APPENDIX IB ACCOUNTANTS’ REPORT OF JIXI MACHINERY

The following is the full text of a report, prepared for the purpose of incorporation in this
prospectus, received from the reporting accountants of our Company, Ernst & Young, Certified
Public Accountants, Hong Kong.

Ell ERNST & YOUNG 18¢h Floor

f i Two International Finance Centre
8 Finance Street
Central
Hong Kong

29 January 2010

The Board of Directors

International Mining Machinery Holdings Limited
UBS AG, Hong Kong Branch

Dear Sirs,

We set out below our report on the financial information of Jixi Coal Mining Machinery Co., Ltd.
(“Jixi Machinery”) including the income statement, the statement of changes in equity and cash flow
statement of Jixi Machinery for the period from 1 January 2006 to 15 May 2006 (the “Relevant
Period”), the statement of financial position as at 15 May 2006, and a summary of significant
accounting policies and other explanatory notes (the “Financial Information”) for inclusion in the
Prospectus of International Mining Machinery Holdings Limited (formerly known as TJCC Holdings
Ltd., the “Company”) dated 29 January 2010 (the “Prospectus”) in connection with the proposed
listing of the shares of the Company on the Main Board of The Stock Exchange of Hong Kong
Limited (the “Hong Kong Stock Exchange”).

Jixi Machinery was incorporated as a domestic limited liability company in the People’s Republic of
China (the “PRC”) on 19 September 2001. On 10 April 2006, Jixi Machinery was re-registered as a
wholly foreign-owned enterprise following the acquisition of 100% equity interest in Jixi Machinery
by International Mining Machinery Limited (“IMM Mauritius”), a subsidiary of the Company
incorporated in Mauritius, from Heilongjiang Coal Mining Machinery Group Co., Ltd.
(“HCMMG?”), the former holding company of Jixi Machinery. Consequently, the Company became
the holding company of Jixi Machinery thereon.

Jixi Machinery is principally engaged in the manufacture and sale of mining machinery in Mainland
China, the PRC. The registered office and the principal place of business of Jixi Machinery are
located at Hong Qi Road 2, Ji Guan District, Jixi, Heilongjiang, the PRC. Prior to the re-registration
as a wholly foreign-owned enterprise, HCMMG held 100% of the equity interest of Jixi Machinery
and therefore was its holding company up to 15 May 2006, being the date on which IMM Mauritius
obtained control over Jixi Machinery. Jixi Machinery has adopted 31 December as its financial year
end date.

No audited financial statements of Jixi Machinery were prepared in accordance with the relevant
accounting rules and financial regulations in the PRC (“PRC GAAP”) for the Relevant Period.
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For purpose of this report, the directors of Jixi Machinery (the “Directors”) have prepared the
management accounts of Jixi Machinery for the Relevant Period, in accordance with International
Financial Reporting Standards (“IFRSs”) (which also include International Accounting Standards
(“IASs”) and Interpretations) issued by the International Accounting Standards Board (the “IASB”),
(the “IFRS Management Accounts”).

The Directors are responsible for the preparation and the true and fair presentation of the Financial
Information in accordance with IFRSs and the disclosure requirements of the Hong Kong Companies
Ordinance. This responsibility includes designing, implementing and maintaining internal control
relevant to the preparation and the true and fair presentation of the Financial Information that is
free from material misstatements, whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are reasonable in the circumstances. Our
responsibility is to express an opinion based on our audit on the Financial Information for the
Relevant Period.

The Financial Information has been prepared by the Directors from the IFRS Management Accounts
and in accordance with IFRSs. For the purpose of this report, we have carried out an independent
audit on the Financial Information for the Relevant Period in accordance with HKSA, and have
carried out such additional procedures as we considered necessary in accordance with the Auditing
Guideline 3.340 “Prospectuses and the Reporting Accountant” issued by the HKICPA. No
adjustments were deemed necessary to the IFRS Management Accounts in preparing this accountants
report for inclusion in the Prospectus.

In our opinion, the Financial Information for the Relevant Period gives, for the purpose of this
report, a true and fair view of the state of affairs of Jixi Machinery as at 15 May 2006 and of the
results and cash flows of Jixi Machinery for the Relevant Period in accordance with IFRSs.
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l. FINANCIAL INFORMATION
Income statement

For the period from 1 January 2006 to 15 May 2006

Notes RMB’000

REVENUE . .o e e e e e 5 134,131
CoSt Of Sales oot et e (86,120)
GrOSS PrOfIt « v vttt et ettt et et e e e e e 48,011
Other income and gains . ..... vttt i e e e S 28,581
Selling and distribution CoStS .. ... ..u ittt e e (8,273)
AdminiStrative EXPENSES . .. v v vttt ettt e e e e e (13,196)
Other EXPENSES it ittt ettt ettt e e e (6,746)
FINance revenue . .. ..ottt e e e 6 6
FINance COStS ittt et e e e e e e 6 (3,557)
PROFIT BEFORE TAX .. e e e ettt 7 44,826
INCOME tAX-EXPEIISE . . ¢ v e ettt e et e et e e et et et e e e e ettt et 10 (8,864)
PROFIT FOR THE PERIOD . ... e ettt 35,962

Attributable to:
Equity holder of Jixi Machinery .......... ... i, 35,962

“Profit for the period” represents the “total comprehensive income” for the Relevant Period
presented. Accordingly, no statement of comprehensive income is presented.
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Statement of financial position

As at 15 May 2006

Notes = RMB'000
NON-CURRENT ASSETS
Property, plant and eqUIPMENTt ... ...ttt ittt et e 14 67,133
Land use rights . ..ottt e 15 19,494
Deferred taxX aSSEES . .t v v vttt ettt e e e e 16 7,460
94,087
CURRENT ASSETS
INVentOrIES .« ottt e e e e 17 121,945
Trade and bills receivables . ... .. oot i 18 112,735
Prepayments, deposits and other receivables ............. ... ... ... .. ... ..., 19 13,223
Cash and cash equivalents . ....... ... i et 20 5,591
253,494
CURRENT LIABILITIES
Interest-bearing loans . .. ... .ottt e 21 106,842
Trade payables .. ..ot e 22 79,923
Other payables and accruals ... ... i 23 198,600
Tax payable .. ... o e e 22,107
407,472
NET CURRENT LIABILITIES . ...ttt e e et et (153,978)
TOTAL ASSETS LESS CURRENT LIABILITIES . ... ..o e (59,891)
NET LIABILITIES © ..\ vt e e e e e e (59,891)
EQUITY
Equity attributable to the equity holder of Jixi Machinery
Paid-up capital .. .oo i e 24 92,380
RESEIVES .ottt e e e 25 (152,271)
Total defiCits ...ttt e e (59,891)
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Statement of changes in equity

For the period from 1 January 2006 to 15 May 2006

Equity attributable to the equity holder of Jixi

Machinery
Paid-up Capital Accumulated Total
capital reserve losses deficits

RMB’000 RMB’000 RMB’000 RMB’000
(Note 24) (Note 25)

92,380 24,650 (212,883)  (95,853)
— — 35,962 35,962

92,380 24,650 (176,921)  (59,891)

At 1 January 2006 . ..o v e
Profit for the period . ........coviiiiin i

At15May 2006 ...
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Cash flow statement

