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2. Responsive audit procedures

Our main audit procedures for revenue recognition are as follows:



As the amount of inventories is significant and determination of net realizable value
involves significant judgment of the Management, we have identified net realizable value
of inventories as a key audit matter.

2. Responsive audit procedures
Our main audit procedures for net realizable value of inventories are as follows:

(1) We obtained understandings of key internal controls related to net realizable value of
inventories, assessed the design of these controls, determined whether they had been
executed, and tested the effectiveness of the operation;

(2) We reviewed the net realizable value estimated by the Management in previous years
and the actual operating results, and assessed the accuracy of the Management’s
historical estimations;

(3) We assessed the reasonableness of estimation on cost to be incurred upon completion,
selling expenses and relevant taxes and surcharges made by the Management;

(4) We tested whether the calculation of net realizable value of inventories made by the
Management was accurate;

(5) We checked whether there existed situations such as inventories with long stock age,
fluctuation of production cost or selling price, and assessed whether the net realizable
value of inventories was reasonably estimated by the Management; and

(6) We checked whether information related to net realizable value of inventories had
been presented appropriately in the financial statements.

IV. Other Information
The Management is responsible for the other information. The other information comprises
the information included in the Company’s annual report, but does not include the financial

statements and our auditor’s report thereon.

Our opinion on the financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the
other information and, in doing so, consider whether the other information is materially



V. Responsibilities of the Management and Those Charged with Governance for the
Financial Statements

The Management is responsible for preparing and presenting fairly the financial statements
in accordance with China Accounting Standards for Business Enterprises, as well as
designing, implementing and maintaining internal control relevant to the preparation of
financial statements that are free from material misstatement, whether due to fraud or
error.

In preparing the financial statements, the Management is responsible for assessing the
Company’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 Management
either intends to liquidate the Company or to cease operations, or has no realistic
alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial
reporting process.

V1. Certified Public Accountant’s Responsibilities for the Audit of the Financial
Statements

Our objectives are to obtain reasonable assurance about whether the 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. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with China
Standards on Auditing will always detect a material misstatement when it exists.



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
Company to cease to continue as a going concern.

(V) Evaluate the overall presentation, structure and content of the financial statements,
and whether the financial statements represent the underlying transactions and events
in a manner that achieves fair presentation.

(VI) Obtain sufficient and appropriate audit evidence regarding the financial information
of the entities or business activities within the Company to express an opinion on the
financial statements. We are responsible for the direction, supervision and
performance of the group audit. We remain sole responsibility for our audit opinion.

We communicate with those charged with governance regarding the planned audit scope,
time schedule and significant audit findings, including any deficiencies in internal control
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Zhejiang Huayou Cobalt Co., Ltd.

Consolidated balance sheet as at December 31, 2022 (continued)
(Expressed in Renminbi Yuan)

Liabilities & Equity

Note No.

Closing balance

December 31, 2021

Current liabilities:
Short-term borrowings

Central bank loans

Loans from other banks
Held-for-trading financial liabilities
Derivative financial liabilities
Notes payable . ......

Accounts payable
Advances received
Contract liabilities

Financial liabilities under repo

Absorbing deposit and interbank deposit . . . ... ..
Deposit for agency security transaction . . . . ... ..
Deposit for agency security underwriting . . ... ..

Employee benefits payable
Taxes and rates payable
Other payables . . ... ..

Handling fee and commission payable .........

Reinsurance accounts payable
Liabilities held for sale

Non-current liabilities due within one year . ... ..

Other current liabilities
Total current liabilities

current liabilities

22

23
24
25
26
27
28

29
30
31

32
33

12,019,822,703.67

40,024,798.40

10,782,231,308.54
14,610,891,201.30
492,117,670.03
2,359,463,860.52

685,740,642.95
542,406,489.43
4,612,710,195.77

5,757,928,311.87
1,546,983,360.95
53,450,320,543.43

8,083,779,844.70

360,612.00
104,821,710.25
4,810,797,623.12
6,233,172,410.76
644,739,400.90
78,968,534.53

471,791,587.03
1,053,002,433.60
1,434,593,185.87

2,635,957,985.64
4,147,523.95
25,562,132,852.35






Zhejiang Huayou Cobalt Co., Ltd.
Parent company balance sheet as at December 31, 2022 (continued)
(Expressed in Renminbi Yuan)



Zhejiang Huayou Cobalt Co., Ltd.
Consolidated income statement for the year ended December 31, 2022
(Expressed in Renminbi Yuan)

Items

Note No.

Current period
cumulative

Preceding period
comparative

L. Total operating revenue
Including: Operating revenue
Interest income . . . . ......... .. ... ..
Premiums earned . . ... ....... .. ...
Revenue from handling charges and
commission
II. Total operating cost . . . ...................
Including: Operating cost
Interest expenses . . .. ...............
Handling charges and commission
expenditures
Surrender value
Net payment of insurance claims . .. ......
Net provision of insurance policy reserve
Premium bonus expenditures
Reinsurance expenses . . .. ............
Taxes and surcharges
Selling expenses

1

w N

63,033,785,499.49
63,033,785,499.49

56,862,716,414.21

51,313,704,226.23

475,540,906.77
76,361,160.93

35,316,548,999.96
35,316,548,999.96

30,953,241,744.70

28,131,068,440.83

303,960,188.10
37,945,024.34



Zhejiang Huayou Cobalt Co., Ltd.
Consolidated income statement for the year ended December 31, 2022 (continued)
(Expressed in Renminbi Yuan)

Items Note No.




Zhejiang Huayou Cobalt Co., Ltd.
Parent company income statement for the year ended December 31, 2022
(Expressed in Renminbi Yuan)

Current period Preceding period
Items Note No. cumulative comparative

. Operating revenue . ...................... 1 4,775,026,473.57 3,336,415,796.19
Less: Operating cost . .. .................... 1 3,304,387,733.40 2,024,129,134.26




Items

Zhejiang Huayou Cobalt Co., Ltd.
Consolidated cash flow statement for the year ended December 31, 2022
(Expressed in Renminbi Yuan)

Note No.

Current period
cumulative

Preceding period
comparative

L.

