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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2003 (Expressed in Renminbi)

1. SIGNIFICANT ACCOUNTING POLICIES
(a) Statement of compliance

These financial statements have been prepared in accordance with all applicable

Hong Kong Financial Repor ting Standards (which includes all applicable Statements

of Standard Accounting Practice and Interpretations) issued by the Hong Kong Society

of Accountants, accounting principles generally accepted in Hong Kong and the

disclosur e requirements of the Hong Kong Companies Ordinance. These financial

statements also comply with the applicable disclosure provisions of the Rules Governing

the Listing of Securities on The Stock Exchange of Hong Kong Limited (“Listing

Rules”). A summary of the significant accounting policies adopted by the Group is

set out below.

(b) Basis of preparation of the financial statements

The measurement basis used in the preparation of the financial statements is historical

cost.

(c) Subsidiaries

A subsidiary is a company in which the Company, directly or indirectly, holds more

than half of the issued share capital, or controls more than half of the voting power,

or controls the composition of the board of directors. Subsidiaries are considered to

be controlled if the Company has the power, directly or indirectly, to gover n the

financial and operating policies of an enterprise so as to obtain benefits from its

activities.

An investment in a subsidiary is consol idated into the consol idated f inancial

statements, unless it is acquired and held exclusively with a view to subsequent

disposal in the near future or operates under severe long-term restrictions which

significantly impair its ability to transfer funds to the Group, in which case, it is

stated in the consolidated balance sheet at fair value with changes in fair value

recognised in the consolidated income statement as they arise.

Intra-group balances and transactions, and any unrealised profits arising from intra-

group transactions, are eliminated in full in preparing the consolidated financial

statements. Unrealised losses resulting from intra-group transactions are eliminated

in the same way as unrealised gains, but only to the extent that there is no evidence

of impairment.

Minority interests at the balance sheet date, being the portion of the net assets of

subsidiaries attributable to equity interests that are not owned by the Company,

whether directly or indirectly through subsidiaries, are presented in the consolidated

balance sheet separately from liabilities and the shareholders’ equity. Minority interests

in the results of the Group for the year are also separately presented in the income

statement.
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(c) Subsidiaries (continued)

Where losses attributable to the minority exceed the minority interest in the net

assets of a subsidiary, the excess, and any further losses attributable to the minority,

are charged against the Group’s interest except to the extent that the minority has a

binding obligation to, and is able to, make good the losses. All subsequent profits of

the subsidiary are allocated to the Group until the minority’s share of losses previously

absorbed by the Group has been recovered.

In the Company’s balance sheet, an investment in a subsidiary is stated at cost less

any impairment losses (see note 1(i)), unless it is acquired and held exclusively with a

view to subsequent disposal in the near future or operates under severe long-term

restrictions which significantly impair its ability to transfer funds to the Company, in

which case, it is stated at fair value with changes in fair value recognised in the

income statement as they arise.

(d) Associates

An associate is an entity in which the Group has significant influence, but not control

or joint control, over its management, including participation in the financial and

operating policy decisions.

An investment in an associate is accounted for in the consolidated financial statements

under the equity method and is initially recorded at cost and adjusted thereafter for

the post acquisition change in the Group’s share of the associate’s net assets, unless

it is acquired and held exclusively with a view to subsequent disposal in the near

future or operates under severe long-term restrictions that significantly impair its

ability to transfer funds to the investor, in which case it is stated at fair value with

changes in fair value recognised in the consolidated income statement as they arise.

The consolidated income statement reflects the Group’s share of the post-acquisition

results of the associates for the year, including any amortisation of positive or negative

goodwill charged or credited during the year in accordance with note 1(e). When the

Group’s share of losses exceeds the car rying amount of the associate, the carrying

amount is reduced to nil and recognition of further losses is discontinued except to

the extent that the Group has incurred obligations in respect of the associate.

Unrealised profits and losses resulting from transactions between the Group and its

associates are eliminated to the extent of the Group’s inter est in the associate except

where unrealised losses provide evidence of an impairment of the asset transferred,

in which case they are r ecognised immediately in the income statement.
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(e) Goodwill

Positive goodwill arising on consolidation represents the excess of the cost of the

acquisition over the Group’s share of the fair value of the identifiable assets and

liabilities acquired. Positive goodwill is stated at cost less any accumulated amortisation

and any impairment losses (see note 1(i)). Positive goodwill is amortised to the

consolidated income statement on a straight-line basis over its estimated useful life.

In respect of acquisit ions of associates, posit ive goodwil l  is amortised to the

consolidated income statement on a straight-line basis over its estimated useful life.

