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A

REVENUE

BHE+t-_A=1+—HLEE BEET
For the year ended 31 December HK$'M
2012 2,102
2013 1,488
2014 1,184
2015 843
2016 709

AAREBEABLEEBEES

NET LOSS ATTRIBUTABLE TO OWNERS OF THE COMPANY

HE+-_A=1+t—B8LFE BEBTT
For the year ended 31 December HK$'M
2012 674
2013 -351
2014 -93
2015 -257
2016 -104

EEFE

NET ASSETS

R+=ZA=+—8” BEAT

As at 31 December HK$' M
2012 3,405
2013 3,147
2014 2,998
2015 2,937
2016 2,655
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TEharehoIders: .

On behalf of the Board of Directors, | am pleased to present to you
the annual results of China Rare Earth Holdings Limited (the
“Company”) and its subsidiaries (together the “Group”) for the year
ended 31 December 2016.

The year of 2016 represented the opening year of the 13th
Five-year Plan of China with a number of measures promulgated
and as propelled. The strategic values of rare earth have been
further highlighted along with deepening of industry reformation. In
October 2016, the Ministry of Industry and Information Technology
issued the “Development Planning for the Rare Earth Industry (Year
2016-2020)" as the dedicated planning for the development of the
rare earth industry during the period of the 13th Five-year Plan,
which pivots on the development of the rare earth industry guided
by a scientific philosophy to transform the industry as a whole to a
mid and high end, to continuously further the supply-side reform
and to strengthen the protection of strategic rare earth resources.
In order to forge a new value chain, supervisory and regulatory
departments of the PRC launched a series of targeted operations
against illegal and irregular acts concerning rare earth nationwide
during the period from December 2016 to April 2017 to take one
step ahead in normalizing the market order of the rare earth
industry as well as enhancing its development quality and
effectiveness. The Group will monitor closely and align itself with
the policies in China so as to advance its scientific and technological
innovation and industrial development to a new height in the phase
of the 13th Five-year Plan.
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" FINANCIAL RESULTS

For the financial year ended 31 December 2016, the Group
recorded a revenue of approximately HK$709,120,000, declining by
approximately 16% when compared with HK$843,110,000 in 2015.

Policies unfolded in the PRC in 2016 have made the development
framework of the Chinese rare earth industry for the next five years
definitely with an aim to expedite the transformation and upgrade
of the industry and to fuel realization of the long-term objective of

a sustainable and healthy development of rare earth industry.

The overall market continued its downturn in the course of industry
rectification though. Against a backdrop of inadequate market
demand coupled with unceasing impacts on the market by illegal
low-priced rare earth products, prices and sales volume of major
rare earth products of the Group dropped to various extents
comparatively. The Group has thus adjusted its product portfolio
and sold more high-priced products to alleviate the decrease in
sales. In 2016, revenue from the Group’s rare earth products
amounted to approximately HK$436,477,000, representing a
decrease of about 13% when compared with HK$500,419,000 in
2015 and accounting for 62% of the total revenue. As for
refractory material products, the market conditions remained
challenging and revenue was approximately HK$272,643,000,
representing a decrease of about 20% when compared with
HK$342,691,000 in 2015 and accounting for 38% of the total

revenue.

During the year, the Group has reduced some business volume of its
loss making rare earth segment and thus altered the situation in
which negative gross profit margin was being recorded for the past
few years. Net loss of the Group narrowed from approximately
HK$267,618,000 in 2015 to approximately HK$107,876,000 in
2016 by about 60%. In addition to cutting loss by reducing business
volume, no impairment loss was made for the year while
impairment had been made in respect of non-current assets of
about HK$109,669,000 in total in 2015. Loss per share has
remarkable improvement from about HK11.98 cents in 2015 to

about HK4.45 cents for the year.
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B-USINESS REVIEW

Rare Earth Business

In 2016, the rare earth industry in general remained clouded by the
sluggish global economy with market demand retarded and
downturn continued. The ineffectiveness in rectifying and
monitoring rare earth in China has also made illegal exploitation
and irregular production rampant and led to over-supply of rare
earth. Amid fierce competition, product prices continued their
volatile declines. As a result, a majority of the rare earth mines and
smelting and separation enterprises recorded losses under sustained
difficult operating conditions, and many of them chose to halt
production for consolidation or reduced production for preservation
of value. During the session of the 2016 G20 Hangzhou Summit,
local governments also encouraged enterprises in the regions to
reduce business volume to act in concert with dedicated
supervisions for the sake of security of the summit. Besides, in July
2016, the national environmental protection (“EP”) inspection
teams stationed in eight provinces (including Jiangsu) to conduct EP
inspections, during which enterprises in issue were commanded to
either rectify at once, to rectify within a specified timeline or to
close down or be eradicated and held accountable. Consequently,
many rare earth enterprises were in nil-operation or half-operation

situations.

The Group has temporarily suspended its production for about three
months conducting an internal consolidation during the year to
secure operational quality, under which production procedures and
human resources were rationally deployed and production was
curtailed under the principle of aggregating control as the
production volume decreased by about 70% when compared with
that in 2015 while products purchased outside increased to retain
customers. In 2016, revenue of the Group's rare earth business was
approximately HK$436,477,000, decreased by about 13% when
compared with HK$500,419,000 in 2015. Owing to the weak rare
earth industry, product prices dropped in general and the drop in
sales volume was even larger. Thanks to the Group’s change of
product portfolio, the drop in sales of rare earth was relatively mild
and gross loss margin of the segment has thus improved much as it
descended from about 26% in 2015 to about 6% for the year.
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 The Group sold approxmatély 1,950 tonnes of rare earth omdes in

total during the year, a decrease of over 40% when compared with
2015. As for product prices, the prices continued their volatile
declines despite a short-lived recovery after the completion of two
rounds of the rare earth hoarding reserve plan in April and May
2016. The average selling prices for the whole year of 2016
declined when compared with those in 2015, among them the
selling prices of praseodymium oxide, neodymium oxide, erbium
oxide and terbium oxide dropped by approximately 10%; those of
cerium oxide, lutetium oxide and dysprosium oxide dropped by
approximately 20%; and those of lanthanum oxide, samarium oxide
and europium oxide dropped by approximately 30% to 50%. As for
raw materials, thanks to the procurement agreement entered into
between the Group and certain suppliers in 2015 in the form of
prepayment, the Group was able to purchase rare earth minerals at
more favorable prices, and also thanks to the decrease in the price
of rare earth, the average unit costs of major rare earth minerals

dropped by around 20% when compared with that of 2015.

With regard to fluorescent materials, the Group sold about 430
tonnes of products, increased by approximately 7% when compared
with that of 2015. Due to the fall in product prices, for example,
the selling price of green phosphors fell by about 15%; while that
of blue and red phosphors fell by about 30%, sales amount for the
year recorded a decrease of around 13% year-on-year. As to costs,
the fall in prices of rare earth oxides, the key raw materials of
phosphors, and the provision for impairment made by the Group in
respect of certain production facilities in 2015, has reduced the
amortised cost and resulted in the gross loss margin sliding to
below 5% in 2016.

During the year, the Group has consolidated the production
procedures and human resources of its rare earth business,
eliminated some unskilled staff and lessened certain labor costs.
Besides, after the abolition of export tariffs on rare earth in May
2015 in China, selling expenses decreased accordingly. Expenses of
approximately HK$11,055,000 incurred during the period of
rectification and production suspension were stated under other

operating expenses item.



TRHBESE

CHAIRMAN'S STATEMENT

FEAHGHE  FENEAEER+ESNEA
W5 EAEER L EBUADT2% - BT
AIERERA BNREESH  HiskH A%
9% 9% NT7% °

[P REE L

ME—T—RF PELEER[FERE BT
BT HeRE IERMSERDA &
BHETERN=FEREB(2TXBRINE
N EEBTENEE-—RREDR - K
o PREBETENEBELBRNTE  F
BE-SHREEZFLBAER - MAM BTG
WU AR EAEA o

RZT—RF  AEEWAMBEBH D BRA
#)7/272,643,0008 L BT —HFHH
342,691,000 7T LL 8 N K 4020% © EF E B =
T—AFNHBUEEAEZRFEL1% °

REBER T —/XFE HK26,000M8 — A it A
HESEWEER BR_Z—AFEMTEY
2% EMEEHE FEEMNEREHEERN
REENFTHEBR-_ZE—AFETHAL K =
SEREERTROEN  BRERSABEER
MERE-_T-—AFMENSTT - AR L
EEMFHEBB LN AEFEERINE
BEEEDHNEEESKEBERA - TR THNK:
UREBNHEER - —RAF TR THOMMK -
TR BEBRSNADEETNE S M
RZE-—RFEARED FEMNXEAZELY
9% o

Geoéraphically, China remained the largest market for the Group's
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rare earth products, accounting for around 72% of the sales in rare
earth business of the Group. For overseas markets, Japan, Europe

and the US accounted for around 9%, 9% and 7% respectively.

Refractory Materials Business

Looking back in 2016, the economic development of China has
continued to slow down. According to reports made by China Iron
and Steel Industry Association, benefited from the recovery in
market prices, the iron and steel industry of China has taken a
favorable turn from a deadlock of “industry-wide loss-making”
during the first three quarters, but it takes time to recover for the
industry. Meantime, industries of cement and sheet glass and the
like are still beset by conflicts associated with over-capacity and
require further industry structural adjustments. In this regard,
market conditions of the refractory materials are still enveloped with

uncertainties.

In 2016, segment revenue of the Group's refractory materials was
approximately HK$272,643,000, decreased by about 20% when
compared with approximately HK$342,691,000 in 2015. Gross
profit margin rose slightly from about 8% in 2015 to about 11%

this year.

The Group sold approximately 26,000 tonnes of ordinary refractory
materials and high temperature ceramics products in 2016, slightly
or 2% lower than that of 2015. In terms of product selling prices,
principal products such as magnesium chrome bricks declined by
about 10% year-on-year, casting materials declined by around 5%,
while the prices of alumina-graphite bricks and high temperature
ceramics products remained flat when compared with 2015.
Although the sales volume and the average selling price underwent
minor changes, the drop in sales volume of some high temperature
ceramics products with higher selling prices was significant, a drop
of about 60%, such that related sales amount was about 20%
lower than that of 2015. The proportion of trading section of the
contracting businesses that was making severer loss in 2015 has
been reduced notably in 2016, gross profit margin restored to about
9%.
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Regarding the magnesium grain business, the development was

steady with increased production hours when compared with 2015.
The sales volume was 67,000 tonnes, about 5% higher than that of
2015. The sales amount was also similar to that of 2015 with price
variation within 5% while gross profit margin went up slightly to
about 15%.

Geographically, China remained the Group’s core market for
refractory materials business with sales accounted for about 86% of
the segment. With respect to overseas markets, sales to Japan fell
owing to a fragile local economy that less refractory materials were
purchased from China, accounting for about 9%. On the other
hand, as the Group continued to explore overseas market for high
temperature ceramics products, sales proportion to Europe and the

Middle East and other markets rose to about 5%.

PROSPECTS

The industry development has been perplexed by issues such as
sustained downturn of rare earth prices, coupled with intensive
competition among industry players, over-capacity and irregular
extractions. In the future, China will, by way of closure, elimination and
transformation and the like, enhance industry centralization, resolve
over-capacity, eliminate straggly enterprises, upgrade and optimize
industrial structure, focus on development of high-end materials and
exert more effort in input for environmental protection. The Ministry of
Industry and Information Technology has proposed at a rare earth
industry forum that, during the period of the 13th Five-year Plan, the
rare earth industry will be devoted to promotion of supply-side reform
and accomplish the formation of the six major rare earth groups. It has
also put forward cracking down on illegal and irregular acts in the rare
earth industry, as well as establishing product track systems, implying
that illegal extraction of rare earth can be curbed, and that eradicating
illegal mining will pave way for recovery of the industry. On the other
hand, it is expected that with the strengthening market influence of
the six major rare earth groups, the industry order can be more
organised and the prices of rare earth can be elevated through
concerted price-preserving and production restriction efforts. At this
point, it is hopeful that the rare earth market will be recovered in
sound condition and that the industry will deepen its development

through reformation and innovation.
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The PRC has completed a new round of rare earth hoarding reserve
plan in January 2017, the tender of which has solicited more active
response from players in this sector with pricing ascended when
compared with last time. As a result, market price of rare earth has

a few signs of recovery in the first quarter of 2017.

The People’s Government of Jiangsu Province in China has issued
the “Provincial Government’s Implementation Opinions in relation
to In-depth Promotion of Transformation and Development for the
Chemical Industry in the Province” in October 2016, and the
Provincial Party Committee of Jiangsu and the People’s Government
of Jiangsu Province has issued the notice on the publication of the
“Dedicated Action Proposal for ‘Two Reductions, Six Treatments and
Three Enhancements’” in December. The launch of these two
provincial policy documents have brought up new and stricter
requirements for the Group’s production and development, which
involve not only upgrading EP treatment measures, cutting down
emissions significantly and controlling environmental risks, but also
reinforcing sustainable development capacity and integrated
competitiveness in the course of transformation and development.
Over the years, the Group has always placed a high priority on
environmental protection and has, through upgrading of its EP
facilities, adoption of various EP measures and stringent control over
environmental risks, turned EP to essentials securing the Group's
production and operation. The Group has also persisted in
development through innovation, in research and development of
new products and new technologies, such as the remarkable
progress made in the R&D of products particle size control and the
enhancement of high purity products and crafts, thus showcasing
the impetus for the Group’s sustainable development and product

technological innovation in future.

Besides, the Group is in active study of the feasibility for acquisition
of a magnesite mine in northeast of China, in the hope of
accelerating materialization of its development layout in respect of
refractory materials and advancing a synergic effect with the
Group's businesses so as to lay a solid foundation for future

industrial transformation.
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LIQUIDITY AND FINANCIAL RESOURCES

The Group maintains prudent capital arrangements and retains
adequate liquidity. As at 31 December 2016, the Group had cash
and bank deposits valued at a total of approximately
HK$1,666,118,000. Net current assets amounted to approximately
HK$2,175,444,000, with the total liabilities to total assets ratio at

around 9%.

The Group signed supply contracts with certain suppliers in 2015
and made prepayments exceeding HK$400,000,000 in aggregate
for rare earth materials and products in the hope of securing
sufficient supply of raw materials and products at advantageous
prices. After operation of the same for one year, and owing to the
fact that the Group had reduced its production, some rare earth
materials suppliers have delayed their delivery upon request by the
Group and the Group has recouped RMB120,000,000 of
prepayments in aggregate from those suppliers. There were some
rare earth products suppliers who have performed their supply
obligations under prepayments in smooth cooperation and renewed
such prepayment agreements in 2016 in the light of the Group's
increased trading volume. As at 31 December 2016, the Group had
prepayments of approximately HK$254,672,000 for rare earth on
book.

The Group's trade receivables declined at the end of the year along
with the year-on-year decrease of 16% in revenue. As at 31
December 2016, trade debtors and bills receivables of the Group
amounted to approximately HK$258,315,000. There was one
customer who was involved in the rare earth hoarding reserve plan
in the PRC and encountered some delay in its capital arrangement,
with the trade receivables involved ageing over one year amounted
to approximately HK$36,847,000. Although such customer had no
bad debt risk, ageing analysis and turnover days of Group’s trade
receivables were inevitably affected. In addition, the feeble
refractory materials market has worsened deferring in payment by
some customers and in respect of which the Group has, after
prudent consideration, increased its impairment allowance for
doubtful debts. The Group is closely monitoring the repayment
situation of customers and negotiating with them for collection in a

timely manner.
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Dﬁg the year, a sumhe Group in the PRC had acquired
short-term loans totaled RMB69,800,000 from banks and financial
institutions, among which land and plant with a carrying amount of

approximately HK$41,501,000 was pledged.

Save for the above, the Group had no charge on its assets, nor has
it held any financial derivative products. It was not exposed to any
material interest rate risk. As for foreign exchange, most of the
Group's assets, liabilities and transactions are denominated in
Renminbi, and the rest are in the US dollars or Hong Kong dollars.
The exchange rates of these currencies have been stable. The Group
will continue to monitor closely the volatility and changes of

exchange rates and make efforts to lower its financial risks.

STAFF AND REMUNERATION

The Group has optimized its manpower structure according to its
development strategies and business needs. Following the rectification
of part of the manpower in the rare earth business, as at 31 December
2016, the Group had a workforce of approximately 700, including a
number of experienced professionals and university graduates. Staff
costs decreased as the number of employee dropped when compared
with that of 2015. During the year, the Group spent an aggregate of
approximately HK$54,886,000, around 20% less from 2015, on staff
costs, including directors’ emoluments. Just as in the past, regular
training and study opportunities were provided to employees to assist

them in maintaining professional competence.
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HAIRMAN'S STATEMENT

The Board does not recommend the payment of a final dividend for
the year 2016 (2015: nil).

CONCLUSION

Global market economy is brimming with challenges as well as
opportunities, but the economic growth of China is still the most
anticipated. The Group remains fully confident in the prospect of the
industry and will continue to actively align itself to fit in with the
Chinese development strategy, embark on environmental management
according to policy requirement of the industry, and to further
integration of enterprise resources and optimization of production
process for product innovation and improvement. Looking ahead, the
Group will also uphold a flexible management model to lower cost
while reinforcing input in environmental protection in the direction in
consistent with the Chinese policy and development, striving for

improved results when the market stabilizes.

Last but not least, on behalf of the Group, | would like to express
my sincere gratitude to our business partners, investors, customers,
suppliers, management team and staff for their full support and

trust and their contribution to the Group’s development.

Jiang Quanlong
Chairman
Hong Kong, 30 March 2017
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EXECUTIVE DIRECTORS

Mr. Jiang Quanlong, aged 64, is a founding member and the
chairman of the Group. Mr. Jiang is responsible for the formulation
of the Group's overall business development policies. Mr. Jiang is
recognised as a senior economist by Jiangsu Provincial Personnel
Department. Mr. Jiang has over 30 years of experience in the rare
earth and refractory materials industries. Prior to the founding of
the Group, Mr. Jiang had been a factory manager of a refractory
materials production plant and a sales manager of a glass and
ceramics manufacturing company. Besides, Mr. Jiang is also the
chairman and an executive director of Pan Asia Environmental
Protection Group Limited, the shares of which are listed on The
Stock Exchange of Hong Kong Limited, and a director of YY
Holdings Limited, a substantial shareholder of the Company.
Mr. Jiang is the husband of Ms. Qian Yuanying, the deputy
chairman of the Group.

Ms. Qian Yuanying, aged 57, is a founding member and the
deputy chairman of the Group. Ms. Qian is also the chief executive
officer of the Group and the general manager of Yixing Silver Mile
Fluorescent Materials Company Limited. Ms. Qian is responsible for
the overall management of the Group and the operation of
fluorescent materials business. Ms. Qian is recognised as a senior
economist by Jiangsu Provincial Personnel Department, and she is
also qualified as a Chinese Career Manager. Ms. Qian has over 20
years of experience in the rare earth and refractory materials
industries. Prior to the founding of the Group, Ms. Qian was a high
school teacher. Ms. Qian is also a director of YY Holdings Limited, a
substantial shareholder of the Company. Ms. Qian is the wife of
Mr. Jiang Quanlong, the chairman of the Group.

Mr. Jiang Cainan, aged 58, joined the Group in 1986 and was
appointed as an executive director in 2005. Mr. Jiang is also the
general manager of Yixing Xinwei Leeshing Refractory Materials
Company Limited and is responsible for the operation and sales of
refractory materials business. Mr. Jiang has over 30 years of
experience in the refractory materials industry.
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“INDEP.ENDENT NON-EXECUTIVE DIRECTORS

 BERSHEBASEN

 DIRECTORSHAN | -’

Mr. Huang Chunhua, aged 52, joined the Group in 2001 as an
independent non-executive director of the Company. Mr. Huang
obtained a Ph.D degree in Marketing and a Master degree in
Business Administration from University of Strathclyde and a
Bachelor degree in Economics from Wuhan University. Currently
Mr. Huang is the deputy chairman and an executive director of
Hybrid Kinetic Group Limited, the shares of which are listed on The
Stock Exchange of Hong Kong Limited. For the period from May
2007 to April 2009, Mr. Huang was a director and China equity
market strategist of BNP Paribas Securities (Asia) Limited. Prior to
that he was the deputy chairman of Hybrid Kinetic Group Limited
between November 2002 and October 2007 and an analyst of
various securities companies. Mr. Huang has extensive knowledge
and experience in financial market.

Mr. Jin Zhong, aged 65, joined the Group in 2004 as an
independent non-executive director of the Company. Mr. Jin
graduated from the Faculty of Material Engineering of Wuhan Steel
College, specialising in refractory studies. Mr. Jin was previously the
deputy chief engineer of the head factory of Guiyang City
Refractory Materials Factory.

Mr. Wang Guozhen, aged 81, joined the Group in 2012 as an
independent non-executive director of the Company. Mr. Wang
graduated from Tianjin University, majoring in Physical chemistry of
metals. Currently Mr. Wang is a senior expert consultant in rare
earth projects of China Enfi Engineering Corporation. For the period
from 1987 to 1994, Mr. Wang was a member of the Experts Group
of the Rare Earth Leading Group of the State Council, the People’s
Republic of China and the head of its industry group. From 1994 to
2006, Mr. Wang was a member of the Group of Rare Earth Experts
of the National Development and Reform Commission and the head
of its industry group. Mr. Wang also worked at the Chinese Society
of Rare Earths (the “CSRE") consecutively as a director, a standing
director, an expert in its rare earth experts group and a senior
member of its Rare Earth Related Environmental Protection and
Labor Hygiene Professional Committee from 1980 to 2009. In 2009,
Mr. Wang was appointed as honorary executive of the CSRE.
Besides, Mr. Wang is also an independent non-executive director of
Pan Asia Environmental Protection Group Limited, the shares of
which are listed on The Stock Exchange of Hong Kong Limited.
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SENIOR MANAGEMENT

Mr. Jiang Xin, aged 32, joined the Group in 2008 and was
appointed as the general manager of the Company in 2012.
Mr. Jiang is responsible for the marketing aspect of the Group’s
business. Mr. Jiang obtained a Bachelor degree in Arts majoring in
International Business, Finance and Economics from University of
Manchester and a Bachelor degree in Arts majoring in Business
Studies from University of Wales. Mr. Jiang is a son of Mr. Jiang
Quanlong, the chairman of the Group and Ms. Qian Yuanying, the
deputy chairman of the Group.

Mr. Jiang Hongjun, aged 58, joined the Group in 2000. Mr. Jiang
is the deputy general manager of the Company and is responsible
for the daily administrative affairs of the Group. Mr. Jiang has over
30 years of experience in administrative management.

Mr. Yu Zhengming, aged 81, joined the Group in 1999. Mr. Yu is
the chief engineer and technical consultant of Yixing Xinwei
Leeshing Rare Earth Company Limited. Prior to joining the Group,
Mr. Yu was the factory general manager and chief engineer of a
renowned rare earth factory. Mr. Yu is an expert in rare earth and
non-ferrous metals industries.

Mr. Xu Jianwen, aged 48, joined the Group in 1988. Mr. Xu is the
general manager of Yixing Xinwei Leeshing Rare Earth Company
Limited and is responsible for the operation of rare earth business.
Mr. Xu has over 20 years of experience in production management
in the rare earth industry.

Mr. Wang Jianping, aged 55, joined the Group in 2004. Mr. Wang
is the general manager of Wuxi Xinwei High Temperature Ceramics
Company Limited and is responsible for the operation of the high
temperature ceramics business. Mr. Wang has over 15 years of
experience in administrative management and sales.

Mr. Zhang Huilin, aged 64, joined the Group in 1988. Mr. Zhang
is the general manager of Haicheng City Suhai Magnesium Ore
Company Limited and Hai Cheng Xinwei Leeshing Magnesium
Resources Company Limited and is responsible for the operation of
magnesium grains business. Mr. Zhang has extensive management
experience in raw material supply and sales of refractory materials.

Mr. Law Lap Tak, aged 47, joined the Group in 1999. Mr. Law is
the financial controller and company secretary of the Company.
Mr. Law graduated in Hong Kong and obtained a Bachelor degree
in Business Administration. Mr. Law is a member of the Hong Kong
Institute of Certified Public Accountants and The Association of
Chartered Certified Accountants. Prior to joining the Group,
Mr. Law was an audit manager in an international accounting firm
in Hong Kong.



Annual Report 2016 £

NP o .
tEsRER ol
RARBNRNBFRFZEEBRERKIEFT
RAARERBEEBMERIMERAAFS L
MR A ([ ETRAD) M4 E N EE R T
A ([ 2 ERFAI]) AEFTHE BUR & JR B M 8
MERFZ2LEBERERTH -EZG((EF
DRE - BTUTARMIN  ARTRBE=
—NE+-_AZ+-BLEER—EETOE
Eiasrhl e

BRECEEARTUNEXFEEI2E EFEER
ELEERRAFAS EFCTERERELLERH
REBITEMEB L  RELEARAR-E
—RNENACHBETHORFBAFAG - EFEA
IRBIRAZTERZARRBRELELRE
WE R 2 IR - AR AR HEEAEEMA
BUABEEREEAARNREBFAE -

ESETRSFRS

RA BB A TER L7748 B 8k10FT 8 2 &
MAREFETESFRFNEESTR ([FESF
A1) w=FAl ([RRISFAD) - ERARREEE
EWHk MAEEEHEBERRBE-Z—XF

T Z A=+ —HBLEFERA—EETRETR

ARSFAl
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- CORPORATE GOVERNANCE PRACTICES

The Company is committed to attending good corporate governance
practices and procedures. The Company has adopted its own code
of corporate governance based on the principles and code
provisions of the Corporate Governance Code (the “CG Code”)
contained in Appendix 14 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited (the
“Listing Rules”). In the opinion of the Board of Directors (the
“Board”), the Company has complied with the CG Code throughout

the year ended 31 December 2016, except for the following:

Pursuant to the CG Code provision E.1.2, the chairman of the board
should attend the annual general meeting. Mr. Jiang Quanlong, the
Chairman of the Board, was unable to attend the annual general
meeting of the Company held on 3 June 2016 due to other business
commitment. Ms. Qian Yuanying, the Deputy Chairman of the
Board, was delegated to attend and respond to questions from
shareholders on behalf of Mr. Jiang Quanlong. The Company will
arrange for a more flexible schedule in order to facilitate the

Chairman to attend the Company’s annual general meeting.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted a code of conduct (the “Company’s
Code"”) regarding securities transactions by directors on terms no
less exacting than the required standards set out in the Model Code
for Securities Transactions by Directors of Listed Issuers (the “Model
Code") as set out in Appendix 10 of the Listing Rules. Having made
specific enquiry, the Company confirms that all directors have
complied with the required standards as stated in the Model Code
and the Company’s Code throughout the year ended 31 December
2016.

e E k]
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BOARD OF DIRECTOR
EZGHRAANEHKE  AR=Z2HNTEFER= The Board currently comprises six members, consisting three
BIEMITES - executive directors and three independent non-executive directors.

ESe v EARRAGTEESTE SR AREARS The composition of the Board and the attendance of the Board

ZHEBROT - meetings and general meeting during the year are as follows:
ERHE/BTHE

No. of meeting(s) attended / held
5= Ezg BRRAE
Director Board meeting General meeting
BITES
Executive director
BREE (L) 4/4 0/1
Jiang Quanlong (Chairman)
B (B L ERTEAEE) 4/4 171
Qian Yuanying (Deputy Chairman and Chief Executive Officer)
BE 4/4 0/1
Jiang Cainan
BYFHITES
Independent non-executive director
BHEE 4/4 0/1
Huang Chunhua
&8 4/4 0/1
Jin Zhong
TEHEZ 4/4 11

Wang Guozhen

BREESLEIN TRRFRAMEBIFERNTE Apart from Board meetings, the Chairman also held a meeting with
EERTEZW NMEZHER TR T —Rg&E - the independent non-executive directors without the presence of

executive directors during the year.

EEREEHENAFRFICAEZISEMES The biographical information of the directors are set out in
EaBREBABBNIA - “Directors and Senior Management Profile” on pages 16 to 18 of

the annual report.

BRETEDNETERT IR KRERES Mr. Jiang Quanlong is the husband of Ms. Qian Yuanying. Save as
S BEEGREMUBMRENAMEZBRE - disclosed, there are no family or other material relationship among

the Board members.
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'TRAINulNG AND CONTINUOUS PROFESSIONAL

DEVELOPMENT OF DIRECTORS

Each newly appointed director will receive comprehensive, formal
and tailored induction on the first occasion of his/her appointment,
so as to ensure that he/she has appropriate understanding of the
business and operations of the Company and that he/she is fully
aware of his/her responsibilities and obligations under the Listing

Rules and relevant regulatory requirements.

There are also arrangements in place for providing continuing
briefing and professional development to directors whenever

necessary.

During the year, the Company has not arranged any seminar for
directors. Nevertheless, the Company has provided certain Guidance
Letters issued by The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) to directors for their own study to strengthen

their understanding on the Listing Rules.

PRACTICES AND CONDUCT OF MEETINGS
Notices of regular Board meetings are served to all directors at least
14 days before the meetings. For other Board and committee

meetings, reasonable notice is generally given.

Board papers together with all appropriate, complete and reliable
information are sent to all directors at least 3 days before each
Board meeting or committee meeting to keep the directors apprised
of the latest developments and financial position of the Company
and to enable them to make informed decisions. The Board and
each director also have separate and independent access to the

senior management whenever necessary.

The Company Secretary is responsible for taking and keeping
minutes of all Board meetings and committee meetings. Draft
minutes are normally circulated to directors for comment within a
reasonable time after each meeting and the final version is open for

directors’ inspection.
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‘According to current B

oard practice, any ma

involves a conflict of interests for a substantial shareholder or a

terial transaction, which

director, will be considered and dealt with by the Board at a duly

convened Board meeting.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Although Mr. Jiang Quanlong, the Chairman of the Board, is the
husband of Ms. Qian Yuanying, the Chief Executive Officer, their
roles and responsibilities are separated. The Chairman is responsible
for the formulation of the Group’s overall business development
policies while the Chief Executive Officer is responsible for the

overall management of the Group’s business.

INDEPENDENT NON-EXECUTIVE DIRECTORS

The Board has met the requirements of the Listing Rules relating to
the appointment of at least three independent non-executive
directors with one of whom possessing appropriate professional
qualifications or accounting related financial management expertise
throughout the year ended 31 December 2016.

The independent non-executive directors of the Company are highly
skilled professionals with expertise and experience in the field of
financial management and businesses related to the Group. They
advise the Company on strategy development and enable the Board
to maintain high standards of compliance of financial and other
mandatory reporting requirements and provide adequate checks and
balances to safeguard the interests of shareholders and the
Company as a whole. Each of the independent non-executive
directors has entered into a service contract with the Company for a
term of two years. The Company has received written confirmations
from all independent non-executive directors concerning their
independence. The Board considers that all of them are

independent.
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: GOVERNANCE REPORT

CONTRIBUTIONS OF THE BOARD AND MANAGEMENT
The Company is governed by the Board which is responsible for
directing and supervising its affairs and oversight of the Group’s
businesses, strategic decision and performance. Execution of the
Board’s decisions and daily operations are delegated to the

management.

CORPORATE GOVERNANCE FUNCTIONS
The Board is responsible for performing the functions set out in the
Code Provision D.3.1 of the CG Code.

The Board reviewed the Company’s corporate governance policies
and practices, training and continuous professional development of
directors and senior management, the Company's policies and
practices on compliance with legal and regulatory requirements, the
compliance with the Model Code, and the compliance with the CG

Code and disclosure in this Corporate Governance Report.

The Board has adopted a Board Diversity Policy setting out the
approach to achieve diversity on the Board. The Board has
considered that diversity of the Board members can be achieved
through consideration of a number of aspects, including but not
limit to gender, age, cultural and educational background,
professional qualification, skills, knowledge and industry and
regional experience. The Company aims to maintain an appropriate
balance of diversity perspectives of the Board that are relevant to

the Company’s business growth.

BOARD COMMITEES

The Board has established three committees, namely, the Audit
Committee, Remuneration Committee and Nomination Committee,
for overseeing particular aspects of the Company’s affairs. All Board
committees of the Company are established with defined written
terms of reference. The terms of reference of Board committees are
posted on the websites of the Company and the Stock Exchange

and are available to shareholders upon request.
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AUDIT COMMIT
The principal functions of the Audit Committee are to assist the
Board in reviewing the relationship with the auditor of the
Company, the financial information, the financial reporting system,

risk management system and internal control procedures.

