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FINANCIAL HIGHLIGHTS

L' ON

REVENUE

HE+-_A=1+—BLLEE BEET
For the year ended 31 December HK$'M
2014 1,184
2015 843
2016 709
2017 637
2018 902

ARARERAEEERFE
NET LOSS ATTRIBUTABLE TO OWNERS OF THE COMPANY

HE+-_A=1t—HBLFE BEET

For the year ended 31 December HK$'M
2014 -93
2015 -257
2016 -104
2017 -83
2018 -5

EEFE

NET ASSETS

Rt-—A=+-AR BB

As at 31 December HK$'M
2014 2,998
2015 2,937
2016 2,655
2017 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 (together the
"Group”) for the year ended 31 December 2018.

In recent years, the corresponding Chinese government authorities
have actively carried out rectification of the rare earth industry,
cracking down illegal acts in a persistent manner in accordance with
the requirements of the “Several Opinions of the State Council on
Promoting the Sustainable and Healthy Development of the Rare
Earth Industry” (BSIEARRER LTERERREZENETER).
Industry order has continued to improve. Looking back at 2018, the
nation investigated and punished illegal and irregular activities that
have dire impacts on operation of the rare earth industry, economic
and environmental well-being, and social security. As mentioned in
the “13th Five-year Plan for National Development of Strategic
Emerging Industries” ( [+=#] BEIREBIEFAEZZERRE), the
nation has set clear goals and stated its determination to get rid of
“black rare earth” and keep rare earth supply and demand at a
reasonable and healthy level. Consequently, the volume of “black
rare earth” had preliminarily come under control. Overall supply of
rare earth produced in China decreased and rare earth resources
circulation in the market has been slowed down, thus the price of
rare earth went up. In 2018, benefitting from the increasing rare
earth price, loss of the rare earth segment of the Group gradually
narrowed. As for the refractory material segment, its performance
also continued to enhance, thanks to concerted efforts of the

management team. As a result, the Group's overall result improved.
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FINANCIAL RESULTS

For the year ended 31 December 2018, the Group recorded revenue
of approximately HK$902,095,000, up by approximately 42% when
compared to HK$637,162,000 in 2017. Revenue from the Group's
rare earth products rose to approximately HK$554,515,000,
representing an increase of approximately 43% when compared to
HK$386,533,000 in 2017, and accounting for about 61% of total
revenue of the Group. As for refractory products, revenue was
approximately HK$347,580,000, representing a rise of about 39%
when compared to approximately HK$250,629,000 in 2017, and
accounting for about 39% of the Group's total revenue. In 2018,
the Group’s overall gross profit margin was about 7% (2017: about
4%).

After disposal of the persistently loss-incurring fluorescent materials
business in 2017, the Group also disposed its high purity
magnesium grains business, which had not been performing well, in
2018. The Group recorded a gain of approximately HK$1,925,000
from the transaction. In 2018, the Group recorded slight profit
before taxation. Deducting all outgoings, expenses and income tax,
the Group’s net loss was approximately HK$7,376,000, greatly
reduced by over 90% when compared to approximately
HK$84,781,000 in 2017. Loss per share was about HKO0.23 cents
(2017: about HK3.54 cents).
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BUSINESS REVIEW

Rare Earth Business

During the year, the nation implemented strict environmental
supervision and inspection, and some rare earth production lines
which emitted too much pollutants during production were ousted,
which helped bring a proper discipline back into the industry. lllegal
rare earth mining has markedly declined since then, whereas
compliant production plants for rare earth separation and waste
recycling were able to streamline production plan gradually, in
addition to contracted supply and structural adjustment went
through in the industry. Consequently, market demand increased
and the imbalance between supply and demand eased. The price of
rare earth oxides had notably climbed in March, June and
November. However, downstream customers still did not have
enough confidence in the market. As most of the enterprises still
wanted to wait and see, enquires and orders were still scarce and
the market was quiet. The Group's revenue from the rare earth
business segment for the year amounted to approximately
HK$554,515,000, representing an about 43% growth from
approximately HK$386,533,000 in 2017

The Group sold a total of approximately 1,600 tonnes of rare earth
oxides in 2018, down by more than 15% when compared with last
year. However, during the year, as the Group sold more high-priced
products, such as praseodymium, neodymium, terbium and
dysprosium that commonly applied in magnetic materials; and less
low-priced products, such as lanthanum, cerium and yttrium, the
average selling price went up and revenue from the rare earth
segment climbed by about 43% against last year. Compared with
last year, the average selling price of yttrium oxide increased by
about 30%, and that of lanthanum oxide surged by about 70%,
whereas that of samarium oxide increased more than double. The
average selling price of holmium oxide, gadolinium oxide, lutetium
oxide and terbium oxide, on the other hand, dropped by about
10% to 20% when compared with last year and that of neodymium

oxide was down by less than 30%.
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In 2018, the Group gradually resumed production of rare earth
oxides, while reallocating the manpower and adjusting the
production flow of its rare earth separation lines. Apart from its
production, more than half of the Group’s rare earth products were
purchased through other merchants so as to meet its customers’

need.

Regarding supply of rare earth raw materials, as domestic rare earth
resources are still mainly controlled by state-owned enterprises, the
Group imported most of the rare earth resources it needs from

Southeast Asia via trading companies in China.

After disposing the fluorescent materials business at the end of
2017, the Group’s rare earth business has achieved an overall
improvement. In 2018, the segmental gross loss margin of the rare

earth business was approximately 3%.

The Group reduced rare earth export in 2018. By market, Mainland
China accounted for about 95% of the total sales revenue of the
rare earth segment. Japan and Europe accounted for about 4% in
total and other markets accounted for the remaining 1%. The
Group did not sell any rare earth products to the US during the

year.
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Refractory Materials Business

Refractory materials are consumables of the steel and cement
industries. Bulk procurement of them is necessary for manufacturing
of new plants and continuous procurement is also required to meet
demand in routine maintenance and repair works of equipment.
Steady recovery of China’s steel industry in 2018 boosted both the
sales volume and price of refractory materials. And, the warming up
of cement and flat glass industries also drove growth in demand for
refractory materials. Moreover, China is attaching more and more
importance to environmental protection. During the year, state
environmental protection authority implemented suspension or
restriction in production of refractory materials in regions including
Henan and Shandong and new pollutant emission standards for
magnesia refractory materials were announced in Liaoning,
commanding manufacturers to pursue energy conservation, lower
emissions and scale up production. As a result, magnesium grains
fell short in supply and price climbed markedly, which in turn
pushed up refractory materials costs and prices. Benefiting from the
increased market price of refractory materials, the Group’s
refractory materials segment posted a revenue of approximately
HK$347,580,000 for the year, up by about 39%, when compared
to the approximately HK$250,629,000 in 2017. Segmental gross

profit margin rose to about 22%.

In 2018, the Group sold approximately 27,300 tonnes of ordinary
refractory materials and high temperature ceramics products, down
by less than 5% when compared with the previous year. The price
of magnesium grains, a main raw material, surged due to decrease
in supply, and that drove up the price of refractory materials.
However, some customers accepted the lowest bid in tendering to
save costs, sacrificing quality. The Group has been gradually
eliminating customers of lower quality and working hard on
maintaining good relations with and reinforcing its brand among
high quality customers. The Group had fewer customers for the year

compared with the last year.
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During the year, the price of refractory products generally rose, with
the average selling price of major products like magnesium chrome
bricks and casting materials up by approximately 40% to 50%
against last year, at the push of the rising price of magnesium
grains. As for alumina-graphite bricks and high temperature
ceramics, their average selling price increased by approximately 5%
to 10%. Regarding costs, against last year, the average price of
magnesium grains increased by approximately 40% to 50% and
that of fuel increased by approximately 25%. Labour costs climbed
as well alongside wages. During the year, the Group also purchased
some refractory materials from external parties for sale together
with its own. Carrying out stringent quality inspection and
production flow control, the Group raised the passing rate of
qualified products, as such was able to effectively lower average
cost. In 2018, gross profit margin of the Group's ordinary refractory
materials and high temperature ceramics products increased to

approximately 22%.

As for magnesium grains business, the “Three-Year Action Plan for
Winning the Battle to Defend Blue Sky in Liaoning Province” (&2
B REXRREH =F1TE T ZE) was rolled out in Northeast China
and large-scale consolidation of magnesium mines was in progress.
Several local government authorities together inspected all
enterprises and production lines failing to meet environmental and
safety standards had to halt production and make relevant
rectifications. The Group's subsidiary which principally engaged in
manufacturing of fused magnesium grains products is among the
very few enterprises meeting required standards. In 2018, the
Group sold approximately 21,200 tonnes of magnesium grains
products with average selling price up by approximately 35%
against last year. However, due to tight supply, the average price of
main raw materials such as magnesite and electrode conductors
climbed by more than 100% and 70% respectively. All taken into
account, gross profit margin of the business declined to

approximately 15%.
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Despite the rounds of efforts made by the Group starting in 2017 to
modify and adjust the high purity magnesium grains production
line, its dust emissions still fell short of national standards. The
production line had stopped operation for a long time and there
was no sign of it being able to resume production. Considering the
grim prospect of the production line, the Group disposed it in early
July 2018. During the year under review, the Group did not produce

and sell any high purity magnesium grains products.

By market, Mainland China remained the core market for the
Group's refractory materials business, accounting for about 81% of
the segmental revenue. Japan market accounted for about 13%.
Other markets including Taiwan, the Middle East and Europe

contributed the remaining about 6% of the segmental revenue.

DISPOSAL TRANSACTION

As mentioned above, during the year, for a cash consideration of
RMB28,000,000 (equivalent to approximately HK$32,933,000), the
Group disposed of the entire equity interest in its wholly owned
subsidiary Hai Cheng Xinwei Leeshing Magnesium Resources Co.,
Ltd., which principally engaged in manufacturing and sales of high
purity magnesium grains products. The disposal was completed on
18 July 2018. The production line was suspended during the year till
the disposal and the expenses incurred in the period amounted to
approximately HK$8,647,000, which is stated under other operating
expenses in the Group’s consolidated statement of profit or loss.
The disposal brought to the Group a gain of approximately
HK$1,925,000. The Group hopes to take the opportunity to
reallocate resources in developing rare earth and refractory

materials businesses.



