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FOUR-YEAR FINANCIAL SUMMARY

PUSERAFRHIEE
MBRS 4

A summary of the results and assets and liabilities of the Group AEBERBEMEMBFENEEREENLE
for the last four financial years, as extracted from the audited EBEHINWNT @ HFHEAKCERESHHKR
consolidated financial statements and the Prospectus, is set out &&BIREIE o

below.

RESULTS E=

Year ended 31 December

BE+-A=t+-HLEE

2021 2020 2019 2018
—E-—f —T-TF —E-NF —E-N\F
(RMB'000) (RMB'000) (RMB'000) (RMB'000)
(NREFR) (ARETR) (ARETR) (ARETRT)
Revenue Wk 257,043 205,392 133,664 102,281
Gross profit eS| 166,614 123,894 82,185 57,719
Profit before income tax PR TS B A& 7l 117,144 96,489 63,413 40,236
Profit and total comprehensive AAREBAEEER
income for the year, attributable BRREERRESE

to owners of the Company 85,613 72,865 48,477 30,696

ASSETS AND LIABILITIES EEREIE

As at 31 December
R+=-—A=+—H

2021 2020 2019 2018
—BC--F —T-%F —E-NEF —E-N\F
(RMB'000) (RMB'000) (RMB'000) (RMB'000)
(NREFR) (AE%ETn) (ARETR) (ARETR)
Total assets BEBE 622,664 434,506 481,715 311,750
Total liabilities AELE 234,480 328,382 415,345 293,857
Total equity e 388,184 106,124 66,370 17,893

2021 £ 8 BRBREREERAT 5



\&‘ CHAIRMAN'’S STATEMENT
FERE

N

T

Dear Shareholders: BAIRER -

On behalf of the Board of Directors, | am pleased to present the HAAZERXREETEMAREHEEZE T - —F
first annual report of the Group as a publicly listed company for +ZA=+—HIFEAEBEAARETA
the year ended 31 December 2021. AMEMFE®RE -

Liu Zeming 2288
Chairman and Executive Dire

FRRATEE
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REVIEW

2021, the first year since the Group’s Listing on the Main Board
of the Stock Exchange, was a significant milestone in the Group’s
development history and a challenging year of significance. Due to
the sporadic regional recurrence of COVID-19 pandemic and the
gradual emergence of inflationary pressures arising from monetary
easing, the global economic outlook remained relatively uncertain;
which coupled with the temporary shutdown of some of the
upstream gold mining companies in the industry during safety
inspections, has led to adverse impact on gold production.
Despite the uncertainties brought about by these factors, the
Group continued to achieve remarkable results, with revenue and
net profit for the year ended 31 December 2021 amounting to
approximately RMB257.0 million and RMB85.6 million respectively,
representing a year-on-year growth of 25.1% and 17.4%
respectively.

We insisted on technological innovation to enhance our
competitiveness in the market and we were committed to
collaborating with relevant industry units, research and
development institutions and universities to promote the Group’s
technological development in solid waste recycling and facilitate
the development of the circular economy industry.

We attached great importance to the investment return of our
shareholders. The Group has established a comprehensive dividend
distribution policy. To reward our shareholders, the Board of
Directors of the Company has proposed a final dividend of
HK$0.0189 per share in cash, subject to the approval of the
shareholders of the Company at the AGM.

OUTLOOK

Entering 2022, we will remain steadfast to our commission of
“Environment First, Integrity-based, Practice-driven and
People-oriented” as usual by always adhering to the principle of
green development and striving to optimise the research in solid
waste treatment and development of the industry chain, so as to
become a leader in the circular economy field and guide the
industry’s long-term quality development.

CHAIRMAN'S STATEMENT (CONTINUED)
EEHRE (F)

5 B8

ZE I —F  RAKBEREZAERTZHF
B F  RASEEREETH—EEERE
B XNEAMERBENAZREEEN—F -
HRFERERIRELRE:S  EBERTERN
BREBEHZTSER  2HREEISNATER
ATREEM - @INTEFR BN EFeBEAFR
ZEREMENBELEE SRETEER
Hge BESEAETRNCETET IR
FEARE BAEERBABESR A5H
BHE-_E-—F+-A=+—HIEFEEKAM
MRS R AN RE257.08 B TMARESS.6
BE&EIT Ao R &K25.1%M17.4% ©

BFIRFF AR BIFT R s 58 N o A
B HEAMAEREMN  HERBENRESHE
A2 #E 7N 55 [ 1 [E] B2 & R 6 FI) B 15 11 3% A 3
BRERREBEEZNER -

RMEREARENRERR - ALBEFITE
EEHNMNBRESIMEE - BRBERRE - AFE
EERFREDHABREFRREE K EBE
0.01897C - AN EARARIBRERFT K #t
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RE
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TESREER -
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CHAIRMAN'S STATEMENT (CONTINUED)
EEHRE (F)

Leveraging on our advantageous development environment,
abundant leading technologies and experienced
management team, we will focus on optimising the development
of solid waste processing and the deep processing of gold
tailings, in an effort to facilitate quality development of the
industry chain and maintain a leading position in the industry.
Meanwhile, we will step up the ongoing development and
innovative upgrade of our products, continuously diversify and
expand our product mix and portfolio, so as to capture market
opportunities and make the Group a quality enterprise with
strong growing potential.

resources,

Setting sail under the flag of the “14th Five-Year Plan”, we will
fully engage in the practice of eco-civilisation thought by
promoting a safe, green and quality development. We will also
adhere to the corporate mission of “lucid waters and lush
mountains are invaluable assets” and strive to become a pioneer
and model among China’s gold mine hazardous waste treatment
services companies, actively seize opportunities in the industry with
an emphasis to enhance, optimise and expand our core business.

APPRECIATION

The Group’s continued success depends on all its staff's
commitment, dedication and professionalism. The Board would like
to thank every member of staff for their diligence and dedication
and to express its sincere appreciation to the Group’'s
shareholders, clients and suppliers for their continuous and
valuable support.

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY
LIMITED

Liu Zeming

Chairman and Executive Director

31 March 2022

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW

Achieving Business Growth and Consolidating our
Position in the Industry

As the largest province in the PRC in terms of gold production,
Shandong province, China, is rich in gold mineral resources and
has a long history of mining and the highest geological reserves
in the PRC. It has been ranked first for the 46th consecutive year
for its gold production in the PRC since 1975 according to the
Department of Industry and Information Technology of Shandong

Province (LU & TEM{EB/LEE).

The Group, based in Shandong province, China, has been
focusing on gold mine hazardous waste treatment and resource
recovery, and comprehensive utilisation of gold mine hazardous
wastes. We collect cyanide tailings, which is a kind of gold mine
hazardous waste resulting from smelting of gold, from the
Group's upstream customers, mainly comprised gold smelting
companies under gold mining companies with mining operations
in Shandong province and in particular, in Yantai city. Leveraging
on our experience and expertise, we detoxify the cyanide tailings
and recover therefrom resources with economic value such as
pyrite concentrate and gold-bearing pyrite concentrate. We then
sell the recycled products to our downstream customers, mainly
comprised chemical manufacturing companies and trading
companies of chemicals in the PRC to attain comprehensive
utilisation of gold mine hazardous wastes. The Group is the only
company in Laizhou city, Shandong province that has obtained the
Hazardous Waste Business Licence issued by Yantai Municipal
Ecology and Environment Bureau.

Currently, the Group has two production facilities strategically
located in Laizhou city, Shandong province, where the quantity of
gold reserves is ranked first among the county-level cities in the
PRC.

SRR R

E¥OEE
REEHERILZEETEM M

TRILREERTHRESEESE K4 &2
BEEREE RRELEA  HWEREER
BlzE- - RIFLRETEMEEE PRI
REESEER —NERAFEDERIOFUE
EEEML-

AEBEERNPEILES IR ERE B
Y8R IR K W R M R B R R A
M- B L EFRERLRE  CREE
SHBRTELN ELWMEEEY - L
EEIBOEEWES LARBED) MER
BEBORE AR THERARAT B
HABIMERNE LAY - ARICREDH
B Bl ERRERLE SREREAS
MERENAR - 2% ROBEEERHE
FEHEFS BREBAETBRWNGANA -
THEFEERETENTREARRET
B 5N A - AEER RN ——
BB RIROR B I B A B F AR
AR

B B AN SR BB P A A AR SR RS B A IR
BHINT  BHHNESHELE B HRMD
ZHE -

2021 F BRREREEARAE

AN

9



P =

MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEImED T (E)

Revenue and net profit of the Group for the year ended
31 December 2021 amounted to approximately RMB257.0 million
and RMB85.6 million, respectively, representing an increase of
25.1% and 17.4% as compared to the same during the year
ended 31 December 2020, respectively. The adjusted net profit
(which is calculated by adding back the Listing expenses to the
net profit for the year) for the year ended 31 December 2021
amounted to approximately RMB99.8 million, representing an
increase of approximately 29.0% as compared to that of for the
year ended 31 December 2020. The increase in revenue was
attributable to the development of industry, active business
expansion and continuous improvement of the relationships with
customers and potential customers by the Group while keeping
abreast of relevant development trend of the industry.

In addition, gross profit and gross profit margin of the Group for
the year ended 31 December 2020 amounted to approximately
RMB123.9 million and 60.3%, respectively, increased to
approximately RMB166.6 million and 64.8%, respectively for the
year ended 31 December 2021. The increase in gross profit
during the year ended 31 December 2021 was mainly attributable
to the increase in revenue, which was in turn due to the
continual provision of high quality products and services, the
stickiness of customers, and the strong market demand for
downstream products of pyrite concentrate, mainly sulphuric acid.
The increase in gross profit margin during the year ended 31
December 2021 was mainly attributable to the increase in selling
price of the Group’s recycled products, which was in turn driven
by the increasing trend of market price of sulphuric acid.

During the year ended 31 December 2021, with satisfactory
operation result and solid management team, the Group won
recognition from various sectors. The Group was jointly recognised
as Shandong Province Gazelle Enterprise (IIER&AER ) by the
Department of Industry and Information Technology of Shandong
Province (LU % T ¥ M{z B{LEE), Local Financial Supervision and
Administration of Shandong Province (L& HF & RMEBREER)
and the People’s Bank of China, Jinan Branch while the Group
was also awarded 2021 Shandong Province “Specialised and
Innovative” Small and Medium-sized Enterprises (202145 & L& &
[P /%) by the Department of Industry and
Information Technology of Shandong Province (ILLIE& TEMEE
LEE).

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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Strengthening the Company’s Development
Foundation

In accordance with the “Reply on the Transfer and Disposal of
Hazardous Wastes” ([ B /SR RE BB E B MBEREK]) issued
by the State Environmental Protection Agency (BIZKIRIEIRELE
B), the principle of “close-by disposal” ([ #ti¥TEZE | B, that is,
the principle of gold mines which produce hazardous waste being
close to the hazardous waste treatment plants, is adopted. As a
result, we have been identifying suitable land in the proximity for
the Group’s expansion. On 6 January 2022, the Group
successfully won the bid for the land use rights of three parcels
of industrial land in the Yinhai Chemical Industrial Park ($8/&/t T
EE2[&) in Laizhou city, Shandong province, the PRC with a total
site area of approximately 533,300 sqg.m., the premises (including
properties and warehouses) built thereon with a gross floor area
of approximately 89,300 sg.m. and other infrastructure and
machinery. The Yinhai Chemical Industrial Park is strategically
located in Laizhou city of Shandong province, China and hence,
being in close proximity to the Group’s headquarter and the
largest gold producing region in China, it enjoys a rich
geographical advantage. This acquisition provides room for the
Group to enhance its production capacity, strengthen its research
and development capabilities and expand its product and service
portfolio in the future.

Up to the date of this annual report, total cost of the Transaction
amounted to approximately RMB86.5 million, including
consideration of the bid, related tax and administration costs,
funded by the net proceeds from the global offering earmarked
for establishment of the New Production Facility and the internal
resource of the Group, has been fully settled. Transfer of legal
title including obtaining the land use right certificates and real
estate title certificates has been completed in February 2022. For
details of the Transaction, please refer to the announcement of
the Company dated 6 January 2022.

MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEImED T (E)

Technological Innovation Achievements

In terms of technological research and development, the Group’s
research project “Gold Tailings Sulfur and Iron Resources Recycling
Project” ("EE&REWBEREREBEMFIAIER ") was recognised as a
scientific and technological achievement by the China
High-tech Industrialisation Research Association (% B & &l 5 & %
{E#F7EE) during the Reporting Period, and was further awarded
Second Prize of Science and Technology Progress Award (%%
S #8 — % 48) by the All-China Environmental Protection Federation
(PERRBAE) up to the date of this annual report. Such
honour represents the high recognition of the Company’s
exploration of development of circular economy and realisation of
economic, environmental and social benefits, and also reflects the
result of unity and concerted efforts of the Company as well as
our diligent and hard work.

In terms of tailings treatment technology, we have made a
breakthrough in disposal technology by carrying out deep
processing of sulphur and iron resources. During the Reporting
Period, with a view to accelerate the technology development in
solid waste resource utilisation and promote the development of
circular economy, the Group signed the collaboration agreement
with Shandong Association of Solid Waste Industry (L% B EEE
¥1%E) and Yantai University (fEZ= AXE) for the establishment of
the “Solid Waste Resource Utilisation Engineering Research Centre
(BEREERIL TRRHITH L))" Meanwhile, we also carried out
numerous in-house technical research on hazardous waste and
solid waste disposal and resource utilisation.

During the Reporting Period, we successfully obtained five
additional patents, including invention model, for the technologies
or devices for expanding our product offerings, upgrading our
technologies on comprehensive utilisation and harmless treatment
of gold mine hazardous wastes and developing new processing
methods, thereby enhancing technical support for our operation
and expansion.

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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INDUSTRY TREND

The Fourteenth Five-Year Plan and the Outline of the Vision 2035
(FE+NERFHREIM2035F R = BEZHME) continues to, and
places emphasis on promoting green development, to adhere to
the concept of “clean water and green mountain equal to
wealth”, to implement the sustainable development strategy,
through continuous improvement of environmental quality to
enhance the quality and stability of the ecosystem, and to
promote the comprehensive green transformation of economic and
social development, and hence continue to build and transform
China to become a more beautiful place. They also provide for
strict prevention and control of environmental risks, and
comprehensive rectification of illegal storage of solid wastes, with
a view to enhancing the supervision of hazardous waste and risk
prevention capabilities. Therefore, it is apparent that hazardous
waste disposal is a key part of the future development of China.

FUTURE PROSPECTS

The Group will firmly practice the concept of eco-civilisation, and
continue to promote safe, green and quality development under
the new era of "14th Five-Year Plan”. Taking the initiative to
shoulder the mission and responsibility as a gold mine hazardous
wastes treatment service provider in this new era, we will strive
for breakthrough and development in the evolving industry, and
establish a clear path to our development target, while following
the “lucid waters and lush mountains are invaluable assets”
philosophy. We will also take on the pioneering role of a
benchmark gold mine hazardous wastes treatment service provider
in China, and actively seize the industry potential, with the aim of
strengthening, improving and expanding our core business.

Driven by the national support for circular economy and green
mining, the value of utilising hazardous wastes generated during
the mining process has also been promoted. Therefore, we have
developed the following strategies to seize market opportunities
and maintain our leading position in the gold mine hazardous
wastes treatment service industry.

MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEImED T (E)

Increasing production capacity and capabilities,
continuing to enhance our core hazardous wastes
business

According to the development plan issued by the Department of
Industry and Information Technology of Shandong Province (Ll Z
H L¥M{ZB(LEE), Shandong province will build a new industry
landscape focusing on gold and incorporating multi-metal,
diversified and upstream-to-downstream integrated development,
with the industrial layout and product structure optimised, further
highlighting brand effects and significantly raising the safety and
environmental protection standards. Remarkable results are
recorded in aspects of high-end, intelligent and green
development, while the annual output of gold is more
concentrated in large and medium-sized gold enterprise groups.
We expect that this plan will lead to the consolidation of gold
resources and drive the consolidation of gold mine hazardous
wastes production, leading to a concentralised hazardous waste
treatment demand, which is expected to increase reliance on
sizable hazardous waste treatment companies. Therefore, the
leading hazardous waste treatment companies with strong
treatment capacity are expected to capture more market shares.
The Group will spare no effort in planning the construction of
new plants to meet the future growth of the market by
increasing the treatment capacity of gold mine hazardous wastes.

Diversifying product portfolio and exploring new
products, markets and businesses

By deepening the efficient utilisation of resources from the
wastes, the Group is seeking new breakthrough and development
in the evolving industry. We plan to establish a waste resource
utilisation production area. Based on our expertise and experience
in the comprehensive utilisation of gold mine hazardous wastes
and recovery of recycled products, we will further enrich the
product range of our recycled products sales business, while
continuously enhancing our research and development capabilities
and technical skills to achieve high utilisation of gold mine
hazardous wastes so as to extract more economically valuable
resources. This optimisation and diversification will further
enhance the Group’s advantage in the industry by continuously
expanding our product range and product portfolio.

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

7

ERETIEY  @EMEBEER

it

BEBELRETEMNESEBARLANERR
B ILURBBEAEZRT Z28B 2
£ LTl —BICERNEXNBE EXM
BAME®RGEENE( - iR REE— 0

£ HEetERRREE FeFEEFRT
R ARESEXEE - HPITER LRSS
REHEBRERNBEHDSBREZTENEE
MBS NESBHEEEVREFRKNESD
£ BHEKR M EREREEMEEQF
HIKRE - UL - BEIEBE N SRV ERE VB IERE
BRAAAZERESHENE - AKEKE N
REFTMENER  BBENEBAESTEYRE
BEENAEMEARGEEERNTE -

RAEREENHSTN  HERHES W
Hi5 « HER

BERCEDERNSENA  SEETERE
BREHHREEER - WA EHEKRT
BEYMERECNAER -ERERMNESEEZRE
MEANAROKBEERNEEMBNEL
B RASE-—FPEEBLERHEEBNE
eniE AR - WA ETIR AT B S AR B BE A B
ReBASEVNSNAER  KMEREZA
BERBEEENER  THEETEHERBEN
MEmMmBEE  ZEBERZTIERE— FRINA
KENTRES -

ANNUAL REPORT 2021



Strengthening research and development capability
with constant technical innovation

With improving industry standards and the increasingly fierce
competition in the industry, we will continue to focus on
technological innovation for the purpose of strengthening
competitiveness in the market, and plan to build an integrated
resources research laboratory in the future. We believe that, with
the integrated resources research laboratory as the main carrier,
we can optimise our production process, improve product quality
and enhance the application of resource utilisation and
non-hazardous treatment by actively promoting technological
research and development, increasing exchanges with industry
peers, enhancing collaboration with research institutes and
strengthening our research and development team. We believe
that, driven by technological we can effectively
promote the expansion of our product portfolio, enhance the
quality of our products and services, and research and
development of high-value resource products, so that the Group
is able to grow bigger, better and stronger.

innovation,

Maintaining safe production, improving management
standards and promoting green development

Safe production has always been our primary objective. We place
safety production as our priority through staff training in relation
to compliance operation awareness, optimisation of production
process, and strengthening of pollutant control facilities
management, so as to comprehensively improve the safety
protection ability and maximise the development of safe
production. Meanwhile, we will continue to implement
standardised production processes and standardised production
cost control to improve production cost efficiency through refined
management. We will continuously place emphasis on the concept
of energy saving and emission reduction on the production,
improving resource utilisation rate, reducing waste emission, and
promoting green development.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEImED T (E)

FINANCIAL REVIEW B ¥ O &
Revenue W Z5

For the year ended 31 December
BE+-_A=+—HLEE
2021 2020

—F-—F —T_THF
RMB’000 RMB’000
ARBTR ARBTF T

Gold mine hazardous waste CREEEYRIE

treatment services AR 7 96,581 37.6 107,958 52.6
Sale of recycled products HEBEEM 145,955 56.8 82,514 40.2
Hazardous waste storage BEBEMERAE

rental services AR 7% 14,507 5.6 14,507 7.1
Others HAth — — 413 0.1

257,043 100.0 205,392 100.0

The Group principally collects cyanide tailings, which is a kind of AEEFER EHEFRERLCREE(REE
gold mine hazardous waste, from the Group’s upstream BEBEYN—B) - WA R BITHE - )
HZEBEMETHRS  UTER2IRE - (i)
e kB AEEEBENER (N
BN 2 2 AR UHIHE - Bt - A&EEH

. , , WREFERBO)SERSEYEIERS « Ki)
sale, such as pyrite concentrate and gold-bearing pyrite EEAESD o

customers and applies our technical know-how to (i) detoxify
those wastes to meet the required safety standards; and (i)
recover and recycle therefrom resources with economic value for

concentrate. Therefore, revenue of the Group is mainly derived
from (i) gold mine hazardous waste treatment services; and (i)
sale of recycled products.

For the year ended 31 December 2021, revenue from our gold #HZE-—ZE-—+-_HA=+—BLIEE 27
mine hazardous waste treatment services and sale of recycled BEEVEERGEIEEETEEROBIHR
products accounted for approximately 94.4% (31 December fIBNZFH44%(Z T - FF+ A=+ —
2020: 92.8%) of our total revenue. The Group also derived H :92.8%)  AEETNeA FEY R FHER
revenue from the hazardous waste storage rental services, which BEGKE  mRABRRN56% (ZF-F
accounted for approximately 5.6% (31 December 2020: 7.1%) of FT=A=T—R:71%)°
our total revenue.
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For the year ended 31 December 2021, the Group's total revenue
was approximately RMB257.0 million, representing an increase by
approximately 25.1% as compared to that of approximately
RMB205.4 million for the year ended 31 December 2020. The
year on year increase was mainly attributable to the increased sale
of recycled products which was in turn due to the increase in
number of downstream customers, and also increased sale volume
and average selling price per tonne for the year ended 31
December 2021 as compared to the corresponding period last
year of 2020. As pyrite concentrate is the raw material for the
production of sulphuric acid, the increase in average selling price
of recycled products was in line with the increase in market price
of sulphuric acid in the PRC which was influenced by various
factors, mainly including the price of raw material, demand from
downstream industries and the imported from oversea market.
Such increase was partially offset by approximately 10.5% year-
on-year decline in revenue from our gold mine hazardous waste
treatment services, from approximately RMB108.0 million for the
year ended 31 December 2020 to approximately RMB96.6 million
for the year ended 31 December 2021. Such decrease was due to
the less cyanide tailings provided by upstream customers with the
stable average treatment fee per tonne for the year ended 31
December 2021.

Gross profit and gross profit margin

For the year ended 31 December 2021, the Group’s gross profit
was approximately RMB166.6 million, representing an increase by
approximately 34.5% as compared to gross profit of
approximately RMB123.9 million for the year ended 31 December
2020. Such increase was generally in line with the increase in
revenue of the Group.

The overall gross profit margin increased from approximately
60.3% for the year ended 31 December 2020 to approximately
64.8% for the year ended 31 December 2021. Such fluctuation
was mainly attributable to the increase in selling price of the
Group’s recycled products, which was in turn driven by the
increasing trend of market price of sulphuric acid.

MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEImED T (E)

Other income

Other income decreased from approximately RMB5.2 million for
the year ended 31 December 2020 to approximately RMB78,000
for the year ended 31 December 2021, which was mainly
attributable to the decrease in interest income from our loan
offered to Zhonglian Cement. Our loan to Zhonglian Cement was
unsecured and non-interest bearing from 1 January 2021 and
during the year ended 31 December 2021 while such loan was
bearing interest of 6.86% per annum from 1 January 2020 and
during the year ended 31 December 2020. The balance of loan to
Zhonglian Cement was fully settled in July 2021.

Selling expenses

Selling expenses mainly consist of (i) entertainment; (ii) promotion
expenses; and (iii) employee salary and benefit expenses for our
sales team. For the year ended 31 December 2021, the Group’s
selling expenses was approximately RMB2.4 million, representing a
decrease by approximately 17.2% as compared to that of selling
expenses of approximately RMB2.9 million for the year ended
31 December 2020. The decrease in selling expenses for the year
was mainly due to the decrease in our entertainment expenses for
the year.

Administrative expenses

The Group’s administrative expenses mainly represent (i) employee
benefit expenses, including salaries and wages and staff welfare
for administrative and management staff; (ii) Listing expenses
incurred in connection with the proposed Listing; (iii) taxes and
levies which primarily represented various kinds of government
levies or taxes such as real estate tax, urban construction tax,
tenure tax and stamp duty; (iv) depreciation and amortisation for
administrative facilities; (v) office expenses; (vi) entertainment; (vii)
professional and consultation fee; (viii) transportation and related
expenses, including those incurred in business travels of
administrative and management staff and business use of vehicles
expenses; and (ix) other expenses of similar nature. For the year
ended 31 December 2021, the Group’s administrative expenses
was approximately RMB39.8 million, representing an increase by
approximately 65.8% as compared to administrative expenses of
approximately RMB24.0 million for the year ended 31 December
2020. Such increase was mainly attributable to (i) the increase of
Listing expenses in connection with the Listing of approximately
RMB9.7 million; and (ii) increase of professional and consultation
fee by approximately RMB2.8 million as we have engaged
consultation companies for conducting feasibility studies with
respect to the design and proposed construction of the New
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Production Facility and technological studies for the recovery of
recycled products, mainly construction aggregate, from high silicon
tailings; and (iii) the increase in other administrative expenses as a
result of our expanded scale and operations.

Net finance costs

Net finance costs reflected the sum of interest expenses on bank
borrowings, lease liabilities and other liabilities after offsetting
interest income we received from bank balances. For the year
ended 31 December 2021, the Group’s net finance costs was
approximately RMB6.0 million which was comparable to the
amount of a net finance costs of approximately RMB6.0 million
for the year ended 31 December 2020.

Income tax expense

The Company was incorporated in the Cayman Islands as an
exempted company with limited liability under the Companies Act
and accordingly is exempted from Cayman Islands income tax. The
Company’s direct wholly owned subsidiary was incorporated in the
BVI as a business company with limited liability under the BVI
Companies Act 2004 and accordingly is exempted from BVI
income tax.

Hong Kong profits tax

No Hong Kong profits tax has been provided for as the Group did
not generate any assessable profit in Hong Kong for the two
years ended 31 December 2021.

PRC corporate income tax (“CIT")

The tax rate of our subsidiaries established in the PRC is 25%.
HC Environmental and HC Mining, engaging in comprehensive
utilisation of resources are also entitled to a reduction of 10%
revenue from sales of recycled products from the taxable income
of the companies in the calculation of CIT.

For the year ended 31 December 2021, the Group’s income tax
expense was approximately RMB31.5 million, representing an
increase by approximately 33.5% as compared to income tax
expenses of approximately RMB23.6 million for the year ended
31 December 2020, reflecting effective tax rate (equivalent to
income tax expense divided by profit before income tax) of
approximately 26.9% and 24.5% for the year ended
31 December 2021 and the year ended 31 December 2020,
respectively.

MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEImED T (E)

The effective tax rate increased from approximately 24.5% for the
year ended 31 December 2020 to approximately 26.9% for the
year ended 31 December 2021, mainly due to (i) certain tax
losses for which no deferred income tax assets were recognised;
and (i) the recognition of PRC withholding tax of RMB1.8 million
that would be payable on remitted earnings of PRC subsidiaries of
the Group. For the year ended 31 December 2021, our certain
group companies in Hong Kong and the PRC had incurred tax
losses which is not likely to generate taxable income in the
foreseeable future and therefore no deferred income tax assets
were recognised.

PRC withholding income tax

According to the CIT Law, a 10% withholding tax on dividends
received/receivable will be levied on the PRC companies’
immediate holding companies established out of the PRC. A lower
withholding tax rate may be applied if there is a tax treaty
arrangement between the PRC and the jurisdiction of the foreign
immediate holding companies and simultaneously certain
conditions are satisfied.

PRC withholding income tax has been provided for based on the
amounts the Group expect Mainland China subsidiaries to
distribute these profits in the foreseeable future. As at
31 December 2021, deferred income tax liabilities of
RMB1,800,000 (2020: nil) have been recognised for the
withholding tax that would be payable on remitted earnings of
PRC subsidiaries of the Group amounting to RMB18,000,000
(2020: nil).

No PRC withholding income tax has been provided for the
remaining earnings which will be retained in Mainland China for
expansion of the Group’s operation. As at 31 December 2021,
deferred income tax liabilities of RMB14,732,000 (2020:
RMB6,320,000) have not been recognised for the withholding tax
that would be payable on unremitted earnings of PRC subsidiaries
of the Group amounting to RMB147,320,000 (2020:
RMB63,204,000).

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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Adjusted Net Profit and Adjusted Net Profit Margin

To supplement the Group’s consolidated financial statements
which are presented in accordance with IFRSs, we also presented
adjusted net profit and adjusted net profit margin as non-IFRSs
financial measures which are not required by, or presented in
accordance with, IFRSs. We believe that the presentation of
non-IFRSs financial measures when shown in conjunction with the
corresponding IFRSs financial measures provides useful information
to potential investors and management in understanding and
evaluating our operating performance from period to period by
eliminating potential impact of non-recurring item that does not
affect our ongoing operating performance.

However, these non-IFRSs measures should not be considered
individually nor construed as an alternative for net income or
operating income, or as indicators of the Group’s operating
performance or other consolidated operating information prepared
in accordance with IFRSs. The use of non-IFRSs measures as an
analytical tool has significant limitations as it does not include all
items that affect the underlying net profit for the year.

The following table sets forth the adjusted net profit and adjusted
net profit margin for the two years ended 31 December 2021:

MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
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(1)  We calculated the adjusted net profit for the year by adding back
the Listing expenses to the profit for the year as presented in
accordance with IFRSs.

(2)  We calculated the adjusted net profit margin by dividing adjusted
net profit for the year by revenue for the year and multiplied by
100%.

For the year ended
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
BEEImED T (E)

Capital Expenditures

Our capital expenditure mainly comprised of the acquisition of
items of property, plant and equipment and right-of-use assets.
We incurred capital expenditure of approximately RMB18.5 million
during the year ended 31 December 2021.

Capital Commitments

As at 31 December 2021, the Group had no capital commitments
(31 December 2020: approximately RMB3.4 million).

Pledge of Assets

As at 31 December 2021, the total net book value of assets
pledged to secure the Group’'s bank borrowings amounted to
approximately RMB5.9 million (31 December 2020: approximately
RMB6.0 million) for land use rights, approximately RMB68.7
million (31 December 2020: approximately RMB71.4 million) for
buildings and approximately RMB67.8 million (31 December 2020:
approximately RMB70.3 million) for investment properties.

Contingent Liabilities

As at 31 December 2021, we did not have any material
contingent liabilities. We are not currently involved in any material
legal proceedings, nor are we aware of any pending or potential
material legal proceedings, to the knowledge of the Board,
threatened against the Group and could have a material adverse
effect on our business or operations.

Treasury Policy

The Group adopts a prudent approach towards its treasury
policies. To manage the liquidity risk, the Group closely monitors
its liquidity position to ensure the liquidity structure of the
Group’s assets, liabilities and commitments and to ensure the
fulfillment of its funding requirements for business development.

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

EXmEX

BPMEARALTERIEEEYE  BE MR
HEELRERAEEE BMIRNEE=Z=—
T A=+ —HUEFEEANELRAAZABOA
E#¥18 5B E T °

BERRIE

N-_ZE-—E+_A=+—H0 HxEEREAZ
KEE(ZCEZZEF+-_A=+—H8 : HAR
W3I4BHETT) °

EEER

W_ZB-—#F+-A=+—H CHEEMUE
RAEBEWNBRITERNEENRE BERES
AAEHAREKSIBEL(ZZEZF+=A
=t+t—H: HWAR®60BET)N L HE A
AR ESTAEEL(ZE_ZEF+ A
=t+—B:HOARETIABET) WEFROA
RE¥e78BBL(ZE2EF+_A=1+—8:
HARETI0OIEB L) MIREME -

HAEMR

RZBZ—F+ZA=+—8  KMALEEM
EXIRBE - BEFEMAM RIABRKRE
SRR EARERL - B RADS KA
HAREEBKEAE - XA REHRMNEH RS
BELBANNEENFTRABENE LR

GENS

ERER

AEEHABBRRRNEEREE - KEER
PER  AEEZYEZERBMAN - A
RAEEEE  BERAEORDILERE - #
RmEXRBERNESTFK

ANNUAL REPORT 2021



Foreign Exchange Risk Management

The Group carries out its business operations in the PRC with
most of the transactions denominated and settled in RMB save for
certain fees payable to professional parties and miscellaneous
administrative expenses that are denominated in Hong Kong
dollars. Hence the Group does not currently have a hedging policy
on foreign exchange risk as the Board does not consider the
Group's exposure to foreign exchange fluctuations (primarily in the
HKD) to be significant, and that any fluctuation thereof will not
have any material impact on the Group’s business operations or
its financial results. The management will, however, closely
monitor its foreign currency exposure and will consider hedging
significant foreign currency exposure should the need arise.

LIQUIDITY, FINANCE RESOURCES AND CAPITAL
STRUCTURE

As at 31 December 2021, the Group had net current assets of
approximately RMB242.7 million (31 December 2020:
approximately RMB9.8 million). As at 31 December 2021, the
gearing ratio was approximately 35.4% (31 December 2020:
approximately 136.0%). The gearing ratio is calculated by dividing
total debt by total equity at the end of the relevant year and
multiplying by 100%. Debt is defined as amounts payable that are
not incurred in the ordinary course of business and includes bank
borrowings, lease liabilities, amounts due to controlling
shareholders and other liabilities relating to warehouse lease
arrangements.

The Group maintained a strong financial position with cash and
cash equivalents of approximately RMB235.6 million as at
31 December 2021. The Group met and expects to continue
meeting its operating capital, capital expenditure and other capital
needs with cash general from operations and proceeds from the
Listing.

There is no material change in the capital structure of the
Company since the date of the Listing. The capital of the
Company comprises only ordinary shares.

MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
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DIRECTORS AND SENIOR MANAGEMENT

EERBREEE

EXECUTIVE DIRECTORS

Mr. Liu Zeming (Z1;££8) (formerly known as Liu Zeming
(21i£88)), aged 45

Mr. Liu is an executive Director and chairman of the Board who is
responsible for the overall management of the business operations
and strategic and corporate development of the Group. He is also
a member of the Remuneration Committee and chairman of the
Nomination Committee. He was appointed as Director on
12 January 2021 and re-designated as executive Director on
8 April 2021. Mr. Liu is a founder of the Group and our
Controlling Shareholder. Mr. Liu has over 10 years of experience
in operation and management business of metal ore waste
processing. Mr. Liu has been an executive director and general
manager of HC Mining since April 2011. He has obtained the
qualification of PRC Intermediate Assistant Economist (FF 4% Bh3B 4%
JEEM) from Yantai Engineering & Technical Position Intermediate
Evaluation Committee (fEZH LI MBETAIEEZE D) in
February 2003. He was appointed as a member of the standing
committee of Shandong People’s Political Consultative Conference
(FREARBARHEEEZLEEZLZEE) in January 2013
and January 2018, respectively.

Prior to joining the Group, Mr. Liu worked for Laizhou Jinshan
Stone Raw Materials Trading Co., Ltd. GEINTF & L AMEEHR
~|]), which principally engaged in the trading of stone raw
materials, from September 2003 to April 2011 holding his last
position as sales manager. He worked as a manager at Laizhou
Property Development Company Limited (Z&/MEHEMZEEGR A
Al) from July 1997 to August 2003. He also worked at the
former People’s Government of Xiyou Town, Laizhou City (31T
a8 A RBA), and was primarily responsible for clerical works
from September 1995 to July 1997.

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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Mr. Liu has received various awards with social impact throughout
the years. He was awarded a certificate of honour for his
personal contribution in fighting the COVID-19 in Shandong
Province ([IULRENEBHNERESMAEBELREBMAIXEETSE)
issued by the Shandong Provincial Committee of the China
Peasants’ and Workers’ Democratic Party (FEIZTREEILEREE
ZB82) in December 2020; the title of “Model Worker of
Yantai” (“/EEHEENIRE ") jointed issued by the Yantai Municipal
Committee of the Communist Party of China and the Yantai
Municipal People’s Government (£ 1E = £ FlIE =T A REUT)
in April 2019; the “Economic Development Progress Award” for
the year 2018 (20184 [Z [ £ & R #E 2L 28 ]) jointly issued by the
Laizhou Municipal Committee of the Communist Party of China
and the Laizhou Municipal People’s Government (R M T E E
g REMHE ARKM) in February 2019; the 13th “Ten
Outstanding Youth Nomination Award of Yantai City (“/E&=+ K
BEHFF )" jointly issued by the Yantai Municipal Committee of
the Communist Youth League and the Yantai Youth Federation
(HEEBEETZREETEFEHEE) in October 2015; and the
honorary title of “Model Youth of Laizhou” (“"Z&/N iS85 &)
jointly issued by the Organisation Department of the Laizhou
Municipal Committee of the Communist Party of China (/£ Z/N
& 4 4536) and other four departments in December 2012.

Mr. Liu completed the tertiary education program in business
administration from Shandong Agricultural Management College
(LEEEZEBEEHEELR) (currently known as IR EETRE
BT) in July 1999. He further completed a post-graduate education
program in modern Chinese history from Shandong Normal
University (ILUERAM#ERZ2) in July 2000. Mr. Liu is currently
pursuing a doctorate’s degree in Business Administration at North
Borneo University College in Malaysia by way of distance learning.