The composition of the Audit Committee and the attendance of the

Committee meetings during the year are as follows:

RE eEbE BITHA
Member No. of meeting(s) attended/held
BIYFBTES

Independent non-executive director
TEY (£E)

Wang Guozhen (Chairman)

Huang Chunhua

TE

Jin Zhong

EgHL BERZBEBEHTARRMRAZE
ABERE R RER  AREERMERR
FH BEROTEZRERKBAGST &
BMTARRZHHREFERE -

¥FMZzES

FHEZEE G I ERERANESERHEALA
EENEREEARYMBRRREETEZE
R-imamEsARFMAES -

2/2
2/2

2/2

During the meetings, the Audit Committee reviewed the accounting
principles and practices adopted by the Company and discussed
auditing, internal control and financial reporting matters, including
the review of the interim and annual results of the Company with
the assistance of the auditor without the presence of the executive

directors.

REMUNERATION COMMITTEE

The principal functions of the Remuneration Committee are to make
recommendations to the Board on the Company’s policy and
structure for the remuneration of directors and senior management,

and to review their specific remuneration packages.
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f the Remuneration Committee and the

attendance of the Committee meetings during the year are as

follows:

j54=] BELRE BTHA
Member No. of meeting(s) attended/held
BYFHTES

Independent non-executive director
BEE (2E)

Huang Chunhua (Chairman)

&

Jin Zhong

TEY
Wang Guozhen

EgEL FHZEEeRS THHRRREES
ZHMASMETSHEL TS -

REZEE

REZEGZIERHEAZECRANESS
KREZTICBREHNESG 2AK - & RiBE
NEZEZeXEBLTLZABERR HIER
EREZFRANZEZABREF REZSHE
EREREE  RARBUFNTESTZBLN
ERHER -

REZBEZHERRAEEZECEZ2HE
BRWT

K&

Member

171
171

1”71

During the meeting, the Remuneration Committee reviewed the
remuneration policy and recommended the remuneration packages

of the directors to the Board.

NOMINATION COMMITTEE

The principal functions of the Nomination Committee are to review
the Board composition with reference to the Board Diversity Policy
adopted, discuss and agree on measurable objectives for achieving
diversity on the Board, develop and formulate relevant procedures
for the nomination and appointment of directors, make
recommendations to the Board on the appointment and succession
planning of directors, and assess the independence of independent

non-executive directors.

The composition of the Nomination Committee and the attendance

of the Committee meetings during the year are as follows:

eEbEBITEE
No. of meeting(s) attended/held

BYFHTE

Independent non-executive director
TE (FFE)

Jin Zhong (Chairman)

Huang Chunhua

TEY
Wang Guozhen

11

11

11
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Dﬁg the meeting, mt)n Committee reviewed the Board
composition, the independence of the independent non-executive
directors and the Board Diversity Policy of the Company. The
Nomination Committee considers that the Board composition is

appropriate.

RE-ELECTION OF DIRECTORS

The Company’s Articles of Association specify that every director
should be subject to retirement by rotation at least once every three
years and the director appointed to fill a casual vacancy shall hold
office only until the next following general meeting of the
Company. Ms. Qian Yuanying and Mr. Huang Chunhua will retire by
rotation according to Article 108(A) and (B). Both of them, being
eligible, will offer themselves for re-election.

DIRECTORS' RESPONSIBILITIES ON THE FINANCIAL
STATEMENTS

It is the directors’ responsibility to prepare financial statements
which give a true and fair view of the state of affairs of the Group,
the results and cash flows for each financial period. In preparing the
financial statements, the directors have to ensure that appropriate
accounting policies are adopted. The financial statements are

prepared on a going concern basis.

The statement of the auditor of the Company about the reporting
responsibilities on the financial statements is set out in the
Independent Auditor's Report on pages 46 to 57 of this annual

report.

AUDITOR’S REMUNERATION

During the year, the remuneration in respect of statutory audit
services (including interim review) provided by the auditor of the
Company was HK$3,185,000. There was no other non-audit service

provided by the auditor.
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The Group has established a risk management framework, which
consists of the Board, the Audit Committee and senior management

of the Group.

The Board evaluates and determines the nature and extent of
principal risks that is acceptable in achieving the Group’s strategic
objectives, and acknowledges its overall responsibility for
maintaining appropriate and effective risk management and internal
control systems. The Audit Committee supports the Board in
monitoring the operating effectiveness of the risk management and
internal control systems, while the senior management is
responsible for the design and implementation of relevant
procedures. Such systems are designed to manage rather than
eliminate the risk of failure to achieve business objectives, and can
only provide reasonable and not absolute assurance against material

misstatement or loss.

The Group has adopted various risk management procedures and
guidelines with defined authority for implementation by major units
or departments, including sales and collection, procurement and
payment, production and warehousing, finance and treasury as well
as fixed assets management. Each major unit or department is
responsible for daily risk management activities, including
identifying major risks that might impact on the Group’s
performance, accessing and evaluating the identified risks according
to their likely impacts and the likelihood of occurrence, formulating
and implementing measures, controls and response plans to manage
and mitigate such risks. During monthly regular meetings heads of
major operation units or departments discuss the business and
report the risk management and internal control matters to the
Group’s Chief Executive Officer, who is directly responsible to the
Board.
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The Board has entrusted the Audit Committee with the
responsibility to oversee the risk management and internal control
systems on an on-going basis and to review the effectiveness of the
systems annually. To perform the internal audit function, the Group
has conducted a review of the effectiveness of the risk management
and internal control systems with the assistance of an independent
advisor during the year ended 31 December 2016 and reported the
key findings to the Audit Committee. The review covers major and
material controls in areas of financial, operational and compliance
and risk management functions. Although there is room for
improvement, no significant deficiency of the internal control has

been identified in the review.

The Group has maintained internal guidelines for ensuring that
inside information is disseminated to the public in an equal and
timely manner in accordance with the applicable laws and
regulations. Senior executives of the investor relations, corporate
affairs and financial control functions of the Group are delegated
with responsibilities to control and monitor the disclosure of inside
information. Access to inside information is confined to relevant
senior management on “need-to-know” basis. Relevant personnel
and other professional parties involved are reminded to preserve

confidentiality of the inside information until it is publicly disclosed.

SHAREHOLDERS' RIGHTS

General meeting

The general meetings of the Company provide an opportunity for
communication between the shareholders and the Board. The
Chairman of the Board as well as chairmen of the Audit Committee,
Remuneration Committee and Nomination Committee, or in their
absence, their duly appointed delegates are available to answer
questions at the shareholders’ meetings. Auditor of the Company is
also invited to attend the Company’s annual general meeting
("AGM") and is available to assist the directors in addressing
queries from shareholders relating to the conduct of the audit and
the preparation and contents of the Independent Auditor's Report.
Separate resolutions are proposed at shareholders’ meetings on

each substantial issue, including the election of individual directors.
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M.an 'extr-alordinary general meetings'i"EGM")
together with related papers are sent to the shareholders at least 20
clear business days and 14 days before the respective meetings,
setting out details of each proposed resolution, voting procedures
and other relevant information. All votes of shareholders at the
general meeting will be decided by poll pursuant to the Listing
Rules. The Chairman will demand that all resolutions put to the vote
at general meetings be taken by poll and will explain such rights
and procedures during the general meetings before voting on the
resolutions. An independent scrutineer will be appointed to count
the votes and the poll results will be posted on the websites of the

Company and the Stock Exchange after the general meetings.

Shareholders of the Company can make a requisition to convene an
EGM pursuant to Article 64 of the Company’s Articles of
Association. The procedures for the shareholders to convene an

EGM are as follows:

1. One or more shareholders (“Requisitionist”) holding, at the
date of deposit of the requisition, not less than one tenth of
the paid up capital of the Company having the right of
voting at general meetings shall have the right, by written
notice, to require an EGM to be called by the directors for

the transaction of any business specified in such requisition.
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Such requisiti be made in writing to the directors or
the company secretary of the Company at all of the

following addresses:

Principal place of business of the Company in Hong

Kong

Address:  15/F, Club Lusitano, 16 Ice House Street, Central,
Hong Kong

Email: info@creh.com.hk

Attention: Company Secretary

Head office of the Company
Address:  Dingshu Town, Yixing City, Jiangsu Province, the
People’s Republic of China

Attention: Company Secretary

Registered office of the Company
Address:  Cricket Square, Hutchins Drive, P.O. Box 2681,
Grand Cayman KY1-1111, Cayman Islands

Attention: Company Secretary

Shareholders must provide their full name, contact details
and identification in order to given effect thereto.
Shareholders’ information may be disclosed as required by

law.

The EGM shall be held within two months after the deposit

of such requisition.

If the directors fail to proceed to convene such meeting
within 21 days of such deposit, the Requisitionist himself
may do so in the same manner, and all reasonable expenses
incurred by the Requisitionist as a result of the failure of the
directors shall be reimbursed to the Requisitionist by the

Company.
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i\ Procedures Z)t-'s_har hold;'rs to direct enquiries to the

Company
For matters in relation to the Board, shareholders can contact the

Company at the following:

Address:  15/F, Club Lusitano, 16 Ice House Street, Central,
Hong Kong

Email: info@creh.com.hk

Tel: (852) 2869 6283

Fax: (852) 2136 0030

Attention: Company Secretary

For share registration related matters, such as share transfer and
registration, change of name or address, loss of share certificates or

dividend warrants, the registered shareholders can contact:

Hong Kong branch share registrar and transfer office

Computershare Hong Kong Investor Services Limited

Address:  17th Floor, Hopewell Centre, 183 Queen’s Road East,
Hong Kong

Tel: (852) 2862 8555

Fax: (852) 2865 0990

Procedures for shareholders to put forward proposals at
shareholders’ meetings

To put forward proposals at a general meeting of the Company, a
shareholder should lodge a written notice of his/her proposal
("Proposal”) with his/her detailed contact information at the
Company'’s principal place of business in Hong Kong at 15/F, Club

Lusitano, 16 Ice House Street, Central, Hong Kong.

The request will be verified with the Company’s branch share
registrar in Hong Kong and upon their confirmation that the request
is proper and in order, the Board will be asked to include the

Proposal in the agenda for the general meeting.
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e notice period to be given to all the shareholders for
consideration of the Proposal raised by the shareholder concerned
at the general meeting varies according to the nature of the

Proposal as follows:

1. At least 14 days’ notice in writing if the Proposal requires

approval by way of an ordinary resolution of the Company.

2. At least 21 days’ notice in writing if the Proposal requires
approval by way of a special resolution of the Company in
an EGM or an ordinary resolution of the Company in an
AGM.

INVESTOR RELATIONS

The Company continues to enhance communications and
relationships with its investors. Designated senior management
maintains regular dialogue with institutional investors and analysts
to keep them abreast of the Company's developments. Enquiries

from investors are dealt with in an informative and timely manner.

To promote effective communication, the Company also maintains a
website at www.creh.com.hk, where extensive information and
updates on the Company’s business developments and operations,

financial information and other information are posted.

During the year, the Company has not made any changes to its
Articles of Association. An up to date version of the Company’s
Articles of Association is available on the websites of the Company

and the Stock Exchange.
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~The directors have pleasure in presenting the annual report and the

1 '»\

audited consolidated financial statements of China Rare Earth
Holdings Limited (the “Company”) and its subsidiaries (the
“Group”) for the year ended 31 December 2016.

PRINCIPAL ACTIVITIES
The principal activity of the Company is investment holding. The
principal activities of the Group are manufacturing and sales of rare

earth products and refractory products.

The principal activities of the subsidiaries are set out in note 19 to

the financial statements.

SEGMENTAL INFORMATION
Details of segmental information of the Group are set out in note

15 to the financial statements.

RESULTS AND APPROPRIATIONS
The results of the Group for the year ended 31 December 2016 are
set out in the consolidated statement of profit or loss on page 58 of

the annual report.

No interim and final dividend was declared and paid to the

shareholders for the year.

Details of other appropriations are set out in note 29 to the

financial statements.

DISTRIBUTABLE RESERVES OF THE COMPANY
The Company'’s reserves available for distribution comprise the share

premium account, fair value reserve and retained profits/
accumulated losses. As at 31 December 2016, the reserves of the
Company available for distribution to shareholders amounted to
HK$2,224,272,000.

FINANCIAL SUMMARY
A summary of the results of the Group for the past five financial

years is set out on page 176 of the annual report.
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' A QUIPMENT AND
CONSTRUCTION-IN-PROGRESS
Details of the movements in property, plant and equipment and

construction-in-progress of the Group during the year are set out in

note 17 to the financial statements.

SHARE CAPITAL
Details of movements in the share capital of the Company during

the year are set out in note 29 to the financial statements.

BORROWINGS
Details of the borrowings of the Group as at 31 December 2016 are

set out in note 27 to the financial statements.

RETIREMENT SCHEMES
Details of the retirement schemes of the Group are set out in note

12 to the financial statements.

DIRECTORS
The directors of the Company during the year and up to the date of

this report are:

Executive directors
Mr. Jiang Quanlong (Chairman)
Ms. Qian Yuanying (Deputy Chairman and Chief Executive Officer)

Mr. Jiang Cainan

Independent non-executive directors
Mr. Huang Chunhua

Mr. Jin Zhong

Mr. Wang Guozhen

In accordance with Articles 108(A) and (B) of the Company’s Articles
of Association, Ms. Qian Yuanying and Mr. Huang Chunhua will
retire by rotation from the Board at the forthcoming annual general

meeting and being eligible, offer themselves for re-election.
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TET_‘Z AR ARAR —FARIEMEBAEZN contract with the Company which is not determinable by the
EEREAIIEENRESL - Company within one year without payment of compensation other
than statutory compensation.

EERTIETHAEBHNERERAR DIRECTORS’ AND CHIEF EXECUTIVES' INTERESTS AND
SHORT POSITIONS
RZE—RNF+ZA=+—8 A2 aMKEE As at 31 December 2016, the interests and short positions of the

HRBEEG | E326MEE 2 B2 MAME - directors and chief executives of the Company and their respective
FEBELMAGESTHETESRR I NIZESTE close associates in the shares, underlying shares and debentures of

MBHAAAR MBSO ARAREERFTET the Company and its associated corporations as recorded in the
BAEBREBZEZEBALIRAR A XEAE A register kept by the Company pursuant to Section 352 of the
A2l - HERG MESHESABWT Securities and Futures Ordinance (“SFO") or as otherwise notified to

the Company and the Stock Exchange pursuant to the Model Code

for Securities Transactions by Directors of Listed Issuers were as

follows:
1. RAEQXARGER 1. Interests in shares of the Company
R NCI=E oy
= BEUE 51 R HE BRAENBEA
% to the issued
Number share capital of
Director Nature of interest/Capacity of shares the Company
R RBzEs/ REARZES 744,755,200 31.80%
Jiang Quanlong Interest of spouse/Interest
of controlled corporation
BILR fFFEZPRILA 744,755,200 31.80%
Qian Yuanying Founder of a trust
Bt - Note:
ZERAA LT A BEBYY Holdings Limited#s 74 - These shares are held in long position through YY Holdings Limited,
H2 B BTRABRYY Trustt) 2 AYYT (PTC) the entire issued share capital of which is held by YYT (PTC) Limited,
LimitedfiiEA > MEXALERERCHRER the trustee of YY Trust, the discretionary object of which is a company
TRELZTREF2EEENAT - HEARBE wholly owned by Ms. Qian Yuanying, the spouse of Mr. Jiang
f‘ﬂﬂ%XV*BZi%%_“yigyy Trustt B 5T Quanlong, and her sons. Ms. Qian Yuanying is a founder of YY Trust
cBRELERETELLTAYY Holdings within the meaning under Part XV of the SFO. Mr. Jiang Quanlong and

leltedE’J§$ Ms. Qian Yuanying are the directors of YY Holdings Limited.
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2. REBARR®G -  HEROIBEES . Interests in share: erlying shares or equity interests in
associated corporations
(a) WHEFEBRALE] (a) Microtech Resources Limited
EZDTE BT
MR A 3z R 4
BE BRtE 54 ERTROERREE HRWEAE

% in the class

of shares in the

Nature of interest/ Number and class issued share capital
Director Capacity of issued shares of the Company
B RRE EmBEAA EREZRETRH 7,000,000/ 70%
Jiang Quanlong Beneficial owner 7,000,000 non-voting deferred shares
BTH EmEAA ERZRETAR3,000,0000% 30%
Qian Yuanying Beneficial owner 3,000,000 non-voting deferred shares

b) EHEFEFLHELERA A (b)  Yixing Xinwei Leeshing Rare Earth Company Limited

B=x EnE 5% RAEERBDL
Director Nature of interest/Capacity % equity interest
R NI £ 5%
Jiang Quanlong Interest of controlled corporation
Hat - Note:
DEEATEATRTRERARA G The equity interest is held by Yixing Xinwei Group Co., Ltd., a
HeZhEMCYmERELTEFO%E PRC domestic enterprise 90% owned by Mr. Jiang Quanlong,
X OB THI0O%EXSHETFHE Bht with the remaining 10% owned by his son. Mr. Jiang is also the

TAZCEEEFREA legal representative of the enterprise.
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() YY Holdings Limited () YY Holdings Limited
% CEOLEE T
N )
= BEME 55 BRTROERNIRBE BERINEAL
% in the class of
shares in the
Number and class issued share capital
Director Nature of interest/Capacity of issued shares of the Company
e fEFEZ LA @A 1R 100%

Qian Yuanying

BLR

Qian Yuanying

FmeE

Jiang Quanlong

BREE
Jiang Quanlong

Hrat -

Founder of a trust

EFEZKILA

Founder of a trust

RERE

Interest of controlled corporation

RERE 2SR

Interest of controlled corporation

Note:

1 ordinary share

B 5ER 125,000 100%
25,000 preference shares

@1 100%

1 ordinary share

SR 125,0008% 100%
25,000 preference shares

The entire issued share capital of YY Holdings Limited is held by
YYT (PTC) Limited, the trustee of YY Trust, the discretionary
object of which is a company wholly owned by Ms. Qian
Yuanying, the spouse of Mr. Jiang Quanlong, and her sons.
Ms. Qian Yuanying is a founder of YY Trust within the meaning
under Part XV of the SFO. Mr. Jiang Quanlong and Ms. Qian
Yuanying are the directors of YYT (PTC) Limited.

YY Holdings Limited#) 2 2 % 7R A &
YY Trust®) S 55 AYYT (PTC) Limitedff #
B MEZZABEREAENEBET
R+ RHEF2ERBNRAR - EEHF R
HEKAEXVBZEEBETRLZ LT AYY
TrustfIRZ A c BRBEEERB LR Z LT
AYYT (PTC) Limited W E £ -

B g Es) R E—NEFE+-B=+—8 - Save as disclosed above, as at 31 December 2016, none of the
RBEIBEHRBAEKO] E3526MFE 2 LM
N BERARRESEHFETRAERAE
EEBMATRARR REMRB AR Z KRG - HH
RO REFFHEHEE SR AERIORE -

directors or chief executives of the Company and their respective
close associates had or was deemed to have any interest or short
position in the shares, underlying shares and debentures of the
Company and its associated corporations as recorded in the
register kept under Section 352 of the SFO.
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1. ERMPEBITBRAAYYT (PTC) Limited T A
#A AIYY Holdings Limited AB 5B A &
7 #8 NDQ R R 744,755,2000% » #4915 A
NAEBEITRNE31.80% °

2. YYT (PTQ) LimitediZ 18 Bis B HFTHAE 2 2
B 31T ANEIYY Holdings Limited 5B &)
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UBSTANTIAL SHAREHOLDERS’ INTERESTS AND
SHORT POSITIONS

So far as is known to the directors, as at 31 December 2016, the
interests and short positions of shareholders, other than the
directors or chief executives of the Company, in the shares and
underlying shares of the Company as recorded in the register kept
by the Company pursuant to Section 336 of the SFO were as

follows:

1. YY Holdings Limited, the entire issued share capital of which is
held by YYT (PTC) Limited, was holding 744,755,200 shares of
the Company, representing approximately 31.80% of the

issued share capital of the Company as beneficial owner.

2. YYT (PTC) Limited was deemed to be interested in 744,755,200
shares of the Company held by YY Holdings Limited, the entire
issued share capital of which is held by YYT (PTC) Limited.

Save as disclosed above, no other party, other than the directors or
chief executives of the Company, has notified the Company that he
had any interest or short position in the shares or underlying shares
of the Company as recorded in the register kept under Section 336
of the SFO as at 31 December 2016.
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At the Company’s annual general meeting held on 6 June 2014, the
shareholders of the Company approved the adoption of a new share
option scheme currently in force (the “New Scheme”) after the old
share option scheme, which was previously adopted on 4 June
2004, lapsed on 3 June 2014 for the purpose of providing
incentives to participants for their contribution to the Group. During
the year ended 31 December 2016, there was no option granted,

cancelled or lapsed under the New Scheme.
The major terms of the New Scheme are as follows:
1. The purpose of the New Scheme is to enable the Group to

grant options to the eligible participants as incentives or

rewards for their contribution to the Group.

S

The eligible participants include any employee (whether
full-time or part-time, including any executive director), any
non-executive director, any shareholder, any supplier and any
customer of the Company or any of its subsidiaries or any
entity in which any member of the Group holds any equity
interest, and any party having contributed to the development

and growth of the Group.

3. Under the New Scheme, the total number of shares available
for issue is 167,264,305 which represents approximately 10%
of the issued share capital of the Company as at the date of

adoption of the New Scheme.

4. The maximum entitlement of each participant under the
Scheme in any 12-month period should not exceed 1% of the

issued share capital of the Company.

5. The exercisable period of an option granted may be
determined by the directors and should not end later than 10

years after the date of offer.

6. Any offer for the grant of an option may be accepted by the
participant within 21 days from the date of offer with a
consideration of HK$1 paid.
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7.—The exercise pri m_d"termined by the directors provided
that it should not be less than the highest of:

(i)  the closing price of the shares of the Company as stated
in the Stock Exchange’s daily quotation sheet on the date

of offer;

(i)  the average closing price of the shares of the Company
as stated in the Stock Exchange’s daily quotation sheets
for the five business days immediately preceding the date

of offer; and
(iii)  the nominal value of a share of the Company.

8.  The New Scheme is valid and effective for a period of 10 years
from 6 June 2014, the date on which the Scheme was

adopted.

Save as disclosed above, at no time during the year was the
Company or any of its subsidiaries a party to any arrangement,
which enables any of the directors or chief executives of the
Company or their spouses or children under the age of 18 to
acquire benefits by means of acquisition of shares in, or debentures

of, the Company or any other body corporate.

DIRECTORS' INTERESTS IN CONTRACTS
During the year, the Group paid approximately HK$831,000 as
rental expenses to Mr. Jiang Quanlong for the use of his office

premises.

During the year, the Group paid approximately HK$61,000 as rental
expenses to Wuxi Pan-Asia Environmental Protection Technologies
Limited, a related company in which Ms. Qian Yuanying and
Mr. Jiang Quanlong were deemed to have beneficial interests, for

the use of its office premises.

Save as disclosed above and in note 31 to the financial statements, no
director had a beneficial interest, either direct or indirect, in any
contract of significance to which the Company or any of its subsidiaries

was a party at the year-end date or at any time during the year.
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During the year, none of the directors had any interest in any

business which competes or is likely to compete, either directly or

indirectly, with the business of the Group.

PREMITTED INDEMNITY PROVISIONS

During the year, the Company has in force indemnity provisions as
permitted under the Cayman Islands Companies Law for the benefit
of the directors of the Company. The permitted indemnity
provisions are provided for in the Company’s Articles of Association
and in the directors and officers liability insurance maintained in
respect of potential liability and costs associated with any

proceedings that may brought against the directors.

MANAGEMENT CONTRACTS

No contract concerning the management and administration of the
whole or any substantial part of the business of the Group was

entered into or existed during the year.

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY'S LISTED SECURITIES

There has been no purchase, sale or redemption of any of the

Company’s listed securities by the Group during the year.

MAJOR CUSTOMERS AND SUPPLIERS

The percentages of sales and purchases for the year attributable to

the Group’s major customers and suppliers are as follows:

Sales
- the largest customer 18%
— five largest customers combined 41%
Purchases
— the largest supplier 32%
— five largest suppliers combined 59%

e E k]
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NB of the diréctr!,:HTEIT'_r'spective close associates or any
shareholders who own more than 5% of the Company’s issued
share capital to the knowledge of the directors, have any interest in
the share capital of any of the five largest customers or suppliers of

the Group.

CORPORATE GOVERNANCE

The Company is committed to developing and maintaining robust
corporate governance practices to safeguard the interests of its
shareholders and to enhance corporate value, accountability and
transparency of the Company. Information on the principal
corporate governance practices adopted by the Company is set out
in the Corporate Governance Report on pages 19 to 32 of the

annual report.

BUSINESS REVIEW
A review and prospects of the business of the Group are discussed

in the Chairman’s Statement on pages 6 to 15 of the annual report.

1. Principal risks and uncertainties
Business environment changes continuously and the Group is
facing significant risks and uncertainties associates to it.
Instabilities in the global economy, especially in China, led to
fluctuation in the market demand of rare earth products and
refractory materials products. In addition, the attitude and the
policies implemented by the Chinese Government will have
great impact on the markets and which will fluctuate the
prices and demand. Moreover, the development of advanced
technology will also lead to new application of rare earth and
it may also derive new demand for rare earth. The Group will
closely monitor the market trends and derive appropriate

strategies to cope with the changes ahead.

2. Key financial performance indicators
Analysis of key performance indicators including gross profit
ratios are set out in the Business Review section of Chairman’s

Statement on pages 8 to 11 of the annual report.
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Eh'vironn’i,e'ntal ﬁoliti-és and performance
The Group is fully aware of the importance of environment
protection on the Group's sustainability and future
development. The Group devotes to minimize the release of
water, air and sound pollutants to the production
environments. All wastage are discharged and handled by
appropriate entities. The Group had undergone a series of
energy-savings and anti-pollution innovations to maintain its
leadership status in environment protection among the peers
in the industry. The Group did not aware of any
non-compliance of the laws or regulations on environment

protection during the year.

Compliance with laws and regulations

Most of the Group’s operations are situated in China and so
all of those laws and regulations can affect foreign invested
enterprise’s operation in China, including the Company Law,
Law of Foreign-Capital Enterprises and Regulation on the
Administration of the Import and Export of Goods are critical
to the Group. In addition, those provisions implemented by the
Chinese Government in relation to the rare earth industry such
as “Several Opinions of the State Council on Promoting the
Sustainable and Healthy Development of the Rare Earth
Industry” and “Rare Earth Industry Access Conditions” also
have significant influence to the Group's operation. The Group
did not aware of any violations on the above laws and

regulations during the year.
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Relationship key sta 'eholdrs

The Group shares a view that its staff is critical to its success.
The Group has provided a comprehensive staff remuneration
and welfare system. It also provided regular training and study
opportunities to employees to assist them in maintaining
professional competence. All staff had entered into
appropriate employment contract with the Group so as to be

protected by relevant labour laws.

The Group accumulated a large number of customer bases all
over the world. The Group has always focused on maintaining
good customer relationship. Every year, the management and
sales team will visit customers and listen to their needs so as

to adjust its sales strategy.

The Group sources different materials with different suppliers.
The Group would not depend on a single supplier to avoid the
concentration risk. The Group maintains a healthy
procurement system and maintains good cooperation

relationship with suppliers.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company’s
Memorandum and Articles of Association and the Cayman Islands
Companies Law in relation to the issue of new shares by the

Company.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and
within the knowledge of the directors, the Company has maintained
sufficient public float as required under the Listing Rules during the

year.
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Crowe Horwath (HK) CPA Limited, who acted as the auditor of the

Company since 2013, resigned on 24 January 2017 and Ascenda
Cachet CPA Limited was appointed as auditor of the Company on

the same day.

The consolidated financial statements for the year ended 31
December 2016 have been audited by Ascenda Cachet CPA Limited.

Ascenda Cachet CPA Limited will retire and, being eligible, offer
itself for re-appointment. A resolution for the re-appointment of
Ascenda Cachet CPA Limited will be proposed at the forthcoming
annual general meeting of the Company.

On behalf of the Board

Jiang Quanlong
Chairman
Hong Kong, 30 March 2017
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF
CHINA RARE EARTH HOLDINGS LIMITED
(Incorporated in the Cayman Islands with limited liability)

OPINION
We have audited the consolidated financial statements of China

Rare Earth Holdings Limited (the “Company”) and its subsidiaries
(hereinafter collectively referred to as the “Group”) set out on
pages 58 to 175, which comprise the consolidated statement of
financial position as at 31 December 2016, and the consolidated
statement of profit or loss, the consolidated statement of profit or
loss and other comprehensive income, the consolidated statement
of changes in equity and the consolidated statement of cash flows
for the year then ended, and notes to the consolidated financial

statements, including a summary of significant accounting policies.

In our opinion, the consolidated financial statements give a true and
fair view of the consolidated financial position of the Group as at
31 December 2016, and of its consolidated financial performance
and its consolidated cash flows for the year then ended in
accordance with Hong Kong Financial Reporting Standards
("HKFRSs") issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA”) and have been properly prepared in
compliance with the disclosure requirements of the Hong Kong

Companies Ordinance.
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BASIS FOR OPINION
We conducted our audit in accordance with Hong Kong Standards

on Auditing (“HKSAs") issued by the HKICPA. Our responsibilities
under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Consolidated Financial
Statements section of our report. We are independent of the Group
in accordance with the HKICPA's Code of Ethics for Professional
Accountants (“the Code”), and we have fulfilled our other ethical
responsibilities in accordance with the Code. We believe that the
audit evidence we have obtained is sufficient and appropriate to

provide a basis for our opinion.

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional
judgement, were of most significance in our audit of the
consolidated financial statements of the current period. These
matters were addressed in the context of our audit of the
consolidated financial statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on these
matters. For each matter below, our description of how our audit

addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor’s
Responsibilities for the Audit of the Consolidated Financial
Statements section of our report, including in relation to these
matters. Accordingly, our audit included the performance of
procedures designed to respond to our assessment of the risks of
material misstatement of the consolidated financial statements. The
results of our audit procedures, including the procedures performed
to address the matters below, provide the basis for our audit

opinion on the accompanying consolidated financial statements.
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Impairment assessment on property, plant and equipment, and prepaid lease payments on land under operating

leases for the Group’s key businesses

BRI BN L2()R4@) 2 EFRKZEFAETBR  HBTRIGT ARG BRENZL17R 1828 — L EH#] -
Refer to notes 2(i) and 4(a) to the consolidated financial statements for the directors’ disclosures of the related accounting
policies, judgements and estimates and notes 17 and 18 to the consolidated financial statements for further information.

REEITEE
Key Audit Matter
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The Group’s property, plant and equipment, and prepaid
lease payments on land under operating leases were
approximately HK$319,212,000 and HK$143,648,000,
respectively, as at 31 December 2016, of which the carrying
amounts of these assets in the Group's cash generating
units (“CGUs"”) of rare earth business and refractory
business were approximately HK$227,960,000 and
HK$234,887,000, respectively, as at 31 December 2016.

RERRBELEER - BEXRERBEABRINDERESE
EEENREeESABUNTHReELBENVRS HERED
R MEREENER @ BERESEFRSEEBMAATK
B FR%E °

At the end of each reporting period, the Group performed
review on the Group’'s CGUs based on internal and
external sources of information to assess whether there is
any indication that the CGU may be impaired. If any such
indication exists, the Group will estimate the recoverable
amount of the CGU.
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For the purpose of assessing the impairment, these assets
were allocated to CGUs, and the recoverable amount of
each CGU was determined by management based on value
in use calculations using cash flow projections. In carrying
out the impairment assessments, significant management
judgement was used to appropriately identify CGUs and to
determine the key assumptions, including operating
margins, terminal growth rates and discount rates,
underlying the value in use calculations.