RE
B2 (HEBRBARNEER LITERFER
J?%E%E’\J”%E%EMME%LX% CHRENBLTE
EERRE ERER EXHEBAE  AFE
ﬁkﬂ&a@ﬁagk‘“”ﬁ@iﬁﬂi STEBER
RE—THRBOIEMEKRF  2EAFEERR
BREPHBLITESRERR RT-N\%F
BRERMHELZBE ((EXX])  ITEME
BE(TEH) EEABPIEENEMHEA
— R L ERREBRMEE /\HED?@E’\JW\
BREEAFHERER (BEBE) (ZT—N
FHOIBOE T ER LIBRD %ﬁ?l\?&ié\’é&é\%
Rl +—ABARBERBTEERE—FTRE
BIREBERBEERBEESHLEEZNAEM) - U
—SREMMABEBTBENSEHEHEM
MRHBLER  BA  BERETEGWHEA
BEBE(ZTE-N\FR))  REBATFAE
REROBLEUAZER  REIBLAR &
B aREOBER MIE  EHZEREA
BRSSPI AN T (BRFEM
B ETITERFRENBEI) - HELIZERM
FEMIM T BERSEETERFNEE - A
RERMERNE  ELFRCTERS  EX

TREHREE
CHAIRMAN'S STATEMENT

PROSPECTS
Since the announcement of “Several Opinions of the State Council

on Promoting the Sustainable and Healthy Development of the Rare
EBRENMEER LT ESEREERNETER)

in 2011, China’s rare earth industry has achieved good progress in

Earth Industry”

areas such as resources preservation, application development,
adjustment of industry structure, improvement of innovation
capability and establishment of management system. Aiming to
foster a more disciplined rare earth industry and market, to build up
a sustainable environment for the industry and to drive development
of the industry towards the high quality end, in 2018, government
authorities such as the National Development and Reform
Commission (the “NDRC”) and the Ministry of Industry and
Information Technology (the “MIIT") formulated and launched a
series of policies and measures to promote development of the rare
earth industry: in June, the “Special Administrative Measures for the
Access of Foreign Investment (Negative List) (2018 Edition)” (9MEi#%
BHEANFRHNEEREEARBE)(ZZT—/\FM)) was released to
remove restrictions on foreign investors’ joint investment and joint
operation in rare earth smelting and separation; in December, the
“Notice on Further Regulating the Approval Administration on Rare
Earth Mines and Tungsten Mines Exploration Rights and Excavation
Rights” (BRE — R &M TR ISIEREEREESILEIZANBA)
was issued by the Ministry of Natural Resources regulating the
approval administration on the exploration rights and excavation
rights for rare earth mines and tungsten mines; in the same month,
the NDRC published the “Market Access Negative List (2018
Edition)” (% EABESE(ZE—N\FWR))
elimination of rare earth mines not meeting development

that stipulates

requirements and restricting rare earth mining, selection, smelting
and separation projects, whereas, 12 authorities including the MIIT,
the NDRC, and the Ministry of National Resources jointly published
the “Notice on Continuous Strengthening the Rectification of Rare
(BB 3R L1735 F BIER B AN),

which aims to enhance inspection and punishment of those acts

Earth Industry Discipline”

that disrupt the discipline of the rare earth industry such as illegal

mining and illegal processing, which in turn helps to establish a
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work mechanism to facilitate cooperation between central and local
government authorities and reinforce punishment for violations, so
as to resume order in the industry for mining, production,
circulation, and import and export of rare earth resources. These
policies and action plans have improved the industry discipline and
created a better environment for the industry to develop, and that
points to the need for tightening further relevant policies to
accelerate rectification of industry issues and problems. The market
can thus expect supply and demand to gradually stabilise and prices

of rare earth to pick up continuously.

As driven by downstream industries, there is a strong and rigid
demand in the rare earth market. Rapid development of new energy
vehicles has created demand for motor and permanent magnetic
materials. And, development of the new energy vehicle industry also
brings strategic importance to the nation in the “Made in China
2025" plan (FEIZE—ZF —FA). In addition, the launch of tax
exemption or deduction and subsidy polices for purchase of new
energy vehicles will directly boost their output, and accordingly
demand for permanent magnetic material, a raw material of motor
for new energy vehicles, is set to increase. Moreover, artificial
intelligence has been developing rapidly worldwide, with countries
investing considerable resources in exploring its potential
applications, and highly efficient electronic components are an
essential part of the solution. Also, with sectors such as military and
defence, and aerospace and aviation requiring high-tech support,
and energy conservation and environmental protection industries
gaining importance, rare earth element, which is a fundamental

material for them, is likely to enjoy a rising market demand.
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Alive to the growing rare earth supply pressure in the country, the
Group has started some years ago to explore the opportunities of
working with overseas rare earth suppliers. In 2017 and 2019, it
entered into a memorandum of understanding on cooperation with
rare earth companies in Australia and Chile respectively, which will
give it access to their rare earth resources once their planned rare
earth mining projects are completed and start operation. Moreover,
the “Notice on Continuous Strengthening the Rectification of Rare
Earth Industry Discipline” (BARIFEEMNSEIE T1T3 M B IR B AN)
encourages domestic rare earth companies to step up pursuit of
international cooperation according to market mechanism and
participate orderly in development and use of overseas resources.
The Group will continue to import rare earth resources from
Southeast Asia via domestic trading companies, and simultaneously,
will actively study the feasibility of cooperation and direct import
from the region, aiming to expand raw material supply channels,

thereby assure stable supply and improve cost effectiveness.

For refractory materials business, the Group will continue to develop
high quality refractory products to meet market demand and strive
to retain existing high quality customers and explore new
customers. Furthermore, it will revisit the feasibility of acquiring a
magnesite mine in Northeast China and other merger and
acquisition opportunities, with the aims of creating synergies with
the Group’s existing businesses, giving it a vertically integrated
operation and helping it improve production efficiency and prepare

for future development.

LIQUIDITY AND FINANCIAL RESOURCES

The Group continues to be prudent in making financial
arrangements to ensure it has adequate liquidity. As at 31
December 2018, the Group had cash and bank deposits of
approximately HK$1,666,292,000, similar to that at the end of the
preceding year, not notably pushed up by the proceeds from
disposal of a subsidiary during the year. Net current assets of the
Group amounted to approximately HK$2,320,741,000, down by
approximately HK$23,987,000 from that at the end of 2017. Total
liabilities to total assets ratio was about 5%.
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Regarding prepayments for materials, the Group now has more
mature relationship with relevant suppliers after several years of
cooperation and that has helped lower related capital requirement.
As at 31 December 2018, total prepayments made for rare earth
and refractory materials was approximately HK$107,936,000 and
HK$43,708,000 respectively, reduced by approximately
HK$166,216,000 in total compared to that in the previous year.

In 2018, the Group did not borrow any money from banks or
financial institutions. Nevertheless, the Group had pledged certain
land and buildings (with carrying amount at approximately
HK$49,304,000 as at 31 December 2018) with a domestic bank,
obtaining a financing facility at RMB150,000,000 (equivalent to
approximately HK$171,194,000) 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.

STAFF AND REMUNERATION

After disposal of a subsidiary, the Group streamlined its manpower
structure heeding business development needs, and the number of
employees decreased against 2017. As at 31 December 2018, the
Group had approximately 450 employees of different levels.
Although fewer employees were employed, average salary increased
alongside market rate adjustment. For the year, the Group's staff
costs including directors’ emoluments amounted to approximately
HK$43,137,000, slightly decreased compared to that in the previous
year. The Group continued to provide regular on-the-job training
and study opportunities to employees to assist them in maintaining

professional competence.
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FINAL DIVIDEND
The Board does not recommend payment of final dividend for 2018
(2017: nil).

CONCLUSION

The Group has been operating adhering to the directions of
national policies, maintaining solid and stable cooperative relations
with reliable raw material suppliers, and making sure it is able to
provide quality products and services to customers. Rapid
advancement of high technologies has presented the rare earth
industry with a market rich with potential to tap. The Group will
continue to improve product quality and explore possible
applications of materials, thereby uncover potential market

opportunities.

Looking ahead, the Group will continue to operate with
professionalism and seize opportunities. It will push to elevate
environmental governance in accordance with related industry
policies and, through integrating corporate resources and optimising
production flow, press forward with product innovation and
improvement to strengthen its competitive advantages for ultimately

creating long-term and high value returns for shareholders.

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

and staff for their remarkable contribution to the Group.

Qian Yuanying
Chairman
Hong Kong, 28 March 2019
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EXECUTIVE DIRECTORS

Ms. Qian Yuanying, aged 60, 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 66, 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 35, 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 60, 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 55, 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 67, 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 83 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 34, 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 60, 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. Yu Zhengming, aged 82, joined the Group in 1999. Mr. Yu is
the chief engineer and technical consultant of Yixing Xinwei
Leeshing Rare Earth Company Limited. Prior to joining the Group,
Mr. Yu was the factory general manager and chief engineer of a
renowned rare earth factory. Mr. Yu is an expert in rare earth and

non-ferrous metals industries.

Mr. Zhou Yanwen, aged 48, 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 66, 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 48, 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.
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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 2018.

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
2018.
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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:

BRLEETHA

No. of meeting(s) attended/held
Bz B8 VN
Director Board meeting General meeting
HITES
Executive director
BLRLE (LE) 6/6 A
Ms. Qian Yuanying (Chairman) 6/6 11
BREtsE 6/6 01
Mr. Jiang Quanlong 6/6 0/1
KB (TTHAEE) 6/6 0/1
Mr. Jiang Dawei (Chief Executive Officer) 6/6 0/1
BAEEE 6/6 01
Mr. Jiang Cainan 6/6 0/1
BYFHITES
Independent non-executive director
BRERE 6/6 0/1
Mr. Huang Chunhua 6/6 0/1
SERE 6/6 0/1
Mr. Jin Zhong 6/6 0/1
ITEZKE 6/6 171
Mr. Wang Guozhen 6/6 171

BREZg8 TENFATERBIUINTE
EERTESYTESNBRATRITT —REH

EEREENERNANFRFIBAE2IANIES
RREBEAESBHNIA -

BREEAEDBELRARLIZLKR -BERESE
S BEEERERMABREREMCERME -

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 18 to 21 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 2018.

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.