Mr. Zhan Yirong (82 %) (formerly known as
Zhan Dongtang (8% %)) (“Mr. Zhan"), aged 32

Mr. Zhan is an executive Director and the chief executive officer
of our Company who is responsible for the overall administrative
and operational management of our Group. He was appointed as
an executive Director on 8 April 2021. Mr. Zhan has more than
ten years of experience in corporate management in the gold
mine hazardous waste treatment industry. He joined the Group in
March 2012 and worked as purchasing manager of HC Mining.
During the years, he worked as deputy manager and manager of
business administration department, general manager assistant and
deputy general manager of HC Mining and acquired experiences
in sales and business administration. Mr. Zhan has been the
general manager of HC Mining and HC Environmental
concurrently since January 2017.

DIRECTORS AND SENIOR MANAGEMENT (CONTINUED)
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DIRECTORS AND SENIOR MANAGEMENT (CONTINUED)
EFLRAEREE)

Mr. Zhan obtained a bachelor’'s degree in mechanical design,
manufacturing and automation from Qingdao Binhai University
(BB /FEPM) in July 2012. He obtained the PRC Cartographer
at Senior Skill Level qualification from Shandong Vocational Skills
Identification and Guidance Center (LR AR E R LEF D) in
February 2011.

Mr. Sheng Haiyan (Ei5#) (“Mr. Sheng”), aged 55

Mr. Sheng is an executive Director and chief technical officer of
our Company who is responsible for the overall research and
development and technical management of the Group. He was
appointed as an executive Director on 8 April 2021. He has more
than 29 years of experience in chemical related industry. He
joined the Group in December 2012. Mr. Sheng was the technical
research and development engineer of HC Environmental from
December 2012 to December 2017. He has been the technical
research and development engineer of HC Mining since January
2018. Prior to joining our Group, Mr. Sheng worked at Laizhou
Jinxing Chemicals Co., Ltd. (Z&M & Bk THFRE & EAF), which
principally engaged in, among other things chemicals
manufacturing and processing from August 1991 to November
2012 holding his last position as chief engineer.

Mr. Sheng obtained a bachelor’s degree in organic chemistry from
Jiangxi University (JT 78K 28) (currently known as Nanchang
University (& A&)) in July 1991. He obtained the qualification
of intermediate engineer from Yantai Chemical Engineering and
Technical Evaluation Committee (&2 i/t T T2 517874 - 4 &7
FZEE) in October 1998,

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Zhang Shijun (3R=XE) ("Mr. Zhang”), aged 56

Mr. Zhang is an independent non-executive Director who is
responsible for supervising and providing independent judgement
to the Board of the Group. He is also a member of the Audit
Committee and the Nomination Committee. He was appointed as
an independent non-executive Director on 23 October 2021.
Mr. Zhang has over 36 years of experience in education and
environmental management. He has been teaching at Shandong
University (LB X2 since July 2005 and has been working as a
professor of law since October 2020. Mr. Zhang served at
Qingdao Municipal Bureau of Ecology and Environment (&4
BEIRIE/P), a government bureau located in Qingdao, Shandong
province, which principally engaged
management and supervision of Qingdao city from July 1996 to
August 2002, holding his last position as engineer of
environmental management. Mr. Zhang served as a lecturer at
Normal College of Qingdao University (%5 5 KXEZEM & £F) from
April 1996 to June 1996. He also worked as a teacher at No. 3
Middle School of Laoshan Qingdao (F &M I& L& =+ &) from
July 1984 to August 1993. Mr. Zhang also worked as an
independent non-executive director in Shandong Sunway Chemical
Group CO., Ltd. (LR =#({LEZ2EERMHBR A F]), a company
listed on Shenzhen Stock Exchange (stock code: 002469), since
April 2017.

in the environmental

Mr. Zhang obtained a bachelor’'s degree in geography from
Shandong Normal University (LLEEM#EIAES) in June 1990. He
then obtained a master’s degree in environmental chemistry from
Zhejiang University (T AZ) in March 1996. Mr. Zhang further
obtained a doctorate’s degree in science of environment and
natural resources protection law from Wuhan University (E %X
£) in June 2005

DIRECTORS AND SENIOR MANAGEMENT (CONTINUED)
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DIRECTORS AND SENIOR MANAGEMENT (CONTINUED)
EFLRAEREE)

Ms. Liu Ye (ZIHE) (“Ms. Liu”), aged 46

Ms. Liu is an independent non-executive Director who is
responsible for supervising and providing independent judgement
to the Board of the Group. She is also the chairlady of the
Remuneration Committee and a member of the Audit Committee
and the Nomination Committee. She was appointed as an
independent non-executive Director of our Group on 23 October
2021. Ms. Liu has approximately 24 years of teaching experience
and approximately nine years of part-time working experience in
the legal industry. She has worked as a part-time lawyer at
Shandong Zhongcheng Renhe Law Firm (1L 3 F Ak~ F/2 AT E7%
Fir) from March 2012 to May 2015 and Grandall Law Firm (Ji Nan
Office) (B4 2E (&Em) F/4FT) from May 2015 to June 2016
respectively. She has been working as a senior partner at
Shandong Ray & Young Law Firm (ILE&FHEAERFT) since
June 2016. Ms. Liu taught at Shandong Police Officer Training
Institute (LUEREBZEEHINEPT) as a teacher from December 1997
to December 2013. She has been teaching at Shandong University
of Political Science and Law (LLUEREUEZT) since May 2014 and
has been working as an associate professor since November
2017.

Ms. Liu obtained a bachelor’'s degree in international trading from
Yantai University (EZ KXE) in July 1997. She further obtained a
master’s degree in political economies from Shandong University
(LU RE8) in December 2003. Ms. Liu obtained the qualification
of PRC Legal Professional Qualification Certificate in February
2009. She also obtained the qualification of PRC Securities
Practice Certificate in April 2017.

Mr. Lau Chung Wai (2|{h4E), aged 39

Mr. Lau is an independent non-executive Director who is
responsible for supervising and providing independent judgement
to the Board. He is also the chairman of the Audit Committee
and a member of the Remuneration Committee.
appointed as an independent non-executive Director on
23 October 2021. He is the independent non-executive Director
who has the qualifications and experience to meet the
requirements under Rule 3.10(2) of the Listing Rules.

He was

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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Mr. Lau has over 16 years of experience in accounting and
finance. He has been serving as chief financial officer and
company secretary of Kwung'’s Holdings Limited, a company listed
on the Main Board (stock code: 1925), since March 2019.
Mr. Lau has also been working as an independent non-executive
director of Fufeng Group Limited, a company listed on the Main
Board (stock code: 546), and Metropolis Capital Holdings Limited,
a company listed on the GEM of the Stock Exchange (stock code:
8621), since June 2019 and November 2018 respectively. He has
been working as a company secretary of Hygieia Group Limited, a
company listed on the Main Board (stock code: 1650) and IAG
Holdings Limited, a company listed on the GEM of the Stock
Exchange (stock code: 8513), since December 2019 and August
2017, respectively. Mr. Lau worked as company secretary and
chief financial officer of Da Sen Holdings Group Limited, a
company listed on the Main Board (stock code: 1580), from
August 2015 to March 2019. He worked as group financial
controller of Passion Art International Holdings Limited, a
company primarily engaged in manufacture and sale of furniture
and home decoration products, from May 2013 to July 2015.
Mr. Lau worked as financial manager of Starcom Worldwide, a
media agency company which is a subsidiary of Publicis Groupe
SA, a company listed on the Euronext Paris (stock code: PUB),
from September 2011 to April 2013. He worked at the Hong
Kong office of Ernst & Young from September 2004 to
September 2011, holding his last position as manager in the
assurance department.

Mr. Lau graduated from the Hong Kong University of Science and
Technology with a degree of bachelor of business administration
in accounting in November 2004. He was admitted as a certified
public accountant of HKICPA in January 2008 and a fellow
member of HKICPA in May 2015.

DIRECTORS AND SENIOR MANAGEMENT (CONTINUED)
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DIRECTORS AND SENIOR MANAGEMENT (CONTINUED)
EFLRAEREE)

SENIOR MANAGEMENT

Mr. Zhang Weiping (3R %) (“Mr. Zhang”), aged 51

Mr. Zhang is the deputy general manager of HC Environmental
responsible for the overall daily operation of HC
Environmental and overall production safety of HC Environmental.
Mr. Zhang has over 30 years of experience in production safety
and operation. He joined our Group in May 2017 working as the
supervisor of production safety and environmental protection at
HC Environmental from May 2017 to September 2018. He then
worked at HC Mining as deputy general manager for production
safety and operation from September 2018 to February 2020.
Mr. Zhang has been serving as the deputy general manager of HC
Environmental since February 2020. Prior to joining our Group,
Mr. Zhang worked at Shandong Tiancheng Biological Golden
Industry Co., Ltd. (ILERKXAEYEEBRAA) (“Shandong
Tiancheng”) which principally engages in metal processing from
February 1990 to May 2017 holding his last position as supervisor
of environmental protection safety.

who is

Mr. Zhang obtained a diploma in mechatronics engineering from
Qingdao University of Technology (5 &¥ T K£) in July 2018 by
way of distance learning. He obtained the certificate of PRC senior
environmental protection safety engineer from AXKG Appraisal
Organization (AXKG 2 BIB R EEEHEFEH L) in October 2020.

Mr. Zhu Guangping (KEF) (“Mr. Zhu”), aged 49

Mr. Zhu is the deputy general manager of HC Mining who is
responsible for the overall daily operation of HC Mining and
overall environmental and safety operation of HC Mining. Mr. Zhu
has over 34 years of experience in production and manufacturing
industry. He joined our Group in November 2017 working as the
deputy general manager for production safety and environmental
protection of HC Environmental from November 2017 to March
2020. He has been serving as the deputy general manager of HC
Mining since March 2020. Prior to joining our Group, Mr. Zhu
worked at Shandong Tiancheng from December 1987 to July
2017 holding his last position as workshop supervisor.

Mr. Zhu obtained a diploma in metallurgical technology from
Northeastern University (R3tER2) in July 2015 by way of
distance learning. He obtained the certificate of PRC senior solid
waste processing engineer from China Association of Machinery
Equipment Maintenance and Renovation (/B 5 2% # 4 (& B2k
ERMIE) in September 2020.

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

BREERE

SRETFESELE(IREKED » 5158
RELEBBHRROBELE  BEBHER
MEEBHPEERRHIRRNEREELS -
REEREELEREEFEHEEBIBI0FL
BoFR_ZE—tFRANMALREE  £=F
—tFRAE-_T—)\FN AHBETEHER
ROEELERREREEE - & HRZ
E-NFENAE-E_ZTF - AR BABEE
TAEELREREERIBKIE B2 _TF =
At RAEEBBMIRROBBLRE - IIAKR
EEF RN EE_AE-_T—+FFH
B REAEINERAEEDSEAR AT (WL
RRXEDMIE zarEZREeBNT H
BB BIRIRE D EE -

REENR -_ZE-N\FLABBERERBINGEE
BETAREEMEFIREEXER BN _FT=
TFETABAXKGEBEBEREEEAETE T D
BETEERRRLETREMES -

REFFXETKRSKE]D 495
REERBABEBARLEE  AREBEABEN
ERAREENBABRENERRRER LS
B REAGEERETERBBEMFNE
BoBER_FT—tFE+T-ANMALXEE B
T—+tF+—AE-T_TF=REABHNR
RONZEEEMRRBBLEE -FE-_F-F
FZAREEBAREREIALE - RIMAKRE
Bzpl - KREER-ANEF+-_AZE-F
—tF L ATEIIRREATIE  FIEEREBA
REMEETE -

REER-ZF-—RAFELAREREBBH ARG
RIERBRERMXE - R -_FT_FTFNHA
BRBERERGEREEICERTHEREHE
SREBEYEEIREMES -

ANNUAL REPORT 2021



Mr. Wong Yun Fai (E&##) ("Mr. Wong”), aged 34

Mr. Wong is the company secretary and chief financial officer of
the Group who is responsible for the overall financial
management of the Group. He joined the Group on
21 December 2020 and was subsequently appointed as the chief
financial officer of our Group on 23 April 2021. Mr. Wong has
over 10 years of experience in audit and accounting. Prior to
joining our Group, Mr. Wong worked at certain PRC subsidiaries
of Shenzhen Huaruixin Asset Management Co., Ltd. (RIITES
EEETEARAR) ("HRX"), a company which principally
engaged in asset management from January 2018 to December
2020, holding his last position as chief financial officer of both
HRX and EMP Capital Limited, a Hong Kong subsidiary of HRX. He
worked at the Xiamen office of Deloitte Touche Tohmatsu and
the Hong Kong office of Deloitte Touche Tohmatsu from January
2016 to December 2017 and from February 2015 to January
2016, respectively, holding his last position as a manager of the
audit and assurance department. Mr. Wong worked as senior
operations planning executive at Neo Derm (HK) Limited, a
company which principally engaged in providing medical aesthetics
services, from April 2014 to January 2015. He worked at Moore
Stephens Associates Limited (currently know as Moore Stephens
CPA Limited) from October 2010 to April 2014, holding his last
position as audit senior.

Mr. Wong obtained a bachelor’'s degree in accountancy from the
Hong Kong Polytechnic University in November 2010. He was
admitted as a certified public accountant of HKICPA in July 2014.
Mr. Wong was further admitted as a certified public accountant
by the Washington State Board of Accountancy in January 2020.
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The Company recognises the importance of incorporating
elements of good corporate governance in the management
structures and internal control procedures of the Group so as to
achieve effective accountability.

CORPORATE GOVERNANCE PRACTICES

The Company has adopted the principles and complied with the
applicable code provisions in the Corporate Governance Code
contained in Appendix 14 to the Listing Rules for the period from
the Listing Date to the date of this annual report. The Group is
committed to maintaining a high standard of corporate
governance to safeguard the interests of Shareholders and to
enhance corporate value and accountability.

THE BOARD OF DIRECTORS

The Board is responsible for the overall leadership of the Group,
oversees the Group’s strategic decisions and monitors business
and performance. The management is delegated with authorities
and responsibilities by the Board for the Company’s daily
operations and businesses management according to the Board’s
instructions. The Board has established various Board committees
and has delegated various duties to the Board committees,
including the Audit Committee, the Remuneration Committee,
and the Nomination Committee (collectively, the “Board
Committees”). All the Board Committees perform their distinct
roles in accordance with their respective terms of reference.

All Directors have carried out duties in good faith and in
compliance with applicable laws and regulations, and have acted
in the interests of the Company and the Shareholders at all times.

The Company has arranged appropriate liability insurance in
respect of legal action against the Directors. The insurance
coverage will be reviewed on an annual basis.

Chairman and Chief Executive Officer

Under code provision A.2.1 of the Corporate Governance Code
contained in Appendix 14 to the Listing Rules, the roles of
chairman and chief executive officer should be separated, and
should not be performed by the same individual.

From the Listing Date to the date of this annual report, Mr. Liu,
an executive Director, was the chairman of the Board while
Mr. Zhan, an executive Director, was the chief executive officer of
the Company.
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The roles of the chairman and the chief executive officer remains
separated with a clear division of responsibilities performed by
different individuals to maintain their independence,
accountability, well-balanced power and authority.

Board Composition

As at the date of this annual report, the Board consists of six
Directors, comprising three executive Directors and three
independent non-executive Directors.

Executive Directors:

Mr. Liu Zeming (Chairman)
Mr. Zhan Yirong (Chief Executive Officer)
Mr. Sheng Haiyan (Chief Technical Officer)

Independent Non-executive Directors:

Mr. Zhang Shijun
Ms. Liu Ye
Mr. Lau Chung Wai

The Company has entered into service agreement with each of the
executive Directors, and letter of appointment with each of the
independent non-executive Directors. Further details of the term of
appointment of the Directors are set out in the section headed
“Directors’ Service Contracts” in Report of the Directors on page
61 of this annual report.

The Directors’ respective biographical information is set out in the
section headed “Directors and Senior Management” on pages 24
to 31 of this annual report.

There is no personal relationship (including financial, business,
family or other material relationship) between members of the
Board.

From the Listing Date to the date of this annual report, the Board
at all times met the requirements of Rules 3.10(1) and 3.10(2) of
the Listing Rules relating to the appointment of at least three
independent non-executive directors with at least one
independent non-executive director possessing appropriate
professional qualifications or accounting or related financial
management expertise.
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The Company also complied with Rule 3.10A of the Listing Rules
relating to the appointment of independent non-executive director
representing at least one-third of the Board. Each of the
independent non-executive Directors has confirmed his
independence pursuant to Rule 3.13 of the Listing Rules and the
Company considers each of them has satisfied his independence
to the Group.

ANALYSIS OF THE DIVERSITY OF THE BOARD

The Company believes that the diversity of Board members will be
immensely beneficial for the enhancement of the Company’s
performance.

We have adopted a board diversity policy (the “Board Diversity
Policy”) which sets out the approach to achieve and maintain an
appropriate balance of diversity perspectives of our Board that are
relevant to our Company’s development. Our Board and senior
management team, have a balanced mix of experiences and
background, including but not limited to, experiences in metal ore
waste processing, business administration, corporate management,
manufacturing and processing, environmental management, legal,
education, and audit and accounting industries. Our Board and
senior management team obtained degrees in various majors
including business administration, mechanical design,
manufacturing and automation, chemistry, geography,
environmental chemistry, international trading, political economy,
accounting, metallurgical technology, and mechatronics. We have
three independent non-executive Directors with different industry
backgrounds and of both genders. Moreover, our Board members
has a wide range of age, ranging from 32 years old to 56 years
old.

The Company will take into account factors relating to the
Company’s own business model and specific needs from time to
time. The ultimate decision is based on merit and contribution
that the selected candidates will bring to the Board.

The Nomination Committee has been delegated with the overall
responsibility for implementation, monitoring and periodic review
of our Board Diversity Policy. Any revisions to the policy as
recommended by the Nomination Committee will be submitted to
the Board for consideration and approval.
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MODEL CODE FOR SECURITIES TRANSACTIONS BY
DIRECTORS

The Company has adopted a code of conduct regarding
transactions of securities of the Company by Directors on terms
no less exacting than the required standard set out in the Model
Code.

Having made specific enquiry with each of the Directors, and they
confirmed that they have complied with the required standards as
set out in the Model Code and its code of conduct from the
Listing Date to the date of this annual report.

INDUCTION AND CONTINUOUS PROFESSIONAL
DEVELOPMENT OF THE DIRECTORS

Each newly appointed Director is provided with necessary
induction and information to ensure that he/she has a proper
understanding of the Company’s operations and businesses as well
as his/her responsibilities and obligations under the Listing Rules
and relevant regulatory requirements upon commencement of
their directorship in the Company.

To ensure that each Director’s better understanding in respect of
the Company’s conduct and business activities to perform their
responsibilities as a Director, the Company will arrange
appropriate training, including arranging and funding suitable
training and professional development programme for the
Directors.

According to the records kept by the Company, all the Directors
(a) attended seminars and/or trainings that are relevant to the
Directors’ professional knowledge and skills and in performing
their duties and responsibilities as Directors; and (b) read materials
that are relevant to the Directors’ professional knowledge and
skills and in performing their duties and responsibilities as
Directors.

Directors are encouraged to participate in continuous professional
development to develop and refresh their knowledge and skills.
The company secretary of the Company has from time to time
updated and provided written training materials relating to the
roles, functions and duties of a director.
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The training received by the Directors during the year ended 31
December 2021 is summarised below:

Corporate
Governance

BEER

Name of Director

Executive Directors WMITES

Mr. Liu Zeming RS hE

Mr. Zhan Yirong B RS E

Mr. Sheng Haiyan BREMEE

Independent Non-executive BYFRITES
Directors

Mr. Zhang Shijun RAE L

Ms. Liu Ye 2ipE 27 +

Mr. Lau Chung Wai Bz ik

APPOINTMENT AND RE-ELECTION OF DIRECTORS

Each of our executive Directors has entered into a service contract
with our Company pursuant to which they agreed to act as
executive Directors for an initial term of three years with effect
from the Listing Date which may be terminated by either party by
giving not less than three months’ written notice. The term of
service contract shall be renewed and extended automatically for
successive terms of one year upon expiry of the then current term
until terminated by either party by giving not less than three
months’ written notice to the other.

Each of the independent non-executive Directors has been
appointed for an initial term of three years commencing from
23 October 2021 which may be terminated by either party by
giving not less than three months’ written notice. The term of
appointment shall be renewed and extended automatically for
successive terms of two years upon expiry of the then current
term until terminated by either party giving not less than three
months’ written notice to the other.

All the Directors are appointed for a specific term and subject to
retirement by rotation and re-election at the annual general
meeting of the Company in accordance with the Articles of
Association.
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None of the Directors has a service contract which is not
determinable by the Company within one year without payment
of compensation (other than statutory compensation).

The procedures and process of appointment, re-election and
removal of Directors are set out in the Articles of Association. The
Nomination Committee is responsible for reviewing the Board
composition and making recommendations to the Board on the
appointment or re-election of Directors and succession planning
for Directors.

In accordance with article 83(2) of the Articles of Association,
subject to the articles and the law, the Company may by ordinary
resolution elect any person to be a Director either to fill a casual
vacancy on the Board, or as an addition to the existing Board.

In accordance with article 83(3) of the Articles of Association, the
Directors shall have the power from time to time and at any time
to appoint any person as a Director either to fill a casual vacancy
on the Board or as an addition to the existing Board. Any
Director appointed by the Board to fill a casual vacancy shall hold
office until the first general meeting of members after his
appointment and be subject to re-election at such meeting and
any Director appointed by the Board as an addition to the
existing Board shall hold office only until the next following
annual general meeting of the Company and shall then be
eligible for re-election.

In accordance with article 83(7) of the Articles of Association, the
Company may from time to time in general meeting by ordinary
resolution increase or reduce the number of Directors but so that
the number of Directors shall never be less than two.
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BOARD MEETINGS EEETEE
Zin

The Company has adopted the practice of holding Board AERBEHRTESEERNME  8F
meetings regularly, at least four times a year, and at ZABREELMOAI AHEFE— R -FIEESFET
approximately quarterly intervals. Notices of not less than 14 days Hi@@ZH B H T LR +HERABA - AEAT
will be given for all regular Board meetings to provide all BEFEHEESHELHEEIATHEHL
Directors with an opportunity to attend and include matters in the &i2 °

agenda for a regular meeting.

For other Board and Board Committee meetings, reasonable ¥REMEZEGNEEZESSH —REH
notice will generally be given. The agenda and accompanying FTABEBM - ZREKEBESHEXHSESEA
Board papers are dispatched to the Directors or committee +R(RERIANIPR=R)EXXEEHEES
members seven days (and in any event not less than three days) &KE @ LAERFESEEEHBEER EILA
before the meetings to ensure that they have sufficient time to @#HEFZRDEH -BEEHNEE K E Kbk
review the papers and be adequately prepared for the meetings. HEEH  HEQRESMNAHIE TAEEE
When Directors or committee members are unable to attend a A EZHBFAAIMEFERELER -

meeting, they will be advised on the matters to be discussed and

given an opportunity to make their views known to the chairman

prior to the meeting.

Minutes of the Board meetings and committee meetings will be BEECHENEZECCHILRBITRILHRES
recorded in sufficient detail the matters considered by the Board ERZESBZMBEMERAAT  BIFE
and the committees and the decisions reached, including any ZRHENTAETIEFE BAEEEEENLE
concerns raised by the Directors. Draft minutes of each Board EE&E@#MLERHSEEITSHERNE
meeting and committee meeting are/will be sent to the Directors HJAIEBRFRE NI X FE R AHTHR -

for comments within a reasonable time after the date on which

the meeting is held.

From the Listing Date to 31 December 2021, one Board meeting M EMBHEE-_T-_—F+-_A=+—AH%H
was held and the attendance of each Director at the meeting is 177 —XEEg&eH  SEFLFESHNER

set out in the table below: BRI
Attended/
Eligible to
attend Board
meeting
HE He&E®
Name of Director HEEEEER
Mr. Liu Zeming Rk AL 11
Mr. Zhan Yirong B LA 11
Mr. Sheng Haiyan BRI E 1/1
Mr. Zhang Shijun R ELE 11
Ms. Liu Ye Bl + 171
Mr. Lau Chung Wai Bz ik 11

No general meeting was held during the period from the Listing B EmHHEEZE-"T-—F+-_A=+—HH
Date to 31 December 2021. B ERITREARE -
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DELEGATION BY THE BOARD

The Board reserves for its decision all major matters of the
Company, including approval and monitoring of all policy matters,
strategies and budgets, internal control and risk
management systems, material transactions (in particular those
that may involve conflict of interests), financial information,
appointment of Directors and other significant financial and
operational matters. Directors could have resource to seek
independent professional advice in performing their duties at the
Company’s expense and are encouraged to consult with the
Company’s senior management independently.

overall

The daily management, administration and operation of the Group
are delegated to the senior management of the Group. The
delegated functions and responsibilities are periodically reviewed
by the Board. Approval has to be obtained from the Board prior
to any significant transactions entered into by the senior
management.

BOARD COMMITTEES

The Board has established the Audit Committee, the
Remuneration Committee and the Nomination Committee and
delegated various responsibilities to these committees, which assist
the Board in overseeing particular aspects of the Group’s
activities. Each of the Board Committees has specific written
terms of reference which clearly specify their authority and duties.

Audit Committee

We established the Audit Committee with written terms of
reference in compliance with Rule 3.21 and the Corporate
Governance Code as set out in Appendix 14 to the Listing Rules
on 23 October 2021. The primary duties of the Audit Committee
include ensuring that an effective financial reporting, internal
control and risk management systems are in place and compliance
of the Listing Rules, controlling the completeness of our
Company’s financial statements, selecting external auditors and
assessing their independence and qualifications, and ensuring the
effective  communication between our internal and external
auditors.
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The Audit Committee comprises three members, namely Mr. Lau
Chung Wai, Mr. Zhang Shijun and Ms. Liu Ye, all of them are
independent non-executive Directors. Mr. Lau Chung Wai is the
chairman of the Audit Committee who holds the appropriate
professional qualifications as required under Rule 3.10(2) of the
Listing Rules.

As the Company was listed on the Main Board of the Stock
Exchange on 12 November 2021, no meeting of the Audit
Committee was held during the period from the Listing Date to
31 December 2021.

The written terms of reference of the Audit Committee are
available on the websites of the Stock Exchange and the
Company.

During the period from the Listing Date to the date of this
annual report, the Audit Committee held two meetings to (i)
review the annual consolidated financial statements and annual
results announcement of the Group for the year ended
31 December 2021 as well as the audit report prepared by the
Company’s auditor relating to accounting issues and major
findings in course of audit; (ii) review the Company’s relationship
with the external auditor, discussed with the Company’s external
auditor on the tasks performed by them including the nature and
scope of their audit and reporting obligations, and reviewed the
terms of engagement and their remuneration; (iii) review the
appropriateness and effectiveness of the risk management and
internal control systems of the Group and make relevant
recommendations to the Board; (iv) review the effectiveness of the
internal audit function of the Group; (v) review the adoption of
the relevant accounting principles generally accepted and made
recommendations to the Board on the adoption of accounting
policies; and (vi) discuss the re-appointment arrangement of the
Company’s auditor and the Board had not deviated from any
recommendation given by the Audit Committee on the selection,
appointment, resignation or dismissal of the Company’s auditor.
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Remuneration Committee

We established the Remuneration Committee with written terms
of reference in compliance with Rule 3.25 and the Corporate
Governance Code as set out in Appendix 14 to the Listing Rules
on 23 October 2021. The primary duties of the Remuneration
Committee include assisting our Board in determining the
remuneration policy for and structure of our Directors and senior
management of our Group, reviewing incentive schemes and
service contracts of our Directors, and ensuring the execution of
the remuneration packages of the executive Directors and senior
management of our Group.

The Remuneration Committee comprises three members, including
two independent non-executive directors, namely Ms. Liu Ye,
Mr. Lau Chung Wai and one executive Director, namely Mr. Liu
Zeming. Ms. Liu Ye is the chairlady of the Remuneration
Committee.

As the Company was listed on the Main Board of the Stock
Exchange on 12 November 2021, no meeting of the
Remuneration Committee was held during the period from the
Listing Date to 31 December 2021.

The written terms of reference of the Remuneration Committee
are available on the websites of the Stock Exchange and the
Company.

During the period from the Listing Date to the date of this
annual report, the Remuneration Committee held one meeting to
(i) discuss and make recommendations to the Board on the
Company’s policy and structure for all Directors’ and senior
management’s remuneration; (ii) review the remuneration
packages of individual Directors and senior management of the
Company; and (i) assess the performance of Directors and review
the terms of service agreements for the Directors and senior
management.
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Nomination Committee

We established a Nomination Committee with written terms of
reference in compliance with the Corporate Governance Code in
Appendix 14 to the Listing Rules on 23 October 2021. The
primary duties of the Nomination Committee include assisting our
Board in identifying suitable candidates for our Directors and
making recommendations to our Board, assessing the structure
and composition of our Board at least annually and making
recommendations on any proposed changes to the Board to
complement the Group’s corporate strategy, preparing, making
recommendations to and supervising the execution of the
nomination policy of the Company, making recommendations to
the Board on the appointment or re-appointment of Directors and
succession planning for Directors, and assessing the independence
of the independent non-executive Directors of the Company.

The Nomination Committee comprises three members, including
one executive Director, namely Mr. Liu Zeming, and two
independent non-executive Directors, namely Ms. Liu Ye and
Mr. Zhang Shijun. Mr. Liu Zeming is the chairman of the
Nomination Committee.

As the Company was listed on the Main Board of the Stock
Exchange on 12 November 2021, no meeting of the Nomination
Committee was held during the period from the Listing Date to
31 December 2021.

The written terms of reference of the Nomination Committee are
available on the websites of the Stock Exchange and the
Company.

During the period from the Listing Date to the date of this
annual report, the Nomination Committee held one meeting to (i)
review the structure, size and composition (including the skills,
knowledge, experience and diversity of perspectives) of the Board;
(i) assess the independence of independent non-executive
Directors; (iii) review the policy on Board diversity and measurable
objectives for implementing the Board Diversity Policy; (iv) review
the policy on nomination of Directors; and (v) review the
re-appointment of Directors who are subject to retire by rotation
at the forthcoming AGM.
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NOMINATION POLICY

The Company has adopted the nomination policy (the
“Nomination Policy”) which sets out the selection criteria and
procedures to nominate Board candidates. When making
recommendations to the Board on the appointment or
re-appointment of Directors and succession planning for Directors,
the Nomination Committee would consider a number of factors in
assessing the suitability of the proposed candidate, including but
not limited to:

(i) reputation for integrity;

(i) accomplishment, experience and reputation in the recycling,
environmental and other related industries;

(iii)  commitment in respect of sufficient time and attention to

the Group's business;

(iv)  diversity in all aspects, including but not limited to gender,

age, cultural and educational background, experience

(professional or otherwise), skills and knowledge;

(v)  the qualification and ability to assist and support
management and make significant contributions to the
Group;

(vi)  the number of existing directorships and other commitments

that may demand the attention of the candidate;

(vii) compliance with the criteria of independence as prescribed

under Rule 3.13 of the Listing Rules for the appointment or

re-appointment of an independent non-executive Directors;
and

(viii) any other relevant factors as may be determined by the

Nomination Committee or the Board from time to time.

Appointment of any proposed candidates to the Board or
re-appointment of any existing members of the Board shall be
made in accordance with the Articles of Association and other
applicable rules and regulations. The Board shall have the final
decision on all matters relating to its recommendation of
candidates to stand for election at a general meeting.
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BOARD DIVERSITY POLICY

We have adopted the Board Diversity Policy which sets out the
approach to achieve and maintain an appropriate balance of
diversity perspectives of our Board that are relevant to our
Company’s development. Pursuant to the Board Diversity Policy,
selection of our Board candidates will be based on a range of
diversity perspectives, including but not limited to gender, age,
cultural and educational background, professional qualifications,
skills, knowledge and industry experience. The ultimate decision
will be based on merit and contribution that the selected
candidates will bring to our Board.

Based on the Nomination Committee’s review for the year ended
31 December 2021, the Nomination Committee considered that
these measurable objectives have been satisfactorily implemented
and that there was sufficient diversity in the Board for the
Company’s corporate governance and business development
needs. The Nomination Committee will review the Nomination
Policy and the Board Diversity Policy from time to time to ensure
its continued effectiveness.

REMUNERATION OF DIRECTORS AND SENIOR
MANAGEMENT

The Company has established a formal and transparent procedure
for formulating policies on remuneration of Directors and senior
management of the Group. Details of the remuneration of each
of the Directors for the year ended 31 December 2021 are set
out in Note 37 to the consolidated financial statements in this
annual report.
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The biographies of the senior management are disclosed in the
section headed “Directors and Senior Management” in this annual
report. Remuneration paid to the top senior management
(excluding the Directors) for the year ended 31 December 2021
fell within the following bands are as follows:

Emolument bands
Nil to HKD1,000,000

DIRECTORS’ RESPONSIBILITIES FOR FINANCIAL
REPORTING IN RESPECT OF FINANCIAL
STATEMENTS

The Directors acknowledge their responsibilities for the
preparation of consolidated financial statements of the Group for
the year ended 31 December 2021 which give a true and fair
view of operating results and cash flow for the year. The
Directors consider that the financial statements have been
prepared in accordance with statutory requirements and applicable
accounting standards.

The Directors are not aware of any material uncertainties relating
to events or conditions which may cast significant doubt upon the
Group's ability to continue as a going concern.

The statements of the auditor of the Group about its reporting
responsibility on the consolidated financial statements of the
Group are set out in the section headed “Independent Auditor’s
Report” on pages 73 to 80 of this annual report.

CORPORATE GOVERNANCE FUNCTIONS

The Board is responsible for performing the corporate governance
functions set out in code provision D.3.1 of the Corporate
Governance Code. The Board has reviewed and monitored: (i) the
Company’s corporate governance policies and practices, (ii)
training and continuous professional development of directors and
senior management, (iii) the Company’s policies and practices on
compliance with legal and regulatory requirements, (iv) the
Company’s code of conduct manual applicable to employee and
Directors and (v) the Company's compliance with the Code
disclosures requirements. The Company’s corporate governance
practices have complied with the Corporate Governance Code for
the year ended 31 December 2021.

£ 21,000,000/ 7T
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The Board reviewed the terms of reference of the Nomination
Committee, the Audit Committee and the Remuneration
Committee, the Board Diversity Policy, the dividend policy, the
Nomination Policy and the shareholders communication policy of
the Company.

DEED OF NON-COMPETITION

The details and compliance of the are set out in the section
headed “Compliance With Non-competition Undertakings By
Controlling Shareholders” in Report of the Directors on page 69
of this annual report.

RISK MANAGEMENT AND INTERNAL CONTROL

The Board, as the main body responsible for risk management
and internal control of the Company, have adopted a series of
internal control policies, procedures and programmes designed to
provide reasonable assurance for achieving objectives including
effective and efficient operations, reliable financial reporting and
compliance with applicable laws and regulations. The Audit
Committee reviews the effectiveness of the Group’s risk
management and internal control systems on an on-going basis
and reports to the Board on, at least, an annual basis.

Our code of conduct explicitly communicates to each employee
our values, acceptable criteria for decision-making and our ground
rules for behaviour. Our anti-corruption and anti-bribery policies
provide the tools and resources necessary to enable, monitor and
enforce full compliance with the anti-bribery and anti-corruption
laws of the PRC and other countries where we conduct our
business operations. In order to comply with the applicable laws
and regulations in relation to anti-corruption and anti-bribery, we
have established and implemented anti-corruption and anti-bribery
policies and measures to prohibit all forms of bribery and
corruption acts or intention of such acts. The policy also sets out
the requirements of a company-wide anti-bribery and corruption
training and disciplinary actions to be taken in situation of
violation of the policy and/or relevant laws and regulations,
including termination of employment and bringing forward to
legal proceedings. We have also put in place a whistle-blowing
system which is overseen by the Audit Committee.
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The Group regularly provides training to our Directors, senior
management and employees with respect to our internal control
policies and the duties and responsibilities of directors and
management of listed companies under the Listing Rules and
other applicable laws and regulations.

In addition, the Company has appointed First Shanghai Capital
Limited as our compliance adviser to advise on ongoing
compliance with the Listing Rules and other applicable securities
laws and regulations in Hong Kong.

The Group established the internal audit team which regularly
monitors key controls and procedures in order to assure our
management that the internal control system is functioning as
intended. The Audit Committee is responsible for supervising our
internal audit function.

The Board confirms that it has conducted a review of the risk
management and internal control systems of the Group for the
year ended 31 December 2021. The Board concludes, based on
the result of the review, that the risk management and internal
control systems currently in place are adequate and effective, in
particular, for financial reporting and Listing Rules compliance as
well as for resolving internal control defects (if any). In particular,
the Board considered the resources, staff qualifications and
experience, training programs and budget of the Group's
accounting, internal audit and financial reporting functions are
adequate. The review was conducted through discussions with the
management of the Group, its external and internal auditors and
the assessment performed by the Audit Committee. The Board
expects that a review of the risk management and internal control
systems will be performed annually.
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AUDITOR’S REMUNERATION

The Company has appointed PricewaterhouseCoopers (“PwC") as
its external auditor for the year ended 31 December 2021.

During the year ended 31 December 2021, the remunerations
paid or payable to PwC in respect of its statutory audit services
and non-audit services are RMB1,570,000 and RMB30,000,
respectively.