REFHEERRETBRZAE
How our audit addressed the Key Audit Matter

&5 ESENREELBMMNZEEENRMEThATHE
TiEFesE (EFBE) ATHHE

Our procedures in relation to impairment assessment of
these assets on the Group’s CGUs included, among others,
the followings:

o REE EXEMNSHBELESYH EEEEBNTHE
AEEEEHRCEEEMMNH

e Assessing management'’s identification of CGUs based
on the Group's accounting policies and our
understanding of the Group's businesses;

s FHEEREY B5EHRSESFBMRBENRZHE
e Reviewing management’'s assessment of impairment
indication on the Group's CGUs;

o TLAERMNER  BENRKEEE
e Assessing the competence, capabilities and objectivity
of the Valuer;

o CTIhfHIERTPT(E A HERIDNERIER SR
e Assessing the relevance and reasonableness of
valuation techniques used by the Valuer;

s KEFERETEHREFTSLIAEES
ZERENREL

e Comparing the underlying cash flows to board
approved budgets and assessing how these budgets
are compiled;

EITHE - KT

s BEAFEMERREREREFRENEBAETL
B AZEEFHEER (BFRR) RBBNLE

e Comparing the current year actual cash flows with the
prior year cash flow projections to consider if the
projections included assumptions that were overly
optimistic;
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Impairment assessment on property, plant and equipment, and prepaid lease payments on land under operating

leases for the Group’s key businesses (Continued)

BRENEE
Key Audit Matter
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The management concluded that there was no
impairment indication in respect of these assets for the

CGU of refractory business as at 31 December 2016.
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For the CGU of rare earth business, impairment
assessment was conducted by the management as a
result of impairment indication identified as at 31
December 2016. The recoverable amount of the CGU of
rare earth business as at 31 December 2016 was
determined by the Group with reference to the value in
use calculations (the “Valuations”) performed by an
independent qualified professional valuer (the “Valuer”)
engaged by the Group. Based on the Valuations, the
recoverable amount of the CGU of rare earth business
was higher than its carrying amount as at 31 December
2016 and, in the opinion of the directors of the
Company, no impairment loss was recognised in respect
of the CGU of rare earth business as at 31 December
2016.

REFTFREBRENSH 2T
How our audit addressed the Key Audit Matter

o REEZFNEBRITEMBAEHARBRRNGEL (2
ERETEE  RRERERMEE) R

e Assessing the reasonableness of key assumptions
(including operating margins, terminal growth rates
and discount rates) based on our knowledge of the

business and industry; and

o BBMABBEXRBHRUE JINEHERR  UZRE
ZERENREL -

e Reconciling input data to supporting evidence, such as
approved budgets and considering the reasonableness

of these budgets.
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BEEFAILAE

Valuation of the Group’s inventories

LR BRI E20)RUa) EFRFEHETBE - HBIRIGH ARG ENBFREML212£—LEH -

Refer to notes 2(j) and 4(a) to the consolidated financial statements for the directors’ disclosures of the related accounting

policies, judgements and estimates and note 21 to the consolidated financial statements for further information.

REEITEE
Key Audit Matter

RZBE—R"E+ZA=+—H"
192,975,000/ 7T °

The carrying amount of the Group’s inventories was
approximately HK$192,975,000 as at 31 December 2016.

BEEEFENEEENR

EEEFERRTEGBRT A EERMGR TR KA R

EUNERPCEE

Management determined the net realisable value of the
inventories by using the estimated selling prices in the
ordinary course of business less the estimated costs of
completion and the estimated costs necessary to make the

sale, which involved significant estimates and assumptions.

EEMREEREAAE  DREBEATFEHBLERIIESR
BRREEMmIEL -

The determination of the basis of write down is a
significant judgement based on historical experience of

stock losses and expected future sales prices.

REFHEEBRETZEZE
How our audit addressed the Key Audit Matter

EEREREY BESEFECAENHETIERFBHE
(EHBEE) ATEHE

Our procedures in relation to management’s assessment of
the valuation of the Group’s inventories included, among

others, the followings:

s THREREMGGFENERFENTZL RIAHEERE
B R TR

e Obtaining an understanding of how management
estimated the net realisable value of inventories and
evaluating the historical accuracy of the allowance

estimation by management;

o HEMENWMEAGEREBMIHERER  THIKAE
REITHHERTHR 2 AN FTER AR R

e Discussing with management and assessing the basis
of the management'’s estimation of subsequent selling
prices, costs to completion and costs necessary to

make the sales;
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Valuation of the Group’s inventories (Continued)

HREEtEE
Key Audit Matter

EEEAR T RET-_A=+—RETESESRSE TR
HE-_Z— X E+-A=1+—HILFERHEL14,730,000

BT MEFEMRERSOATERFE - EEETR
BE_Z—R"ET_A=T—HLEFERBEFEE MR
TFEREE 2,168,000 7T ©

The Group carried out the inventory review as at 31
December 2016 and provided allowances of
approximately HK$14,730,000 to write down inventories
to their net realisable value during the year ended 31
December 2016. The Group also reversed allowances of
approximately HK$2,168,000 for previous years' write
down of inventories during the year ended 31 December
2016.

BREEREMETFEAEZRFE  ERERAN_Z
—A"FrZA=T—HAZEFEMHERRE -

Based on the management’'s determination of the net
realisable value of the inventories, the management
concluded that the valuation of the Group’s inventories

was appropriate as at 31 December 2016.

1 17 1% 3 67 3R 5
NT AUDITOR’S REPORT

:\"'__ - _ ﬁ

REFHTEERRENBRZAE
How our audit addressed the Key Audit Matter

o HMEFEFEERNERFEMERNITERKRR
AEEEMRSRMERERRERRSE

e Assessing the methodology and assumptions used in

RE#

the calculation of the net realisable value of the
inventories; and recalculating the allowances and
reversal of allowances for write down or write off of

inventories;

s MEFENFRENEE TRIKARRETHENS
Z AN ERE M R ARRA M ¢ R

e Checking, on a sample basis, the accuracy and
relevance of the selling prices of the inventories
subsequent to year-end, the costs to completion and

the costs necessary to make the sales; and

o HEWMEBERZZE—R"E+ZA=+—HMNETAIZEF
BEERKANEERE RS -

e Assessing the sufficiency of allowances where the
estimated net realisable value was lower than the cost
as at 31 December 2016.
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BRBER R R MER A B E

Impairment of the Group'’s trade and other receivables

AL E R BIHERNE20) 20 84a) 2 EFERFEHETBE - HBIR GG ARG R BREM 2228 —FLEH -

Refer to notes 2(i), 2(k) and 4(a) to the consolidated financial statements for the directors’ disclosures of the related

accounting policies, judgements and estimates and note 22 to the consolidated financial statements for further

information.

BRENSE
Key Audit Matter

RZZE—RE+ZA=1+—0  BSEEKERKEME
Wk BRI (B 49 /4281,622,0008 7T ©

The carrying amount of the Group’s trade and other
receivables was approximately HK$281,622,000 as at 31
December 2016.

JRE WAt AR A T L R WK RO 8 R 352 8 R 1 £ R AR AR i
it BESEABERERENRTRE G ERZORERNBRZ
ELPA S B T A T UR [B1 42 & J% B e 99 AT Rl B AR 1R B 22 JE
B o BT 2SR RERRETERE  BrRAE7
b BESEBANGRBAKBEENH -

The impairment of trade and other receivables is estimated
by the management through the application of judgment
and use of assumptions. The Group's policy for recognition
of impairment on trade and other receivables is based on
the evaluation of collectability, ageing analysis of accounts
and on management’s judgement. A considerable amount
of judgement is required in assessing the ultimate
realisation of these receivables, including the current
creditworthiness and the past collection history of each
debtor.

REFHEERRENBRZAE
How our audit addressed the Key Audit Matter

EEREREREY EREBBER M BN R ER G
EIZEFBE (BReE) UWTEE:

Our procedures in relation to management’s impairment
assessment on the Group's trade and other receivables

included, among others, the followings:

o THREREEMARERBEFENTE  KFEEEERE
SR AR ERNL

e Obtaining an understanding of how management
estimated the allowances for bad and doubtful debts
and evaluating the historical accuracy of the allowance

estimation by management;

o BERUERREMBUKFABEFENRERSNAT
FRER AR ERMERER

e Reviewing the ageing analysis of trade and other
receivables throughout the year to understand the

settlement patterns by the debtors;
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Impairment of the Group'’s trade and other receivables (Continued)

HREEtEE
Key Audit Matter

RZE-—RETZA=+—H  BESEHEUKERIREM
FEWFETTRE T b - Wt BRI E =
E-RETA=T-BIEFEZRERIELEED AN
10,352,000/ 7C %203,0008 7T «  E&E BBt EKER K
Hit B RBE - —RNF T A=T—BILFEZRE
BR P B & 5 404,376,000 7T % 166,000/ 7T °

The Group performed the impairment assessment on trade
and other receivables as at 31 December 2016 and
provided allowances for bad and doubtful debts on trade
receivables and other receivables amounting to
approximately HK$10,352,000 and HK$203,000,
respectively, during the year ended 31 December 2016.
The Group also reversed allowances for bad and doubtful
debts on trade receivables and other receivables
amounting to approximately HK$4,376,000 and
HK$166,000, respectively, during the year ended 31
December 2016.

RIEE TR [E Y R UR SR B A BRI E R AT L - BIRER
BRZZ—R"ETZA=1T—HBZERRERREAMEYRRR
ZERBBERE -

Based on the management’s assessment on the impairment
of trade and other receivables, the management concluded
that the allowances for bad and doubtful debts on trade
and other receivables was adequate as at 31 December
2016.

REFHTEERRENBRZAE
How our audit addressed the Key Audit Matter

o A BERERREE YRR EMERFIRER DHTH
BASRIE S - WAE AR AR SRR DA

e Testing the key controls of the Group relating to
preparation of the ageing analysis of trade and other
receivables and carrying out testing on the ageing

analysis, on a sample basis, to the source documents;

o Z2EEHEUEBEBANGANE BBEABENEER
% (A RIEBANR)  EBANENTE - EF
AB R EN REERERANRR DT EEEERE
WS BR R e L At LKORR PT M B M B R L 2E + T

e Assessing the basis of management’s assessment of
recoverability of trade and other receivables with
reference to the management'’s evaluation of debtors’
creditworthiness, debtors’ credit history including
default or delay in payments, debtors’ settlement
records, subsequent settlements from debtors and

ageing analysis of each individual debtor; and

o ETETE R HAR TR E At R RS BR B A e B B
SRRTHBARBER S —R"ET_A=+—HRSE
5 -

e Recalculating the amount of allowances and reversal of
allowances for bad and doubtful debts on trade and
other receivables and assessing the sufficiency of the

allowances as at 31 December 2016.



B ig ek S

Annual Report 2016 F£3

INDEPENDENT AUDITOR'S REPORT .

Hip & ¥

BERRESREMENAR - HMANBREFR
PrEER T BREAMBHRRLESHMUILH
HZ X BEN R o

BEEHEAMBRRRECERLITRER M
o BERTERURECANAZRELER °

ey

HESUGAMBRRET2EFTEME &
FREFEHNEMERN TEEEMERNES EKR
AUMBBRRAEERBIALERMERERZE
HIREATHEFER  XIEEMTELRER
MR - MESERNFETIAMSHEME
HEERERL & MBESAERBRB
Mottt BEVEAERIEE °

EENERENGEMBEERAREZ
BfE

ERARESARARBERCTMAGR ML
ERUBHRERNR BB R AR Z REER
RHEEEATHRBRERZGAMBEREK  hE
EETHRASAMERABLEZABAL
B NEZEHEVBRRTEFERRRGE
HERMER 2 ERERBRA -

EREGAMBRRE - EAREFTARNE
BERERERLEZE ) YHEERBATRE
BFELLAR EE  URERAKBERERS
AER-BF BELREZEAEN EXRERR
HEFEULLE  SFBEEBERERTE -

BEREAREE BEREZMBBRMmEF -

OTHER INFORMATION

The directors of the Company are responsible for the other
information. The other information comprises the information
included in the annual report, but does not include the consolidated

financial statements and our auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover
the other information and we do not express any form of assurance

conclusion thereon.

In connection with our audit of the consolidated financial
statements, our responsibility is to read the other information and,
in doing so, consider whether the other information is materially
inconsistent with the consolidated financial statements or our
knowledge obtained in the audit or otherwise appears to be
materially misstated. If, based on the work we have performed, we
conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing

to report in this regard.

RESPONSIBILITIES OF THE DIRECTORS AND THOSE
CHARGED WITH GOVERNANCE FOR THE
CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation of
the consolidated financial statements that give a true and fair view
in accordance with HKFRSs issued by the HKICPA and the disclosure
requirements of the Hong Kong Companies Ordinance, and for such
internal control as the directors determine is necessary to enable the
preparation of consolidated financial statements that are free from

material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors of
the Company are responsible for assessing the Group's ability to
continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of
accounting unless the directors of the Company either intend to
liquidate the Group or to cease operations, or have no realistic

alternative but to do so.

Those charged with governance are responsible for overseeing the

Group's financial reporting process.



Annual Report 2016 £

-,»,-I- 7

REMRETREUBRRABEZEE
BEEZERRHEAMBRREEBRES IR
MR ERMEBZCERNBERRARSEA
BRE YHABEESFER L RIMBRE - &
ENREZBZHBEGRFERNZEBRRES T
EEMAR EFATHARE 2 AREEME
MALTEBESAERT AEEERRER X
& EREEBESEUETZERTIETRR
BRERBAFEIEANERRL - HRRAA
AMFFRERES AN BEESERGE
ATAXEERERBEEAMBRRFELHZL
FEORER - QRS AERERRAL -

BEE

ERBEEBEEETRAZBESD
REXEHE  REEXRREE - EF:

o BRRFEARKRFRBRMEBEFRAM
BHREAGEBERBERER 2 AR - R K
WOBEMAEFAREZERAR A RER
ARNBEEZEFBRE ERBESFERL
AR -mRRFIRESILBR BE B
BER ERRAEZEANEZZER
Rt REBRRARFMER ERNHRR
dzREBRERAEERABRMER 2 E
KRR 2 R -

. THEBHEEZABEE URGE
ZEHEF HALEEEY BEBEAS
il EHERREL -

g
=]
=]

o HHEEEMEAEHBRRZBEERES
SRt MR EZAE M

-INDEPEND

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE

CONSOLIDATED FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance about whether
the consolidated financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue
an auditor’s report that includes our opinion solely to you, as a
body, in accordance with our agreed terms of engagement, and for
no other purpose. We do not assume responsibility towards or
accept liability to any other person for the contents of this report.
Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with HKSAs will
always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if,
individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of

these consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise
professional judgement and maintain professional scepticism

throughout the audit. We also:

e |dentify and assess the risks of material misstatement of the
consolidated financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those
risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations or

the override of internal control.

e  Obtain an understanding of internal control relevant to the
audit in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an

opinion on the effectiveness of the Group’s internal control.

o Evaluate the appropriateness of accounting policies used and
the reasonableness of accounting estimates and related

disclosures made by the directors.
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HEZRARBELE ST ERZREMIE
hasm UREMERCERE  BE
EAFHERERABABBZIEATEE
H-RmMAEEHY EREIHALE
ENELABARE WESRAFTEEAN
THEE AELEEZHMRE PIRE
EREIEEAMBRRPIMABARKE -
WERAEESTR AEBAEEFER -BF
R HERNBERHMHRE A HILAERUS
ZEFRE AWM RREHEKIBER AR
By EREEERERLE -

AR BRERZEBER TN &R
EAT BREEER UWRGAUHBR
FEETERBEBRHMER -

B EEERNERAEBADCHMBEM
ERRRMEE 2EFEBRE UEHES
MBHRERBELRER BFARKEEMZ
A EENMRT EERBERER AR

EWEE-

Conclude on the appropriateness of the directors’ use of the
going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt
on the Group’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to
draw attention in our auditor’'s report to the related
disclosures in the consolidated financial statements or, if such
disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or
conditions may cause the Group to cease to continue as a

going concern.

Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures,
and whether the consolidated financial statements represent
the underlying transactions and events in a manner that

achieves fair presentation.

Obtain sufficient appropriate audit evidence regarding the
financial information of the entities or business activities within
the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision
and performance of the group audit. We remain solely

responsible for our audit opinion.

EEEERENR (AP BRE) Bt 25t 8l&E
BREZHERERETRRAR ZFRREHEE
FHEFEBRTER 2 ABMER 2 EERRK

We communicate with those charged with governance regarding,
among other matters, the planned scope and timing of the audit
and significant audit findings, including any significant deficiencies

in internal control that we identify during our audit.
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BUMEZHEBBERER YREFBBAIEKS
BRREFETSEBIUNCHERRREMSE
B ARERBEHEESE(WER) o

REEREAEBIERT - B S A MR &
Aﬁ?fﬁ*i&i‘%Z%EJrrﬁéEE@%E - AT
REAZTR BEEGRUMBETHAZES
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REBFBFERZBERT MeBEHREZTERE
FRBRERERZAARRBHELEZAR
e AIBESRETEERETEELFTE -
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ARBEEHMNEEAAERAT
PR B AT
2E —T—tF=H=+H

BRER
HMEFZEZHRS P03723
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We also provide those charged with governance with a statement
that we have complied with relevant ethical requirements regarding
independence, and to communicate with them all relationships and
other matters that may reasonably be thought to bear on our

independence and, where applicable, related safeguards.

From the matters communicated with those charged with
governance, we determine those matters that were of most
significance in the audit of the consolidated financial statements of
the current period and are therefore the key audit matters. We
describe these matters in our auditor’'s report unless law or
regulation precludes public disclosure about the matter or when, in
extremely rare circumstances, we determine that a matter should
not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to

outweigh the public interest benefits of such communication.

The engagement director on the audit resulting in this independent

auditor’s report is Chan Yuk Tong.

Ascenda Cachet CPA Limited
Certified Public Accountants
Hong Kong, 30 March 2017

Chan Yuk Tong
Practising Certificate Number P03723
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—E—A —E—RF
2016 2015
M E FERT FAT
Note HK$'000 HK$'000
KA Revenue 5 709,120 843,110
3 E AR Cost of sales (704,190) (943,575)
EF(E8H) Gross profit/(loss) 4,930 (100,465)
HipUdg A Other income 6 4,946 5,600
HERDHEER Selling and distribution expenses (16,648) (28,075)
EEER Administrative expenses (66,069) (73,321)
M BERREZ Impairment loss on property, plant and
BIEEE equipment 17(iv) - (94,916)
AL TIEN i Impairment loss on prepaid lease payments
e ZREESR on land under operating leases 18(iii) - (14,753)
HihC e &R Other operating expenses 7(a) (11,055) -
Hib (BE) 2 FE Other net (loss)/gain 7(b) (10,603) 43,283
REERER Loss from operations (94,499) (262,647)
B 75 B AN Finance costs 8(a) (3,904) (1,436)
BR%E AT B 18 Loss before taxation 8 (98,403) (264,083)
FiEfHET Income tax charge (9,473) (3,535)
AEEEHR Loss for the year (107,876) (267,618)
THALTEMEKRFERE: Loss for the year attributable to:
ZAN/NCIEZ ZEDN Owners of the Company (104,242) (256,650)
FEPEAR Non-controlling interests (3,634) (10,968)
(107,876) (267,618)
BRER Loss per share
- HARREH — Basic and diluted 14 HK4.45 cents | HK11.98 cents

FESHE175AZMEBARMBHRREH —#17 -

statements.

The notes on pages 65 to 175 form part of these financial
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CONSOUDATED STATEMENT OF PROFIT OR 1055 AND OTH R OMPREHENSIVE INCOME

—~AE —F-HF
2016 2015
FHET FHT
HK$'000 HK$'000
TEEEE Loss for the year (107,876) (267,618)
AEEHMEEER Other comprehensive loss for the year
(MBRZEHERESERE) (net of nil tax and reclassification
adjustments)
AIRAEEESEE B m R EA - Items that may be reclassified subsequently
to profit or loss:
—BREBIINEBTBRE 2 — Exchange differences on translation of
E N =% financial statements of foreign
operations (173,633) (173,020)
-~ EERES A TELEE — Fair value gain on available-for-sale
equity securities - 18,931
—HEAHEERRZE SR TE — Release of fair value reserve upon
EEEN disposal of available-for-sale
equity securities - (29,491)
(173,633) (183,580)
AEEEHEBRAE Total comprehensive loss for the year (281,509) (451,198)
THALTEERFEFEZEBELME: Total comprehensive loss for the year
attributable to:
VIN/NECTEZ =N Owners of the Company (277,115) (439,038)
FEE AR Non-controlling interests (4,394) (12,160)
(281,509) (451,198)

FSEE17SE 2 MFBK M BRREH—HH The notes on pages 65 to 175 form part of these financial

statements.
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

R=Z—AF+=A=+—8 As at 31 December 2016

—E-RE —E—AhF
2016 2015
B & FERT FAT
Note HK$"000 HK$'000
FREBEE Non-current assets
(EES Goodwill 16 - =
) ES )N Property, plant and equipment 17 319,212 400,936
LERAT AN LA S Prepaid lease payments on land
under operating leases 18 139,692 153,358
BERITEEE Deferred tax assets 28(b) 4,525 4,695
B IEREEE Other non-current asset 20 16,953 18,100
480,382 577,089
REBEE Current assets
KERO TN L HHES Prepaid lease payments on land
under operating leases 18 3,956 4,379
e Inventories 21 192,975 341,221
78 Uit B 3R e LA JE R Trade and other receivables 22 281,622 416,580
FENFRIE RIS Prepayments and deposits 22 288,306 414,840
B4EEE Tax recoverable 28(a) 1,642 1,258
SR HIERITIF R Restricted bank deposits 23 16,993 36,178
ReE MRS EEER Cash and cash equivalents 24 1,649,125 1,396,365
2,434,619 2,610,821
REBAE Current liabilities
FESBR SR R FE S R & Trade and bills payables 25 101,317 166,894
JET A K E A FERT R Accruals and other payables 25 74,019 78,248
ENESZIE Amounts due to directors 26 3,245 2,804
SRITMEMER Bank and other borrowings 27 78,033 -
FERTFRIR Tax payable 28(a) 2,561 2,554
259,175 250,500
RBEERE Net current assets 2,175,444 2,360,321
EEHAERRDAR Total assets less current liabilities 2,655,826 2,937,410
FRBEE Non-current liabilities
REMBEGE Deferred tax liabilities 28(b) 811 886
EERE NET ASSETS 2,655,015 2,936,524
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CONSOLIDATED ST/

— Tk —E—RF
2016 2015
B R FET FAT
Note HK$'000 HK$'000
BEAR#E CAPITAL AND RESERVES 29
A&7 Share capital 234,170 234,170
& Reserves 2,411,514 2,688,629
RABEE AELER Equity attributable to owners
of the Company 2,645,684 2,922,799
FERES Non-controlling interests 9,331 13,725
EnEE TOTAL EQUITY 2,655,015 2,936,524
FBEEFITBEZRENBRELHEZTERN The consolidated financial statements on pages 58 to 175 were
—‘ti: =+ HERERETE - I H B approved and authorised for issue by the board of directors on 30
TALTREZEE: March 2017, and are signed on its behalf by:
BRE grx Jiang Quanlong Qian Yuanying
a3 EZE Director Director

H
(o))
ul
i
H
S
‘UJH

MR B IS R R B — 2B 1D o The notes on pages 65 to 175 form part of these financial
statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

BE-F—AF+=A=+—HBLLFE For the year ended 31 December 2016

ARAEHAR

Attributable to owners 0

-

R/
& fhiiaE U] Vit | iRk ATERE  (2HER) Nt jEkES aE
Retained
Fair profits/ Non-
Share Share Capital Statutory  Translation value  (accumulated controlling
capital premium reserve eserves reserve reserve losses) Sub-total interests Total
T T T Th TE T Tin T T T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$000 HK$000 HK$000
W-E-1%-f-A At 1 January 2015 167,264 1,770,100 2,348 251,948 577,252 10,560 172,253 297,725 25,885 2,997,610
RoF-FE2E7%Y - Changes in equity for 2015:
FEEBR Loss for the year - - - - - - (256,650) (256,650) (10,968) (267,618)
Ef2E (58) /i Other comprehensive (loss)/income,
NEeFEREIRAR net of nil tax and reclassification
adjustments
-BEENERHERRL - Exchange differences on translation
EfzR of financial statements of foreign
operations - - - - (171,828) - - (171,828) (1192) (173,020)
- ERRESS — Fair value gain on available-for-sale
ATEkE equity securities - - - - - 18,931 - 18,931 - 18,931
-HETRNERGES - Release of fair value reserve upon
NTERESY disposal of available-for-sale
equity securities - - - - - (29,491) - (29,491) - (29,491)
KER2EBRLEE Total comprehensive loss for the year - - - - (171,828) (10,560) (256,650) (439,038) (12,160) 451,198)
#AR (MEE29(0) Rights issue of shares (note 29(b)) 66,906 334,528 - - - - - 401,434 - 401,434
SRETHERRA 2 Transaction costs attributable to issue of
RS (HE29(0) new ordinary shares from rights issues
(note 29(b)) - (11,322) - - - - - (11,322) - (11,322)
RZE-R%+-A=1-A At 31 December 2015 and 1 January 2016
R=3-7"5-F-A 234170 2,093,306 22,348 251,948 405,424 - (84,397) 2,922,799 13,725 2,936,524
RoE-7E2ER58): Changes in equity for 2016:
TEEER Loss for the year - - - - - - (104,242) (104,242) (3,634) (107,876)
Ht2EEE - IRSHER  Other comprehensive loss, net of nil
EfEER tax and reclassification adjustments
-BEENERHERRL - Exchange differences on translation of
EfzR finandil statements of foreign
operations - - - - (172,873) - - (172,873) (760) (173,633)
KEERERRLE Total comprehensive loss for the year - - - - (172,873) - (104,242) (277,115) (4,394) (281,509)
W_E-AEtZB=1-A At 31 December 2016 234,170 2,093,306 2,348 251,948 232,551 - (188,639) 2,645,684 9331 2,655,015

FE5HENT5E 2 MEBKM BREELS —D °

The notes on pages 65 to 175 form part of these financial

statements.
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—RE —T-AhF
2016 2015
BiEE FExT FET
Note HK$'000 HK$'000
REES Operating activities
BR 7% A & 18 Loss before taxation (98,403) (264,083)
FARIER : Adjustments for:
BT B AR Finance costs 8(a) 3,904 1,436
F B A Interest income 6 (4,946) (5,600)
M BEREEZ Depreciation of property, plant and
e equipment 8(c) 60,177 78,443
KERAHTEMN L Amortisation of prepaid lease payments
ke ¥ on land under operating leases 8(c) 4,223 4,511
FEULBR 2K 2 BB E5 18 Impairment loss on trade receivables 7(b) 10,352 1,686
Hiv W Rz BERE Impairment loss on other receivables 7(b) 203 191
JE MR X 2 R B & 18 Reversal of impairment loss on trade
# 5 receivables 7(b) (4,376) (10,146)
H b fEUGR Z BB BB Reversal of impairment loss on other
[l receivables 7(b) (166) (224)
HEAHEEERES Gain on disposal of available-for-sale
el & equity securities 7(b) - (29,491)
FE bR Write down of inventories 21(b) 14,730 86,223
5 & R 2 B Reversal of write down of inventories 21(b) (2,168) -
YE - BENMREZ Impairment loss on property, plant and
VEREY SR equipment 17(iv) - 94,916
KERA T AN L Impairment loss on prepaid lease
e 2 RERBRE payments on land under operating
leases 18(iii) - 14,753
(16,470) (27,385)
EEELEE Changes in working capital
FEmD Decrease in inventories 118,202 22,463
7 AT B R R L i 8 U 3k Decrease in trade and other receivables
Ve 106,584 6,869
FERNFBEREESRD Decrease/(increase) in prepayments and
(1 n) deposits 103,569 (369,721)
JEHEE R K FE A = (Decrease)/increase in trade and bills
) /N payables (56,851) 83,266
J,?,;E\gff}:ﬂlﬁ&/ﬁ;mﬂgﬁ%’\ Increase/(decrease) in accruals and other
0 G ) payables 373 (12,251)
FETE = RIEE Increase in amounts due to directors 613 623
REREB/ (ER)HWRS Cash generated from/(used in) operations 256,020 (296,136)
BT Income tax paid 28(a) (10,086) (3,493)
R B Fr5 R Income tax refunded 28(a) - 1,624
BRETEEE (ER)H Net cash generated from/(used in)

ReFE operating activities 245,934 (298,005)
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HeREMER

CONSOLIDATED STATEMENT OF CASH FLOWS

BE-F—AF+=A=+—HBLLFE For the year ended 31 December 2016

ZE-RE —T—AF
2016 2015
{iF TRERT FHT
Note HK$'000 HK$'000
REEE Investing activities
5 BBl R 1777 3K Decrease/(increase) in restricted
B, (g m) bank deposits 17,444 (34,067)
BEWE  BENERE Purchase of property, plant and equipment (2,027) (8,893)
HEHEERSES Proceeds from disposal of available-for-sale
FEsia equity securities - 36,211
Bl F 8 Interest received 4,946 5,600
REZERE (LR H Net cash generated from/(used in)
ReFE investing activities 20,363 (1,149)
BEED Financing activities
BRI RAMEEZ Proceeds from new bank and other
FIREE O borrowings 115,682 71,919
TR 2 1SR Proceeds from rights issue of shares 29(b) - 401,434
S AR ITE A Payment for transaction costs attributable to
&1n 2 X 5K A issue of new ordinary shares from rights
issue 29(b) - (11,322)
EERTREMES Repayment of bank and other borrowings (34,734) (73,346)
B REE R Finance charges paid (2,338) -
B FE Interests paid (1,566) (1,436)
METHMENRLFEE Net cash generated from financing
activities 77,044 387,249
ReERAESEEEBEM Net increase in cash and cash equivalents
FE 343,341 88,095
FURSRALEEER Cash and cash equivalents at beginning of
the year 1,396,365 1,386,003
EXSHITE Effect of changes in exchange rate (90,581) (77,733)
FRAERASEMEEE Cash and cash equivalents at end of the
year 24 1,649,125 1,396,365

E6SHE175E 2 MBI BHREREF —&0 - The notes on pages 65 to 175 form part of these financial

statements.
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—REH :
mEBEIERAERAR ((AREDRAS
HEAMKR LA HERRNBERAEER
7 HROREBEBBARXZMARRA (B
R LW - ARBEMPRELEREEE
EHENAFRIARER | —EPRKE -

RARZEER AR REEERALTRYY
Holdings Limited (['YY Holdings|) @ 2 7]
REBRLZBESEMA » YY Holdingsiy
BEREANMBABATERAZHBRE -

ARAREMBRAR (REAIAKE]) K
ERERHERLER (BRAXER) X
MNER(BERRBEERMED) AR
REER -

Rir &M EmEIAB T ([BT]) 5= - 8
AARREREBEE 2B AR 218
B MARRNPEARLFE ([HE])
K z2MBAR 2N EBARARE (TA
RE]) -ARREFRAE REHRER
RNE B EE R B AR RAYY Holdings
(Bt EBMABIT) BEms - BT
NG EMBEREERBE -

FET ELE:

GENERAL
China Rare Earth Holdings Limited (the “Company”) was

incorporated in the Cayman Islands as an exempted company
with limited liability and its shares are listed on The Stock
Exchange of Hong Kong Limited (the “Stock Exchange”). The
addresses of the Company’s registered office and principal
place of business are disclosed in the “Corporate Information”

section of the annual report.

The immediate parent and the ultimate controlling party of the
Company is YY Holdings Limited (“YY Holdings”), which was
incorporated in the British Virgin Islands. YY Holdings does not

produce financial statements available for public use.

The Company and its subsidiaries (collectively referred to as
the “Group”) are engaged in manufacturing and sales of rare
earth products (including fluorescent products) and refractory
products (including high temperature ceramics products and

magnesium grains), and investment holding.

The consolidated financial statements are presented in Hong
Kong dollars (“HK$"), which is the functional currency of the
Company and its subsidiaries operating in Hong Kong, while
the functional currency of the Company’s subsidiaries
established in the People’s Republic of China (the “PRC") is
Renminbi (“RMB”). The directors of the Company consider
that presenting the consolidated financial statements in Hong
Kong dollars is preferable when controlling and monitoring the
performance and financial position of the Group and in
reporting to YY Holdings whose functional currency is also
Hong Kong dollars.
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NOTES TO THE FINANCIAL STATEMENTS

BE-T-—AF+=A=1+—HBLLFE For the year ended 31 December 2016

2.