I

Cash flows from operating activities:
Cash receipts from sale of goods or rendering of
SEIVICES . o v vt e
Net increase of client deposit and interbank deposit .
Net increase of central bank loans . ... ........
Net increase of loans from other financial institutions
Cash receipts from original insurance contract
PrEemium . . ... ...t
Net cash receipts from reinsurance . . . . ........
Net increase of policy-holder deposit and investment
Cash receipts from interest, handling charges and
COMMISSION . . . v v i
Net increase of loans from others . ...........
Net increase of repurchase . . .. .............
Net cash receipts from agency security transaction . .
Receipts of tax refund . . . .. .. ... ... ..
Other cash receipts related to operating activities . . .
Subtotal of cash inflows from operating activities
Cash payments for goods purchased and services
received . ... L
Net increase of loans and advances to clients . . . . .
Net increase of central bank deposit and interbank
deposit . ...
Cash payments for insurance indemnities of original
insurance contracts . . ..................
Net increase of loans to others . ... ..........
Cash payments for interest, handling charges and
COMMISSION . o o v v ottt e
Cash payments for policy bonus . ............
Cash paid to and on behalf of employees . . . .. ...
Cash payments for taxes and rates . . ..........
Other cash payments related to operating activities . .
Subtotal of cash outflows from operating activities . .
Net cash flows from operating activities . . . . . . .
Cash flows from investing activities:
Cash receipts from withdrawal of investments . . . . .
Cash receipts from investment income . ........
Net cash receipts from the disposal of fixed assets,
intangible assets and other long-term assets . . . . .
Net cash receipts from the disposal of subsidiaries &
other business units . . ......... ... .. ...
Other cash receipts related to investing activities . . .
Subtotal of cash inflows from investing activities
Cash payments for the acquisition of fixed assets,
intangible assets and other long-term assets . . . . .
Cash payments for investments . . ............
Net increase of pledged borrowings . ..........
Net cash payments for the acquisition of subsidiaries
& other business units . . ... ... ... ...
Other cash payments related to investing activities . .
Subtotal of cash outflows from investing activities . .
Net cash flows from investing activities . ... ...

- F-227 -

59,250,550,743.04

2,440,500,274.64
2,838,108,536.23
64,529,159,553.91

49,035,585,922.21

2,834,160,956.23
2,431,898,257.15
7,313,708,042.94
61,615,353,178.53
2,913,806,375.38

1,345,286,800.00
14,198,714.73

16,547,428.23

704,849,558.71
2,080,882,501.67

16,215,038,027.52
5,291,281,780.13

2,471,026,170.18
2,453,474,013.04
26,436,819,990.87
-24,355,937,489.20

33,881,429,836.01

716,467,651.26
567,993,256.40
35,165,890,743.67

30,666,445,867.15

1,368,459,638.39
913,510,701.74
2,279,183,126.07
35,227,599,333.35
-61,708,589.68

1,347,806,343.53
391,832,308.50

2,278,141.40

219,898,356.92
1,144,868,360.92
3,106,683,511.27

6,847,230,648.34
2,748,614,889.83

680,207,424.28
1,591,192,031.65
11,867,244,994.10
-8,760,561,482.83



Items

Zhejiang Huayou Cobalt Co., Ltd.
Consolidated cash flow statement for the year ended December 31, 2022

(continued)

(Expressed in Renminbi Yuan)

Note No.

Current period
cumulative

Preceding period
comparative

ML

Iv.

VL

Legal representative:

Cash flows from financing activities:
Cash receipts from absorbing investments . ... ...
Including: Cash received by subsidiaries from
non-controlling shareholders as investments . . . . .
Cash receipts from borrowings . ... ..........
Other cash receipts related to financing activities . . .
Subtotal of cash inflows from financing activities
Cash payments for the repayment of borrowings . . .
Cash payments for distribution of dividends or
profits and for interest expenses . . .. ........
Including: Cash paid by subsidiaries to non-
controlling shareholders as dividend or profit . . . .
Other cash payments related to financing activities . .
Subtotal of cash outflows from financing activities . .
Net cash flows from financing activities . . . . . . .
Effect of foreign exchange rate changes on cash &
cash equivalents . ... ...................
Net increase in cash and cash equivalents . ......
Add: Opening balance of cash and
cash equivalents . . .. ..................
Closing balance of cash and cash equivalents . . . ..

Officer in charge of
accounting:

- F-228 -

1,582,691,238.50

1,169,311,889.50
30,290,869,269.93
11,777,863,550.41
43,651,424,058.84
10,729,529,235.27

1,306,820,515.42
7,913,286,944.09
19,949,636,694.78
23,701,787,364.06

211,593,968.60
2,471,250,218.84

6,108,393,395.75
8,579,643,614.59

6,596,635,884.32

298,609,257.76
14,585,409,166.59
3,126,476,739.88
24,308,521,790.79
7,061,305,981.48

715,505,700.11
3,193,246,446.60
11,030,058,128.19
13,278,463,662.60

162,720,298.96
4,618,913,889.05

1,489,479,506.70
6,108,393,395.75

Head of accounting

department:



Zhejiang Huayou Cobalt Co., Ltd.
Parent company cash flow statement for the year ended December 31, 2022
(Expressed in Renminbi Yuan)

Items

Current period
cumulative

Preceding period
comparative

I.  Cash flows from operating activities:

Cash receipts from sale of goods and rendering of services . . .
Receipts of tax refund . . .. ... ... ... ... ... . ...
Other cash receipts related to operating activities . .......
Subtotal of cash inflows from operating activities . .......
Cash payments for goods purchased and services received . . . .
Cash paid to and on behalf of employees . ............
Cash payments for taxes and rates . . . .. .............
Other cash payments related to operating activities . ... ...
Subtotal of cash outflows from operating activities . ......

Net cash flows from operating activities . ...........

II. Cash flows from investing activities:

Cash receipts from withdrawal of investments . .........

Cash receipts from investment income . ..............

Net cash receipts from the disposal of fixed assets, intangible
assets and other long-term assets . . ...............

Net cash receipts from the disposal of subsidiaries & other

buSiness Unmits . . . ... ...
Other cash receipts related to investing activities . .......
Subtotal of cash inflows from investing activities . .......
Cash payments for the acquisition of fixed assets, intangible
assets and other long-term assets . ................
Cash payments for investments . ..................
Net cash payments for the acquisition of subsidiaries & other
business Unmits . . . ... ..o
Other cash payments related to investing activities . ... ...
Subtotal of cash outflows from investing activities . ......
Net cash flows from investing activities . . . .. ........

