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Independent Auditor’s Report
To the Board of Directors of China Graphite Group Limited
(incorporated in the Cayman Islands with limited liability)

Opinion
What we have audited

The consolidated financial statements of China Graphite Group Limited (the “Company”) and
its subsidiaries (the “Group”), which are set out on pages 5 to 79, comprise:
e the consolidated statements of financial position as at 31 December 2019, 2020 and 2021;
e the company statements of financial position as at 31 December 2020 and 2021,
e the consolidated statements of comprehensive income for the years ended 31 December
2019, 2020 and 2021 (the “Relevant Years”);
e the consolidated statements of changes in equity for the Relevant Years;
e the consolidated statements of cash flows for the Relevant Years; and

e 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 financial
position of the Company as at 31 December 2020 and 2021 and the consolidated financial
position of the Group as at 31 December 2019, 2020 and 2021, and of its consolidated financial
performance and its consolidated cash flows for the Relevant Years in accordance with Hong
Kong Financial Reporting Standards (“HKFRSs”) issued by the Hong Kong Institute of Certified
Public Accountants (“HKICPA™).

Basis for Opinion

We conducted our audit in accordance with Hong Kong Standards on Auditing (“HKSAs”) issued
by the HKICPA. Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Consolidated Financial Statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Independence

We are independent of the Group in accordance with the HKICPA’s Code of Ethics for
Professional Accountants (“the Code”), and we have fulfilled our other ethical responsibilities
in accordance with the Code.
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Independent Auditor’s Report
To the Board of Directors of China Graphite Group Limited (Continued)
(incorporated in the Cayman Islands with limited liability)

Other Matters

The comparative consolidated financial statements as at 1 January 2019 have not been audited.

Responsibilities of Directors for the Consolidated Financial
Statements

The directors of the Company are responsible for the preparation of the consolidated financial
statements that give a true and fair view in accordance with HKFRSs issued by the HKICPA, and

“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.

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 HKSAs will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these consolidated financial
statements.



Independent Auditor’s Report

To the Board of Directors of China Graphite Group Limited (Continued)
(incorporated in the Cayman Islands with limited liability)

Auditor’s Responsibilities for the Audit of the Consolidated Financial
Statements (Continued)

As part of an audit in accordance with HKSAs, we exercise professional judgment and maintain
professional scepticism throughout the audit. We also:

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.

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.

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

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

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

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

We communicate with the directors 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.




Independent Auditor’s Report

To the Board of Directors of China Graphite Group Limited (Continued)
(incorporated in the Cayman Islands with limited liability)

Restriction on Distribution and Use

The consolidated financial statements are prepared for the purpose of the preparation of
financial information for inclusion in the prospectus of the Company in connection with the
initial public offering of shares of the Company on the Main Board of The Stock Exchange of
Hong Kong Limited. As a result, the consolidated financial statements may not be suitable for
another purpose. Our report is intended solely for the board of directors of the Company and
should not be distributed to or used by any other parties for any purpose.

ettt

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 30 June 2022



CHINA GRAPHITE GROUP LIMITED
CONSOLIDATED STATEMENTS OF COMPREI-IENSIVE INCOME

Year ended 31 December
2019 2020 2021
Notes RMB'oo0 RMB’coo RMB000
Revenue 5 123,736 168,749 198,365
Cost of sales 7 (64,309) (85,502) (105,322)
Gross profit 59,427 83,247 93,043
Other income and other gains, net 6 663 300 8,033
Selling and distribution expenses 7 (14,299) (9,393) {10,138)
General and administrative expenses 7 {9,019) (18,770) (19,738)
Research and development expenses 7 (4,820) (5,830) (8,118)
Reversal of /(provision for)
impairment of financial assets 17 194 (349) (1,463)
Operating profit 32,146 49,205 61,619
Finance income o] 12 18 54
Finance costs 9 (435) (778) (834)
Finance costs, net (423) {(760) (780)
Profit before income tax 31,723 48,445 60,839
Income tax expense 10 (7,174) (10,586) (7,514)
Profit and total comprehensive .
income for the year 24,549 37,859 53,325

Profit and total comprehensive
income attributable to:
Owner of the Company : 24,549 36,884 53,325

Non-controlling interests 975
Profit and total comprehensive

income for the year 24,549 37,859 : 53,325
Earnings per share for profit

attributable to owner of the Company

- Basic and diluted (Note) 11 24,549 36,884 53,325

Note: The earnings per share presented above has not been taken into account the proposed capitalization
issue pursuant to the resolutions in writing of the shareholder passed on 21 June 2022 because the
proposed capitalization issue has not become effective as at the date of this report.

The above consolidated statements of comprehensive income should be read in conjunction with the
accompanying notes.
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CHINA GRAPHITE GROUP LIMITED

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

Notes
Assets
Non-current assets
Property, plant and equipment 12
Right-of-use assets 13
Mining rights 14
Other intangible assets
Deferred income tax assets 29
Prepayments 18
Current assets
Inventories 16
Trade and bills receivables 17
Deposits, prepayments and other
receivables 18
Cash and cash equivalents 19
Total assets
Equity
Capital and reserves
attributable to owner of
the Company
Share capital (Note) 24(a)
Share premium 24(b)
Other reserves 24(b)
Retained earnings 24(bh)
Total equity
Note:

At 1 January As at 31 December
2019 2019 ‘ 2020 2021
RMB’000 RMPB’o00 RMB'oco RMB’o00

(Unaudited)

45,134 60,546 71,864 87,908
4,307 5,799 7,608 9,933
13,034 20,562 27,013 25,905
- 63 55 35
2,033 2,506 779 271
985 3,039 244 1,038
65,493 92,515 107,563 125,090
29,681 35,423 25,992 18,874
111,208 113,632 160,863 148,645
995 180 4,566 7,533
5,134 1,861 10,007 33,934
147,018 151,096 201,428 208,086
212,511 243,611 308,991 334,076
- - 1581693 1581693
12,670 13,339 (143,469) (142,469)
73,572 97,452 133,449 185,774
86,242 110,791 148,673 201,998

Share capital of the Company is less than RMB1,000 and rounded as nil.



CHINA GRAPHITE GROUP LIMITED

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION (CONTINUED)

At 1 January As at 31 December
2019 2019 2020 2021
Notes RMPB’oo0 RMPB’oco RMPB’ooo RMP’oo0
(Unaudited)
Liabilities
Non-current liabilities
Lease liabilities 13 - 164 976 383
Provision for reclamation and
mine closure - 2,206 2,314 2,427
Deferred income tax liabilities 23 667 2,516 1,462 1,838
667 4,886 4,752 4,648
Current liabilities
Trade payables 20 10,965 16,160 20,965 18,608
Accruals and other payables 21 . 18,318 12,595 19,754 18,498
Amounts due to related parties :
and non-controlling interests 25 75,074 77,690 82,749 73,127
Borrowings 22 4,255 16,156 18,500 10,000
Contract liabilities 5(e) 670 443 9,758 5,310
Lease liabilities 13 - 680 1,169 1,143
Current tax liabilities 7,320 4,204 2,671 744
125,602 127,934 155,566 127,430
Total liabilities 126,269 132,820 . 160,318 132,078
Total equity and liabilities 212,511 243,611 308,991 334,076

The consolidated financial statements on pages 5 to 79 were approved by the Board of Directors on 30 June

2022 and were signed on its behalf.

hao Liang Lei Wai Hoi
Director - Director

The above consolidated statements of financial position should be read in conjunction with the
accompanying notes.
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CHINA GRAPHITE GROUP LIMITED

STATEMENT OF FINANCIAL POSITION OF THE COMPANY

As at 31 December
2020 2021
Notes RMB’oco RMB’c00
Assets
Non-current assets ,
Investment in a subsidiary 159,038 159,038
Current asset
Prepaid listing expenses 18 2,876 5,584
Total assets 161,914 164,622
Equity
Equity attributable to owner of the Company
Share capital (Note) 24 - -
Share premium 158,603 158,603
Other reserves (8,011} (15,655)
Total equity 150,682 143,038
Liabilities
Current liabilities
Accrued expenses 21 4,624 3,879
Amounts due to subsidiaries 2,625 12,371
Amount due to a shareholder 25(a) 3,983 5,334
11,232 21,584
Total liabilities 11,232 21,584
Total equity and liabilities 161,014 164,622

Note: Less than RMB1,000 and rounded as nil.

The above statement of financial position of the Company should be read in conjunction with the
accompanying notes.
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CHINA GRAPHITE GROUP LIMITED

CONSOLIDATED STATEMENTS OF CASH FLOWS

Notes
Cash flow from operating
activities
Cash generated from operations 26(a)

Income tax paid

Net cash generated from
operating activities

Cash flows from investing
activities
Purchase of property, plant and
equipment
Purchase of land use rights
Purchase of intangible assets
Addition of mining rights
Proceeds from disposal of property,
plant and equipment 26(b)
Interest received

Net cash used in investing
activities

Cash flows from financing
activities
Proceeds from bank and other
borrowings '
Repayments of bank and other
borrowings
Interest paid
Repayments of principal elements of
lease liahilities
Payment of listing expenses
Advances from related parties
Repayments to related parties
Capital injection from non-controlling
interests
Acquisition of non-controlling interests  1.2(g)
pursuant to Reorganization and (h)

Net cash generated from/(used in)
financing activities 26(c)

Net (decrease)/increase in cash and
cash equivalents

Cash and cash equivalents at the
beginning of the year

Cash and cash equivalents at end
of the year 19

Year ended 31 December

2019 2020 2021
RMB'000 RMB’o00 RMB'o00
20,157 35,966 84,255
(8,913) (11,422) (8,557)
11,244 24,544 75,698
(19,772) (13,857) (26,487)
- - (2,731)

(63) - -
(8,341) (8,288} -
518 1,410 : 42

12 18 54
(27,646) (20,717) (29,122)
12,540 18,500 3,000
(639) (16,156) (11,500)
(435) (671) (721)
(959) (841) (1,120)

- (1,566) (2,686)
31,424 9,681 1,351
(28,802) (9,569) (6,032)
- 4,941 -

- - (4,941)
13,129 4,319 (22,649)
(3,273) 8,146 23,927
5,134 1,861 10,007
1,861 10,007 33,934

The above consolidated statements of cash flows should be read in conjunction with the accompanying notes.
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1.2

CHINA GRAPHITE GROUP LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

General information and history of the Group

General information

China Graphite Group Limited (the “Company”) was incorporated in the Cayman Islands on 3
August 2020 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 the Company’s
registered office is 71 Fort Street, PO Box 500, George Town, Grand Cayman, KY1-1106, Cayman
Islands.

The Company is an investment holding company and its subsidiaries are principally engaged in the

- manufacturing and sale of graphite products (the “Listing Business”). During the Track Record

Period, the Listing Business was carried out through the subsidiaries of the Company. The ultimate
holding company of the Company is Sandy Mining Limited, a company incorporated in the British
Virgin Islands. The ultimate controlling party of the Group is Mr. Zhao Liang (“Mr. Zhao").

History of the Group

Prior to the incorporation of the Company and the completion of the reorganization as described
below, the Listing Business was operated under the control of the controlling shareholder, Mr. Zhao,
throughout the Track Record Period.

In preparation for the Listing, the Group underwent a group reorganization (the “Reorganization”),
pursuant to which the companies engaged in the Listing Business were transferred to the Company.
The Reorganization involved the followings:

(a) On 11June 2020, Sandy Mining Limited (“Sandy Mining”) was incorporated under the laws
of the British Virgin Islands (“BVI”). On 2 July 2020, 1 share of Sandy Mining was issued
and allotted, credited as fully paid, to Mr. Zhao Liang.

b) As part of the Reorganization, on 27 July 2020, Heilongjiang Baoquanling Agricultural
Reclamation Yixiang Graphite Co., Ltd. (“Yixiang Graphite”) and Heilongjiang
Baoquanling Agricultural Reclamation Yixiang New Energy Materials Co., Ltd. (“Yixiang
New Energy”) increased their respective registered share capital by 263,158 shares. Upon
the completion, each of Yixiang Graphite and Yixiang New Energy had 5,263,158 shares in
the registered share capital. On the same day, an investor, Ms. Song Meixin invested in both
companies through the acquisition of 263,158 shares in each of Yixiang Graphite and
Yixiang New Energy at a consideration of RMB4,941,000, representing 5% equity interests
in each of Yixiang Graphite and Yixiang New Energy.

(c) On 3 August 2020, the Company was incorporated under the laws of the Cayman Islands.
On the same day, 1 share was issued and allotted, credited as fully paid, to Sandy Mining.

(d) On 21 August 2020, Noah Energy Limited (“Noah Energy”) was incorporated under the
laws of the BVIL. On 28 August 2020, 50,000 shares was issued and allotted, credited as
fully paid, to the Company.

(e) On 28 August 2020, China Graphite Holdings Group (HK) Limited (“China Graphite HK™)
was incorporated in Hong Kong. On the same date, 10,000 shares of China Graphite HK
was issued and allotted to Mr. Zhao Liang, which was subsequently transferred to Noah
Energy on 29 September 2020.

® On 26 November 2020, a wholly foreign-owned enterprise, Beijing Yixiang Olefinic Carbon
Technology Co., Ltd. (“Beijing Yixiang”), was established in the People’s Republic of China
(“PRC”) with a registered share capital of RMB10,000,000 with its entire equity interest
held by China Graphite HK.

(g On 14 December 2020, Mr. Zhao Liang, Mr. Zhao Changshan and Ms. Song Meixin,
shareholders of Yixiang Graphite, entered into equity interest transfer agreements with
Beijing Yixiang in relation to the transfer of their respective 57%, 38% and 5% equity
interests in Yixiang Graphite to Beijing Yixiang for considerations of RMB1, RMB1 and
RMB4,677,447 respectively. The transfer was completed on 30 December 2020.