The cost of positive goodwill less any accumulated amortisation and any impairment

losses (see note 1(i)) is included in the car rying amount of the interest in associates.

Negative goodwill arising on acquisitions of subsidiaries and associates represents

the excess of the Group’s share of the fair value of the identifiable assets and

liabilities acquired over the cost of the acquisition. To the extent that negative goodwill

relates to an expectation of future losses and expenses that are identified in the plan

of acquisition and can be measured reliably, but which have not yet been recognised,

it is r ecognised in the consolidated income statement when the future losses and

expenses are recognised. Any remaining negative goodwill, but not exceeding the

fair values of the non-monetary assets acquired, is recognised in the consolidated

income statement over the weighted average useful life of those non-monetary assets

that are depreciable/amortisable. Negative goodwill in excess of the fair values of the

non-monetary assets acquired is recognised immediately in the consolidated income

statement.

In respect of any negative goodwill not yet recognised in the consolidated income

statement:

– for subsidiaries, such negative goodwill is shown in the consolidated balance

sheet as a deduction from assets in the same balance sheet classification as

positive goodwill; and

– for associates, such negative goodwill is included in the carrying amount of

the interests in associates.

On disposal of a subsidiary or an associate during the year, any attributable amount

of pur chased goodwill not previously amortised through the consolidated income

statement is included in the calculation of the profit or loss on disposal.
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(f) Fixed assets

(i) Fixed assets are stated in the balance sheet at cost less accumulated depreciation

(see note 1(g)) and impairment losses (see note 1(i)).

(ii) Subsequent expenditure relating to a f ixed asset that has already been

recognised is added to the carrying amount of the asset when it is probable

that future economic benefits, in excess of the originally assessed standard of

performance of the existing asset, will flow to the Group. All other subsequent

expenditure is recognised as an expense in the period in which it is incur red.

(iii) Gains or losses arising from the retirement or disposal of a fixed asset are

determined as the dif ference between the estimated net disposal proceeds

and the carrying amount of the asset and are recognised in the income

statement on the date of retirement or disposal.

(g) Amortisation and depreciation

(i) Land use rights are amortised on a straight-line basis over the period of the

grant.

(ii) Depreciation is calculated to write off the cost of fixed assets on a straight-

line basis over their estimated useful lives as follows:

– buildings are depreciated on a straight-line basis over the shor ter of

their estimated useful lives, being 50 years from the date of completion,

and the unexpired terms of the land use rights; and

– other fixed assets are depreciated on a straight-line basis over their

estimated useful lives as follows:

Leasehold improvements Over the unexpired term

of the lease

Oil pipeline and ancillary facilities Over the unexpired term

of the joint venture

Natural gas pipeline network and Over the unexpired term

ancillary facilities of the joint venture

Refilling stations 10 years

Furniture, fixtures and office equipment 5 to 7 years

Motor vehicles 5 to 12 years
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(h) Construction in progress

Constr uction in progress is stated at cost less accumulated impairment losses (see
note 1(i). Cost comprises direct costs of constr uction as well as interest expenses
capitalised during the periods of construction and installation. Capitalisation of these
costs ceases and the construction in progress is transferred to fixed assets when
substantially all the activities necessary to prepare the assets for their intended use
are completed.

No depreciation is provided in respect of construction in progress.

(i) Impairment of assets
Internal and external sources of information are reviewed at each balance sheet date
to identify indications that the following assets may be impaired or an impairment
loss previously recognised no longer exists or may have decreased:

– fixed assets;

– construction in progress

– investments in subsidiaries and associates (except for those accounted for at
fair value under notes 1(c) and (d)); and

– positive goodwill.

If  any such indication exists, the asset ’s r ecoverable amount is estimated. An
impairment loss is recognised whenever the carrying amount of an asset exceeds its
recoverable amount.

(i) Calculation of recoverable amount
The recoverable amount of an asset is the greater of its net selling price and
value in use. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects
current market assessments of time value of money and the risks specific to
the asset. Where an asset does not generate cash inflows largely independent
of those from other assets, the r ecoverable amount is determined for the
smallest group of assets that generates cash inflows independently (i.e. a
cash-generating unit).

(ii) Reversals of impairment losses
In respect of assets other than goodwill, an impairment loss is reversed if
there has been a change in the estimates used to determine the recoverable
amount. An impairment loss in respect of goodwill is reversed only if the loss
was caused by a specific external event of an exceptional nature that is not
expected to recur, and the increase in recoverable amount relates clearly to
the reversal of the effect of that specific event.

