CONSOLIDATED INCOME STATEMENT

for the year ended 31st December 2007

4 1\
2007 2006
Note HK$'M HK$'M
Revenue 5 14,225.5 13,465.3
Total operating expenses 6 (8,922.5) (8,296.2)
5,303.0 5,169.1
Investment income 7 364.3 527.2
Other gains, net 8 2,258.4 -
Interest expense 9 (364.0) (310.2)
Share of profits less losses of associated companies 1,616.3 1,102.0
Share of profits less losses of jointly controlled entities 1,130.0 316.1
Profit before taxation 10 10,308.0 6,804.2
Taxation 13 (974.3) (914.6)
Profit for the year 9,333.7 5,889.6
Attributable to:
Shareholders of the Company 9,269.6 5,862.6
Minority interests 64.1 27.0
9,333.7 5,889.6
Dividends 15 2,120.9 1,928.1
Earnings per share — basic and diluted, HK cents 16 153.0 96.7%
A J

# Adjusted for the bonus issue in 2007

The notes on pages 71 to 127 form part of these accounts.



CONSOLIDATED BALANCE SHEET

as at 31st December 2007
N
2007 2006
Note HK$'M HK$'M
Assets
Non-current assets
Property, plant and equipment 17 13,051.6 12,385.9
Investment property 18 410.0 -
Leasehold land 19 5341 478.8
Intangible asset 20 18541 48.6
Associated companies 22 8,386.5 3,457.0
Jointly controlled entities 23 6,501.7 5,815.0
Available-for-sale financial assets 24 1,066.9 848.5
Retirement benefit assets 25 42.2 36.1
Other non-current assets 26 105.8 64.6
30,283.9 23134.5
Current assets
Completed property for sale 99.4 11477
Inventories 27 987.8 934.2
Trade and other receivables 28 4,791.9 4153.2
Loans to associated companies 22 175.0 29917
Loans to jointly controlled entities 23 63.0 283.3
Loans to minority interests 3641 -
Housing loans to staff 62.5 80.5
Financial assets at fair value through profit or loss 29 1,906.8 1,675.6
Time deposits over three months 30 19.9 3.3
Time deposits up to three months, cash and bank balances 30 4,818.8 1,730.7
12,961.2 13,028.2
Current liabilities
Trade and other payables 31 (3,140.7) (3,737.9)
Amounts due to jointly controlled entities 23 (43.9) -
Provision for taxation (498.9) (834.5)
Borrowings 32 (3,504.8) (2,568.6)
(7,188.3) (7,141.0)
Net current assets 5,772.9 5,887.2
Total assets less current liabilities 36,056.8 29,021.7
Non-current liabilities
Customers’ deposits 33 (1,046.3) (1,013.2)
Deferred taxation 34 (1,228.2) (1,131.3)
Borrowings 32 (4,273.4) (5,609.2)
Loans from minority interests (9.6) (49.8)
(6,557.5) (7,803.5)
Net assets 29,499.3 21,218.2
Capital and reserves
Share capital 35 1,514.9 1,377.2
Share premium 36 3,7701 3,907.8
Reserves 37 22,098.5 14,141.7
Proposed dividend 37 1,393.7 1,267.0
Shareholders’ funds 28,777.2 20,693.7
Minority interests 7221 524.5
Total equity 29,499.3 21,218.2
J

Approved by the Board of Directors on 26th March 2008

Lee Shau Kee
Director

The notes on pages 71 to 127 form part of these accounts.
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BALANCE SHEET

