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FINANCIAL HIGHLIGHTS

L'ON

REVENUE

BET-A=+—RHLEE BEET
For the year ended 31 December HK$'M
2015 843
200 1,019

ARREEAEGERR, (FE) F8
NET PROFIT/(LOSS) ATTRIBUTABLE TO OWNERS OF THE COMPANY

BET-_A=T—BLLFE BEAT
For the year ended 31 December HK$'M
2015 -257
206 104
08 5
EEFE
NET ASSETS
R+-—A=+—H BEAET
As at 31 December HK$'M
2015 2,937
20— 2,655
07 2,754
2018 2,619
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To Shareholders,

On behalf of the Board of Directors (the “Board”), | am pleased to
present to you the annual results of China Rare Earth Holdings
Limited (the “Company”) and its subsidiaries (collectively the
“Group”) for the year ended 31 December 2019.

The Chinese government has always valued the development and
reform of the rare earth industry. Relevant authorities and local
governments have continued to follow the requirements of the
“Several Opinions of the State Council on Promoting the
Sustainable and Healthy Development of the Rare Earth Industry”
(BITSBr BARMRE R LT R BRRERMWETER) in order to crack
down on illegal acts within the rare earth industry. Even though
industry order has continued to improve, there are still loopholes. In
late 2018, 12 government authorities, including the National
Development and Reform Commission, Ministry of Industry and
Information Technology and Ministry of Natural Resources, jointly
published the “Notice on Continuous Strengthening the
Rectification of Rare Earth Industry Discipline” (B #FE MM L1717
M FEEAEA), which explicitly states the division of labor, key
objectives and measures in rebuilding order within the rare earth
industry, and it strengthens the punishment for violations. In 2019,
China’s rare earth industry gradually improved with the support of
government measures and reform initiatives. The Sino-US trade
negotiations helped to increase awareness of rare earth industry
around the world. The visit to rare earth enterprises by the PRC
President Xi Jinping in May 2019 highlighted the significance of rare
earth being the country’s nonrenewable strategic resource, showing
the vital value of rare earth elements in the high-tech industry
nowadays.

In late 2018, being the largest importer of ionic rare earth minerals
in China, Myanmar entered discussions about restricting export of
rare earth minerals to China. In the first half of 2019, the customs
at Tengchong City, Yunnan Province, China was closed officially,
which effectively banned imports of rare earth minerals from
Myanmar. It also restricted the exports of chemical products such as
thiamine and oxalic acid, which are necessary raw materials for
excavating rare earth minerals, to Myanmar. Since the import ban
came into effect, domestic rare earth supplies have become tighter.
In the second half of 2019, customs clearance still recorded a
significant decrease, and as domestic rare earth resources were
controlled by a few large state-owned enterprises, the production
volume of ionic rare earth minerals decreased, thus contributing to
the rise in prices of domestic rare earth products.
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Another important business segment of the Group is refractory
products. Refractory materials are major components of high
temperature furnaces of industries including steel, glass and
cement. In 2019, the downstream market of refractory materials
underperformed, despite the price of cement increasing, the price
of steel and other products fell compared to last year. This affected
the market sentiment and added pressure to the performance of

refractory materials.

FINANCIAL RESULTS
For the year ended 31 December 2019, the Group recorded revenue

of approximately HK$1,018,535,000, up by about 13% when
compared to approximately HK$902,095,000 in 2018. Revenue from
the Group’s rare earth products rose to approximately
HK$691,918,000, representing an increase of about 25% when
compared to approximately HK$554,515,000 in 2018, and
accounted for about 68% of total revenue of the Group. As for
refractory products, revenue was approximately HK$326,617,000,
representing a decrease of about 6% when compared to
approximately HK$347,580,000 in 2018, and accounted for about
32% of the Group’s total revenue. The Group's overall gross profit

margin was about 8%, a similar level to 2018.

During the year, the Group actively enhanced cost efficiency and
adopted flexible operation strategies to deal with market changes.
As the rare earth industry continued to improve, net profit was
recorded at approximately HK$39,587,000 for 2019, a turnaround
from a net loss of approximately HK$7,376,000 in 2018, and
gradually improved results. Earnings per share was approximately
HK 1.66 cents (loss per share was approximately HK 0.23 cents for
2018). The Group strived to optimise its client portfolio in recent

years and has significantly improved turnover of trade receivables.
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BUSINESS REVIEW
Rare Earth Business

In 2019, China’s rare earth market continued to improve. Influenced
by the increasingly regulated industry and the reduced supply of
mineral resources, together with the restriction in the import of
Myanmar’s rare earth resources, the price trend of the domestic rare
earth market experienced differentiation. The market price of heavy
rare earth increased sharply, while the market price of light rare
earth fell slightly. In general, the market price of heavy rare earth
greatly increased at the beginning of the year due to the closure of
customs in Myanmar. Till the third quarter, the price decreased
accordingly due to the re-opening of the customs. In the fourth
quarter, however, due to the closure of the customs again, the
market price rebounded. The market price of light rare earth
hovered at a low level at the beginning of the year. In the second
quarter, under strict environmental supervision and inspections,
some rare earth separation enterprises reduced production or halted
production, causing the sudden increase in the market price,
however, the price gradually decreased in the second half of the

year.

During the year, the Group sold around 1,100 tonnes of rare earth
products, down by about 30% compared with last year. However,
as the Group adjusted the sales combination of rare earth products
mix and increased the sales portion of high-value products, the
Group sold more high-priced products, such as terbium and
dysprosium, and less low-priced products, such as lanthanum,
cerium and yttrium as compared to last year. Hence, the average
selling price of rare earth products increased. Currently, the rare
earth products sold by the Group are mainly praseodymium,
neodymium, terbium and dysprosium, which can be used in

magnetic materials.

In 2019, the Group’s revenue from rare earth segment was
approximately HK$691,918,000, an increase of about 25% over last
year. Compared with last year, the average price of heavy rare earth
such as terbium oxide and dysprosium oxide sold by the Group
increased by about 20% and 50%, respectively while the prices of
other products, such as lanthanum oxide, praseodymium
neodymium oxide and yttrium oxide, were similar to those of last

year, with variation within 5%.
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At the beginning of 2019, the government of Yixing City, Jiangsu
Province in China began to enforce the requirement as stipulated in
the revision of “Regulations on the Prevention and Control of Water
Pollution in Taihu Lake in Jiangsu Province” (T# & A58
&), The sewage and drainage pipes in the whole city were
rearranged and laid. The Yixing plant of the Group is situated on
the bank of Taihu Lake. Since the wet smelting process adopted by
the Group in the production of rare earth oxides requires
wastewater treatment, the relevant arrangements affected the
Group’s normal production of rare earth oxides. In addition, the
import of rare earth resources in China was greatly reduced in the
year, the national rare earth production directives was also strictly
implemented. The Group adjusted its strategic planning in a timely
manner and increased outsourced products to supplement the
reduction of its production to meet the demand of customers for
common products. Meanwhile, the Group actively implemented cost
control and disposed certain poorly performed equipment. The rare
earth segment was successfully turned from deficit into profit. The
reduction of production caused the increase in average cost and
lowered the increment of the gross profit margin of rare earth
products. The gross profit margin of the Group's rare earth segment
was about 2% in 2019. During the year, the Group focused on the
production of high-end products, such as oxides in nanoscales,
which helped to promote high-value-added industry development of

rare earth.

By market, sales growth mainly came from domestic customers. The
Mainland China market accounted for about 95% of the Group’s
rare earth revenue. Japan and Europe markets accounted for about
4% and 1%, respectively. Other markets accounted for a small

share.
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Refractory Materials Business

The Group’'s refractory materials segment posted revenue of
approximately HK$326,617,000 for 2019, decreased by about 6%
compared with 2018. The segmental gross profit margin was 18%.

During the year under review, steel, glass and non-ferrous metal
industries in China declined due to the economic slowdown and
environmental protection requirements, which underscored the
surplus problem in the refractory industry. Although the refractory
materials market was under pressure, the Group won the trust of
customers by ensuring product quality and excellent service. The
Group did not engage in irrational price competition and focused
on quality improvement. Although the Group might lost some
customers with a preference for low-price products, it consolidated
a group of high-quality partners who grow together with the
Group. During the year, some customers who refocused on product
quality were once again becoming the target customers of the
Group. With the brand advantages, the Group sold approximately
28,300 tonnes of refractory materials and high-temperature
ceramics products, slightly increase with less than 5% when
compared to last year. Average selling price of major products like
fused magnesia-chrome bricks and alumina-graphite bricks
increased by about 10% against last year’s price. As for casting
materials and high-temperature ceramics, their average selling price
increased by approximately 20%. The related sales revenue was
about HK$278,248,000, increased by about 8% compared to that
in 2018. The gross profit margin maintained at approximately 21%.

Regarding magnesium grains business, due to the soft market of
refractory materials and the continuous implementation of
environmental protection supervision in the region of Anshan and
Haicheng in Liaoning Province of China, some substandard
magnesium mines were shut down. The operating environment of
magnesium grains business was poor during the year. In 2019, the
Group only sold approximately 17,100 tonnes of magnesium grains
products, decreased by approximately 20% compared with last year.
Average product price was decreased by over 25% year-on-year.
Revenue from the sale of magnesium grains for the whole year was
approximately HK$48,369,000, a decrease of about 46% compared
with approximately HK$90,052,000 in 2018. Gross profit margin
declined to approximately 9%.
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Regarding market distribution, Mainland China remained the major
market for the Group’s refractory materials business and accounted
for about 81% of the segmental revenue. Japan market accounted
for about 14%. Other markets in Asia, South America and Europe

contributed to the remaining 5%.

PROSPECTS
Rare earth elements have unique physical and chemical properties,

resulting in wide range application in various industries including
modern high-tech products and traditional products. The
development of electronic products, medical equipment, electric
vehicles, aircraft turbine engines, and missile guidance systems is
inseparable from rare earth which cause social demand for rare
earth continues to increase. Rare earth is vital to the high-tech
industry and plays a critical role in technological innovation.
However, mining, extraction, and smelting of rare earth are costly
and affect the natural ecological environment. China is the largest
producer of rare earth in the world. Department of Defense in the
United States (“US") is unavoidably to be an indirect customer of
Chinese rare earth enterprises. The US military industry warned that
dependence on China’s rare earth supply is its weakness. High-tech
industries, one of the pillars of the US economy, cannot sustain
without rare earth materials. Due to the importance of rare earth to
the US, the market has paid attention to whether rare earth was
involved in each round of the Sino-US trade negotiations. The
Group expects the Chinese government will continue to launch
policies to rectify the operation of the rare earth industry, maintain
the strategic position of rare earth in the world and support the

long-term development of the rare earth industry in China.
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According to the notice on mining, smelting and separation quota
of rare earth as well the mining quota of tungsten issued by the
Ministry of Industry and Information Technology and the Ministry of
Natural Resources of China in 2019, the relevant quota should be
allocated to key enterprises with advanced technology and
equipment and high standard of environmental protection, and be
further concentrated. In response to the national call, the Group will
continue to be committed to developing into high value-added. At
the end of 2019 and the beginning of 2020, the Group planned to
revamp its rare earth workshop technology to optimise the existing
production process, reduce consumption and save costs. On the
other hand, the adjustments made by the Group to support the
municipal government’s sewage discharge pipeline layout have been
basically completed and will put into use after acceptance by the
local government. By then, the Group's rare earth production
technology will be improved, aligning with the state’s policy of

promoting the development of high-quality rare earth industry.

In order to facilitate the rare earth business process, the Group will
actively seek potential business partners while strengthening
cooperation with existing suppliers, so as to ensure the sufficiency

of supplies to meet customers’ needs.

In terms of refractory materials, the operating environment during
the year is not ideal. However, refractory products are necessary
materials for the construction of many heavy industries. It is
believed that the market has a solid demand for refractory materials
due to the increasing domestic infrastructure projects in China and
the guidance of the national “Belt and Road” initiative. With
outstanding product quality and excellent customer service, the

Group remains confident in its business prospects.



O RREMERBENRALGEANRES
BEPNES AEER_Z-NEFE=FETHHA
AARFPRIRERMAE sl ARMMEER
REE BYPAEEMAMHEETESHLE
R-BHZAER T _TFHRERAEEE
RIEHER - W AEBE-BEERBREE
AEFEXEEER -ARECERFERILME
BEWREZESRRERL - FHAMTHETRERS L
ﬁHﬂWEi PAB 1B R R - PR - 4271

o

Q
Ik

R-ZB-ZEE-FE HAUBRKSETER
WRBERIELEEHREM BEHBTETEHEM
i“‘n@%@j 77 B RER TR R R T R R

EEMBYR - BAEA ST EHAEEER
2 - AEEREBERIBERALEL RFERE

RBEERMBEER

$El4%i§¢ﬁ%\ﬁﬂ’]ﬁ7ﬁ‘xzﬂ# R B FE A4 EY
RBETERBERRAE ° —NEFE+=A
=t+—B AEEHK Hﬁfﬂ_fc&fﬁﬂf AR

#91,478,953,0008 T L ZE—-—NFRRL T
#)187,339,000/& 7T - NEE #) B B EIFE L
#32,337,672,0008 T Lk ZFE - \NFREMT
#)16,931,0008 T - R EBHABEENLL XL
5% ' EAFRIAE

TREHEE
CHAIRMAN'S STATEMENT

In addition, in order to increase product variety and quality to meet
customers’ demands, the Group stepped up its technical
cooperation with a Japanese customer in the third quarter of 2019.
The new technologies and production flow management brought by
the partnership improves the Group’s development in automated
refractory materials production process. It is expected that the
cooperation will contribute to the Group’s business from 2020.
Besides, the Group stress the importance on resources allocations
and plans to undergo vertical integration. It has decided an
acquisition of a magnesite mine in Northeast China and the plan is
expected to be implemented shortly after the completion of due
diligence process, which could bring synergistic effects, reduce costs

and improve efficiency of the Group.

During the first quarter of 2020, coronavirus disease was broken
out in the Mainland China and has spread across the rest of the
world. Business and economic activities have seriously been
affected. Preventive measures taken by the local government limited
the plant operation and transportation logistics. Currently it is
unable to estimate the impact on the Group’s business. The Group

will keep monitoring the situation and react promptly.

LIQUIDITY AND FINANCIAL RESOURCES

The Group continues to be prudent in making financial
arrangements to ensure it has adequate liquidity for business
development. As at 31 December 2019, the Group had cash and
bank deposits of approximately HK$1,478,953,000, a decrease of
about HK$187,339,000 compared with the end of 2018. Net
current assets of the Group amounted to approximately
HK$2,337,672,000, an increase of approximately HK$16,931,000
from the end of 2018. Total liabilities to total assets ratio was about

5%, a similar level to end of last year.

Annual Report 2019 4




ITRHREE
CHAIRMAN'S STATEMENT

BAMHMRITE AEBARKREEREER
B EBHHERNEEIE E—PNMATES
BA-RZE-AFE+-_A=+—0 ~£ERK
MEBEIRMAMBOESM RS B L
292,728,000/ jT }299,526,0008 7t * B EF A
20T 49240,610,0008 T - FEHE AR
FEERFANHERZER I TR URFENZE
BEEMFERFT LEERGHNEREE/IHEN
At -RZZT-NFR AEEREAEFENE
256,243,000 T - (k= F - NFERE M T 4
102,713,000/& 7T °

KT —NF - N5 B0 ) ] $R 1T 3 B 5
BEX -BZZ—/\FE AEER-KEAR
AERETHELTHNEF (R=2Z—AF+=
A=+—HBEKRHEES £445,147,000% 7T) - A
BT B & % E A R#150,000,0007T (14 4
167,448,000/ 7) * ZMABE M AEER o It
I BEER  AEEVEEMEERER N
ABEANEBITETEER AEEYESEK
MEXRER -BXFH AEEXNFHNEE -
BEERRZIHAUARBEE  SEBMDUETR
BSE - BEFEA - ARBERZCMEE - K
BHEBERNENRBKTE -

Annual Report 2019 4:#

Regarding prepayments for materials, the Group has strengthened
cooperation with suppliers by increasing capital investment so as to
ensure sufficient supply. As at 31 December 2019, total
prepayments made for rare earth and refractory materials were
approximately HK$292,728,000 and HK$99,526,000 respectively,
an increase of approximately HK$240,610,000 in total compared to
the previous year. Regarding inventories, as the Group focus on
sales of heavy rare earth elements during the year, hence more
relatively valuable inventories such as dysprosium oxide and lutetium
oxide were stored in the fourth quarter. At the end of 2019, the
Group's inventories amounted to approximately HK$256,243,000,
an increase of HK$102,713,000 compared to that at the end of
2018.

In 2019, the Group did not borrow any money from banks or
financial institutions. Since 2018, the Group has pledged certain
leasehold lands and buildings (with carrying amount at
approximately HK$45,147,000 in total as at 31 December 2019)
with a Chinese bank, obtaining a financing facility at
RMB150,000,000 (equivalent to approximately HK$167,448,000)
which has not been utilised yet. Apart from that, at year end, the
Group had no charge on its assets nor holding of any financial
derivative products. It was not exposed to any material interest rate
risk. As for foreign exchange exposure, most of the Group’s assets,
liabilities and transactions are denominated in Renminbi, and the
rest are in US dollars or Hong Kong dollars. During the year under
review, Renminbi depreciated slightly, which did not cause

significant fluctuation of or impact on the Group'’s results.
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STAFF AND REMUNERATION

The Group continued to adjust its manpower structure according to
the business development needs. As at 31 December 2019, the
Group had approximately 400 employees of different levels, which
had decreased as compared to 2018. During the year, the Group's
staff costs including directors’ emoluments amounted to
approximately HK$34,058,000, decreased by about 20%
year-on-year. In order to raise operational efficiency and improve
cost control, the Group continued to streamline human resources.
The Group values the well-being of staff, and the average
remuneration of staff increased during the year. The Group
continued to provide regular on-the-job training and study
opportunities to employees to assist them in maintaining

professional competence.

FINAL DIVIDEND
The Board does not recommend payment of a final dividend for
2019 (2018: nil).

CONCLUSION

The Group has been following national policies for its development,
raising its technological level on one hand, while seeking upstream
opportunities on the other, in hope of expanding the industry chain
and providing high-quality products and services to customers.
Looking ahead, the Group will continue to spare no effort in
maintaining competitive advantages and raising corporate value in

order to response to the support from the stakeholders.

Last but not least, | would like to express my sincere gratitude to
fellow board members, the management team, business partners

and staff for their contribution.

Qian Yuanying
Chairman
Hong Kong, 30 March 2020
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EXECUTIVE DIRECTORS

Ms. Qian Yuanying, aged 61, is a founding member and the
chairman of the Group. Ms. Qian is responsible for the formulation
of the Group's overall business development policies. 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 30 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, an executive director of
the Group, and the mother of Mr. Jiang Xin, the general manager

of the Group.

Mr. Jiang Quanlong, aged 67, is a founding member and was
previously the chairman of the Group until September 2017.
Mr. Jiang is responsible for internal and external coordination and
development of business relationship of the Group. 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. Mr. Jiang is also a director of YY
Holdings Limited, a substantial shareholder of the Company.
Mr. Jiang is the husband of Ms. Qian Yuanying, the chairman of the
Group, and the father of Mr. Jiang Xin, the general manager of the
Group. From 16 August 2006 to 15 September 2017, Mr. Jiang
served as 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.

Mr. Jiang Dawei, aged 36, joined the Group in 2006 and was
appointed as the chief executive officer and an executive director of
the Group in 2017. Mr. Jiang is responsible for the overall
management of the Group and the marketing aspect of the Group's
business. Previously, Mr. Jiang was the head of the sales department
of Yixing Xinwei Leeshing Rare Earth Company Limited. Mr. Jiang
obtained a Bachelor degree of Business Administration from

Yangzhou University.
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Mr. Jiang Cainan, aged 61, joined the Group in 1986 and was
appointed as an executive director of the Group 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.

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Huang Chunhua, aged 56, joined the Group in 2001 as an
independent non-executive director of the Group. 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 had been 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 68, joined the Group in 2004 as an
independent non-executive director of the Group. 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.
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Mr. Wang Guozhen, aged 84 joined the Group in 2012 as an
independent non-executive director of the Group. Mr. Wang
graduated from Tianjin University, majoring in Physical chemistry of
metals. 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, since 1 December 2007.

SENIOR MANAGEMENT
Mr. Jiang Xin, aged 35, joined the Group in 2008 and was
appointed as the general manager of the Group 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 has also been 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. Mr. Jiang is a son of
Mr. Jiang Quanlong, an executive director of the Group and

Ms. Qian Yuanying, the chairman of the Group.

Mr. Jiang Hongjun, aged 61, joined the Group in 2000. Mr. Jiang
is the deputy general manager of the Group and is responsible for
the daily administrative affairs of the Group. Mr. Jiang has over 30

years of experience in administrative management.
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Mr. Huang Wang, aged 51, joined the Group in November 2019
as the chief engineer of Yixing Xinwei Leeshing Rare Earth Company
Limited. Mr. Huang graduated from the Faculty of Nonferrous
Metallurgy of Northeastern University. Prior to joining the Group,
Mr. Huang was the chief engineer or technical director of various
rare earth companies. Mr. Huang has extensive experience in

production process of rare earth and non-ferrous metal industry.

Mr. Zhou Yanwen, aged 49, joined the Group in 2003. Mr. Zhou
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. Zhou has over 10 years of

experience in administrative management and sales.

Mr. Zhang Huilin, aged 67, joined the Group in 1988. Mr. Zhang
is the general manager of Haicheng City Suhai Magnesium Ore
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 49, joined the Group in 1999 as the
financial controller and company secretary of the Group. 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 2019 4




FPRERCWS

CORPORATE GOVERNANCE REPORT

ERERER
FEBLERERAR ([ARE]) BARER
REFZEEERERRER - ARRIEREEE
BEaRHMARARES EHAR (T EWmHAR])
e amEm b RERTA (TREERTAD
NOFFARRRRAMRAEREG 2BRER
FRTA -EE2(EEEDRA ARFARE
E-NAF+_A=+—HILFERN—HE

2=
FREERTA -

ESETREERS

AR RMATER LR R M E10PT8 2 £
MBETAEFETERIINRESTR ([RE
SRD @R (TRESFR) - ERRARLE
TERE MAEFHEEINBE_T—NF
T-A=t-HLEFERA-BEETRETAR
RAE ST .

Annual Report 2019 4:#

CORPORATE GOVERNANCE PRACTICES
China Rare Earth Holdings Limited (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 2019.

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
2019.
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BOARD OF DIRECTORS
The Board currently comprises seven members, consisting four
executive directors and three independent non-executive directors.

The composition of the Board and the attendance of the Board

meetings and general meeting during the year are as follows:

BELE ETHA

No. of meeting(s) attended/held
Bx Exg BRRAE
Director Board meeting General meeting
HITES
Executive director
BrLEL LT (£E) 5/5 1
Ms. Qian Yuanying (Chairman) 5/5 171
BREERE 5/5 0/1
Mr. Jiang Quanlong 5/5 01
BRBELE (TTEAZ) 5/5 0/1
Mr. Jiang Dawei (Chief Executive Officer) 5/5 0/1
BAmEE 5/5 0/1
Mr. Jiang Cainan 5/5 0/1
BYFHITES
Independent non-executive director
BERELLE 5/5 11
Mr. Huang Chunhua 5/5 11
ELLE 5/5 0/1
Mr. Jin Zhong 5/5 0/1
TP EE 5/5 171
Mr. Wang Guozhen 5/5 11

BREZgH TENFATRBUIENTE
EEHTESYTESNBATRITT — KRG

EXREENENAFRFICAZI0ANIES
LEREBAEENIA -

BREEEDNBELRAZLIZLR -BERESE
S BEFEERBRUBREXEMCERME -

Apart from Board meetings, the Chairman also held a meeting with
the independent non-executive directors without the presence of
executive directors during the year.

The biographical information of the directors are set out in
“Directors and Senior Management Profile” on pages 16 to 19 of
this annual report.

Mr. Jiang Quanlong is the husband of Ms. Qian Yuanying. Save as

disclosed, there are no family or other material relationship among
the Board members.
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TRAINING 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 directors of the Company have participated in
continuous professional development to develop and refresh their
skills and knowledge in accordance with Paragraph A.6.5 of the CG
Code. The Company has also provided information relating to the
regulatory update, including 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 from time to time.

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. All directors have full and timely access to all
information of the Company as well as the services and advice from
the Company Secretary and senior management.
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According to current Board practice, any material transaction, which
involves a conflict of interests for a substantial shareholder or a
director, will be considered and dealt with by the Board at a duly
convened Board meeting.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The Chairman of the Board and the Chief Executive Officer have
different roles and responsibilities. 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 2019.

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 accepted a letter of appointment with the Company
for a term of two years. Each of the independent non-executive
directors has made an annual confirmation of independence
pursuant to Rule 3.13 of the Listing Rules. The Board considers that
all independent non-executive directors meet the independence
guidelines set out in Rule 3.13 of the Listing Rules and are
independent.

