,114

Selling and distribution costs (13,421) (11,790)

Administrative expenses (40,276) (25,178)

Impairment loss recognised in respect of:

  Biological assets 16 (93) (6,785)

  Intangible assets 19 (9,600) –

Other operating expenses 10 (10,319) (1,645)

Provision for a potential loss of control 

  of a subsidiary 25 (15,655) –

Finance costs 10 (972) (244)
  

Profit/(loss) before taxation 10 72,495 (21,874)

Taxation 11 (1,500) (24)
  

Profit/(loss) for the year 70,995 (21,898)
  

Attributable to:

Equity holders of the Company 68,665 (21,989)

Minority interests 2,330 91
  

70,995 (21,898)
  

Earnings/(loss) per share (Hong Kong cents) 14

Basic 3.81 (2.12)
  

Diluted 3.81 N/A
  

The notes on pages 42 to 97 form part of these financial statements.

Consolidated Income Statement
For the year ended 31 December 2008
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2008 2007
Notes HK$’000 HK$’000

Non-current assets
Property, plant and equipment 15 30,385 7,379
Biological assets 16 – 88
Construction in progress 17 31,950 18,189
Prepaid lease payments 18 2,585 2,563
Intangible assets 19
  Forest exploitation rights 498,063 259,203
  Medical research project 17,393 26,860
  Others 763 1,098

  

581,139 315,380
  

Current assets
Inventories 21 13,575 6,019
Trade and other receivables 22 112,517 54,016
Cash at bank and on hand 23 48,414 99,400

  

174,506 159,435
  

Current liabilities
Trade and other payables 24 50,427 69,391
Provision for a potential loss of control
  of a subsidiary 25 15,655 –
Bank borrowings 26 13,040 –
Taxation 1,966 284

  

81,088 69,675
  

Net current assets 93,418 89,760
  

Total assets less current liabilities 674,557 405,140

Non-current liabilities
Bonds 27 70,000 –

  

Net assets 604,557 405,140
  

Capital and reserves
Share capital 28 19,050 17,050
Reserves 575,856 381,215

  

Total equity attributable to:
Equity holders of the Company 594,906 398,265
Minority interests 9,651 6,875

  

Total equity 604,557 405,140
  

Approved and authorised for issue by the Board of Directors on 26 March 2009.

Leung Sze Yuan, Alan Zhang Zhenzhong

Chairman Director

The notes on pages 42 to 97 form part of these financial statements.

Consolidated Balance Sheet
At 31 December 2008
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Attributable to equity holders of the Company       

Share

capital

Share

premium

Contributed

surplus

Share 

options

reserve

Exchange

reserve

Retained 

profits/

(Accumulated

losses) Total

Minority 

interests Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At 1 January 2007 8,350 70,733 5,265 – 6,068 4,004 94,420 6,339 100,759         

Exchange difference arising

  on translation of foreign

  operations and net income

  recognised directly in equity – – – – 6,209 – 6,209 445 6,654

Loss for the year – – – – – (21,989) (21,989) 91 (21,898)

Total recognised income and

  expense for the year – – – – 6,209 (21,989) (15,780) 536 (15,244)         

Recognition of equity-settled 

  share based payments – – – 1,875 – – 1,875 – 1,875

Issue of shares 4,000 71,200 – – – – 75,200 – 75,200

Conversion of shares 700 12,460 – – – – 13,160 – 13,160

New shares placement 1,670 113,560 – – – – 115,230 – 115,230

Top-up placement 2,330 121,160 – – – – 123,490 – 123,490

Transaction cost attributable to

  issue of shares – (9,330) – – – – (9,330) – (9,330)         

At 31 December 2007 17,050 379,783 5,265 1,875 12,277 (17,985) 398,265 6,875 405,140         

The notes on pages 42 to 97 form part of these financial statements.

Consolidated Statement of Changes in Equity
For the year ended 31 December 2008
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Attributable to equity holders of the Company       

Share

capital

Share

premium

Contributed

surplus

Share

options

reserve

Exchange

reserve

Retained 

profits/

(Accumulated

losses) Total

Minority

interests Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At 1 January 2008 17,050 379,783 5,265 1,875 12,277 (17,985) 398,265 6,875 405,140         

Exchange difference arising

  on translation of foreign

  operations and net income

  recognised directly in equity – – – – 3,528 – 3,528 446 3,974

Profit for the year – – – – – 68,665 68,665 2,330 70,995

Total recognised income and

  expense for the year – – – – 3,528 68,665 72,193 2,776 74,969         

Recognition of equity-settled

  share based payments – – – 4,448 – – 4,448 – 4,448

Issue of shares 2,000 118,000 – – – – 120,000 – 120,000

Lapse of share options – – – (188) – 188 – – –         

At 31 December 2008 19,050 497,783 5,265 6,135 15,805 50,868 594,906 9,651 604,557         

The notes on pages 42 to 97 form part of these financial statements.

Consolidated Statement of Changes in Equity (Continued)

For the year ended 31 December 2008
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2008 2007
Notes HK$’000 HK$’000

Cash flows from operating activities
Profit/(Loss) before taxation 72,495 (21,874)
Adjustments for:
  Depreciation 1,432 1,044
  Loss on disposal of property, plant and equipment 19 –
  Income from sub-concession of 10% of 
    forest exploitation rights (51,985) –
  Impairment losses recognised in respect of:
    Biological assets 93 6,785
    Medical projects 9,600 –
  Amortisation of prepaid lease payments 135 123
  Amortisation of intangible assets:
    Forest exploitation rights 7,332 3,757
    Others 398 364
  Share based payments 4,448 1,875
  Bad debts written off 1,790 1,088
  Bad debts recovered (3,246) (272)
  Bank interest income (611) (2,279)
  Provision for a potential loss of control
    of a subsidiary 15,655 –
  Finance costs 972 244
  Write-back of accrued expenses (787) –

  

Operating profit/(loss) before changes in 
  working capital 57,740 (9,145)

Increase in inventories (7,184) (1,651)
Increase in trade and other receivables (22,507) (41,268)
Increase/(decrease) in trade and other payables (23,135) 9,508

  

Cash generated from/(used in) operations 4,914 (42,556)

Income tax paid outside Hong Kong 164 –
  

Net cash from/(used in) operating activities 5,078 (42,556)
  

Cash flows from investing activities
Capital expenditure:
  Property, plant and equipment (16,903) (447)
  Construction in progress (19,755) (8,764)
  Biological assets – (4,534)
  Acquisition of a subsidiary 20 (80,000) (50,000)
  Forest exploitation rights (2,207) (27,300)
  Proceed from 10% Sub-Concession 46,800 –
Decrease in placement of deposits with banks – 62,153
Interest received 611 2,279

  

Net cash used in investing activities (71,454) (26,613)
  

The notes on pages 42 to 97 form part of these financial statements.

Consolidated Cash Flow Statement
For the year ended 31 December 2008
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2008 2007

Notes HK$’000 HK$’000

Cash flows from financing activities

Interest paid (302) (244)

New share placement – 115,890

Top-up placement – 122,830

Redemption of bonds – (70,000)

Shares issue expenses – (9,330)

Proceeds from new bank borrowings 13,040 –

Repayment of bank borrowings – (3,484)
  

Net cash from financing activities 12,738 155,662
  

Net increase/(decrease) in cash and

  cash equivalents (53,638) 86,493

Cash and cash equivalents at beginning of

  the year 99,400 12,029

Effect of foreign exchange rate changes 2,652 878
  

Cash and cash equivalents at end of the year 48,414 99,400
  

Analysis of cash and cash equivalents: 

  Cash at bank and on hand 48,414 99,400
  

The notes on pages 42 to 97 form part of these financial statements.

Consolidated Cash Flow Statement (Continued)

For the year ended 31 December 2008
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1.	 General

The Company is incorporated in Bermuda as an exempted company with limited liability and its 

shares are listed on the Growth Enterprise Market (“GEM”) of The Stock Exchange of Hong 

Kong Limited (the “Stock Exchange”). The addresses of the registered office and principal place 

of business of the Company are disclosed in the Corporate Information Section of the annual 

report.

The consolidated financial statements are presented in Hong Kong dollars which is also the 

functional currency of the Company. The principal activity of the Company is investment holding. 

The principal activities and other particulars of the subsidiaries are set out in note 36 to the 

consolidated financial statements.

2.	 Basis of Preparation of the Financial Statements

Potential dispute over the ownership in Sinnowa Medical Science and Technology 
Co. Ltd. (“Medical Equipment Subsidiary”)

As detailed in the announcement of the Company dated 26 March 2009, Medical Equipment 

Subsidiary is a 65% owned subsidiary of the Company established in September 2002 as a sino-

foreign joint venture enterprise in the People’s Republic of China (the “PRC”). Medical Equipment 

Subsidiary engages in the business of manufacture and sale of medical equipment. The remaining 

35% equity interest of Medical Equipment Subsidiary is owned by a PRC company called Innova 

Science & Technology Co., Ltd. (南京英諾華科技有限公司) (the “Chinese Partner”). During the 

course of external audit of the consolidated financial statements for the year ended 31 December 

2008, the Company discovered that the official records of the PRC governmental authorities on 

the shareholdings of Medical Equipment Subsidiary had been amended without the knowledge of 

the Company, and that the Company was no longer recorded as an equity owner of the Medical 

Equipment Subsidiary since 10 December 2007.

Under this circumstance, the Board had, through its Chinese legal advisers, made enquiries with 

the Bureau of Administration of Industry and Commerce in Nanjing, Jiangsu Province (江蘇省南
京市工商行政管理局) (“Nanjing BAIC”) and discovered that two unauthorised sale and purchase 

agreements (the “Unauthorised Sale and Purchase Agreements”), both dated 10 November 2007, 

were entered into in the name of the Company and executed by a Director, pursuant to which the 

Company agreed to dispose of its entire 65% equity interest in the Medical Equipment Subsidiary 

as to 30% to the Chinese Partner and as to 35% to the First New Shareholder, at a consideration of 

RMB14.00 million (equivalent to approximately HK$15.88 million) and RMB1.00 million (equivalent 

to approximately HK$1.13 million), respectively. The Unauthorised Sale and Purchase Agreements 

were duly registered with Nanjing BAIC to the effect that the Medical Equipment Subsidiary 

was owned as to 65% by the Chinese Partner and as to the remaining 35% by the First New 

Shareholder. The Director, whose signature was imprinted on the Unauthorised Sale and Purchase 

Agreements, has confirmed to the Board that he had no knowledge about the Unauthorised 

Disposal and he had never executed such agreements for and on behalf of the Company.

Notes to the Consolidated Financial Statements
For the year ended 31 December 2008



43China Asean Resources Limited Annual Report 2008

2.	 Basis of Preparation of the Financial Statements (Continued)

Potential dispute over the ownership in Sinnowa Medical Science and Technology 
Co. Ltd. (“Medical Equipment Subsidiary”) (Continued)

Despite the allegations of the Chinese Partner that the consideration stated in the Unauthorised 
Sale and Purchase Agreements had been fully settled by means of cash and telegraphic transfer, 
the Group reports only having received a sum of RMB2,000,000 from the Chinese Partner after 
checking all prior transactions in its bank accounts and accounting records. Since the Board was 
not aware of the Unauthorised Sale and Purchase Agreements, the Company recorded the said 
sum of RMB2,000,000 as a general advance from the Chinese Partner and it is classified as an 
amount due to minority interests in the consolidated balance sheet as at 31 December 2008.

Also, from the official records of the PRC government, the registered capital of Medical Equipment 
Subsidiary is reported to have been increased to RMB30,000,000 since late 2008, and the current 
shareholders of the Medical Equipment Subsidiary are the Chinese Partner (holding 62% of the 
equity interest), Great Profit Enterprises Limited, a company incorporated in the British Virgin 
Islands (holding 25% of the equity interest) and another PRC company (holding 13% of the equity 
interest).