For the period from 1 January 2006 to 15 May 2006

Notes RMB’000
CASH FLOWS FROM OPERATING ACTIVITIES
Profit Defore tax . oottt e 44,826
Adjustments for:
FInance COSES . oo vttt et et e e e e e 6 3,557
Finance revenue . ....... ...ttt e 6 (6)
Interest Waived ... .ottt e e 5 (28,220)
Loss on disposal of items of property, plant and equipment ................... 7 187
Depreciation of items of property, plant and equipment ...................... 2,723
Amortisation of land use rights . ....... .. .. . . i 7 185
Impairment of trade receivables . ....... .. ... .. . . 7 4,399
Write-down of inventories to net realisable value . ........................... 7 842
28,493
Decrease 1N INVENTOIIES & . vttt ittt et e ettt e e ettt et ettt et 7,178
Increase in trade and bills receivables . ....... ... ... . . (19,670)
Decrease in prepayments, deposits and other receivables . ......................... 20,850
Decrease in trade payables . .. ... ot e (9,127)
Decrease in other payables and accruals ......... ... .. .. i i (11,232)
16,492
Income tax Paid .. oo vttt e e —
Net cash inflow from operating activities . ... ....vuune et et e e 16,492
CASH FLOWS FROM INVESTING ACTIVITIES
Interest reCeived . . ..ottt 6 6
Purchases of items of property, plant and equipment .. ..............cciiininnan.. (2,007)
Proceeds from disposal of items of property, plant and equipment .................. 153
Net cash outflow from investing activities ... .......ueuetnenenernenennenennnnns (1,848)
CASH FLOWS FROM FINANCING ACTIVITIES
New bank 1oans .. ..o e 11,410
Repayments of bank loans .. ... ... i e (23,000)
Interest Paid . . oottt e (3,557)
Net cash outflow from financing activities ... .......ouuvunineenenernenennennn (15,147)
NET DECREASE IN CASH AND CASH EQUIVALENTS ... ...t (503)
Cash and cash equivalents at beginning of the period ............................ 6,094
CASH AND CASH EQUIVALENTS AT END OF THE PERIOD .................. 5,591
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II. NOTES TO FINANCIAL INFORMATION

1. BASIS OF PREPARATION

The Financial Information incorporates the financial statements of Jixi Machinery for the period
from 1 January 2006 to 15 May 2006 to present the results and financial position of Jixi Machinery
before the Company obtained control in Jixi Machinery.

The Financial Information has been prepared in accordance with IFRSs, and the disclosure
requirements of the Hong Kong Companies Ordinance. For the purpose of preparing and presenting
the Financial Information, Jixi Machinery has early adopted the IFRSs, which are effective for the
accounting period beginning on 1 January 2009, except for TAS 39 & IFRS 7 (Amendments)
Reclassification of Financial Assets, which are effective from 1 July 2008 but should not be applied
retroactively, throughout the Relevant Period.

The Financial Information has been prepared under the historical cost convention. The Financial
Information is presented in Renminbi (“RMB”) and all values are rounded to the nearest thousand
except when otherwise indicated.

2. NET CURRENT LIABILITIES
As at 15 May 2006, the current liabilities of Jixi Machinery exceeded its current assets by
approximately RMB153,978,000.

The Directors have prepared the financial statements on a going concern basis notwithstanding the
net current liabilities position as the holding company, TJCC Holdings Ltd., has undertaken to
provide continuing financial support to Jixi Machinery to enable Jixi Machinery to meet its
liabilities as and when they fall due.

3.1 IMPACT OF ISSUED BUT NOT YET EFFECTIVE IFRSs
Jixi Machinery has not applied the following new and revised IFRSs, which have been issued but are
not yet effective, in this Financial Information.

IFRS 1 (Revised) First-time Adoption of IFRSs!

IFRS 3 (Revised) Business Combinations!

IAS 27 (Revised) Consolidated and Separate Financial Statements!

IAS 39 Amendment Amendment to IAS 39 Financial Instruments: Recognition and Measurement
— Eligible Hedged Items!

IFRIC 17 Distributions of Non-cash Assets to Owners!

IFRIC 18 Transfers of Assets from Customers?

IFRS 2 Amendments Amendments to [FRS 2 Share-based Payment — Group Cash-seitled Share-
based Payment Transactions3
IAS 32 Amendment Classifications of Rights Issues*

IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments’
IAS 24 (Revised) Related Party Transactions®

IFRIC 14 Prepayments of a Minimum Funding Requirements

IFRS 9 Financial Instruments’

1 Effective for annual periods beginning on or after 1 July 2009

2 Effective for transfer of assets from customers received on or after 1 July 2009

3 Effective for annual periods beginning on or after 1 January 2010
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4 Effective for annual periods beginning on or after 1 February 2010
s Effective for annual periods beginning on or after 1 July 2010

6 Effective for annual periods beginning on or after 1 January 2011
7 Effective for annual periods beginning on or after 1 January 2013

Apart from the above, TASB has also issued Improvements to IFRSs 2009* which sets out
amendments to a number of IFRSs resulting from its annual improvements project published in April
2009. Except for the amendments to IFRS 2, IAS 38, IFRIC 9 and IFRIC 16 which are effective for
annual periods beginning on or after 1 July 2009, the remaining amendments are effective for annual
periods beginning on or after 1 January 2010 although there are separate transitional provisions for
each standard or interpretation.

The improvements to IFRSs 2009 includes amendments to IFRS 2, IFRS 5, IFRS 8, IAS 1, IAS 7, IAS 17, IAS 18,
IAS 36, IAS 38, IAS 39, IFRIC 9 and IFRIC 16.

Jixi Machinery is in the process of making an assessment of the impact of these new and revised
IFRSs and IFRICs upon initial application. The Directors anticipate that these new and revised IFRSs
and IFRICs are unlikely to have any significant impact on Jixi Machinery’s results of operations and
financial position.

3.2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The principal accounting policies adopted by Jixi Machinery in arriving at the Financial Information
set out in this report, which conforms with the IFRSs, are set out below:

Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to Jixi
Machinery and the revenue can be reliably measured. Revenue is measured at the fair value of the
consideration received, excluding other sales taxes or duties. The following specific recognition
criteria must also be met before revenue is recognised:

(a) Sale of goods

Revenue from the sale of goods is recognised when the significant risks and rewards of ownership
have been transferred and the title has passed to the buyer, provided that Jixi Machinery maintains
neither managerial involvement to the degree usually associated with ownership, nor effective
control over the goods sold;

(b) Rendering of services
Revenue from the rendering of services is recognised when such services are rendered and when it is
probable that the economic benefits associated with the transaction will flow to the entity; and

(c) Interest income

Interest income on an accrual basis using the effective interest method by applying the rate that
discounts the estimated future cash receipts through the expected life of the financial instrument to
the net carrying amount of the financial asset.

Borrowing costs

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

All other borrowing costs are recognised as expenses in the income statement in the period in which
they are incurred.

Foreign currencies
The functional and presentation currency of Jixi Machinery is RMB.

Foreign currency transactions are initially recorded using the functional currency rates of exchange
ruling at the dates of transactions. Monetary assets and liabilities denominated in foreign currencies
are translated at the rates of exchange ruling at the reporting date. All differences are taken to the
income statement. Non-monetary items that are measured in items of historical cost in a foreign
currency are translated using the exchange rates at the dates of the initial transactions.
Non-monetary items measured at fair value in foreign currency are translated using the exchange
rates at the date when the fair value was determined.

Government grants

Government grants are recognised at their fair value where there is reasonable assurance that the
grant will be received and all attaching conditions will be complied with. Where the grant relates to
an expense item, it is recognised as income over the periods necessary to match the grant on a
systematic basis to the costs that it is intended to compensate. Where the grant relates to an asset,
the fair value is credited to a deferred income account and is released to the income statement over
the expected useful life of the relevant asset by equal annual instalments.