DISSEMINATION OF INSIDE INFORMATION

The Company has adopted an inside information policy in
accordance with the SFO and the Listing Rules, and made
corresponding information disclosures in a timely manner. Before
the information is fully disclosed to the public, any persons who
possess the knowledge of such information must ensure strict
confidentiality, so as to ensure effective protection of the rights
and interests of investors and stakeholders. Unauthorised access
and use of inside information are strictly prohibited. Any potential
inside information identified by senior management will be
assessed, and where appropriate, will be escalated for the
attention of the Board to resolve on further actions.

INFORMATION DISCLOSURE

The Company discloses information in compliance with the Listing
Rules and other applicable laws, and publishes periodic reports
and announcements to the public in accordance with relevant
laws and regulations. The primary focus is to ensure that
information disclosure is timely, fair, accurate, truthful and
complete, thereby enabling Shareholders, investors as well as the
public to make informed decisions.

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

2 S BT BN &

BE-_Z-_—F+-_A=+—HILFE XA
RIEZEE R KBEFAIEHA ([BERK
E ) BINEEZEED -

REBEE-_Z-—F+_A=Z+—HBLFE " #n
KTEBAZIRE RIEEZ RIS O A kB 8
KBRS D Bl A AR 1,570,000 T R AR
30,0007 °

RmAEHEHR

RRBERECEZ MR ERD) Kk TR AR
MANTEEBER - hEETHENEERE -
RARAREEKEBBERA  MBBBER
M EAA L ARREARRE - (EMERA R
EIREEMNABET R - RERERE
BERNBABHES SREEBGNIEER
WERBEERARHES  YEEEBRT LRE
ERFE—STTBRR -

EFHE

AR BIR B AR B R A R A B R
B RRBABEEEANARTEERRE
kA% - ARAIME EEHRRREHNHEY
BB QTR HERTE BRER
R BAEERDBREFROERE o

ANNUAL REPORT 2021



COMPANY SECRETARY

The company secretary supports the chairman, Board and Board
committees by ensuring good information flow and Board policy
and procedures are followed. The company secretary is
responsible for ensuring the proper convening and conducting of
the Board and Board Committees meetings, with the relevant
notices, agenda, and the Board and Board Committees papers
being provided to the Directors and the relevant Board
Committees members respectively in a time manner before the
meetings. The company secretary is responsible for keeping
minutes of all the Board and Board Committees meetings. The
Board and the Board Committees minutes are available for
inspection by the Directors and the relevant Board Committees
members.

Mr. WONG Yun Fai (“Mr. Wong"”) has been appointed as the
company secretary of the Company since 8 March 2021.
Mr. Wong, who possesses the requisite qualification and
experience of a company secretary as required under Rule 3.28 of
the Listing Rules, has assisted on the company secretarial matters
of the Company since the Listing, and has duly complied with
relevant training requirement under Rule 3.29 of the Listing Rules.

DIVIDEND POLICY

The Company adopted a dividend policy (the “Dividend Policy”)
on 31 March 2022. Pursuant to the Dividend Policy, the dividend
payout ratio shall be determined by the Board from time to time.
The remaining net profit will be used for the Group’s operations
and development. In deciding whether to propose a dividend and
in determining the dividend amount, the Board shall take into
account, among other things, the following factors:

1. Financial results of the Company;
2. Shareholders’ interests;

3. General business conditions, strategies and future expansion
needs of the Company;

4. The Company’s capital requirements;

5. Possible effects on liquidity and financial position of the
Company; and

6. The amount of profit that can be distributed under applicable
accounting standards and other factors that the Board may
deem relevant and appropriate.
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Any final dividends declared by the Company must be approved
by an ordinary resolution of the Shareholders at an annual
general meeting and must not exceed the amount recommended
by the Board. The Board may from time to time pay to the
Shareholders such interim and/or special dividends as it considers
to be justified by the profits of the Group.

Any dividend shall be declared by the Company in accordance
with the Companies Act, the Memorandum of Association and
Articles of Association of the Company and other applicable laws
and regulations, and shall not affect the normal operation of the
Company and its subsidiaries. The Board will review the Dividend
Policy, as appropriate, which will include an assessment of the
effectiveness of the Dividend Policy and approve any amendments
thereto if necessary.

COMMUNICATION WITH SHAREHOLDERS AND
INVESTOR RELATIONS

The Group recognises the importance of transparent and timely
disclosure of corporate information, which enables the
Shareholders and investors to make the best investment decision.
The Company believes the effective communication with the
Shareholders is essential for enhancing investor relations and
investors’ understanding of the Group’s business performance and
strategies.

The Company maintains a website at www.sdhcgroup.cn as a
communication platform with Shareholders and investors, where
information on the Company’s announcements, financial
information and other up-to-date information are available for
public access.

Besides, shareholders’ meetings provide an opportunity for
communication between the Board and the Shareholders, Board
members, in particular, either the chairmen of Board Committees
or their delegates, appropriate management executives will be
available at the meeting to answer any questions raised by the
Shareholders. The Company’s auditor will also attend the AGM to
answer questions about the conduct of the audit, the preparation
and content of the auditor’'s report, the accounting policies and
auditor independence.

The Company has also established a shareholders communication
policy to ensure the shareholders are provided with timely
information about the Company. The policy is regularly reviewed
to ensure its effectiveness.
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SHAREHOLDERS’ RIGHTS

To safeguard Shareholders’ interests and rights, a separate
resolution will be proposed for each substantially separate issue at
general meetings, including the election of individual Directors.

All resolutions put forward at general meetings will be voted by
poll pursuant to the Listing Rules and poll results will be posted
on the websites of the Company and the Stock Exchange in a
timely manner after each general meeting.

Procedures for the convening of an extraordinary
general meeting by shareholders and putting forward
proposals

Under the Articles of Association, an extraordinary general
meeting ("EGM") may be convened by the Board upon requisition
of one or more shareholders as at the date of deposit of the
requisition holding not less than one tenth of the paid up capital
of the Company having the right of voting at general meetings of
the Company. The shareholder(s) shall make a written requisition
to the Board or the secretary of the Company at the Company’s
principal place of business in Hong Kong, specifying the
shareholding information of the shareholder(s), his/her/their
contact details and the proposal regarding any specifying
transaction/business and its supporting documents, to require an
extraordinary general meeting of the Company to be called by the
Board for the transaction of any business specified in such
requisition; and such meeting shall be held within two months
after the deposit of such requisition.

If within 21 days of such deposit, the Board fails to proceed to
convene such EGM, the requisitionist(s) himself (themselves) may
do so in the same manner, and all reasonable expenses incurred
by the requisitionist(s) as a result of the failure of the Board shall
be reimbursed to the requisitionist(s) by the Company.
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Making enquiries to the Board

Shareholders can at any time raise enquiries about the Company
to the Board. The enquiries must be in writing with contact
information of the Shareholder(s) and deposited at the principal
place of business of Company in Hong Kong at Unit 1304, 13/F,
OfficePlus@Wan Chai, 303 Hennessy Road, Wan Chai, Hong Kong
for the attention of the company secretary of the Company or at
admin@sdhcgroup.cn.

CONSTITUTIONAL DOCUMENTS

The Company adopted the Articles of Association on 23 October
2021, which has been effective from the Listing Date. For the
year ended 31 December 2021, the Articles of Association did not
have any change.
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REPORT OF THE DIRECTORS

The Directors present their report together with the audited
consolidated financial statements of the Group for the year ended
31 December 2021.

CORPORATE INFORMATION AND LISTING

The Company was incorporated in the Cayman Islands on 12
January 2021 as an exempted company with limited liability
under the Companies Act of the Cayman Islands.

The Company’s Shares were listed on the Main Board of the
Stock Exchange on 12 November 2021.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The Group is
principally engaged in the provision of gold mine hazardous waste
treatment services and recycling and extracting therefrom
resources with economic value for sale in the PRC. Details of the
principal activities of the Company’s subsidiaries are set out in
Note 35 to the consolidated financial statements of this annual
report.

BUSINESS REVIEW

A fair review of the business of the Group, the outlook of future
development of the business of the Group as well as a discussion
and analysis of the Group’s performance during the year ended
31 December 2021 and the material factors underlying its
financial performance and financial position as required by section
388(2) and Schedule 5 to the Companies Ordinance (Chapter 622
of the Laws of Hong Kong) can be found in the section headed
“Management Discussion and Analysis” set out on pages 9 to 23
of this annual report. The financial risk management of the Group
are set out in Note 3 to the consolidated financial statements of
this annual report.

Annual General Meeting

The AGM for the Reporting Period is scheduled to be held on 24
June 2022. A notice convening the AGM will be issued and
dispatched to the Shareholders in due course according to the
applicable laws, the Articles of Association and the Listing Rules.

EETHRE

EEMAREAEEBE_FT_—F+_A
St BUEFEMNEFEERE  ERLERR
CRE R

ABEHRR LT

ARRAR-_E_—F—AT_BEREFNEES
NEEERSREEMKLAERRBERAF -

ARABENER T _—F+—A+ A&
RHTERED -

FEER

RARBEEEBRART - AEBEBRPEN
ERHEBEEEEYERIE RS &I E U &R
NMEABKBEBENERAREE - AQFHEB
AEINEZEBHFBRENEAFERESTHRE
Bf5E35 °

EBORER

EAEEEENAREORE  NEBEBKEX
RERBEURAEEHEZE S -_—F+=A4
“+—ALEFERAOTREINT - UEREE
AP 5622 A A 61 55 388(2) ik S M R 5 FT AR
TEBREVBRELRVBRANEERE © &
MAFRFIE2ZEIEEE MBS —
fie NEFLRARETBHNANERG SIS
MRMIFES -

BREREFXE
HmERROBRBFEAGEIRN T
NAZTHARTT - ARBRRBFRENAES
R EE R RRIBER AR  AEEREAN R
ETRRAITIE R FETRE -

2021 £ H BRIEREFREEFRAT

AN

53

/]

7



REPORT OF THE DIRECTORS (CONTINUED)
EFEWE ()

RESULTS

The Group's profit for the year ended 31 December 2021 and the
Group's financial position at that date are set out in the Group’s
audited financial statements on pages 81 to 83 of this annual
report.

FINAL DIVIDEND

The Board recommended a final dividend of HKDO0.0189 per
ordinary share totalling approximately HKD18.9 million for the
year ended 31 December 2021 out of the Company’s share
premium account. The proposed final dividend will be payable to
shareholders whose names appear on the register of members of
the Company on Friday, 8 July 2022. The proposed final dividend
is subject to the approval of the Shareholders at the AGM, and is
expected to be paid by cash on or around Friday, 22 July 2022.
Further details of the dividend payment will be announced after
conclusion of the AGM.

As at the date of this annual report, there was no arrangement
under which a Shareholder had waived or agreed to waive any
dividends.

CLOSURE OF REGISTER OF MEMBERS

(a) For determining the entitlement to attend and
vote in the AGM

The AGM is expected to be held on Friday, 24 June 2022.
For determining the entitlement to attend and vote at the
AGM, the register of members of the Company will be
closed from Tuesday, 21 June 2022 to Friday, 24 June
2022, both days inclusive, during which period no transfer
of shares of the Company will be registered. In order to be
eligible to attend and vote at the AGM, all share transfer
documents accompanied by the relevant share certificates
must be lodged with the Company’s Hong Kong Branch
Share Registrar, Tricor Investor Services Limited, at Level 54,
Hopewell Centre,183 Queen’s Road East, Hong Kong, for
registration not later than 4:30 p.m. on Monday, 20 June
2022.
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(b) For determining the entitlement to the proposed
final dividend

Upon obtaining approval of the Shareholders at the
forthcoming AGM, for the purpose of determining the
Shareholders’ entitlement to the final dividend for the year
ended 31 December 2021, the register of members of the
Company will be closed from Wednesday, 6 July 2022 to
Friday, 8 July 2022 (both days inclusive), during which
period no transfer of shares of the Company will be
registered. For the purpose of determining the entitlement
to the final dividend for the year ended 31 December
2021, all transfer documents accompanied by the relevant
share certificates must be lodged with the Company’s Hong
Kong Branch Share Registrar, Tricor Investor Services
Limited, at Level 54, Hopewell Centre,183 Queen’s Road
East, Hong Kong, for registration not later than 4:30 p.m.
on Tuesday, 5 July 2022.

ENVIRONMENTAL POLICIES AND PERFORMANCE

The Group is principally engaged in the provision of gold mine
hazardous waste treatment services and recycling and extracting
therefrom resources with economic value for sale. The Group is
committed to the long-term sustainability of the environment and
communities in which it operates. The Group complies with
applicable environmental protection laws and regulations for its
business operations, and has implemented relevant environmental
protection measures in compliance with applicable laws and
regulations of PRC. The Company’'s 2021 environmental, social
and governance report will be available on our website no later
31 May 2022.

FUTURE PLANS FOR MATERIAL INVESTMENTS OR
CAPITAL ASSETS

Save as disclosed under the section headed “Future plans and use
of proceeds” in the Prospectus and the Transaction disclosed in
the announcement of the Company dated 6 January 2022, the
Group does not have any other plans for material investments or
capital assets.
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REPORT OF THE DIRECTORS (CONTINUED)
EFEWE ()

USE OF NET PROCEEDS FROM THE LISTING

The shares of the Company were listed on the Main Board of the
Stock Exchange on the Listing Date by way of global offering,
250,000,000 shares were issued, raising the total net proceeds
(after deducting underwriting commissions and other related
listing expenses) of approximately RMB177.3 million (equivalent to

approximately HKD217.3 million).

Percentage to  Planned use of

total amount net proceeds

EF
Bl

FRRREFH
ZatEIRE
HKD' million
BERET

Planned use of
net proceeds 2021

FiRRIEFH#

ZitElRR
RMB' million
AREEERT

EHFRRIEARE
ARFRBR LB AU KR EF AR
FREMR T - 277250,000,000/ 1 + & 3%

EAEZREFEBEEAS NEMERE
THXBOARKE1773BE T (HERE
2173E&E L) »

Net proceeds Net proceeds

unutilised

utilised during

Expected timeline
the year ended as at  for full utilisation of

31 December 31 December  the unutilised
proceeds
BEC®--%£
+=ZA=+-H
LEE
EBRZ
FRERIEFHE
RMB’ million
ARBEER

AEBAZ
FRRREFR
RMB' million
ARBEER

BERERBRARDA
ZFRRAZHER

Establish the New Production Facility, comprising two 86.7% 188.4 153.7 — 153.7 Wil be fully utilised
production compartments, with a permitted annual by 2024
treatment capacity of 600,000 tonnes, and
diversification of our product offerings

R E R - BAEM A T F R I2 42 71600,0000 BR-Z-NEEH
NEERRAREMER A

Strengthen our research and development capabilities 3.9% 8.5 6.9 — 6.9  Will be fully utilised
to enhance existing products and diversify our by 2022
product offering

MEREENUEBLREERREREMER BRZZZZFEY

A

General working capital purpose 9.4% 20.4 16.7 — 16.7  NA

—-REEELBE TERA

100% 2173 1773 - 1773 1773

As at 31 December 2021, none of the net proceeds from the
Listing had been utilised by the Company.

Further details of the breakdown and description of the proceeds

are set out in the section headed

“Future Plans and Use of

Proceeds” in the Prospectus. As at the date of this annual report,
the Directors were not aware of any material change to the

planned use of proceeds.

It is currently expected that the

unutilised net proceeds will be applied according to the purposes,
allocations and timetable mentioned in the Prospectus.

2
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SIGNIFICANT INVESTMENTS HELD, MATERIAL
ACQUISITIONS AND DISPOSALS OF SUBSIDIARIES,
ASSOCIATES AND JOINT VENTURES

During the year ended 31 December 2021, the Group did not
hold any significant investments, nor did it have any material
acquisitions or disposals of any subsidiaries, associates or joint
ventures.

COMPLIANCE WITH THE RELEVANT LAWS AND
REGULATIONS

Save as disclosed above, as far as the Board and management are
aware, the Group has complied in all material aspects with the
relevant laws and regulations that have a significant impact on
the business and operations of the Group. During the year ended
31 December 2021, there was no material breach of, or non-
compliance with, applicable laws and regulations by the Group.

RELATIONSHIP WITH MAJOR STAKEHOLDERS

The Group's primary stakeholder groups include its customers,
suppliers, and employees.

Customers

The Group maintains active relationship with its customers to
explore new business opportunities and is highly committed to
delivering superior quality of services and products to its
customers on time.

Suppliers

The Group maintains a list of approved and qualified suppliers
(based on their prices, quality, past performance and capacity) and
strives to establish long term business relationship with them.

Employees

Employees are regarded as valuable assets of the Group. The
objective of the Group’s human resource management is to
reward and recognise well-performed staff by providing a
competitive remuneration package and implementing a sound
performance appraisal system with appropriate incentives. In
particular, the Group promotes career development and
advancement by providing appropriate training and opportunities
in order to enhance the employees’ work performance.
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REPORT OF THE DIRECTORS (CONTINUED)
EFEWE ()

MAJOR CUSTOMERS AND SUPPLIERS

For the vyears ended 31 December 2021, our five largest
customers accounted for approximately 49.8% of our total
revenue and our largest customer accounted for approximately
15.7% of our total revenue.

For the years ended 31 December 2021, our five largest suppliers
accounted for approximately 40.6% of our total cost of sales and
our largest supplier accounted for approximately 15.4% of our
total cost of sales.

None of the Directors or any of their associates or any
shareholders (whom, to the best knowledge of the Directors, own
more than 5% of the Company’s total issued share capital), had
any beneficial interest in the Group’s five largest customers or
suppliers during the year ended 31 December 2021.

CHARITABLE DONATION

Charitable donation made by the Group during the Reporting
Period amounted to approximately RMB310,000 (2020:
approximately RMB781,000).

PROPERTY, PLANT AND EQUIPMENT

Details of movements of the property, plant and equipment of the
Group during the year are set out in Note 15 to the consolidated
financial statements.

SHARE CAPITAL

Details of movements in the share capital of the Company for the
Reporting Period are set out in Note 25 to the consolidated
financial statements.

DEBENTURE

The Group did not issue any debenture during the Reporting
Period (2020: Nil).

EQUITY-LINKED AGREEMENTS

There are no equity-linked agreements which were entered into or
remained subsisting during the Reporting Period or as of the end
of the year ended 31 December 2021 (2020: Nil).
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PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Articles
of Association or the Companies Act which would oblige the
Company to offer new shares on a pro-rata basis to the existing
Shareholders.

TAX RELIEF AND EXEMPTION

The Directors are not aware of any tax relief and exemption
available to the shareholders by reason of their holding of the
Company’s securities.

SUBSIDIARIES
Particulars of the Company’s subsidiaries are set out in Note 35 to
the consolidated financial statements in this annual report.

RESERVES

Movements during the year in the reserves of the Group and the
Company are set out in the consolidated statement of changes in
equity, Notes 25 and 26 to the consolidated financial statements.

DISTRIBUTABLE RESERVES

As at 31 December 2021, the Company’s reserves available for
distribution as dividends, calculated in accordance with the
relevant rules and regulations, amounted to approximately
RMB188.2 million.

FINANCIAL SUMMARY
A summary of the results, assets and liabilities of the Group for
the past 4 years is set out on page 5 of this annual report.

SHARE CAPITAL

Details of movements in the share capital of the Company during
the year ended 31 December 2021 are set out in Note 25 to the
consolidated financial statements.

PURCHASE, SALE OR REDEMPTION OF LISTED
SECURITIES

Neither the Company nor its subsidiaries had purchased, sold or
redeemed any of the Company’s listed securities throughout the
period from the Listing Date up to the date of this annual report.
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REPORT OF THE DIRECTORS (CONTINUED)
EFEWE ()

BORROWINGS

The Group had interest-bearing bank borrowings of approximately
RMB39.9 million as at 31 December 2021 (2020: RMB42.0
million). Borrowings were denominated in RMB and interests on
borrowings were mainly charged at fixed rate.

Particulars of borrowings of the Group as at 31 December 2021
are set out in Note 29 to the consolidated financial statements in
this annual report.

DIRECTORS

The Directors during the year ended 31 December 2021 and up
to the date of this annual report were:

Executive Directors:

Mr. Liu Zeming (2))£8%) Chairman
(appointed on 12 January 2021)

Mr. Zhan Yirong (8% Z 48) Chief Executive Officer
(appointed on 8 April 2021)

Mr. Sheng Haiyan (%8 ) Chief Technical Officer
(appointed on 8 April 2021)

Independent Non-executive Directors:

Mr. Zhang Shijun (3R =V E)
(appointed on 23 October 2021)*
Ms. Liu Ye (2IHE)
(appointed on 23 October 2021)*
Mr. Lau Chung Wai (ZI{h4&)
(appointed on 23 October 2021)*

* effective on Listing Date

In accordance with the provisions of the Articles of Association, at
each annual general meeting, one third of the Directors for the
time being (or if their number is not a multiple of three, then the
number nearest to but not less than one third) shall retire from
office by rotation provided that every Director shall be subject to
retirement at an annual general meeting at least once every three
years. The Directors to retire by rotation shall include any Director
who wishes to retire and not offer himself for re-election. Any
further Directors so to retire shall be those who have been
longest in office since their last re-election or appointment but as
between persons who became or were last re-elected Directors on
the same day those to retire will (unless they otherwise agree
among themselves) be determined by lot.
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In accordance with articles 84.(1) and 84.(2) of the Articles of
Association, Mr. Liu Zeming and Mr. Zhan Yirong will retire by
rotation and being eligible, will offer themselves for re-election at
the AGM.

Details of the Directors to be re-elected at the AGM are set out
in the circular to the Shareholders.

ANNUAL CONFIRMATION OF INDEPENDENCE
FROM INDEPENDENT NON-EXECUTIVE DIRECTORS

The Company has received annual confirmations of independence
from all independent non-executive Directors regarding each of the
factors referred to in rule 3.13 of the Listing Rules. As at the date
of this report, the Company still considers all of the independent
non-executive Directors to be independent.

DIRECTORS’ SERVICE CONTRACTS

Each of our executive Directors has entered into a service contract
with our Company pursuant to which they agreed to act as
executive Directors for an initial term of three years with effect
from the Listing Date which may be terminated by either party by
giving not less than three months’ written notice. The term of
service contract shall be renewed and extended automatically for
successive terms of one year upon expiry of the then current term
until terminated by either party by giving not less than three
months’ written notice to the other.

Each of the independent non-executive Directors has been
appointed for an initial term of three years commencing from 23
October 2021 which may be terminated by either party by giving
not less than three months’ written notice. The term of
appointment shall be renewed and extended automatically for
successive terms of two years upon expiry of the then current
term until terminated by either party giving not less than three
months’ written notice to the other.

Save as disclosed above, none of our Directors has or is proposed
to have a service contract with our Company or any of our
subsidiaries other than contracts expiring or determinable by the
employer within one year without the payment of compensation
(other than statutory compensation).
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REPORT OF THE DIRECTORS (CONTINUED)
EFEWE ()

DIRECTORS’ MATERIAL INTEREST IN
TRANSACTIONS, ARRANGEMENTS AND
CONTRACTS OF SIGNIFICANCE

Save as disclosed in this annual report, there were no significant
transactions, arrangements and contracts of significance in relation
to the Group’s business to which the Company was a party and
in which a director of the Company had a material interest,
whether directly or indirectly, subsisted at the end of the year or
at any time during the year.

CONTRACTS OF SIGNIFICANCE WITH
CONTROLLING SHAREHOLDER

Save as disclosed in this annual report, none of the Company or
any of its subsidiaries entered into any contracts of significance
with the Controlling Shareholder(s) or any of its subsidiaries, nor
was there any contracts of significance between the Company or
any of its subsidiaries and the Controlling Shareholder or any of
its subsidiaries in relation to provision of services for the
Reporting Period.

REMUNERATION OF DIRECTORS AND FIVE
HIGHEST PAID INDIVIDUALS

Details of the remuneration of the Directors and the five highest
paid individuals of the Group for the Reporting Period are set out
in Notes 37 and 9 to the consolidated financial statements.

EMPLOYEE AND REMUNERATION POLICY

As at 31 December 2021, the Group had 184 employees. For the
year ended 31 December 2021, the staff cost of the Group was
approximately RMB16.7 million.

The remuneration packages for our employees include salary,
bonuses and allowances. The Group participate in social insurance
schemes operated by the relevant local government authorities
and maintain mandatory pension contribution plans, medical
insurance, work-related injury insurance, unemployment insurance,
housing accumulation funds and maternity insurance for some of
our employees. The Group has also participated in the mandatory
provident fund retirement benefit scheme in Hong Kong.
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The Group’s employee remuneration policy is determined by
reference to factors such as remuneration standard of the local
market, the overall remuneration standard in the industry, market
condition, operating efficiency and employee performance. The
Group provides sufficient training to our employees depending on
their roles.

The emoluments of the Directors are first reviewed by the
Remuneration Committee and then approved by the Board, with
regard to the Directors’ skill, knowledge, involvement in the
Group's affairs and the performance of each Director, together
with reference to the profitability of the Group, remuneration
benchmarks in the industry, and prevailing market conditions.

The Company has adopted a share option scheme (the “Share
Option Scheme”) as an incentive to the Directors and eligible
employees, details of the Share Option Scheme are set out in the
Prospectus. No share option has been granted, exercised,
cancelled or lapsed under the Share Option Scheme since its
adoption and up to the date of this annual report.

During the Reporting Period, the Group has not experienced any
significant problems with its employees due to labour disputes nor
has it experienced any difficulty in the recruitment and retention
of experienced staff.

RETIREMENT BENEFITS PLAN

Details of retirement benefits plan of the Group for the year
ended 31 December 2021 are set out in Note 2.22 to the
consolidated financial statements.

PERMITTED INDEMNITY PROVISION

Pursuant to the Articles of Association, every Director shall be
indemnified and secured harmless out of the assets of the
Company against all actions, costs, charges, losses, damages and
expenses which they or any of them may incur or sustain by or by
reason of any act done, concurred in or omitted in or about the
execution of their duty in their offices. Such permitted indemnity
provision has been in force for the year ended 31 December
2021. The Company has arranged appropriate directors’ and
officers’ liability insurance coverage for the Directors and officers
of the Group and it remains in force at the date of this annual
report.
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CHANGES TO INFORMATION OF DIRECTORS

There was no change in the Directors’ information required to be
disclosed pursuant to Rule 13.51B(1) of the Listing Rules for the
Reporting Period and up to the date of this annual report.

BIOGRAPHICAL DETAILS OF DIRECTORS AND
SENIOR MANAGEMENT

The biographical details of the Directors and senior management
are set out in the section headed “Directors and Senior
Management” on pages 24 to 31 of this annual report.

SHARE OPTION SCHEME

The Share Option Scheme was conditionally adopted by the
Company on 23 October 2021 and shall be valid until 23
October 2031. On and subject to the terms of the Share Option
Scheme and the requirements of the Listing Rules, the Board shall
be entitled to, at its absolute discretion and on such terms as it
deems fit, grant any employee (full-time or part-time), director,
supplier, customer, consultant, adviser, shareholder, service
provider of the Group or other group or classes of participants
who have contributed or may contribute by way of joint venture,
business alliance or other business arrangement to the
development and growth of us, options to subscribe for such
number of Shares as the Board may determine in accordance with
the terms of the Share Option Scheme. The purpose of the Share
Option Scheme is to enable us to grant options to selected
participants as incentives or rewards for their contribution to us.
Our Directors consider the Share Option Scheme, with its
broadened basis of participation, will enable us to reward the
employees, our Directors and other selected participants for their
contributions to us. A Summary of principal terms of the Share
Option Scheme is set out in the paragraph headed “14. Share
Option Scheme” in Appendix V to the Prospectus.

Pursuant to the terms of the Share Option Scheme and in
compliance with the provisions in Chapter 17 of the Listing Rules,
the total number of the Shares which may be allotted and issued
upon the exercise of all options (excluding, for this purpose,
options which have lapsed in accordance with the terms of the
Share Option Scheme and any other share option scheme of us)
to be granted under the Share Option Scheme and any other
share option scheme of us must not in aggregate exceed 10% of
the number of Shares in issue as at the date of this annual
report, being 100,000,000 Shares.
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The maximum number of Shares which may be issued upon the
exercise of all outstanding options granted and yet to be
exercised under the Share Option Scheme and any other share
option scheme adopted by us must not in aggregate exceed 30%
of the share capital of our Company in issue from time to time.

The total number of Shares issued and which may fall to be
issued upon the exercise of the options granted under the Share
Option Scheme and any other share option scheme of us
(including both exercised or outstanding options) to each grantee
in any 12-month period shall not exceed 1% of the number of
Shares in issue for the time being (“Individual Limit”). Any
further grant of options in excess of the Individual Limit in any
12-month period up to and including the date of such further
grant must be separately approved by our Shareholders in general
meeting of our Company with such grantee and his close
associates (or his associates if the grantee is a connected person)
abstaining from voting.

An option may be accepted by a participant within 21 days from
the date of the offer of grant of the option.

An option may be exercised in accordance with the terms of the
Share Option Scheme at any time during a period to be
determined and notified by our Directors to each grantee, which
period may commence from the date of the offer for the grant of
options is made, but shall end in any event not later than 10
years from the date of grant of the option subject to the
provisions for early termination thereof. Unless otherwise
determined by our Directors and stated in the offer for the grant
of options to a grantee, there is no minimum period required
under the Share Option Scheme for the holding of an option
before it can be exercised.

Any grant of options under the Share Option Scheme to a
Director, chief executive or substantial shareholder of our
Company or any of their respective associates must be approved
by independent non-executive Directors (excluding independent
non-executive Director who or whose associates is the proposed
grantee of the options).
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Where any grant of options to a substantial shareholder or an
independent non-executive director or any of their respective
associates would result in the Shares issued and to be issued
upon exercise of all options already granted and to be granted
(including options exercised, cancelled and outstanding) to such
person in the 12-month period up to and including the date of
such grant: (i) representing in aggregate over 0.1% of the Shares
in issue; and; (ii) having an aggregate value, based on the closing
price of the Shares at the date of each offer for the grant, in
excess of HK$5 million; such further grant of options must be
approved by Shareholders in general meeting. Our Company must
send a circular to our Shareholders, within such time as may be
specified in the Listing Rules.

The subscription price for the Shares under the Share Option
Scheme shall be a price determined by our Directors, but shall not
be less than the highest of (i) the closing price of the Shares as
stated in the Stock Exchange’s daily quotations sheet for trade in
one or more board lots of the Shares on the date of the offer for
the grant, which must be a business day; (ii) the average closing
price of Shares as stated in the Stock Exchange’s daily quotations
for the five business days immediately preceding the date of the
offer for the grant; and (iii) the nominal value of a Share.

A nominal consideration of HK$1 is payable on acceptance of the
grant of an option.

Since the adoption of the Share Option Scheme, no option has
been granted. Therefore, no option was exercised, cancelled or
lapsed since its adoption and up to the date of this annual report
and there was no option outstanding as at 31 December 2021.
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DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS
AND SHORT POSITIONS IN SHARES, UNDERLYING
SHARES AND DEBENTURES OF THE COMPANY OR
ANY OF ITS ASSOCIATED CORPORATIONS

As at 31 December 2021, the interests and short positions of the
Directors and the chief executives of the Company in the shares,
underlying shares and debentures of the Company or its
associated corporations (within the meaning of Part XV of the
SFO") which were required to be entered in the register kept by
the Company pursuant to section 352 of the SFO, or which were
required to be notified to the Company and the Stock Exchange
pursuant to the Model Code contained in Appendix 10 to the
Listing Rules, are set out below:

(i) Interest in the Company

Name of Director

EEEH

Capacity/Nature of interest

S, HERE
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Approximate
shareholding
percentage (%)

AR E 7L (%)

Number of Shares

[24vt 4= ]

Mr. Liu Interest of a controlled corporation? 589,500,000 58.95%
Bl E R LB RO
Ms. Li Liyan (Z=RE%%) Interest of spouse® 589,500,000 58.95%
FRBZT REERY

1. All interests stated are long position. 1. FRitl PR B I RIF A ©

2. 589,500,000 Shares are registered in the name of Zeming
International Investment Co., Ltd., the entire issued capital of
which is legally and beneficially owned by Mr. Liu. By virtue
of the SFO, Mr. Liu is taken to be interested in the Shares
held by Zeming International Investment Co., Ltd.

3. Ms. Li Liyan is the spouse of Mr. Liu. Under the SFO, Ms. Li
Liyan is taken to be interested in the same number of Shares
in which Mr. Liu is interested.

2. 589,500,000 I 15 LAZeming
International Investment Co., Ltd&J%
RER  RATNEHEBITRASHZ
SEEGEE=RES c REFEHLBER
Bl Bl % AEWE AR Zeming
International Investment Co., Ltd.¥f5&

B e £ P G R AR

3. FBUZTRBEENERE - BREES
RERE &GP FREZ THE /NS %
AR RBE By e s -

(ii) Interest in associated corporation (i) MRHEBEZENER
Approximate
shareholding
Name of Director Name of associated corporation Capacity/Nature percentage (%)
EEEzE HEEEZE S HE BORRESEE(%)
Mr. Liu Zeming International Investment Beneficial owner 100%
@olid
2 E Zeming International Investment EmiER A
Co., Ltd
2021 F BRRARERAERATE
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DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR EETERO N EESNER
DEBENTURES

Save as disclosed above, as at 31 December 2021, none of the B EXFHIEEEN RNZTE=Z—F+ = A
Directors and chief executives of the Company had interests or =+—H  HEARFEENESTHRAER
short positions in the shares, underlying shares and debentures of — Zx/A &8k E iR EE A B (F & BB 5 L E1£)
the Company or its associated corporations (within the meaning  EXVEB) &5 - HERHD MEEZPHEA
of Part XV of the SFO) which were required to be entered in the RRARRFIREESLBHEKHEISEFESE
register kept by the Company pursuant to section 352 of the — KJE kAR IEIZAEST QB AN A A7) K& B2
SFO, or as otherwise notified to the Company and the Stock FrHIEZRE AR °

Exchange pursuant to the Model Code.

SUBSTANTIAL SHAREHOLDERS’ INTERESTS AND FERENRKRG RHEBRKRLHERR
SHORT POSITIONS IN SHARES AND UNDERLYING %
SHARES

As at 31 December 2021, according to the register kept by the W-_ZT-—F+-A=+—0 BEAQFTIK
Company under Section 336 of SFO and so far as was known to  #EHNMHEEHIE3B6EETFTHECMRESE
the Directors or the chief executives of the Company, the ZHARAZEEITERABME  UTAL (K
following persons (other than the Directors or chief executives of AREFHHEEITHABKRIN EARQF KD
the Company) who had interests or short positions in the Shares — skABRAN(D B B IR 1B 75 5 MBI & 6] EE XV B
or the underlying Shares of the Company which would fall to be ZE2R3D 3K A FIHENEZRSX B W0
disclosed under the provisions of Division 2 and 3 of Part XV of | :

the SFO were as follows:

Approximate

Number shareholding
Name of Shareholder Capacity/Nature of interest of Shares percentage (%)
S ERy RZEE BEFRE (%)
Zeming International Investment Co., Ltd Beneficial owner®? 589,500,000 58.95%
EmEAA?
Ms. Li Liyan (ZRE%5) Interest of spouse® 589,500,000 58.95%
FBREB L+ Bz
1. All interests stated are long position. 1. Fril i B =G RITRE °

2. By virtue of the SFO, Mr. Liu is taken to be interested in the Shares 2. BEBEHLEAEGRD - 25 EWR B Zeming
held by Zeming International Investment Co., Ltd. International Investment Co., Ltd.3 8 &%
PHEE RS -

3. Ms. Li Liyan is the spouse of Mr. Liu. Under the SFO, Ms. Li Liyan 3. TBE LT RASENRS - REFSFLKHE

is taken to be interested in the same number of Shares in which BHl - FEBEB LT HRE AR EEREFERN
Mr. Liu is interested. HESEROPHEEEE -

2
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Save as disclosed above, as at 31 December 2021, according to
the register kept by the Company under Section 336 of the SFO
and so far as were known to the Directors or the chief executives
of the Company, there was no other person (other than the
Directors or chief executives of the Company) who had an
interest or short position in the Shares or the underlying Shares of
the Company which would fall to be disclosed under the
provisions of Division 2 and 3 of Part XV of the SFO.

COMPETING BUSINESS

During the year ended 31 December 2021 and up to the date of
this annual report, none of the Directors is considered to have
interests in businesses which compete or are likely to compete,
either directly or indirectly, with the businesses of the Group
pursuant to the Listing Rules.

COMPLIANCE WITH NON-COMPETITION
UNDERTAKINGS BY CONTROLLING
SHAREHOLDERS

On 23 October 2021, Zeming International Investment Co., Ltd
and Mr. Liu, each being a controlling shareholder of the
Company, entered into a deed of non-competition (the “Deed of
Non-competition”) in favour of the Company, details of which
are set out in the section headed “Relationship with our
Controlling Shareholders — Deed of Non-Competition” in the
Prospectus.

Each of Zeming International Investment Co., Ltd and Mr. Liu has
confirmed to the Company that, since the Listing Date and up to
31 December 2021, it/he has complied with the Deed of Non-
competition as disclosed in the Prospectus.

The independent non-executive Directors have reviewed the
compliance with the Deed of Non-competition by each of Zeming
International Investment Co., Ltd and Mr. Liu, and confirmed that
Zeming International Investment Co., Ltd and Mr. Liu have
complied with and implemented the Deed of Non-competition.
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CONNECTED TRANSACTIONS

The Group has not conducted any non-exempt continuing
connected transaction for the year ended 31 December 2021.
There were no connected transaction or continuing connected
transaction that is subject to, among other things, the reporting,
announcement or independent shareholders’ approval
requirements under Chapter 14A of the Listing Rules, and the
Company has complied with the requirements under Chapter 14A
of the Listing Rules.