[I. Cash flows from financing activities:

Cash receipts from absorbing investments . . ...........
Cash receipts from borrowings . . .. ................
Other cash receipts related to financing activities . .......
Subtotal of cash inflows from financing activities . .......
Cash payments for the repayment of borrowings . . .......
Cash payments for distribution of dividends or profits and for

INLETESt EXPENSES « v v v v e e e e e
Other cash payments related to financing activities . ... ...
Subtotal of cash outflows from financing activities . ... ...

Net cash flows from financing activities ............

IV. Effect of foreign exchange rate changes on cash and cash

equivalents . ... ... .
V. Net increase in cash and cash equivalents . ............
Add: Opening balance of cash and cash equivalents . . ... ..
VI. Closing balance of cash and cash equivalents . . ... ... ...

Officer in charge of
accounting:

Legal representative:

- F-229 -

5,498,202,255.38
19,051,865.29
84,931,014.76
5,602,185,135.43
5,696,334,942.23
339,945,583.54
257,687,704.02
228,958,239.66
6,522,926,469.45
-920,741,334.02

34,627,200.00
12,244,956.26

50,278,992.05

2,397,947,287.12
2,495,098,435.43

152,154,569.44
10,169,117,691.00

4,432,245,186.01
14,753,517,446.45
-12,258,419,011.02

413,379,349.00
15,950,217,448.05
3,976,587,527.96
20,340,184,325.01
4,556,966,024.97

572,663,261.18
2,603,458,512.96
7,733,087,799.11
12,607,096,525.90

-29,390,713.31
-601,454,532.45
1,570,250,951.45
968,796,419.00

2,923,758,364.85
820,908.58
99,572,443.46
3,024,151,716.89
2,932,882,430.46
209,351,045.00
86,337,100.72
183,077,128.98
3,411,647,705.16
-387,495,988.27

1,016,306,343.53
279,400,408.01

16,295,053.73

13,147,440.89
1,325,149,246.16

96,189,296.82
5,876,244,293.92

2,710,098,444.61
8,682,532,035.35
-7,357,382,789.19

6,298,026,626.56
5,363,137,898.51
2,289,101,342.07
13,950,265,867.14
3,339,664,360.99

381,653,218.14
1,037,648,020.89
4,758,965,600.02
9,191,300,267.12

31,396,598.09
1,477,818,087.75
92,432,863.70
1,570,250,951.45

Head of accounting

department:
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Zhejiang Huayou Cobalt Co., Ltd.
Notes to Financial Statements
For the year ended December 31, 2022

Monetary unit: RMB Yuan
I. Company profile

Zhejiang Huayou Cobalt Co., Ltd. (the “Company”) was established by Great Mountain
Enterprise Pte. Ltd. (the “Great Mountain Company”), Huayou Holding Group Co., Ltd.
(formerly known as Zhejiang Huayou Holding Group Co., Ltd., hereinafter referred to as
“Huayou Holding”), etc. under the approval from the Ministry of Commerce of the
People’s Republic of China. The Company was registered at Zhejiang Administration for
Industry and Commerce on April 14, 2008 and headquartered in Jiaxing City, Zhejiang
Province. The Company currently holds a business license with unified social credit code
of 913300007368873961, with registered capital of 1,599,678,228.00 yuan, total share of
1,599,678,228 shares (each with par value of one yuan), of which, 19,757,139 shares are
restricted outstanding A shares, and 1,579,921,089 shares are unrestricted outstanding A
shares. The Company’s shares were listed on the Shanghai Stock Exchange on January 29,
2015.

The Company belongs to non-ferrous metal smelting and rolling processing industry and
is mainly engaged in R&D, production and sales of cobalt, copper, nickel, lithium, ternary
precursors, cathode materials, nickel intermediates and other products. The Company’s
main products are cobalt products, copper products, nickel products, lithium products,
ternary precursors, cathode materials, nickel intermediates, etc.

The financial statements were approved and authorized for issue by the 56th meeting of the
fifth session of the Board of Directors dated April 26, 2023.

The Company has brought subsidiaries including the first-tier subsidiaries Zhejiang Like
Cobalt Nickel Co., Ltd. (the “Like Cobalt”), Zhejiang Huayou Import & Export Co., Ltd.
(the “Huayou Import & Export”), Quzhou Huayou Cobalt New Material Co., Ltd. (the
“Huayou Quzhou”), Huayou (Hong Kong) Co., Limited (the “Huayou Hong Kong”),
Orient International Minerals & Resource (Proprietary) Limited (the “OIM Company”),
Congo Dongfang International Mining SAS (the “CDM Company”), La Miniere de
Kasombo SAS (the “MIKAS Company”), Sino-Congo Hiag Development SAS (the
“SHAD Company”), Huayou International Mining (Hong Kong) Limited (the “Huayou
Mining Hong Kong”), Huayou New Energy Technology (Quzhou) Co., Ltd. (the “New
Energy Quzhou”), Zhejiang Huayou Recycling Technology Co., Ltd. (the “Huayou
Recycling”), Zhejiang Huayou New Energy Technology Co., Ltd. (the “Huayou New
Energy”), Zhejiang Youqing Trading Co., Ltd. (the “Youqing Trading”), Tongxiang Huashi
Import & Export Co., Ltd. (the “Tongxiang Huashi”), Tongxiang Hua’ang Trading Co.,
Ltd. (the “Tongxiang Hua’ang”), Beijing Youhong Yongsheng Technology Co., Ltd. (the
“Beijing Youhong”), Guangxi Huayou Engineering Project Management Co., Ltd. (the
“Guangxi Huayou Engineering”), Huashan Import & Export (Tongxiang) Co., Ltd. (the
“Tongxiang Huashan”), Beijing Huashan Yongsheng Technology Co., Ltd. (the “Beijing
Huashan), Huashan Import & Export (Wenzhou) Co., Ltd. (the “Wenzhou Huashan”),
Huake Import & Export (Wenzhou) Co., Ltd. (the “Wenzhou Huake”), Guangxi B&M
Science and Technology Co., Ltd. (the “Guangxi B&M”), Tianjin B&M Science and
Technology Co., Ltd. (the “Tianjin B&M”), Huaxun Import & Export (Tongxiang) Co.,
Ltd. (the “Tongxiang Huaxun”), Guangxi Huayou New Material Co., Ltd. (the “Guangxi
Huayou New Material”), Guangxi Huayou New Energy Technology Co., Ltd. (the
“Guangxi Huayou New Energy”), Huawang Import & Export (Tongxiang) Co., Ltd. (the
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“Tongxiang Huawang”), Hualing Import & Export (Tongxiang) Co., Ltd. (the “Tongxiang
Hualing”), Guangxi Huayou Lithium Industry Co., Ltd. (the “Guangxi Lithium”),
Huazheng Import & Export (Tongxiang) Co., Ltd. (the “Tongxiang Huazheng”), Huajian
Import & Export (Wenzhou) Co., Ltd. (the “Wenzhou Huajian”), Hubei Youxing New
Energy Technology Co., Ltd. (the “Hubei Youxing”), Shanghai Huayou Xinsheng Metal
Co., Ltd. (the “Shanghai Xinsheng”), Guangxi Huayou Industrial Investment Co., Ltd. (the
“Guangxi Huayou Industrial Investment”), and Guangxi Huayou Enterprise Investment
Management Co., Ltd. (the “Guangxi Huayou Enterprise Investment”), the second-tier
subsidiaries Feza Mining SAS (the “Feza Mining”), Quzhou Huayou Resource Recycling
Technology Co., Ltd. (the “Resource Recycling”), Huayou International Recycling
Resources Co., Ltd. (the “Huayou International Recycling”), Huayou America, Inc. (the