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

Current tax assets and liabilities for the current and prior periods are measured at the amount
expected to be recovered from or paid to the taxation authorities.

Deferred tax is provided, using the liability method, on all temporary differences at the reporting
date between the tax bases of assets and liabilities and their carrying amounts for financial reporting
purposes.

Deferred tax liabilities are recognised for all taxable temporary differences, except:

> where the deferred tax liabilities arises from the initial recognition of an asset or liability in a
transaction that is not a business combination and, at the time of the transaction, affects
neither the accounting profit nor taxable profit or loss; and

> in respect of taxable temporary differences associated with investments in subsidiaries and an
associate where the timing of the reversal of the temporary differences can be controlled and it
is probable that the temporary differences will not reverse in the foreseeable future.
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Deferred tax assets are recognised for all deductible temporary differences, carryforward of unused
tax credits and unused tax losses, to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences, and the carry forward of unused tax
credits and unused tax losses can be utilised, except:

>  where the deferred tax asset relating to the deductible temporary differences arises from the
initial recognition of an asset or liability in a transaction that is not a business combination
and, at the time of the transaction, affects neither the accounting profit nor taxable profit or
loss; and

> in respect of deductible temporary differences associated with investments in subsidiaries and
an associate, deferred tax assets are only recognised to the extent that it is probable that the
temporary differences will reverse in the foreseeable future and taxable profit will be available
against which the temporary differences can be utilised.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part
of the deferred tax asset to be utilised. Conversely, previously unrecognised deferred tax assets are
reassessed at each reporting date and are recognised to the extent that it is probable that sufficient
taxable profit will be available to allow all or part of the deferred tax asset to be utilised.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the
period when the asset is realised or the liability is settled, based on tax rates (and tax laws) that have
been enacted or substantively enacted at the reporting date.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to set off
current tax assets against current tax liabilities and the deferred taxes relate to the same taxable
entity and the same taxation authority.

Dividends

Dividends proposed by the directors are classified as a separate allocation of retained earnings
within the equity section of the statement of financial position, until they have been approved by the
shareholders in a general meeting. When these dividends have been approved by the shareholders
and declared, they are recognised as a liability.

Property, plant and equipment and depreciation

Property, plant and equipment, other than construction in progress, are stated at cost less
accumulated depreciation and any impairment losses. The cost of an item of property, plant and
equipment comprises its purchase price and any directly attributable costs of bringing the asset to its
working condition and location for its intended use. Expenditure incurred after items of property,
plant and equipment have been put into operation, such as repairs and maintenance, is normally
charged to the income statement in the period in which it is incurred. In situations where it can be
clearly demonstrated that the expenditure has resulted in an increase in the future economic benefits
expected to be obtained from the use of an item of property, plant and equipment, and where the
cost of the item can be measured reliably, the expenditure is capitalised as an additional cost of that
asset or as a replacement. Depreciation is calculated on the straight-line basis to write off the cost of
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each item of property, plant and equipment to its residual value over its estimated useful life. The
estimated useful lives of property, plant and equipment are as follows:

Buildings . ...t e 20 to 40 years
Plant and machinery ... ...... .ot e e e 10 years
Office EQUIPIMENT « . v vttt ettt et et et e e et et ettt et i S years
Motor vehicles .. ..ot e 5 years

Where parts of an item of property, plant and equipment have different useful lives, the cost of that
item is allocated on a reasonable basis among the parts and each part is depreciated separately.

Residual values, useful lives and depreciation methods are reviewed, and adjusted if appropriate, at
each reporting date.

An item of property, plant and equipment is derecognised upon disposal or when no future
economic benefits are expected from its use or disposal. Any gain or loss on disposal or retirement
recognised in the income statement in the year the asset is derecognised is the difference between the
net sales proceeds and the carrying amount of the relevant asset.

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

Intangible assets (other than goodwill)

The useful lives of intangible assets are assessed to be finite. Intangible assets with finite lives are
amortised over the useful economic life and assessed for impairment whenever there is an indication
that the intangible asset may be impaired. The amortisation period and the amortisation method for
an intangible asset with a finite useful life are reviewed at least at each reporting date.

Intangible assets with indefinite useful lives are tested for impairment annually either individually or
at the cash-generating unit level. Such intangible assets are not amortised. The useful life of an
intangible asset with an indefinite life is reviewed annually to determine whether indefinite life
assessment continues to be supportable. If not, the change in the useful life assessment from
indefinite to finite is accounted for on a prospective basis.

Research and development costs

All research costs are charged to the income statement as incurred. Expenditure incurred on projects
to develop new products is capitalised and deferred only when Jixi Machinery can demonstrate the
technical feasibility of completing the intangible asset so that it will be available for use or sale, its
intention to complete and its ability to use or sell the asset, how the asset will generate future
economic benefits, the availability of resources to complete the project and the ability to measure
reliably the expenditure during the development. Product development expenditure which does not
meet these criteria is expensed when incurred.
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Land use rights
Land use rights are stated at cost less accumulated amortisation and any impairment losses. Land
use rights are amortised on the straight-line basis over the lease terms of 50 years.

Impairment of non-financial assets other than goodwill

When an indication of impairment exists, or when annual impairment testing for an asset is required
(other than inventories, financial assets and deferred tax assets), the asset’s recoverable amount is
estimated. An asset’s recoverable amount is calculated as the higher of the asset’s or cash-generating
unit’s value in use and its fair value less costs to sell, and is determined for an individual asset,
unless the asset does not generate cash inflows that are largely independent of those from other
assets or groups of assets, in which case the recoverable amount is determined for the cash-
generating unit to which the asset belongs.

An impairment loss is recognised only if the carrying amount of an asset exceeds its recoverable
amount. 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. An impairment loss is charged to the income statement in
the period in which it arises.

An assessment is made at each reporting date as to whether there is any indication that previously
recognised impairment losses may no longer exist or may have decreased. If such indication exists,
the recoverable amount is estimated. A previously recognised impairment loss of an asset is reversed
only if there has been a change in the estimates used to determine the recoverable amount of that
asset, but not to an amount higher than the carrying amount that would have been determined, net
of depreciation/amortisation had no impairment loss been recognised for the asset in prior years.
A reversal of such impairment loss is credited to the income statement in the period in which it

arises.

Investments and other financial assets

Financial assets in the scope of IAS 39 are classified as financial assets at fair value through profit or
loss, loans and receivables and available-for-sale financial assets, as appropriate. When financial
assets are recognised initially, they are measured at fair value, plus, in the case of investments not at
fair value through profit or loss, directly attributable transaction costs.

Jixi Machinery assesses whether a contract contains an embedded derivative when Jixi Machinery
first becomes a party to it and assesses whether an embedded derivative is required to be separated
from the host contract when the analysis shows that the economic characteristics and risks of the
embedded derivative are not closely related to those of the host contract. Reassessment only occurs
if there is a change in the terms of the contract that significantly modifies the cash flows that would
otherwise be required under the contract.

Jixi Machinery determines the classification of its financial assets after initial recognition and, where
allowed and appropriate, re-evaluates this designation at the reporting date.

All regular way purchases and sales of financial assets are recognised on the trade date, that is, the
date that Jixi Machinery commits to purchase or sell the asset. Regular way purchases or sales are
purchases or sales of financial assets that require delivery of assets within the period generally
established by regulation or convention in the marketplace.
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Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial assets held for trading and
financial assets designated upon initial recognition as at fair value through profit or loss. Financial
assets are classified as held for trading if they are acquired for the purpose of sale in the near term.
Derivatives, including separated embedded derivatives, are also classified as held for trading unless
they are designated as effective hedging instruments. Gains or losses on these financial assets are
recognised in the income statement. The net fair value gain or loss recognised in the income
statement does not include any dividends on these financial assets, which are recognised in
accordance with the policy set out for “Revenue recognition” above.