as at 31st December 2007
2007 2006
Note HK$'M HK$'M
Assets
Non-current assets
Property, plant and equipment 17 8,208.9 8,039.2
Leasehold land 19 254.8 261.2
Subsidiaries 21 11,125.5 11,172.0
Loans to an associated company 22 195.0 -
Jointly controlled entities 23 931.9 849.3
Available-for-sale financial assets 24 25.8 149
Retirement benefit assets 25 42.2 36.1
20,7841 20,372.7
Current assets
Inventories 27 823.3 792.6
Trade and other receivables 28 1,2341 1,291.2
Loans to associated companies 22 21.6 121
Amounts due from jointly controlled entities 23 4.7 4.5
Housing loans to staff 62.5 80.5
Financial assets at fair value through profit or loss 29 130.5 49.6
Time deposits up to three months, cash and bank balances 30 556.6 4729
2,833.3 2,703.4
Current liabilities
Trade and other payables 31 (690.2) (659.5)
Amount due to an associated company 22 (98.4) (20.7)
Provision for taxation (105.1) (457.0)
Borrowings 32 (1,360.0) (632.0)
(2,253.7) (1,769.2)
Net current assets 579.6 934.2
Total assets less current liabilities 21,363.7 21,306.9
Non-current liabilities
Amounts due to subsidiaries 21 (6,884.5) (5,801.5)
Customers’ deposits 33 (1,042.5) (1,013.0)
Deferred taxation 34 (1,032.2) (1,021.9)
Borrowings 32 (1,200.0) (2,550.0)
(10,159.2) (10,386.4)
Net assets 11,204.5 10,920.5
Capital and reserves
Share capital 35 1,514.9 1,377.2
Share premium 36 3,7701 3,907.8
Reserves 37 4,525.8 4,368.5
Proposed dividend 37 1,393.7 1,267.0
11,204.5 10,920.5

Approved by the Board of Directors on 26th March 2008

Lee Shau Kee
Director

The notes on pages 71 to 127 form part of these accounts.

David Li Kwok Po




CONSOLIDATED CASH FLOW STATEMENT

for the year ended 31st December 2007

2007 2006
Note HK$'M HK$'M
Net cash from operating activities 41 4,8211 4,578.6
Investing activities
Receipt from sale of property, plant and equipment 1.9 1.0
Purchase of property, plant and equipment (1,566.9) (2,281.0)
Payment for leasehold land (28.3) (15.8)
Payment for property under development (47.6) (34.6)
Increase in investments in associated companies (479.8) (352.4)
Increase in loans to associated companies (206.7) (1,188.8)
Repayment of loans by associated companies 2,783.4 468.1
Increase in investments in jointly controlled entities (86.5) (830.2)
Increase in loans to jointly controlled entities (140.5) (864.2)
Repayment of loans by jointly controlled entities 162.8 1,678.3
Acquisition of a subsidiary 42 (71.2) (7.4)
Consolidation of a subsidiary - 8.0
Disposal of interests in subsidiaries (8.3) —
Sale of available-for-sale financial assets - 22.5
Sale of financial assets at fair value through profit or loss 2,884.2 2,781.7
Purchase of available-for-sale financial assets - (9.5)
Purchase of financial assets at fair value through profit or loss (3,311.0) (2,445.3)
Decrease/(increase) in time deposits over three months 13.7 (22.3)
Interest received 468.3 313.2
Dividends received from investments in securities 35.8 44.5
Dividends received from associated companies 396.3 23.8
Dividends received from jointly controlled entities 282.8 794.8
Net cash from/(used in) investing activities 1,082.4 (1,915.6)
Financing activities
Decrease in loans from minority interests (74.5) (27.0)
Capital injection by minority interests 84.3 23.7
Increase in borrowings 2,231.5 9,303.1
Repayment of borrowings (2,713.5) (9,426.4)
Interest paid (364.2) (359.3)
Dividends paid 37 (1,994.2) (1,928.1)
Dividends paid to minority interests (17.3) (5.5)
Net cash used in financing activities (2,847.9) (2,419.5)
Increase in cash and cash equivalents 3,055.6 243.5
Cash and cash equivalents at 1st January 1,720.3 1,465.6
Effect of foreign exchange rate changes 32.9 11.2
Cash and cash equivalents at 31st December 4,808.8 1,720.3
Analysis of the balances of cash and cash equivalents
Cash and bank balances 1,419.4 653.9
Time deposits up to three months 3,399.4 1,076.8
Bank overdrafts (10.0) (10.4)
4,808.8 1,720.3