RESPONSIBILITIES, ACCOUNTABILITIES AND
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.
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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.

BOARD DIVERSITY POLICY
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
limited 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.

NOMINATION POLICY

The Board has adopted a Nomination Policy setting out the relevant
selection criteria and nomination procedures in order to select or
make recommendations on the selection of individuals nominated
for directorships. The selection criteria includes ability to devote
sufficient time and attention to the affairs of the Company,
reputation for integrity, accomplishment and experience in the
relevant industries, commitment in respect of available time and
relevant interest, diversity in all its respects and effectiveness in

carrying out the responsibilities of the Board.

To nominate a director, the secretary of the Nomination Committee
shall call a meeting of the Nomination Committee, and invite
nominations of candidates from Board members if any, for
consideration by the Nomination Committee prior to its meeting.
The Nomination Committee may also put forward candidates who

are not nominated by Board members.
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For filling a casual vacancy, the Nomination Committee shall make
recommendations for the Board’s consideration and approval. For
proposing candidates to stand for election at a general meeting, the
Nomination Committee shall make nominations to the Board for its
consideration and recommendation.

In order to provide information of the candidates nominated by the
Board to stand for election at a general meeting, and to invite
nominations from the shareholders of the Company, a circular will
be sent to the shareholders. The circular will set out the lodgment
period for the shareholders to make the nominations. The names,
brief biographies (including qualifications and relevant experience),
independence, proposed remuneration and any other information,
as required pursuant to the applicable laws, rules and regulations,
of the proposed candidates will be included in the circular to the
shareholders.

Until the publication of the circular, the nominated persons shall not
assume that they have been proposed by the Board to stand for
election at the general meeting.

A candidate is allowed to withdraw his or her candidature at any
time before the general meeting by serving a notice in writing to
the Company Secretary of the Company.

The Board shall have the final decision on all matters relating to its
recommendation of candidates to stand for election at any general
meeting.

DIVIDEND POLICY
The Board has adopted a Dividend Policy setting out the approach

to target dividend payout ratio of the Company, which is
determined by the Board at its sole and absolute discretion, subject
to:

1. the requirements of the Company's constitutional
documents;
2. the solvency requirements of the Companies Law of the

Cayman lIslands;

3. there being sufficient amount of retained profits and share
premium of the Company for the dividend payment;

4. any financial covenants and other restrictions that exist with
respect to certain of the Company’s financing arrangements
and other agreements by which the Company is bound from
time to time;

Annual Report 2019 4



PXREBWS
CORPORATE GOVERNANCE REPORT

5. ARFIREMBAROEF - BBHA -
REXE BERTE Z2EBEE2FERR
RS EX

6. MEBARIMARRLNHIEESKRE M

7. EXEQUREA/EEMNEMER -

ExgZzEs

EZECRU-AZES AERZES  FM
ZEERREZBEUREAARNBERE -
ARBIMAZESHRLT AEREmBER
EERREEURRBEECEAARRER
FrE LTI - RIZEREHE TR -

BEREES
ERZBEGZIZREABDESTSENELX
RAZBMZEE HBER  BBR®RELS -
RBRERRRNARBEERF -

ENZECZHERPAEEZECSHZHRE
BRI

5. the earnings, financial position, results of operation,
expansion plans, working capital requirements, and
anticipated cash needs of the Company and its subsidiaries;

6. the payment by subsidiaries of cash dividends to the
Company; and

7. other factors which the Board may deem appropriate.

BOARD COMMITTEES

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.

AUDIT COMMITTEE

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:

541 BRULE ETHE
Member No. of meetings attended/held
BuUFHTES

Independent non-executive director
IRPEE (2E)

Mr. Wang Guozhen (Chairman)

Mr. Huang Chunhua

TEEE

Mr. Jin Zhong
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3/3
3/3
3/3
3/3
3/3
3/3

During the meetings, the Audit Committee reviewed the accounting
principles and practices adopted by the Company and discussed
auditing, risk management system, 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.
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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.

The composition of the Remuneration Committee and the
attendance of the Committee meetings during the year are as

follows:

ERHEBITHE
No. of meetings attended/held

BYFHITES

Independent non-executive director
BEELE(LE)

Mr. Huang Chunhua (Chairman)
eELLE

Mr. Jin Zhong

TEZEE

Mr. Wang Guozhen
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HER  RARBIFANTEST 2B

11

171
171

171
171
171

During the meetings, 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, make recommendations to the Board on the
appointment and succession planning of directors with reference to
the Nomination Policy adopted, and assess the independence of

independent non-executive directors.
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of the Committee meetings during the year are as follows:
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composition and the independence of the independent
non-executive directors 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.

In accordance with Articles 108(A) and (B), Ms. Qian Yaunying,
Mr. Jiang Dawei and Mr. Jin Zhong will retire by rotation from the
Board at the forthcoming annual general meeting and being
eligible, offer themselves for re-election.

DIRECTORS’ RESPONSIBILITIES ON THE FINANCIAL
STATEMENTS

The Directors acknowledged their responsibility for preparing the
financial statements of the Company for the year ended 31
December 2019. 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.
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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 54 of this annual
report.

AUDITOR’S REMUNERATION

During the year, the remuneration in respect of 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.

RISK MANAGEMENT AND INTERNAL CONTROL
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 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.

Notice of AGM and extraordinary general meetings (“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.
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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.

2. Such requisition shall 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: Room 2509, Harcourt House, 39 Gloucester
Road, Wanchai, 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.
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3. The EGM shall be held within two months after the deposit

of such requisition.

4. 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.

Procedures for shareholders to direct enquiries to the Company
For matters in relation to the Board, shareholders can contact the

Company at the following:

Address: Room 2509, Harcourt House, 39 Gloucester Road,
Wanchai, Hong Kong

Email: info@creh.com.hk

Telephone: (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
Telephone: (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 Room 2509,

Harcourt House, 39 Gloucester Road, Wanchai, Hong Kong.
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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.

The 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
audited consolidated financial statements of China Rare Earth
Holdings Limited (the “Company”) and its subsidiaries (collectively
the “Group”) for the year ended 31 December 2019.

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 20 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 2019 are

set out in the consolidated statement of profit or loss on page 55 of

this 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 and retained profits/accumulated losses. As at 31
December 2019, the reserves of the Company available for
distribution to shareholders amounted to HK$2,185,392,000.

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

years is set out on page 168 of this annual report.
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PROPERTY, PLANT AND EQUIPMENT
Details of movements in property, plant and equipment of the
Group during the year are set out in note 17 to the financial

statements.

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

year are set out in note 29 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

Ms. Qian Yuanying (Chairman)

Mr. Jiang Quanlong

Mr. Jiang Dawei (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 Yaunying, Mr. Jiang Dawei and Mr. Jin
Zhong will retire by rotation from the Board at the forthcoming
annual general meeting and being eligible, offer themselves for

re-election.

As at 31 December 2019, none of the directors has a service
contract with the Company which is not determinable by the
Company within one year without payment of compensation other

than statutory compensation.
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DIRECTORS" AND CHIEF EXECUTIVES' INTERESTS AND
SHORT POSITIONS

As at 31 December 2019, the interests and short positions of the
directors and chief executives of the Company and their respective
close associates in the shares, underlying shares and debentures of
the Company and its associated corporations as recorded in the
register kept by the Company pursuant to Section 352 of the
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. RAQXRRGERE 1. Interests in shares of the Company

HARATRE BT

= BEtE 5% ROEE RAEANE D

% to the issued

share capital of

Director Nature of interest/Capacity Number of shares the Company

iz s EREZ KA 707,179,200 (Hfz1) 30.20%

Qian Yuanying Founder of a trust 707,179,200 (Note 1) 30.20%

iz s ERLUNCIPA: T 21,000,000 (Hf7z2) 0.90%

Qian Yuanying Interest of controlled corporation 21,000,000 (Note 2) 0.90%

B oREE [ E S NI 728,179,200 (Miz#1%2) 31.10%

Jiang Quanlong Interest of spouse/Interest of 728,179,200 (Notes 1 & 2) 31.10%

controlled corporation

BARE ERfEBA 530,077 (Hf#23) 0.02%

Jiang Dawei Beneficial owner 530,077 (Note 3) 0.02%
Ktat - Notes:

1. 707,179,2000% LA &F & & #BYY Holdings
Limitedi¥H - E2MBEBETRAHYY
Trust® 5 AYYT (PTC) LimitedFT#E A -
MZHABERELAENRBETRL
TREFREAEBNAT - BREF K
BEHRAIEXVB 2z ERZEBTRLZ LT AYY
TrustfIZ A » B RBELERB TR
£ AYY Holdings Limited & = ©

2. 21,000,000/% A 4F & i #BPraise Fortune
Limited# 74 + £39.93% %) 2 % T A H
BRELENEBETLRELIFR &
JT & % + APraise Fortune Limited#) &=
$ °

3. MEBERGHRIFERFE -
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1. 707,179,200 shares are held in long position through YY
Holdings Limited, the entire issued share capital of which 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 YY Holdings
Limited.

2. 21,000,000 shares are held in long position through Praise
Fortune Limited, 39.93% of its issued share capital is held by
Ms. Qian Yuanying, the spouse of Mr. Jiang Quanlong.
Ms. Qian Yuanying is a director of Praise Fortune Limited.

3. All the shares are held in long position.
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Interests in shares, underlying shares or equity interests

in associated corporations

WEERBEMRLE] (a) Microtech Resources Limited
HEAREBITRAF
E=x EEME H% ERTROEIREE ZROERNE DT
% in the class of
shares in the issued
Nature of interest/ Number and class of share capital of
Director Capacity issued shares the company
B EifEA SRTREIE 113,000,000 30%
Qian Yuanying Beneficial owner 3,000,000 non-voting deferred shares 30%
R EE EREBA ERERIELR7,000,0008 70%
Jiang Quanlong Beneficial owner 7,000,000 non-voting deferred shares 70%

HEFE KL EHRZL A

(b) Yixing Xinwei Leeshing Rare Earth Company Limited

Bx EEME 55 RAEZB D
Director Nature of interest/Capacity % equity interest
R RERA S 5%
Jiang Quanlong Interest of controlled corporation 5%
Hiet - Note:

ZERBZDNEBRERTREEERA
AEA ZTECERBERELER
B0%HER R THI10%Em B ETF
BE BRELETAZLENERE

REA -

The equity interest is held by Yixing Xinwei Group Co., Ltd.,
a PRC domestic enterprise 90% owned by Mr. Jiang
Quanlong, with the remaining 10% owned by his son.
Mr. Jiang Quanlong is also the legal representative of the
enterprise.
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(c) YY Holdings Limited

(c) YY Holdings Limited

HEATEBITRAF

Bz BHEEE 6 BRITRPENREE ZROERINBE DL

% in the class of

shares in the issued

Number and class of share capital of

Director Nature of interest/Capacity issued shares the company

BITH EFEZBSZA TR 1A% 100%

Qian Yuanying Founder of a trust 1 ordinary share 100%

BITH EFEZBSZA B 517 25,0008 100%

Qian Yuanying Founder of a trust 25,000 preference shares 100%

R EE RERF 2 B BB 1 100%

Jiang Quanlong Interest of controlled corporation 1 ordinary share 100%

R EE RERF 2 B Bk 1725,0008% 100%

Jiang Quanlong Interest of controlled corporation 25,000 preference shares 100%
et - Note:

YY Holdings Limitedf) % &8 2 %17 %
AAYY Trustf) 5 AYYT (PTC)
LimitedFT A - MEX & ARBRE
EENEBETRZIRETE2ER
BEH AT - BEHRAEEIEXVE
ZEBRBEITELZ LT AYY Trusth kL
AN BRELERBTRLZLTAYYT
(PTC) Limited W E =

BERBREN R-E-AE+-A=+—8 -
BB A RSN | E3525F FE 2 B2 M
RFFE EEAAREEREIBTRABRAE
BRI A TRAD A REAEY AR ZRG - 88
AP BB S B HRR AR A T TERETAA -
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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.

Save as disclosed above, as at 31 December 2019, none of the
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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2EEEITRABYYT (PTC) Limited AT
BHQFYY Holdings Limited A B = A
ANFHOFBARRATRKRN707,179,2008%
HEARDBBEITRGB30.20% ©

2. YYT (PTC) Limited# R & EEMEE =
B E /TR AAIYY Holdings Limited i #5
BHARRRIANT07,179,2000% K #E 25 ©

BRERBEN R_F-NFE+_A=+—H"
RIBIEF R REGRD ] FE3364GMEFEZELM
NS BARBESHERITRARIN  #HE
H i A LBAARBRAN R R Z 8D 2k 48 58 Bk
DRAEAERRAR -
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SUBSTANTIAL SHAREHOLDERS' INTERESTS AND

SHORT POSITIONS
So far as is known to the directors, as at 31 December 2019, 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 707,179,200
shares of the Company in long position, representing
approximately 30.20% of the issued share capital of the

Company as beneficial owner.

2. YYT (PTC) Limited was deemed to be interested in long
position in 707,179,200 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 2019.

SHARE OPTION SCHEME

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 2019, there was no option granted,

cancelled or lapsed under the New Scheme.
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The major terms of the New Scheme are as follows:

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.

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.

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.

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.

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.

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.

The exercise price may be determined 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;

(ii) 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.
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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$813,000 as
rental expenses to Mr. Jiang Quanlong for the use of his 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.

DIRECTORS’ INTERESTS IN COMPETING BUSINESS
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.

PERMITTED 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.
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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 13%
— five largest customers combined 51%
Purchases
— the largest supplier 42%
— five largest suppliers combined 68%

None of the directors, their respective 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 20 to 33 of this

annual report.
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EKEORE BUSINESS REVIEW
AEEREXEBHOONBERREERNAFTHREHEIS A review and prospects of the business of the Group are discussed
BREEREEPIH - in the Chairman’s Statement on pages 6 to 15 of this annual report.
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Principal risks and uncertainties

Business environment changes continuously and the Group
is facing significant risks and uncertainties associated to it.
Instabilities in the global economy, especially in China, led
to fluctuation in the market supply and 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 will fluctuate the prices, supply and demand. Moreover,
the development of advanced technology will 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.

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 this annual

report.

Environmental policies 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 minimizing 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.
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Compliance with laws and regulations

Most of the Group’s operations are situated in China and so
all of those laws and regulations which 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 on the Group’s operation. The Group did not
aware of any violations on the above laws and regulations

during the year.

Relationship with key stakeholders

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 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.
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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 Rules Governing the

Listing of Securities on the Stock Exchange during the year.

AUDITOR
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 2019 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

Qian Yuanying
Chairman
Hong Kong, 30 March 2020
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13F Neich Tower
128 Gloucester Road
Wanchai Hong Kong
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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 55 to 167 which comprise the consolidated statement of
financial position as at 31 December 2019, 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 2019, 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. Qur 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.

Annual Report 2019 4



18 Y 1% & B ¥R S
INDEPENDENT AUDITOR’S REPORT

BEREFEGE

Valuation of the Group’s inventories

FRHG A BIREMNZ20) R4(a)EFREFHETHE  HBIRIGFTURG R BEHRME222 8 — X EH -

Refer to notes 2(h) 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.

HEEEE
Key Audit Matter

R=B-NAF+-HA=1+—H8"
256,243,000/ 7T ©

The carrying amount of the Group’s inventories was
approximately HK$256,243,000 as at 31 December 2019.

EEEFENREENR

EREER B BEBBRED M S BRI TR 2 AR K&
ETHEMR A RABEFE 2 AIHERE - EF SR
EUNERPNCEE

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.

EEMAEEBERHE  DRERAEFEEELRKEL
R EBMmiEL -

The determination of the basis of write down is a
significant judgement based on historical experience of
stock losses and expected future sales prices.

EEER_Z-NFT_A=T—"BETFEEES - UH#H
E_T-NFT A=+ -BIEFERELN19,375,000%
T A EERAERENATERFE - EXKETREE
—E-NET AT HLEFERBEFEEMATFE
BB #491,955,000/8 T

The Group carried out the inventory review as at 31
December 2019 and provided allowances of approximately
HK$19,375,000 to write down inventories to their net
realisable value during the year ended 31 December 2019.
The Group also reversed allowances of approximately
HK$1,955,000 for previous years' write down of
inventories during the year ended 31 December 2019.

REEEEMETFEZAZRFE  ERER/N_-Z
—hWFE+ZA=+—H SEEZFEHERRE -

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 2019.
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REFTPEEBRRENSEZE %
How our audit addressed the Key Audit Matter

TEREREEY S5EFECHREENGETCRFBRE
(HFRBE) LATHIE :

Our procedures in relation to management'’s assessment of
the carrying amount of the Group’s inventories included,
among others, the followings:

o THREEEMRAGFENEBRFENTE  KFHEEE
BIES R AR RO EREE

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 HEBENRRIIEEBEMAEBRER TRIURE
FAEATIHE T Z A FTER A Y B E

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

o FMEFTEFEREZRFEMERNTERRRE i REHR
SHETF B OB SO H B S R R m S 4R

e Assessing the methodology and assumptions used in
the calculation of the net realisable value of the
inventories; and recalculating the allowance and
reversal of allowances for write down or write off of
inventories;

s HMEFENFHEENER  TRIKARETHENRS
Z AR ERE M RARRANE ¢ R

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

o FEMWERZZE-—AF+ZA=1+—HBHMETrAIZERF
BEERRKANBEEEETH -

e Assessing the sufficiency of allowances where the
estimated net realisable value was lower than the cost
as at 31 December 2019.
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Impairment of the Group's trade receivables
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BRHGEE I BBREIMZ29)()  2()R4@) 2 EFRKEBHREABE ~ B RIGT ARG S FREZN 223 835(a) 28—

X -

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

accounting policies, judgements and estimates and notes 23 and 35(a) to the consolidated financial statements for further

information.

REETTEE
Key Audit Matter

RZZE-NAF+ZA=+—H  E5EEKRETHNEREE
#143261,933,000/8 7T * KRR ER1E4730,260,000/8 7T

The carrying amount of the Group's trade receivables was
approximately HK$261,933,000 as at 31 December 2019,
net of impairment losses of approximately HK$30,260,000.

BRERHEESE ( [REMEEERE] ) BRAFFMEBURER
ZREFZERERAEARAE R - BIERSZBHE
EFERDEEREEREZERAEBETIE - WM
BrREREITERENY -

The assessment of impairment of trade receivables under
the expected credit loss (“ECL") model requires the
application of significant judgement and estimates by
management. The ECL on trade receivables are assessed
individually for debtors which are credit impaired and
collectively using a provision matrix.

REFTFEEFARET BRI E
How our audit addressed the Key Audit Matter

EEREEEY EEEEUERZRENGETZERFE
& (HRERE) ATEIE :

Our procedures in relation to management’s impairment
assessment on the Group’s trade receivables included,
among others, the followings:

s TEHREAS EfERERUCESRREAHEEER

R
e Understanding and testing the design, implementation
and operating effectiveness of the Group’s key controls
over credit control, debt collection and impairment

assessment under the ECL model;

o ARERENGITEBERERAERAZEMN  BEEK
RRZBRER AN - IEANEER A TR ERIEE
AR A 8 B AT

e Testing the information used by management to
develop the provision matrix including ageing analysis
of trade receivables, on a sample basis, by comparing
individual items in the analysis with the relevant sales

invoices;
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BREEWESHRE ()

Impairment of the Group's trade receivables (Continued)

HEETER
Key Audit Matter

BESERBENGEEBERAHN - NE+_A=1T—
BZBRUWERFETRENE RBEE_ZE-—NAF+A
=+—BIEFE X ESEROEKERZHESRFEN
2,601,000/ 7T °

The Group performed the impairment assessment on trade
receivables under the ECL model as at 31 December 2019.
The Group reversed net impairment loss on trade
receivables amounting to approximately HK$2,601,000
during the year ended 31 December 2019.

RIBEREHRBEEFEEX T RERFRETE - &
BESLARRAN-ZE-—NET_A=+T—HZERKER
AEREERH -

Based on the management'’s assessment on the impairment
of trade receivables under the ECL model, the
management concluded that the impairment loss on trade
receivables was adequate as at 31 December 2019.
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REFTEERRETZEZLZE
How our audit addressed the Key Audit Matter

o BEMETEEEMERAZEN BEEHEEEUHREE
RMERBER R 2 #A - BIFBEROBE 2 BRI - 5
HREBREXEGREFTEENRI LATEIEE R ET
BEABRRREARFEMLE 2 BERRERBE - Ut
ERERET T —NF+_A=+—BEKEZRZH
BEEBERAELHE Rtz &8 E R

e Assessing the reasonableness of management’s
judgement and estimates in determining impairment
loss on trade receivables as at 31 December 2019 by
examining the information used by management,
including review of management’s identification of
trade receivables with credit impaired, testing the
accuracy of the historical default data, evaluating
whether the historical loss rates are appropriately
adjusted based on current economic conditions and
forward-looking information, and examining the actual
impairment losses recorded during the current year;

and

o BRI -NFT+ZA=1T—HHERERERBER
ERTBFETHEERBERTE ZHEWA °

e Checking cash receipts from customers after the
financial year end relating to the trade receivables

balance as at 31 December 2019, on a sample basis.



Hib &
ERREFREMEHNAR -HMENBREFR
rEER T BRFAMBHRREESMULHE

2 BRI R -

EHEAMBRRREZLBERLTHE %Em
£ BEN R REEATAZRESR °

UBSH’DH

L.

RESHERAMBERRET IR TIEMS
FREEHEMERN YERHEMENETE
AW%ﬁﬁiigﬁg?IW%%ﬁ;ﬂz
HEEBATHEMER  XHEEMTELHREKN
HRE - & FERPTETIIEMS L EME
HAERHERRML & AEZEERBRARS
Aot BEWEBERCEE

% i
1} i

ESRGAMBRRAREZEE

ERARESEBERBEEBSSAMASHMZ
BAMBRELEAEEERAGH 2 HBEES
RUBEERTRBBERZGETBRE k=2
FERHREGAVBHRRBUEZEBN
- UEREREVBBRERTEFERRRGE
ok 55 R 1 B BN 2 B A AR BR AL o

ERBGEEVBERRE EAREFAERN
i BEREFELEZEN TEERBERTH
BREBRERHZEE  UREARELER
SEER KRF BERRNEFEER EEEF
BRELEE  SHELMERERTR -

ERFAEENERZEGNHET BTEE
EREMBREEFNEL -
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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 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.
The directors of the Company are assisted by the Audit Committee

in discharging their responsibilities for overseeing the Group’s

financial reporting process.
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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.

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

disclosures made by the directors.
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e HEEHABEKEeTEM AT MHE e Conclude on the appropriateness of the directors’ use of the

HatEw UREBMER B ERE BE going concern basis of accounting and, based on the audit

BHEEHRERESEREECEATETE evidence obtained, whether a material uncertainty exists related
Mo mMAREERYE EEBECHELE to events or conditions that may cast significant doubt on the
ETELXEARE HMESERAGFEEKX Group's ability to continue as a going concern. If we conclude
THEE I - BBV EEZ A RS P RE that a material uncertainty exists, we are required to draw
FRAEEIEGEVBRET 2 HEHE - attention in our auditor’s report to the related disclosures in the
HEBHELR AEBiTEEEH-BE consolidated financial statements or, if such disclosures are
R DENE XSRS B IEFTEE inadequate, to modify our opinion. Our conclusions are based
TEEBE R KRR EIE BN A4 on the audit evidence obtained up to the date of our auditor’s
BY BEEEEBERKE - report. However, future events or conditions may cause the

Group to cease to continue as a going concern.

o LG AFBHEAZEBEZRHA LB e Evaluate the overall presentation, structure and content of the
AR BREBEEER  UWREAHBER consolidated financial statements, including the disclosures, and
REAFERMEERZMEE - whether the consolidated financial statements represent the

underlying transactions and events in a manner that achieves

fair presentation.

e ® BXKE E%f?%ﬂw/ﬁibzﬁﬁfxﬁﬂ e Obtain sufficient appropriate audit evidence regarding the

ERREREE ZETRE UEHEKRA financial information of the entities or business activities within
BB RERER -8B %é%‘i BEt 2 the Group to express an opinion on the consolidated financial
FHA - EBMHAIT - BEEAEZE R AR statements. We are responsible for the direction, supervision
2EEME - and performance of the group audit. We remain solely

responsible for our audit opinion.

EEHEZZE SR (EheE) Bit zatEl& We communicate with the Audit Committee regarding, among
B BETHEREREAREER  ZS%EA other matters, the planned scope and timing of the audit and
RESEEMBRTPHEN CAPEE 2 ERNE significant audit findings, including any significant deficiencies in

RIREK © internal control that we identify during our audit.