-12 -
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1.2

1.3

CHINA GRAPHITE GROUP LIMITED
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

General information and history of the Group (Continued)

History of the Group (Continued)

Note:

(a) No audited statutory financial statements have been issued for this entity as there are no
statutory requirements in the place of incorporation,

(b) No audited financial statements have been issued for this entity since it was newly
incorporated in 2020 and statutory audits for the year ended 31 December 2021 have not
yet been completed.

() Luobei Hexin Accounting Firm (General Partnership)* (‘B &5 € rTHEHA(THEE
7’1“‘;)”)

(d) Heilongjiang Hong Di Accounting Firm (General Partnership)* (“SBHE TSR SR ETE AT
(BREA))

(e) Beijing Yongkun Certified Public Accountants (General Partnership)* (“Jb 5 k3 & 7 o2
BE(EEEE))

® Beijing Yilinao Certified Public Accountants (General Partnership)* (“Ib R # kB & T H
B EER))

* For identification purpose only. The English names of these subsidiaries and the statutory
auditors represent the best effort by the Company’s management to translate the Chinese
names, as these subsidiaries and statutory auditors do not have an official English name.

Basis of presentation

Immediately prior to and after the Reorganization, the Listing Business was controlled by Mr. Zhao,
and was conducted through Yixiang Graphite and Yixiang New Energy. Pursuant to the
Reorganization, the Listing Business was transferred to and held by the Company. The Company
has not been involved in any other business prior to the Reorganization and does not meet the
definition of a business. The Reorganization is merely a recapitalization of the Listing Business with
no change in management and the ultimate owners of the Listing Business remain the same.
Accordingly, the Group resulting from the Reorganization is regarded as a continuation of the
Listing Business under the control of Mr. Zhao and, for the purpose of this report, the Historical
Financial Information has been prepared and presented as a continuation of the consolidated
financial statements of the Listing Business from their respective dates of incorporation, or since
the dates when they first came under the control of Mr. Zhao, whichever is a shorter period, with
the assets and liabilities of the Group recognized and measured at the carrying amounts of the
Listing Business under the consolidated financial statements under Mr. Zhao’s control for all
periods presented,

Summary of significant accounting policies

This note provides a list of significant accounting policies adopted in the preparation of the
Historical Financial Information. These policies have been consistently applied to all the years
presented, unless otherwise stated. The Historical Financial Information is for the Group consisting
of the Company and the companies now comprising the Group.

Basis of preparation
)] Compliance with HKFRS
The Historical Financial Information of the Company has been prepared in accordance with

principal accounting policies as set out below which are in accordance with Hong Kong
Financial Reporting Standards (“HKFRS”) issued by the HKICPA are set out below.

_14..



2.1

CHINA GRAPHITE GROUP LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)

Basis of preparation (Continued)

&)

(i)

Compliance with HKFRS (Continued)

HKFRS 1 “First-time Adoption of Hong Kong Financial Reporting Standards” has been
applied in preparing the consolidated financial statements. These consolidated financial
statements are the first set of consolidated financial statements of the Group prepared in
accordance with HKFRSs. The Group has not issued any financial statements prior to this
report. Accordingly, no reconciliation of the Group’s equity and profits reported under
previous accounting standards to iis equity and profits under HKFRSs was prepared.

All effective standards, amendments to standards and interpretations, which are
mandatorily effective for the financial year beginning on 1 January 2021, are consistently
applied to the Group for the years ended 31 December 2019, 2020 and 2021.

The preparation of the consolidated financial statements in conformity with HKFRSs
requires the use of certain critical accounting estimates. It also requires management to
exercise its judgments 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.
Historical cost convention

The Historical Financial Information has been prepared on a historical cost basis.
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CHINA GRAPHITE GROUP LIMITED
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant aceounting policies (Continued)
Basis of preparation (Continued)
(iii)  New standards and amendments to existing standards not yet adopted by the Group

The following are standards and amendments to existing standards that have been
published and are relevant but not mandatory for the Track Record Period, and have not
been early adopted by the Group.

Effective for
annual periods
beginning on or
after
Amendments to HKFRS 3 Reference to the Conceptual 1 January 2022
Framework
Amendments to HKFRS 10 Sales or Contributions of Assets To be determined
and HKAS 28 between an Investor and its
" Associate or Joint Venture
HKFRS 17 and Amendments  Insurance Contracts 1 January 2023
to HKFRS 17 ' :
Amendments to HKAS 1 Classification of Liabilities as 1 January 2023
Current or Non-current
Amendments to HKAS1and  Disclostre of Accounting Policies 1 January 2023
HKFRS Practice Statement 2 _
Amendments to HKAS 8 Definition of Accounting 1 January 2023
Estimates
Amendments to HKAS 12 ~ Deferred Tax Related to Assets and 1 January 2023
Liabilities Arising from a Single
Transaction ‘
Amendments to HKAS 16 Property, Plant and Equipment - 1 January 2022
Proceeds before Intended Use
Amendments to HKAS 37 Onerous Contracts - Cost of 1 January 2022
Fulfilling a Contract
Annual Improvements to Amendments to HKFRS 1, HKFRS 1 January 2022
HXFRSs 2018-2020 Cycle 9, HKFRS 16 and HKAS 41
Amendments to Accounting Merger Accounting for Common 1 January 2022
Guideline 5 Control Combinations {(Revised)
Hong Kong Interpretation 5 Presentation of Financial 1 January 2023
{2020) Statements - Classification by the

Borrower of a Term Loan that
Contains a Repayment on
Demand Clause
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2.1

2.2

CHINA GRAPHITE GROUP LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)

Basis of preparation (Continued)

(iii)

New standards and amendments to existing standards not yet adopted by the Group
{Continued)

The Group will adopt the above new or revised standards, amendments and interpretations
to existing standards as and when they become effective. Management has performed
preliminary assessment and does not anticipate any significant impact on the Group’s
financial position and results of operations upon adopting these standards, amendments
and interpretations to existing standards.

Principles of consolidation and equity accounting

@

(i)

Subsidiaries

Subsidiaries are all entities (including structured entities) over which the Group has control.
The Group controls an entity where 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 to direct the activities of 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.

The acquisition method of accounting is used to account for business combinations by the
Group.

Inter-company transactions, balances and unrealized gains on transactions between group
companies are eliminated. Unrealized losses are also eliminated unless the transaction
provides evidence of an impairment of the transferred asset. Accounting policies of
subsidiaries have been changed where necessary to ensure consistency with the policies
adopted by the Group.

Non-controlling interests in the results and equity of subsidiaries are shown separately in
the consolidated statement of comprehensive income, statement of changes in equity and
statement of financial position respectively.

Changes in ownership interests

The Group treats transactions with non-controlling interests that do not result in a loss of
control as transactions with equity owners of the Group. A change in ownership interest
results in an adjustment between the carrying amounts of the controlling and non-
controlling interests to reflect their relative interests in the subsidiary. Any difference
between the amount of the adjustment to non-controlling interests and any consideration
paid or received is recognized in a separate reserve within equity attributable to owners of
the Company.

When the Group ceases to consolidate or equity account for an investment because of a loss
of control, joint control or significant influence, any retained interest in the entity is
remeasured to its fair value with the change in carrying amount recognized in profit or loss.
This fair value becomes 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. This may mean that 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 HKFRSs.
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2.3

CHINA GRAPHITE GROUP LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
Summary of significant accounting policies (Continued) ‘
Principles of consolidation and equity accounting (Continued)
(ii) Chahges in ownership interests (Continued)

If the ownership interest in a joint venture or an associate is reduced but joint control or
significant influence is retained, only a proportionate share of the amounts previously
recognized in other comprehensive income are reclassified to profit or loss where
appropriate..

Business combinations

The acquisition method of accounting is used to account for all business combinations, regardless
of whether equity instruments or other assets are acquired. The consideration transferred for the
acquisition of a subsidiary comprises the:

. fair values of the assets transferred

. liabilities incurred to the former owners of the acquired business

. equity interests issued by the Group

. fair value of any asset or liability resulting from a contingent consideration arrangement,
and

. fair value of any pre-existing equity intérest in the subsidiary.

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business
combination are, with limited exceptions, measured initially at their fair values at the acquisition
date. The Group recognizes any non-controlling interest in the acquired entity on an acquisition-
by-acquisition basis either at fair value or at the non-controlling interest’s proportionate share of
the acquired entity’s net identifiable assets.

Acquisition-related costs are expensed as incurred.

The excess of the

. consideration transferred,
. amount of any non-controlling interest in the acquired entity, and
. acquisition-date fair value of any previous equity interest in the acquired entity

Over the fair value of the net identifiable assets acquired is recorded as goodwill. If those amounts
are less than the fair value of the net identifiable assets of the business acquired, the difference is
recognized directly in profit or loss as a bargain purchase.

Where settlement of any part of cash consideration is deferred, the amounts payable in the future
are discounted to their present value as at the date of exchange. The discount rate used is the entity’s
incremental borrowing rate, being the rate at which a similar borrowing could be obtained from an
independent financier under comparable terms and conditions. Contingent consideration is
classified either as equity or a financial liability. Amounts classified as a financial liability are
subsequently remeasured to fair value with changes in fair value recognized in profit or loss.
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2.4

2.5

2.6

CHINA GRAPHITE GROUP LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
Summary of significant accounting policies (Continued)
Business combinations {(Continued)

If the business combination is achieved in stages, the acquisition date carrying value of the
acquirer’s previously held equity interest in the acquiree is remeasured to fair value at the
acquisition date. Any gains or losses arising from such remeasurement are recognized in profit or
loss.

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.

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, who is responsible for
allocating resources and assessing performance of the operating segments, has been identified as
the Executive Directors of the Company that make strategic decisions.

Foreign currency translation
{a) Functional and presentation currency

Items included in the consolidated 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 RMB which is the Company’s functional currency and the Group’s presentation currency.

(b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the
exchange rates at the dates of the transactions. Foreign exchange gains and losses resulting
from the settlement of such transactions and from the translation of monetary assets and
liabilities denominated in foreign currencies at year end exchange rates are generally
recognized in profit or loss. They are deferred in equity if they relate to qualifying cash flow
hedges and qualifying net investment hedges or are attributable to part of the net
investment in a foreign operation.

Foreign exchange gains and losses that relate to borrowings are presented in the
consolidated statements of comprehensive income, within finance costs. All other foreign
exchange gains and losses are presented in the consolidated statements of comprehensive
income on a net basis within other income and other gains, net.
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CHINA GRAPHITE GROUP LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)

Foreign currency translation (Continued)

()

(e

(d)

Transactions and balances (Continued)

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 recognized in profit or loss as
part of the fair value gain or loss and translation differences on non-monetary assets such
as equities classified as available-for- sale financial assets are recognized in other
comprehensive income.

Group companies

The results and financial position of all the group entities (none of which has the currency
of a hyperinflationary economy) that have a functional currency different from the
presentation currency are translated into the presentation currency as follows:

D assets and liabilities for each statement of financial position presented are
translated at the closing rate at the date of that statement of financial position;

(i) income and expenses for each statement of comprehensive income presented are
translated at average exchange rates (unless this average rate is not a reasonable
approximation of the cumulative effect of the rates prevailing on the transaction
dates, in which case income and expenses are translated at the dates of the
transactions); and

(i) all resulting exchange differences are recognized in other comprehensive income.

On consolidation, exchange differences arising from the translation of any net investment
in foreign entities, and of borrowings and other financial instruments designated as hedges
of such investments, are recognized in other comprehensive income. When a foreign
operation is sold or any borrowings forming part of the net investment are repaid, the
associated exchange differences are reclassified to profit or loss, as part of the gain or loss
on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign operation are
treated as assets and liabilities of the foreign operation and translated at the closing rate.

Disposal of foreign operation and partial disposal

On the disposal of a foreign operation (that is, a disposal of the Group’s entire interest in a
foreign operation, or a disposal involving loss of control over a subsidiary that includes a
foreign operation, a disposal involving loss of joint control over a joint venture that includes
a foreign operation, or a disposal involving loss of significant influence over an associate
that includes a foreign operation), all of the currency translation differences accumulated
in equity in respect of that operation attributable to the owner of the Company are
reclassified to profit or loss.
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2.7

CHINA GRAPHITE GROUP LIMITED
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)
Foreign currency translation (Continued)
(d) Disposal of foreign operation and partial disposal (Continued)

Tn the case of a partial disposal that does not result in the Group losing control over a
subsidiary that includes a foreign operation, the proportionate share of accumulated
currency translation differences are re-attributed to non-controlling interests and are not
recognized in profit or loss, For all other partial disposals (that is, reductions in the Group’s
ownership interest in associates or joint ventures that do not result in the Group losing
significant influence or joint control), the proportionate share of the accumulated exchange
difference is reclassified to profit or loss.

Property, plant and equipment

Property, plant and equipment, other than construction in progress (“CIP”), are stated at historical
cost less depreciation. Historical cost includes expenditure that is directly attributable to the
acquisition of the items. :

Subsequent costs are included in the assets’ carrying amounts or recognized as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the asset will
flow to the Group and the cost of the asset can be measured reliably. The carrying amount of the
replaced part is derecognized. All other repairs and maintenance are expensed in the consolidated
statements of comprehensive income during the financial period in which they are incurred.

Depreciation is calculated using the straight-line method to allocate their cost or revalued amounts,
net of their residual values, over their estimated useful lives or, in the case of leasehold
improvements and certain plant and machines, the shorter lease term as follows:

Plant and buildings 20 years
Machinery and equipment 3 - 10 years
Motor vehicles 4 - 5years
Furniture and fixtures 3 -5years

Depreciation on mining structures is provided to write off the cost of the mining structures using
the units of production method based on the total proved and probable reserves of the mine as the
depletion base.

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

CIP is stated at cost less impairment losses. Cost comprises direct costs of construction as well as
borrowing costs capitalized during the periods of construction and installation. Capitalization of
these costs ceases and the CIP is transferred to the appropriate class of property, plant and
equipment when substantially all the activities necessary to prepare the assets for their intended
use are completed, No depreciation is provided for in respect of CIP until it is completed and ready
for its intended use.