The notes on pages 71 to 127 form part of these accounts.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

for the year ended 31st December 2007

Attributable to

shareholders of Minority
the Company interests Total
HK$'M HK$'M HK$'M
Total equity as at 1st January 2007 20,693.7 524.5 21,218.2
Revaluation surplus of available-for-sale financial assets
transferred to equity 1851 - 185.1
Capital reserve 4.8 1.6 6.4
Recognition of exchange reserve on disposal of subsidiaries (21.3) - (21.3)
Exchange differences 639.5 45.5 685.0
Net income recognised directly in equity 808.1 471 855.2
Profit for the year 9,269.6 641 9,333.7
Total recognised net income for the year 10,077.7 1M11.2 10,188.9
Capital injection - 84.3 84.3
Acquisition of a subsidiary (Note 42) - 40.0 40.0
Disposal of interests in subsidiaries - (20.6) (20.6)
Dividends paid (1,994.2) - (1,994.2)
Dividends paid to minority interests - (17.3) (17.3)
Total equity as at 31st December 2007 28,777.2 7221 29,499.3
Total equity as at 1st January 2006 16,415.9 428.4 16,844.3
Revaluation surplus of available-for-sale financial assets
transferred to equity 69.4 - 69.4
Capital reserve 69.0 1.2 70.2
Exchange differences 2121 16.8 228.9
Net income recognised directly in equity 350.5 18.0 368.5
Profit for the year 5,862.6 27.0 5,889.6
Total recognised net income for the year 6,213.1 45.0 6,258.1
Capital injection - 23.7 23.7
Consolidation of a subsidiary - 40.0 40.0
Acquisition of further interest in a subsidiary = (7.1) (7.1)
Revaluation surplus of available-for-sale financial assets
removed on disposals (7.2) — (7.2)
Dividends paid (1,928.1) - (1,928.1)
Dividends paid to minority interests - (5.5) (5.5)
Total equity as at 31st December 2006 20,693.7 524.5 21,218.2

The notes on pages 71 to 127 form part of these accounts.




NOTES TO THE ACCOUNTS

(a)

General information

The Hong Kong and China Gas Company Limited (the “Company”) and its subsidiaries (collectively, the “Group”)
have been diversified into different fields of businesses and its principal activities continue to be the production,
distribution and marketing of gas and water and related activities in Hong Kong and the People’s Republic of
China (the "PRC"). The Group is also engaged in property development and investment activities in Hong Kong.

The Company is a limited liability company incorporated and domiciled in Hong Kong and listed on The Stock
Exchange of Hong Kong Limited. The address of its registered office is 23rd Floor, 363 Java Road, North Point,
Hong Kong.

These consolidated accounts have been approved for issue by the Board of Directors on 26th March 2008.

Summary of significant accounting policies

The principal accounting policies applied in the preparation of the consolidated accounts are set out below. These
policies have been consistently applied to both years presented, unless otherwise stated.

Basis of preparation

The consolidated accounts of the Company have been prepared in accordance with Hong Kong Financial
Reporting Standards (“HKFRS"). The consolidated accounts have been prepared under the historical cost
convention, as modified by the revaluation of investment property, available-for-sale financial assets and financial
assets and liabilities at fair value through profit or loss, which are carried at fair value.

The preparation of accounts in conformity with HKFRS requires the use of certain critical 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 accounts, are disclosed in Note 4.

(i) New and revised standards effective in 2007

HKFRS 7 “Financial instruments: Disclosures” and a complementary Amendment to HKAS 1 “Presentation
of Financial Statements — Capital Disclosures” are effective for the Group’s accounting periods beginning
on or after 1st January 2007. HKFRS 7 introduces new disclosures to improve the information about
financial instruments. It requires the disclosure of qualitative and quantitative information about exposure
to risks arising from financial instruments, including specified minimum disclosures about credit risk, liquidity
risk and market risk, including sensitivity analysis to market risk. It replaces disclosure requirements in

HKAS 32 “Financial Instruments: Disclosure and Presentation”. The amendment to HKAS 1 introduces
disclosures about the level of an entity’s capital and how it manages capital. Additional disclosures are
included in Note 3.

HK(IFRIC) — Interpretation 10 “Interim Financial Reporting and Impairment” is effective for the Group's
accounting periods beginning on or after 1st January 2007. The Interpretation prohibits the impairment
losses recognised in an interim period on goodwill, investments in equity instruments and investments in
financial assets carried at cost to be reversed at a subsequent balance sheet date. The Group applies this
interpretation from 1st January 2007, but there is no significant impact on the Group's accounts.