The Company has been consulting PRC lawyers as to the appropriate actions to take to protect its 
equity interest in Medical Equipment Subsidiary and to implement appropriate steps to formally 
re-register the Company as a 65% shareholder of Medical Equipment Subsidiary. Moreover, the 
Board resolved on 26 March 2009 to establish a Special Investigation Committee for the purposes 
of, among others, investigating the matters related to the potential dispute as to the Company’s 
ownership in Medical Equipment Subsidiary.

In the opinion of the directors of the Company, the transfer of the Group’s 65% interest in 
Medical Equipment Subsidiary should be void under PRC law and the Company should have 
effective control over Medical Equipment Subsidiary since it became the 65% equity owner of 
Medical Equipment Subsidiary in 2002 and, therefore, consider that it is appropriate to include the 
balances, as set out below, relating to Medical Equipment Subsidiary in the consolidated financial 
statements of the Company.

2008 2007
Income and expenses: HK$’000 HK$’000

Turnover 47,692 38,243
Cost of sales (20,925) (18,405)
Other income 5,283 1,158
Selling and distribution expenses (13,282) (11,596)
Administrative expenses (7,752) (7,939)
Other operating expenses (2,559) (1,339)
Finance costs (302) (155)
Taxation (1,500) –
Minority interests (2,330) (91)

  

Profit/(loss) attributable to the Group 4,325 (124)
  

Notes to the Consolidated Financial Statements
For the year ended 31 December 2008
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2.	 Basis of Preparation of the Financial Statements (Continued)

Potential dispute over the ownership in Sinnowa Medical Science and Technology 
Co. Ltd. (“Medical Equipment Subsidiary”) (Continued)

2008 2007

Assets and liabilities: HK$’000 HK$’000

Property, plant and equipment 16,339 6,642

Construction in progress – 6,704

Prepaid lease payments 1,132 1,109

Intangible assets 763 1,097

Inventories 12,452 5,959

Trade and other receivables 14,716 6,700

Cash at bank and on hand 9,775 3,066

Amount due from/(to) minority interest 5,840 (2,335)

Trade and other payables (18,738) (9,497)

Bank borrowings (13,040) –

Taxation (1,665) –

Minority interests (9,651) (6,875)
  

Net assets attributable to the Group 17,923 12,570
  

3.	 Application of new and revised Hong Kong Financial Reporting 
Standards (“HKFRSs”)

In the current year, the Group has applied the following amendments and interpretations (“new 

HKFRSs”) issued by the Hong Kong Institute of Certified Public Accountants (“HKICPA”) which 

are or have become effective.

HKAS 39 & HKFRS 7 (Amendments) Reclassification of Financial Assets

HK(IFRIC)-Int 11 HKFRS 2: Group and Treasury Share Transactions

HK(IFRIC)-Int 12 Service Concession Arrangements

HK(IFRIC)-Int 14 HKAS 19 – The Limit on a Defined Benefit Asset, 

  Minimum Funding Requirements and their 

  Interaction

The adoption of the new HKFRSs had no material effect on how the results and financial position 

for the current or prior accounting periods have been prepared and presented. Accordingly, no 

prior period adjustments have been required.

Notes to the Consolidated Financial Statements
For the year ended 31 December 2008
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3.	 Application of new and revised Hong Kong Financial Reporting 
Standards (“HKFRSs”) (Continued)

The Group has not early applied the following new and revised standards, amendments or 

interpretations that have been issued but are not yet effective.

HKFRSs (Amendments) Improvements to HKFRSs1

HKAS 1 (Revised) Presentation of Financial Statements2

HKAS 23 (Revised) Borrowing Costs2

HKAS 27 (Revised) Consolidated and Separate Financial Statements3

HKAS 32 & 1 (Amendments) Puttable Financial Instruments and Obligations 

  Arising on Liquidation2

HKAS 39 (Amendment) Eligible hedged items3

HKFRS 1 & HKAS 27 (Amendments) Cost of an Investment in a Subsidiary, Jointly 

  Controlled Entity or Associate2

HKFRS 2 (Amendment) Vesting Conditions and Cancellations2

HKFRS 3 (Revised) Business Combinations3

HKFRS 4 Improving Disclosures about Financial Statements2

HKFRS 8 Operating Segments2

HK(IFRIC) – Int 13 Customer Loyalty Programmes4

HK(IFRIC) – Int 15 Agreements for the Construction of Real Estate2

HK(IFRIC) – Int 16 Hedges of a Net Investment in a Foreign Operation5

HK(IFRIC) – Int 17 Distribution of Non-cash Assets to Owners3

HK(IFRIC) – Int 18 Transfer of Assets from Customers6

1	 Effective for annual periods beginning on or after 1 January 2009 except the amendments to HKFRS 5, which are 

effective for annual periods beginning on or after 1 July 2009

2	 Effective for annual periods beginning on or after 1 January 2009

3	 Effective for annual periods beginning on or after 1 July 2009

4	 Effective for annual periods beginning on or after 1 July 2008

5	 Effective for annual periods beginning on or after 1 October 2008

6	 Effective for transfers of assets from customers received on or after 1 July 2009

The application of HKFRS 3 (Revised) may affect accounting for business combinations for which 

the acquisition dates are on or after 1 January 2010. HKAS 27 (Revised) can affect the accounting 

treatment for changes in the Group’s ownership interest in a subsidiary. The directors of the 

Company anticipate that the application of the other new and revised standards, amendments 

or interpretations will have no material impact on the results and the financial position of the 

Group.

Notes to the Consolidated Financial Statements
For the year ended 31 December 2008
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4.	 Significant Accounting Policies

The consolidated financial statements have been prepared on the historical cost basis and have 

been prepared in accordance with Hong Kong Financial Reporting Standards issued by the HKICPA. 

In addition, the consolidated financial statements include applicable disclosures required by the 

Rules Governing the Listing of Securities on the Growth Enterprise Market of The Stock Exchange 

of Hong Kong Limited and by the Hong Kong Companies Ordinance.

(a)	 Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company 

and entities controlled by the Company viz its subsidiaries. Control is achieved where the 

Company has the power to govern the financial and operating policies of an entity so as to 

obtain benefits from its activities.

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.

Where necessary, adjustments are made to the financial statements of subsidiaries to bring 

their accounting policies into line with those used by other members of the Group.

All intra-group transactions, balances, income and expenses are eliminated on 

consolidation.

Minority interests in the net assets of consolidated subsidiaries are presented separately 

from the Group’s equity therein. Minority interests in the net assets consist of the amount 

of those interests at the date of the original business combination and the minority’s share 

of changes in equity since the date of the combination. Losses applicable to the minority in 

excess of the minority’s interest in the subsidiary’s equity are allocated against the interests 

of the Group except to the extent that the minority has a binding obligation and is able to 

make an additional investment to cover the losses.

Notes to the Consolidated Financial Statements
For the year ended 31 December 2008
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4.	 Significant Accounting Policies (Continued)

(b)	 Business combinations

The acquisition of businesses is accounted for using the purchase method. The cost of 

the acquisition is measured at the aggregate of the fair values, at the date of exchange, of 

assets given, liabilities incurred or assumed, and equity instruments issued by the Group 

in exchange for control of the acquiree, plus any costs directly attributable to the business 

combination. The acquiree’s identifiable assets, liabilities and contingent liabilities that meet 

the conditions for recognition under HKFRS 3 Business Combinations are recognised at 

their fair values at the acquisition date, except for non-current assets (or disposal groups) 

that are classified as held for sale in accordance with HKFRS 5 Non-Current Assets Held 

for Sale and Discontinued Operations, which are recognised and measured at fair value 

less costs to sell.

Goodwill arising on acquisition is recognised as an asset and initially measured at cost, 

being the excess of the cost of the business combination over the Group’s interest in the 

net fair value of the identifiable assets, liabilities and contingent liabilities recognised. If, 

after reassessment, the Group’s interest in the net fair value of the acquiree’s identifiable 

assets, liabilities and contingent liabilities exceeds the cost of the business combination, 

the excess is recognised immediately in profit or loss.

The interest of minority shareholders in the acquiree is initially measured as the 

minority’s proportion of the net fair value of the assets, liabilities and contingent liabilities 

recognised.

(c)	 Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and 

represents amounts receivable for goods sold and services provided in the normal course 

of business, net of discounts and sales related taxes.

Revenue from the sale of goods is recognised when the goods are delivered and title has 

passed.

Service income is recognised when services are provided.

Interest income from a financial asset excluding financial assets at fair value through profit or 

loss is accrued on a time basis, by reference to the principal outstanding and at the effective 

interest rate applicable, which is the rate that discounts the estimated future cash receipts 

through the expected life of the financial asset to that asset’s net carrying amount.

Notes to the Consolidated Financial Statements
For the year ended 31 December 2008
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4.	 Significant Accounting Policies (Continued)

(d)	 Property, plant and equipment

Property, plant and equipment including buildings held for use in the production or supply 

of goods or services, or for administrative purposes are stated at cost or fair value less 

subsequent accumulated depreciation and accumulated impairment losses.

Depreciation is provided to write off the cost or fair value of items of property, plant and 

equipment, other than freehold land, over their estimated useful lives and after taking into 

account their estimated residual values, using the straight-line method.

Assets held under finance leases are depreciated over their expected useful lives on the 

same basis as owned assets or, where shorter, the term of the relevant lease.

An item of property, plant and equipment is derecognised upon disposal or when no future 

economic benefits are expected to arise from the continued use of the asset. Any gain or 

loss arising on derecognition of the asset (calculated as the difference between the net 

disposal proceeds and the carrying amount of the item) is included in the consolidated 

income statement in the year in which the item is derecognised.

(e)	 Leasing

Leases are classified as finance leases whenever the terms of the lease transfer 

substantially all the risks and rewards of ownership to the lessee. All other leases are 

classified as operating leases.

(i)	 The Group as lessor

Amounts due from lessees under finance leases are recorded as receivables at 

the amount of the Group’s net investment in the leases. Finance lease income is 

allocated to accounting periods so as to reflect a constant periodic rate of return on 

the Group’s net investment outstanding in respect of the leases.

Rental income from operating leases is recognised in the consolidated income 

statement on the straight-line basis over the term of the relevant lease.

Notes to the Consolidated Financial Statements
For the year ended 31 December 2008
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4.	 Significant Accounting Policies (Continued)

(e)	 Leasing (continued)

(ii)	 The Group as lessee

Assets held under finance leases are recognised as assets of the Group at their 

fair value at the inception of the lease or, if lower, at the present value of the 

minimum lease payments. The corresponding liability to the lessor is included in 

the consolidated balance sheet as a finance lease obligation. Lease payments are 

apportioned between finance charges and reduction of the lease obligation so as to 

achieve a constant rate of interest on the remaining balance of the liability. Finance 

charges are charged directly to income statement, unless they are directly attributable 

to qualifying assets, in which case they are capitalised in accordance with the Group’s 

general policy on borrowing costs (see below).

Rentals payable under operating leases are charged to income statement on 

the straight-line basis over the term of the relevant lease. Benefits received and 

receivable as an incentive to enter into an operating lease are recognised as a 

reduction of rental expense over the lease term on the straight-line basis.

