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RESULTS

The board of directors (the “Board”) of Rare Earth
Magnesium Technology Group Holdings Limited (the
“Company” or “REMT”) announces the unaudited condensed
consolidated interim results of the Company and its
subsidiaries (collectively the “Group”) for the six months
ended 30 June 2018 (“Review Period”), together with the
comparative figures for the corresponding period in 2017 as

ERREEERAM2EKRER

follows.

OF PROFIT OR LOSS AND OTHER
COMPREHENSIVE INCOME

CONDENSED CONSOLIDATED STATEMENT

BE-_ZT—N\FXA=+tHIXEA For the six months ended 30 June 2018
Bz BHE
—E-N\F§ —_T—+F
AA=+HILE ASA=THIE
~MEA SN E A
Six months Six months
ended ended
30 June 30 June
2018 2017
s FHERT FAET
Notes HK$’000 HK$'000
(e =E=75)
(Restated)
(RBER) (REEZ)
(Unaudited) (Unaudited)
BESEER Continuing operations
L' ON Revenue 3 795,638 503,303
HHE AR Cost of sales (592,973) (365,673)
eyl Gross profit 202,665 137,630
HoA A R W 8 5 R Other income and gains, net 1,516 8,850
HERDIHER Selling and distribution costs (6,924) (7,377)
THRFEX Administrative expenses (25,694) (13,806)
% E R Finance costs 4 (35,933) (4,357)
BRFTS AT E R Profit before income tax 5 135,630 120,940
PRSTRR Income tax expenses 6 (30,580) (31,912)
FESEXB 2BRER Profit for the period from continuing
operations 105,050 89,028
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CONDENSED CONSOLIDATED STATEMENT
OF PROFIT OR LOSS AND OTHER
COMPREHENSIVE INCOME (continued)

For the six months ended 30 June 2018

G RE R EMEERER(E)

BZ BE
—B-N\%F —T—+F
AA=Z+HLE S~A=tHIE
~MEA ~MEA
Six months Six months
ended ended
30 June 30 June
2018 2017
B & FExT FHT
Notes HK$’000 HK$'000
(LmE=5)
B (Restated)
(RBER) (REEERZ)
(Unaudited) (Unaudited)
CRIEREER Discontinued operations
BRIEREEE A (Loss)/profit for the period from
(E8),/&F discontinued operations 17 (1,234) 194
Ha A Profit for the period 103,816 89,222
Hitt2E(BAX) WA Other comprehensive (expenses)/
income
RARBHEERSERER Other comprehensive (expenses)/
ZEMmEEER),/ A income to be reclassified to profit or
loss in subsequent periods:
WEEINEB 2 ERZE Exchange differences on translating
foreign operations (34,013) 50,707
HR2EBARE Total comprehensive income
for the period 69,803 139,929
THIALEEERNER,(E518) : Profit/(loss) for the period
N attributable to:
ZN/NSIEZZ DN Owners of the Company
— RERHEKEER — from continued operation 105,050 80,936
— REEBRIEEEY — from discontinued operation (1,193) (273)
103,857 80,663
IR Non-controlling interests
— REFELEER — from continued operation - 8,092
— REEBRIEREER — from discontinued operation (41) 467
(41) 8,559
103,816 89,222
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ERsSEaEtEEKER(E) CONDENSED CONSOLIDATED STATEMENT
OF PROFIT OR LOSS AND OTHER
COMPREHENSIVE INCOME (continued)

HEe—Z—N\EFEA=+tHINEA For the six months ended 30 June 2018
S HE
—E-N\E —T—+tF
ANA=+HLE KSA=tHIt
~{8 B ~ME A
Six months Six months
ended ended
30 June 30 June
2018 2017
B TR FHT
Notes HK$’000 HK$'000

(& 5E7))

(Restated)

(REER) (REEERZ)
(Unaudited) (Unaudited)

THALEEBERZEWA,  Total comprehensive income/(expenses)

(FIx)48%8 - for the period attributable to:
ZN/NSIEZZ DN Owners of the Company
— REFELEEK — from continued operation 72,069 125,919
— REEBRIEEEY — from discontinued operation (2,326) 2,264
69,743 128,183
IR S Non-controlling interests
— REBEREEK — from continued operation — 11,493
— REERIHEEER — from discontinued operation 60 253
60 11,746
69,803 139,929
BRER : Earnings per share:
REFERCKRIELEEE From continuing and discontinued
operation
— ERNEE — basic and diluted 8 1.581licents  1.31{lcents
REFELEER From continuing operation
— BEAREE — basic and diluted 8 1.56{licents  1.321licents

B E 75N SR SRR s 7 3 Details of the dividends are disclosed in note 7 to the
& o condensed financial statements.

0
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BRI TS
R-Z—N\FXA=+AH

CONDENSED CONSOLIDATED STATEMENT OF
FINANCIAL POSITION

At 30 June 2018

—E-N\F —E—tF
~A +=A
=+H =+—H
30 June 31 December
2018 2017
ByEE FET FAET
Notes HK$’000 HK$'000
(REER) (fg&=E=Z)
(Unaudited) (Audited)
FRBEE NON-CURRENT ASSETS
W -~ BEN&E Property, plant and equipment 9 1,558,808 1,588,620
AR LA E IR Prepaid land lease payments 55,232 70,565
BEEE Intangible assets 44,103 50,463
RiEE Mining rights 49,449 50,434
REERNRIZIKE Investments in joint ventures — 6,490
R—EEERRZKE Investment in an associate — 18
A ERE Available-for-sale investments — 3,000
REATFR Long term deposits — 60
EEHRITIFH Pledged bank deposits 10,159 26,084
EMBNE EBE Total non-current assets 1,717,751 1,795,734
REEE CURRENT ASSETS
FE Inventories 115,724 151,941
JEWE 5 ARk R FE L R 4% Trade and bills receivables 10 293,825 296,988
A L EFIE Prepaid land lease payments 1,377 1,876
TERFIE ~ me Rk Prepayments, deposits and
H b U BR 3R other receivables 42,976 128,832
el — & & R EIRRR Amount due from a joint venture — 844
EIR SR Tax recoverable — 1,835
BEIBIRITIER Pledged bank deposits 15,593 7,897
RITRIR B AR Bank and cash balances 160,677 172,854
630,172 763,067
DERFIELHEZLE Assets of a disposal group
SEEE classified as held for sale 17 249,507 —
MENE EBRR Total current assets 879,679 763,067
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AR S B BARRR(E)

RZEBE-NFXA=1H

CONDENSED CONSOLIDATED STATEMENT OF
FINANCIAL POSITION (continued)

At 30 June 2018

—E-N\F —E—tF
~A +=A
=+1H =+—H
30 June 31 December
2018 2017
B3 FHET FET
Notes HK$°000 HK$'000
(REER) (fezz)
(Unaudited) (Audited)
REIEE CURRENT LIABILITIES
JEIE SRR ‘ Trade payables 11 71,485 113,516
HEMENRRREER Other payables and accruals 58,540 95,349
aBHBRE Contract liabilities 2,251 —
BE Borrowings 12 64,002 83,815
BiE Provision — 1,042
FEH*WEQET — Amount due to a non-controlling
FEVE AR AR SR BR X shareholder of a subsidiary — 152
JE'T—WRW\ Tax payable 29,331 6,969
225,609 300,843
DERFELEZLE Liabilities of a disposal group
SEEE classified as held for sale 17 211,191 —
mEBEAR Total current liabilities 436,800 300,843
RBEEFE NET CURRENT ASSETS 442,879 462,224
BEERABHAS TOTAL ASSETS LESS CURRENT
LIABILITIES 2,160,630 2,257,958
FRBEE NON-CURRENT LIABILITIES
ETEWA Deferred revenue 72,650 73,585
AR E S Convertible bond 13 334,700 318,684
ES0N Borrowings 12 349,738 378,267
BB EE Deferred tax liabilities 19,972 19,972
e B SR BR 3K Amounts due to shareholders 14 188,314 344,206
ERBBEBRE Total non-current liabilities 965,374 1,134,714
BESE Net assets 1,195,256 1,123,244
= EQUITY
AAREEB A Capital and reserves attributable
BERAR #E to owners of the Company
[EEIN Share capital 657,439 657,439
B Reserves 545,593 473,641
. 1,203,032 1,131,080
FERER Non-controlling interests (7,776) (7,836)
R BRE Total equity 1,195,256 1,123,244

MHERREEERERAR « 2018 R #HE Q7



EHRGEEREH X CONDENSED CONSOLIDATED STATEMENT OF
CHANGES IN EQUITY

HEZZ—N\FA=THLE~EA For the six months ended 30 June 2018
FARREARE
Attributable to owners of the Company

-4 [ T8hEE fag

kx BhER B GHEE  EEBE BREBE  MERR  SBEE  HMRR B RERY B8 sihER kg
Convertble

Capita honds Share Non-

Share Share redempion ~ Special equity  opfion  Statutory  Merger Other ~ Translation  Retained controlling

capltdl premium reseve  resee  resee  rsee  rsene resene  resene resene  eamings Told  inests  Tohl
A fht T TR TR Tan TRr TRt T TR Tht T TR Thn
BRSO HKSO00  HKSODD  HKSO00  HKSODD  HKSOOD  HKSODD  HKSOOD SO HKSOOD  HKSOD0  HKSOOD  HKSOD0  HKSOO

S-NE-F- At danvary 2018 [udted)
i) 67430 1,560,077 §

_«‘@7 19 (60819 86,5348 - 04 (1500592 (7089) 10963 304676 1,131,080 (183%)  11280m
EMER] Profit for epemd - - - - - - - - - S TR (H 1) () 103816
2R Other compiehensive noome - - - - - - - - - i - i 0 )
SREEAMEE o comprfiensive nome
for the period - - - - - - - - - (M1 103 69,743 60 9,603
EE Tranglr o resene - - - - - - - - - - - - - -
FREERARE  Eouiy seifed sarchased
235 Hransactions - - - - - 2009 - - - - - 2009 - 20
HEE-NERAZTR A0 une 201 (nauded)
(x5t 67430 1,560,077 Mo (g9 a5 2,09 047 (1500592 (M08 (8051) 085 120809 (1776) 1,196,256
A1 January 2017, a8
(reviously eport B4 601,060 {9 (60819) - - - - 5176 1673 (44081 45767 (7313)  dmded
Efectof merger of entty
nder common control - - - - - - 7169 80557 (284 (treme) w6792 W09 N0M2 T30481
RIE-CE-B-B AT Janvary 2017
(%) (restted]) B4 601060 {9 (60819) - - 7169 80557 (17068) (101305 153691 1016076 142880 115898
iy Proftfor the period - - - - - - - - - - 80,663 80,663 8,59 8922
A2 ERA Other comprefiensive proft - - - - - - - - - - LA LT i
SRAEEALE To comprehensie poft
forthe period - - - - - - - - - 750 0663 128,163 1 199
EpThE Trensler 1 esere - - - - - - - - - o - - -
HOE-CERATTR A0 June 2017 (vnaudi)
(*i2%) B4 601060 {9 (60819) - - 81,656 80557 (17068) (33785 24788 1144259 10605 1298864

Bu@EEEMEE 2B AR ZRHE The special reserve represents the difference between the

BEEAQNRREARRRNDE-—NN=F nominal value of the shares of the acquired subsidiaries and

TR EEEASRKESER T 2K the nominal value of the Company’s shares issued for the

MEEZERE - acquisition at the time of the group reorganisation prior to
the listing of the Company’s shares in 1993.
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CONDENSED CONSOLIDATED STATEMENT OF