A reversal of impairment losses is limited to the asset’s carrying amount that
would have been determined had no impairment loss been recognised in prior
years. Reversals of impairment losses are credited to the income statement in
the year in which the reversals are recognised.
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(j) Inventories

Inventories are carried at the lower of cost and net realisable value.

Cost is calculated using the weighted average cost formula and comprises all costs

of purchase, costs of conversion and other costs incurred in bringing the inventories

to their present location and condition.

Net realisable value is the estimated selling price in the ordinar y course of business

less the estimated costs of completion and the estimated costs necessary to make

the sale.

When inventories are sold, the carrying amount of those inventories is r ecognised as

an expense in the period in which the related revenue is recognised. The amount of

any write-down of inventories to net realisable value and all losses of inventories are

recognised as an expense in the period in which the write-down or loss occurs. The

amount of any reversal of any write-down of inventories, arising from an increase in

net realisable value, is recognised as a reduction in the amount of inventories

recognised as an expense in the period in which the reversal occurs.

(k) Cash and Cash equivalents

Cash and cash equivalents comprise cash at bank and on hand, demand deposits

with banks and other financial institutions, and short-term, highly liquid investments

that are readily conver tible into known amounts of cash and which are subject to an

insignificant risk of changes in value, having been within three months of maturity at

acquisition. Bank overdrafts that are repayable on demand and form an integral part

of the Group’s cash management are also included as a component of cash and cash

equivalents for the purpose of the cash flow statement.

(l) Employee benefits

(i) Salaries, annual bonuses, paid annual leave, leave passage and the cost to the

Group of non-monetary benefits are accrued in the year in which the associated

services are rendered by employees of the Group. Where payment or settlement

is defer red and the effect would be material, these amounts are stated at their

present values.

(ii) The Group’s employees in the People’s Republic of China (the “PRC”) are

members of the state-sponsored retirement benefit scheme organised by the

PRC government. The subsidiaries are required to contribute, based on a certain

percentage of the basic payroll, to the retirement benefit scheme to fund the

benefits. The only obligation of the Group with respect to the retirement

benefit scheme is to make the required contributions under the scheme. Such

contributions are charged to the income statement when incurred.
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(l) Employee benefits (continued)

(iii) Contributions to the Mandatory Provident Funds as required under the Hong

Kong Mandatory Provident Fund Schemes Ordinance in respect of employees

in Hong Kong are charged to the income statement when incurred.

(iv) When the Group grants employees options to acquire shares of the Company

at nil consideration, no employee benefit cost or obligation is recognised at

the date of grant. When the options are exercised, equity is increased by the

amount of the proceeds received.

(m) Income tax

(i) Income tax for the year comprises current tax and movements in deferred tax

assets and liabilities. Current tax and movements in deferred tax assets and

liabilities are recognised in the income statement except to the extent that

they relate to items recognised directly in equity, in which case they are

recognised in equity.

(ii) Current tax is the expected tax payable on the taxable income for the year,

using tax rates enacted or substantively enacted at the balance sheet date,

and any adjustment to tax payable in respect of previous years.

(iii) Deferred tax assets and liabilities arise from deductible and taxable temporary

differences respectively, being the differences between the carrying amounts

of assets and liabilities for financial reporting purposes and their tax bases.

Deferred tax assets also arise from unused tax losses and unused tax credits.

Apart from cer tain limited exceptions, all deferred tax liabilities, and all deferred

tax assets to the extent that it is probable that future taxable profits will be

available against which the asset can be utilised, are recognised. Future taxable

profits that may support the recognition of deferred tax arising from deductible

temporary differences include those that will arise from the reversal of existing

taxable temporary differences, provided those differences relate to the same

taxation authority and the same taxable entity, and are expected to reverse

either in the same period as the expected reversal of the deductible temporary

differences or in periods into which a tax loss arising from the deferred tax

asset can be carried back or forward. The same criteria are adopted when

determining whether existing taxable temporary differ ences support the

recognition of deferred tax assets arising from unused tax losses and credits,

that it, those differences are taken into account if they relate to the same

taxation authority and the same taxable entity, and are expected to reverse in

a period, or periods, in which the tax loss or credit can be utilised.
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(m) Income tax (continued)

The limited exceptions to recognition of deferred tax assets and liabilities are

those temporary difference arising from goodwill deductible for tax purposes,

negative goodwill treated as deferred income, the initial recognition of assets

or liabilities that affect neither accounting nor taxable profit (provided they

are not part of business combination), and temporar y differences relating to

investments in subsidiaries to the extent that, in the case of taxable differences,

the Group controls the timing of the r eversal and it is probable that the

differences will not reverse in the foreseeable future, or in the case of deductible

differences, unless it is probable that they will reverse in the future.