Details of the related party transactions carried out in the normal
course of business are set out in Note 34 to the financial
statements of this annual report. None of these related party
transactions constitutes a connected transaction or continuing
connected transaction as defined under the Listing Rules, and the
Company has complied with the disclosure requirements under
Chapter 14A of the Listing Rules.

MANAGEMENT CONTRACTS

For the year ended 31 December 2021, no management or
administration contract concerning the management of the whole
or substantial part of any business of the Company was entered
into, or subsisted at the end of the year.

SUFFICIENCY OF PUBLIC FLOAT

Based on the information that is publicly available to the
Company and to the knowledge of the Directors as at the date of
this annual report, there was at least 25% of the Company’s
total issued shares, being a minimum percentage of sufficient
prescribed public float of the issued shares of the Company under
the Listing Rules.

CORPORATE GOVERNANCE

The Company is committed to maintaining the highest standard of
corporate governance practices. Information on the corporate
governance practices adopted by the Company is set out in the
Corporate Governance Report on pages 32 to 52 of this annual
report.
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EVENTS AFTER THE REPORTING PERIOD

On 6 January 2022, the Group acquired the land use rights of
three parcels of industrial land with a gross site area of
approximately 533,300 sq.m., premises (including properties and
warehouses) with a gross floor area of approximately 89,300
sg.m. and other infrastructure and machinery in Yinhai Chemical
Industrial Park in Laizhou City, Shandong province, the PRC
through successful bidding. The Yinhai Chemical Industrial Park in
Laizhou City, Shandong province, the PRC, is strategically located
in Laizhou City, a county-level city in Yantai prefecture-level city in
Shandong province, and enjoys an advantageous geographical
location, being in close proximity to the Group’s headquarters and
the largest gold production area in the PRC. This acquisition
provides room for the Group to enhance its production capacity,
strengthen its research and development capabilities and expand
its product and service portfolio in the future.

Up to the date of this annual report, total cost of the Transaction
amounted to approximately RMB86.5 million, including
consideration of the bid, related tax and administration costs,
funded by the net proceeds from the global offering earmarked
for establishment of the New Production Facility, and the internal
resource of the Group has been fully settled. The procedures of
transfer of legal title including obtaining the land use right
certificates and real estate title certificates were completed.

For details of the Transaction, please refer to the announcement
of the Company dated 6 January 2022 and refer to “Business —
Business Strategies” in the Prospectus for a detailed discussion of
the Group's future plans.
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AUDITOR

The consolidated financial statements of the Group for the year
ended 31 December 2021 have been audited by
PricewaterhouseCoopers, the auditor of the Company. A
resolution for the re-appointment of PricewaterhouseCoopers as
the Company’s auditor will be proposed at the forthcoming AGM
of the Company.

On behalf of the Board

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY
LIMITED

LIU Zeming

Chairman and Executive Director

Shandong, PRC, 31 March 2022
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INDEPENDENT AUDITOR’S REPORT

To the Shareholders of HONGCHENG ENVIRONMENTAL
TECHNOLOGY COMPANY LIMITED
(incorporated in the Cayman Islands with limited liability)

OPINION

What we have audited

The consolidated financial statements of HONGCHENG
ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED (the
“Company”) and its subsidiaries (the “Group”), which are set out
on pages 81 to 187, comprise:

° the consolidated statement of financial
31 December 2021;

position as at

o the consolidated statement of comprehensive income for the
year then ended;

o the consolidated statement of changes in equity for the year
then ended;

o the consolidated statement of cash flows for the year then
ended; and

o the notes to the consolidated financial statements, which
include significant accounting policies and other explanatory
information.

Our opinion

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 2021, and of its consolidated financial
performance and its consolidated cash flows for the year then
ended in accordance with International Financial Reporting
Standards (”IFRSs”) and have been properly prepared in
compliance with the disclosure requirements of the Hong Kong
Companies Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with International
Standards on Auditing (“ISAs”). 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 believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.
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INDEPENDENT AUDITOR'S REPORT (CONTINUED)
B EEn R E ()

Independence

We are independent of the Group in accordance with the
International Code of Ethics for Professional Accountants
(including International Independence Standards) issued by the
International Ethics Standards Board for Accountants (“IESBA
Code”), and we have fulfilled our other ethical responsibilities in
accordance with the IESBA Code.

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.

Key audit matter identified in our audit is related to revenue from
provision of gold mine hazardous waste treatment services.
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Key Audit Matter
g EXEIR

INDEPENDENT AUDITOR'S REPORT (CONTINUED)
B BEN S ()

How our audit addressed the Key Audit Matter
EENERNTEERAREZSEIR

Revenue from provision of gold mine hazardous waste treatment services

WEREER ZEYEIEIREZ W

Refer to note 2.23 “Revenue recognition” in Summary
of significant accounting policies and note 5 “Revenue
and segment information” to the consolidated financial
statements.

B2 EMBBRREIESTBRMEZTOME2.2311K
mER RS Was Ry EER] -

The Group recognised revenue from provision of gold
mine hazardous waste treatment services amounting to
RMB96.6 million for the year ended 31 December 2021.
The Group’s gold mine hazardous waste treatment
services are conducted in various detoxing processes and
integrated with the production processes of recycled
products such as pyritic concentrate which can be sold
for revenue. The Group recognises revenue of treatment
services on over time basis based on the completion
percentage of the treatment services performance
obligation which is in turn determined with reference to
the percentage of cost incurred up to date to the total
estimated cost of completion that are attributable to the
treatment services.
EEEREBE-_ZE-—F+ A=+ HLFEERER
HeBEAEEVRERBOKG  2EAARKS6H
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Our audit procedures in relation to revenue from provision
of gold mine hazardous waste treatment services included
the following:

EERRH B TR RERSE 2 WA KMNEZRERF
BETYIEIE

Understood, evaluated and tested the Group’s key
controls over revenue recognition of the provision of
gold mine hazardous waste treatment services and
assessed the inherent risk of material misstatement
by considering the level of complexity and other
inherent risk factors;

TE - ERAR ESEEHREHSBREEEMERE
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H A A FE [ B B R 5T ik R BR A N AE LR

Checked, on a sample basis, the contracts signed
with customers for provision of gold mine hazardous
waste treatment services, inter alia, unit price of
treatment fee, performance obligations of the

Group;
HEREFRITNEHSEEREVEEREHNE
A FrEREENEE SENBORS

Discussed with management and with reference to
market available information, assessed the
reasonableness of management’s judgement on the
processes of fulfilling the performance obligations
related to treatment services;
HEBENMUZ2EMSHRAREE  AHEEEY
BITREEERSAEBNENEBERENHENSIE
1

Assessed management’s determination of costs
attributable to the processes for treatment services
and the processes for production of recycled
products, and also assessed the reasonableness of
the basis for the cost allocation of common costs by
considering the nature of cost incurred,;
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)
B EEn R E ()

Key Audit Matter
S EREIR

How our audit addressed the Key Audit Matter
EENERNTEERAEERSER

Revenue from provision of gold mine hazardous waste treatment services

WEREBE ZEYEE IR Wz

We focused on this area due to the significant
management judgements and estimation involved in
determination of performance obligations, the
determination of costs attributable to different
processes, the allocation of common costs and also
determination of the completion percentage of
performance obligation attributable to treatment
services.

EEEINNERE AREEERANEME BT TRR
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. Tested, on a sample basis, the cost incurred during
the year to supporting documents, such as invoices,
payment slip, etc;

. MEFAEENEREZANYE  NBFE - IHE

=T

. Tested, on a sample basis, the cost allocation
between the treatment services and the production
of recycled products by tracing to the supporting
documents of costs incurred and checking the
accuracy of calculation of allocations;

. RABHMELEERNZRAX GRS ERN
YN HMERERBEERBEEREEZHNER
bl

o Arranged stock take of the hazardous waste under
treatment processes at the end of the year;

s HEFEXHYREBRETHNAEZEMETRES

o Performed recalculation of the percentage of cost for
treatment services incurred up to date to the total
estimated cost of waste treatment, and then the
recalculation of the revenue amount; and

. ENFTEREZEENEENEERBEERGEYRE
BETEANEIL  REEFTERAZSE -

. Arranged, on a sample basis, confirmations to
customers to confirm the quantity of the gold mine
hazardous waste collected from customers, the unit
price of treatment fees and treatment service fees
during the year.

. AHMENFEZEEPETHRSE  UBRAFAREP
WENSBEREEEMNEE BREENEERER
PR % -

Based on the procedures performed, we found the
significant management judgement and estimation
involved in the determination of the Group’s revenue
from provision of gold mine hazardous waste treatment
services was supported by available evidences.
REBEFATHERF BSLERAHET SEERHIBESR
ERE Y B IR ARG RO MBS P R O BN B IR Ml S (Rt
Bk SR

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED ANNUAL REPORT 2021



OTHER INFORMATION

The directors of the Company are responsible for the other
information. The other information comprises all of the
information included in the Company’s 2021 annual report (the
“annual report”) other than the consolidated financial statements
and our auditor’s report thereon. We have obtained some of the
other information including the management discussion and
analysis prior to the date of this auditor’s report. The remaining
other information, including corporate profile, chairman’s
statement, environmental, social and governance report, director’s
report, profiles of directors and senior management and the other
sections to be included in the annual report, is expected to be
made available to us after that date.

Our opinion on the consolidated financial statements does not
cover the other information and we do not and will 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
identified above 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 on the other
information that we obtained prior to the date of this auditor’s
report, 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.

When we read the remaining other information to be included in
the annual report, if we conclude that there is a material
misstatement therein, we are required to communicate the matter
to the Audit Committee and take appropriate action considering
our legal rights and obligations.

INDEPENDENT AUDITOR'S REPORT (CONTINUED)
B BEN S ()
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)
B EEn R E ()

RESPONSIBILITIES OF DIRECTORS AND THE AUDIT
COMMITTEE 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 IFRSs and the disclosure requirements of
the Hong Kong Companies Ordinance, and for such internal
control as the directors determine is necessary to enable the
preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors
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 either intend to liquidate the Group or to cease
operations, or have no realistic alternative but to do so.

The Audit Committee is responsible 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. We report our
opinion solely to you, as a body, 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 ISAs 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 ISAs, we exercise
professional judgement and maintain professional scepticism
throughout the audit. We also:

o Identify 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.

o Obtain an understanding of internal control relevant to the
audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Group's
internal control.

o Evaluate the appropriateness of accounting policies used and
the reasonableness of accounting estimates and related
disclosures made by the directors.

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

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

INDEPENDENT AUDITOR'S REPORT (CONTINUED)
B BEN S ()
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)
B EEn R 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, actions taken to eliminate
threats or safeguards applied.

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 partner on the audit resulting in this
independent auditor’s report is Dou Wang, Angel.

PricewaterhouseCoopers
Certified Public Accountants
Hong Kong, 31 March 2022
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
GE2ENER

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

Year ended 31 December
BE+_—_A=+—BHILEE

2021 2020
—ET-—f —EEF
RMB’'000 RMB’'000
ARETx ARET T
Revenue Wy 2= 5 257,043 205,392
Cost of sales §HE A AN 8 (90,429) (81,498)
Gross profit E£7 166,614 123,894
Other income =N 6 78 5,187
Other (losses)/gains — net Hih (E518), Wk F58 7 (156) 412
Provision of impairment on financial & # & ZE B & &
assets (1,219) (113)
Selling expenses HEMX 8 (2,369) (2,886)
Administrative expenses TR 8 (39,783) (23,962)
Operating profit wERRH 123,165 102,532
Finance income B E U A 10 412 40
Finance costs b & A AN 10 (6,433) (6,083)
Finance costs — net REERAEE 10 (6,021) (6,043)
Profit before income tax B& B 4% Bt A itk F 117,144 96,489
Income tax expenses FTiSfiF X 11 (31,531) (23,624)
Profit and total comprehensive AATHEAANEIEER
income for the year, all A REZEKEEE
attributable to owners of
the Company 85,613 72,865
Earnings per share for the year EATHAANELEER
attributable to owners of the sRERN
Company
Basic and diluted HEAREE (LLERA
(expressed in RMB per share) R¥THIR) 12 0.11 0.10

The notes on pages 87 to 187 are an integral part of the H87E187A MM EALRA M IETHRE NI
paN

consolidated financial statements. 77
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
GEMBIRAR

As at 31 December 2021 R=Z=—F+=-A=+—H

As at 31 December

R+=-—A=+—H
2021 2020
—¥-—F —E_TF
RMB’000 RMB’000
ARETXT AR¥F T
ASSETS =¢-3
Non-current assets EREEE
Right-of-use assets FREEE 14 25,569 28,299
Property, plant and equipment L 15 138,619 130,434
Investment properties REME 16 129,591 133,977
Intangible assets mVEE 17 14 21
Prepayment for non-current assets  JERENE ETA N 8 18 1,167 2,996
Deferred income tax assets BIERMEHEE 30 99 743
295,059 296,470
Current assets RBEE
Inventories rE 19 22,611 23,996
Trade receivables =) & e 21 55,110 22,833
Other receivables and Ho i e W K18 N BN 5RIB
prepayments 22 7,161 9,997
Amounts due from related parties [ Y B B 75 kI8 34(b) — 33,887
Financial assets measured at fair ERAFEFAHEMER
value through other W e EE
comprehensive income 23 7.130 1,960
Cash and cash equivalents BeMReEEYD 24 235,593 45,363
327,605 138,036
Total assets AEHAE 622,664 434,506
EQUITY i
Equity attributable to owners ~ AXA T BB AEIGERE
of the Company
Share capital f& 7 25 8,208 —
Share premium I 10 a8 25 534,097 —
Other reserves HAth & 26 (300,552) 42,920
Retained earnings RB AT 146,431 63,204
Total equity WEBE 388,184 106,124

™
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION (CONTINUED)
fRaMBARRE (&)

As at 31 December 2021 R=ZF=——&F+—A=+—H

As at 31 December

mR+=-A=+—H
2021 2020
—E¥-—%F —E-TF
RMB’'000 RMB’'000
ARETx ARET T
LIABILITIES BfE
Non-current liabilities ERSERE
Borrowings B 29 37,780 39,880
Dividend payable R 34(b) — 40,600
Deferred income tax liabilities EEMSHEE 30 2,966 104
Lease liabilities HEBsE 14 320 823
Other liabilities HhEE 37 108,509 118,714
149,575 200,121
Current liabilities HENEE
Trade payables 5 RN RIA 27 11,689 20,147
Other payables and accruals EMEARIERETER 28 25,030 23,726
Dividend payable EE 34(b) — 11,600
Amount due to the Controlling JE A2 AR A% SR 3R
Shareholder 34(b) = 8,217
Borrowings B 29 2,120 2,120
Current income tax liabilities BIEAFTIS TR & & 22,088 17,803
Contract liabilities aEHaE 5 8,265 10,827
Lease liabilities HEBsE 14 546 762
Other liabilities HihBE 37 15,167 33,059
84,905 128,261
Total liabilities BiEEE 234,480 328,382
Total equity and liabilities ERRkEEEH 622,664 434,506

The notes on pages 87 to 187 are an integral part of the

consolidated financial statements.

The consolidated financial statements on pages 81 to 187 were
approved by the board of directors of the Company on 31 March
2022 and were signed on its behalf.

Mr. Liu Zeming

BiZER R E
Chairman
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Mr. Zhan Yirong
BIRkE
Director
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
GEEDmZER

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

Equity attributable to owners of the Company
e SAE S PN
Share Other Retained
premium reserves  earnings Total
Hiuftite RERA 4Bt
Note RMB’000  RMB'000  RMB'000  RMB’000  RMB’000
M ARETT ARETT ARETT ARBTT ARBTR

Share

capital

K& ItriaE

Balance at January 2020 R-BF-FTE
—A— B4R — — 12,217 54,153 66,370
Comprehensive income 2EKE
Profit for the year F 5 A — — — 72,865 72,865
Transactions with owners HEFANRS
Profit appropriation to w NS R A TR
statutory reserves 26 — — 5,814 (5,814) —
Dividend distribution % 8.5 & 13 — — - (58,000) (58,000)
Deemed contribution from BIERR L E
shareholders 26(a) — — 24,670 — 24,670
Contribution from MR &
shareholders 26(a) — — 29,619 — 29,619
Deemed distribution to BAER IR 2R
shareholders 26(a) — — (29,400) — (29,400)
Total transactions with owners 2B A K3 5 2% — — 30,703 (63,814)  (33,111)
Balance at N-B-FF
31 December 2020 +=ZA=+—81
“He — — 42,920 63,204 106,124
Comprehensive income 2EE
Profit for the year F 175 A = = = 85,613 85,613
Transactions with owners HEFANRS
Profit appropriation to M 2R E R
statutory reserves 26 = = 2,386 (2,386) =
Shares issued pursuant to RIBEERNMEBEITRND
capitalisation shares 25 6,159 (6,159) = = =
Issuance of shares during the — BTN
Reorganization 25, 26 = 345,858  (345,858) — =
New shares issued pursuant to  1RIE 2 FREEE 31T
the global offering ARG 25 2,049 194,398 = = 196,447
Total transactions with owners — E#EE AR H 45 8,208 534,097  (343,472) (2,386) 196,447
Balance at N-ZF=-—%§
31 December 2021 +=ZA=+—81
b 8,208 534,097 (300,552) 146,431 388,184

N\
=

The notes on pages 87 to 187 are an integral part of the

consolidated financial statements.

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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CONSOLIDATED STATEMENT OF CASH FLOWS
n, \%Eﬁﬁ;ﬂbi

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

Year ended 31 December

BE+-A=+—HILFE

2021 2020
—F-—% —E_TF
Note RMB’'000 RMB’'000
HizF AREBTX AR®EF T

Cash flows from operating HEEHHRLRE

activities

Cash generated from operations EIEMSIR S 32(a) 83,175 80,129
Interest received 2 UF B 412 40
Interest paid 25 A (1,680) (1,846)
Income tax paid EENTIECE (23,741) (10,784)

Net cash generated from operating K& EEFTBH L F5

activities 58,166 67,539
Cash flows from investing BREEHHERE

activities
Advance to third parties BRTFE=T — (6)
Repayments from third parties FE=FEXR 491 8,724
Loans and advance to related ER KRBT @

parties 34(a) (13,550) (30,103)
Repayments from related parties Al 5 B 5K 33,579 111,827
Proceeds from disposal of property, HEWE  HBEREEL

plant and equipment and other H A & EFTISFKIB

assets 32(b) 1,718 240
Purchases of property, plant and BEYE - WEMEHE R

equipment and investment WEME

properties (37,501) (149,830)
Net cash used in investing activities & B EEATAIR & )F 58 (15,263) (59,148)
Cash flows from financing RIEREHESRE

activities
Proceeds from bank borrowings IRITE RIS R 32(c) 10,000 84,000
Repayment of bank borrowings BERITER 32(c) (12,100) (74,000)
Increase in amounts due to the JE AT 78 AR iR 3R SR I 38 A

Controlling Shareholder 34(a) 9,527 87,255
Repayments of amounts due to the 1838 FE -2 IR A% SR B

Controlling Shareholder (10,994) (67,640)
Contributions from shareholders f% 3R & — 29,619
Deemed distributions to EHEEBERER

shareholders in relation to f&% 3R 5k

Reorganization (6,750) (22,651)
Listing expenses paid B ETHX (11,442) (1,084)
Principal and interest elements of HENZFORE R

lease payments IS Rsis) (661) (526)
Dividends paid BT B (38,800) —
Net proceeds of new shares issued  iRIE 2 BREEHITHAMD

pursuant to the global offering Fri5 5018 % 88 208,973 — /\

ﬂ\\\

AN @Q
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CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)
meERERER (E)

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

Year ended 31 December
BFE+—-A=+—HILEE
2021 2020

—¥-—F —E_TF
RMB’000 RMB’000
ARBTR AR¥EFTT

Net cash generated from financing B4 & /EENFTISIH & F 58
activities 147,753 34,973

Net increase in cash and cash H&RREEEMEM

equivalents R 190,656 43,364
Cash and cash equivalents at FUNReRREEBY

beginning of year 45,363 2,056
Effect of exchange rate changes on  IR& MIRE HEYIE R

cash and cash equivalents BEHTE (426) (57)

Cash and cash equivalents at ERPFESRINEEEY
end of year 24 235,593 45,363

o

The notes on pages 87 to 187 are an integral part of the 28872187 MMk ALRE B 15 MK MM I
consolidated financial statements. P2y

™
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

ar & MR R EE

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

GENERAL INFORMATION

The Company was incorporated in the Cayman Islands on
12 January 2021 as an exempted company with limited
liability under the Companies Act, Cap. 22 (Law 3 of 1961,
as consolidated and revised) of the Cayman Islands. The
address of its registered office is Cricket Square, Hutchins
Drive, PO Box 2681, Grand Cayman, KY1-1111, Cayman
Islands.

The Company is an investment holding company. The
Company'’s subsidiaries (together “the Group”) are engaged
in the provision of gold mine hazardous waste treatment
services and recycling and extracting therefrom resources
with economic value for sale, such as pyrite concentrate in
Shandong province of the People’s Republic of China (the
“PRC"). The Group’'s headquarter is in Laizhou, Shandong
province of the PRC.

The ultimate controlling party of the Company is Mr. Liu
Zeming (the “Controlling Shareholder” or “Mr. Liu”).

To prepare for the initial listing of the Company’s shares on
the Main Board of The Stock Exchange of Hong Kong
Limited (the “Listing”), the Group has undertaken a
reorganisation (the “Reorganisation”) pursuant to which the
Company became the holdings company of the subsidiaries
comprising the Group. Details of the Reorganisation are set
out in the prospectus of the Company dated 29 October
2021.

The shares of the Company have been listed on The Stock
Exchange of Hong Kong Limited since 12 November 2021
by way of its initial public offering.

The consolidated financial statements are presented in
Renminbi (“RMB”) and rounded to the nearest thousand
yuan (“RMB’000"), unless otherwise stated.

— AR
RAAFBRZE=Z—F—AT-HRER
EHEEPNERERRNE(—NA—FF
3FER  KGEREFT) ERESHSTE
ez BEREBRAR - Hilit =R
Hoik A Cricket  Square, Hutchins Drive,
PO Box 2681, Grand Cayman, KY1-1111,
Cayman Islands °

ARBRBREERRAF - XARWKBEA
A(EEIAKEDRPEARLME
(TFPEDIURERERESEESTEY
R IE AR R e b B R SR ER AL B R (B
BERER(PINGTER) AEHEE - AK
[ £ A8 BR 2 1A R B LU BR A BN T e

A DR B AT 5 BB 8 5 (12
BB SR S [2I%E ) -

SRERARABRNNEBEBMAERZME
RAREREM (LM - NEEETT
TERTEARD  BEARRR/ESE
BETHEBARNZERAR - FASHED
HBERNARARNBAHA-_ZE_—F+A
“ThENBERER -

ARBHBEHER - ZE-_—F+—A+=
BUERARABEARNETSHARS
FTAR AR £ -

BB AU BERERAARE
(TAR® D 25 YENESEANTIT
(TAR®ETT)) -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T-—F+=-A=+—"HIEFE

SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES

The principal accounting policies applied in the preparation
of the consolidated financial statements are set out below.
These policies have been consistently applied to the year
ended 31 December 2021, unless otherwise stated. The
consolidated financial statements have been prepared on a

historical cost basis.

2.1 Basis of preparation

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

The consolidated financial statements of the Group has
been prepared in accordance with all applicable
International Financial Reporting Standards (“IFRSs”)
issued by International Accounting Standards Board
("1ASB").

The consolidated financial statements have been
prepared under the historical cost convention, as
modified by the revaluation of financial assets at fair
value through profit or loss, which are carried at fair
value.

The preparation of the consolidated financial
statements in conformity with IFRSs requires the use of
certain critical accounting estimates. It also requires
management to exercise its judgement in the process
of applying the Group’s accounting policies. The areas
involving a higher degree of judgement or complexity,
or areas where assumptions and estimates are
significant to the consolidated financial statements are
disclosed in Note 4.

2

EXERTBREIE

AT &Y RELRE M S HRERTEANE
ZEEBUR - BRBINERAIN - ZEBRE
ERERARNEE T —F+-_A=+—
HIEFE o 536 ISR TIIRE LA A E
ERE o

2.1 REBEE

AEBMEGRE P HRRKTIRIBER
e EAZE e (BRSFENE
B& ) mima0FrA @M B R % &
ERUNNE v = DR
81 o

AR A B R A SE R A B I AR
2 WA A FEF ABSA SR
BE (BAFEIE) WEMELE
&l e

AT EBERY RS EANES
MBHREARFBEEMRE THREE
it BERBERAASENS K
RBEPIITBEELHEG - P RE
=EROHE R E N - X
HRBRHR LG EEEVBEHRRMS
BEENHBHENHMTESL -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.1 Basis of preparation (Continued)

2.1.1 New standards and interpretations adopted
by the group

A number of new or amended standards
became applicable for the current reporting
period commencing 1 January 2021. The Group
did not change its accounting policies or make
retrospective adjustments as a result of adopting
these standards.

New standards and amendments

IFRS 9, IAS 39, IFRS 7, IFRS 4 and

BIFR B 75 5 RS 95 - BIRR & 51 %R
3957 - BRMBHELERIF 75 -
B R B 75 ¥ o5 22 R 6 4 5% I B R B 75
HEERFE 165

MET R RIEFTE

Interest Rate Benchmark
IFRS 16 Reform
R E AT —E-_—%—H—H

BEXEFBREBE @

2.1 REEE@m)
2.1.1 [ R IRPBIFTERI R 2 FE

ETHATHRETEAR =
T_—F—-HA—HREHBNHX
BEREER - AREILE
Az EEAMAEES
AR EHEPRHE -

Effective for
annual financial
periods beginning

on or after
RT3 B8k 2 &R1E
B < 5 B U HA [ A 3%

1 January 2021
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 EXEBR#BE@
POLICIES (Continued)
2.1 Basis of preparation (Continued) 2.1 REEE @)
2.1.2 New standards and interpretations not yet 2.1.2 [ R FRANRIFTE L R 2 FE

adopted
Certain new accounting standards and HETHesrElRAREE B
interpretations have been published that are not HERBEZZT-_—F+=
mandatory for the year ended 31 December A=+ —BIEFE I KR8
2021 and have not been early adopted by the AR BAREEYTEREFR
Group. These new standards and interpretations Ao ZEHMEARZEH
are: LU

Effective for
annual periods

beginning
Standards and amendments on or after
RUT B8 2 & RS
EARIEET B E AR £
Property, Plant and Equipment: Proceeds before intended use — 1 January 2022
Amendments to IAS 16
ME - BB ERE : EREREANMAEHRIE — BRSER —T-—_F—A—H
FE165% (BRI )
Onerous Contracts — Cost of Fulfilling a Contract Amendments to 1 January 2022
IAS 37
BRIEESH — BITEANKE — BRSsHERIFE375% (BRI X) T =f—A—H
Reference to the Conceptual Framework — Amendments to IFRS 3 1 January 2022
BERNRE — BERMBEREEREINR (BFTA) —E-__F—HA—H
Annual Improvements to IFRS Standards 2018-2020 1 January 2022
BRI BEREEN T N\FE_Z_TFNFELE T =F—A—H
Classification of Liabilities as Current or Non-current 1 January 2023
— Amendments to IAS 1
BEIERARYIERY — BEESFHERE 15 (BFTAX) —E-_=F—HA—H
IFRS 17 Insurance Contracts 1 January 2023
BRI B REERFE17HRERRE L —E_=%—HA—H
Disclosure of Accounting Policies — Amendments to IAS 1 and 1 January 2023
IFRS Practice Statement 2
S BRHE — BERSFERSE 15 (BRTA) KB % & 2 A —ZT-_=%—HA—H

BB MEE 2% (BFIAH)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A BT R R YA (48)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 EXEHBE#SME@
POLICIES (Continued)
2.1 Basis of preparation (Continued) 21 REEE@
2.1.2 New standards and interpretations not yet 2.1.2 [HRIFANBIFT B R2FE (4)

adopted (Continued)

Effective for
annual periods

beginning
Standards and amendments on or after
RUT B8 2 & FH%E

EARIEET B9 B HA R A 3

Definition of Accounting Estimates — Amendments to IAS 8 1 January 2023

EEHAFTNER — B G ERIESH (BETX) —E-_=%—H—H

Deferred Tax related to Assets and Liabilities arising from 1 January 2023

a Single Transaction — Amendments to IAS 12
HE-QXHZEANEERABRENELNE — BR S EL) —ET-=%f—H—H
1258 (BRI A)

Sale or contribution of assets between an investor and its associate or To be determined
joint venture — Amendments to IFRS 10 and IAS 28

KREAREBMERNRSGECE LR ZEELESNTE — ERUKE R
HELERFE109 (BRI AR) RER & LR 5285 (BRI A)

Revised Accounting Guideline 5 Merger Accounting for Common 1 January 2022
Control Combinations (AG 5)

BAEET GRSl B R HI & & g s (51185 E59%) —E-_Ff—-H—H
Management is currently assessing the effects of EREEREFHERZEMN
applying these new standards and amendments ER RIEFTHAEELGE B
on the Group's consolidated financial statements. BRENFE - FBHZEE
None of these is expected to have a significant Al RAERT T g B AR EE 4R
effect on the consolidated financial statements EMBRRENERLE -
of the Group. The Group does not expect to REEBEHISEZSHE
adopt these new standards and amendments Bl R ASRT A 20 B B g1 F LARR
until their effective dates. e

4%
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.2 Principles of consolidation

(a)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Subsidiaries

Subsidiaries are all entities (including structured
entities) over which the Group has control. The
Group controls an entity when the Group is
exposed to, 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. Subsidiaries are fully
consolidated from the date on which control is
transferred to the Group. They are
deconsolidated from the date that control
ceases.

When the Group ceases to have control, any
retained interest in the entity is re-measured to
its fair value at the date when control is lost,
with the change in carrying amount recognized
in profit or loss. The fair value is the initial
carrying amount for the purposes of
subsequently accounting for the retained interest
as an associate, joint venture or financial asset.
In addition, any amounts previously recognized
in other comprehensive income in respect of that
entity are accounted for as if the Group had
directly disposed of the related assets or
liabilities. It means the amounts previously
recognized in other comprehensive income are
reclassified to profit or loss or transferred to

another category of equity as specified/
permitted by applicable IFRSs.
Intercompany transactions, balances and

unrealised gains on transactions between group
companies are eliminated. Unrealised losses are
also eliminated unless the transaction provides
evidence of an impairment of the transferred
asset. Accounting policies of subsidiaries are
consistent with the policies adopted by the
Group.

2
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.3

24

2.5

Separate financial statements

Investments in subsidiaries are accounted for at cost
less impairment. Cost includes direct attributable costs
of investment. The results of subsidiaries are
accounted for by the Company on the basis of
dividend received and receivable.

Impairment testing of the investments in subsidiaries is
required upon receiving a dividend from these
investments if the dividend exceeds the total
comprehensive income of the subsidiary in the period
the dividend is declared or if the carrying amount of
the investment in the separate financial statements
exceeds the carrying amount in the consolidated
financial statements of the investee’s net assets
including goodwill. Investments in subsidiaries are also
assessed for impairment and written down to their
recoverable amounts in accordance with note 2.10.

Segment reporting

Operating segments are reported in a manner
consistent with the internal reporting provided to the
chief operating decision maker. The chief operating
decision maker of the Company assesses the financial
performance and position of the Group, and makes
strategic decisions. The chief operating decision maker
of the Group consists of the executive directors and
the chief financial officer.

Foreign currency translation
(i)  Functional and presentation currency

Items included in the financial statements of
each of the Group’s entities are measured using
the currency of the primary economic
environment in which the entity operates (‘the
functional currency’). The consolidated financial
statements are presented in Renminbi ('RMB’),
which is the Company’s functional and the
Group'’s presentation currency.

2 EXEFBEHE@

2.3

24

2.5
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.5 Foreign currency translation (Continued)

@ii)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Transactions and balances

Foreign currency transactions are translated into
the functional currency using the exchange rates
at the dates of the transactions or valuation
where items are re-measured. Foreign exchange
gains and losses resulting from the settlement of
such transactions and from the translation at
year-end/period-end exchange rates of monetary
assets and liabilities denominated in foreign
currencies are recognized in the consolidated
statement of comprehensive income.

Non-monetary items that are measured at fair
value in a foreign currency are translated using
the exchange rates at the date when the fair
value was determined. Translation differences on
assets and liabilities carried at fair value are
reported as part of the fair value gain or loss.
For example, translation differences on
non-monetary assets and liabilities such as
equities held at fair value through profit or loss
are recognised in profit or loss as part of the
fair value gain or loss and translation differences
on non-monetary assets such as equity
instrument measured at fair value through other
comprehensive income (FVOCI) are recognised in
other comprehensive income. The Group does
not have non-monetary items measured at fair
value in a foreign currency during the Track
Record Period.

2
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.6 Leases

Lease of properties and equipment

The Group leases properties and equipment as a
lessee. Rental contracts for properties and equipment
are typically made for fixed periods of 2 to 3 years.
Lease terms are negotiated on an individual basis and
contain a wide range of different terms and
conditions.

Leases are recognised as a right-of-use asset and a
corresponding liability at the date at which the leased
asset is available for use by the Group. Each lease
payment is allocated between the liability and finance
cost. The finance cost is charged to profit or loss over
the lease period so as to produce a constant periodic
rate of interest on the remaining balance of the
liability for each period. The right-of-use asset is
depreciated over the shorter of the asset’s useful life
and the lease term on a straight-line basis.

Assets and liabilities arising from a lease are initially
measured on a present value basis. Lease liabilities
include the net present value of the following lease
payments:

o fixed payments (including in-substance fixed
payments), less any lease incentives receivable

o variable lease payments that are based on an
index or a rate are initially measured using the
index or rate as at the commencement date

o amounts expected to be payable by the Group
under residual value guarantees

o the exercise price of a purchase option if the
Group is reasonably certain to exercise that
option, and

o payments of penalties for terminating the lease,
if the lease term reflects the Group exercising
that option
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.6 Leases (Continued)

Lease of properties and equipment (Continued)

Lease payments to be made under reasonably certain
extension options are also included in the
measurement of the liability.

The lease payments are discounted using the interest
rate implicit in the lease. If that rate cannot be readily
determined, which is generally the case for leases in
the Group, the lessee’s incremental borrowing rate is
used, being the rate that the individual lessee would
have to pay to borrow the funds necessary to obtain
an asset of similar value to the right-of-use asset in a
similar economic environment with similar terms,
security and conditions.

The Group's right-of-use assets consist of up-front the
initial measurement of the corresponding lease liability,
lease payments made at or before the commencement
day, less any lease incentives received and any initial
direct costs. They are subsequently measured at cost
less accumulated depreciation and impairment losses.

Land use rights

For land use rights, the cost comprise the payments to
acquire long-term interest in the usage of land, which
are stated at cost less accumulated amortisation and
accumulated impairment losses. Cost represents
consideration paid for the rights to use the land and
other direct related costs from the date when the
respective rights were granted.

Amortisation of prepaid land lease payments is
calculated on a straight-line basis over the lease terms
of 50 years as stated in the relevant land use right
certificates granted for usage by the Group in the PRC
or the best estimate based on the normal terms in the
PRC and is charged to profit or loss in the
consolidated statement of comprehensive income.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A BT R R YA (48)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.6

2.7

Leases (Continued)
Leases where the Group is a lessor

Lease income from operating leases where the Group
is a lessor is recognised in income on a straight-line
basis over the lease term. Initial direct costs incurred
in obtaining an operating lease are added to the
carrying amount of the underlying asset and
recognised as expense over the lease term on the
same basis as lease income. The respective leased
assets are included in the consolidated balance sheets
based on their nature.

Property, plant and equipment

Property, plant and equipment (other than
construction in progress) are stated at historical cost
less depreciation and accumulated impairment losses,
if any. Historical cost includes expenditure that is
directly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying
amount or recognised as a separate asset, as
appropriate, only when it is probable that future
economic benefits associated with the item will flow
to the Group and the cost of the item can be
measured reliably. The carrying amount of any
component accounted for as a separate asset is
derecognised when replaced. All other repairs and
maintenance are charged to profit or loss during the
reporting year/period in which they are incurred.

Depreciation is calculated using the straight-line
method to allocate their cost, net of their residual
values, over their estimated useful lives as follows:

Buildings including structures for 3-30 years
storage of cyanide tailings and
pyritic concentrate
Machinery 5-10 years
Furniture fixtures and equipment 5 years
Vehicle 10 years
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.7

2.8

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Property, plant and equipment (Continued)

The assets’ residual values and useful lives are
reviewed, and adjusted if appropriate, at the end of
each reporting period.

An asset’s carrying amount is written down
immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated
recoverable amount (Note 2.10).

Gains and losses on disposals are determined by
comparing proceeds with carrying amount. These are
included in profit or loss.

Construction in progress represents properties under
construction and is stated at cost less accumulated
impairment losses. This includes cost of construction
and other direct costs. Construction in progress is not
depreciated until such time as the assets are
completed and are ready for operational use.