CASH FLOWS
BE_ZT—N\FRA=THLXEA For the six months ended 30 June 2018
BZ BE
—E-N\F —E—+tF
AA=Z+HILE S~A=tHIE
~EA ~MEA
Six months Six months
ended ended
30 June 30 June
2018 2017
THERT FHT
HK$’000 HK$'000
(&e=35)
(Restated)
(REER) (RE&EZ)
(Unaudited) (Unaudited)
REEH Operating activities
BR P15 5 A& A Profit before income tax including discontinued
(BECRIEEEER) operations 134,396 121,134
HTFNIBBEEHFAR - Adjustments for:
B8 B Finance cost 36,272 4,763
NEREE 2 BIRERS Equity-settled share option expenses 2,209 —
Elhe B el REE Share of profits and loss of joint ventures (310) 30
RITHBHA Bank interest income (674) (734)
HEWE  BERREEB Gain on disposal of items of property, plant
< Was and equipment — (2,330)
e Depreciation 37,919 20,298
BIVEE 2 #H Amortisation of intangible assets 5,960 —
ERIBHE <« 4 Amortisation of mining rights 352 918
R i‘ﬁﬁifﬂ E3I8 Recognition of prepaid land lease payments 767 741
WoRTE = A B RE Write-down of inventories to net realisable
value 5,740 1,460
1 o] HL {th FE Wi BR FORVE Reversal of impairment of other receivables (30) —
222,601 146,280
FEIEM Increase in inventories (18,877) (4,909)
JEWUE 5 B8R FRIE AN Increase in trade receivables (48,547) (119,156)
e IR BR OB A Decrease in other receivables 81,114 27,636
EEHT_TA/W’J\ Decrease in long-term deposits 39 356
Bl a & RRIRFUR S Decrease in amounts due from joint ventures 436 5
Fgﬁféf%ﬁ%m § 0 ),/ 10 (Decrease)/increase in trade payables (13) 98,184
H {th & {1 BR SR8 A0 Increase in other payables 188 10,966
= R B B A N Increase in provision for product warranty 78 53
KEEHFEENR S Cash generated from operations 237,019 159,415
Eﬁxi?l\mlﬁ Overseas taxes paid (5,223) (18,335)
RETEBMEENREFE Net cash generated from operating activities 231,796 141,080
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CONDENSED CONSOLIDATED STATEMENT OF
CASH FLOWS (continued)

For the six months ended 30 June 2018

RS BE
—E-N\E —T—+F
RA=+HLE SNA=tHLE
A~MEA ~MEA
Six months Six months
ended ended
30 June 30 June
2018 2017
FTHET FAT
HK$’000 HK$'000
(&E5)
(Restated)
(REER) (RE&&E%)
(Unaudited) (Unaudited)
REEH Investing activities
R Interest received 674 426
BEWE  BWELREHB Purchases of property, plant and equipment (134,097) (85,124)
HEME  KERZED Proceeds from disposals of property, plant
FT{3 308 and equipment — 4,592
RITFFRD Decrease in deposit with banks — 14,775
AHERERD Decrease in available-for-sale investments — 22,245
B IRITIF RO D Decrease in pledged bank deposits 8,125 7,463
RETEFANRELFEE Net cash used in investing activities (125,298) (35,623)
MEEH Financing activities
ENMBER Finance costs paid (13,233) (4,932)
FrEE R FTS A Proceeds from new borrowings 15,000 16,364
e — BB A B FEIEAR Increase in amount due to a non-controlling
IRER 2 FRIEIE AN shareholder of a subsidiary 448 —
BEEE Repayment of borrowings (50,900) (52,917)
e AR R AR SR Decrease in amounts due to shareholders (42,861) (101,101)
MEZTBMANRSTFE Net cash used in financing activities (91,546) (142,586)
BeRERRLSEREM Net increase/(decrease) in cash and cash
OR2) 38 equivalents 14,952 (37,129)
PHOzRERERNREER Cash and cash equivalents at the beginning
of the period 172,854 182,574
IMEERSEBNTE  FH Effect of foreign exchange rate changes, net (4,450) (2,896)
HRzRERERRSLER Cash and cash equivalents at the end of the
period 183,356 142,549
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CONDENSED CONSOLIDATED STATEMENT OF

CASH FLOWS (continued)
For the six months ended 30 June 2018

'z BE
—E-N\F —T—+F
AB=t+HILE S<A=tHIE
~MEA S~ EA
Six months Six months
ended ended
30 June 30 June
2018 2017
FTHER FHET
HK$°000 HK$'000
(f=&%)
(Restated)
(REEER) (REEZ)
(Unaudited) (Unaudited)
ReRERRESER DN Analysis of balances of cash and cash
equivalents
NERRAE A B IR ERFIBEZ  Cash and cash equivalents as stated in the
RekFRREER condensed consolidated statement of
financial position 160,677 142,549
BRESEABIEHEZHEE  Cash and cash equivalents included in as
SEEEVNR R RER assets of a disposal group classified as held
HeIBE for sale 22,679 —
183,356 142,549
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NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS
For the six months ended 30 June 2018

1.

BASIS OF PREPARATION

The condensed consolidated financial statements are unaudited
and have been prepared in accordance with Hong Kong Accounting
Standard (“HKAS”) 34 “Interim Financial Reporting” issued by the
Hong Kong Institute of Certified Public Accountants (“HKICPA”) and
the applicable disclosure requirements of Appendix 16 to the main
Board Listing Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”).

PRINCIPAL ACCOUNTING POLICIES

The Group has adopted the following revised HKFRSs for the first time
for the current period’s unaudited interim condensed consolidated
financial statements.

HKFRS 9 Financial Instruments

HKFRS 15 Revenue from Contracts with Customers
and the related Amendments

Foreign Currency Transactions and
Advance Consideration

HK(IFRIC)-Int 22

Amendments to HKFRS 2 Classification and Measurement of
Share-based Payment Transactions
Applying HKFRS 9 Financial Instruments

with HKFRS 4 Insurance Contracts

Amendments to HKFRS 4

Amendments to HKAS 28 As part of the Annual Improvements to

HKFRSs 2014-2016 Cycle

Amendments to HKAS 40 Transfers of Investment Property

The new and amendments to HKFRSs have been applied in
accordance with the relevant transition provisions in the respective
standards and amendments which results in changes in accounting
policies, amounts reported and/or disclosures as described below.

Rare Earth Magnesium Technology Group Holdings Limited e Interim Report 2018
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NOTES TO THE CONDENSED CONSOLIDATED

FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

2. PRINCIPAL ACCOUNTING POLICIES (continued)

2.1

Impacts and changes in accounting policies of application on
HKFRS 15 Revenue from Contracts with Customers

The Group has applied HKFRS 15 for the first time in the current
interim period. HKFRS 15 superseded HKAS 18 Revenue, HKAS
11 Construction Contracts and the related interpretations.

The Group recognises revenue from the following major sources:
o Revenue from sale of goods

o Interest income

o Dividend income

° Rental income

° Service fee income

The Group has applied HKFRS 15 retrospectively with the
cumulative effect of initially applying this standard recognised
at the date of initial application, 1 January 2018. Furthermore,
in accordance with the transition provisions in HKFRS 15, the
Group has elected to apply the standard retrospectively only
to contracts that are not completed at 1 January 2018 and has
used the practical expedient for all contract modifications that
occurred before the date of initial application, the aggregate
effect of all of the modifications was reflected as the date of
initial application. Accordingly, certain comparative information
may not be comparable as comparative information was
prepared under HKAS 18 Revenue and HKAS 11 Construction
Contracts and the related interpretations.
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NOTES TO THE CONDENSED CONSOLIDATED

FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

2.

PRINCIPAL ACCOUNTING POLICIES (continued)

2.1

Impacts and changes in accounting policies of application
on HKFRS 15 Revenue from Contracts with Customers
(continued)

Key changes in accounting policies resulting from application
of HKFRS 15

HKFRS 15 introduces a 5-step approach when recognising
revenue:

o Step 1: Identify the contract(s) with a customer

o Step 2: Identify the performance obligations in the contract
o Step 3: Determine the transaction price

o Step 4: Allocate the transaction price to the performance
obligations in the contract

° Step 5: Recognise revenue when (or as) the Group satisfies
a performance obligation.

Under HKFRS 15, the Group recognises revenue when (or as)
a performance obligation is satisfied, i.e. when “control” of
the goods or services underlying the particular performance
obligation is transferred to the customer.

A performance obligation represents a good and service (or a
bundle of goods or services) that is distinct or a series of distinct
goods or services that are substantially the same.

Control is transferred over time and revenue is recognised over
time by reference to the progress towards complete satisfaction
of the relevant performance obligation if one of the following
criteria is met

o the customer simultaneously receives and consumes the
benefits provided by the Group’s performance as the Group
performs;

° the Group’s performance creates and enhances an asset
that the customer controls as the Group performs; or

. the Group’s performance 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.

Otherwise, revenue is recognised at a point in time when the
customer obtains control of the distinct good or service.

A contract asset represents the Group’s right to consideration in
exchange for goods or services that the Group has transferred
to a customer that is not yet unconditional. It is assessed for
impairment in accordance with HKFRS 9. In contrast, a receivable
represents the Group’s unconditional right to consideration,
i.e. only the passage of time is required before payment of that
consideration is due.

A contract liability represents the Group'’s obligation to transfer
goods or services to a customer for which the Group has
received consideration (or an amount of consideration is due)
from the customer.
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NOTES TO THE CONDENSED CONSOLIDATED

FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

2.

PRINCIPAL ACCOUNTING POLICIES (continued)

2.1

2.2

Impacts and changes in accounting policies of application
on HKFRS 15 Revenue from Contracts with Customers
(continued)

Impacts of application on HKFRS 15

The Group's business model is straight forward and its contracts
with customers for the sale of magnesium products and
electronic products (presented as discontinued operation during
the period ended 30 June 2018) include only single performance
obligation. The Group has concluded that revenue from sale
should be recognised at the point in time when a customer
obtains control. The Group has concluded that the initial
application of HKFRS 15 does not have a significant impact on
the Group's revenue recognition.

The Group has been impacted by HKFRS 15 in relation to the
presentation of contract liabilities. The initial application of
HKFRS 15 recognised the opening balance of contract liabilities
of HK$10,745,000 which is related to receipts in advance
and previously include in accrual and other payables. The
comparative information is not restated.

Impacts and changes in accounting policies of application on
HKFRS 9 Financial Instruments

In the current period, the Group has applied HKFRS 9 Financial
Instruments and the related consequential amendments to
other HKFRSs. HKFRS 9 introduces new requirements for 1)the
classification and measurement of financial assets and financial
liabilities, 2) expected credit losses (“ECL”") for financial assets
and 3) general hedge accounting.

The Group has applied HKFRS 9 in accordance with the transition
provisions set out in HKFRS 9. i.e. applied the classification and
measurement requirements (including impairment) retrospectively
to instruments that have not been derecognised as at 1 January
2018 (date of initial application) with the cumulative effect of
initial application recognised at the date of initial application
and has not applied the requirements to instruments that have
already been derecognised as at 1 January 2018.

Accordingly, certain comparative information may not be

comparable as comparative information was prepared under
HKAS 39 Financial Instruments: Recognition and Measurement.
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NOTES TO THE CONDENSED CONSOLIDATED

FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

PRINCIPAL ACCOUNTING POLICIES (continued)

Impacts and changes in accounting policies of application on
HKFRS 9 Financial Instruments (continued)

2.2.1Key changes in accounting policies resulting from

application of HKFRS 9
Classification and measurement of financial assets

Trade receivables arising from contracts with customers are
initially measured in accordance with HKFRS 15.