(i) New and revised standards that are not yet effective but relevant to the Group and have not been
early adopted by the Group

HK(IFRIC) — Interpretation 12 “Service Concession Arrangements” will be effective for the Group's
accounting periods beginning on or after 1st January 2008. This interpretation applies to entities that
participate in service concession arrangements and provides guidance on the accounting by operators in
public-to-private service concession arrangements. The Group has already commenced an assessment of
the potential impact of this interpretation but is not yet in a position to quantify the impact of this
interpretation on its results of operations and financial position.
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NOTES TO THE ACCOUNTS

2 Summary of significant accounting policies (continued)

(a) Basis of preparation (Continued)

(ii) New and revised standards that are not yet effective but relevant to the Group and have not been

early adopted by the Group (Continued)

HK(IFRIC) — Interpretation 14 "HKAS 19 — The Limit on a Defined Benefit Asset, Minimum Funding
Requirements and their Interaction” will be effective for the Group’s accounting periods beginning on or
after 1st January 2008. This interpretation provides guidance on assessing the limit in HKAS 19 on the
amount of the surplus that can be recognised as an asset. It also explains how the pension asset or liability
may be affected by a statutory or contractual minimum funding requirement. The Group will apply this
interpretation from 1st January 2008, but is not expected to have any significant impact on the Group's
operations and financial position.

HKAS 1 (Revised) “Presentation of Financial Statements” will be effective for the Group's accounting periods
beginning on or after 1st January 2009. This standard affects the presentation of owner changes in equity
and of comprehensive income and does not change the recognition, measurement or disclosure of specific
transactions and other events required by other HKFRSs.

HKAS 23 (Revised), “Borrowing Costs” will be effective for the Group’s accounting periods beginning on or
after 1st January 2009. The amendment requires an entity to capitalise borrowing costs directly attributable
to the acquisition, construction or production of a qualifying asset (one that takes a substantial period of
time to get ready for use or sale) as part of the cost of that asset. The option of immediately expensing
those borrowing costs will be removed. The Group's existing accounting policy in relation to borrowing
costs is consistent with HKAS 23 (Revised).

HKFRS 8 “Operating Segments” will be effective for the Group’s accounting periods beginning on or after
1st January 2009. This standard requires the Group to adopt the “management approach” to report the
financial performance of its operating segments. The Group has commenced a review on the reporting and
disclosure of segment information in accordance with the new standard.

(b) Consolidation

The consolidated accounts include the accounts of the Company and 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. The existence
and effect of potential voting rights that are currently exercisable or convertible are considered when
assessing whether the Group controls another entity.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are
deconsolidated 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
interest. 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.

In the Company'’s balance sheet the investments in subsidiaries are stated at cost less provision for impairment.
The results of subsidiaries are accounted by the Company on the basis of dividend received and receivable.



2 Summary of significant accounting policies (continued)

(b) Consolidation (Continued)

(ii)

(iii)

(iv)

Transactions with minority interests

The Group applies a policy of treating transactions with minority interests as transactions with parties
external to the Group. Disposals to minority interests result in gains and losses for the Group that are
recorded in the income statement. Purchases from minority interests result in goodwill, being the difference
between any consideration paid and the relevant share acquired of the carrying value of net assets of the
subsidiary.

Associated companies

Associated companies are all entities over which the Group has significant influence but not control,
generally accompanying a shareholding of between 20 per cent and 50 per cent of the voting rights.
Investments in associated companies are accounted for using the equity method of accounting and are
initially recognised at cost. The Group's investments in associated companies include goodwill (net of any
accumulated impairment) identified on acquisition.

The Group's share of its associated companies’ post-acquisition profits or losses 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 associated company equals or exceeds its interest in the associated company, including
any other unsecured receivables, the Group does not recognise further losses, unless it has incurred
obligations or made payments on behalf of the associated company.

Unrealised gains on transactions between the Group and its associated companies are eliminated to the
extent of the Group's interest in the associated companies. Unrealised losses are also eliminated unless the
transaction provides evidence of an impairment of the asset transferred. Accounting policies of associated
companies 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.

Jointly controlled entities

Jointly controlled entities are joint ventures whereby the Group and other parties undertake an economic
activity which is subject to joint control and none of the participating parties has unilateral control over the
economic activity. Investments in jointly controlled entities are accounted for by the equity method of
accounting and are initially recognised at cost. The Group's investments in jointly controlled entities include
goodwill (net of any accumulated impairment) identified on acquisition.