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.

Gains and losses on disposals are determined by comparing proceeds with carrying amount. These
are included in profit or loss.
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2.9

2,10

CHINA GRAPHITE GROUP LIMITED
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)

Intangible assets
Mining rights

Mining rights are stated at cost less accumulated amortization and accumulated impairment losses
and are amortized on the units of production method based on the total proven and probable
reserves of the mine.

Other intangible assets

Other intangible assets are stated at cost less accumulated amortization and accumulated
impairment losses and are amortized using the straight-line method over the expected useful life of
respective intangible asset ranged from 2 to 20 years.

Impairment of non-financial assets

Goodwill and intangible assets that have an indefinite useful life are not subject to amortization and
are tested annually for impairment, or more frequently if events or changes in circumstances
indicate that they might be impaired. Other assets are tested for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. An impairment
loss is recognized 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.

Financial assets
(a) Classification
The Group classifies its financial assets as those to be measured at amortized cost.

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

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

(b) Recognition and measurement

Regular way purchases and sales of financial assets are recognized on the trade-date, the
date on which the Group commits to purchase or sell the asset. Financial assets are
derecognized 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.

(c) 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, 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.
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2,12

2.13

CHINA GRAPHITE GROUP LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
Summary of significant accounting policies (Continued)
Financial assets (Continued)

(c) Measurement (Continued)
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.

Assets that are held for collection of contractual cash flows where those cash flows represent
solely payments of principal and interest are measured at amortized 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 recognized directly in profit or loss and
presented in “other income and other gains, net” together with foreign exchange gains and
losses. Impairment losses are presented as separate line item in the profit or loss.

(d) Impairment

The Group assesses on a forward-looking basis the expected credit losses associated with
its debt instruments carried at amortized cost. The impairment methodology applied
depends on whether there has been a significant increase in credit risk. For trade
receivables, the Group applies the simplified approach permitted by HKFRS 9, which
requires expected lifetime losses to be recognized from initial recognition of the receivables.

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the consolidated
statements of financial position when there is a legally enforceable right to offset the recognized
amounts and there is an intention to settle on a net basis or realize the asset and settle the liability
simultaneously. The legally enforceable right must not be contingent on future assets and must be
enforceable in the normal course of business and in the event of default, insolvency or bankruptey
of the company or the counterparty.

Inventories

Raw materials, work in progress and finished goods are stated at the lower of cost and net realizable -
value. Cost comprises direct materials, direct labor and an appropriate proportion of variable and
fixed overhead expenditure, the latter being allocated on the basis of normal operating capacity.
Costs are assigned to individual items of inventory on the basis of weighted average costs. Costs of
purchased inventory are determined after deducting rebates and discounts. Net realisable value is
the estimated selling price in the ordinary course of business less the estimated costs of completion
and the estimated costs necessary to make the sale.

Trade and other receivables

Trade receivables are amounts due from customers for goods sold or services performed in the
ordinary course of business. They are generally due for settlement within 9o days and therefore all
classified as current.

Trade and other receivables are recognized initially at the amount of consideration that is
unconditional unless they contain significant financing components, when they are recognized at
fair value. The Group holds the trade and other receivables with the objective of collecting the
contractual cash flows and therefore measures them subsequently at amortized cost using the

. effective interest method.
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CHINA GRAPHITE GROUP LIMITED
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)

Cash and eash equivalents

For the purpose of presentation in the consolidated statements of cash flows, cash and cash
equivalents includes cash on hand, deposits held at call with financial institutions, other short-term,
highly liguid investments with original maturities of three months or less that are readily
convertible to known amounts of cash and which are subject to an insignificant risk of changes in
value.

Share capital
Ordinary shares are classified as equity.

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.

Trade and other payables

These amounts represent liabilities for goods and services provided to the Group prior to the end of
financial year which are unpaid. Trade and other payables are presented as current liabilities unless
payment is not due within 12 months after the reporting period. They are recognized initially at
their fair value and subsequently measured at amortized cost using the effective interest method.

Borrowings

Borrowings are initially recognized at fair value, net of transaction costs incurred. Borrowings are
subsequently measured at amortized cost. Any difference between the proceeds (net of transaction
costs) and the redemption amount is recognized in profit or loss over the period of the borrowings
using the effective interest method. Fees paid on the establishment of loan facilities are recognized
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 amortized over the period of the facility to which it relates.

Borrowings are removed from the consolidated statements of financial position when the obligation
specified in the contract is discharged, canceled 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 recognized
in profit or loss as other income or finance costs.

Where the terms of a financial liability are renegotiated and the entity issues equity instruments to
a creditor to extinguish all or part of the lability (debt for equity swap), a gain or loss is recognized
in profit or loss, which is measured as the difference between the carrying amount of the financial
liability and the fair value of the equity instruments issued.

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 period.

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.

Other borrowing costs are expensed in the period in which they are incurred.
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CHINA GRAPHITE GROUP LIMITED
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)

Current and deferred income tax

The income tax expense or credit for the period is the tax payable on the current pericd’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.

Current income tax

The current income tax charge is calculated on the basis of the tax laws enacted or substantively
enacted at the consolidated statements of financial position date in the places where the Company
and its subsidiaries operate and generate taxable income. 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.

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 recognized 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 realized
or the deferred income tax liability is settled.

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

Deferred tax liabilities and assets are not recognized 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.

Offsetting

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 realize the asset and settle the liability
simultaneously.

Current and deferred tax is recognized in profit or loss, except to the extent that it relates to items

recognized in other comprehensive income or directly in equity. In this case, the tax is also
recognized in other comprehensive income or directly in equity, respectively.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)

Employee benefits

(a)

(b)

()

Short-term obligations

Short-term employee benefits are employee benefits (other than termination benefits) that
are expected to be settled within twelve months after the end of the annual reporting period
in which the employees render the related service. Short-term employee benefits are
recognized in the year when the employees render the related service.

Employee entitlements to annual leave are recognized when they accrue to employees. A
provision is made for the estimated liability for annual leave as a result of services rendered
by employees up to the consolidated statements of financial position date.

Employee entitlements to sick leave and maternity leave are not recognized until the time
of leave.

Post-employment obligations
The Group operates various pension schemes.

The Group participates in a mandatory provident fund scheme and another defined
contribution plan for its staff in Hong Kong. A defined contribution plan is a pension plan
under which the Group pays fixed contributions into a separate entity. The Group has no
legal or constructive obligations to pay further contributions if the fund does not hold
sufficient assets to pay all employees the benefits relating to employee service in the current
and prior periods.

The Group pays contributions to publicly or privately administered pension insurance
plans on a mandatory, contractual or voluntary basis. The Group has no further payment
obligations once the contributions have been paid. The contributions are recognized as
employee benefit expenses when they are due. Prepaid contributions are recognized as an
asset to the extent that a cash refund or a reduction in the future payments is available.

The Group also participated in a central pension scheme operated by the local municipal
government in Mainland China. Contributions are made by the Group on a monthly basis
to the retirement plan based on a percentage of the relevant income of the relevant
employees. The Group has no further obligations for the actual payment of pensions beyond
its contributions.

Contributions made are recognized as employee benefits expenses when they are due and
are not reduced by contribution forfeited by those relevant employees who leave the scheme
prior to vesting fully in the contributions. Prepaid contributions are recognized as an asset
to the extent that a cash refund or a reduction in the future payments is available.

Bonus plan
The Group recognizes a liability and an expense for bonuses, based on performance and
takes into consideration the profit attributable to the Company’s shareholders. The Group

recognizes a provision where contractually obliged or where there is a past practice that has
created a constructive obligation.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)

Provisions

Provisions are recognized when the Group has a present legal or constructive obligation as a result
of past events; it is probable that an outflow of resources will be required to settle the obligation;
and the amount has been reliably estimated. Provisions are not recognized for future operating
losses.

Where there are a number of similar obligations, the likelihood that an outflow will be required in
settlement is determined by considering the class of obligations as a whole. A provision is
recognized even if the likelihcod of an outflow with respect to any one item included in the same
class of obligations may be small.

Provisions are measured at the present value of the expenditures expected to be required to settle
the obligation using a pre-tax rate that reflects current market assessments of the time value of
money and the risks specific to the obligation. The increase in the provision due to passage of time
is recognized as interest expense.

Provisions for reclamation and mine closure

Provisions for the Group’s obligations for reclamation and mine closure are based on estimates of
required expenditure at the mines in accordance with the rules and regulations in the People’s
Republic of China. The obligation generally arises when the asset is installed or the ground
environment is disturbed at the mining operation’s location. The Group estimates its liabilities for
reclamation and mine closure based upon detailed calculations of the amount and timing of the
future cash expenditure to perform the required work. Spending estimates are escalated for
inflation, then discounted at a discount rate that reflects current market assessments of the time
value of money and the risks specific to the liability such that the amount of provision reflects the
present value of the expenditures expected to be required to settle the obligation, The present value
of the estimated cost is recognized in cost of sales in the period of relevant ground environment
being disturbed.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable for the sales of
goods in the ordinary course of the Group’s activities.

If contracts involve the sale of multiple elements, the transaction price will be allocated to each
performance obligation based on their relative stand-alone selling prices. If the stand-alone selling
prices are not directly observable, they are estimated based on expected cost plus a margin or
adjusted market assessment approach, depending on the availability of observable information.

Revenue is recognized when or as the control of the good is transferred to the customer.

Depending on the terms of the contract and the laws that apply to the contract, control of the good
may be transferred over time or at a point in time.

Control of the good is transferred over time if the Group’s performance:

. provides all of the benefits received and consumed simultaneously by the customer;
. creates or enhances an asset that the customer controls as the Group performs; or
. does not create an asset with an alternative use to the Group and the Group has an

enforceable right to payment for performance completed to date.
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Summary of significant accounting policies (Continued)
Revenue recognition (Continued)

If control of the goods transfers over time, revenue is recognized over the period of the contract by
reference to the progress towards complete satisfaction of that performance obligation. Otherwise,
revenue is recognized at a point in time when the customer obtains control of the goods. Specific
criteria where revenue is recognized are described below.

Sales and distribution of goods

The Group manufactures and sells graphite products. Sales are recognized when control of the
products has transferred to its customer, being when the products are delivered to the customer,
and there is no unfulfilled obligation that could affect the customer’s acceptance of the products.
Delivery occurs when the products have been shipped to the specific location, the risks of
obsolescence and loss have been transferred to the customer, and either the customer has accepted
the products in accordance with the sales contract, the acceptance provisions have lapsed, or the
Group has objective evidence that all criteria for acceptance have been satisfied. '

Revenue from these sales is recognized based on the price specified in the contract, net of value-
added tax, rebates and returns. Revenue is only recognized to the extent that it is highly probable
that a significant reversal will not occur. No element of financing is deemed present as the sales are
made on cash or with a credit term of not more than 9o days. A receivable (financial asset) is
recognized when the goods are delivered as this is the point in time that the consideration is
unconditional because only the passage of time is required before payment is due.

Leases

Leases are recognized 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. Contracts may contain both lease and non-lease
compenents.

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

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

- variable lease payments that are based on an index or a rate;
- amounts expected to be payable by the lessee under residual value guarantees;

- the exercise price of a purchase option if the lessee is reasonably certain to exercise that
option; and

- payments of penalties for terminating the lease, if the lease term reflects the lessee
exercising that option.

The lease payments are discounted using the interest rate implicit in the lease. If that rate cannot
be determined, the lessee’s incremental borrowing rate is used, being the rate that the lessee would
have to pay to borrow the funds necessary to obtain an asset of similar value in a similar economic
environment with similar terms and conditions. To determine the incremental borrowing rate, the
Group, where possible, uses recent third-party financing received by the individual lessee as a
starting point, adjusted to reflect changes in financing conditions since third party financing was
received.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (Continued)

Leases (Continued)

Lease payments are allocated between principal 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.

Right-of-use assets are measured at cost comprising the following:

. the amount of the initial measurement of lease liability

. any lease payments made at or before the commencement date less any lease incentives
received

. any initial direct costs, and

. restoration costs

Right-of-use assets are generally depreciated over the shorter of the asset’s useful life and the lease
term on a straight-line basis. If the Group is reasonably certain to exercise a purchase option, the
right-of-use asset is depreciated over the underlying asset’s useful life.

Payments associated with short-term leases are recognized on a straight-line basis as an expense in
profit or loss.

Short-term leases are leases with a lease term of 12 months or less.
Government grants

Grants from the government are recognized 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 recognized 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 income and are credited to profit or loss on a straight-line basis over
the expected lives of the related assets.

Interest income

Interest income on financial assets at amortized cost caleulated using the effective interest method
is recognized in profit or loss as part of other income. Interest income is presented as finance income
where it is earned from financial assets that are held for cash management purposes. Any other
interest income is included in other income. :

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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Summary of significant accounting policies (Continued)

Research and development expenses

Costs associated with the enhancement of production process are recognised as an expense as
incurred. Only development costs that are directly attributable to the design and testing of
identifiable and unique production process controlled by the Group are recognised as intangible
assets where the capitalisation criteria stated under HKAS 38 are met.

Research expenditure and development expenditure that do not meet the capitalisation criteria are
recognised as an expense as incurred. Development costs previously recognised as an expense are
not recognised as an asset in a subsequent period.

Related parties

For the purpose of these consolidated financial statements, related party includes a person and
entity as defined below:

(1) A person or a close member of that person’s family is related to the Company if that person:
(D has control or joint control of the Company;
(i) has significant influence over the Company; or

(ifi)  isa member of the key management personnel of the Company or of a parent of the
Company.

(2) An entity is related to the company if any of the following conditions applies:

@ the entity and the Company are members of the same group (which means that -
each parent, subsidiary and fellow subsidiary is related to the others).

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

(iii)  Dboth entities are joint ventures of the same third party.