EENRBZEESEHER  ELE e We also provide the Audit Committee with a statement that we
BB HABRENR ﬂﬁif&%% ] E have complied with relevant ethical requirements regarding
WEBRASTEZEB UM ZHEBER independence, and to communicate with them all relationships and

thEE - ARMEELSEEE(NER) ° other matters that may reasonably be thought to bear on our

independence and, where applicable, related safeguards.
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REARETZE EEEREMBSTHAZS
EHE-BRIFZRIERTANOARABEZET S
B HESRRFRZBERT  HeERBEES
HETPBRAREFHREN L AARRBEELZ

DB MEFRETEERSHEEZSE -

HEBYZEMBE cEFBBEERARKE -

AREGETHEEAERAT
HECIHD
B8 _E-_TF=A=1+H

ok
HEFZRS P07296
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From the matters communicated with the Audit Committee, 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 Lai Wing Ip.

Ascenda Cachet CPA Limited
Certified Public Accountants
Hong Kong, 30 March 2020

Lai Wing Ip
Practising Certificate Number P07296
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

o —F-N\F
2019 2018
B = THT TAEL
Note HK$'000 HK$'000
'ON Revenue 5 1,018,535 902,095
HERKA Cost of sales (941,427) (841,667)
EA Gross profit 77,108 60,428
H e A Other income 6 5,331 16,398
HERDHE A Selling and distribution expenses (11,170) (13,214)
EHER Administrative expenses (42,621) (52,150)
& KT8 QA 2 W Gain on disposal of a subsidiary 32 - 1,925
Hiis =2 Other operating expenses 7(a) - (8,647)
Hitls/ (B518) 2B Other net gain/(loss) 7(b) 12,848 (3,819)
REEBET Profit from operations 41,496 921
B 7 B AR Finance costs 8(a) (588) =
BB A0 35 A Profit before taxation 8 40,908 921
e Income tax charge 9 (1,321) (8,297)
REERA,/ (FE) Profit/(loss) for the year 39,587 (7,376)
THALTEEREE Profit/(loss) for the year
wAl/ (BR) attributable to:
VN/NGIEZ Y =DN Owners of the Company 38,885 (5,424)
it s Non-controlling interests 702 (1,952)
39,587 (7,376)
BREMN/(HR) Earnings/(loss) per share
—HEARREE - Basic and diluted 14 HK1.66 centsi&fll  HK(0.23) centsi& 1Ll

E62EE167H 2 MBI BHREREF 50K - The notes on pages 62 to 167 form part of these financial

statements.
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

BE-F-AF+=-A=1+—ALHFE For the year ended 31 December 2019

—E-NEF —E-N\F
2019 2018
Bt =E FER TET
Note HK$'000 HK$'000
REERA (BB Profit/(loss) for the year 39587 (7,376)
rEEHMEEER Other comprehensive loss for
(MBREHBERESERAR) the year (net of nil tax and
reclassification adjustments)
ARAEEEEE B i EE ©  Items that may be reclassified
subsequently to profit or loss:
- BEBINEBTBRERZ — Exchange differences on
=5 translation of financial
statements of foreign operations (56,660) (120,903)
- HENB QA R bFE R — Release of translation reserve
FEEEn upon disposal of interest in a
subsidiary 32 - (1,493)
(56,660) (122,396)
rEERXHEBEAE Total comprehensive loss
for the year (17,073) (129,772)
THATEERFESZA Total comprehensive loss
EEAE: for the year attributable to:
F/NGIEZ=DN Owners of the Company (17,646) (127,502)
JEIE S Non-controlling interests 573 (2,270)
(17,073) (129,772)
F62HE167H 2 M ER T B REE D —ZH o The notes on pages 62 to 167 form part of these financial
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

RZT—NAF+=A=+—H As at 31 December 2019

—E-hF —E-N\F
2019 2018
Bt & FET FAET
Note HK$’'000 HK$'000
FRBEE Non-current assets
kS Goodwill 16 - _
M BERZE Property, plant and equipment 17 162,736 182,158
FAEEE Right-of-use assets 18 100,736 =
ERNTREN TS Prepaid lease payments on
land under operating leases 19 - 98,476
HMIERBEE Other non-current asset 21 - 17,307
BERBEAE Deferred tax assets 27(b) 3,810 —
267,282 297,941
RBEE Current assets
EANTREN TS Prepaid lease payments on
land under operating leases 19 - 3,107
FE Inventories 22 256,243 153,530
JFE WSz B 5 R 5L b P KR Trade and other receivables 23 313,037 464,479
B RERES Prepayments and deposits 23 415,804 184,155
Al Y [ £ 38 Tax recoverable 27(a) 737 753
RekBFEeEFEERE Cash and cash equivalents 24 1,478,953 1,666,292
2,464,774 2,472,316
RBEE Current liabilities
JEE 151 BR 5K Trade payables 25 74,776 78,894
JE 5t FRIE R H b FE {51 5K Accruals and other payables 25 44,388 63,458
B ESHKIE Amounts due to directors 26 2,921 2,580
HEBE Lease liabilities 28 1,181 =
JE T %18 Tax payable 27(a) 3,836 6,643
127,102 151,575
REEERE Net current assets 2,337,672 2,320,741
EEHAERARBERS Total assets less current liabilities 2,604,954 2,618,682
FRBEME Non-current liabilities
HEBE Lease liabilities 28 3,345 =
BEERE NET ASSETS 2,601,609 2,618,682
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

RZT—NFE+=A=+—H As at 31 December 2019

—E-NE —E-N\F
2019 2018
Bt 5 THET TET
Note HK$'000 HK$'000
EAR#EE CAPITAL AND RESERVES 29
N Share capital 234,170 234,170
& Reserves 2,361,275 2,378,921
AAREEAEGEES Equity attributable to owners of
the Company 2,595,445 2,613,091
I 42 IR R Non-controlling interests 6,164 5,591
EREE TOTAL EQUITY 2,601,609 2,618,682
FSSHEFITEZRAVKBRREHESTERN The consolidated financial statements on pages 55 to 167 were
“ETF-A=+HAMERRETE  WHNA approved and authorised for issue by the board of directors on 30
TATREREE : March 2020, and are signed on its behalf by:

BRE BT Jiang Quanlong
BF BF Director

Qian Yuanying

Director

F62BE1678 2B B B mFRE AR —I[H) o The notes on pages 62 to 167 form part of these financial

statements.
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Attributable to owners of the Company

HORDEIR
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

HE-_ZT-NWF+=-A=+—HILFE For the year ended 31 December 2019

BA ROEE  EAEE  iEEE  ERRE  ZaEB NGt FERER A
Non-
Share Share Capital Statutory ~ Translation ~ Accumulated controlling
capital premium reserve reserves reserve losses Sub-total interests Total
TET TEL TAL TAT THEL TAL TAL TAT TEL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
RZB-\5-A-H At 1 January 2018 234,170 2,093,306 22,348 251,948 415,364 (276,543) 2,740,593 7,861 2,748,454
REF-\E28#nRY Changes in equity for 2018:
rERER Loss for the year - - - - - (5,424) (5,424) (1,952) (7376)
Hit2EEE  MKREHE  Other comprehensive loss, net
REHERER of nil tax and reclassification
adjustments
~BE BN EBRBERE - Exchange differences on
ZERER translation of financial
statements of foreign
operations - - - - (120,585) - (120,585) (318) (120,903)
-HEMBARERBEL - Release of translation reserve
HEEn upon disposal of interest in
a subsidiary - - - - (1,493) - (1,493) - (1,493)
rEE2EFEAR Total comprehensive loss
for the year = = = = (122,078) (5,424) (127,502) (2,270) (129,772)
HENBARIERRFHEEL  Release of reserves upon disposal
of a subsidiary - - - (2,870) - 2,870 - - -
RZB-NE+=BA=1+-H At31December 2018 234,170 2,093,306 22,348 249,078 293,286 (279,097) 2,613,091 5,591 2,618,682
R=E-hn%-A-AH At 1 January 2019 234170 2,093,306 22,348 249,078 293,286 (279,097) 2,613,091 5591 2,618,682
REFE-NEZEHEE Changes in equity for 2019:
AEERT Profit for the year - - - - - 38,885 38,885 702 39,587
Hit2EEE  1BREBHE  Other comprehensive loss, net
RESEEE of nil tax and reclassification
adjustments
- BB BT ERR — Exchange differences on
JEHER translation of financial
statements of foreign
operations - - - - (56,531) - (56,531) (129) (56,660)
AEERE (FB)/ Total comprehensive (loss)/
KRR income for the year - - - - (56,531) 38,885 (17,646) 573 (17,073)
RZB-AE+=A=1+-H At31December 2019 234,170 2,093,306 22,348 249,078 236,755 (240,212) 2,595,445 6,164 2,601,609

F62B 1678 M EBA M BRI EL+T —2B M o

The notes on

statements.

pages 62 to 167 form

part of these financial
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CONSOLIDATED STATEMENT OF CASH FLOWS

HE-_T-NFF+-A=+—HIFE For the year ended 31 December 2019

—E-hF —E-N\F
2019 2018
B 5 FTET FHBT
Note HK$'000 HK$'000
ReEEH Operating activities
B i A0 Profit before taxation 40,908 921
FEIFE : Adjustments for:
B 75 B AR Finance costs 8(a) 588 -
2 WA Interest income 6 (5,331) (4,717)
AR TIER Amortisation of prepaid lease
2 B payments on land under
operating leases 8(c) - 3,553
Mm% - BB R&E Depreciation of property, plant
e and equipment 8(¢) 32,214 41,799
CREEEZNE Depreciation of right-of-use
assets 8(c) 4,305 =
HEWE - BE R&E (Gain)/loss on disposals of
2 (W) B8 property, plant and equipment  7(b) (11,009) 96
HEWB AR Z e Gain on disposal of a subsidiary 32 - (1,925)
B[l FE W AR 5k 2 R B & 18 Net impairment losses reversed
R HE on trade receivables 7(b) (2,601) (823)
TR/ (F[E) H b e W Net impairment losses
ZRERBEFE recognised/(reversed) on
other receivables 7(b) 66 (5)
FE MR Write down of inventories 22(b) 19,375 20,753
17 & % [l Reversal of write down of
inventories 22(b) (1,955) (1,622)
76,560 58,030
EELELRY Changes in working capital
FEN Increase in inventories (124,665) (10,434)
JiE S BR 3R % L 4th 8 U 3k Decrease/(increase) in trade
WA (3 0) and other receivables 160,630 (155,529)
B FIEBRES (Increase)/decrease in prepayments
(gm) R and deposits (238,267) 135,526
BRI CRA) /& (Decrease)/increase in trade
payables (2,419) 2,967
JE 51 7K 38 N H b fE 3R (Decrease)/increase in accruals and
CR 4,/ #hn other payables (21,030) 36,755
fEfEEREE N Increase/(decrease) in amounts due
O 4) to directors 345 (1,062)
e (ER) /FENERS Cash (used in)/generated from
operations (148,846) 66,253
B TSR Income tax paid 27(a) (7,917) (7,972)
BeEEH (ER) Net cash (used in)/generated from
FEMELEE operating activities (156,763) 58,281
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mOREMER
CONSOLIDATED STATEMENT OF CASH FLOWS

HE-_T-NFF+-A=+—HIFE For the year ended 31 December 2019

—B-NF —E-N\F
2019 2018
Lz TERT TET
Note HK$'000 HK$'000
REEE Investing activities
BEWZE  WE KRB Purchase of property, plant
and equipment (21,951) (19,520)
HEME  BEREE Proceed from disposals of property,
Z B IE plant and equipment 4,133 60
BT BB #E 2 Cash compensation received from
e REE PRC government authority 21 17,115 -
HEMNBARIZES Net cash inflows from disposal of
mAFEEE a subsidiary 32 - 31,568
2 U F B Interest received 5,331 4,717
RETBAENREFEE Net cash generated from investing
activities 4,628 16,825
RMEED Financing activities
ENHEERE 2 EARIBHD Capital element of lease rentals paid (1,121) -
EMAERS 2 BB M Interest element of lease rentals paid (257) -
215 & Interests paid (331) =
BMETEBFEANRESFEE Net cash used in financing activities (1,709) -
ReRFALEEER Net (decrease)/increase in cash
(R) /#inFEE and cash equivalents (153,844) 75,106
FHReRALEEER Cash and cash equivalents at
beginning of the year 1,666,292 1,665,102
EXgunso8 Effect of changes in exchange rate (33,495) (73,916)
FRESRRAELEEER Cash and cash equivalents at
end of the year 24 1,478,953 1,666,292

F62BZ1678 MBI BREREF —2H o

statements.

The notes on pages 62 to 167 form part of these financial
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AFT=-A=+—RALEE For the year ended 31 December 2019
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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 this 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 and refractory products, 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-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES

a)

b)

Statement of compliance

These consolidated 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").

comply with the applicable disclosure provisions of the

These consolidated financial statements also

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 consolidated financial statements.

Basis of preparation of the financial statements
The consolidated financial statements for the year ended
31 December 2019 comprise the Company and its

subsidiaries.

The measurement basis used in the preparation of the
consolidated financial statements is the historical cost
basis, except for certain financial instruments, which are
stated at their fair value as explained in the accounting

policies set out below.

Annual Report 2019 4




87 15 ¥R 2% Bl 5F
NOTES TO THE FINANCIAL STATEMENTS

F-NE+=-A=1+—HALFE For the year ended 31 December 2019

BE=

2.

TESHEE @
b) HMBHEREHEE (H)
MENENAEEMBREERZH

(9]

BHRRFEEEBHELHE  H5 K
R MxFHE Bt RBRREF
ERRZEARMBHRCEE  BfF -
BARRXEHR ZSHht REH
BRIORBEEAZLRLEEBHAER
ZEBATHERE 2 RHEAMEAR
REEMEL MEBERBRERE
FLEARENREMREMSHNEE
REBEREEMELGZEE-
ERBFHE AN EEEF

AEBFEAEML T RABRRE
HAFfh - Bt BB NEFEE
B AEHEt A2 BN g

R RMEREHZERITIAKY
- BRI B I X R SR R R R -

EEEREEAE BV BHRE ERRA
R HREMBEBRREEATEZ
HIE - AR T EEERZEER
IR FE A M S o

Lol NS E R 5
MERARSAREZHNER - EX
] Eﬁ%@f’%%*ﬁ‘ﬁiﬁ?@* BAEH
AEERARERIERN - WA RE
EZER E’J%j}%;ui—%@i& )
HZERBAEEHE - EFEAKHE
~ERAAZENE REZE (AKX
SEXEMALRAN) BEERM -

Annual Report 2019 4

2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

b)

@)

Basis of preparation of the financial statements
(Continued)

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 consolidated
financial statements and major sources of estimation

uncertainty are discussed in note 4.

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.
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

)

Subsidiaries and non-controlling interests
(Continued)

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.

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(k) or 2(l) depending on the nature of the liability.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

<)

d)

Subsidiaries and non-controlling interests
(Continued)

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 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(g)(ii)).

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 group of cash-generating units) that is expected to
benefit from the synergies of the combination, which
represent the lowest level at which the goodwill is
monitored for internal management purposes and not

larger than an operating segment.
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

d)

Goodwill (Continued)

A cash-generating unit (or group of cash-generating
units) to which goodwill has been allocated is tested for
impairment annually or more frequently when there is
indication that the unit may be impaired. For goodwill
arising on an acquisition in a reporting period, the
cash-generating unit (or group of cash-generating units)
to which goodwill has been allocated is tested for
impairment before the end of that reporting period. If
the recoverable amount is less than its carrying amount,
the impairment loss is allocated first to reduce the
carrying amount of any goodwill and then to the other
assets on a pro-rata basis based on the carrying amount
of each asset in the cash-generating unit (or group of

cash-generating units).

On disposal of the relevant cash-generating unit or any
of the cash-generating unit within the group of
cash-generating units, the attributable amount of
goodwill is included in the determination of the amount
of profit or loss on disposal. When the Group disposes of
an operation within the cash-generating unit (or a
cash-generating unit within a group of cash-generating
units), the amount of goodwill disposed of is measured
on the basis of the relative values of the operation (or
the cash-generating unit) disposed of and the portion of
the cash-generating unit (or the group of cash-generating

units) retained.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

e)

Property, plant and equipment
Property, plant and equipment, other than
construction-in-progress, are stated at cost less
accumulated depreciation and any accumulated

impairment losses (see note 2(g)(ii)).

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(s)).

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.
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

e)

f)

Property, plant and equipment (Continued)

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(g)(ii)), 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.

Leased assets

At inception of a contract, the Group assesses whether
the contract is, or contains, a lease. A contract is, or
contains, a lease if the contract conveys the right to
control the use of an identified asset for a period of time
in exchange for consideration. Control is conveyed where
the customer has both the right to direct the use of the
identified asset and to obtain substantially all of the

economic benefits from that use.

As a lessee

(A)  Policy applicable from 1 January 2019

Where the contract contains lease component(s)
and non-lease component(s), the Group has elected
not to separate non-lease components and accounts
for each lease component and any associated
non-lease components as a single lease component

for all leases.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)
Leased assets (Continued)
As a lessee (Continued)

(A) Policy applicable from 1 January 2019 (Continued)

At the lease commencement date, the Group
recognises a right-of-use asset and a lease liability,
except for short-term leases that have a lease term
of 12 months or less and leases of low-value assets.
When the Group enters into a lease in respect of a
low-value asset, the Group decides whether to
capitalise the lease on a lease-by-lease basis. The
lease payments associated with those leases which
are not capitalised are recognised as an expense on

a systematic basis over the lease term.

Where the lease is capitalised, the lease liability is
initially recognised at the present value of the lease
payments payable over the lease term, discounted
using the interest rate implicit in the lease or, if that
rate cannot be readily determined, using a relevant
incremental borrowing rate. After initial recognition,
the lease liability is measured at amortised cost and
interest expense is calculated using the effective
interest method. Variable lease payments that do
not depend on an index or rate are not included in
the measurement of the lease liability and hence are
charged to profit or loss in the accounting period in

which they are incurred.
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2. FESTHEHE@) 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
f)y MHEEE (H) f)  Leased assets (Continued)
EAERTN (&) As a lessee (Continued)
A) B=—F—NF—H—HEBHH (A)  Policy applicable from 1 January 2019 (Continued)
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The right-of-use asset recognised when a lease is
capitalised is initially measured at cost, which
comprises the initial amount of the lease liability
plus any lease payments made at or before the
commencement date, and any initial direct costs
incurred. Where applicable, the cost of the
right-of-use assets also includes an estimate of costs
to dismantle and remove the underlying asset or to
restore the underlying asset or the site on which it
is located, discounted to their present value, less
any lease incentives received. The right-of-use asset
is subsequently stated at cost less accumulated
depreciation and impairment losses (see note 2(g)

(i)).

The lease liability is remeasured when there is a
change in future lease payments arising from a
change in an index or rate, or there is a change in
the Group's estimate of the amount expected to be
payable under a residual value guarantee, or there
is a change arising from the reassessment of
whether the Group will be reasonably certain to
exercise a purchase, extension or termination
option. When the lease liability is remeasured in this
way, a corresponding adjustment is made to the
carrying amount of the right-of-use asset, or is
recorded in profit or loss if the carrying amount of

the right-of-use asset has been reduced to zero.
The Group presents right-of-use assets and lease

liabilities separately in the consolidated statement

of financial position.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
f)  Leased assets (Continued)

As a lessee (Continued)

(B)  Policy applicable prior to 1 January 2019

In the comparative period, as a lessee the Group
classified leases as finance leases if the leases
transferred substantially all the risks and rewards of
ownership to the Group. Leases which did not
transfer substantially all the risks and rewards of
ownership to the Group were classified as operating

leases.

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

incurred.

g) Credit losses and impairment of assets

i)

Credit losses from financial instruments and contract
assets
The Group recognises a loss allowance for expected

credit losses (“ECLs"”) on the following items:

- financial assets measured at amortised cost
(including cash and cash equivalents, and

trade and other receivables); and

- contract assets as defined in HKFRS 15 (see
note 2(i)).
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
g) Credit losses and impairment of assets (Continued)

i)

Credit losses from financial instruments and contract
assets (Continued)

Financial assets measured at fair value, equity
securities measured at fair value through profit or
loss (“FVPL"), equity securities designated at fair
value through other comprehensive income
("FVOCI") (non-recycling) and derivative financial
assets, are not subject to the ECL assessment.

Measurement of ECLs

ECLs are a probability-weighted estimate of credit
losses. Credit losses are measured as the present
value of all expected cash shortfalls (i.e. the
difference between the cash flows due to the Group
in accordance with the contract and the cash flows
that the Group expects to receive).

The expected cash shortfalls are discounted using
the following discount rates where the effect of
discounting is material:

- fixed-rate financial assets, trade and other
receivables and contract assets: effective
interest rate determined at initial recognition
or an approximation thereof; and

- variable-rate financial assets: current effective
interest rate.

The maximum period considered when estimating
ECLs is the maximum contractual period over which
the Group is exposed to credit risk.

In measuring ECLs, the Group takes into account
reasonable and supportable information that is
available without undue cost or effort. This includes
information about past events, current conditions
and forecasts of future economic conditions.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

9)

Credit losses and impairment of assets (Continued)

Credit losses from financial instruments and contract
assets (Continued)

Measurement of ECLs (Continued)

ECLs are measured on either of the following bases:

- 12-month ECLs: these are losses that are
expected to result from possible default events
within the 12 months after the reporting date;
and

- lifetime ECLs: these are losses that are

expected to result from all possible default

events over the expected lives of the items to

which the ECL model applies.

Loss allowances for trade receivables and contract
assets are always measured at an amount equal to
lifetime ECLs. ECLs on these financial assets are
estimated using a provision matrix based on the
Group's historical credit loss experience, adjusted
for factors that are specific to the debtors and an
assessment of both the current and forecast general

economic conditions at the reporting date.

For all other financial instruments, the Group
recognises a loss allowance equal to 12-month ECLs
unless there has been a significant increase in credit
risk of the financial instrument since initial
recognition, in which case the loss allowance is

measured at an amount equal to lifetime ECLs.
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
g) Credit losses and impairment of assets (Continued)

i)

Credit losses from financial instruments and contract
assets (Continued)

Significant increases in credit risk

In assessing whether the credit risk of a financial
instrument has increased significantly since initial
recognition, the Group compares the risk of default
occurring on the financial instrument assessed at
the reporting date with that assessed at the date of
initial recognition. In making this reassessment, the
Group considers that a default event occurs when (i)
the borrower is unlikely to pay its credit obligations
to the Group in full, without recourse by the Group
to actions such as realising security (if any is held);
or (i) the financial asset is 90 days past due. The
Group considers both quantitative and qualitative
information that is reasonable and supportable,
including historical experience and forward-looking
information that is available without undue cost or
effort. In particular, the following information is
taken into account when assessing whether credit
risk has increased significantly since initial

recognition:

failure to make payments of principal or

interest on their contractually due dates;

- an actual or expected significant deterioration
in a financial instrument’s external or internal

credit rating (if available);

- an actual or expected significant deterioration

in the operating results of the debtor; and

- existing or forecast changes in the

technological, market, economic or legal
environment that have a significant adverse
effect on the debtor's ability to meet its

obligation to the Group.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Credit losses and impairment of assets (Continued)

9)

i)

Credit losses from financial instruments and contract
assets (Continued)

Significant increases in credit risk (Continued)

Depending on the nature of the financial
instruments, the assessment of a significant increase
in credit risk is performed on either an individual
basis or a collective basis. When the assessment is
performed on a collective basis, the financial
instruments are grouped based on shared credit risk
characteristics, such as past due status and credit

risk ratings.

ECLs are remeasured at each reporting date to
reflect changes in the financial instrument’s credit
risk since initial recognition. Any change in the ECL
amount is recognised as an impairment gain or loss
in profit or loss. The Group recognises an
impairment gain or loss for all financial instruments
with a corresponding adjustment to their carrying
amount through a loss allowance account, except
for investments in debt securities that are measured
at FVOCI (recycling), for which the loss allowance is
recognised in other comprehensive income and

accumulated in the fair value reserve (recycling).

Basis of calculation of interest income

Interest income recognised in accordance with note
2(q)(ii) is calculated based on the gross carrying
amount of the financial asset unless the financial
asset is credit-impaired, in which case interest
income is calculated based on the amortised cost
(i.e. the gross carrying amount less loss allowance)

of the financial asset.

At each reporting date, the Group assesses whether
a financial asset is credit-impaired. A financial asset
is credit-impaired when one or more events that
have a detrimental impact on the estimated future

cash flows of the financial asset have occurred.
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
g) Credit losses and impairment of assets (Continued)

i)

Credit losses from financial instruments and contract
assets (Continued)

Basis of calculation of interest income (Continued)

Evidence that a financial asset is credit-impaired

includes the following observable events:

-  significant financial difficulties of the debtor;

— a breach of contract, such as a default or past

due event;

- it becoming probable that the borrower 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; or

—  the disappearance of an active market for a
security because of financial difficulties of the

issuer.

Write-off policy

The gross carrying amount of a financial asset or
contract asset is written off (either partially or in
full) to the extent that there is no realistic prospect
of recovery. This is generally the case when the
Group determines that the debtor does not have
assets or sources of income that could generate
sufficient cash flows to repay the amounts subject

to the write-off.

