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ACCOUNTING STANDARD FOR BUSINESS ENTERPRISES
FIXED ASSETS

INTRODUCTION

L Thiz Standard prescribes the accounting treatment for fized assets and the disclosme of
related information.

2 This Standard does not deal with:
(1) the initial measurement of fixed assets acquired in a business combination; and

2) biological assets. such as forests with economic valme and livestock related to
agricultural activity.

DEFINITIONS
i The following terms are used in this Standard with the meanings specified:
(1) Fixed assets are tangible assets that:

@ are held for use in the production or supply of goods or services, for rental to
others, or for administrative purposes;

@ have useful life more than one year; and
@ have relatively high unit price.

2 Useful life is the period of time over which an asset is expected to be used The useful
life of certain fixed assets may be the mumber of production or umits of service
expected to be obtained from the assets.

3) Depreciation iz the systematic allocation of the depreciable amount of a fixed asset
by selected method over its usefnl life. Depreciable amount is the original cost of a

fired azset less itz estimated net residual value and accommlated impairment loss (if a
provision for impairment has been made for the fixed asset).

RECOGNITION OF FIXED ASSETS
4. A fized asset should be recognized when:

(1) it is probable that future economic benefits associated with the asset will flow to the
enterprise; and

) the cost of the asset can be measured reliably.
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In recognizing a fixed asset, judgement is reqmired m applying the definition and recognition
criteria of fixed aszet to the specific circumstances of the enterprize.

Certain assets of an enterprise held for emvironmental or safety purposes, while not directly
resulting in future economic benefits to the enterprise. are necessary in order for the enterprise
to obtain the fiture ecomomic benefits from other related assets. When this is the case, these
assets should also be recognized as fixed assets provided that the resnlting camying amount of
such an asset and related assets does not exceed the total recoverable amount of that asset and
its related assets.

Component parts of an asset are recognized as fixed assets separately if they have different
useful Lives or provide benefits to the enterprise in different patterns thus necessitating use of
different depreciation rates and methods.

INITIAL MEASUREMENT OF FIXED ASSETS

10

1L

12.

13.

14.

A fixed asset shomld initially be recorded at its cost.

The cost of a fixed asset which is purchased separately comprizes its purchase price, value-
added tax, impert duties and other related taxes, and any directly atmbutable expenditures for
bringing the asset to working condition for its intended use, such as the cost of site
preparation, delivery and handling costs, installation costs, and professional fees

If a lump sum payment 15 made for purchasing several fixed assets that are not priced
separately, the recorded amount of each fized asset should be determined by allocating the
lomp sum payment according to the proportion of fair value of each asset to the total fair
value of all assets acquited.

A self-constructed fixed asset is recorded at the total amount of expenditure necessanly
meurred for bringing the asset to working condition for its intended use.

Fixed aszset contributed by an investor as capital is recorded based on the value agreed by all
Imvestors.

An azset acquired by a lessee under a finance lease is recorded at an amount determined in
accordance with the "Accounifng Standard for Business Enterprizses — Leases "

A fixed asset obtained through a debt restructuring is recorded at an ameunt determined in
accordance with the "Accounting Standard for Business Enterprises — Debt Restructurings"

A fized asset acquired through a non-monetary transaction iz recorded at an amount
determined in accordance with the “decoimting Standard for Business Enterprises — Non-

Monetary Transactions .

Any excess fixed asset identified in a fixed asset count should be recorded at an amount
determined in accordance with the following:

(1) if an active market exists for the same type of or similar fired assets, the fixed asset
should be recorded at the market price of the zame type of or similar fixed asset as
reduced by any impairment in valoe by reference to the condition of the asset;
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15.

16.

) if an active market does not exist for the same type of or similar fixed azsets, the fixed
asset should be recorded at the present value of the expected fiiure cash inflows
generated by the asset

A fixed asset obtained through donation should be recorded at an amoumt determined in
accordance with the following:

(1) if the donor has provided supporting documents on the valoe of the fixed asset, the
asset should be recorded at the amount on the supporting documents plus any taxes
and charges payable theraon;

) if the donor has not provided any supporting documents on the value of the fixed
asset, the asset should be recorded as follows:

0] if an active market exisis for the same type of or similar fixed assets, the
fized asset should be recorded at an amount estimated by reference to the
market price of the same type of or similar fixed assets, plus any taxes and
charges payable thereon;

@ if an active market does net exist for the same type of or sinnilar fixed assets,
the fixed asset should be recorded at the present value of the expected future
cash inflows generated by the fixed asset.