(iii)	 Leasehold land

Interest in leasehold land is accounted for as an operating lease and amortised over 

the lease term on the straight-line basis.
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4.	 Significant Accounting Policies (Continued)

(f)	 Foreign currencies

In preparing the financial statements of each individual group entity, transactions in 

currencies other than the functional currency of that entity (foreign currencies) are recorded 

in the respective functional currency (i.e. the currency of the primary economic environment 

in which the entity operates) at the rates of exchanges prevailing on the dates of the 

transactions. At each balance sheet date, monetary items denominated in foreign currencies 

are retranslated at the rates prevailing on the balance sheet date. Non-monetary items 

carried at fair value that are denominated in foreign currencies are retranslated at the rates 

prevailing on the date when the fair value was determined. Non-monetary items that are 

measured in terms of historical cost in a foreign currency are not retranslated.

Exchange differences arising on the settlement of monetary items, and on the retranslation 

of monetary items, are recognised in income statement in the period in which they 

arise, except for exchange differences arising on a monetary item that forms part of the 

Company’s net investment in a foreign operation, in which case, such exchange differences 

are recognised in equity in the consolidated financial statements. Exchange differences 

arising on the retranslation of non-monetary items carried at fair value, are included in 

income statement for the period except for differences arising on the retranslation of non-

monetary items in respect of which gains and losses are recognised directly in equity, in 

which case, the exchange differences are also recognised directly in equity.

For the purposes of presenting the consolidated financial statements, the assets and 

liabilities of the Group’s foreign operations are translated into the presentation currency of 

the Group (i.e. Hong Kong dollars) at the rate of exchange prevailing at the balance sheet 

date, and their income and expenses are translated at the average exchange rates for the 

year, unless exchange rates fluctuate significantly during the period, in which case, the 

exchange rates prevailing at the dates of transactions are used. Exchange differences 

arising, if any, are recognised as a separate component of equity (the translation reserve). 

Such exchange differences are recognised in income statement in the period in which the 

foreign operation is disposed of.
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4.	 Significant Accounting Policies (Continued)

(g)	 Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of 

qualifying assets, 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. To the extent that fixed-rate bank borrowings are used to finance a qualifying asset and 

are hedged in an effective fair value hedge of interest rate risk, the capitalised borrowing 

costs reflect the hedged interest rate.

Investment income earned on the temporary investment of specific borrowings pending 

their expenditure on qualifying assets is deducted from the borrowing costs eligible for 

capitalisation.

All other borrowing costs are recognised in income statement in the period in which they 

are incurred.

(h)	 Retirement benefit costs

Payments to defined contribution retirement benefit plans are charged as an expense when 

employees have rendered service entitling them to the contributions.

(i)	 Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from 

profit as reported in the consolidated income statement because it excludes items of income 

or expense that are taxable or deductible in other years and it further excludes items that 

are never taxable or deductible. The Group’s liability for current tax is calculated using tax 

rates that have been enacted or substantively enacted by the balance sheet date.
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4.	 Significant Accounting Policies (Continued)

(i)	 Taxation (continued)

Deferred tax is recognised on differences between the carrying amounts of assets and 

liabilities in the consolidated financial statements and the corresponding tax base used in the 

computation of taxable profit, and is accounted for using the balance sheet liability method. 

Deferred tax liabilities are generally recognised for all taxable temporary differences and 

deferred tax assets are recognised to the extent that it is probable that taxable profits will 

be available against which deductible temporary differences can be utilised. Such assets 

and liabilities are not recognised if the temporary difference arises from goodwill or from 

the initial recognition (other than in a business combination) of other assets and liabilities 

in a transaction that affects neither the taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on 

investments in subsidiaries and associates, and interests in joint ventures, except where 

the Group is able to control the reversal of the temporary difference and it is probable that 

the temporary difference will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and 

reduced to the extent that it is no longer probable that sufficient taxable profits will be 

available to allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when 

the liability is settled or the asset is realized, based on tax rates (and tax laws) that have 

been enacted or substantively enacted by the balance sheet date. Deferred tax is charged 

or credited to profit or loss, except when it relates to items charged or credited directly to 

equity, in which case the deferred tax is also dealt with in equity.
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4.	 Significant Accounting Policies (Continued)

(j)	 Intangible assets

Intangible assets acquired separately and with finite useful lives are carried at cost less 

accumulated amortisation and any accumulated impairment losses. Amortisation for 

intangible assets with finite useful lives is provided on the straight-line basis over their 

estimated useful lives. Alternatively, intangible assets with indefinite useful lives are carried 

at cost less any subsequent accumulated impairment losses (see the accounting policy in 

respect of impairment losses on tangible and intangible assets below).

Gains or losses arising from derecognition of an intangible asset are measured as the 

difference between the net disposal proceeds and the carrying amount of the asset and are 

recognised in the consolidated income statement when the asset is derecognised.

Research and development expenditure

Expenditure on research activities is recognised as an expense in the period in which it is 

incurred.

An internally-generated intangible asset arising from development expenditure is recognised 

only if it is anticipated that the development costs incurred on a clearly-defined project will 

be recovered through future commercial activities.

The amount initially recognised for an internally-generated intangible asset is the sum of the 

expenditure incurred from the date when the intangible asset first meets the recognition 

criteria. Where no internally-generated intangible asset can be recognised, development 

expenditure is charged to income statement in the period in which it is incurred.

Subsequent to initial recognition, internally-generated intangible assets are reported at cost 

less accumulated amortisation and accumulated impairment losses, on the same basis as 

intangible assets acquired separately.

(k)	 Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is calculated using 

the first-in, first-out method.
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4.	 Significant Accounting Policies (Continued)

(l)	 Financial instruments

Financial assets and financial liabilities are recognised on the balance sheet when a group 

entity becomes a party to the contractual provisions of the instrument. Financial assets 

and financial liabilities are initially measured at fair value. Transaction costs that are directly 

attributable to the acquisition or issue of financial assets and financial liabilities (other than 

financial assets or financial liabilities at fair value through profit or loss) are added to or 

deducted from the fair value of the financial assets or financial liabilities, as appropriate, 

on initial recognition. Transaction costs directly attributable to the acquisition of financial 

assets or financial liabilities at fair value through profit or loss are recognised immediately 

in income statement.

(i)	 Financial assets

The Group’s financial assets are classified as loans and receivables. All regular way 

purchases or sales of financial assets are recognised and derecognised on a trade 

date basis. Regular way purchases or sales are purchases or sales of financial assets 

that require delivery of assets within the timeframe established by regulation or 

convention in the marketplace.

Effective interest method

The effective interest method is a method of calculating the amortised cost of 

a financial asset and of allocating interest income over the relevant period. The 

effective interest rate is the rate that discounts estimated future cash receipts 

(including all fees paid or received that form an integral part of the effective interest 

rate, transaction costs and other premiums or discounts) through the expected life 

of the financial asset, or, where appropriate, a shorter period.

Income is recognised on an effective interest basis for debt instruments.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable 

payments that are not quoted in an active market. At each balance sheet date 

subsequent to initial recognition, loans and receivables (including trade receivables, 

loan receivables, other receivables, pledged bank deposits, bank balances and cash, 

amounts due from directors and finance lease receivables) are carried at amortised 

cost using the effective interest method, less any identified impairment losses (see 

accounting policy on impairment losses on financial assets below).
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4.	 Significant Accounting Policies (Continued)

(l)	 Financial instruments (continued)

(i)	 Financial assets (continued)

Impairment of financial assets

Financial assets are assessed for indicators of impairment at each balance sheet date. 

Financial assets are impaired where there is objective evidence that, as a result of 

one or more events that occurred after the initial recognition of the financial asset, 

the estimated future cash flows of the financial assets have been affected.

Objective evidence of impairment could include:

•	 significant financial difficulty of the issuer or counterparty; or

•	 default or delinquency in interest or principal payments; or

•	 it becoming probable that the borrower will enter bankruptcy or financial re-

organisation.

For certain categories of financial assets, such as trade receivables, assets that are 

assessed not to be impaired individually are subsequently assessed for impairment 

on a collective basis. Objective evidence of impairment for a portfolio of receivables 

could include the Group’s past experience of collecting payments, an increase in the 

number of delayed payments in the portfolio past the average credit period of 60 

days, and observable changes in national or local economic conditions that correlate 

with defaults on receivables.

For financial assets carried at amortised cost, an impairment loss is recognised in 

income statement when there is objective evidence that the asset is impaired, and 

is measured as the difference between the asset’s carrying amount and the present 

value of the estimated future cash flows discounted at the original effective interest 

rate.

For financial assets carried at cost, the amount of the impairment loss is measured 

as the difference between the asset’s carrying amount and the present value of 

the estimated future cash flows discounted at the current market rate of return for 

a similar financial asset. Such impairment loss will not be reversed in subsequent 

periods.
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4.	 Significant Accounting Policies (Continued)

(l)	 Financial instruments (continued)

(i)	 Financial assets (continued)

Impairment of financial assets (continued)

The carrying amount of a financial asset is reduced by the impairment loss directly 
for all financial assets with the exception of trade receivables, where the carrying 
amount is reduced through the use of an allowance account. Changes in the carrying 
amount of the allowance account are recognised in income statement. Subsequent 
recoveries of amounts previously written off are credited to income statement.

For a financial asset measured at amortised cost, if, in a subsequent period, the 
amount of impairment loss decreases and the decrease can be related objectively 
to an event occurring after the impairment loss was recognised, the previously 
recognised impairment loss is reversed through income statement to the extent 
that the carrying amount of the asset at the date the impairment is reversed does 
not exceed what the amortised cost would have been had the impairment not been 
recognised.

(ii)	 Financial liabilities and equity

Financial liabilities and equity instruments issued by a group entity are classified 
according to the substance of the contractual arrangements entered into and the 
definitions of a financial liability and an equity instrument.

An equity instrument is any contract that evidences a residual interest in the assets 
of the group after deducting all of its liabilities. The Group’s financial liabilities are 
generally classified into other financial liabilities.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a 
financial liability and of allocating interest expense over the relevant period. The 
effective interest rate is the rate that discounts estimated future cash payments 
through the expected life of the financial liability, or, where appropriate, a shorter 
period.

Interest expense is recognised on an effective interest basis.

Other financial liabilities

Other financial liabilities (including trade and other payables and bank borrowings) are 
subsequently measured at amortised cost, using the effective interest method.
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4.	 Significant Accounting Policies (Continued)

(l)	 Financial instruments (continued)

(ii)	 Financial liabilities and equity (continued)

Equity instruments

Equity instruments issued by the Company are recorded as the proceeds received, 

net of direct issue costs.

Repurchase of the Company’s own equity instruments is recognised and deducted 

directly in equity. No gain or loss is recognised in income statement on the purchase, 

sale/issue or cancellation of the Company’s own equity instruments.

(iii)	 Derecognition

Financial assets are derecognised when the rights to receive cash flows from the 

assets expire or the financial assets are transferred and the Group has transferred 

substantially all the risks and rewards of ownership of the financial assets. On 

derecognition of a financial asset, the difference between the asset’s carrying 

amount and the sum of the consideration received and receivable and the cumulative 

gain or loss that had been recognised directly in equity is recognised in income 

statement. If the Group retains substantially all the risks and rewards of ownership 

of a transferred financial asset, the Group continues to recognise the financial asset 

and also recognises a collateralised borrowing for proceeds received.

Financial liabilities are derecognised when the obligation specified in the relevant 

contract is discharged, cancelled or expires. The difference between the carrying 

amount of the financial liability derecognised and the consideration paid and payable 

is recognised in income statement.

(m)	 Provisions

Provisions are recognised when the Group has a present obligation as a result of a past 

event, and it is probable that the Group will be required to settle that obligation. Provisions 

are measured at the directors’ best estimate of the expenditure required to settle the 

obligation at the balance sheet date, and are discounted to present value where the effect 

is material.
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4.	 Significant Accounting Policies (Continued)

(n)	 Share-based payment transactions

(i)	 Equity-settled share-based payment transactions

Share options granted to employees

For grants of share options which are conditional upon satisfying specified vesting 

conditions, the fair value of services received determined by reference to the fair 

value of share options granted at the grant date is expensed on the straight-line 

basis over the vesting period, with a corresponding increase in equity (share options 

reserve).