Subsequent recoveries of an asset that was
previously written off are recognised as a reversal of
impairment in profit or loss in the period in which

the recovery occurs.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Credit losses and impairment of assets (Continued)

9)

ii)

Impairment of other non-current 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;

right-of-use assets;

prepaid lease payments on land under
operating leases;

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

other non-current assets.

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).
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2. FESTHEHE@) 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
9) FEFEREEREHE) g) Credit losses and impairment of assets (Continued)
i) B IEmEEES E (&) i) Impairment of other non-current assets (Continued)
- REBBEER - Recognition of impairment losses
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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
cash-generating 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 value
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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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

9)

h)

Credit losses and impairment of assets (Continued)

i) 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(g)(i) and (ii)).

Impairment losses recognised in an interim period in
respect of goodwill 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.

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.

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.
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BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

i)

)

Contract assets and contract liabilities

A contract asset is recognised when the Group recognises
revenue before being unconditionally entitled to the
consideration under the payment terms set out in the
contract. Contract assets are assessed for ECL in
accordance with the policy set out in note 2(g)(i) and are
reclassified to receivables when the right to the

consideration has become unconditional (see note 2(j)).

A contract liability is recognised when the customer pays
non-refundable consideration before the Group
recognises the related revenue. A contract liability would
also be recognised if the Group has an unconditional
right to receive non-refundable consideration before the
Group recognises the related revenue. In such cases, a
corresponding receivable would also be recognised (see
note 2(j)). For a single contract with the customer, either
a net contract asset or a net contract liability is
presented. For multiple contracts, contract assets and
contract liabilities of unrelated contracts are not

presented on a net basis.

When the contract includes a significant financing
component, the contract balance includes interest
accrued under the effective interest method (see note
2(q)).

Trade and other receivables

A receivable is recognised when the Group has an
unconditional right to receive consideration. A right to
receive consideration is unconditional if only the passage
of time is required before payment of that consideration
is due. If revenue has been recognised before the Group
has an unconditional right to receive consideration, the

amount is presented as a contract asset (see note 2(i)).
Receivables are stated at amortised cost using the

effective interest method less allowance for credit losses
(see note 2(g)(i)).
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

k)

m)

n)

Interest-bearing borrowings

Interest-bearing borrowings are recognised initially at fair
value less transaction costs. Subsequent to initial
recognition, interest-bearing borrowings are stated at
amortised cost using the effective interest method.
Interest expense is recognised in accordance with the
Group's accounting policy for borrowing costs (see note

2(s)).

Trade and other payables

Trade and other payables are initially recognised at fair
value and 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. Cash and cash equivalents are
assessed for ECL in accordance with the policy set out in
note 2(g)(i).

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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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
n) Employee benefits (Continued)

o)

i)

ifi)

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 profits/(losses)).

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.

Annual Report 2019 4




87 15 ¥R 2% Bl 5F
NOTES TO THE FINANCIAL STATEMENTS

BE-F-AFT=-A=+—RALEE For the year ended 31 December 2019

2.

TESHEE @

0)

Fri& %t (4)

AR AR BRAFERATBARAE
RBEMREHTREE LEHITL
MEFEZARRMNRE ARG
EFERNRBEAEMAR -

EETIRE EMEE D B B A
ERRERZR  BHER B RER &
ZEENBG RAERFESEHEZ
FMzZRMEL - BTEHRBEEIA
ARERAREEBEERRERGKE R
A e

BRTETAERZPISMERSN - FRAE
ERBEE ARMBEEHIREE
(B R P R 2R AR 7 B2 BX 15 J& &R % 0 7
MeTHZBEEERKNERZAN) BT
PATER - BFFHER B A THREEZ
BEELZRENRAEEZRKER
B A B E S i B AT R B
HERBE 2D MEFERTE
FEREEFR-HEERAR—ER
MU 3 TR A T T AR
ZRTRHRD 2 7 — B AR e
RMEEHBEEEELEZ R EREE
Bl sk 8 A 2 BiE A& @ - £ 57 E B Al
ZERNERZRARBDFERHEAR
EBRZHGEBERRBEMEL ZEL
MIREER KA LA AR Z FE2%E - B
ZEECHZRMRA-—MBERAE—
FERTEM B L EPERBER
FE BB HRAER G EE
A o

Annual Report 2019 4

2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

o)

Income tax (Continued)

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.

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.
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

o)

Income tax (Continued)

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.

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.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

o)

Income tax (Continued)

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

simultaneously; or

- in the case of deferred tax assets and liabilities, if
they relate to income taxes levied by the same

taxation authority on either:

—  the same taxable entity; or

- different taxable entities, which, in each future
period in which significant amounts of
deferred tax liabilities or assets are expected to
be settled or recovered, intend to realise the
current tax assets and settle the current tax
liabilities on a net basis or realise and settle

simultaneously.
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

p)

a)

Provisions and contingent liabilities

Provisions are recognised when the Group has a legal or
constructive obligation arising as a result of a past event,
it is probable that an outflow of economic benefits will
be required to settle the obligation and a 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 and other income

The Group's revenue mainly arises from the sale of goods
in the ordinary course of the Group’s business. Revenue
is recognised when control over a product is transferred
to the customer at the amount of promised consideration
to which the Group is expected to be entitled, excluding
those amounts collected on behalf of third parties.
Revenue excludes value added tax or other sales taxes

and is after deduction of any trade discounts.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

a)

Revenue and other income (Continued)

Where the contract contains a financing component
which provides a significant financing benefit to the
customer for more than 12 months, revenue is measured
at the present value of the amount receivable, discounted
using the discount rate that would be reflected in a
separate financing transaction with the customer, and
interest income is accrued separately under the effective
interest method. Where the contract contains a financing
component which provides a significant financing benefit
to the Group, revenue recognised under that contract
includes the interest expense accreted on the contract
liability under the effective interest method. The Group
takes advantage of the practical expedient in paragraph
63 of HKFRS 15 and does not adjust the consideration
for any effects of a significant financing component if

the period of financing is 12 months or less.

Further details of the Group’s revenue and other income

recognition policies are as follows:

i) Sale of goods
Revenue is recognised when goods are delivered at
the customers’ premises which is taken to be the
point in time when the customers have accepted
the goods and the related risks and rewards of
ownership. The customers have full discretion over
the goods, and there is no unfulfilled obligation
that could affect the customers’ acceptance of the

goods.

A receivable is recognised by the Group when the
customers have accepted the goods and the related
risks and rewards of ownership as this represents
the point in time at which the right to consideration
becomes unconditional, as only the passage of time
is required before payment is due. Customers have
no right to return the goods purchased once

accepted.
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
g) Revenue and other income (Continued)

ii)

fif)

Interest income

Interest income is recognised as it accrues under the
effective interest method using the rate that exactly
discounts estimated future cash receipts through
the expected life of the financial asset to the gross
carrying amount of the financial asset. For financial
assets measured at amortised cost or FVOCI
(recycling) that are not credit-impaired, the effective
interest rate is applied to the gross carrying amount
of the assets. For credit-impaired financial assets,
the effective interest rate is applied to the
amortised cost (i.e. gross carrying amount net of

loss allowance) of the assets (see note 2(g)(i)).

Government grants

Government grants are recognised in the
consolidated statement of financial position initially
when there is reasonable assurance that they will be
received and that the Group will comply with the
conditions attaching to them. Grants that
compensate the Group for expenses incurred are
recognised as income in profit or loss on a
systematic basis in the same periods in which the
expenses are incurred. Grants that compensate the
Group for the cost of an asset are deducted from
the carrying amount of the asset and consequently
are effectively recognised in profit or loss over the
useful life of the asset by way of reduced

depreciation expense.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

r)

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. The transaction date is the date on
which the Group initially recognises such non-monetary
assets or liabilities. 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.

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.
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

s)

t)

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.

Related parties
(@ A person, or a close member of that person’s

family, is related to the Group if that person:

=

has control or joint control over the Group;

=

has significant influence over the Group; or

iii) is a member of the key management personnel

of the Group or the Group's parent.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
t) Related parties (Continued)

(b)

An entity is related to the Group if any of the

following conditions applies:

i) The entity and the Group are members of the
same group (which means that each parent,
subsidiary and fellow subsidiary is related to
the others).

i)  One entity is an associate or joint venture of
the other entity (or an associate or joint
venture of a member of a group of which the

other entity is a member).

iii) Both entities are joint ventures of the same

third party.

iv)  One entity is a joint venture of a third entity
and the other entity is an associate of the
third entity.

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(t)(a).

vi) A person identified in note 2(t)(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.
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FTESTBE @) 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
t) BEAL(HE) t)  Related parties (Continued)
ZEATZEBRRERKEARNEZE Close members of the family of a person are those family
REARZHARBEHFEZAAL members who may be expected to influence, or be
FAREWZEATHEZZEREK influenced by, that person in their dealings with the
8 e entity.
u DERE|E u) Segment reporting
BAVERRAMEBFZEED LS Operating segments, and the amounts of each segment
SDEWIBEH 2 XBIRABDIERT A item reported in the consolidated financial statements,
EETRERRMEIARFEZEE are identified from the financial information provided
BRitE 2 REMEHRAAEBR S E regularly to the Group's chief operating decision maker
SEARARARB Y EERPER - for the purposes of allocating resources to, and assessing
the performance of, the Group’s various lines of business
and geographical locations.
M BREMS - BRERLEL DI Individually material operating segments are not
B0 D B A B L B aggregated for financial reporting purposes unless the
REERRRFES - £EAEME segments have similar economic characteristics and are
REBHENER - BERHE MR similar in respect of the nature of products and services,
HRE 2 EUREEREEE | the nature of production processes, the type or class of
B AR LB BR A1 o fim 37 3E ] B | K 2 & customers, the methods used to distribute the products
EoERFE RE ML FEER - AlZE or provide the services, and the nature of the regulatory
KED AR PHERIE - environment. Operating segments which are not

individually material may be aggregated if they share a

majority of these criteria.
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CHANGES IN ACCOUNTING POLICIES
The HKICPA has issued a new HKFRS, HKFRS 16 “Leases”, and
a number of amendments to HKFRSs that are first effective for

the current accounting period of the Group.

Except for HKFRS 16 “Leases”, none of the developments have
had a material effect on how the Group's results and financial
position for the current or prior 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.

HKFRS 16 “Leases”

HKFRS 16 replaces HKAS 17 “Leases” and the related
interpretations, HK(IFRIC) 4 “Determining whether an
arrangement contains a lease”, HK(SIC) 15 “Operating leases —
incentives” and HK(SIC) 27 “Evaluating the substance of
transactions involving the legal form of a lease”. It introduces
a single accounting model for lessees, which requires a lessee
to recognise a right-of-use asset and a lease liability for all
leases, except for leases that have a lease term of 12 months
or less (“short-term leases”) and leases of low-value assets.
The lessor accounting requirements are brought forward from
HKAS 17 substantially unchanged.

HKFRS 16 also introduces additional qualitative and
guantitative disclosure requirements which aim to enable users
of the consolidated financial statements to assess the effect
that leases have on the financial position, financial

performance and cash flows of an entity.
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CHANGES IN ACCOUNTING POLICIES (Continued)
HKFRS 16 “Leases” (Continued)

The Group has initially applied HKFRS 16 as from 1 January
2019. The Group has elected to use the modified retrospective
approach and has therefore recognised the cumulative effect
of initial application as an adjustment to the opening balance
of equity as at 1 January 2019. Comparative information has
not been restated and continues to be reported under HKAS
17.

Further details of the nature and effect of the changes to
previous accounting policies and the transition options applied

are set out below:

a) New definition of a lease
The change in the definition of a lease mainly relates to
the concept of control. HKFRS 16 defines a lease on the
basis of whether a customer controls the use of an
identified asset for a period of time, which may be
determined by a defined amount of use. Control is
conveyed where the customer has both the right to direct
the use of the identified asset and to obtain substantially

all of the economic benefits from that use.

The Group applies the new definition of a lease in HKFRS
16 only to contracts that were entered into or changed
on or after 1 January 2019. For contracts entered into
before 1 January 2019, the Group has used the
transitional practical expedient to grandfather the
previous assessment of which existing arrangements are
or contain leases. Accordingly, contracts that were
previously assessed as leases under HKAS 17 continue to
be accounted for as leases under HKFRS 16 and contracts
previously assessed as non-lease service arrangements

continue to be accounted for as executory contracts.
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3.

CHANGES IN ACCOUNTING POLICIES (Continued)
HKFRS 16 “Leases” (Continued)

b)

Lessee accounting and transitional impact

HKFRS 16 eliminates the requirement for a lessee to
classify leases as either operating leases or finance leases,
as was previously required by HKAS 17. Instead, the
Group is required to capitalise all leases when it is the
lessee, including leases previously classified as operating
leases under HKAS 17, other than those short-term leases
and leases of low-value assets which are exempt. As far
as the Group is concerned, these newly capitalised leases
are primarily in relation to properties as disclosed in note
33(b).

lessee accounting, see note 2(f).

For an explanation of how the Group applies

At the date of transition to HKFRS 16 (i.e. 1 January
2019), the Group determined the length of the remaining
lease terms and measured the lease liabilities for the
leases previously classified as operating leases at the
present value of the remaining lease payments,
discounted using the relevant incremental borrowing
rates at 1 January 2019. The weighted average of the
incremental borrowing rate used for determination of the
present value of the remaining lease payments by the

relevant group entities was 5.13%.
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3. CHANGES IN ACCOUNTING POLICIES (Continued)
HKFRS 16 “Leases” (Continued)

b)

Lessee accounting and transitional impact (Continued)

To

ease the transition to HKFRS 16, the Group applied

the following recognition exemption and practical

expedients at the date of initial application of HKFRS 16:

(i)

(iii)

the Group elected not to apply the requirements of
HKFRS 16 in respect of the recognition of lease
liabilities and right-of-use assets to leases for which
the remaining lease term ends within 12 months
from the date of initial application of HKFRS 16, i.e.
where the lease term ends on or before 31
December 2019;

when measuring the lease liabilities at the date of
initial application of HKFRS 16, the Group applied a
single discount rate to a portfolio of leases with
reasonably similar characteristics (such as leases
with a similar remaining lease term for a similar
class of underlying asset in a similar economic

environment); and

when measuring the right-of-use assets at the date
of initial application of HKFRS 16, the Group relied
on the previous assessment for onerous contract
provisions as at 31 December 2018 as an alternative

to performing an impairment review.
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CHANGES IN ACCOUNTING POLICIES (Continued)
HKFRS 16 “Leases” (Continued)

b)  Lessee accounting and transitional impact (Continued)
The following table reconciles the operating lease
commitments as disclosed in note 33(b) as at 31
December 2018 to the opening balance for lease

liabilities recognised as at 1 January 2019:

FATT
HK$'000
RZE-N\F+ZA=+—HHK Operating lease commitments as at
RERERIE 31 December 2018 4,445
R EAEA LR 8 AL A B AR R A AE ¢ Less: Commitments relating to leases
exempt from capitalisation:
- EHHAERFSRAESRR — short-term leases and other
E—NE+-A=+—H leases with remaining lease
32 Al SR E oA & term ending on or before
31 December 2019 (882)
n: AEBRAEAEREETEER Add: Lease payments for the additional
EEENHEIINAEEEN K periods where the Group considers
it reasonably certain that it will
exercise the extension option 2,758
6,321
B ARRF BB Less: Total future interest expenses (674)
“E-NF-HA—BEABE@ELE Present value of remaining lease payments
EARAEAER O FAHE M FHIRE discounted using the relevant
RERRABEEBERE incremental borrowing rates and total
lease liabilities recognised as at
1 January 2019 5,647
ST Analysed as:
mE Current 1,122
FETR ED Non-current 4,525
5,647

Annual Report 2019 4




B 5 ¥R %% BT 5
NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

B RE 2 (&) 3. CHANGES IN ACCOUNTING POLICIES (Continued)

ERUBBEERNE165RHEE | (H) HKFRS 16 “Leases” (Continued)

b) EHAEFEIERAENEE(E) b)  Lessee accounting and transitional impact (Continued)
BAERABAKEHERBAERAE The right-of-use assets in relation to leases previously
BECEASRHB THEAEERR classified as operating leases have been recognised at an
CHZoHEBER  UHRER TN amount equal to the amount recognised for the
FTZA=1T—BR&HGEEHBIRAE remaining lease liabilities, adjusted by the amount of any
ERNEER B EMBEMS K ERA prepaid or accrued lease payments relating to that lease
ENREBETAR - recognised in the consolidated statement of financial

position as at 31 December 2018.

RZE—NFE—A—BNERAEEE The carrying amount of right-of-use assets as at 1
FEERETIEIE January 2019 comprises the following:
FET
HK$'000
B A B B 75 5 R B 1657 18 Right-of-use assets relating to operating
EREEHEREANFREEE leases recognised upon application of
HKFRS 16 5,647
BEEHOTENEIwBESETHE Reclassified from prepaid lease payments
on land under operating leases 101,583
et Total 107,230
ZE R By class
HELH Leasehold lands 101,583
HEM Leased properties 5,647
T Total 107,230
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3. BIBEZED (A
ERMBREEAE 16K AR (H)
b) FREAGHEERBEN

3. CHANGES IN ACCOUNTING POLICIES (Continued)

HR—_ZE-NEF—H - HRGEaUK
RARERBOSREHATRHE - K

SEMEBYE

HIEB TNBREEA -

HKFRS 16 “Leases” (Continued)
FE(E) b)

Lessee accounting and transitional impact (Continued)

The following adjustments were made to the amounts
recognised in the consolidated statement of financial
position as at 1 January 2019. Line items that were not

affected by the changes have not been included.

R=B-n%F
BER —A—H
—E-N\F REEBHK
+=A=+-—H HEZERIE165
BENREE A M AR E E
Carrying Carrying
amounts amounts
previously under
reported as at HKFRS 16 as at
31 December 1 January
2018 Adjustments 2019
FHAIT TAT FHATT
HK$'000 HK$'000 HK$'000
*RBEE Non-current assets
BEHEAT Prepaid lease payments on
EMtHAE land under operating leases 98,476 (98,476) =
FREEE Right-of-use assets - 107,230 107,230
mEEE Current assets
BEHEAT Prepaid lease payments on
BN tHAE land under operating leases 3,107 (3,107) =
nEEE Current liabilities
HEaRE Lease liabilities - (1,122) (1,122)
¥rREEE Non-current liabilities
HEEE Lease liabilities - (4,525) (4,525)

REE_T-NF+_A=t—A8L
FENEEDZRERKLEHREESR
EME Z2EEENBINRELX
FIREN —F—NF—A— BHHY
RAMBIRARETE -
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For the purpose of reporting cash flows from operating
activities under indirect method for the year ended 31
December 2019, movements in working capital have
been computed based on opening consolidated
statement of financial position as at 1 January 2019 as

disclosed above.
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4, BARBEN¥EREHTIBEEMEZE 4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY

ERIR SOURCES OF ESTIMATION UNCERTAINTY

a) fHFTEREMHZEEZRE a) Key sources of estimation uncertainty
M FE R MY sr2pm it 2 R SR B & 5t BUR In the process of applying the Group’s accounting
ZBREH BEREEEELEETEER policies which are described in note 2, management has
R ASEBRIRARENBRERK made certain key assumptions concerning the future, and
L PREMZEMEERR  ZF other key sources of estimation uncertainty at the end of
BRAUEGFEEHEERABEZER the reporting period, that may have a significant risk of
BERTETBEEEEERNAEZS causing a material adjustment to the carrying amounts of
AR BEFEFWAT o assets and liabilities within the next financial year, as

discussed below.

) OxE BERREUREHER i) Useful lives and residual values of property, plant

EZ Al (EHFERRF B E and equipment, and right-of-use assets

E IR B AR IR B 5 2(e) R 2(H) 2 B AT Management determines the estimated useful lives
B AREEHBREEASE and residual values for the Group’s property, plant
ME BEEREARERESE and equipment, and right-of-use assets in
EZAEAERESEFGE accordance with the Group's accounting policies
B REEBETNES HRE stated in note 2(e) and note 2(f) respectively. The
SHF S (N ] 55 A 4F B R R R (B Group will revise the depreciation charge and the
BEEEAESTRE) - HMHK amortisation expense where useful lives and residual
WORE R EA S E 2 R E values are different from previous estimates, or will
BESEBIFRBEEZEE - write off or write down technically obsolete or

non-strategic assets that have been abandoned or

sold.
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4, BABENHERGEHTIBEESEZE 4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY

ERIR (#) SOURCES OF ESTIMATION UNCERTAINTY
(Continued)
a) M FAREMZETERE(E) a) Key sources of estimation uncertainty (Continued)
i) YE BERREHESHE i) Estimation of impairment of property, plant and

HWEBRBRME  BFEREE
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HETRA ARG AN E S EE
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AREEARE  NewaEEE
ETRENR - EHRBHERE
Bh - MElREERE KD
T o

AU B & 58 T A FE R & AR
HEAEE REE BEGEH
BEK 2FEAEEEZEER
RESREBAEEHRE T
Z I AKT RAS &R AN & B E
HERHE - NREBFIFA A A
BER (BEERGERE IR
2 A E A R WA KT R 48
ARG EZEA) « & E K E
CHEZABIEUSE - ZEhET
ZEHIREHEEREBEELS
22+ I A] 4k 8 BUR K R B
ZFINRE X sk B BB E - R
—E-AWE+=RA=+—H ¥
X BELRZELEAENR
162,736,000/ 7T (ZZF — N\ :
182,158,000/&7T) °

Annual Report 2019 4

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(g)(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.

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
2019, the carrying amount of property, plant and
equipment is approximately HK$162,736,000 (2018:
HK$182,158,000).
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CRITICAL ACCOUNTING JUDGEMENTS AND KEY
SOURCES OF ESTIMATION UNCERTAINTY
(Continued)

a) Key sources of estimation uncertainty (Continued)

fif)

iv)

Estimation of impairment of right-of-use assets

The Group performs annual assessments on whether
there has been impairment of these assets in
accordance with the Group’s accounting policy
stated in note 2(g)(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 2019, the carrying
amount of right-of-use assets is approximately
HK$100,736,000 (2018: Nil). As at 31 December
2018, the carrying amount of prepaid lease
payments on land under operating leases is
approximately HK$101,583,000 (2019: Nil).

Estimation of impairment of trade receivables

The Group estimates the impairment loss
allowances for trade receivables by assessing the
ECLs. This requires the use of estimates and
judgements. ECLs are based on the Group's
historical credit loss experience, adjusted for factors
that are specific to the debtors, and an assessment
of both the current and forecast general economic
conditions at the end of reporting period. Where
the estimation is different from the original
estimate, such difference will affect the carrying
amounts of trade receivables and thus the
impairment loss in the period in which such
estimate is changed. The Group keeps assessing the
expected credit loss of trade receivables during their
expected lives. As at 31 December 2019, the
carrying amount of trade receivables is
approximately HK$261,933,000 (2018:
HK$420,482,000). Details of the impairment of
trade receivables are disclosed in notes 23 and
35(a).
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4, BABENHERGEHTIBEESEZE 4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY

ERIR (H) SOURCES OF ESTIMATION UNCERTAINTY
(Continued)
a) TR EMZETERER(EH) a) Key sources of estimation uncertainty (Continued)
v) HFERZAEEFE v)  Net realisable value of inventories
GFETRKANE ZIRFEE &R Inventories are stated at the lower of cost and net
K& 78R - Af 3 FE TR A realisable value. Net realisable value is determined
FEBBERZMEFEE - B on the basis of the estimated selling price in the
HEARRR AR REITIEEME 2 ordinary course of business, less estimated cost of
SHRARETE - ZE AT RIEE A completion and the estimated cost necessary to
AR R EEMBEERBEERZ make the sale. These estimates are based on the
BELRMEL - KRRAIESE current market conditions and the historical
gﬁﬁ;‘%?éﬁﬁ}%Z%;‘%E%&iﬁﬁﬁ experience of manufacturing and selling products of
M TEE 2 o I %E - & similar nature. The directors of the Company
T—NFE+_A=+—81t estimate the net realisable value for inventories
FE ARAEESHEFBEERE based primarily on the latest invoice prices and
N EETERmE - LR current market conditions. During the year ended
7 & #919,375,0005 & (=& 31 December 2019, the directors of the Company
— A% :20,753,000/%8 7T) K& 1E performed periodic review on a product-by-product
17 & # B 8 B 491,955,000/%5 basis and made a write-down of its inventories of
T (ZF— /A% :1,622,000% approximately HK$19,375,000 (2018:
TT) e HK$20,753,000) and a reversal of write-down of
inventories of approximately HK$1,955,000 (2018:
HK$1,622,000).
b) EERAASEESTBEEMEZIEX b) Critical accounting judgements in applying the

BT A B
KBETETEERABZEREER
AEBERTHEENAREHFHERE
HREERRBLVEFHIRR A
RS R RS RERAABREAR
ZBHF - AEERBBELRRE K
REMZEFER G RERR - XE
B - RERKEMHZBER K5
oh - AEEE A SR BRE R E D
Al
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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.
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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)

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.

