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Notes to the Financial Statements

For the year ended 31st December, 2007

1. GENERAL
Cosmos Machinery Enterprises Limited (“the Company”) is a public limited company domiciled and
incorporated in Hong Kong and its shares are listed on The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”).

The Company is an investment holding company. The address of its registered office is 8/F., Tai Tung Industrial
Building, 29-33 Tsing Yi Road, Tsing Yi Island, New Territories, Hong Kong. The principal activities of its
principal subsidiaries are set out in note 42.

2. IMPACT OF NEW AND REVISED HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs")
In the current year, the Group has applied, for the first time, the following new Hong Kong Accounting
Standards (“HKAS"), amendment and interpretations (“Int”) (“new HKFRSs") issued by the Hong Kong Institute
of Certified Public Accountants (“HKICPA"), which are first effective for the Group's current financial year.

HKAS 1 (Amendment) Capital Disclosures

HKFRS 7 Financial Instruments: Disclosures

HK(FRIC) = Int 7 Applying the Restatement Approach under HKAS 29 Financial
Reporting in Hyperinflationary Economies

HK(IFRIC) - Int 8 Scope of HKFRS 2

HK(FRIC) - Int 9 Reassessment of Embedded Derivatives

HK(IFRIC) = Int 10 Interim Financial Reporting and Impairment

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
adjustment has been required.

The principal effects of adopting these new and revised HKFRSs are summarised as follows:

(@) HKFRS 7 Financial Instruments: Disclosures
This standard introduces new disclosures relating to financial instruments and does not have any
impact on the classification and valuation of the Group's financial instruments, or the disclosures
relating to taxation and trade and other payables.

(b) Amendment to HKAS 1 Presentation of Financial Statements - Capital
Disclosures
This amendment requires the Group to make disclosures that enable users of the financial statements
to evaluate the Group's objectives, policies and processes for managing capital. These new disclosures
are shown in note 40(b) to the financial statements.
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2. IMPACT OF NEW AND REVISED HONG KONG FINANCIAL REPORTING

STANDARDS (“HKFRSs”) (Continued)

(c) HK(IFRIC) - Int 7 Applying the Restatement Approach under HKAS 29 Financial
Reporting in Hyperinflationary Economies
This interpretation provides guidance on how to apply requirements of HKAS 29 in a reporting
period in which an entity identifies the existence of hyperinflation in the economy of its functional
currency, when the economy was not hyperinflationary in the prior period. As none of the Group
entities have a currency of a hyperinflationary economy as its functional currency, this interpretation
is not relevant to the Group's operations.

(d) HK(IFRIC) - Int 8 Scope of HKFRS 2
This interpretation requires consideration of transactions involving the issuance of equity instruments,
where the identifiable consideration received is less than the fair value of the equity instruments
issued in order to establish whether or not they fall within the scope of HKFRS 2. As the Company has
only issued equity instruments to its employees in accordance with the Company’s share option
scheme, the interpretation does not have any impact on the Group’s financial statements.

(e)  HK(IFRIC) - Int 9 Reassessment of Embedded Derivatives
This interpretation requires that the date to assess whether an embedded derivative is required to be
separated from the host contract and accounted for as a derivative is the date that the Group first
becomes a party to the contract, with reassessment only if there is a change to the contract that
significantly modifies the cash flows. This interpretation is not relevant for the Group’s operations
and does not have any impact on the Group's financial statements.

(f) HK(IFRIC) - Int 10 Interim Financial Reporting and Impairment
This interpretation prohibits the impairment losses recognised in an interim period on goodwill and
investments in equity instruments and in financial assets carried at cost to be reversed at a subsequent
balance sheet date. This interpretation does not have any impact on the Group's financial statements.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The significant accounting policies applied in the preparation of these consolidated financial statements are
set out below. These policies have been consistently applied to all the years presented, unless otherwise
stated.

(a) Basis of preparation

The consolidated financial statements of the Group have been prepared in accordance with HKFRS,
which also include Hong Kong Accounting Standards and Interpretations issued by the HKICPA,
accounting principles generally accepted in Hong Kong and 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. The consolidated financial
statements have been prepared under the historical cost convention, as modified by the revaluation
of buildings, certain financial assets and financial liabilities and investment properties, which are
carried at fair value.
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3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Basis of preparation (Continued)
The preparation of financial statements in conformity with HKFRS requires the use of certain critical

(a)

(b)

accounting estimates. It also requires management to exercise its judgement in the process of applying

the Group’s accounting policies. The areas involving a higher degree of judgement or complexity, or

areas where assumptions and estimates are significant to the consolidated financial statements, are

disclosed in note 4.

Basis of consolidation
The consolidated financial statements include the financial statements of the Company and all its

subsidiaries made up to 31st December.

(i)

Subsidiaries

Subsidiaries are all entities over which the Group has the power to govern the financial and
operating policies generally accompanying a shareholding of more than one half of the voting
rights.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group.
They are de-consolidated from the date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries by
the Group. The cost of an acquisition is measured as the fair value of the assets given, equity
instruments issued and liabilities incurred or assumed at the date of exchange, plus costs
directly attributable to the acquisition. Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured initially at their fair values at the
acquisition date, irrespective of the extent of any minority interests. The excess of the cost of
acquisition over the fair value of the Group’s share of the identifiable net assets acquired is
recorded as goodwill. If the cost of acquisition is less than the fair value of the net assets of
the subsidiary acquired, the difference is recognised directly in the income statement.

Inter-company transactions, balances and unrealised gains on transactions between group
companies are eliminated. Unrealised losses are also eliminated unless the transaction provides
evidence of an impairment of the asset transferred. Accounting policies of subsidiaries have
been changed where necessary to ensure consistency with the policies adopted by the Group.

Minority interests represent the interests of outside shareholders in the results and net assets
of the Company's subsidiaries.

In the Company’s balance sheet the investments in subsidiaries are stated at cost less any
accumulated impairment losses. The results of subsidiaries are accounted by the Company
on the basis of dividends received and receivable.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(b) Basis of consolidation (Continued)
(ii) Associates
Associates are all entities, not being a subsidiary or a jointly controlled entity, over which the
Group has significant influence but not control, generally accompanying a shareholding of
between 20% and 50% of the voting rights. Investments in associates are accounted for by
the equity method of accounting and are initially recognised at cost. The Group's investments
in associates include goodwill (net of any accumulated impairment loss) identified on
acquisition (see note 3(h)).