Financial assets may be designated upon initial recognition as at fair value through profit or loss if
the following criteria are met: (i) the designation eliminates or significantly reduces the inconsistent
treatment that would otherwise arise from measuring the assets or recognising gains or losses on
them on a different basis; (ii) the assets are part of a group of financial assets which are managed
and their performance evaluated on a fair value basis, in accordance with a documented risk
management strategy; or (iii) the financial asset contains an embedded derivative that would need to
be separately recorded.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. Such assets are subsequently carried at amortised cost using the
effective interest method less any allowance for impairment. Amortised cost is calculated taking into
account any discount or premium on acquisition and includes fees that are an integral part of the
effective interest rate and transaction costs. Gains and losses are recognised in the income statement
when the loans and receivables are derecognised or impaired, as well as through the amortisation
process.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets in listed and unlisted equity
securities that are designated as available for sale or are not classified in any of the other two
categories. After initial recognition, available-for-sale financial assets are measured at fair value,
with gains or losses recognised as a separate component of equity until the investment is
derecognised or until the investment is determined to be impaired, at which time the cumulative gain
or loss previously reported in equity is included in the income statement.

When the fair value of unlisted equity securities cannot be reliably measured because (a) the
variability in the range of reasonable fair value estimates is significant for that investment or (b) the
probabilities of the various estimates within the range cannot be reasonably assessed and used in
estimating fair value, such securities are stated at cost less any impairment losses.

Fair value

The fair value of investments that are actively traded in organised financial markets is determined by
reference to quoted market bid prices at the close of business at the reporting date. For investments
where there is no active market, fair value is determined using valuation techniques. Such techniques
include using recent arm’s length market transactions; reference to the current market value of
another instrument which is substantially the same; and a discounted cash flow analysis.
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Impairment of financial assets
Jixi Machinery assesses at each reporting date whether there is any objective evidence that a
financial asset or a group of financial assets is impaired.

Assets carried at amortised cost

If there is objective evidence that an impairment loss on loans and receivables carried at amortised
cost has been incurred, the amount of loss is measured as the difference between the asset’s carrying
amount and the present value of estimated future cash flows (excluding future credit losses that have
not been incurred) discounted at the financial asset’s original effective interest rate (i.e., the effective
interest rate computed at initial recognition). The carrying amount of the asset is reduced either
directly or through the use of an allowance account. The amount of the impairment loss is
recognised in the income statement. Loans and receivables together with any associated allowance
are written off when there is no realistic prospect of future recovery and all collateral has been
realised or has been transferred to Jixi Machinery.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment was recognised, the previously
recognised impairment loss is reversed by adjusting the allowance account. Any subsequent reversal
of an impairment loss is recognised in the income statement, to the extent that the carrying value of
the asset does not exceed its amortised cost at the reversal date.

In relation to trade and other receivables, a provision for impairment is made when there is objective
evidence (such as the probability of insolvency or significant financial difficulties of the debtor and
significant changes in the technological, market, economic or legal environment that have an adverse
effect on the debtor) that Jixi Machinery will not be able to collect all of the amounts due under the
original terms of an invoice. The carrying amount of the receivables is reduced through the use of an
allowance account. Impaired debts are derecognised when they are assessed as uncollectible.

Assets carried at cost

If there is objective evidence that an impairment loss has been occurred on an unquoted equity
instrument that is not carried at fair value because its fair value cannot be reliably measured, the
amount of the loss is measured as the difference between the asset’s carrying amount and the present
value of estimated future cash flows discounted at the current market rate of return for a similar
financial asset. Impairment losses on these assets are not reversed.

Available-for-sale financial assets

If an available-for-sale asset is impaired, an amount comprising the difference between its cost (net
of any principal payment and amortisation) and its current fair value, less any impairment loss
previously recognised in the income statement, is transferred from equity to the income statement.
A provision for impairment is made for available-for-sale equity investments when there has been a
significant or prolonged decline in the fair value below its cost or where other objective evidence of
impairment exists. The determination of what is “significant” or “prolonged” requires judgment. In
addition, Jixi Machinery evaluates other factors, such as the share price volatility. Impairment losses
on equity instruments classified as available for sale are not reversed through the income statement.
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Impairment losses on debt instruments are reversed through the income statement, if the increase in
fair value of the instrument can be objectively related to an event occurring after the impairment loss
was recognised in the income statement.

Derecognition of financial assets
A financial asset (or, where applicable, a part of a financial asset or part of a group of similar
financial assets) is derecognised where:

> the rights to receive cash flows from the asset have expired;

> Jixi Machinery retains the rights to receive cash flows from the asset, but has assumed an
obligation to pay them in full without material delay to a third party under a “pass-through”
arrangement; or

> Jixi Machinery has transferred its rights to receive cash flows from the asset and either (a) has
transferred substantially all the risks and rewards of the asset, or (b) has neither transferred
nor retained substantially all the risks and rewards of the asset, but has transferred control of
the asset.

Where Jixi Machinery has transferred its rights to receive cash flows from an asset and has neither
transferred nor retained substantially all the risks and rewards of the asset nor transferred control of
the asset, the asset is recognised to the extent of Jixi Machinery’s continuing involvement in the
asset. Continuing involvement that takes the form of a guarantee over the transferred asset is
measured at the lower of the original carrying amount of the asset and the maximum amount of
consideration that Jixi Machinery could be required to repay.

Where continuing involvement takes the form of a written and/or purchased option (including a
cash-settled option or similar provision) on the transferred asset, the extent of Jixi Machinery’s
continuing involvement is the amount of the transferred asset that Jixi Machinery may repurchase,
except in the case of a written put option (including a cash-settled option or similar provision) on an
asset measured at fair value, where the extent of Jixi Machinery’s continuing involvement is limited
to the lower of the fair value of the transferred asset and the option exercise price.

Financial liabilities at amortised cost (including interest-bearing loans and borrowings)
Financial liabilities including trade payables, other payables and accruals and interest-bearing loans
are initially stated at fair value less directly attributable transaction costs and are subsequently
measured at amortised cost, using the effective interest method unless the effect of discounting
would be immaterial, in which case they are stated at cost. The related interest expense is recognised
within “finance costs” in the income statement.

Gains and losses are recognised in the income statement when the liabilities are derecognised as well
as through the amortisation process.

Financial liabilities at fair value through profit or loss
Financial liabilities at fair value through profit or loss include financial liabilities held for trading
and financial liabilities designated upon initial recognition as at fair value through profit or loss.
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Financial liabilities are classified as held for trading if they are acquired for the purpose of sale in
the near term. Derivatives, including separated embedded derivatives, are also classified as held for
trading unless they are designated as effective hedging instruments. Gains or losses on liabilities held
for trading are recognised in the income statement. The net fair value gain or loss recognised in the
income statement does not include any interest charged on these financial liabilities.

Where a contract contains one or more embedded derivatives, the entire hybrid contract may be
designated as a financial liability at fair value through profit or loss, except where the embedded
derivative does not significantly modify the cash flows or it is clear that separation of the embedded
derivative is prohibited.

Financial liabilities may be designated upon initial recognition as at fair value through profit or loss
if the following criteria are met: (i) the designation eliminates or significantly reduces the
inconsistent treatment that would otherwise arise from measuring the liabilities or recognising gains
or losses on them on a different basis; (ii) the liabilities are part of a group of financial liabilities
which are managed and their performance evaluated on a fair value basis, in accordance with a
documented risk management strategy; or (iii) the financial liability contains an embedded derivative
that would need to be separately recorded.