HERGERERME  REZESHRHEEBR
a%LA{#i?@%FE&%Tﬁt NN =
REANZERENE  REZEZERNESSHELRE
BUAMEZERIBHEBRZ

REREEEERANRRARE LERNRE
AMBEREBERRES  BARRFE—NDB
Ko B EIIRREHRENRERIAR - 24

fREABERE - %F(a%ﬁﬁ&ﬁﬁ%%%
B 2EFHRRBEEREM J&ﬁﬂ

%ﬁm%&ﬂﬁ@éﬂ%ﬁ%ﬁkﬁm

RTBEBHZA  BREALTTERARRECE
EZERENBRAGLETES -

% A AR
AR ﬂ%%ki

%K@Z%EﬂﬁﬁLﬂﬁK“
BAREEREAERS -

HEEREA %%K@ SENMAEFE &
%ﬁ%ﬁrﬁﬁi$
BB BE

EZ2CHRMTRERREAEIEARR BER
BXMHXRNTTE AESE2RRE @ HEAN
B THIEE

ABEEXMHHRE

2, MERBRADENENENRE

3. KRRERRANRE
XABE

i A AR 4 B

4. ARBETHBERERARATKRE

#) R0 E At 155 3 P R FE VAE ] B TS R A
R E A BRI 5

PXRERBEHS
CORPORATE GOVERNANCE REPORT

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 Islands;

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;
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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:

jo4=1 BEUREBTHE
Member No. of meetings attended/held
BYFHITES

Independent non-executive director
ITEYRE (FF)

Mr. Wang Guozhen (Chairman)

Mr. Huang Chunhua

TELE

Mr. Jin Zhong
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2/2
2/2
2/2
2/2
2/2
2/2

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

SRHEBITHE
No. of meetings attended/held

BYFHITES

Independent non-executive director
BEEELRE(FE)

Mr. Huang Chunhua (Chairman)
eELEE

Mr. Jin Zhong

TEZEE

Mr. Wang Guozhen

HEEgHL FHZEERS THHRRREES
ZEHEHEAARMERSEL TEE

REZEES
REZEGZIERERZ2ECRBNESS
REZTICBREHNESTE ZAK & RiBE
NEZER2eRBEZ T2 EERR 2ZE
RANRABRAESERESTZEREER
HER RARBIFRNTEST 2B -

171
1”71
11
11
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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The composition of the Nomination Committee and the attendance

of the Committee meetings during the year are as follows:
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No. of meetings attended/held
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Independent non-executive director
CERE(FE)
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11
71
171
171
11
11

During the meetings, the Nomination Committee reviewed the
Board composition, the independence of the independent
non-executive directors and the Board Diversity Policy of the
Company. The Nomination Committee considers that the Board

composition is appropriate.

RE-ELECTION OF DIRECTORS

The Company’s Articles of Association specify that every director
should be subject to retirement by rotation at least once every three
years and the director appointed to fill a casual vacancy shall hold
office only until the next following general meeting of the

Company.

In accordance with Articles 108(A) and (B), Mr. Jiang Quanlong,
Mr. Huang Chunhua and Mr. Wang Guozhen 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 2018. 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 48 to 59 of this annual
report.

AUDITOR’S REMUNERATION

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

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.

Annual Report 2018 F #
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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
“Group”) for the year ended 31 December 2018.

“Company”) and its subsidiaries (the

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

earth products and refractory products.

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

the financial statements.

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

15 to the financial statements.

RESULTS AND APPROPRIATIONS
The results of the Group for the year ended 31 December 2018 are
set out in the consolidated statement of profit or loss on page 60 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 27 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 2018, the reserves of the Company available for
distribution to shareholders amounted to HK$2,198,404,000.

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

years is set out on page 188 of this annual report.
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PROPERTY, PLANT AND EQUIPMENT AND
CONSTRUCTION-IN-PROGRESS

Details of the movements in property, plant and equipment and
construction-in-progress of the Group during the year are set out in

note 17 to the financial statements.

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

the year are set out in note 27 to the financial statements.

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

12 to the financial statements.

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

this report are:

Executive directors

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, Mr. Jiang Quanlong, Mr. Huang Chunhua and
Mr. Wang Guozhen 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 2018, 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 2018, 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. Interests in shares of the Company

HAEDTE BT
BAHE D
% to the issued

share capital of

RoBE

Director Nature of interest/Capacity Number of shares the Company
BTR EFEZ LA 747,179,200 (Hf7#1) 31.91%
Qian Yuanying Founder of a trust 747,179,200 (Note 1) 31.91%
BTR RERNR 2 R 21,000,000 (Hfi#2) 0.89%
Qian Yuanying Interest of controlled corporation 21,000,000 (Note 2) 0.89%
BREE Moz RENRZER 768,179,200 (Hizt1k2) 32.80%
Jiang Quanlong Interest of spouse/Interest of 768,179,200 (Notes 1 & 2) 32.80%
controlled corporation

N EZBAA 530,077 0.02%
Jiang Dawei Beneficial owner 530,077 0.02%
Hiat - Notes:

1. 747,179,200 A F B B BYY 1. 747,179,200 shares are held in long position through YY

Holdings Limited#%& - H2 #2817
BRASEYY Trust) &5 AYYT (PTC)
LimitedfT# A - MX = ABEREL
EMEBRTRALTIRET2ERR
BWRA - RBEHREABEGOEXVEZ
TFEBTTELZLTAYY TrusthIRIZA °
BRELERBLRELZETAYY
Holdings Limited#) 2 ¥ -

2. 21,000,000% A &F & 3% #BPraise
Fortune Limited$% 48 + ££39.93%M
BITRARERELENRBE TR
ZEHAF BITHELZL APraise
Fortune Limited & %
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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.
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2. Interests in shares, underlying shares or equity interests

in associated corporations

M E )R B R 2 7] (a) Microtech Resources Limited
EZAREBTRAF
Bz BEME 57 ERTROENREAE ZBRDERINE 2
% in the class of
shares in the issued
Nature of interest/ Number and class of share capital of
Director Capacity issued shares the company
BT BEREBEAA R ERRIEA) 3,000,000 30%
Qian Yuanying Beneficial owner 3,000,000 non-voting deferred shares 30%
RN BERZEAA ERFREIEA(7,000,0008% 70%
Jiang Quanlong Beneficial owner 7,000,000 non-voting deferred shares 70%

E R R L R A

(b) Yixing Xinwei Leeshing Rare Earth Company Limited

E=x EEME 50 RAEZBE DL
Director Nature of interest/Capacity % equity interest
FEREE EEcYN-I T 5%
Jiang Quanlong Interest of controlled corporation 5%
Mt - Note:

ZERBDNEREATREEERA
ARG ZTPECEMRBERELLERE
BO%ER 82 THI10%E= A EF
BE BLEMAZTCENEERR
/\o

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 is also the legal representative of the enterprise.

Annual Report 2018 F #
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(c) YY Holdings Limited (c) YY Holdings Limited

HEATE BITRAF
E=x BENEE 46 BRITRPENREE ZROERINB 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 B SRR 1725,0008% 100%
Jiang Quanlong Interest of controlled corporation 25,000 preference shares 100%

et - Note:

YY Holdings Limited®) % &8 2 %17 %
AAYY Trustf) 5 AYYT (PTC)
LimitedFT A MEX & A BB RE
EENEBETRZIRETEER
BHATE - BEHRAEEIEXVE
ZEBEBEITELZ T AYY Trusth iz
A BRELERBETRIZLTAYYT
(PTC) LimitedH) & =

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.

B LB ESN R—FE— N\E+-A=+—0 Save as disclosed above, as at 31 December 2018, none of the

B (AR )| £3520EF B E > B M directors or chief executives of the Company and their respective

NEFE BEAATEER TSI RAEREE close associates had or was deemed to have any interest or short
TRIME A LA A T R EARE AT R - 18 position in the shares, underlying shares and debentures of the

Bip RAE LA k8 A AT ARSI AR - Company and its associated corporations as recorded in the register
kept under Section 352 of the SFO.

Fas

Annual Report 2018 F #



FTERRESZR KR

BEFEmMA R-_F-N\F+-A=t—8H"
ARRMRETES RBERGE3B6EMFE L
BLMAMSE BRARAEERIRITRAR
S E A AR ER B AR 2 B0 R K AR B IR 1) 1O 4
@mKRBI

—

2EBEETRABYYT (PTC) Limited AT
BHIAAIYY Holdings Limited A B85
ANFHOFBRATRNT47,179,2008%
HEARDFBEITRGEI31.90% ©

2. YYT (PTC) Limited# R & EEMEAE =
HEFEITIRABYY Holdings Limited AT#
BHARR RN TA7,179,2000% K #E 25 o

BRERREN RZT-NF+-_A=+—H"
RBIEF RGN FE336GMEFEZELM
NS BARBESHERITRARIN  #HE
B AMEBAA R R AR R 2 B0 2k 48 Bl Bk
MREBEAERIAR

BREE
HRENR-_ZETMNFENAMNARRNEBK
BABSRZZT—NFNA=ZBRY  ARRARE
%:%—EER ABEBRMBRERAF ARG
RN IR B AR R R B AR A A A (T3t 81) -
EENREEDSEH2EERNANEBELER -
RBE-Z—\E+=-A=+—HILFE &8
MR AT B IR - BUBZRR

SEEWRS
DIRECTORS' REPORT

SUBSTANTIAL SHAREHOLDERS' INTERESTS AND
SHORT POSITIONS

So far as is known to the directors, as at 31 December 2018, 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 747,179,200
shares of the Company, representing approximately 31.90%
of the issued share capital of the Company as beneficial

owner.

2. YYT (PTC) Limited was deemed to be interested in
747,179,200 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 2018.

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 2018, there was no option granted,

cancelled or lapsed under the New Scheme.

Annual Report 2018 F #
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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$841,000 as
rental expenses to Mr. Jiang Quanlong for the use of his office

premises.

During the year, the Group paid approximately HK$31,000 as rental
expenses to Pan Asia Environmental Protection (Jiangsu) Company
Limited, a company of which Mr. Jiang Quanlong is also a director,

for the use of its office premises.

During the year, the Group paid approximately HK$3,000 as rental
expenses to Wuxi Pan Asia Environmental Protection Technologies
Limited, a company of which Mr. Jiang Quanlong is also a director,

for the use of its office premises.

Save as disclosed above and in note 29 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.

Annual Report 2018 F #
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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.