FTEEHEE

a)

BB

WEFBHRRERBAEEREEM
BHREEN([EEHABEREER]) -
ZRBEEMEAREGAMAE
([BEEEAE]) BMAESRER
MCEBABRSER) (BESH
ZRH) (TREEFEN]D RBEBAR
BERELREFARAUREE B HEH
(TRBHEB]) 2 & 3% B A E M R
B L ERBRER NN A B IE S
ERRRATETRA] 2ERRER
EoAEERBz I BT HREE
RTX °

EREGMASERME THA AL
BRI 2BBMBREER - ARAER
BAKENAG T BENRERKA
HIZARA - RN T EAZFER|
BHRSHABREAEE 2 EHF N
A3 AR F RN U F R H K
IR ZBA N BESHHRELRE
EEEERR -

2%

SIGNIFICANT ACCOUNTING POLICIES

a)

Statement of compliance

These financial statements have been prepared in
accordance with all applicable Hong Kong Financial
Reporting Standards (“HKFRSs”), which collective term
includes all applicable individual Hong Kong Financial
Reporting Standards, Hong Kong Accounting Standards
(“HKASs") and Interpretations issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA"),
accounting principles generally accepted in Hong Kong
and the applicable disclosure requirements of the Hong
Kong Companies Ordinance (“CO"). These financial
statements also comply with the applicable disclosure
provisions of the Rules Governing the Listing of Securities
on the Stock Exchange (the “Listing Rules”). Significant
accounting policies adopted by the Group are disclosed

below.

The HKICPA has issued certain new and revised HKFRSs
that are first effective or available for early adoption for
the current accounting period of the Group. Note 3
provides information on any changes in accounting
policies resulting from initial application of these
developments to the extent that they are relevant to the
Group for the current and prior accounting periods

reflected in these financial statements.
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b)

HBERRARER
BE-T-ASt-A=t-ALS
E2BANBREOEAD R RIK
BAA -

BRAT SRR x (RME2)) ®
TXEHBRMEAZE A FEEN
REVBEBRRARAZABEERRE
SRR o

RENENATEMBRESERNZH
BHRERFBEZEEEFELHE - A5t R
RR - MZFHE B RRREY
ERRZERARMBAKRCEE  BE -
BARRXEHE -ZEhHAREH
SRIDRBEBELCREERERER
ZEBATIEARE cEHEMAR
REEMEL  HEEREBKERE
B ARENREMREMSHNEE
BB REEMELGF 2EE-
ERBFAEHRNERET -

AEBEFEAEMGT RERRRE
Mt - Bt ZEDNEFEE
H-RAEHRE A 2R NE N
B RMEREDFERITRARY
M - R 2 B I MoK R A R 3R -

& 12 7 M8 PR B 7 3R BB
fEAE B RR A BATE 2 48 -
R TREREZ X BAR - 3
A BT 34 -

FET ELE:

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
b)

Basis of preparation of the financial statements
The consolidated financial statements for the year ended
31 December 2016 comprise the Company and its

subsidiaries.

The measurement basis used in the preparation of the
financial statements is the historical cost basis, except
that the available-for-sale equity securities are stated at
their fair value as explained in the accounting policies set

out below (see note 2(f)).

The preparation of financial statements in conformity
with HKFRSs requires management to make judgements,
estimates and assumptions that affect the application of
policies and reported amounts of assets, liabilities,
income and expenses. The estimates and associated
assumptions are based on historical experience and
various other factors that are believed to be reasonable
under the circumstances, the results of which form the
basis of making judgements about the carrying values of
assets and liabilities that are not readily apparent from
other sources. Actual results may differ from these

estimates.

The estimates and underlying assumptions are reviewed
on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimate is
revised if the revision affects only that period, or in the
period of the revision and future periods if the revision

affects both current and future periods.

Judgements made by management in the application of
HKFRSs that have significant effect on the financial
statements and major sources of estimation uncertainty

are discussed in note 4.
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AFE+=A=+—HLLFE For the year ended 31 December 2016

2%

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(9]

Subsidiaries and non-controlling interests

Subsidiaries are entities controlled by the Group. The
Group controls an entity when it is exposed, or has
rights, to variable returns from its involvement with the
entity and has the ability to affect those returns through
its power over the entity. When assessing whether the
Group has power, only substantive rights (held by the

Group and other parties) are considered.

An investment in a subsidiary is consolidated into the
consolidated financial statements from the date that
control commences until the date that control ceases.
Intra-group balances, transactions and cash flows and
any unrealised profits arising from intra-group
transactions are eliminated in full in preparing the
consolidated financial statements. Unrealised losses
resulting from intra-group transactions are eliminated in
the same way as unrealised gains but only to the extent

that there is no evidence of impairment.

Non-controlling interests represent the equity in a
subsidiary not attributable directly or indirectly to the
Company, and in respect of which the Group has not
agreed any additional terms with the holders of those
interests which would result in the Group as a whole
having a contractual obligation in respect of those
interests that meets the definition of a financial liability.
For each business combination, the Group can elect to
measure any non-controlling interests either at fair value
or at the non-controlling interests’ proportionate share of

the subsidiary’s net identifiable assets.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
<)

Subsidiaries and non-controlling interests
(Continued)

Non-controlling interests are presented in the
consolidated statement of financial position within
equity, separately from equity attributable to owners of
the Company. Non-controlling interests in the results of
the Group are presented on the face of the consolidated
statement of profit or loss and the consolidated
statement of profit or loss and other comprehensive
income as an allocation of the total profit or loss and
total comprehensive income for the year between
non-controlling interests and owners of the Company.
Loans from holders of non-controlling interests and other
contractual obligations towards these holders are
presented as financial liabilities in the consolidated
statement of financial position in accordance with notes

2(I) or 2(m) depending on the nature of the liability.

When the Group loses control of a subsidiary, it is
accounted for as a disposal of the entire interest in that
subsidiary, with a resulting gain or loss being recognised
in profit or loss. Any interest retained in that former
subsidiary at the date when control is lost is recognised
at fair value and this amount is regarded as the fair value
on initial recognition of a financial asset (see note 2(f))
or, when appropriate, the cost on initial recognition of

an investment in an associate or a joint venture.

In the Company’s statement of financial position,
investments in subsidiaries are stated at cost less any

impairment losses (see note 2(i)).
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

d)

Business combinations

Acquisitions of businesses are accounted for using the
acquisition method. The consideration transferred in a
business combination is measured at fair value, which is
calculated as the sum of the acquisition-date fair values
of the assets transferred by the Group, liabilities incurred
by the Group to the former owners of the acquiree and
the equity interests issued by the Group in exchange for
control of the acquiree. Acquisition-related costs are

generally recognised in profit or loss as incurred.

At the acquisition date, the identifiable assets acquired
and the liabilities assumed are recognised at their fair

values, except that:

o a deferred tax asset or liability arising from the
assets acquired and liabilities assumed in a business
combination and the potential tax effects of
temporary differences and carryforwards of an
acquiree that exist at the acquisition date or arise as
a result of the acquisition are recognised and measured

in accordance with HKAS 12 “Income Taxes";

o assets or liabilities relating to employee benefit
arrangements are recognised and measured in

accordance with HKAS 19 “Employee Benefits”;

J liabilities or equity instruments related to
share-based payment arrangements of the acquiree
or share-based payment arrangements of the Group
entered into to replace share-based payment
arrangements of the acquiree are measured in
accordance with HKFRS 2 “Share-based Payment”

at the acquisition date; and

o assets (or disposal groups) that are classified as held
for sale in accordance with HKFRS 5 “Non-current
Assets Held for Sale and Discontinued Operations”

are measured in accordance with that Standard.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
d)

Business combinations (Continued)

Goodwill is measured as the excess of the sum of the
consideration transferred, the amount of any
non-controlling interests in the acquiree, and the fair
value of the acquirer’s previously held equity interest in
the acquiree (if any) over the net of the acquisition-date
amounts of the identifiable assets acquired and the
liabilities assumed. If, after re-assessment, the net of the
acquisition-date amounts of the identifiable assets
acquired and liabilities assumed exceeds the sum of the
consideration transferred, the amount of any
non-controlling interests in the acquiree and the fair
value of the acquirer’'s previously held interest in the
acquiree (if any), the excess is recognised immediately in
profit or loss as a bargain purchase gain.

Non-controlling interests that are present ownership
interests and entitle their holders to a proportionate
share of the entity’s net assets in the event of liquidation
may be initially measured either at fair value or at the
non-controlling interests’ proportionate share of the
recognised amounts of the acquiree’s identifiable net
assets. The choice of measurement basis is made on a
transaction-by-transaction basis. Other types of
non-controlling interests are measured at their fair value
or, when applicable, on the basis specified in another
HKFRS.

Where the consideration transferred by the Group in a
business combination includes assets or liabilities
resulting from a contingent consideration arrangement,
the contingent consideration is measured at its
acquisition-date fair value and included as part of the
consideration transferred in a business combination.
Changes in the fair value of the contingent consideration
that qualify as measurement period adjustments are
adjusted retrospectively, with the corresponding
adjustments against goodwill. Measurement period
adjustments are adjustments that arise from additional
information obtained during the “measurement period”
(which cannot exceed one year from the acquisition date)
about facts and circumstances that existed at the
acquisition date.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

d)

Business combinations (Continued)

The subsequent accounting for changes in the fair value
of the contingent consideration that do not qualify as
measurement period adjustments depends on how the
contingent consideration is classified. Contingent
consideration that is classified as equity is not
remeasured at subsequent reporting dates and its
subsequent settlement is accounted for within equity.
Contingent consideration that is classified as an asset or
a liability is remeasured at subsequent reporting dates in
accordance with HKAS 39

Recognition and Measurement”

“Financial Instruments:
with the corresponding

gain or loss being recognised in profit or loss.

When a business combination is achieved in stages, the
Group's previously held equity interest in the acquiree is
remeasured to its acquisition date fair value and the
resulting gain or loss, if any, is recognised in profit or
loss. Amounts arising from interests in the acquiree prior
to the acquisition date that have previously been
recognised in other comprehensive income are
reclassified to profit or loss where such treatment would

be appropriate if that interest were disposed of.

If the initial accounting for a business combination is
incomplete by the end of the reporting period in which
the combination occurs, the Group reports provisional
amounts for the items for which the accounting is
incomplete. Those provisional amounts are adjusted
during the measurement period (see above), or additional
assets or liabilities are recognised, to reflect new
information obtained about facts and circumstances that
existed at the acquisition date that, if known, would have

affected the amounts recognised at that date.



Annual Report 2016 £

) EEEHEEM®

e)

i

s -.1.';.

Gk
EBREMELZBEDEREBEK
Bz BRHERE 2K AR R RERR
(IA)Fk °

RETHEARNE BEEIEE
B EBRAMFZHRREEN A
SEERDREEM (IFRDREE
fzARl) -

BENERmBELROREENEEFIF
BAERR - KRB PR RZELA
REHRBER - FEATRERR
WESEERRRSELz X2
HABDRAEENREBRTA
MmERS - AIZEMARKEEREE
RAERENR ERIRESEM 2
TREERERREE RESRES
ROEARBEDEEZEL 2 EMFE
BZREE EMREELAZEE
ZARmEE R D EEEM 2 it
BE -BEZAMREBREZENE
SETRER -HAERRZAEERT
SEEKHEED -

REERERRRSEL 2 EMENG
BESROEERRNLERMET A

@mA o

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
e)

Goodwill
Goodwill arising on an acquisition of a business is carried
at cost as established at the date of acquisition of the

business less accumulated impairment losses, if any.

For the purposes of impairment testing, goodwill is
allocated to each of the Group's cash-generating units (or
groups of cash-generating units) that is expected to

benefit from the synergies of the combination.

A cash-generating unit to which goodwill has been
allocated is tested for impairment annually, or more
frequently whenever there is an indication that the unit
may be impaired. If some or all of the goodwill allocated
to a cash-generating unit was acquired in a business
combination during the current annual period, that unit
shall be tested for impairment before the end of the
current annual period. If the recoverable amount of the
cash-generating unit is less than its carrying amount, the
impairment loss is allocated first to reduce the carrying
amount of any goodwill allocated to the unit and then to
the other assets of the unit pro rata based on the
carrying amount of each asset in the unit. Any
impairment loss for goodwill is recognised directly in
profit or loss. An impairment loss recognised for goodwill

is not reversed in subsequent periods.

On disposal of the relevant cash-generating unit, the
attributable amount of goodwill is included in the

determination of the profit or loss on disposal.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

f)

Other investments in equity securities
The Group's and the Company’s policies for investments
in equity securities, other than investments in

subsidiaries, are as follows:

Investments in equity securities are initially stated at fair
value, which is their transaction price unless it is
determined that the fair value at initial recognition differs
from the transaction price and that fair value is evidenced
by a quoted price in an active market for an identical
assets or liability or based on a valuation technique that
uses only data from observable markets. Cost includes
attributable transaction costs, except where indicated
otherwise below. These investments are subsequently
accounted for as follows, depending on their

classification:

Investments in securities held for trading are classified as
current assets. Any attributable transaction costs are
recognised in profit or loss as incurred. At the end of
each reporting period, the fair value is remeasured with
any resultant gain or loss being recognised in profit or
loss. The net gain or loss recognised in profit or loss does
not include any dividends earned on these investments as
these are recognised in accordance with the policies set

out in note 2(r)(iii).
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
f)

9)

Other investments in equity securities (Continued)

Investments in securities which do not fall into securities
held for trading or held-to-maturity securities are
classified as available-for-sale securities. At the end of
each reporting period, the fair value is remeasured with
any resultant gain or loss being recognised in other
comprehensive income and accumulated separately in
equity in the fair value reserve. As an exception to this,
investments in equity securities that do not have a
quoted price in an active market for an identical
instrument and whose fair value cannot otherwise be
reliably measured are recognised in the statement of
financial position at cost less impairment losses (see note
2(i)).

recognised in profit or loss in accordance with the

Dividend income from equity securities are

policies set out in note 2(r)(iii).

When the investments are derecognised or impaired (see
note 2(i)), the cumulative gain or loss recognised in
equity is reclassified to profit or loss. Investments are
recognised/derecognised on the date the Group commits

to purchase/sell the investments or they expire.

Property, plant and equipment
Property, plant and equipment are stated at cost less
accumulated depreciation and any accumulated

impairment losses (see note 2(i)).

The cost of self-constructed items of property, plant and
equipment includes the cost of materials, direct labour,
the initial estimate, where relevant, of the costs of
dismantling and removing the items and restoring the site
on which they are located, and an appropriate proportion
of production overheads and borrowing costs (see note

2(t)).
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

9)

Property, plant and equipment (Continued)

Gains or losses arising from the retirement or disposal of
an item of property, plant and equipment are determined
as the difference between the net disposal proceeds and
the carrying amount of the item and are recognised in

profit or loss on the date of retirement or disposal.

Depreciation is calculated to write off the cost of items
of property, plant and equipment, less their estimated
residual value, if any, using the straight-line method over

their estimated useful lives as follows:

- Buildings held for own use 20 years
- Machinery and equipment 10 years
- Office equipment and fixtures 5 years
- Motor vehicles 5 years

Where parts of an item of property, plant and equipment
have different useful lives, the cost of the item is
allocated on a reasonable basis between the parts and
each part is depreciated separately. Both the useful life
of an asset and its residual value, if any, are reviewed

annually.

Construction-in-progress represents property, plant and
equipment under construction and pending installation and
is stated at cost less accumulated impairment losses (see
note 2(i)), if any. Cost includes the costs of construction of
buildings, the costs of machinery and equipment and
interest charges arising from borrowings used to finance
the acquisition of these assets during the period of
construction or installation and testing. No provision for
depreciation is made on construction-in-progress until such
time as the relevant assets are completed and are available
for their intended use. When the assets concerned are
ready for intended use, the costs are transferred to other
categories of property, plant and equipment and

depreciated in accordance with the policy as stated above.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
h)

Lease assets

An arrangement, comprising a transaction or a series of
transactions, is or contains a lease if the Group
determines that the arrangement conveys a right to use a
specific asset or assets for an agreed period of time in
return for a payment or a series of payments. Such a
determination is made based on an evaluation of the
substance of the arrangement and is regardless of

whether the arrangement takes the legal form of a lease.

i) Classification of assets leased to the Group
Assets that are held by the Group under leases
which transfer to the Group substantially all the
risks and rewards of ownership are classified as
being held under finance leases. Leases which do
not transfer substantially all the risks and rewards of
ownership to the Group are classified as operating
leases except for land held for own use under an
operating lease, the fair value of which cannot be
measured separately from the fair value of a
building situated thereon at the inception of the
lease, is accounted for as being held under a
finance lease, unless the building is also clearly held
under an operating lease. For these purposes, the
inception of the lease is the time that the lease was
first entered into by the Group, or taken over from

the previous lessee.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

h)

Lease assets (Continued)

i)

iif)

Operating lease charges

Where the Group has the use of assets held under
operating leases, payments made under the leases
are charged to profit or loss in equal instalments
over the accounting periods covered by the lease
term, except where an alternative basis is more
representative of the pattern of benefits to be
derived from the leased assets. Lease incentives
received are recognised in profit or loss as an
integral part of the aggregate net lease payments
made. Contingent rentals are charged to profit or
loss in the accounting period in which they are

incurred.

The cost of acquiring land held under an operating
lease is amortised on a straight-line basis over the

period of the lease term.

Leasehold land and building

When a lease includes both land and building
elements, the Group assesses the classification of
each element as a finance or an operating lease
separately based on the assessment as to whether
substantially all the risks and rewards incidental to
ownership of each element have been transferred
to the Group, unless it is clear that both elements
are operating leases in which case the entire lease is
classified as an operating lease. Specifically, the
minimum lease payments (including any lump sum
upfront payments) are allocated between the land
and the building elements in proportion to the
relative fair values of the leasehold interests in the
land element and building element of the lease at

the inception of the lease.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
h) Lease assets (Continued)

fii)

Leasehold land and building (Continued)

To the extent the allocation of the lease payments
can be made reliably, interest in leasehold land that
is accounted for as an operating lease is presented
as “prepaid lease payments on land under operating
leases” in the consolidated statement of financial
position and is amortised over the lease term on a

straight-line basis.

i) Impairment of assets

)

Impairment of investments in equity securities and
other receivables

Investments in equity securities and other current and
non-current receivables that are carried at cost or
amortised cost or are classified as available-for-sale
securities are reviewed at the end of each reporting
period 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 into 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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SIGNIFICANT ACCOUNTING POLICIES (Continued)

i)

Impairment of assets (Continued)

)

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 trade 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 the 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.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
i)

Impairment of assets (Continued)

i)

Impairment of investments in equity securities and

other receivables (Continued)

—  For available-for-sale equity securities, the
cumulative loss that has been recognised in
the fair value reserve is reclassified to 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 equity securities
are not reversed through profit or loss. Any
subsequent increase in the fair value of such
assets is recognised in other comprehensive

income.

Impairment losses are written off against the
corresponding assets directly, except for impairment
losses recognised in respect of trade debtors, bills
receivables and other receivables included within
trade and other receivables, whose recovery is
considered doubtful but not remote. In this case,
the impairment losses for 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, bills receivables and other
receivables 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.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

i)

Impairment of assets (Continued)

fi)

Impairment of other assets

Internal and external sources of information are
reviewed at the end of each reporting period 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:

- goodwill;

—  property, plant and equipment;

—  prepaid lease payments on land under
operating leases;

—  investments in subsidiaries in the Company’s
statement of financial position; and

= other non-current asset.

If any such indication exists, the asset’s recoverable
amount is estimated. In addition, for goodwill, the
recoverable amount is estimated annually whether

or not there is any indication of impairment.

- Calculation of recoverable amount

The recoverable amount of an asset is the
greater of its fair value less costs of disposal
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 the 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).



Annual Report 2016 £

i

s -.1.';.

) EEEHEEM®

) EEREE
i) RMEEZEEE)
- REBRER

W& ESEMEZRIME
TEUZEEEBBEA
WEHeE ANBEEER
MEBHE -ARDRSE
NERZBEEBRMNES
HELARERLIENES
MREBReEM (REEEM
B 2EMBEEZE®E
B HEREBRLAIEERE
A B (RIS BAIER)
NEMEEZKREE: #
BEZEREESTFRD
EERREAER A FER G
ERA (MEEETE) REA
BE(MEFE) -

- REBBREMD

RAEBNIINEEMS -
i FAEEE AT @ 8RR 2
et R EMNEE - AA
BEREEBRE AEZR
EERTERE -

HEBBEEREIRRNZE
E W OREHE BT FE A
B BERER ZREE
BHEBRRRD 2 ZNER
EHBOZFEFARR
A o

A ' ] }
2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
i)

Impairment of assets (Continued)

ii)

Impairment of other assets (Continued)

Recognition of impairment losses

An impairment loss is recognised in profit or loss
if 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 cash-generating units) and
then, to reduce the carrying amount of the other
assets in the unit (or group of cash-generating
units) on a pro rata basis, except that the
carrying value of an asset will not be reduced
below its individual fair values less costs of
disposal (if measurable), 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.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

i)

j)

Impairment of assets (Continued)

fii)

Interim financial reporting and impairment

Under the Listing Rules, the Group is required to
prepare an interim financial report in compliance
with HKAS 34 “Interim Financial Reporting”, in
respect of the first six months of the financial year.
At the end of the interim period, the Group applies
the same impairment testing, recognition, and
reversal criteria as it would at the end of the

financial year (see notes 2(i)(i) and (ii)).

Impairment losses recognised in an interim period in
respect of goodwill and available-for-sale equity
securities are not reversed in a subsequent period.
This is the case even if no loss, or a smaller loss,
would have been recognised had the impairment
been assessed only at the end of the financial year
to which the interim period relates. Consequently, if
the fair value of available-for-sale equity securities
increases in the remainder of the annual period, or
in any other period subsequently, the increase is
recognised in other comprehensive income and not

profit or loss.

Inventories

Inventories are carried at the lower of cost and net

realisable value.

Cost is calculated using the weighted average cost

formula and comprises all costs of purchase, costs of

conversion and other costs incurred in bringing the

inventories to their present location and condition.

Net realisable value is the estimated selling price in the

ordinary course of business less the estimated costs of

completion and the estimated costs necessary to make

the sale.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

j)

k)

Inventories (Continued)

When inventories are sold, the carrying amount of those
inventories is recognised as an expense in the period in
which the related revenue is recognised. The amount of
any write down of inventories to net realisable value and
all losses of inventories are recognised as an expense in
the period the write-down or loss occurs. The amount of
any reversal of any write-down of inventories is
recognised as a reduction in the amount of inventories
recognised as an expense in the period in which the

reversal occurs.

Trade and other receivables
Trade and other receivables are initially recognised at fair
value and thereafter stated at amortised cost using the
effective interest method less allowance for impairment
of doubtful debts (see note 2(i)),

receivables are interest-free loans made to related parties

except where the

without any fixed repayment terms or the effect of
discounting would be immaterial. In such cases, the
receivables are stated at cost less allowance for

impairment of doubtful debts.

Interest-bearing borrowings

Interest-bearing borrowings are recognised initially at fair
value less attributable transaction costs. Subsequent to
initial recognition, interest-bearing borrowings are stated
at amortised cost with any difference between the
amount initially recognised and redemption value being
recognised in profit or loss over the period of the
borrowings, together with any interest and fees payable,

using the effective interest method.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

m)

n)

0)

Trade and other payables

Trade and other payables are initially recognised at fair
value. Except for financial guarantee liabilities measured
in accordance with note 2(qg)(i), trade and other payables
are subsequently stated at amortised cost unless the
effect of discounting would be immaterial, in which case

they are stated at cost.

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 into known amounts of cash
and which are subject to an insignificant risk of changes
in value, having been within three months of maturity at
acquisition. Bank overdrafts that are repayable on
demand and form an integral part of the Group’s cash
management are also included as a component of cash
and cash equivalents for the purpose of the consolidated

statement of cash flows.

Employee benefits

i) Short-term employee benefits and contributions to
defined contribution retirement plans
Salaries, annual bonuses, paid annual leave,
contributions to defined contribution retirement
plans and the cost of non-monetary benefits are
accrued in the year in which the associated services
are rendered by employees. Where payment or
settlement is deferred and the effect would be
material, these amounts are stated at their present

values.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
o)

Employee benefits (Continued)

ii)

Share based payments

The fair value of share options granted to
employees is recognised as an employee cost with a
corresponding increase in a share option reserve
within equity. Where the employees have to meet
vesting conditions before becoming unconditionally
entitled to the options, the total estimated fair
value of the 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
resulting adjustment to the cumulative fair value
recognised in prior years is charged/credited to
profit or loss for the year of the review, unless the
original employee expenses qualify for recognition
as an asset, with a corresponding adjustment to the
share option 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
included in the amount recognised in share capital
for the shares issued) or the option expires (when it
is released directly to accumulated losses/retained

profits).
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

o)

p)

Employee benefits (Continued)

iii)  Termination benefits
Termination benefits are recognised at the earlier of
when the Group can no longer withdraw the offer
of those benefits and when it recognises
restructuring costs involving the payment of

termination benefits.

Income tax

Income tax for the year comprises current tax and
movements in deferred tax assets and liabilities. Current
tax and movements in deferred tax assets and liabilities
are recognised in profit or loss except to the extent that
they relate to items recognised in other comprehensive
income or directly in equity, in which case the relevant
amounts of tax are recognised in other comprehensive

income or directly in equity respectively.

Current tax is the expected tax payable on the taxable
income for the year, using tax rates enacted or
substantively enacted at the end of the reporting period,
and any adjustment to tax payable in respect of previous

years.

Deferred tax assets and liabilities arise from deductible
and taxable temporary differences respectively, being the
differences between the carrying amounts of assets and
liabilities for financial reporting purposes and their tax
bases. Deferred tax assets also arise from unused tax

losses and unused tax credits.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)
p)

Income tax (Continued)

Apart from certain limited exceptions, all deferred tax
liabilities, and all deferred tax assets to the extent that it
is probable that future taxable profits will be available
against which the asset can be utilised, are recognised.
Future taxable profits that may support the recognition of
deferred tax assets arising from deductible temporary
differences include those that will arise from the reversal
of existing taxable temporary differences, provided those
differences relate to the same taxation authority and the
same taxable entity, and are expected to reverse either in
the same period as the expected reversal of the
deductible temporary differences or in periods into which
a tax loss arising from the deferred tax asset can be
carried back or forward. The same criteria are adopted
when determining whether existing taxable temporary
differences support the recognition of deferred tax assets
arising from unused tax losses and credits, that is, those
differences are taken into account if they relate to the
same taxation authority and the same taxable entity, and
are expected to reverse in a period, or periods, in which

the tax loss or credit can be utilised.

The limited exceptions to recognition of deferred tax
assets and liabilities are those temporary differences
arising from goodwill not deductible for tax purposes, the
initial recognition of assets or liabilities that affect neither
accounting nor taxable profit (provided they are not part
of a business combination), and temporary differences
relating to investments in subsidiaries to the extent that,
in the case of taxable differences, the Group controls the
timing of the reversal and it is probable that the
differences will not reverse in the foreseeable future, or
in the case of deductible differences, unless it is probable

that they will reverse in the future.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

p)

Income tax (Continued)

The amount of deferred tax recognised is measured
based on the expected manner of realisation or
settlement of the carrying amount of the assets and
liabilities, using tax rates enacted or substantively enacted
at the end of the reporting period. Deferred tax assets

and liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed
at the end of each reporting period and is reduced to the
extent that it is no longer probable that sufficient taxable
profits will be available to allow the related tax benefit to
be utilised. Any such reduction is reversed to the extent
that it becomes probable that sufficient taxable profits

will be available.

Additional income taxes that arise from the distribution
of dividends are recognised when the liability to pay the

related dividends is recognised.

Current tax balances and deferred tax balances, and
movements therein, are presented separately from each
other and are not offset. Current tax assets are offset
against current tax liabilities, and deferred tax assets
against deferred tax liabilities, if the Group or the
Company has the legally enforceable right to set off
current tax assets against current tax liabilities and the

following additional conditions are met:

- in the case of current tax assets and liabilities, the
Group or the Company intends either to settle on a
net basis, or to realise the asset and settle the

liability simultaneously; or
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2. EEEHBE @ Nl SIGNIFICANT ACCOUNTING POLICIES (Continued)

p) FEH (H) p) Income tax (Continued)

- EAREEBEBEERERE: MH — in the case of deferred tax assets and liabilities, if
HE-REERFA NLEERK 2 they relate to income taxes levied by the same
FriSTi A taxation authority on either:

- R—ERBEM: % - the same taxable entity; or

- WMRTRZERB BN - different taxable entities, which, in each future
EHERRS —EARBE period in which significant amounts of
BEIMEFEEHE 2R deferred tax liabilities or assets are expected to
ERHIEEE HEE KRG be settled or recovered, intend to realise the
Z LA E R A E S IR ANEAF current tax assets and settle the current tax
BHEERBEABHKIEA liabilities on a net basis or realise and settle
& - k5t &l [ I & 3R K simultaneously.
MEEERGERNHHIE
afE-

q HERKER BERIREE q) Financial guarantees issued, provisions and
contingent liabilities

() HEYBHER (i) Financial quarantees issued
M ERTIERER A (BIER Financial guarantees are contracts that require the
AN) BRERZZA(EB A issuer (i.e. the guarantor) to make specified
HEEEBAREREEE LA payments to reimburse the beneficiary of the
2RI NBEREmMET AL guarantee (the “holder”) for a loss the holder incurs
K mFEAENEEREZE because a specified debtor fails to make payment
4 o when due in accordance with the terms of a debt

instrument.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

a)

Financial guarantees issued, provisions and

contingent liabilities (Continued)

(i)

Financial guarantees issued (Continued)

Where the Group issues a financial guarantee, the
fair value of the guarantee is initially recognised as
deferred income within trade and other payables.
The fair value of financial guarantees issued at the
time of issuance is determined by reference to fees
charged in an arm’s length transaction for similar
services, when such information is obtainable, or is
otherwise estimated by reference to interest rate
differentials, by comparing the actual rates charged
by lenders when the guarantee is made available
with the estimated rates that lenders would have
charged, had the guarantees not been available,
where reliable estimates of such information can be
made. 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 2(q)(ii) 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).
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
q)

Financial guarantees issued, provisions and

contingent liabilities (Continued)

(i)

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.

Revenue recognition

Revenue is measured at the fair value of the

consideration received or receivable. Provided it is

probable that the economic benefits will flow to the

Group and the revenue and costs, if applicable, can be

measured reliably, revenue is recognised in profit or loss

as follows:
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

r)

s)

Revenue recognition (Continued)

i) Sale of goods
Revenue is recognised when goods are delivered at
the customers’ premises which is taken to be the
point in time when the customer has accepted the
goods and the related risks and rewards of
ownership. Revenue excludes value added and other
sales taxes and is after deduction of any goods

returns and trade discounts.

i) Interest income
Interest income is recognised as it accrues using the

effective interest method.

iii)  Dividend income
Dividend income from unlisted investments is
recognised when the shareholder’s right to receive

payment is established.

Dividend income from listed investments is
recognised when the share price of the investment

goes ex-dividend.

Translation of foreign currencies

Foreign currency transactions during the year are
translated at the foreign exchange rates ruling at the
transaction dates. Monetary assets and liabilities
denominated in foreign currencies are translated at the
foreign exchange rates ruling at the end of the reporting
period. Exchange gains and losses are recognised in profit

or loss.

Non-monetary assets and liabilities that are measured in
terms of historical cost in a foreign currency are
translated using the foreign exchange rates ruling at the
transaction dates. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair
value are translated using the foreign exchange rates

ruling at the dates the fair value was determined.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
s)

1)

Translation of foreign currencies (Continued)

The results of foreign operations are translated into Hong
Kong dollars at the exchange rates approximating the
foreign exchange rates ruling at the dates of the
transactions. Statement of financial position items,
including goodwill arising on consolidation of foreign
operations acquired on or after 1 January 2005, are
translated into Hong Kong dollars at the closing foreign
exchange rates ruling at the end of the reporting period.
The resulting exchange differences are recognised in
other comprehensive income and accumulated separately
in equity in the translation reserve. Goodwill arising on
consolidation of a foreign operation acquired before 1
January 2005 is translated at the foreign exchange rate
that applied at the date of acquisition of the foreign

operation.

On disposal of a foreign operation, the cumulative
amount of the exchange differences relating to that
foreign operation is reclassified from equity to profit or

loss when the profit or loss on disposal is recognised.