Investment properties

Investment properties, principally comprising buildings,
are held for long-term rental yields or for capital
appreciation or both, and that are not occupied by the
Group. Investment properties are initially recognised at
cost and subsequently carried at cost less accumulated
depreciation and accumulated impairment losses.
Depreciation is calculated using a straight-line method
to allocate the depreciable amounts over the
estimated useful lives. The residual values and useful
lives of investment properties are reviewed, and
adjusted as appropriate, at each balance sheet date.
The effects of any revision are included in the income
statement when the changes arise. The gain or loss on
disposal of investment property is calculated as the
difference between the net disposal proceeds and the
carrying amount at the date of disposal.

Investment properties are depreciated over the
estimated useful lives of 30 years.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.9

Intangible assets
Software

Acquired computer software licences are capitalised on
the basis of the costs incurred to acquire and bring
the specific software into usage. These costs are
amortised using the straight-line method over their
estimated useful lives of 6 years, which is estimated
by the Group based on the expected technical
obsolescence and innovations and the useful life of
similar computer software estimated by comparable
companies in the market. Costs associated with
maintaining computer software programmes are
recognised as expense as incurred.

2.10 Impairment of non-financial assets

Assets that have an indefinite useful life for example,
goodwill or other non-amortising intangible assets are
not subject to depreciation and are tested annually for
impairment. Assets are tested for impairment
whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. An
impairment loss is recognised for the amount by
which the asset’s carrying amount exceeds its
recoverable amount. The recoverable amount is the
higher of an asset’s fair value less costs of disposal
and value in use. For the purposes of assessing
impairment, assets are grouped at the lowest levels for
which there are separately identifiable cash inflows
which are largely independent of the cash inflows
from other assets or groups of assets (cash-generating
units). Non-financial assets other than goodwill that
suffered an impairment are reviewed for possible
reversal of the impairment at the end of each
reporting period.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 EXEBEBE@m
POLICIES (Continued)
2.11 Financial assets 2.11 EREE
(i)  Classification (i) #HE

The Group classifies its financial assets in the
following categories:

3 those to be measured subsequently at fair
value (either through other comprehensive
income, or through profit or loss), and

. those to be measured at amortised cost.

The classification depends on the Group’s
business model for managing the financial assets
and the contractual terms of the cash flows.

For assets measured at fair value, gains and
losses will either be recorded in profit or loss or
other comprehensive income. For investments in
equity instruments that are not held for trading,
this will depend on whether the Group has
made an irrevocable election at the time of
initial recognition to account for the equity
investment at fair value through other
comprehensive income (FVOCI).

The Group reclassifies debt investments when
and only when its business model for managing
those assets changes.

(ii)  Recognition and derecognition (i)

Regular way purchases and sales of financial
assets are recognised on trade-date, the date on
which the Group commits to purchase or sell the
asset. Financial assets are derecognised when the
rights to receive cash flows from the financial
assets have expired or have been transferred and
the Group has transferred substantially all the
risks and rewards of ownership.

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED ANNUAL REPORT 2021
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

SUMMARY OF SIGNIFICANT ACCOUNTING 2

POLICIES (Continued)

2.11 Financial assets (Continued)

(iii) Measurement

At initial recognition, the Group measures a
financial asset at its fair value plus, in the case
of a financial asset not at fair value through
profit or loss (FVPL), transaction costs that are
directly attributable to the acquisition of the
financial asset. Transaction costs of financial
assets carried at fair value through profit or loss
are expensed in profit or loss.

Financial assets with embedded derivatives are
considered in their entirety when determining
whether their cash flows are solely payment of
principal and interest.

Debt instruments

Subsequent measurement of debt instruments
depends on the Group’s business model for
managing the asset and the cash flow
characteristics of the asset. The Group classifies
its debt instruments as:

o Amortised cost: Assets that are held for
collection of contractual cash flows where
those cash flows represent solely payments
of principal and interest are measured at
amortised cost. Interest income from these
financial assets is included in finance
income using the effective interest rate
method. Any gain or loss arising on
derecognition is recognised directly in
profit or loss and presented in other
gains/(losses), together with foreign
exchange gains and losses. Impairment
losses are presented as separate line item
in profit or loss of the consolidated
statement of comprehensive income.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iR M SRR PR ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.11 Financial assets (Continued)

(iii) Measurement (Continued)

Debt instruments (Continued)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

FVOCI: Assets that are held for collection
of contractual cash flows and for selling
the financial assets, where the assets’ cash
flows represent solely payments of
principal and interest, are measured at
FVOCI. Movements in the carrying amount
are taken through other comprehensive
income, except for the recognition of
impairment gains or losses, interest
revenue and foreign exchange gains and
losses which are recognised in profit or
loss. When the financial asset is
derecognised, the cumulative gain or loss
previously recognised in other comprehensive
income is reclassified from equity to profit
or loss and recognised in “other gains/
(losses)- net”. Interest income from these
financial assets is included in finance
income using the effective interest rate
method. Foreign exchange gains and losses
are presented in “other gains/(losses)
— net” and impairment losses are
presented as a separate line item in profit
or loss of the consolidated statement of
comprehensive income.

FVPL: Assets that do not meet the criteria
for amortised cost or FVOCI are measured
at FVPL. A gain or loss on a debt
investment that is subsequently measured
at FVPL is exchanged in profit or loss and
presented net within “’other gains/
(losses) — net” in the period in which it
arises.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.11 Financial assets (Continued)

(iv) Impairment

The Group assesses on a forward looking basis
the expected credit losses associated with its
debt instruments carried at a amortised cost. The
impairment methodology applied depends on
whether there has been a significant increase in
credit risk. Note 3.1(b) details how the Group
determines whether there has been a significant
increase in credit risk.

Expected credit losses are a probability-weighted
estimation of credit losses (i.e. the present value
of all cash shortfalls) over the expected life of
the financial assets.

The Group has the following types of assets that
are subject to IFRS 9's expected credit loss
model:

o trade receivables
o other receivables
o cash and bank balances
o restricted bank balances

While cash and bank balances, restricted bank
balances and other receivables are also subject
to the impairment requirements of IFRS 9, the
identified impairment loss was immaterial.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.11 Financial assets (Continued)

(iv) Impairment (Continued)

For trade receivables, the Group applies the
simplified approach permitted by IFRS 9, which
requires expected lifetime losses to be
recognised from initial recognition of the assets.
The provision matrix is determined based on
historical observed default rates over the
expected life of the trade receivables with
similar risk characteristics and is adjusted for
forward-looking estimates. At every reporting
date the historical observed default rates are
updated and changes in the forward-looking
estimates are analysed.

Impairment on other receivables, cash and bank
balances and restricted bank balances are
measured as lifetime expected credit losses if a
significant increase in credit risk of a receivable
has occurred since initial recognition.

Impairment on other receivables and amounts
due from related parties is measured as either
12-month expected credit losses or lifetime
expected credit loss, depending on whether
there has been a significant increase in credit
risk since initial recognition. If a significant
increase in credit risk of a receivable has
occurred since initial recognition, then
impairment is measured as lifetime expected
credit losses.

If, in a subsequent period, the amount of the
impairment loss decreases and the decrease can
be related objectively to an event occurring after
the impairment was recognised, the reversal of
the previously recognised impairment loss is
recognised in the consolidated statement of
comprehensive income.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A BT R R YA (48)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 EXEFHERHSE@

POLICIES (Continued)

2.12 Offsetting financial instruments

2.12 LT H

Financial assets and liabilities are offset and the net
amount reported in the consolidated balance sheets
where the Group currently has a legally enforceable
right to offset the recognized amounts, and there is an
intention to settle on a net basis or realise the asset
and settle the liability simultaneously. The legally
enforceable right must not be contingent on future
events and must be enforceable in the normal course
of business and in the event of default, insolvency or
bankruptcy of the relevant company or the
counterparty.

2.13 Trade and other receivables and amounts due

from related parties

Trade receivables are amounts due from customers for
the provision of gold mine hazardous waste treatment
services and sales of recycled products. Amounts due
from related parties are loans provided to related
parties with interest, and they are unsecured and
repayable on demand. If collection of trade and other
receivables and amounts due from related parties is
expected in one year or less (or in the normal
operating cycle of the business if longer), they are
classified as current assets. If not, they are presented
as non-current assets.

Trade and other receivables and amounts due from
related parties are recognized initially at fair value and
subsequently measured at amortized cost using the
effective interest method, less allowance for
impairment.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.14 Contract assets and liabilities

2.15

Upon entering into a contract with a customer, the
Group obtains rights to receive consideration from the
customer and assumes performance obligations to
transfer goods or services to the customer. The
combination of those rights and performance
obligations gives rise to a net asset or a net liability
depending on the relationship between the remaining
rights and the performance obligations. The contract is
an asset and recognized as contract assets if the
measure of the remaining conditional rights to
consideration exceeds the satisfied performance
obligations. Conversely, the contract is a liability and
recognized as contract liabilities if the measure of the
remaining performance obligations exceeds the
measure of the remaining rights.

Inventories

Inventories are stated at the lower of cost and net
realizable value. Cost is determined on the weighted
average basis and, in the case of work in progress
and finished goods, comprises direct materials, direct
labor and an appropriate proportion of overheads. Net
realizable value is based on estimated selling prices
less any estimated costs to be incurred to completion
and disposal.

2.16 Cash and cash equivalents

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Cash is cash on hand and demand deposits. Cash
equivalents are short-term, highly liquid investments
that are readily convertible to known amounts of cash
and which are subject to insignificant risk of changes
in value. In the consolidated statement of cash flows,
cash and cash equivalents includes cash at bank and
on hand and short-term bank deposits with original
maturities of three months or less.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A BT R R YA (48)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 EXEFHERHSE@
POLICIES (Continued)
2.17 Share capital 2.17 =&

Ordinary shares are classified as equity (Note 25).

Incremental costs directly attributable to the issue of
new shares or options are shown in equity as a
deduction, net of tax, from the proceeds.

Where the Company issued shares at a premium,
whether for cash or otherwise, a sum equal to the
aggregate amount of the value of the premiums over
share capital shall be classified as share premium.

2.18 Trade and other payables and amounts due

to related parties

Trade payables represent liabilities for products and
services provided to the Group prior to the end of the
reporting year which are unpaid. Trade and other
payables and amounts due to related parties are
classified as current liabilities if payment is due within
one year or less (or within the normal operating cycle
of the business if longer). If not, they are presented
as non-current liabilities.

Trade and other payables and amounts due to related
parties are recognized initially at fair value and
subsequently measured at amortized cost using the
effective interest method.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.19

2.20

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Borrowings

Borrowings are initially recognised at fair value, net of
transaction costs incurred. Borrowings are
subsequently measured at amortised cost. Any
difference between the proceeds (net of transaction
costs) and the redemption amount is recognised in
profit or loss over the period of the borrowings using
the effective interest method. Fees paid on the
establishment of loan facilities are recognised as
transaction costs of the loan to the extent that it is
probable that some or all of the facility will be drawn
down. In this case, the fee is deferred until the draw
down occurs. To the extent there is no evidence that
it is probable that some or all of the facility will be
drawn down, the fee is capitalised as a prepayment
for liquidity services and amortised over the period of
the facility to which it relates.

Borrowings are removed from the balance sheet when
the obligation specified in the contract is discharged,
cancelled or expired. The difference between the
carrying amount of a financial liability that has been
extinguished or transferred to another party and the
consideration paid, including any non-cash assets
transferred or liabilities assumed, is recognised in profit
or loss as other income or finance costs.

Borrowings are classified as current liabilities unless the
Group has an unconditional right to defer settlement
of the liability for at least 12 months after the
reporting year/period.

Borrowing costs

General and specific borrowing costs that are directly
attributable to the acquisition, construction or
production of a qualifying asset are capitalised during
the period of time that is required to complete and
prepare the asset for its intended use or sale.
Qualifying assets are assets that necessarily take a
substantial period of time to get ready for their
intended use or sale.

2

XEFBRBE @

2.19 &%

ERNTRATFENGAEER S
PRAIRTERR o R EIRIRE A A
FTE - ISR (R R HKA) &

BEeRNERNERHEAERR
MEXAEBRPRER - RILE KA

BEENMER  RARERIE T
PMERMERERR/ERNRIHK
Ko RUERT - ZBRGELE
REEE R - WL EE BB A
EERETHMARE  AZER
SRFAEL IMERBDESIRBTH
FAN IR - I H B E A R A

SAKTRENTERR  BUEHK
EwmE - EREEEREBERTS
Bre BEERIERT R ISR
BENEEERENRE(RED
BRNERSEESMIAENRE)
ZENER ERSTRRSEMD
WAKBE A

EBRNEARBEE  EAEEE
BEEGEEFGEZaES B BIE
EEREFE/HEEED12EA
= BIBRON o

2.20 ERRE

WiE ERIEEABEREERR
FEMHE — R R EE A - 58
RIS - BRIEERBEEER
REMBREEMTREHHR AR
RER - ABEREERTERERR
RIERIBEE AR HER R EE

ANNUAL REPORT 2021



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.20 Borrowing costs (Continued)

2.21

Investment income earned on the temporary
investment of specific borrowings pending their
expenditure on qualifying assets is deducted from the
borrowing costs eligible for capitalisation.

All other borrowing costs are recognized in profit or
loss in the year/period in which they are incurred.

Current and deferred income tax

The income tax expense or credit for the period is the
tax payable on the current period’s taxable income
based on the applicable income tax rate for each
jurisdiction adjusted by changes in deferred tax assets
and liabilities attributable to temporary differences and
to unused tax losses.

(i)  Current income tax

The current income tax charge is calculated on
the basis of the tax laws enacted or
substantively enacted at the end of the
reporting period in the countries where the
Company’s subsidiaries operate and generate
taxable Management periodically
evaluates positions taken in tax returns with
respect to situations in which applicable tax
regulation is subject to interpretation. It
establishes provisions where appropriate on the
basis of amounts expected to be paid to the tax
authorities.

income.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.21 Current and deferred income tax (Continued)

@ii)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Deferred income tax

Deferred income tax is provided in full, using the
liability method, on temporary differences arising
between the tax bases of assets and liabilities
and their carrying amounts in the consolidated
financial statements. However, deferred tax
liabilities are not recognised if they arise from
the initial recognition of goodwill. Deferred
income tax is also not accounted for if it arises
from initial recognition of an asset or liability in
a transaction other than a business combination
that at the time of the transaction affects
neither accounting nor taxable profit or loss.
Deferred income tax is determined using tax
rates (and laws) that have been enacted or
substantially enacted by the end of the
reporting period and are expected to apply
when the related deferred income tax asset is
realised or the deferred income tax liability is
settled.

Deferred tax assets are recognised only if it is
probable that future taxable amounts will be
available to utilise those temporary differences
and losses.

Deferred tax liabilities and assets are not
recognised for temporary differences between
the carrying amount and tax bases of
investments in foreign operations where the
Company is able to control the timing of the
reversal of the temporary differences and it is
probable that the differences will not reverse in
the foreseeable future.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A BT R R YA (48)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.21 Current and deferred income tax (Continued)

(i)

Deferred income tax (Continued)

Deferred tax assets and liabilities are offset
when there is a legally enforceable right to
offset current tax assets and liabilities and when
the deferred tax balances relate to the same
taxation authority. Current tax assets and tax
liabilities are offset where the entity has a
legally enforceable right to offset and intends
either to settle on a net basis, or to realise the
asset and settle the liability simultaneously.

Current and deferred tax is recognised in profit
or loss, except to the extent that it relates to
items recognised in other comprehensive income
or directly in equity. In this case, the tax is also
recognised in other comprehensive income or
directly in equity, respectively.

2.22 Employee benefits

(i

Short-term obligations

Liabilities for wages and salaries, including
non-monetary benefits and accumulating sick
leave that are expected to be settled wholly
within 12 months after the end of the period in
which the employees render the related service
are recognised in respect of employees’ services
up to the end of the reporting period and are
measured at the amounts expected to be paid
when the liabilities are settled. The liabilities are
presented as current employee benefit
obligations in the balance sheet.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.22 Employee benefits (Continued)

(i)

(iii)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Pension obligations

In accordance with the rules and regulations in
the PRC, the PRC based employees of the Group
participate in various defined contribution
retirement benefit plans organized by the
relevant municipal and provincial governments in
the PRC under which the Group and the
employees are required to make monthly
contributions to these plans calculated as a
percentage of the employees’ salaries, subject to
certain ceiling. The municipal and provincial
governments undertake to assume the
retirement benefit obligations of all existing and
future retired PRC based employees payable
under the plans described above. Other than the
monthly contributions, the Group has no further
obligation for the payment of retirement and
other post-retirement benefits of its employees.
The assets of these plans are held separately
from those of the Group in an independent
fund managed by the PRC government. The
Group’s contributions to these plans are
expensed as incurred.

Housing funds, medical insurances and other
social insurances

The PRC employees of the Group are entitled to
participate in various government-supervised
housing funds, medical insurance and other
employee social insurance plan. The Group
contributes on a monthly basis to these funds
based on certain percentages of the salaries of
the employees, subject to certain ceiling. The
Group's liability in respect of these funds is
limited to the contributions payable in each
period.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.23 Revenue recognition

Revenue from contracts with customers

Revenue from contracts with customers is recognized
when control of goods or services is transferred to the
customers at an amount that reflects the
consideration to which the Group expects to be
entitled in exchange for those goods or services.

When the consideration in a contract includes a
variable amount, the amount of consideration is
estimated to which the Group will be entitled in
exchange for transferring the goods or services to the
customer. The variable consideration is estimated at
contract inception and constrained until it is highly
probable that a significant revenue reversal in the
amount of cumulative revenue recognized will not
occur when the associated uncertainty with the
variable consideration is subsequently resolved.

() Revenue from provision of gold mine hazardous
waste treatment services

Revenue from the provision of gold mine
hazardous waste treatment services is recognised
over the relevant period in which the services
are rendered based on the completion
percentage of the treatment services
performance obligation which is in turn
determined with reference to the percentage of
cost incurred up to date to the total cost.
Further analysis of the estimates and judgements
applied in the recognition of revenue from
provision of gold mine hazardous waste
treatment services is set out in Note 4(a).

The portion of service revenue received from
customers but not earned is recorded as
contract liabilities on the consolidated statement
of financial position as at the balance sheet
date. Amounts which will be earned within one
year is reflected as a current liability, and which
will be earned beyond one year is reflected as a
non-current liability.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

2

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.23 Revenue recognition (Continued)

Revenue from contracts with customers (Continued)
(i) Sales of recycled products

Revenue from sales of recycled products, namely
the pyritic concentrate, is recognized at the
point in time when control of the product is
transferred to customers, generally on delivery of
the products.

Other revenue — rental income

The Group derives rental income from investment
properties. Rental income is recognised on a
straight-line basis over the lease term. Initial direct
costs incurred in obtaining an operating lease (if any)
are added to the carrying amount of the underlying
asset and recognised as expense over the lease term
on the same basis as lease income.

2.24 Interest income

Interest income on financial assets at amortised cost
and financial assets at FVOCI calculated using the
effective interest method is recognised in profit or loss
as part of other income and finance income.

Interest income is presented as other income and
finance income and where it is earned from financial
assets that are held for cash management purposes.

Interest income is calculated by applying the effective
interest rate to the gross carrying amount of a financial
asset except for financial assets that subsequently
become credit-impaired. For credit-impaired financial
assets the effective interest rate is applied to the net
carrying amount of the financial asset (after deduction
of the loss allowance).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.25

2.26

Government grants

Grants from the government are recognised at their
fair value where there is a reasonable assurance that
the grant will be received and the Group will comply
with all attached conditions.

Government grants relating to costs are deferred and
recognised in the profit or loss over the period
necessary to match them with the costs that they are
intended to compensate.

Government grants relating to the purchase of
property, plant and equipment are included in
non-current liabilities as deferred revenue and are
credited to profit or loss on a straight-line basis over
the expected lives of the related assets.

Dividend distribution

Dividend distribution to the Company’s shareholders is
recognised as a liability in the Group’s financial
statements in the period in which the dividends are
approved by the Company’s shareholders or directors,
where appropriate.

3  FINANCIAL RISK MANAGEMENT

3.1

Financial risk factors

The Group’s activities expose it to a variety of
financial risks: market risk (including fair value interest
rate risk and cash flow interest rate risk, and foreign
exchange risk), credit risk and liquidity risk. The
Group's overall risk management programme focuses
on the unpredictability of financial markets and seeks
to minimise potential adverse effects on the Group’s
financial performance.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iR M SRR PR ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

3  FINANCIAL RISK MANAGEMENT (continued)

3.1 Financial risk factors (Continued)

(a) Market risk

(1)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Interest rate risk

The Group’s interest rate risk arises from
bank deposits and borrowings. Borrowings
obtained at variable rates expose the
Group to cash flow interest rate risk which
is partially offset by cash at bank with
variable interest rates. Borrowings obtained
at fixed rates expose the Group to fair
value interest rate risk. During the Track
Record Period, the Group’s borrowings
bore interest both at variable rates and
fixed rates.

Bank deposits carried at prevailing market
interest rate expose the Group to cash
flow interest rate risk. The Group closely
monitors trend of interest rate and its
impact on the Group’s interest rate risk
exposure to ensure it is within an
acceptable level. The Group currently has
not used any interest rate swap
arrangements but will consider hedging
interest rate risk should the need arise.

During the vyears ended 31 December
2021 and 2020, if interest rate on borrowings
had been higher/lower by 50 basis points
of current interest rate, with other variables
held constant, the Group’'s post-tax profit
would have been approximately RMB154,000
lower/higher and RMB139,000 lower/higher,
respectively.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

FINANCIAL RISK MANAGEMENT (Continued)

3.1

Financial risk factors (Continued)

(a)

(b)

Market risk (Continued)
(i)~ Foreign exchange risk

Foreign exchange risk arises from future
commercial transactions and recognised
assets and liabilities denominated in a
currency that is not the functional currency
of the relevant group entity. The Group
operates mainly in the PRC so it is not
exposed to significant foreign exchange
risk arising from foreign currency
transactions.

Credit risk

Credit risk refers to the risk that the counterparty
to a financial instrument would fail to discharge
its obligation under the terms of the financial
instrument and cause a financial loss to the
Group. The Group’s exposure to credit risk
mainly arises from granting credit to customers
in the ordinary course of its operations.

The credit risk of the Group’s financial assets,
which mainly comprise cash and cash
equivalents, trade and other receivables and
amounts due from related parties, arises from
potential default of the counterparty, with a
maximum exposure equal to the carrying
amounts of these instruments.

All of the Group’s trade receivables, other
receivables and amounts due from related
parties have no collateral. The Group assessed
the credit quality of the counterparties by taking
into account their financial position, credit
history, forward looking information and other
factors. Management also regularly reviews the
recoverability of these receivables and follow up
the disputes or amounts overdue, if any.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iR M SRR PR ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

3  FINANCIAL RISK MANAGEMENT (continued)

3.1 Financial risk factors (Continued)

(b) Credit risk (Continued)

(1)

(i)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Credit risks of cash and bank balances,
including restricted bank balances

As at 31 December 2021 and 2020,
substantially all of the Group’s bank
deposits were deposited with major
financial institutions incorporated in the
PRC, which management believes are of
high-credit-quality without significant credit
risk.

Credit risks of trade receivables

The Group is engaged in the provision of
gold mine hazardous waste treatment
services and sales of recycled products.
The Group's customers for the provision of
gold mine hazardous waste treatment
services are mainly gold smelting
companies while customers for the sale of
recycled products are mainly companies
primarily engaged in the business of
production or trading of chemical
products. The «credit terms grant to
customers are generally ranged from 30 to
60 days from the invoice date.

The Group applies the IFRS 9 simplified
approach to provide for expected credit
losses, which permits the use of the
lifetime expected loss provision for all
trade receivables. To measure the expected
credit losses, trade receivables have been
grouped based on shared credit risk
characteristics and the aging of trade
receivables. The expected credit losses also
incorporate forward looking information
affecting the ability of the customers to
settle the receivables.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

3  FINANCIAL RISK MANAGEMENT (continued)

3.1

Financial risk factors (Continued)

(b) Credit risk (Continued)

(i)

Credit risks of trade receivables (Continued)

The Group considers the probability of
default upon initial recognition of asset and
whether there has been a significant
increase in credit risk on an ongoing basis
throughout each reporting period. To assess
whether there is a significant increase in
credit risk, the Group compares the risk of
default occurring on the asset as at the
reporting date with the risk of default as at
the date of initial recognition. It considers
available reasonable and supportive
forwarding-looking information. Especially
the following indicators are incorporated:

o actual or expected significant adverse
changes in business, financial or
economic conditions that are
expected to cause a significant
change to the customers’ ability to
meet its obligations;

o actual or expected significant
changes in the operating results of
customers;

o significant changes in the expected

performance and behaviour of
customers, including changes in the
payment status.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iR M SRR PR ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

3  FINANCIAL RISK MANAGEMENT (continued)

3.1 Financial risk factors (Continued)

(b) Credit risk (Continued)

(i)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Credit risks of trade receivables (Continued)

Individually impaired trade receivable is
related to customer who is experiencing
unexpected economic difficulties. The
Group expects that part of long aged
trade receivables related to provision of
gold mine hazardous waste treatment
services will have difficulty to be recovered
and has recognised impairment losses.
Starting from the second half year of
2021, the collection of trade receivables
from those gold smelting companies
slowed down gradually because Shandong
province had further strengthened the
safety production requirements for all gold
smelting companies. And the Group's
major customers were subject to
inspection of production safety and
improvement of production safety. As at
31 December 2021, trade receivable of
approximately RMB1,057,000 (2020:
RMBO) has been provided for loss
allowance for these individually assessed
receivables.

3
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

3  FINANCIAL RISK MANAGEMENT (continued)

3.1

Financial risk factors (Continued)

(b) Credit risk (Continued)

(i)

Credit risks of trade receivables (Continued)

In determining the expected credit loss
(“ECL") of the remaining trade receivables,
the management of the Group considered
that:

1.  For trade receivables relating to
provision of gold mine hazardous
waste treatment services, major
customers are state-owned gold
smelting companies of prominent
gold mining groups in Shandong
province. Majority of the customers
have good credit rating, and there
were no bad debt history. The
inspection of production safety
conducted by Shandong province
was completed and those gold
smelting companies have resumed
normal production and also resumed
payment of trade receivables to the
Group. The Group expect the
individual impairment losses was
sufficient. Therefore an expected
credit loss rate of 0.5% is applied to
the remaining trade receivables
related to provision of gold mine
hazardous waste treatment services
across different time bands.

3 UHBEKRER®

3.1

B35 B P B 3% (&)

(b) 1SE/mEAE &)

2021 sE $§

(i)

B SN E B

& (&)

BESRTE S EWHE
MIEMEEER (1BH
EEERDE  KAEE
EEERS

1. HRHEEHSE
EEEYRIER
BEBNE S E
WHE 22X
FARLREESR
CEEENESF
BEERRAF
ABLBEFEWE
EERRI A
I #E AR S0 8% o
WA B e Y
TERZEHR
B BZEES
AT E R
EFEEE " TFE
MEMAERL
8 5 ' K&K
IH o NEBE B
BRREBER
R B Y
7 [ B ER B4R it
CREEEME
BREAHENE
#®E 5 E W E
X F0.5% Y 78 B

EERBEX-

RERRERREAERAS

121



122

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

3  FINANCIAL RISK MANAGEMENT (continued)

3.1 Financial risk factors (Continued)

(b) Credit risk (Continued)

3 HWHBEEER@

3.1 MBEBEEE @)
(b) EEEE &)
() B ZEKFIELEERE

(i) Credit risks of trade receivables (Continued)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

For trade receivables relating to sales
of recycled products, major customers
are chemical manufacturing
companies and trading with low
receivable balances and no bad debt
history. The Group considered that
there would be no significant change
in the risk profile of its customers
as the Group continues to serve its
long-standing customers and the
historical cash flow recovery is good.
As there is no significant change in
the business, actual loss rates for
trade receivables related to sales of
recycled products, customer profile
and the adjustments for forward
looking information during the year,
the change in the expected credit
loss rates for the provision matrix
is insignificant throughout the year.
Therefore an expected credit loss
rate of 0.5% is applied to trade
receivables related to sales of recycled
products across different time bands.

2.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

3  FINANCIAL RISK MANAGEMENT (continued)

3.1

Financial risk factors (Continued)

(b) Credit risk (Continued)

(i)

Credit risks of trade receivables (Continued)

In determining the expected loss rate, the
Group calculated the probability of
default (“PD”) and potential loss given
default (“LGD") for each class of trade
receivables by incorporating forward-looking
adjustments, taking into accounts the
effect of macroeconomic variables such as
the gross domestic product index (“GDP")
of the PRC in which the Group provide its
services.

The Group considers that the expected
credit loss provided was sufficient for the
year.

The following table shows the loss
allowance provision for the Group’s trade
receivables as at 31 December 2021 and
2020.

1-30
\EVH

Track Record Period HENE
1Z308
RMB'000

ARETT

3 UHBEKRER®

3.1

31-60
days
31608
RMB'000
ARBTT

B35 B P B 3% (&)

(b) 1SE/mEAE &)

61-90
days
61F908
RMB'000
AREFT

(i)

91E180H
RMB'000
ARBTT

91-180
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ETEEREBREEE
ENFE  flImAEHE
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AEBERR  NFERRE
HOBEREERERBE
R

TRERTAERRZ
T —FRZITTF
+ZA=+—HBHES
FEWGRIE T IR /Y B 48 4
=K

Over

180 days
1808 LAE
RMB'000
ARETT

Total

@t
RMB'000
ARETT

\EVH

As at 31 December 2021 WRZF=—%F

+ZRA=+-H
Gross carrying amount REAE 13,953 8,057 11,846 17,641 3,890 55,387
Expected loss rate BHEBEX 0.5% 0.5% 0.5% 0.5% 0.5%
Loss allowance BRER 70 40 59 88 20 277
Individually impaired {1505 (B P e 53R

receivables - — — - 1,057 1,057

Total loss allowance ERERER 70 40 59 88 1,077 1,334
As at 31 December 2020 WR=-F-FF

+ZA=+-H
Gross carrying amount RHEE 9,243 10,673 1,890 1,142 - 22,948
Expected loss rate BHEBEX 0.5% 0.5% 0.5% 0.5% —
Total loss allowance BERBLEE 46 53 10 6 — 115

2021 ] BERRARRNRARAE
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iR M SRR PR ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

3  FINANCIAL RISK MANAGEMENT (continued)

3.1 Financial risk factors (Continued)

(b) Credit risk (Continued)

(i)

(ifi)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Credit risks of trade receivables (Continued)

As at 31 December 2021 and 2020,
balances of trade receivables aged within
30 days were generally current and not
past due.

The Group assesses the credit quality of its
customers by taking into account various
factors such as their financial position, past
experience and other factors including but
not limited to the economic impact of the
unprecedented COVID-19 pandemic on the
customers’ and the region in which they
operate. Individual risk limits are set based
on internal or external ratings in
accordance with limits set by the
management. The compliance with credit
limits by customers is regularly monitored
by the management.

Credit risks of other receivables and
amounts due from related parties

For other receivables and amounts due
from related parties, management makes
periodic collective assessments as well as
individual assessment on the recoverability
of such receivables based on historical
settlement records and past experience.
The directors believe that there is no
material credit risk inherent in the Group's
outstanding balance of other receivables and
amounts due from related parties as the
Group closely monitors their repayment.

3
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(b) (SEE R 4E)

(i)

(ifi)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

3  FINANCIAL RISK MANAGEMENT (continued)

3.1

Financial risk factors (Continued)

(b) Credit risk (Continued)

(0

Credit risks of other receivables and
amounts due from related parties
(Continued)

(iir)

As at 31 December 2021 and 2020,
management consider the credit risks of
other receivables and amounts due from
related parties as low since the
counterparties have a strong capacity to
meet the contractual cash flow obligations
in the near term. The Group has assessed
that the expected credit losses for these
receivables as immaterial under the 12
months expected losses method. Thus, the
loss allowance provision recognized during
the Track Record Period for these balances
is close to zero.

Liquidity risk

To manage the liquidity risk, the Group monitors
and maintains a level of cash and cash equivalents
deemed adequate by the management to finance
the Group’s operations and mitigate the effects
of fluctuations in cash flows. The Group expects
to fund its future cash flow needs through
internally generated cash flows from operations
and borrowings from financial institutions.
Management believes that there is no significant
liquidity risk in view of the expected cash flow
from operations and continuous support from
banks in the coming twelve months.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

3 FINANCIAL RISK MANAGEMENT (Continued) 3 HMBRKREERE@®
3.1 Financial risk factors (Continued) 3.1 HBEEMEZE @
(c) Liquidity risk (Continued) () FZEELEMEE)

TRBESBSHREAH
AR THEEAEER
LR B ERERIE
ARER ST - TREER
TEABNAURRDRE -

The tables below analyse the Group’s
non-derivative financial liabilities into relevant
maturity groupings based on the remaining
period at the end of each reporting period to
the contractual maturity date. The amounts
disclosed in the tables are the contractual

undiscounted cash flows.

Between Between
Less than 1 and 2 and Over
1 year 2 years 5 years 5 years Total
DR1E 1E2% 2E5E SELLE @t
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETT ARETT ARETR ARBTT ARETR
As at 31 December 2021 R-B=—-F
+ZA=+-H
Trade payables BHEMNHE 11,689 = = = 11,689
Other payables (excluding HipERFE (T
non-financial liabilities) FeRaR) 5,769 = = = 5,769
Borrowings, including ER(BEEMFE)
interest payables 3,712 29,371 9,938 — 43,021
Lease liabilities HEEE 595 329 — — 924
Other liabilities HtgE
— payable to LZ Assets — EREMEE = 50,400 61,600 — 112,000
21,765 80,100 71,538 — 173,403
As at 31 December 2020 R-B-FF
+ZA=+-H
Trade payables BHEMNFE 20,147 — - — 20,147
Other payables (excluding HioERFE (T
non-financial liabilities) FeEaRE) 9,212 - — - 9,212
Dividend Payable FEFTRR & 11,600 40,600 — — 52,200
Amounts due to the FE 1 P2 B R R 5008
Controlling Shareholder 8,217 — — — 8,217
Borrowings, including EBR(BEER
interest payables FIE) 3,800 3,714 39,268 — 46,782
Lease liabilities HEERE 589 334 162 702 1,787
Other liabilities HibBE
— retention payable — ENRES 17,892 — — — 17,892
Other liabilities HiBfE
— payable to LZ Assets — EREMEE - — 112,000 — 112,000
71,457 44,648 151,430 702 268,237

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

3  FINANCIAL RISK MANAGEMENT (continued)
3.2 Capital management

The Group’s objectives when managing capital are to:

o safeguard the ability to continue as a going
concern, so that the Group can continue to
provide returns for shareholders and benefits for
other stakeholders, and

o maintain an optimal capital structure to reduce
the cost of capital.

In order to maintain or adjust the capital structure,
the Group may adjust the amount of dividends paid to
shareholders, return capital to shareholders, issue new
shares or sell assets to reduce debt.

The Group monitors capital on the basis of the
gearing ratio, being total net debt divided by total
capital. Total capital is the total of net debts and total
equity as shown on the consolidated statement of
financial position.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

3  FINANCIAL RISK MANAGEMENT (continued)

3.2

3.3

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Capital management (Continued)

The gearing ratios during the years ended

31 December 2021 and 2020 were as follow:

3 BMBERER®

3.2

EXEE @)

REBEEZE-_—FR_ZT_ZTF
T+ A=+ BLEFEMNEGBLE
KRBT

As at 31 December
R+=-A=+—H

2021 2020

—E-=F
— = —=

RMB’000
ARETT

—B-—5
RMB’000
ARBTFR

Borrowings (Note 29) B (FFE29) 39,900 42,000
Lease liabilities (Note 14) HEa®E(WE14) 866 1,585
Amount due to the Controlling &~ 2 A% 3% 38 3k 18
Shareholder (Note 34(b)) (Bt 5% 34(b)) — 8,217
Other liabilities — payable to LZ ~E#f&EF — &R HIM
Assets (Note 31) EE(HE31) 96,790 92,489
Total debt RIET 137,556 144,291
Less: Cash and bank balances BB RIRTTER
(Note 24) (F15E24) (235,593) (45,363)
Net (asset)/debt (a) F(BE)/ BB Q) (98,037) 98,928
Total equity R 388,184 106,124
Total capital (b) 48& K (b) 290,147 205,052
Gearing ratio (a/b) BXEFELE@/Db) N/A 48%
The decrease in gearing ratio from 31 December B -ZTFE-_F-_—F1+=A

2020 to 2021 was mainly resulted from proceeds of
issue new shares in 2021.

Fair value estimation

The carrying values less impairment provision of trade
receivables, deposits, financial assets at fair value
through other comprehensive income and other
receivables and payables are a reasonable
approximation of their fair values. The fair value of
financial liabilities for disclosure purposes is estimated
by discounting the future contractual cash flows at the
current market interest rate that is available to the
Group for similar financial instruments.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS

The preparation of consolidated financial statements requires
the use of accounting estimates which, by definition, will
seldom equal the actual results. Management also needs to
exercise judgement in applying the Group’s accounting
policies.

Estimates and judgements are continually evaluated. They
are based on historical experience and other factors,
including expectations of future events that may have a
financial impact on the entity and that are believed to be
reasonable under the circumstances. The estimates and
assumptions that have a significant risk of causing a
material adjustment to the carrying amounts of assets and
liabilities within the next financial year are addressed below.

