NOTES TO THE FINANCIAL STATEMENTS

1. GENERAL

The Company is incorporated in Hong Kong with limited
liability and its securities are listed on The Stock Exchange of
Hong Kong Limited (the ‘‘Stock Exchange’’).
holding company is Chinese Estates Holdings Limited (‘‘Chinese
Estates’’), a company incorporated in Bermuda with its securities
listed on the Stock Exchange.

Its ultimate

The Company acts as an investment holding company and its
subsidiaries are principally engaged in property investment and
development. The principal activities and other particulars of its
principal subsidiaries are set out in note 35 to the financial
statements.

2.  ADOPTION OF STATEMENTS OF STANDARD
ACCOUNTING PRACTICE

In the current year, the Group has adopted, for the first time, a
number of new and revised Statements of Standard Accounting
Practice (‘“SSAPs’’) issued by the Hong Kong Society of
Accountants. The adoption of these SSAPs has resulted in the
inclusion of a statement of changes in equity, and the adoption of
the following new and revised accounting policies, but has had
no material effect on the results for the current or prior
accounting periods. Accordingly, no prior period adjustment has
been required.

Cash Flow Statements

In the current year, the Group has adopted SSAP 15 (Revised)
““Cash Flow Statements’’. Under SSAP 15 (Revised), cash
flows are classified under three headings — operating, investing
and financing, rather than the previous five headings. Interest
received and paid, which were previously presented under a
separate heading, are classified as investing and operating cash
flows respectively. Cash flows arising from taxes on income are
classified as operating activities, unless they can be separately
identified with investing or financing activities.

Employee Benefits

In the current year, the Group has adopted SSAP 34 ‘‘Employee
Benefits’’, which introduces measurement rules for employee
benefits, including retirement benefit plans. Because the Group
participates only in defined contribution retirement benefit
schemes, the adoption of SSAP 34 has not had any material
impact on the financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 3 Ist December, 2002
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3.  SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared under the historical
cost convention as modified for the revaluation of certain
properties.

The financial statements have been prepared in accordance with
accounting principles generally accepted in Hong Kong. The
principal accounting policies adopted are set out below:

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and its subsidiaries made up to 31st
December each year.

The results of subsidiaries acquired or disposed of during the
year are included in the consolidated income statement from the
effective date of acquisition or up to the effective date of
disposal, as appropriate.

All significant intercompany transactions and balances between
the group enterprises are eliminated on consolidation.

Investments in subsidiaries
Investments in subsidiaries are included in the Company’s
balance sheet at cost less any identified impairment loss.

Investment properties

Investment properties are completed properties which are held
for their investment potential, any rental income being negotiated
at arm’s length.

Investment properties are stated at their open market value, based
on independent professional valuations at the balance sheet date.
Any surplus or deficit arising on the revaluation of investment
properties is credited or charged to the investment property
revaluation reserve unless the balance on this reserve is
insufficient to cover a deficit, in which case the excess of the
deficit over the balance on the investment property revaluation
reserve is charged to the income statement. Where a deficit has
previously been charged to the income statement and a
revaluation surplus subsequently arises, this surplus is credited to
the income statement to the extent of the deficit previously
charged.
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NOTES TO THE FINANCIAL STATEMENTS

3. SIGNIFICANT ACCOUNTING POLICIES (cont’d)

Investment properties (cont’d)

On disposal of investment properties, the balance on the
investment property revaluation reserve attributable to that
properties disposed of is transferred to the income statement.

No depreciation or amortisation are provided on investment
properties except where the unexpired term of the relevant lease
is 20 years or less.

Property and other fixed assets
Property and other fixed assets are stated at cost less depreciation
and amortisation and accumulated impairment losses.

Depreciation and amortisation are provided to write off the cost
of property and other fixed assets over their estimated useful
lives and after taking into account their estimated residual value,
using the straight-line method, at the following rates per annum:

Type Basis

Leasehold land
Buildings

Over the term of the lease

Over the shorter of the unexpired period
of the lease and 20 years

Furniture, fixtures 10% and 20%

and equipment

The gain or loss arising from the disposal or retirement of an
item of property or other fixed asset is determined as the
difference between the sale proceeds and the carrying amount of
the asset and is recognised in the income statement.

Properties under development

Land and buildings in the course of development for production,
rental or administrative purposes or for purposes not yet
determined, are carried at cost, less any impairment loss. Cost
includes professional fees and borrowing costs capitalised in
accordance with the Group’s accounting policy. Depreciation or
amortisation of these assets, on the same basis as other property
assets, commences when the assets are ready for their intended
use.

Other assets
Other assets representing club memberships, are stated at cost
less any identified impairment loss.