Il. Preparation basis of the financial statements

(I) Preparation basis

The financial statements have been prepared on the basis of going concern.

(I) Assessment of the ability to continue as a going concern

The Company has no events or conditions that may cast significant doubts upon the
Company’s ability to continue as a going concern within the 12 months after the balance
sheet date.

I11. Significant accounting policies and estimates

Important note:

The Company has set up accounting policies and estimates on transactions or events such
as impairment of financial instruments, depreciation of fixed assets, depreciation of
right-of-use assets, amortization of intangible assets, revenue recognition, etc., based on
the Company’s actual production and operation features.

(I) Statement of compliance

The financial statements have been prepared in accordance with the requirements of China
Accounting Standards for Business Enterprises (CASBEs), and present truly and
completely the financial position, financial performance and cash flows of the Company.

(I1) Accounting period

The accounting year of the Company runs from January 1 to December 31 under the
Gregorian calendar.

(111) Operating cycle

The Company has a relatively short operating cycle for its business, an asset or a liability
is classified as current if it is expected to be realized or due within 12 months.



ultimate controlling party and that of the combination consideration or total par value of
shares issued is adjusted to capital reserve, if the balance of capital reserve is insufficient
to offset, any excess is adjusted to retained earnings.

2. Accounting treatment of business combination not under common control
When combination cost is in excess of the fair value of identifiable net assets obtained
from the acquiree at the acquisition date, the excess is recognized as goodwill; otherwise,
the fair value of identifiable assets, liabilities and contingent liabilities, and the
measurement of the combination cost are reviewed, then the difference is recognized in
profit or loss.

(VI) Compilation method of consolidated financial statements

The parent company brings all its controlled subsidiaries into the consolidation scope. The
consolidated financial statements are compiled by the parent company according to
“CASBE 33—Consolidated Financial Statements”, based on relevant information and the
financial statements of the parent company and its subsidiaries.

(VIl) Classification of joint arrangements and accounting treatment of joint operations

1. Joint arrangements include joint operations and joint ventures.

2. When the Company is a joint operator of a joint operation, it recognizes the following
items in relation to its interest in a joint operation:

(1) its assets, including its share of any assets held jointly;

(2) its liabilities, including its share of any liabilities incurred jointly;

(3) its revenue from the sale of its share of the output arising from the joint operation;
(4) its share of the revenue from the sale of the assets by the joint operation; and

(5) its expenses, including its share of any expenses incurred jointly.

(V) Recognition criteria of cash and cash equivalents

Cash as presented in cash flow statement refers to cash on hand and deposit on demand for
payment. Cash equivalents refer to short-term, highly liquid investments that can be
readily converted to cash and that are subject to an insignificant risk of changes in value.
(IX) Foreign currency translation

1. Translation of transactions denominated in foreign currency

Transactions denominated in foreign currency are translated into RMB yuan at the
approximate exchange rate similar to the spot exchange rate at the transaction date at
initial recognition. At the balance sheet date, monetary items denominated in foreign
currency are translated at the spot exchange rate at the balance sheet date with difference,
except for those arising from the principal and interest of exclusive borrowings eligible for

capitalization, included in profit or loss; non-cash items carried at historical costs are
translated at the approximate exchange rate similar to the spot exchange rate at the
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transaction date, with the RMB amounts unchanged; non-cash items carried at fair value
in foreign currency are translated at the spot exchange rate at the date when the fair value
was determined, with difference included in profit or loss or other comprehensive income.

2. Translation of financial statements measured in foreign currency

The assets and liabilities in the balance sheet are translated into RMB at the spot exchange
rate at the balance sheet date; the equity items, other than undistributed profit, are
translated at the spot exchange rate at the transaction date; the revenues and expenses in
the income statement are translated into RMB at the approximate exchange rate similar to
the spot exchange rate at the transaction date. The difference arising from the
aforementioned foreign currency translation is included in other comprehensive income.

(X) Financial instruments
1. Classification of financial assets and financial liabilities

Financial assets are classified into the following three categories when initially
recognized: (1) financial assets at amortized cost; (2) financial assets at fair value through
other comprehensive income; (3) financial assets at fair value through profit or loss.

Financial liabilities are classified into the following four categories when initially
recognized: (1) financial liabilities at fair value through profit or loss; (2) financial
liabilities that arise when a transfer of a financial asset does not qualify for derecognition
or when the continuing involvement approach applies; (3) financial guarantee contracts not
fall within the above categories (1) and (2), and commitments to provide a loan at a
below-market interest rate, which do not fall within the above category (1); (4) financial
liabilities at amortized cost.