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 17%
— five largest customers combined 46%
Purchases
— the largest supplier 11%
— five largest suppliers combined 48%

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 22 to 35 of this
annual report.
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BREFEREEPFIH - in the Chairman’s Statement on pages 6 to 17 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 12 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, except that the performance of
the dedusting desulphurization facility in the Group's
disposed high purity magnesium grain production line failed
to meet all of the country’s standards that need to suspend

production.
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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 to 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 2018 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, 28 March 2019
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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 60 to 187 which comprise the consolidated statement of
financial position as at 31 December 2018, 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 2018, 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.



ERE®
EERBEAACHMACEM TS ETED
([BBBEHENDETSEZ EZZEAT &
%ZEEZ{E“Z#&“&WW%{Eﬂi:ﬂ*%# & B
BHREREEZEME]I - *%F%m RIEEB
E.quEﬂi"AZfii;% srEpEESERII (TR -
?‘iﬂ% BB WEEBTARITEME
’%f& ZHfE BEMESZERREER
@zéﬂﬁz%%%Z%T ERBMER

BERENER

BREESCEXHE  BREFTERBEER
REABE GERBRRPEEECLEH-BS
EEREAMBRREALERERRFEE I
FEH MIASHUFEREFERER - BT
XEFEEME  AFRAEBSTERERENLFEEHN
M EERR I EFBER

H

FERTARS [RBMR BRI ESMBERR
EK#"Z?EJ—%F?LZ?E BREZFHE
B EEMB AT HEN BEZEFIE
BRATABRHIGEAMBRRENERR
MR MR 2 BT - EERTRAEFZ
BR BREHTLAEEMATIER  BEA
M BRRERETE R R -

18 Y 1% 86 ¥ &
INDEPENDENT AUDITOR'S REPORT

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

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

provide a basis for our opinion.

KEY AUDIT MATTERS
Key audit matters are those matters that, in our professional

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

addressed the matter is provided in that context.

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

opinion on the accompanying consolidated financial statements.

Annual Report 2018 F
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B BREETEZEEBZY¥E BERRGEURSEHMY TANLHHE L ZHETE

Impairment assessment on property, plant and equipment, and prepaid lease payments on land under operating
leases for the Group’s key businesses

FRRE RN T2(0)(1) R4(@) 2 EFRBEFH SR  HBTR BT URGEEIHZENT17R 18288 -
Refer to notes 2(g)(ii) and 4(a) to the consolidated financial statements for the directors’ disclosures of the related

accounting policies, judgements and estimates and notes 17 and 18 to the consolidated financial statements for further

information.

HEETER
Key Audit Matter

EEER_ZE-NE+_R=T—R29%E HKBEKRZ
ARGEHL T AN LS 5 54 %182,158,0007%8 T
101,583,000 7 - & BEEEBLEBRMWANER
WReELEM((REELFEMDPZEEER TN
FTZA=+—BZEKHESD L 7156,386,000/ 7T &
127,078,000/ 7T °

The Group’s property, plant and equipment, and prepaid
lease payments on land under operating leases were
approximately HK$182,158,000 and HK$101,583,000,
respectively, as at 31 December 2018, of which the
carrying amounts of these assets in the Group’s cash
generating units (“CGUs"”) of rare earth business and
refractory business were approximately HK$156,386,000
and HK$127,078,000, respectively, as at 31 December
2018.

RERESHAR X BEERBEABKIMNIEHEE E5E
NIREEFBMATRREGEESMISTHIRETR i
HREENSR - BSEEEAEFTRSEEEMH AT KRER
i

At the end of each reporting period, the Group performed
review on the Group’'s CGUs based on internal and
external sources of information to assess whether there is
any indication that the CGU may be impaired. If any such
indication exists, the Group will estimate the recoverable
amount of the CGU.

SAERENS  ZFEEIEERELSEM  MRXRE
EEEUzANE EmEREERReRESRARERE
BFEEE - RETREN LR - EEESRAERHEIN
HBAReELBURETRRABEFES I ZBRER - 8
FEREFER  REERERBRE -

For the purpose of assessing the impairment, these assets
were allocated to CGUs, and the recoverable amount of
each CGU was determined by management based on value
in use calculations using cash flow projections. In carrying
out the impairment assessments, significant management
judgement was used to appropriately identify CGUs and to
determine the key assumptions, including operating
margins, terminal growth rates and discount rates,
underlying the value in use calculations.

Annual Report 2018 & #

REFPEREBRRENSEZE %
How our audit addressed the Key Audit Matter

55 BESEMNBSELBMMNZTEERNMET HATHE
IZEFeE (EReE) UTEIA

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

e RE EEENEHBERESYE
A EREHReESBANE

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

BEREEBN TR

- ZHEEEY B5ERSELFMRETRZME
e Reviewing management’s assessment of impairment
indication on the Group’s CGUs;

o TEGEEINER - 0 REBRE
e Assessing the competence, capabilities and objectivity
of the Valuer;

o GHEfRERTPAE BAERTNERIE RS
e Assessing the relevance and reasonableness of
valuation techniques used by the Valuer;

o BHEMRECRNEREFSLMEREETHER - Rt
ZERENRERR

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



18 1 1% 25 B 3R &S
INDEPENDENT AUDITOR'S REPORT

B BEBTEEBZNF¥ BERREURCEHY TRANLBHELZHETE (&)

Impairment assessment on property, plant and equipment, and prepaid lease payments on land under operating

leases for the Group’s key businesses (Continued)

RgEETEE
Key Audit Matter

ERERZRA RZE-N\FTA=1+—8 MAEKR
SEABUNZSEEVELRNETR -

The management concluded that there was no impairment
indication in respect of these assets for the CGU of

refractory business as at 31 December 2018.

BHmIEBReELBUME  AREEER-Z—N\&F
TA=+—HBEARETR - BUEETRERNE - —F
—NF+ZRA=1T—H BIEBREELEUNAIKEE
#whl EEEZ2ZE SEEZENBVSERIZEMGLERM
( [fhERD] ) RERBENE ( [fHE] ) BETE - RIF
HE RIEBREELBEUNARESESRERE
—NFE+_A=+—BNEEAE " BERAEZERE K=
Z-N\F+_A=+—BUERRLEBHREEFBLER
EEE

For the CGU of rare earth business, impairment assessment
was conducted by the management as a result of
impairment indication identified as at 31 December 2018.
The recoverable amount of the CGU of rare earth business
as at 31 December 2018 was determined by the Group
with reference to the value in use calculations (the
“Valuations”) performed by an independent qualified
professional valuer (the “Valuer”) engaged by the Group.
Based on the Valuations, the recoverable amount of the
CGU of rare earth business was higher than its carrying
amount as at 31 December 2018 and, in the opinion of
the directors of the Company, no impairment loss was
recognised in respect of the CGU of rare earth business as
at 31 December 2018.

REFPEEBRREFBEZE
How our audit addressed the Key Audit Matter

s BAFEMNERBCREREZFREMETANETL
8 UERBWIEA (BERR) SHBNEL

e Comparing the current year actual cash flows with the
prior year cash flow projections to consider if the
projections included assumptions that were overly

optimistic;

o REEFNEBRITEMBTEHARBRERNAEN (2
BRENEE  RREREREIRE) K

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

business and industry; and

o KBABBEXSERYE  JINLIERE  TER
ZERENSEME

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

of these budgets.

Annual Report 2018 F
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BEREFENE

Valuation of the Group’s inventories

BEHG A BIREMNZ20) R4(a)EFREFHETHE  HBIRIGFTURG R BEHERMAE21 28— 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 21 to the consolidated financial statements for further information.

HEEtER
Key Audit Matter

RZZT—NF+=ZA=+—8"
153,530,000/ 7T °

The carrying amount of the Group’s inventories was
approximately HK$153,530,000 as at 31 December 2018.

EEEFENREENR

EREERBFEBKBIRT 2 At EERIA TR Z KA K
ETHEMB AAKAETFEZERFE BT PR
EUXER I EE L

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.

EEMAEEBERAE  DREBAAFEERLRKER
Rz 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 - N\FT_A=+T—BETHEEES - UN#
E_T-N\F+-A=+—-BIFEEEL20,753,000/%
T AEEERRERENATERFE - EEETREE
R N\ET A=+ -HLEFERBAEFEEMRAFE
EI#%491,622,000/8 7T

The Group carried out the inventory review as at 31
December 2018 and provided allowances of approximately
HK$20,753,000 to write down inventories to their net
realisable value during the year ended 31 December 2018.
The Group also reversed allowances of approximately
HK$1,622,000 for previous years' write down of
inventories during the year ended 31 December 2018.

REEREEMETFEZAEZRFE  ERERR/N_E
—NF+ZA=+—BRZFEMHERRE -
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 2018.

Annual Report 2018 & #

REFPEREBRENSEZE %
How our audit addressed the Key Audit Matter

EEREEEY SESEFECREENGETZIREFEE
(A eiE) UT&IE:

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

s THREEEMAFEMERFENTE KIHEERE
BEHBE G RLERE

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 HEBENMRAGEREBMITHEER  THIKAE
FOEATHHE TR 2 AR PRER AR A

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

o FMEFIEFERNERFEMEANTERRE i REH
STEFEMR MR E LR AR OISR

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

s METFENMBEFEETHBNER ST Z AR MET
SHE TR < B H)AERE I ARRAE ¢

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

o FEMER-F-N\F+= A=+ Bk ARIE
BERKNEHBERES R

e Assessing the sufficiency of allowances where the
estimated net realisable value was lower than the cost
as at 31 December 2018.
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Impairment of the Group's trade receivables

FRHEE I BEIRENTF209)0) ~ 2() R4(a) 2 EFREEH ST HE

PR
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" HBERIGFT A R A& B R KB 222 R 33(a) 2 2 —

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 22 and 33(a) to the consolidated financial statements for further

information.

REETEE
Key Audit Matter

RZZE-NF+ZA=+—H  EEEERETNEREE
#143420,482,000/8 7T - KR EEE#933,568,000/ 7T °

The carrying amount of the Group's trade receivables was
approximately HK$420,482,000 as at 31 December 2018,
net of impairment losses of approximately HK$33,568,000.

REFEHEEEE ( [RAGEHE] ) BT ERKER
ZREFZERERAEARAE R - BERSZRHE
EEEDHEREERECEBAEBETAME - WA
BEREITRE -

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.