An old item of fixed asset obtained threugh demation should be recorded at an ameunt for a
new item determined by the above methods as redoced by amy impairment in valoe by
reference to the condition of the asset.

Bomowing costs to be capitalised as part of the cost of fixed asset should be accounted for in
accordance with the “Accounting Standard for Business Enierprises — Borrowing Cosiz ™.

DEPRECIATION OF FIXED ASSETS

17.

18.

19.

An enterprise should provide depreciation for all its fixed assets other than:
(1) fuolly depreciated fixed assets that are still in use; and

2) land that is separately revalued and recorded as a fixed asset in accordance with
relevant regulations.

An enterprise should reasonably determine the usefil lives and estimated net residual values
of fixed aszets according to the nature and use pattern of those fized assets. Once the uzeful
lives and esimated net residual valnes are selected, they should not be changed without
reasons. However, a change to the useful hfe of a fizred asset should be made under the
condition prescribed in Article 22 of this Standard.

An enterpmise should mamly consider the following factors in determiming the useful life of a
fixed asset:

(1) the expected production capacity or physical output of the asset;
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20.

2L

n.

n.

(2 the expected physical wear and tear of the asset, such as wear and tear due to
the use of an equipment and natural ercsion of a building;

3 other deterioration of the asset, including both the technical obsolescence of the asset
arising from inventien of new technology and obsolescence of the produet or service
output of the asset arising from a change in the market demand; and

(4) legal or similar imits on the use of the asset.

An enterprise should select the depreciation method for a fizxed asset according to the
consumpiion pattern of economic benefits embodied m the fixed asset Awailable methods
inclode the straight-lme method, the wmit-of-production method, the double declining balance
method and the sum-of-the-digits method. Once the depreciation method is selected, it should
not be changed without reasons. However, a change in depreciation method should be made
under the condition prescribed in Article 23 of this Standard.

Depreciation charges of fixed aszsets should be provided monthly and recognized as cost of
related assets or expense for the penod according to the purpose for which the fixed assets are
used

When an enterpmise, in practice, makes provision for depreciation of fixed assets, no
depreciation iz provided for newly acquired fixed assets in the month of addition; instead,
they are depreciated starting from the following month Depreciation sheuld continme to be
provided for fixed assets disposed of in the month of disposal; instead depreciation sheunld
cease from the following month.

An enterprize should peniodically review the useful life of a fixed asset and, if expectations
are significantly different from previous estimates, the useful life should be revised
accordingly.

An enterprise should periodieally review the depreciation method applied to fixed aszets and,
if there has been a sipgnificant change in the expected realization pattern of economic benefits
from those assets, the method should be chanped accordingly.

SUBSEQUENT EXPENDITURE OF FIXED ASSETS

pLY

25

Subsequent expenditure relating to a fixed asset should be added to the carrymg amount of the
asset when the expenditure will result in expected future economic benefits, in excess of those
originally assessed, to flow to the enterprise. Examples include an extension of the useful life
of the fixed asset, a substamtial improvement in the gquality of cutput, or a substantial
reduction of the costs of the output. The subsequent expenditure is added teo the camying
amount of the fixed asset to the extent that the resulting carrying ameunt does not exceed the
recoverable ameount of the fixed asset.

Subsequent expenditure other than those added to the carrying amount of the fixed azsets in
accordance with Article 24 of this Standard should be recogmized as an expense.
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IMPAIRMENT OF FIXED ASSETS

26.

n.

28.

29.

Impairment of a fixed asset oecurs when the recoverable amount of the fixed asset is less than
its carmryng amount

The term “recoverable amount™ nsed in thiz Standard refers to the higher of net selling price
of the asset and the present value of the estimated future cash flows expected to anse from
using the asset and from its disposal at the end of its useful life. Net selling price refers to the
selling price of the fixed asset less the related tax and expenzes ansing from the disposal.