2. Recognition criteria, measurement method and derecognition condition of financial
assets and financial liabilities

(1) Recognition criteria and measurement method of financial assets and financial
liabilities



(2) Subsequent measurement of financial assets

1) Financial assets measured at amortized cost

The Company measures its financial assets at the amortized costs using effective interest



2) Financial liabilities that arise when a transfer of a financial asset does not qualify for
derecognition or when the continuing involvement approach applies

The Company measures its financial liabilities in accordance with “CASBE 23—Transfer
of Financial Assets”.

3) Financial guarantee contracts not fall within the above categories 1) and 2), and
commitments to provide a loan at a below-market interest rate, which do not fall




accumulative amount of the changes of the fair value originally included in other
comprehensive income proportionate to the transferred financial asset (financial assets
transferred refer to debt instrument investments at fair value through other comprehensive
income). If the transfer of financial asset partially satisfies the conditions to derecognition,
the entire carrying amount of the transferred financial asset is, between the portion which
is derecognized and the portion which is not, apportioned according to their respective
relative fair value, and the difference between the amounts of the following two items is
included into profit or loss: (1) the carrying amount of the portion which is derecognized;
(2) the sum of consideration of the portion which is derecognized, and the portion of the
accumulative amount of the changes in the fair value originally included in other
comprehensive income which is corresponding to the portion which is derecognized
(financial assets transferred refer to debt instrument investments at fair value through other
comprehensive income).

4. Fair value determination method of financial assets and liabilities

The Company uses valuation techniques that are appropriate in the circumstances and for
which sufficient data and information are available to measure fair value. The inputs to
valuation techniques used to measure fair value are arranged in the following hierarchy and
used accordingly:

(I) Level 1 inputs are unadjusted quoted prices in active markets for identical assets or
liabilities that the Company can access at the measurement date;

(2) Level 2 inputs are inputs other than quoted prices included within Level 1 that are
observable for the asset or liability, either directly or indirectly. Level 2 inputs
include: quoted prices for similar assets or liabilities in active markets; quoted prices
for identical or similar assets or liabilities in markets that are not active; inputs other
than quoted prices that are observable for the asset or liability, for example, interest
rates and yield curves observable at commonly quoted intervals; market-corroborated
inputs;

(3) Level 3 inputs are unobservable inputs for the asset or liability. Level 3 inputs include
interest rate that is not observable and cannot be corroborated by observable market






(2) Financial instruments with expected credit risk assessed on a collective basis and
expected credit losses measured using three-stage model

Method for measuring expected
ltems Basis for determination of portfolio credit loss

Other receivables—Portfolio Nature of receivables Based on historical credit
grouped with government loss experience, the current

funds receivable ......... . .
5 . situation and the forecast
Other receivables—Portfolio .
of future economic

grouped with balances due o
. e nditions, th mpan
from related parties within conditions, the Compa y
calculates expected credit

the consolidation scope . . .. loss th h "
Other receivables—Portfolio 08§ LITough exposure a
default and 12-month or

grou.ped with interest lifetime expected credit
receivable . . .. ... ... ... loss rate

Other receivables—Portfolio ’
grouped with dividend
receivable . . ............

Other receivables—Portfolio Ages
grouped with ages .. ......

(3) Accounts receivable and contract assets with expected credit losses measured on a
collective basis using simplified approach

1) Specific portfolios and method for measuring expected credit loss

Method for measuring expected
Items Basis for determination of portfolio credit loss
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Method for measuring expected
ltems Basis for determination of portfolio credit loss

Accounts receivable—Portfolio Nature of receivables Based on historical credit
grouped with balances due loss experience, the current

from related parties within R
the consolidation scope situation and the forecast
of future economic

conditions, the Company
calculates expected credit
loss through exposure at
default and lifetime
expected credit loss rate.

2)  Accounts receivable—comparison table of ages and lifetime expected credit loss rate
of portfolio grouped with ages and trade acceptance receivable

Ages Expected credit loss rate
(%)

Within 1| year (inclusive, the same

hereinafter) . ... ......... ... .. ... .... 5.00
I-2years. .. ... ... . 20.00
2-3 Y@AIS . v o i 50.00
Over 3 years . .. ..o, 100.00

6. Offsetting financial assets and financial liabilities

Financial assets and financial liabilities are presented separately in the balance sheet and
are not offset. However, the Company offsets a financial asset and a financial liability and
presents the net amount in the balance sheet when, and only when, the Company:
(1) currently has a legally enforceable right to set off the recognized amounts; and
(2) intends either to settle on a net basis, or to realize the asset and settle the liability
simultaneously.

For a transfer of a financial asset that does not qualify for derecognition, the Company
does not offset the transferred asset and the associated liability.

(XI) Inventories
1. Classification of inventories

Inventories include finished goods or goods held for sale in the ordinary course of
business, work in process in the process of production, materials, supplies, etc. to be
consumed in the production process or in the rendering of services.

2. Accounting method for dispatching inventories:

Inventories dispatched from storage are accounted for with weighted moving average
method.

3. Basis for determining net realizable value

At the balance sheet date, inventories are measured at the lower of cost and net realizable
value; provisions for inventory write-down are made on the excess of its cost over the net
realizable value. The net realizable value of inventories held for sale is determined based
on the amount of the estimated selling price less the estimated selling expenses and
relevant taxes and surcharges in the ordinary course of business; the net realizable value
of inventories to be processed is determined based on the amount of the estimated selling
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price less the estimated costs of completion, selling expenses and relevant taxes and
surcharges in the ordinary course of business; at the balance sheet date, when only part of
the same item of inventories have agreed price, their net realizable value are determined
separately and are compared with their costs to set the provision for inventory write-down
to be made or reversed.

4. Inventory system

Perpetual inventory method is adopted.

5. Amortization method of low-value consumables and packages
(1) Low-value consumables

Low-value consumables are amortized with one-off method.

(2) Packages

Packages are amortized with one-off method.

(XIl) Contract costs

Assets related to contract costs include costs of obtaining a contract and costs to fulfil a
contract.

The Company recognizes as an asset the incremental costs of obtaining a contract if those
costs are expected to be recovered. The costs of obtaining a contract shall be included into
profit or loss when incurred if the amortization period of the asset is one year or less.