For the year ended 31st December, 2002
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 3 Ist December, 2002
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3. SIGNIFICANT ACCOUNTING POLICIES (cont’d)

Impairment

At each balance sheet date, the Group reviews the carrying
amounts of its tangible assets to determine whether there is any
indication that those assets have suffered an impairment loss. If
the recoverable amount of an asset is estimated to be less than its
carrying amount, the carrying amount of the asset is reduced to
its recoverable amount. An impairment loss is recognised as an
expense immediately.

Where an impairment loss subsequently reverses, the carrying
amount of the asset is increased to the revised estimate of its
recoverable amount, but so that the increased carrying amount
does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the asset
in prior years. A reversal of an impairment loss is recognised as
income immediately.

Revenue recognition

Rental income from properties under operating leases is
recognised on a straight-line basis over the term of the relevant
lease.

Interest income is accrued on a time basis, by reference to the
principal outstanding and at the interest rate applicable.

Foreign currencies

Transactions in currencies other than Hong Kong dollars are
translated into Hong Kong Dollars at the rates ruling on the dates
of the transactions. Monetary assets and liabilities denominated
in currencies other than Hong Kong dollars are re-translated into
Hong Kong dollars at the rates ruling on the balance sheet date.
Gains and losses arising on exchange are dealt with in the
income statement.

Operating leases

Leases of assets in respect of which substantially all the rewards
and risks of ownership remain with the lessor are accounted for
as operating leases. Rental expenses paid or payable under
operating leases are charged to the income statement on a

straight-line basis over the relevant lease term.

40  CHI CHEUNG INVESTMENT COMPANY, LIMITED  Annual Report 2002

3. EFEEEEBUR(#E)

e

PEREREH - AREGFEHAEEES
HRIANE - DIEEERSF AR o RS A
o MAEEE < PRIET AR AL R FLR T
{EL > BURE % 4 e o SR 1 9K 22 L ] L ] <2
# - ARG ERIERHERS FobasC -

firis R ] > R R < IR T E Y
BEHAEH PIYIEEAR - HEESM N IR {E
M AR AT R A i A7 I e
WEETE A E L BRIFIE AR IElRE IR
RN

WA 58
BRI ST A BRI
T ERRANERD ©

R TY AR SR AR BRI
Bz -

b/ -4

DIETE DM HE R R G 3 5 H T
RITRRHTC - DUBTTLUMERE R a8
B e A RS R N HESR TR R TC -
WEE S 2 o i ) BEL 5 TEL AR 8 A O 2 v
.

JUHFH AP R & B HERE R TR 0 Z BT
e Ja\Jsg < RERIRR Ry SERHAY - B SERHAIEAT
SR BB S A AU B
FIAMREERA



NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31st December, 2002
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3. SIGNIFICANT ACCOUNTING POLICIES (cont’d)

Taxation

The charge for taxation is based on the results for the year as
adjusted for items which are non-assessable or disallowed.
Timing differences arise from the recognition for tax purposes of
certain items of income and expense in a different accounting
period from that in which they are recognised in the financial
statements. The tax effect of timing differences, computed using
the liability method, is recognised as deferred taxation in the
financial statements to the extent that it is probable that a liability
or an asset will crystallise in the foreseeable future.

Borrowing costs

Borrowing costs directly attributable to the construction of
properties under development, are capitalised as part of the cost
of those assets. Capitalisation of such borrowing costs ceases
when the assets are substantially ready for their intended use or
sale.

All other borrowing costs are recognised as expenses in the
period in which they are incurred.

Retirement benefit costs

The retirement benefit costs charged in the income statement
represent the contributions payable in respect of the current year
to the Group’s defined contribution scheme.

4. TURNOVER

Turnover represents property rental income received and
receivable.

5. SEGMENTAL INFORMATION

Business segments

For management purposes, the Group is currently organised into
two operating divisions — property development and property
leasing. These divisions are the basis on which the Group reports

its primary segment information.

Principal activities are as follows:

Property development — Property development and sales of
properties
Property leasing —  Property rental

3. EEEEEBUR(ME)

wE

U S H TR R SRR RS B
NS HE ME BT - F22 5
AT SRR ER TS U B HE S
Bl 3% S H A B e e IR AR ]
MEEA: © KR Z2AE A MBS s 2 - AT AL
FRATRE IR A A EE - AIDIEEER
A B TP SRR AR -