An enterprise should examine its fixed assets at the end of each peniod and if the following
circumstances are discovered, the enterprise should calculate the recowverable amount of a
fixed asset to determime whether the asset is impaired:

(1) market value of the fized asset has declined significanily more than would be
expected as a result of the passage of ime or normal use and it is not expected that
the declne will be recovered in the near future;

2) significant changes with an adverse effect on the enterprise have taken place dunng
the period, or will take place in the near future, in the technological market,
economic of legal environment in which the enterprise operates or in the market to
which the products are dedicated;

3) market interest rates have increased significantly during the pernod, amd those
increases are likely to affect the discount rate used in calculating the asset's
recoverable amount and decrease the fixed asset’s recoverable amount materially;

1) the fixed azset has become obsolete or physical damape of the asset occumed;

(3) significant adverse changes with an adverse effect on the enterprise have taken place
in the expected usage of the fixed asset, such as the enterprise’s plans te discontiome
or restructure the cperation to which the fixed asset belongs or to dispose of the fixed
asset before the previously expected dates;

(6) other circumstances indicate that the asset may be impaired

If the recoverable ameount of a fixed asset is lower than its carrying amount, the enterprise
should make a provision for impairment in value of the fixed asset at an amount equal to the
difference between the asset’s recoverable amount and its carrying amount. The impairment
loss should be recognized in the income statement for the cument period.

When a provision for impairment loss has been made for a fired asset, the depreciation rate
and depreciation charge for the fized asset should be recalenlated based om the asset's
carrying amount and its remaining useful life. If the value of a fixed asset for which
mmnpairment provision has previcusly been made is recovered, the depreciation rate and
depreciation charge for the fixed asset should be recalenlated based on the asszet’s revised
carying amount and its remaining useful life. While the depreciation charge is adjusted as a
result of the provision for impairment loss, no adjusiment is made to the fixed asset’s
accumulated depreeiation previeusly provided.
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30.

If there are indications that the factors based on which an impairment loss for a fixed assets
was recognized in prioT periods have been changed, resulting in the recoverable amount of the
fixed asset becoming higher than its carrying amount, the impairment loss recognized in prior
perieds should be reversed The amount to be reversed should not exceed the amount of
impairment loss origimally provided.

DISPOSAL OF THE FIXED ASSETS

3l When an enterprise’s fixed assets have been sold, tramsferred retired or destroyed, the
enterprize should recogmze the difference between the disposzal proceeds and the cammying
amount of the asset, as reduced by any related taxes and expenses. in the meome statement for
the current period.

12 Sale and leaseback of fixed assets should be accounted for in accordance with the
"Accounting Standard for Business Enterprise — Leases”

DISCLOSURE

11 An enterprise should disclose the following information relating to fixed assets:

(1) the umit price criteria for recognition of fized assets, classification, measurement
bases and depreciation methods used;

2} the useful lives, the estimated net residual values and the depreciation rates used for
each class of fixed assets;

3) information relating to the increases and decreazes of fixed assets, inclnding the gross
carrying ameunt and the acenmulated depreciation for each class of fixed assets at the
bepinning and end of the period, and the amoumnt of any additions. disposals and other
reconciling items_

) impairment losses for fixed assets recopnized in the current period and the reversal of
any impairment losses;

(3) the camrying amount of comstuction in progress at the beginming and end of the
period, and the increases and decreases dunng the period;

()] the existence and amounts of restnctions on tile of fixed assets;

)] the ameount of commitments for the acquisition of fixed assets;

(8) the carrying amount of fixed assets which are being temporarily idle;

] the gross camying amount of fized assets in use that have been fully depreciated

(10)  the carrying amount of fixed assets that are refired or will be disposed of
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TRANSITIONAL PROVISION
34 Fixed assets acquired before this Standard becomes operative will mot be adjusted

retrospectively with the exception that the prowision for impairment i value should be
adjusted retrospectively.

SUPPLEMENTARY PROVISION

This Standard becomes operative as from 1 January 2002,
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INTRODUCTION

L.

This Standard prescribes the accounting treatment for bomowing costs and the disclosure of
related informaticn.

Thiz Standard does not deal with:
(1) finance charges in respect of finance leases; and

2) bormrowing costs incumred during the development of properties for sale.

DEFINITION

3.

The following terms are used in this Standard with the meanings specified:

(1) Borrowing ecosts are interest incurred by an enterprise in connection with the
borrowing of funds, amortisation of discounts or premiums relating to bomowings,
ancillary costs incumed m connection with the amangement of borrowmgs, and
exchange differences arising from foreign curmrency bormrowings.