(a) Revenue recognition from provision of gold
mine hazardous waste treatment services

The Group’s gold mine hazardous waste treatment
services are conducted in various detoxing processes
and integrated with the production process of recycled
products such as pyrite concentrate and high-gold
pyrite concentrate which can be sold for sales
revenue. The Group recognises revenue based on the
completion percentage of the treatment services
performance obligation which is in turn determined
with reference to the percentage of cost incurred up
to date to the total cost. The determination of
performance obligation and the completion
percentage of performance obligation
judgement, and the total cost of services involves
estimation.

involves
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

4 CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS (Continued)

(b)

(c)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Estimated lease term of warehouses

The Group leased two warehouses to LZ Assets (as
defined in Note 31). The lease term in the lease
contracts is 20 years with a committed minimum lease
period of 5 years and with an option to both the
Group and the lessee to terminate the lease
arrangement upon the expiry of the committed 5
years lease period subject to a compensation of one
year rental. The Group considers that there is a
likelihood that the lessee will exercise the right to
terminate the lease arrangement upon the expiry of
the committed 5 years lease period and accordingly
the Group accounted for the leases as a five year
lease contract, with the remaining rental payment
refundable to LZ Assets being accounted for as Other
liabilities — payable to LZ Assets. The estimation of
period involves judgement.

Estimated useful lives and residual values of
property, plant and equipment

The Group’s management determines the estimated
useful lives and residual values and consequently the
related depreciation charges for its property, plant and
equipment, and reviews the useful lives and residual
values periodically to ensure that the method and
rates of depreciation are consistent with the expected
pattern of realization of economic benefits from
property, plant and equipment. This estimate is based
on the historical experience of the actual useful lives
of property, plant and equipment of similar nature and
functions. If there are significant changes from
previously estimated useful lives and residual values,
the amount of depreciation expenses may change.

4
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS (Continued)

(d)

(e)

Impairment of property, plant and
equipment

The carrying amounts of items of property, plant and
equipment are reviewed for impairment when events
or changes in circumstances indicate the carrying
amounts may not be recoverable in accordance with
the accounting policy as disclosed in note 2.7 to the
consolidated financial statements. The recoverable
amount is the higher of its fair value less costs of
disposal and value in use, and calculations of which
involve the use of estimates. In estimating the
recoverable amounts of assets, various assumptions,
including future cash flows and discount rates, are
made. If future events do not correspond to such
assumptions, the recoverable amounts will need to be
revised, and this may have an impact on the Group’s
results of operations or financial position. The carrying
amounts of property, plant and equipment in the
consolidated statement of financial positions are set
out in Note 15 to the consolidated financial statements.

Impairment of financial assets

The loss allowances for financial assets are based on
assumptions about risk of default and expected loss
rates. The Group uses judgement in making these
assumptions and selecting the inputs to the
impairment calculation, based on the Group’s past
history, existing market conditions as well as forward
looking estimates at the end of each reporting period.
Details of the key assumptions and inputs used are
disclosed in the note 3.1(b).
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ERNAKBE 2 BERS RAMS
ARRA R ATE AR AEERE
BEPRIEHZ SRR IEESE
B 2 B A BUR R & SR AT - P
FE E B R K A BB
310 HEE -

RERRERREAERAS
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

4 CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS (Continued)

()

Current and deferred income taxes

The Group is subject to income taxes in a few
jurisdictions. Judgement is required in determining the
provision for income taxes. Where the final tax
outcome of these matters is different from the
amounts that were initially recorded, such differences
will impact the current income tax and deferred
income tax provisions in the periods in which such
determinations are made.

Deferred income tax assets and liabilities relating to
certain temporary differences are recognised as
management considers that it is probable that future
taxable profits will be available against which the
temporary differences can be utilised. Where the
expectation is different from the original estimate,
such differences will impact the recognition of
deferred income tax assets and liabilities and taxation
in the periods in which such estimate is changed.

5 SEGMENT INFORMATION

(a)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Description of segments and principal
activities

The Group’s CODM has been identified as the
executive directors of the board and the chief financial
controller.

The Group is principally engaged in the provision of
gold mine hazardous waste treatment services and
sales of recycled products such as pyrite concentrate
in the PRC. The process of the treatment services and
production of the resultant recycled products are in
one integral process. Also, for the purpose of resource
allocation and performance assessment, the CODM
reviews and assesses the overall results and financial
position of the Group as a whole. Accordingly, the
CODM determines that the Group has only one single
reportable segment. Management of the Group
assesses the performance of the reportable segment
based on the revenue and gross profit for the years of
the Group as presented in the consolidated statement
of comprehensive income.

4

5

B $2 & ot ot R FER ()

()

B FA % 3B 3E R 5 81

AEBANE T AEERBMATE
B EEEMSHBERRTEREN
HE - MR EFHENFERGRERR
HERVRENEE TR KEER
#5521 i E R R R BN A AT S 3%
FIRFEFRISTI A -

RERER QR LR RKERK
s ) AT P A K 5 B B 1 LR - K
SEEREETEREZEAHEN
EXEFRBHREERAE - HTAHHE
REMEFIR  ZEFERBEF
ERRAGLAEEHRELHAERE
ERBERFHBENER -

SEBEF

(a)

SEBRAREEIEE

AEENTIERERREBIIRE
FENTEST Y HRE -

AEBTERNTERFRMHSES
EREMEEREMEEFSLEER
(WERHETE) - IR R BIZ R H 1%
TEBLERE—EEEBE -1t
Sh e MERDBRKRBAMEMS
TELERRABRBEHRAGEA
SEEBBREMMBNR - it -
TERERRARRAEEES —
EE—FIREDH - AEEERE
RIFZE 2B SRR E
B A et K B AFE AT s o A
MR -
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5 SEGMENT INFORMATION (continued)

(a)

(b)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

5

Description of segments and principal

activities (Continued)

The Group’s principal market, majority of revenue and
operating profit and all operations and non-current

assets are

in Shandong province of the PRC.

Accordingly, no geographical segment information is

presented.

Revenue during the years ended

31 December 2021 and 2020

Revenue from contract with
customers within the scope of
IFRS 15

Revenue from provision of gold

B PR B 75 4 5 22 A
SBIsSREE AR
EREHNE

RHUTEAEEYEE

PEBEE (@)
(a)

AEENETEMS Ao RER
REBNRBRGMERDEE
BERPEILRE - Bt WEE

iRA BTSRRI A (4R)

S ERERBA R £ EiHE (@)

UM HAH -

(b)

R8E-F=

—ER-F-F

F+-A=+—BHLEEENK

3

Year ended 31 December

BE=E+-—A=+—HLEE

2021

—E-—%F
RMB’000
ARBTR

2020
—E-TF
RMB’000
ARET T

mine hazardous waste treatment BR 755 &9 Uk 2=
services 96,581 107,958
Revenue from sales of recycled SHE A E m I W s
products 145,955 82,514
Others Ei — 413
242,536 190,885
Other Revenue Hiblir iz
Rental income s ON 14,507 14,507
257,043 205,392
Rental Income HEWA
Warehouse leasing rental rEMEMS (K5E31)
(Note 31) 14,507 14,507
2021 R BREREFREEFERAT

Y&
SN
»Y
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

5 SEGMENT INFORMATION (Continued) 5 S#MES@
(b) Revenue during the years ended (b) RBEE-FT-_—FR_-_F_-F

31 December 2021 and 2020 (Continued) S$+-HA=+—HIFEENW

= (|)

DA LR 1SHAE - B
PRE T30 45 Y AU 1 594 40 B PO BERS
MRR R MR RO ES A KK
HEDTRRTX :

The analysis of revenue from contract with customers
within the Scope of IFRS15 recognised over time and
at a point in time as required by IFRS15 is set out
below:

Year ended 31 December

BE+-A=1+—BILEE
2021 2020
—E-TF
RMB’000
ARBFIT

—®-—
RMB’000
ARBTFT

Recognized over time i B 80 52
Revenue from provision of gold RIESEEEEYMERERE

mine hazardous waste treatment Rl 75 B U 2

services 96,581 107,958
Recognized at a point in time MR E B g
Revenue from sales of recycled HEBEERNKE

products 145,955 82,514
Others EAh = 413

242,536 190,885
(c) Contract liabilities () EH¥EAEfRE

The Group recognized the following contract liabilities: REBBERATEHNEE
As at 31 December
R+=-A=+—H
2021 2020
—ET-FF
RMB’'000
ARBET T

—E-—%
RMB’000
ARETX

Contract liabilities related to BIRHEBEEEY
provision of gold mine BEREEBEN
hazardous waste treatment aRNaE
services 3,370 8,676
Contract liabilities related to sales  EE{HEBLEE R BRBH
of recycled products aHAaR 4,895 2,151
8,265 10,827

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

ANNUAL REPORT 2021



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A BT R R YA (48)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

5 SEGMENT INFORMATION (Continued) 5 SEERE @
() Contract liabilities (Continued) () EHEERE®@
The following table shows how much of the revenue TRINAREBEZZE - —FE=F
recognized during the years ended 31 December 2021 —ZEF+-_A=1+—HIFE®ER
and 2020 relates to carried-forward contract liabilities: WHFEESNBEREN KNGS

Year ended 31 December

B#E=E+-—A=+—HILFEE

2021 2020
—E-—% —ZE-TF
RMB’000 RMB'000
ARETT AREBTT
Revenue recognized that was SFAFEHRREEH
included in the balance of B B R

contract liabilities at the
beginning of the year
Provision of gold mine hazardous 1Rt &EEEEY

waste treatment services BRIE R 8,676 11,279
Sales of recycled products HEBEEm 2,151 3,962
10,827 15,241
(d) Unsatisfied contracts (d) REBITEH
The following table shows unsatisfied performance TRINTEEFPIIUMEHMESE
obligations resulting from contracts with customers: MARBITBHAERT

As at 31 December
R+=A=+—H
2021 2020

—T-—F —ET-FF
RMB’000 RMB’000
AREBTR AREETFT

Expected to be recognized TEERR N — F AR
within one year
Provision of gold mine hazardous 1R & HEA ZREY R 2

waste treatment services AR 7 3,370 8,676
Sales of recycled products HEBYEE® 4,895 2,151
8,265 10,827

2021 & 8 wRrEguxERA3 135



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

5 SEGMENT INFORMATION (Continued) 5 S#MES@
(e) Information about major customers (e) FHAXEEFHEHR
Revenue from individual customers which individually REERNBEFEBEAEEREE
accounted for 10% or more of the Group's total —E - FR-FTTF+A
revenue during the years ended 31 December 2021 =+—BIEFERWE10%3IA E
and 2020 is set out below: ST

Year ended 31 December

BE+-A=+—HILEE

2021 2020
—g-—F —T_TF
RMB’000 RMB’000
AREFT ARBT T
Customer A ZFEA 40,301 56,074
Customer B =FB 37,615 34,822
Customer C BFEC EHA(G) 20,852
() Contributed less than 10% of the Group’s total () REBEFEARNEEBKZE
revenue for the relevant year. HERADR10% ©
6 OTHER INCOME 6 HilgA

Year ended 31 December

BE+-A=t+—HILFE

2021 2020
—g-—F —ZE_TF
RMB’000 RMB’000
AREBFT ARETT
Interest income from a related party KB — BT
B WA — 5,144
Others HAh 78 43
78 5,187
During the year ended 31 December 2020, the Group's REBEZ-ZT-_FF+-_A=+—HILHF
subsidiary, HC Environmental, provided short-term loans to € REEN B B IEHIR R H 5
its related party, Zhonglian Cement (Note 34(a)), and FEEKORIRM R B ER (iE34) « 1
recognized interest income. The loan had been fully settled WRAEWA - ZERERBE_Z-_—
during the year ended 31 December 2021. FTA=T—"RIEFERBHLEE -

1 36 HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED ANNUAL REPORT 2021



7

OTHER (LOSSES)/GAINS — NET

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R & BTSRRI (4R

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

7 Hip(E5E) WERiFHE

Year ended 31 December

BE+-RA=1+—HI¥EE

2021 2020

—F-—% —E_TF

RMB’000 RMB’'000

ARETT AR¥ET T

Foreign exchange gains HINEE U2 7 249 154

Insurance claim RBRRE 91 175

Net (losses)/gains on disposal of HEME - BE &

property, plant and equipment and REREMEED
other assets (Note 32) (F518) Wz 3%

(M¥7E32) (500) 50

Others EAh 4 33

(156) 412

2021 ] BERRARRNRARAE

AN

0
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

8 EXPENSES BY NATURE 8

The analysis of cost of sales,

REEASFEX
HERA - HER RITHRA K20

selling expenses and

/,

N

AN

™

A
138

administrative expenses is as follow:

T

Year ended 31 December
BE+-A=1+—BHI=EE
2021 2020
—T T
RMB’'000
AREET T

—B-—4
RMB’000
ARETT

Raw materials and consumables used B 1E A R AM R M FEM 41,772 41,328
Changes in inventories of finished goods &K@ R EERFE

and work-in-progress #y) (263) (6,141)
Employee benefit expenses (Note 9) EERMFAXZ (M39) 16,658 12,615
Transportation expenses B 11,947 12,451
Electricity and water expenses KERX 11,754 13,015
Amortisation of right-of-use assets AR EE

(Note 14) (Mt7E14) 833 1,129
Depreciation of property, plant and ME - BELRERHBTE

equipment (Note 15) (KFsE15) 9,299 8,035
Depreciation of investment properties wEYEITE (Mi3E16)

(Note 16) 4,386 4,386
Amortisation of intangible assets mREEEEE(ME17)

(Note 17) 7 7
Taxes and levies WIE NS 4,250 3,717
Consultation and professional fees BALEEER 3,796 1,018
Repair and maintenance fee HIERREER 3,482 3,127
Entertainment expenses B e A S 3,090 3,563
Auditor’s remuneration — audit services 1% S Al 37 B

— BRR% 1,627 20
Production safety cost FEELZERA 1,560 1,621
Listing expenses WX 14,206 4,539
Donations t=]) 310 781
Others H A 3,867 3,135
Total Bt 132,581 108,346

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

ANNUAL REPORT 2021
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

EMPLOYEE BENEFIT EXPENSES

& S & AR

Year ended 31 December

HBE+-A=+—HLFE
2021 2020
—ETF
RMB’'000
ARBTFE

—E-—f
RMB’000
AR®ETT

Salaries, wages and bonuses e TERIEL 13,740 11,590
Contributions to pension plan, medical RINEETE - BERR
insurance and other social insurance N H g (R A 5k
(a) (a 2,532 664
Housing fund FEAES 386 361
16,658 12,615
(a) Contributions to pension plan (a) EBHAREFTENER

The PRC based employees of the Group participate in
various defined contribution retirement and social
benefit plans organized by the relevant municipal and
provincial governments in the PRC. The Group and the
employees are required to make monthly contributions
to these plans calculated as a percentage of
employees’ salaries, subject to certain ceiling. The
municipal and provincial governments undertake to
assume the retirement benefit obligations of all
existing and future retired PRC based employees
payable under the plans described above. The assets
of these plans are held separately from those of the
Group in an independent fund managed by the PRC
government. Other than the monthly contributions,
the Group has no further obligation for the payment
of retirement and other post-retirement benefits of its
employees. The Group’s contributions to these plans
are expensed as incurred.

During the year ended 31 December 2020, due to
COVID-19, part of the contributions to retirement and
social benefit plans, including pension insurance,
unemployment insurance and employee injury
insurance were exempted by the local government.

There were no forfeited contributions (by employers
on behalf of employees who leave the scheme prior to
vesting fully in such contributions) to offset existing
contributions under the defined contribution schemes.

2021 sE $§

AEENTEESE2EMTEER
BT R & BT AR 4 & 18 5UE
FRARRMEERAGE - AREK
BEABARZFFEHRK &8
REBTIEMNADLFIE  RER
LR o MR KA BUT AR E
RIE LA FH BB N FTAIRA KR
FORIR BB 8 B RIKAERIZ 5 -
ZEFTEMNEERAEENEED
Fl - HFERNEENBLESRE
B-BREBARIIN AEEYEX
T HEEBRKREMBRKEEN
R - AREHZFTEN
HAREERI AR

RBEE-_ZEZ-_ZTF+_A=+—H
1EFE - BRCOVID-19 - #5 T
B30 o R K KAt = 4B I A AR
HoBREERERR KERBRK
BETIBRRE -

BE T AEL M ER(AEER
RETBEB U RBGRATMRAE
MR B ) A H B E kAT E T A
BBEHR -

RERRERREAERAS



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

9 EMPLOYEE BENEFIT EXPENSES (cContinued) 9

(b) Five highest paid individuals

The five individuals whose emoluments were the
highest in the Group include three (2020: three)
directors for the years ended 31 December 2021.
Their emoluments are reflected in the analysis
presented in Note 37. Details of the remunerations of
the remaining two (2020: two) highest paid individuals
during the years ended 31 December 2021 and 2020
are as follows:

BEEAMAZ @
(b) ARSI AL

%EfE:—¢+_ﬁz+—Et
FE ALEBRNUERSFHALS
BlBE= %C_?_y =R E
= RENE R A FE37ATE
B REE-_E-_—FK_-F
—EFE+_A=+—HIEFEES
TN BRTME(ZE=2F : @
H)EANFMEFBISH T

Year ended 31 December

BE+-A=1+—HLFEE
2021 2020

—% —ET=F
RMB’000
AREF T

—%=
RMB’000
AREFT

Salaries, wages and bonuses e IERIEA 1,198 427
Contributions to pension plan, RREETE - EHE
housing fund, medical insurance NEE  BERRK
and other social benefits Hibr=g@F xR 71 19
1,269 446

The number of highest paid non-director individuals
whose remuneration for the years ended
31 December 2021 and 2020 fell within the following
bands are as follows:

B< 4R (EE
1,000,0007% 7T)

Emolument bands (Nil to
HK$1,000,000)

RBE-_TE - —FR_ZT-_FTF
+ZA=t+—HLEFEERFHHN
IEEEEA (MeBRATAR A
B

Year ended 31 December

BE+-A=1+—HIL¥E

2021
—B-—%

2020
—E-FF

During the years ended 31 December 2021 and
2020, none of the five highest paid individuals waived
or has agreed to waive any emoluments, and none of
the five highest paid individuals received emoluments
from the Group as inducement to join or upon joining
the Group, or as compensation for loss of office.

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

REE-_ZE-_—FR-_ZT-_ZF
+ZA=+—BLFE  Afigs
AT ENES R ENETN
e Afsxm A TR ER AR
S EWEE S ER AL ERE SN
AR S B R SRE BB E -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R & BTSRRI (4R

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

10 BAFSRAiFE

Year ended 31 December

BE+-A=+—BHILEE
2021 2020
—E-FF
RMB’000
ARBF T

10 FINANCE COSTS — NET

—E-—f
RMB’000
AR®ETT

Finance income AW
— Interest income derived from bank — RERITEHD
balances FEWA (412) (40)
Finance costs AR A
— Interest expenses on bank — RITERF B
borrowings 1,680 1,846
— Interest expenses relating to — HEEHELHEH
warehouse lease arrangements o B X
(Note 31) (PEE31) 4,301 4,109
— Interest expenses on lease liabilities — HEBEMERX
(Note 14) (FzE14) 26 70
— Other losses — HunEE 426 58
6,433 6,083
Less: borrowing costs capitalised in B RN BB &
property, plant and equipment HEEREH
BEKAK = —
6,433 6,083
Finance costs — net BA RS A A R 8 6,021 6,043
2021 £ 8 BRRARERARATE



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

11 INCOME TAX EXPENSE 11 FEBHREX

Year ended 31 December

BE+-—A=+—HILEE

2021 2020
—¥-—F —E_TF
RMB’000 RMB’000
AREBTRT ARBTT
PRC income tax R B AT IS AR
— Current income tax expense — BIEARTSRiF 2 28,025 23,464
— Deferred income tax expense — REAMBFAX
(Note 30) (F¥7£30) 3,506 160
31,531 23,624
The Group’s principal applicable taxes and tax rates are as AEENFTE2EATERTEMNT
follows:
(a) Cayman Islands, British Virgin Islands (“BVI”) (a) HSHERXBHETRHES
and Hong Kong ((RBHEERES ) REE
The Company is an exempted company incorporated RARARFEES MK E
in the Cayman Islands and is not liable for taxation in Henn BATRSHESH -
the Cayman Islands.
The Group's subsidiary incorporated in the BVI is AEERNEEER RSN
exempted company and is not liable for taxation in VUWERE AT BATEREER
the BVI. REEHEM -
Hong Kong profits tax was considered at the rate of RERA - BAEFERIRMEFTERT
16.5% on the estimated assessable profits for the A HI16.5%ETH - AEERFA
years. The Group did not have assessable profits in EEBLEERT BT

Hong Kong for the years.

(b) PEEXMAEH ((EEMT

(b) PRC corporate income tax (“CIT") #1

Taxation on PRC income has been calculated on the B LA B B TE AR SF O 5T FE AR TR
estimated assessable profit for the year at the rates of A IRIBEREEMBARSEMT
taxation prevailing in the PRC in which the Group’s WHPBEERITHESE - REZEZ
subsidiaries operate. The Company's subsidiaries T —FTHA=T—HLFE"
incorporated in PRC are subject to CIT at the rate of A EE AR B FE A SZ HY MY A A
25% (2020: 25%) for the year ended 31 December BL25% (Z T4 25%) R
2021. RGN EMEH -

/N
AN
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

INCOME TAX EXPENSE (Continued)

(c)

PRC withholding income tax

According to the CIT Law, a 10% withholding tax on
dividends received/receivable will be levied on the PRC
companies’ immediate holding companies established
out of the PRC. A lower withholding tax rate may be
applied if there is a tax treaty arrangement between
the PRC and the jurisdiction of the foreign immediate
holding companies and simultaneously certain
conditions are satisfied.

PRC withholding income tax has been provided for the
the Group expect Mainland China
subsidiaries to distribute these profits in the
foreseeable future. As at 31 December 2021, deferred
income tax liabilities of RMB1,800,000 (2020: nil) have
been recognised for the withholding tax that would be
payable on remitted earnings of PRC subsidiaries of
the Group amounting to RMB18,000,000 (2020: nil).

amounts

No PRC withholding income tax has been provided for
the remaining earnings which will be retained in
Mainland China for expansion of the Group’s operation.
As at 31 December 2021, deferred income tax liabilities
of RMB14,732,000 (2020: RMB6,320,000) have not
been recognised for the withholding tax that would be
payable on unremitted earnings of PRC subsidiaries
of the Group amounting to RMB147,320,000 (2020:
RMB63,204,000).

Fife B X @)
(0 PEENMREHR

2021 sE $§

RIBEEREHOE - EF BRI
SR B AR R B R AR A B AR
BB W B B I 10% TR 30
Mt o i R B L SMNB B R AR AR A RY
AEEBE CRAMBIROZHE
I FIB i 2 A TR - RIAE A
ERFAEMBEEK -

ERAEBEFERNR A TER R KB H
AT B A RS 9Kk % % i A 8
CEFHRPREMAEHEE - ©
—E-—F4+-_A=+—H A&&E
B Ay A BB B A A & A &9 FE 0
i A AR #18,000,000T (=& —
TF  T)  BEREEETHEH
BEARK1,800,000C(ZE_F
F£:1F)-

BMER AR T BAFHRFBIENME
TEE ZERAINEREBEFEA
HMARAERBEREBE R
——F+-A=+—H A£EH
BB A B ARE AR IBIR
BAR®147,320,0000C (ZEZF
F . AR#63,204,0005T) ¢ WK
BREBECHEHRABARE
14,732,000 (ZE T F . AR
#6,320,0007T) °

RERRERREAERAS
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

11 INCOME TAX EXPENSE (Continued) 11 FSEBHEXZ @
(c) PRC withholding income tax (Continued) (o) HEENFREH @

B 75 SR BB AT 1S B0 AT A M UK RO 7R
HEERGFESERGMNERNEE
MERGHNEREREUATER

The tax on the Group’s profit before income tax
differs from the theoretical amount that would arise
using the statutory tax rate applicable to profit of the
consolidated entities as follows:

Year ended 31 December

BE+-—A=+—HILFEE

2021 2020
—g-—F —T_TF
RMB’000 RMB’000
ARETT ARBET T
Profit before income tax B BT 1S 75 Bl & A 117,144 96,489
Tax calculated at the PRC statutory IZFRBEI{MZEFSH =R
tax rate of 25% (2020: 25%) 25% =T E R IE
TEFF 1 25%) 29,286 24,122
Tax effects of: NTEEBENRBZE
— Impact of different tax rates at — AR HI TR E
a different tax regime KR & 2,223 216
— Expenses not deductible for — TR SRS
income tax purpose 465 1,227
— Income not subject to income = — BEBNFTEFIUA
tax (3,649) (2,063)
— Tax losses for which no — I AR L R AT
deferred income tax asset was FREHEER
recognised WA B 1,406 428
— Additional deduction on — BB
research and development R
expenses = (306)
— Withholding tax — FEHF 1,800 —
Tax charge MIESZ 31,531 23,624

N
/$ A
144
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

11 INCOME TAX EXPENSE (Continued)

(c)

PRC withholding income tax (Continued)

(i)

In accordance with the Circular of the Ministry
of Finance and the State Administration of
Taxation on Issues concerning Implementing the
Enterprise Income Tax Incentive Catalogue for
Comprehensive Utilization of Resources Cai Shui
[2008] No. 47 ((MAEXEF - BRI G BRENHTT
BRGANBEEMGHESESRFERENS
) BFF2[2008]475%), an enterprise, which uses
the raw materials under the catalogue to
produce recycled resource products under the
catalogue and the products meet the national or
industrial standards, is entitled to incentive tax
arrangement such that 90% of the sales
revenue of the products is subject to the
calculation of the taxable income. The Group’s
sales of recycled products qualify for the
incentive tax arrangement and therefore 10% of
the Group’s revenue from sales of recycled
products was deducted from the taxable income
of the Group in the calculation of CIT during the
years.

12 EARNINGS PER SHARE

(a)

Basic

The basic earnings per share is calculated by dividing
the profit attributable to owners of the Company by
the weighted average number of ordinary shares in
issue during the years.

Profit attributable to owners of the

11 FiSBiAX @
(c) HEFEINREH @

12 BREF
X

(a)

ZN/NSIE DN bl

(i)

RIBCHBES - BIRBREER
BARATERFAFNAER
PIEEERREREEN
3 AN) B B [2008]47 5% » 3R
A B SR RERMHEER
BRANBEERER  BE
mTABERREELTER
A ZEZHRE R T
BN fn tH E WM M90% T A
JERTLULA - NEH 3HE R
BEEMNTARBRRMR
B At B EEEMSG
B ARERFRHEES
HERHIREN10%KEER
BUCA R HIER ©

SRAARNDEBH AR RS
A FIB A PO B0 B B AT 2
BRANREE 9 BEH 5 o

Year ended 31 December

BE+-"A=+—HLEE

—E-—%f

2021 2020

—E-EE

—_—= =

Company (RMB’000) (AR®ETT) 85,613 72,865
Weighted average number of EEITE AR INE
ordinary shares in issue SEH 8 784,246,575 750,000,000
Basic earnings per share (RMB) BREREF
(AR®T) 0.11 0.10
2021 £ 8 BRRARERARATE



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

12 EARNINGS PER SHARE (Continued) 12 BEREZH @

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

(b) Diluted

During the vyears ended 31 December 2021 and
2020, the diluted earnings per share presented is the
same as the basic earnings per share as there were no
instruments outstanding that could have a dilutive
effect on the Company’s ordinary shares.

13 DIVIDEND

(b) #H

HET- —GFR-ZFTHF+=
A=+—HIEFE 23 ERE
SBERANESREABFNER  BA
WEBETEIN T AR H AR R
TR EREEYE o

13 K2

Year ended 31 December
BE+—-HA=+—HiLEE
2021 2020

—E-—%F —E-F
RMB’000 RMB’000
ARETR ARBFTT

Proposed final dividend of HKD0.0189 BEAHRESTR

(equivalent to approximately L BA%0.0189%8 7T
RMBO0.0154) per ordinary share (HERHARE
0.01547T) 15,400 —

A final dividend in respect of the year ended 31 December
2021 of HKDO0.0189 (equivalent to approximately
RMBO0.0154) (2020: nil) per ordinary share of the Company,
amounting to a total of HKD18.9 million (equivalent to
approximately RMB15.4 million) (2020: nil), was proposed by
the board of directors of the Company on 31 March 2022,
and is subject to approval by the Company’s shareholders in
the forthcoming annual general meeting of the Company
where the number of shares used for dividend calculation is
the balance of the issued ordinary shares as at
31 December 2021. The proposed dividend will be
distributed out of the share premium account of the
Company. These financial statements do not reflect this as
dividend payable.

No dividends has been paid or declared by the Company
since its incorporation and during the vyear ended
31 December 2021. During the year ended 31 December
2020, HC Environmental, a subsidiary of the Group,
declared dividends of RMB58 million to its then
shareholders prior to Listing.

BFEeN ST -_—_FZA=1+—HEZ
REBEE-_ZT-_—F+_A=t+—H8L1tHF
BRI R B R AT EBA%0.0189
BIL(HEERHAREK00154T)(ZE =
TEE) AHI180AEBTEER
WARBIS4EBETI(ZZE_ZTF .
) 0 WASARRRERARREER
REFRE FHOEREES - KR AE
HERENROEEAEE_T-_—F1+=
A=+—HREZHTTRRES - EHk
BB BARRNBRMDRERSIK - IHE
SRR R Z BRI AR B -

ARRBEMKZARERBEE T =—
F+Z A=+ —ALEFETESINHE
RS c REBE-TZ-TF+-_A=+—
HIEFE @ NEBMHME R GSBHIRRE
FTHAMEERARESIRKEEARE
58E BT °
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14 LEASES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R & BTSRRI (4R

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

14 B8

(i) Amounts recognised in the consolidated (i) MNEEHMBRAFREIZHEE

statement of financial position

As at 31 December
R+=A=+—H
2021 2020

—E-—F —E-FTF
RMB’000 RMB’'000
ARETT ARET T

Right-of-use assets EREEE

Land use rights -+ b {5 A A 24,742 25,336

Leased properties HEWZE 827 1,096

Leased equipment HERE — 1,867
25,569 28,299

Lease liabilities HEAE

Leased properties and equipment ~ TAEW ¥ KRR E

— Non-current — 3EmE (320) (823)

— Current — nE (546) (762)

(866) (1,585)
2021 £ 8 BRRARERARATE



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

14 LEASES (Continued) 14 HE®@®
(i) Amounts recognised in the consolidated (i) MNEESHMBRAKREZHEEE
statement of financial position (Continued) (&)
Movements in right-of-use assets in 2021 and 2020 RZEZ—FR-ZF_ZTFHNEH
are analysed as follows: BEEZEFONMNT -

Land use Leased Leased
rights equipment properties Total

TwERE  HERE 2 BEDE st
RMB'000 RMB'000 RMB'000  RMB'000

ARBFR ARETRT ARETRT AR®TR

At 1 January 2020 RZZE-TF
—H—H 25,930 2,126 645 28,701
Additions NE — — 727 727
Depreciation (Note 8) & (M:E8) (594) (259) (276) (1,129)
As at 31 December 2020 RZE-_TF
+=-A=+—H 25,336 1,867 1,096 28,299
At 1 January 2021 RZEZ—F
—H—HR 25,336 1,867 1,096 28,299
Additions ANE — — 639 639
Disposals k= — (432) — (432)
Transfer to fixed assets BRERTEE
(Note 15) (BfF3E15) — (1,380) = (1,380)
Termination of lease BRIEHESLD
contracts = = (724) (724)
Depreciation (Note 8) IE (M3E8) (594) (55) (184) (833)
As at 31 December 2021 nN—T=——
+=ZA=+—H 24,742 = 827 25,569
The Group’s land use rights comprise leases of the NEE R T RSB RESE
factory sites of HC Mining and HC Environmental KB 8 R AR A7 P AR B L 3R AN T
located at Laizhou city of Shandong Province, the K E B E o
PRC.
The estimated useful life of the Group’s land use IE @ L M ET A A
rights is determined to be 50 years which is the best EATYEESE BRSO - HARBEHEL
estimate of the useful life based on the normal terms HEAREEE —REREEAE
of land use right leases in the PRC. HAR) S (AT ©

/N
/$/AI\
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A BT R R YA (48)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

14 LEASES (Continued) 14 HE @
(i) Amounts recognised in the consolidated (i) MNEEHMBRAFREIZHEE
statement of financial position (Continued) (48)
As at 31 December 2021, land use rights of the N-ZE-_—F+=-_A=+—H " &K
Group with a total net book value of RMB5,850,000 SEREEFELERARE
(2020: RMB6,004,000) were pledged as security for 5,850,000 c (—ZE—ZF : AR¥E
long-term bank borrowings of the Group as disclosed 6,004,0007T) B 1 3 A #E B VB4R
in Note 29. HUAERANEB MR BRITHER
(anPH 293 B8 -
The Group also leases office premises, warehouses and AEBENMRBEEHERAPLE
equipment under operating leases for periods ranging ME - REREZE  REANTF2E3
from 2 to 3 years. F o
(ii) Amounts recognised in the consolidated (i) REEE2EKREREZNEE

statement of comprehensive income

Year ended 31 December

BEZE+-HA=+—HILEE

2021 2020

—f=-—-F —TTF

RMB’000 RMB’000

ARETT AR®T T

Cost of sales 55 B AR 566 809

Administrative expenses THAX 267 320

833 1,129

Interest expense (included in FEREZ (Gr AR

finance cost) (Note 10) PR AS) (HI5E10) 26 70
The total cash outflow for leases during the years REBE-_T-_—FF+_HA="+—
ended 31 December 2021 was RMB661,000 (2020: HIFFENEERSREEE/A
RMB526,000). R#¥661,000L (ZE=2ZF : AR

#526,0007T) ©

2021 4 8 wrEgHEER2s 149
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iR M SRR PR ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

15 PROPERTY, PLANT AND EQUIPMENT

Buildings

¥
RMB'000
ARETL

15 Y BERRE

Furniture
fixtures and
equipment
®E BT
RERZE
RMB'000
ARETR

Machineries

#a
RMB'000
ARBTTL

Vehicles

A
RMB'000
ARBFT

Construction
in progress Total
ERIR
RMB'000
ARET T

@zt
RMB'000
ARBTL

At January 2020 RZBZFF—-H-
Cost AR 104,315 24,358 2,766 5,163 4,228 140,830
Accumulated depreciation ZEtHE (5,022) (4,622) (1,154) (636) — (11,434)
Net book amount AR FE 99,293 19,736 1,612 4,527 4,228 129,396
Year ended 31 December BE-E-BE
2020 +-A=+-H
LEE
Opening net book amount FOREFE 99,293 19,736 1,612 4,527 4,228 129,396
Additions RE — 4,800 954 506 3,003 9,263
Transfer upon completion SERK {4 B 7,231 — — — (7,231) —
Disposals HE - (190) — — — (190)
Depreciation (Note 8) #rE (fae) (4,465) (2,554) (478) (538) — (8,035)
Closing net book amount FRREFE 102,059 21,792 2,088 4,495 — 130,434
At 31 December 2020 R-ZFZEE
+=A=+-H
Cost A 111,546 28,790 3,720 5,669 — 149,725
Accumulated depreciation Z:iE (9,487) (6,998) (1,632) (1,174) — (19,291)
Net book amount MRS E 102,059 21,792 2,088 4,495 — 130,434
Year ended 31 December BE-B--%
2021 +=A=+-H
LEE
Opening net book amount FURmFE 102,059 21,792 2,088 4,495 — 130,434
Additions RE 1,242 1,440 494 3,690 11,026 17,892
Transfer upon completion TR IEEE = 11,026 = = (11,026) —
Transfer from right-of-use BRACRAREEE
assets (Note 14) (PizE14) — 1,380 — — — 1,380
Disposals HE = (574) - (1,214) - (1,788)
Depreciation (Note 8) HE (Ffi5Es) (4,468) (3,386) (611) (834) — (9,299)
Closing net book amount ERREFE 98,833 31,678 1,971 6,137 — 138,619
As at 31 December 2021 R-F-—-f
+=A=+-H
Cost A 112,788 42,398 4,214 8,104 — 167,504
Accumulated depreciation ZiiE (13,955) (10,720) (2,243) (1,967) — (28,885)
Net book amount MRS E 98,833 31,678 1,971 6,137 - 138,619

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

ANNUAL REPORT 2021



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A ISR I AL ()

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

15 PROPERTY, PLANT AND EQUIPMENT (cContinued) 15

Depreciation of property, plant and equipment is included in
the following categories in the consolidated statement of
comprehensive income:

Y BRERRE®

ME - BELRRENERERS2ERGER

AL TSI

Year ended 31 December

BE+-—A=+—HILEE

2021 2020
—B-—F —T_TF

RMB’000 RMB’000

ARETT ARET T

Cost of sales 5 6 B AR 6,648 6,270
Administrative expenses TR 2,651 1,765
Total BEr 9,299 8,035

As at 31 December 2021, buildings of the Group with a
total net book value of RMB68,724,000 (2020:
RMB71,380,000) were pledged to secure borrowings of the
Group as disclosed in Note 29.