Derecognition of financial liabilities
A financial liability is derecognised when the obligation under the liability is discharged or cancelled
or expires.

When an existing financial liability is replaced by another from the same lender on substantially
different terms, or the terms of an existing liability are substantially modified, such an exchange or
modification is treated as a derecognition of the original liability and the recognition of a new
liability, and the difference in the respective carrying amounts is recognised in the income statement.

Cash and cash equivalents

For the purpose of the cash flow statement, cash and cash equivalents comprise cash on hand and
demand deposits, 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, and have a short
maturity of generally within three months when acquired.

For the purpose of statements of financial position, cash and cash equivalents comprise cash on hand
and at banks and term deposits, which are not restricted as to use.

Inventories

Inventories are valued at the lower of cost and net realisable value. Cost is determined on a weighted
average basis. The costs of raw materials comprise the purchasing costs of the materials and other
costs incurred in bringing the materials to their present locations and conditions. The costs of work
in progress and finished goods comprise direct materials, direct labour and an appropriate
proportion of manufacturing overheads.

Net realisable value is based on estimated selling prices, less estimated costs to be incurred to
completion and disposal.
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Provisions
A provision is recognised when Jixi Machinery has a present obligation (legal or constructive) as a
result of a past event and it is probable that an outflow of resources embodying economic benefits
will be required to settle the obligation and a reliable estimate can be made of the amount of the
obligation.

When the effect of the time value of money is material, provisions are discounted using a current
pre-tax rate that reflects, where appropriate, the risks specific to the liability. Where discounting is
used, the increase in the provision due to the passage of time is included in finance cost in the
income statement.

Provisions for product warranties granted by Jixi Machinery on certain products are recognised
based on sales volume and past experience of the level of repairs and returns, discounted to their
present values as appropriate.

Leases

Leases that transfer substantially all the rewards and risks of ownership of assets to Jixi Machinery,
other than legal title, are accounted for as finance leases. At the inception of finance lease, the cost
of the leased asset is capitalised at the present value of the minimum lease payments and recorded
together with the obligation, excluding the interest element, to reflect the purchase and financing.
Assets held under capitalised finance leases are included in property, plant and equipment and
depreciated over the shorter of the lease terms and the estimated useful lives of the assets. The
finance costs of such leases are charged to the income statement so as to provide a constant periodic
rate of charge over the lease terms.

Leases where substantially all the rewards and risks of ownership of assets remain with the lessor
are accounted for as operating leases. Where Jixi Machinery is the lessee, rentals payable under the
operating leases, net of any incentives received from the lessor, are charged to the income statement
on the straight-line basis over the lease terms.

Retirement benefits
Obligatory retirement benefits in the form of contributions under a defined contribution retirement
scheme administered by local government agencies are charged to the income statement as incurred.

Related parties
A party is considered to be related to Jixi Machinery if:

(a) the party, directly or indirectly through one or more intermediaries, (i) controls, is controlled
by, or is under common control with, Jixi Machinery; (ii) has an interest in Jixi Machinery that
gives it significant influence over Jixi Machinery; or (iii) has joint control over Jixi Machinery;

(b) the party is an associate;
(c) the party is a jointly-controlled entity;
(d) the party is a member of the key management personnel of Jixi Machinery or its parent;

(e) the party is a close member of the family of any individual referred to in (a) or (d);
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(f)  the party is an entity that is controlled, jointly-controlled or significantly influenced by or for
which significant voting power in such entity resides with, directly or indirectly, any individual
referred to in (d) or (e); or

(g) the party is a post-employment benefit plan for the benefit of the employees of Jixi Machinery,
or of any entity that is a related party of Jixi Machinery.

3.3 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

The preparation of Jixi Machinery’s financial statements requires management to make judgments,
estimates and assumptions that affect the reported amounts of revenues, expenses, assets and
liabilities, and the disclosure of contingent liabilities, at the reporting date. However, uncertainty
about these assumptions and estimates could result in outcomes that could require a material
adjustment to the carrying amounts of the assets or liabilities in the future.

Estimation uncertainty

The key assumptions concerning the future and other key sources of estimation uncertainty at the
reporting date, that have a significant risk of causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial years are discussed below.

(i) Impairment of trade receivables

Impairment of trade receivables is made based on an assessment of the recoverability of trade
receivables. The identification of doubtful debts requires management’s judgment and estimates.
Provision is made when there is objective evidence that Jixi Machinery will not be able to collect the
debts. Where the actual outcome or further expectation is different from the original estimate, such
differences will impact the carrying value of the receivables, doubtful debt expenses and write-back
of trade receivables in the period in which such estimate has been changed.

(i) Impairment of property, plant and equipment

The carrying value of property, plant and equipment is reviewed for impairment when events or
changes in circumstances indicate that the carrying value may not be recoverable in accordance with
the accounting policy as disclosed in the relevant part of this section. The recoverable amount of an
asset, or, where appropriate, the cash-generating unit to which it belongs, is calculated as the higher
of its fair value less costs to sell and value in use. Estimating the value in use requires Jixi Machinery
to estimate future cash flows from the cash-generating units and to choose a suitable discount rate in
order to calculate the present value of those cash flows.

(iii) Useful lives of property, plant and equipment

Jixi Machinery determines the estimated useful lives and related depreciation charges for its
property, plant and equipment. This estimate is based on the historical experience of the actual
useful lives of property, plant and equipment of similar nature and functions. It could change
significantly as a result of technical innovations, competitor actions in response to severe industry
cycles or unforeseeable change in legal enforcement rights in future. Management will increase the
depreciation charge where useful lives are less than previously estimated lives, or it will write off or
write down technically obsolete or non-strategic assets that have been abandoned or sold.
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(iv) Net realisable value of inventories

Net realisable value of an inventory is the estimated selling price in the ordinary course of business,
less estimated cost to be incurred to completion and disposal. These estimates are based on the
current market condition and the historical experience of selling products of similar nature. It could
change significantly as a result of changes in customer taste or competitor actions in response to
severe consumer product industry cycles. Management reassesses these estimates at each reporting
date.

(v) Deferred tax assets

Deferred tax assets are recognised for all deductible temporary differences, and carryforward of
unused tax credits and unused tax losses, to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences, and the carryforward of unused tax
credits and unused tax losses can be utilised. Significant management judgement is required to
determine the amount of deferred tax assets that can be recognised, based upon the likely timing and
level of future taxable profits together with future tax planning strategies.

(vi) Warranty expenses

Jixi Machinery offers a twelve month warranty for its products, during which free warranty service
for the repair and maintenance of parts or components under normal usage is provided to
customers. Management estimates the warranty provision based on the historical cost data for
repairs and maintenance and sales.

4. SEGMENT INFORMATION

Jixi Machinery’s turnover and profit for the Relevant Period were mainly derived from the sale of
mining machinery to customers in Mainland China. The principal assets employed by Jixi Machinery
are located in Mainland China. Accordingly, Jixi Machinery’s operating activities are attributable to
a single business segment and location, and no segment information has been presented for the
Relevant Period.

5. REVENUE, OTHER INCOME AND GAINS
Revenue represents the net invoiced value of goods sold after various types of government
surcharges, where applicable.