2) A specific borrowing is fonds borowed specifically for the acquisition or
construction of a fixed asset.

RECOGNITION

4

Interests incurred in connection with specific borrowings, and amortisation of discounts or
premiums relating to and exchange differences anising from those specific bormowings, should
be capitalised as part of the cost of the related asset if the comditions for capitalisation
stipulated in this Standard are fulfilled. Interests incurred in connection with, amortisation of
discounts or premiums relating to, and exchange differences arising from other bomowings
should be recognised as an expense in the period in which they are incumed.

Ancillary costs incurred in connection with the amangement of specific borrowings before the
relevant fixed asset being acquired or constructed is ready for its imtended use shoumld be
capitalised in the period in which they are mewrred. Ancillary costs incurred thereafter should
be recogmised as an expense in the period in which they are incmrred  If the ameount of
ancillary costs is insignificant, they may be recognised as an expense in the period in which
they are incurred.

Ancillary costs incmmed in connection with the arranpement of other borrowings should be
recognised as an expense in the period in which they are incurred.

COMMENCEMENT OF CAPITALISATION

6.

The capitalisation of interest imcurred in comnection with specific bomowings, and
amortisation of discounts or premiums relating to and exchange differences anising from thoze
specific borrowings, should commence when the following three conditions are fulfilled:

(1) expenditures for the asset are being incurred;

2) bormrowing costs are bemg mcurred; and
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3 activities that are necessary to prepare the asset for its imtended use have been
commenced.

Expenditures ineumred for the acquisition or constraction of a fixed asset include only those
expenditures that have resulted in payments of cash, transfer of nom-cash assets, or the
assumption of interest bearmg liabilities.

DETERMINATION OF THE CAPITALISATION AMOUNT

10.

In each accounting peried, the amount of interest costs to be capitalised should be determined
in accordance with the following fermnla:

The capitalisation amount of interest for each accounting period
= The weighted average amount of accummlated expenditures incurred for the acquisition o
construction of a fixed asset up to the end of the cument period x the capitalisation rate

The weighted average amount of the accomulated expenditure iz determined in accordance
with the following formula:

Weighted average Mumber of days the expenditure was

Amount of . . . ]
amount of the _ s outstanding during the accounting peniod
accumulated =I expenditure x 1, po; of days
expenditure on asset covered by the accounting period

For simplicity, the mumber of months may be nsed as the factor to calenlate the weighted
average amount.

The capitalization rate should be determined in accordance with the following rles:

(1) if enly one specific bormmowing was used for the acquisition er construction of a fized
asset, the capitalisation rate should be the rate on that berrowing.

2) 1f more than one specific borrowing was used for the acquizsition or constraction of a
fired asset. the capitalisation rate should be the weighted average interest rate of
those specific borrowings. The weighted average interest rate should be determined
in accordance with the following formmla:

Weighted average interest rate

= {Summation of the actmal amounts of interest in connection with specific bomowings
mmcmred durmg the period/The weighted average of carrying amount of the principal of
specific borrowmgs) x 100%4G

The we1gh1ed average of carrying ameount of the pnnmpa] of specific borrowings should be
determined in accordance with the following formula

Weighted average of camying amount of principals of specific borrowings
= X [Pnncipal of each specific bomowing x (Wumber of days of each bomowing was
outstanding during the accounting period™Number of days covered by the accounting

period)]

For simaplicity, the mumber of months may be used as the factor to calenlate the weighted
average amount.
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11.

12.

13.

If there iz discount or premium cn a specific borrowing, adjustment should be made to the
interest cost by take inte account the amount of amertizsation of such discount or preminm and
adjust the capitalisation rate accordingly. Discount or premium may be amortised by the use
of effective interest method or straightline method.

The amount of interest and amerhsation of discount or premium capitalised for each
accounting penod shall not exceed the actual amount of interest incurred and the actual
amount of discount or premium amortised during that period.

If the specific borrowing is denominated in foreign cuwmency, the amount of exchange
differences to be capitalized for each accounting peried sheuld be the amount of exchange
differences ansing from the principal of the foreign currency specific bomowing and the
comesponding interest payable.

SUSPENSION OF CAPITALISATION

14.