All recognised financial assets that are within the scope of
HKFRS 9 are subsequently measured at amortised cost or
fair value, including unquoted equity investments measured
at cost less impairment under HKAS 39.

Debt instruments that meet the following conditions are
subsequently measured at amortised cost:

o the financial asset is held within a business model
whose objective is to hold financial assets in order to
collect contractual cash flows; and

. the contractual terms of the financial asset give rise on
specified dates to cash flows that are solely payments
of principal and interest on the principal amount
outstanding.

Equity instruments designated as at FVTOCI

At the date of initial application/initial recognition, the
Group may make an irrevocable election (on an instrument-
by-instrument basis) to designate investments in equity
instruments as at fair value through other comprehensive
income (“FVTOCI”).

Investments in equity instruments at FVTOCI are initially
measured at fair value plus transaction costs. Subsequently,
they are measured at fair value with gains and losses
arising from changes in fair value recognised in other
comprehensive income; and are not subject to impairment
assessment. The cumulative gain or loss accumulated in
fair value through other comprehensive income reserve will
not be reclassified to profit or loss on disposal of the equity
investments, and will be transferred to retained profits.

Dividends on these investments in equity instruments
are recognised in profit or loss when the Group’s right to
receive the dividends is established in accordance with
HKFRS 9, unless the dividends clearly represent a recovery
of part of the cost of the investment. Dividends are included
in the “other income” line item in profit or loss.
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2. FEEHBESE) 2. PRINCIPAL ACCOUNTING POLICIES (continued)

NOTES TO THE CONDENSED CONSOLIDATED

FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

22 ERAEBANBHREENFEIRERMIA 2.2 Impacts and changes in accounting policies of application on
NEERSTBEREE (E) HKFRS 9 Financial Instruments (continued)

221 EBHBHREEREIR S E 2.2.1Key changes in accounting policies resulting from
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application of HKFRS 9 (continued)
Impairment under ECL model

The Group recognises a loss allowance for ECL on financial
assets which are subject to impairment under HKFRS 9
(including trade and bills receivables, other receivables).
The amount of ECL is updated at each reporting date to
reflect changes in credit risk since initial recognition.

Lifetime ECL represents the ECL that will result from
all possible default events over the expected life of the
relevant instrument. In contrast, 12-month ECL (“12m ECL")
represents the portion of lifetime ECL that is expected to
result from default events that are possible within 12 months
after the reporting date. Assessment are done based on
the Group’s historical credit loss experience, adjusted for
factors that are specific to the debtors, general economic
conditions and an assessment of both the current conditions
at the reporting date as well as the forecast of future
conditions.

The Group always recognises lifetime ECL for trade
receivables. The ECL on these assets are assessed
collectively using a provision matrix with appropriate
groupings.

For all other instruments, the Group measures the loss
allowance equal to 12m ECL, unless when there has been
a significant increase in credit risk since initial recognition,
the Group recognises lifetime ECL. The assessment of
whether lifetime ECL should be recognised is based on
significant increases in the likelihood or risk of a default
occurring since initial recognition.
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NOTES TO THE CONDENSED CONSOLIDATED

FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

PRINCIPAL ACCOUNTING POLICIES (continued)

Impacts and changes in accounting policies of application on
HKFRS 9 Financial Instruments (continued)

2.2.1Key changes in accounting policies resulting from

application of HKFRS 9 (continued)
Significant increase in credit risk

In assessing whether the credit risk has increased
significantly since initial recognition, the Group compares
the risk of a default occurring on the financial instrument as
at the reporting date with the risk of a default occurring on
the financial instrument as at the date of initial recognition.
In making this assessment, the Group considers both
quantitative and qualitative information that is reasonable
and supportable, including historical experience and
forward-looking information that is available without undue
cost or effort.

In particular, the following information is taken into
account when assessing whether credit risk has increased
significantly:

. an actual or expected significant deterioration in the
financial instrument’s external (if available) or internal
credit rating;

. significant deterioration in external market indicators
of credit risk, e.g. a significant increase in the credit
spread, the credit default swap prices for the debtor;

. existing or forecast adverse changes in business,
financial or economic conditions that are expected to
cause a significant decrease in the debtor’'s ability to
meet its debt obligations;

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

. an actual or expected significant adverse change in
the regulatory, economic, or technological environment
of the debt or that results in a significant decrease in
the debtor’s ability to meet its debt obligations.

Irrespective of the outcome of the above assessment,
the Group presumes that the credit risk has increased
significantly since initial recognition when contractual
payments are more than 30 days past due, unless the
Group has reasonable and supportable information that
demonstrates otherwise.

The Group considers that default has occurred when the
instrument is more than 90 days past due unless the Group
has reasonable and supportable information to demonstrate
that a more lagging default criterion is more appropriate.
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NOTES TO THE CONDENSED CONSOLIDATED

FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018
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2. IEEHBEE) 2. PRINCIPAL ACCOUNTING POLICIES (continued)

22 EREAMBREENFINSMIA 2.2 Impacts and changes in accounting policies of application on
NEERSTBEREE () HKFRS 9 Financial Instruments (continued)

221 EEBHBHREEEFEIH S 2.2.1Key changes in accounting policies resulting from

B RRYEELE (E) application of HKFRS 9 (continued)
STERERECL Measurement and recognition of ECL
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The measurement of ECL is a function of the probability
of default, loss given default (i.e. the magnitude of the
loss if there is a default) and the exposure at default. The
assessment of the probability of default and loss given
default is based on historical data adjusted by forward-
looking information.

Generally, the ECL is estimated as the difference between
all contractual cash flows that are due to the Group in
accordance with the contract and all the cash flows that
the Group expects to receive, discounted at the effective
interest rate determined at initial recognition.

Interest income is calculated based on the gross carrying
amount of the financial asset unless the financial asset is
credit impaired, in which case interest income is calculated
based on amortised cost of the financial asset.

The Group recognises an impairment gain or loss in profit or
loss for all financial instruments by adjusting their carrying
amount, with the exception of trade and bills receivables
and other receivables where the corresponding adjustment
is recognised through a loss allowance account.

As at 1 January 2018, the Directors reviewed and assessed
the Group’s existing financial assets for impairment using
reasonable and supportable information that is available
without undue cost or effort in accordance with the
requirements of HKFRS 9 and no material impact to the
Group'’s financial statements is identified.
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NOTES TO THE CONDENSED CONSOLIDATED

FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

2. PRINCIPAL ACCOUNTING POLICIES (continued)

22 EREREMBHRELEUFTIREMTA 2.2 Impacts and changes in accounting policies of application on
IRERETEREE (F) HKFRS 9 Financial Instruments (continued)
222 R BB B HEEREIH 2.2.2Summary of effects arising from initial application of
FFELHHEHE HKFRS 9
TR SR FA A B B (2018 4 The table below illustrates the classification and
1A18)  REEEMEREER measurement (including impairment) of financial assets and
B R BB G ERE 95 # financial liabilities and other items subject to ECL under
TREECLHZREER SR AR HKFRS 9 and HKAS 39 at the date of initial application, 1
MEMBENDERFE(BER January 2018.
&) °
FVTOCI
ZRETE
At E Equity
Available- instruments
for-sale at FVTOCI
e FAR TR
Notes HK$’000 HK$°000

20174612 A 31 HEARAE#
— BB EFHERIE 395

Nia e E B G ImE 2R
FEORMELENTE

BRIHHERESEHNE

Closing balance at 31 December

2017 — HKAS 39 3,000 —
Effect arising from initial

application of HKFRS 9:
Reclassification from

available-for-sale investments (a) (3,000) 3,000

R 20184F 1 A 1 BER¥ A& &R

Opening balance at 1 January
2018 — 3,000
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NOTES TO THE CONDENSED CONSOLIDATED

FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

PRINCIPAL ACCOUNTING POLICIES (continued)

Impacts and changes in accounting policies of application on
HKFRS 9 Financial Instruments (continued)

2.2.2Summary of effects arising from initial application of
HKFRS 9 (continued)

From AFS equity investments to FVTOCI

The Group elected to present in OCI for the fair
value changes of all its equity investments previously
classified as available-for-sale, of which HK$3,000,000
related to unquoted equity investments previously
measured at cost less impairment. These investments
are not held for trading and not expected to be sold in
the foreseeable future. At the date of initial application
of HKFRS 9, HK$3,000,000 were reclassified from
available-for-sale investments to equity instruments at
FVTOCI.

Except as described above, the application of
amendments to HKFRSs in the current interim period
has had no material effect on the amounts reported
and/or disclosures set out in these condensed
consolidated financial statements.
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NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)

BE-_ZT-N\FAA=+THLEA For the six months ended 30 June 2018
2. FEEHBEE) 2.  PRINCIPAL ACCOUNTING POLICIES (continued)
23 ERAMEHMITEABHBHIEHEE MK 2.3 Impacts on opening condensed consolidated statement of
MR TRM L financial position arising from the application of all new
standards
BRI EEOSSREEMES - B As a result of the changes in the entity’s accounting policies
VIR R A MBI RMBEEY - TK above, the opening condensed consolidated statement of
FETREERTEB ERNFHESEE - financial position had to be restated. The following table show

the adjustments recognised for each individual line item.

T tF
TZR ABRBmE SENBERE —E-N\F
=+—H ERIE 155 R 95 —-A—A
31 December 1 January
2017 HKFRS 15 HKFRS 9 2018
FAL FHT FHEL FHT
HK$'000 HK$'000 HK$'000 HK$°000
(&%) (BE5)
(Audited) (Restated)
FREBEE NON-CURRENT ASSETS
M - BB REE Property, plant and equipment 1,588,620 — — 1,588,620
B LA ERIE Prepaid land lease payments 70,565 — — 70,565
B ETE Intangible assets 50,463 — — 50,463
RIEHE Mining rights 50,434 — — 50,434
REBRRIZKRE Investments in joint ventures 6,490 — — 6,490
R—EBE AR ZIRE Investment in an associate 18 — — 18
AIHHERE Available-for-sale investments 3,000 — (3,000) -
REBER Long term deposits 60 — — 60
FEREMEEWAZALEFE  Equity instruments at fair value
ZRETA through other comprehensive
Income — — 3,000 3,000
BIRIRRITER Pledged bank deposits 26,084 — 26,084
FRBEELTE Total non-current assets 1,795,734 — — 1,795,734
TREEE CURRENT ASSETS
7R Inventories 151,941 — — 151,941
JEUWE 5 8RR W R AR Trade and bills receivables 296,988 — — 296,988
R T EERE Prepaid land lease payments 1,876 — — 1,876
BRHE - B Rk Prepayments, deposits and
Hoth FEUBR R other receivables 128,832 — — 128,832
EW—F&EARER Amount due from a joint venture 844 — — 844
ARERIR Tax recoverable 1,835 — — 1,835
BIKIRRITER Pledged bank deposits 7,897 — — 7,897
RITRB2EH Bank and Cash balances 172,854 — — 172,854
B EEBTE Total current assets 763,067 — — 763,067
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NOTES TO THE CONDENSED CONSOLIDATED

FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

2. FESHBE(E) 2. PRINCIPAL ACCOUNTING POLICIES (continued)
23 ERAMEHIENSBYEHESRE MK 2.3 Impacts on opening condensed consolidated statement of
RRRNEE(E) financial position arising from the application of all new
standards (continued)
T —tF
+ZR EERBmE SEHBERE —E-N\F
=+—H ZERIZE 1555 RZRIZE 95 —A—H
31 December 1 January
2017 HKFRS 15 HKFRS 9 2018
FET FET FET THER
HK$'000 HK$'000 HK$'000 HK$’000
(&%) €327
(Audited) (Restated)
RBaE CURRENT LIABILITIES
& F RN Trade payables 113,516 — — 113,516
Hip R ETE A Other payables and accruals 95,349 (10,745) — 84,604
EHBE Contract liabilities — 10,745 — 10,745
fBE Borrowings 83,815 — — 83,815
B Provision 1,042 — — 1,042
EN—HBAR — Amount due to a non-controlling
FEVE AR AR SR BR 3K shareholder of a subsidiary 152 — — 152
JERTHR Tax payable 6,969 — — 6,969
nEEERE Total current liabilities 300,843 — — 300,843
FBEESE NET CURRENT ASSETS 462,224 — - 462,224
BREEFRBERE TOTAL ASSETS LESS
CURRENT LIABILITIES 2,257,958 — — 2,257,958
FRBEE NON-CURRENT LIABILITIES
EEWA Deferred revenue 73,585 — — 73,585
AR ES Convertible bond 318,684 — — 318,684
EE Borrowings 378,267 — — 378,267
EEHEARE Deferred tax liabilities 19,972 — — 19,972
JE AR SRR IE Amounts due to shareholders 344,206 — — 344,206
FnBaERE Total non-current liabilities 1,134,714 — — 1,134,714
BEFE Net assets 1,123,244 — — 1,123,244
@ EQUITY
FNNEIE 2= DN Capital and reserves attributable
BEiERAR FE to owners of the Company
%N Share capital 657,439 — — 657,439
G Reserves 473,641 — — 473,641
1,131,080 — — 1,131,080
FERES Non-controlling interests (7,836) — — (7,836)
T B Total equity 1,123,244 — — 1,123,244
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ERGESMERERMT(E) NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)

B Z—N\FA=+HIAER For the six months ended 30 June 2018
3. oWBER 3. SEGMENT INFORMATION
AEBREDHERZEEELRNBER DL - The Group's primary format for reporting segment information is
business segment.
BE-Z—N\FEXA=1+HIEAER REEXR) For the six months ended 30 June 2018 (unaudited)
HESEER
Continuing operations
tEBEEm tERAM RE CRLEEER
Magnesium Corporate Discontinued
products and others  Consolidated operation
TR TR TR TR
HK$’000 HK$’000 HK$°000 HK$’000
WA Segment revenue:
RENBEFEMA Revenue from external customers 795,638 - 795,638 158,723
DHEE Segment results 174,854 (3,900) 170,954 (1,270)
HE - Reconciliation:
FIEMA Interest income 609 65
BB Finance costs (35,933) (339)
[EiERE R Share of profit of joint ventures - 310
BATERATRR,/ (B18) Profit/(loss) before income tax 135,630 (1,234)
b3 Income tax expenses (30,580) —
BRER/ (BE) Profit/(loss) for the period 105,050 (1,234)
REZB-NFXRAZTHGREER) At 30 June 2018 (unaudited)
ABEE Segment assets 2,161,494 - 2,161,494 223,828
B - Reconciliation:
AOBEE Unallocated assets 186,429 25,679
BEE Total assets 2,347,923 249,507
AHEE Segment liabilities 507,663 - 507,663 76,069
1k - Reconciliation:
ANEAERE Unallocated liabilities 683,320 135,122
ek Total liabilities 1,190,983 211,191
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NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

3. SEGMENT INFORMATION (continued)

For the six months ended 30 June 2017 (unaudited)

Continuing operations
PEHEM PERAM HE  BRIEEEES
Magnesium Corporate Discontinued
products and others Consolidated operation
THT THT TR TR
HK$'000 HK$'000 HK$'000 HK$'000
DEHBA Segment revenue:
RENBEFRBMA Revenue from external customers 503,303 — 503,303 142,793
DEEE Segment results 126,147 (1,534) 124,613 580
# - Reconciliation:
FIEMA Interest income 684 50
BBER Finance costs (4,357) (406)
EIREERRIEF Share of profit of joint ventures — (30)
BRETEHiATER Profit before income tax 120,940 194
PRfEHA% Income tax expenses (31,912) —
BE T Profit for the period 89,028 194
R-B—tE+-A=1+—B(EHE*) At 31 December 2017 (audited)
PHEE Segment assets 2,112,592 — 2,112,592 236,374
HE - Reconciliation:
APEBE Unallocated assets 182,255 27,580
BEE Total assets 2,294,847 263,954
ARaE Segment liabilities 507,678 6,426 514,104 103,249
HE - Reconciliation:
APEEE Unallocated liabilities 698,081 120,123
BakE Total liabilities 1,212,185 223,372
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ERGESMERERMT(E) NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)

HEZZ—N\FA=THLE~EA For the six months ended 30 June 2018
4. HIKER 4. FINANCE COSTS
BZE HE
—=E-N\F —T—+F
~A=+H SNA=1H
IEXEA IER1EA
Six months Six months
ended ended
30 June 30 June
2018 2017
FExT FAET
HK$’000 HK$'000
(&E7))
(Restated)
(REEERK) (RigEEZ)
(Unaudited) (Unaudited)
BARAFAZBEEREZ Interest on bank and other borrowings wholly
$R1T R H A 8 FRAE repayable within five years 12,948 4,357
ERTFR2EER ZRITR Interest on bank and other borrowings wholly
EHAnERFE repayable after five years — 3,912
ARES R Interest on convertible bonds 22,985 —
35,933 8,269
AR BREERETN Less: Amount capitalised in the cost of qualifying asset
BARE 2R — (3,912)
35,933 4,357
5. B AT B B AT E R 5. PROFIT BEFORE INCOME TAX
BZ HE
S —T—t
~B=+H ~A=1+H
EXEA IER1EA
Six months Six months
ended ended
30 June 30 June
2018 2017
FixT FAET
HK$’000 HK$'000
(=E7))
(Restated)
(REER) (CREEEZ)
(Unaudited) (Unaudited)
NEE 2 BRETS T AT % The Group’s profit before income tax has been arrived
Bk (He) - at after charging/(crediting):
e Depreciation 34,947 16,652
mEEHH Amortisation of intangible assets 5,960 —
R 5 Amortisation of mining rights 352 918
TEfS L 1 E FRIA 5 Amortisation of prepaid land lease payments 525 504
HRITAE WA Bank interest income 609 376
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6.

NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)

E-T-\FRA=THILREA For the six months ended 30 June 2018
FriSBiB 6. INCOME TAX EXPENSES
Bz H=E
—=E-N\F —T—+tF
~A=+H ~NA=1+H
LE7{E A IER1EA
Six months Six months
ended ended
30 June 30 June
2018 2017
FERT FAET
HK$’000 HK$'000
(&&:5))
(Restated)
(RBEX) (RiEEZ)
(Unaudited) (Unaudited)
AEE - The Group:
RS PRC Enterprise Income Tax 30,580 31,912
BE 7. DIVIDEND
EEGTEBZMRRREHE_T—N\F A The Board does not recommend any payment of interim dividend to
ETHREREAZFBERE(ZZE—tFRA shareholders for the six months ended 30 June 2018 (30 June 2017:
=+H: |- Nil).
ERAREBERERBEEAEGERER 8. EARNINGS PER SHARE ATTRIBUTABLE TO ORDINARY EQUITY
HOLDERS OF THE COMPANY
FBIREABHIBBEAAT L BIERITEANE The calculation of the basic earnings per share amount is based on
(E35 B RS F 1% 7 BAR % 7] 105,050,000 7 7T the profit for the period from continuing operations attributable to
T —HFE(&E) 80,936,000 T ) ordinary equity holders of the Company of HK$105,050,000 (2017
HRNERIEEEER 2 EIE1,193,000/%5 7T (restated): HK$80,936,000), the loss for the period from discontinued
(ZZF—+% : 273,000/ 70) R EAA T @A N operations of HK$1,193,000 (2017: HK$273,000) and the weighted
¥ 19806,574,390,058 (T —+F(KE average number of ordinary shares of 6,574,390,058 (2017 (restated):
H) :6,144,310,038 )5t H - HEZ-T—+ 6,144,310,038) during the period. The weighted average number of
FRA=THIEANEAZ LB MNETIHEE ordinary shares for the six months ended 30 June 2017 is adjusted
VEFEE - NGt IRt E i 2 A OF £ E R as if the 3,269,919,980 shares issued for the acquisition of Fullocean
172.3,269,919,980 IR R fh MBS HIHE Group under common control had been outstanding throughout the
LT - entire reporting period.
BRREN TR E S N EREYSRERE Diluted earnings per share for the six months ended 30 June 2018 was
MERBEZE HHZE-_T-N\F A=+ the same as the basic earnings per share as the convertible bonds
H LA R 2 SRR S BN B g AR E AR 2 A4 and share options outstanding had anti-dilutive effects on the basic
A RBEE_FE—tFA=+HLEXEAA - earnings per share. The Group had no potentially dilutive ordinary
REFBWEDBITETH ST AR - shares in issue during the six months ended 30 June 2017.
ME - BERRE 9. PROPERTY, PLANT AND EQUIPMENT

REBE-_Z—)/\FA=1tHIMEAR » K&
EHEE 7 134,097,000/ (- T —+LEXA
=+H(&KEY) : 85,124,000 7T) 2 W -
B &

During the six months ended 30 June 2018, the Group had acquired
property, plant and equipment amounted to HK$134,097,000 (30 June
2017 (restated): HK$85,124,000).
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ERGESMERERMT(E) NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)
HE-_ZE—-N\EA=1THItNEA For the six months ended 30 June 2018

10. BRESERREKRERE 10. TRADE AND BILLS RECEIVABLES
—B-N\%F i

AA=+H +TZA=+—H
30 June 31 December

2018 2017
FET FET
HK$’000 HK$'000
(REX) (&%)
(Unaudited) (Audited)
FEIE SRR Trade receivables 269,477 306,334
RER Provision for impairment — (17,483)
269,477 288,851
e IR Bill receivables 24,348 8,137
293,825 296,988
AEBRTEESRFPZEEHTEIB180 The Group allows an credit period of not more than 180 days to its
X e trade customers.
ATTHEKE ZERIBERZEBBRZRER D The following is an aged analysis of trade receivables, based on
o invoice date:
—E-N\F —E—+tF
ANA=+H +ZA=+—H
30 June 31 December
2018 2017
FET FHET
HK$’000 HK$'000
(REBEZX) (eER)
(Unaudited) (Audited)
0-60X 0 - 60 days 247,567 188,588
61 - 90K 61 — 90 days 20,597 46,416
BB O0 K Over 90 days 1,313 53,847
269,477 288,851
11. ERESERX 11. TRADE PAYABLES
LTI EMESRIIBEZRZHH ZRE D The following is an aged analysis of trade payables, based on invoice
1 date:
—E-N\F —E—+tF
ANA=+H +ZA=+—H
30 June 31 December
2018 2017
FET FHET
HK$’000 HK$'000
(RBEX) (eEZ)
(Unaudited) (Audited)
0-60X 0 - 60 days 64,192 50,881
61 - 90K 61 — 90 days 3,421 7,818
B0 K Over 90 days 3,872 54,817
71,485 113,516
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ERGS MR RMMZT(E) NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)
HE-_ZEZ—-N\EAA=1THIEEA For the six months ended 30 June 2018

12. BE& 12. BORROWINGS
—2-ng —FLF

AHA=+H +=ZA=+—8
30 June 31 December

2018 2017
B aE FET FET
Note HK$’000 HK$'000
(REER) (fe&EZ)
(Unaudited) (Audited)
RITEE Bank borrowings (i) 124,863 157,788
HiEE Other borrowings (ii) 288,877 304,294
413,740 462,082
BE: Borrowings:
—FANIEZEREE Wthin one year or on demand 64,002 83,815
—FULETBBERF More than one year but not exceeding five years 349,738 371,387
BBEAF More than five years - 6,880
413,740 460,082
i FIERB BB RIA Less: Amounts shown under current liabilities (64,002) (83,815)
HVESERBI B EZ B Amounts shown under non-current liabilities 349,738 378,267
e Borrowings:
B Secured 253,434 306,768
A 1R Unsecured 160,306 155,314
413,740 462,082
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HE—

12.