=1=/7%3

HG RIS C ERIES RN - 31
FREAR - AERIFEERA LT - Eit
FHEEAR LA EHEEE AR i H
R IR E R AT EA -

i H A B i A A 7 A BRI RERE Ry S
Hj o

BUHEFISE

R ZR IR SRR G2 R R A E R AR
HEEZ FUEHERG TR 2 K -

4. EEL

BRI RCHMO R VIS SO -

5. pfEER
BEFE S

B EHM S - AEE G HAT R
M TRy — VISR NSRS - §%
T Ry AR i H E B R B
#E o

=S SEaGTI
VISR - VEERREYEESHE
VEEHE - VEEHE

BHEEERAT —EEos5m 4]



NOTES TO THE FINANCIAL STATEMENTS

For the year ended 3 Ist December, 2002
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5. SEGMENTAL INFORMATION (cont’d) 5. DEER(E)

HRBE| T (&)

Business segments (cont’d)

Segment information about these businesses is presented below. AR L ST ERHTT -

Year ended 31st December, 2002

BE_FFE_F+__A=1+—HLEFE

Property  Property
development leasing Others  Consolidated
MERRE  PEHEE Hith i=aRE
HK$’000 HK$’000 HK$°000 HK$’000
FEx FExT FExT FExT
Segment revenue SR = 1,198 = 1,198
Segment result YRS (21,760) (145) _ (21,905)
Other revenue FABA 2,601
Unallocated corporate expenses A7 /3 H]FSC (1,293)
Loss from operations R E (20,597)
Write-back of allowance for o NEIYC
amount due from an associate #e i 50l 6,000
Finance costs A2 (1,027)
Loss before taxation MiRiEE (15,624)
Taxation T -
Loss after taxation MizisE (15,624)
Consolidated balance sheet REEERRAR
ASSETS BE
Segment assets REE 136,512 641 = 137,153
Unallocated corporate assets Ko N EIERE 10,438
Consolidated total assets e EENE 147,591
LIABILITIES BfE
Segment liabilities AR 5,032 17 = 5,049
Unallocated corporate liabilities A< 2\ FIEfE 67,381
Consolidated total liabilities A aEEE 72,430
Other information Hih&#
Capital additions =z 9,147 - - 9,147
Depreciation and amortisation e R - - 79 79
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5. SEGMENTAL INFORMATION (cont’d)

Business segments (cont’d)

Year ended 31st December, 2001

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31st December, 2002
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5. DEER(E)

ZRHE S (#E)

HE—FEFE—F+_BA=1—HLFE

Property Property
development leasing Others  Consolidated
VEERR  YEEHE FiAth e
HK$’000 HK$’000 HK$°000 HK$’000
THETT THETT THETT THETT
Segment revenue SR = 4,612 = 4,612
Segment result N (36494)  (5418) _ 41912)
Other revenue FABA 2,542
Unallocated corporate expenses At A RIS (3,327)
Loss from operations e EsH (42,697)
Impairment loss on interest TE=g/NEIL
in an associate ERIEL 23z (488)
Finance costs M B2 (3,948)
Loss before taxation DAL i (47,133)
Taxation T 503
Loss after taxation ik i (46,630)
Consolidated balance sheet ReEESEAR
ASSETS BE
Segment assets YA 146,500 49,166 = 195,666
Unallocated corporate assets Kol INFEIGERE 10,371
Consolidated total assets e EENE 206,037
LIABILITIES BfE
Segment liabilities YA 13,075 40,707 = 53,782
Unallocated corporate liabilities A5 /AR EfE 61,470
Consolidated total liabilities e B EfaE 115,252
Other information Hih&E#
Capital additions BRI 12,544 53,000 - 65,544
Depreciation and amortisation PTEE St - - 150 150
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 3 1st December, 2002
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5. SEGMENTAL INFORMATION (cont’d) 5. DHEER(E)
Geographical segments B E T 58

Substantially all of the activities of the Group during the year AREEB AN P SRR I (e A s
were carried out in Hong Kong. Accordingly, no geographical 17 RIS A1 2 i s 1) o RS0

analysis of information is presented.

6. OTHER REVENUE 6.  EfthUA
2002 2001
HK$°000 HK$’000
FHET THEIT
Included in other revenue is: HAS A S
Interest income FIEHA 107 140
Gain on disposal of other fixed assets HE B A T e o M - 58
Gain on dissolution/disposal of subsidiaries & / HEMTEA FLZ K2 - 1,835
7. OTHER OPERATING EXPENSES 7.  HKERY
2002 2001
HK$°000 HK$°000
FET THEIT
Loss on disposal of investment properties B 5 1H 248 2,820
Loss on disposal of property held for sale HERHEHLEYISE <R - 450
Deficit on revaluation of investment HAE AR
properties 50 4,620
298 7,890
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8. LOSS FROM OPERATIONS

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31st December, 2002
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8. IEERR