RMB’000
Revenue
Sales of Shearer products . ... ....uiiiii e e e 107,657
After market parts and SEIVICES .. vt vttt ettt e e e e 26,474
134,131
Other income and gains
Interest expenses waived by banks™ . ... ... .. e 28,220
Others .o e 361
28,581

During the period ended 15 May 2006, Jixi Machinery entered into an agreement with the Industrial and Commercial
Bank of China (“ICBC”) whereby ICBC waived the overdue interest on loans due by Jixi Machinery amounting to
RMB28,220,000, accumulated from previous years.
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6. FINANCE REVENUE AND FINANCE COSTS

RMB’000
Finance revenue
INterest INCOME . oot vttt ettt ettt e e et et et e e 6
Finance costs
o B 0 1) X1 ot 3,416
Interest arising from discounted bills ... ... ... . i e e 141
Total fINAnCE COSTS v vttt et et e e e e 3,557
7. PROFIT BEFORE TAX
Jixi Machinery’s profit before tax is arrived at after charging:

RMB’000
Cost of inventories sOld . ... ..ot 66,516
Cost of services provided ... ... .ot e 19,604
Employee benefits expense (including Directors’ remuneration as set out in Note 8):

Wages and salaries .. ... ...ttt 19,384
Pension scheme contributions . . ... i e 4,410

23,794
Auditors’ reMUNETAtION . .\ vttt et ettt ettt et e e et e e et e et te et eeeteaennn 219
Depreciation of items of property, plant and equipment (Note 14) . ................cooun... 2,723
Amortisation of land use rights (Note 15) . ... ..ottt i et i e e i 185
Impairment of trade receivables (Note 18) ... .. ... it it 4,399
Write-down of inventories to net realisable value .. ....... ... .. ... i i 842
Product Warranty proviSiOn . .. ... .. vu e e ettt e et e et e ettt 3,353
Loss on disposal of items of property, plant and equipment ............. ..., 187

8. DIRECTORS’' REMUNERATION
Directors’ remuneration for the Relevant Period, disclosed pursuant to the Listing Rules and
Section 161 of the Hong Kong Companies Ordinance, is as follows:

RMB’000

Salaries, allowances and benefits in kind . .. .. ... .. i 26
Performance related bonuSes . . ... vttt e 28
Retirement benefit scheme contributions .. ...... ...ttt i 4
58
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The remuneration of each of the Directors for the Relevant Period is set out below:

Salaries,
allowances Performance Retirement
and benefits related benefit scheme Total
in kind bonuses contributions  Remuneration
RMB’000 RMB’000 RMB’000 RMB’000
Executive directors
Mr. ShulinLi .......... ... i, — — — —
Mr. XiangbinDu ..................... — — — —
Mr.GuoxinLiu .............. ..., — — — —
Mr. Donghui Xing . ................... 26 28 4 58
26 28 4 58

There was no arrangement under which a director waived or agreed to waive any remuneration

during the Relevant Period.

9. FIVE HIGHEST PAID EMPLOYEES
An analysis of the five highest paid employees within Jixi Machinery during the Relevant Period is as

follows:

Number of
employees
DIr e OIS o vttt et 1
NON-IFECOTS & v v v ettt et e e e e e e e e e e e e e e e e e 4
5

RMB’000
Salaries, allowances and benefitsin kind .......... ... .. .. . . i 188
Performance related bonuSEs . ... ..ottt 132
Retirement benefit scheme contributions ... ...ttt 20
340

The number of non-director, highest paid employees whose remuneration fell within the following

bands is as follows:

Number of
employees

Nil to HK$1,000,000 . ..o oottt 4

During the Relevant Period, no directors or highest paid individuals waived or agreed to waive any
emoluments and no emoluments were paid by Jixi Machinery to the non-directors and highest paid
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individuals as an inducement to join or upon joining Jixi Machinery or as compensation for loss of
office.

10. TAX

Jixi Machinery was initially registered as a PRC domestic enterprise and subject to PRC corporate
income tax (“CIT”) on the taxable income as reported in its PRC statutory accounts adjusted in
accordance with the relevant PRC income tax rules governing the domestic enterprises. The
applicable CIT rate was 33%.

Jixi Machinery was converted from a PRC domestic enterprise to a foreign investment enterprise
(“FIE”) on 10 April 2006. According to the applicable PRC income tax law governing the FIEs and
foreign enterprises, a FIE is subject to a statutory income tax rate of 33%, comprising 30% state tax
plus 3% local tax. Additionally, a manufacturing FIE may be entitled to a five-year tax holiday
(i.e. two-year CIT full exemption followed by three-year 50% CIT exemption) starting from its first
tax profitable year. Pursuant to a written approval dated 30 June 2006 issued by the local
in-charged tax authority, with effect from 10 April 2006, Jixi Machinery was recognised as a
manufacturing FIE and therefore entitled to enjoy the five-year tax holiday. As Jixi Machinery
recorded taxable profit for the year ended 31 December 2006, the five-year tax holiday period
commenced in 2006. Therefore, Jixi Machinery is exempted from CIT for the years ended
31 December 2006 (full CIT exemption started from 10 April 2006 when Jixi Machinery became a
FIE) and 31 December 2007 and would entitle to a 50% exemption of CIT for the years ended/
ending 31 December 2008, 2009 and 2010.

The major components of income tax charges for the Relevant Period is as follows:

RMB’000

Current taxation
Income tax in the Mainland China for the period .. ........ ... .. . i, 3,907
Deferred tax assets (INOTe 16) ...ttt ittt e e et et et e e e e 4,957
Total tax charges for the period . ....... ... i i e e 8,864

A reconciliation of the income tax expense applicable to profit before tax using the statutory income
tax rate for the country in which Jixi Machinery is domiciled (i.e. the PRC) is as follows:

RMB’000
Profit before tax . ... o i e 44,826
Tax at the applicable tax rate (339%) ..ot v i et e e 14,793
Income not SUDJECt t0 taAX™ ...ttt e e e e (12,726)
Expenses not deductible for tax . ... .ov ittt e e 1,840
Effect of change In tax rate ... ..ttt ittt e e et it e e e 4,957
Tax charge at Jixi Machinery’s effective rate ......... ... 0ottt 8,864

Pursuant to a written approval dated 30 June 2006 issued by the local in-charged tax authority, Jixi Machinery was
recognised as a manufacturing FIE with effect from 10 April 2006 onwards. Therefore, income for the Relevant Period

generated from 10 April 2006 onwards was exempted from tax.
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11. DIVIDENDS
No dividends have been paid or declared by Jixi Machinery during the Relevant Period.

12. EARNINGS PER SHARE
Information of earnings per share is not presented as such information is not meaningful given the
purpose of this report.

13. RETIREMENT BENEFITS AND ACCOMMODATION BENEFITS

Retirement benefits

As stipulated by the PRC regulations, Jixi Machinery participates in a defined contribution
retirement scheme. All formal employees are entitled to an annual pension equivalent to a fixed
proportion of the average basic salary amount of their last employment at their retirement date. Jixi
Machinery is required to make contributions to the local social security bureau at a rate of 20% of
the average basic salaries where the employees under the employment to whom the defined
contribution retirement scheme is applicable. Jixi Machinery has no obligations for the payment of
pension benefits beyond the annual contributions to the local social security bureau as set out above.

Accommodation benefits

According to the relevant PRC rules and regulations, Jixi Machinery and its employees are each
required to make contributions, which are in proportion to the salaries and wages of the employees
to an accommodation fund administered by the Public Accumulation Funds Administration Centre.
There are no further obligations on Jixi Machinery, except for contributions to the accommodation

fund.