The Group's share of its associates’ post-acquisition results is recognised in the income
statement, and its share of post-acquisition movements in reserves is recognised in reserves.
The cumulative post-acquisition movements are adjusted against the carrying amount of the
investment. When the Group's share of losses in an associate equals or exceeds its interest in
the associate, including any other unsecured receivables, the Group does not recognise further
losses, unless it has incurred obligations or made payments on behalf of the associate.

Unrealised gains on transactions between the Group and its associates are eliminated to the
extent of the Group's interests in the associates. Unrealised losses are also eliminated unless
the transaction provides evidence of an impairment of the asset transferred. Accounting
policies of associates have been changed where necessary to ensure consistency with the
policies adopted by the Group.

Dilution gains and losses in associates are recognised in the consolidated income statement.

In the Company’s balance sheet the investments in associates are stated at cost less any
accumulated impairment losses. The results of associates are accounted for by the Company
on the basis of dividends received and receivable.

(c) Segment reporting
A segment is a distinguishable component of the Group that is engaged either in providing products
or services (business segment), or in providing products or services within a particular economic
environment (geographical segment), which is subject to risks and rewards that are different from
those of other segments.

In accordance with the Group's internal financial reporting system, the Group has chosen business
segment information as the primary reporting format and geographical segment information as the
secondary reporting format for the purposes of these financial statements.

Segment revenue, expenses, results, assets and liabilities include items directly attributable to a
segment as well as those that can be allocated on a reasonable basis to that segment. For example,
segment assets may include inventories, trade receivables and property, plant and equipment. Segment
revenue, expenses, assets, and liabilities are determined before intra-group balances and intra-group
transactions are eliminated as part of the consolidation process, except to the extent that such intra-
group balances and transactions are between group entities within a single segment. Inter-segment
pricing is based on similar terms as those available to other external parties.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(c) Segment reporting (Continued)
Segment capital expenditure is the total cost incurred during the period to acquire 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,

tax balances, corporate and financing expenses. A discontinued segment is separately presented

from continuing segments.

(d) Foreign currency translation

(i)

(ii)

(iii)

Functional and presentation currency

Items included in the financial statements of each of the Group's entities are measured using
the currency of the primary economic environment in which the entity operates (“the
functional currency”). The consolidated financial statements are presented in HK dollars, which
is the Company’s functional and presentation currency.

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the dates of the transactions. Foreign exchange gains and losses resulting
from the settlement of such transactions and from the translation at year-end exchange rates
of monetary assets and liabilities denominated in foreign currencies are recognised in the
income statement, except when deferred in equity as qualifying cash flow hedges or qualifying
net investment hedges.

Translation differences on non-monetary items, such as equity instruments held at fair value
through profit or loss, are reported as part of the fair value gain or loss. Translation differences
on non-monetary items, such as equities classified as available-for-sale financial assets, are
included in the fair value reserve in equity.

Group companies

The results and financial position of all the group entities (none of which has the currency of
a hyperinflationary economy) that have a functional currency different from the presentation
currency are translated into the presentation currency as follows:

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

(ii) income and expenses for each income statement are translated at average exchange
rates (unless this average is not a reasonable approximation of the cumulative effect
of the rates prevailing on the transaction dates, in which case income and expenses
are translated at the dates of the transactions); and

(iii) all resulting exchange differences are recognised as a separate component of equity.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(d)

(e)

Foreign currency translation (Continued)

(iif) Group companies (Continued)
On consolidation, exchange differences arising from the translation of the net investment in
foreign entities, and of borrowings and other currency instruments designated as hedges of
such investments, are taken to shareholders’ equity. When a foreign operation is sold, such
exchange differences are recognised in the income statement as part of the gain or loss on
sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated
as assets and liabilities of the foreign entity and translated at the closing rate.

Property, plant and equipment

Buildings comprise mainly factories and offices. Buildings are shown at fair value, based on annual
valuations by external independent valuers, less subsequent depreciation. Any accumulated
depreciation at the date of revaluation is eliminated against the gross carrying amount of the asset
and the net amount is restated to the revalued amount of the asset.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will
flow to the Group and the cost of the item can be measured reliably. All other repairs and maintenance
are expensed in the income statement during the financial period in which they are incurred.

Increases in the carrying amount arising on revaluation of buildings are credited to other reserves in
shareholders’ equity. Decreases that offset previous increases of the same asset are charged against
fair value reserves directly in equity, all other decreases are expensed in the income statement.

Depreciation of property, plant and equipment is calculated using the straight-line method to allocate
cost or revalued amounts to their residual values (if any) over their estimated useful lives, as follows:

Buildings 40 years or unexpired term of the leases, if shorter
Furniture, fixtures and equipment 5-10 years

Plant and machinery 5-10 years

Motor vehicles 5 years

The assets’ residual values (if any) and useful lives are reviewed, and adjusted if appropriate, at each
balance sheet date. 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. The
gain or loss 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 income statement in the period the
item is derecognised.
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3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(e)

(f)

Property, plant and equipment (Continued)

Construction in progress represents buildings, structures, plant and machinery and other fixed assets
under construction or installation and is stated at cost less any accumulated impairment losses, and
is not depreciated. Cost comprises direct costs of construction, installation and testing as well as
capitalised borrowing costs on related borrowed funds during the period of construction or installation.
Construction in progress is reclassified to the appropriate category of fixed assets or investment
properties when completed and ready for use.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount (note 3(i)).

Investment properties
Property that is held for long-term rental yields or for capital appreciation or both, and that is not
occupied by the companies in the consolidated group, is classified as investment property.

Investment property comprises land held under operating leases and buildings held under finance
leases.

Land held under operating leases are classified and accounted for as investment property when the
rest of the definition of investment property is met. The operating lease is accounted for as if it were
a finance lease.

Investment property is measured initially at its cost, including related transaction costs.

After initial recognition, investment property is carried at fair value. Fair value is based on active
market prices, adjusted, if necessary, for any difference in the nature, location or condition of the
specific asset. If this information is not available, the Group uses alternative valuation methods such
as recent prices on less active markets or discounted cash flow projections. These valuations are
performed in accordance with the guidance issued by the International Valuation Standards
Committee. These valuations are reviewed annually by external valuers. Investment property that is
being redeveloped for continuing use as investment property, or for which the market has become
less active, continues to be measured at fair value.

The fair value of investment property reflects, among other things, rental income from current leases
and assumptions about rental income from future leases in the light of current market conditions.

The fair value also reflects, on a similar basis, any cash outflows that could be expected in respect of
the property. Some of those outflows are recognised as a liability, including finance lease liabilities in
respect of land classified as investment property, others, including contingent rent payments, are not
recognised in the financial statements.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(f)

(9)

Investment properties (Continued)

Subsequent expenditure is charged to the asset’s carrying amount only when it is probable that
future economic benefits associated with the item will flow to the Group and the cost of the item
can be measured reliably. All other repairs and maintenance costs are expensed in the income
statement during the financial period in which they are incurred.