REFFEEBARESF BRI E
How our audit addressed the Key Audit Matter

EEREEEY SEEEERERZRENGETZIERFE
& (HRERE) ATEE:

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

TREISAEERERBEEEREAHEEEZ
WfE RORE R 2 AR E S 2 Rat - BEREEZK
e

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;

s AREEENFIERREEEERERCER  BREEK
RAZREDN  TERAMET XK ERIER
Eﬁ*ﬁf’ﬁ%ﬁ’iﬁémﬁﬁttﬁ ;

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;

Annual Report 2018 F
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BREEWERSHRE ()

Impairment of the Group's trade receivables (Continued)

HEEER
Key Audit Matter

BESERBENEEEERAUN_T-—_NF-A—HK=
Z-N\F+ZA=+—B 2 BREREFETRETE - RZF
—N\F—H—B  ES£ERERRTREFINIEEEN
5,356,000 WREIZE-_ZE-\FE+_A=+—HIF
[ Bt FE M AR R ER (1R E 5 8 406,668,000/8 7T - BLE—
Z-\F+ZA=T—HILFE ' EKETEEEKERER
ZRMEEE#7,491,000/ 7T °

The Group performed the impairment assessment on trade
receivables under the ECL model as at 1 January 2018 and
31 December 2018. The Group provided additional
impairment loss on trade receivables amounting to
approximately HK$5,356,000 as at 1 January 2018 and
provided impairment loss on trade receivables amounting
to approximately HK$6,668,000 during the year ended 31
December 2018. The Group also reversed impairment loss
on trade receivables amounting to approximately
HK$7,491,000 during the year ended 31 December 2018.

REEREHRBEEFEEXTRERRZRETE - &
BESHARRAN-_ZE—NET_A=+—HZEKRER
AEERERH -

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 2018.

Annual Report 2018 & #

REFPEEBRRENSEZE %
How our audit addressed the Key Audit Matter

BEREEEEMEMAZERN BERHEREYEE
BERYRR ZHE  AIFUBER ORI - &
HBEBBREELRERTEEMN N RATEEERET
RERABRKREAVRFEMLHECERRERE )
AEEREEREE T \FT-_A=T—HEKEKX
ZREEREAELHIE R 2 ARE &

Assessing the reasonableness of management’s

judgement and estimates in determining impairment
loss on trade receivables as at 31 December 2018 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 financial

year; and

FRZT—\F+H=+— B RUERF AR AR
ERTBFETHEERBRTE ZHEWA °

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

balance as at 31 December 2018, on a sample basis.



HitpEH

ERRESFREMENAR -HMBENBRFR
FrEER T BEFEAMBHRREESMULE
HZ X BEN IR o

EEHEAMBRRREZLBRLDREE M
BR BEENTERLREEARAZRELR °

RESHEAVBRRETZEF IS &
FRAEEHEMEN YEEEMERNEE B
AUBBRRRN BTSRRI LERERENZE
HBREATEMER  XEEMTEEREKR
R - MESERNFETIAMSHEME
HEERERL & MIBSRAERBREAB
Mottt BEEUBMAERZIEE -

EERGAMBRRARBEZEE

ERNFEZRAERBEEESAMAGHEML
BB BHREEINRBER G 2 HEEKR -
RUAEATHERBERZGAUBERER  hE
EETHRAESAVBRRELEZEBAR
B UEZEGEVBBRRTEFTHEHNKEF
HERMERERERRA

18 Y 1% 8 B ¥R S
INDEPENDENT AUDITOR'S REPORT

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.

Annual Report 2018 F
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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.

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.
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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.

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

Group to cease to continue as a going concern.
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e Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures, and
whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves

fair presentation.

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

responsible for our audit opinion.

We communicate with the Audit Committee regarding, among
other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in

internal control that we identify during our audit.

We also provide the Audit Committee with a statement that we
have complied with relevant ethical requirements regarding
independence, and to communicate with them all relationships and
other matters that may reasonably be thought to bear on our

independence and, where applicable, related safeguards.
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INDEPENDENT AUDITOR'S REPORT

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 Sze Wing Chun.

Ascenda Cachet CPA Limited
Certified Public Accountants
Hong Kong, 28 March 2019

Sze Wing Chun
Practising Certificate Number P06035
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS

BE-Z-—N\F+=-A=+—HLFE For the year ended 31 December 2018

—E-N\E —T—+F
2018 2017
FisE THET FAT
Note HK$'000 HK$'000
' ON Revenue 5 902,095 637,162
HEMKAR Cost of sales (841,667) (611,531)
ER Gross profit 60,428 25,631
Hip A Other income 6 16,398 5,756
HERDHER Selling and distribution expenses (13,214) (19,522)
EEEH Administrative expenses (52,150) (52,876)
HEMBAR 2 W/ (E) Gain/(loss) on disposal of subsidiaries 30 1,925 (5,697)
HGE &M Other operating expenses 7(a) (8,647) (39,550)
B (B1E) /T E Other net (loss)/gain 7(b) (3,819) 8,725
TEEHRAN/(HR) Profit/(loss) from operations 921 (77,533)
BT RS R Finance costs 8(a) - (1,869)
BREADRR (BE) Profit/(loss) before taxation 8 921 (79,402)
ERYE Income tax charge 9 (8,297) (5,379)
rEEFE Loss for the year (7,376) (84,781)

THATEERFERSSE: Loss for the year attributable to:
RRARERA Owners of the Company (5,424) (82,839)
FERER Non-controlling interests (1,952) (1,942)
(7,376) (84,781)

BRER Loss per share

—EARR#EE - Basic and diluted 14 HK0.23 cents#fli HK3.54 centsiEll
£67HF 1878 2 MR K H P —3p15 - The notes on pages 67 to 187 form part of these financial

Annual Report 2018 #F #

statements.



GORBEREMEENAER
CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

BE-ZT—-N\F+=-A=+—HLFE For the year ended 31 December 2018

—E-N\E —E—tF
2018 2017
i FTHET FAT
Note HK$'000 HK$'000
TEEEE Loss for theyear (7,376) (84,781)
AEFHMEZ@E (FE) WE Other comprehensive (loss)/
(MBREHRERESERE) income for the year (net of
nil tax and reclassification
adjustments)
HRAEFEEEZ e BrHIEA ©  Items that may be reclassified
subsequently to profit or loss:
-BREBINEBTBHRE 2 — Exchange differences on
R =5 translation of financial
statements of foreign
operations (120,903) 175,482
-HEMBARIERERL — Release of translation reserve
FEED upon disposal of
interests in subsidiaries 30 (1,493) 8,094
(122,396) 183,576
AEEZAFR) WEEAE Total comprehensive (loss)/income
for the year (129,772) 98,795
THATEERFESZE Total comprehensive (loss)/income
(BB e : for the year attributable to:
N/NCIEZ ZE DN Owners of the Company (127,502) 100,151
IR RS Non-controlling interests (2,270) (1,356)
(129,772) 98,795

F67TAE187TEZ MR IR A —5b0 The notes on pages 67 to 187 form part of these financial

statements.
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

R=ZZ—\F+=A=+—H As at 31 December 2018
—E-N\F —T—tF
2018 2017
B sE FTART FHET
Note HK$’'000 HK$'000
ERBEE Non-current assets
S Goodwill 16 _ E
ME  BENRE Property, plant and equipment 17 182,158 254,983
RERNTHEN T HES Prepaid lease payments on
land under operating leases 18 98,476 135,958
HipIEme & E Other non-current asset 20 17,307 18,141
297,941 409,082
RBEE Current assets
RERHTEN T HHES Prepaid lease payments on
land under operating leases 18 3,107 4,007
EE Inventories 2 153,530 172,762
JE AT B 30 % LAt FE Y 3K Trade and other receivables 22 464,479 337,091
BRARERIRS Prepayments and deposits 22 184,155 331,796
AT U 01§ 18 Tax recoverable 26(a) 753 1,751
HEeNBELSEER Cash and cash equivalents 23 1,666,292 1,665,102
2,472,316 2,512,509
V=N Current liabilities
JERBREX Trade payables 24 78,894 81,473
JEET 1B & HAbFE T 3k Accruals and other payables 24 63,458 76,021
fENEEFE Amounts due to directors 25 2,580 3,774
FEfTHEIA Tax payable 26(a) 6,643 6,513
151,575 167,781
REBEEFE Net current assets 2,320,741 2,344,728
BEERE NET ASSETS 2,618,682 2,753,810
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

R-_Z—\F+=-_A=+—H As at 31 December 2018
—E-N\F —E—+tF
2018 2017
B s FHT FHT
Note HK$'000 HK$'000

EXR#HE CAPITAL AND RESERVES 27
%N Share capital 234,170 234,170
f#E Reserves 2,378,921 2,511,665

ERAREE AEGLRER Equity attributable to owners of the

Company 2,613,091 2,745,835
FERER Non-controlling interests 5,591 7,975
KA E TOTAL EQUITY 2,618,682 2,753,810

FOREFIRTEZHAVBERREHEZTEN
“E-AFZASTN\BHERRETE WA

ATALTREREE

BRE
EF

F67TRE187TH MR BREREL T —5pD °

The consolidated financial statements on pages 60 to 187 were
approved and authorised for issue by the board of directors on 28
March 2019, and are signed on its behalf by:

Jiang Quanlong Qian Yuanying

Director Director

The notes on pages 67 to 187 form part of these financial

statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

HE-T—\F+-A=1—HILFE For the year ended 31 December 2018

AAFEA AL ER
Attributable to owners of the Company
BE  BROEE  AREE  EREE  EXRE BB NGt FEERES A
Non-
Share Share Capital Statutory  Translation ~ Accumulated controlling
capital premium reserve reserves reserve losses Sub-total interests Total
TAL TEL TAL TAL THEL TEL TAL TAT THEL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HKS$'000 HK$'000 HK$'000
R-Z-t%-f-8 At 1 January 2017 234,170 2,093,306 22,348 251,948 232,551 (188,639) 2,645,684 9,331 2,655,015
RoE—+#2#558: Changes in equity for 2017:
AEREBE Loss for the year - - - - - (82839)  (82,839) (1,942) (84,781
Hit2EWE  MBREHE  Other comprehensive income,
RESNERE net of nil tax and
reclassification adjustments
—HEBNEBIBRE - Exchange differences on
ZERER translation of financial
statements of foreign
operations - - - - 174,896 - 174,896 586 175,482
~HERBARERER ~ Release of translation reserve
HEEL upon disposal of interests in
subsidiaries - - - - 8,094 - 8,094 - 8,094
REE2ENE/ (BR) Total comprehensive income/
fE (loss) for the year - - - - 182,990 (82,839) 100,151 (1,356) 98,795
W=B-tF+=A=+-H At31December 2017
k=2-N5-A-8 and 1 January 2018 234,170 2,093,306 22,348 251,948 415,541 (271,478) 2,745,835 7975 2,753,810
SR 22 (H3) Change in accounting
policies (note 3) - - - - (177) (5,065) (5,242) (114) (5,356)
RZB-NE-A—H(£BZ) At1January 2018 (Adjusted) 234,170 2,093,306 22,348 251,948 415,364 (276,543) 2,740,593 7,861 2,748,454
REE- ) F2Ez28: Changes in equity for 2018:
rEEER Loss for the year - - - - - (5,424) (5,424) (1,952) (7,376)
Hit2EHE MBREHE  Other comprehensive loss,
RESEAR net of nil tax and
reclassification adjustments
-BERNEBHBERE - Exchange differences on
ZERER translation of financial
statements of foreign
operations - - - - (120,585) - (120,585) (318)  (120,903)
- HEMBARERES ~ Release of translation reserve
FEET upon disposal of interest in
a subsidiary - - - - (1,493) - (1,493) - (1,493)
AEEREBRLE Total comprehensive loss for
the year = = = = (122,078) (5,424) (127,502) (2,270) (129,772)
HEMBARERFEESY  Release of reserves upon disposal
of interest in 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 5591 2,618,682

F67TEE187E MBI BRERE S —F (7 °
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The notes on pages 67 to 187 form

statements.

part of these financial
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CONSOLlDATED STATEMENT OF CASH FLOWS

# E—N\F+=-A=+—HIFE For the year ended 31 December 2018
—E-N\F —ZT—tF
2018 2017
B3 TAERT FAET
Note HK$'000 HK$'000
RETH Operating activities
B % AR A (B518) Profit/(loss) before taxation 921 (79,402)
FHEIER - Adjustments for:
B 75 Bk AX Finance costs 8(a) - 1,869
FEHA Interest income 6 (4,717) (5,756)
M BERRE Depreciation of property, plant and
ZIE equipment 8(c) 41,799 57,156
HEWE  KE X Loss on disposal of property, plant and
REEE equipment 7(b) 96 7
LETRA TN L1 Amortisation of prepaid lease payments
& 7 8 on land under operating leases 8(c) 3,553 4,089
FEWERF 2 REEE Impairment loss on trade receivables 7(b) 6,668 990
Hiv e 2 REEE Impairment loss on other receivables 7(b) 261 593
FEUWER R 2 B E Reversal of impairment loss on trade
BIEEE receivables 7(b) (7,491) (4,445)
H e W3k 2 R E Reversal of impairment loss on other
E 18 o receivables 7(b) (266) (181)
HEWBRRZ (Gain)/loss on disposal of subsidiaries
(Yezs),/ E#E 30 (1,925) 5,697
FaEMk Write down of inventories 21(b) 20,753 26,331
FEMkER Reversal of write down of inventories 21(b) (1,622) (694)
58,030 6,254
EEESRD Changes in working capital
FE0EMm /R (Increase)/decrease in inventories (10,434) 1,290
R LT B R e L A 8 W 3R Increase in trade and other receivables
0 (155,529) (53,824)
BRRER RS Decrease/(increase) in prepayments and
WA (4 an) deposits 135,526 (24,181)
FEHBREEIE o0 (R ) Increase/(decrease) in trade payables 2,967 (14,771)
JEET R IE R E AL FE T R Increase in accruals and other payables
0 36,755 42,311
ENEEZHECRD),/ (Decrease)/increase in amounts due to
0 directors (1,062) 318
KLeERE (FHA)KWEE  Cash generated from/(used in) operations 66,253 (42,603)
EAREIEEE Income tax paid 26(a) (7,972) (1,491)
BESTE B/ Net cash generated from/(used in)
() NESFE operating activities 58,281 (44,094)
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CONSOLIDATED STATEMENT OF CASH FLOWS

HE-T—\F+-A=1—HILFE For the year ended 31 December 2018
—EB-N\F —tF
2018 2017
L THERT FAET
Note HK$'000 HK$'000
REEE Investing activities
BEME BERRKRE Purchase of property, plant and equipment (19,520) (17,968)
SR BITERR D Decrease in restricted bank deposits - 17,512
HEWME BEREHZ  Proceed from disposal of property, plant
FT5 3R and equipment 60 =
HEMBAR RS Net cash inflows from disposal of
mAE R subsidiaries 30 31,568 136
B U F 8 Interest received 4,717 5,756
RETEBHMEBMWELFEE  Net cash generated from
investing activities 16,825 5,436
MEETE Financing activities
HEETRHEMEEZ Proceeds from new bank and other
iS58 borrowings - 92,166
BERITLEMEER Repayment of bank and other borrowings - (140,322)
o AR A Interest paid - (1,869)
BMETEBHFERAMNELFEE  Net cash used in financing activities
- (50,025)
HekEELEEER Net increase/(decrease) in cash
i, CRd) FE and cash equivalents 75,106 (88,683)
FHNRERHESEMEEE  Cash and cash equivalents at beginning
of the year 1,665,102 1,649,125
EXEHoHE Effect of changes in exchange rate (73,916) 104,660
ERBERREZEMEBEE  Cash and cash equivalents at end
of the year 23 1,666,292 1,665,102
E67TER18TE MBI BIREEF—&H - The notes on pages 67 to 187 form part of these financial

Annual Report 2018 & #
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NOTES TO THE FINANCIAL STATEMENTS

BZ-_Z—-N\F+=-HA=+—HLEE For the year ended 31 December 2018

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-Z-N\F+=-A=1+—HLFE For the year ended 31 December 2018

2.

EEGIHEE

a)

BETEH

WEFBHRERBAEEREEM
BHREEN(EEHBEREER]) -
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([EEEEAE]) B E 5 E R
MC(EBMBREER) (FEEES
HRAD(EEEEQ]) RBEUR
BERERNREFRAREE QA ED
(TR AERBIL) 28 BB EHRE MR
ot FEMBRERMNEBRAE S
ERRAMTERRAD 2 ERRKER
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KX e

BERGHMAGERME THA RE
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BHSHABREAEE 2 RN
3R AR F RN L F M EwK
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Annual Report 2018 #F #

2.

SIGNIFICANT ACCOUNTING POLICIES

a)

b)

Statement of compliance

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

below.

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

reflected in these financial statements.

Basis of preparation of the financial statements
The consolidated financial statements for the year ended
31 December 2018 comprise the Company and its

subsidiaries.

The measurement basis used in the preparation of the
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.
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NOTES TO THE FINANCIAL STATEMENTS

BZ-_Z—-N\F+=-HA=+—HLEE For the year ended 31 December 2018

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

b)

9]

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 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.

Annual Report 2018 F
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NOTES TO THE FINANCIAL STATEMENTS

BE-Z-N\F+=-A=1+—HLFE For the year ended 31 December 2018
2. FESFEE@E 2.
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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(I) depending on the nature of the
liability.
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NOTES TO THE FINANCIAL STATEMENTS

BZ-_Z—-N\F+=-HA=+—HLEE For the year ended 31 December 2018

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

9]

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.

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).
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NOTES TO THE FINANCIAL STATEMENTS

BE-Z-N\F+=-A=1+—HLFE For the year ended 31 December 2018

2.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

d)

e)

Goodwill (Continued)

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.

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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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

e)

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.

Lease assets

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

whether the arrangement takes the legal form of a lease.

i) Classification of assets leased to the Group

Assets that are held by the Group under leases
which transfer to the Group substantially all the
risks and rewards of ownership are classified as
being held under finance leases. Leases which do
not transfer substantially all the risks and rewards
of ownership to the Group are classified as
operating leases except for land held for own use
under an operating lease, the fair value of which
cannot be measured separately from the fair value
of a building situated thereon at the inception of
the lease, is accounted for as being held under a
finance lease, unless the building is also clearly held
under an operating lease. For these purposes, the
inception of the lease is the time that the lease was
first entered into by the Group, or taken over from
the previous lessee.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Lease assets (Continued)

f)

i)

iii)

Operating lease charges

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

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

Leasehold land and building

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

To the extent the allocation of the relevant
payments can be made reliably, interest in leasehold
land that is accounted for as an operating lease is
presented as “prepaid lease payments on land
under operating leases” in the consolidated
statement of financial position and is amortised over
the lease term on a straight-line basis. When the
payments cannot be allocated reliably between the
leasehold land and building elements, the entire
property is generally classified as if the leasehold
land is finance lease.
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BE-ZT—-N\F+=-A=+—HLFE For the year ended 31 December 2018

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
g) Credit losses and impairment of assets
i) Credit losses from financial instruments and contract
assets

(A) Policy applicable from 1 January 2018

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)).

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.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

g) Credit losses and impairment of assets (Continued)

i) Credit losses from financial instruments and contract

assets (Continued)

(A)

Policy applicable from 1 January 2018
(Continued)

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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BE-E-

NE+=A=+—HLLFE For the year ended 31 December 2018

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

g) Credit losses and impairment of assets (Continued)

i) Credit losses from financial instruments and contract

assets (Continued)

(A)

Policy applicable from 1 January 2018
(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.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

g) Credit losses and impairment of assets (Continued)

i) Credit losses from financial instruments and contract

assets (Continued)

(A)

Policy applicable from 1 January 2018
(Continued)

Measurement of ECLs (Continued)

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.