Borrowing costs

Borrowing costs that are directly attributable to the
acquisition, construction or production of an asset which
necessarily takes a substantial period of time to get ready
for its intended use or sale, are capitalised as part of the
cost of that asset. Other borrowing costs are expensed in

the period in which they are incurred.

The capitalisation of borrowing costs as part of the cost
of a qualifying asset commences when expenditure for
the asset is being incurred, borrowing costs are being
incurred and activities that are necessary to prepare the
asset for its intended use or sale are in progress.
Capitalisation of borrowing costs is suspended or ceases
when substantially all the activities necessary to prepare
the qualifying asset for its intended use or sale are

interrupted or complete.
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2. EEEHBE®@ 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
u) BEEAL u) Related parties
(@ MEZBATBUATER:  BZ (@) A person, or a close member of that person’s
ATHZALTZRIG 2R TIHE family, is related to the Group if that person:
B G RE
) HASEEEFEGIESH i) has control or joint control over the Group;

(R #22 5l #

i) HAEEBEREEATZEN: i) has significant influence over the Group; or
4

i) BASESIAEEZEAQ i) is a member of the key management personnel
RIZFEBBABZKE ° of the Group or the Group's parent.

(b) fWENATNERGEEER  AIZE (b) An entity is related to the Group if any of the

BhEAEEGHE : following conditions applies:

) ZEBHASEHARR i) The entity and the Group are members of the
SEZKE (BISEAR - same group (which means that each parent,
NN DS = NG subsidiary and fellow subsidiary is related to
R ULFE A B ) o the others).

i) —HEBAS—EBEZH i) One entity is an associate or joint venture of
BNAREERE(HBE— the other entity (or an associate or joint
EEREEBETHKERA venture of a member of a group of which the
ZHERAREEREL other entity is a member).

BT e

i)y MEAEBHAER-—F=7H i) Both entities are joint ventures of the same
ZHERE- third party.

v) —HEBRE=FEEZ iv)  One entity is a joint venture of a third entity
EELE ME—EER and the other entity is an associate of the
ZE=ZFBEBIZBENRT o third entity.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

u)

v)

Related parties (Continued)
(b) An entity is related to the Group if any of the

following conditions applies: (Continued)

v)  The entity is a post-employment benefit plan
for the benefit of employees of either the

Group or an entity related to the Group.

vi)  The entity is controlled or jointly controlled by

a person identified in note 2(u)(a).

vii) A person identified in note 2(u)(a)(i) has
significant influence over the entity or is a
member of the key management personnel of

the entity (or of a parent of the entity).

viii) The entity, or any member of a group of which
it is a part, provides key management
personnel services to the Group or to the

Group's parent.

Close members of the family of a person are those family
members who may be expected to influence, or be
influenced by, that person in their dealings with the

entity.

Segment reporting

Operating segments, and the amounts of each segment
item reported in the consolidated financial statements,
are identified from the financial information provided
regularly to the Group’s chief operating decision maker
for the purposes of allocating resources to, and assessing
the performance of, the Group’s various lines of business
and geographical locations.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)
v) Segment reporting (Continued)
Individually material operating segments are not
aggregated for financial reporting purposes unless the
segments have similar economic characteristics and are
similar in respect of the nature of products and services,
the nature of production processes, the type or class of
customers, the methods used to distribute the products
or provide the services, and the nature of the regulatory
environment. Operating segments which are not
individually material may be aggregated if they share a
majority of these criteria.

CHANGES IN ACCOUNTING POLICIES
The HKICPA has issued a number of amendments to HKFRSs

that are first effective for the current accounting period of the
Group. None of these developments have had a material effect
on how the Group's results and financial positions for the
current or prior accounting periods have been prepared or
presented.

The Group has not applied any new standard or interpretation
that is not yet effective for the current accounting period.

CRITICAL ACCOUNTING JUDGEMENTS AND KEY

SOURCES OF ESTIMATION UNCERTAINTY

a) Key sources of estimation uncertainty
In the process of applying the Group’s accounting
policies which are described in note 2, management has
made certain key assumptions concerning the future, and
other key sources of estimation uncertainty at the end of
the reporting period, that may have a significant risk of
causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year, as
discussed below.
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4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY

SOURCES OF ESTIMATION UNCERTAINTY
(Continued)

a)

Key sources of estimation uncertainty (Continued)

1)

if)

Useful lives and residual values of property, plant
and equipment, and prepaid lease payments on land
under operating leases

Management determines the estimated useful lives
and residual values for the Group’s property, plant
and equipment, and prepaid lease payments on land
under operating leases in accordance with the
Group's accounting policies stated in note 2(g) and
note 2(h) respectively. The Group will revise the
depreciation charge and the amortisation expense
where useful lives and residual values are different
from previous estimates, or will write off or write
down technically obsolete or non-strategic assets

that have been abandoned or sold.

Estimation of impairment of property, plant and
equipment

If circumstances indicate that the carrying value of
an item of the property, plant and equipment may
not be recoverable, the asset may be considered
“impaired”, and an impairment loss may be
recognised in profit or loss in accordance with the
Group’s accounting policy for impairment of
property, plant and equipment as described in note
2(i)(ii). The carrying amounts of assets are reviewed
periodically in order to assess whether the
recoverable amounts have declined below the
carrying amounts. These assets are tested for
impairment whenever events or changes in
circumstances indicate that their recorded carrying
amounts may not be recoverable. When such a
decline has occurred, the carrying amount is

reduced to recoverable amount.
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CRITICAL ACCOUNTING JUDGEMENTS AND KEY
SOURCES OF ESTIMATION UNCERTAINTY
(Continued)

a)

Key sources of estimation uncertainty (Continued)

fi)

Estimation of impairment of property, plant and
equipment (Continued)

The recoverable amount is the greater of the fair
value less costs of disposal and the value in use. In
determining the value in use, expected future cash
flows generated by the asset are discounted to their
present value, which requires significant judgement
relating to the level of revenue and amount of
operating costs. The Group uses all readily available
information in determining an amount that is a
reasonable approximation of recoverable amount,
including estimates based on reasonable and
supportable assumptions and projections of the
level of revenue and amount of operating costs.
Changes in these estimates could have a significant
impact on the carrying value of the assets and could
result in additional impairment charge or reversal of
impairment in future periods. As at 31 December
2016, the carrying amount of property, plant and
equipment is approximately HK$319,212,000 (2015:
HK$400,936,000). During the year ended 31
December 2015, impairment loss on property, plant
and equipment amounting to approximately
HK$94,916,000 (2016: Nil) was recognised and the

details of which are disclosed in note 17(iv).
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CRITICAL ACCOUNTING JUDGEMENTS AND KEY

SOURCES OF ESTIMATION UNCERTAINTY
(Continued)

a)

Key sources of estimation uncertainty (Continued)

fii)

Estimation of impairment of prepaid lease payments
on land under operating leases

The Group performs annual assessments on whether
there has been impairment of prepaid lease
payments on land under operating leases in
accordance with the Group’s accounting policy
stated in note 2(i)(ii). The recoverable amounts of
cash-generating units are determined based on
value in use calculations. These calculations require
the use of estimates and assumptions made by
management on the future operation of the
business, pre-tax discount rates, and other
assumptions underlying the value in use
calculations. As at 31 December 2016, the carrying
amount of prepaid lease payments on land under
operating leases is approximately HK$143,648,000
(2015: HK$157,737,000). During the year ended 31
December 2015, impairment loss on prepaid lease
payments on land under operating leases
amounting to approximately HK$14,753,000 (2016:
Nil) was recognised and the details of which are

disclosed in notes 17(iv) and 18(iii).
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4, BERESHHERESITEEE2ZE 4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY

ERIR (#) SOURCES OF ESTIMATION UNCERTAINTY
(Continued)
a) M THEEMHZEERE (&) a) Key sources of estimation uncertainty (Continued)
v)  FERFREZ EE iv)  Estimation of impairment of receivables
JE UK RO (B R SRR 3R T AR B 0 e The policy for recognition of impairment on
Wk e 01 /] BE 1 2 AT 1 - BRER receivables is based on the evaluation of
1 R B 2R E FI 6l 'E B AT o T collectibility, ageing analysis of accounts and on
HZREEB AR EETERR management’s judgement. A considerable amount
FEEHREHE  BRESAE of judgement is required in assessing the ultimate
BAZBERKEERBERKLE realisation of these receivables, including the
8 o MR EEBEA TR current creditworthiness and the past collection
= BegZHEREH EMm history of each debtor. If the financial conditions of
AaEREEREINREEE - R these debtors were to deteriorate, resulting in
—E—RE+ZA=1+—H & impairment of their ability to make payments,
Uz B 5% K% HL A FE UK 2 BR T (B 4V additional impairment loss may be required. As at
#281,622,0008 L (=& —H 31 December 2016, the carrying amount of trade
£ : 416,580,000/ 7T ) ° FE UK and other receivables is approximately
B 2 5518 B R 3E22(0)1F % HK$281,622,000 (2015: HK$416,580,000). Details
7 of the impairment of receivables are disclosed in

note 22(c).
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CRITICAL ACCOUNTING JUDGEMENTS AND KEY

SOURCES OF ESTIMATION UNCERTAINTY
(Continued)

a)

Key sources of estimation uncertainty (Continued)

v)

Net realisable value of inventories

Inventories are stated at the lower of cost and net
realisable value. Net realisable value is determined on
the basis of the estimated selling price in the
ordinary course of business, less estimated cost of
completion and the estimated cost necessary to make
the sale. These estimates are based on the current
market conditions and the historical experience of
manufacturing and selling products of similar nature.
The directors of the Company estimate the net
realisable value for inventories based primarily on the
latest invoice prices and current market conditions.
During the year ended 31 December 2016, the
directors of the Company performed periodic review
on a product-by-product basis and made a write
down of its inventories of approximately
HK$14,730,000 (2015: HK$86,223,000) and a
reversal of write down of inventories of
approximately HK$2,168,000 (2015: Nil).
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4.
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4.

CRITICAL ACCOUNTING JUDGEMENTS AND KEY
SOURCES OF ESTIMATION UNCERTAINTY
(Continued)

b)

Critical accounting judgements in applying the
Group’s accounting policies

In determining the carrying amounts of certain assets and
liabilities, the Group makes assumptions for the effects of
uncertain future events on those assets and liabilities at
the end of each reporting period. These estimates involve
assumptions about such items as cash flows and discount
rates used. The Group’s estimates and assumptions are
based on historical experience and expectations of future
events and are reviewed periodically. In addition to
assumptions and estimations of future events,
judgements are also made during the process of applying

the Group’s accounting policies.

i) Income taxes and deferred taxation
The Group is subject to income tax in Hong Kong
and various taxes in the PRC. Significant judgement
is required in determining the provision for taxation.
There are many transactions and calculations for
which the ultimate tax determination is uncertain
during the ordinary course of business. The Group
recognises liabilities for anticipated tax issues based
on estimates of whether additional tax will be due.
Where the final tax outcome of these matters is
different from the amounts that were initially
recorded, such differences will impact the income
tax and deferred tax provisions in the period in

which such determination is made.
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CRITICAL ACCOUNTING JUDGEMENTS AND KEY

SOURCES OF ESTIMATION UNCERTAINTY
(Continued)

b)

Critical accounting judgements in applying the

Group's accounting policies (Continued)

i)

ii)

Income taxes and deferred taxation (Continued)
Deferred tax assets relating to certain temporary
differences are recognised as management
considers it is probable that future taxable profit
will be available against which the temporary
differences or tax losses can be utilised. Where the
expectation is different from the original estimate,
such differences will impact the recognition of
deferred tax assets and tax charge in the periods in
which such estimate is changed. In this regard, the
Group has recognised deferred tax assets of
approximately HK$4,525,000 (2015: HK$4,695,000)
as at 31 December 2016.

Withholding tax arising from distribution of
dividends

The Group’s determination as to whether to accrue
for withholding tax arising from distribution of
dividends from certain subsidiaries according to the
relevant tax law and regulations is subject to
judgement on the timing of the payment of
dividends. The Group considers that if the profits of
these subsidiaries will not be distributed in the
foreseeable future, then no withholding tax should

be provided.
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5. KA

WAERETEFZERBEER (TR
BEREEMHEEHA)  YHKREMRE
REZGHM AEREERZIRAZEEER

BRISBWT :

5. REVENUE

Annual Report 2016 F£3

Revenue represents the sales value of goods supplied to
customers which excludes value-added and other sales taxes,

and is after deduction of any goods returns and trade

discounts. The amount of each significant category of revenue

recognised during the year is as follows:

—E-RE —T—REF
2016 2015
FTEx TR
HK$’'000 HK$'000

BrER (BEEKER) $4&  Sales of rare earth products (including
fluorescent products) 436,477 500,419

MAER (BEEEMEERE  Sales of refractory products (including high
HEW) HE temperature ceramics products and

magnesium grains) 272,643 342,691
709,120 843,110

6. HAWA 6. OTHER INCOME
ZE-RF —T-hF
2016 2015
FEx TR
HK$'000 HK$'000
SRITTF R B U Interest income from bank deposits 4,946 5,600
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7. HitEeB X RHEM (HE)/ xE 7. OTHER OPERATING EXPENSES AND OTHER NET

RE (LOSS)/GAIN
a) HMKEREX a) Other operating expenses
—B-RF T
2016 2015
FERT FHET
HK$'000 HK$'000
gt RERR 2 R Expenses incurred during temporary
suspension of production (11,055) -
HEZZE-—R"E+_A=+—HILHF During the year ended 31 December 2016, the Group
B BARETRNIHES RAEFBEF temporarily suspended certain of its production for
BIEEETEER - internal consolidation.
REREEERMAES ZBERX The related expenses incurred during the temporary
Bt AEMEERZA - production suspension were included in other operating
expenses.
b. Hith(&E) kzFE b) Other net (loss)/gain
—E-RE —T—AhF
2016 2015
FERT FHET
HK$'000 HK$'000
FEH (B8), k= %58 Net exchange (loss)/gain (5,000) 5,668
FEUBR SR 2 R E B 1B Impairment loss on trade receivables (10,352) (1,686)
Hh R 2 R EE R Impairment loss on other receivables (203) (191)
FEURBR SR 2 BB 18 Reversal of impairment loss on trade
receivables 4,376 10,146
H i JE WK 2 BB 1 R Reversal of impairment loss on other
receivables 166 224
HE R SRS E R 2 W Gain on disposal of available-for-sale
(B 3E) equity securities (note) - 29,491
EHAth Others 410 (369)

(10,603) 43,283
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7. HiKEBMxRHEM (B5E)/ Wa® 7. OTHER OPERATING EXPENSES AND OTHER NET

FE (&) (LOSS)/GAIN (Continued)
b. Hftt(E#E) WEFEE) b) Other net (loss)/gain (Continued)

MaE: #E2=—F—AF+=-A=+—H Note: During the year ended 31 December 2015, the Group
ItFEE AEEELE LM disposed of its entire interest in the listed equity securities,
BHEOGETHEERRZESR) 2 which were classified as available-for-sale equity securities,
2w - KE4A36,211,0007 at a consideration of approximately HK$36,211,000 and a
T URZEEZERRER gain on disposal of available-for-sale equity securities of
ERHEERERERZ2UWED approximately HK$29,491,000 was recognised in profit or
29,491,000/ 7T ° loss during that year.

8. KBRBAEHE 8. LOSS BEFORE TAXATION
BTiAl SR E HIk T 5 &8 Loss before taxation is arrived at after charging:
—EB-RE —E—FF
2016 2015
THET FHT
HK$'000 HK$'000
a) BEERA a) Finance costs
IRITERFEZ W (M) Interest expenses on bank borrowings
(note) 1,566 1,436
HitgE 2 BEEM Finance charges on other
borrowings 2,338 =
3,904 1,436
MizZ: RBEE-FT—AF+=-A=+—8H Note: During the year ended 31 December 2015, the Group obtained
tFE AEBRERTEEY bank borrowings of approximately HK$71,919,000. The bank
71,919,000 7T © R 1T f& B R El & borrowings carried fixed interest rates of 4% per annum and
FHRA%E B - WERZFANEHK were repaid in full during that year.
B -
EHEBE_T—R"E+A=+— Details of the bank and other borrowings during the year ended
BIEFEZROKEMEBEEZFE 31 December 2016 were set out in note 27.

BN EE27 ©
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ZE-R —E-RF
2016 2015
FET FAT
HK$'000 HK$'000
b) BT (BIEKE10 b) Staff costs (including directors’
FIBzEEMS) ! remuneration in note 10)*
HFehIA& Salaries and wages 47,229 63,249
RINEFET B R (Hi7E12) Retirement benefits scheme contributions
(note 12) 5,752 6,024
ETEHER Staff redundancy costs 1,905 =
54,886 69,273
o HiEH c) Other items
1% 25 A B Auditors’ remuneration
— BRI — audit services 2,610 2,900
—H bR — other services 575 575
3,185 3,475
FERA (FIzE21(b))* Cost of inventories (note 21(b))* 704,190 943,575
M BEREE2TE Depreciation of property, plant and
equipment* 60,177 78,443
RETATIEN TS H Y  Amortisation of prepaid lease payments
on land under operating leases* 4,223 4,511
HEWMELEHET Operating lease charges on rented
premises* 2,779 2,690
& BE-_Z—XKFE+=-A=+—H1t L During the year ended 31 December 2016, cost of inventories
FEN FERABEAEBE K included approximately HK$79,178,000 (2015: HK$115,023,000)
A FENBEASARKEROE relating to staff costs, depreciation and amortisation expenses,
F4979,178,0008 7C (ZE— R & : and operating lease charges, which amounts were also included
115,023,000/87) * BREAZKEIND 5t in the respective total amounts disclosed separately above for

EHAAIFALNBIREE 22 each of these types of expenses.
A -
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9. BEBBERAZFBH 9. INCOME TAX IN THE CONSOLIDATED STATEMENT
OF PROFIT OR LOSS
a) HMABRRRNZEEHIE: a) Income tax in the consolidated statement of profit or loss
represents:
= —T-A%F
2016 2015
FTHET FHT
HK$'000 HK$'000
B E-PEALERED Current tax - PRC Enterprise
Income Tax
NEE R AE (M3E28()) Provision for the year (note 28(a)) (1,477) (663)
RIE & A 2 FEH (Mt3E28(a))  Withholding tax on unremitted
earnings (note 28(a)) (8,147) (2,429)
(9,624) (3,092)
BB E Deferred taxation
TREERE 2 EERED Origination and reversal of temporary
(Bt 5E28(b)) differences (note 28(b)) 151 (443)
B8 i< H Income tax charge (9,473) (3,535)
ARBREMBATIARNRHSHS The Company and its subsidiaries incorporated in the
PHEBELBEEFMAK Y BIER Cayman Islands and the British Virgin Islands,
E2 MK RR 2B RETE respectively, are not subject to any income tax pursuant
BES R ERFER - to the rules and regulations of their respective countries

of incorporation.

HMRAERREBE-—E—NER-F No provision for Hong Kong Profits Tax is provided for as
—HE+-A=+-—BIEELER the Group has no estimated assessable profits arising in
EHEAGEER A FH & Hong Kong during the years ended 31 December 2016
BANSBLEH R - izl

BE-—E—NER-_E-FE+-A PRC Enterprise Income Tax is calculated at the statutory
“H+—BItFEER PERCEFER income tax rate of 25% on the estimated assessable
TRERA TR B K B AT profits of the Company’s subsidiaries established in the
AN EERRAIR AT AR X PRC during the years ended 31 December 2016 and

25%&tH © 2015.
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EAHEZHENT :

9. INCOMiE TAX IN THE CONSOLIDATED STATEMENT
OF PROFIT OR LOSS (Continued)
(Continued)

a)

The PRC Enterprise Income Tax Law also requires
withholding tax of 5% or 10% upon distribution of
profits by the PRC subsidiaries since 1 January 2008 to its

overseas (including Hong Kong) shareholders.

Pursuant to the relevant tax laws and regulations in the
PRC, Yixing Xinwei Leeshing Refractory Materials
Company Limited (“Leeshing Refractory”) is classified as
foreign invested “New and High Technology Enterprises”

and is entitled to a preferential income tax rate of 15%.

Reconciliation between income tax charge and

accounting loss at applicable tax rates is as follows:

ZE-RE —T—hEF
2016 2015
FTHET FHET
HK$'000 HK$'000
BrF A B 18 Loss before taxation (98,403) (264,083)
BB AR R & B RlA Notional tax on loss before taxation,
REEREEMETHE calculated at statutory tax rates
2 BETIE applicable to the respective tax
jurisdictions concerned (21,080) (69,360)
A ENSTHZHRBET 2 Tax effect of non-deductible expenses 7,635 30,237
BAEZRBWAZHGT 2 Tax effect of non-taxable income (1,236) (3,138)
AERMIEERZ RIET 2 Tax effect of tax losses not recognised 16,007 43,626
RNRBEEETHERFZ Withholding tax on unremitted
Fh B B B A ) R BB 2 ) earnings of the Company’s PRC
Z T subsidiaries which are under the
deregistration process 8,147 2,429
R B 8 A RIS Tax effect of concessionary tax rate
BEMEZBBTE granted to a PRC subsidiary - (259)
FrERi & Income tax charge 9,473 33,5315
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BEDREHFEBNERAT (REES Directors’ emoluments disclosed pursuant to section 383(1) of
M ER) RO BENEEHEMT the CO and Part 2 of the Companies (Disclosure of Information

about Benefits of Directors) Regulation are as follows:

“E-RF
2016

Hé AR RIER WRH A

L BNEA BiEEdL FEER  ERZAR &5t
Salaries, Retirement

allowances benefits Share-

Directors’  and benefit-  Discretionary scheme based
fees in-kind bonus  contributions payments Total

TEn TEn TEn T T T
HK$000 HK$000 HKS000 HK$000 HK$000 HK$000

BTES Executive directors
BRREE () Mr. Jiang Quanlong (note (i) - 1,430 - - - 1,430
SR (M) Ms. Qian Yuanying (note (ii) - 1,930 - - - 1,930
ErmEE Mr. Jiang Cainan - 143 - - - 143
,,,,,,,,,, R L. Y.
BUkHTES Independent non-executive
directors
BRERLE Mr. Huang Chunhua n - - - - 7
TEEE Mr. Jin Zhong 1Y) - - - - 0
A £E Mr. Wang Guozhen 69 - - - - 69
183 - - - - 183

&t Total 183 3,503 - - - 3,686
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10. EEME (@) \ 10. DIRECTORS’ EMOLUMENTS (Continued)
—E-n%
2015

e 2HR RINER PRt A

348 BN B AEME ERZAR st
Salaries, Retirement

allowances Benefits Share-

Directors’  and benefit-  Discretionary Scheme Based
fees inkind bonus  contributions Payments Total
TR TR TR TR TR TR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

YES Executive directors

ERERE (W&0) Mr. Jiang Quanlong (note (i)
BErEnt (M) Ms. Qian Yuanying (note (i)

YLyt Mr. Jiang Cainan

BUkHTES Independent non-executive
directors

BBRELE Mr. Huang Chunhua

E b Mr. Jin Zhong

TEYRE Mr. Wang Guozhen

5t Total

B E

() BRELEEREIARER -

(i) BTRLIBARTALIETBAER

BE_Z-—RFR-_Z-—HF+_-A
St HLEFER BEESAAKEK
REMME  FATBMAREEKMA
AKER ZEUHBRE RaMmESF
B BEEERRARERETAME -

= 1,430 = = = 1,430

= 1,984 = = = 1,984

= 213 = = = 213

= 3,627 = = = 3,627
72 = = = = 72
44 = = = = 44
74 = = = = 74
190 = = = = 190
190 3,627 = = = 3817

Notes:
(i) Mr. Jiang Quanlong is the Chairman of the Company.

(i)~ Ms. Qian Yuanying is the Chief Executive of the Company.

During the years ended 31 December 2016 and 2015, no
director received any emoluments from the Group as an
inducement to join or upon joining the Group or as
compensation for loss of office. No director has waived or

agreed to waive any emoluments during both years.
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N BEFALREREEASHE 11. INDIVIDUALS WITH HIGHEST EMOLUMENTS AND
SENIOR MANAGEMENT'S EMOLUMENTS
a) HEREHAL a) Five highest paid individuals
HE-_ZT— R "E+-F=+—HLHF During the year ended 31 December 2016, out of the
E AEBREGERFALIHR  HF five highest paid individuals in the Group, two (2015:
ME(ZE—1%F MA)RERAE two) are directors of the Company whose emoluments
E-HMESAMEI0RE -Hp=4 are disclosed in note 10. The aggregate emoluments in
(ZE—RF ZR)RaFHALZMH respect of the remaining three (2015: three) highest paid
BEEFEMT individuals are as follows:
—E-RF —T-hF
2016 2015
THET FHAT
HK$'000 HK$'000
e kEMpe Salaries and other emoluments 2,119 2,565
BIBIEAL Discretionary bonus - -
ROKTRFIGH B R Retirement benefits scheme contributions 62 66
VARR A7 A 27 2 A~F 3R Share-based payments - -
2,181 2,631
H#Bp =R (CZE—R2F =R) &5 The emoluments of the remaining three (2015: three)
AT ZMENFRTHIEE : highest paid individuals are within the following band:
—B-RF —E-RF
2016 2015
AH AE
Number of Number of
individuals Individuals
gE : Bands:
= — 1,000,000/ 7T Nil = HK$1,000,000 2 1
1,000,001,8 7T — 1,500,000 7T HK$1,000,001 - HK$1,500,000 1 2
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M. BEFALREREEAEME ®  11. INDIVIDUALS WITH HIGHEST EMOLUMENTS AND
SENIOR MANAGEMENT'S EMOLUMENTS
(Continued)

a) HEEREHFAL(E) a) Five highest paid individuals (Continued)
HE_Z—X"ER-_Z—HF+=A No emoluments were paid or payable by the Group to
=E+—BIEFE AEEYER R the five highest paid individuals as inducement to join or
BEo AT EMERME  (E upon joining the Group or as compensation for loss of
7% B% B E 0 A Bk R I A 7R & B A R office during the years ended 31 December 2016 and
B =k B BB 12 2015.

b) BREBAEME b) Senior management’s emoluments
ENXENTEREEAEZMEN The emoluments paid or payable to senior management
FREIEE : are within the following bands:

—EB-AE —E—nF
2016 2015
N | AE
Number of Number of
individuals Individuals
EiE : Bands:
Z —1,000,0007 7T Nil - HK$1,000,000 6 5
1,000,0017c— 1,500,000/ 7T HK$1,000,001 — HK$1,500,000 1 2
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BE-T-—AF+=A=1+—HBLLFE For the year ended 31 December 2016

12.

13.

EERAKER

A B B AR A R AR B9 AR E - AR AR
FERYZMBARIEREZEREERE
RE R E (—BREHRFERARSEE])
HR HREREEELAF2NETES
Lt o EERKEEETZREABREBR
Rt BEIN - ZEMBARKRGFH
PO BAXNERERARE  THEEER
BEEMRARERN HE-ZT—RF+=
A=+—BItFE  BARFEEFELOR
5,684,000/ 7L (== — A F : 5,961,000/
TT) ° Zat Bl ANRE B o

AEEE-_ZETTFE T _A—BEE2HE
BEIERE TR ([RERETE]) - Zat
ARARAEHFBENRETE - AEEFTARK
BEEAFSETED L MZEIER -
BE_Z— A E+-_A=+—HILEE
N5 [ 1) 58 & 5 8 5K 4968,0007%8 7T (=
T—F 4% :63,000/87T) ° RIESH) & E HE
AEENBEEIRABE THBIEER
SRBERE - R ERTIREEE -

B’ E
RAAREEFTERENEBEE=-ZS— <&
+—B=+—HLFEZRE(ZZE—AF:
&) o

12. EMPLOYEE RETIREMENT BENEFITS

13.

As stipulated by the relevant rules and regulations in the PRC,
the Company’s subsidiaries established in the PRC are required
to continue to a state-sponsored retirement plan, which is a
defined contribution pension scheme, for all of their
employees based on certain percentages of the employee’s
basic salary. The state-sponsored retirement plan is responsible
for the entire pension obligations payable to retired employees
and these subsidiaries have no further obligations for the
actual pension payments or other post-retirement benefits
beyond the annual contributions. For the year ended 31
December 2016, the retirement plan contribution amounted to
approximately HK$5,684,000 (2015: HK$5,961,000).
Contributions to the plan vest immediately.

The Group has participated in Mandatory Provident Fund
Scheme (“MPF Scheme"),

pension scheme, since 1 December 2000. The Group makes

which is a defined contribution

monthly contribution to the scheme based on certain
percentage of the employees basic salaries. For the year ended
31 December 2016, the Group's contributions to the MPF
Scheme were approximately HK$68,000 (2015: HK$63,000).
The assets of the fund are held separately from the Group and
are managed by independent professional fund managers.

Contributions to the scheme vest progressively.

DIVIDENDS

The directors of the Company do not recommend the payment
of a dividend for the year ended 31 December 2016 (2015:
Nil).
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14, BRER 14, LOSS PER SHARE
BREXERE Basic loss ber share
AKAREEAZEREREERHEE T The calculation of the basic loss per share to owners of the
HETE Company is based on the following data:
ZE-RE —T—hEF
2016 2015
TEx FHET
HK$'000 HK$'000
BT EBRENERE Loss for the year attributable to
ZARRHEEA owners of the Company for the purpose of
e FE 518 basic loss per share 104,242 256,650
Number of shares
RABEHE
ZE-RF —T—hEF
2016 2015
TR FhR
‘000 ‘000
AEEBRELAEEZ Weighted average number of ordinary shares
TSR INAE 1 £ for the purpose of basic loss per share 2,341,700 2,141,900
BREEEER Diluted loss per share
HRARAREBEZZE—A"EER=ZE—A Diluted loss per share equals to the basic loss per share as the
F+Z A=+ —HILEFEHRELERKT Company has no potential dilutive ordinary shares outstanding
e BEEsLaik AiteRBEEER during the years ended 31 December 2016 and 2015.

BERENEEMER -
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15. D 8MHEH 15. SEGMENT REPORTING
AREBZEBEES DD RETER - The Group manages its businesses by divisions, which are
PRER 4925 78 B 75 3R 5 YE Bl ZB 855 [ A & 4 26 ) organised by business lines. On adoption of HKFRS 8
FEAEERAAEBEFEEERARA((E “Operating Segments”, and in a manner consistent with the
EEBERRAD ZITTBBRAHLERA N way in which information is reported internally to the Chief
ERIPERRBFGMZEN -8 ~N&EE Executive Officer, who has been identified as the Group'’s chief
EITREZHRI D - TEAFLED I operating decision maker (“CODM"), for the purposes of
LAFERK R 5 235 26 resource allocation and performance assessment, the Group

has presented two reportable segments. No operating
segments have been aggregated to form the following

reportable segments:

Wt HERBEERLIER (BREEXE Rare earth:  Manufacture and sales of rare earth products
) (including fluorescent products)

mMA: HEREEMAER (BESERE Refractory: Manufacture and sales of refractory products
REm&ED) (including high temperature ceramics products

and magnesium grains)

a) HEE -BEREAEE a) Segment results, assets and liabilities

E’JE A BRARDBESEEIRM For the purposes of assessing segment performance and

CAREBEZEREEREARRT allocating resources between segments, the Group's
ﬁngliﬁ-Eﬁ%%ﬂEiﬁn e 2 ¥4E CODM monitors the results, assets and liabilities
BEREE: attributable to each reportable segment on the following

bases:

PHEEREMEEFREREER Segment assets include all tangible and intangible assets,
RBEE BTERBEEEHREEE and current assets with the exception of deferred tax
AAEERE  AAEBEERELSE assets, tax recoverable, unallocated cash and cash
HEURASEZ@ENEHR, 2 E equivalents, and other corporate assets which are
HEXxEE -2HEEREEMND S unallocated to an individual reportable segment. Segment
ZEEREE RN ZEMNER liabilities include trade payables, accruals and other
et AN EMENZTIAREITRE payables, and bank and other borrowings attributable to
fib A& 5K the manufacturing and sales activities of the individual

segments.
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15, S EEE ()

a)

ITMER BEEREEH)
WARRAXDESE2HRD 2 HE
BERAXEARENHBEREEEZNE
BB A SEE

B -

u/<—.r77

EHRHIEH(FER) ERZTE
FERMSAZMBRAE  HE WE
Ko B 85 A & A ) (148 A EEEBITDA L) ©
A ET B K T EEEBITDA @ AN E 2 3% F
J(BR)eRILEFEBANZRS S
Bz BEELE-—PAE WES
Be - ZBMHeREMRDRLE
X e

BrIESH B K FAREEBITDAZ 7 28 & £
O REBEEEERREATERE
BRBA (BESIHEEE)  7E -
B AOoNEEEEZRSESRR
ERZFBMARFL  REBEX
AHBREERERAZIERBDHBE
ERBZABEN HHEHERZE
PR AT BRI INEBE = 77 2 BARE]
{go

15. SEGMENT REPORTING (Continued)

a)

Segment results, assets and liabilities (Continued)

Revenue and expenses are allocated to the reportable
segments with reference to sales generated by those
segments and the expenses incurred by those segments
or which otherwise arise from the depreciation or

amortisation of assets attributable to those segments.