Changes in fair values are recognised in the income statement.

If an investment property becomes owner-occupied, it is reclassified as property, plant and equipment
and its fair value at the date of reclassification becomes its cost for accounting purposes. Property
that is being constructed or developed for future use as investment property is classified as property,
plant and equipment and stated at cost until construction or development is complete, at which
time it is reclassified and subsequently accounted for as investment property.

If an item of property, plant and equipment becomes an investment property because its use has
changed, any difference resulting between the carrying amount and the fair value of this item at the
date of transfer is recognised in equity as a revaluation of property, plant and equipment under HKAS
16. However, if a fair value gain reverses a previous impairment loss, the gain is recognised in the
income statement.

An investment property is derecognised upon disposal or when the investment property is
permanently withdrawn from use and no future economic benefits are expected from its disposal.
The gain or loss arising from the retirement or disposal of investment property, calculated as the
difference between the net disposal proceeds and the carrying amount of the investment property,
is recognised in the income statement in the period of the retirement or disposal.

Leasehold land and land use rights
Leasehold land and land use rights are lump sum upfront payments to acquire long-term interest in
lessee-occupied properties.

Leasehold land and land use rights relating to buildings of the Group are stated at cost and are
amortised over the period of the lease on the straight-line basis to the income statement. Leasehold
land and land use rights relating to investment properties and properties developed for sale are not
amortised and included as part of the cost of such properties.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(h) Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group's share of
the net identifiable assets of the acquired subsidiary/associate at the date of acquisition. Goodwill on
acquisitions of subsidiaries is shown separately in the consolidated balance sheet. Goodwill on
acquisitions of associates and jointly controlled entities is included in investments in associates and
jointly controlled entities respectively. Goodwill is tested annually for impairment and carried at cost
less accumulated impairment losses. Gains and losses on the disposal of an entity include the carrying
amount of goodwill relating to the entity sold.

Goodwill is allocated to cash-generating units for the purpose of impairment testing.

(i) Impairment of assets
(i) Impairment of investments in equity securities and other receivables

Investments in equity securities (other than investments in subsidiaries and associates: see
note 3(i)(ii)) and other current and noncurrent receivables that are stated at cost or amortised
cost or are classified as available-for-sale financial assets are reviewed at each balance sheet
date to determine whether there is objective evidence of impairment. Objective evidence of
impairment includes observable data that comes to the attention of the Group about one or
more of the following loss events:

- significant financial difficulty of the debtor;
- a breach of contract, such as a default or delinquency in interest or principal payments;

- it becoming probable that the debtor will enter bankruptcy or other financial
reorganisation;

- significant changes in the technological, market, economic or legal environment that
have an adverse effect on the debtor; and

- a significant or prolonged decline in the fair value of an investment in an equity
instrument below its cost.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(i) Impairment of assets (Continued)
(i) Impairment of investments in equity securities and other receivables (Continued)
If any such evidence exists, any impairment loss is determined and recognised as follows:

- For unquoted equity securities carried at cost, the impairment loss is measured as the
difference between the carrying amount of the financial asset and the estimated
future cash flows, discounted at the current market rate of return for a similar financial
asset where the effect of discounting is material. Impairment losses for equity securities
are not reversed.

- For trade and other current receivables and other financial assets carried at amortised
cost, the impairment loss is measured as the difference between the asset’s carrying
amount and the present value of estimated future cash flows, discounted at the
financial asset’s original effective interest rate (i.e. the effective interest rate computed
at initial recognition of these assets), where the effect of discounting is material. This
assessment is made collectively where financial assets carried at amortised cost share
similar risk characteristics, such as similar past due status, and have not been
individually assessed as impaired. Future cash flows for financial assets which are
assessed for impairment collectively are based on historical loss experience for assets
with credit risk characteristics similar to the collective group.

If in a subsequent period the amount of an impairment loss decreases and the decrease
can be linked objectively to an event occurring after the impairment loss was
recognised, the impairment loss is reversed through profit or loss. A reversal of an
impairment loss shall not result in the asset’s carrying amount exceeding that which
would have been determined had no impairment loss been recognised in prior years.

- For available-for-sale financial assets, the cumulative loss that has been recognised
directly in equity is removed from equity and is recognised in profit or loss. The
amount of the cumulative loss that is recognised in profit or loss is the difference
between the acquisition cost (net of any principal repayment and amortisation) and
current fair value, less any impairment loss on that asset previously recognised in
profit or loss.

Impairment losses recognised in profit or loss in respect of available-for-sale financial

assets are not reversed through profit or loss. Any subsequent increase in the fair
value of such assets is recognised directly in equity.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(i) Impairment of assets (Continued)
(i) Impairment of investments in equity securities and other receivables (Continued)

Impairment losses are written off against the corresponding assets directly, except for
impairment losses recognised in respect of trade debtors and bills receivable included
within trade and other receivables, whose recovery is considered doubtful but not
remote. In this case, the allowance for impairment of bad and doubtful debts are
recorded using an allowance account. When the Group is satisfied that recovery is
remote, the amount considered irrecoverable is written off against trade debtors and
bills receivable directly and any amounts held in the allowance account relating to
that debt are reversed. Subsequent recoveries of amounts previously charged to the
allowance account are reversed against the allowance account. Other changes in the
allowance account and subsequent recoveries of amounts previously written off
directly are recognised in profit or loss.

(ii) Impairment of other 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, except in the case of goodwill,

an impairment loss previously recognised no longer exists or may have decreased:

property, plant and equipment (other than properties carried at revalued amounts);

land and land use rights classified as being held under an operating lease;

investments in subsidiaries and associates (except for those classified as held for sale
or included in a disposal group that is classified as held for sale); and

goodwill.

If any such indication exists, the asset's recoverable amount is estimated. In addition, for

goodwill, intangible assets that are not yet available for use and intangible assets that have

indefinite useful lives, the recoverable amount is estimated annually whether or not there is

any indication of impairment.
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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 recoverable
amount is determined for the smallest group of assets that generates cash inflows
independently (i.e. a cash-generating unit).
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(i) Impairment of assets (Continued)
(i) Impairment of other assets (Continued)
- Recognition of impairment losses

An impairment loss is recognised in profit or loss whenever the carrying amount of
an asset, or the cash-generating unit to which it belongs, exceeds its recoverable
amount. Impairment losses recognised in respect of cash-generating units are allocated
first to reduce the carrying amount of any goodwill allocated to the cash generating
unit (or group of units) and then, to reduce the carrying amount of the other assets in
the unit (or group of units) on a pro rata basis, except that the carrying value of an
asset will not be reduced below its individual fair value less costs to sell, or value in
use, if determinable.