2002 2001
HK$’000 HK$’000
FET THEIT
Loss from operations has been ReEREECIRR:
arrived at after charging:
Auditors’ remuneration: 2 LG IS
Current year AR 212 150
(Over)underprovision in prior years AR (RN ) Fi e an 4
Depreciation and amortisation PTEE B e 79 150
Operating lease rentals in respect DL E v
of rented premises BRI 133 480
Staff costs, including Directors’ BTEA
emoluments ( RS M ) 344 872
and after crediting: Fet&at A
Gross rental income from properties BRI
under operating leases VIS B AREER 1,198 4,612
Less: Outgoings W B (708) (2,590)
490 2,022
9. FINANCE COSTS 9. HIEEH
2002 2001
HKS$’000 HK$°000
FET THEIT
Interest on bank loan wholly IR AN A E R
repayable within five years HATEFRE 1,121 3,948
Less: interest capitalised W BREARCHIE 94) =
1,027 3,948
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 3 Ist December, 2002
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10. DIRECTORS’ EMOLUMENTS 10. E==Efig
2002 2001
HK$°000 HK$°000
TFEx FHET
Fees: s
Executive directors PITHES - -
Independent non-executive directors BALIFPTHE S 60 60
Other emoluments: FHAthi <
Executive directors HITESE
— Salaries and other emoluments — Hi R H A - =
— Retirement benefit scheme contributions — ERTEFIEE - -
Total emoluments P <A 60 60

No emolument was payable to independent non-executive
directors in both 2002 and 2001.

During the year, no emoluments were paid by the Group to the
Directors of the Company as an inducement to join or upon
joining the Group or as compensation for loss of office.

11. EMPLOYEES’ EMOLUMENTS

Of the five individuals with the highest emoluments in the
Group, two (2001: one) Directors of the Company whose
emoluments are included in note 10 above. The emoluments of
the remaining three (2001: four) individuals disclosed pursuant to
the Rules Governing The Listing of Securities on the Stock
Exchange were as follows:

MNEBETF R BB FREFE 2
TS AT T EE AT -

FA > AR A B E S A
B R AL B 2 AE BBk R AL IS
1 o

AEE AR EFIA L P R AL H]
HH(FZF —%) > ARMEEFE
R _ESTTRE 10 © BR F=AAE ( ZFF—
Fr ) SRR AT EHRIRLL
RUEBGERAT T

2002 2001

HK$°000 HK$°000

TFEx FHT

Salaries and other benefits Hi S HAMFE 271 511
Retirement benefit scheme contributions SERTEFIE IR 13 27
284 538
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NOTES TO THE FINANCIAL STATEMENTS

12. TAXATION

(a) Current taxation

For the year ended 31st December, 2002
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12. M\

(a) AFEERE

2002 2001
HK$’000 HKS$’000
FET THEIT
The taxation credit comprises: MEE R s
Hong Kong Profits Tax A UEHIR
Overprovision in respect of prior years AR R A i - 503

No provision for Hong Kong Profits Tax has been made for both
years as the Company and its subsidiaries neither have any
of certain
subsidiaries are wholly absorbed by tax losses brought forward.

assessable profits nor the assessable profits

(b) Deferred taxation

At 31st December, 2002, the Group and the Company had
potential deferred taxation assets principally resulting from
estimated tax losses. The potential deferred taxation asset has
not been recognised in the financial statements as it is not certain
that the benefit will be realised in the foreseeable future.

13. DIVIDENDS

No interim dividend was paid during the year and no final
dividend is recommended by the Directors.

14. LOSS PER SHARE

The calculation of the basic loss per share is based on the loss
attributable to shareholders of approximately HK$15,624,000
(2001: HK$46,630,000) and on the weighted average number of
2,971,305,343 ordinary shares in issue during both years.

The computation of diluted loss per share does not assume the
conversion of the Company’s warrants since the exercise price is
higher than the average fair market value of the shares for both
2002 and 2001.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 3 Ist December, 2002
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15. INVESTMENT PROPERTIES 15. WEYME

HKS$’000
THE GROUP REE TET
AT VALUATION f&E
At 1st January, 2002 AN _EETHF—-H—H 48,930
Disposal HiEE (48,380)
Deficit on revaluation EEUA 71 (50)
At 31st December, 2002 AEZETHFH="1—H 500

The remaining investment property of the Group was revalued at
31st December, 2002 on an open market value basis by Norton
Appraisals Limited, an independent professional valuer. This
valuation gave rise to a revaluation deficit of HK$50,000 (2001:
HK$4,620,000), which has been charged to the income
statement.

Investment property with an aggregate value of approximately
HKS$500,000 (2001: HKS$48,930,000) is rented out under
operating leases.

The Group’s investment property is situated in Hong Kong and
held under a long lease.
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