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 recognised deferred tax assets of
approximately HK$3,810,000 (2018: Nil) as at 31
December 2019.

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. WA

WAERETEFZEMHEEE(TE
BERREMHEENRER)  UNRENRE

KRB ZH -

&

REGHNEF ZWAREREEER - XK
BENEPZWMAZDMIT

5. REVENUE
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.

Revenue from contracts with customers are recognised at point
in time and the disaggregation of revenue from contracts with

customers are as follows:

HtaH [k @t
Rare Earth Segment Refractory Segment Total
“B-hE B2\ ZE-AE  ZE-)\f ZB-hE  Z3-\%
2019 2018 2019 2018 2019 2018
TEn ThL TEn ThL TEn TAL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TZERER Types of major products
HERIER Sales of rare earth products
—mT Al — Rare earth oxides 691,918 554,515 - - 691,918 554,515
HEMAER Sales of refractory products
—fif K H - Refractory materials - - 278,248 257,528 278,248 257,528
—Ep — Magnesium grains - - 48,369 90,052 48,369 90,052
1Nt Sub-total - = 326,617 347,580 326,617 347,580
fxt Total 691,918 554,515 326,617 347,580 1,018,535 902,095
HETS Geographical markets
mE The PRC 655,292 528,660 264,896 282,755 920,188 811,415
BA Japan 29,818 13,584 45,287 44,539 75,105 58,123
BN Europe 5929 9,548 4,520 2319 10,449 11,867
£t Others 879 2,123 11,914 17,967 12,793 20,690
&t Total 691,918 554,515 326,617 347,580 1,018,535 902,095
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REVENUE (Continued)

Information about the Group’s performance obligation
The performance obligation for sales of rare earth and
refractory products is satisfied upon delivery of the goods 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. The trading terms with
customers are mainly on credit, except for new customers,
where payment in advance is normally required. The credit

period is ranged from 0 to 180 days upon delivery.

Revenue expected to be recognised in the future arising
from contracts with customers in existence at the
reporting date

The Group has applied the practical expedient in paragraph
121 of HKFRS 15 to its contracts with customers for sales of
goods such that the Group does not disclose information
about revenue that the Group will be entitled to when it
satisfies the remaining performance obligations under these
contracts as these contracts have an original expected duration

of one year or less.

Hitb e A OTHER INCOME
—E-hE —E-N\F
2019 2018
TERT FHET
HK$'000 HK$'000
RITTEA B WA Interest income from bank deposits 5,331 4,717
BT #E B (B ) Government grants (note) - 11,681
5,331 16,398
fzx: AEBERBEZE_ZT—NEF+=-A Note: The government grants of HK$11,681,000 during the year ended

=+ — B 1 F = 5 U B R B B
FIH A% 2 BT 48 011,681,000/ 7T
EAAEBUFBET HERRE T X%
BRERZ —RMERB) -

31 December 2018 were received from a local government
authority in the PRC as one-off subsidies for the Group’s
contribution to the environmental protection and industrial
development in Dingshu Town in the PRC.
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7. HttREBRAREMKE  (FHE) 7. OTHER OPERATING EXPENSES AND OTHER NET

FE
a) HitSERA

GAIN/(LOSS)

a) Other operating expenses

—Z-hF —ZT-N\F
2019 2018
FTHER FATT
HK$'000 HK$'000
TRMIEESRRCER Expenses incurred during temporary
suspension of production - (8,647)

BE_Z-\E+-_HA=+—HItF
B BRETARES AEETR
FLEETEER NERKUEES
RFAEEZHBEEREARLMEE

ERA -

b) Hitbs (&R)FE

included in other operating expenses.

b) Other net gain/(loss)

During the year ended 31 December 2018, the Group
temporarily suspended certain of its production for
internal consolidation. The related expenses incurred

during the temporary production suspension were

—Z-hEF —ZT-N\F
2019 2018
FTHERT FAIT
HK$'000 HK$'000
bE N R F R Net exchange loss (1,241) (4,563)
Bm,/(HR)THSEZ Net impairment losses reversed/
BRI (recognised) on:
— IR BR 3R — trade receivables 2,601 823
— H & WK — other receivables (66) 5
HEWH  BERZEHZ Gain/(loss) on disposals of property,
Wz (E18) plant and equipment 11,009 (96)
Hit Others 545 12
12,848 (3,819)
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B B4 B & A 8. PROFIT BEFORE TAXATION
BB RAMNE R T5I&IE Profit before taxation is arrived at after charging:
—E-hF —ZE-N\F
2019 2018
TERT FHT
HK$'000 HK$'000
a) MBRAE a) Finance costs
BHIRZE 75 B Interest on discounted bills 331 -
HEBREZHE Interest on lease liabilities 257 -
588 =
b) BT (BFERE10 b) Staff costs (including directors’
FBvEEHE) ! remuneration in note 10)*
e RIE Salaries and wages 31,113 36,820
RARAEF &I K Retirement benefits scheme contributions
(FiFzE12) (note 12) 2,945 3,996
ETEHNER Staff redundancy costs - 2,321
34,058 43,137
c HftEH ¢) Other items
% SR B Auditors’ remuneration
—BERH% — audit services 2,610 2,610
— B fR 7% — other services 575 575
3,185 3,185
FERA (Hi3E22(b)) * Cost of inventories (note 22(b))* 941,427 841,667
REMHTHENTIES Amortisation of prepaid lease payments
g on land under operating leases* - 3,553
Y% - BB MREZITE Depreciation of property, plant and
equipment? 32,214 41,799
FREEEZTE Depreciation of right-of-use assets? 4,305 =
REEBSEBE17H 2 Operating lease charges on rented
HEYMELCERES B premises under HKAS 17# - 2,894
# BE-ZE-hE+-A=+—HBILEER - & During the year ended 31 December 2019, cost of inventories
FEKABEEBAEIRA  #TEREH included approximately HK$47,074,000 (2018: HK$53,168,000)
& AR &SR E X H 447,074,000 7T relating to staff costs, depreciation and amortisation expenses,
(Z=— )\% : 53,168,000/ 7T) - BEX and operating lease charges, which amounts were also included
HNERZSRNBAGSALNBEIREZ in the respective total amounts disclosed separately above for
HBEA o each of these types of expenses.
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9.

REBRBRAZMEHR
a) HABRRAZAMEHE

INCOME TAX IN THE CONSOLIDATED STATEMENT
OF PROFIT OR LOSS

a) Income tax in the consolidated statement of profit or loss

represents:
—E-NEF —E-N\F
2019 2018
TERT FAT
HK$'000 HK$'000
REBE-PECEMEHR Current tax - PRC Enterprise
Income Tax
NEERAE (M 3E27()) Provision for the year (note 27(a)) (5,173) (8,297)
EEHIE Deferred taxation
TR ER v EERER Origination and reversal of temporary
(HT3E27(b)) differences (note 27(b)) 3,852 -
B Income tax charge (1,321) (8,297)

ARRAREMBLRASFINAEHS
RRBEZEEEMAL  RERE
FEEEMKIBERZRNRRE B
AR EMMREHR -

HREBZE-_Z-NFE+A=1+—H
IEFEREBESE 2 Mt BT & T
WaEE 2 R BIEBEMES - Bt
WS Z EE 2 BAENGW AR -

MRBEE_T-N\F+_A=+—~H
LFEEREENETEYL EEL A E
REBUE A - BRI B BB RIS HET R
B

BHE-Z-—NEER=Z—N\F+=A
=+—BLEFERN PEBEMSEH
TIRBAR R B R B 2 B A A
Z fh 5T AR B % MR E TE P 5 B X
25%5T & ©
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The Company and its subsidiaries incorporated in the
Cayman Islands and the British Virgin Islands,
respectively, are not subject to any income tax pursuant
to the rules and regulations of their respective countries
of incorporation.

No provision for Hong Kong Profits Tax is provided for
the year ended 31 December 2019 as the estimated
assessable profit arising in Hong Kong for the year was
offset with the accumulated tax losses brought forward.

No provision for Hong Kong Profits Tax was made as the
Group had no estimated assessable profits arising in
Hong Kong during the year ended 31 December 2018.

PRC Enterprise Income Tax is calculated at the statutory
income tax rate of 25% on the estimated assessable
profits of the Company’s subsidiaries established in the
PRC during the years ended 31 December 2019 and
2018.
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9. INCOME TAX IN THE CONSOLIDATED STATEMENT
OF PROFIT OR LOSS (Continued)

a) (#&) a) (Continued)
FRECEMGHZENREEE —_ZTZEN The PRC Enterprise Income Tax Law also requires
F—R—BRAENERFmEEI withholding tax of 5% or 10% upon distribution of
(BEEB) RR DK M E B R5% profits by the PRC subsidiaries since 1 January 2008 to its
%10%H EHNTEH overseas (including Hong Kong) shareholders.
BREREEEREEN KA - BH& Pursuant to the relevant tax laws and regulations in the
7 A A A6 B R A B (AR PRC, Yixing Xinwei Leeshing Refractory Materials
N EDBAEINEIRE Z [ 5 &t Company Limited (“Leeshing Refractory”) is classified as
¥ BAZE-—+tF-HA-BE= foreign invested “New and High Technology Enterprises”
FHRNZBEEMEHEISY and is entitled to a preferential income tax rate of 15%
for a period of three years from 1 January 2017.
b) FERIBESF &N BEIRERTH b) Reconciliation between income tax charge and
KB ZHERAT accounting profit at applicable tax rates is as follows:
—E-NEF —E-)N\F
2019 2018
TET TAET
HK$'000 HK$'000
B 7% BT v A Profit before taxation 40,908 921
B B B & A 12 & B 1% R A Notional tax on profit before taxation,
ERBEREEHETE calculated at statutory tax rates
ZHBEHIE applicable to the respective tax
jurisdictions concerned 9,436 181
AT H 2 BT 2 Tax effect of non-deductible expenses 738 2,060
BEZRMBAZHETE Tax effect of non-taxable income (1) (2,860)
AEANBEERB 2 HGTE Tax effect of tax losses not recognised 263 12,256
AL ABRREEREZ Tax effect of utilisation of tax losses
M E previously not recognised (5,871) (70)
FENE AR ERERHERZ Tax effect of concessionary tax rate
Mg E granted to a PRC subsidiary (3,244) (3,270)
g8 Income tax charge 1,321 8,297
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10. EEW &

REBEARGRHFEIBNERLR (BREES
FMEER) RPIE2RRENERMNT

10. DIRECTORS' EMOLUMENTS
Directors’ emoluments disclosed pursuant to section 383(1) of

the CO and Part 2 of the Companies (Disclosure of Information

about Benefits of Directors) Regulation are as follows:

“E-NF
2019
8 BER BARA DR A
 E30k ENRA il pega FERR  ERzZAR @t
Salaries, Retirement
allowances benefits
Directors’ and Discretionary scheme  Share-based
fees benefit-in-kind bonus  contributions payments Total
TEn Tén TEn TEn TEn TEn
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BIEES Executive directors

s (i) Ms. Qian Yuanying (note (i) - 1,098 - - - 1,098
BRERE Mr. Jiang Quanlong - 1,430 - - - 1,430
EAREE (W) Mr. Jiang Dawei (note (ii) - 198 - 3 R 201
BIERE Mr. Jiang Cainan - 152 - - - 152
,,,,,,,,,, S L N S S ..

BUFHTES Independent non-executive

directors

BRERE Mr. Huang Chunhua n - - - - n
TERE Mr. Jin Zhong M - - - - M
TEY L Mr. Wang Guozhen 68 - - - - 68
,,,,,,,, L L
st Total 181 2,878 - 3 - 3,062
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10. DIRECTORS' EMOLUMENTS (Continued)

i ty:2
2018
He 2HR R WRH &
Eshe ENEH BERA AEMT EEZAR )
Salaries, Retirement
allowances benefits
Directors' and  Discretionary scheme  Share-based
fees  benefit-in-kind bonus  contributions payments Total
THL THL AL THL THEL Tin
HK$'000 HKS$'000 HKS$'000 HK$'000 HK$'000 HK$'000
BITES Executive directors
Er L (W) Ms. Qian Yuanying (note (i) = 1,098 - - i 1,008
BRERE Mr. Jiang Quanlong - 1,430 - - = 1,430
BARRE (W) Mr. Jiang Dawei (note (ii) - 200 - 3 _ 203
EAmEE Mr. Jiang Cainan - 158 - 2 - 160
- 2,886 - 5 - 2,891
BUkHTES Independent non-executive
directors
BEERAE Mr. Huang Chunhua 7 - - - E 7
SERE Mr. Jin Zhong 1Y) - - - - Iy)
TEYRE Mr. Wang Guozhen 70 - - - - 70
184 - - - - 184
b Total 184 2,886 - 5 - 3,075
B &E Notes:
() BLTRAZTNARRRZER- (i) Ms. Qian Yuanying is also the Chairman of the Company.
(i) BREEETDARDRZITHE - (i) Mr. Jiang Dawei is also the Chief Executive Officer of the

Company.
BE-—E—hER-—T—N\E+-FA During the years ended 31 December 2019 and 2018, no
“t+—HLEFERN BEESRAEEK
BERM < - EREB MAARSE B mMA
REER 2 RESEBAHE - NZmEF
E BESEWNEXRERECAUHE -

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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1. BEHEALIREREEAENS 11.

a) BAEEFAL
BHE-_ZEZ-NF+-HA=1+—HItHF
E - AEBREEmFALTH HF
ME(ZT—\F :WR) BAARE
= OHEHMSAMEIONE -EBp=4
(ZE—N\F:ZR)ReFALZH

INDIVIDUALS WITH HIGHEST EMOLUMENTS AND

SENIOR MANAGEMENT’S EMOLUMENTS

a) Five highest paid individuals
During the year ended 31 December 2019, out of the
five highest paid individuals in the Group, two (2018:
two) are directors of the Company whose emoluments
are disclosed in note 10. The aggregate emoluments in

respect of the remaining three (2018: three) highest paid

CEFEMT individuals are as follows:
—E-hEF —E-N\&E
2019 2018
FTET FHBT
HK$'000 HK$'000
e hHEMME Salaries and other emoluments 2,047 1,882
B TEAT Discretionary bonus - _
RIKTE FIET 8 3K Retirement benefits scheme contributions 141 79
VARR 1 7 B 7l 2 T30 Share-based payments - -
2,188 1,961

EBE =2 (CT-N\F: =ZR)REH
AL ZBMENFRTIEE :

The emoluments of the remaining three (2018: three)

highest paid individuals are within the following band:

—E-NF —E-N\F
2019 2018
A A&
Number of Number of
individuals individuals

HE : Bands:
= — 1,000,000/ 7T Nil - HK$1,000,000 2 2
1,000,00178 7t — 1,500,000/ 7t HK$1,000,001 — HK$ 1,500,000 1 1
3 3
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M. REFATIREREBAEME (@) 11. INDIVIDUALS WITH HIGHEST EMOLUMENTS AND
SENIOR MANAGEMENT’S EMOLUMENTS
(Continued)

a) BERBIHAL(H) a) Five highest paid individuals (Continued)
BE-_ZE—hNhER-_ZE—N\F+=A No emoluments were paid or payable by the Group to
=T —HEFE AEETEMAL the five highest paid individuals as inducement to join or
B ATINKEMERBME  {F upon joining the Group or as compensation for loss of
A ER D E AN A SRR AN 7R 5RO 5 office during the years ended 31 December 2019 and
i h B B (B 2018.

b) EREBAEME b) Senior management’s emoluments
ENENTFTEREEAS (B L The emoluments paid or payable to senior management
YR =% (ZE—N\F: =5) (including three (2018: three) highest paid individuals as
REHAL) ZMENFRTIIEE : disclosed above) are within the following bands:

—E-hE —T-N\F
2019 2018
AH AEL
Number of Number of
individuals individuals

£E : Bands:
Z —1,000,000/%8 7T Nil = HK$1,000,000 5 9
1,000,001/ 7c —1,500,000/8 7T HK$1,000,001 — HK$1,500,000 1 1
6 10
Mz : BE-FE—-AE+-HA=+—B1t Note: During the year ended 31 December 2019, one (2018:

FE —RZ(CZE-N\F:NA)5 four) individual of senior management resigned.

MEBABRE -
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BE=

12.

13.

BERKER
mAEBRANRGEONHRE  ARERN
FEKZZHBARAREEZRESRE
BEEAHENETENLZ2EBRED
BN E (—ERAEHKRASFE) - &
BRHKRHEE R BB RE BRI S

BEXN - ZEHEBARKREFHIN

ZS'ZH,\,T\ e THERRREEBW

BRRERN - BE_ZFT—-ALEF+=A
ST-BLEEE ERRAEHRRBOR
2,805,000/ 7T (= — J\4F : 3,917,000/
TT) ° ik at B AR ENES 5R B o

AEBBE-ZTTTF T -_A—BEESH
mElERNEeETE ([BERTE]) - Zat
EAAEENENRESHE -AEEF AR
BEEAHFEETED L MZTEIHR -
BE_T-—NE+-_A=+—HLEE"
REEMRES S EHKA140,0008 T (=
T —\F 79,0008 70) - RIESHEEH
REBMNBEEDHRBEE THBUEER
SRRIBERE - ZrTEIETIEREE o

& 5
RAAREEFTERERNEE=-ZF —
+—B=+—HLFEZRE(ZZE—\F:
) o

AT
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12.

13.

EMPLOYEE RETIREMENT BENEFITS

As stipulated by the relevant rules and regulations in the PRC,
the Company’s subsidiaries established in the PRC are required
to participate in a state-sponsored retirement plan, which is a
defined contribution pension scheme, for all of their
employees based on certain percentages of the employees’
basic salaries. 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 2019, the retirement plan
contribution amounted to approximately HK$2,805,000 (2018:
HK$3,917,000). Contributions to the plan vest immediately.

The Group has participated in Mandatory Provident Fund
Scheme (“MPF Scheme”), which is a defined contribution
pension scheme, since 1 December 2000. The Group makes
monthly contribution to the scheme based on certain
percentage of the employees’ basic salaries. For the year
ended 31 December 2019, the Group’s contributions to the
MPF Scheme were approximately HK$140,000 (2018:
HK$79,000). 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 2019 (2018:
Nil).



14.

BREFN(BR)

SREFRA (BR)
AAREBEAZEREARF, (BE) D
R T B EE

14.

81 ¥ ¥ =% BT 5
NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

EARNINGS/(LOSS) PER SHARE

Basic earnings/(loss) per share
The calculation of the basic earnings/(loss) per share to owners

of the Company is based on the following data:

—E-hEF —E-N\F
2019 2018
THER FET
HK$’'000 HK$'000
STEEREARARN(ER) Profit/(loss) for the year attributable to
ZARREER AL owners of the Company for the purpose
RNEHER,/(EE) of calculating basic earnings/(loss)
per share 38,885 (5,424)
KRG E
Number of shares
—E-NF —E-N\F
2019 2018
TR T &
‘000 ‘000
SEEREARARN(ER) Weighted average number of ordinary
25 AR I T 5 shares for the purpose of calculating
basic earnings/(loss) per share 2,341,700 2,341,700
EREBEF (&FE) Diluted earnings/(loss) per share

HRARBAREE-ZT-—NAEFR=ZZT—N
F+_A=+T-BLFEIERKRTEL
BEEILTER ELHERBEIRF (B
B)ESRERRF(BE) AR -

Diluted earnings/(loss) per share equals to the basic earnings/
(loss) per share as the Company has no potential dilutive
ordinary shares outstanding during the years ended 31
December 2019 and 2018.
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15. SEGMENT REPORTING
The Group manages its businesses by divisions, which are
organised by business lines. On adoption of HKFRS 8
“Operating segments”, and in a manner consistent with the
way in which information is reported internally to the Chief
Executive Officer, who has been identified as the Group’s chief
operating decision maker (“CODM"), for the purposes of
resource allocation and performance assessment, the Group
has presented two reportable segments. No operating
segments have been aggregated to form the following

reportable segments:

Rare earth:  Manufacture and sales of rare earth products

Refractory:  Manufacture and sales of refractory products

a) Segment results, assets and liabilities
For the purposes of assessing segment performance and
allocating resources between segments, the Group's
CODM monitors the results, assets and liabilities
attributable to each reportable segment on the following

bases:

Segment assets include all tangible and intangible assets,
and current assets with the exception of tax recoverable,
unallocated cash and cash equivalents, and other
corporate assets which are unallocated to an individual
reportable segment. Segment liabilities include trade and
other payables, and lease liabilities attributable to the
manufacturing and sales activities of the individual

segments.

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.
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15. SEGMENT REPORTING (Continued)

a)

Segment results, assets and liabilities (Continued)

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 expenses from bank
balances and borrowings managed directly by the
segments, impairment losses, gain/(loss) on disposals of
property, plant and equipment, gain on disposal of a
subsidiary 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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7RI & (8)
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a) IHWERE BERAHEE

FA -

RRERETAEEEREERR

AREDERERRFEDBRAZA

15.

SEGMENT REPORTING (Continued)

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

EEEFRDBERBRINOT resource allocation and assessment of segment
performance for the year is as follows:
Bt it X @t
Rare earth Refractory Total
“E-hE ZE-\f ZB-Af ZT-\F ZEBE-NE ZT-)\%
2019 2018 2019 2018 2019 2018
TR THL TERT THL TERT THEL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
REHNEE ZMA  Revenue from external
customers 691,918 554,515 326,617 347,580 1,018,535 902,095
AHEKA Inter-segment revenue - 131 - = - 131

PR ON Reportable segment revenue 691,918 554,646 326,617 347,580 1,018,535 902,226

2% % i H,/(E18) Reportable segment profit/

(A ZEBITDA) (loss) (Adjusted EBITDA) 34,803 (13,565) 49,123 67,561 83,926 53,996
EON Interest income 2,425 2,002 2,904 2715 5,329 4717
BSAUR Finance costs - - 331 - 331 -
n% BER Depreciation of property,

REZNE plant and equipment (19345 (19636)  (12768)  (22,134)  (32113)  (41,770)
[EEEEEZTE  Deprecation of right-of-use assets (1,647) - (1,426) - (3,073) _
LEROTER Amortisation of prepaid lease

TiEE 2 R payments on land under

operating leases - (1,705) - (1,848) - (3,553)
B/ (BA) T5%  Net impairment losses reversed/

Iﬁzmﬁﬁﬁ,\/ﬂﬁ © (recognised) on:

W - trade receivables 1,227 (2,618) 1,374 3,441 2,601 823

e - other receivables (1) (48) (65) 53 (66) 5
HENE TE&ux Gain/(loss) on disposals of

s/ (6 property, plant and

equipment 11,009 = - (96) 11,009 (96)
HERBARZ Gain on disposal of a

K& subsidiary - - - 1,925 - 1,925
EROPEE Reportable segment assets 1,473,081 1518671 1,818,077 1831226 3,291,158 3,349,897
REFERD Additions to non-current segment

NEHEE : assets:

—%% KRR ~ Property, plant and

E equipment - 14,462 24,955 4,760 24,955 19,222
ZHHTBAE Reportable segment liabilities 504,554 542,362 179,100 181,547 683,654 723,909
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BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

7 H R & () 15. SEGMENT REPORTING (Continued)
b) ER/BUA - BFREE -BEER b) Reconciliations of reportable segment revenue,
BB 2R profit or loss, assets and liabilities
—E-NEF ZZ-N\F
2019 2018
TET TAT
HK$'000 HK$'000
A Revenue
EW/HEIRA Reportable segment revenue 1,018,535 902,226
iEE R I ON Elimination of inter-segment revenue - (131)
mAERA Consolidated revenue 1,018,535 902,095
A E B Profit or loss
2§ b Reportable segment profit 83,926 53,996
Hi £ > BB i E A 5k S 18 Elimination of inter-segment profit or
loss - _
REAEEHINE R 2 Reportable segment profit derived from
235D % Group's external customers 83,926 53,996
2B A Interest income 5,331 4,717
ME - BEREBEZINE Depreciation of property, plant and
equipment (32,214) (41,799)
FREEEZTE Depreciation of right-of-use assets (4,305) -
KEBEHTEN LHHES Amortisation of prepaid lease payments
5 on land under operating leases - (3,553)
B TE B AR Finance costs (588) _
ROMEERZ Unallocated corporate expenses (11,242) (12,440)
4R BB AT A Consolidated profit before taxation 40,908 921
PS8 b Income tax charge (1,321) (8,297)
RABRTEBERN(EBE) Consolidated profit/(loss) after taxation 39,587 (7,376)
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AFT=-A=+—RALEE For the year ended 31 December 2019

15. W/ E (#)

15. SEGMENT REPORTING (Continued)

b) EHH/BURA - BFHEE -BEER b) Reconciliations of reportable segment revenue,
BEZYHIER (&) profit or loss, assets and liabilities (Continued)
—E-hF —E-N\F
2019 2018
TERT FHIT
HK$'000 HK$'000
BE Assets
EROBEE Reportable segment assets 3,291,158 3,349,897
Hii $8 7> 20 FE e UK Elimination of inter-segment receivables (570,802) (585,216)
2,720,356 2,764,681
AR RREEFEEER Unallocated cash and cash equivalents 1,761 3,745
RKOMECEEE Unallocated corporate assets 5,392 1,078
EERIBEEE Deferred tax assets 3,810 =
G dEEeE Tax recoverable 737 753
EEERE Consolidated total assets 2,732,056 2,770,257
=K Liabilities
EBRHEAE Reportable segment liabilities 683,654 723,909
H61 8 9 2B R B A< 30 Elimination of inter-segment payables (570,802) (585,216)
112,852 138,693
KoBELEERE Unallocated corporate liabilities 13,759 6,239
R FLIE Tax payable 3,836 6,643
REBERE Consolidated total liabilities 130,447 151,575
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

15. SEGMENT REPORTING (Continued)
¢) Geographical information

(i)

Revenue from external customers

The following table sets out information about the
geographical location of the Group’s revenue from
external customers. The geographical location of
customers is based on the location at which the

goods were delivered.