= Reversals of impairment losses

In respect of assets other than goodwill, an impairment loss is reversed if there has
been a favourable change in the estimates used to determine the recoverable amount.
An impairment loss in respect of goodwill is not reversed.

A reversal of an impairment loss 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 profit or loss in the year in which the
reversals are recognised.

(j) Financial assets
The Group classifies its financial assets in the following two categories: available-for-sale financial
assets and loans and receivables. The classification depends on the purpose for which the financial
assets were acquired. Management determines the classification of its financial assets at initial
recognition and re-evaluates their classification at every balance sheet date.

(i) Available-for-sale financial assets
Available-for-sale financial assets are non-derivatives that are either designated in this category
or not classified in any of the other categories. They are included in non-current assets unless
management intends to dispose of the investment within 12 months of the balance sheet
date.

(i) Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. They are included in current assets, except for
maturities greater than 12 months after the balance sheet date. These are classified as non-
current assets. Trade and other receivables and cash and cash equivalents in the balance
sheet are classified as loans and receivables.

Loans and receivables are recognised initially at fair value, plus transaction costs incurred.

Loans and receivables are subsequently carried at amortised cost using the effective interest
method.
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3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial assets (Continued)

)

(ii)

Loans and receivables (Continued)

Regular purchases and sales of financial assets are recognised on the trade-date - the date
on which the Group commits to purchase or sell the asset. Investments are initially recognised
at fair value plus transaction costs for all financial assets not carried at fair value through
profit or loss. Financial assets carried at fair value through profit or loss are initially recognised
at fair value, and transaction costs are expensed in the income statement. Financial assets are
derecognised when the rights to receive cash flows from the investments have expired or
have been transferred and the Group has transferred substantially all risks and rewards of
ownership. Available-for-sale financial assets and financial assets at fair value through profit
or loss are subsequently carried at fair value. Loans and receivables are carried at amortised
cost using the effective interest method.

Changes in the fair value of monetary securities denominated in a foreign currency and
classified as available-for-sale are analysed between translation differences resulting from
changes in amortised cost of the security and other changes in the carrying amount of the
security. The translation differences on monetary securities are recognised in profit or loss;
translation differences on non-monetary securities are recognised in equity. Changes in the
fair value of monetary and non-monetary securities classified as available for sale are recognised
in equity.

When securities classified as available for sale are sold or impaired, the accumulated fair value
adjustments recognised in equity are included in the income statement as ‘gains and losses
from investment securities’.

Interest on available-for-sale financial assets calculated using the effective interest method is
recognised in the income statement as part of other income. Dividends on available-for-sale
equity instruments are recognised in the income statement as part of other income when the
Group's right to receive payments is established.

The fair values of quoted investments are based on current bid prices. If the market for a
financial asset is not active (and for unlisted securities), the Group established fair value by
using valuation techniques. These include the use of recent arm’s length transactions, reference
to other instruments that are substantially the same, discounted cash flow analysis and option
pricing models, making maximum use of market inputs and relying as little as possible on
entity-specific inputs.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(k) Financial guarantees issued, provisions and contingent liabilities
(i) Financial guarantees issued
Financial guarantees are contracts that require the issuer (i.e. the guarantor) to make specified
payments to reimburse the beneficiary of the guarantee (the “holder”) for a loss the holder
incurs because a specified debtor fails to make payment when due in accordance with the
terms of a debt instrument.

Where the Group issues a financial guarantee, the fair value of the guarantee (being the
transaction price, unless the fair value can otherwise be reliably estimated) is initially recognised
as deferred income within trade and other payables. Where consideration is received or
receivable for the issuance of the guarantee, the consideration is recognised in accordance
with the Group's policies applicable to that category of asset. Where no such consideration is
received or receivable, an immediate expense is recognised in profit or loss on initial
recognition of any deferred income.

The amount of the guarantee initially recognised as deferred income is amortised in profit or
loss over the term of the guarantee as income from financial guarantees issued. In addition,
provisions are recognised in accordance with note 3(k)(iii) if and when (i) it becomes probable
that the holder of the guarantee will call upon the Group under the guarantee, and (ii) the
amount of that claim on the Group is expected to exceed the amount currently carried in
trade and other payables in respect of that guarantee i.e. the amount initially recognised, less
accumulated amortisation.

(ii) Contingent liabilities acquired in business combinations
Contingent liabilities acquired as part of a business combination are initially recognised at
fair value, provided the fair value can be reliably measured. After their initial recognition at
fair value, such contingent liabilities are recognised at the higher of the amount initially
recognised, less accumulated amortisation where appropriate, and the amount that would
be determined in accordance with note 3(k)(iii). Contingent liabilities acquired in a business
combination that cannot be reliably fair valued are disclosed in accordance with note 3(k)(iii).

(iii) Other provisions and contingent liabilities
Provisions are recognised for other liabilities of uncertain timing or amount when the Group
or the Company 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
reliable estimate can be made. Where the time value of money is material, provisions are
stated at the present value of the expenditure 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.
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3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

n

(m)

(n)

(o)

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined using the
weighted average method. The cost of finished goods and work in progress comprises raw materials,
direct labour, other direct costs and related production overheads (based on normal operating
capacity). It excludes borrowing costs. Net realisable value is the estimated selling price in the ordinary
course of business, less applicable variable selling expenses.

Trade and other receivables
Trade and other receivables are initially measured at fair value and, after initial recognition, at amortised
cost less any allowance for impairment of bad and doubtful debts, except for the following receivables:

- interest-free loans made to related parties without any fixed repayment terms or the effect of
discounting being immaterial, that are measured at cost less any allowance for impairment of
bad and doubtful debts, and

- short term receivables with no stated interest rate and the effect of discounting being
immaterial, that are measured at their original invoiced amount less any allowance for

impairment of bad and doubtful debts.

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 convertible to
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 consolidated cash flow statement.

Share capital
Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new shares or options are shown in equity as a
deduction, net of tax, from the proceeds.