R-E-_—F+-A=+—H A&EEE
HFEERE A ARKE8,724,0007L (=ZF
—Z4F . AR#¥71,380,0007T) NIEEFE
VEHE 38 DAME (R AN 62 B A0 15 5k (2R BT 5 293

) -

2021 sE $§ BREREFREEFERAT

N

@Q



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

16 INVESTMENT PROPERTIES 16 HEME

Buildings
BF
RMB’'000
ARBET T

As at 31 December 2019 N=F—hE+=A=+—H
Cost B AR 142,565
Accumulated depreciation 2 E (4,202)
Net book amount BREFE 138,363

Year ended 31 December 2020 BE—_T-_THF+-H=+—H
IEEE

Opening net book amount FYREFE 138,363
Depreciation (Note 8) e (BfsEs) (4,386)
Closing net book amount ERIREFE 133,977

As at 31 December 2020 R-T|-F|F+-H=+—H
Cost [BFN 142,565
Accumulated depreciation 23T E (8,588)
Net book amount AR F{E 133,977

Year ended 31 December 2021 BE-_FT-—+-H=+—8H
IEFEE

Opening net book amount FYIEREFE 133,977
Depreciation (Note 8) e (H8) (4,386)
Closing net book amount ERREFE 129,591

As at 31 December 2021 R-E-—+=-HA=+—H
Cost B AR 142,565
Accumulated depreciation 2 E (12,974)
Net book amount BRERE 129,591

AN

™
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

16 INVESTMENT PROPERTIES

(a)

(b)

(o)

As at 31 December 2021, the fair value of the Group's
investment properties were approximately
RMB153,273,000 (2020: RMB160,600,000). The fair
value as at 31 December 2021 was estimated by the
management of the Group. The fair value as at
31 December 2020 was determined with reference to
a professional valuation by Cushman & Wakefield
Limited, a professional valuer. The Group's investment
properties were in industrial use and located at north
of Yeyan Road, north of Dadongzhuang Village, Shahe
Town, Laizhou City, Yantai, Shandong Province, the
PRC.

Investment properties of the Group as at 31 December
2021 with a total net book value of RMB67,847,000
(2020: RMB70,315,000) were pledged to secure bank
borrowings of the Group as disclosed in Note 29.

Valuation techniques

Income approach is adopted and takes into account
the current rents of the property interests and the
reversionary potentials of the tenancies, term yield and
reversionary yield are then applied respectively to
derive the market value of the property, there were no
changes to the valuation techniques for each of the
two investment properties during the years.

Information about fair value measurements of
investment properties using significant unobservable
inputs (level 3) is as follows:

16 BEYE
(a) RA—ZE-——4F+-_A=+—H &

(b)

(9]

EEREVENRATFENBARE
153,273, ooom_?_?i AR
#160,600,0007T) e RZF = —4F
+=—A=+— ElE’J/&$TET5EEIZKE
BEEEEMT RZTEZTF+=
)EJE+—EIE’U”A$TEE\|J%%§}¥TE
EMBERITERARETHEE
HEEE AEENKEMELAST
¥A% - URFBEILRAEEMHR
T RS R R AT A 4 ik B B AL o

RZZEZ—F+=—H=+—H &
SEREBFERBEAARK
msmommt_?_7¢ AR
70,315,0007T) & & M E B 1EK
o AERAEBARTE R
Mju£29&5§>

i B

EERABAE At kP EERE
EHE MERKD /E':U}*FFH‘EZ’JE’ME
E?/‘a*j] THHR 0 o == [ 1B 5 W ek
AREMENTE: FR ﬁﬁlﬁ?x
ﬁ%%%é B ERMSEES -

BRERERTAIBREABE

ENHREWELATEFENER
(B=) T -

As at 31 December
R+=-HA=+—H
2021 2020
—EFF
RMB’'000
ARET T

—ET-—%f
RMB’000
ARBTR

Fair value (RMB'000) ANFEARETIT) 153,273 160,600

Unobservable inputs TSR] R B ) A B
— Term yield — FHEIE 5.0% 5.0%
per annum per annum
— Reversion yield — EEREE 5.5% 5.5%
per annum per annum

— Annually market rent — FEMSES
(RMB/square meter/annum) (ANR¥

FFHKE) 11-22 11-22
2021 ] BERRARRNRARAE



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

16 INVESTMENT PROPERTIES (Continued) 16 BEYEw@

(d) Rental income relating to the lease of investment (d) BEXREVMEREFEHES WA
properties was included in the consolidated statement AR TEFEE 2 ER K

of comprehensive income as follows:

Year ended 31 December
BE+-A=1+—BILEE
2021 2020

et Jen
RMB’000
ARETR

—E-FF
RMB’000
AREEF T

Revenue U 25
— rental income — s lkA 14,507 14,507

AEBERBEEEHEHBEREY
X -REMENGEHAHEB/AF -
HERHFBENMES -

The Group leases investment properties under
operating leases. The operating leases are estimated to
have a lease period of 5 years. Details of the lease
arrangement are set out in Note 31.

17 INTANGIBLE ASSETS 17 EBREE

As at 31 December

R+=-A=+—H
2021 2020
- e —E-F
RMB’000 RMB'000
AREFX AREF T
Software: B
As at the beginning of the year REF
Cost BN 34 34
Accumulated amortisation Rty (13) (6)
Net book amount AREF{E 21 28
Opening net book amount FYREFE 21 28
Amortisation (Note 8) B8y (Fi5Es) (7) (7)
Closing net book amount FRIREFE 14 21
As at the end of the year RER
Cost AR 34 34
Accumulated amortisation RETH#E5H (20) (13)
Net book amount REF{E 14 21

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

ANNUAL REPORT 2021



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A ISR I AL ()

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

17 INTANGIBLE ASSETS (Continued) 17 BREE@
Amortisation of the intangible assets was included in BEEEHENEE2EKRRAAIT
administrative expenses in the consolidated statement of B e

comprehensive income.

18 PREPAYMENT FOR NON-CURRENT ASSETS 18 ¥RHEENTEFRRIE

As at 31 December
R+=A=+—H
2021 2020

—B-—% —TTF
RMB’000 RMB’000
ARBTR AREETT

Prepayment for purchase of equipment & E & N /TEMN

and vehicle TEfFF A 722 2,500

Prepayment for construction in progress £ T 2 HFE(f FE 445 496

1,167 2,996

19 INVENTORIES 19 #8
As at 31 December
BR+=A=+—H

2021 2020

k- el S —EEF

RMB’000 RMB'000

ARETT ARETF T

Raw materials JRA# 938 2,586

Work-in-progress EREITIR 2,444 1,304

Finished goods, recycled products B - BEE®D 19,229 20,106

Total HEt 22,611 23,996
During the years ended 31 December 2021 and 2020, the REBE_ZT-_—FR_ZT_FTF+_H
cost of inventories recognised in “cost of sales” amounted =+ —HIFE SRMEEKRT]#ER
to RMB41,509,000 and RMB35,187,000, respectively. WEERAD R/ AR A41,509,0007T &

AR #35,187,0007T °

AN @Q
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

20 FINANCIAL INSTRUMENTS BY CATEGORY 20 REHESHEMIR

/,

N

AN

™

A
156

The Group has the following financial instruments:

Assets at amortized cost

Trade and other receivables excluding

REBHERAFIIROEE

B 5 K E At UL TR

AEEFEUTERIA

As at 31 December
R+=-—HA=+—H
2021 2020
—E-THF
RMB’000
AREF T

—E-—%
RMB’000
ARETR

prepayments (Notes 21 and 22) (TNBIEFENFRIE)
(Bt3E21%22) 56,910 24,690
Amounts due from related parties JE Y B B 5 SRR
(Note 34(b)) (M 5E34(b)) — 33,887
Cash and cash equivalents (Note 24) RehBeEED
(BE24) 235,593 45,363
292,503 103,940
Liabilities at amortized cost REERAIIRNEE
Trade payable (Note 27) & 5 RN RIE (M5E27) 11,689 20,147
Other payables excluding non-financial H fh & < 5B
liabilities (Note 28) (TEEFTRERE)
(M45E28) 5,769 9,172
Dividend payable R — 52,200
Amounts due to the Controlling FERTHE R AR R SRR
Shareholder (Note 34(b)) (Fff 5E34(b)) = 8,217
Borrowings (Note 29) BE (Ms29) 39,900 42,000
Lease liabilities (Note 14) HEBE (MT14) 866 1,585
Other liabilities (Note 31) H A& & (H5E31) 96,790 110,381
155,014 243,702

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

ANNUAL REPORT 2021



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A ISR I AL ()

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

21 TRADE RECEIVABLES 21 BSEWKRIE
As at 31 December
R+ZA=+-—8
2021 2020
—g-—F —E_TF
RMB’000 RMB’000
AREBTRT ARBTT
Trade receivables B 5 WA
— related to provision of gold mine — HERHSEEEED
hazardous waste treatment services B 12 AR 75 A5 Y 40,140 1,781
— related to sales of recycled products —— EIHEBAEMAR 16,304 21,167
56,444 22,948
Less: provision for impairment W BEEE (1,334) (115)
55,110 22,833
(i) Ageing analysis of the trade receivables (i) BESEWFRIERE D
The trade receivables represent receivable relating to B S REWGRIEEARE SRS ERE
provision of gold mine hazardous waste treatment ) Bz 32 Al 7% A8 B8 Y i WO R IR % B 8
services and receivable relating to sales of recycled EH4AER BB ENRIE - KT
products. The credit terms grant to customers are EPHNEERBETER3I0E60A -
generally from 30 to 60 days.
As at 31 December 2021 and 2020, the ageing RZBEZ—FRZIZFZZEF+=A
analysis of the trade receivables based on the invoice =+—H ®REZAHIITINES
date is as follows: JEBGRIRRE DT AT

As at 31 December

R+=-RA=+—8H
2021 2020
—B-—F —TTF
RMB’000 RMB’000
ARETT ARBFTT
1-30 days 1-30H 13,953 9,243
31-60 days 31-60 H 8,057 10,673
61-90 days 61-90 H 11,846 1,890
91-180 days 91-180H 17,641 1,142
Over 180 days @180 H 4,947 —
56,444 22,948

AN @Q
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

21 TRADE RECEIVABLES (continued)

(i)

22 OTHER RECEIVABLES AND PREPAYMENTS

21

Impairment of the trade receivables

The Group applies the simplified approach to provide
for expected credit loss which was a lifetime expected
loss allowance for all trade receivables and retention
receivables as prescribed by IFRS 9. Details of the
expected loss rates based on the payment profile of

sales are set out in Note 3.1b(ii).

The movements in provision for impairment of trade

receivables were as follows:

B SR FRIE (@)
(i) BSEWKRIERE

AEBERBECAHRRBEES
18 R IR B B 7% 5 2 R SE95R
M - SLATA B 5 R UEUR KB
REeME RE2MBAHREEHER
e ARARBHENMNRERSH
MFEEIRLL R - FIEE N3
b (ii) °

BHREREREREZSNT

As at 31 December

R+=A=+-—H

2021 2020

—g-—F —T_TF

RMB’000 RMB‘'000

AR®BFRT ARBTTT

As at 1 January m—H—H 115 2
Loss allowance recognised in FARIBRERL

profit or loss during the year BB 1,219 113

As at year end RER 1,334 115

The carrying amounts of trade receivables B O RUSIENRmERANEE

approximated their fair values as at the balance sheet

dates and were dominated in RMB.

=
BERAMHATFERS  LUA
RHEEHE -

22 HFEWRIEREARIEA

As at 31 December

R+=-—RA=+—H

2021 2020

—T-—-%F —ETF

RMB’000 RMB’000

AREBTR ARMET T

Amounts due from third parties F=FHEERKFIR = 491
Prepayments for raw materials purchases %% 88 A KB 208 &

and expenses =3 4,960 5,424

Prepayment for listing expenses RS ENRIE = 1,552

Value-added tax receivables B B PR U R IE 196 1,164

Others HAh 2,005 1,366

7,161 9,997

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

22 OTHER RECEIVABLES AND PREPAYMENTS

23

(Continued)

The amounts due from third parties represented advances to
third parties during the year ended 31 December 2020, and
had been fully settled during the year ended 31 December
2021.

The carrying amounts of trade receivables approximated
their fair values as at the balance sheet dates and were
dominated in RMB.

FINANCIAL ASSETS AT FAIR VALUE THROUGH
OTHER COMPREHENSIVE INCOME

22

23

H i FE W 7R IE B A 4 R IE ()

BE-_Z-_ZTE+-_A=+—HIEE
ERE=FRBEEGETE=ZTHNRER B
RBE_ZTZ-_—F+_A=+—HI*F
EEHLEE -

s 05028 R T 3 B 5
WAES ERE MO ATEEE - LHA
RAHHE -

BRAFESAHEMGZEAKEZENE
Rl E

As at 31 December
nR+=—A=+—H

2021 2020

—E-TF

RMB’'000

ARBET T

—T-—%
RMB’000
ARBTR

Debt investments at FVOCI BATFEGFANEMGZE

W EBRE
Current assets — bank acceptance notes RENEE

— RIAEARRER
At 1 January w—A—H 1,960 2,890
Additions NE 5,170 —
Disposals HE — (930)
As at year end RER 7,130 1,960

The Group’s financial assets at FVOCI comprised bank
acceptance notes, where the contractual cash flows are
solely principal and the objective of the Group’s business
model is achieved both by collecting contractual cash flows
and selling financial assets. Bank acceptance notes are
classified as current assets due to short maturity.

On disposal of financial assets at FVOCI, any related balance
within the FVOCI reserve is reclassified to profit or loss.

AEBIZAFEFAEBEZERENE
MEEBRRITALEE  HENHENR
TERAEREANEBEEBUEIMEOR
ERMbESREEMBL NEDEK
BEXWER - ARITAEEENIHBR
oD BERRBEE -

HEZFHAFEFALBEZEEED
TREER  BOFESAEMEZE RS
REANTAREEREN D BERS

2021 sE $§ BREREFREEFERAT
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

24 CASH AND CASH EQUIVALENTS

Cash in hand and at bank

FHRMRTHES

24

ReERBRE&FED

As at 31 December
R+=-A=+—H
2021

—E=-—%
RMB’000
ARETX

235,593

2020
—E-TF
RMB’000
ARBFIT
45,363

As at 31 December 2021 and 2020, the cash and bank
balances were denominated in the following currencies:.

R_BE——FR T _TF+_A=1+—
B BeRBITEBUTHIEEE

As at 31 December

R+=A=+—H
2021 2020
—¥Z—-F —ETF
RMB’000 RMB’000
ARETRT AR¥ET T
HKD BT 191,424 268
RMB AR 43,996 38,157
usD ETT 173 6,938
235,593 45,363

25 SHARE CAPITAL AND SHARE PREMIUM

25 MRARBBis (R

Nominal value

mE
HKS$
T
Authorised: ERE
As at 12 January 2021 R —
(date of incorporation) —A+=H
(FEMAC A B 2) 38,000,000 380,000
Increase in share capital (c) AR A h0(c) 199,962,000,000 1,999,620,000
As at 31 December 2021 R-E—-—4%
+=—A=+— 200,000,000,000 2,000,000,000

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

ANNUAL REPORT 2021



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R & BTSRRI (4R

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

25 SHARE CAPITAL AND SHARE PREMIUM
(Continued)

25 MRAERBGiGE @

Number of Share
shares capital  Share premium Total
K& E (1.3 Rt (B @t
RMB'000 RMB'000 RMB'000
ARETR ARETR ARETR
Issued: g7
Ordinary shares issued upon RZE-—-F—-A+ZH
incorporation on 12 January (FER A% B ) st
2021 (date of incorporation) (a) LT S R (a) 1 —#1 — —
Issuance of shares during the BARETRMb)
Reorganization (b) 999 —#2 345,858 345,858
New shares issued pursuant to the BE2HEEEIN
global offering, net of WRG - WREGRS
attributable transaction costs (d) PR (d) 250,000,000 2,049 194,398 196,447
Shares issued pursuant to BEERCBETET
capitalisation issuance (e) fR17 (e) 749,999,000 6,159 (6,159) —
As at 31 December 2021 WZEZ—%
+ZA=1+—H 1,000,000,000 8,208 534,097 542,305
#1  Being share capital issued of HK$1, equivalent to RMBO.8. #1 REBETRMIAT HERARKBOS
5T o
#2  Being share capital issued of HK$1,000, equivalent to #2  ABBEBEITRMI1,00087T  HERAR

RMB810.
The movements in share capital are set out below:

(@) The Company was incorporated on 12 January 2021
with an authorised share capital of HK$380,000
divided into 38,000,000 shares with a par value of
HK$0.01 each. Upon incorporation, one nil-paid share
was allotted and issued to the initial subscriber of the
Company which was transferred on the same date to
a company wholly-owned by Mr. Liu, the Controlling
Shareholder of the Group.

#8107 °

BAZBFBMT :

(a)

ARABNZ—ZE-_—F—A+=-B&
fit B 32 - V& E R AN A£380,000%8
JT % /438,000,000 % & A% E B
0.01B TR o FEMAKIE - [
KRB VEREE ABL B KT —
IE AR B RRBE S - ZR D EREH
EETHASEEIERBRRSICES
EHBN—FEAA -

2021 sE $§ BREREFREEFERAT
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

25 SHARE CAPITAL AND SHARE PREMIUM
(Continued)

(b)  On 15 April 2021, the then shareholders of HC
International, including Mr. Liu, the Controlling
Shareholder of the Group, and other shareholders,
transferred their entire 100% equity interests in HC
International to the Company, in exchange for the
Company issuing 999 shares of the Company to Mr.
Liu and other shareholders. The Company’s cost of
investment in the subsidiaries was recorded based on
the fair values of the subsidiaries as at the date of the
transfer which was estimated to be RMB345,858,000,
and the corresponding credit was recorded in share
capital of HK$10 (equivalent to approximately RMB9)
and the remaining balance in share premium account.
Upon completion of the transfers, the Company
became beneficially and indirectly owned as to 78.6%
by Mr. Liu and 21.4% by other shareholders.

(€0 On 23 October 2021, the authorised share capital of
the Company was increased from HK$380,000
(divided into 38,000,000 shares of par value HK$0.01
each) to HK$2,000,000,000 (divided into
200,000,000,000 shares of par value HK$0.01 each)
by the creation of an additional 199,962,000,000
shares of par value HK$0.01 each.

(d)  Upon listing on the Main Board of the Stock Exchange
on 12 November 2021, the Company issued
250,000,000 shares of HK$0.01 each at the offer
price of HK$1.02 per share and raised gross proceeds
of HK$255,000,000 (equivalent to approximately
RMB208,973,000). The face value of the share capital
was approximately HK$2,500,000 (equivalent to
approximately RMB2,049,000), and the share premium
arising from the issuance was approximately
RMB206,924,000. Meanwhile approximately
RMB12,526,000 of share premium was offset by the
capitalisation of listing expenses.

(e)  Concurrent with the completion of the initial public
offering on 12 November 2021, the Group issued a
total of 749,999,000 shares with a par value of
HK$0.01 each for allotment and issuance to the then
shareholders of the Company, credited as fully paid by
utilisation of the Company’s share premium account
an amount of approximately HK$7,500,000 (equivalent
to approximately RMB6,159,000).

25 BRAEFBRGiE @

(b)

R-ZE-_—FWNA+HH  BEEK
BHERRR(BRENEENIZER
AR B B 5E A T B At BR BR) 16 i A B
Br2EB100% B EEETFTAAQ
7] AHRERR R B[R 250 4 R E A
A& R EE 1799 AR A R 1D o AR
AR HT B A B 9% & A AN IR IR BT B
AEREZEABAN A FERS
=t & A R #345,858,0007T * #H &
EERFEI10B T (HE W AREIT)
AR - M eREEBIET AR D R E
BR o BT - AR R E KBS
SEREMBRRED B R EEE
F78.6%K21.4%

ZE—F+A=Z+=H AQA
i 1B 18 % 199,962,000,000 i% & f%
F{EO0.01BITHRG « EERAR
F8380,0007% 7T (% 438,000,000 f%
FRAEE0.01BITHRM)EME
2,000,000,000/8 t (o A
200,000,000,0000% & i% @ {50.01
BITRRD) °

—E-—F+—A+-HEBXMHM
FREME - NARAF.027%
7T /) E% 5 8 %% 17250,000,000 % &
REE0.0VE TR () - WEEFT
57/ T8 4858 255,000,000 7T (FEE
P4 AR #208,973,0007T) © i 2K
T{E#) 42,500,000/ 7T (FHE R4
AR #2,049,0007T) @ METEE
W HEEBHAEAREK
206,924,0007T ° B4 - H AR
12,526,000 T IR & EE R _EH
fl sz B ALK -

R-ZE-—F+—A+-H%KE
RARBEENRE  KNEBBEBH
FE497,500,0008 T (FHERHAR
#6,159,0007T) KA R B IR (05 (B
8k - A £ 3 17749,999,000% & %
H{E0.01E TR - AL &
B TERNARQRRE WA
B »

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED ANNUAL REPORT 2021



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A ISR I AL ()

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

26 OTHER RESERVES 26 HithfEE
Statutory
Capital surplus
reserve reserve Total
BXRMEE ZERMEE st
RMB’'000 RMB’'000 RMB’'000
AR¥ET T ARMET T ARETT
As at 1 January 2020 R-BZEE
—H—H 5,330 6,887 12,217
Profit appropriation to statutory — SEAEE = AT H
surplus reserves hEE — 5,814 5,814
Deemed contribution from RERE L&
shareholders 24,670 — 24,670
Contribution from shareholders R E 29,619 — 29,619
Deemed distribution to BRAEM IR 2k
shareholders (29,400) — (29,400)
As at 31 December 2020 R-ZB-%f
+-—A=+—H 30,219 12,701 42,920
As at 1 January 2021 R-F=—%
—H—H 30,219 12,701 42,920
Issuance of shares during the EHAREITRMD
Reorganization (Note 25(b)) (B #£25(b)) (345,858) — (345,858)
Profit appropriation to statutory &K E B E A F
reserves E] = 2,386 2,386
As at 31 December 2021 R-EZ-—%
+=-HA=+—H (315,639) 15,087 (300,552)
(a) Capital reserve (a) &EXfEHE
Capital reserve represents the aggregate paid-in capital BERFBEEDUENBRATMNES
of the subsidiaries acquired, offset by investment costs BARBE  wEARNEAATME
in subsidiaries of the Company during the NAMIRE KA E 8 -

Reorganization.

The contributions and distributions to shareholders RBEZZ-_TF+-_A=+—H
during the year ended 31 December 2020 represented IEFEMRFRFERSIEERE R
funds from and to shareholders in respect of various BTRENES AR LETME
transfers of equity interests in companies controlled by BIEEREZNERERRRBILE
the Controlling Shareholder, Mr. Liu, pursuant to the 2= )N B AR RE o

Reorganisation for the Listing.

4\$§
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

26 OTHER RESERVES (continued)

(b)

Statutory surplus reserves

Pursuant to the relevant laws and regulations in the
PRC, the Company’s subsidiaries in the PRC shall
make appropriations from after-tax profit to
non-distributable reserve funds as determined by the
boards of directors of the relevant PRC subsidiaries.

In accordance with the relevant laws and regulations
in the PRC and Articles of Association of the PRC
subsidiaries of the Group, they are required to
appropriate 10% of the annual statutory net profits of
the PRC subsidiaries, after offsetting any prior years’
losses as determined under the PRC accounting
standards, to the statutory reserves fund before
distributing the net profit. When the balance of the
statutory reserves fund reaches 50% of the registered
capital of the PRC subsidiaries, any further
appropriation is at the discretion of shareholders. The
statutory reserves fund can be used to offset prior
years' losses, if any, and may be converted into share
capital by issuing new shares to shareholders in
proportion to their existing shareholding, provided that
the remaining balance of the statutory reserves fund
after such issue is not less than 25% of registered
capital.

27 TRADE PAYABLES

Trade & bill payables

26 HiibfEm @

(b)

EE R

RIBFTEREARIER  AAF
AR B3R O Y B A BB 3% B AR
BB AREEEETNESBBR
BRBHDEET A DIRFERESE

RIER AR EERER - ARA
SEAFRENE AR 2485 ERE 4
Bl - REHEAREEBAEFER
PR ER BT R E R EERE
WBTEDIRAR Z AT SEFEE
EAFEI10%D EE AT RBEE
> o BIATERBESHNERERF
BB AR EME AAI50%8 - (F
A3 — R BN ARERIBERE °
EEREES AT ARNKEATFE
REE (nE) @ RATERARK
FE AR R IR G &R L 51 17 3%
RETHR  WEEREEERE
BEITENBEISLOREMER
#125% °

27 BSEMRIE

BHRMNFIANMENRE

As at 31 December
R+=H=+—H
2021 2020
—ETF
RMB’'000
ARBET T

—T-—%
RMB’000
ARBTR

— related to transportation costs — BB K AIER 6,602 17,308
— related to raw materials — HRME I 5,087 2,839
11,689 20,147

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A BT R R YA (48)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

27 TRADE PAYABLES (Continued) 27 BSEARE@®
The ageing analysis of trade payables based on the invoice BIEEZEHNE 5 ENRBRER DT
date is as follows: R

As at 31 December

mR+=-—HA=+—H
2021 2020
—B-—% —TTF
RMB’000 RMB’'000
ARETT ARET T
1-30 days 1-30H 2,804 5,898
31-60 days 31-60H 1,711 8,908
61-90 days 61-90H 1,524 2,337
91-180 days 91-180H 4,069 2,611
Over 180 days HBiE180H 1,581 393
11,689 20,147
The carrying amounts of trade payables approximated their BESRNREBENEEERENEERE
fair values as at the balance sheet dates and were FBBMATERES  WAARETHE -

dominated in RMB.

28 OTHER PAYABLES AND ACCRUALS 28 HttFEFRIER Bt E A
As at 31 December
R+ZA=+-—8
2021 2020
—®gZ—-F —TFF
RMB’000 RMB’000
ARETT AREBTTT
Other taxes payable H i ERHBIE 15,627 11,506
Employee benefits payables & B & I FE < ;018 3,634 3,048
Payables for property, plant and M - BB REFENE
equipment (NECE 2,800 6,347
Payables for listing expenses TR ENRIE = 1,547
Others H A 2,969 1,278
Total Bt 25,030 23,726
The carrying amounts of other payables and accruals HMENRBEREAERANEREERE
approximated their fair values as at the balance sheet dates ESREXBHNATERS  UARKES
and were denominated in RMB. =1
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

29 BORROWINGS

29 EB5

As at 31 December

®+ZA=+-—H
2021 2020

—E T

—= =

RMB’000
ARETT

—E=-—%
RMB’000
ARETX

Non-current: FERE
Long term bank borrowings, secured and  KHIRITE K - AEA

guaranteed KEER 37,780 39,880
Current: E
Current portion of long-term bank R EFIR 1T 18 ZR AN HA BT

borrowings, secured and guaranteed 5 BRI RBER 2,120 2,120
Total borrowings s 39,900 42,000

(a)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

The Group’s long-term bank borrowings as at
31 December 2021 were secured by the Group’s land
use rights with net book value of RMB5,850,000
(2020: RMB6,004,000), property, plant and equipment
with net book value of RMB68,724,000 (2020:
RMB71,380,000), and investment properties with net
book value of RMB67,847,000 (2020: RMB70,315,000).
As at 31 December 2020, the Group’s long-term
borrowings of RMB10,000,000 were guaranteed by a
related party to Mr. Liu and was released in February
2021 and replaced by guarantees provided by
subsidiaries within the Group. For the years ended
31 December 2021 and 2020, the long term borrowings
are for a term of 3 years and interest bearing at
4.05% per annum.

For the years ended 31 December 2021, the weighted
average effective interest rates of the bank
borrowings were 4.05% (2020: 4.83%).

AEEBR T -_—F+-_A=+—
BHRERITERANEBERF
E AR #5850,000(— T ==&
£ AR¥6,004,0007T) H) £ i {E
A R EREFE AR 68,724,000
T (ZDE T F : AR
71,380,0007T) ¥ % BB K&
HREREFEARKG7,847,0007T
(ZZE=ZZT4F : AR¥70,315,000
TR EMEEEB - R
TF+-A=+—H AEEHE
HA{E& A R #510,000,0007T T3 H 21
SHE—ZBEBAREER  LER
—E - —FZ AR RkBAAEEN
BAREMNERER -HEZZ
T FERZEFF+A=1—
HIEFE REBERAEHE=F K%
FEHEA05%EE -

BHE-_Z-_—9F+-_A=+—81I
FE o RITERINEFSERF
K E4.05% (ZF = F F
4.83%) °
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

29 BORROWINGS (continued)

()

The carrying amounts of the Group’s current bank
borrowings approximated their fair values as at the
balance sheet date due to their short term maturity.

The carrying amounts of the Group’s non-current bank
borrowings approximated their fair values as at the
balance sheet date as they were carried at fixed
interest rates and the discounting impact was not
material.

The Group’s borrowings as at 31 December 2021 were
repayable as follows:

29 =@

(0)

R A S E AR E KB E A
B ERAEREERBRA
R FEMRSE -

A 7N SR B SE BT H SR 1T B SR Bl TE
MEGFE  BFRFELTEK
WEEAEEEERERAMOQ
FEEE -

RZE-_—F+=-A=+—H
SEREEBBERASNERER
T AAEE:

As at 31 December

R+=-—H=+—H
2021 2020
—g—-F¥ —TEF
RMB’000 RMB’000
ARETT ARBFTT
Within 1 year 16 2,120 2,120
1-2 years 1-24F 27,880 2,120
2-3 years 2-34F 9,900 37,760
Total st 39,900 42,000
2021 R BRIRRERERAE



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

30 DEFERRED INCOME TAX 30 ERIEFTEH
The analysis of deferred income tax assets and liabilities is as BEMSHEERBBENSTAT :
follows:

As at 31 December

R+=A=+—H
2021 2020
—ES-—%5 —E2-=F
RMB’000 RMB’'000
ARETX AREF T
Deferred income tax assets: (a) EEFTSHEE : (a)
— to be recovered within 12 months — #1218 A Rk E 99 208
— to be recovered after 12 months — #1218 A 1& U — 535
99 743
Deferred income tax liabilities: (b) EEFEHEE : (b)
— to be recovered within 12 months — B 1218 A Rk (1,800) —
— to be recovered after 12 months — B 12{E AU (1,166) (104)
(2,966) (104)
Deferred income tax (liabilities)/assets EILFER (AE) &
— net EFE (2,867) 639
The gross movement of deferred income tax (liabilities)/ EIEFER(AE), / BEFHENAREY
assets — net is as follows: BT

Year ended 31 December

BE+-—A=+—HILFEE

2021 2020

—g-—F —T_TF

RMB’000 RMB’'000

ARETT ARBFTT

At the beginning of year F4 639 799
(Charged)/credit to consolidated Rz 2EKRER

statement of comprehensive income (0BR),FFA
(Note 11) (BsE11) (3,506) (160)
At the end of year FR (2,867) 639

1 68 HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED ANNUAL REPORT 2021



30 DEFERRED INCOME TAX (Continued)

(a)

Deferred income tax assets

The balance comprises temporary
differences attributable to:
Depreciation difference of

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A ISR I AL ()

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

30 EEFTHEH @
(a) BEFRBHBEE

As at 31 December
R+=A=+—H
2021

2020
—E-FF
RMB’000
ARET T

—E-—%f
RMB’000
ARETR

BB T XIARE
EHEREER
ME - BB ERE

property, plant and equipment E=ZR (176) 521
Impairment of trade receivables B 5 W IBRE 44 13
Accrued payroll FEET 5 A 231 209

Total #Et 99 743

The movements in deferred income tax assets were as
follows:

EXEFREHEEZSNT

Depreciation
difference of

property, Impairment of
plant and trade Accrued Expenses
equipment receivables payroll ELIE] Total
Y% BER HEIEKRE
RERHEER w{E FE =t Hr iE ik @zt
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARBTT ARETT ARETT AR¥TT ARETR
At 1 January 2020 R-ZZE-ZTF-HA—-H 396 — 207 196 799
Credited/(charged) the REAZENRR
consolidated statement TN/ (H8)
of comprehensive
income 125 13 2 (196) (56)
At 31 December 2020 RZZ-TF
+ZA=+-A 521 13 209 - 743
Credited/(charged) the REA2ERER
consolidated statement A/ (1)
of comprehensive
income (697) 31 22 — (644)
As at 31 December 2021 i S
+ZA=+-H (176) 44 231 = 99
2021 £ 8 BERRARRNRARAE

N

@Q



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

30 DEFERRED INCOME TAX (Continued) 30 EBEFREH @
(a) Deferred income tax assets (Continued) (a) EBEFBHBEE @

AEEFT1S T A B T i Al BB R K R
AR N BB AN REEERT
RBENHIARRER

Deferred income tax assets are recognised for tax
losses carried forward to the extent that the
realisation of the related tax benefit through the
future taxable profits is possible.

The cumulative losses of the Group with and without NES BN £ E i B Bi e 25 E R I
expiry dates are as follow: T

As at 31 December

R+=-A=+—H

2021 2020
—F=-—-F —ZTTF
RMB’000 RMB’000
ARSTT ARET T

Year of expiration & S
— 2025 — —ZE_AF 36 36
— 2026 — LT RF 2,411 —
No expiry date B fzm B AP 7,410 2,539
Total w@Et 9,857 2,575

B 88 =) (72 A 38 R R R KA B
ELXRRBBA) EBEBEA K
AREENTHIARE °

The tax losses incurred by subsidiaries in Hong Kong
that are not likely to generate taxable income in the
foreseeable future, which can be carried forward
perpetually.

(b) Deferred income tax liabilities (b) BEFRBHBER

As at 31 December
R+=A=+—H

2021

—®=—
RMB’000
ARETT

2020
—E-FF
RMB’000
ARET T

RBHRBERATEREN
MEREER
ME - BEERBE

The balance comprises temporary
differences attributable to:
Accelerated depreciation of

property, plant and BITE
equipment (1,166) (104)
Accrued withholding tax FEFTTEEL (1,800) —
Total 45 (2,966) (104)

170 HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R & BTSRRI (4R

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

30 DEFERRED INCOME TAX (Continued) 30 EEFREH @
(b) Deferred income tax liabilities (Continued) (b) EEFBHERE @
The movements in deferred income tax liabilities were as EXEFMEHaEZESHNT
follows:

Accelerated
depreciation

of property, Accrued
plant and  withholding
equipment tax Total
ME - BER
RIEEEINE FERT TR “ast
RMB’'000 RMB’000 RMB'000
AR¥ETTT AR®ETTT AR®EF T
At 1 January 2020 RZZTZFTF—H
J— El - J— N
Charged to the consolidated RErE 2 ERE R
statement of comprehensive kR
income (104) — (104)
At 31 December 2020 R_ZZE_ZTF+
A= + H (104) — (104)
Charged to the consolidated RirE DS &
statement of comprehensive Hkr
income (1,062) (1,800) (2,862)
As at 31 December 2021 RZTZ—F+=
A=+—H” (1,166) (1,800) (2,966)

2021 sE $§
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

31 OTHER LIABILITIES 31 Hih&E

As at 31 December
R+=-—RA=+—H
2021 2020
—E-FF
RMB’000
AREEFTT

—E=-—f
RMB’000
ARETT

Retention payable for construction

IR B AN

projects (a) REB2(a)

Current B EA — 17,892
Warehouse lease arrangements (b) BEAEZ D)

Advance from lessee AR AR

— Current portion — BNER 15,167 15,167

— Non-current portion — FERNHR 11,719 26,225

Sub-total NEF 26,886 41,392
Payable to LZ Assets FER THRONEE

Non-current — JERNER

— First warehouse — F—HEE 43,737 41,794

— Second warehouse — F-_HEE 53,053 50,695

Sub-total NET 96,790 92,489

Total st 123,676 133,881
Grand total 25t 123,676 151,773
Presented on the balance sheet as: REEBEREIE:
Other liabilities — current portion HEmalE — BIHI S 15,167 33,059
Other liabilities — non-current portion  HEM & & — JEENEREEH 108,509 118,714

123,676 151,773

/(%§

™
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

31 OTHER LIABILITIES (Continued)

(a)

(b)

Retention payable for construction projects

According to the construction contracts with the
contractors of the Group’s buildings under property,
plant and equipment and investment properties, 10%
of the total payables for construction cost was set
aside as retention fund with a warranty period of 2
years from the date of inspection for certification of
completion of the buildings. The amounts had been
fully settled in 2021.

Warehouse lease arrangements

In October 2018 and December 2018, HC
Environmental entered into two gold mine hazardous
waste storage warehouse lease agreements with
Laizhou City State-owned Assets Management
Company Limited GEMTTEAEELLRRRF], "LZ
Assets”), a state-owned enterprise, for the storage of
cyanide tailings hazardous waste from a State-owned
enterprise. Pursuant to the lease agreements, LZ
Assets advanced RMB72 million in the fourth quarter
of 2018 and RMB88 million in the first half year of
2019, totalling RMB160 million, to HC Environmental
for leases of two warehouses at an annual rental of
RMB3.6 million from 1 November 2018 for the first
warehouse, and RMB4.4 million from 1 January 2019
for the second warehouse, totalling RMB8 million per
annum (inclusive of value added tax on rental
income), for a twenty years term.