If the costs incurred in fulfilling a contract are not within the scope of standards related
to inventories, fixed assets or intangible assets, etc., the Company shall recognize the costs
to fulfil a contract as an asset if all the following criteria are satisfied:

1. The costs relate directly to a contract or to an anticipated contract, including direct
labor, direct materials, manufacturing overhead cost (or similar cost), cost that are
explicitly chargeable to the customer under the contract, and other costs that are only
related to the contract;

2. The costs enhance resources of the Company that will be used in satisfying
performance obligations in the future; and

3. The costs are expected to be recovered.

An asset related to contract costs shall be amortized on a systematic basis that is consistent
with related goods or services, with amortization included into profit or loss.

The Company shall make provision for impairment and recognize an impairment loss to
the extent that the carrying amount of an asset related to contract costs exceeds the
remaining amount of consideration that the Company expects to receive in exchange for
the goods or services to which the asset relates less the costs expected to be incurred. The
Company shall recognize a reversal of an impairment loss previously recognized in profit
or loss when the impairment conditions no longer exist or have improved. The carrying
amount of the asset after the reversal shall not exceed the amount that would have been
determined on the reversal date if no provision for impairment had been made previously.
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(XIl) Non-current assets or disposal groups held for sale
1. Classification of non-current assets or disposal groups held for sale

Non-current assets or disposal groups are accounted for as held for sale when the following
conditions are all met: (1) the asset must be available for immediate sale in its present
condition subject to terms that are usual and customary for sales of such assets or disposal
groups; (2) its sales must be highly probable, i.e., the Company has made a decision on the
sale plan and has obtained a firm purchase commitment, and the sale is expected to be
completed within one year.

When the Company acquires a non-current asset or disposal group with a view to resale,
it shall classify the non-current asset or disposal group as held for sale at the acquisition
date only if the requirement of “expected to be completed within one year” is met at that
date and it is highly probable that other criteria for held for sale will be met within a short
period (usually within three months).

An asset or a disposal group is still accounted for as held for sale when the Company
remains committed to its plan to sell the asset or disposal group in the circumstance that
non-related party transactions fail to be completed within one year due to one of the
following reasons: (1) a buyer or others unexpectedly set conditions that will extend the
sale period, while the Company has taken timely actions to respond to the conditions and



(2) Reversal of assets impairment loss

When there is a subsequent increase in fair value less costs to sell of a non-current asset
held for sale at the balance sheet date, the write-down shall be recovered, and shall be
reversed not in excess of the impairment loss that has been recognized after the
non-current asset was classified as held for sale. The reversal shall be included into profit



When long-term equity investments are obtained through business combination under
common control achieved in stages, the Company determines whether it is a “bundled
transaction”. If it is a “bundled transaction”, stages as a whole are considered as one
transaction in accounting treatment. If it is not a “bundled transaction”, on the date of
combination, investment cost is initially recognized at the share of the carrying amount of
net assets of the combined party included the consolidated financial statements of the
ultimate controlling party. The difference between the initial investment cost of long-term
equity investments at the acquisition date and the carrying amount of the previously held
long-term equity investments plus the carrying amount of the consideration paid for the
newly acquired equity is adjusted to capital reserve; if the balance of capital reserve is
insufficient to offset, any excess is adjusted to retained earnings.

(2) For business combination not under common control, investment cost is initially
recognized at the acquisition-date fair value of considerations paid.

When long-term equity investments are obtained through business combination not under
common control achieved in stages, the Company determined whether they are stand-alone
financial statements or consolidated financial statements in accounting treatment:



4. Disposal of a subsidiary in stages resulting in the Company’s loss of control
(1) Stand-alone financial statements

The difference between the carrying amount of the disposed equity and the consideration
obtained thereof is recognized in profit or loss. If the disposal does not result in the
Company’s loss of significant influence or joint control, the remained equity is accounted
for with equity method; however, if the disposal results in the Company’s loss of control,
joint control, or significant influence, the remained equity is accounted for according to
“CASBE 22—Financial Instruments: Recognition and Measurement”.

(2) Consolidated financial statements

1) Disposal of a subsidiary in stages not qualified as “bundled transaction” resulting in
the Company’s loss of control

Before the Company’s loss of control, the difference between the disposal consideration
and the proportionate share of net assets in the disposed subsidiary from acquisition date
or combination date to the disposal date is adjusted to capital reserve (capital premium),
if the balance of capital reserve is insufficient to offset, any excess is adjusted to retained
earnings.

When the Company loses control, the remained equity is remeasured at the loss-of-control-
date fair value. The aggregated value of disposal consideration and the fair value of the
remained equity, less the share of net assets in the disposed subsidiary held before the
disposal from the acquisition date or combination date to the disposal date is recognized
in investment income in the period when the Company loses control over such subsidiary,
and meanwhile goodwill is offset correspondingly. Other comprehensive income related to
equity investments in former subsidiary is reclassified as investment income upon the
Company’s loss of control.

2) Disposal of a subsidiary in stages qualified as “bundled transaction” resulting in the
Company’s loss of control

In case of “bundled transaction”, stages as a whole are considered as one transaction
resulting in loss of control in accounting treatment. However, before the Company loses
control, the difference between the disposal consideration at each stage and the
proportionate share of net assets in the disposed subsidiary is recognized as other
comprehensive income at the consolidated financial statements and reclassified as profit or
loss in the period when the Company loses control over such subsidiary.

(XV)



2. Depreciation method of different categories of fixed assets
Residual Annual
Useful life value depreciation
Categories Depreciation method (years) proportion rate
(%) (%)

Buildings and structures. . . . . .. Straight-line method 10-35 0-10  10.00-2.57

Machinery. . .. ............. Straight-line method 5-16 0-10  20.00-5.63

Transport facilities. . .. .. ... .. Straight-line method 5-10 0-10  20.00-9.00

Other equipment . .. ......... Straight-line method 5-10 0-10  20.00-9.00

(XVl) Construction in progress

1. Construction in progress is recognized if, and only if, it is probable that future
economic benefits associated with the item will flow to the Company, and the cost of
the item can be measured reliably. Construction in progress is measured at the actual
cost incurred to reach its designed usable conditions.

2. Construction in progress is transferred into fixed assets at its actual cost when it
reaches the designed usable conditions. When the auditing of the construction in
progress was not finished while reaching the designed usable conditions, it is
transferred to fixed assets using estimated value first, and then adjusted accordingly
when the actual cost is settled, but the accumulated depreciation is not to be adjusted
retrospectively.