The Group's share of its jointly controlled entities’ post-acquisition profits or losses 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 a jointly controlled entity equals or exceeds its interest in the jointly
controlled entity, including any other unsecured receivables, the Group does not recognise further losses,
unless it has incurred obligations or made payments on behalf of the jointly controlled entity.

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

Dilution gains and losses in jointly controlled entities are recognised in the consolidated income statement.

In the Company’s balance sheet, the investments in jointly controlled entities are stated at cost less
provision for impairment. The results of jointly controlled entities are accounted for by the Company on the
basis of dividend received and receivable.
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NOTES TO THE ACCOUNTS

(c)

(d)

Summary of significant accounting policies (continued)

Segment reporting

A business segment is a group of assets and operations engaged in providing products or services that are
subject to risks and returns that are different from those of other business segments. A geographical segment is
engaged in providing products or services within a particular economic environment that are subject to risks and
returns that are different from those of segments operating in other economic environments.

In accordance with the Group's financial reporting system, the Group has determined the geographical segments
as the primary reporting format and business segments as the secondary reporting format.

Foreign currency translation

(i)

(ii)

(iii)

Functional and presentation currency

Items included in the accounts 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
accounts are presented in Hong Kong dollars (“HKD"), 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.

Changes in the fair value of monetary securities denominated in foreign currency classified as available-for-
sale are analysed between translation differences resulting from changes in the amortised cost of the
securities, and other changes in the carrying amount of the securities. Translation differences resulting from
changes in the amortised cost of the securities are recognised in the income statement, and other changes
in carrying amount are recognised in equity.

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

Group companies

The results and financial position of all the Group entities, including associated companies and jointly
controlled 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:

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

- 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

— all resulting exchange differences are recognised as a separate component of equity.

On consolidation, exchange differences arising from the translation of the net investment in foreign
operations, are taken to shareholders’ equity. When a foreign operation is sold, exchange differences that
were recorded in equity 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.



(e)

(f)

Summary of significant accounting policies (continued)
Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and accumulated impairment.
The capitalised costs in respect of capital work in progress include direct materials, direct labour costs,
subcontracting costs, capitalised borrowing costs and other direct overheads. Capital work in progress are
transferred to relevant categories of property, plant and equipment upon completion of their respective work.

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. The carrying amount of the replaced part is derecognised. All other
repairs and maintenance incurred in restoring property, plant and equipment to their normal working condition
are charged to the income statement.

Property under development is an investment in building in which construction work has not been completed and
which, upon completion, management intends to hold for investment purposes. The property is carried at cost
which includes development expenditures incurred, capitalised borrowing costs and other direct costs
attributable to the development less provision for impairment. On completion, the property will be transferred to
investment property.

Depreciation of property, plant and equipment is calculated on a straight-line basis to allocate the cost less
accumulated impairment of each component of the asset to its residual value over its estimated useful life or,
if shorter, the relevant finance lease periods as follows:

Vehicles, office furniture and equipment 5- 15 years
Compressors 10 years
Production plant 10 - 30 years
Meters and installations 5-20 years
Risers, gasholders, office, store and buildings 30 years

Gas mains 40 years

Water mains 40 - 50 years
Capital work in progress No depreciation
Property under development No depreciation

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.

Gains or losses on disposal of a property, plant and equipment is the difference between the net sales proceeds
and the carrying amount of the relevant asset and is recognised in the income statement.

Investment property

Property that is held for long-term rental yields or for capital appreciation or both, and that is not occupied by
the 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 value, 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 HKIS Valuation Standards on Properties
published by the Hong Kong Institute of Surveyors (“HKIS"). These valuations are reviewed annually by
qualified valuers.
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NOTES TO THE ACCOUNTS

()

(9)

(h)

Summary of significant accounting policies (continued)

Investment property (Continued)

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.

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.

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 as investment property at fair value. Any difference between the fair value of the property at that date
and its previous carrying amount is recognised in the income statement.

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. However, if a fair value gain reverses a
previous impairment, the gain is recognised in the income statement.

Leases
(i) Operating leases
Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are

classified as operating leases. Payments made under operating leases (net of any incentives received from
the lessor) are charged in the income statement on a straight-line basis over the period of the lease.

(ii) Finance leases

Leases of assets where the Group has substantially 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 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 property, plant and equipment acquired under finance leases are carried at cost less accumulated
depreciation and impairment. They are depreciated on the basis described in Note 2(e).