The measure used for reporting segment profit/(loss) is
“adjusted profit before interest, taxes, depreciation and
amortisation” (“Adjusted EBITDA").
Adjusted EBITDA, the Group's profit/(loss) further

To arrive at the

adjusted for items not specifically attributed to an
individual reportable segment, such as directors’

emoluments, auditors’ remuneration and other

unallocated corporate expenses.

In addition to the receiving of segment information
concerning the Adjusted EBITDA, the Group’s CODM is
provided with segment information concerning revenue
(including inter-segment sales), depreciation,
amortisation, interest income and expense from cash
balances and borrowings managed directly by the
segments, impairment losses and additions to
non-current segment assets used by the segments in their
operations. Inter-segment sales are priced with reference

to prices charged to external parties for similar orders.
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a)

15. 2 EB3RE (@)

ITWER EEREEH)
FRCORRURTAKRBEERZERR
AREDREBERRFGEDBMERRAZA
SEEZHROAEREINOT
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ontinued)

a) Segment results, assets and liabilities (Continued)

Information regarding the Group's reportable segments

as provided to the Group’s CODM for the purposes of

resource allocation and assessment of segment

performance for the year is as follows:

Wt itk @t
Rare earth Refractory Total
B~ “T-nF ZB-Af “T-1F ZB-"§ _—T-1F
2016 2015 2016 2015 2016 2015
TER T TER FHT TER FHT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
KEHIES ZWA  Revenue from external
customers 436,477 500,419 272,643 342,691 709,120 843,110
AEEMA Inter-segment revenue 28 35 - - 28 35
EHRAHBIA Reportable segment revenue 436,505 500,454 272,643 342,691 709,148 843,145
SHRAM(ER)/  Reportable segment (loss)/

S (BFHZEBITDA)  profit (Adjusted EBITDA) (46,465) | (244,039) 26,966 44,688 (19,499) = (199,351)
D=L ON Interest income 2,333 2,607 2,612 2,825 4,945 5,432
BB A Finance costs (3,904) (1,436) - = (3,904) (1,436)
0¥ BER Depreciation of property,

RETE plant and equipment (30,630)  (41,183)  (29,540) = (37,254)  (60,170)  (78,437)
mEHEATRAM Amortisation of prepaid lease

TinfE 2B payments on land under

operating leases (1,903) (2,027) (2,320) (2,484) (4,223) (4,511)
EWRESZ Impairment loss on trade

HEEBE receivables (1,795) (1,207) (8,557) (479)  (10,352) (1,686)
HiEdzz Impairment loss on other

HERR receivables (25) - (178) (191) (203) (191)
FEMER R 2 Reversal of impairment loss on

HESERD trade receivables 333 928 4,043 9,218 4,376 10,146
Hip Mz Reversal of impairment loss on

REBEER other receivables 126 160 40 64 166 224
nE - BER Impairment loss on property,

R RERE plant and equipment - (94,916) - - - (94,916)
RERHTER Impairment loss on prepaid

tifez lease payments on land

HEEE under operating leases - (14,753) - - - (14,753)
ERHHEE Reportable segment assets 1,703,199 = 1885800 1,764,463 = 1,861,815 3,467,662 = 3,747,615
AEFRE Additions to non-current

DEHEE segment assets:

0% BE — Property, plant and

R equipment 99 1,389 1,928 7,504 2,027 8,893
ERHHEE Reportable segment liabilities 636,600 675,758 185,760 172,253 822,360 848,011
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b)

15. DB (

o

BEZHR

) " 15. SEGMENT REPORTING (Continued)
SHEABYA  ARABA RER b)

profit or loss, assets and liabilities

Reconciliations of reportable segment revenue,

ZE-XRF —ZT-nF
2016 2015
THET FHT
HK$'000 HK$'000
A Revenue
EHDIBUYA Reportable segment revenue 709,148 843,145
HisE o S EUA Elimination of inter-segment revenue (28) (35)
AW A Consolidated revenue 709,120 843,110
B EE Profit or loss
Sy A EE Reportable segment loss (19,499) (199,351)
i EH 53 2 e A Sk B 1R Elimination of inter-segment
profit or loss - _
REREEEINEP 2 Reportable segment loss derived from
S p I EE Group's external customers (19,499) (199,351)
HAWA Other income 4,946 5,600
HE AT S = B 5 2 e Gain on disposal of available-for-sale
equity securities - 29,491
mE - BERERETE Depreciation of property, plant and
equipment (60,177) (78,443)
LETRATIEN L E 2 #84  Amortisation of prepaid lease payments
on land under operating lease (4,223) (4,511)
B ISR AR Finance costs (3,904) (1,436)
AOENEMS Unallocated corporate expenses (15,546) (15,433)
LAEBRTAER Consolidated loss before taxation (98,403) (264,083)
Frefi s 1 Income tax charge (9,473) (3,535)
mERTiIEER Consolidated loss after taxation (107,876) (267,618)
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. SEGMENT REPORTIN
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(Continued)

ERPBUA - BFEIEE -BEER b) Reconciliations of reportable segment revenue,
EEZ2HER(E) profit or loss, assets and liabilities (Continued)
—E-RF —T-hF
2016 2015
FERT FHT
HK$’'000 HK$'000
BE Assets
2R/ HAEE Reportable segment assets 3,467,662 3,747,615
i £ 90 20 ] JE Wi ka8 Elimination of inter-segment receivables (572,380) (605,313)
2,895,282 3,142,302
FoEiRE KRS EMEEE Unallocated cash and cash equivalents 12,117 38,693
AOMEEEE Unallocated corporate assets 1,435 962
EIETIRE EE Deferred tax assets 4,525 4,695
AT Ug [E] 75 T8 Tax recoverable 1,642 1,258
LABEAE Consolidated total assets 2,915,001 3,187,910
afE Liabilities
ERPHAEE Reportable segment liabilities 822,360 848,011
88 2 2 R B S 3R Elimination of inter-segment payables (572,380) (605,313)
249,980 242,698
AOREERE Unallocated corporate liabilities 6,634 5,248
REFIEEE Deferred tax liabilities 811 886
JES R IE Tax payable 2,561 2,554
HEBERE Consolidated total liabilities 259,986 251,386
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15. SEGMENT REPORTING (Continued)
o HEER Q) Geogi‘aphical information
() KEHIIESZKA (i) Revenues from external customers

TREHBEAEERKELHINE The following table sets out information about the
PrZWAFREMENER - 2P geographical location of the Group’s revenues from
e R E mTEEE S - external customers. The geographical location of
customers is based on the location at which the

goods were delivered.
= At —T-IF
2016 2015
THERT FHETT
HK$'000 HK$'000
FE (FEfheh) The PRC (place of domicile) 551,484 616,089
BUM Japan 65,042 73,638
=N Europe 42,926 83,785
EF|EBRE RE The United States of America 29,724 40,520
Al Others 19,944 29,078
157,636 227,021

709,120 843,110
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15. SEGMENT REPORTING (Continued)

hEER (E) ¢) Geographical information (Continued)

(i) HEHRBHEE (i) Specified non-current assets
AEBZREERRDEE B The Group's specified non-current assets comprise
YE BELZRE KEHEHT property, plant and equipment, prepaid lease
ERNtHAE  EMIETRBHEE payments on land under operating leases, other
REE o non-current asset and goodwill.
REETERDEAECHBRAUE The geographical location of these specified
TR ()& E B B P /£ b 25 (5t non-current assets is based on (i) the physical
M BRE A KEROT location of the assets, in the case of property, plant
BN THEEREMIEREEE and equipment, prepaid lease payments on land
meE): RV HERZEEME under operating leases, and other non-current asset
wE(HEEmME) S - and (i) the location of the operation to which they

are allocated, in the case of goodwill.
REETERDEAECHRUE The geographical location of these specified

E IR N non-current assets are set out below:
—E-RF —T—RE
2016 2015
FTET FAT
HK$'000 HK$'000
R (FEfHE) The PRC (place of domicile) 475,844 572,373
B Hong Kong 13 21
475,857 572,394

FHRETERFZER d) Information about major customer

AEBRBZ_ZE—X~"F+=A
=t+—HLEFE B EHIHHE
F 2 8 EE4975129,960,000/8 7T © 1
RNEBFRBUAT0%IA L -

&
i

3 +-—A=+—HBItF

heE
BRHASBLERE 2
EFBWA10%TIA E o

- =
WL
EBIEA

ES
&

The Group had one customer in rare earth segment with

whom sales amounted to approximately HK$129,960,000
for the year ended 31 December 2016 which amounted
to 10% or more of the Group’s total revenue during the

year.

There was no customer in either rare earth segment or

refractory segment with whom sales amounted to 10%
or more of the Group's total revenue during the year
ended 31 December 2015.
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THET
HK$'000
A Cost
R-_E—HF—H—H At 1 January 2015 219,823
MEHER Exchange differences (4,861)
R-ZE—ARAF+-_A=+—HK At 31 December 2015 and 1 January 2016
—E-RF-H—H 214,962
EHER Exchange differences (4,971)
RZBE—RE+ZA=+—H At 31 December 2016 209,991
Z3HRE Accumulated impairment
R-ZZE—RF—A—H At 1 January 2015 219,823
EH=R Exchange differences (4,861)
214,962
RZZE—RF+-_A=+—HK At 31 December 2015 and 1 January 2016
—T—R"F-HA—H
fER =R Exchange differences (4,971)
R-ZBE—RFE+-_A=+—H At 31 December 2016 209,991
IREE Carrying amount
RZZE—REK At 31 December 2016 and 2015

—F-A%t+t-A=t—H -
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16. EE (&) 16. GOODWILL (Continued)
NEBRIRAK - Wk TS5 B AR 2250 At the end of each reporting period, the goodwill arising from
REFREEZEEEBERABRARNEE the acquisition of equity interests in the following subsidiaries
R EBHAKETEINEERAECA represented the excess of the cost of acquisition over the
FEERZRIEA Group's interest in the fair value of the identifiable assets and

liabilities acquired at the date of acquisition:

WEAR AR WeiE B # 2% TEXK
Name of subsidiary Date of acquisition Segment Principal activities
ELEREBEEERAR ([RABE]) —TTME i A3 # SERHERRBEER
—RZ+thB
Wauxi Xinwei High Temperature Ceramics 29 January 2004 Refractory segment  Manufacturing and sales of high
Co., Ltd. (“High Temperature Ceramics”) temperature ceramics products
R TEEEEER AR ([FE%E]) —TTRF iy X 5> 26 SENHE B Em
TZAZt+=H
Haicheng City Suhai Magnesium Ore 23 December 2005 Refractory segment Manufacturing and sales of
Co., Ltd. (“Suhai Magnesium”) magnesium products
W= B RS R Y REREL Y The goodwill arising from the acquisition of equity interests in
HECRUAEE R HRME - High Temperature Ceramics and Suhai Magnesium was fully

impaired in previous years.
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17. ME - -BERRE " 17. PROPERTY, PLANT AND EQUIPMENT

B BAERME
BRET HERRAE R%E RE EEIE &E
Buildings ~ Machinery Office
held for and  equipment Motor Construction-
ownuse equipment and fixtures vehicles  in-progress Total

THT THT THL THL THL AL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

A Cost
“Z£-R%-A-H At 1 January 2015 420,967 972,245 10,033 18,352 20,063 1,441,660
AE Additions - 7,263 5 234 1,391 8,893
hERIREA Transfer from
construction-in- progress - 3,817 - - (3,817) -
RE Disposals (7,943) - 2 - - (7,945)
EizR Exchange differences (24,339) (57,070) (562) (1,078) (1,100) (84,149)
R-ZE-h% At 31 December 2015 and
+=A=t-BkK 1 January 2016
“Z-rE-A-H 388,685 926,255 9,474 17,508 16,537 1,358,459
e Additions = 862 33 971 161 2,027
hERIREA Transfer from
construction-in-progress 5,765 - - - (5,765) -
RE Disposals - - (92) - - (92)
EHEE Exchange differences (24,820) (58,741) (575) (1,140) (872) (86,148)
RIT—E At 31 December 2016

+ZA=1+-H 369,630 868,376 8,840 17,339 10,061 1,274,246
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17. PROPERTY, PLANT AND EQUIPMENT (Continued)

B WAERE
BRET® HKERRK k%E RE ERIE #E
Buildings Machinery Office
held for and  equipment Motor  Construction-
ownuse  equipment  and fixtures vehicles  in-progress Total
TR TR TR TR TR TR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ZHERAE Accumulated depreciation
and impairment
RZZ-1E-A—-R At 1 January 2015 195,890 631,357 8,940 10,111 - 846,298
AEEHR Charge for the year 18,735 56,058 540 3,110 = 78,443
RERD Written back on disposals (7,943) - 2) - - (7,945)
ERDHESE (M(v)  Impairment loss recognised
(note (iv)) 57,598 37,318 - - - 94,916
EFEE Exchange differences (13,424) (39,569) (515) (681) = (54,189)
R-Z-AF At 31 December 2015 and
T-A=t-Bk 1 January 2016
—Z-"5-A-H 250,856 685,164 8,963 12,540 - 957,523
AEER Charge for the year 16,162 41,438 368 2,209 - 60,177
HERED Written back on disposals - - (92) - - (92)
EREE Exchange differences (16,413) (44,742) (555) (864) - (62,574)
RIE—RE At 31 December 2016
TZA=+-H 250,605 681,860 8,684 13,885 - 955,034
REE Carrying amount
RZE—RE At 31 December 2016
+-A=t+-H 119,025 186,516 156 3,454 10,061 319,212
RZE-1%F At 31 December 2015
+-A=1+-H 137,829 241,091 51 4,968 16,537 400,936
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(ii)

(iii)

M

R RNER_ZT-—HE+_A=+—
B BEEaRAgFE N TERERHA
HEBZ LM

R-ZZ—-A%+-A=+—H0 A58k
M {E#%718,822,000 T (Z T — /N F : £&)
ZETEFMARSERETHEBES
BHEEFREXGAREERABEFAN - &K
EEERBE-_T—AFE+-_A=+—8
LHFEREZERF 2 EXNEFHREES -

RZTE—X"F+=-A=1+—8 ' RELE
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M@T%m ﬁ%i“%Z%iémﬁA
REBTHR BLRRIEBZERDEE
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CEREWARBBR LI BZREE
;EuqﬁiﬁﬁﬁiﬁuD%M%%F
ZRETFHERE -

17. PROPERTY, PLANT AND EQUIPMENT (Continued)

Notes:

(0}

(ii)

(iii)

As at 31 December 2016 and 2015, the buildings held for own
use are situated on lands held under medium-term leases in the
PRC.

As at 31 December 2015, the Group had not obtained the formal
building ownership certificates for certain of its buildings with
carrying amount of approximately HK$18,822,000 (2016: Nil)
which were included in buildings held for own use above. The
Group obtained the formal building ownership certificates of
these buildings during the year ended 31 December 2016.

As at 31 December 2016, certain buildings with aggregate
carrying amount of approximately HK$32,393,000 (2015: Nil)
were pledged as collateral for other borrowings. Details of the
bank and other borrowings are set out in note 27.

During the year ended 31 December 2015, the Group noted that
the decline in demand and selling prices of its rare earth
products from rare earth segment, as a result of the changes in
national policies in the PRC and the instabilities in the global
economy, was indications that non-current assets of the rare
earth operations, comprising mainly property, plant and
equipment and prepaid lease payments on land under operating
leases located in the PRC, may be impaired. The Group assessed
the recoverable amount of the cash-generating unit on the basis
of value in use calculations with reference to the valuations
carried out by Vigers Appraisal & Consulting Limited,
independent qualified professional valuers not connected with
the Group. The calculations used cash flows projections with
pre-tax discount rates at 19.5% to 19.7%, which reflected
specific risks relating to the relevant segment, based on the most
recent financial budgets for the next five years approved by the
management. Cash flows beyond the five-year period were
extrapolated using the estimated growth rate at 2.4%. The
growth rate did not exceed the long term average growth rate
for the business in which the cash-generating unit of rare earth
segment (“Rare Earth CGU") operated.
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17. ¥ - BERRE (@)
MisE : ()

(iv)

(#)

BE-Z—AF+-_A=+—HLFE"
ARREZCHATRMETGE MHELRS
EAXABENZEEREBBEBREND
109,669,000 T (=T — /& : #)ENE
HER - BIESELEMZEDERRME
BERABEZAKRELELNEREZH
ggo

17. PROPERTY, PLANT AND EQUIPMENT (Continued)

Notes: (Continued)

(iv)

(Continued)

The impairment assessment was conducted by the directors of
the Company and provision for impairment loss on the assets in
Rare Earth CGU amounting to approximately HK$109,669,000
(2016: Nil) was recognised in profit or loss for the year ended 31
December 2015. The impairment loss was recognised for Rare
Earth CGU for which the recoverable amount of the assets was
less than its carrying amount.

REBERAST T The breakdown of impairment loss is as follows:
= —T-RF
2016 2015
FET FHET
HK$'000 HK$'000
BIREEEENZ Impairment loss recognised in respect of
ERAAEESSE: Rare Earth CGU:
M - BB REZE Property, plant and equipment - 94,916
KETRATEN LA S (Hf5£18) Prepaid lease payments on land under
operating leases (note 18) - 14,753
st Total - 109,669
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18. PREPAIIID'LEASE PAYMENTS ON LAND UNDER

OPERATING LEASES

—E-RE ik
2016 2015
FHET FHET
HK$'000 HK$'000
R—A—BZEEE Carrying amount at 1 January 157,737 187,376
NG 8 8 (P REQ)) Amortisation for the year (note (i)) (4,223) (4,511)
BRI E BB (P EGii) Impairment loss recognised (note (iii)) - (14,753)
fEH =R Exchange differences (9,866) (10,375)
Rt+-_A=+—HZKAEE Carrying amount at 31 December 143,648 157,737
N NC i = Leasehold lands in the PRC:
fhERFR 49 Medium-term leases 143,648 157,737
MBEBNMIER Z2MM T © Analysed for reporting purposes as:
mENEE Current asset 3,956 4,379
ERBEE Non-current asset 139,692 153,358
143,648 157,737
BiE Notes:

(ii)

(iii)

9 765,000 T (Z 2 — R4 :
823,000/ 7T ) % 3,458,000/ L (— T —H
F 3,688,000 7) DRIFFABE=T
—ANE+- A=+ BHILFEREBEER
FHERAREEEBRN -

RZE—R"F+-A=+—8B ' FEEY
9,108,000 L (ZE—RF : ®)2HEL
WEEFEAMGSEMEEZRER -F
BEAMEE 2 FIE R E27 o

HE-_Z—AF+-_A=+—-HBIEE"
REROWASLtHBA L 2 HESRA
14,753,000 T (ZE—~F: E)ERE
mAERRMETEZEEFBRKT
17(iv) i & o

(i

(ii)

(iii)

The amortisation charges of approximately HK$765,000 (2015:
HK$823,000) and HK$3,458,000 (2015: HK$3,688,000) are
included in cost of sales and administrative expenses,
respectively, in the consolidated statement of profit or loss for
the year ended 31 December 2016.

As at 31 December 2016, a leasehold land with carrying amount
of approximately HK$9,108,000 (2015: Nil) was pledged as
collateral for other borrowings. Details of the other borrowings
are set out in note 27.

During the year ended 31 December 2015, impairment loss on
prepaid lease payments on land under operating leases
amounting to HK$14,753,000 (2016: Nil) was recognised in
profit or loss. The details of basis of impairment assessment are
disclosed in note 17(iv).
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19. B AR ZKRE 19. INVESTMENTS IN SUBSIDIARIES
RZE—RNE+ZA=+—8 KA FIH As at 31 December 2016, the particulars of the Company’s
BRARIZEBHOT : subsidiaries are as follows:

frERRL LAl
Proportion of ownership interest
HREL/ BT BEGHGE I A58 -FNE
i PXER ZHBREH  EERY Rkazi#fe  ERER ARARE NABE  IEER
Place and date Particulars of Effective
of incorporation/ Place of issued and  interest of Held by Held by
Name of subsidiary establishment ~ business  paid up capital  the Group the Company asubsidiary  Principal activities
HRERARAT ABRAES o 0RERERE 100% 100% - KBk
—AAETZR=H 1ZT ERR
Lee Shing Holdings Limited British Virgin Islands Note (d) 20 ordinary Investment holding
3 December 1998 shares of
US$1 each
EHEBRES (D8 ERAT Gilei ] ER 100% 100% - BORLELY
(H(a) S 1 200,000£70
Wellfire (Shanghai) Company Limited The PRC The PRC  Registered capital Trading of rare earth oxide
(note (a)) 24 February 2000 U5$200,000 products
Dynamic Goal Worldwide Inc. ABRUES izt (o) WrEREE 100% - 100% RERR
ZZETFRACT-A 1ZT ERR
Dynamic Goal Worldwide Inc. British Virgin lslands Note (d) 2 ordinary shares Investment holding
31 May 2000 of US$1 each
BENANRRLERAA e e HER 95% - %% HEREERIEIIER
(TR L) (H3t(b)) “AZELATHE 15,660,000%70
Yixing Xinwei Lesshing Rare Earth The PRC The PRC  Registered capital Manufacturing and sales of
Company Limited 17 July 1993 U5$15,660,000 rare earth oxide products

(“Leeshing Rare Earth") (note (b))



Annual Report 2016 £

Gt L b

Proportion of ownership interest

HRRL/ K BRREAR 158 -BHE
il PEER: JHERAE  EERY Raz#t  EREE  A0EKE AARE  IEER
Place and date Particulars of Effective
of incorporation/ Place of issuedand interest of Held by Held by
Name of subsidiary establishment ~ business  paid up capital  the Group the Company a subsidiary  Principal activities
HBRA A (2E(a) il i Ry 100% - 100% BERHERAER
—MNELR=1R 17,000,000%7
Leeshing Refractory (note (a)) The PRC The PRC  Registered capital Manufacturing and sales of
30 July 1999 US$17,000,000 refractory products
BEMRSENHERAA ke e FRalifvs 100% - 100%  EEZHE (He)
(K@) ZET-F1ZACTE 8,520,005
Wuxi Xinwei Fluorescent Materials The PRC The PRC  Registered capital Dormant (note (¢))
Co., Ltd. (note (a)) 20 December 2001 US$8,520,000
HHERERAR & &k Lk 100% - 100% BHRLEY
—ANETAZT=ZR 57
Microtech Resources Limited HongKong ~ HongKong  Ordinary shares Trading of rare earth oxide
23 October 1998 HK$2 products
HERLESERAR (3 Bt BBk 100% - 00% EEEH
“EFEE-RCHIA 2T
China Rare Earth Trading Limited Hong Kong  Hong Kong ~ Ordinary shares Dormant
24 March 2000 HK$2
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Co., Ltd. (note (a))

19. iIB AT Z2&RE (#) 19. INVESTMENTS IN SUBSIDIARIES (Continued)
fraRRELLS
Proportion of ownership interest
HREL/ B BEGHGE 158 -BHE
WEARER ZHERAR  EERY Razite  EREE  A0EKE AARE  EEEH
Place and date Particulars of Effective
of incorporation/ Place of issued and interest of Held by Held by
Name of subsidiary establishment ~ business  paid up capital  the Group the Company  a subsidiary  Principal activities
BREE () e il Rl 100% - 100% BEREESEEEER
“T5-EMmA-A 30,000,000/7T
High Temperature Ceramics The PRC The PRC  Registered capital Manufacturing and sales of
(note (a)) 1 April 2002 HK$30,000,000 high temperature
ceramics products
giB5E (M) hE i Al 100% - 100% BERHERDES
ZERCEMAC LA AR 25,000,000
Suhai Magnesium (note (c)) The PRC The PRC Registered Manufacturing and sales of
27 April 2002 capital magnesium products
RMB25,000,000
ERFREFEBIHERAR kG i &R 100% - 100% BERHERAEEER
(K@) TEREAACTLA 3,000,000£70
Yixing Wellfire Nonmetal Materials The PRC The PRC  Registered capital Manufacturing and sales of
Co., Ltd. (note (a)) 27 September 2006 US$3,000,000 refractory related
products
BHAEAREERARA HE il Filius 100% - 100% RERHEFVER
(K@) ZEREAACTAA 3,500,000%70
Hai Cheng Xinwei Leeshing The PRC The PRC  Registered capital Manufacturing and sales of
Magnesium Resources 28 September 2006 US$3,500,000 magnesium products
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Proportion of ownership interest

HRRL/ K BRREAR 158 -BHE
il PEER: JHERAE  EERY Raz#t  EREE  A0EKE AARE  IEER
Place and date Particulars of Effective
of incorporation/ Place of issuedand interest of Held by Held by
Name of subsidiary establishment ~ business  paid up capital  the Group the Company a subsidiary  Principal activities
ERRRRAMHERAT il i &R 100% - 100% SERHERIER
(TERRR ) (W) “E-ZERACTH 14,500,008
Yixing Silver Mile Fluorescent The PRC The PRC  Registered capital Manufacturing and sales of
Materials Co., Ltd. 20 May 2010 Eur14,500,000 fluorescent products
("Yixing Silver Mile") (note (a))
RARARAT &8 3 (d) EER 100% - 100% HELR
“ZEN\F-A=1=R 187
Silver Mile Holdings Limited Hong Kong Note (d) Ordinary share Investment holding
23 January 2008 HKS 1
BERREHERERLA E i e 100% - 100% EEEHE (WiFe)
(K@) ZE-EEr-A-tiA 200,000,000/ 70
Yixing Changrong Trading The PRC The PRC Registered capital Dormant (note (e))
Development Co., Ltd. (note (a)) 26 November 2010 HK$200,000,000
SRARERAA 3 HiEE() ERR 100% - 100%  FERR
“Z-Z54ZARA 157
Golden Mile Holdings Limited Hong Kong Note (d) Ordinary share Investment holding
6 December 2010 HK$ 1
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AFE+=A=+—HLLFE For the year ended 31 December 2016

19.

20.

INVESTMENTS IN SUBSIDIARIES (Continued)

Notes:

a)  These companies are registered under the laws of the PRC as
wholly-owned foreign enterprises.

b)  This company is registered under the laws of the PRC as a
sino-foreign equity enterprise.

¢)  This company is registered under the laws of the PRC as limited
liability enterprises.

d)  These companies are investment holding companies which have
no specific principal place of business.

e)  These companies are under deregistration process under the laws
of the PRC.

None of the subsidiaries had any debt securities subsisting at

the end of the year or within any time during the year.

The Group had no subsidiary which has material
non-controlling interests for the years ended 31 December
2016 and 2015.

OTHER NON-CURRENT ASSET
Other non-current asset of the Group represents the cost of a
piece of leasehold land to be compensated by Dingshu Town

People’s Government (“Dingshu Government”).

During the year ended 31 December 2012, Leeshing Rare
Earth, the Company’s subsidiary, received an order from
Dingshu Government to confiscate a piece of leasehold land,
on which a factory for polishing powder production plant was
located, due to a new government town plan with
compensation for another piece of land and certain amount of

cash. Cash consideration was received in full in previous years.

As at 31 December 2016, the location for the new piece of
land has been ascertained by Dingshu Government but the
grant of the formal land use right certificate from respective
government authority to the Group is still in progress. In the
opinion of the directors of the Company, no impairment loss
on the other non-current asset should be recognised as at 31
December 2016.
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a) HAMBRRARZEFERE:

21. INVENTORIES
a) Inventories in the consolidated statement of financial

position comprise:

ZE-XRF —T—hF

2016 2015

FEx FATT

HK$'000 HK$'000

R Raw materials 34,127 55,745
et Work in progress 72,040 92,756
EXm Finished goods 86,808 192,720
192,975 341,221

b) HERRRAIZIFEEBZIOWMT :

b)  The analysis of the amount of inventories recognised as

an expense is as follows:

=E-5R —E-RF

2016 2015

FET FHT

HK$'000 HK$'000

EEFEZEREE Carrying amount of inventories sold 691,628 857,352
FEMER Write down of inventories 14,730 86,223
FEMERED Reversal of write down of inventories (2,168) -
704,190 943,575

EEGFEMBRERDARFATRE

me

The reversal of write down of inventories arose due to an
increase in the estimated net realisable value of certain
products during the year as a result of change in market

conditions.
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22. EWERFR R EMEWRR s BARIE . TRADE AND OTHER R ECE.IVABLES, PREPAYMENTS
kEe AND DEPOSITS
—E-RE —E—RF
2016 2015
FET FAT
HK$'000 HK$'000
JE Ui BR 2k &% FE U Z 4% Trade debtors and bills receivables 258,315 368,912
B RRERR R EREZE 2 Less: Impairment loss on trade debtors and
BB E R (B 5E) bills receivables (note (c)) (34,183) (30,318)
JE U BR 20 % B R 2 4 S KR Trade debtors and bills receivables, net
(Mg 5E(b)) (notet) 224,132 338,594
H i I 5K Other receivables 6,389 11,029
B R 2 REEE Less: Impairment loss on other receivables
(P 5E(c)) (note (c)) (1,530) (1,595)
Hfh fE U SR F R Other receivables, net 4,859 9,434
JRE iz B8 22 1 B 31 (M = (e) Amount due from a related
company (note (e)) 4,957 5,293
B E W R Loan and receivables 233,948 353,321
H fth AT 3R 6 18 Other tax refundable 47,674 63,259
JiE Ui BR 3k &% H A U R Trade and other receivables 281,622 416,580
HEEH MR RAERS Prepayments to suppliers for purchase
FE AT k8 (B =E(F)) of rare earth materials (note (f)) 254,672 403,843
HtEMRERZE Other prepayments and deposits 33,634 10,997
BNRELRES Prepayments and deposits 288,306 414,840

o
B
ok
_‘_

Total 569,928 831,420
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22. TRADE IA'ND OTHER RECEIVABLES, PREPAYMENTS
AND DEPOSITS (Continued)

Notes:

All of the trade and other receivables, prepayments and deposits
are expected to be recovered or recognised as expense within
one year.

The presentation of ageing analysis of the trade debtors based
on the invoice date and the bills receivables based on the
issuance date, which is approximate to the revenue recognition
date, is as follows:

—E-RF —E-HF
2016 2015
FHET FTHExT
HK$'000 HK$'000
61 B AR Less than 6 months 130,307 208,747
6 AE1FURN 6 months to less than 1 year 34,062 46,823
12 2F AR 1 year to less than 2 years 47,532 84,816
2FLAE Over 2 years 46,414 28,526
258,315 368,912

B EUBR T R BN ZIE 2 R(EEHE  Less: Impairment loss on trade debtors
and bills receivables (34,183) (30,318)
224,132 338,594

REBEEZEZZT-—A~"FR-ZZE-—RF+=A
=t+—BLEEE AEELTHREFIZE
1808 2 FIEEH -

ARBERERFEEP OB KN RAR
FHREEL AKERMERFPHIERFEE
R EEEEEZHETHIABREE
RE-EREENEEEDRIERER R
JE U SR 3 BRE W B 5% 5 PR M AR

During the years ended 31 December 2016 and 2015, the Group
allows an average credit period of 0 to 180 days to its
customers.