The amount of deferred tax recognised is measured based on the expected

manner of realisation or settlement of the carrying amount of the assets and

liabilities, using tax rates enacted or substantively enacted at the balance

sheet date. Deferred tax assets and liabilities are not discounted.

The carrying amount of deferred tax asset is reviewed at each balance sheet

date and is reduced to the extent that it is no longer probable that sufficient

taxable profit will be available to allow the related tax benefit to be utilised.

Any such reduction is reversed to the extent that it becomes probable that

sufficient taxable profit will be available.

Additional income taxes that arise from the distribution of dividends are

recognised when the liability to pay the related dividends is recognised.

(iv) Cur rent tax balances and deferred tax balances, and movements therein, are

presented separately from each other and are not offset. Current tax assets

are offset against cur rent tax liabilities, and deferred tax assets against deferred

tax l iabi l it ies if,  and only if,  the Company or the Group has the legally

enforceable right to set off current tax assets against cur rent tax liabilities and

the following additional conditions are met:

– in the case of current tax assets and liabilities, the Company or the

Group intends either to settle on a net basis, or to realise the asset and

settle the liability simultaneously; or

– in the case of deferred tax assets and liabilities, if they relate to income

taxes levied by the same taxation authority on either:

– the same taxable entity; or

– different taxable entities, which, in each future period in which

significant amounts of deferred tax liabilities or assets are expected

to be settled or recovered, intend to realise the cur rent tax assets

and settle the current tax liabilities on a net basis or realise and

settled simultaneously.



GeoMaxima

Energy

Holdings
Limited

40
ANNUAL
REPORT

2003

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2003 (Expressed in Renminbi)

1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(n) Provisions and contingent liabilities

Provisions are recognised for liabilities of uncer tain timing or amount when the

Group has a legal or constructive obligation arising as a result of a past event, it is

probable that an outflow of economic benefits will be required to settle the obligation

and a r eliable estimate can be made. Where the time value of money is material,

provisions are stated at the present value of the expenditures expected to settle the

obligation.

Where it is not probable that an outflow of economic benefits will be required, or

the amount cannot be estimated reliably, the obligation is disclosed as a contingent

liability, unless the probability of outflow of economic benefits is remote. Possible

obligations, whose existence will only be confirmed by the occurrence or non-

occurrence of one or more future events are also disclosed as contingent liabilities

unless the probability of outflow of economic benefits is remote.

(o) Revenue recognition

Provided it is probable that the economic benefits will flow to the Group and the

revenue and costs, if applicable, can be measured reliably, revenue is recognised in

the income statement as follows:

(i) Sale of goods

Revenue is recognised when goods are delivered at the customers’ premises

which is taken to be the point in time when the customer has accepted the

goods and the related risks and rewards of ownership. Revenue excludes value

added or other sales tax and is after deduction of any trade discounts.

(ii) Transportation income

Revenue from provision of cr ude oil transportation, storage and unloading

services is recognised upon performance of the services. Revenue excludes

sales taxes and is after deduction of any trade discounts.

(iii) Sale of natural gas

Revenue from natural gas sales is recognised based on gas consumption derived

from meter readings. Revenue from sale of liquefied petroleum gas (“LPG”)

and natural gas in refilling stations is recognised upon completion of the gas

filling transactions.

(iv) Gas connection fee income

Gas connection fee is recognised on connection of the natural gas pipeline to

the users’ premises.

(v) Interest income

Interest income is accrued on a time-appor tioned basis by refer ence to the

principal outstanding and the rate applicable.
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(p) Translation of foreign currencies

Foreign cur rency transactions during the year are translated into Renminbi at the

exchange rates ruling at the transaction dates. Monetary assets and l iabil it ies

denominated in currencies other than Renminbi are translated into Renminbi at the

exchange rates ruling at the balance sheet date. Exchange gains and losses are dealt

with in the income statement.

The results of foreign enterprises are translated into Renminbi at the average exchange

rates for the year; balance sheet items are translated into Renminbi at the rates of

exchange ruling at the balance sheet date. The resulting exchange differences are

dealt with as a movement in reserves.

On disposal of a foreign enterprise, the cumulative amount of exchange dif ferences

which relate to that foreign enterprise is included in the calculation of the profit or

loss on disposal.

(q) Operating lease charges

Where the Group has the use of assets under operating leases, payments made

under the leases are charged to the income statement in equal instalments over the

accounting periods covered by the lease term, except where an alternative basis is

more representative of the pattern of benefits to be derived from the leased asset.