Capitalisation of bommowing costs should be suspended during periods in which the acqmisition
of censiruction of a fized asset is interupted abnormally, and the interruption penod is more
than 3 months. These costs should be recognized as expenses for the current period until the
acquisition or constraction is resmmed Hewever, capitalisation of borrowing costs shonld
contimue when the miermuption is a necessary part of the process of prepaning that asset to its
intended nse.

CESSATION OF CAPITALISATION

15.

16.

Capitalisation of bomowing costs should cease when the fired asset being acqumed or
constructed has reached its expected usable condiion Bomowing costs incumred thereafter
should be recognized as an expense in the period in which they are incomed.

A fired asset being acquired or constructed has reached its expected usable condition when
the asset has reached the expected usable condition of the acquirer or the comstructor.
Judgement may be made in accordance with the following:

(1) the physical constmction (including installation) of the fixed asset is complete or is
substantially complete;

2) the fixed asset being acquired or constructed meets or basically meetz the design
requirements or the contract requirements; or there is an individual part that dees not
meet the desipn requirements or the contract requirement, but this will not affect the
nermal nsage of the fixed asset.

3) expenditure incurred thereafter for the acquisition or construction of the fixed asset is
minimal or nearly zero.

If the fixed asset being acquired or constructed requires mal-produection or trial-operation, the
fixed asset should be regarded as having reached the expected uzable condition when the trial-
production process proves that the fixed asset can produce gualified products in a normal way
of the trial-operation process proves that the fized asset can operate normally.



123

ACCOUNTING STANDARD FOR ENTERPRISES
BORROWING COSTS

17. If the individual parts of a fixed asset being acquired er constructed are completed separately,
and each part is capable of being nsed while construction continues on other parts and the
activities necessary to prepare that part for its intended use are substantially complete,
capitalization of borrowing costs for that part of asset shonld cease. Howewer, if those parts
of the fixed asset being acquired or constructed can only be used on the completion of the
whole asset, capitalisation of borrowing costs should cease when the whole asset is

completed.

DISCLOSURES

18. An enterprize should disclose the following information relating to bormowing costs:
(1) the amecunt of borrowing costs capitalized during the peried;

2) the capitalisation rate used to determine the amount to be capitalised.
TRANSITIONAL PROVISION
19. If the accounting treaiment of borrowing costs mmcurred prior to the effective date of this
Standard was different from the treatment stipulated in this Standard, the resulting difference

will not be adjusted retrospectively. Bomrowing costs incurred smbsequent to the effective
date of this Standard should be accounted for in accordance with this Standard

SUPPLEMENTARY PROVISION

20 Thiz Standard becomes operative as from 1 January 2001.
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INTRODUCTION

L Thiz Standard prescribes the accounting treatment for continpencies and the disclosure of
Telated information.

2 This Standard does not deal with contingencies arising from events such as debt restructurings,
comstruction contracts, income taxes, insurance confracts, discontinuing operation, leases,
restructuring of an enterprise and the clean-up of environmental contamination, which are
prescribed by other accounting standards.

DEFINITIONS
i The following terms are used in this Standard with the meanings specified:

(1) A contingency iz a condition that arises from past fransactions or events, the cutcome
of which will be confirmed only by the occurrence or non-cccurrence of uncertam
future events.

) A liahbility i= a present obligation arising from past transactions or events, the
settlement of which is expected to result in an outflow of ecenomie benefits from the
enterprise.

3 An asset is a resource owned or controlled by an enterprise as a result of past
transactions or events and from which firure eccnomie benefits are expected to flow

to the enterprise.

) A contingent liability is a possible obligation that arises from past transactions or
events and whose existence will be comfirmed cnly by the occurrence or nom-
oocumence of uncertain future events; or is a present obligation that arises from past
transactions or event but is not recognised because it is not probable that an cutflow of
economic benefits from the emterprize will be reqmred to settle the obligation or the
amount of the oblipation cannot be measured reliably.

(3) A contingent asset is a possible asset that arises from past transactions or events and

whose existence will be confirmed enly by the occurrence or non-ocemmence of
umcertain firture events.