—E-NF —ZE-)N\F
2019 2018
FHERT FAT
HK$°000 HK$'000
A (A 2h) The PRC (place of domicile) 920,188 811,415
SN Japan 75,105 58,123
B Europe 10,449 11,867
Hity Others 12,793 20,690
98,347 90,680
1,018,535 902,095

HEHREEE (i) Specified non-current assets

AEBZEEFRRDEE  Bf
ME BERRE EHEER
E KEHRNTEMLBES
HMFRBEEREE -

ZERBEIRBDEELHRUE
TIRENEEBRPTAEME (3t
ME BERSRE EHEER
E KEANTENIHESR
HERBEEMS) + KT
Dz EEMEME (BLEEM

Bk P

The Group's specified non-current assets comprise
property, plant and equipment, right-of-use assets,
prepaid lease payments on land under operating

leases, other non-current asset and goodwill.

The geographical location of these specified
non-current assets is based on (i) the physical
location of the assets, in the case of property, plant
and equipment, right-of-use assets, prepaid lease
payments on land under operating leases, and other
non-current asset and (ii) the location of the
operation to which they are allocated, in the case of

goodwill.
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NOTES TO THE FINANCIAL STATEMENTS

BE-F-AFT=-A=+—RALEE For the year ended 31 December 2019

15. D EHE (@) 15.
0 HEEH(EH)
(i) BEHRBEEE)
ZEREERYBEZHENE

SEGMENT REPORTING (Continued)
¢) Geographical information (Continued)

(i) Specified non-current assets (Continued)

The geographical locations of these specified

B INNE non-current assets are set out below:
—E-nE —Z2-\F
2019 2018
FERT FHBT
HK$'000 HK$'000
rhE (GEff i 2h) The PRC (place of domicile) 258,882 297,664
BB Hong Kong 4,590 277
263,472 297,941

d FEREIEEFZEH
REEMNEIEPZBRAGREER

d) Information about major customers

Revenue from external customers individually

W A10%ER A FIATF - contributing 10% or more of the Group’s total revenue is
as follows:

—g-hE  —FN\F

2019 2018

TEx THET

HK$'000 HK$'000

EFA Customer A 137,485 151,956
= FEB Customer B 127,461 N/A 7~ i 3 *

* HBABAYAREAEEZRS HE
UG A 4858 2 10% 8 BA | ©
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* The corresponding revenue did not contribute 10% or
more of the Group's total revenue for the respective

reporting period.
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BE-F-AF+=-A=1+—RALHFE For the year ended 31 December 2019

16. BE 16. GOODWILL
FHAT
HK$'000
%N Cost
RZF—-\F—H—H At 1 January 2018 215,141
EHE=R Exchange differences (3,616)
R-ZEBE—-NE+-A=1+—H At 31 December 2018
RZZE—-—NnE—H—H and 1 January 2019 211,525
EREE Exchange differences (1,640)
R-_EBE—hNhFE+-_A=+—H At 31 December 2019 209,885
R RE Accumulated impairment
RZE—-N\F—A—H At 1 January 2018 215,141
fEHEE Exchange differences (3,616)
RZE—NE+=-A=+—8H At 31 December 2018
k=—Z—-h&—HF—H and 1 January 2019 211,525
EHER Exchange differences (1,640)
RZB-AFE+ZR=+—H At 31 December 2019 209,885
IREE Carrying amount
RZZE-NFER At 31 December 2019
—ZE-N\¥+ZH=+—8H and 2018 -
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BE-F-AFT=-A=+—RALEE For the year ended 31 December 2019

16. & (@) 16. GOODWILL (Continued)
RERESHR WETIHBRARIZEE At the end of each reporting period, the goodwill arising from
RIEREEZEBEKRERANBRANEE the acquisition of equity interests in the following subsidiaries
RUWEBSHAREEEEREREZA represented the excess of the cost of acquisition over the
FEERS A Group's interest in the fair value of the identifiable assets and

liabilities acquired at the date of acquisition:

o) PR WiE B H 2 TEXR
Name of subsidiary Date of acquisition Segment Principal activities
EOTRRRMEERAR ((RERMEE]) —EEME fit K 53 & RERHESRBEER
—AZ+hH
Wuxi Xinwei High Temperature Ceramics 29 January 2004 Refractory segment Manufacturing and sales of high
Co., Ltd. (“High Temperature Ceramics") temperature ceramics products
AR TEREEEERAR ([#HE5E]) —ZTTAF it X 53 B BERHERDER
+-F=-+=8H
Haicheng City Suhai Magnesium Ore 23 December 2005 Refractory segment Manufacturing and sales of
Co., Ltd. (“Suhai Magnesium”) magnesium products
WS BERENBRSSERE I IREMELEZ The goodwill arising from the acquisition of equity interests in
HEERATFEEEURE - High Temperature Ceramics and Suhai Magnesium has been

fully impaired in previous years.
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HE-_ZT-NWF+=-A=+—HILFE For the year ended 31 December 2019

17. ¥ BERRE 17. PROPERTY, PLANT AND EQUIPMENT
B BAZRE
BRET HERRE REE "E ERIR #BE
Buildings ~ Machinery Office
held for and  equipment Motor Construction-
ownuse equipment and fixtures vehicles  in-progress Total

TAT TAT TAT TAT TAT TAT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

KA Cost
WZE-NE—HA—-8  At1January 2018 293,937 900,317 8,538 17,593 12,992 1,233,377
NE Additions - 5,073 348 507 13,592 19,520
HERIREA Transfer from
construction-in-progress - 26,278 - - (26,278) -

BE Disposals - (1,523) (170) (246) - (1,939)
HEMBARERILEA  Derecognised on disposal of 127

(H&E32) a subsidiary (note 32) (39,962) (150,518) (109) (1,324) - (191,913)
EH=E Exchange differences (12,438) (38,024) (377) (779) (306) (51,924)
RZE-N\E At 31 December 2018 and

+-A=+-Ak 1 January 2019

“E-n5-A-H 241,537 741,603 8,230 15,751 = 1,007,121
nE Additions = 24,802 6 147 - 24,955
RE Disposals = (95,073) (28) (732) = (95,833)
EizE Exchange differences (5,286) (15,457) (170) (339) - (21,252)
RZZ-h% At 31 December 2019

+ZA=+—-A 236,251 655,875 8,038 14,827 - 914,991
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NOTES TO THE FINANCIAL STATEMENTS

HE-_T-NFF+-A=+—HIFE For the year ended 31 December 2019

17. W% BERRE @)

17. PROPERTY, PLANT AND EQUIPMENT (Continued)

113 BAERE
HRABT HERRE R&E RE ERIR fafE
Buildings  Machinery Office
held for and  equipment Motor Construction-
ownuse equipment and fixtures vehicles  in-progress Total
TAT TET TET TET TET TET
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ZAHERARE Accumulated depreciation
and impairment
R=Z—\F—HF—H  At1January 2018 212,360 742,655 8,456 14,923 = 978,394
REEGR Charge for the year 10,004 30,775 7 948 - 41,799
BEEE Written back on disposals - (1,523) (170) (90) - (1,783)
HERBAAEEN Eliminated on disposal of
(M532) a subsidiary (note 32) (19,859 (130,455) (109) (1,051) = (151,474)
EHEZ Exchange differences (9,476) (31,446) (373) (678) - (41,973)
RIZ-N\¥ At 31 December 2018 and
+ZA=t-Ak 1 January 2019
“Z2-n5-A-AH 193,029 610,006 7,876 14,052 - 824,963
KEEHRE Charge for the year 8,765 22,456 136 857 - 32,214
BERE Written back on disposals - (86,724) (25) (732) - (87,481)
EizE Exchange differences (4,320) (12,643) (169) (309) - (17,441)
RZZ-NF At 31 December 2019
+-A=1+-H 197,474 533,095 7,818 13,868 - 752,255
REE Carrying amount
RIZ-NEF At 31 December 2019
+-A=1+—-H 38,777 122,780 220 959 - 162,736
RIZ-N\¥ At 31 December 2018
+-A=+—-A 48,508 131,597 354 1,699 - 182,158
M & Notes:
(i) RZEBE-—NAEFER-ZE—-—N\NF+=A () As at 31 December 2019 and 2018, the buildings held for own

=+—B HEABREFHURFER
ERREERE M -

(i) R-Z—-NE+-A=1+—8  HKELHE
42,172,000 (ZF— NF :
3,806,000%87T) 2ETEFEHERTF—K
RITERBITRME Z RS ©
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use were situated on lands held under medium-term leases in the

PRC.

As at 31 December 2019, certain buildings with aggregate
carrying amount of approximately HK$2,172,000 (2018:
HK$3,806,000) were pledged to a bank as collateral for banking

facilities.
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HE-_ZT-NWF+=-A=+—HILFE For the year ended 31 December 2019

18. FHREEE 18. RIGHT-OF-USE ASSETS
HEL HEWE #et
Leasehold Leased
lands properties Total
THET THERT THET
HK$'000 HK$'000 HK$'000

W—ZE—hFE—H—HEMA Upon application of HKFRS 16

BB HmEERE165% at 1 January 2019 101,583 5,647 107,230
F AT ETR () Depreciation charge for
the year (note (i)) (3,073) (1,232) (4,305)
EREZE Exchange differences (2,189) - (2,189)
RZZTE—AF+=A Carrying amount at
=+—HZEAME 31 December 2019 96,321 4,415 100,736

MHAFE RAE N YIAER  Expenses relating to short-term
BB HRE LRI E 1655 leases and other leases with
HEFREH 12 A AR Z lease terms end within 12

Hin A EMRBEF X months of the date of initial
application of HKFRS 16 903
HEZHeRTLRRE Total cash outflows for leases 1,378
FRAREEREGEENE G FERASE The right-of-use assets are depreciated on a straight-line basis
HLHEH (UAREEABE) NFTIRITE - over the shorter of their estimated useful lives and the lease
terms.
RZE-—NF+-_A=+—H8H #HELH As at 31 December 2019, leasehold lands were located in the
RAPBEAPBREESRHE - PRC with medium-term leases.
B & - Notes:
(iy I E TR #9542,0007 jt }3,763,000/% 7T (i)  The depreciation charges of approximately HK$542,000 and
DRFHABE_E-AE+-_A=+—8H HK$3,763,000 were included in cost of sales and administrative
LT EEGRABRRPHEERAREEER expenses, respectively, in the consolidated statement of profit or
A o loss for the year ended 31 December 2019.
iy RZZE-—hE+-_A=+—8 KEEHY (i) As at 31 December 2019, certain leasehold lands with carrying
42,975,000 T2 B THE LB KR T amount of approximately HK$42,975,000 were pledged to a
—RKRITIEARTRE2ERS - bank as collateral for banking facilities.
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NOTES TO THE FINANCIAL STATEMENTS

HE-_T-NFF+-A=+—HIFE For the year ended 31 December 2019

19. REBFANTHENLHHEE

19. PREPAID LEASE PAYMENTS ON LAND UNDER

OPERATING LEASES

FHBT
HK$'000
RZZE-—NF—A—BzKHEAE Carrying amount at 1 January 2018 139,965
AN 8 (B EEG)) Amortisation for the year (note (i) (3,553)
BB A AR AR LE TR Derecognised on disposal of
(PfF3E32) a subsidiary (note 32) (29,272)
EHE=R Exchange differences (5,557)
R-ZZE—-NFE+=-A=+—RH2 Carrying amount at 31 December 2018
BREE 101,583
REBEZHEE L : Leasehold lands in the PRC:
FEIEE Medium-term leases 101,583
R-_ZE—NEFE+=-_A=+—H Analysed for reporting purposes as
FmEEBNMELZAFTOT at 31 December 2018:
mEEE Current asset 3,107
JEMEE E Non-current asset 98,476
101,583
M aE Notes:

(ii)

#453 H #9561,0007% 7T }&22,992,0007% 7©
DRFABE_E-—_NF+=-_A=+—
BLEFEGRABERTHEREARER
EAR -

R-ZZBE-—NF+-A=+—H KHEME
#145,498,0008 L2 A THE L1 E &
B —RBITERRTEHE 2ER S -
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(i)

(ii)

The amortisation charges of approximately HK$561,000 and
HK$2,992,000 were included in cost of sales and administrative
expenses, respectively, in the consolidated statement of profit or
loss for the year ended 31 December 2018.

As at 31 December 2018, certain leasehold lands with carrying
amount of approximately HK$45,498,000 were pledged to a
bank as collateral for banking facilities.
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20. HBARZKRE 20. INVESTMENTS IN SUBSIDIARIES
RZZE—NFE+=ZRAR=+—8  &xAAMK As at 31 December 2019, the particulars of the Company’s
BARZFHBHOT : subsidiaries are as follows:

it L ]
Proportion of ownership interest
AL/ BT BELGE 158 -HNE
WEAREH ZHHRAH EELY hxz#fE ENBE ADEKE AABE  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 asubsidiary  Principal activities
% % %
M ERERAT ARRAHE Wi  20kEkEE 100 100 - REZR
“hWANETZAZH 1ZT ERR
Lee Shing Holdings Limited British Virgin Islands Note (d) 20 ordinary shares 100 100 - Investment holding
3 December 1998 of US§1 each
EHEARES (L8 ERAR i i AR 100 100 - EihiEm
(HtiEGQ) X e 200,000%7C
Wellfire (Shanghai) Company The PRC The PRC  Registered capital 100 100 - Trading of rare earth
Limited (note (a)) 24 February 2000 1S$200,000 products
Dynamic Goal Worldwide Inc. ABRAHE () WhERER 100 - 100 REER
“$3EFEAS- Epa
Dynamic Goal Worldwide Inc. British Virgin Islands Note (d) 2 ordinary shares 100 - 100 Investment holding
31 May 2000 of US$1 each
HEFHARELERAR i i AR 95 - % RERHERLED
(Ht3E ) “MZELAT+H 15,660,005 ¢
Yixing Xinwei Leeshing The PRC The PRC  Registered capital 95 - 95 Manufacturing and sales
Rare Earth Company 17 July 1993 US$15,660,000 of rare earth products
Limited (note (b))
FIRE A (Hta) i HE HER 100 - 100 BEREERAESR
—hANEER=TR 17,000,000% T
Leeshing Refractory (note (a)) The PRC The PRC Registered capital 100 - 100 Manufacturing and sales
30 July 1999 US$17,000,000 of refractory products
BEMERANBERAR hE hEl AR 100 - 100 EEXH (Hie)
(HtiEG) ZER-F1ZAZTH 8,520,000 0
Wuxi Xinwei Fluorescent The PRC The PRC  Registered capital 100 - 100 Dormant (note (¢))
Materials Co., Ltd. (note (a)) 20 December 2001 1598,520,000
HRERERAT & &b BB 100 - 00 Z5HiER
“AANETAZTZR W7
Microtech Resources Limited Hong Kong  Hong Kong ~ Ordinary shares 100 - 100 Trading of rare earth
23 October 1998 HK$2 products
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HE-_T-NFF+-A=+—HIFE For the year ended 31 December 2019

20. EARZRE (#) 20. INVESTMENTS IN SUBSIDIARIES (Continued)
fiERRL LAl
Proportion of ownership interest
HRAL/ R BRTREMR A58 -fNE
WEAFAR ZHHREH EENY Raz#fe  EREE ADAKE  AARE  XEER
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
% % %
wERLEAARAR B Bk Lk 100 - 00 EEgk
ZSRTE-AZ 1A Vi
China Rare Earth Trading Limited HongKong ~ HongKong  Ordinary shares 100 - 100 Dormant
24 March 2000 HK$2
FinfE (i) HE HE GlIET 100 - 100 BERHESEREER
—TE-ENA-A 30,000,000
High Temperature Ceramics The PRC The PRC Registered capital 100 - 100 Manufacturing and sales
(note (a)) 1 April 2002 HK$30,000,000 of high temperature
ceramics products
gesE (W) hE i AMER 100 - 100 HERHERVER
2T EMA- TR ARH25,000,00072
Suhai Magnesium (note (c)) The PRC The PRC  Registered capital 100 - 100 Manufacturing and sales
27 April 2002 RMB25,000,000 of magnesium
products
ERFABEFERITHERAA hE i AMExR 100 - 100 HEREERNERER
(K& () ZEREAACTEE 3,000,000
Yixing Wellfire Nonmetal Materials The PRC The PRC Registered capital 100 - 100 Manufacturing and sales
Co., Ltd. (note (a)) 27 September 2006 U593,000,000 of refractory related
products
ERRREAERERAA hE i AMER 100 - 100 EEXH ()
(R G) i e G 200,000,000%7
Yixing Changrong Trading The PRC The PRC Registered capital 100 - 100 Dormant (note (¢))
Development Co., Ltd. (note (a)) 26 November 2010 HK$200,000,000
ERERARAT & () 2R 100 - 100 RESR
ZE-ZETZAKA 1B
Golden Mile Holdings Limited Hong Kong Note (d) Ordinary share 100 - 100 Investment holding
6 December 2010 HK$1
RN RERARAA Gl hE il 100 - 100 HRREXH
(Hisa) “E-N\fZAZT=EH (Ri)
Yixing Xinwei Leeshing Technology The PRC The PRC N/A 100 = 100 Not yet commenced
Development Company Limited 23 February 2018 (note (f) business

(note (a))
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20. BRI ZRE (@)

21.

GEE

8 HEATRETEER EMKLANEE
0%

b) A ER R EA B R M A Sz A R S0 A
o¥-

0 HARREFEENEMRIAEREE
A

O HEAAALEHTEIETEEBBIRE
ERAT -

o HEAFE R EEIE T MR -

f) T-AFR-F-\F+_A=+—

E E RAIZFEMEARL KRB AEETE

BERNBAREEENNEL BN FANE
A1 R 45 4B B B2 (BT 78 55

BE_Z-NAFR-_ZF-NF+=A
:+—H¢¢f'$§lIﬁW%Aﬁ%
BEARIFZRE -

HithEREEE
K_E*A¢+:HE+*H'ﬁ@#ﬁ
FEEARM15164,000T (BBE R L
17,307,000 L) i T HEARBM ([T &

BRD&ETFREZ - BHAE LKA
R-B——F ARRZHEARE RN

BAKBLAERARKITERERS
AR ERE FERE 18—
AMEERFEME 2 HE LM WIAS—
ErkETHReERRE ReNED

A FE 2 U -
REBEE-_Z—AF+_A=+—"BILEE

HE TEABRRREZXNREARY
15,164,0007T (48 & 7 4917,115,000/% 7T)
MEBRES —RBLzHEE -BE-F
—NF+-_A=+t-BHLFE ELZR
192,000 TEFFARKEBZERFER -

20.

21.
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NOTES TO THE FINANCIAL STATEMENTS

HE-_T-NFF+-A=+—HIFE For the year ended 31 December 2019

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.

Q) This company is registered under the laws of the PRC as a limited
liability enterprise.

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.

f) As at 31 December 2019 and 2018, the registered capital of this
company was not yet injected by the Group.

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
2019 and 2018.

OTHER NON-CURRENT ASSET

As at 31 December 2018, other non-current asset of
RMB15,164,000 (equivalent to approximately HK$17,307,000)
represented the cost of a piece of leasehold land to be
compensated by Dingshu Town People’s Government
("Dingshu Government”).

In 2012, Yixing Xinwei Leeshing Rare Earth Company Limited,
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.

During the year ended 31 December 2019, Dingshu Government
decided to pay cash of RMB15,164,000 (equivalent to
approximately HK$17,115,000) as compensation in lieu of
another piece of land. The exchange difference of HK$192,000
was included in the Group’s translation reserve during the year
ended 31 December 2019.
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HE-_T-NFF+-A=+—HIFE For the year ended 31 December 2019

22. FE 22. INVENTORIES
a) HSAVMEBERIARZEFEEBRSRE: a) Inventories in the consolidated statement of financial

position comprise:

—E-NE —E-N\F

2019 2018

TER TET

HK$'000 HK$'000

R4 ¥ Raw materials 20,180 28,444

R Work in progress 72,214 76,497

B Finished goods 163,849 48,589

256,243 153,530

by HZABIZESLEZHMOT : b)  The analysis of the amount of inventories recognised as
an expense is as follows:

—E-hF —E-N\F

2019 2018

THER FET

HK$'000 HK$'000

EEFEZERE Carrying amount of inventories sold 924,007 822,536

FEMG Write-down of inventories 19,375 20,753

GFEMBREE Reversal of write-down of inventories (1,955) (1,622)

941,427 841,667

EXEGEMEBEDTARERNTRLE The reversal of write-down of inventories arose due to an

HENETEMZ G 2B FEE increase in the estimated net realisable value of certain

i e products during the year as a result of change in market

conditions.
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NOTES TO THE FINANCIAL STATEMENTS

HE-_ZT-NWF+=-A=+—HILFE For the year ended 31 December 2019

23. TRADE AND OTHER RECEIVABLES, PREPAYMENTS

k& AND DEPOSITS
—E-hF —T-N\F
2019 2018
TR FHAT
HK$’'000 HK$'000
JiE Ui BR 2K Trade receivables 292,193 454,050
o BRI Z R B E R Less: Impairment loss on trade receivables (30,260) (33,568)
JE UG BR Fh S 58 Trade receivables, net 261,933 420,482
E b e U Other receivables 4,903 5,742
B B EUR 2 R EE R Less: Impairment loss on other receivables (1,987) (1,965)
H i %5 Other receivables, net 2,916 3,777
264,849 424,259
HEME  BER&E Consideration receivable from disposals of
2 EWR B property, plant and equipment 15,062 -
E b r] R B R IE Other tax refundable 33,126 40,220
JFE Uit BR 2% N EL Ath JE U R Trade and other receivables 313,037 464,479
TLEE B MK e 4 fE pn TR A Prepayments to suppliers for purchase of
R (P 3 (i) materials (note (i) 392,254 151,644
EmBEAFERES Other prepayments and deposits 23,550 32,511
BNRERES Prepayments and deposits 415,804 184,155
4=t Total 728,841 648,634
M aE Notes:
) P R MRR AR R L fth BB MR - TR RIE K i) All of the trade and other receivables, prepayments and deposits

ZeBEHMAUR - FRROKERRAX

iy RZE-—AFE+=A=+—8 ~£EH i)
BERLRMAMBRZEHEFENE
H #)392,254,0008 L (=T — N\ F :

151,644,000/ 7T ) °

one year.

are expected to be recovered or recognised as expense within

As at 31 December 2019, the Group prepaid an aggregate
amount of approximately HK$392,254,000 (2018:
HK$151,644,000) to several suppliers for purchase of rare earth
and refractory materials.
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NOTES TO THE FINANCIAL STATEMENTS

HE-_T-NFF+-A=+—HIFE For the year ended 31 December 2019

23. EWBRRRAEMEVRR BLRE 23. TRADE AND OTHER RECEIVABLES, PREPAYMENTS

58 :&AC )
W IRFIRER RS (R TER B HEE)
22RO

AND DEPOSITS (Continued)
The presentation of ageing analysis of the trade receivables
based on the invoice date, which is approximate to the

revenue recognition date, is as follows:

—E-NE —E-N\F

2019 2018

TET TET

HK$'000 HK$'000

618 A AR Less than 6 months 183,194 300,530
FEREENA 6 months to less than 1 year 80,841 113,719
122F AR 1 year to less than 2 years 5,800 10,584
2F A Over 2 years 22,358 29,217
292,193 454,050

B BRI Z R EE 1B Less: Impairment loss on trade receivables (30,260) (33,568)
261,933 420,482

REBEZE-_ZTE—NLER-_ZT—N\FE+=-A
=t HLFE REBAKATERFTY
NFO0E180H Z = EH -

AEBEEENFHEER O BN RMX
FEERRE -AEBAMERPHEEE
RE EEEHEECHETHABBEE
RE -EEENEECAMNZEKRERY
R W 0 % 5 e WSRO
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During the years ended 31 December 2019 and 2018, 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 receivables, and follows up the collection of

these receivables.
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HE-_ZT-NWF+=-A=+—HILFE For the year ended 31 December 2019

23. EWBRRREMEVRR BLRE 23. TRADE AND OTHER RECEIVABLES, PREPAYMENTS

RE€ () AND DEPOSITS (Continued)
BEBERE2EHMT The movements of loss allowances for impairment are as
follows:
PE W BR R 2 BUAE H {th FE R Z R B
Impairment of Impairment of
trade receivables other receivables
“E-NE ZE-N\F ZEBE-hE ZT-)N\F
2019 2018 2019 2018
TET FHET TERT FAT
HK$'000 HK$'000 HK$'000 HK$'000
»n—A—H At 1 January 33,568 36,028 1,965 2,064
(B[E), BHERRE Net impairment losses
BRI (reversed)/recognised (2,601) (823) 66 (5)
fERER Exchange differences (707) (1,637) (44) (94)
137
R+=—A=+—8H At 31 December 30,260 33,568 1,987 1,965
ANREBERE AN RELEDFOEMRT The Group applied the ECL prescribed by HKFRS 9, and the
ZIEHEEERE EHEEBEBRERX 2 impairment methodology of ECL model is set out in note
B AN MFE35() © 35(a).
24. HERESZEER 24. CASH AND CASH EQUIVALENTS
—E-NF —E-N\F
2019 2018
FTER TAET
HK$’'000 HK$'000
RITHEHREE S Bank balances and cash 1,478,953 1,666,292
He KRS EEERBEAERESZR Cash and cash equivalents comprise cash held by the Group
& RIRBITHIHFFEN F0%ZE0.3% (= and bank balances at prevailing market interest rates ranging
T—N\F : 0%ZE03%) T B ZRITER - from 0% to 0.3% (2018: 0% to 0.3%) per annum.
R-ZBE—-—HhE+-_A=+—B8B ' X&EEFT As at 31 December 2019, the Group had bank balances and
AEmEHNEETHEINMNEES 2 AR cash denominated in RMB that were either not freely
AT ERITEBR LIRS 4 51,476,558,000 convertible or were subject to exchange controls in the PRC
BT (ZE—/\% : 1,661,997,000%7T) ° amounting to approximately HK$1,476,558,000 (2018:

HK$1,661,997,000).
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HE-_T-NFF+-A=+—HIFE For the year ended 31 December 2019

25. BENERF s Bt EREMENR 25. TRADE PAYABLES, ACCRUALS AND OTHER
PAYABLES

—E-NF —E-N\F
2019 2018
FExT FHET
HK$'000 HK$'000
JE 1 BR 3R Trade payables 74,776 78,894
TEIRE R M H M ERMR Accrued expenses and other payables 24,196 26,824
EHEE (M) Contract liabilities (note) 19,703 33,769
H b e RiIE Other tax payables 489 2,865
FE &t R8I E b FE X Accruals and other payables . 44388 63,458
#Et Total 119,164 142,352

Mk EHEEEEEMARNHERRLE
FREMH -

ENERREZAR2F| 2 REDITAT

Note: The amounts primarily represent the advance payments from
customers for sales of goods not yet delivered.