31 HhEFEw@

(a)

(b)

2021 sE $§

BREEHEMRES

REAEEEABHRITNYE
BEMRBEMENFAENEER
RAR - REMNBEEKRBED
10%ERFRES  REMR/EER
TRWBHES BH2F - ZRR
ER-_T-_—FEHEH -

EEHERH
RZE—NF+ARZZTE—N\HF
+= 8 BHIRRER A B ZEHM
TMEAEEELEERAR ([FNE
ENFUMPEREEEMEER
Bz WRTFRELENSILRE
BEEEY - BEREHZE - RN
BER_Z—\FENFER_ZF
—hE ¥ F 5 PR EHIR R
ARBEDNDBETIARKSSHE
T AT ARKEIc0EE T AR
THEMBAEE  F—HEENES
- N\F+—F—B#i F
BARK3I6BE L RE_HAE
MWEEH _ET—HLE—A— Bt
i FHRARB44H5ET  A5E
FARBSHE T (BEASKARN
BEH) BEZTF -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

31

OTHER LIABILITIES (Continued)

(b)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Warehouse lease arrangements (Continued)

Pursuant to the lease agreements, (i) the minimum
term of the lease period shall be five years from the
respective lease commencement dates, unless the
cyanide tailings hazardous waste in the warehouses is
put for tender for detoxing treatment through public
bidding during the five year term, and in the event
that HC Environment won the tender, the lease term
would terminate and the future treatment fee would
then be deducted from the remaining amount of the
advanced payments made by LZ Assets, after
deduction of rental income up to the date of
termination; (ii) from the sixth year, either LZ Assets or
HC Environmental has the right to terminate the lease
arrangement by paying an amount equivalent to one
year rental, being RMB8 million, as compensation to
the other party, and HC Environmental will be
required to repay the remaining balance of the
advances to LZ Assets within three years, being 20%
for the first year, 30% for the second year and full
repayment in the third year, from the receipt of the
notice of termination of the lease agreements.

The Group considers that there is a likelihood that LZ
Assets will exercise the right to terminate the lease
agreements upon the expiry of the 5 years committed
lease term, by then the Group would have an
obligation to pay back LZ Assets the remaining
balances of the advanced payments from LZ Assets,
being RMB50.4 million and RMB61.6 million, totalling
RMB112 million, representing the total advances of
RMB160 million less 5 years’ rental income of RMB40
million and compensation of RMB8 million upon the
expiry of the 5 vyears lease terms in October
and December 2023 for the two warehouses,
respectively. Accordingly, on initial recognition of the
two warehouse lease arrangements, the Group
recorded “Other liabilities — payables to LZ Assets” of
RMB37.9 million and RMB46.3 million, respectively,
totalling RMB84.2 million, being the present value by
discounting the obligations to pay back LZ Assets of
RMB50.4 million and RMB61.6 million, totalling
RMB112 million, by October and December 2023,
respectively. The discount rate applied in deriving the
present value of the amounts payable to LZ Assets
was the current market rate available to the Group for
similar financial instruments.

31

Hb&aEw@m
(b) EEHERH@
BERERS  (AHELELE

I HEENENMGE HE
it BRIFERFHA RERKE
EREEERMW L BB RFRA
RETHRSREERE - BNREH
RRPIZ > HHEBERLE - MARE
RIZEERBERMEEFHAE
RHEREERLEASNES
WAR) PR (DB BN
HINEESBHRFRERRILEE
Wk - AR T XNEFR—F
WiEE BMAR¥SAEBT ER
f1E - MBHRAR K AR B LE
HEHBRBRR=FA EEBX
HRETRMNEE  NEFR20% -
FE_FRI0NLEE=F2EEE

o

REBRAHEMNEENAFAHR
HEmE - B RETERIEHEER
RN MAMEREMNRER
oM —_ZE-_=F+AK+=A
Ewmig AEBEETRARMEE
BEEXRMNEENBRHBEAR
Bs04EE LR ARG 6ES
T)AEAREI12BE T g
BEARBEI0EEURERAFHE
TWMAARBIOAETTLBEESA
REsHEEIT - At - TV HER
WMEREMELTHR  AEBERH
[ EE— EAFRINEERE]A
R¥3795BEB T ARK463EE
T AEXARERI2AE T BT
BR-ZZE-_=F+AK+=AAE
MFEMNEEEEARES04AEE T
MARB6I6ABT(ARARKE
T2BE8L) MEMLHIRE - TEE
MHEMNEERENRERFMEAN
MREAAEERENUSR T AR
ESHERMISHE -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

31 OTHER LIABILITIES (Continued)

(b)

Warehouse lease arrangements (Continued)

The difference between the received advances of
RMB72 million for the first warehouse and RMB88
million for the second warehouse, totalling RMB160
million, and the recorded other liabilities — payables
to LZ Assets of RMB37.9 million and RMB46.3 million,
totalling RMB84.2 million, amounted to RMB34.1
million and RMB41.7 million, totalling RMB75.8
million, were recognized as “Advances from lessee” at
initial recognization of the two warehouse lease
arrangements, respectively. The advances from lessee
of RMB75.8 million comprised i) five years rental
income of RMB40 million, ii) one year compensation
rental income of RMB8 million, and iii) discounting
impact of RMB112 million obligation to pay back LZ
Assets upon expiry of the five years rental period of
RMB27.8 million. The discounting impact of RMB27.8
million is regarded as part of the lease payments in
accordance with IFRS 16 Appendix A, and is
accounted for as part of the lease payments to be
amortized as revenue together with the one year
compensation rental income of RMB8 million over the
five year committed lease period in accordance with
IFRS 16 paragraph 81. The advances from lessee of
RMB75.8 million is amortized and credited to rental
income evenly over 5 years since the respective lease
commencement date of the two warehouses.
Accordingly, rental income recognized for the years
ended 31 December 2021 and 2020 was
RMB14,507,000 and RMB14,507,000, respectively
(Note 5(b)).

Interest expenses are recognised on other liabilities —
payables to LZ Assets using the aforementioned
discount rate. The amount of interest expenses
relating to the two warehouse lease arrangements
during the years ended 31 December 2021 and 2020
were RMB4,301,000 and RMB4,109,000, respectively
(Note 10).

31 HhEFEw@

(b)

2021 sE $§

EEHESRH @
F—HEENERBERAREE
BLkF_HMEENEKRBIAR
esE BT (AT ARKIC0E B
J0) HERENEMEE — BAIX
NEERBARKIZIAETTEA
R#4638 B L (Gt ARKES42
BETLT)ZEANEZEEDRAARE
BM41BEEBTRAREKMTIEE T
B ARKETISSEE T BRI
HRAMBREERE LT ENRERIE
(TR B AT AR o A AR
ARBISSEELEE) AFHS
WAAREAOBETT : i) —FHE
HEWAARESEE T Kii) &
FHBEERERARMNEEEEAR
BINESTHETHIETEA
R#27.8A &L 1B % B R B 75 3%
EHEBIFE 16T 8RA - BRI E A
R#27 8B LA AHEERNRE
— &5+ WAR R BUBR B S 3R 5 2 Al
FE165FE81E - ARMERENTW
—Eo  RAEFARAHNER—
FHERASWAARKSHEE TH#
SEIEMRES - 2 ER B L
Fith B HIRE - REATHARNBRA
R#75.8F 8 TR AT AT i
Tt AHESWA - Al HEZZ
T ERZEFEF+_A=+—
AIEFEERNAS WA BIAA
R #14,507,0007T & A B ¥
14,507,0007T (K 5E5(b)) °

FEMTFEALMBIRERERAE
el — BHHEMNEERE - &
EE - FR-_F-_FF+ A
“t+—ALFE AREEEHRE
THEBNF BRI SEIAA
R#4,301,000T & AR I
4,109,0007T (FizE10) °
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

32 CASH FLOW INFORMATION 32 HERnEEH
(a) Cash generated from operations (a) ZEFBRERS
As at 31 December
R+=-—A=+—H
2021 2020
—¥Z—-F —E_TF
RMB’000 RMB’000
AREBTT ARMET T
Profit before income tax B P15 B Al s 117,144 96,489
Adjustments for AT SEEL AR
— Depreciation of right-of-use — ERAREENE
assets (Note 14) (Pfff7E14) 833 1,129
— Depreciation of property, plant — %% - B E R &R E
and equipment (Note 15) e (FH5E15) 9,299 8,035
— Depreciation of investment — REMERE
properties (Note 16) (FFzE16) 4,386 4,386
— Amortisation of intangible — B EEEH
assets (Note 17) (Pff7E17) 7 7
— Loss/(gains) on disposal of — HEWE BER
property, plant and equipment BB REMEES
and others (Note 7) NS 500 (50)
— Reversal of impairment on — SR EERERE
financial assets 1,219 113
— Finance costs — net (Note 10) — Eb& R AFEE
(Mt3E10) 6,021 6,043
Changes in working capital: EEEEY
— Inventories —FE 1,385 (6,720)
— Contract liabilities — AWAaRE (2,562) (4,414)
— Advances from lessee — FHEABFK (14,507) (14,507)
— Trade and other payables — B RHEMENFIA (2,100) 11,716
— Trade and other receivables and — & 5 & E b fE 7118
prepayments IVONSELNE QL] (38,450) (22,098)
Cash generated from operating KETEBERS
activities 83,175 80,129

/N
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R & BTSRRI (4R

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

32 CASH FLOW INFORMATION (continued) 32 MEREER W
(b) Proceeds from disposal of properties, plant (b) HEYE - BERREREME
and equipment and other assets EFRRIE

As at 31 December
®W+=-—A=+—H
2021 2020

—B-—-F —E-FF
RMB’000 RMB’000
AREBTR ARBTFT

Net book value of property, plant ME - BERRERE

and equipment (Note 15) FE (M3E15) 1,788 190
Net book value of right-of-use assets 1 P& ERE FE

(Note 14) (Mt3E14) 432 —
(Losses)/gains on disposal of HEWE - BER&E

property, plant and equipment and REAM (EE), W

others (Note 7) (FFE7) (500) 50
Non-cash transaction FEERXH (2) —
Proceeds from the disposal HE RT3 KB 1,718 240

2021 £ 8 BERRARRNRARAE

AN
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

32 HEREEH @
MEEEMELREHIR

32 CASH FLOW INFORMATION (continued)

(c) Reconciliation of liabilities arising from (c)
financing activities

™

178

Bank
borrowings
and interest

payable

RITHERR
FEfH7IE
RMB'000

ARETT

Lease
liabilities and
bills payables

related to
purchase of
land use
rights
HREEL
1 R HERY
HEARER
FEHER
RMB’000
ARET T

Amount due
to the
Controlling
Shareholder

e AR iR R
ME
RMB'000
AREFT

Payable to
LZ Assets

Bt RMEE
R
RMB'000
ARETT

@t
RMB'000
ARET T

Total debt as at R-Z¥-¥5-B—-H

1 January 2020 B AT 32,000 1,221 23,572 88,380 145,173
Cash flows arising from BEAFDEEM

financing activities RenE 10,000 (526) 19,615 - 29,089
Cash flows arising from EREBEEM

operating activities RenE (1,846) — — — (1,846)
Non-cash transaction ERERH — — (41,720) — (41,720)
New leases ¥HE — 820 — — 820
Amortization of borrowing E(ES: 5

costs 1,846 70 — 4,109 6,025
Total debt as at RZF-FF+=AH

31 December 2020 =t+—-BHBES 42,000 1,585 1,467 92,489 137,541
Cash flows arising from BEAEDEEM

financing activities Reme (2,100) (661) (1,467) — (4,228)
Cash flows arising from EREBEEN

operating activities Bene (1,680) — — — (1,680)
Termination of leasing KIEHRERH

contract — (726) — — (726)
New leases HHE — 642 — — 642
Amortization of borrowing EEMAREH

costs 1,680 26 — 4,301 6,007
Total debt as at R-B-—-%+=R

31 December 2021 =+-BNBES 39,900 866 = 96,790 137,556

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iRA BTSRRI A (4R)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

CAPITAL COMMITMENTS

33

BEXxiE

As at 31 December
m+=-—H=+—H
2021 2020
—ETF
RMB’'000
ARET T

—E=-—f
RMB’000
AR®ETT

Contracted but not recognised as ERIRERERREE
liabilities
— Commitments for construction and — BEREME -
acquisition of property, plant and TR 55 N 55 1 MO R
equipment = 3,408
RELATED PARTY TRANSACTIONS 34 BFBAEXRS

Parties are considered to be related if one party has the
ability, directly or indirectly, to control the other party or
exercise significant influence over the other party in making
financial and operating decisions. Parties are also considered
to be related if they are subject to common control,
common significant influence or joint control.

The Controlling Shareholder, members of key management
and their close family members of the Group are also
considered as related parties. In the opinion of the
Directors, the related party transactions were carried out in
normal course of business and at terms negotiated between
the Group and the respective related parties.

Save as disclosed elsewhere in these consolidated financial
statements, the Group had the following transactions and
balances with its related parties during the years ended
31 December 2021.

E AR NEERSEEEN ST - &
EELMBEREERRKH S — T HE
BEAFE  HELERAY - MBI LRE
# - KEEXRFE OB EES - RIS
IR B Rt o

REBIERER - T2ERABNERE
RKEXEIERERT - EXR5 > B
ARGTIR—REBBEF RIZAKE
B A RA B 0 RE R MO GRS TT

B B0 M RE RIS R EE
S REBRBE-F=—F+= A
ST-BLAEREBHERTRSR
W -

2021 sE $§ BREREFREEFERAT



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

34 RELATED PARTY TRANSACTIONS (Continued) 34 FAEtARS @
(a) Transactions with related parties (a) FAEEARS

Year ended 31 December

BEZ+-_HA=+—HILtEE

2021 2020
k- St S —EFF
RMB’000 RMB’'000
ARETT ARET T
Increase in amounts due from JiE U A B 75 SR IE A N
related parties
Loans to a company controlled & 21 52 A 1 Il Y
by Mr. Liu NAEIER = 30,103
Increase in amount due to the JE T 478 A% % 3R 3k T8 38
Controlling Shareholder 9,527 87,255

Interest charged to a related party  UHR B85 5 7 8

A company controlled by Mr. Liu 25 B R A 7 = 5,144
Purchases of goods and services BENmRIR®

Companies controlled by Mr. Liu 25 B R A A = 2,764
Sale of goods to related parties M) A 77 8H & 78 m

Company controlled by Mr. Liu 25 Bl R) A ) = 413

Increase in amounts due from the  J& U2 A% A% 51 K 78 18 N
Controlling Shareholder 13,550 —

2
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iR A P ERaR PR ()

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

34 RELATED PARTY TRANSACTIONS (continued) 34

(b) Balances with related parties

Rt A X 5 @)
(b) A S &6R

As at 31 December

R+=-—A=+—H
2021 2020
—®¥Z—-F¥ —ETF
RMB’000 RMB’'000
AREBTT AREF T
(i) Amounts due from: () EULLA T & 75 5 -
Amounts due from related parties [ Y BB 75 /I8
Companies controlled by Mr. Liu 25 A A A = 33,887
(i) Amounts due to: (i) FEITA T & 3IE -
Dividends payable JE A P& B
The Controlling Shareholder, TRRAR R - Bl A
Mr. Liu — 46,980
Ms. Lv Huamin BIE A+ — 5,220
= 52,200
Amount due to the Controlling JRE {F 452 A% A% 3R 30 I8
Shareholder
Mr. Liu s E = 8,217

RMB33,579,000 of the amounts due from related
parties as at 31 December 2020 unsecured, bearing an
interest at 6.86% per annum and repayable on
demand. The other amounts due from related parties
were unsecured, non-interest bearing and repayable
on demand. The amounts had been fully settled
during the year ended 31 December 2021.

N-EBE-_FEF+-_A=+—HHOE
W Ba g 5 5RIB A R #33,579,0007T
BEEE EFHNE6.86%TER
AR B SK(EIE o Efh U EE R 77 3K
HAEER R2ERBERERE
BoRABEEREBEE-_SE-_—F
T+ A=+ —BLEFEBHEN -

2021 sE $§ BREREFREEFERAT
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

34 RELATED PARTY TRANSACTIONS (continued)

(b)

(c)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Balances with related parties (Continued)

As at 20 January 2020, HC Environmental declared to
distribute dividends amounting to RMB58,000,000 to
the then shareholders in proportion to their
shareholding. The dividends would be settled by
batches, being 10% in 2020 and 90% in 2021, being
RMB5,800,000, and RMB52,200,000 respectively. In
December 2020, the first batch of dividend payment
of RMB5,800,000 was offset with the amount due
from a related party according to an offsetting
agreement between the parties. During the year
ended 31 December 2021, the balance of dividends
payable of RMB52,200,000 were fully paid, of which
RMB38,800,000 was paid in cash and RMB13,400,000
was offset with the amount due from the Controlling
Shareholder, according to an offsetting agreement
between the parties.

The amount due to the Controlling Shareholder as at
31 December 2020 was unsecured, non-interest
bearing and repayable on demand. The amounts had
been fully settled as at 31 December 2021.

Key management compensation

Key management includes directors (executive and
non-executive), executive officers, and the Company
Secretary. The compensation paid or payable to key
management for employee services is as follows:

34

R B B X 5 (@)

(b)

(c)

A Bk 5 45 85 (@)

RZZEZZTF—A=+H BHIR
REERRRIZFEENZFRLAE
KA S éﬁ%k&%%omow
TC e BB HALIA - B =T

iiﬁzﬁm%&_z:—iﬁzﬁ
90% * 9 Al & A R #5,800,000
TR AR¥52,200,0007T - R=-F
ZEF+ 8 BREBEEHHNEKED

ZFHBREMNRKRARE
5,800,000 7t E2 & U 78 B 5 5008 1K

He-RNEz_FE-_—F+=A4
=+—HIEFE  BNIREEHA
R ¥52,200,000c EBELE T - E
h A R #38,800,0007C LA IR £
- A R #13,400,000 7T I iR 1%
& 75 197 7 B R LAUH2E IR AR PR SR IB AR 4K

RZBEZZTF+-_A=1+—HE[
ERBRROFIELEER 28K
HARERKEBE ZFBEERZE
——F+ZRA=+—HEELEMT-

T EEEEHMN

TEEEERREST (MTTRIEN
17) BBABRAGME - 2%
ENTI2EEENREBEREEBS
B r

Year ended 31 December

HE+-A=+—HLFE
2021 2020
—E-FTF
RMB’000
ARETFTT

—E-—f%
RMB’000
ARBTR

Salaries and bonus e MIe4L 2,484 1,357
Other benefits H b 12 7 422 58
2,906 1,415

ANNUAL REPORT 2021



35 SUBSIDIARIES

Date of
Company name incorporation
ATEH eI A 8
Directly hold:
EERE:

Hongcheng International Investment Limited 30 March 2020

("HC International’ )

BEERRAERAA (DEAER ) —3-%%
=A=1H
Indirectly hold:
GE3EEN
Hongkong Hongcheng Environmental Protection 16 April 2020
Development Group Co., Ltd. ("HC Hong
Kong")
EERARRAEEBERAA (DERFE]) —2C%%
MA+7B
Shandong Jinjia Environmental Co., Ltd. 8 June 2020
("Shandong Jinjia”)
UREERRERAA(LREE] —2C%%
/\H)\El
Shandong Hongcheng Mining (Group) Co.,Ltd. 28 April 2011
("HC Mining")
WRBEBE () ERAR (DRARE]) 2%
mAZTN\R

Laizhou Hongcheng Mining Environmental 12 February

Protection Development Co., Ltd. 2014
("HC Environmental”)

FNTREBERRAZERAR —T-RE
(MBHRR]) ZAt+zR

Shandong Hongcheng Resources
Comprehensive Utilization Co., Ltd. ("HC
Resources”)

1 January 2019

WRERERGAFIBELA (DEEER)) —Z-hE

-A-A
Laizhou Hongcheng Gold Tailings and 11 June 2020
Cyanidation Comprehensive Utilization

Research and Development Center

FNERECERRANLBGARRRGTR 22
L) ~AtT-B

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
BB WK T (B)

For the year ended 31 December 2021 HZ=ZF—

Country/Place of

incorporation, legal

status

L
ERIKE

BVI

RREBRES

Hong Kong, limited
liability company

&8 ARAA

PRC, limited liability
company

TE BRAR

PRC, limited liability
company

PE ARAH

PRC, limited liability
company

PE ARAH

PRC, limited liability
company

PE - ARAH

PRC, private
non-enterprise
institution

PE - REELE
Ef]

BX/ &

35 MEBATE

Paid in capital

as at Effective interest held as at

31 December 2021

USD6,000,000

6,000,000% 7
USD13,973,524
13,973,524% 7

RMB10,000,000

AR%10,000,00057

RMB20,000,000

AE%20,000,0007

RMB4,000,000

ARE
4,000,000
RMB200,000

AR#200,0007T

(i) In 2021, the paid in capital of Shandong Jinjia was increased

from USD4,470,000 to USD13,973,524.

(ii) In 2021,
from RMB1,000,000 to RMB4,000,000.

the paid in capital of HC Resources was increased

31 December

|

R=t-BH#

HERE

2021
—g--%

100%

100%

100%

100%

100%

100%

100%

2020

100%

100%

100%

100%

100%

100%

100%

Principal activities

TREY

Investment holding

RERK

Investment holding

RERR
Investment holding
REER

Provision of gold mine hazardous
waste treatment services and
recycling gold mine hazardous
waste into resources with
economic value for sale.

RECBEZENERRERE
YeBEEENAELERER
WERMEHE -

Provision of gold mine hazardous
waste treatment services and
recycling gold mine hazardous
waste into resources with
economic value for sale.

RECBEZENERRERE
YeBEEENAELERER
WERMEHE -

Provision of metal waste
processing services, processing
and sales of iron powder,
building materials, metal
products, etc.

RESBENNIRS NIR
HEAN B BEERS -

Research and development

kS

— S =H 2 =~ HIE=

(il

(i) —EC—F RSN RR AR
4,470,000%7&jjui13,973,524%7_5 °
(ii) TEC—F BEERNERRARA
R¥1,000,000t#mME AR
4,000,0007T °
AN
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

iR M SRR PR ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

36 BALANCE SHEET AND RESERVE MOVEMENTS

OF THE COMPANY

(a) Balance sheet of the Company

36 AABBEERRRHEED

(a) FATHEEEMRR

As at
31 December
2021
R=ZF|=-—%
+=-H=+—H
Nog‘e RMB’000
Kiat AREFT
ASSETS BE
Non-current assets EREBEE
Right-of-use assets CRAEEE 628
Investment in subsidiaries (Note 25(b)) RHTE AR Z2E
(M 5E25(0)) 345,858
346,486
Current assets RENEE
Other receivables and prepayments Hth fE Y 5RIR R FE T FRIR 372
Amounts due from subsidiaries NG 90,712
Cash and cash equivalents ReERREEED 93,674
184,758
Total assets BEHE 531,244
EQUITY i
Share capital &N 8,208
Share premium &0 m B 36(b) 534,097
Accumulated losses 2ETEE (19,462)
Total equity Wi 522,843
LIABILITIES Bfg
Non-current liabilities EREFER
Lease liabilities HEBE 320
Current liabilities REBEE
Accruals EsrE A 145
Amounts due to subsidiaries FETHS B A Al FkIE 7,644
Lease liabilities HEEE 292
8,081
Total liabilities BERE 8,401
Total equity and liabilities BESRER 531,244

The balance sheet of the Company was approved by
the board of directors of the Company on 31 March

2022 and was signed on its behalf.

Mr. Liu Zeming
BBk AL
Chairman
FE

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

ARBEERBERER_-_FT_—
“A=t—BEARFREFTSHE

FAHATRERSE -

Mr. Zhan Yirong
L85 43

ANNUAL REPORT 2021
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R & BTSRRI (4R

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

36 BALANCE SHEET AND RESERVE MOVEMENTS 36 AAGSSEBEEREH#HESH @
OF THE COMPANY (Continued)

(b) Reserve movements of the Company (b) AATEEES
Share premium
B% 153 it2 (B
RMB’000
ARETT
At 12 January 2021 (date of incorporation) W_E-_—%—HA+=H
(FEf Az H ER) =
Issuance of shares during the Reorganization A E AR R B TRR (D
(Note 25(b)) (MI5E25(b)) 345,858
New shares issued pursuant to the global RIBE2IREEHITHRGD
offering, net of attributable transaction costs IR B R Z KA
(Note 25(d)) (B 5E25(d)) 194,398
Shares issued pursuant to capitalisation issuance  1RE & A{L B 17T
(Note 25(e)) (MI5E25(e)) (6,159)
At 31 December 2021 RZZB_—F
+-—A=+—8 534,097
2021 ] BERRARRNRARAE

AN
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
fr & B RS SRR Y E ()

For the year ended 31 December 2021 HE-T——F+=-A=+—HIEFE

37 ESEMRER
EEHM

37 BENEFITS AND INTERESTS OF DIRECTORS

(a) Remuneration of directors (a)

REBMREBEE-_ZT-_—F+_A
=+t—HUEFEEN/ENRAF
REENHFMIEOT

The remuneration of each director of the Company
paid/payable by the Group for the vyears ended
31 December 2021 are set out as follows

Welfare,
medical and
other
Name of Directors Basic salaries expenses Total
wmA - BER
EXFHe HibBEX st
RMB’000 RMB’000 RMB’000
ARBTT ARBTT ARBTIT
Year ended 31 December BE—_S—-—%
2021 +=-A=+—H
IEEE
Executive directors HWITES
Mr. Liu ElPtas 241 109 350
Mr. Zhan Yirong B RE 266 60 326
Mr. Sheng Haiyan BRAMEE 339 71 410
Independent non-executive BUFNITES
directors
Mr. Liu Zhongwei Blfhag £ 22 = 22
Mr. Zhang Shijun R ERAE 19 = 19
Mrs. Liu Ye 2\ + 19 = 19
906 240 1,146
Year ended 31 December BE-T-FF
2020 +=-HA=+—H
IEEE
Executive directors WITES
Mr. Liu ElPtas 241 11 252
Mr. Zhan Yirong B RE 183 8 191
Mr. Sheng Haiyan BREMEE 339 11 350
763 30 793

There was no arrangement under which a director or FRN - TEREFHIERTHRAER
the chief executive waived or agreed to waive any I E N E K EEREEAF NN L
/\ remuneration during the year. e

N
/,
28

!
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
R A BT R R YA (48)

For the year ended 31 December 2021 BE-T=—F+=-A=1T—HAILLFE

37 BENEFITS AND INTERESTS OF DIRECTORS 37 EEEIRER@®

(Continued)

(b) Directors’ other benefits (b) EFEMHMBEF
There were no retirement benefits paid to or REBEEZZE - —FR_T_FF
receivable by any Directors in respect of their other TZA=T—HIEFE  BELW
services in connection with the management of the EERARFAIENB LT EHH
affairs of the Company or its subsidiaries undertakings B TR IR B A R 75 T 4 S A< Bl R LK
during the years ended 31 December 2021 and 2020. RIKEF] o
There were no termination benefits paid to or REBEZZE - —FR_T_FF
receivable by any Director during the years ended TZA=T—HIEFE BERE
31 December 2021 and 2020. 1A 86 55 32 5 sl H R W e B BB AR A
No payment was made to the former employer of REBEE_ZT-_—FR-_ZT_FTF
Directors for making available the services of them as TZRA=FT—RHIEFE  BEHMN
a Director of the Company during the years ended RAREZHFHRERBMENE
31 December 2021 and 2020. ERIEEHFIE -
Other than those disclosed in Note 34(a), there were BRI 7k 34(a )Fﬁﬁﬁ'ﬁ%ﬁ\\ CREEC
no loans, quasi-loans and other dealings entered into T GFR-ZFT_FTF+=H
between the Group and the directors and in favour of =+—H Jtif REBEEE
the directors during the years ended 31 December F'ﬂﬁiﬂ TiMé%ﬁ’j*‘/\/\E’Jg
2021 and 2020. R EERREMR
Other than those as disclosed in Note 34, there were %Mﬁfﬂﬁﬂﬁﬁg%ﬁ\\ Ef\iiiﬁ’\
no significant transactions, arrangements and contracts HE_T-_—FR-_F_FF+=
in relation to the Group’s business to which the A=+—RIEFEFMREMHE - #ix
Company was a party and in which a director of the EEAREEEBERN - NQF]
Company had a material interest, whether directly or 2ERANNRESHEENEEHRS
indirectly, subsisted at the end of the year or at any BEAERNEARS - LHEREHL) »
time during the years ended 31 December 2021 and
2020.

38 CONTINGENCIES 38 WAEIE

R-ZE-—F+_A=+—H KEEL
BEERAIAREB(ZZE_ZTF . 8E) -

As at 31 December 2021,
contingencies (2020: nil).

the Group had no material

RERRERREAERAS
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DEFINITIONS

i

In this annual report, unless the context requires otherwise, the
following terms have the meanings set out below, and words in
plural shall include the singular and vice versa, as applicable:

“"AGM"

[FEERBEFRE

“Articles of
Association”or

“Articles”

[EZi2408) s [4m A ]
“Audit Committee”
[B%ZEg]

“Board”
[E52

“BVI”
[RBERRES]

“CIT Law”

[TEEMFERIA]

“Companies Act”

[RRDE]

“Company” or "“our
Company”

[ARRF]]

“Controlling
Shareholder(s)”
[ 22 {% A% 28|

"Corporate Governance

Code”
[(EE)R<FA

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

BTIXAERE  MEBKANARERSS
8 R IR (IER) -

the forthcoming annual general meeting of the Company

ARBIEERRBFRS

the amended and restated articles of association of our Company, conditionally
adopted by the then Shareholders on 23 October 2021 which will become effective
on the Listing Date

ARRKETRBINEGERAMR AERERRN - —F+A-+=RFK
R - R B BB AR

the audit committee of the Board

the board of Directors
o=

the British Virgin Islands
REEBARES

PRC Corporate Income Tax Law ({1 #E AR LMBEIFEATEFIE)) issued by the NPC
on 16 March 2007, and subsequently amended on 24 February 2017 and 29
December 2018

PEAAR-ZZLF=A+BEM BN - T—tF_A-FTHOBEE=Z-N
FHZAZTNBEITNCREARKAMBECEMETIE)

the Companies Act (As Revised) of the Cayman Islands
HERE R RE(EIERT)

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED (BHGRREHEHE
fR/x7\]), a company incorporated in the Cayman Islands with limited liability, the
issued shares of which are listed on the Main Board of the Stock Exchange (stock
code: 2265)

EERRBHEER AR —EARHEHESTMRLNBRAAF - A2 ETRO N
RRETER LT (GRS - 2265)

has the meaning ascribed thereto under the Listing Rules and unless the context
requires otherwise, refers to Mr. Liu and Zeming International Investment Co., Ltd
AR ETARETZANEE - BRIFXESFFTIE - 18215854 KZeming International
Investment Co., Ltd

the Corporate Governance Code and Corporate Governance Report as set out in

Appendix 14 to the Listing Rules
EHRAIM 14 E A EE S TRAIREEE alE

ANNUAL REPORT 2021



“Director(s)"”

[E %]

“Hazardous Waste
Business License”

AP A RE

“HC Environmental”

[ 7630 3R 1%

“HC Mining”

[ AR

“HKD"
[&7T]

"HKICPA"
[EAGTRIA

“Hong Kong”
(&8

Z ]

“Hong Kong Branch
Share Registrar”

[BAERDBFELIE]

“IFRSs”
[BIBR A B S

“Listing”
[ ]

“Listing Date”

[ £ BH)

8]

DEFINITIONS (CONTINUED)
Ex (5

the director(s) of the Company
ARREE

the permit for operation of hazardous wastes within the territory of the PRC under
the Measures for the Administration of Permit for Operation of Hazardous Wastes
(EREME LT EEREIE)

REB(EREDKEFAIBERIDE) - AP BEIRANL L EREDH T A&

Laizhou Hongcheng Mining Environmental Protection Development Co., Ltd. (3N
B EIRRFAZE AR A E), a limited liability company established under the laws
of the PRC on 12 February 2014 and an indirect wholly owned subsidiary of our
Company

HMTBHBERERRABARARF  —AR _E—OF A+ - HREBEPBEEEK
UHEBERAR  ARARNEEZENRE R A

Shandong Hongcheng Mining (Group) Co., Ltd. (IIEERATEE (£E)R D7)
(formerly known as Shandong Hongcheng Mining Co., Ltd. (LUFBHIEE B R A F])
and Shandong Hongcheng Mining Co., Ltd. (IUEEEFEEARAF)), a limited
liability company established under the laws of the PRC on 28 April 2011 and an
indirect wholly owned subsidiary of our Company

IR REZE (KB ARAR (AIBLURBHEEZASR A RURBEREERRA
A —HRZE——FHEAZTN\ARBHEVEEKINBRAR - BARE K HE
E2EMB AR

Hong Kong dollars and cents respectively, the lawful currency of Hong Kong
BILREN  BENEEES

the Hong Kong Institute of Certified Public Accountants
BRGNS

the Hong Kong Special Administrative Region of the People’s Republic of China
RE A RHEFEEBRSRITHE

Tricor Investor Services Limited, the Hong Kong branch share registrar and transfer
office of our Company

SEEFERARAR  ARANEBEROBFELDE

International Financial Reporting Standards
I % Bt 75 R 5 2E B

the listing of the Shares on the Main Board
R ER LT

12 November 2021, on which the Shares are listed and from which dealings therein
are permitted to take place on the Main Board

—Fo—HF+—-HAt+tZB BOLTHEHEEZAEATREREERD

2021 £ H BRIEREFREEFRAT
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DEFINITIONS (CONTINUED)
2% (8)

“Listing Rules”
[ EmR AL

"LZ Assets”
[ # N & EE

“Main Board”

=2

“Memorandum of
Association”

[Ei2 K4

“Model Code”
[1E4E=r A
“Mr. Liu"”

M54

“New Production Facility”

[ ¥ 4 B B i |

“Nomination
Committee”

[IREZEE

“PRC" and “China”
L=

"Prospectus”

[ ER]

“Remuneration
Committee”

(FHEEE

HONGCHENG ENVIRONMENTAL TECHNOLOGY COMPANY LIMITED

Rules Governing the Listing of Securities on the Stock Exchange
B 22 P A% 25 T AR Bl

Laizhou City State-owned Assets Management Company Limited (&N B A & & &
EHRARD)
RMTEBEEERLEBRAA

the stock market (excluding the option market) operated by the Stock Exchange
which is independent from and operated in parallel with GEM of the Stock
Exchange
B ENREMS (T EENETS) - BY R MGEMIL B B 5| & &
the amended and restated memorandum of association of our Company adopted
on 23 October 2021, as amended, supplemented or otherwise modified from time
to time

RRAMEETREINABERRAM R_E_—F T+ A+ =ZB&HEM - KTRFE
5] F T LA E A 7 S sk

the Model Code of Securities Transactions by Directors of the Listed Issuers as set
out in Appendix 10 to the Listing Rules

EHRAIME0ME FHBITAESETES R HNIRESFR

Mr. Liu Zeming (21)2%4), chairman of our Board, an executive Director and a
Controlling Shareholder

ZESAL  EFTELIR  WITEFMERER

has the meaning ascribed to it in the Prospectus

BEERBRERME T2 RE
the nomination committee of the Board
EZgiRRZES

the People’s Republic of China
hE ARAME

the prospectus of the Company dated 29 October 2021
AARIBEHR T _—F+A-THLBENEKRER

the remuneration committee of the Board

B=

IJ]E>

#HES

)3
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“Reporting Period”
[#REHA ]

“RMB”
[AR#]

“SFO"

[7& 7 M B 15101
“Share(s)"”

[Atn ]

“Shareholder(s)"”
[ 3R]

“Stock Exchange”
[ 32 P

“Transaction”

(%5 ]

"VAT"
[SE1EH

“we”, "us”, "our”,
“Group” and “our
Group”

[$F9 ] M [ AR & H

“Yinhai Chemical
Industrial Park”

[RBIC TEXE]

DEFINITIONS (CONTINUED)
Ex (5

the year ended 31 December 2021
BHE_Z-_—F+_-_A=+—HILEE

Renminbi, the lawful currency of the PRC

AR hHEEEEEE

the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong), as
amended, supplemented and modified from time to time

BREPIFESTIB(EFZ R ABEGE) - B ABER] - 7K REN

ordinary share(s) in the share capital of our Company with a nominal value of
HK$0.01 each
ARBIWAFEFREEC.01E TTH) & B

holder(s) of the Share(s)
ESUESZ =N

The Stock Exchange of Hong Kong Limited
BEEBMERIMAERRAA

the acquisition of the land use rights of three parcels of lands located in Yinhai
Chemical Industrial Park with an aggregate gross site area of approximately
533,300 sqg.m, properties including premises and warehouses with building area of
approximately 89,273 sg.m, and other infrastructures and machines through an
auction
BRAPESRBUARECIELXRAGMEES H£4533,300F F KA =18 L i
BT P R - MIREMEES KR89 273 F A KNEE (BIEWMERERE) A REAM
B

value-added tax
s2{Em

the Company and its subsidiaries

EN/NCTDSENiny - PN

an industrial park of the Yinhai Chemical Industrial Park ($8/8{t TZ 2% &) project,
a property development project in Laizhou City, Shandong province, the PRC, which
was the Laizhou government’s plan in integrating various companies engaging in
chemical manufacturing, new energy and other related industrial businesses
FMNBAAEIBREZRNE M EREE  FORIAMMBERIXEBHLQF > MR
REIIREHRMNTRINMEZRBEERSCIEXEEEAN —EAEXE

2021 £ H BRIEREFREEFRAT



DEFINITIONS (CONTINUED)
Bz (5

“Zhonglian Cement” Yantai Zhonghong Cement Co., Ltd (EEHEKIEHR A F]) (formerly known as
Yantai Zhonglian Cement Co., Ltd (BZFE/KEFR A, a limited liability
company established under the laws of the PRC on 17 May 2012 indirectly
controlled by Mr. Liu, our Controlling Shareholder

[ B KO ¥ EEPRKEERAR (AIBEEFEIOEERAR)  —FAR_ZE—Z_FRA T+
ARERBNEEKINBR DR - BERRR 215 & R

“sgq.m” square metre(s)
[F 7K 18 FHAK

" %" per cent

[ % ] I 8okt

2
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