30

fEEE)

(a) m=
18

(i)

2—N\EXA=TALAEA

Z-N\FRA=TRH AEEZE

AT IR IAEEIR

K & X #124,863,0007% T

—ZE—+tF+ZA=+—8:
136,401,000 7T ) BB — R [A Z Y
BRI A B ER U IR E
FEVE  BERZEREBEMN L
Hh 7 € X I8 49 152,959,000 % 7T
—E2—+F+=-A=+—8:
161,732,000 7T ) 1EFEIR ©

BEARGD—RE2EWEB A A H
BEERsmAr((BEResmAF])
R-ZZE-—MERA=Z+HFTIHN
EXH#E EBERESmMAREMZ
M B A & & H 25,000,000 JT
BR - -ZBhaERn=—2—aF+=
AtB&EITREY  ITEH
B X 25,000,000 st & 0 &=
27,000,000 37T °

ZEFEFIRMPERTREREM
5% 8 M ERBRERMH
PrEeyEt BIE T A HlEtE -

ERSRARRENEROAE
128,571,000 (= & — £ F
+=-A=+—H :148,980,000&
L) At LB XERIERA
BRARREMARER: K(i)E
Z i% 3 Alpha Sino International
Limited ([Alpha Sinol)#H 2 it
LEHERERERARRNE
s (i) SR1TF 54V 25,752,000 7%
T ZE—+tF+=—A=+—H8:
33,981,000 78 7T ) fE4E R ©

R-ZE—-N\EXNA=1H  £xQ7
1T R (BB £ %8 20,472,000 % 7T
(FEE 7 160,306,000 % 7T ) B & 5
UERBRE - ZEFEFMNERT%
R BEEMNE K - BERS
RSN ZEEFMIHA AT
TENA+—AB - BHEEBFERA
GET7.05% °

NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

12. BORROWINGS (continued)

Notes:

(a)

()

(i)

As at 30 June 2018, the Group’s bank loans are secured by:

Secured borrowing of approximately HK$124,863,000 (31
December 2017: HK$136,401,000) were guaranteed by the
corporate guarantee of a fellow subsidiary and pledged
building and property, plant and equipment and prepaid
land lease payments of approximately HK$152,959,000 (31
December 2017: HK$161,732,000).

Pursuant to a loan agreement entered into by a wholly-
owned subsidiary of the Company and International Finance
Corporation (“IFC”) on 30 May 2014, IFC had granted a loan
of US$25,000,000 to the subsidiary. The agreement was
amended and restated on 7 December 2015 with increase
in the loan granted from US$25,000,000 to US$27,000,000.

The loan bears interest at LIBOR plus 3.5% per annum and
the amounts due are based on the scheduled repayment
dates set out in the loan agreement.

The loan granted by IFC of approximately HK$128,571,000
(31 December 2017: HK$148,980,000) was secured by
(i) corporate guarantee given by Century Sunshine Group
Holdings Limited; and (ii) pledged of shares in Century
Sunshine Group Holdings Limited as owned by Alpha
Sino International Limited (“Alpha Sino”), the substantial
shareholder; (iii) deposit with banks of approximately
HK$25,752,000 (31 December 2017: HK$33,981,000)

As at 30 June 2018, the Company has issued bond with
the outstanding amount of US$20,472,000 (equivalent to
HK$160,306,000 for cash. The bond bear an interest of 7%
per annum payable in arrear semi-annually. The maturity
date of the bond is 11 August 2020 unless early redeemed.
The effective interest rate of the bond is 7.05% per annum.
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13.

B BRERMEE(E)

—N\EFEXRA=TRHIEXHBEA
ARRES

= t¢+ ﬂ +8 - tEEKENFE
EREN—IH  ARRBRBEESTREGRA
ET(F%%?&EJ) Sure Sino Global Limited

([Sure Sino]) ~ 475 Yt £ EIEA AR D
EARRFNUZEEHE - B1TiE i¢4%
e EEYEHABIN KERBEA
420,000,000/ 702 AT AR ES -

REBEAREZ GFTHE - AIBRESRESH
idiFW/\ AR emEE R iEn TR ZFRE
ERINEASEBELER - MRRESEER
NEESBERE K S —BRKEERBETH
BZARB ARG T AEE  ARERT
- BEHDZRAVFERBEUCALBRT
B2 BRITMIENRETHE - ABmRESZA
FERF LB EE G EMETT - Al
(MR ESEERHE] —HERER - A
EEIR NI FER B BEIRA R BT F 14%

AMERESE TESRE AN - LIRRE
0,408 T BN - MB|ITHER - A
BREFERRR=F - BRANAHRRERE
HIA Z ATBERT#ETT » AR BN EIH A B
REEH Z ABRRIES -

AR ERGROFAER T2 S —tF
+A=t+"BZE

WA T RN E RN AT RRESAESD
FTEmT

NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

13.

Convertible Bond

On 30 November 2017, as part of consideration for the acquisition
of the Fullocean Group, the Company has issued convertible bonds
which bear an interest of 4% per annum payable in arrear semi-
annually with aggregate principal amount of HK$420,000,000 pursuant
to the sale and purchase agreement entered into by Capital Idea
Investments Limited (“CIIL"), Sure Sino Global Limited (“Sure Sino”),
Century Sunshine Group Holdings Limited and the Company.

According to the Group’s accounting policy, the convertible bonds are
classified separately as financial liabilities and equity in accordance
with the substance of the contractual arrangements and the definitions
of a financial liability and an equity instrument. Conversion option
that will be settled by the exchange of a fixed amount of cash or
another financial asset for a fixed number of the Company’s own
equity instruments is an equity instrument. The fair value of the liability
component is estimated using the prevailing market interest rate for
similar non-convertible instruments. The fair value assessment of the
convertible bonds was performed by an independent professional
valuer. The equity element is presented in equity under the heading
of “convertible bond equity reserve”. The effective interest rate of the
liability element on initial recognition is 14% per annum.

The convertible bonds entitle the bondholder to convert to shares at
a conversion price of HK$0.40. The maturity date of the Convertible
Bonds is the 3 year from the date of issue. Conversion may occur at
any time before maturity date of the Convertible Bonds. The Company
will redeem the convertible bonds if the bonds have not been
converted on maturity date.

For more details of the terms of convertible bonds, please refer to the
circular dated on 26 October 2017.

The liability component of convertible bond recognised in the
statement of consolidated financial position was calculated as follow:

FAT
HK$'000

RIE—tE+—A=THETY Fair value of the convertible bond issued on 30 November 2017
AR ES A FE 420,000
) Equity component (103,650)

RZZ—+tF+— A=+ HYHEERLD  Liability component on initial recognition and amortised cost
B BB R SR AR as 30 November 2017 316,350
MR- N\F— A —H#EERAR Amortised cost as at 1 January 2018 318,684
EHRERA S Effective interest expenses charged 22,984
JERTAI B RS2 Interest expenses payable (6,968)
R-ZE—-N\EXA=1+H As at 30 June 2018 334,700
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NOTES TO THE CONDENSED CONSOLIDATED

FINANCIAL STATEMENTS (continued)

HE-Z—N\FA=THIE~EA For the six months ended 30 June 2018
14. ENABRRER 14. AMOUNTS DUE TO SHAREHOLDERS
FERR R R AEIKIR - TEr B REETER The amounts due to shareholders are unsecured, non-interest-bearing
i and have no fixed terms of repayment.
15. &iE 15. COMMITMENTS
—E-N\F —E—+tF
AA=t+HB +ZA=+—H
30 June 31 December
2018 2017
FER FHET
HK$’000 HK$'000
(REEER) (f&%)
(Unaudited) (Audited)
BEERTAERER A - Contracted, but not provided for:
W - BERZE Property, plant and equipment 27,279 11,533
16. BEALRS 16. RELATED PARTY TRANSACTION
REBE_T—-N\FA=ZTRHIEXEASRRE - During the six months ended 30 June 2018, the sales of products to a
M—EERAHEEMUREERILKEEE joint venture (from discontinued operations) amounts to HK$479,000
%) 2 A B 479,000 TT(ZE—+F A (30 June 2017: HK$929,000).
=+H :929,000%7T) °
REBEZE-Z—N\F A= +E|Jt/\1IﬁHﬂFﬁ During the six months ended 30 June 2018, the compensation to
$K@%A%$§AI¥ 95,000 BT (=F— key management amounts to HK$95,000 (30 June 2017: HK$95,000)
FRA=1H: 95,0005%73)1??%?%%% ° representing director’s remuneration.
17. BRIEKEER 17. DISCONTINUED OPERATION
EA —NERAE  ARBEFSATHE At the end of June 2018, the board of the Company decided to
-T-Euu%f% T RERTIEE R SSFTEL disposal the electronic product business due to its weak profitability.
ZHEERZZE—N\FLARKTHRE - The disposal was completed at the end of July 2018.
ERIECEERFEBER) EF &5 W The (loss)/profit for the year from discontinued operations is set out
T o A BRRIHBRATEEEY - HET below. The comparative figures in the consolidated statement of
Euu%f&f’ﬁﬁﬂ%ﬁ:i‘“%iﬁfﬂ profit or loss have been restated to represent the electronic product
business as a discontinued operation.
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NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

ERGREMBHRRMEE)
BE-T-/\FAA=+ALNMEA

17. BRIEEEH(H) 17. DISCONTINUED OPERATION (continued)
O R QG R IE N DMTEHI T - Analysis of the results of the discontinued operations are set out
below:
Bz BHZE
—E-N\F —E—tF
~B=+H ~A=1+H
1EXEA LERMEA
Six months Six months
ended ended
30 June 30 June
2018 2017
FHER FHET
HK$’000 HK$'000
(REEER) (REEER)
(Unaudited) (Unaudited)
WA Revenue 158,723 142,793
SHE AR Cost of sales (131,892) (114,088)
EA 8 Gross profit 26,831 28,705
Ehi s s B RFE Other gains or losses, net 7,927 7,409
HERSHER Selling and distribution costs (10,028) (9,296)
FTERB Administrative expenses (17,848) (17,321)
W kAR Research and development expenses (8,087) (8,867)
FEMEE &R AR R EE Share of profits and losses of joint ventures 310 (30)
BB Finance costs (339) (406)
BTSSR AT (B18),EF) (Loss)/profit before income tax (1,234) 194
FriSHiF 2 Income tax expenses — —
MR (EBE) wF (Loss)/profit for the period (1,234) 194
Hih2mE (X)) WA Other comprehensive (expenses)/income
RARBEEF Y EEEEZ Other comprehensive (expenses)/income to be
Hit2E (A%, WA - reclassified to profit or loss in subsequent
periods:
MEBINEB 2 EH Z5E Exchange differences on transaction of
foreign operations (1,032) 2,323
HR2EEEX) Total comprehensive (expenses)/income for the
ON -] period (2,266) 2,517
THIALEEER(EE),SHF ¢ (Loss)/profit for the period attributable to:
RAREEA A Owners of the Company (1,193) (273)
FEPE AR A Non-controlling interest (41) 467
(1,234) 194
THALEERMAZE(BIX),” Total comprehensive (expenses)/income for the
LONS B period attributable to :
PN/NSIE RN Owners of the Company (2,326) 2,264
FEE IR Non-controlling interest 60 253
(2,266) 2,517
BRES : Loss per share:
RECKLREEK From discontinued operation
B R #5E (OBl Basic and diluted (HK cents) (0.018) (0.004)