Credit is offered to customers following an assessment of their
financial abilities and payment track record. Credit limits are set
out for all customers and these can be exceeded only with the
approval from management. Management also monitors overdue
trade debtors and bills receivables, and follows up the collection
of these receivables.
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2. BUERRRAEMERR  AARE 22,

TRADE AND OTHER RECEIVABLES, PREPAYMENTS

RS (&) AND DEPOSITS (Continued)
MizE : (88) Notes: (Continued)
19) JE Ui B 3% J% e U =38 LA % L pE W ER 2 R o) Impairment of trade debtors and bills receivables, and other
B receivables
REEBEZZHOT : The movements of allowance for doubtful debts is as follows:
BYEERRERRE ZRE HAoth B R 2 B E
Impairment of trade debtors Impairment of
and bills receivables other receivables
—E-RE —T—AhF —E-RE —T—ARF
2016 2015 2016 2015
FER FHIT T FHAT
HK$°000 HK$'000 HK$°000 HK$'000
R—A—H At 1 January 30,318 40,920 1,595 1,728
BRI ERE Impairment loss recognised 10,352 1,686 203 191
BB 1R ] Reversal of impairment loss (4,376) (10,146) (166) (224)
EHEE Exchange differences (2,111) (2,142) (102) (100)
Rt+=-—A=+—8 At 31 December 34,183 30,318 1,530 1,595

JFE W BR R B R M R R DA B L e AR 2 R
EEBRRAERRIE  RELEERR
ZHEZ WM T B ERERT
RUMEL &5 18 % 7E B WA o B JE I R AR A I E
i FE TR B R S (BB RE20)() ©

JFE ST B R % R T 3R 45 A e L A B MR SR (B
EREDELENRBASTUREZZEEK
BB E Y - 3B 1 F E R F R OR R
R 2 AR ME T LA D o

N-ZZB—RNE+-_A=+—0 A&£EH
Bl & £ 4934,183,0008 T (Z T — R F :
30,318,000 7t) }1,530,0008 7t (= &
— A4 ¢ 1,595,000 7r) 2 & 4k B 7Kk K &
ZR R E M ERRERNEEAREL
EEE28EE - S EARRER KK A
RERAHEE BB IFHREERARE
WA BERBEBAZXE - Bt &
W BE TR R DA R A R 2
REEEED BI#410,352,0008 T (ZF—F
4 1,686,000/ 7T) &%203,000% 7T (=&
—AF :191,0008 L) ERFARER - &
SEVERZEEHFETAEAR -

Impairment loss in respect of trade debtors and bills receivables,
and other receivables is recorded using an allowance account
unless the Group is satisfied that recovery of the amount is
remote, in which case the impairment loss is written off against
trade debtors and bills receivables, and other receivables directly
(see note 2(i)(i)).

Reversal of impairment loss on trade debtors and bills
receivables, and other receivables represented the recovery of
debts due from these debtors previously considered to be
impaired. An allowance for these receivable amounts that had
been made in previous years was reversed back accordingly.

As at 31 December 2016, trade debtors and bills receivables, and
other receivables amounting to approximately HK$34,183,000
(2015: HK$30,318,000) and HK$1,530,000 (2015:
HK$1,595,000), respectively, were individually determined to be
impaired and full allowance had been made. These individually
impaired receivables had been outstanding for over one year as
at the end of the reporting period or were due from debtors
with financial difficulties. Accordingly, specific allowances for
doubtful debts of trade debtors and bills receivables, and other
receivables of approximately HK$10,352,000 (2015:
HK$1,686,000) and HK$203,000 (2015: HK$191,000),
respectively, were recognised during the year. The Group does
not hold any collateral over these balances.
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. TRADE IAND OTHER RECEIVABLES, PREPAYMENTS

kRS (@) AND DEPOSITS (Continued)

MisE : (58) Notes: (Continued)

d) WEREZEKRERREREE d)  Trade debtors and bills receivables that are not impaired
I 4 {3 B 3% £ R 43 A # H BR RUE 2 FE W ER The ageing analysis of trade debtors and bills receivables that are
AR EWEE ZREDITIT ¢ neither individually nor collectively considered to be impaired are

as follows:
—E-RF —E-RE
2016 2015
FET FET
HK$'000 HK$'000
K8 B RIRE Neither past due nor impaired 113,851 186,974
w1 81D 6 fE A Less than 6 months past due 48,579 68,109
B HEEA6ME AR F More than 6 months but less
than 1 year past due 36,952 82,154
B HRR IR & More than 1 year past due 24,750 1,357
110,281 151,620
224,132 338,594
R HA B R R(E 2 JE MR Y B % & 3 HROR Receivables that were neither past due nor impaired relate to a
BHRESZEFER - wide range of customers for whom there was no recent history
of default.
BEEHERBEZEERES ZRAREE Receivables that were past due but not impaired relate to a
RERFEECH BYEP AR - RR number of independent customers that have a good track record
BAELER BEEMRE ARNEEERT with the Group. Based on past experience, management believes
EERNEE BRSEHRNER AT ZH that no impairment allowance is necessary in respect of these
Wm - B ERE AR E R E R balances as there has not been a significant change in credit
REBVERZSEBRFTEEMERS - quality and the balances are still considered fully recoverable.
The Group does not hold any collateral over these balances.

e) EWHEEAREHTEIRABEARA A e) The amount due from a related company, Wuxi Pan Asia
([EH k] REAEER REREE Environmental Protection Technologies Limited (“Wuxi Pan-Asia”)
RGHEE ANAREERBREXENAE is unsecured, interest-free and repayable on demand. Mr. Jiang
BeECEE RBE-_ZT—~F+=A Quanlong, a director of the Company, is also a director of Wuxi
ST-HEFE REEREREBEHR Pan-Asia. The maximum amount outstanding during the year
5,293,000/ 7L (=& — AR : 5,621,000/ ended 31 December 2016 is approximately HK$5,293,000 (2015:
JT) ° HK$5,621,000).

) RZIE-—RETZA=+—H XA5EH f)  As at 31 December 2016, the Group prepaid an aggregate

BERIMHRNZEHERENEG XL
254,672,000t (=ZF — R F :
403,843,000 7T) °

amount of approximately HK$254,672,000 (2015:
HK$403,843,000) to several suppliers for purchase of rare earth
materials.
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23. ZRFBITERN 23. RESTRICTED BANK DEPOSITS
SRHEHBTERERTHAE THERE The restricted bank deposits represents bank deposits
HERAZRREH 2FEITER IREFET restricted by banks for issuance of letters of credit to certain
EREFEMEI5% (ZE—HF:NT suppliers. The restricted bank deposits carried interest rate at
0.30%ZE2.75% 2 FI|E) T B ° 1.55% (2015: interest rates ranging from 0.30% to 2.75%)

per annum.

24. HEREELZEIER 24. CASH AND CASH EQUIVALENTS

—E-RF —

2016 2015

FTERT FHET

HK$'000 HK$'000

RITEREES Bank balances and cash 1,649,125 1,396,365

RekBeEEBEEERAEERE 2R Cash and cash equivalents comprise cash held by the Group

@ RIRBITHIHFEFEN F0%ZE0.3% (= and bank balances at prevailing market interest rates ranging
T—FHF : 0%ZE03%) T B ZRITRE © from 0% to 0.3% (2015: 0% to 0.3%) per annum.

RZBE—AR"F+-_A=1+—H8 £A&£ET As at 31 December 2016, the Group had bank balances and

AEHERNARETHEIMNEES 2 AR cash denominated in RMB that were either not freely

WAt ERTASRKIE 24 751,624,803,000 convertible or were subject to exchange controls in the PRC

BT (ZZ—h%F : 1,337,639,000/87T) ° amounting to approximately HK$1,624,803,000 (2015:

HK$1,337,639,000).

25. ERBRFREANEE  EstFXIER  25. TRADE AND BILLS PAYABLES, ACCRUALS AND

H 1t B X OTHER PAYABLES
—E-REF —E—AfF
2016 2015
THERT FHT
HK$'000 HK$'000
ENERREMNEE Trade and bills payables 101,317 166,894
TEIRE A R EMERR Accrued expenses and other payables 66,974 74,959
TR RIA Receipts in advance 3,113 3,289
Hfth e R I8 Other tax payables 3,932 =
FEET 2R I8 N o FE PR Accruals and other payables 74,019 78,248

BEE Total 175,336 245,142




Annual Report 2016 £

87 ¥5 ¥k % Bif 5F

2. BEﬁﬁEM&BEﬁEE @—rﬁkﬁ& 25, TRADE AND BILLS PAYABLES, ACCRUALS AND

H o FE A3 X (8) OTHER PAYABLES (Continued)
ENERREZANREMRERE LA The ageing analysis of trade and bills payables presented based
Bz RO ¢ on the invoice date of trade payables and the issuance date of

bills payables, is as follows:

—NnE —ZT—AF
2016 2015
FET FET
HK$'000 HK$'000
(ENZINA Less than 6 months 62,869 143,233
FEDGE N 6 months to less than 1 year 21,137 16,135
122F LA 1 year to less than 2 years 13,168 4,869
290 F Over 2 years 4,143 2,657
101,317 166,894

26. ERREENE 26. AMOUNTS DUE TO DIRECTORS
—E-RE —ET—REF
2016 2015
FET FAT
HK$'000 HK$'000
BRERE Mr. Jiang Quanlong 3,044 2,592
Bzt Ms. Qian Yuanying 45 45
BAmEEE Mr. Jiang Cainan 156 167
3,245 2,804
ENEEFREAERA B RIEERKE The amounts due to directors are unsecured, interest-free and

&R
i SoD
=

g © repayable on demand.

.
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BE-F—AF+=A=+—HBLLFE For the year ended 31 December 2016

27. RTRAMBEE

27. BANK AND OTHER BORROWINGS

—E—X —T—hHF
2016 2015
FTHERT FET
HK$'000 HK$'000
RITEE (FIE@Q)) Bank borrowings (note (a)) 50,084 =
HinfgE (FdsEb)) Other borrowings (note (b)) 27,949 =
78,033 =

MEE Notes:
a) MN-ZE—R"E+-_A=+—8" EHRHT a)  Asat 31 December 2016, all bank borrowings were denominated
EEAUARELE EiKF - - ATEE in Renminbi, unsecured, fixed rate borrowings which carried
F o RBIFEMNES % B RABAR—FENE prevailing interest rate at 5% per annum and repayable within

B(ZE—RF &) -

G
1514

—E-RE+ZA=+—HB  AR#:
BZEMEEESABNHBER2.7%R
THE AASEEUNAPEHEEEAEBLD
32,393,000 L 2 BF R AL B AR H
AR E{E 499,108,000/ 7T 2 1 & £ i 12 { %
B RAR—FAERE -

b)

one year (2015: Nil).

As at 31 December 2016, the other borrowings were
denominated in Renminbi with monthly finance charge at a rate
of 2.7% and with zero interest rate, secured by the Group's
buildings situated in the PRC with aggregate carrying amount of
approximately HK$32,393,000 and the Group's leasehold land
situated in the PRC with carrying amount of approximately
HK$9,108,000 and repayable within one year.
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28. REAMBRRRZFB ; TAX IN THE CONSOLIDATED STATEMENT
} OF FINANCIAL POSITION
a) FR -HMEMBRRERZEMS (A a) The movement of tax payable/(recoverable) in the
Wem) HIEZ ZEHINMT consolidated statement of financial position during the

year are as follows:

=F-K —T-0F
2016 2015
FERT FHT
HK$'000 HK$'000
®n—HA—H8 At 1 January 1,296 (34)
N E A (HT3E9G)) Provision for the year (note 9(a))
—h P EFREH — PRC Enterprise Income Tax 1,477 663
AR BE & 7 2 FEI Withholding tax on unremitted earnings
(it E9(a)) (note 9(a)) 8,147 2,429
FANEREBFTEH Income tax refunded during the year
—HEPEMSH - PRC Enterprise Income Tax - 1,624
REEBENAER Income tax paid during the year
—HREAPCEMER - PRC Enterprise Income Tax (1,939) (1,064)
—REL BN ZFEHR - Withholding tax on unremitted earnings (8,147) (2,429)
(10,086) (3,493)
834 1,189
EH=R Exchange differences 85 107
R+-=A=+—8” At 31 December 919 1,296
R BB EAR R R ER Tax recoverable recognised in the
A 4 B 7 78 consolidated statement of financial position (1,642) (1,258)
RERE SRR R ERZ Tax payable recognised in the
e FLIE consolidated statement of financial position 2,561 2,554

EHIEFE Net tax payable 919 1,296
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BE-T-—AF+=A=1+—HBLLFE For the year ended 31 December 2016

28. R BB & 2 AMEH (@) 28. INCOME TAX IN THE CONSOLIDATED STATEMENT
OF FINANCIAL POSITION (Continued)

b) ERAZEZEHEEZEREE b) Deferred tax assets and liabilities recognised
RAREHER E—EARSEHED®E The major components of deferred tax assets/(liabilities)
RELCHBEE (AR ZEEMEK recognised and movements thereon during the current
B REZSHHOT : and prior reporting period:

TERHT
NE - BER RffLiiEs BERX
REZATERE ZAVERE Rt aE
Fair value
adjustment on

prepaid lease

Fair value payments on

adjustment on land under Deferred
property plant operating expenditure
and equipment leases and others Total
THEL TEL TAL TEL
HK$'000 HK$'000 HK$'000 HK$'000
HTINEEEEL Deferred tax arising from:
ERERE -
WZZ2-1%—-f—-H At 1 January 2015 4,936 (962) 529 4,503
BREFHA/ (513 (H#9())  Credited/(charged) to profit or
loss (note 9(a)) 49 21 (513) (443)
EHEZE Exchange differences (290) 55 (16) (251)
W=ZE-RF+-A=+t—BRk At31 December 2015 and
“Z-r~E-f-H 1 January 2016 4,695 (886) - 3,809
BaERA (H9a) Credited to profit or loss
(note 9(a)) 131 20 - 151
EHEE Exchange differences (301) 55 - (246)

RZE-R"E+-A=1—-H At 31 December 2016 4,525 (811) = 3,714
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28 REAHMBRREZFER@®

CRAZELEHELEERAE (H)

ATt % 8HE B aim s 2 EEH

. INCOMiE TAX IN THE CONSOLIDATED STATEMENT
OF FINANCIAL POSITION (Continued)
b)

Deferred tax assets and liabilities recognised
(Continued)

The following is the analysis of the deferred tax assets/

EEE/(BFB)HW: (liabilities) for financial reporting purposes:
b b R-ZZE—RF
2016 2015
FTET FHT
HK$'000 HK$'000
RiRE MBMHRARER 2 Deferred tax assets recognised in the
REHIBEE consolidated statement of
financial position 4,525 4,695
RERE SRR R IER 2 Deferred tax liabilities recognised in the
EERIEAE consolidated statement of
financial position (811) (886)
3,714 3,809
0 HABIZEZEHEEE c) Deferred tax assets not recognised

R-ZZE—XRE+=-B=+—8 xR
ZEMBREEREARIBEEE 27
MBS R ZE=2%/41,501,879,0007% 7T
(ZZ—F 4 :1,425,690,000/87T) °
B A Bl DA T8 RISR 2Rk A SRR - Il
BEBAMBRENEERERECHE
EE - LB AEAAEESAF
2 T IE &8 491,065,062,0007% T (=
T — A4 : 989,047,000 T) ° H ftb
JE5 18 AT fE R ER A 85 o

As at 31 December 2016, deductible temporary
differences in respect of tax losses not recognised in
these financial statements were approximately
HK$1,501,819,000 (2015: HK$1,425,690,000). No
deferred tax asset has been recognised in respect of such
deductible temporary differences due to the
unpredictability of future profit streams. Included in the
above are tax losses of approximately HK$1,065,062,000
(2015: HK$989,047,000) which can only be carried
forward for a maximum period of five years. Other losses

may be carried forward indefinitely.
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28. REREHMBMRR K2 FHEH (@

d)

HABRZEEREAE
BRER-_FFTNF-—HA-—BEBERZ
FREIGEMEHRZE  WENP B
RREFRBZIEHERELFERNF BN
VRHBRAEEBERERALIFERE
REPBIRI S RAZHAER - AIKA
HEERBRA REPEZES)
RI0PHEXFRBEAAEHR -R=F
ZENF_A=ZF+=H FHRIREX
BT 48 R L B Bi(2008) 15% - Btk -
RZBELE+ZRA=+—HAAES
B (bR RE I 2 BB 2 R # E
RRBMBIMEH -

RZE—RE+_A=+—HB 5@
REBRZZHBRRIBEZSETN\F
ZARPBEEFNZEREZRNR
367,115,000 T (=& —h & :
451,114,000/ 7T) ° B AN & B gE 2
HERERE 2 EBRRE BRARE
AN G = 8 R RH
ZETHEZERRECHBEED
36,712,000 & (=& — A &F :
45,111,000/ 7T) °

28. INCOME TAX IN THE CONSOLIDATED STATEMENT
OF FINANCIAL POSITION (Continued)

d)

Deferred tax liabilities not recognised

Under the PRC Enterprise Income Tax Law with effect
from 1 January 2008 onwards, non-resident enterprises
without an establishment or place of business in the PRC
or which have an establishment or place of business but
the relevant income is not effectively connected with the
establishment or a place of business in the PRC, will be
subject to withholding income tax at the rate of 10% on
various types of passive income such as dividends derived
from sources in the PRC. On 22 February 2008, the
Ministry of Finance and State Administration of Tax
approved Caishui (2008) No. 1,

dividend distributions out of retained profits of foreign

pursuant to which

investment enterprises prior to 31 December 2007 will be

exempted from withholding income tax.

As at 31 December 2016, temporary differences relating
to the undistributed profits of subsidiaries established in
the PRC since 2008 amounted to approximately
HK$367,115,000 (2015: HK$451,114,000). Deferred tax
liabilities of approximately HK$36,712,000 (2015:
HK$45,111,000) have not been recognised in respect of
these temporary differences as the Group is able to
control the timing of the reversal of the temporary
differences and it is probable that the temporary

differences will not reverse in the foreseeable future.
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-O THE FINANCIAL STATEMENTS

The reconciliation between the opening and closing

balances of each component of the Group’s consolidated

equity is set out in the consolidated statement of

FREAM 2 BEFFE - AT changes in equity. Details of the changes in the
Company'’s individual components of equity between the
beginning and the end of the year are set out below:

ARREE AR
Attributable to owners of the Company
s RitaE ATERSE ZithR e
Fairvalue  Accumulated
Share capital ~ Share premium reserve losses Total
Thn Thn T L THr
HK$000 HK$'000 HK$'000 HK$'000 HK$'000

RZE-1%-A-H At 1 January 2015 167,264 1,920,050 10,560 (16,468) 2,081,406

ZE-REIEREY Changes in equity for 2015:

REEGH Profit for the year - - - 14,108 14,108

Ath 2R Other comprehensive income

-t SRR 5, AT NG ~ Fair value gain on

available-for-sale equity
securities - - 18,931 - 18,931
-HETHNERRES ~ Release of fair value reserve
NFEEEEL upon disposal of
available-for-sale equity
securities - - (29,491) - (29,491)
AEEREUAER Total comprehensive income
for the year - - (10,560) 14,108 3,548
i (HE29(0)) Rights issue of shares (note 29(o)) 66,906 334,528 - = 401,434
FERETIEARAZ Transaction costs attributable to
KA (H290) issue of new ordinary shares
from rights issues (note 29(b)) - (11,322) - - (11,322)
RZE-RETZA=-HAR At 31 December 2015 and
“E-nE-F-H 1 January 2016 234170 2,243,256 - (2,360) 2,475,066

ZEFIEREE: Changes in equity for 2016:

NEEEE Loss for the year - - - (16,624) (16,624)

AR AN Other comprehensive income

for the year - - - - -
rEE2EFRAR Total comprehensive loss

for the year = = = (16,624) (16,624)
RZE—F+ZA=1+-H At 31 December 2016 234,170 2,243,256 - (18,984) 2,458 442




87 #5 ¥ 2 By 5E

Annual Report 2016 F£3

NOTES TO THE FINANCIAL STATEMENTS

BE-T-—AF+=A=1+—HBLLFE For the year ended 31 December 2016

29. RAR M (30
b) EERTBITRE b)

29. CAPITAL AND RESERVES (Continued)

Authorised and issued share capital

IR EEO. 10872 B R EE |
Number of
Ordinary shares of HK$0.10 each shares Amount
FH FHT
'000 HK$'000
ETE Authorised
R=ZZE—RF—HF—H At 1 January 2015 2,000,000 200,000
EANSE TE IR (B 5E30)) Increase in authorised share capital
(note (i) 2,000,000 200,000
R-ZT—RAF+-_H=+—H"  At31 December 2015, 1 January 2016
—E-RF-A-HkK and 31 December 2016
—E—RE+=-A=+—H 4,000,000 400,000
ERTRABE Issued and fully paid
RZZE—AF—A—H At 1 January 2015 1,672,643 167,264
A% (B 3 (Gi)) Rights issue of shares (note (ii)) 669,057 66,906
R-ZZT—AF+-_HA=+—H"  At31 December 2015, 1 January 2016
—E—R"E-A—AB8kK and 31 December 2016
ZE-R"F+ZA=+—H 2,341,700 234,170

R ANEREETHEEZ R
BRRAAAGE LTAER K2
S - A BBRE AL A2 RS
AR T AR -

The holders of ordinary shares are entitled to receive
dividends as declared from time to time and are entitled
to one vote per share at meetings of the Company. All
ordinary shares rank equally with regard to the

Company'’s residual assets.
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29. AR &S (@)
b) EEREBFRAE)

BEE

(i

(ii)

KRR ZAEEBRAKNE B R
2,000,000,0000% & % E 80.107% 7T
ZENEBERMD B ME
4,000,000,000/% T » A& 2 & 2 # N
EERAERA-_ZE—HELA-H
BIZRERFRARS EEAE -

R=ZF—AFNALH ' KARREE
RETRBELARD T EERR
HERAR D 2 B - RRBET R
&1%0.605%'-5fc@ﬂ%669,057,222ﬂ&‘ﬁ
REE0. 104 T 2 HARAR D - ARQ
£15%49390,112, ooo/%n@ull‘ﬁﬁiﬁﬁ
¥ #911,322,0008 L) r ERARASE
Br—HREELS -

 RBEZHEERAH

i)

i)

R 7 E
RIBEFESHE A RDE (IBET) -
B tn ) B AR AT it 5k T AR A Al R

ROEREEEZNRERSZAE
Hg ARAHEEARBEE
HBREPEEERNHEY -

KRRz RO wEBBEEHBNR
#7149,950,000/% 7t + BN A A2 &

RBMFKERER AR 2B &
TRAFETRMD 2EE - B
RAIR—AANFEALA=ZT+ 1A
R T B 1 AR B BR A R T #F A B
BRARAEBREZIHEBFEER
BZEH-

B E
EXAREEASERESESEA
MEERMMZ DEEERERELZ
#E o

29. CAPITAL AND RESERVES (Continued)
b) Authorised and issued share capital (Continued)

Notes:

(@)

(ii)

The Company’s authorised share capital was increased to
HK$4,000,000,000 by creation of an additional
2,000,000,000 ordinary shares of HK$0.10 each. The
increase in the authorised share capital of the Company
was approved at the extraordinary general meeting held on
2 July 2015.

On 7 August 2015, the Company allotted 669,057,222
rights shares of HK$0.10 each at a subscription price of
HK$0.60 per rights share on the basis of two rights shares
for every five existing ordinary shares held. The Company
raised approximately HK$390,112,000 (net of directly
attributable expenses of approximately HK$11,322,000)
which was used for general working capital of the Group.

¢) Nature and purpose of reserves

i)

i)

Share premium

Under the Companies Law (Revised) of the Cayman
Islands, the share premium account is distributable
to the shareholders of the Company provided that
immediately following the date on which the
dividend is proposed to be distributed, the
Company will be in a position to pay off its debts as

they fall due in the ordinary course of business.

The share premium of the Company included the
contribution surplus of approximately HK$149,950,000
which represented the difference between the nominal
value of the shares of the Company issued in exchange
for the entire issued share capital of Lee Shing
Holdings Limited and the value of the underlying net
assets of the subsidiaries held by Lee Shing Holdings
Limited at the date they were acquired by the
Company on 29 September 1999.

Capital reserve

The capital reserve represents the capitalised
aggregate appropriations to the statutory reserves
made by the Group as a result of group

reorganisation.
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29. BAR 6 (30
2 ERE 8 ()

(9]

iif)

v)

v)

EERE R
BRERMNBEEIEFHRBT DR
BERZPERARBAERA
RAINPEKRLZMBRRZA
AEREMEL  YEHRECE
EEHE-

ZERESTAREEBEEE
ZEB(E) LA ERAEHE
A ERETZERE 2EER
BeERIEINERBEIMER
225% °

ARARETRHEZKEARA
REREREEFEBRRTE
SRR EEE AN
10% @ B2 % R E R EE
BEARZ50% 1L o fEh 2 B A
REEEAD KBS 2 BIEST -

(B

EXFEERERERIMEEE
BeHBEREMELEZHAER
ER o R FEDREM E2s)PT

QA HRTNEE -
A FIER

NP EFBRERARARNGEE
AFAARENERSEESRZA
FEZRFTEHFE - AREM
E2(NPTE 2 BT T AR ©
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29. CAPITAL AND RESERVES (Continued)

(9]

Nature and purpose of reserves (Continued)

fii)

iv)

v)

Statutory reserves

Transfers from retained earnings to statutory reserve
fund were made in accordance with the relevant PRC
rules and regulations and the articles of association of
the Company'’s subsidiaries established in the PRC and
were approved by the respective boards of directors.

Statutory reserve fund can be used to offset
previous years' losses, if any, and may be converted
into paid-up capital provided that the balance of
the statutory reserve fund after such conversion is

not less than 25% of the entity’s registered capital.

The Company’s certain subsidiaries in the PRC are
required to transfer a minimum of 10% of their net
profits, as determined in accordance with the PRC
accounting rules and regulations to the statutory
reserves until the reserve balances reaches 50% of
the registered capital. The transfer must be made

before distribution of dividends to owners.

Translation reserve

The translation reserve comprises all foreign
exchange differences arising from the translation of
the financial statements of foreign operations. The
reserve is dealt with in accordance with the

accounting policies set out in note 2(s).

Fair value reserve

The fair value reserve comprises the cumulative net
change in fair value of available-for-sale equity
securities held at the end of the reporting period
and is dealt with in accordance with the accounting

policies in note 2(f).
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29. BRAR f#6 (30

d)

e)

REZAHIIRER
RZBE—RE+-A=+—H 7
DIRTARBHEEAZARBIREHBE
R #)7/52,224,272,0008 T (—E—1
4 :2,240,896,000/ T) * Hh B
AR AR5 % B 492,243,256,0007%8 7T
(ZZ—F%F :2,243,256,000/ 7T) &
8 B 51 E5 18 4918,984,0005%5 7T (=
T — F 4 : 2,360,000/ 7T) © %%t
BAELSR EEBEEZSRKE
2B AARMBEEHEAEERAE
EBHEENERE  FREELDIK

EXER
AEEEREAZIEBRNRER
SERBREZENINARRERED
BEBHMBERBAES WS
BILZERRBIARLE S KA -

AEEeRBREHNENREREE
SRE NEZRWURRESERDHRE
BREEAMRRARZ ZRBEFKE
TROFEEREZHRGTE A
FAELERAZ EBHEARAREEL
HE - RERIRBEELARE K&
ErEBRBARRINZEEEHE
BOHER REEATRRILEER
EARIE

HEFEP—Z ARBNEEAR
HRERERRERE -ZULRUAAEE
ZRAIMAEMEERREE RS EE
EEBRUAARRER ARLERAE
AE AEER-_ZT-—RER-F
—hAFE+-_HA=+—-BYEFER-
BE_Z—R"F+A=+—HL#F
EHE AREZRBEE_T-HEF
I

AR R B E A o T /8 1 ®) BRSP4
REBZEAKE °

29. CAPITAL AND RESERVES (Continued)
d)

e)

Distributability of reserves

As at 31 December 2016, the aggregate amount of the
Company'’s reserves available for distribution to owners
of the Company was approximately HK$2,224,272,000
(2015: HK$2,240,896,000) which included the
Company's share premium of approximately
HK$2,243,256,000 (2015: HK$2,243,256,000), and
offsetting with accumulated losses of approximately
HK$18,984,000 (2015: HK$2,360,000). These reserves
are available for distribution provided that immediately
following the date on which the dividend is proposed,
the Company will be able to pay off its debts as they fall
due in the ordinary course of business.

Capital management

The Group's primary objectives when managing capital are
to safeguard the Group's ability to continue as a going
concern in order to provide returns for shareholders and
benefit for other stakeholders and to maintain an optimal
capital structure to reduce the cost of capital.

The Group actively and regularly reviews and manages its
capital structure to maintain a balance between the
higher stakeholder returns that might be possible with
higher levels of borrowings and the advantages and
security afforded by a sound capital position, and makes
adjustments to the capital structure in light of changes in
economic conditions. In order to maintain or adjust the
capital structure, the Group may adjust the amount of
dividends paid to shareholders, issue new shares, return
capital to shareholders or sell assets to reduce debt.

Consistent with industry practice, the Group monitors its
capital structure on the basis of the gearing ratio. This
ratio is calculated as the Group’s bank and other
borrowings less cash and cash equivalents over its total
equity attributable to owners of the Company. There
were no net debt for the Group as at 31 December 2016
and 2015. During the year ended 31 December 2016, the
Group's strategy was unchanged from year 2015.

Neither the Company nor any of its subsidiaries are
subject to externally imposed capital requirements.
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30. BRETE 30. SHARE OPTION SCHEME

RIZE-—MERARNBETZRRBFER
gL ARBRRIAERN —BBERES
(Bt E)) - BRERABREFT+
FHEM-

BRIBBRETE  ARFAEFATRAHAE
BrBRIMEREMEBEABERERZE
ERAL BEARAREMNEBARCE
EERERR - HER TP EXEM-
B R A R R B B XAt 8 R
RG22 AR TESBRERBARAR
h-RER2AERRBRRE 2 BERE
XNEBARE -BRETRARFAES
ERHENERMEEREETEARALZ
HMERERERTE ETEHEEEBK
BRELBREF+F2HE  ETERER
REGTEI T AR B -

HE_ZT—X"EFR-_ZT—HRF+=A
=+—HLEFER TEBRETEET
BB AT RIRER M RATIE

At the annual general meeting of the Company held on 6 June
2014, the shareholders of the Company approved the
adoption of a share option scheme (the “Share Option
Scheme”), which will be valid for 10 years from the date of its

adoption.

Under the Share Option Scheme, the directors of the Company
may grant share options to eligible persons, including directors
of the Company and its subsidiaries, any of its shareholders,
suppliers, customers, consultants, advisers and joint venture
partners or business alliance who have contributed or will
contribute to the development and growth of the Group, to
take up options to subscribe for shares in the Company subject
to the terms and conditions stipulated therein. A nominal
consideration will be paid by eligible participants for each lot
of share options granted. An option may be exercised at any
time during a period to be determined and identified by the
directors of the Company to each grantee at the time of
making the offer, but in any event, shall not exceed the period
of ten years from the date of grant of the particular option,

subject to the early termination of the Share Option Scheme.

There were no share options granted, exercised, forfeited nor
outstanding under the Share Option Scheme during the years
ended 31 December 2016 and 2015.
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31 EXBAEAERS " 31. MATERIAL RELATED PARTY TRANSACTIONS

a) HEBEALZXES a) Transactions with related parties
BZEHBREREMMHMEEZR In addition to the transactions and balances disclosed
SREBI ARBESRE T elsewhere in these financial statements, the directors of
BEHE_E—XRER-_ZE—RF+= the Company consider that the followings are the
A=+—BLFEAREELZE material related party transactions entered into by the
ABEBALTRS : Group during the years ended 31 December 2016 and

2015:
BEALTEB HASEzBF RE5ME “E-XE ZZT—8F
2016 2015

Name of Relationship with THERT T
related party the Group Nature of transaction HK$’'000 HK$'000
BRERAE RARBITES REEYNEEER 831 885
Mr. Jiang Quanlong Executive director of the Payment of rental expenses

Company by the Group
mifZ RAREFBRELE REEXNESER

MAHESRZAE 61 65
Wuxi Pan-Asia A company of which Payment of rental expenses

Mr. Jiang Quanlong, a by the Group

director of the Company,

is also a director

RAREERR LRRFGTIN—MK The directors of the Company are of the opinion that the
*¥BREFREREZERG 2 HE above transactions were entered into under the normal
RFRET AL © course of business and in accordance with the terms of

the agreements governing such transactions.