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
(ii) the
financial asset is 90 days past due. The Group

realising security (if any is held); or

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:
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FESEBUR () 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
9) FEFEREEREE) g) Credit losses and impairment of assets (Continued)
) TR TARASANEEZISEERE i) Credit losses from financial instruments and contract

=
=

(&) assets (Continued)
A BZE—N\F—H—HE (A) Policy applicable from 1 January 2018

HRBNBE (8) (Continued)

EERB AR EH(E) Significant increases in credit risk (Continued)

- RERENIHABEH - failure to make payments of principal or
SRS HFE interest on their contractually due dates;

— @I EINEsk A an actual or expected significant deterioration
EERMFINERSE in a financial instrument’s external or internal
HEEZL(WE) credit rating (if available);

- EBRAREXENE
B EMEmEEL
K

an actual or expected significant
deterioration in the operating results of
the debtor; and

- B -mm - gEX - existing or forecast changes in the
ERRENE AR technological, market, economic or legal
HEBHEBARBT environment that have a significant
HESEEENEE adverse effect on the debtor’s ability to
BERTHZZ - meet its obligation to the Group.

BOAR G T AEmMMEE - Depending on the nature of the financial

EER R AR 8T instruments, the assessment of a significant

Ty ¥z R Bl B 25 of 7] B 2% increase in credit risk is performed on either

i’éﬁ g Wﬂ A AERARE an individual basis or a collective basis. When

BT 2/ T AARHE the assessment is performed on a collective

IEJE’\JE%J_L R (N8 2 basis, the financial instruments are grouped

R R EERBTR) ET based on shared credit risk characteristics,

DA e such as past due status and credit risk ratings.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

g) Credit losses and impairment of assets (Continued)

i) Credit losses from financial instruments and contract

assets (Continued)

(A)

Policy applicable from 1 January 2018
(Continued)

Significant increases in credit risk (Continued)

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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2. FEGTHE@E 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
9) FEFEREEREE) g) Credit losses and impairment of assets (Continued)
) EHRITARSHEEZIEEER i) Credit losses from financial instruments and contract
(%) assets (Continued)
A BZE—N\F—H—HE (A) Policy applicable from 1 January 2018
HRBNBE (8) (Continued)
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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
delinquency in interest or principal

payments;

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

i) Credit losses from financial instruments and contract

assets (Continued)

(A)

Policy applicable from 1 January 2018
(Continued)
Write-off policy (Continued)

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.

Policy applicable prior to 1 January 2018
Prior to 1 January 2018, an “incurred loss”
model was used to measure impairment losses
on financial assets not classified as at FVPL
(e.g. trade and other receivables). Under the
“incurred loss” model, an impairment loss was
recognised only when there was objective
evidence of impairment. Objective evidence of
impairment included:

- significant financial difficulties of the
debtor;

— a breach of contract, such as a default or
delinquency in interest or principal
payments;

— it becoming probable that the debtor will
enter bankruptcy or other financial
reorganisation;

- significant changes in the technological,
market, economic or legal environment
that have an adverse effect on the
debtor; and

- a significant or prolonged decline in the
fair value of an investment in an equity
instrument below its cost.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

g) Credit losses and impairment of assets (Continued)

i) Credit losses from financial instruments and contract

assets (Continued)

(B)

Policy applicable prior to 1 January 2018
(Continued)

If any such evidence existed, an impairment
loss was determined and recognised as

follows:

For trade and other receivables and other
financial assets carried at amortised cost,
impairment loss was measured as the difference
between the asset’s carrying amount and the
present value of estimated future cash flows,
discounted at the financial asset’s original
effective interest rate, where the effect of
discounting was material. This assessment was
made collectively where these financial assets
shared similar risk characteristics, such as similar
past due status, and had not been individually
assessed as impaired. Future cash flows for
financial assets which were assessed for
impairment collectively were based on historical
loss experience for assets with credit risk

characteristics similar to the collective group.

If in a subsequent period the amount of an
impairment loss decreased and the decrease
could be linked objectively to an event
occurring after the impairment loss was
recognised, the impairment loss was reversed
through profit or loss. A reversal of an
impairment loss was only recognised to the
extent that it did not result in the asset's
carrying amount exceeding that which would
have been determined had no impairment loss

been recognised in prior years.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

g) Credit losses and impairment of assets (Continued)

i)

ii)

Credit losses from financial instruments and contract

assets (Continued)

(B) Policy applicable prior to 1 January 2018
(Continued)
When the recovery of a trade debtor or other
financial assets carried at amortised cost was
considered doubtful but not remote, associated
impairment losses were recorded using an
allowance account. When the Group was satisfied
that recovery was remote, the amount considered
irrecoverable was written off against the gross
carrying amount of those assets directly.
Subsequent recoveries of amounts previously
charged to the allowance account were reversed
against the allowance account. Other changes in
the allowance account and subsequent recoveries
of amounts previously written off directly were

recognised in profit or loss.

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;

- prepaid lease payments on land under

operating leases;

—  investments in subsidiaries in the Company’s

statement of financial position; and

- other non-current assets.
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NOTES TO THE FINANCIAL STATEMENTS

BZ-_Z—-N\F+=-HA=+—HLEE For the year ended 31 December 2018

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

g) Credit losses and impairment of assets (Continued)

i)

Impairment of other non-current assets (Continued)
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).

—  Recognition of impairment losses

An impairment loss is recognised in profit or loss
if the carrying amount of an asset, or the
cash-generating unit to which it belongs, exceeds
its recoverable amount. Impairment losses
recognised in respect of cash-generating units are
allocated first to reduce the carrying amount of
any goodwill allocated to the cash-generating
unit (or group of cash-generating units) and then,
to reduce the carrying amount of the other
assets in the 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).
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

9)

Credit losses and impairment of assets (Continued)

ii)

fif)

Impairment of other non-current assets (Continued)

- 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.

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.
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NOTES TO THE FINANCIAL STATEMENTS

BE-ZT—-N\F+=-A=+—HLFE For the year ended 31 December 2018

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

h)

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.

Annual Report 2018 F



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

BE-Z-N\F+=-A=1+—HLFE For the year ended 31 December 2018

2. FEGRBE@ 2.

) AHREERGHNARE

RIB A K PT80S SR AGR R A 1 1
HREERAEA - & B R ARE
RRBEHWEE - AHNEBEERRBREME
0Bz BRIBEHREES
BETE XN RERE AR
RAEGRERENDBREUR (R
BEE2()

AHNARREPELASBERRAMRY
AR RERER - AKBERA
SERBEBBANERBEREESR
REZERN AERAOEE HElt
BRT - TS FE R AR e B U SR (R
W?XD°%@E—%ﬁW A M
ME  RAAHNEEFBAXRANEIE
FEE §IJ HREMHAH  THEDH
EBHEENRANBENFETH -

EANBESEARBERDK  EHE
BERRERMNEEFENOE T
8 (RHF2()

$E®

) ERERE
J& WK AN 5% B B & R 4 OB (B 3R
) B ) B T LA R 3R o i £ 1 {2 BE B

HEBNER AR EERN - RIWKERK(E
M REGSE - HEARBERES

BEIRMFURRAENEMATERLA
AZeBERANEERY (RME
2(i)) -

ERFKABBEN T EREEBRER
R AT R (R EE2(9)()) e

Annual Report 2018 & #

SIGNIFICANT ACCOUNTING POLICIES (Continued)

i)

O EL LN )

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
consideration before the Group recognises the related
revenue. A contract liability would also be recognised if
the Group has an unconditional right to receive
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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NOTES TO THE FINANCIAL STATEMENTS

BE-ZT—-N\F+=-A=+—HLFE For the year ended 31 December 2018

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

k)

m)

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).
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Employee benefits

n)

i)

ii)

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.

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.
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NOTES TO THE FINANCIAL STATEMENTS

BZ-_Z—-N\F+=-HA=+—HLEE For the year ended 31 December 2018

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

n)

o)

Employee benefits (Continued)

if)

fif)

Share based payments (Continued)

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.
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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

BZ-_Z—-N\F+=-HA=+—HLEE For the year ended 31 December 2018

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

0)

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

BZ-_Z—-N\F+=-HA=+—HLEE For the year ended 31 December 2018

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 sales 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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SIGNIFICANT ACCOUNTING POLICIES (Continued)

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 “Revenue from Contracts with
Customers” 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) Sales of goods
Revenue is recognised when goods are delivered at
the customers’ premises which is taken to be the
point in time when the customer has accepted the
goods and the related risks and rewards of
ownership. 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-ZT—-N\F+=-A=+—HLFE For the year ended 31 December 2018

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

g) Revenue and other income (Continued)

i)

i)

ifi)

Sales of goods (Continued)
Revenue from sales of goods was recognised on a
similar basis in the comparative period under HKAS

18 “Revenue”.

Interest income

Interest income is recognised as it accrues using the
effective interest method. 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
asset. 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 asset (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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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. 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-ZT—-N\F+=-A=+—HLFE For the year ended 31 December 2018

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:

i) has control or joint control over the Group;

i)  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:

iii)

Vi)

vii)

viii)

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).

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).

Both entities are joint ventures of the same

third party.

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

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

Group or an entity related to the Group.

The entity is controlled or jointly controlled by

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

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).

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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NOTES TO THE FINANCIAL STATEMENTS

BE-ZT—-N\F+=-A=+—HLFE For the year ended 31 December 2018

2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

t)

u)

Related parties (Continued)

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

entity.

Segment reporting

Operating segments, and the amounts of each segment
item reported in the consolidated financial statements,
are identified from the financial information provided
regularly to the Group’s chief operating decision maker
for the purposes of allocating resources to, and assessing
the performance of, the Group's various lines of business

and geographical locations.

Individually material operating segments are not
aggregated for financial reporting purposes unless the
segments have similar economic characteristics and are
similar in respect of the nature of products and services,
the nature of production processes, the type or class of
customers, the methods used to distribute the products
or provide the services, and the nature of the regulatory
environment. Operating segments which are not
individually material may be aggregated if they share a

majority of these criteria.
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CHANGES IN ACCOUNTING POLICIES
a) ®BE a)

Overview

The HKICPA has issued a number of new HKFRSs and
amendments to HKFRSs that are first effective for the
current accounting period of the Group. Of these, the
following developments are relevant to the Group's

consolidated financial statements:

HKFRS 9 Financial Instruments
HKFRS 15 Revenue from Contracts with Customers
HK(IFRIC) Foreign Currency Transactions and

- INT 22 Advance Consideration

The Group has not applied any new standard or
interpretation that is not yet effective for the current
accounting period, except for the amendments to HKFRS
9 “Prepayment Features with Negative Compensation”

which have been adopted at the same time as HKFRS 9.