MER R EEERER AT o 2018 F B E
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NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

RGeS M ERRMET(E)
BE_ZT—NFXA=+HINEAR
17. BRIEEEER () 17. DISCONTINUED OPERATION (continued)

REZZE-N\FRAZTHAERBEHEZE
RIMREXBEERABEZTENBENT

The major classes of assets and liabilities of the discontinued
operations classified as held for sale as at 30 June 2018 are as follow:

—E-N\F
A<B=tH
30 June 2018
FBT
HK$’000
(REER)
(Unaudited)
BE Assets
Tl FE Land use right 13,928
WE - BB RERE Property, plant and equipment 102,001
REATFR Long term deposits 21
REBRARIZIEE Investments in joint ventures 6,793
R—REBE AR ZEE Investment in an associate 18
FHREMEERAZRRE Equity instruments at fair value through other
FrECZRELR comprehensive income 3,000
FE Inventories 47,359
FEU B 5 BR 3R e B W R R Trade and bills receivables 46,469
FEMFOE - e R EMEUER Prepayments, deposits and other receivables 6,841
Bl —MEE R RRK Amount due from a joint venture 398
RITRRE S Bank and cash balances 22,679
NERAFELEZEE Assets classified as held for sale 249,507
=L Liabilities
B S ENER Trade payables 40,764
FEET B FA R Hfh FE AT AR K Accruals and other payables 35,304
FERT TSR Income tax payable 123
BE Borrowings 15,000
R —ERR RN Amount due to a shareholder 120,000
DERFELEZEE Liabilities classified as held for sale 211,191
BHEEEEREBEEFE Net assets directly associated with the disposal group 38,316

34
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NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

RS M RRME(E)
BE_ZT-N\FA=THLEA
17. BRIEEEEE(E) 17. DISCONTINUED OPERATION (continued)

BRI A E TR T AT (B518), S8 B Jh 30k (Loss)/profit before taxation from discontinued operations is arrived at

AR S IB R EEL after charging the following:
BZE H=E
—E-N\F —T—+tF
~NA=TH ~NA=1H
IEXEA LE71E A
Six months Six months
ended ended
30 June 30 June
2018 2017
FHET FAET
HK$’000 HK$'000
(REER) (REEERZ)
(Unaudited) (Unaudited)
TERHS Wages and salaries 41,514 37,671
ST R E PR IR IR Payment to defined contribution retirement plans 2,704 2,319
8 8 T A Total staff costs 44,218 39,990
e REHE Depreciation and amortisation 3,214 3,883
HRERI 2 FERA Cost of inventories recognized as an expense 151,206 114,088
FERE Provision for inventories 5,740 1,460
EmRERE Product warranty provision 185 149

MREAERS Research and development expenses:

ARERST Current period expenditure 8,087 8,867

ERIERZXBNRSRENTNT :

Analysis of the cash flow of discontinued operations is as follows:

BZ HE

—E-N\EF —ZT—+tF

~NA=+8 NA=ZTH

1EREA IE~1EA

Six months Six months

ended ended

30 June 30 June

2018 2017

FBT FAET

HK$’000 HK$'000

(RIEER) (RigEZ)

(Unaudited) (Unaudited)

KETEBTEEMIRS F58 Net cash generated from operating activities 5,658 5,126
BEEH (TR FTEED Net cash (used in)/generated from investing activities

B4 35 (984) 3,928

RE R TAMIR S F5E Net cash used in financing activities (6,278) (5,327)

Be (Rt RAFE Net cash (outflow)/inflow (1,604) 3,727

MER R EEERER AT o 2018 F B E
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ERGREMBEHRRMEE)
BE-T-/\FAA=+ALNMEA

17.

18.

36

ERIERERER(H)

AERRIEEEER  BRENRBERAE
i

NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

17.

DISCONTINUED OPERATION (continued)

The calculations of basic and diluted earnings per share from the
discontinued operation are based on:

BZE H=
—E-N\F —E—+F
~A=+H NA=1H

WEREA 1E7N1E A
Six months Six months
ended ended

30 June 30 June
2018 2017
FHET FHET
HK$’000 HK$'000
(REER) (REEERZ)

(Unaudited)

(Unaudited)

DR IF RS 7 @IS B A Loss attributable to ordinary equity holders of the

A 1R

parent from the discontinued operation

(1,193) (273)

STEERERENMEIRE BITEE Weighted average number of ordinary shares in issue

fntgFi g (Kt s)

ARG E S g 2 Em
g (R 8)

RAAHERE

HE-_Z—+E&+-_RA=+—RHItEE "

AAE MEZENE QA Sure Sino Global
Limited 2 B & &% & B BR 2 8] XMing Xin
Developments Limited (35 /&t 4255 ¢ S E4%
BRAERARZEEMBRAR MUK FEERS
RAFZ995%ERERFIVEE R - I
HB—2BUE=HBBEARARBRINKEER
ERARIZHT05% BERERIIVRZ—MHE
Bk o Mg - AEEBKEKEER
2 100% #ess - WS =IA 2 REF R A LD A
TEERETBRESENS - WEEBEERZ
T—+F+—A=ZFTHREK - ASBEERESR
BEMAGRM 2T IESI E5RI LR
THITHAE M EREHEE I HBEMEE

FIRBEHEHRE o RS FHREEY B
MAREEHE —ERAERLEE -

during the period in the basic earnings per share
calculation (Note 8)

Weighted average number of ordinary shares used in
the diluted earnings per share calculation (Note 8)

6,574,390,058 6,144,310,038

6,574,390,058 6,144,310,038

18. APPLICATION OF MERGER ACCOUNTING

During the year ended 31 December 2017, the Company and its
wholly-owned subsidiary Sure Sino Global Limited entered into the
sale and purchase agreement with Capital Idea Investments Limited
and Ming Xin Developments Limited which are both the wholly-
owned subsidiaries of Century Sunshine Group Holdings Limited for
the 99.5% effective interest in Fullocean Limited and entered another
sale and purchase agreement with an independent third party, Win
Union Limited for the remaining 0.5% effective interest in Fullocean
Limited. Upon the completion, the Group have acquired 100% interest
in the Fullocean Group. The consideration for the acquisition is to
be satisfied by the issue of the Company’s ordinary shares and
convertible bond by the Company. The acquisition was completed on
30 November 2017. The Group has applied the merger accounting
method in accordance with the Accounting Guideline 5 “Merger
Accounting for Common Control Combinations” issued by the HKICPA
in the preparation of financial statements. The comparative amounts
have been restated accordingly as if the business of the Company
had always been carried out by the Group.
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NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)

For the six months ended 30 June 2018
sHE(E) 18. APPLICATION OF MERGER ACCOUNTING (continued)

FERAEMHETEARERIEEEXEB 2 ES(FE
B 17)3&%65:1i tFRNA=FTHILEX

The effects of the application of merger accounting and restatement
arising from discontinued operations (see note 17) on the consolidated

BAZHEEBEAEMEERKARZZED statement of profit or loss and other comprehensive income for the six
N months ended 30 June 2017 are as follows:
—T—+tF —EtF
~A=t+H FERE B&IE ~A=t+H
1E7~MEA BiEE M BT 1E7<{E A
(RER%EFIER) 5lIfR 2 B ZRE (e=51)
For the
six months Adjustment For the
ended for the Adjustment six months
30 June 2017 combination for the ended
as previously  using merger  discontinued 30 June 2017
reported accounting operations as restated
(B5E17)
(Note 17)
FET FET FET TR
HK$'000 HK$'000 HK$'000 HK$'000
BECEER Continued operations
[/ON Revenue 253,950 392,146 (142,793) 503,303
HEKA Cost of sales (220,473) (259,288) 114,088 (365,673)
e ] Gross profit 33,477 132,858 (28,705) 137,630
HA A Rz $ 58 Other income and gains, net 12,678 3,581 (7,409) 8,850
HERDHER Selling and distribution expenses (13,298) (3,375) 9,296 (7,377)
THR Administrative expenses (23,693) (7,434) 17,321 (13,806)
MRRFAERX Research and development expenses (8,867) — 8,867 —
BHER Finance costs (406) (4,357) 406 (4,357)
EEAERREFRERE Share of profits and losses of
Joint ventures (30) — 30 —
BRATEBIAT (B1R) R (Loss)/profit before income tax (139) 121,273 (194) 120,940
ISk Income tax expense — (31,912) — (31,912)
R (F8),RBA (Loss)/profit for the period for
(HEREEK) continuing operations (139) 89,361 (194) 89,028
BRIEEEK Discontinued operation
s F (FFE16) Profit for the period (note 16) — — 194 194
RN (EE),/EF (Loss)/profit for the period (139) 89,361 — 89,222
Hitt2EHA Other comprehensive income
RERBEETIESE Other comprehensive income to be
BazEM2E reclassified to profit or loss in
UNE subsequent periods:
WEBINES 2 Exchange differences on translation of
(&5 =5 foreign operations 13,144 37,563 — 50,707
HAZHEKALE Total comprehensive income for the
period 13,005 126,924 — 139,929
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FINANCIAL STATEMENTS (continued)

For the six months ended 30 June 2018

NOTES TO THE CONDENSED CONSOLIDATED

18. FWAAHENEE) 18. APPLICATION OF MERGER ACCOUNTING (continued)
—E—+F —T—tF
~A=t+H RS BEIE ~A=+H
1E7RME A gitEa O e 1E7}ME A
(RER%EFIER) 5Bk 2 B ZRE (e551)
For the
six months Adjustment For the
ended for the Adjustment six months
30 June 2017 combination for the ended
as previously  using merger  discontinued 30 June 2017
reported accounting operations as restated
(WI3E17)
(Note 17)
FHT FHET FET FTHT
HK$'000 HK$'000 HK$'000 HK$'000
THALEESER(EE),/ (Loss)/profit for the period attributable
wF to:
RREERA Owners of the Company
— REFELEER — from continued operation (606) 81,269 273 80,936
— REBKIEEE X — from discontinued operation — — (273) (273)
s Non-controlling interests
— REFECEED — from continued operation 467 8,092 (467) 8,092
— REBRIEEE X — from discontinued operation — — 467 467
(139) 89,361 — 89,222
THALEEBAZEBKA Total comprehensive income/
(B 4% (expenses) for the period
attributable to:
RREIERA Owners of the Company
— RAEFEREER — from continued operation 12,752 115,431 (2,264) 125,919
— RECKIEEEER — from discontinued operation — — 2264 2,264
S Non-controlling interests
— REFELEED — from continued operation 253 11,493 (253) 11,493
— REBRIEEEET — from discontinued operation — — 253 253
13,005 126,924 — 139,929
KAEEERER (Loss)/earnings per share attributable
BREAELEER to ordinary equity holders of the
(E518) /27 Company
BN R #EE (B4 Basic and diluted (HK cents)
— REFECEER — from continued operation (0.021 centsfll)  (1.330 centsfll) ~ 0.004 centsfl 1.313 cents
— REERIHEEEL — from discontinued operation — —  (0.004 centsflll)  (0.004 centsfll)
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NOTES TO THE CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (continued)
For the six months ended 30 June 2018