Intangible asset

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 subsidiaries, associated companies and jointly controlled entities at the date of
acquisition. Goodwill on acquisitions of subsidiaries is stated on the consolidated balance sheet as a separate
intangible asset. Goodwill on acquisitions of associated companies and jointly controlled entities are included in
investments in associated companies and jointly controlled entities respectively and tested for impairment as part
of the overall balance. Separately recognised goodwill is tested annually for impairment and carried at cost less
accumulated impairment. Impairment on goodwill is not reversed. 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, primarily individual projects, for the purpose of impairment
testing. The allocation is made to those cash-generating units or groups of cash-generating units that are
expected to benefit from the business combination in which the goodwill arose (Note 2 (i)).
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Summary of significant accounting policies (continued)

Impairment of investments in subsidiaries, associated companies, jointly controlled entities and
non-financial assets

Intangible assets that have an indefinite useful life are not subject to amortisation, which are at least tested
annually for impairment and are reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. Other assets are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable.

An impairment is recognised for the amount by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of an asset’s fair value less costs to sell and value in use. For the
purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately
identifiable cash flows (cash-generating units). Non-financial assets other than goodwill that suffered an
impairment are reviewed for possible reversal of the impairment at each reporting date.

Financial assets

The Group classifies its financial assets in the following categories: financial assets at fair value through profit or
loss, loans and receivables and available-for-sale financial assets. The classification depends on the purpose for
which the financial assets were acquired. Management determines the classification of its financial assets at initial
recognition.

(i)  Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss are financial assets held for trading and those designated
at fair value through profit or loss at inception. A financial asset is classified in this category if acquired
principally for the purpose of selling in the short term. Financial assets are designated at fair value through
profit or loss when they are managed and evaluated on a fair value basis in accordance with a documented
risk management or investment strategy and reported to key management personnel on that basis.
Derivatives are classified as held for trading unless they are designated as hedges. Assets in this category
are classified as current assets.

(ii) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market, and with no intention of trading the receivables. They are included in the
current assets, except for maturities greater than 12 months after the balance sheet date which are
classified as non-current assets.

(iii) 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 investments within 12 months of the balance sheet date.

Regular purchases and sales of financial assets are recognised on 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 effective interest method.

Gains and losses arising from changes in the fair value of the “financial assets at fair value through profit or loss”
category are presented in the income statement within investment income, in the period in which they arise.
Dividend income from financial assets at fair value through profit or loss is recognised in the income statement as
part of investment income when the Group's right to receive payment is established.
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Summary of significant accounting policies (continued)
Financial assets (Continued)

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 securities and
other changes in the carrying amount of the securities. The translation differences on monetary securities are
recognised in the income statement and the 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 available-for-sale financial assets are sold or impaired, the accumulated fair value adjustments recognised
in equity are included in the income statement as gains and losses on disposal of available-for-sale financial assets
under investment income.

Interest on available-for-sale financial assets calculated using the effective interest method is recognised in the
income statement as part of investment income. Dividends on available-for-sale equity instruments are recognised
in the income statement as part of investment 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 establishes fair value by using valuation techniques including 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.

The Group assesses at each balance sheet date whether there is objective evidence that a financial asset or a
group of financial assets is impaired. In the case of equity securities classified as available-for-sale, a significant or
prolonged decline in the fair value of the security below its cost is considered an indicator that the securities are
impaired. If any such evidence exists for available-for-sale financial assets, the cumulative loss (measured as the
difference between the acquisition cost and the current fair value, less any impairment loss on that financial asset
previously recognised in the income statement) is removed from equity and recognised in the income statement.
Impairment loss recognised in the income statement on equity instruments are not reversed through the income
statement. Impairment testing of loans and receivables is described in Note 2(m).

Completed property for sale

Completed property for sale is stated at the lower of carrying amount and net realisable value. Net realisable
value is determined on the basis of anticipated sales proceeds less estimated selling expenses.

Inventories

Inventories comprise stores and materials and work in progress and are stated at the lower of cost and net
realisable value. Cost, calculated on the weighted average basis, comprises materials, direct labour and an
appropriate proportion of overheads. Net realisable value is determined on the basis of anticipated sales
proceeds less estimated selling expenses.

Loans and receivables

Loans and receivables are recognised initially at fair value and subsequently meas