The presentation of ageing analysis of trade payables based on

the invoice date is as follows:

—E-NE —E-N\EF

2019 2018

TEx FET

HK$'000 HK$'000

61E A AR Less than 6 months 37,953 39,056
6ME A E1F AR 6 months to less than 1 year 4,971 14,913
122F A 1 year to less than 2 years 12,875 4,227
2F A Over 2 years 18,977 20,698
74,776 78,894
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HE-_ZT-NWF+=-A=+—HILFE For the year ended 31 December 2019

25 ENERAR EFREREMEMSK 25. TRADE PAYABLES, ACCRUALS AND OTHER

26.

()
BRNEBEZEHNT :

PAYABLES (Continued)
The movement of contract liabilities are as follows:

—E-hE —E-N\F
2019 2018
THER TAET
HK$'000 HK$'000
n—HA—AH At 1 January 33,769 46,931
RENFABHEEZ Revenue recognised during the year that
FAEBRLKA was included in contract liabilities at the

HeWRamEm  ~ed

beginning of the year (33,396) (45,824)
Increase due to cash received, excluding

EEZAEBAZCH amounts recognised as revenue 19,921 34,562
EXER Exchange differences (591) (1,900)
R+=-—A=+—~H At 31 December 19,703 33,769
FERESRE 26. AMOUNTS DUE TO DIRECTORS

—E-NEF —E-N\F

2019 2018

FERT FHBIT

HK$'000 HK$'000

2P e Ms. Qian Yuanying 2,426 45

BRELLE Mr. Jiang Quanlong 383 2,375

BImiE Mr. Jiang Cainan 112 160

2,921 2,580

ENESREAEER 28 RIZEXE The amounts due to directors are unsecured, interest-free and
B8 - repayable on demand.
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NOTES TO THE FINANCIAL STATEMENTS

HE-_T-NFF+-A=+—HIFE For the year ended 31 December 2019

27. RBEMBRRRZFE

27. INCOME TAX IN THE CONSOLIDATED STATEMENT
OF FINANCIAL POSITION

a) HEMBRRARZER(FTdE)#H a) The movement of tax payable/(recoverable) in the
B2 EEMT ¢ consolidated statement of financial position are as
follows:
—E-NE —E-N\F
2019 2018
TET TET
HK$'000 HK$'000
n—HA—H At 1 January 5,890 4,762
AN FE B (B EE9(a)) Provision for the year (note 9(a))
—AEEMRER - PRC Enterprise Income Tax 5,173 8,297
HEMHBRRERIEERZ Tax recoverable derecognised upon
e AR (FaE32) disposal of a subsidiary (note 32) - 943
REFBENAFH Income tax paid during the year
—HEEMRER — PRC Enterprise Income Tax (7,917) (7,972)
3,146 6,030
TR ER Exchange differences (47) (140)
Rt+=-—A=+—8 At 31 December 3,099 5,890
Rir & KRR ER Tax recoverable recognised in
A Y B %5 18 the consolidated statement
of financial position (737) (753)
RERE M BRRARERZ Tax payable recognised in
eS8 the consolidated statement
of financial position 3,836 6,643
FE < 8 18 R (E Net tax payable 3,099 5,890
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b)

(9]

ERABZELEHEEEREE
ERRBELCHREE (AB)ZTE
AR ER I R LB AT

FEEZEEHE
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NOTES TO THE FINANCIAL STATEMENTS

HE-_T-NFF+-A=+—HIFE For the year ended 31 December 2019

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

b)

Deferred tax assets and liabilities recognised
The major components of deferred tax assets/(liabilities)

recognised and movement thereon are as follows:

JE W R B A
Bl REER
Impairment loss on

trade and other

Deferred tax arising from: receivables
THET
HK$'000

R-ZE-N\E—-A-H - N\&E+=-A=+—H At 1 January 2018, 31 December 2018 and
RZE-N%—-HA—H 1 January 2019 -
Bari¥ (M) Charged to profit or loss (note 9(a)) 3,852
ERER Exchange differences (42)
RZE-NAF+-A=+t—H At 31 December 2019 3,810

MABRAZEEHRBEE

R-ZZE—hE+=_B=+—8 xR
ZEREVBREERE AT EER
Z AU E B = £ 49 5831,787,00078
7T (ZZF— /A& :1,390,900,000/%
JC) © B R B LA TE R K BOE B SRR
WU EREBATNAEREEZRERE
EFRBBEE - B ABAAER
ZRE 2 HIBEBELR398,515,000/8
Jo(ZZF—/\4F : 954,122,000/ T) °
H 18 al SR B 45 e o

)

Deferred tax assets not recognised
As at 31 December 2019, deductible temporary
differences in respect of tax losses not recognised in
these consolidated financial statements were
approximately HK$831,787,000 (2018:
HK$1,390,900,000). 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$398,515,000 (2018: HK$954,122,000)
which can only be carried forward for a maximum period
of five years. Other losses may be carried forward

indefinitely.
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27. A&

d)

BRI R 2 B & Bt (40

HMARRAZELEREL G
BER-_ZZENEF-—H-—BRBEHRZ
B EREN L - IR AR B
WREEBZEERECESIR PR
NS ER B 5 5B A B W A T FE B PR

MNP BRI RA EBER - Bl E
REEHEHWA (WREFEZEE)
RI0% M EHMNBIAER RZF
BENE_A-+-8 BEHBEER
7 75 48 15 BE fE B $6(2008) 155 » Rkt -
RZEELFEF+ZA=+—HBAIAH
BZEREENELZREDIKEE
R BNTEINPTEH -

R-EBE-NE+=-_A=+—H0 A#

REBERZZHBARIA ST /\F
ZAIPE BN 2EREZENR
430,365,000 L (Z T — N\ & :
410,096,000/ 7T) ° A AN & B gE 1%
HZENB QR ZRBBUR - {EimiE
HEREE EBER BRTRE
LR NEIE 2 JEIE R
ZELREZERAELCHRBBERYD
43,037,000 T (=& — \ £ :
41,010,000/ 7T) °

Annual Report 2019 4

27. 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 2019, temporary differences relating
to the undistributed profits of subsidiaries established in
the PRC since 2008 amounted to approximately
HK$430,365,000 (2018: HK$410,096,000). Deferred tax
liabilities of approximately HK$43,037,000 (2018:
HK$41,010,000) have not been recognised in respect of
these temporary differences as the Group is able to
control the dividend policy of these subsidiaries and in
turn 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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HE-_ZT-NWF+=-A=+—HILFE For the year ended 31 December 2019

28. HEEE 28. LEASE LIABILITIES

TRERASBEHEERENAREHER
FBEEERMBRESENE 165N A H
ZHRBENER

The following table shows the remaining contractual materials

of the Group's lease liabilities at the end of the current

reporting period and at the date of transition to HKFRS 16:

—g-AEt=AZt-8
31 December 2019
RERE RERE
HRRE DEE: L

Present value
of the minimum  Total minimum

lease payments

lease payments

“Z2-NE-R-H

1 January 2019
REHE REHE
NRRE e

Present value
of the minimum Total minimum

lease payments  lease payments

TER TER THT TET

HK$'000 HK$'000 HK$'000 HK$'000

%R Within 1 year 1,181 1379 1122 1379
—FRERARER After 1 year but within 2 years 1,243 1,379 1,181 1,379
MEGRERAFRA After 2 years but within 5 years 2,102 2,184 3,344 3,563
3,345 3,563 4,525 4,942

4,526 4,942 5,647 6,321

B AR SR 28 Less: Total future interest expenses (416) (674)
HERERE Present value of lease liabilities 4,526 5,647
Hisr : A B B D 1 e Note: The Group has initially applied HKFRS 16 using the modified

BEEMBRESEAF 165 - LHBR
—Z-NF— A BNEERIARE
AREFEBSEMNENTROBALE
HEMNEHREERRHERE -

retrospective approach and adjusted the opening balances as at
1 January 2019 to recognise lease liabilities relating to leases
which were previously classified as operating leases under HKAS

17.
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29. RAERHE
a) AEEGAREZSEDSHRENR
FERZHERNGARRBHRA -
BERAAT R ARNBRRENE
ERPHMZEHHEHIMT
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29.

CAPITAL AND RESERVES
a) 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

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:

ADNTREAER
Attributable to owners of the Company
R& REg ZiER &
Share Share Accumulated
capital premium losses Total
Tk TR T i
HK$'000 HK$'000 HK$'000 HK$'000
RZE-\E-f-A t 1 January 2018 234,170 2,243,256 (31,943) 2,445,483
F-E2ERZT Changes in equity for 2018:
rEEER Loss for the year - - (12,909) (12,909)
REEEM2ENE Other comprehensive
income for the year - - - _
AEELERRARE Total comprehensive
loss for the year = - (12,909) (12,909)
RZZ-N\ETZA=Ft-HR  At31December 2018 and
“2-nE-A-F 1 January 2019 234,170 2243256 (44,85) 2432574
ZE- | §2ERR Changes in equity for 2019;
TEEER Loss for the year - - (13,012) (13,012)
FEEEM2ENE Other comprehensive
income for the year - - - -
AEE2EFEAR Total comprehensive
loss for the year - - (13,012) (13,012)
RZE-NE+-f=1-H At 31 December 2019 234170 2,243,256 (57,864) 2,419,562
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29. RAR %% (@) 29. CAPITAL AND RESERVES (Continued)

b) EEREBITRA b) Authorised and issued share capital
RGHE k|
Number of
shares Amount
T 1% FHBT
‘000 HK$'000
FREEO. 108 T2 EHK Ordinary shares of HK$0.10 each
EE Authorised
RZZE-—N\FE—-H—-H8" At 1 January 2018,
EZ—NE+_A=+—A8BEK 31 December 2018, and
T—-AFE+-_A=+—8 31 December 2019 4,000,000 400,000
ERTRAR Issued and fully paid
R-ZTE—N\FE—HF—H - At 1 January 2018,
- \FE+ZRA=+—HK 31 December 2018, and
—E-hEFE+ZA=+—8 31 December 2019 2,341,700 234,170

(9)

EBRERRAEAGRESTREIR K
BERARFERLEFABR R
KRR MBEEBREADEZRG
BEEOZEHRSES -

EEZEERE®N

i)

R HE

iR B2 BB 2 ALK (B HEET)
B9 2 R 5 50R F A 2 R
B R RHEMSERE2 A
ik RARBAHRENNEEE
158 1250 (88 XL B MR AR -

ARBZBNEERRESAR
#)149,950,000% 7T BI A A A
RBARERERAT 2
TTIRAMBITRMND 2EE - 8BA
REAR—NAANFENRA =+ A
Yo B 1 P HE BB IR 2 B BT R A B
BAREAREZHBEEER
BEZZ# -

(9]

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.

Nature and purpose of reserves

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.
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29. BRA R &M (80
o fREEZEEREN )
i)  BXEE
BErFREARERESESEA
ME BN 2 DEEEETEREZ

HE o

i) VEEEE
BREBBNEZEZEFES DR
BB 2 B BI R AR OI A R
RARFBIKZ 2B AR ZA
AERMEL  TEHEEEZE
=gk -

EERBETARNKERTEFE
ZEE (AW ERAEHE
AR WEREITRERE ZEE R
BEEATBINEBITMER
225% °

AREETRAEZHEARZE
RIKRE MV E R SRR E
B RNRAOETE 2 MF 2
10% - EE R B ERER M
BR250% M1k o fEH 2 EH A
RAEB AR IR S Z AT#ETT o

iv) B fEE
X FEERERREBINEL
MBmRMEECMARELZE
£ ZEETDRBEN 200 &
ZEEBRTARE -
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<)

29. CAPITAL AND RESERVES (Continued)

Nature and purpose of reserves (Continued)

ii)

jif)

iv)

Capital reserve

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

reorganisation.

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 balance 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(r).



29. RAR % (8

d)

e)

EEZAHIRER
R-ZE—hE+=_BA=+—H 7
DIRFARARERAZ AR A ER
%8 #) 42,185,392,0008 T (Z T — N\
4 :2,198,404,000/% ) * B E
N2 AR 10 & B #92,243,256,0007% 7T
(ZZ—)\4F : 2,243,256,000/8 7T) &
i 85 2 51 B 18 4957,864,000% 7T (=
T — )\ : 44,852,000/87C) ° Z L
BAEHD IR EBERSTIRRE
ZH ARABNBEEENEERAF
EBHREENEE - FaefEE oIk o

EXEH
AEBEREAZIRZABRINREAR
SERELE 2N ARRRFRE
HREEMBRERA AT WHER
BlL 2 EREBIAR D E SRR

AEBEeREBERERENRERERLE
AZRE NERFTRERS KRR D HRE
BREEAMRAAIAZZERETKTE
TROFERFREZRRESTFE XL
RELERA EBHEARBEL
HE - BEFAHBREARE K&
BAERRBRARRINZEEEE
BITHR REEATRRILEER
EARIE
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29. CAPITAL AND RESERVES (Continued)

d)

e)

Distributability of reserves

As at 31 December 2019, the aggregate amount of the
Company'’s reserves available for distribution to owners
of the Company was approximately HK$2,185,392,000
(2018: HK$2,198,404,000) which included the
Company's share premium of approximately
HK$2,243,256,000 (2018: HK$2,243,256,000), and
offsetting with accumulated losses of approximately
HK$57,864,000 (2018: HK$44,852,000). 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.
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29. RAER %% (@) 29. CAPITAL AND RESERVES (Continued)

e) BAEHE(H)
HEREG B AEBNUNEEEE
bPEREEREE - R RUAREE
Z%Eﬁﬁﬁ&ﬁ @EE & AR
RREAAEHERBENE K&
@%:%*hi&:;*ﬂ¢+zﬁ
ST HYEFEE BHE-_T—N
F+-A=+—HLFEBHM A&
BeRBE-_T— \FHRA -

RN E) J B AR B B A ) B 78 8 ST A1
REMELENHRTE °

30. BRETE

RZE-—NMESANBREITZREAFEAXR
gL ARAIRRS RS — R B R
2 (TS - SRS B HEE10
FRHM -

RIBBERETE  ARRAEFTRAHAE
BzBRMEREMEBABEERZE
EMAL BREALRAKEMBAR ZE
= EEERR - HER FF BXEM-
B KA ER sk RS B R A % AT B R

FifEfr 2 R TR BIRERE AR R MK
- RERZAERRERRE 2 BEE
XNGRBAKRE - BREATRARAES
ERHBNRABEEREETEARALZ
HMERNEAERTE ETFEESBR
R B R05F 2 HifE - 1R 8RB K
REETEI TR -

BE_Z-NAFR-Z-NF+=-A
EJr*EIJJ:iJE'W'ﬂEﬁE%Hx%EJr%HIﬁT
ZBBREER L 17 RS ERITRE ©
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e) Capital management (Continued)
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 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 2019 and 2018. During the
year ended 31 December 2019, the Group's strategy was

unchanged from year 2018.

Neither the Company nor any of its subsidiaries are

subject to externally imposed capital requirements.

30. SHARE OPTION SCHEME

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 10 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 2019 and 2018.
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31 EXBEALRS 31. MATERIAL RELATED PARTY TRANSACTIONS
a) HEEALZRS a) Transactions with related parties
RZESGEAVERREM A IRE In addition to the transactions and balances disclosed
R G RIERIN RRBIEFRE elsewhere in these consolidated financial statements, the
THABEZE _ZT—NER_FT—N\F directors of the Company consider that the followings
+-B=4+—HIEEARNEB L are the material related party transactions entered into by
ZERBEATRS : the Group during the years ended 31 December 2019
and 2018:
BEALER HAEEZER REMHE “E-hE  ZE-)N\F
2019 2018
Relationship with THER FTHT
Name of related party the Group Nature of transaction HK$’000 HK$'000
BRELE ARAIBTES AEERBEEBHMBEREER 813 -
F165% R A EEERX
Mr. Jiang Quanlong Executive director of the Expenses relating to short-term 813 =
Company leases under HKFRS 16 by the
Group
BRELE AREMTES AEEREEB G LR - 841
VTR ENEEREER
Mr. Jiang Quanlong Executive director of the Operating lease charges under - 841
Company HKAS 17 by the Group
BHTORRUEERAF ARAEEBERELE AEEREEBG LR - 3
MRZDAIRETEZZ FNRAENLEHEER
NG|
Wuxi Pan Asia Environmental A company of which Operating lease charges under - 3
Protection Technologies Mr. Jiang Quanlong, a HKAS 17 by the Group
Limited director of the Company,

was also a former director
of that company

RERR(IK)ERLAR ARAEFERELE AEERBEB G ER - 31
MRZAAESZRA FVHRAENKEHEER
Pan Asia Environmental A company of which Operating lease charges under - 31
Protection (Jiangsu) Mr. Jiang Quanlong, a HKAS 17 by the Group
Company Limited director of the Company,

is also a director
of that company

ARAEERE LARGTIHN—K The directors of the Company are of the opinion that the
EBREFRRBEREZERH 2 above transactions were entered into under the normal
& FRET L © course of business and in accordance with the terms of

the agreements governing such transactions.
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31 EXBEALRS () 31.

MATERIAL RELATED PARTY TRANSACTIONS

(Continued)

b) BIEEEAEZXS b)

FTEEBRABZHNE (BEINFTH
F10FTIE B2 AR RIESE R FE11FT
WEZRSFHMALIESREEAES

Transactions with key management personnel
Emoluments for key management personnel, including
amounts paid to the Company’s directors as disclosed in

note 10, and the highest paid employees and senior

ZEFE)MT management as disclosed in note 11 are as follows:
—E-hE —E-N\F
2019 2018
FTET FHBIT
HK$'000 HK$'000
EHEE R Short-term employee benefits 5,466 5,666
RIKERET Post-employment benefits 146 89
5,612 5,755

32. HEHBATA

RZZE-—NELAXNA AEEE—FB
M= RIS EE o DA S I T B LA
HEERBERAAE (V85 E) Z2100%K
- BeREAAR28000,0007T (HHE
W #932,933,0004 70) ([HEEIE]) < 5
FBREENFRERHEEDER - L E
EHERZZ—NFLATNHEKX

32. DISPOSAL OF A SUBSIDIARY
On 6 July 2018, the Group entered into an agreement with an
independent third party to dispose of its 100% equity interest
in Hai Cheng Xinwei Leeshing Magnesium Resources Co., Ltd.
("Hai Cheng Xinwei”) at a cash consideration of
RMB28,000,000 (equivalent to approximately HK$32,933,000)
(the “Disposal”). Hai Cheng Xinwei was principally engaged in

manufacturing and sales of magnesium products. The Disposal

was completed on 18 July 2018.

a) BWKE a) Consideration received
FET
HK$'000
BlReRACEBEEBRE Consideration received in cash and cash equivalents 32,933
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32. DISPOSAL OF A SUBSIDIARY (Continued)
b)  Analysis of assets and liabilities over which control

was lost
FAET
HK$'000
M - BB R&E Property, plant and equipment 40,439
KEBEHTENS LHHS Prepaid lease payments on land under operating leases 29,272
FE Inventories 2,866
i Ui B 3 B K th B KUK Trade and other receivables 5,043
A] Wz 51 %4 78 Tax recoverable 943
B kIS EHEE Cash and cash equivalents 1,365
JEBR 3R Trade payables (1,779)
JE 5T R I8 K H h & A 5K Accruals and other payables (45,648)
HEZEEFE Net assets disposed of 32,501
HE MR A Rz s ¢)  Gain on disposal of a subsidiary
FAET
HK$'000
BERRE Consideration received 32,933
HEZEEFE Net assets disposed of (32,501)
MEEWEB AT 2 ZHE R Cumulative exchange gain in respect of the net assets
EPEABERZHNBRARIEE of the subsidiary reclassified from equity to
A2 RETE B s profit or loss on loss of control in the subsidiary 1,493
REZFERLEMRERQF Gain on disposal of a subsidiary recognised
ZWas in profit or loss 1,925
HERBARZEESRAZE d) Net cash inflows on disposal of a subsidiary
FAIT
HK$'000
BlReRASEBEEBRE Consideration received in cash and
cash equivalents 32,933
W HEZHRE MBS SEERE  Less: Cash and cash equivalents disposed of (1,365)
HEZHEESRAFE Net cash inflows on disposal 31,568
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33. A&

RZE-NAERZZE-NF+ZHA
=tT—B - AEELEFE@YE K
FERRBZEBEREEZEFTHNER
BB EARALE -

2

RZZE—NE+=-_A=+—8 *&
BREMEZTABECEHEERB
BETERMNOZERSREAEZE
AWM

33. COMMITMENTS

a)

As at 31 December 2019 and 2018, the Group did not
have capital commitments in respect of acquisition and
construction of property, plant and equipment contracted
but not provided for.

As at 31 December 2018, the Group had operating lease
commitments for future minimum lease payments under
non-cancellable operating leases in respect of properties
which fall due as follows:

FET

HK$'000

1F R Within one year 2,261
1518 {E5F R After one year but within five years 2,184
4,445

REVENTEASEREEYEE
Nzl BAHRESTBEBERE
EoRE-—ERF-HEHEESRHK
REE o

Lt AR B IR M FE31(a) AT B A
ARBENRTARRAEETHKREL
EZBHMEMT

Operating lease payments represented rentals payable by
the Group for leased properties. Leases and rentals were
negotiated and fixed for a period of one to five years.
None of the leases included contingent rentals.