18. APPLICATION OF MERGER ACCOUNTING (continued)
The effects of the application of merger accounting on the

consolidated statement of cash flows for the six months ended 30
June 2017 are summarised below:

—E—+F —E—+F
~NAZ=+H A& 0 ~NA=+H
1E7X{E A GrHEE O LE7XME A
(RIR%&FEE) PIBR 2 (&=5)
For the
six months Adjustment For the
ended for the six months
30 June 2017 combination ended
as previously using merger 30 June 2017
reported accounting as restated
FHET FHET FHT
HK$’'000 HK$'000 HK$'000
B ES (TR Net cash (used in)/generated
kG coE | from operating activities (11,484) 152,564 141,080
REEBREZHE Net cash generated from
bR investing activities (52,327) 16,704 (35,623)
REXBHACRE Net cash used in financing activities
b= (5,327) (137,259) (142,586)
RekERBFLIER Net increase in cash and cash
R equivalents (69,138) 32,009 (37,129)
BYsReRERRE Cash and cash equivalent at the
HH beginning of the period 137,757 44,817 182,574
HNISTE RSB FIL Effect of foreign exchange rate
HEE changes, net 1,482 (4,378) (2,896)
BMARZHReRERRE Cash and cash equivalent at
5 H the end of the period 70,101 72,448 142,549
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MANAGEMENT DISCUSSION AND ANALYSIS

During the Review Period, the magnesium production of the
Group contributed HK$795,638,000 to the revenue of the
Group, representing a year-on-year growth of 58%, which
drove an increase of 16.4% in profit to HK$103,816,000. In
July 2018, the Group has also officially changed its name to
Rare Earth Magnesium Technology Group Holdings Limited,
indicating the commencement of the milestone with its
focus on magnesium products business and commitment to
becoming the world-leading magnesium technology platform
in the industry.

The Group continued to increase its investment in
technological transformation and upgrade of its production
lines since its acquisition of the magnesium business
of its parent Century Sunshine Group Holdings Limited
(“Century Sunshine”) in 2017, while enhancing both product
quality and output. During the Review Period, the newly
built production lines equipped with vertical retorts and
advanced technology in Xinjiang production base have
officially commenced operation. The advanced technology
using vertical retorts for magnesium smelting is the leading
innovative technology for the current magnesium smelting
industry. It features with the vertical installation of retorts
inside the furnace, where material is inserted from the
top and slag is produced at the bottom by gravity, and
the installation of appropriate mechanical equipment to
facilitate automatization control, realizing material inserts
by machines and automatic slag discharge. In parallel with
these, the residual heat contained in the slag is utilized to
preheat material, and energy-saving and environmentally
friendly regenerative reduction furnace suitable for vertical
retorts is adopted. Within the context of the technology
in use, various benefits are delivered, including more
efficient energy saving, better environmental protection
and production efficiency, less labor and the automotive
production of magnesium smelting. The technology, being
the cutting-edge technology for magnesium production
process, provides a new driver for the Group’s high-quality
products development. The Group will continue to use its
best endeavors to upgrade its technology for the magnesium
industry in the future, leading the industry to enter a new era
of development.
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MANAGEMENT DISCUSSION AND ANALYSIS
(continued)

In respect of production capacity, the current capacity of
the Group’s two production bases in aggregate reaches
approximately 108,000 tonnes/year. The substantial good-
grade reserves of dolomite mineral resources within the
regions where our two production bases located, and the
abundant and quality coal reserves in Xinjiang, ensure
sustainable development of the Group’s magnesium
alloy business. The Group has established an advanced
technological production chain from supply of raw materials
to manufacture of end products. The Group will continue to
expand its production capacity and facility, paving its way
to become the giant magnesium enterprise in the PRC.

The Group works with various experts, including the Chang
Chun Institute of Applied Chemistry, Chinese Academy of
Sciences to develop high quality rare earth magnesium
alloy products. The Group currently possesses 12 patents in
high performance magnesium alloy manufacturing process
and technologies. The Group’s quality magnesium and high
performance magnesium alloy products are mainly sold to
distributors and downstream users, and the major sales
network includes Liaoning Province, Sichuan Province,
Shandong Province, Jiangsu Province, Henan Province and
Hebei Province, etc.
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MANAGEMENT DISCUSSION AND ANALYSIS
(continued)

Pursuant to the sale and purchase agreement entered in July
2018, the Group disposed of its entire electronic business
at a cash consideration of HK$70 million (the “Disposal”).
The Group intends to use the proceeds for general working
capital to develop the magnesium business with which is of
good market potentials. After the Disposal, the Group has
more resources to expand its magnesium business, and to
provide the market with the highest quality metal magnesium
and magnesium alloy products.

Magnesium alloy is a highly promising light metal
construction material with wide applications. With its
outstanding physical performance and unique mechanical
properties, magnesium alloy is the third major metal
structural material following steel and aluminum alloy,
and widely used in aviation and aerospace, vehicles
and transportation, 3C electronic products, steelmaking,
desulfurization, military and civil aspects, which allows it to
become the global spotlight and focus of applied research
and development. As energy conservation, emission
reduction, pollution control and environmental improvement
have become the shared concerns of the humankind,
energy conservation and environmental protection are the
main focuses of social and economic development, as well
as modern industries. In light of the advancing production
technology of magnesium alloy and improving performances
of the end-products, magnesium alloy’s application will be
further extended, which will definitely drive the rapid growth
of market demand in the long run. In the era of rising “green
economy”, magnesium industry has promising market
prospect and enormous development potentials.
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MANAGEMENT DISCUSSION AND ANALYSIS
(continued)

According to the “Non-ferrous Metal Industry Development
Plan (2016-2020)(% & © B I % % & % 2/(2016-2020
)", the “Plan”) published by the Ministry of Industry
and Information Technology of the PRC, the non-ferrous
metal industry is one of the important fundamental
industries in the manufacturing sector. Under the Plan,
magnesium is regarded as the non-ferrous metal among
ten common non-ferrous metals which will continue to
grow at a high rate during the Thirteenth Five Year Plan
due to the robust development in the emerging industries
including application of new materials, energy saving
and environmental protection, high-end equipment
manufacturing and new energy vehicles. The demand
for magnesium is estimated to reach 750,000 tonnes by
2020, representing a compound annual growth rate of
approximately 7.1% as compared to 2015. The magnesium
output is expected to reach 1,300,000 tonnes by 2020. The
Plan promotes the development of magnesium industry,
reveals the ample opportunities of magnesium industry in
the PRC.

Looking forward, the Group will continue the expansion
of its capacity to meet the increasing market demand of
new magnesium material. Leveraging on the research and
development of rare earth magnesium alloy and diversified
product provision, the Group will continue to maintain its
technological advantages and differentiate its products,
aiming to reduce the overall production cost, increase the
portion of high-end products, enhance economy of scale
and expand market sales network. In addition, the Group will
pay close attention on the potential merger and acquisition
opportunities in the market to further boost our technology
standard, and to optimise coverage.
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FINANCIAL REVIEW

Revenue of the Group for the current period from continuing
operations was approximately HK$795,638,000 (2017:
HK$503,303,000), representing a period-on-period increase
of 58%, which is mainly driven by the increase in sale
volumes of the magnesium alloy by approximately 50.1% to
a level of 31,933 tonnes (2017: 21,270 tonnes) during the
period. Such significant increases is mainly attributed by
the unremitting efforts of the Group’s management team in
improving production efficiency and increasing sales arising
from the magnesium production bases.

Gross profit for the current period from continuing
operations was approximately HK$202,665,000 (2017:
HK$137,630,000), representing a period-on-period increase
of 47%. The gross profit margin of magnesium alloy
products was approximately 25.4% for the current period
(2017: 25.6%). The average selling price of magnesium
alloy products increased from HK$22,785 per ton in 2017 to
HK$24,862 per ton in the current period.

The administrative expense for the period was approximately
HK$25,694,000, representing a period-on-period growth
of approximately HK$11,888,000. Administrative expenses
were mainly comprised of remuneration of employees,
depreciation and amortization, audit and professional
fees and leases payment. The increment of administrative
expense was mainly due to the increase in headquarter
expenses upon the completion of re-organsiation in
November 2017 and the equity-based options expenses for
the share options granted during the period.

Finance cost was approximately HK$35,933,000,
representing a period-on-period growth of approximately
HK$31,576,000 (2017: approximately HK$4,357,000). The
increase is mainly contributed by the effective interests
of HK$22,985,000 deriving from the convertible bonds
issued to Century Sunshine Group Holdings Limited, the
intermediate holding company of the Company in November
2017 as part of the consideration to acquire the Fullocean
Group.
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FINANCIAL REVIEW (continued)

For the six months ended 30 June 2018, the profit after tax
of the Group from continuing operation was approximately
HK$105,050,000 (2017: HK$89,028,000), representing a
period-on-period growth of approximately HK$16,022,000 or
18.0%. The increase is mainly contributed by the increase
in operation profits deriving from magnesium alloy business,
net-off the increase in finance cost by HK$31,576,000 in the
current period. The profit attributable to the equity holders
of the Company from continuing operations has increased
by HK$24,114,000 or 29.8% to HK$105,050,000 for the six
months ended 30 June 2018 (2017: HK$80,936,000).

The EBITDA of the Group from continuing operations was
approximately HK$213,347,000 (2017: HK$143,371,000),
representing a period-on-period increase of 48.8%, resulting
from the Group’s efforts to exercise our technological
and capacity advantages in magnesium alloy production,
enhancing our economic of scales and expanding our
market sales network.

During the six months ended 30 June 2018, the Group
has committed the plan to dispose of its entire electronic
business at a cash consideration of HK$70 million. The
results deriving from the electronic business was presented
as discontinuing operations in the financial statements and
the comparative figures have been restated accordingly.
The discontinued operations has recorded a loss after tax of
approximately $1,234,000 for the current period (2017: profit
of approximately HK$194,000).

BENRERZRERAT o 2018 HEE 45



TENE K Bt 15 &R

RZZE—NFERNA=1tH AxEEZH
e RERRESEEREEBETHERSE
,%’U186,429,0005%7_5(11?—t¢+:ﬂ
=+—H : 206,835,000 ) ° E
—NEXA=Z+H" $El2{%iéf
% (& % 5 413,740,000 (=& — J:
F+-A=+—H : 462,082,000 T )
334,700,000 8 L(ZF—+tF+ =4
=+—H :318,464,000/87T) - AEE
f& FAJ//{;%ﬁ ETRARBEEBENMN -
BEEEBEER  ERABBREFAIAET
ABEBEMNEWNEETEER -

%:E_}\i/‘\ﬂz‘f’ VN
EARBEBEER(TEEBBHRBIE
X0 ) 518% ° @EE,H & ﬂ B X
35,933,000/ 7T °

ARG

RZEBE—N\ERNA=ZF+HEZ-ZE—+F
TZA=1T—8 ' XEEMEIREE -

H
&\

V
EE % 4
2 it B

Cl

2ré

LIQUIDITY AND FINANCIAL RESOURCES

On 30 June 2018, the cash and cash equivalent and
pledged bank deposits of the Group were HK$186,429,000
(31 December 2017: HK$206,835,000). The Group's
borrowings and convertible bonds as at 30 June 2018 was
HK$413,740,000 (31 December 2017: 462,082,000) and
HK$334,700,000 (31 December 2017: HK$318,464,000),
respectively. The Group’s borrowings were denominated
in Hong Kong dollars, United States dollars and Renminbi
with floating interest rates while the convertible bonds were
denominated in Hong Kong dollars with fixed interest rate.