Lease incentives received are recognised in the income statement as an integral par t

of the aggregate net lease payments made. Contingent rentals are charged to the

income statement in the accounting period in which they are incurred.

(r) Borr owing costs

Borrowing costs are expensed in the income statement in the period in which they

are incurred, except to the extent that they are capitalised as being directly attributable

to the acquisition, construction or production of an asset which necessarily takes a

substantial period of time to get ready for its intended use or sale.

The capital isation of borrowing costs as part of the cost of a qualifying asset

commences when expenditures for the asset are being incurred, borrowing costs are

being incurred and activities that are necessary to prepare the asset for its intended

use or sale are in progress. Capitalisation of borrowing costs is suspended or ceases

when substantially all the activities necessary to prepare the qualifying asset for its

intended use or sale are inter rupted or complete.

(s) Related parties

For the purposes of these financial statements, parties are considered to be related

to the Group if the Group has the ability, directly or indirectly, to control the party or

exercise significant influence over the par ty in making financial and operating

decisions, or vice versa, or where the Group and the party are subject to common

control or common significant influence. Related parties may be individuals or other

entities.
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(t) Segment reporting

A segment is a distinguishable component of the Group that is engaged either in

providing products or services (business segment), or in providing products or ser vices

within a par ticular economic environment (geographical segment), which is subject

to risks and rewards that are dif ferent from those of other segments.

In accordance with the Group’s internal financial reporting, the Group has chosen

business segment information as the primary reporting format and geographical

segment information as the secondary reporting format for the purposes of these

financial statements.

Segment r evenue, expenses, results, assets and liabil it ies include items directly

attributable to a segment as well as those that can be allocated on a reasonable

basis to that segment. For example, segment assets may include inventories, trade

receivables and fixed assets. Segment revenue, expenses, assets, and liabilities are

determined before intra-group balances and intra-group transactions ar e eliminated

as par t of the consolidation process, except to the extent that such intra-group

balances and transactions are between group enterprises within a single segment.

Inter-segment pricing is based on similar terms as those available to other external

parties.

Segment capital expenditure is the total cost incurred during the period to acquir e

segment assets (both tangible and intangible) that are expected to be used for more

than one period.

Unallocated items mainly comprise financial and corporate assets, interest-bearing

loans, borrowings, corporate and financing expenses and minority interests.
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2. TURNOVER
The principal activity of the Company is investment holding. The principal activities of the

Group are provision of crude oil transportation, storage and unloading services, operation

of natural gas pipeline network and refilling stations supplying natural gas and LPG for

vehicle use and sale of canned LPG.

Turnover represents the aggregate of revenue from provision of crude oil transportation,

storage and unloading services less business tax, and sales of natural gas and LPG. The

amount of each significant category of revenue recognised in turnover during the year is as

follows:

2003 2002

RMB’000 RMB’000

Provision of crude oil transportation, storage and

unloading services 112,177 131,561

Sales of natural gas and LPG

– gas connection fee 1 13,553

– sales of piped natural gas 29,520 20,804

– sales of natural gas and LPG at refilling stations 8,645 5,733

– sales of canned LPG 8,376 8,622

158,719 180,273

3. OTHER REVENUE AND NET INCOME
2003 2002

RMB’000 RMB’000

Other revenue

Interest income on bank deposits 1,962 4,072

Interest income on loans 2,311 3,065

Others 280  65

4,553 7,202

Other net income

Gain on exchange 334 –

Net proceeds from issue of warrants realised upon

expiry of warrants (note 28(c)) – 5,260

334 5,260
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4. PROFIT FROM ORDINARY ACTIVITIES BEFORE TAXATION
Profit from ordinary activities before taxation is ar rived at after charging/(crediting):

2003 2002

RMB’000 RMB’000

(a) Finance costs

Interest on bank advances wholly repayable

within five years 25,117 25,333

Interest on bank advances wholly repayable

after five years 4,608 –

Other borrowing costs 1  44

29,726 25,377

(b) Staff costs

Contributions to defined contribution plans 843  589

Salaries, wages and other benefits 13,888  8,552

14,731  9,141

(c) Other items

Cost of inventories 31,139 21,780

Amortisation of negative goodwill (583) (520 )

Amortisation of negative goodwill included in

share of profit of an associate (24) (32)

Auditors’ remuneration

– audit services 583 1,272

– other services – 1,020

Depreciation 35,478 23,793

Operating lease charges: minimum lease payments

– hire of plant and machinery 57 –

– property rentals 1,954 2,835

Provision for bad debts 106 –

(Gain)/loss on disposal of fixed assets (9) 100