(XVll) Borrowing costs

1. Recognition principle of borrowing costs capitalization

Where the borrowing costs incurred to the Company can be directly attributable to the
acquisition and construction or production of assets eligible for capitalization, it is
capitalized and included in the costs of relevant assets; other borrowing costs are
recognized as expenses on the basis of the actual amount incurred, and are included in
profit or loss.

2.

(1)

(2)

(3)

Borrowing costs capitalization period

The borrowing costs are not capitalized unless the following requirements are all met:
1) the asset disbursements have already incurred; 2) the borrowing costs have already
incurred; and 3) the acquisition and construction or production activities which are
necessary to prepare the asset for its intended use or sale have already started.

Suspension of capitalization: where the acquisition and construction or production of
a qualified asset is interrupted abnormally and the interruption period lasts for more
than 3 months, the capitalization of the borrowing costs is suspended; the borrowing
costs incurred during such period are recognized as expenses, and are included in
profit or loss, till the acquisition and construction or production of the asset restarts.

Ceasing of capitalization: when the qualified asset under acquisition and construction

or production is ready for the intended use or sale, the capitalization of the borrowing
costs is ceased.
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3. Capitalization rate and capitalized amount of borrowing costs

For borrowings exclusively for the acquisition and construction or production of assets
eligible for capitalization, the to-be-capitalized amount of interests is determined in light
of the actual interest expenses incurred (including amortization of premium or discount
based on effective interest method) of the special borrowings in the current period less the
interest income on the unused borrowings as a deposit in the bank or as a temporary
investment; where a general borrowing is used for the acquisition and construction or
production of assets eligible for capitalization, the Company calculates and determines the
to-be-capitalized amount of interests on the general borrowing by multiplying the weighted
average asset disbursement of the part of the accumulative asset disbursements less the
general borrowing by the capitalization rate of the general borrowing used.

(XVIl) Intangible assets

1. Intangible assets include land use right, mining right, software, pollution discharging
right, patent right, software copyright, etc. The initial measurement of intangible
assets is based on its cost.

2. For intangible assets with finite useful lives, their amortization amounts are
amortized within their useful lives systematically and reasonably, if it is unable to
determine the expected realization pattern reliably, intangible assets are amortized by
the straight-line method

Mining right is amortized using the units-of-production method, while other intangible
assets are amortized using the straight-line method with details as follows:

Items Amortization period (years)

Land useright .. .......... ... ... ...... 25-99
Software . .......... ... ... . ... ... ..... 2-10
Pollution discharging right . ... ........... 5-20
Patent right and software copyright......... 8-10

3. Expenditures on the research phase of an internal project are recognized as profit or
loss when they are incurred. An intangible asset arising from the development phase
of an internal project is recognized if the Company can demonstrate all of the
followings: (1) the technical feasibility of completing the intangible asset so that it
will be available for use or sale; (2) its intention to complete the intangible asset and
use or sell it; (3) how the intangible asset will generate probable future economic
benefits, among other things, the Company can demonstrate the existence of a market
for the output of the intangible asset or the intangible asset itself or, if it is to be used
internally, the usefulness of the intangible asset; (4) the availability of adequate
technical, financial and other resources to complete the development and to use or sell
the intangible asset; and (5) its ability to measure reliably the expenditure attributable
to the intangible asset during its development.

Criteria for distinguishing the research phase from the development phase of an internal
project to create an intangible asset: the planned investigation phase for acquiring new
technology and knowledge should be defined as the research phase, which has the
characteristics of planning and exploratory nature; before commercial production or use,
when the research results or other knowledge are applied to a certain plan or design with
the intention to produce new or substantially improved materials, devices, products, etc.,
such stage should be determined as the development phase, which has the characteristics
of pertinence and greater possibility of forming results.
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(XIX)



(2) Accounting treatment by the Company for defined benefit plan usually involves the

1)

following steps:

In accordance with the projected unit credit method, using unbiased and mutually
compatible actuarial assumptions to estimate related demographic variables and
financial variables, measure the obligations under the defined benefit plan, and



2. The initial measurement of provisions is based on the best estimated expenditures
required in fulfilling the present obligations, and its carrying amount is reviewed at
the balance sheet date.

(XXIV) Share-based payment
1. Types of share-based payment

Share-based payment consists of equity-settled share-based payment and cash-settled
share-based payment.

2. Accounting treatment for settlements, modifications and cancellations of share-based
payment plans

(1) Equity-settled share-based payment

For equity-settled share-based payment transaction with employees, if the equity
instruments granted vest immediately, the fair value of those equity instruments is
measured at grant date and recognized as transaction cost or expense, with a corresponding
adjustment in capital reserve; if the equity instruments granted do not vest until the
counterparty completes a specified period of service or fulfills certain performance
conditions, at the balance sheet date within the vesting period, the fair value of those
equity instruments measured at grant date based on the best estimate of the number of
equity instruments expected to vest is recognized as transaction cost or expense, with a
corresponding adjustment in capital reserve.

For equity-settled share-based payment transaction with parties other than employees, if
the fair value of the services received can be measured reliably, the fair value is measured
at the date the Company receives the service; if the fair value of the services received
cannot be measured reliably, but that of equity instruments can be measured reliably, the
fair value of the equity instruments granted measured at the date the Company receives the
service is referred to, and recognized as transaction cost or expense, with a corresponding
increase in equity.

(2) Cash-settled share-based payment

For cash-settled share-based payment transactions with employees, if share appreciation
rights vest immediately, the fair value of the liability incurred as the acquisition of services
is measured at grant date and recognized as transaction cost or expense, with a
corresponding increase in liabilities; if share appreciation rights do not vest until the
employees have completed a specified period of service or fulfills certain performance
conditions, the liability is measured, at each balance sheet date until settled, at the fair
value of the share appreciation rights measured at grant date based on the best estimate of
the number of share appreciation right expected to vest.