For share options which are vested at the date of grant, the fair value of the share 

options granted is expensed immediately to income statement.

At the time when the share options are exercised, the amount previously recognised 

in the share options reserve will be transferred to the share premium account. When 

the share options are forfeited after the vesting date or are still not exercised at the 

expiry date, the amount previously recognised in the share options reserve will be 

transferred to retained profits.

(ii)	 Cash-settled share-based payment transactions

For cash-settled share-based payments, the Group measures the goods or services 

acquired and the liability incurred at the fair value of the liability. At each balance 

sheet date, the liability is remeasured at its fair value until the liability is settled, with 

any changes in fair value recognised in profit or loss.

5.	 Critical Accounting Judgements and Key Sources of Estimation 
Uncertainty

In the application of the Group’s accounting policies, which are described in note 4, management 

is required to make judgements, estimates and assumptions about the carrying amounts of assets 

and liabilities that are not readily apparent from other sources. The estimates and associated 

assumptions are based on historical experience and other factors that are considered to be 

relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to 

accounting estimates are recognised in the period in which the estimate is revised if the revision 

affects only that period, or in the period of the revision and future periods if the revision affects 

both current and future periods.
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5.	 Critical Accounting Judgements and Key Sources of Estimation 
Uncertainty (Continued)

Critical judgements in applying accounting policies

The following are the critical judgements, apart from those involving estimations (see below), that 
management has made in the process of applying the Group’s accounting policies and that have 
the most significant effect on the amounts recognised in the financial statements.

Revenue recognition

Note 8 describes the initial services fee income received from the initial services provided in 
relation to an area of land of 1,000 hectares (equivalent to approximately 10.0 million sq.m.) located 
in Kratie District, Kratie Province, the Kingdom of Cambodia in which the Group has the right to 
exploit the natural resources. Management considered the detailed criteria for the recognition 
of revenue of rendering for services set out in HKAS 18 “Revenue” and, in particular, whether 
the Group had already provided the respective services. In order to earn such income, the Group 
needed to provide the initial facilities such as transportation, telecommunications, water and 
electricity facilities and on the date of signing the services agreement, the Group had substantially 
completed such obligations. There are no subsequent services that the Group needs to provide 
according to the services agreement, and, therefore, in the opinion of the directors, the recognition 
of the full amount of the initial services fee in the current year is appropriate.

Key sources of estimation uncertainty

Set out below are the key assumptions concerning the future, and other key sources of estimation 
uncertainty at the balance sheet date, that have a significant risk of causing a material adjustment 
to the carrying amounts of assets and liabilities within the next financial year.

(i)	 Impairment of intangible assets

The carrying value of the intangible assets is reviewed for impairment when events or 
changes in circumstances indicate the carrying value may not be recoverable in accordance 
with the accounting policies as disclosed in note 4(j) to the financial statements. The 
recoverable amount of the intangible assets and property, plant and equipment is the 
greater of fair value less costs to sell and value in use, the calculations of which involve 
the use of estimates.
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6.	 Turnover

An analysis of the Group’s turnover for the year is as follows:

2008 2007

HK$’000 HK$’000

Sales of medical equipment 47,692 38,243

Medical equipment service fees and sales of related 

  accessories 203 112

Research and development service fees 32 88
  

47,927 38,443
  

7.	 Segment Information

Business segments

For management purposes, the Group is currently organised into four operating divisions as 

follows:

  Medical services: provision of medical equipment for the treatment of cancer.

  Sales of medical equipment: manufacture and sale of medical equipment.

  Research and development: development of drugs.

  Natural resources: forestry exploitation business.

These divisions are the basis on which the Group reports its primary segment information.
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7.	 Segment Information (Continued)

Business segments (Continued)

Medical services
Sale of medical 

equipment
Research and
development

Natural resources 
business Unallocated Consolidated

2008 2007 2008 2007 2008 2007 2008 2007 2008 2007 2008 2007
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Income statement:
Revenue from external 
  customers 203 112 47,692 38,243 32 88 – – – – 47,927 38,443

             

Segment results (668) (770) (12,481) (1,036) (17,149) (1,153) 113,504 (5,501) – – 83,206 (8,460)
Unallocated operating
  income and expenses (9,739) (13,170)
Finance costs (972) (244)

  

Profit/(loss) before taxation 72,495 (21,874)
Taxation (1,500) (24)

  

Profit/(loss) for the year 70,995 (21,898)
  

              

Other information:
Depreciation and amortisation 73 83 1,309 1,011 64 242 7,645 3,757 206 195 9,297 5,288
Impairment losses recognised on:
  Biological assets – – – – – – – – 93 6,785 93 6,785
  Intangible assets – – – – 9,600 – – – – – 9,600 –
Bad debts written off – 109 1,790 972 – 7 – – – – 1,790 1,088
Provision for a potential loss
  of control of a subsidiary – – 15,655 – – – – – – – 15,655 –

             

Balance sheet:
Segment assets 8,682 9,069 61,017 31,277 22,540 39,008 599,861 279,337 – – 692,100 358,691
Unallocated assets 63,545 116,124

  

Total assets 755,645 474,815
  

Segment liabilities (2,846) (2,628) (51,365) (11,633) (580) (745) (128) (27,334) – – (54,919) (42,340)
Unallocated liabilities (96,169) (27,335)  

Total liabilities (151,088) (69,675)
  

Capital expenditure incurred
  during the year 3,402 – 10,179 6,906 17,064 – 280,337 263,126 34,114 9,181 345,096 279,213
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7.	 Segment Information (Continued)

Geographical segments

The Group’s four divisions operate in three principal geographical areas – the Peoples’ Republic of 
China (the “PRC”), Russia, Cambodia. The following table provides an analysis of the Group’s sales 
by geographical markets, irrespective of the origin of the goods and services. Other geographical 
areas include India, Turkey and Indonesia.

The PRC Russia Others Consolidated
2008 2007 2008 2007 2008 2007 2008 2007

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Revenue from 
  external customers 31,074 17,366 276 6,767 16,577 14,310 47,927 38,443

        

The PRC Hong Kong Cambodia Consolidated
2008 2007 2008 2007 2008 2007 2008 2007

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Segment assets 129,513 112,506 21,820 82,972 604,312 279,337 755,645 474,815
        

8.	 Income from Forestry Exploitation Business

2008 2007
HK$’000 HK$’000

Sub-concession of 10% of forest 

  exploitation rights (note 1) 51,985 –

Initial services fee income (note 2) 78,000 –
  

129,985 –
  

Note:

(1)	 As detailed in the Company’s circular dated 9 May 2008, the Group entered into a cooperation agreement with an 
independent third party, Qiong Hai Xin Neng Agriculture Development Company Limited (“Qiong Hai Agriculture”) 
on 20 March 2008 pursuant to which the Group agreed to sub-lease to Qiong Hai Agriculture an approximately 1,000 
hectares (equivalent to approximately 10 million sq.m.), representing approximately 10% of the total site area of its 
forest (the “First Forest”) located in Kratie District, Kratie Province, the Kingdom of Cambodia. The forest exploitation 
rights were acquired by the Group pursuant to the sale and purchase agreement dated 25 July 2007 in which the 
Group secured the right to exploit the natural resources of the forest, for a term of approximately 70 years from 24 
March 2008 to 11 November 2077, being the expiry date of the exclusive exploitation rights granted to the Group in 
respect of the First Forest, for a cash consideration of US$10 million (equivalent to approximately HK$78 million).

(2)	 As detailed in the Company’s announcement dated 21 November 2008, the Group entered into a services agreement 
with an independent third party, Eastwood Link Limited (“Eastwood Link”) pursuant to which, Eastwood Link agreed 
to pay the Group a consideration of US$10 million (equivalent to approximately HK$78 million) for being appointed as 
the sole provider of services to the Group in respect of an area of land of approximately 1,000 hectares (equivalent 
to approximately 10 million sq.m.) located in Kratie District, Kratie Province, the Kingdom of Cambodia for the period 
from 20 November 2008 to 31 December 2010. The forest exploitation rights were acquired by the Group pursuant to 
the sale and purchase agreement dated 25 July 2007 in which the Group has the right to exploit the natural resources 
of the forest (the “Designated Land”). Eastwood Link is entitled to receive the operating profits up to an aggregate 
amount of US$15 million (equivalent to approximately HK$117 million) generated from the sale of wood products 
manufactured from the trees currently standing on the Designated Land.
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9.	 Other Income

2008 2007
HK$’000 HK$’000

Bad debts recovered 3,246 272
Write-back of accrued expenses 787 –
Bank interest income 611 2,279
Other 2,111 1,563

  

6,755 4,114
  

10.	 Profit/(Loss) before Taxation

Profit/(loss) before taxation is arrived at after charging:

2008 2007
HK$’000 HK$’000

Finance costs:
Interest on bank loan 302 155
Interest on bonds 670 89

  

Total borrowing costs 972 244
  

Other operating expenses
Research and development costs 10,043 1,630
Others 276 15

  

10,319 1,645
  

Staff costs:
Staff costs (including directors’ remuneration 
  disclosed in Note 12)
Wages and salaries 12,188 8,657
Share based payments 4,448 1,875
Staff retirement benefits 1,561 795

  

18,197 11,327
  

Other items:
Cost of inventories (Note 21) 20,965 18,437
Depreciation 1,432 1,044
Loss on disposal of property, plant and equipment 19 –
Bad debts written off 1,790 1,088
Auditors’ remuneration 1,726 1,403
Operating lease charges in respect of office premises 559 415
Amortisation of prepaid lease payments 135 123
Amortisation of intangible assets:
  Forest exploitation rights 7,332 3,757
  Other 398 364
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11.	 Taxation

(a)	 Taxation in the consolidated income statement represents:

2008 2007

HK$’000 HK$’000

Current tax – PRC Income Tax for the year 1,500 24
  

(i)	 Hong Kong Profits Tax

No provision for Hong Kong Profits Tax has been made as the Group did not have 

any assessable profits in Hong Kong during the year.

(ii)	 PRC Income Tax

The Company’s subsidiary, Tat Lung Medical Treatment (shenzhen) Ltd. (“Tat Lung 

Treatment”), located in the Shenzhen Special Economic Zone, the PRC (“SSEZ”), 

is subject to PRC income tax at the reduced rate of 15% (2007: 15%). Another 

subsidiary, Sinnowa Medical Science & Technology Company Ltd. (“Sinnowa”), is 

subject to PRC income tax of 25% (2007: 33%). According to the relevant income tax 

rules and regulations in the PRC, Tat Lung Treatment and Sinnowa obtained approval 

from the state tax bureau that they are entitled to 100% relief from PRC Income Tax 

in the first and second years and 50% relief for the third to fifth years, commencing 

from the first profitable year after the offset of deductible losses incurred in prior 

years, if any.

Tat Lung Treatment started its first profitable year in 2004 and 2008 is the last year 

of 50% relief. Sinnowa started its first profitable year in 2006 and is now in its first 

year of 50% relief.

No provision for PRC Income Tax has been made for the Company’s other subsidiaries 

as they did not have any assessable profits for the year determined in accordance 

with the relevant income tax rules and regulations in the PRC.