14. PROPERTY, PLANT AND EQUIPMENT

Construction
Plant and Office Motor in
Buildings machinery equipment vehicles progress Total

RMB’000 RMB'000 RMB’000 RMB’000 RMB’000 RMB’000

Cost

At 1 January 2006 ... .oeeeee.. .. 38,386 93.631 7,735 8,330 15,958 164,040
Additions ... ... — — 186 10 1,811 2,007
Transfers . .....ovvvnnvnnno... 616 8,291 — — (8,907) —
Disposals .. ........coiiiin... — (367) (39) (350) — (752)
At15May 2006 ......cvvin... 39,002 101,555 7,886 7,990 8,862 165,295
Accumulated depreciation

At 1 January 2006 ............... 25,975 61,472 4,891 3,513 — 95,851
Charge for the period ............. 226 1,714 314 469 — 2,723
Disposals .............oii.... — (365) (35) (12) — (412)
At15May 2006 ......cviia.. 26,201 62,821 5,170 3,970 — 98,162
Net book value

At15May 2006 ......cvini.. 12,801 38,734 2,716 4,020 8,862 67,133
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At 15 May 2006, Jixi Machinery’s buildings with net book value of approximately RMB11,230,000
were pledged as security for interest-bearing loans granted to Jixi Machinery.

15. LAND USE RIGHTS

RMB’000
At cost:
At the beginning and end of period ....... ... . e 24,650
Accumulated amortisation:
At beginning of the period ... ... .t e e (4,971)
Charge for the period . ... oot e e e e (185)
Atthe end of period . . ... it e e (5,156)
Net book value:
Atthe end of period . . ... it e e 19,494

The leasehold land is held under a long-term lease and is situated in Mainland China.

16. DEFERRED TAX ASSETS
The following are the deferred tax assets recognised and their movements during the Relevant
Period:

Decelerated tax

on property, Provision
plant and against
equipment obsolete
depreciation inventories Total
RMB’000 RMB’000 RMB’000
At 1 January 2006 ..ot e 3,628 8,789 12,417
Deferred tax credited/(charged) to the income statement during the
period (Note 10) ..ottt e et e e 86 (7) 79
Effect in tax rate change (Note 10) ......... ..o ... (242) (4,794)  (5,036)
Gross deferred tax assets at 15 May 2006 ...........ccouven... 3,472 3,988 7,460
17. INVENTORIES
RMB’000
Raw materials and components . ......... ..ottt e 89,410
WWOTK I PrOGIeSS « v v vt ettt et e e et e e e e e e e e e e 51,957
Finished goods . .. oottt e e 8,054
149,421
Less: Provision for obsolete INVENTOries . .. ... vttt ittt et e ettt (27,476)
121,945
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18. TRADE AND BILLS RECEIVABLES

RMB’000
Trade receivables . . ..ot e 98,017
Bills receivable . . ..ot e 21,410
Less: IMpairment Provision . . .. ... c ettt ittt et e ettt ettt (6,692)

112,735

Jixi Machinery grants different credit periods to customers. The credit period of individual
customers is considered on a case-by-case basis and set out in the sales contracts, as appropriate.
Certain customers are required to make partial payment before or upon delivery. In the opinion of
the Directors, Jixi Machinery has effectively granted an average credit period of 30 days to 180 days
to the customers after taking into account the practice of the industry in which Jixi Machinery
conducted its business. Jixi Machinery seeks to maintain strict control over its outstanding
receivables and has a credit control department to minimise its credit risk. Overdue balances are
reviewed regularly by senior management. Jixi Machinery’s credit risk maximum exposure in respect
of trade receivables is equal to the carrying amount of the trade receivables.

Trade receivables are unsecured and non-interest-bearing. The carrying amounts of trade receivables
and bills receivable approximate to their fair values.

An aged analysis of trade receivables as at 15 May 2006 based on the invoice date, net of provisions,
is as follows:

RMB’000

Outstanding balances with ages:
Within 90 days . ..o o it e e e e e 52,663
9110 180 days .o vttt e e 29,736
18110 365 days .o v vttt et 6,254
TEO 2 YRAIS & v v ottt et e et e e 2,672
91,325

Movements in the provision for impairment of trade receivables during the period ended 15 May
2006 is as follows:

RMB’000
At 1 January . ..o e e e 2,293
Impairment of trade receivables (NOte 7) . ..ot ittt n i i et et 4,399
At 15 May 2006 . .ottt e e 6,692

The provision for impairment of trade receivables of Jixi Machinery during the period ended 15 May
2006 was individually impaired trade receivables.
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The carrying amounts of the trade and bills receivables approximate to their fair values. The bills
receivable were all mature within 180 days from the reporting date.

As at 15 May 2006, bills receivables of RMB11,410,000 were pledged to bank for interest-bearing
bank loans as set out in Note 21 to the Financial Information.

The analysis of trade receivables that were not considered impaired is as follow:
Neither past Past due but not impaired
due nor 91 to 181 to
Total impaired <90days 180days 360 days

RMB’000 RMB’000 RMB’000 RMB’'000

At15May 2006 ...oooiiiiii 91,325 59,257 8,082 18,952 5,034

Receivables that were neither past due nor impaired relate to a large number of diversified customers
for whom there was no recent history of default.

Receivables that were past due but not impaired relate to a number of independent customers that
have a good track record with Jixi Machinery. Based on past experience, the Directors are of the
opinion that no provision for impairment is necessary in respect of these balances as there has not
been a significant change in credit quality and the balances are still considered fully recoverable. Jixi
Machinery does not hold any collateral or other credit enhancements over these balances.

19. PREPAYMENTS, DEPOSITS AND OTHER RECEIVABLES

RMB’'000
Prepayments . ... ... e e 9,865
Other receivables ... ... i 3,358
13,223

The carrying amounts of prepayments, deposits and other receivables approximate to their fair
values.

None of the above assets is either past due or impaired. The financial assets included in the above
balances relate to receivables for which there was no recent history of default.

20. CASH AND CASH EQUIVALENTS

Cash and bank balances . ........ ... i e 5,591

All cash and bank balances are denominated in RMB. Cash at bank earns interest at floating rates
based on daily bank deposit rates. The bank balances are deposited with creditworthy banks with no
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recent history of default. The carrying amounts of the cash and cash equivalents approximate to
their fair values.

21. INTEREST-BEARING LOANS

Notes RMB’'000

Bank loans:
Secured ..o e (a) 100,090
Guaranteed . ... .. e (b) 3,000
UnSECUIEd . v vttt et e e e (c) 3,752
106,842
Repayable within oneyear ........ ..ot 106,842
The bank loans bear interest at rates per annum in the range of ............ 5.54% to 7.81%

The carrying amounts of Jixi Machinery’s borrowings approximate to their fair values.
(a) Asat 15 May 2006, loans of RMB100,090,000 were of which:

(i) Loans of RMB11,410,000 are secured by Jixi Machinery’s bills receivable, with an
aggregate carrying value on 15 May 2006 of RMB11,410,000 as set out in Note 18 to
the Financial Information.

(i) Loans of RMB88,680,000 are secured by Jixi Machinery’s plant and machinery, which
had an aggregate carrying value of approximately RMB11,230,000 as at 15 May 2006 as
set out in Note 14 to the Financial Information.

(b) Loans of RMB3,000,000 as at 15 May 2006 are guaranteed by Jixi Jinhui Investment
Guarantee Co., Ltd. (FEPU T & H B ERERA WA ), a third party company.

(¢) Loans of RMB3,752,000 as at 15 May 2006 are unsecured and repayable on demand.