(3) Modifications and cancellations of share-based payment plan

If the modification increases the fair value of the equity instruments granted, the Company
includes the incremental fair value granted in the measurement of the amount recognized
for services received as consideration for the equity instruments granted; similarly, if the
modification increases the number of equity instruments granted, the Company includes
the fair value of the additional equity instruments granted, in the measurement of the



If the modification reduces the fair value of the equity instruments granted, the Company
does not take into account that decrease in fair value and continue to measure the amount
recognized for services received as consideration for the equity instruments based on the
grant date fair value of the equity instruments granted; if the modification reduces the
number of equity instruments granted to an employee, that reduction is accounted for as
a cancellation of that portion of the grant; if the Company modifies the vesting conditions
in a manner that is not beneficial to the employee, the Company does not take the modified
vesting conditions into account.

If the Company cancels or settles a grant of equity instruments during the vesting period
(other than that cancelled when the vesting conditions are not satisfied), the Company
accounts for the cancellation or settlement as an acceleration of vesting, and therefore
recognizes immediately the amount that otherwise would have been recognized for
services received over the remainder of the vesting period.

(XXV) Revenue



2.  Revenue measurement principle

(I) Revenue is measured at the amount of the transaction price that is allocated to each






(Xxvi) Contract assets, contract liabilities

The Company presents contract assets or contract liabilities in the balance sheet based on
the relationship between its performance obligations and customers’ payments. Contract
assets and contract liabilities under the same contract shall offset each other and be
presented on a net basis.



Apart from the above-mentioned short-term leases and leases of low-value assets with
simplified approach, the Company recognizes right-of-use assets and lease liabilities at the
commencement date.

(1) Right-of-use assets

The right-of-use asset is measured at cost and the cost shall comprise: 1) the amount of the



(2) Finance lease

At the commencement date, the Company recognizes the finance lease payment receivable
based on the net investment in the lease (sum of the present value of unguaranteed residual
value and lease receipts that are not received at the commencement date, discounted by the
interest rate implicit in the lease), and derecognizes assets held under the finance lease.
The Company calculates and recognizes interest income using the interest rate implicit in
the lease over the lease term.

Variable lease payments not included in the measurement of the net investment in the lease
are charged as profit or loss in the periods in which they are incurred.

3. Sale and leaseback
(1) The Company as the lessee

In accordance with the “CASBE 14—Revenues”, the Company would assess and
determine whether the transfer of an asset in the sale and leaseback transaction is
accounted for as a sale of that asset.

If the transfer of an asset is accounted for as a sale of the asset, the Company measures
the right-of-use asset arising from the leaseback at the proportion of the original carrying
amount of the asset that relates to the right of use retained by the Company. Accordingly,
the Company recognizes only the amount of any gain or loss that relates to the rights
transferred to the lessor.

Otherwise, the Company continues the recognition of the transferred assets, and recognizes
a financial liability equal to the amount of transfer income in accordance with the “CASBE
22—Financial Instruments: Recognition and Measurement” at the same time.

(2) The Company as the lessor

In accordance with the “CASBE 14—Revenues”, the Company would assess and
determine whether the transfer of an asset in the sale and leaseback transaction is
accounted for as a sale of that asset.

If the transfer of an asset is accounted for as a sale of the asset, the Company accounts for
the purchase of assets in accordance with other applicable standards, and accounts for the
lease of assets in accordance with the “CASBE 21—Leases”.

Otherwise, the Company does not recognize the transferred asset, but recognizes a
financial asset equal to the amount of transfer income in accordance with the “CASBE
22—Financial Instruments: Recognition and Measurement”.



related safety projects reach the designed useful conditions; meanwhile, the cost included
in fixed assets is to offset “special reserve”, and accumulated depreciation shall be
recognized at the same amount. Such fixed assets shall not be depreciated in future
periods.

(XXXI) Segment reporting

Operating segments are determined based on the structure of the Company’s internal
organization, management requirements and internal reporting system. An operating
segment is a component of the Company:

1.

()

(1)

(2)

that engages in business activities from which it may earn revenues and incur
expenses;

whose financial performance is regularly reviewed by the Management to make
decisions about resource to be allocated to the segment and to assess its performance;
and

for which accounting information regarding financial position, financial performance
and cash flows is available through analysis.

Other significant accounting policies and estimates
Basis of the adoption of hedge accounting and its accounting treatment

Hedge includes fair value hedge, cash flow hedge and hedge of a net investment in
a foreign operation.

A hedging relationship qualifies for hedge accounting if all of the following
conditions are met: 1) the hedging relationship consists only of eligible hedging
instruments and eligible hedged instruments; 2) at the inception of the hedge there is
formal designation of hedging instruments and hedged item, and documentation of
the hedging relationship and the Company’s risk management objective and strategy
for undertaking the hedge; 3) the hedging relationship meets the hedging
effectiveness requirements.

The Company recognizes that the hedging relationship meets effectiveness
requirements if the all of the followings are simultaneously satisfied: a. there is an
economic relationship between the hedged item and the hedging instruments; b. the
effect of credit risk does not dominate the value changes that result from that
economic relationship between the hedged item and the hedging instruments; and c.
the hedge ratio of the hedging relationship is the same as the ratio of the quantity of
the hedged item that the Company actually hedges and the number of hedging
instruments that the Company actually uses to hedge that quantity of hedged item, but
does not reflect an imbalance between the weightings of the hedged item and the
hedging instrument.



(3) Hedge accounting

1) Fair value hedge

a.  Gain or loss on the hedging instrument shall be recognized in profit or loss (or other
comprehensive income, if the hedging instrument hedges a non-trading equity
instrument (or a component thereof) at fair value through other comprehensive
income).

b. The gain or loss on hedged item arising from risk exposure should be recognized in
profit or loss, and meanwhile, the carrying amount of the hedged item which is not
measured at fair value should be adjusted. If the hedged item is a financial asset (or
a component thereof) that is measured at fair value through other comprehensive
income in accordance with article XVIII in “CASBE 22—Financial Instruments:
Recognition and Measurement”, the gain or loss arising from the risk exposure on the
hedged item shall be recognized in profit or loss, with carrying amount unadjusted for
it has already been measured at fair value; if the hedged item is a non-trading equity
instrument (or a component thereof) for which the Company has elected to present
changes at fair value through other comprehensive income, the gain or loss arising
from the risk exposure on the hedged item shall be recognized in profit or loss, with
carrying amount unadjusted for it has already been measured at fair value.

When a hedged item is an unrecognized firm commitment (or a component thereof), the
cumulative change in fair value of the hedged item subse