Where any group company purchases the Company's equity share capital (Treasury shares), the
consideration paid, including any directly attributable incremental costs (net of income taxes) is
deducted from equity attributable to the Company’s equity holders until the shares are cancelled,
reissued or disposed of. Where such shares are subsequently sold or reissued, any consideration
received, net of any directly attributable incremental transaction costs and the related income tax
effects, is included in equity attributable to the Company’s equity holders.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(p)

(a)

(r)

Trade and other payables

Trade and other payables are initially measured at fair value. Except for financial guarantee liabilities
(if any) measured in accordance with note 3(k)(i), trade and other payables are subsequently stated at
amortised cost, except for the following payables:

= short-term payables with no stated interest rate and the effect of discounting being immaterial,
that are measured at their original invoiced amount, and

- interest free loans from related parties without any fixed repayment terms or the effect of
discounting being immaterial, that are measured at cost.

Bank and other borrowings

Bank and other borrowings are recognised initially at fair value, net of transaction costs incurred.
Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal
of a financial asset or financial liability, including fees and commissions paid to agents, advisers,
brokers and dealers, levies by regulatory agencies and securities exchanges, and transfer taxes and
duties. Bank and other borrowings are subsequently stated at amortised cost; any difference between
the proceeds (net of transaction costs) and the redemption value is recognised in the income
statement over the period of the borrowings using the effective interest method.

Bank and other borrowings are classified as current liabilities unless the Group has an unconditional
right to defer settlement of the liability for at least 12 months after the balance sheet date.

Income tax
Income tax comprises current and deferred tax. Income tax is recognised in the income statement or
in equity if it relates to items that are recognised in the same or a different period, directly in equity.

Deferred tax is provided in full, using the liability method, on temporary differences arising between
the tax bases of assets and liabilities and their carrying amounts in the consolidated financial
statements. However, if the deferred tax arises from initial recognition of an asset or liability in a
transaction other than a business combination that at the time of the transaction affects neither
accounting nor taxable profit or loss, it is not accounted for. Deferred tax is determined using tax
rates (and laws) that have been enacted or substantially enacted by the balance sheet date and are
expected to apply when the related deferred tax asset is realised or the deferred tax liability is
settled.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be
available against which the temporary differences can be utilised.

Deferred tax is provided on temporary differences arising on investments in subsidiaries and associates,

except where the timing of the reversal of the temporary difference is controlled by the Group and it
is probable that the temporary difference will not reverse in the foreseeable future.

Annual Report 2007




|62

COSMOS MACHINERY ENTERPRISES LIMITED

Notes to the Financial Statements
For the year ended 31st December, 2007

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Employee benefits

(s)

(i)

(ii)

(ii)

Retirement benefit costs

Payments to defined contribution plans under the mandatory provident fund scheme, the
ORSO scheme and state-managed retirement benefits scheme are charged as expenses as
they fall due.

Profit-sharing and bonus plans

The Group recognises a liability and an expense for bonuses and profit-sharing, based on a
formula that takes into consideration the profit attributable to the Company’s shareholders
after certain adjustments. The Group recognises a provision where contractually obliged or
where there is a past practice that has created a constructive obligation.

Share-based compensation

The fair value of share options granted to employees is recognised as an employee cost with
a corresponding increase in share option reserve within equity. The fair value is measured at
grant date using the binomial lattice model, taking into account the terms and conditions
upon which the options were granted. Where the employees have to meet vesting conditions
before becoming unconditionally entitled to the share options, the total estimated fair value
of the share options is spread over the vesting period, taking into account the probability
that the options will vest.

During the vesting period, the number of share options that is expected to vest is reviewed.
Any adjustment to the cumulative fair value recognised in prior years is charged/credited to
the income statement for the year of the review, unless the original employee expenses
qualify for recognition as an asset, with a corresponding adjustment to the capital reserve.
On vesting date, the amount recognised as an expense is adjusted to reflect the actual
number of options that vest (with a corresponding adjustment to the share option reserve)
except where forfeiture is only due to not achieving vesting conditions that relate to the
market price of the Company’s shares. The equity amount is recognised in the share option
reserve until either the option is exercised (when it is transferred to the share premium
account) or the option expires (when it is released directly to retained profits).
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(t) Revenue recognition
Revenue comprises the fair value for the sale of goods and services, net of value-added tax, rebates
and discounts and after eliminating sales within the Group. Revenue is recognised as follows:

(i) Sales of goods are recognised when a Group entity has delivered products to the customer
and the customer has accepted the products and collectibility of the related receivables is
reasonably assured.

(ii) Rental income, including rentals invoiced in advance from properties under operating leases,
is recognised on a straight line basis over the period of the leases.

(iii) Commission income, handling and services income are recognised when services are provided.
(iv) Interest income is recognised as it accrues using the effective interest method.
(v) Dividend income is recognised when the right to receive payment is established prior to the

balance sheet date.

(u) Leases
(i) Operating lease (both as the lessee or the lessor)
Leases in which a significant portion of the risks and rewards of ownership are retained by
the lessor are classified as operating leases. Where the Group is the lessee, payments made
under operating leases (net of any incentives received from the lessor) are expensed in the
income statement on a straight-line basis over the period of the lease. Where the Group is
the lessor, assets leased by the Group under operating leases are included in non-current
assets and rentals receivable under the operating leases are credited to the income statement
in a straight line basis over the lease period.

(ii) Finance lease (as the lessee)

Leases of assets where the Group has substantially obtained all the risks and rewards of
ownership are classified as finance leases. Finance leases are capitalised at the lease’s
commencement at the lower of the fair value of the leased property and the present value of
the minimum lease payments. Each lease payment is allocated between the liability and
finance charges so as to achieve a constant rate on the finance balance outstanding. The
corresponding rental obligations, net of finance charges, are included in current and non-
current bank and other borrowings. The interest element of the finance cost is recognised in
the income statement over the lease period so as to produce a constant periodic rate of
interest on the remaining balance of the liability for each period. The investment properties
acquired under finance leases are carried at their fair value, while the property, plant and
equipment acquired under finance leases are depreciated over the shorter of the useful lives
of the assets or the lease terms.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(v)

(w)

(x)

Dividend distribution

Final dividends proposed by the directors are classified as a separate allocation of retained profits
within the equity section of the balance sheet, until they have been approved by the shareholders in
a general meeting. When these dividends have been approved by the shareholders and declared,
they are recognised as a liability.

Interim dividends are simultaneously proposed and declared, because the Company’s memorandum
and articles of association grant the directors the authority to declare interim dividends. Consequently,
interim dividends are recognised immediately as a liability when they are proposed and declared.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying
assets, i.e., assets that necessarily take a substantial period of time to get ready for their intended use
or sale, are capitalised as part of the cost of those assets. Capitalisation of such borrowing costs
ceases when the assets are substantially ready for their intended use or sale. Investment income
earned on the temporary investment of specific borrowings pending their expenditure on qualifying
assets is deducted from the borrowing costs capitalised.