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

W) the entity is a post-employment benefit plan for the benefit of employees of either
the Company or an entity related to the Company. If the reporting entity is itself
such a plan, the sponsoring employers are also related to the Company.

(vi) the entity is controlled or jointly controlled by a person identified in (1).

(vii)  a person identified in (1)(i) has significant influence over the entity or is a member
of the key management personnel of the entity (or of a parent of the entity).
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Summary of signiﬁcant accounting policies (Continued)
Earnings per share

Basic earnings per share

Basic earnings per share is calculated by dividing:

. the profit atiributable to owners of the Company, excluding any costs of servicing equity
other than ordinary shares

. " by the weighted average number of ordinary shares outstanding during the financial year,
adjusted for bonus elements in ordinary shares issued during the year and excluding
treasury shares. ' ‘

Diluted earnings per share

Diluted earnings per share adjusts the figures used in the determination of basic earnings per share
to take into account:

. the after-income tax effect of interest and other financing costs associated with dilutive
potential ordinary shares, and

. the weighted average number of additional ordinary shares that would have been
outstanding assuming the conversion of all dilutive potential ordinary shares.

Dividend

No dividend has been paid or declared by the Company or the companies now comprising the Group
during each of the years ended 31 December 2019, 2020 and 2021.

Financial risk management

Financial risk factors

The Group’s activities expose it to a variety of financial risks factors: foreign exchange risk, credit
risk, liquidity risk, cash flow and fair value interest rate risk. The Company’s overall risk
management procedures focus on the unpredictability of financial markets and seek to minimize
potential adverse effects on the Group’s financial performance.

(a) Foreign exchange risk

The Group operates in the PRC with most of the transactions denominated in RMB. The
exposure to foreign exchange risk is not material to the Group.

(b Credit risk

The Group is exposed to credit rigk in relation to its trade and bills receivables, deposits,
other receivables, and cash and cash equivalents. The Group’s maximum exposure to credit
risk is the carrying amounts of these financial assets.

Receivable balances are monitored on an ongoing basis with the result that the Group’s
exposure to bad debts is not significant.
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Financial risk management (Continued)

Financial risk factors (Continued)

(b)

Credit risk (Continued)

D

Impairment allowance policies for trade and bills receivables

The Group applies the HKFRS 9 simplified approach to measuring expected credit
losses which uses a lifetime expected loss allowance for all trade and bills
receivables. '

For bills receivables, bills are issued by counterparties at reputable banks and
finance institutions and the credit risk is considered to be low. Those
counterparties do not have defaults in the past. Therefore, expected credit loss rate
is assessed to be close to zero and no provision was made as at each of the end of
reporting period.

To measure the expected credit losses, trade receivables have been grouped based
on shared credit risk characteristics and the days past due.

The expected loss rates are based on the payment profiles of customers and the
corresponding historical credit losses experienced. The historical loss rates are
adjusted to reflect current and forward-looking information on macroeconomic
factors affecting the ability of the customers to settle the receivables. The Group
has maintained a defined credit policy with tightened risk profile and applied
prudent policies to manage its credit risk with its trade receivables that includes an
ageing analysis of trade receivables is prepared on a regular basis and is closely
monitored to minimize any credit risk associated with receivables.

Trade receivables are written off where there is no reasonable expectation of
recovery. Indicators that there is no reasonable expectation of recovery include,
amongst others, the fajlure of a debtor to engage in a repayment plan with the
Group.

Impairment losses on trade receivables are presented as “reversal of /(provision for)
impairment of financial assets”. Subsequent recoveries of amounts previously
written off are credited against the same line item.

The customers of sale of spherical graphite and its by-products, and unprocessed
marble are mainly customers with long business relationship with the Group, and
the Group did not experience any historical loss from this group of customers for
all the historical outstanding balances, including those aged more than 1 year.
Taking into account the forward-looking factors, the historical loss rate for these
trade receivables balances is immaterial as at 31 December 2019.
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Financial risk management (Continued)

Financial risk factors (Continued)

(b)

Credit risk {Coniinued)

&)

Impairment allowance policies for trade and bills receivables (Continued)

The following table presents the gross carrying amount and the lifetime expected
credit loss in respect of individually assessed trade receivables as at 1 January 2019,
31 December 2019, 2020 and 2021: :

As at 1 January As at 31 December
2019 2019 2020 2021
RMB’o00 RMBooo  RMBooo  RMB'000
(Unaudited)
Gross carrying
amount 1,657 1,678 1,617 4,338
Lifetime expected
credit loss (1,657) (1,678) (1,617) (4,338)
Net carrying
amount - - - -

The following table presents the gross carrying amount and provision for
impairment loss in respect of collectively assessed trade receivables by invoice date
as at 1 January 2019, 31 December 2019, 2020 and 2021:

Sale of flake graphite concentrate

Gross

carrying

Expected amount -
credit trade Loss Net carrying
loss rate receivables allowance amount

RMPB'o00 RMB’000 RMB’000

As at 1 January
2019
(Unaudited)
Up to 90 days . 2.5% 23,603 (586) 23,107
91-180 days 6.4% 2,219 (142) 2,077
181-270 days 10.7% 28 (3) 25
271-365 days 14.3% 119 (17) 102
Qver 1 year 24.0% 3,846 (923) 2,923
29,905 (1,671) 28,234
Asat31
" December 2019
.Up to go days 3.4% 23,771 (820) 22,051
91-180 days 8.4% 2,980 (249) 2,731
181-270 days 15.2% 946 (144) 802
271-365 days 19.9% 775 (154) 621
Over 1year 32.8% 759G (262) 537
29,271 (1,629) 27,642
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Financial risk management (Continued)
Financial risk factors (Continued)

®) Credit risk (Continued)

4] Impairment allowance policies for trade and bills receivables (Continued)
Gross
carrying
Expected amount -
credit trade Loss Netcarrying
loss rate receivables allowance amount

RMB’'oco RMB’o00 RMB’000

Asata3

December 2020

Up to 9o days 1.5% 31,569 (487) 31,082

91-180 days 4.4% 7,637 (334) 7,303

181-270 days 9.9% 2,940 (291) 2,649

271-365 days 16.6% 755 (125) 630

Over 1year 25.3% 3,171 (801) 2,370
46,072 (2,038) 44,034

Asat 31

December 2021 )

Up to 90 days 1.3% 9,289 (118) 9,171

91-180 days © 3.4% 6,844 (233) 6,611

181-270 days 8.0% 2,344 (188) 2,156

271-365 days 14.8% 2 - 2

Over 1year 27.3% 888 (242) 646
19,367 (781} 18,586
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Financial risk management (Continued)

Financial risk factors (Continued)

(b)

Credit risk (Continued)

()

Impairment allowance policies for trade and bills receivables {Continued)

Sale of spherical graphite and its by-products, and unprocessed marble

As at 1 January
2019
(Unaudited)

Up to 9o days

91-180 days

181-270 days

271-365 days

Over Lyear

Asat 31
December 2019

Up to 9o days

01-180 days

181-270 days

271-365 days

Over 1 year

Expected
credit loss
rate

0.2%

1.1%
2.3%
3.8%
5.3%

0.0%
0.0%
0.0%
0.0%
0.0%
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Gross
carrying
amount -
trade Loss  Net carrying
receivables allowance amount
RMB’o00 RMB’o00 RMB’oo0
28,154 (62) 28,002
912 (10) 902
1,204 (101) 1,103
130,270 (173) 30,097
23,183 - 23,183
607 - 607
47 - 47
+ 328 - 328
24,165 - 24,165
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Financial risk management (Continued)
Financial risk factors (Continued)

(b) Credit risk (Continued)

€] Impairment allowance policies for trade and bills receivables (Continued)
Gross
carrying
Expected amount -
credit loss trade Loss Net carrying
rate receivables allowance amount

RMB’'000 RMB'000 RMB'ooo

Asat 31

December

2020
Up to 90 days 0.0% 26,059 (1) 26,058
91-180 days 0.0% 5,088 - 5,088
181-270 days 0.1% 226 - 226
271-365 days 0.6% - - -
Over 1 year 1.1% 3 - 3

31,376 (0 31,375

Asat 31

December 2021
Up to 90 days 0.0% 27,333 - 27,333
91-180 days 0.0% 4,403 - 4,403
181-270 days 0.1% 98 - 98
271-365 days 0.4% - - -
Over 1 year 1.2% - - -

31,834 - 31,834

(ii) Other financial assets at amortized cost
The Group applies a general approach on other financial assets at amortized cost.

The eredit risk on cash and cash and cash equivalents are limited because cash are
placed in banks with sound credit ratings.

For deposits, other receivables and bills receivables, management makes periodic

collective assessments as well as individual assessment on the recoverability with
no significant credit risk identified.
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Financial risk management (Continued)
Financial risk factors (Continued)
() Liquidity risk

The liquidity of the Group is adequately managed and monitored by maintaining sufficient
cash balance to meet its financial commitments. Accordingly, the directors are of the
opinion that the Group does not have significant liquidity risk.

The contractual maturity for the Group’s financial liabilities at the date of statement of
financial position is as follows. The following tables show the remaining contractual
maturities at the end of the reporting period of the Group’s financial liabilities based on
contractual undiscounted cash flows and the earliest date the Group can be required to pay.
Balances due within 12 months equal their carrying balances (including both interest and
principal) as the impact of discounting is not significant.

On demand/
less than Between 1 Between 2
1year and 2 years and 5 years Over 5 years Total
RMB’o00 RMPE’000 RMB'o00 RMB’aco RMB’0o00
1January 2019
(Unaudited)
Trade payables 19,965 - - - 19,965
Accruals and other
payables 9,754 - - - 9,754
Amounts due to related
parties 75,074 - - - 75,074
Borrowings 4,301 - - - 4,301
109,094 - - - 109,094
31 December 2019
Trade payables 16,160 - - - 16,160
Accruals and other
payables ‘ 7,509 - - - 7,509
Amounts due to related
parties 77,696 - - - 77,696
Borrowings 16,411 - - - 16,411
Lease liahbilities 819 183 - - 1,002
118,595 183 - - 118,778
31 December 2020
Trade payables 20,965 - - - 20,965
Accruals and other
payables 14,022 - - - 14,022
Amounts due to related '
parties and non-
controlling interests 82,749 - - - 82,749
Borrowings 18,827 - - - 18,827
Lease liabilities 1,214 1,006 - - 2,220
137,777 1,006 - - 138,783
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Financial risk management (Continued)
Finanecial risk factors (Continued)

{c) Liquidity risk (Continued)

On demand/
less than Between 1 Between 2
1year and 2 years and 5 years Over 5 years ' Total
RMB’000 RMEB’000 RMB’000 RMB’o00 RMB'oco
31 December 2021
Trade payables 18,608 ., - - - 18,608
Accruals and other
pavables 14,019 - - - 14,019
Amounts due to related :
parties 73,127 - - - 73,127
Borrowings 10,220 - - - 10,220
Lease liabilities 1,217 413 - - 1,630
117,191 413 - - 117,604

(d) Interest rate risk

The Group’s interest rate risk arises from bank and other borrowings. Most of the Group’s
assets and liabilities are either interest-free or subject to interest at fixed rates which expose
the Group to fair value interest rate risk. As at 1 January 2019, 31 December 2019, 2020
and 2021, the Group’s borrowings at several rates were denominated in RMB. The Group’s
exposure to fair value interest rate risk as at 1 January 2019, 31 December 2019, 2020 and
2021 is not material.

Cash flow interest rate risk is the risk that changes in market interest rates will impact cash
flows arising from variable rate financial instruments. The Group is not exposed to
significant cash flow interest rate risk as most of the Group’s assets and liabilities are either
interest-free or subject to interest at fixed rates.

Fair value estimation

The carrying values less loss allowance for trade and bills receivables, deposits, other receivables
and cash and cash equivalents, and trade payables, accruals and other payables, amounts due to
related parties and non-controlling interests and borrowings are assumed to approximate their fair
values. The fair value of financial assets and liabilities for disclosure purposes is estimated by
discounting the future contractual cash flows at the current market interest rate that is available to
the Company for similar financial instruments, unless the effect of discounting is insignificant.

Capital risk management

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a
going concern in order to provide returns for the owner to procure adequate financial resumes from
the owner. The Group’s overall strategy remains consistent during the years ended 31 December
2019, 2020 and 2021.

In order to maintain or adjust the capital structure, the Group may adjust the amount of dividends
proposed or paid to the owner or issue new shares. :
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Financial risk management (Continued)
Capital risk management (Continued)

The capital structure of the Group consists of shareholders’ equity and total borrowings. Capital is
managed so as to maximize the return to shareholders while maintaining a capital base to allow the
Group to operate effectively in the marketplace and sustain future development of the business. The
Group monitors capital on the basis of gearing ratio. This ratio is calculated as net debt divided by
total capital. Net debt is calculated as total borrowings (including borrowings and amounts dueto
related parties and non-controlling interests as shown in the consolidated statements of financial
position and excluding lease liabilities) less cash and cash equivalents. Total capital is calculated as
“equity” as shown in the consolidated statements of financial position plus net debt.

The debt-to-capital ratios during Track Record Period were as follows:

As at 1 January As at 31 December
2019 2014 2020 2021
RMB’'000 RMB’'oo0 RMB’o00 RMEB’000
(Unaudited)
Total borrowings
- Borrowings 4,255 16,156 18,500 10,000
- Amounts due to related '
parties and non-
controlling interests 75,054 77,606 82,749 73,127
Less: Cash and cash
equivalents (5,134) (1,861} - (10,007) (33,934)
Net debt 74,195 91,991 91,242 ' 49,193
Total equity 36,242 110,791 148,673 201,998
Total capital 160,437 202,782 239,015 251,191
Debt-to-capital ratio 46.2% 45.4% 38.0% | 19.6%

Critical accounting estimates and judgments

Estimates and assumptions are continually evaluated and are based on historical experience and
other factors, including expectations of future events that are believed to be reasonable under the
circumstances.