(iii)	 Cambodia Tax on Profits

No provision for Cambodia Tax on Profits has been made for the Company’s 

subsidiaries as they did not have any assessable profits for the year determined in 

accordance with the relevant tax rules and regulations in Cambodia.
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11.	 Taxation (Continued)

(b)	 Reconciliation between taxation and profit/(loss) before taxation at applicable 
tax rates:

2008 2007

HK$’000 HK$’000

Profit/(loss) before taxation 72,495 (21,874)
  

Notional tax on profit/(loss) before taxation, 

  calculated at the rates applicable to 

  the countries concerned (9,741) (5,312)

Tax effect of non-deductible expenses 12,740 5,446

Tax effect of concession period (1,499) (110)
  

Taxation for the year 1,500 24
  

The tax rate applicable to the Group’s operations in Hong Kong is 16.5% (2007: 17.5%). 

Taxation for overseas subsidiaries is charged at the appropriate current rates of taxation 

ruling in the relevant countries. The applicable income tax rate for Cambodia is 20%. The 

applicable income tax rate for the Group’s PRC operations is 25% (2007: 33%) except for 

certain subsidiaries which are located in the SSEZ, for which the applicable income tax 

rate is 15% (2007: 15%). These tax rates are taken into account in the preparation of the 

Group’s tax reconciliation.

(c)	 No provision for deferred taxation is deemed necessary as the Group does not have any 

material deductible or taxable temporary differences (2007: HK$Nil).
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12.	 Directors’ Remuneration

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong Companies Ordinance 

is as follows:

Directors fees

Salaries, allowances and 

benefits in kind Share based payments Total

2008 2007 2008 2007 2008 2007 2008 2007

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Executive directors

Leung Sze Yuan, Alan – – 245 – 651 – 896 –

Zhang Zhenzhong – – 286 – 651 – 937 –

Li Wo Hing – – – – – 188 – 188

Non-executive 

  directors

Chen Minshan 20 60 – – – – 20 60

Li Nga Kuk, James 152 – – 152 – – 152 152

Li Tai To, Titus 152 – – 152 – – 152 152

Independent non-

  executive directors

Fan Wan Tat 120 60 – 200 – – 120 260

Tam Wai Leung, Joseph 120 60 – 68 – – 120 128

Chan Kim Chung, Daniel 120 60 – 32 – – 120 92
        

684 240 531 604 1,302 188 2,517 1,032
        

The remuneration of all directors are within the Nil – $1,000,000 band.

No emoluments were paid by the Group to directors as an inducement to join or upon joining the 

Group or as compensation for loss of office during the year ended 31 December 2008.

Directors are appointed for one year terms and renewal terms are agreed by the Remuneration 

Committee annually.
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13.	 Individuals with Highest Emoluments

Of the five individuals with the highest emoluments, two (2007: one) are directors whose 

emoluments are disclosed in Note 12. The aggregate of the emoluments in respect of the 

remaining three (2007: four) individuals are as follows:

2008 2007

HK$’000 HK$’000

Basic salaries, allowances and other benefits 885 399

Discretionary bonuses 14 12

Share based payments 1,355 1,313

Retirement benefit scheme contributions 12 11
  

2,266 1,735
  

The emoluments of the remaining three (2007: four) individuals with the highest emoluments are 

within the following band:

2008 2007

Number of 

Individuals

Number of 

individuals

Nil – $1,000,000 3 4
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14.	 Earnings/(Loss) Per Share

The calculation of the basic and diluted earnings/(loss) per share attributable to the ordinary equity 

holders of the Company is based on the following data:

2008 2007

HK$’000 HK$’000

Earnings

Earnings for the purpose of basic and diluted 

  earnings/(loss) per share attributable to equity holders 

  of the Company 68,665 (21,989)
  

Number of shares

2008 2007

’000 ’000

Weighted average number of ordinary shares for 

  the purpose of basic earnings/(loss) per share 1,801,721 1,035,036
  

The diluted earnings per share is the same as basic earnings per share for the year ended 31 

December 2008 because the exercise price of the Company’s share options was higher than the 

average market price of the shares. No diluted loss per share has been presented for the year 

ended 31 December 2007 because the exercise of share options would result in an anti-dilutive 

effect.
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15.	 Property, Plant and Equipment

Buildings

Constructed 

roads

Medical 

equipment

Motor 

vehicles

Plant, 

machinery 

and 

equipment Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Cost

At 1 January 2007 6,339 – 509 2,345 2,358 11,551
Additions – – – 139 308 447
Disposals – – (105) – – (105)
Exchange adjustments 463 – 14 112 164 753

      

At 31 December 2007 6,802 – 418 2,596 2,830 12,646
      

At 1 January 2008 6,802 – 418 2,596 2,830 12,646
Additions 4,678 6,786 – 842 4,597 16,903
Transfer from CIP (Note 17) 7,118 – – – – 7,118
Disposals – – – (41) (442) (483)
Exchange adjustments 422 – 6 102 166 696

      

At 31 December 2008 19,020 6,786 424 3,499 7,151 36,880
      

Aggregate depreciation

At 1 January 2007 619 – 443 1,618 1,398 4,078
Charge for the year 220 – 23 352 449 1,044
Write-back on disposal – – (105) – – (105)
Exchange adjustments 54 – 10 74 112 250

      

At 31 December 2007 893 – 371 2,044 1,959 5,267
      

At 1 January 2008 893 – 371 2,044 1,959 5,267
Charge for the year 444 151 7 365 465 1,432
Write-back on disposal – – – (31) (433) (464)
Exchange adjustments 59 – 4 79 118 260

      

At 31 December 2008 1,396 151 382 2,457 2,109 6,495
      

Net book value

At 31 December 2008 17,624 6,635 42 1,042 5,042 30,385
      

At 31 December 2007 5,909 – 47 552 871 7,379
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15.	 Property, Plant and Equipment (Continued)

The above items of property, plant and equipment are depreciated on the straight-line basis over 

their estimated useful lives as follows:

Buildings Shorter of 50 years and the remaining terms of the leases

Constructed roads 30 years

Medical equipment 6 years

Motor vehicles 5 years

Plant, machinery and equipment 5 years

The Group has pledged buildings with carrying amount of approximately HK$15,042,000 (2007: 

HK$5,865,000) to secure general banking facilities and borrowings granted to the Group.

The buildings of the Group are situated as follows:

2008 2007

HK$’000 HK$’000

PRC 15,086 5,909

Cambodia 2,538 –
  

17,624 5,909
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16.	 Biological Assets

2008 2007

HK$’000 HK$’000

Cost/Valuation

At beginning of the year 88 2,426

Additions – 4,534

Exchange adjustments 5 (87)

Impairment loss recognised (93) (6,785)
  

At end of the year – 88
  

Biological assets represent trees in a plantation forest and are stated at fair values less estimated 

point-of-sale costs and impairment losses, if any. The trees in the plantation forest are Osmanthus 

Frangans, commonly referred to as Tea Olive trees (桂花樹) in Guilin, the PRC. The Group 

experienced losses on its plantation development due to poor climate conditions, including 

a drought and the heavy snow storms which affected Central and Southern China during the 

year ended 31 December 2007. In light of such damage, particularly to young plants, the Board 

reassessed its plantation development plans and made an impairment loss of HK$93,000 (2007: 

HK$6,785,000) for the year.

17.	 Construction in Progress

2008 2007

HK$’000 HK$’000

Balance at beginning of the year 18,189 6,447

Additions 19,755 11,272

Transfer to property, plant and equipment (Note 15) (7,118) –

Exchange adjustments 1,124 470
  

Balance at end of the year 31,950 18,189
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18.	 Prepaid Lease Payments

2008 2007

HK$’000 HK$’000

Cost

At beginning of the year 2,826 2,635

Exchange adjustments 175 191
  

At end of the year 3,001 2,826
  

Accumulated amortisation

At beginning of the year 263 126

Charge for the year 135 123

Exchange adjustments 18 14
  

At end of the year 416 263
  

Carrying values 2,585 2,563
  

The leasehold land assets held by the Group are under medium term leases and situated in the 

PRC.

The Group has pledged leasehold land assets with a carrying value of approximately HK$1,132,000 

(2007: HK$1,109,000) to secure general banking facilities and borrowings granted to the Group.
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19.	 Intangible Assets

Forest 
exploitation 

rights

Medical 
research 
projects Others Total

HK$’000 HK$’000 HK$’000 HK$’000

Cost
At 1 January 2007 – 84,007 2,468 86,475
Additions
  – through acquisition of a 
      subsidiary 208,360 – – 208,360
  – by the Group 54,600 – – 54,600
Exchange adjustments – 145 180 325

  #    

At 31 December 2007 and 
  1 January 2008 262,960 84,152 2,648 349,760

Additions
  – through acquisition of a 
      subsidiary 270,000 – – 270,000
  – by the Group 2,207 – – 2,207
Disposals (26,391) – – (26,391)
Exchange adjustments – 133 162 295

  #    

At 31 December 2008 508,776 84,285 2,810 595,871
  #    

Accumulated amortisation
At 1 January 2007 – 57,292 1,093 58,385
Charge for the year 3,757 – 364 4,121
Exchange adjustments – – 93 93

  #    

At 31 December 2007 and 
  1 January 2008 3,757 57,292 1,550 62,599

Impairment loss recognised – 9,600 – 9,600
Charge for the year 7,332 – 398 7,730
Write-back on disposal (376) – – (376)
Exchange adjustments – – 99 99

  #    

At 31 December 2008 10,713 66,892 2,047 79,652
  #    

Carrying value
At 31 December 2008 498,063 17,393 763 516,219

  #    

At 31 December 2007 259,203 26,860 1,098 287,161
  #    
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19.	 Intangible Assets (Continued)

The above intangible assets have definite useful lives. Such intangible assets are amortised on 
the straight-line basis over the following periods:

Forest exploitation rights	 70 years
Medical research projects	 5 to 10 years
Other intangible assets	 5 to 10 years

The amortization has been included in administrative expenses in the consolidated income 
statements.

Forest exploitation rights

The Group first acquired an exclusive right to exploit a forest area located in Kratie District, 
Kratie Province, Cambodia (the “First Forest”) for a period of 70 years during the year ended 
31 December 2007. The Group acquired additional exclusive rights to exploit the forest located 
adjacent to the First Forest during the year ended 31 December 2008. Details of the acquisition 
of the forest exploitation rights are set out in note 20 to the consolidated financial statements.

Amortization of forest exploitation rights are charged to the income statement on the straight-line 
basis over the assets’ estimated useful lives of 70 years. At 31 December 2008, the directors of 
the Company reviewed the carrying values of the forest exploitation rights, taking into account 
an independent valuation report prepared by a professional valuer. Based on the assessment and 
the valuation report, the directors are of the opinion that there are currently no indications that 
the values of the forest exploitation rights may be impaired.

On 30 June 2008, (Cambodia) Tong Min, a wholly-owned subsidiary of the Group, entered into 
a cooperation agreement to sublease 10% of the First Forest to an independent third party for a 
cash consideration of US$10 million (equivalent to approximately HK$78 million).

Medical research projects

In 2003, the Group acquired certain in-process medical research projects. The acquisition cost 
was allocated to each individual medical research project based on its estimated fair value at the 
acquisition date, having taken into account an independent valuation of these medical research 
projects.