22. TRADE PAYABLES

Trade payables . ... ... e 79,923
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An aged analysis of trade payables at 15 May 2006, based on the invoice date, is as follows:

RMB’000
Outstanding balances with ages:

Within 90 days ... cvttte e e e e e 50,609
01 10 180 days . v v ottt ettt e e e 9,259
181 t0 365 days v vti ettt e e 7,061
T EO 2 YRATS . vttt e et e e e e e e e e e e e e e 775
200 3 YATS « v ottt e e e e e e e e e e e e e e 314
OVET 3 YIS vttt et ettt et et et e e e e e e 11,905

79,923

The trade payables are non-interest-bearing and are normally settled on terms of 0 to 90 day. The
carrying amounts of the trade payables approximate to their fair values.

23. OTHER PAYABLES AND ACCRUALS

RMB’000
Advances from CUSTOMETS . . . v vttt ettt e et ettt et e et ettt ettt 28,659
Payroll payables . . ..ot e 4,125
Welfare payables .. ..ottt e e 695
Other payables ... ... e 55,123
ACCTUEd EXPENSE .« ottt ettt e e e e e 9,509
Value-added tax payable . .. ... . e 100,489

198,600

The carrying amounts of the accrued liabilities and other payables approximate to their fair values.

Other payables are non-interest-bearing and have an average term of three months.

24, PAID-UP CAPITAL

Registered and paid-up capital ....... ... i e 92,380

25. RESERVES

Capital reserve

The capital reserve represents the land use right granted by the government in 1995. The land was
valued at RMB24,650,000 and was approved by the Heilongjiang Coal Industry Administrative
Bureau.
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26. COMMITMENTS
Jixi Machinery had the following capital commitments at the reporting date:

RMB’000
Contracted, but not provided for: Plant and machinery ............... ... ... ... ....... 5,571
27. RELATED PARTY TRANSACTIONS
Compensation of key management personnel

RMB’'000
Salaries, allowances and benefitsin kind . . .. ... ... . 472
Performance related bonuses .. ... ... e 262
Retirement benefit scheme contributions . ......... ... ... 60

794

28. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

Jixi Machinery’s principal financial instruments comprise interest-bearing bank and other loans, and
trade payables. The main purpose of these financial instruments is to raise finance for Jixi
Machinery’s operations. Jixi Machinery has various financial assets such as trade and bills
receivables as well as deposits and other receivables, which arise directly from its operations. The
particular recognition methods adopted are disclosed in the accounting policy associated with each
item.

It is, and has been during the Relevant Period, Jixi Machinery’s policy that no trading in financial
instruments shall be undertaken.

The main risks arising from Jixi Machinery’s financial instruments are interest rate risk, foreign
currency risk, credit risk and liquidity risk. Jixi Machinery does not hold or issue derivative financial
instruments either for hedging or for trading purposes. The board reviews and agrees policies for
managing each of the risks which are summarised below:

Interest rate risk

Jixi Machinery’s exposure to market risk for changes in interest rates relates primarily to its Interest-
bearing bank borrowings. Jixi Machinery does not use derivative financial instruments to hedge its
interest rate risk. Since Jixi Machinery’s bank loans all bear fixed interest and are due within one
years, its exposure to risk of changes in market interest rates is low.

Foreign currency risk

Since Jixi Machinery operates in PRC and its transactions are carried out in RMB, Jixi Machinery’s
financial assets and liabilities are not subject to foreign currency risk. Jixi Machinery has not entered
into any hedging transactions to manage the potential fluctuation in foreign currency as the
Directors consider that Jixi Machinery has no significant foreign currency risk.
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Credit risk

Jixi Machinery trades only with recognised and creditworthy third parties. It is Jixi Machinery’s
policy that all customers who wish to trade on credit terms are subject to credit verification
procedures. In addition, receivable balances are monitored on an ongoing basis with the result that
Jixi Machinery’s exposure to bad debts is not significant.

With respect to credit risk arising from the other financial assets of Jixi Machinery, which comprise
cash and cash equivalents, trade and bills receivables, Jixi Machinery’s exposure to credit risk arises
from default of the counterparty, with a maximum exposure equal to the carrying amounts of these
instruments.

Liquidity risk
As at 15 May 2006, the current liabilities of Jixi Machinery exceeded its current assets by
approximately RMB153,978,000.

With regard to 2006 and thereafter, the liquidity of Jixi Machinery mainly depends on its ability to
maintain adequate cash flow from operations and continuity of funding through the ultimate
holding company, and bank and other borrowings to meet its debt obligations as they fall due.
Based on the letters received by the Directors from the ultimate holding company, the Directors are
of the opinion that Jixi Machinery will get financial support from its ultimate holding company to
meet its liabilities as and when they fall due.

The maturity profile of Jixi Machinery’s financial liabilities as at the reporting date, based on the
contractual undiscounted payments, was as follows:

On Less than 3to 12
demand 3 months months Total

RMB’000 RMB’000 RMB’000 RMB’'000

Interest-bearing loans . .......... ... oo 3,752 103,090 — 106,842
Trade payables ....... ... i 44,392 35,531 — 79,923
Other payables and accruals ............... ... ... ...... 169,941 — — 169,941

218,085 138,621 — 356,706

Capital management

The primary objective of Jixi Machinery’s capital management is to safeguard Jixi Machinery’s
ability to continue as a going concern and to maintain healthy capital ratios in order to support its
business and maximise shareholders’ value.

Jixi Machinery manages its capital structure and makes adjustments to it, in light of changes in
economic condition. To maintain or adjust the capital structure, Jixi Machinery may adjust the
dividend payment to shareholders, return capital to shareholders or issue new shares. No changes
were made in the objectives, policies or processes during the Relevant Period.

Jixi Machinery monitors capital using a gearing ratio, which is net debt divided by total capital plus

net debt. Jixi Machinery’s net debts include interest-bearing loans less cash and cash equivalent.
Capital includes equity attributable to equity holders of Jixi Machinery.
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At the end of the Relevant Period, Jixi Machinery’s strategy was to maintain the net borrowings to
equity ratio at a healthy capital level in order to support its businesses. The principal strategies
adopted by Jixi Machinery include, without limitation, reviewing future cash flow requirements and
the ability to meet debt repayment schedules when they fall due, maintaining a reasonable level of
available banking facilities and adjusting investment plans and financing plans, if necessary, to
ensure that Jixi Machinery has a reasonable level of capital to support its business. The net
borrowings to equity ratio at the end of the Relevant Period is as follows:

RMB’000
Interest-bearing l0ans ... ... ...ttt 106,842
Less: Cash and cash equivalents .. ..... ...t i et iie e _(5,591)
Net debt . .o v e e 101,251
Total EqUILY ..\ ottt e e e (59,891)
Capital and net debt . ... it e e 41,360
GeATING TALIO . v ot ittt ettt e e e e e e et e e e e e e e e _245%

29. FINANCIAL INSTRUMENTS
The carrying amounts of each of the categories of financial instruments as at the reporting date are
as follows:

RMB’000
Financial assets
Trade and bill receivables ... ... it 112,735
Financial assets included in prepayments, deposits and other receivables .................. 3,358
Cash and cash equivalents . ....... ... i i et e it 5,591
121,684
RMB’000
Financial liabilities
Trade payables ... ..ot e e 79,923
Financial liabilities included in other payables and accruals (Note 23) .................... 169,941
Interest-bearing loans . .........i .ttt e e 106,842
356,706
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I1l. SUBSEQUENT FINANCIAL STATEMENTS
Audited financial statements have been prepared by Jixi Machinery for the three years ended
31 December 2006, 2007 and 2008 subsequent to 15 May 2006.

Yours faithfully,

Ernst & Young
Certified Public Accountants
Hong Kong
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