The Group’s management makes estimates and assumptions concerning the future. The resulting
accounting estimates will, by definition, seldom equal the related actual results. 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 discussed below.

Provision for slow moving inventories

The Group makes provision for slow moving inventories based on assessing the needs and
reasonableness of provision for slow moving inventories at each period end. The identification of
slow moving inventories requires the use of judgments and key assumptions which take into
consideration of historical sales pattern, ageing and expectation of future sales orders. Where the
expectation is different from the original estimate, such difference will impact the carrying value of
inventories and provision for inventories.
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Critical accounting estimates and judgments (Continued)
Impairment of trade receivables

The loss allowances for trade receivables are based on assumptions about risk of default and
expected loss rates. The Group uses judgment 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.

Amortization of mining rights and depreciation of mining structures

Mining rights and mining structures are amortized and depreciated over the estimated total proven
and probable reserves of the mines using units of production method. The Group assesses on an
annual basis the estimated reserve of the mine. However, the remaining license period of the mining
rights held by the Group is shorter than the estimated useful lives of the mine estimated by the
Group. Management is of the opinion that the Group is able to renew the license of the mining rights
from the relevant authority continuously and at minimal charges. If the expectation differs from the
original estimate, such differences will impact the amortization charged in the period in which such
estimate is changed.

Engineering estimates of the Group’s mine reserves involved subjective judgments by engineers in
developing such information and reserves are estimated in accordance with national standards set
by relevant PRC authorities. Estimates of proven and probable reserves involved subjective
judgments and assumptions are required for a range of geological, technical and economic factors,
so the proven and probable reserves are only approximate values. The recent production and
technology documents shall be considered for the estimates of proven and probable reserves which
will be updated regularly, the inherent inaccuracy of technical estimating exists. If the past
estimates change significantly, the amortization and depreciation shall be adjusted during future
periods. ‘

Obligation for reclamation and mine closure

The estimation of the liabilities for final reclamation and mine closure involves the estimates of the
amount and timing for the future cash spending as well as the discount rate used for reflecting
current market assessments of the time value of money and the risks specific to the liability. The
Group considers the factors including development plan of the mines, the geological structure of
the mining regions and reserve volume to determine the scope, amount and timing of reclamation
and mine closure works to be performed. Determination of the effect of these factors involves
judgments from the Group and the estimated liabilities may turn out to be different from the actual
expenditure to be incurred. The discount rate used by the Group may also be altered to reflect the
changes in the market assessments of the time value of money and the risks specific to the liability,
such as change of the borrowing rate and inflation rate in the market. As changes in estimates occur
(such as mine plan revisions, changes in estimated costs, or changes in timing of the performance
of reclamation activities), the revisions to the obligation will be recognized at the.appropriate
discount rate,
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Revenue and segment information

The Group operates as two segments. The two operating segments are reported in a manner
consistent with the internal reporting provided to the Chief Operation Decision-Maker (“CODM”).
The CODM, who is responsible for allocating resources and assessing performance of the operating
segment, has been identified as the executive directors that make strategic decisions.

The CODM considered the nature of the Group’s business and determined that the Group has two
reportable operating segments as follows:

- Sale of flake graphite concentrate
- Sale of spherical graphite and its by-products, and unprocessed marble

The accounting policies of the reportable segments are the same as the Group’s accounting policies.
Performance is measured based on segment results that is used by the CODM for the purposes of
resources allocation and assessment of segment performance. Income tax expense is not allocated
to reportable segments. The Group derived revenue from the sales of goods at a point in time.

The revenue, profit or loss, assets and liabilities of the Group are allocated based on the operations
of the segments.

Reportable segment results is profit before income tax, excluding unallocated other income and
other gains, net, finance costs, net, amortization of land-use rights that are used by all segments
and other corporate expenses (mainly including staff costs, professional fees, listing expense and
other general administrative expenses) of the head office.

Reportable segment assets exclude unallocated deferred income tax assets, cash and cash
equivalents and other corporate assets (mainly including land-use rights that are used by all
segments), '

Reportable segment liabilities exclude unallocated deferred income tax liabilities, current tax
liabilities, bank borrowings, amounts due to related parties and non-controlling interests and other
corporate liabilities {(mainly including accrued charges of the head office).

There are no unsatisfied nor partially unsatisfied performance obligation that has an original
expected duration of one year or more.
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Revenue and segment information (Continued)

(a)

The segment information provided to the executive directors for the reportable segments
for the year ended 31 December 2019 is as follows:

Segment revenue
Intersegment revenue

Revenue from external customers
Segment results

Elimination of intersegment
profits
Unallocated amounts:
Other income and other gains,
net
Depreciation of right-of-use
assets
Corporate expenses
Finance costs, net

Profit before income tax
Income tax expense

Profit for the year

Depreciation of property, plant
and equipment

Depreciation of right-of-use
assets

Amortization of mining rights

Reversal of impairment of
financial assets

Capital expenditures

Sale of spherical

graphite and
its by-
Saleofflake  products, and
graphite unprocessed
concentrate marble Total
RMB’o00 RMB’'000 RMB’000
86,054 76,178 162,232
(28,680) (9,816) (38,496)
57,374 66,362 123,736
28,805 10,427 39,232
(2,793)
663
(63)
(4,893)
(423)
31,723
(7.174)
24,549
(2,645} (3,106) (5,751)
- (248) (248)
- (813) (813)
107 87 194
3,638 28,904
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Revenue and segment information (Continued)

(a) Reportable segment assets and liabilities are reconciled to total assets and total liabilities
of the Group as at 31 December 2019 as follows:

Sale of spherical

graphite and
its by-
Sale of flake products, and
graphite unprocessed
concentrate marble Total
RMB'000 RMB’co0 RMB’000
Assets .
Reportable segment assets 89,000 159,768 248,768
Intersegment elimination {10,022)
Unallocated assets 4,865
Total assets per consolidated
statements of financial position 243,611
Liabilities
Reportable segment liabilities 16,902 31,502 48,404
Unallocated liabilities 84,416
Total liabilities per consclidated

statements of financial position 132,820
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Revenue and segment information (Continued)

(b) The segment information provided to the executive directors for the reportable segments
for the year ended 31 December 2020 is as follows:

...44-

Sale of spherical
graphite and
its by-
Saleof flake  products, and
graphite unprocessed
concentrate marble Total
RMB'o00 RMB’000 RMPEB’000
Segment revenue 113,051 89,022 202,973
Intersegment revenue (27,342) (6,882) (34,224)
. Revenue from external customers 85,709 83,040 168,749
Segment results 40,157 15,898 56,055
Elimination of intersegment loss 5,128
Unallocated amounts:
Other income and other gains,
net ‘ 200
Depreciation of right-of-use
assets (63)
Corporate expenses (4,001)
Listing expenses (8,214)
Finance costs, net ~ ' (760)
Profit before income tax 48,445
Income tax expense (10,586)
Profit for the year 37,859
Depreciation of property, plant
and equipment (2,592) (4,904) (7,496)
Depreciation of right-of-use
assets - (2v0) (270)
Amortization of mining rights - (1,837) (1,837)
(Provision for)/reversal of
impairment of financial assets (388) 39 (349)
Capital expenditures 12,585 18,751
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Revenue and segment information (Continued)

(b) Reportable segment assets and liabilities are reconciled to total assets and total liahilities
of the Group as at 31 December 2020 as follows:

Sale of spherical
graphite and
its by-
Sale of flake products, and
graphite unprocessed
concenirate marble Total
RMB’o00 RMB’o00 RMB’000
Assets )
Reportable segment assets 123,221 184,715 307,936
Intersegment elimination (4,895)
Unallocated assets 5,950
Total assets per consolidated
statements of financial position 308,991
Liabilities
Reportable segment liabilities 26,699 28,113 54,812
Unallocated liabilities '105,500
Total liabilities per consolidated

statements of financial position 160,318
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Revenue and segment information (Continued)

(c) The segment information provided to the executive directors for the reportable segments

for the year ended 31 December 2021 is as follows:

Sale of spherical
graphite and
its by-
Sale of flake products, and
graphite unprocessed
concentrate marble Total
RMPB'000 RMB’oo0 RMB’000
Segment revenue 128,747 108,074 236,821
Intersegment revenue (31,075) (7,381) (38,456)
Revenue from external customers 97,672 100,693 198,365
Segment results 44,414 18,245 62,659
Elimination of intersegment loss 3,204
Unallocated amounts:
Other income and other gains,
net 8,033
Depreciation of right-of-use
assets {63)
Corporate expenses (5,333)
Listing expenses (6,881)
Finance costs, net {(780)
Profit before income tax 60,839
Income tax expense (7,514)
Profit for the year 53,325
Depreciation of property, plant
and equipment (5,503) (5,390) (10,893)
Depreciation of right-of-use
assets {258) (586) (844)
Amortization of mining rights - (1,108) (1,108)
Provision of impairment of
financial assets (1,460) (3) (1,463)
Capital expenditures 19,286 11,393
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Revenue and segment information (Continued)

()

(d)

Reportable segment assets and labilities are reconciled to total assets and total liabilities
of the Group as at 31 December 2021 as follows:

Sale of spherical
graphite and
its by-
Sale of flake  products, and
graphite unprocessed
concentrate marble Total
RMB'oo0 RMB’oo0 RMB’o00
Assets
Reportable segment assets 153,907 172,591 326,498
Intersegment elimination (1,691)
Unallocated assets 9,269
Total assets per consolidated ,
statements of financial position 334,076
Liabilities
Reportable segment liabilities ' 31,751 10,738 42,489
Unallocated liabilities 89,589
Total liabilities per consolidated

statements of financial position 132,078

Other segment information

The Group is domiciled in the PRC. All of its revenue from external customers are from
customers located in the PRC.

During Track Record Period, revenue from 1, 1 and 2 customers respectively, individually
contributed over 10% of the Group’s revenue, The revenue from the customer during the
years are as follows:

Year ended 31 December

2019 2020 2021

RMBEB’000 RMB’c00 RMB’000

Customer A N/A* N/A* N/A*

Customer B 46,943 63,926 39,956
* Revenue from the customer is less than 10% of the total revenue of the Group for

the respective years.
All of the Group’s activities are carried out in the PRC and all of the Group’s assets and

liabilities are substantially located in the PRC. Accordingly, no analysis by geographical
basis is presented.
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Revenue and segment information (Continued)

(e} Asgets and liabilities related to contracts with customers
The Group has recognized RMB670,000, RMB443,000, RMB9,758,000 and
RMB5,310,000 receipts in advance from customers for the sale of graphite products as
contract liabilities as at 1 January 2019, 31 December 2019, 2020 and 2021. For the years
ended 31 December 2019, 2020 and 2021, RMB670,000, RMB443,000 and
RMB9,758,000 of revenue recognized, respectively, relates to carried-forward contract
liabilities.

Other income and other gains, net

Year ended 31 December

2019 2020 2021
RMB'oo0 RMB’c00 RMB’000
Other income
Government grants (Note) 500 630 7,858
Others _ 68 5 163
Other gains/(losses), net
Gains/(losses) on disposal of property,
plant and equipment, net 95 (335) 12

663 300 8,033

Note: The amount mainly represents the Group’s entitlement to corporate income tax refund and
government grants in relation to research and development. For the years ended 31
December 2019, 2020 and 2021, the Group has complied with all conditions attached to
the government grants,
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Expenses by nature

Raw materials used
- in production
- for research and development

Changes in inventories of finished goods
and work in progress

Blasting expense

Subcontracting and processing charges

Provision for/(reversal of) impairment of
inventories

Transportation fees

Auditor’s remuneration

Depreciation of property, plant and
equipment (Note 12)

Depreciation of right-of-use assets (Note
13)

Amortization of mining rights

Amortization of other intangible assets

Employee benefit expenses (including
directors’ emoluments) (Note 8)

Outsourcing charges

Sales agency fees

Marketing expenses

Short-term operating lease rentals in
respect of office premises and
machineries

Utilities expenses

Professional fees

Repair and maintenance expense

Listing expenses

Exchange (gains)/losses

Resource tax and other miscellaneous tax

Others

Total cost of sales, selling and
distribution expenses, general and
administrative expenses and research
and development expenses (excluding
reversal of/provision for impairment of
financial assets)
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Year ended 31 December

2019 2020
RMB’o00 RMB’'oco
34,668 24,752
1,214 2,564
(8,396) 18,388
384 1,752

- 164

290 (330)
6,253 8,032

- 30

5,751 7,496
311 333
813 1,837

- 8
13,016 13,826
903 -
3,719 4
2,000 -
22,799 24,347
1,281 2,145
2,567 1,957

- 8,214

- (203)
2,035 2,220
2,839 1,959
92,447 119,495

2021
RMB’000

38,987
2,703

12,979
1,560

6,497

(306)
7,905
50

10,893

907
1,108
- 20

13,938
4,711

760
26,270
2,007
862
6,881

1,936
2,572

143,316



CHINA GRAPHITE GROUP LIMITED
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Employee benefit expenses

Year ended 31 December
2019 2020 2021
.RMB’000 RMB’000 RMB’co0
Wages, salaries, bonuses and allowances 13,227 13,695 12,838
Pension costs - defined contribution
plans 278 37 888
Other employee benefits 556 497 631
14,061 14,229 14,357
Capitalized as property, plant and
equipment (1,045) (403) (419}
_ 13,016 13,826 13,938

(a) Five highest paid individuals

The five individuals during the Track Record Period whose emoluments were the highest
in the Group include 1, 1 and 2 directors for the years ended 31 December 2019, 2020 and
2021, respectively, whose emoluments are reflected in the analysis presented in Note (b)
below. The emoluments payable to the remaining 4, 4 and 3 individuals for the years ended
31 December 2019, 2020 and 2021 are as follows:

Year ended 31 December

2019 2020 2021
RMB'000 RMB’000 RMB’000
Basic salaries, housing
allowances, share options, other
allowances and benefits in kind " 2,310 2,476 2,196
Contribution to pension scheme -
defined contribution plans 5 ' - -
Discretionary bonuses 144 - -
Inducement fee to join or upon
joining the Group - - -
Compensation for loss of office - - -
2,459 2,476 2,196
Number of individuals
Year ended 31 December
2019 2020 2021
Emoluments bands

HK$1 to HK$1,000,000 4 4 - 3
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CHINA GRAPHITE GROUP LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Employee benefit expenses (Continued)

(c)

(@

(e)

®

Pension costs - defined contribution retirement plans

The Group provides a mandatory provident fund scheme (the “MPF Scheme”) for its staff
in Hong Kong under the requirement of the Hong Kong Mandatory Provident Fund Scheme
Ordinance (“MPF Scheme Ordinance”). Under the current MPF scheme, the Group’s
contributions are calculated at 5% of the employees’ relevant income as defined in the MPF

.Scheme Ordinance up to a maximum of HK$1,500 per employee per month. The employees

also contribute a corresponding amount to the MPF Scheme if their relevant income is more
than HK$7,100 per month. All benefits derived from the mandatory contribution must be
preserved until the employee reaches the retirement age of 65 subject to certain exceptions.
The assets of the MPF scheme are held separately from those of the Group in independently
administered funds.