During the year ended 31 December 2008, the directors of the Company reviewed the carrying 
value of the one remaining medical research project individually, taking into account an updated 
independent valuation report, the future development resources required, the stage of completion 
and the risks surrounding the successful development and commercialisation of the project. There 
is inherent uncertainty over the outcome of the project and, based on the valuation assessment, 
the directors considered that a further impairment loss of HK$9,600,000 was required for the year 
ended 31 December 2008.
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20.	 Acquisition of Subsidiaries

On 22 October 2007, China Cambodia Resources Limited, a wholly-owned subsidiary of the 

Company, acquired the entire equity interest of (Cambodia) Tong Min for a total consideration of 

HK$208,360,000. The fair values of the net assets acquired were as follows:

Fair value to 

the Group

HK$’000

Intangible assets – Forest exploitation rights 208,360
 

Satisfied by:

Cash 50,000

Bonds (Note 27) 70,000

Convertible bonds (Note 27) 13,160

Consideration shares (Note 28) 75,200
 

Total consideration 208,360
 

On 8 July 2008, Forest Glen Group Limited, a wholly-owned subsidiary of the Company, acquired 

the entire equity interest of Agri-Industrial Crop for a total consideration of HK$270,000,000. The 

fair values of the net assets acquired were as follows:

Fair value to 

the Group

HK$’000

Intangible assets – Forest exploitation rights 270,000
 

Satisfied by:

Cash 80,000

Bonds (Note 27) 70,000

Consideration shares (Note 28) 120,000
 

Total consideration 270,000
 

Both of the above acquisitions have been accounted for as acquisitions of assets.

Notes to the Consolidated Financial Statements
For the year ended 31 December 2008



76 China Asean Resources Limited Annual Report 2008

21.	 Inventories

2008 2007

HK$’000 HK$’000

Raw materials 3,646 3,483

Work in progress 2,468 434

Finished goods 7,461 2,102
  

13,575 6,019
  

An analysis of the amount of inventories recognised as expense is as follows:

2008 2007

HK$’000 HK$’000

Carrying amount of inventories sold 20,965 18,437
  

22.	 Trade and Other Receivables

2008 2007

HK$’000 HK$’000

Trade debtors 8,940 10,467

Less: Allowance for doubtful debts (4,228) (6,097)
  

4,712 4,370

Other receivables, deposits and prepayments 101,884 14,771

Deposits paid 81 15,000

Amount due from Chinese Partner (Note 32) 5,840 –

Amount due from an officer – 19,875
  

Loans and receivables 112,517 54,016
  

All of the trade and other receivables are expected to be recovered or recognised as an expense 

within one year.
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22.	 Trade and Other Receivables (Continued)

Included in trade and other receivables are trade debtors (net of impairment losses for bad and 

doubtful debts) with the following ageing analysis as at the balance sheet date:

2008 2007

HK$’000 HK$’000

Within 3 months from the date of billing 4,031 3,518

3 to 6 months from the date of billing 13 322

6 to 12 months from the date of billing 668 530
  

4,712 4,370
  

Ageing of trade receivables which are past due but not impaired:

2008 2007

HK$’000 HK$’000

Less than one month overdue 287 508

One to three months overdue 246 735

Over three months overdue 4,003 1,303
  

4,536 2,546
  

Movement in the allowance for doubtful debts

2008 2007

HK$’000 HK$’000

Balance at beginning of the year 6,097 5,230

Provision for the year 1,790 1,088

Amounts recovered during the year (3,246) (272)

Exchange adjustments (413) 51
  

Balance at end of the year 4,228 6,097
  

The average credit period on sales of goods is 30 to 90 days.

Notes to the Consolidated Financial Statements
For the year ended 31 December 2008



78 China Asean Resources Limited Annual Report 2008

22.	 Trade and Other Receivables (Continued)

Receivables neither past due nor impaired relate to a wide range of customers who have no 
recent history of defaults. Receivables that were past due but not impaired relate to a number of 
independent customers that have good track records with the Group.

Other receivables mainly represented the balance of receivables for the service agreement and 
sub-concession of the 10% forest exploitation rights in respect of the First Forest as disclosed in 
notes 8 and 19 to the financial statements.

As at 31 December 2007, deposits paid mainly represented earnest money paid to the vendor 
as a deposit for the acquisition of Agri-Industrial Crop. The acquisition was completed during the 
year ended 31 December 2008.

As at 31 December 2007, the amount due from an officer represented the amount due from Mr. 
Zhang Zhenzhong, the chief executive officer of (Cambodia) Tong Min who was subsequently 
appointed as an executive director of the Company on 23 May 2008. The amount represented 
general funding for preliminary operations in Cambodia and was fully settled on 15 March 2008.

23.	 Cash at Bank and on Hand

Bank balances carry interest at market rates which range from 0.1% to 1.15% (2007: 0.1% to 

2.1%) per annum.

24.	 Trade and Other Payables

2008 2007

HK$’000 HK$’000

Trade payables 8,120 3,854

Other payables and accrued liabilities 19,065 40,092

Amount due to Chinese Partner (Note 32) 2,267 4,470

Amount due to other minority interest (Note 32) 20,975 20,975
  

Financial liabilities measured at amortised cost 50,427 69,391
  

All of the trade and other payables are expected to be settled within one year.
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24.	 Trade and Other Payables (Continued)

Included in trade and other payables are trade creditors with the following ageing analysis as at 
the balance sheet date:

2008 2007

HK$’000 HK$’000

Due within 3 months or on demand 6,590 2,183

Due after 3 months but within 6 months 118 620

Due after 6 months but within 1 year 1,412 1,051
  

8,120 3,854
  

25.	 Provision for a Potential Loss of Control of a Subsidiary

2008 2007

HK$’000 HK$’000

Provision for the year and balance at end of the year 15,655 –
  

As detailed in note 2 to the financial statements, the Company is having a potential dispute over the 

ownership in the Medical Equipment Subsidiary. The Company has been consulting PRC lawyers 

as to the appropriate actions to take so as to protect its interest in Medical Equipment Subsidiary 

and to implement the necessary steps to formally re-register the Company as a 65% shareholder 

of Medical Equipment Subsidiary.

The Board is of the opinion that full provision on the net assets value of Medical Equipment 

Subsidiary attributable to the Group amounting to approximately HK$17,923,000, less the amount 

of RMB2,000,000 (approximated to HK$2,268,000) as general advance from the Chinese Partner, 

is considered necessary.

26.	 Bank Borrowings

2008 2007
HK$’000 HK$’000

Within one year or on demand 13,040 –
  

The bank borrowing was secured by buildings and leasehold land assets of the Group with an 
aggregate carrying value of HK$16,174,000 (2007: Nil). The effective interest rate on the bank 
borrowing is 7.05% per annum.
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27.	 Other Interest Bearing Borrowings

Bonds

On 8 July 2008, the Company issued HK$70,000,000 bonds as part of the consideration for the 
acquisition of Agri-Industrial Crop as set out in note 20 to the financial statements. The bonds are 
unsecured, interest-bearing at 2% per annum and repayable on 8 July 2010.

On 22 October 2007, the Company issued HK$70,000,000 in bonds as part of the consideration 
for the acquisition of (Cambodia) Tong Min. The bonds are unsecured, interest-bearing at 2% per 
annum and repayable on 21 October 2009. All the bonds were redeemed by the Company on 14 
November 2007.

Convertible bonds

HK$’000

At 1 January 2007 –

Liability component of convertible bonds 7,698

Transfer to share capital and share premium upon conversion (7,698)
 

At 31 December 2007 –
 

On 22 October 2007, the Company issued 13,160,000 convertible bonds as part of the 
consideration for the acquisition of (Cambodia) Tong Min. The convertible bonds had a face value 
of HK$13,160,000 and the maturity date was 21 October 2014. The convertible bonds bore interest 
at 2% per annum and were unsecured. The fair values of the liability component and the equity 
component of the convertible bonds were calculated using a market interest rate for a similar 
convertible bond as if they were issued at 30 June 2007. the fair value of the liability component 
and the equity component of the convertible bonds amounted to HK$7,698,000 and HK$5,462,000, 
respectively.

The rights of the bondholders to convert the bonds into ordinary shares were as follows:

–	 Conversion rights were exercisable at any time up to maturity at the bondholders’ option; 
and

–	 Holders of the convertible bonds had the right to convert them, in whole or in part (generally 
in the amount of integral multiples of HK$1 million) into shares at HK$0.188 per conversion 
share before the maturity date.

On 26 October 2007, the bondholders converted all the convertible bonds into 70,000,000 shares 
at HK$0.188. The liability component of the convertible bonds has been transferred to share capital 
and share premium accounts, accordingly.
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28.	 Share Capital

2008 2007
No. of shares Amount No. of shares Amount

’000 HK$’000 ’000 HK$’000

Shares of HK$0.01 each

Authorised

At beginning of the year 5,000,000 50,000 2,000,000 20,000
Increase during the year – – 3,000,000 30,000

    

At end of the year 5,000,000 50,000 5,000,000 50,000
    

Issued and fully paid

At beginning of the year 1,705,000 17,050 835,000 8,350
New share placement – – 167,000 1,670
Top-up placement – – 233,000 2,330
Issue of shares 200,000 2,000 400,000 4,000
Conversion of shares – – 70,000 700

    

At end of the year 1,905,000 19,050 1,705,000 17,050
    

(i)	 Pursuant to an ordinary resolution passed at a special general meeting of the Company held 
on 2 October 2007, the authorised ordinary share capital of the Company was increased 
from HK$20,000,000 to HK$50,000,000 by the creation of an additional 3,000,000,000 
ordinary shares of HK$0.01 each.

(ii)	 On 14 August 2007, the share capital of the Company was increased to HK$10,020,000 
following the placement of 167,000,000 new shares.

(iii)	 On 22 October 2007, the Company increased its amount of share capital to HK$16,350,000 
by the allotment of 233,000,000 top-up shares and 400,000,000 consideration shares for 
the acquisition of (Cambodia) Tong Ming (Note 20).

(iv)	 On 26 October 2007, the holders of the convertible bonds exercised their conversion rights 
for 70,000,000 conversion shares and the amount of share capital further increased to 
HK$17,050,000.

(v)	 On 8 July 2008, the Company increased its issued share capital to HK$19,050,000 by issuing 
of 200,000,000 consideration shares for the acquisition of Agri-Industrial Corp (Note 20).

All the above newly issued shares rank pari pass with the existing shares in all respects.
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29.	 Commitments

Capital commitments

Capital commitments outstanding at 31 December 2008 contracted but not provided for in the 
financial statements were as follows:

2008 2007
HK$’000 HK$’000

Capital contributions to subsidiaries – 1,560
Property, plant and equipment 5,568 12,133

  

5,568 13,693
  

Operating lease commitments

At 31 December 2008, the total future minimum lease payments under non-cancellable operating 
leases in respect of land and buildings are payable as follows:

2008 2007
HK$’000 HK$’000

Within 1 year 206 257
After 1 year but within 5 years 48 220
After 5 years 255 251

  

509 728
  

The Group leases a number of properties under operating leases. The leases typically run for an 
initial period of one or two years, with options to renew the lease when all terms are renegotiated. 
The leases do not include contingent rentals.
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30.	 Employee Retirement Benefits

Defined contribution retirement plan

Hong Kong

The Group operates a Mandatory Provident Fund Scheme (the “MPF scheme”) under the 

Hong Kong Mandatory Provident Fund Schemes Ordinance for employees employed under the 

jurisdiction of the Hong Kong Employment Ordinance and not previously covered by a defined 

benefit retirement plan. The MPF scheme is a defined contribution retirement plan administered by 

independent trustees. Under the MPF scheme, the employer and its employees are each required 

to make contributions to the plan at 5% of the employees’ relevant income, subject to a cap of 

monthly relevant income of $20,000. Contributions to the plan vest immediately.

The PRC

The PRC subsidiaries of the Group participate in a mandatory central pension scheme organised 

by the PRC government for certain of its employees, the assets of which are held separately from 

those of the Group. Contributions made are based on a percentage of the eligible employee salaries 

and are charged to the income statement as they became payable, in accordance with the rules 

of the scheme. The employer contributions vest fully once they are made.

Under the above schemes, retirement benefits of existing and retired employees are payable by 

the relevant scheme administrators and the Group has no further obligations beyond the annual 

contributions.

The aggregate amount of employer contributions by the Group in respect of retirement benefit 

schemes dealt with in the income statement of the Group is disclosed in Note 10 to the financial 

statements.