RECOGNITION AND MEASUREMENT OF CONTINGENCIES

4 An enterprize should recognise the related obligation of a contingency as a liahility when the
following conditions are satisfied:

(1) that obligation is a present cbligation of the enterprise;

) it is probable that an outflow of economic benefits from the enterprise will be required
to settle the obligation; and

3) areliable estimate can be made of the amount of the cbligation.
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The amount of a hability that is recognised in accordance with Article 4 of this Standard
should be the best estimate of the expenditure required to setle the liability. Where there is a
range of expenditure required to settle the liability, the best estinate should be determined
according to the average of the lower and upper limit of the range. Where there is no a range
of expenditure required to settle the liability, the best estimate should be determained in
accordance with the following methods:

1) where the contingency involves a single item, the best estimate should be determined
according to the most likely cutcome;

() where the confingency imvelves several items, the best esimate should be determined
by weighting all possible cutcome by their associated probabilities.

Where some or all of the expenditure required to settle a hability that is recognised m
accordance with Article 4 of this Standard 15 expected to be remmbursed by third party or other
party, the reimbursement should be separately recopnised as an asset when, and only when, it
15 virtually certain that the remmbursement will be received. The amount recopmsed for the
reimbursement should not exceed the carrying amount of the Liability recognised

DISCLOSURE OF CONTINGEMNCIES

10.

An enterprise should not recognise a contingent liability and a contingent asset.

The liability that is recognised in accordance with Article 4 of this Standard should be
separately presented in the balance sheet, and disclosed in the notes to the accounting
statements accordingly. The expense or expenditure relating to a liability recognised should be
presented in the income statement after netting of the amount recognized for the
reimbursement.

An enterprise should disclose the followng contingent liabilities in accordance with Artiele 10
of this Standard in the notes to the accounting statements:

(1) contingent lhabilities arnsing from discounted commercial acceptance bills of
exchange;

2) contingent liabilities arising from pending litigation or arbitration;

3) contingent habiliies arismg from puaraniees provided for the debis of other
enterprises; and

) other contingent habilities (excluding those contmgent liabiliies of which the
possibility of any outflow of economic benefits is remote).

For those contingent liabilities which should be disclosed, an enterprise should disclose the
following:

1) the cause of the contingent Liabilities;

() an estimate of the expected financial effect of the contingent liabilities (if the estimate
canmot be made, the reason should be stated); and

3) the possibility of any reimbursement.
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11. In general, contingent assets should not be disclozed in the notes to the accounting statements.
However, if it is probable that a contingent asset will give rise an inflow of economic benefits
to the enterprise, the cause of that contingent assets should be disclosed in the notes to the
accounting statements, and, where practicable, an estimate of their expected financial effect.

12. In the case of a pending litipation or arbitration, if disclesure of some or all information
required by Article 10 of this Standard can be expected to prejudice seriously the position of
the enterprise, an enterprize need not disclose the information, but should disclose the cause of
the litigation or arbitration.

SUPPLEMENTAL PROVISIONS

13. This Ministry of Finance is responsible for the interpretation of this Standard

14. Thiz Standard becomes operative as from 1 July 2000.
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INTRODUCTION

1.

This Standard prescribes the accounting treatment for revenme arising from the following
transactions and the disclosure of related information by enterprises:

(1) The zale of goods;
2) The rendering of services; and

3) The use by others of enterprise assets.

2 The primary issues in accounting for revenue are determining when to recognise revenue and
how to measure revenue.
3. This Standard does mot deal with revenue arising from the followng:
(1) Construction contracts;
2) Non-monetary transactions;
3) Leases;
() Insurance contracts of insurance enterprises;
(3) Futures;
(a) Investments;
N Deebt restructoning,.
DEFINITIONS
4. The following terms are used in this Standard with the meanings specified:

(1) Revenne is the pross inflow of economic benefits amsing in the course of the
ordinary activiies of an enterprise, from such events as the sale of goods, the
rendering of services and the use by others of enterpnise assets. Revenue does not
include amounts collected on behalf of third parties or chients.

2) Cash discount 15 the amount of reduction of debt provided by a creditor to a debtor
in order to encourage the debtor to pay within a prescribed peniod.

3) Sales allowance is the amount of reduction in sales price becanze of defects in the
goods sold, such as poor quality.

() Perceniage of completion method is a method of recognition of revemme and
expenses by reference to the stage of completion of the services.
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SALE OF GOODS

3.

Bevenme from the sale of poods should be recognised when all of the following conditions
have been satisfied:

(1) The enterprise has transferred to the buyer the significant nsks and rewards of
ownership of the goods;

) The enterprise retains neither comtioming managerial imvolvement to the degree
usually associated with ownership nor effective control over the goods sold;

3) The economic benefits associated with the transaction will flow to the enterprize; and
4) The relevant amount of revenue and costs can be measured reliably.