As stipulated by the rules and regulations in PRC, the Group contributes to state-sponsored
retirement plan for its employees in PRC. The employees contribute up to 8% of their basic
salaries, while the Group contributes to retirement plans approximately at 16% to 20% of
the basic salaries of its employees in PRC and has no further obligations for the actual
payment of pensions or post retirement benefits. The state-sponsored retirement plan are
responsible for the entire pensions obligations payable to retired employees.

During the years ended 31 December 2019, 2020 and 2021, the Group has no forfeited
contributions that were able to be utilized by the Group to reduce its contributions.

Directors’ retirement benefits and termination benefits

None of the directors received or will receive any retirement benefits and termination
benefits during the Track Record Period.

Consideration provided to third parties for making available directors’ services

During the Track Record Period, the Group did not pay any consideration to any third
parties for making available directors’ services.

Information about loans, quasi-loans and other dealings in favor of the directors controlled
bodies corporate by and connected entities with such directors

There are no loans, quasi-loans and other dealing arrangements in favor of directors, their
controlled bodies corporate and connected entities during the Track Record Period.
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CHINA GRAPHITE GROUP LIMITED
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Finance costs, net

Year ended 31 December
2019 2020 2021
RMB’oc0 RMB’'o00 RMPB'o00
Finance income
Interest income 12 18 54
Finance costs
Interest expenses on borrowings {(189) (427) : (652)
Interest expenses on bills arrangement (233) (208) (69)
Interest elements of lease liabilities (13) (36) -
Interest elements of provision for :
reclamation and mine closure - (107) (113)

Finance costs, net (423) (760) (780)

Income tax expense

PRC Corporate Income Tax has been provided for at the rate of 25% for the Track Record Period on
the estimated assessable profit for the year. In accordance with the Income Tax Law of the PRC, the
Group’s major operating subsidiary, Yixiang New Energy is subject to a tax rate of 15% for the years
ended 31 December 2020 and 2021, and Yixiang Graphite is subject to a tax rate of 15% for the year
ended 31 December 2021 as they are eligible for the tax concession granted by the PRC government
as a high-tech enterprise in the years specified.

According to the Corporate Income Tax Law of the PRC, starting from 1 January 2008, a
withholding tax of 10% will be levied on the immediate holding companies outside the PRC when
their PRC subsidiaries declare dividend out of profit earned after 1 January 2008.

No Hong Kong profits tax has been provided for Track Record Period since there was no tax
assessable profit generated from Hong Kong. Taxation on profits outside Hong Kong has been
calculated on the estimated assessable profit for the year at the rates of taxation prevailing in the
regions/countries in which the Group operates.

The amount of income tax expense in the consolidated statements of comprehensive income
represents:

Year ended 31 December
2019 2020 2021

RMPB’'000 RMB’oco RMB’oc00
Current income tax
- PRC corporate income tax 5,798 0,913 6,630
Deferred income tax .
- Reversal of temporary differences 1,376 673 1,133
- Impact of change in tax rate - - (249)

Income tax expense 7,174 10,586 7,514

The tax on the Group’s profit before tax differs from the theoretical amount that would arise using
the domestic tax rate applicable to the profit or loss before income tax expense of the entities in the
respective countries as follows:
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CHINA GRAPHITE GROUP LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Income tax expense (Continued)

Profit before income tax

Tax calculated at domestic tax rates
applicable to the profit or loss in
respective operations

Expenses not deductible for tax purposes

Remeasurement of deferred tax - change
in tax rate

Research and development tax credit

Tax losses for which no deferred tax asset
has been recognized

Income tax expense

Year ended 31 December

2019
RMB’000

31,723
7,931
130

(887)

7,174

2020 ) 2021
RMB'oo0 RMB’o00
48,445 60,839
11,948 9,004
148 592
- (249)
(1,510) (1,939)
- 106
10,586 7,514

The weighted average applicable tax rate was 23%, 22% and 12% for the years ended 31 December

2019, 2020 and 2021, respectively.

Earnings per share

The calculation of the basic earnings per share for the year is based on the Group’s profit
attributable to the owner of the Company and the weighted average number of ordinary shares in

issue.

In determining the weighted average number of ordinary shares in issue during the Track Record
Period, the ordinary shares issued upon the incorporation of the Company were deemed to be issued
on 1 January 2019 as if the Company has been incorporated by then.

Weighted average number of ordinary
shares in issue

Group’s profit attributable to the owner

- of the Company (RMB’'000)

Basic and diluted earnings j)er share
(RMB’000)

Year ended 31 December

2019 2020 2021

1 1 1
24,549 36,884 53,325
24,549 36,884 53,325

The basic and diluted earnings per share for the years ended 31 December 2019, 2020 and 2021
were the same because there were no dilutive potential ordinary shares.

The earnings per share presented above has not been taken into account the proposed listing
pursuant to the resolutions in writing of the shareholder passed on 21 June 2022 because the
proposed listing has not become effective as at the date of this report.
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CHINA GRAPHITE GROUP LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Property, plant and equipment

Machinery
Construction Plant and Mining and Motor Furniture
in progress buildings structures equipment vehicles  and fixtures Total
RMB'000 RMB'o00 RMB’o00 RMB’000 RMB'o00 RMB'oo0 RMB'000
As at1 January 2019
(Unaudited)
Cost 822 35,617 - 48,587 '4,868 1,886 91,780
Accumulated depreciation - (10,671) - (30,022) (2.833) (1,220} {46,646)
Net book amount 822 24,946 - 17,665 1,035 666 45,134
Year ended 31 December
2019
Opening net book amount 822 24,046 - 17,665 1,035 666 45,134
Additions 14,615 370 - 1,803 5459 61 22,208
Transfers (14,749) 1654 9,929 3,166 - - -
Disposals - - - (13) {410) - (423)
Depreciation - (1,742} - (3,258) (1,231) (332) (6,563)
Closing net book amount 688 25,228 9,929 19,453 4,853 395 60,546
As at 31 December 2019
Cost 688 37,641 9,529 53,376 9,079 1,947 112,660
Accumulated depreciation - (12,413) - (23,923} (4,226) (1,552) (52,114)
Net book amount 688 25,228 9,929 19,453 4,853 395 60,546
Year ended 31 December
2020
Opening net book amount 688 25,228 9,929 19,453 4,853 395 60,546
Additions 12,406 4,431 - 2,081 950 129 20,906
Transfers (13,094) 1,981 1,655 8,864 - 504 -
Disposals - - - (530} {1,215) - (1,745)
Depreciation - (2175) (215) (3,780} (1,351) (322} (7,:843)
Closing net book amount - 29,465 11,369 26,958 3,246 796 71,864
Year ended 31 December
2021 '
Opening net book amount - 29,465 11,369 26,988 3,246 796 71,864
Additions 13,021 7,873 856 5,220 371 106 27,447
Transfers (10,850) 1,491 3,504 5855 - - -
Disposals - - - - (30) - (30)
Depreciation - (4,763) (255) (4.611) (1432) (312} (11,373)
Closing net book amount 2,171 34,066 15,474 33,452 2,155 590 87,908
As at 31 December 2021
Cost 2,171 53,417 15,944 71,161 6,220 2,776 151,689
Accumulated depreciation - (19,351) (470) (37,709} (4,065) (2,186) (63,781)
Net book amount 2,171 34,066 15,474 33,452 2,155 590 87,908
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Property, plant and equipment (Continued)

Depreciation expense has been recorded as below for the years ended 31 December 2019, 2020 and
2021. :

Year ended 31 December

2019 2020 : 2021

RMB’oo00 RMB'oo0 RMBo00

Cost of sales 4,638 6,184 9,477
General and administrative expenses 1,113 ‘ 1,105 1,092
Research and development expenses - 207 324
5,751 7,496 10,893

Capitalised as mining structures 812 347 480

6,563 7,843 11,373

Certain motor vehicles with carrying amounts of RMB4,209,000 as at 31 December 2019 were
pledged as security for the Group’s other borrowings (Note 22). No assets were pledged for security
as at 1 Jannary 2019, 31 December 2020 and 2021.

Leases

This note provides information for leases where the Group is a lessee.

3] Amounts recognized in the consolidated statements of financial position
As at 1 January As at 31 December
2019 2019 2020 2021
RMB’000 RMB’o00 RMB’oco RMDB’'o00
(Unaudited)

Right-of-use assets
Land use rights 2,422 2,359 2,045 5,703
Properties 1,885 1,765 1,645 1,525
Equipment - 1,675 3,018 2,705
4,307 5,799 7,608 9,933

Lease liabilities

Current - 680 1,169 1,143
Non-current - 164 976 383
- 844 2,145 1,526

Additions to the right-of-use assets for the years ended 31 December 2019, 2020 and 2021
were RMB1,803,000, RMB2,142,000 and RMB3,232,000 respectively.
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13 Leases (Continued)

(i)

(iiD)

Amounts recognized in the consolidated statements of comprehensive income

Year ended 31 December
2019 2020 2021
RMB’0c00 RMB'o00 RMB'000
Depreciation charge of right-of-

use assets
Land-use rights 63 63 474
Properties 120 120 120
Equipment 128 150 313

311 333 907

Interest expense (included in .

finance costs) 13 36 -
Expense relating to short-term

leases (included in cost of sales

and selling and distribution

expenses) 2,000 - 760

The total cash outflow for leases during the years ended 31 December 2019, 2020 and 2021
were RMB2,972,000, RMB877,000 and RMB4,611,000 respectively.

The Group’s leasing activities

The Group leases offices, a warehouse and equipment. Rental contracts are typically made
for fixed periods of 1 to 20 years. The Group held land-use rights which cover a period of
30 to 50 years. Payments associated with lease terms of 1 year or less are recognized on a
straight-line basis as an expense in profit or loss.

Lease terms are negotiated on an individual basis and contain a wide range of different
terms and conditions. The lease agreements do not impose any covenants other than the
security interests in the leased assets that are held by the lessor. Leased assets may not be
used as security for borrowing purposes.

There is no extension option or termination option included in the leases of office and
equipment of the Company.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Mining rights

Year ended 31 December

2019 2020 2021
RMB’'c00 RMB’oc00 RMB’0o00
Opening net carrying amount 13,034 20,562 27,013
Additions 8,341 8,288 -
Amortization (813) (1,837) (1,108)
Closing net carrying amount 20,562 27,013 25,905
As at 1 January As at 31 December
2019 2019 2020 2021
RMB’000 RMB’000 RMB'coo RMB’c00
(Unaudited)
Gross carrying amount 13,034 21,375 29,663 29,663
Accumulated amortization - (813) (2,650) (3,758)
Net carrying amount 13,034 20,562 27,013 25,905
Finaneial instruments by category
The Group’s financial instruments include the following:
As at 1 January As at 31 December
2019 2019 2020 2021
RMPB’000 RMPB'oo0 RMB’'000 RMB'oco
{(Unaudited)
Financial assets at
amortized cost
Trade and bills receivables 111,208 113,632 160,863 148,645
Deposits and other
receivables 129 80 94 101
Cash and cash equivalents 5,134 1,861 10,007 33,934
116,471 115,573 170,964 182,680
Financial liabilities at
amortized cost
Trade payables 19,965 16,160 20,965 18,608
Accruals and other payables 9,754 7,509 14,022 14,019
Amounts due to related
parties and non-controlling
interests 75,074 77,696 82,749 73,127
Borrowings 4,255 16,156 18,500 10,000
Lease liabilities - 844 2,145 1,526
109,048 118,365 138,381 117,280

-60-




16

17

CHINA GRAPHITE GROUP LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Inventories
As at 1 January
2019
RMB'oo0
(Unaudited)
Raw materials _ 638
Work in progress 11,852
Finished goods 17,537
30,027
Provision for inventories (346)
Total 29,681

As at 31 December
2019 2020 2021
RMB’oo0 RMB’o00 RMPB’o00
1,065 4,030 6,820
7,982 8,044 5,739
27,012 14,224 6,315
36,059 26,208 18,874
(636) (306) -
35423 25,992 18,874

The cost of inventories recognized as expenses and included in cost of sales in the consolidated
statements of comprehensive income for the years ended 31 December 2019, 2020 and 2021 were
RMB26,562,000, RMB42,810,000 and RMB51,660,000, respectively.

Provision for impairment of inventories amounted to RMB290,000 for the year ended 31 December
2019 and reversal of impairment of inventories of RMB330,000 and RMB306,000 arising from an
increase in net realisable value for the years ended 31 December 2020 and 2021, were included in
cost of sales in the consolidated statements of comprehensive income.