31.	 Share-Based Payment Transactions

The Company’s share option scheme (the Scheme), was adopted pursuant to a resolution passed 

on 14 December 2001 for the primary purpose of providing incentives to directors and eligible 

employees, and will expire on 13 December 2011. Under the Scheme, the Board of Directors of 

the Company may grant options to eligible employees, including directors of the Company and its 

subsidiaries, to subscribe for shares in the Company.
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31.	 Share-Based Payment Transactions (Continued)

At 31 December 2008, the number of shares in respect of which options had been granted and 

remained outstanding under the Scheme was 76,000,000 (2007: 40,000,000), representing 3.99% 

(2007: 2.34%) of the shares of the Company in issue at that date. The total number of shares in 

respect of which options may be granted under the Scheme is not permitted to exceed 10% of the 

shares of the Company in issue at any point in time, without prior approval from the Company’s 

shareholders. The number of shares issued and to be issued in respect of which options granted 

and may be granted to any individual in any one year is not permitted to exceed 1% of the 

shares of the Company in issue at any point in time, without prior approval from the Company’s 

shareholders. Options granted to independent non-executive directors in excess of 0.1% of the 

Company’s share capital or with a value in excess of HK$5 million must be approved in advance 

by the Company’s shareholders.

No consideration is payable on the grant of an option. Options may be exercised on the second 

anniversary of the date of grant. The exercise price is determined by the directors of the Company, 

and will not be less than the higher of (i) the closing price of the Company’s shares on the date of 

grant; (ii) the average closing price of the shares for the five business days immediately preceding 

the date of grant; and (iii) the nominal value of the Company’s shares.

Details of specific categories of options are as follows:

Directors

Date of grant Exercise period Exercise price

Fair value

at grant date

HK$ HK$

12 October 2007 12 October 2009 to 13 October 2011 0.45 0.23

31 March 2008 31 March 2010 to 31 March 2012 0.21 0.085

Employees

12 October 2007 12 October 2009 to 13 October 2011 0.45 0.23

31 March 2008 31 March 2010 to 31 March 2012 0.21 0.085

In accordance with the terms of the share-based arrangement, options issued during the financial 

year ended 31 December 2007 and 31 December 2008 vest on the second anniversary of the 

date of grant.
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31.	 Share-Based Payment Transactions (Continued)

The fair value of the share options granted during the financial year is approximately HK$4,448,000 

(2007: HK$1,875,000) each. Options were priced using a binomial option pricing model. Where 

relevant, the expected life used in the model has been adjusted based on management’s best 

estimate for the effects of non-transferability, exercise restrictions (including the probability of 

meeting market conditions attached to the option), and behavioural considerations. Expected 

volatility is based on the historical share price volatility over the past two years. To allow for the 

effects of early exercise, it was assumed that executives and senior employees would exercise the 

options after vesting date when the share price was two and a half times the exercise price.

Input into the model:

2008 2007

Date of grant 31/3/2008 12/10/2007

Grant date share price 0.206 0.43

Exercise price 0.210 0.45

Expected volatility 18.55% 101.49%

Option life 2 years 2 years

Risk-free interest rate 1.837% 4.170%

Expected volatility was determined by using the historical volatility of the Company’s share price 

over the previous two years.

The Binomial model has been used to estimate the fair value of the options. The variables and 

assumptions used in computing the fair value of the share options are based on the directors’ 

best estimate. The value of an option varies with different variables of certain subjective 

assumptions.
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31.	 Share-Based Payment Transactions (Continued)

Inputs into the model (Continued)

The following table discloses movements in the Company’s share options held by employees and 
directors during the year.

Date of Grant
Outstanding
at 1/1/2007

Granted
during

the year

Outstanding
at 31/12/2007

and
31/12/2008

Granted
during

the year

Lapsed
during

the year
Outstanding

at 31/12/2008
’000 ’000 ’000 ’000 ’000 ’000

12/10/2007 – 40,000 40,000 – (4,000) 36,000
31/3/2008 – – – 36,000 – 36,000

      

– 40,000 40,000 36,000 (4,000) 72,000
      

32.	 Material Related Party Transactions

Transactions and balances

The Group had the following significant business transactions with connected parties and related 
companies which are subject to common control during the year:

2008 2007
HK$’000 HK$’000

Advance to an officer – 19,875
Amount due from Chinese Partner 5,840 –
Amount due to Chinese Partner (2,267) (4,470)
Amount due to other minority interest 20,975 20,975
Management fee to Chinese Partner 1,709 3,364

  

The Group advanced a net amount of approximately HK$3,572,000 to the Chinese Partner. The 
Chinese Partner is a minority shareholder of Medical Equipment Subsidiary. The advance is interest 
free, unsecured and repayable on demand.

The Group had a payable to other minority interest, namely, Ms. Guo Ping, of approximately 
HK$20,975,000. Ms. Guo Ping is a minority shareholder of Medical China Technology Ltd.

Apart from the above, there were no other material related party transactions entered into by the 
Group during the year.
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32.	 Material Related Party Transactions (Continued)

Key management personnel remuneration

Remuneration of key management personnel of the Group, including amounts paid to the Group’s 

directors as disclosed in Note 12 and certain of the highest paid employees as disclosed in Note  

13, are as follows:

2008 2007

HK$’000 HK$’000

Short-term employee benefits 1,215 844

Share based payments 1,302 188
  

2,517 1,032
  

Total remuneration is included in staff costs (Note 10).

33.	 Post Balance Sheet Events

As detailed in Note 2 to the financial statements and as reported in the Company's announcement 

on 26 March 2009, the Group has a potential dispute over the ownership in the Medical Equipment 

Subsidiary.

34.	 Capital Risk Management

The Group’s primary objectives when managing capital are to safeguard the Group’s ability to 

continue as a going concern, in order to provide returns for shareholders and benefits for other 

stakeholders, and to maintain an optimal capital structure to reduce the cost of capital. The Group’s 

overall strategy remains unchanged from prior year.

Consistent with industry practice, the Group monitors its capital structure on the basis of gearing 

ratio. For this purpose the Group defines gearing ratio as total indebtedness divided by the equity 

attributable to equity holders of the Group. Total indebtedness includes bank, bank borrowings, 

bonds and other interest bearing securities. Equity attributable to equity holders comprises issued 

share capital, reserves and accumulated profits as disclosed in the consolidated statement of 

changes in equity.

The Group’s strategy is to maintain the gearing ratio within 100% which is consistent to that of 

prior years. In order to maintain the ratio, the Group will seek to balance its overall capital structure 

through the payment of dividends, issue new shares, repurchase shares, raise new debt financing 

or repayment of existing debts.
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34.	 Capital Risk Management (Continued)

The gearing ratio of the Group was 13.6% (2007: nil) as at 31 December 2008 and 31 December 
2007 respectively. The capital base was increased by HK$120,000,000 on the completion of the 
acquisition on 8 July 2008. The increase in gearing ratio in the financial year was due to the issue 
of HK$70,000,000 2-year bonds with interest at 2% p.a. and the grant of new bank loan from 
南京市區農村信用合作聯社 and China Merchant Bank, the total banking facilities utilized were 
at HK$13,040,000, both of which were secured by buildings and leasehold land assets of the 
Group.

The Board believes the existing gearing ratio of 13.6% is reasonable considering the cost of capital 
and the risks associated with each class of capital.

35.	 Financial Instruments

(a)	 Categories of financial instruments

2008 2007
HK$’000 HK$’000

Financial assets
Loans and receivables (including cash and
  cash equivalents 160,931 153,416

Financial liabilities
Amortised cost 133,467 69,391

(b)	 Financial risk management objectives and policies

The Group’s major financial instruments include trade and other receivables, cash at bank 

and on hand, trade and other payables, and bank borrowings and bonds. Details of these 

financial instruments are disclosed in respective notes. The risks associated with these 

financial instruments include market risk (currency risk and interest rate risk), credit risk and 

liquidity risk. The policies on how to mitigate these risks are set out below. The management 

manages and monitors these exposures to ensure appropriate measures are implemented 

on a timely and effective manner. There has been no change to the Group’s exposure to 

the risks mentioned above or the manner in which it manages and measures the risks.
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35.	 Financial Instruments (Continued)

(b)	 Financial risk management objectives and policies (Continued)

Market risk

(a)	 Foreign exchange risk

The Group exposures to market risk primarily arise from the effective foreign 
currency risk management. The Group operates mainly in Hong Kong, Cambodia 
and the PRC and is exposed to foreign exchange risk arising from various currency 
exposures, primarily with respect to the RMB and the US dollar. Foreign exchange 
risk arises from future commercial transactions, recognized assets and liabilities and 
net investments in foreign operations.

The Group does not hedge its foreign currency risks with RMB. However, management 
monitors the foreign exchange exposure and will consider hedging significant foreign 
currency exposure should the need arise.

The Group does not hedge its foreign currency risks with US dollar as the rate of 
exchange between Hong Kong dollar and the US dollar is pegged and fixed within 
a range. Permanent changes in foreign exchange rates would have an impact on 
consolidated financial statements.

As at 31 December 2008, the Group had no outstanding hedging instruments (2007: 
HK$Nil).

(b)	 Interest rate risk

The Group’s explosure to fair value interest rate risk arises primarily from bank 
loans chargeable at variable rates that expose the company to uncertainty on 
interest expenses and bond chargeable at fixed rate that provide a comfortable 
zone in controlling the overall interest expenses. The group’s policy is to minimize 
the borrowings at variable interest rates in the interest rate profile. The company’s 
interest rate profile as monitored by management is set out in (i) below.

(i)	 Interest rate profile

The following table details the interest rate profile of the company’s net 
borrowings (as defined above) at the balance sheet date:

2008 2007
Effective
interest

rate

Effective
interest

rate
% HK$’000 % HK$’000

Net fixed rate borrowings:
Bonds 2.0% 70,000 –

Variable rate borrowings:
Bank borrowings 7.05% 13,040 –

  

Total net borrowings 83,040 –
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35.	 Financial Instruments (Continued)

(b)	 Financial risk management objectives and policies (Continued)

Market risk (Continued)

(b)	 Interest rate risk (Continued)

(ii)	 Sensitivity analysis

At 31 December 2008, it is estimated that a general increase/decrease of 

one per cent in interest rates, with all other variables held constant, would 

decrease/increase the company’s profit after tax and retained profits by 

approximately $130,400 (2007: $nil). Other components of equity would not 

be affected (2007: $nil) by the changes in interest rates.

The sensitivity analysis above has been determined assuming that the change 

in interest rates had occurred at the balance sheet date and had been applied 

to the exposure to interest rate risk for financial instruments in existence at 

that date. The one per cent increase or decrease represents management’s 

assessment of a reasonably possible change in interest rates over the period 

until the next annual balance sheet date.

The Group is also exposed to cash flow interest rate risk which is mainly attributable to the 

variable rate bank balances. The Group cash flow interest rate is mainly concentrated on 

the fluctuation of the saving interest rates set by the financial institutions.

The Group currently does not have an interest rate hedging policy. However, the 

management will consider hedging significant interest rate exposure should the need 

arises.
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35.	 Financial Instruments (Continued)

(a)	 Credit risk

The carrying amount of trade and other receivables included in the balance sheet represents 

the Group’s exposure to credit risk in relation to its financial assets. The Group’s receivables 

are unsecured to the extent they are not covered by security deposits. The Group believes 

that adequate provision for uncollectible trade and other receivables has been made.

(b)	 Operational risk

Operational risk is the risk of loss arising through fraud, unauthorized activities, error, 

omission, inefficiency, systems failure or form external events. It is inherent to every 

business organization and covers a wide spectrum of issues. The terms ‘error’, ‘omission’ 

and ‘inefficiency’ include process failures, systems/machine failures and human error.