BEevenue arising from the sale of goods should be determined in accordance with the amount
stipulated in the contract or agreement sipned by the enterprise and the buyer or an amount
agreed between them. Cash discounts should be recognized as an expense in the period in
which they are actually incwmred  Sales allowances should be recorded as a reduction of
revenue in the period in which the allowances are actually made.

Sales retums of goods seld for which revemue has already been recognised should be
recorded as a reduction of revenue in the period in which the goods are retumed  However,
returns occurring between the balance sheet date and the date on which the finaneial
statements ate approved for issue of goods sold at or before the balance sheet date should be
accounted for in accordance with Accounfing Standard for Business Enferprizes: Evenis
Occurving After the Balance Sheet Daie.

RENDERING OF SERVICES

-

10.

When the provision of services is started and completed within the same accounting year,
revenne should be recognized at the time of completion of the services.

When the provision of services is started and completed in different accounting years and the
outcome of a transaction involving the rendening of services can be estimated reliably, an
enterprise should recopnise the service revenue at the balance sheet date by the use of the
percentage of completion method.

The outcome of a transaction can be estimated reliably when all of the following conditions
are satisfied:

(1) The total ameunt of service revenue and costs can be measured reliably;
2) The economic benefits associated with the transaction will flow to the enterprize ;

3) The stage of completion of the services provided can be measured reliably.
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11.

12.

13.

The stape of completion of the services should be determined by cme of the following
methods:

(1) Surveys of work performed;
2 The proportion of services performed to the total services to be performed; or
3) The proportion of costs incurred to the estimated total costs.

When the outcome of a iransaction mvelving the rendering of services cannot be estimated
reliably, an enterprise should recognise revenne at the balance sheet date to the extent of costs
incurred that are expected to be recoverable and charge an equivalent amount of cost to the
profit and loss account. When the costs incurred are not expected to be recovered, revenue
should not be recognised and the costs incurred should be recopnised az an expense in the
current period.

Total revenue ansing from the rendering of services should be determmed in accordance with
the ameunnt stipulated in the comiract or agreement signed by the enterprize and the party who
receive the services. Cash discoumts should be recognised as an expense in the current penod
in which they are actually incumed.

USE BY OTHERS OF ENTERPRISE ASSETS

14.

15.

16.

Bevenue anizsing from the use by others of enterprise assets includes interest revemme and
royalty revenume.

Interest revenue and royalty revenue should be recognized on the bases set out in Article 16
when all of the following conditions have been satisfied:

(1) The economic benefits associated with the transaction will flow to the enterprise;
) The ameount of the revenue can be measured reliably.

Interest revenue and royalty revenue should be recognmized separately on the following bases:

(1) Imterest should be measured based omn the length of time for which the enterprise's
cash is used by others and the applicable interest rate; and

2 Foyalty shonld be measured according to the period and method of charging as
stipulated in the relevant coniract or agreement.

DISCLOSURE

17.

An enterprize should diselose the following matters relating to revenue:
(1) The accounting policy adopted for the recognition of revenme;

2) The amount of revenue recognised during the current period ansing from the
following:

@ The sale of goods;
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@ The rendening of services;
@ Interest; and

@ Poyalties.

SUPPLEMENTARY PROVISIONS
18. The Ministry of Finance is responsible for the interpretation of this Standard.

19. This Standard becomes operative as from 1 January 1999
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(A) FINANCIAL STATEMENTS PREPARED UNDER THE PRC ACCOUNTING RULES AND REGULATIONS