Trade and bills receivables

As at 1 January

2019

RMB'oo0

{Unaudited)
Trade receivables 61,832
Bills receivables 52,877
Trade and bills receivables 114,709
Less: loss allowance (3,501)
Total | 111,208

As at 31 December
2019 2020 2021
RMB’'oo0 RMB’oo00 RMB'000
55,114 79,065 55,539
61,825 85,454 98,225
116,939 164,519 153,764
(3,307) (3,656) (5,119)
113,632 160,863 148,645

The Group’s credit terms granted to third-party customers mainly range from 30 to 9o days.

As at 1 January 2019, 31 December 2019, 2020 and 2021, the ageing analysis of the third-party trade

receivables, based on invoice date, are as follows:

As at 1 January As at 31 December
2019 2019 2020 2021
RMB’o00 RMB’000 RMB'oo0 RMB’ooo

(Unaudited)

Up to 9o days 51,847 46,954 57,628 36,622
91-180 days 3,131 3,587 12,725 11,247
181-270 days 28 093 3,166 2,442
271-365 days 119 775 755 2
Over 1year 6,707 2,805 4,791 5,226
61,832 55,114 79,005 55,539
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Trade and bills receivables (Continued)

Movements in the loss allowance of trade receivables are as follows:

As at 1 January As at 31 December
2019 2019. 2020 2021
RMB’oo0 RMB'000 RMB'ooo - RMBooo
(Unaudited)
At the beginning of the year - (6537 (3,501) (3,307) (3,656)
Reversal of/(provision for)
impairment of trade
receivables " 3,036 194 (349) {1,463)
(3,501) (3,307) (3,656) (5,119)

The creation and release of provision for impaired receivables have been included in the
consolidated statements of comprehensive income. Amounts charged to the allowance account are
generally written off when there is no expectation of recovering additional cash. The maximum
exposure to credit risk at the reporting date is the carrying values of trade and bills receivables
disclosed above. The Group did not hold any collateral as security.

The Group’s bills receivables generally have maturity period of 6 to 12 months. As at 1 January 2019,
31 December 2019, 2020 and 2021, the ageing analysis of the bills receivables, based on the bills
receiving date, are as follows: :

As at 1 January As at 31 December
2019 2019 2020 2021
RMB'o00 RMB’ooo RMB’o00 RMPB’000

(Unaudited)

Up to 9o days 26,875 . 41,865 54,929 56,116
~91-180 days 26,002 14,860 26,245 39,752
181-270 days - 5,100 3,330 2,257
271-365 days - - 950 100
52,877 61,825 85,454 98,225

The Group transferred certain bank’s acceptance bills amounting to approximately RMB3,616,000,
RMB14,000,000 and RMB4,500,000 with recourse in exchange for cash as at 1 January 2019, 31
December 2019 and 2020 respectively. The discounted bank’s acceptance bills and the related
proceeds of the same amount are included in the Group’s trade and bills receivables and short-term
borrowings (Note 22) respectively at the end of the reporting period. The transactions have been
accounted for as collateralised bank advances. There was no collateralised bank advances
arrangement as at 31 December 2021.

The Group endorsed certain of its bills receivables with full recourse to the creditors. In the event
of default by the debtors, the Group is obliged to pay the creditors the amount in default. The Group
is therefore exposed to the risks of credit losses and late payment in respect of its endorsed bills
receivables.
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Trade and bills receivables (Continued)

The endorsement transactions do not meet the requirements for derecognition of financial assets
as the Group retains substantially all of the risks and rewards of ownership of the endorsed bills
receivables. As at 1 January 2019, 31 December 2019, 2020 and 2021, bills receivables and the
corresponding trade and other payables of RMB11,079,000, RMB7,465,000, RMB15,472,000 and
RMB16,404,000, respectively, continue to be recognized in the Group’s consolidated financial
statements although they have been legally transferred to the creditors. The proceeds of the
endorsement transactions are included in trade payables until the related bills receivables are
collected or the Group settles any losses suffered by the creditors. As these bills receivables have
been Jegally transferred to the creditors, the Group does not have the authority to determine the
disposition of the bills receivables.

The carrying amounts of trade and bills receivables are denominated in RMB.

Deposits, prepayments and other receivables

The Group
As at 1 January As at 31 December
2019 2019 2020 2021
RMB’000 RMB’'000 RMB’oc0 RMB’'oc0
(Unaudited)
Deposits - 20 57 20
Prepaid listing expenses - - 138 905
Deferred listing expenses - - 2,738 4,679
Prepayments for property,
plant and equipment ' 985 3,039 244 162
Prepayments for raw
materials 821 - 1,596 1,848
Other prepayments 45 100 - 876
Other receivables 129 60 17 81
1,980 3,219 4,810 8,571
Less: non~-current portion (985) (3,039) {244) (1,038)

Current portion ‘ 995 180 4,566 7,533

As at 1 January 2019, 31 December 2019, 2020 and 2021, the carrying amounts of deposits,
prepayments and other receivables approximate their fair values and are denominated in the
following currencies:

As at 1 January As at 31 December
2019 2019 2020 2021
RMB’000 RMB’000 RMB'o00 RMB’o00
(Unaudited)

RMB 1,980 3,219 2,770 5,457
Hong Kong dollars (“HK$") - - 1,918 3,088

United Stated dollars
(“US$™ - - 122 26
1,980 3,219 4,810 8,571
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Deposits, prepayments and other receivables (Continued)

The Company
As at 31 December
2020 2021
RMB’000 RMB'000
Prepaid listing expenses 138 905
Deferred listing expenses 4 2,738 4,679
2,876 5,584

The deferred listing expenses are incurred in connection with the listing of the Company and will
be deducted from equity upon listing of the Company.

Cash and cash equivalents

As at 1 January As at 31 December
2019 2019 2020 2021
RMPB'oo0 RMB’'o00 RMB’000 RMB’o00
(Unaudited)

Cash at banks 5,127 1,823 9,087 33,930
* Cash on hand 7 38 20 4
5,134 1,861 10,007 33,934

Maximum exposure to | 9,987

credit risk 5,127 1,823 33,930

The Group’s cash and cash equivalents and bank deposits are denominated in RMB.

As at 1 January 2019, 31 December 2019, 2020 and 2021, cash and cash equivalents of
approximately RMB5,127,000, RMB1,823,000, RMB9,987,000 and RMB33,930,000, respectively,
of the Group were denominated in RMB and deposited with banks in the PRC. The conversion of
the RMB denominated balance into foreign currencies is subject to the rules and regulations of
foreign exchange control promulgated by the PRC government.

As at 31 December 2020 and 2021, cash and cash equivalents of approximately RMB318,000 and
RMB;94,000, respectively, were deposited with a bank in the PRC for mine and land reclamation
purpose. The withdrawal of funds from the account is subject to the approval of the local authority.
The approval procedures are administrative and the Group expected it would take a short period of
time to make the funds readily available to meet its cash commitments.
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‘Trade payables

Trade payables at the end of each reporting period comprise amounts outstanding to contract
creditors and suppliers, The credit period taken for trade purchase is generally o to 180 days. The
ageing analysis of the trade payables, based on invoice date, are as follows:

As at 1 January
2019

RMPB’'oc0
(Unaudited)

Up to 90 days 19,355
91-180 days 402
181-365 days : 188
Over 1year ' 20

19,965

As at 31 December
2019 2020 2021
RMB’'oco RMPB’coo RMB'o00
11,242 17,054 13,596
4,234 1,600 3,385
684 2,066 1,589
- 245 38
16,160 20,965 18,608

As at 1 January 2019, 31 December 2019, 2020 and 2021, the carrying amounts of trade payables
are denominated in RMB and approximate their fair values.

Accruals and other payables

The Group
As at 1 January
2019
RMPB’'oo0
(Unaudited)
Accrued sales agency fees 5,580
Accrued staff expense 5,711
Accrued construction cost 2,182
Other tax payable 2,853
Rental expense -
Accrued listing expenses -
Others 1,992
18,318

As at 31 December
2019 2020 2021
RMB'oco RMPB’000 RMB'ooo
2,701 2,423 1,633
3,845 7,752 8,151
2,385 3,309 2,846
2,000 - -
- 4,624 3,204
1,664 1,646 2,664
12,595 19,754 18,498

As at 1 January 2019, 31 December 2019, 2020 and 2021, the carrying amounts of accruals and
other payables approximate their fair values and are denominated in the following currencies:

As at 1 January As at 31 December
2019 2019 2020 2021
RMB’000 RMB’000 RMPB’oo0 RMB'o00

{Unaudited)

RMB 18,318 12,595 16,357 16,400
HK$ - - 3,397 2,050
USs$ - - - 48
18,318 12,595 19,754 18,498
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Accruals and other payables (Continued)

The Company
Accrued staff expense
Accrued listing expenses
Others
Borrowings
As at 1 January
2019
RMPB’000
(Unaudited)
Bank borrowings
- Bank loans 639
- Bills arrangement 3,616
Other borrowings -
4,255

As at 31 December

2020 2021

RMPB’'oco RMB’'co0

- 623

4,624 3,204

- 52

4,624 3,879

As at 31 December

2019 2020 2021
RMB’000 RMB’000 RMB’oco
- 14,000 | 10,000
14,000 4,500 -
2,156 - -
16,156 18,500 10,000

The Group’s bank borrowings are repayable based on the scheduled repayment dates as follows:

As at 1 January

2019

RMB’oco
{(Unaudited)

Within 1 year 4,255

The weighted effective interest rates as at 31 December 2019, 2020 and 2021 were follows:

*As at 1 Januvary
2019
RMPB’000
(Unaudited)

Bank borrowings
- Bank loans 4.87%
- Bills arrangement 3.16%

Other borrowings N/A

) As at 31 December
2019 2020 2021
RMB_’ooo - RMB’o00 RMB'o00
16,156 18,500 10,000

As at 31 December
2019 2020 2021
RMPB’oo0 RMB'000 RMB’oo0
4.87% 4.70% 4.85%
3.67% 2.59% N/A
8.00% N/A N/A

As at 31 December 2019, other borrowingé of RMB2,156,000 were secured by the pledge of certain
motor vehicles with carrying amounts of RMB4,209,000 as at 31 December 2019, and the guarantee
provided by a shareholder of the Group and independent third parties.
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Borrowings (Continued)

Bank advances for discounted bills with recourse have beern accounted for as collateralised bank
advances. The discounted bank’s acceptance bills and the related proceeds of the same amount are
included in the Group’s trade and bills receivables (Note 17) and borrowings respectively at the end
of the reporting period.

As at 31 December 2020 and 2021, bank loans of RMB10,000,000 were secured by the guarantee
provided by an independent third party. The remaining bank loans of RMB4,000,000 as at 31
December 2020 were unsecured. ’

There were no financial covenants attached to the Group’s borrowings facilities as at 1 January 2019,
31 December 2019, 2020 and 2021.

The carrying amounts of bank and other borrowings are denominated in RMB. The Group had no
unused facilities as at 1 January 2019, 31 December 2019 and 2020.

On 3 August 2021, the Group has obtained a bank facility, pursuant to which a facility of
RMB20,000,000 was granted to the Group for 1year from the date of the facility letter, with terms
and conditions being negotiated and agreed with the bank from time to time upon drawdown. As at
31 December 2021 and up to the date of this report, no drawdown was made by the Group.

Deferred income tax

As at 1 January 2019, 31 December 2019, 2020 and 2021, deferred income tax is calculated in full
on temporary differences under the liability method using a principal tax rate of 16.5% for Hong
Kong and 25% for PRC.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred income tax assets and
liabilities relate to income taxes levied by the same taxation authority on either the taxable entity or
different taxable entities where there is an intention to settle the balances on a net basis. The
analysis of deferred tax assets and deferred tax liabilities is as follows: ‘

Asg at 1 January As at 31 December
2019 2019 2020 2021
RMB’000 RMB’'000 RMB’000 RMB’000
(Unaudited)
Deferred income tax assets 2,033 2,500 779 271
Deferred income tax
liabilities (667) (2,516) (1,462) (1,838)
1,366 ' (10) (683) (1L567)
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Deferred income tax (Continued)

The analysis of deferred tax assets and liabilities without taking into consideration the offsetting of

balances within the same tax jurisdiction is as follows:

As at 1 January As at 31 December
2019 2019 2020 2021
RMB’oc0 RMB'oo0 RMB’co0 RMB’000
(Unaudited)
Deferred income tax assets
(to be recovered within 12
months) . 1,970 2,745 1,196 421
Deferred income tax assets
(to be recovered after ‘
more than 12 months) 895 826 900 767
Deferred income tax '
liabilities (to be settled
after more thani2 months) (1,499) {3,581) (2,788) (2,755)
Total 1,366 (10) (683) (1,567)
The movement on the deferred income tax assets/(liabilities) is as follows:
As al 1 January As at 31 December
2019 2019 2020 2021
RMBEB’c00 RMB'o00 RMB’000 RMB’c00
{Unaudited)
At the beginning of the year 3,111 1,366 (10) (683)
Charged to the consolidated
statements of
comprehensive income (1,745) (1,376) {673) (884)
At the end of the year 1,366 (10) (683) (1,567)
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Deferred income tax (Continued)
The movement in gross deferred income tax assets and liabilities during the years ended 31
December 2019, 2020 and 2021, without taking into consideration the offsetting of balances within

the same tax jurisdiction, is as follows:

Deferred income tax assets

Provision for
impairment Decelerated
of trade tax Unrealized
receivables depreciation profits Others Total
RMB’000 RMP’000 RMB’000 RMB’000 RMB’occo
At 1 January 2019
{(Unaudited) 875 20 1,808 162 2,865
(Charged)/credited to the
consolidated statements of
comprehensive income (49) (20) 698 77 706
At 31 December 2019 and 1
January 2020 - 826 - 2,506 239 3,571
Credited/(charged) to the
consolidated statements of
comprehensive income 83 - (1,727) 178 (1,466)
At 31 December 2020 and 1
January 2021 909 - 779 417 2,105
Charged to the consolidated
statements of
comprehensive income (142) - (508) (267) (917)
At 31 December 2021 767 - 271 150 1,188

Deferred income tax liabilities

Accelerated

tax

depreciation

RMB’oo0

At 1 January 2019 (Unaudited) 1,499

Charged to the consolidated statements of comprehensive income 2,082

At 31 December 2019 and 1 January 2020 3,581
Credited to the consolidated statements of comprehensive income (793)

At 31 December 2020 and 1 January 2021 2,788
Credited to the consolidated statements of comprehensive income (33)

At 31 December 2021 2,755
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Deferred income tax (Continued)

As at 1 January 2019, 31 December 2019, 2020 and 2021, the Group’s subsidjaries in the PRC has
unremitted  earnings of RMB73,572,000, RMB97,452,000, RMB138,873,000 and
RMB194,206,000 respectively. The Group did not recognize deferred income tax liabilities in
respect of temporary differences relating to the withholding tax on the unremitted profits of
subsidiaries that would be payable on the distribution of these retained profits, as the Company
controls the dividend policy of these subsidiaries and it is probable that these profits will not be
distributed in the foreseeable future. Therefore, the related temporary difference will not be
reversed and will not be taxable in the foreseeable future.