Under the transition methods chosen, the Group
recognises cumulative effect of the initial application of
HKFRS 9 as an adjustment to the opening balance of
equity as at 1 January 2018. Comparative information is
not restated. The following table gives a summary of the
opening balance adjustments recognised for each line
item in the consolidated statement of financial position
that has been impacted by HKFRS 9 and HKFRS 15:
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NOTES TO THE FINANCIAL STATEMENTS

BE-ZT—-N\F+=-A=+—HLFE For the year ended 31 December 2018

BEZEE (&) 3. CHANGES IN ACCOUNTING POLICIES (Continued)
BE (&) a) Overview (Continued)
BRERER BEREREE
REEB—tF MHEHREEL MBEHREELYN R-ZB-—N\F
T=ZA=+—H8 HIRNTE FI55NE —H—H
Impact on Impact on
As at 31 initial initial As at
December application application 1 January
2017 of HKFRS 9 of HKFRS 15 2018
FHT TR FHT FHT
HK$'000 HK$'000 HK$'000 HK$'000
FEUBR 70 Trade and other receivables
Hth FE R 337,091 (5,356) - 331,735
A48 (5t Contract liabilities
JEETFE K (included in accruals
H b ) and other payables) = = (46,931) (46,931)
FEW k1B (5F A Receipts in advance
FEFTRIB R (included in accruals
HAobER ) and other payables) (46,931) - 46,931 -
HEMEENBE Other assets and liabilities 2,463,650 = = 2,463,650
BEFE Net assets 2,753,810 (5,356) = 2,748,454
(%N Share capital 234,170 = = 234,170
B EE Share premium 2,093,306 = = 2,093,306
BARGEEG Capital reserve 22,348 = = 22,348
AR Statutory reserves 251,948 - - 251,948
& 3 Translation reserve 415,541 (177) - 415,364
RETE1E Accumulated losses (271,478) (5,065) - (276,543)
NAT#EABA  Equity attributable to
i owners of the Company 2,745,835 (5,242) - 2,740,593
PR Non-controlling interests 7,975 (114) = 7,861
EmAaE Total equity 2,753,810 (5,356) = 2,748,454
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CHANGES IN ACCOUNTING POLICIES (Continued)
a) HWME#E) a)

b)

Overview (Continued)

The Group has been impacted by HKFRS 9 in relation to
measurement of credit losses. The adoption of HKFRS 15
and HK(IFRIC)-INT 22 does not have any material impact
on the financial position and the financial result of the
Group. Details of the changes in accounting policies are
discussed in notes 3(b) to 3(d).

HKFRS 9 “Financial Instruments”, including
amendments to HKFRS 9 “Prepayment Features with
Negative Compensation”

HKFRS 9 replaces HKAS 39 “Financial Instruments:
Recognition and Measurement”. It sets out the
requirements for recognising and measuring financial
assets, financial liabilities and some contracts to buy or

sell non-financial items.

The Group has applied HKFRS 9 retrospectively to items
that existed as at 1 January 2018 in accordance with the
transition requirements. The Group has recognised the
cumulative effect of initial application as an adjustment
to the opening equity as at 1 January 2018. Therefore,
comparative information continues to be reported under
HKAS 39.
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CHANGES IN ACCOUNTING POLICIES (Continued)
b) HKFRS 9 “Financial Instruments”, including
amendments to HKFRS 9 “Prepayment Features with
Negative Compensation” (Continued)
The following table summarises the impact of transition
to HKFRS 9 on the Group'’s reserves and non-controlling

interests as at 1 January 2018:

FAET
HK$'000
25 EE Accumulated losses
R-ZE—N\F— A —HLEH Recognition of additional expected
AT EH SRS ERREI credit losses on financial assets
TREEEEE K R EEE M measured at amortised cost and
increase in accumulated losses
as at 1 January 2018 (5,065)
B S s Translation reserve
R-Z—\F— A — Btz Exchange differences arising from
AT 2R € /& ERRREI recognition of additional credit
EEBEELELZER losses on financial assets measured
E H EER at amortised cost and decrease in
translation reserve as at
1 January 2018 (177)
FERES Non-controlling interests
R-ZE—N\F— A —HREH Share of additional loss by
BXANET 2 R & B E E TR AN non-controlling interests as
EEEBREIHIHERER a result of recognition of additional
e BEINET1E S IE IR AR M 2 credit losses on financial assets
A measured at amortised cost and
decrease in non-controlling interests
as at 1 January 2018 (114)
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3.

CHANGES IN ACCOUNTING POLICIES (Continued)

b)

HKFRS 9 “Financial Instruments”, including
amendments to HKFRS 9 “Prepayment Features with
Negative Compensation” (Continued)

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

are set out below:

(i)  Classification of financial assets and financial

liabilities

HKFRS 9 categories financial assets into three
principal classification categories: measured at
amortised cost, at FVOCI and at FVPL. These
supersede HKAS 39's categories of held-to-maturity
investments, loans and receivables, available-for-sale
financial assets and financial assets measured at
FVPL. The classification of financial assets under
HKFRS 9 is based on the business model under
which the financial asset is managed and its

contractual cash flow characteristics.

The Group’s financial assets measured at amortised
cost represent those financial assets that are held
for collection of contractual cash flows where those
cash flows represent solely payments of principal
and interest. Applying HKFRS 9 does not change the
previous classification and measurement of these

assets.
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3. EIBEZEH (E) 3. CHANGES IN ACCOUNTING POLICIES (Continued)
b) FEEBMBHREER %9%ﬁf$ﬂ1ﬂj ' b) HKFRS 9 “Financial Instruments”, including
BEEBUBREEREIR ZEF amendments to HKFRS 9 “Prepayment Features with
AEEERHECEREEESM|(E ) Negative Compensation” (Continued)
() ZHEERTHEEZ 7 (E) (i)  Classification of financial assets and financial
liabilities (Continued)
FEsBBE AEEH#ET The measurement categories for all financial
B2oRZT—-NE—A—B K liabilities remain the same. The carrying amounts for
SENMELRBEZREEL all financial liabilities of the Group as at 1 January
EZ NG ERT B SRS E 2018 have not been impacted by the initial
BIZFosE £ - application of HKFRS 9.
RZT—NE—HA—H X&H The Group did not designate or de-designate any
W TFE s BUEE EE R ERIE financial asset or financial liability at FVPL as at
BERATEIGNEMEERS 1 January 2018.
BafE-
(if) EE1E (i) Credit losses
ﬁ)%ﬁﬁﬁ“iﬁiiﬁﬁ'J%Q%M [ & &7 HKFRS 9 replaces the “incurred loss” model in
EEEEIRXRMAEESHE HKAS 39 with the “expected credit loss” model.
AIE39E [BEEEBEIER - 18 The ECL model requires an ongoing measurement
HEEBEERAZREEHES of credit risk associated with a financial asset and
BMEEHBENEERR - FLLHE therefore recognises ECLs earlier than under the
RIEHEEEENERLESS “incurred loss” accounting model in HKAS 39.
FHEERIEIR [EEEBE] 2
EHRARE -
AEBEEHEHREEREEAE The Group applies the new ECL model to the
FARMATIER : following items:
- REFEKAGTENSRE - financial assets measured at amortised cost
EREAekReEFER (including cash and cash equivalents, and
B K e AR 3R K& H i fE i trade and other receivables); and
)Rk
- EHEUBHREERFI5H - contract assets as defined in HKFRS 15 (see
FIAREZENEE (RMF note 2(i)).
2())) e
AEEEBEEBESEZE For further details on the Group’s accounting policy
STHRZE— T BEHANE for accounting for credit losses are set out in note
2(g)(i) © 2(g)(i).
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3. BRfBERZEH (&)
b) BRIBEHEERESRIESMIA]
BEEEMERELENEOR 2B
FTEREFHHEZREHEES (&)
(i) 1EEERE)
TRERTREEBEHELE
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3. CHANGES IN ACCOUNTING POLICIES (Continued)
b) HKFRS 9 “Financial Instruments”, including

amendments to HKFRS 9 “Prepayment Features with

Negative Compensation” (Continued)

(i) Credit losses (Continued)
The following table reconciles the closing
impairment loss on trade and other receivables
determined in accordance with HKAS 39 as at
31 December 2017 with the opening impairment

loss determined in accordance with HKFRS 9 as at

—HEEM SR ERSE 1 January 2018:
FAT
HK$'000
ZREB L ERFE395% Impairment loss on trade and other receivables
RZZE—tF+=A as at 31 December 2017 under HKAS 39
=+ —HAERERER R
H i e RORE R 32,736
RZE—N\F—A—HER Additional credit loss recognised as at 1 January
NEWBETHIEEEERE 2018 on trade receivables 5,356
LRB B RS ER Impairment loss on trade and other receivables
FOEN T —\F as at 1 January 2018 under HKFRS 9
— A — AR ERER K
R B At 8 W ORI (B & 18 38,092
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3. CHANGES IN ACCOUNTING POLICIES (Continued)

b)

HKFRS 9 “Financial Instruments”, including
amendments to HKFRS 9 “Prepayment Features with
Negative Compensation” (Continued)
(iii)  Transition
Changes in accounting policies resulting from the
adoption of HKFRS 9 have been applied retrospectively,
except as described below:

- Information relating to comparative periods
has not been restated. Differences in the
carrying amounts of financial assets resulting
from the adoption of HKFRS 9 are recognised
in accumulated losses and reserves as at
1 January 2018. Accordingly, the information
presented for 2017 continues to be reported
under HKAS 39 and thus may not be

comparable with the current year.

—  The determination of the business model within
which a financial asset is held has been made
on the basis of the facts and circumstances that
existed as at 1 January 2018 (the date of initial
application of HKFRS 9 by the Group).

- If, at the date of initial application, the
assessment of whether there has been a
significant increase in credit risk since initial
recognition would have involved undue cost or
effort, a lifetime ECL has been recognised for

that financial instrument.
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3.

CHANGES IN ACCOUNTING POLICIES (Continued)

<)

HKFRS 15 “Revenue from Contracts with Customers”

HKFRS 15 establishes a comprehensive framework for
recognising revenue and some costs from contracts with
customers. HKFRS 15 replaces HKAS 18 “Revenue”,
which covers revenue arising from sales of goods and

rendering of services.

HKFRS 15 also introduces additional qualitative and
quantitative disclosure requirements which aim to enable
users of the financial statements to understand the
nature, amount, timing and uncertainty of revenue and

cash flows arising from contracts with cus