CONSOLIDATED BALANCE SHEET
at 31 Dacember 2006

Assols
Current assets
Cash at bank and In hand 4 8,723 14,747
Bills recelvable 5 8,757 7,143
Trade accounts receivable & 15,580 14,532
Other receivables 7 10,587 11,487
Advance payments [ 5,362 5,051
Inventories ] 03,041 88,036
Total currant assets 142,100 141,896
Long-tarm equity investments (Including equity investment differances of
RMEB 13,322 million (2005: RMB 2,003 million)) 10 27,483 14,146
Fixed assats
Feed assets, at cost 650,689 572,465
Less: Accumulated depreciation 281,151 2e5,611
Net book value of fixed assets before Impairment losses 11 350,535 306,854
Less: Provision for Impalrment losses on fieed assets 11 6,025 6,234
Net book value of fixed assets 353,512 300,620
Censtruction materials 12 413 h55
Censtruction In progress 13 52,757 48,073
Total fixed assets 406,683 349,248
Intangible assets and other asseis
Intangible assets 14 6,676 5,924
Long-term deferred expenses 15 4,868 3,657
Total intangible assets and other assels 11574 9581
Deferred tax assats 16 6,710 5,701
Total assets 594,550 520,572
Liabilities and shareholders’ funds
Currant liabilities.
Shaort-term loans 17 30,615 16,124
Bills payable 18 21,685 23,243
Trade accounts payable 19 52,125 52,967
Recelpts In advance 20 10,680 14,086
‘Wages payable 3,184 3436
Staff welfare payable 969 1,052
Taxes pavable 21 11,3458 5,262
Other payables 22 3,731 1,830
Other creditors 23 36,065 24,161
Accrued expenses 24 264 512
Short-term debentures payable 27 11,885 5,921
Current portion of long-term loans 25 16,360 15,188
Total curramt liabilities 207,830 167,792
Long-term liabil Hies
Long-term loans 26 105,565 103,492
Debentures payable 27 3,500 3,500
Other long-term llabilities 28 795 782
Total long-term liabilities 109,860 107,774
Total liabilities 317,690 275,566
Minority interasts 21,985 29,383
Sharchoiders’ funds
Share cap/tal 29 86,702 86,702
Capiltal reserve 30 37607 37121
Surplus reserves 31 50,004 34,028
Unrecognised Investment losses (1,221) (584
Retained profits {Including dividend proposed after the balance sheet date
In respect of year 2006 of RMB 9,537 million (2005: RMB 7,803 million)) a0 72,693 548,366
Total sharcholders’ funds 254,875 215,623
Tolal Tlabilities and shareholders” Tunds BOA 550 20572
These financlal statements have been approved by the board of directors on & April 2007.
Chan Tonghai Wang Tianpu Dal Houliang Liu Yun
Chairman Director, Director, Head of Corporate Finance
(Authorised representative) President Senior Vice President and Department
Chief Financial Officer
The notes on pages 86 to 115 form part of these financial statements.
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CONSOLIDATED INCOME STATEMENT AND PROFIT AFPROPRIATION STATEMENT
for the yee rended 31 Decamber 2006

2006
RMEB millions
Income from principal operations 32 1,044,579 756,115
Less: Cost of sales 880,029 668,245
Sales taxes and surcharges 33 28,286 17,152
Profit from principal operations 136,264 113,714
Add: Profit from other operations 960 839
Less: Selling expenses 24,734 22,680
Administrative expenses 26,481 23,330
Financlal expenses 34 6,729 5,266
Exploration expenses, Including dry holes 35 7,983 6411
Operating profit 71,286 56,856
Add: Imvestment Income 36 43 813
Subsidy Income 37 5,000 gAa15
Non-operating Income v 367
Less: Non-operating expenses 8 3459 5,069
Profit before taxation 73,252 61,482
Less: Income tax 39 22,519 18,803
Mingrity Interests 696 2,802
Add: Unrecognised Investment lossesA{reversal) 627 (119)
Net profit 50,664 39,5658
Add: Retained profits at the beginning of the year 58,366 37,124
Distributable profits 109,030 76,682
Less: Transfer to statutory surplus reserve 31 5,066 3,856
Transfer to statutory public welfare fund 31 — 3,856
Transfer to discretionary surplus reserve 31 20,000 —
Distributable profits to shareholders 83,964 6B,770
Less: Distribution of ordinary shares’ final dividend A0 7803 6,936
Distribution of ordinary shares’ Interim dividend 40 3468 3468

Retained profits at the end of the year (Including dividend proposed after
the balance sheet date in respect of year 2006 of RMB 9,537 million
{2005: RMB 7,803 million}) 40 72,693 58,366

These financlal statements have been approved by the board of directors on 6 April 2007,

Chen Tonghai Wang Tianpu Dai Houliang Liu Yun
Chairman Director, Director, Head of Corporate Finance
(Authorised representative) President Senior Vice President and Department

Chief Financial Officer
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