Annual Report 2016 F£3

87 #5 ¥ 2 By 5E

NOTES TO THE FINANCIAL STATEMENTS

BE-F—AF+=A=+—HBLLFE For the year ended 31 December 2016

31 ERBEALIRS (A) 31. MATERIAL RELATED PARTY TRANSACTIONS
(Continued)

b) HFXEEBAEZRS b) Transactions with key management personnel
FEZEEBABZME (BEX TH Emoluments for key management personnel, including
IO B2 AR ABIES R 115T amounts paid to the Company's directors as disclosed in
BEZERTMALIRSRERAER note 10, and the highest paid employees and senior
ZER) M management as disclosed in note 11 are as follows:

—E-RF —T-hF
2016 2015
FERT FHT
HK$'000 HK$'000
SHREERN Short-term employee benefits 6,140 6,731
RINEETF] Post-employment benefits 67 71
6,207 6,802
32. AR 32. COMMITMENTS

a) RERBBEER AEERZEY a) At the end of the reporting period, the Group had capital
BRENEBAYE BERZREZK commitments in respect of acquisition and construction
BREEZBITNERBENERE of property, plant and equipment contracted but not
B provided for in these financial statements as follows:

—B-REF —TRF
2016 2015
TET FHT
HK$'000 HK$'000
Y% - R IR 2 W s R R Acquisition and construction of
property, plant and equipment 1,405 9,364
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32. COMMITMENTS (Continued)

b) At the end of each reporting period, the Group had
operating lease commitments for future minimum lease
payments under non-cancellable operating leases in
respect of land and buildings which fall due as follows:

= —T-0F

2016 2015

FEx FHET

HK$'000 HK$'000

1R Within one year 2,015 2,203
1 &ESFRA After one year but within five years 882 944
2,897 3,147

REMENFKEAKREREETHA
EEMNzEE -HBORES BB
BEE RE-—E=ZRF-HEHEY
REAEE

FRAESEAREFINAEEZAA
RAEERRELAERBEALESZ
o8 2 R RF & 15K 47884,0007% 7T (=
T —F4F 1,866,000/ 7T) - FIH A
U

Operating lease payments represent rentals payable by
the Group for certain of its offices. Leases and rentals are
negotiated and fixed for a period of one to five years.
None of the leases includes contingent rentals.

The above commitments included future lease payments
to Mr. Jiang Quanlong, a director of the Company, and
Wuxi Pan-Asia, a related party as disclosed in note 31, of
approximately HK$884,000 (2015: HK$1,866,000) which
fall due as follows:

= —T-0%F
2016 2015
TERT FHET
HK$’'000 HK$'000
JEIT T REEF 42 K AHF 2175  Future lease payments to Mr. Jiang
Quanlong

—1FR — Within one year 805 859
—1F&RESFR — After one year but within five years - 859
805 1,718

JEN] T2 7 KA 213 Future lease payments to Wuxi Pan-Asia
—1FR - Within one year 59 63
— 15 E5FER — After one year but within five years 20 85
79 148
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33. FINANCIAL INSTRUMENTS BY CATEGORIES

—EB—X —ET-RF
2016 2015
TERT FHAT
HK$'000 HK$'000
THEE Financial assets

FEUTBR 2 K fE U Z= 4% Trade debtors and bills receivables 224,132 338,594
H b e IR Other receivables 4,859 9,434
A NGIE R Amount due from a related company 4,957 5,293
BHIERITER Restricted bank deposits 16,993 36,178
ReERFEEEEE Cash and cash equivalents 1,649,125 1,396,365
B 3% e W R Loans and receivables 1,900,066 1,785,864

REBGRATTEZSREE Financial liabilities measured

at amortised cost

e R R 215 Trade and bills payables 101,317 166,894
TEIRE AR EMERTK Accrued expenses and other payables 66,974 74,959
N EERE Amounts due to directors 3,245 2,804
RITREMEE Bank and other borrowings 78,033 -
249,569 244,657
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3. BEAREERSMIASATE

PRTAZERBEASEERTEXKB
BRELZEERR RBHESER 7
KRk E% R

a) FERR
EERBRERZIHFEEIRTEAR
TERAEERBEBERB AR - A&
EfMEANBERAERFERTZR

SHFETEE IMERAENR
(ER)  WREEZEITENEE
YU BER AR -

A5 2 R 1K E LSRR R R L i B MR 2
EERR BEREELIV-—EHEER
R THABEERBETHEES -
AEBeFMHEEERR MBI
R ETTEE T o R AT h &
HEFBAESMNEIBHFIEZELRE
Rz n wZEERTFEEELHM
REFPEEMBEKBEREZERM - &K
SEWEGESREE T RKEMKR

g °

AEBEAXZEERR i%%
BEZER ST E - %ﬁ%f

TERBRzEBRRERTEHEER
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FMEEH  ERERBER% (ZF
—RF:9%)RERNEEZREREP ©
RZFE—AR"ER=-ZFT—AF+=A
St BUERINEBEREZRE R
SERAEF -

34. FINANCIAL RISK MANAGEMENT AND FAIR VALUE

OF FINANCIAL INSTRUMENTS
The risks associated with the financial instruments include

credit risk, liquidity risk, interest rate risk and currency risk

arises in the normal course of the Group's business.

a) Credit risk
Credit risk refers to the risk that a counterparty will
default on its contractual obligations resulting in financial
loss to the Group. The Group has adopted a policy of
only dealing with creditworthy counterparties and
obtaining sufficient collateral, where appropriate, as a
means of mitigating the risk of financial loss from

defaults.

In respect of trade and other receivables, in order to
minimise credit risk, the management has a credit policy
in place and the exposures to these credit risks are
monitored on an ongoing basis. Credit evaluations of its
customers’ financial position and conditions are
performed on each major customer periodically. These
evaluations focus on the customers’ past history of
making payments when due and current ability to pay,
and take into account information specific to the
customers as well as pertaining to the economic
environment in which the customers operate. The Group
does not require collateral in respect of its financial

assets.

The Group's exposure to credit risk is influenced mainly
by the individual characteristics of each customer. The
default risk of the industry and the country in which
customers operate also has an influence on credit risk but
to a lesser extent. At the end of the reporting period, 5%
(2015: 9%) of the total trade debtors was due from the
Group's five largest customers. No outstanding trade
debtor was due from the Group'’s largest customer as at
31 December 2016 and 2015.
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AFE+=A=+—HLLFE For the year ended 31 December 2016

34. FINANCIAL RISK MANAGEMENT AND FAIR VALUE
OF FINANCIAL INSTRUMENTS (Continued)

a)

b)

Credit risk (Continued)
Further quantitative disclosures in respect of the Group’s
exposure to credit risk arising from trade and other

receivables are set out in note 22.

The credit risk for cash at banks, bank deposits and
restricted bank deposits is considered minimal as these
amounts are placed with various banks with good credit
ratings and there is no significant concentration of credit

risk.

As at 31 December 2016 and 2015, the Group did not
provide any guarantees which expose the Group to credit

risk.

Liquidity risk

Individual operating entities within the Group are
responsible for their own cash management, including
the short-term investment of cash surpluses and the
raising of loans to cover expected cash demands, subject
to the approval from board of directors. The Group’s
policy is to regularly monitor current and expected
liquidity requirements and its compliance with lending
covenants to ensure that it maintains sufficient amount
of cash and adequate committed lines of funding from
major financial institutions to meet its liquidity

requirements in the short and longer term.
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4. KEAMEERSMIEZATE 34 FINANCIAL RISK MANAGEMENT AND FAIR VALUE

(#8) OF FINANCIAL INSTRUMENTS (Continued)

b) REBELER (&) b) Liquidity risk (Continued)
TRHBINANEE 2 58 FEH B3R The following table set out the remaining contractual
MEEH  EREGHNARTRESR= maturities at the end of the reporting period of the
(BHEEBRAHOMEAE ZF B Group's financial liabilities based on contractual
s mRES  RlRRRBEAER undiscounted cash flows (including interest payments
ZHEG) RAEEAHERERE 2 computed using contractual rates or, if floating, based on
=P HHMBZET AL rates at the end of the reporting period) and the earliest

date the Group can be required to pay:

ZE-RE —Z-1F
2016 2015
BHARBRERE BNARTERENE
Contractual undiscounted Contractual undiscounted
cash flow cash flow
e —FR
REREE L REE RELER k| FHE
Within Within
1 year or Carrying 1 year or Carrying
on demand Total amount on demand Total amount

TR TR TEL THET TET TiET
HK$'000  HKS$'000  HK$'000 HK$'000 HK$'000 HK$'000

FiiESREE Non-derivative financial

liabilities
ERERRENZE Trade and bills payables 101,317 101,317 101,317 | 166894 166,894 166,894
BREAREMEMNZ  Accrued expenses and

other payables 66,974 66,974 66,974 74,959 74,959 74,959
ENESIE Amounts due to directors 3,245 3,245 3,245 2,804 2,804 2,804
BOREMEER Bank and other borrowings 79,285 79,285 78,033 - - =

250,821 250,821 249,569 244,657 244,657 244,657
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34. MERREELRESRIAEZATRE 34. FINANCIAL RISK MANAGEMENT AND FAIR VALUE
(&) OF FINANCIAL INSTRUMENTS (Continued)
o RNEEK c) Interest rate risk
AREBZHNZXABIERGES RE The Group's interest rate risk arises primarily from cash
S EEEAE ZREIETFERALIE and cash equivalents, restricted bank deposits, and bank
TREMEE BRAEEERESE and other borrowings. The Group does not anticipate
BHERZESBRITERELU LSBT significant interest rate risk to cash and cash equivalents,
FEMEEZF BRI ENES) - and restricted bank deposits, and bank and other
At AEEBHETSFEEAF X borrowings because the interest rates of these balances
[E\f are not expected to change significantly.
()  FIE#ME i) Interest rate profile
TERFMAFIIAEERRS KR The following table details the interest rate profile
«EEEE - XBRFIRTFIA of the Group's cash and cash equivalents, restricted
KR1TRAEMEER B RARE bank deposits, and bank and other borrowings at
HHMFERAES the end of the reporting period:
—E-RE —T—FEF
2016 2015
BRFI= FTHER BRRA= FHET
Effective Effective
interest rate HK$'000 interest rate HK$'000
B4 MESLZEHER Cash and cash equivalents 0%-0.3% 1,649,125 0%-0.3% 1,396,365
RRHIRITEH Restricted bank deposits 1.55% 16,993 0.3%-2.75% 36,178
BITREMES Bank and other borrowings 0%-5% (78,033) iEAN/A -

HEERFRE Net balance 1,588,085 1,432,543
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34. FINANCIAL RISK MANAGEMENT AND FAIR VALUE

OF FINANCIAL INSTRUMENTS (Continued)

(9]

d)

Interest rate risk (Continued)

(i) Sensitivity analysis
As at 31 December 2016, it is estimated that a
general increase/decrease of 50 basis points in
interest rates, with all other variables held constant,
would decrease/increase the Group’s loss after
taxation for the year and decrease/increase the
Group's accumulated losses by approximately
HK$6,327,000 (2015: HK$5,671,000). Other
components of consolidated equity would not be
changed in response to the general increase or

decrease in interest rates.

The sensitivity analysis above has been determined
based on the exposure to interest rates at the end
of the reporting period. The analysis is prepared
assuming the financial instruments outstanding at
the end of the reporting period were outstanding
for the whole year. The 50 basis points increase or
decrease is used when reporting interest rate risk
internally to key management personnel and
represents management’s assessment of the
reasonably possible changes in interest rates. The
analysis is performed on the same basis for year
2015.

Currency risk

The Group is exposed to currency risk primarily through
sales and purchases which give rise to receivables,
payables, and cash and cash equivalents that are
denominated in a currency other than the functional
currency of the group entities to which they relate. The
currencies giving rise to currency risk are primarily HK$
and United States dollars (“US$").
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34. MERREELRESRIAEZATRE 34. FINANCIAL RISK MANAGEMENT AND FAIR VALUE
(#) OF FINANCIAL INSTRUMENTS (Continued)
d) E#¥EkK(E) d) Currency risk (Continued)

) AREZREEE i) Exposure to currency risk
TRFANAEBHKEAEREE The following table details the Group's exposure to
BERAEWZNEEE NG T currency risk arising from recognised assets or
BZERREEXBBMAXE liabilities denominated in a currency other than the
o functional currency of the group entities to which

they relate.

AEzERRR (UTEBTIE)

Exposure to currency risk (expressed in HK$’ 000)

—E-XRF —T—RF
2016 2015
BT EY BT ET
HK$ us$ HK$ US$
FEUBR A K& Trade and other receivables
Hofh R R - 38,838 - 38,736
B NMIAEEEEE Cash and cash equivalents - 15,931 5,500 19,175
H e R Other payables - (3.810) = (1,173)
PAHE 2 88 Overall exposure to
R R currency risk - 50,959 5,500 56,738
7N 5 [ 35 IR I 4k NS R R The Group currently does not have a foreign

BERBUMNEEHBEK - REE
HENERIIERR  XHESR
FEREZEHPEREKRR

currency hedging policy in respect of its foreign
currency receivables and debts. The Group will
monitor its foreign currency exposure closely and
will consider hedging significant currency exposure
should the need arises.
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34, BBEEREEREMIACZATYE 34, FINANCIAL RISK MANAGEMENT AND FAIR VALUE

(%) OF FINANCIAL INSTRUMENTS (Continued)
d) E#¥EkK(E) d) Currency risk (Continued)
i) HEEED ii)  Sensitivity analysis
TRINTAEBZBRBEBER The following table indicates the instantaneous
R 5B R E A K B R R R change in the Group's loss after taxation and
HKEREHBERRERZIMER accumulated losses that would arise if foreign

REB AR 2 AR BT
MELZ28 LEEEMAR

exchange rates to which the Group has significant

exposure at the end of the reporting period had

N

REAEBTR changed at that date, assuming all other risk
variables remained constant.

BB EER BrEi2EE

B/ (38hn) R/ ()

HEEER RRENESR ShEEER  REFER

#/0,/062) WD (Em) EmCRd) R G

Decrease/ Decrease/

(increase) in (increase) in

loss after loss after

Increase/ taxation and Increase/  taxation and

(decrease) decrease/ (decrease) decrease/

in foreign (increase) in in foreign  (increase) in

exchange accumulated exchange  accumulated

rates losses rates losses

ZE-XRF —T-h1%F

2016 2015

FTET FHT

HK$'000 HK$'000

BT HK$ 5% - 5% 206

(5%) - (5%) (206)

Ei us$ 5% 2,056 5% 2,263

(5%) (2,056) (5%) (2,263)

ERARZOMBRAKRE AR Results of the analysis as presented in the above

AR B S 2 & M B A RIEE table represent an aggregate of the instantaneous

BZ YR EMET E Y25 R effects on profit or loss after taxation and equity for

MEEHZERBERETIAR each of the Company’'s subsidiaries established in

275 2 B H R 8 7 SE B K the PRC measured in their respective functional

T 2 BB s BB F - currencies, translated into Hong Kong dollars at the

exchange rate ruling at the end of each reporting

period for presentation purposes.
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34. FINANCIAL RISK MANAGEMENT AND FAIR VALUE

OF FINANCIAL INSTRUMENTS (Continued)
d) Currency risk (Continued)
i) Sensitivity analysis (Continued)

The sensitivity analysis above has been determined
assuming that the change in foreign exchange rates
had been applied to re-measure those financial
instruments held by the Group at the end of the
reporting period. The analysis is performed on the

same basis for year 2015.

e) Fair value measurement
Fair values of financial assets and liabilities carried at
other than fair value.
The carrying amounts of the Group’'s financial
instruments carried at cost or amortised cost are not
materially different from their fair values as at 31
December 2016 and 2015.

35. LITIGATIONS

During the year ended 31 December 2012, Yixing Silver Mile,
the Group’s former joint venture, was in dispute with a
contractor about the quality and settlement of its plant
construction. Yixing Silver Mile became a wholly-owned
subsidiary of the Company during the year ended 31
December 2014. The contractor claimed Yixing Silver Mile for
settling the remaining contract fee of approximately
HK$34,854,000 for the plant construction. At the same time,
Yixing Silver Mile counter-claimed the contractor for returning
the contract fee of approximately HK$62,426,000 for poor
construction quality that cannot meet the relevant construction
standards. No judgement had been received by Yixing Silver

Mile from the court since 31 December 2012.

As at 31 December 2015, the directors of the Company have
sought advice from its PRC lawyers in this aspect. Based on the
legal advice, the litigation time was expired during the year
ended 31 December 2015 and Yixing Silver Mile was

discharged from these litigations.
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" 36. COMPANY-LEVEL STATEMENT OF FINANCIAL

POSITION
ZE-XRE —E-RF
2016 2015
B = FET FET
Note HK$'000 HK$'000
EREEE Non-current assets
R Equipment 13 21
BATZEE Investments in subsidiaries 19 151,707 151,707
151,720 151,728
REBEE Current assets
H h fEURIE Other receivables 662 _
BfHRIERIES Prepayments and deposits 760 941
A ENGIE S Amounts due from subsidiaries 2,302,545 2,291,702
HENBESEEER Cash and cash equivalents 9,642 36,212
2,313,609 2,328,855
nREAE Current liabilities
JE&TRIE e E b FE A< 3K Accruals and other payables 6,240 4,843
N EZEERIE Amounts due to directors 394 405
FEAHIT B A B2 IE Amounts due to subsidiaries 253 269
6,887 5,517
REBEERE Net current assets 2,306,722 2,323,338
EERE NET ASSETS 2,458,442 2,475,066
BEARHE CAPITAL AND RESERVES 29
[N Share capital 234,170 234,170
e Reserves 2,224,272 2,240,896
ERAE TOTAL EQUITY 2,458,442 2,475,066

CHEEEN _T—tF=-A=1+HBitE
RBEETNE  THATALTRRES

Approved and authorised for issue by the board of directors on
30 March 2017, and are signed on its behalf by:

R #BITH
EF EF

Jiang Quanlong Qian Yuanying

Director Director
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37. POSSIBLE IMPACT OF AMENDMENTS, NEW
STANDARDS AND INTERPRETATIONS ISSUED BUT
NOT YET EFFECTIVE FOR THE YEAR ENDED 31

DECEMBER 2016
Up to the date of issuance of these financial statements, the

HKICPA has issued a number of amendments and new
standards which are not yet effective for the year ended 31
December 2016 and which have not been adopted in these
financial statements. These include the following which may

be relevant to the Group.

HKFRS 9 Financial Instruments?

HKFRS 15 Revenue from Contracts with
Customers?

HKFRS 16 Leases?

Amendments to Statement of Cash Flows:

HKAS 7 Disclosure Initiative’
Amendments to Income Taxes: Recognition of
HKAS 12 Deferred Tax Assets for

Unrealised Losses'
‘ Effective for annual periods beginning on or after 1 January 2017
2 Effective for annual periods beginning on or after 1 January 2018

g Effective for annual periods beginning on or after 1 January 2019
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FET ELE:

37. POSSIBLE IMPACT OF AMENDMENTS, NEW

STANDARDS AND INTERPRETATIONS ISSUED BUT
NOT YET EFFECTIVE FOR THE YEAR ENDED 31
DECEMBER 2016 (Continued)

The Group is in the process of making an assessment of what
the impact of these amendments and new standards is
expected to be in the period of initial application. So far the
Group has identified some aspects of the new standards which
may have a significant impact on the consolidated financial
statements. Further details of the expected impacts are

discussed below.

As the Group has not completed its assessment, further
impacts may be identified in due course and will be taken into
consideration when determining whether to adopt any of
these new requirements before their effective date and which
transitional approach to take, where there are alternative

approaches allowed under the new standards.

HKFRS 9 “Financial instruments”

HKFRS 9 will replace the current standard on accounting for
financial instruments, HKAS 39 “Financial Instruments:
Recognition and Measurement”. HKFRS 9 introduces new
requirements for classification and measurement of financial
assets, calculation of impairment of financial assets and hedge
accounting. On the other hand, HKFRS 9 incorporates without
substantive changes the requirements of HKAS 39 for
recognition and derecognition of financial instruments and the
classification of financial liabilities. Expected impacts of the
new requirements on the Group's consolidated financial

statements are as follows:

(a) Classification and measurement
HKFRS 9 contains three principal classification categories
for financial assets: measured at (i) amortised cost, (ii)
fair value through profit or loss (“FVTPL") and (iii) fair
value through other comprehensive income (“FVTOCI")

as follows:
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37. POSSIBLE IMPACT OF AMENDMENTS, NEW
STANDARDS AND INTERPRETATIONS ISSUED BUT
NOT YET EFFECTIVE FOR THE YEAR ENDED 31

DECEMBER 2016 (Continued)
HKFRS 9 “Financial instruments” (Continued)

(a)

Classification and measurement (Continued)

The classification for debt instruments is determined
based on the entity’s business model for managing
the financial assets and the contractual cash flow
characteristics of the asset. If a debt instrument is
classified as FVTOCI then effective interest,
impairments and gains/losses on disposal will be
recognised in profit or loss.

For equity securities, the classification is FVTPL
regardless of the entity’s business model. The only
exception is if the equity security is not held for
trading and the entity irrevocably elects to
designate that security as FVTOCI. If an equity
security is designated as FVTOCI then only dividend
income on that security will be recognised in profit
or loss. Gains, losses and impairments on that
security will be recognised in other comprehensive
income without recycling.

Based on the preliminary assessment, the Group expects

that its financial assets currently measured at amortised

cost and FVTPL will continue with their respective

classification and measurements upon the adoption of
HKFRS 9.
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ERABRELEAFRI£MITE|(E) HKFRS 9 “Financial instruments” (Continued)

(a) HBREE (&) (a) Classification and measurement (Continued)
BEAMBHMERAEIRT @ HERK The classification and measurement requirements for
BBRERATEIIGHTENSRA financial liabilities under HKFRS 9 are largely unchanged
DB REEREABBABEE from HKAS 39, except that HKFRS 9 requires the fair

AFERIFE30N  WEEREE  EE
B ERELRFEIRBE  HERR
BRBESERAFEIKTENSRA
BERESERRRECAIIENDF
BEEHANEME2E RSP ER (T
BEMOREES) - A5EBAYL

value change of a financial liability designated at FVTPL
that is attributable to changes of that financial liability’s
own credit risk to be recognised in other comprehensive
income (without reclassification to profit or loss). The

Group currently does not have any financial liabilities

W A BB R A T a5 B 5t designated at FVTPL and therefore this new requirement
EMEEMLBman ARZFETH may not have any impact on the Group on adoption of
BRAAREERAETETBHRSENE HKFRS 9.

=y
FRA I E -

(b) EE (b) Impairment
BEAEMBHREENFIRR 2AEE The new impairment model in HKFRS 9 replaces the
BAUAEREERRIEXRREE “incurred loss” model in HKAS 39 with an “expected
S EREIR 2 [EEEBLRIE credit loss” model. Under the expected credit loss model,
X REBEEHEERIER  BEH it will no longer be necessary for a loss event to occur
FEEBREHETBERBMMEIERX before an impairment loss is recognised. Instead, an
Bz RARERBEEAREE entity is required to recognise and measure expected
BRAERAKFEBMEERRAT = credit losses as either 12-month expected credit losses or
BAABHEEBASKATEHREER lifetime expected credit losses, depending on the asset
Ko FREEATEERAERRESR and the facts and circumstances. This new impairment
HEKRERREMEHEERREE model may result in an earlier recognition of credit losses
BR AWM DHEETEFHA 2D on the Group's trade receivables and other financial
T EETEHE - assets. However, a more detailed analysis is required to

determine the extent of the impact.
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37. POSSIBLE IMPACT OF AMENDMENTS, NEW

STANDARDS AND INTERPRETATIONS ISSUED BUT

NOT YET EFFECTIVE FOR THE YEAR ENDED 31

DECEMBER 2016 (Continued)

HKFRS 9 “Financial instruments” (Continued)

(c) Hedge accounting
HKFRS 9 does not fundamentally change the
requirements relating to measuring and recognising
ineffectiveness under HKAS 39. However, greater
flexibility has been introduced to the types of
transactions eligible for hedge accounting. The Group
currently does not have any hedge and therefore this
new requirement may not have any impact on the Group
on adoption of HKFRS 9.

HKFRS 15 “Revenue from Contracts with Customers”

HKFRS 15 was issued which establishes a single comprehensive
model for entities to use in accounting for revenue arising
from contracts with customers. HKFRS 15 will supersede the
current revenue recognition guidance including HKAS 18
“Revenue”, HKAS 11 “Construction Contracts” and the

related Interpretations when it becomes effective.

The core principle of HKFRS 15 is that an entity should
recognise revenue to depict the transfer of promised goods or
services to customers in an amount that reflects the
consideration to which the entity expects to be entitled in
exchange for those goods or services. Specifically, this

standard introduces a 5-step approach to revenue recognition:

. Step 1: Identify the contract(s) with a customer

e  Step 2: Identify the performance obligations in the
contract

o Step 3: Determine the transaction price

o Step 4: Allocate the transaction price to the performance
obligations in the contract

o Step 5: Recognise revenue when (or as) the entity

satisfies a performance obligation
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. POSSIBLE IMPACT OF AMENDMENTS, NEW

STANDARDS AND INTERPRETATIONS ISSUED BUT
NOT YET EFFECTIVE FOR THE YEAR ENDED 31
DECEMBER 2016 (Continued)

HKFRS 15 “Revenue from Contracts with Customers”
(Continued)

Under HKFRS 15, an entity recognises revenue when (or as) a
performance obligation is satisfied, i.e. when “control” of the
goods or services underlying the particular performance
obligation is transferred to the customer. Far more prescriptive
guidance has been added in HKFRS 15 to deal with specific
scenarios. Furthermore, extensive disclosures are required by
HKFRS 15. In 2016, the HKICPA issued Clarifications to HKFRS
15 in relation to the identification of performance obligations,
principal versus agent considerations, as well as licensing

application guidance.

The directors of the Company anticipate that the application
of HKFRS 15 in the future may result in more disclosures,
however, the directors of the Company do not anticipate that
the application of HKFRS 15 will have a material impact on the
timing and amounts of revenue recognised in the respective

reporting periods.

HKFRS 16 “Leases”

As disclosed in note 2(h), currently the Group classifies leases
into finance leases and operating leases and accounts for the
lease arrangements differently, depending on the classification
of the lease. The Group enters into some leases as the lessor

and others as the lessee.



Annual Report 2016 F£3

87 #5 ¥ 2 By 5E

NOTES TO THE FINANCIAL STATEMENTS

BE-T-—AF+=A=1+—HBLLFE For the year ended 31 December 2016

37.. RBEZ=FE—<E+=ZB=1+—8H 37. POSSIBLE IMPACT OF AMENDMENTS, NEW

ITFECEMAEERER BT STANDARDS AND INTERPRETATIONS ISSUED BUT
FRIERARZREBZURESTE (#) NOT YET EFFECTIVE FOR THE YEAR ENDED 31

BRMBHEENF 1657 HE | ()
BHMEERBREENF 1R TIEHHE
ANEERANERBE 2 @ REERENY
E-AM —BERVEAMBEHRSEAS
165 AEARTBEREIBERAERKEE
HE-BMKz BRIFERETEITET
HE BAERBABZERAFREEES
ARETEBRUZTAHMEEEETE
AERE - REAORRBS  AEAARR
ARKEHEENFEIRERBLFER
ERE RNRREAENIERAEIEE -
NEERZEERABR  ABHAKER
HMERBERNBREMELEZNSERARRE
REEENE MIRBRABRRRES
NEZRELEERARBELEHEMELZ
HEER -FREBETHE ABAAT
BETEUHEHEXERANEHES (B
MANREAKUT) REEEEECHEE
RZEBERAT HEEASEERNERA
BMAGEERER -

BEMBREEANFRBEEIBLELE
BiERMERRKEADHEEHEE) HEK
MAZGHRER L HHRERMNEHR
AKEHEERRBOAMEN  RTE
HERRNGERERERAERZER -

DECEMBER 2016 (Continued)

HKFRS 16 “Leases” (Continued)

HKFRS 16 is not expected to impact significantly on the way
that lessors account for their rights and obligations under a
lease. However, once HKFRS 16 is adopted, lessees will no
longer distinguish between finance leases and operating
leases. Instead, subject to practical expedients, lessees will
account for all leases in a similar way to current finance lease
accounting, i.e. at the commencement date of the lease the
lessee will recognise and measure a lease liability at the
present value of the minimum future lease payments and will
recognise a corresponding “right-of-use” asset. After initial
recognition of this asset and liability, the lessee will recognise
interest expense accrued on the outstanding balance of the
lease liability, and the depreciation of the right-of-use asset,
instead of the current policy of recognising rental expenses
incurred under operating leases on a systematic basis over the
lease term. As a practical expedient, the lessee can elect not to
apply this accounting model to short-term leases (i.e. where
the lease term is 12 months or less) and to leases of low-value
assets, in which case the rental expenses would continue to be

recognised on a systematic basis over the lease term.

HKFRS 16 will primarily affect the Group’s accounting as a
lessee of leases for properties which are currently classified as
operating leases. The application of the new accounting model
is expected to lead to an increase in both assets and liabilities
and to impact on the timing of the expense recognition in the
consolidated statement of profit or loss over the period of the

lease.
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. POSSIBLE IMPACT OF AMENDMENTS, NEW
STANDARDS AND INTERPRETATIONS ISSUED BUT

NOT YET EFFECTIVE FOR THE YEAR ENDED 31
DECEMBER 2016 (Continued)

HKFRS 16 “Leases” (Continued)

As disclosed in note 32(b), the Group's future minimum lease
payments under non-cancellable operating leases as at 31
December 2016 amounted to approximately HK$2,897,000 for
certain properties, the majority of which is payable either
between 1 to 5 years after the reporting date. Some of these
amounts may therefore need to be recognised as lease
liabilities, with corresponding right-of-use assets, once HKFRS
16 is adopted. The Group will need to perform a more detailed
analysis to determine the amounts of new assets and liabilities
arising from operating lease commitments on adoption of
HKFRS 16, after taking into account the applicability of the
practical expedient and adjusting for any leases entered into or
terminated between now and the adoption of HKFRS 16 and

the effects of discounting.

The Group is considering whether to adopt HKFRS 16 before
its effective date of 1 January 2019. However, early adoption
of HKFRS 16 is only permitted if this is no earlier than the
adoption of HKFRS 15. It is therefore unlikely that HKFRS 16
will be adopted before the effective date of HKFRS 15, being 1
January 2018.
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BEt-A=1-PLEE
For the year ended 31 December

ZE-RE “ZT-hfF “T-NE =% —E--F

2016 2015 2014 2013 2012

TER TAET TEL THBL THL

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

WA Revenue 709,120 843,110 1,183,786 1,488,282 2,101,918

SERA Cost of sales (704,190) (943,575) (1,292,332) (1,701,158) (2,540,035)

E VA€ ) Gross profit/(loss) 4,930 (100,465) (108,546) (212,876) (438,117)

BRRAIER Loss before taxation (98,403) (264,083) (98,622) (375,771) (680,725)

PSR (i) /% Income tax (charge)/credit (9,473) (3,535) (3,406) 9,961 (13,411)

AEEER Loss for the year (107,876) (267,618) (102,028) (365,810) (694,136)

1t Attributable to:

ADAERA Owners of the Company (104,242) (256,650) (92,972) (350,847) (674,488)

FERER Non-controlling interests (3,634) (10,968) (9,056) (14,963) (19,648)

(107,876) (267,618) (102,028) (365,810) (694,136)

R+t=A=t+-H
As at 31 December

ZE-RE —Z-TfF “Z2-NF —T-=F —E-CF

2016 2015 2014 2013 2012

THER TET TEL TEL THEL

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

RBEE Current assets 2,434,619 2,610,821 2,370,356 2,504,164 2,864,609

ERBEE Non-current assets 480,382 577,089 820,054 779,222 738,774

BELE Total assets 2,915,001 3,187,910 3,190,410 3,283,386 3,603,383

REBE Current liabilities 259,175 250,500 191,838 135,797 179,443

EREAE Non-current liabilities 811 886 962 410 19,227

AfEEE Total liabilities 259,986 251,386 192,800 136,207 198,670

BEFE Net assets 2,655,015 2,936,524 2,997,610 3,147,179 3,404,713

BRA Share capital 234,170 234,170 167,264 167,264 167,264

1 Reserves 2,411,514 2,688,629 2,804,461 2,943,985 3,187,873
KRalEEA Equity attributable to owners

Bl of the Company 2,645,684 2,922,799 2,971,725 3,111,249 3,355,137

FERER Non-controlling interests 9,331 13,725 25,885 35,930 49,576

EngE Total equity 2,655,015 2,936,524 2,997,610 3,147,179 3,404,713
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