The objective of the Group’s operational risk management is to manage and control 

operational risk in a cost effective manner within targeted levels of operational risk 

consistent with the Group’s risk tolerance level as discussed and determined by the Board 

from time to time.

A formal governance structure provides oversight over the management of operational risks. 

In each of the Group’s subsidiaries, business managers are responsible for maintaining an 

acceptable level of internal control, commensurate with the scale and nature of operations. 

They are responsible for identifying and assessing risks, designing controls and monitoring 

the effectiveness of these controls.

Reference is made to the Company’s announcement on 26 March 2009 regarding a potential 

dispute over the Company’s ownership on the Medical Equipment Subsidiary.
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35.	 Financial Instruments (Continued)

(b)	 Operational risk (Continued)

The Company has been consulting PRC lawyers as to the appropriate actions to take so as 

to protect its interest in the Medical Equipment Subsidiary and to implement the necessary 

steps to formally re-register the Company as a 65% shareholder of the Medical Equipment 

Subsidiary. Moreover, with regard to the seriousness of the matter, the Board has resolved 

on 26 March 2009 to establish a special investigation committee (the “Special Investigation 

Committee”) (comprising Mr. Leung Sze Yuan, Alan, an executive Director, Mr. Tam Wai 

Leung, Joseph, an independent non-executive Director, and Mr. Chan Kim Chung, Daniel, an 

independent non-executive Director) for the purpose of, inter alia, investigating the matters 

related to the potential dispute as to the Company’s ownership in the Medical Equipment 

Subsidiary and reviewing the internal control procedures and corporate governance policies 

of the Company. The Special Investigation Committee is authorized to appoint independent 

professional advisers (including but not limited to accountants, legal advisers) to assist in 

the course of its investigation and internal review, and will report to the Board its findings 

as soon as practicable. As at the date of this announcement, the Special Investigation 

Committee intends to appoint Synthesis Consultancy Limited, an independent consultancy 

company, to conduct a review on its internal control system of all relevant financial, 

operational, compliance controls and risk management functions.

(c)	 Liquidity risk management

The directors of the Company have built an appropriate liquidity risk management framework 

for the management of the Group’s short, medium and long-term funding and liquidity 

management requirements. In the management of the liquidity risk, the Group monitors 

and maintains a level of cash and cash equivalents deemed adequate by the management 

to finance the Group’s operations and mitigate the effects of fluctuations in cash flows.
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35.	 Financial Instruments (Continued)

(c)	 Liquidity risk management (Continued)

The following table shows the details of the Group’s expected maturity of the financial 

instruments.

2008

Weighted

average

effective

interest rate

%

Within

1 year or

on demand

More than

1 year but

less than

2 years

Total

contractual

undiscounted

cash flow

Carrying

amount

HK$’000 HK$’000 HK$’000 HK$’000

Bonds 2.00 670 72,121 72,791 70,000

Bank 7.05 13,899 – 13,899 13,040

Others borrowings – – – –
    

14,569 72,121 86,690 83,040
    

2007

Weighted

average

effective

interest rate

%

Within

1 year or

on demand

More than

1 year but

less than

2 years

Total

contractual

undiscounted

cash flow

Carrying

amount

HK$’000 HK$’000 HK$’000 HK$’000

Bonds – – – –

Bank – – – –

Others borrowings – – – –
    

– – – –
    

As shown in the above analysis, bank loans of $13,040,000 were due to be repaid during 

2009. As both of the bank loans were pledged by buildings and leasehold land assets of the 

Group, there should not be any difficulties for the loans to be rollover upon maturity.
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35.	 Financial Instruments (Continued)

(d)	 Fair value of the financial instruments

The fair value of financial assets and financial liabilities are determined in accordance with 

generally accepted pricing models based on discounted cash flow analysis using prices or 

rates from observable current market transactions as input.

The directors of the Company consider that the carrying amounts of financial assets and 

financial liabilities recorded at amortised cost in the consolidated financial statements 

approximate their fair values at the respective balance sheet dates.

(e)	 Other risks

The Group’s sales, purchases and expense transactions are generally denominated in USD 

and RMB and a significant portion of the Group’s assets and liabilities is denominated in USD 

and RMB. The USD is pegged and fixed within a range. The RMB is not freely convertible 

into foreign currencies. In the PRC, certain foreign exchange transactions are required by 

law to be transacted only by authorised financial institutions at exchange rates set by the 

People’s Bank of China (the “PBOC”). Remittances in currencies other than RMB by the 

Group in the PRC must be processed through the PBOC or other China foreign exchange 

regulatory bodies which require certain supporting documentation in order to effect the 

remittances.
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36.	 Particulars of Principal Subsidiaries of the Company

Name of company

Place of 

incorporation/

establishment and 

operation

Group’s 

effective 

holding

Percentage of equity
Issued 

capital/

paid-in 

capital

Registered 

capital Principal activities Notes

 

held by 

the Company

held by 

subsidiary

Future Asia 

  Management Ltd.

British Virgin Islands 

  (“B.V.I.”)

100% 100% – US$20,000 US$50,000 Investment holding

Tat Lung Medical 

  Treatment 

  Technology Limited

Hong Kong 100% – 100% HK$142,900 HK$142,900 Investment holding

Tat Lung Medical 

  Treatment 

  (Shenzhen) Ltd.

PRC 100% 100% – US$300,000 US$300,000 Development 

  of software for 

  medical 

  equipment

(i)

China Best Drugs 

  Research 

  (Nanjing) Ltd.

PRC 75% – 100% US$3,000,000 US$3,000,000 Research and 

  development of 

  medicine and 

  drugs

(ii)

Sinnowa Medical 

  Science and 

  Technology Co. Ltd.

PRC 65% 65% – US$1,500,000 US$1,500,000 Manufacture and 

  sale of medical 

  equipment

(iii)

Medical China 

  Technology Ltd.

B.V.I. 75% 75% – US$100 US$50,000 Investment holding

CB Pharmaceutical (Nanjing) 

  Co., Ltd.

PRC 100% 100% – US$5,000,000 US$5,000,000 Manufacture and

  sale of medicine

  and drugs

(iv)
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36.	 Particulars of Principal Subsidiaries of the Company (Continued)

Name of company

Place of 

incorporation/

establishment and 

operation

Group’s 

effective 

holding

Percentage of equity
Issued 

capital/

paid-in 

capital

Registered 

capital Principal activities Notes

 

held by 

the Company

held by 

subsidiary

Guilin Simei and 

  Biotechnology Ltd.

PRC 100% 100% – US$1,000,000 US$1,000,000 Development and 

  sale of tropical 

  plants for 

  Chinese drugs 

  and medicine 

  usage

(v)

China Cambodia Resources 

  Limited (formerly known 

  as “Allied Luck Worldwide 

  Limited”)

B.V.I 100% 100% – US$1 US$50,000 Investment holding (vi)

(Cambodia) Tong Min Group 

  Engineering Co., Ltd.

Cambodia 100% – 100% US$1,000,000 US$1,000,000 Forestry business 

  and development 

  of rubber 

  plantation for 

  latex production

(vii)

Forest Glen Group Ltd. B.V.I 100% 100% – US$1 US$50,000 Investment holding (viii)

Agri-Industrial Crop 

  Development Co., Ltd.

Cambodia 100% – 100% US$1,000,000 US$1,000,000 Forestry business 

  and development 

  of rubber 

  plantation for 

  latex production

(ix)
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36.	 Particulars of Principal Subsidiaries of the Company (Continued)

Notes:

(i)	 The subsidiary is a wholly foreign-owned enterprise set up to provide medical equipment, medical equipment software 

and related services.

(ii)	 The subsidiary is a wholly foreign-owned enterprise established in Nanjing, the PRC and was set up to establish a 

research center for medicine and drugs. Pursuant to a research projects acquisition and reorganisation agreement 

with Miss Guo Ping dated 6 December 2002, the subsidiary acquired certain medical research projects from Miss 

Guo. Upon the completion of the reorganisation, the Group retained a 75% shareholding in the subsidiary while the 

remaining 25% shareholding was held by Miss Guo.

(iii)	 The subsidiary is a sino-foreign enterprise set up to establish a medical equipment production line in Nanjing, the 

PRC. As at 31 December 2008 and 2007, the Company’s total investment in this subsidiary amounted to US$975,000. 

The potential dispute on the ownership of Medical Equipment Subsidiary is set out in note 2.

(iv)	 The subsidiary is a wholly foreign-owned enterprise established in Nanjing, the PRC. During the year, the Company 

injected US$200,000 by way of capital contributions. 南京德遠會計師事務所 verified US$200,000 capital contribution 

and issued the capital verification report on 10 June 2008. As at 31 December 2008, the Company’s total investment 

in this subsidiary amounted to US$5,000,000.

(v)	 The subsidiary is a wholly foreign-owned enterprise established in Guilin, the PRC. As at 31 December 2008, the 

Company’s total investment in this subsidiary amounted to US$1,000,000.

(vi)	 The subsidiary was incorporated on 26 June 2007 and is the holding company of (Cambodia) Tong Min.

(vii)	 The subsidiary is a wholly foreign-owned enterprise established in Cambodia, and was acquired by the Group on 22 

October 2007 for an aggregate consideration of HK$208,360,000 (Note 20). It is currently an investment company 

and undertakes logging/timber operations and is in the process of developing the forest areas into rubber plantation 

for the production of latex products.

(viii)	 The subsidiary was incorporated on 30 January 2008 and is the holding company of Agri-Industrial Crop.

(ix)	 The subsidiary is a wholly foreign-owned enterprise established in Cambodia, and was acquired by the Group on 8 

July 2008 for an aggregate consideration of HK$270,000,000 (Note 20). It is currently an investment company with 

no actual operation took place during the  year ended 31 December 2008.
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2004 2005 2006 2007 2008
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Results
Turnover 31,576 36,081 34,979 38,443 47,927

     

Profit/(loss) from operations 6,145 (2,000) (26,472) (21,630) 89,122
Provision for a potential loss
  of a subsidiary – – – – (15,655)
Finance costs (73) (301) (271) (244) (972)
Share of loss of an associate (290) – – – –

     

Profit/(loss) before taxation 5,782 (2,301) (26,743) (21,874) 72,495
Taxation (2,507) – (211) (24) (1,500)

     

Profit/(loss) for the year 3,275 (2,301) (26,954) (21,898) 70,995
     

Attributable to:
Equity holders of the Company 3,560 (2,167) (29,378) (21,989) 68,665
Minority interests (285) (134) 2,424 91 2,330

     

3,275 (2,301) (26,954) (21,898) 70,995
     

Assets and liabilities
Property, plant and equipment 19,493 8,842 7,473 7,379 30,385
Biological assets – – 2,426 88 –
Construction in progress – 760 6,447 18,189 31,950
Prepaid lease payments 1,089 2,303 2,509 2,563 2,585
Intangible assets 58,237 57,983 28,090 287,161 516,219
Negative goodwill (3,089) – – – –
Net current assets 44,762 54,300 53,814 89,760 93,418
Bonds – – – – (70,000)

     

Net assets 120,492 124,188 100,759 405,140 604,557
     

Share capital 8,350 8,350 8,350 17,050 19,050
Reserves 108,358 112,104 86,070 381,215 575,856

     

116,708 120,454 94,420 398,265 594,906
Minority interests 3,784 3,734 6,339 6,875 9,651

     

120,492 124,188 100,759 405,140 604,557
     

Earnings/(loss) per share
  (in Hong Kong cents)
  Basic 0.43 (0.26) (3.52) (2.12) 3.81

     

  Diluted 0.43 N/A N/A N/A 3.81
     

Five Years Summary