Discontinued operations
A discontinued operation is a component of the Group’s business, the operations and cash flows of
which can be clearly distinguished from the rest of the Group and which represents a separate major
line of business or geographical area of operations, or is part of a single co-ordinated plan to dispose
of a separate major line of business or geographical area of operations, or is a subsidiary acquired
exclusively with a view to resale.

Classification as a discontinued operation occurs upon disposal or when the operation meets the
criteria to be classified as held for sale, if earlier. It also occurs when the operation is abandoned.

Where an operation is classified as discontinued, a single amount is presented on the face of the
income statement, which comprises:

- the post-tax profit or loss of the discontinued operation; and

- the post-tax gain or loss recognised on the measurement to fair value less costs to sell, or on
the disposal, of the assets or disposal group(s) constituting the discontinued operation.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(y) Related parties
For the purposes of these financial statements, a party is considered to be related to the Group if:

(i)

(if)

(iii)

(iv)

(vii)

directly, or indirectly through one or more intermediaries, the party:

(1) controls, is controlled by, or is under common control with, the Group;
() has an interest in the Group that gives its significant influence over the Group; or
(3) has joint control over the Group;

the party is a jointly-controlled entity;

the party is an associate;

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

the party is a close member of the family of any individual referred to in (i) or (iv);

the party is an entity that is controlled, jointly-controlled or significantly influenced by or for
which significant voting power in such entity resides with, directly or indirectly, any individual

referred to in (iv) or (v); or

the party is a post-employment benefit plan for the benefit of employees of the Group, or of
any entity that is a related party of the Group.
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CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Estimates and judgements are continually evaluated and are based on historical experience and other factors,

including expectations of future events that are believed to be reasonable under the circumstances.

(a)

Critical accounting estimates and assumptions

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates

will, by definition, seldom equal to the related actual results. The estimates and assumptions that

have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities

within the next financial year are discussed below.

(i)

(ii)

(iii)

Estimated impairment of goodwill

The Group tests annually whether goodwill has suffered any impairment, in accordance with
the accounting policy stated in note 3(i). The recoverable amounts of cash-generating units
have been determined based on value-in use calculations. These calculations require the use
of estimates (note 19).

Estimate of fair value of unlisted securities

Certain unlisted securities included in available-for-sale financial assets are stated at cost at
the balance sheet date as the Group determines the fair value of such assets closely
approximates to the cost. For the unlisted securities valued at fair value, the Group uses the
discounted cashflows valuation method and makes assumptions that are based on market
conditions existing at each balance sheet date for the determination of the fair value.

Estimate of fair value of investment properties

The best evidence of fair value is current prices in an active market for similar lease and other
contracts. In the absence of such information, the Group determines the amount within a
range of reasonable fair value estimates. In making its judgement, the Group considers
information from a variety of sources including:

(i) current prices in an active market for properties of different nature, condition or
location (or subject to different lease or other contracts), adjusted to reflect those
differences.

(ii) recent prices of similar properties in less active markets, with adjustments to reflect
any changes in economic conditions since the date of the transactions that occurred
at those prices.
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CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (Continued)
(b) Critical judgements in applying the entity’s accounting policies
Distinction between investment properties and owner-occupied properties

The Group determines whether a property qualifies as investment property. In making its judgement,
the Group considers whether the property generates cash flows largely independently of the other
assets held by an entity. Owner-occupied properties generate cash flows that are attributable not
only to property but also to other assets used in the production or supply process.

BUSINESS AND GEOGRAPHICAL SEGMENTS
Primary reporting format - Business segments
At 31st December, 2007, the Group is organised on a product basis into four main business segments.

Continuing operations:

(1) trading of industrial consumables

(2) manufacturing of plastic processing products
(3) manufacturing of machinery; and

(4) manufacturing of printed circuit boards.

Discontinued operation:
Manufacturing of audio and electronic products

Details of the discontinued operation are disclosed in note 12 to the financial statements.
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5. BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)
Primary reporting format - Business segments (Continued)
The segment results for the year ended 31st December, 2007 are as follows:

Plastic Printed
Industrial ~ processing circuit Other
consumables products  Machinery boards  operations Eliminations Consolidated
HKS$ HK$ HKS$ HKS$ HKS$ HKS$ HK$
TURNOVER
External sales 366,467,005 479,495,091 806,800,302 440,614,681 - - 2,093,377,079
Inter-segment sales 6,960,302 = 7911414 = - (14871,716) =
Total revenue 373427307 479495091 814,711,716 440,614,681 = (14,871,716)  2,093,377,079

Inter-segment sales are charged at prevailing market rates.

RESULTS
Segment results 31,452,282 23,572,063 82,350,998 29,714,187 2,265,134 694,576 170,049,240
Unallocated

corporate expenses (26,029,962)
Profit from operations 144,019,278
Finance costs (27,088,135)
Investment income 1,647,619
Loss on disposal of subsidiaries (1,158,846)
Loss on disposal of associates (93,250)
Share of results of associates (175,787) 3,245,882 27,229,385 30,299,480
Profit before taxation 147,626,146
Taxation 9,933,951
Profit before minority interests 137,692,195

Annual Report 2007




COSMOS MACHINERY ENTERPRISES LIMITED

69|

Notes to the Financial Statements
For the year ended 31st December, 2007

BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)
Primary reporting format - Business segments (Continued)

Plastic Printed
Industrial processing circuit Other
consumables products Machinery boards operations  Consolidated
HK$ HK$ HK$ HK$ HK$ HK$

ASSETS
Segment assets 205,540,785 364,471,845  1,014,268,168 274,652,123 70973283 1,929,906,204
Interests in associates 271,203,774
Available-for-sale financial assets 5,055,010
Unallocated corporate assets 55,174,806
Consolidated total assets 2,261,339,794
LIABILITIES
Segment liabilities 76,807,957 70,675,797 422,529,755 144,164,060 7,909,872 722,087,441
Tax payable 6,513,033
Borrowings 338,426,364
Unallocated corporate liabilities 65,793,535
Consolidated total liabilities 1,132,820,373
OTHER INFORMATION
Capital additions 1,476,132 9,307,901 33,824,326 25,913,966 832,187 71,354,512
Depreciation and amortisation 1,159,229 16,428,851 21,530,660 15,352,273 1,501,166 55972179
Other non-cash expenses (income) (313,054) (1,060,935) 14,885,673 267,896 10,126,350 23,905,930
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5. BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)
Primary reporting format - Business segments (Continued)
The segment results for the year ended 31st December, 2006 are as follows:

Discontinued
Continuing operations operation
Plastic Printed Audio and
Industrial  processing circuit Other electronic
consumables products  Machinery boards  operations  Eliminations Sub-total products  Eliminations Consolidated
HKS HKS HKS HKS HKS HKS HKS HKS HKS HKS
TURNOVER
External sales 345942479 425165758 685684256 456,174,592 = - 191297085 109,664,550 - 2022631635
Inter-segment sales 8499425 18,273,484 10,976,674 o - (19779373) 17,970,210 - (17.970210) =
Total revenue 354441904 443439242 696660930 456,174,592 - (19779373) 1930937295 109664550 (17.970.210) 2,022,631,635
Inter-segment sales are charged at prevailing market rates.
RESULTS
Segment results 21,707,969 28,589,602 331341 31,109,331 2,225,061 1153429 123919503 (7,238,845) - 116,680,658
Unallocated corporate
expenses (22,183,033) - (22,183,033)
Profit (loss) from operations 101,736,470 (7,238,845) 94497625
Finance costs (27.927482) (720,533) (28,648,015)
[nvestment income 4777545 16,306 4793851
Gain on disposal of a subsidiary 10,561 1 10,562
Gain on disposal of
discontinued operation 60,629 - 60,629
Share of results of associates (344,763) 5,632,786 24157827 29,445,850 - 29445850
Profit (loss) before taxation 108,103,573 (7.943,071) 100,160,502
Taxation 11,544,167 - 11,544,167
Profit (loss) before
minority interests 96,559,406 (7943,071) 88,616,335
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5. BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)
Primary reporting format - Business segments (Continued)
Discontinued

Continuing operations operation
Plastic Printed Audio and
Industrial ~ processing circuit Other electronic
consumables products  Machinery boards  operations products Consolidated
HK$ HK$ HK$ HK$ HK$ HK$ HK$
ASSETS
Segment assets 183,857,875 333868341 940,166,030 255,741,727 93,020,890 21,642,020 1,828,296,383
Interests in associates 218,320,863
Available-for-sale
financial assets 7,656,695
Unallocated
corporate assets 53,150,201
Consolidated total assets 2,107,424,642
LIABILITIES
Segment liabilities 81,755,699 06472818 430,862,543 148,374,937 3,317,447 24354397 755,137,841
Tax payable 5,327,039
Borrowings 340,565,426
Unallocated corporate
liabilities 50,436,469
Consolidated total liabilities 1,151,466,775
OTHER INFORMATION
Addition of goodwill - - 981,123 - - - 981,123
Capital additions 1,551,880 12,204,154 19,868,990 21,637,366 429,282 443,851 56,135,523
Depreciation and
amortisation 974,459 17,413,493 20,485,205 14,671,986 1,736,788 1,734,338 57,016,269
Other non-cash expenses 169,863 3,840,755 13,629,416 559,366 695,417 4,971,763 23,866,580
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BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)
Secondary reporting format - Geographical segments
The Group's operations are located in Hong Kong, other regions in the People’s Republic of China (the “PRC"),

other Asia-Pacific countries, North America and Europe. The Group's trading of industrial consumables division

is located in Hong Kong and the PRC. The manufacturing of plastic processing products, machinery, audio

and electronic products and printed circuit boards divisions are located in the PRC.

The following table provides an analysis of the Group’s sales by geographical market, irrespective of the

origin of the goods/services:

Sales revenue by

geographical market

2007 2006

HKS$ HKS

Hong Kong 804,749,061 608,529,651
PRC 1,048,219,380 1,084,800,934
Other Asia-Pacific countries 120,632,569 98,686,926
North America 74,221,683 82,582,828
Europe 45,554,386 38,366,746
Continuing operations 2,093,377,079 1,912,967,085
Discontinued operation - 109,664,550
2,093,377,079 2,022,631,635

The following is an analysis of the carrying amount of segment assets, and additions to property, plant and

equipment and goodwill, analysed by the geographical area in which the assets are located:

Carrying amount

Additions to property,

plant and equipment

of segment assets and goodwill

2007 2006 2007 2006

HK$ HKS HKS$ HKS

Hong Kong 1,095,134,267 490,853,326 931,255 2,438,801
PRC 1,141,663,638 1,559,563,466 70,423,257 52,119,242
Other Asia-Pacific countries 11,329,193 15,684,114 - -
North America 6,481,983 7,950,765 - =
Europe 6,730,713 11,730,951 - 2,114,752
Continuing operations 2,261,339,794 2,085,782,622 71,354,512 56,672,795
Discontinued operation - 21,642,020 - 443,851
2,261,339,794 2,107,424,642 71,354,512 57,116,646
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6. TURNOVER, OTHER INCOME AND GAINS, NET
Turnover represents the amounts received and receivable for goods sold to customers, less returns and
discounts, during the year. An analysis of the Group’s turnover, other income and gains, net is as follows:

2007 2006
HK$ HKS
Turnover
Sales of goods 2,093,377,079 1,912,967,085
Other income
Commission income 503,847 480,761
Gross rental income from properties 2,134,700 2,684,308
Handling and services income 578,954 787,300
Release of negative goodwill to income - 94,901
Gain on disposal of a domain name - 3,491,500
Sundry income 15,620,088 24,151,850
18,837,589 31,690,620
Gains, net
Exchange gain 6,255,579 1,633,662
Fair value gains on investment properties 7,960,000 800,000
Gain on disposal of investment properties 8,976,730 -
Revaluation surplus on leasehold buildings 426,874 -
23,619,183 2,433,662
42,456,772 34,124,282
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7. FINANCE COSTS

2007 2006
HK$ HKS
Interest on:

Borrowings wholly repayable within five years
- bank loans and overdrafts 24,875,353 26,479,432
— other loans 1,183,918 636,983
Finance leases 1,028,864 1,531,600
27,088,135 28,648,015
Less: Attributable to discontinued operation (note 12) - 720,533
27,088,135 27,927,482

8. INVESTMENT INCOME

2007 2006
HK$ HKS
Interest income 2,030,074 1,035,202
(Loss) Gain on disposal of available-for-sale financial assets (382,455) 3,758,649
1,647,619 4,793,851
Less: Attributable to discontinued operation (note 12) - 16,306
1,647,619 4,777,545
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) PROFIT BEFORE TAXATION

Profit before taxation has been arrived at after charging and crediting the following:

2007 2006
Continuing Discontinued Continuing  Discontinued
operations operation operations operation
HK$ HKS$ HKS HKS
Charging:
Staff costs:
Directors’ remuneration (note 10) 15,309,022 - 13,974,614 =
Salaries and other benefits 249,563,711 - 219,734,824 10,843,080
Retirement benefits
scheme contributions 4,550,671 - 8,670,428 114,020
Share-based payments 2,998,829 - - -
272,422,233 - 242,379,866 10,957,100
Depreciation and amortisation on:
- Owned assets 51,659,417 - 49,922,540 1,847,175
— Assets held under finance leases 3,299,609 - 4,012,852 -
- Leasehold land and
land use rights (note 18) 1,013,153 - 1,233,702 -
Impairment losses on goodwill
(included in other operating
expenses) (note 19) - - 981,123 -
Auditors’ remuneration
— Current year 2,004,212 - 1,874,325 137,000
- Underprovided in prior years 31,730 - 12,650 8,000
Loss on disposal of property, plant and
equipment (note below) 3,697,817 - - 226,711
Impairment losses on property, plant and
equipment (note 16) 1,500,000 - 195,481 800,471
Operating lease payments (note 35) 13,145,157 - 12,756,276 30,926
Revaluation deficit on leasehold buildings 152,916 - 494,566 -
Write-down of inventories 13,972,864 - 3,289,645 4,971,763
Share of associates’ taxation 5,341,455 - 5,541,839 -
and crediting:
Rental income net of direct outgoings 1,835,251 - 2,456,839 -
Revaluation surplus on leasehold buildings 426,874 - - -

Gain on disposal of investment properties 8,976,730 - = =
Gain on disposal of property, plant and

equipment and leasehold land and

land use rights (note below) 63,697,646 - 1,039,458 -

Note:  For the year ended 31st December, 2007, the above gain on disposal of property, plant and equipment and
leasehold land and land use rights included a gain of HK$52,526,570 (after deducting expenses of HK$1,029,760)
which resulted from the compensation for relocation of the plants in Dongguan (see also note 18). The net gain
on disposal of property, plant and equipment and leasehold land and land use rights of the Group of HK$59,999,829
has been shown in the consolidated income statement.
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10. DIRECTORS’ AND EMPLOYEES' EMOLUMENTS
(a) Directors’ emoluments
Directors' remuneration for the year, disclosed pursuant to The Rules Governing the Listing of Securities
on the Stock Exchange and Section 161 of the Hong Kong Companies Ordinance, is as follows:

Retirement
Salaries benefits Share-

Directors’ and scheme based 2007 2006

Name of directors fees allowances contributions payments'® Total Total
HK$ HK$ HK$ HK$ HK$ HK$

Executive directors
Mr. Tang To 3,383,871 1,178,000 156,150 - 4,718,021 4,401,262
Mr. Wong Yiu Ming 3,344,871 1,400,000 168,750 120,000 5,033,621 4,534,812
Mr. Yan Wing Fai® 1,271,375 911,000 12,000 48,000 2,242,375 2,065,400
Mr. Li Tin Loi 763,375 1,276,000 88,200 48,000 2,175,575 1,773,710
Mr. Zhao Zhuoying ¥ - - - - - 40,000
Mr. Jiang Wei ® 40,000 - - - 40,000 -
Non-executive directors
Mr. Tang Kwan 40,000 680,400 51,030 - 771,430 771,430
Mr. He Zhiqi® - - - - - 40,000
Mr. Kan Wai Wah 40,000 - - - 40,000 40,000
Mr. Yip Jeffery 40,000 - - - 40,000 40,000
Miss. Yeung Shuk Fan 168,000 - - - 168,000 168,000
Mr. Liang Shangli@ - - - - - 100,000
Mr. Qu Jinping - - - - - -
Mr. Cheng Tak Yin® 40,000 - - - 40,000 -
Mr. Wu Ding © 40,000 - - - 40,000 -
Total 2007 9,171,492 5,445,400 476,130 216,000 15,309,022 13,974,614
Total 2006 8,177,424 5,342,300 454,890 -
Notes:
(1) Appointed on 30th January, 2007
(2) Resigned on 30th January, 2007
(3) Appointed on 1st June, 2007
(4) Resigned on 1st June, 2007
(5) Resigned on 31st March, 2008
(6) These represent the estimated value of share options granted to the directors under the Company’s share

option scheme. The value of these share options is measured according to the Group’s accounting policies
for share-based payments as set out in note 3(s)(iii). The details of these benefits in kind are also set out
in note 28.

There was no arrangement under which a director waived or agreed to waive any remuneration
during the year.
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10. DIRECTORS’ AND EMPLOYEES’ EMOLUMENTS (Continued)
(b) Employees’ emoluments
The five highest paid individuals included four (2006: four) directors, details of whose emoluments
are set out above. The emoluments of the remaining one (2006: one) individual are as follows:

2007 2006

HK$ HKS

Salaries and other benefits 4,856,900 4,415,800
Retirement benefits schemes contributions 45,900 45,900
4,902,800 4,461,700

11. TAXATION
Hong Kong profits tax has been provided at the rate of 17.5% (2006: 17.5%) on the estimated assessable
profits for the year. Taxation on overseas profits has been calculated on the estimated assessable profits for
the year at the rates of taxation prevailing in the countries in which the Group operates.

2007 2006
HK$ HKS
Hong Kong profits tax
Current year 2,364,322 2,655,092
(Over) Under-provision in prior years (95,718) 127,265
2,268,604 2,782,357
Overseas tax paid
Current year 8,809,867 8,234,261
Under-provision in prior years 101,987 =
8,911,854 8,234,261
Deferred taxation relating to the origination and
reversal of temporary differences (note 32) (1,246,507) 527,549
Taxation charge 9,933,951 11,544,167

Annual Report 2007




|78

COSMOS MACHINERY ENTERPRISES LIMITED

Notes to the Financial Statements
For the year ended 31st December, 2007

11.

TAXATION (Continued)

The taxation on the Group’s profit before taxation differs from the theoretical amount that would arise using

the domestic taxation rates applicable to profits of the consolidated companies as follows:

2007 2006
HK$ HKS

Profit before taxation (including loss from

discontinued operation) 147,626,146 100,160,502
Tax at the domestic income tax rate of 17.5% (2006: 17.5%) 25,834,575 17,528,088
Tax effect of expenses that are not deductible in

determining taxable profit 37,220,547 22,371,386
Tax effect of income that is not taxable in determining

taxable profit (60,666,621) (35,328,422)
Under-provision of profits tax in prior years, net 6,269 127,265
Tax effect of tax losses not recognised 8,490,035 8,208,714
Tax effect of temporary differences not recognised (259,816) 695,991
Tax effect of utilisation of tax losses not previously recognised (1,085,387) (2,832,221)
Effect of different tax rates of subsidiaries

operating in other jurisdictions 394,349 773,366
Taxation charge 9,933,95