The above commitments included future lease payments
to Mr. Jiang Quanlong, a director of the Company, as
disclosed in note 31(a), which fall due as follows:

THET
HK$'000

1R

AEBRENREZTEGFERE 7
FAOBAKEHERRBRANKAEL
ZEMENRBABA - AEBEB
REGETENEERERBEYE

SERNF 16 - REZTE A&
BRER_F-NF—F—BHHY
BHNERAREZSHENEERE
(RKF&E3(b) cBA=ZFE—NEFE—A—
A - BRMEE N KIIBIEME2(F)PT
HEMBRRR AP BEARNRAER
REERE MAEBRASERRHEE
IR E 15 R B FE28 1K R -
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Within one year

822

The Group is the lessee in respect of a number of
properties held under leases which were previously
classified as operating leases under HKAS 17. The Group
has initially applied HKFRS 16 using the modified
retrospective approach. Under this approach, the Group
adjusted the opening balances as at 1 January 2019 to
recognise lease liabilities relating to these leases (see note
3(b)). From 1 January 2019 onwards, future lease
payments are recognised as lease liabilities in the
consolidated statement of financial position in
accordance with the accounting policies set out in note
2(f), and the details regarding the Group's future lease
payments are disclosed in note 28.
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34. BERE S 2ERMIA 34. FINANCIAL INSTRUMENTS BY CATEGORIES
RBEHER SENSRITIAZEREES The carrying amounts of each of the categories of financial
B instruments at the end of each reporting period are as follows:

—E-NF —E-)N\F
2019 2018
TET TAT
HK$’'000 HK$'000
SREE Financial assets
JiE YRR X Trade receivables 261,933 420,482
H e Yk Other receivables 2,916 3,777
HEME  BEREEZ Consideration receivable from disposals
EURE of property, plant and equipment 15,062 -
BHehIBeEEIER Cash and cash equivalents 1,478,953 1,666,292
ZEBEX AT ECEREE Financial assets measured
at amortised cost 1,758,864 2,090,551
—E-hEF —E-N\F
2019 2018
TET TAET
HK$’'000 HK$'000
cREE Financial liabilities
JE& < AR 3K Trade payables 74,776 78,894
TE1Z B A I E 15 3R Accrued expenses and other payables 24,196 26,824
N ZEEHRE Amounts due to directors 2,921 2,580
HEEBE Lease liabilities 4,526 -
REBHEKATEZERMEE Financial liabilities measured
at amortised cost 106,419 108,298
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35.

BEREEREMTIA N TE

ERTAZEREBEASEERTEKB
RYPELZEERR RBESRER H
R LERRER AEEAEZFER
B AR T B A 65 B B IR % % LB AT R A 0 B
BE s EIER R R EHIEFIR TX

a) FERR
EERRERZUFEEBRTANE
TEFAKERBER AR - A&
EEERREIBREEBUERREAM
BRFRARRITHES - EHRECENE
FERR  UREEFEZEEERAR -

() JEYERA R E M fEY K

A7 2R 1K B I RR R N At FE IR
RZEERR EEEZFIL—
REERR  YHAEBEERR
ETREESR - ASEETEHY
BEEREP ZM B R G E
TTEEE - ZEFEHHEP
BES B B FRIR 2 FE 52 I B Al
XN AZEBEFPHEER
HEEFPREMBREERREZE
BeoAEBTERESREESR
SREFHERR -
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35. 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
arise in the normal course of the Group’s business. The
Group's exposure to these risks and the financial risk
management policies and practices used by the Group to

manage these risks are described below.

a) Credit risk
Credit risk refers to the risk that a counterparty will
default on its contractual obligations resulting in a
financial loss to the Group. The Group's credit risk is
primarily attributable to trade and other receivables, and
bank balances. Management has a credit policy in place
and the exposures to these credit risks are monitored on

an ongoing basis.

(i)  Trade and other receivables
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.
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35. FINANCIAL RISK MANAGEMENT AND FAIR VALUE
OF FINANCIAL INSTRUMENTS (Continued)
a) Credit risk (Continued)

(i)

Trade and other receivables (Continued)

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, 15% (2018: 26%) and
74% (2018: 64%) of the total trade receivables
were due from the Group's largest customer and

the five largest customers respectively.

The maximum exposure to credit risk is represented
by the carrying amount of each financial asset in
the consolidated statement of financial position
after deducting any impairment loss. As at 31
December 2019 and 2018, the Group did not
provide any guarantees which would expose the

Group to credit risk.

Starting from 1 January 2018, the Group reassesses
lifetime ECLs for trade receivables under HKFRS 9 to
ensure that adequate impairment losses are made
for significant increase in the likelihood or risk of a
default occurring. The ECLs on trade receivables are
assessed for debtors individually or collectively using
a provision matrix with appropriate groupings. As
part of the Group’s credit risk management, the
Group use debtors’ ageing to assess with the
impairment loss because these customers consist of
a large number of customers which share common
risk characteristics that are representative of the
customers’ abilities to pay all amounts due in
accordance with the contractual terms. The
estimated loss rates are estimated on historical
observed default rates over the expected life of the
debtors and are adjusted forward-looking
information that is available without undue cost or
effort.
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35.

BEREEREMTIA N TE

(&)
a)

FER R (8)
() JERERAEMER (&)

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

a) Credit risk (Continued)

(i)

TRIBHA BAREE R RER
ARERERRREREEER

Trade and other receivables (Continued)
The following table provides information about the

Group's exposure to credit risk and ECLs for trade

ZER receivables:
“B-NF
2019
RAEEE RESE  HEZEARR
Expected Gross carrying  Loss allowances
loss rate amount for impairment
THRT THART
HK$'000 HK$'000
HE (R ) Current (not yet past due) 1.65% 162,256 2,683
aEDRAE A Less than 6 months past due 4.39% 101,780 4,468
afEA~EARIR-F More than 6 months but less
than 1 year past due 1.25% 3,350 243
BHBA-FEINRE More than 1 year but less
than 2 years past due 26.45% 2,639 698
BHBBERE QOver 2 years past due 100% 22,168 22,168
292,193 30,260
“2-N\F
2018
BHERE RREE  REZERRE
Expected Gross carrying Loss allowances
|oss rate amount for impairment
TR THR
HK$'000 HK$'000
A (Rm ) Current (not yet past due) 0.73% 300,689 2,185
BEDREA Less than 6 months past due 2.73% 113,564 3,09
pHBAAEARIR-F More than 6 months but less
than 1 year past due 3.73% 10,278 383
aHEA-FEIRRE More than 1 year but less
than 2 years past due 17.69% 1,962 347
jakiiEy TRk Over 2 years past due 100% 27,557 27,557
454,050 33,568
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35. FINANCIAL RISK MANAGEMENT AND FAIR VALUE
OF FINANCIAL INSTRUMENTS (Continued)

a)

b)

Credit risk (Continued)

(i) Trade and other receivables (Continued)
Expected loss rates are based on actual loss
experience over the past 2 years. These rates are
adjusted to reflect differences between economic
conditions during the period over which the
historical data has been collected, current
conditions and the Group’s view of economic
conditions over the expected lives of the

receivables.

Further quantitative disclosures in respect of the
Group's exposure to credit risk arising from trade

and other receivables are set out in note 23.

(i) Bank balances
The Group mitigates its exposure to credit risk by
placing deposits with financial institutions with
established credit rating. Given the high credit
ratings of the banks, the management does not
expect any counterparty to fail to meet its

obligations.

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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35 BXEREEREMIAECZATE 35. FINANCIAL RISK MANAGEMENT AND FAIR VALUE
() OF FINANCIAL INSTRUMENTS (Continued)
by FREBELEK (&) b) Liquidity risk (Continued)

TR AKEZERABERREH
R ERGNRABRAASRE (BF
ERAOFEFRZMENKE - W
BIFR - ARBEMRZMES) R
AEEAREREE2ZFAHME

The following tables set out the remaining contractual
maturities at the end of the reporting period of the
Group's financial liabilities based on contractual
undiscounted cash flows (including interest payments

computed using contractual rates or, if floating, based on

ZEBTAEHE rates at the end of the reporting period) and the earliest
date the Group can be required to pay:
“E-hF
2019
SHRERRER
Contractual undiscounted cash outflow

—ERg —E&f MERE
REREE AER LR &t KafE

Within 1~ More than 1 More than 2
yearoron year but less years but less Carrying
demand  than 2 years  than 5 years Total amount
TiEn TiEn T T T
HK$'000 HK$'000 HK$'000 HK$'000 HKS'000

EkE AN Non-derivative financial liabilities

Ei & Trade payables 74,176 - - 74,176 74,776
BRERRAMEMNT Accrued expenses and other payables 24,196 - - 24,196 24,196
EREZZE Amounts due to directors 2,921 - - 2,921 2,92
HEEE () Lease liabilities (note) 1,379 1,379 2,184 4,942 4,526
103,272 13719 2,184 106,835 106,419
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35. FINANCIAL RISK MANAGEMENT AND FAIR VALUE
OF FINANCIAL INSTRUMENTS (Continued)

REBESRR (&) b) Liquidity risk (Continued)
“Z-N\fF
2018
AORERR SR
Contractual undiscounted cash outflow
—FR% —E%E MERR
REXEER mER RER @t REME
Within 1 More than 1 More than 2
yearoron  year but less  years but less Carrying
demand  than 2 years  than 5 years Total amount
TAL TR TR TAL TAL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FTESRER Non-derivative financial liabilities
ERERR Trade payables 78,894 - - 78,894 78,894
BREAREMENK Accrued expenses and other payables 26,824 - - 26,824 26,824
%7 Amounts due to directors 2,580 - - 2,580 2,580
108,298 - - 108,298 108,298
Mizk: REEBR-_ZET—HhE—F— B Note: The Group has initially applied HKFRS 16 using the

REET B iaREASBHY
TR R F 65k W AR
B UERALENREES S
EAFI7TROBEALERENA
ERBANHAEAR HEAGE
ERBEEEEUBERELENS
165 AEG AR RIER B Gt £
AEITRPEAKEREZRE
BRzeE - REZHE VES
B LB EHL o

R R mE R
AEEZANXREREI2RERS MR
EEEE -BRBASIREFER
BZAXBEHIEEARES B A
SEROBITEFEEANEAR -

modified retrospective approach and adjusted the opening
balances as at 1 January 2019 to recognise lease liabilities
relating to leases which were previously classified as
operating leases under HKAS 17. Lease liabilities include
amounts recognised at the date of transition to HKFRS 16
in respect of leases previously classified as operating leases
under HKAS 17. Under this approach, the comparative
information is not restated.

c¢) Interest rate risk
The Group's interest rate risk arises primarily from cash
and cash equivalents. The Group does not anticipate
significant interest rate risk to cash and cash equivalents
because the interest rates of these balances are not

expected to change significantly.
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35 BXEREEREMIAECZATE

(&)

o R=ERE)

i)

i)

FIEHE
TRHAMSFIIAEEHRE R
SEERBERBREHROMEA

AN
= -

35.

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

c¢) Interest rate risk (Continued)
i) Interest rate profile
The following table details the interest rate profile
of the Group's cash and cash equivalents at the end
of the reporting period:

S —2-N\F
2019 2018
BRA= TERT ik THT
Effective Effective
interest rate HK$'000 interest rate HK$'000

B4 RIES%EBEE Cash and cash equivalents

EAMEEMEHRFIZNER
T fHatFIREE A TS50
BRI I,RDAREEARE
EBRBERNRRD g mAE
B 2 5t E518 495,822,000% 70 (=
E-N\F HEZT-NFT+Z
A=+—RBIEFEZAEBRH
BEERASERFEERRD/
#AN#95,744,000/8 7T) ° F| K&
BEAITHREREERE M
BOWELE -

Et 8RR E O AT THAR B IR e
RAEZNEEBRMETE - &
MO BRRRBRERRZKE
EEMTARBEAFERAER
MRS - SOEER LA TR
NEMEREEABERNER
RFTERCER  YAEEEY
MENEEREEBFE - =
F-NFRAEREEER AT o
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0%-0.3% 1,478,953 0%-0.3% 1,666,292

i) Sensitivity analysis
As at 31 December 2019, it is estimated that a
general increase/decrease of 50 basis points in
interest rates, with all other variables held constant,
would increase/decrease the Group's profit after
taxation for the year and decrease/increase the
Group’s accumulated losses by approximately
HK$5,822,000 (2018: decrease/increase the Group's
loss after taxation for the year ended 31 December
2018 and decrease/increase the Group's
accumulated losses by approximately
HK$5,744,000). 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
2018.
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FINANCIAL RISK MANAGEMENT AND FAIR VALUE

OF FINANCIAL INSTRUMENTS (Continued)

35 MERKREEREMIAZATE 35.

(%)

d) E%ER d)
AEETERNEEHEEEEN)
BEEBAIE R ETEERE SR
W BENREREERESEEE
MEHEEER EREERKRE

BEXERET -

) FREZEERE
TRANREEREK B AR EE
BEREM NGB UG R
BEZeHREEXREBEMAES

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

currency giving rise to currency risk is primarily United
States dollars (“US$").

Exposure to currency risk
The following table details the Group’s exposure to
currency risk arising from recognised assets or

liabilities denominated in a currency other than the

O o functional currency of the group entities to which
they relate.

FAEzE¥ AR ETT ETT

Exposure to currency risk us$ Us$

—E-hE —E-N\F

2019 2018

TERT FHBT

HK$'000 HK$'000

JE Uk BR 7% &% E b fE U R Trade and other receivables 11,340 14,466

RekHeFHEER Cash and cash equivalents 1,098 2,901

H e 3R Other payables (2,263) (4,162)

P 2 BREE KRR Overall exposure to currency risk 10,175 13,205

7R £ 18 3R B 3 48 A S R LR

BEREREINE G ER - RNEE
BEZENERIERR - EHESR

FEREEHNEAEGHRAR -

The Group currently does not have a foreign
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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35 MERKREEREMIAZATE 35. FINANCIAL RISK MANAGEMENT AND FAIR VALUE
(&) OF FINANCIAL INSTRUMENTS (Continued)
d) E¥REE(&E) d) Currency risk (Continued)
i) BEES i) Sensitivity analysis
TRINRAER ZBTREEF The following table indicates the instantaneous
(1) K2t EEREAREER change in the Group's profit/(loss) after taxation
WS EREE E KRR 2 IMNE & and accumulated losses that would arise if foreign
KRZAAGEHRZEEEEHM exchange rates to which the Group has significant
BEEIEA 228 WREHEMEA exposure at the end of the reporting period had
DB TE - changed at that date, assuming all other risk

variables remained constant.

BR %t % 5 7 Br#% 1% B 18
#h,/ (f2) A,/ (H )

HEER  RAFER SNEEX  REFER
#i/ Ry WA (Em) EiORD) R (Em)

Increase/ Decrease/

(decrease) in (increase) in

profit 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-nE —E-)N\F

2019 2018

TET THET

HK$'000 HK$'000

=V us$ 5% 420 5% 539
(5%) (420) (5%) (539)
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(&)
d)

e)

E%ER (&)

i) HBEST(E)
ERARZOMBERRKRE AR
B ARBR N 2 &K B A RIERS
B2 E B B W IR S RS
RZEXRBME BB TAEES 2
R & s NS BB kR 2
BIEE 248 o

A BURE D AT TH R R N [
ZQEE%FE%JE$E@F
HEBMRMTA 2SR T EimE
EoWBEAMK_ZE—N\E 2
Al AT o

AT EN &
BAFEN) BENE22BEER
BEZAFE
~AER=F-NE+=f
=+—B RREERAKB KA
HEZSRIAZEEERKREZAD
FHIBEAZR -
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35. FINANCIAL RISK MANAGEMENT AND FAIR VALUE
OF FINANCIAL INSTRUMENTS (Continued)

d)

e)

Currency risk (Continued)

i) Sensitivity analysis (Continued)
Results of the analysis as presented in the above
table represent an aggregate of the instantaneous
effects on profit or loss after taxation and equity for
each of the Company’s subsidiaries established in
the PRC measured in their respective functional
currencies, translated into Hong Kong dollars at the
exchange rate ruling at the end of each reporting

period for presentation purposes.

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 2018.

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 2019 and 2018.
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36.

METBHFELEREEZYHER

TRANAEERBEEZDMELABZE
B ERRSKFEREED -REEDM
ERIRKRERE
BREERERERDBRRERDESE

EEXBELRERE

ZBRETRE -

36. RECONCILIATION OF LIABILITIES ARISING FROM
FINANCING ACTIVITIES
The table below details changes in the Group’'s liabilities
arising from financing activities, including both cash and
non-cash changes. Liabilities arising from financing activities

are those for which cash flows were, or future cash flows will

be, classified in the consolidated statement of cash flows as

cash flows from financing activities.

HEAE B R st
Lease Discounted
liabilities bills Total
THET TET THET
HK$'000 HK$'000 HK$'000
R-ZT—N\E—H—H At1 January 2018 and
RZE-N\F 31 December 2018
+=R=+—-H - - _
MEERESIBEHE  Impact on initial application of
RAIF 16K E HKFRS 16 5,647 — 5,647
R-ZZE—hF—HA—H At1January 2019 5,647 - 5,647
MERSHREZEE : Changes from financing cash flows:
ENHEEREZ Capital element of lease rentals paid
N (1,121) - (1,121)
ENHEEREZ Interest element of lease rentals paid
ESR:87) (257) - (257)
EANEAPSS Interest paid - (331) (331)
Hitn# 8 : Other changes:
B> (HiEs(@)) Interest expenses (note 8(a)) 257 331 588
RZE—AF At 31 December 2019
+=-A=+—H 4,526 - 4,526
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37. ARIEEZBBMR K 37. COMPANY-LEVEL STATEMENT OF FINANCIAL
POSITION
—E-NF —E-)N\F
2019 2018
B 5 THERT FHET
Note HK$'000 HK$'000
FRBEE Non-current assets
B Equipment 175 277
FREEE Right-of-use assets 4,415 =
WEBARZKE Investments in subsidiaries 20 151,707 151,707
156,297 151,984
REBEE Current assets
B FRIERIES Prepayments and deposits 800 801
A NG Amounts due from subsidiaries 2,272,993 2,283,452
RekReEFHBEER Cash and cash equivalents 856 2,836
2,274,649 2,287,089
REBAE Current liabilities
JE =t 2R 1A N B 4th 1~ 2R Accruals and other payables 6,312 5,897
JE At & Fh0E Amounts due to directors 292 343
JFE A B /B A Rl ZXIE Amounts due to subsidiaries 254 259
HEBE Lease liabilities 1,181 .
8,039 6,499
REBEEFE Net current assets 2,266,610 2,280,590
EEHAERRBAR Total assets less current liabilities 2,422,907 2,432,574
e =R Non-current liabilities
HEAR Lease liabilities 3,345 -
BEEFE NET ASSETS 2,419,562 2,432,574
BEXR®EE CAPITAL AND RESERVES 29
[N Share capital 234,170 234,170
1 Reserves 2,185,392 2,198,404
ERAE TOTAL EQUITY 2,419,562 2,432,574
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3. ABE=ZE—hE+=ZA=+—H 38. POSSIBLE IMPACT OF AMENDMENTS, NEW

IEEECRMERRERZBTA
A EARREBZIRSE

BEUSEAMBHRRTEAH FES
AEMASEEMTIRBE-_FT-NF
TZA=+-BLFERHARERBELER
WEEE P B RER T RBERT A RFR]
R HRBENA TR EAEEERHE -

BEM SR E £
FE3RZBFT R

E\‘/Emﬁ"% NE1HRR BEEZER?
BB ERIFESH
Zf‘zﬂ$

BREMBMEEAFE FIRELERE?
5% BB RS
395 R B BN B E
EHFT75 2 BETA

B2 ER

! REBRHMA-—FT_FTF-—A—Axi’R
B0 B0 & (B 4F 2 H R P 40 B SRR M 75
AHREERBENR

b AT _TFE A AR ZRFABHNFE

HiR A
B k5T AT 0B B 3R 4 S B B B 4 5T
Ao @ETHBREBLERDR -

—N\ET - HRBET  RAFTEMS
BELEABSERNET KR _ZT_FF
—A—B¥ RN EERRER

R B IR 2 F 2 BN 1146 8 B B ]
ZEHMPE -BERA AEBERLKEM
ZEBIARTKRAEHRNEE 256 UK

BREREATE -
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STANDARDS AND INTERPRETATIONS ISSUED BUT
NOT YET EFFECTIVE FOR THE YEAR ENDED 31

DECEMBER 2019
Up to the date of issuance of these consolidated financial

statements, the HKICPA has issued a number of amendments
and new standards which are not yet effective for the year
ended 31 December 2019 and which have not been adopted
in these consolidated financial statements. These include the

following which may be relevant to the Group.
Amendments to HKFRS 3 Definition of a Business'
Definition of Material?

Amendments to HKAS 1
and HKAS 8

Amendments to HKFRS 9, Interest Rate Benchmark Reform?
HKAS 39 and HKFRS 7

L Effective for business combinations and asset acquisitions for
which the acquisition date is on or after the beginning of the
first annual period beginning on or after 1 January 2020

2 Effective for annual periods beginning on or after 1 January 2020

In addition to the above new and amendments to HKFRSs, a
revised Conceptual Framework for Financial Reporting was
issued in 2018. Its consequential amendments, the
Amendments to References to the Conceptual Framework in
HKFRS Standards, will be effective for annual periods

beginning on or after 1 January 2020.

The Group is in the process of making an assessment of what
the impact of these developments are expected to be in the
period of initial application. So far the Group has concluded
that the adoption of them is unlikely to have significant impact

on the Group’s consolidated financial statements.
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ERMART 2RERM—RIIEH RZE
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39. EVENT AFTER THE REPORTING PERIOD

Following the outbreak of the Coronavirus Disease 2019
("COVID-19") in late 2019, the central government of the PRC
has implemented a number of measurements for disease
prevention and controls. The business environment in the
Mainland China has been significantly affected. The World
Health Organisation further declared the COVID-19 pandemic
in March 2020, a series of precautionary and control measures
have been implemented across the globe. The future
development of the COVID-19 and its disruption to business
and economic environment are highly uncertain. The Group
has been assessing the operational and financial impact of the
COVID-19 on the Group. However, given the dynamic nature
of the incident, it is not practicable to provide a reasonable
estimate of its impacts on the Group's financial position,

performance and cash flows up to the date of this report.

. COMPARATIVE FIGURES

The Group has initially applied HKFRS 16 as at 1 January 2019
using the modified retrospective approach. Under the
approach, comparative information is not restated. Further
details of the changes in accounting policies are disclosed in

note 3.
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HE+-A=+—-HLEFE
For the year ended 31 December

“E-hE ZE-N\§& ZT—tHF ZZZ—RFE ZET—AF

2019 2018 2017 2016 2015

THERT FHAT FTHAT FAT FATT

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

N Revenue 1,018,535 902,095 637,162 709,120 843,110

88 & B AN Cost of sales (941,427) (841,667) (611,531) (704,190) (943,575)

EA,/(£8) Gross profit/(loss) 77,108 60,428 25,631 4,930 (100,465)

%Rt Al Al (J8538) Profit/(loss) before taxation 40,908 921 (79,402) (98,403) (264,083)

EiCyiis Income tax charge (1,321) (8,297) (5,379) (9,473) (3,535)

RNEFHEM / (E518) Profit/(loss) for the year 39,587 (7,376) (84,781) (107,876) (267,618)

JE1h: Attributable to:

ZN/NGIETZ DN Owners of the Company 38,885 (5,424) (82,839) (104,242) (256,650)

FEIE R A Non-controlling interests 702 (1,952) (1,942) (3,634) (10,968)

39,587 (7,376) (84,781) (107,876) (267,618)

R+t=—A=+-—H
As at 31 December

=B-NE —T-N\§F —T—+F TR —T-hF

2019 2018 2017 2016 2015

THERT THET TAT TATT FHATT

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

MEEE Current assets 2,464,774 2,472,316 2,512,509 2,434,619 2,610,821

EREFEE Non-current assets 267,282 297,941 409,082 480,382 577,089

EELE Total assets 2,732,056 2,770,257 2,921,591 2,915,001 3,187,910

mEa R Current liabilities 127,102 151,575 167,781 259,175 250,500

FERBEE Non-current liabilities 3,345 - - 811 886

BEEE Total liabilities 130,447 151,575 167,781 259,986 251,386

BEFE Net assets 2,601,609 2,618,682 2,753,810 2,655,015 2,936,524

AR AN Share capital 234,170 234,170 234,170 234,170 234,170

i Reserves 2,361,275 2,378,921 2,511,665 2,411,514 2,688,629
ZN/NGIEZZ DN Equity attributable to

JE(h s owners of the Company 2,595,445 2,613,091 2,745,835 2,645,684 2,922,799

FEPE IR i Non-controlling interests 6,164 5,591 7,975 9,331 13,725

S aE Total equity 2,601,609 2,618,682 2,753,810 2,655,015 2,936,524

Annual Report 2019 4







b Ak A R A )
China Rare Earth Holdings Limited

BEBERSE LTI BI39RERKE2509E
Room 2509, Harcourt House, 39 Gloucester Road, Wanchai, Hong Kong

www.creh.com.hk




	COVER
	CONTENTS
	CORPORATE INFORMATION
	FINANCIAL HIGHLIGHTS
	CHAIRMAN’S STATEMENT
	DIRECTORS AND SENIOR MANAGEMENT PROFILE
	CORPORATE GOVERNANCE REPORT
	DIRECTORS’ REPORT
	INDEPENDENT AUDITOR’S REPORT
	CONSOLIDATED STATEMENT OF PROFIT OR LOSS
	CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
	CONSOLIDATED STATEMENT OF FINANCIAL POSITION
	CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
	CONSOLIDATED STATEMENT OF CASH FLOWS
	NOTES TO THE FINANCIAL STATEMENTS
	FINANCIAL SUMMARY
	BACK COVER