Share capital and reserves

{a) Share capital

Number of
share RMB’oo0
Issued and fully paid share capital
At 1 January 2019 (Unaudited), 31 December 2019,
31 December 2020 and 1 January 2021 - -
Initial share issued upon incorporation 1 -
At 31 December 2021 ' 1 -

Note*: Less than RMB1,000 and rounded as nil.

Pursuant to the shareholder’s written resolution dated 21 June 2022 and conditional on the
share premium account of the Company being credited as a result of issue of new shares
pursuant to the proposed offering of the shares, the Company issued additional
1,199,999,998 shares, by way of capitalisation of approximately HK$1,200,000 standingto
the credit of the Company’s share premium account.

Details of issuance of shares of the Company during the Reorganization are set out in Note
1.2.
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Share capital and reserves (Continued)

)

Reserves
The Group
Share Statutory Capital Other Non-
premium reserve reserve reserve Retained  controlling
{Note{i)) (Note (i))  (Note(iii))  (Note (iv)) earnings interests Total
RMB'co0 RMB'ooc RMB'o00 RMB'o00 RMB’oco0 RMB’'000 RMB’000
Balance at 1 January
2019 (Unaudited) - 2,670 10,000 - 73,572 - 86,242
Comprehensive income
Profit for the year - - - - 24,549 - 24,549
Total comprehensive
income - - - - 24,549 - 24,549
Transaction with owmer
Appropriation to
statutory reserve - 669 - - (669g) - -
- 669 - - (669) - -
Balance at 3t
December 2019 ’ - 3339 10,000 - 97,452 - 110,791
Balance at 1 January
2020 - 3,339 10,000 - 97,452 - 110,791
Comprehensive income
Profit for the year ‘ - - - - 36,884 975 37,859
Total comprehensive
income - - - - 36,884 975 37850
Transactions with
owner
Capital injection of
non-controlling
interests - - - - - 4,941 4,941
Reorganization (Note
1.2) 158,693 - (158,670) - 975 {5,916) (4,918)
Appropriation to
statutory resetve - 1,441 - - (1,441) - -
Appropriation to other
reserve - - - 421 {421) - -
158,603 1,441 (158,670) 421 (887) (975 23
Balance at 31
December 2020 158,693 4,780 133,449 - 148,673

(148,670) 421
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Share capital and reserves (Continued)

()

Reserves (Continued)

The Group (Continued)
Share l Statutory Capital Other Non-
premium reserve reserve reserve Retained  controlling
{Note (i)) (Note (ii)) (Note (iii)) (Note(iv) earnings interests Total

RMB’o00 RMB’oo0 RMB’000 RMB'000 RMB’000 RMB'000 RMB'o00

Balance at 1 January

2021 158,693 4,780 (148,670} 421 133,449 - 148,673
Comprehensive income ‘
Profit for the year - - - - 53,325 - 53:325
Total comprehensive
income - - - - 53,325 - 53,325
Transactions with
owner
Appropriation to )
statutory reserve - 483 - - {483} - -
Appropriation to
other reserve - - - 517 (517) - -
- 48 - 517 (1,000) - -
Balance at 31
December 2021 158,693 5,203 (148,670) 938 185,774 - 201,998
Notes:
(D Share premium represents the difference between the net asset value of the

(i1

(iii)

(iv)

subsidiaries and the nominal value of Company’s shares issued in exchange for the
acquisition of Yixiang Graphite and Yixiang New Energy pursuant to the
Reorganization.

In accordance with the relevant laws and regulations of the PRC, the PRC
subsidiaries are required to appropriate 10% of its profit after tax, prepared in
accordance with the accounting regulation in the PRC, to the statutory reserve fund
until the statutory reserve balance reaches 50% of the registered capital. Such
reserve may be used to reduce any losses incurred or for capitalization as paid-up
capital.

Capital reserve represents the combined share capiial of the subsidiaries
comprising the Group before the completion of the Reorganization, and
contributed surplus after the completion of Reorganization,

Pursuant to the relevant PRC regulations, the Group is required to transfer safety
fund at fixed rates based on the production volume, to a specific reserve account.
The fund could be utilized when expenses or capital expenditures on safety
measures are incurred. The amount of safety fund utilized would be transferred
from the specific reserve account to retained earnings.
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Share capital and reserves (Continued)

()

Reserves (Continued)

The Company
Share Accumulated
premium losses Total
RMB'000 RMB’000 RMB’oco
Balance at 3 August 2020

(date of incorporation) - - -
Comprehensive loss

Loss for the year - (8,011) (8,011)
Total comprehensive loss - - (8,011) (8,011)
Transaction with the owner

Reorganization (Note 1.2) 158,693 - 158,693

158:693 - 158a693
Balance at 31 December :

2020 158,693 (8,011) 150,682
Balance at 1 January 2021 158,693 (8,011) 150,682
Comprehensive loss _

Loss for the year - (7,644) (7,644)
Total comprehensive loss - (7,644) (7,644)

Balance at 31 December 2021 158,693 (15,655) 143,038

Related party transactions and balance with non-controlling interests

(a)

Balances and transactions with related parties

For the purposes of these Historical Financial Information, parties are considered to be
related to the Group if the party has the ability, directly or indirectly, to exercise significant
influence over the Group in making financial and operating decisions. Related parties may
be individuals (being members of key management personnel, significant shareholders
and/or their close family members) or entities that are controlled or jointly controlled by a
person who is a related party of the Group. Parties are also considered to be related if they
are subject to common control.
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Related party transactions and balance with non-controlling interests (Continued)

(a)

Balances and transactions with related parties (Continued)

The directors are of the view that the following individuals were related parties that had
transactions or balances with the Group during the Track Record Period:

Name Relationship with the Group
Mr. Zhao Liang Shareholder and executive director
Mr. Zhao Changshan Former shareholder and close family member of Mr. Zhao
Liang
Mr. Zhao Changhai Close family member of Mr. Zhao Liang
Mr. Zhao Ming Former shareholder and close family member of Mr. Zhao
Liang
Ms. Zhang Yugin Close family member of Mr, Zhao Liang
Ms. Sun Yao Close family member of Mr. Zhao Liang
The Group
As at 1 January As at 31 December
2019 2019 2020 2021
RMB'ocoo  RMBooo RMBooo  RMB’000
{(Unaudited)
Non-trade balances
Amounts due to
shareholders
- Mr. Zhao Liang 28,620 42,645 42,957 73,127
- Mr. Zhao Changshan 26,0092 26,092 26,002 -
- Mr. Zhao Ming 8,759 8,759 8,759 -
Amounts due to other
related party
- Mr. Zhao Changhai 1,603 200 - -
- Beijing Yixiang
Mobacjia International
Trade. Co. Ltd. 10,000 - - -

75,074 77,696 77,808 73,127

The amount due to Mr. Zhao Liang amounted to HK$73,127,000 as at 31 December 2021
would be settled by way of capitalization, and will take place immediately prior to the global
offering on the listing date.

The Company
As at 31 December
2020 2021
RMB'ooco RMB’oo0
Non-trade balances
Amount due to a shareholder

- Mr. Zhao Liang 3,983 5,334

Amounts due to related parties were unsecured, interest free and repayable on demand.
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Related party transactions and balance with non-controlling interests {Continued)

(a)

(b)

(e)

Balances and transactions with related parties (Continued)
Transactions with related parties

Year ended 31 December

2019 2020 2021
RMB’'000 RMEB'co0 RMB’0o00
Employee benefit expenses
received as employees of the
Group
Mr. Zhao Changshan 702 720 720
Mr. Zhao Changhai 125 146 129
Ms. Zhang Yugin 702 720 720

Ms. Sun Yao : 756 756 756

Terms of employment are determined and agreed between the relevant parties.

As at 31 December 2019, other borrowings of RMB1,512,000 were secured by the guarantee
provided by Mr.Zhao Liang.

Balance with non-controlling interests
As at 31 December 2020, the Group has an amount due to non-controlling interests of
RMB4,941,000 which was non-trade in nature, unsecured, interest-free and repayable on
demand.

Key management personnel compensation

Key management includes directors and the senior management of the Group. The
compensation paid or payable to key management for employee services is shown below:

Year ended 31 December

2019 2020 2021
. RMB’000 RMEB'000 RMB’000
Wages, salaries, bonuses and
allowances 1,513 1,323 2,448
Pension costs - defined
contribution plans 22 - 12
1,535 1,323 2,460
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Notes to the consolidated statements of cash flows
{a) Reconciliation of profit before income tax to cash generated from operations:

Year ended 31 December

2019 2020 2021
RMB’000 RMB'000 RMPB’'o00
Cash flows from operating
activities
Profit before income tax 31,723 48,445 60,839
Adjustments for:
Depreciation of property, plant
and equipment 5,751 7,496 10,893
Depreciation of right-of-use
assets 311 333 Q07
Amortization of mining rights 813 1,837 1,108
Amortization of other '
intangible assets - 8 20
(Gains)/losses on disposal of
property, plant and
equipment, net {95) 335 (12)
(Reversal of) /provision for
impairment of financial assets (194) 349 1,463
Finance costs 435 778 834
Finance income (12) (18) (54)
Operating profit before working
~ capital changes 38,732 59,563 75,998
Changes in working capital
Trade and bills receivables {(2,230) (47.580) 10,755
Deposits, prepayments and other
receivables 815 (2,820) (1,156)
Inventories (5,742) 9,431 7,118
Trade payables (3,805) 4,805 (2,357)
Accruals and other payables (7,386) 3,252 (1,655)
Contract liabilities (227) 9,315 (4,448)
Net cash generated from
operations 20,157 35,066 84,255
(5)] In the consolidated statements of cash flows, proceeds from disposal of property, plant and

equipment comprise:

Year ended 31 December

. 2019 2020 2021
RMB’000 RMB'000 RMPB'co0
Net book amount 423 1,745 30
Gains/(losses) on disposal of
property, plant and equipment,
net 95 (835) 12
Proceeds from disposal of

property, plant and equipment 518 1,410 42
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Notes to the consolidated statements of cash flows (Continued)

(e

The reconciliation of liabilities arising from financing activities

At 1 January 2019
(Unaudited)

Proceeds from bank and
other borrowings

Repayments of bank
borrowings

Advances from related
parties

Repayments to related
parties

Repayments of principal
elements of lease
liabilities

Interest paid

Non-cash items
Interest expense
Addition — leases

At 31 December 2019

At 1 January 2020

Proceeds from bank and
other borrowings

Repayments of bank
borrowings

Advances from related
parties

Repayments to related
parties

Repayments of principal
elements of lease
liabilities

Interest paid

Non-cash items
Interest expense
Addition - leases
Reorganization (Notes

1.2(g) and (h}))

At 31 December 2020

Amounts due
to related
parties and
non-
controlling
Borrowings interests Leases Total
RMB'ooo RMB’oo0 RMPB’oo0 RMB'oco
4,255 75,074 - 79,329
12,540 - - 12,540
{639) - - (639)
- 31,424 - 31,424
- (28,802) - (28,802)
- - (959) (959)
(422) - (13) {(435)
422 - 13 435
- - 1,803 1,803
16,156 77,606 844 94,696
16,156 77,696 844 94,696
18,500 - - 18,500
(16:156) - - (16)156)
- 9,681 - 9,681
- (9,569) - (9,569)
- - (841) (841)
(635) - (36) (671)
635 - 36 671
- - 2,142 . 2,142
- 4,941 - 4,941
18,500 82,749 2,145 103,394
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Notes to the consolidatéd statements of cash flows (Continued)

(c) The reconciliation of liabilities arising from financing activities (Continued)
Amounts due
to related
parties and
non-
controlling
Borrowings interests Leases Total
RMB'coo RMB'o00 RMBooo RMB'000
At 1 January 2021 18,500 82,749 2,145 103,294
Proceeds from bank
borrowings 3,000 - - 3,000
Repayments of bank
borrowings (11,500) - - (11,500)
Advances from related
parties ' - 1,351 - 1,351
Repayments to related
parties - (6,032) - (6,032)
Acquisition of non-
controlling interests
pursuant to '
Reorganization - {4,941) - {4,941)
Repayments of principal
elements of lease
liabilities - - (1,120) (1,120)
Interest paid (721) - - {721}
Non-cash items
Interest expense 721 - - 721
Addition — leases - - 501 501
At 31 December 2021 10,000 73,127 1,526 84,653
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Commitments
Year ended 31 December
2019 2020 2021
RMB’oc0 RMPB’o00 RMB’o00
Commitments for the
- Acquisition of plant and equipment - 3,400 -
Dividend

No dividend has been paid or declared by the Company since its incorporation and up to the date
of this report.

Contingencies

The Group did not have any material contingent liabilities as at 31 December 2019, 2020 and 2021,
Subsequent events

Save as disclosed in Note 24 to the consolidated financial statements, there are no material

subsequent events undertaken by the Company or by the Group after 31 December 2021 and up to
the date of this report.
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