As at 30 June 2018, the gearing ratio of the Group, defined
as borrowings divided by total assets, was 18%. The interest
expenses was approximately HK$35,933,000 during the
Review Period.

CONTINGENT LIABILITIES

As at 30 June 2018 and 31 December 2017, the Group has
no contingent liabilities.
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PROJECT OVERVIEW

The Group’s dolomite mine is situated in Baishan City,
Jilin Province, the PRC. The mine is operated by open-pit
method, and therefore no additional exploration works are
involved or required. Only simple infrastructure works for
open-pit mining are involved in the development activities,
and no underground drilling or structural works are involved.
The dolomite mined is the raw material for producing
magnesium products of the Group. The transportation
cost for the raw material is relatively low due to the close
proximity of the mine to the production base of the Group.

The dolomite mine of the Group was reported under
the Chinese resource/reserve categories. As at 30 June
2018, the anticipated resource and reserve volumes were
determined based on the yearly reduction of quantity mined
to calculate the remaining resource and reserve volumes.
There is no material change in the assumptions of estimation
by the Group as compared with those previously disclosed.
The resource and reserve volumes was reviewed by the
Group’s internal geological experts. For the six months
ended 30 June 2018, the Group completed a dolomite
output of 88,950 tonnes*. As compared with the status as
at 31 December 2017, there was no material change in the
resource estimate and ore reserve of the dolomite mine.

For the six months ended 30 June 2018, the expenditures
incurred in mining activities were mainly for direct wages,
materials, energy, transportation, depreciation and
amortisation, etc. Such expenditures have been included
in cost of sales and charged to the unaudited condensed
consolidated statement of profit or loss and other
comprehensive income.

The expenditure incurred in mining activities of the
dolomite mine for the six months ended 30 June 2018 were
approximately HK$6,318,000 while the expenditure incurred
in exploration and development was HK$Nil.

*

Mining output represented the quantity of dolomite stock-in at
warehouse, including the quantity mined
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FOREIGN CURRENCIES AND TREASURY
POLICY

Most of the Group’s business transactions, assets and
liabilities are denominated in Hong Kong dollars, Japanese
Yen, United States dollars or Renminbi. The usual treasury
policy of the Group is to manage significant currency
exposure and minimize currency risk whenever it may have
material impact to the Group. During the last six months,
the Group did not engage in any interest rate or currencies
speculations.

EMPLOYEES RELATIONS

As at 30 June 2018, the Group has on its payroll 82
employees (31 December 2017: 63) in Hong Kong, 1,385
employees (31 December 2017: 1,541) in China and 5
employees (31 December 2017: 5) in Japan. In addition to
salary remuneration, the Group also provides other fringe
benefits such as annual leave, medical insurance and
provident fund, etc. to its staff.

APPRECIATION

On behalf of the Board, | wish to thank all our shareholders,
customers, suppliers and bankers for their continual support.
| would also like to extend my appreciation to all the staff for
their dedicated work and their contribution throughout the
Review Period.
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OTHER INFORMATION

In order to attract and retain the best quality employees for
the development of the Group’s businesses and to provide
additional incentives or rewards to selected qualifying
participants, the Company adopted a share option scheme
on 4 December 2017 (the “Scheme”). The qualifying
participants mainly include employees and directors of
the Group and any substantial shareholders, and the
consultants or adviser, distributors, contractors, suppliers,
service providers, agent, customer and business partner of
the Group who have contribution to the Group. The Scheme,
unless otherwise cancelled or amended, will remain in force
for 10 years since its establishing date. The remaining
life of the Scheme is approximately 9.5 years (expiry on 4
December 2027).

As at 30 June 2018, options to subscribe for a total of
261,400,000 Shares were outstanding under the Scheme
(the “Options”).

R2018 kg BT il P R2018
11858 B B ZBERE 6A30BKFA TEE
Options Options Options
Held at granted exercised lapsed Held at
1 January during the  during the during the 30 June Exercise
2018 period period period 2018 price
BT
HK$
(A) EE
Employees — 146,400,000 — — 146,400,000 0.4
— 40,000,000 — — 40,000,000 0.5
(B) E=
Directors
R — 30,000,000 — — 30,000,000 0.4
Shum Sai Chit
HE — 20,000,000 — — 20,000,000 0.4
Chi Bi Fen
& — 5,000,000 — — 5,000,000 0.4
Meng Jian
BEx — 5,000,000 — — 5,000,000 0.4
Tam Wai Ho
Bimx — 5,000,000 — — 5,000,000 04
Kwong Ping Man
wE A — 5,000,000 — — 5,000,000 04
Cheung Sound Poon
FARR A — 5,000,000 — — 5,000,000 0.4
Kwan Ngai Kit
/T Sub-total — 221,400,000 — — 221,400,000 0.4
/N5t Sub-total — 40,000,000 — — 40,000,000 0.5
A7t Total — 261,400,000 — — 261,400,000
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OTHER INFORMATION (continued)

The above share options outstanding at the end of the
reporting period have the following expiry date, exercise
period and exercise prices.

R B J& i B 58 TREH BRITEE BREZE
Exercise Number of
prices per Share
Grant date Expiry date Exercise period Share options
BT
HK$
—“\FWMAZ+RR T =Ft-AZtNB BT N\FT-A-HEZE 0.4 221,400,000
—T_=f+-AZthH
25 April 2018 29 December 2023 From 1 November 2018
to 29 December 2023
—“\FRA-tRR C—T-TFEF-A=t—-H BT NEF-A-HER 0.5 40,000,000
—TEEFA=1—H
25 April 2018 31 December 2020 From 1 January 2019
to 31 December 2020
261,400,000
R-F— \hHESREGH - ZA2ET As at the date of the 2018 Interim Report, the total number
AT ARADT RGO BE(BE it of Shares of the Company available for issue under the
AT IR ) 2 657,439,005 0% ¢+ 1H Scheme (including the above share options outstanding not
HERARATE B EHTRAL10% © 3% yet exercised) was 657,439,005, representing approximately
HE B TFEHY S95F WKL 10% of the issued share capital of the Company as of
—E-4+EFE+—AMNBER - the date thereof. The remaining life of the Scheme is

approximately 9.5 years and to be expired on 4 December
2027.
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OTHER INFORMATION (continued)

At 30 June 2018, the interests of the directors of the
Company (the “Directors”) and their associates in the shares
and underlying shares of the Company and its associated
corporations (within the meaning of Part XV of the Securities
and Futures Ordinance (the “SFQ”)), as recorded in the
register maintained by the Company under Section 352 of the
SFO or as otherwise notified to the Company and The Stock
Exchange of Hong Kong Limited pursuant to the Model Code
for Securities Transactions by Directors of Listed Issuers (the
“Model Code”) set out in Appendix 10 to the Rules Governing
the Listing of Securities on The Stock Exchange of Hong
Kong Limited (the “Listing Rules”), were as follows:

Interests in the Shares, underlying shares and debenture
of the Company

BRRGAAARERECEERYE BAERT
Number of ordinary shares interested or BRIRE
deemed to be interested pa: §7
g2 fBAES FiER NAER 4% RERREHA BREA
Approximate
percentage
of interests
in the issued
share capital
Personal Family Corporate Number of of the
Director interests interests interests Total options held Company
i
Long position
it - — — — 30,000,000 0.46%
Shum Sai Chit
HES - - - - 20,000,000 0.30%
Chi Bi Fen
a — - - - 5,000,000 0.08%
Meng Jian
BEFATHL(ERL])
Tam Wai Ho, Samson JP
(“Dr. Tam") 63,464,000 4,600,000 75,754,236 143,818,236 5,000,000 2.26%
(B3E1) (Note 1) (BiisE2) (Note 2) (BizE3) (Note 3)
BRX 5,000,000 0.08%
Kwong Ping Man
REK 5,000,000 0.08%
Cheung Sound Poon
B 5,000,000 0.08%
Kwan Ngai Kit
KR
Short position
i

Nil
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OTHER INFORMATION (continued)

Biat - Notes:

(1) ZERHEEAEETIRIEREE(E (1) Such Shares include the 51,464,000 Shares which are jointly owned
4 ) ERI%E A 2 51,464,000 1% e fn - BIE L by Dr. Tam and Mr. Tam Wai Tong, Thomas (“Mr. Tam”). Dr. Tam
BEE%A 12,000,000 fZi& 17 ° directly owns 12,000,000 Shares.

(2) BERELLABELIZES BBREESER (2) Mrs. Tam Mui Ka Wai is the spouse of Dr. Tam and therefore Dr. Tam
HEGOIEXVES - BE TR AREARE is deemed to be interested in the Shares owned by Mrs. Tam pursuant
BzROPHEEREZ - to Part XV of the SFO.

(3) #% % W 1 - 75754,2360% & Earnmill (3) Of these shares, 75,754,236 Shares are beneficially owned by Earnmill
Holdings Limited ([ Earnmill Holdings|)(— Holdings Limited (“Earnmill Holdings”), a company which is ultimately
HHEBEEHLRELERERLIIREE2ERS wholly owned by Dr. Tam and Mr. Tam, in equal shares.
ZRENBEHER °

REBEER GO 2 ER Interests in the shares of associated corporations

BRERGIVRABEERBZEBRYE (H#R) 16 AR

Number of ordinary shares interested or deemed EEE BT

to be interested (long position) R 2

Es HEEZEER AR RikfER DEER BE  BHEH
Approximate

percentage

of interests

in the issued

share capital

Name of of the
associated Personal Family Corporate associated

Director corporation interests interests interests Total corporation

pats Lotd trigh e EE R

BRAR(THALRS
¥*1)
Mr. Shum Sai Chit Century Sunshine 14,666,305 — — 14,666,305 0.32%
Group Holdings (BFzE1)
Limited (“Century (Note 1)
Sunshine”)
MER LT a5
Ms. Chi Bi Fen Century Sunshine 12,352,499 — — 12,352,499 0.27%
(PH5E2)
(Note 2)
RERNTAE 42 B5
Mr. Cheung Sound Century Sunshine 300,000 300,000 0.007%
Poon (BFzE3)
(Note 3)
ARGELRE AR5k
Mr. Kwan Ngai Kit Century Sunshine — 2,560,010 — 2,560,010 0.04%
GET))
(Note 4)
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OTHER INFORMATION (continued)

Interests in the shares of associated corporations
(continued)

Notes:

(1) 14,666,305 shares in Century Sunshine are directly owned by Mr.
Shum Sai Chit.

(2) 12,352,499 shares in Century Sunshine are directly owned by Ms. Chi
Bi Fen.

(8) Such shares include the 300,000 shares in Century Sunshine which
are jointly owned by Mr. Cheung and his spouse.

(4) Such shares include the 2,560,010 shares in Century Sunshine owned
by Mr. Kwan’s spouse.

Save as disclosed above, at 30 June 2018, none of the
Directors or their associates had any interests or short
positions in the shares and underlying shares of the
Company or any of its associated corporations as defined in
the SFO.

WER R EMERARAT « 2018 HHRE 53



HtpER (%)
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RES MG 1RDIZE 336 f1FE 2 T 2
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EEBEARRRCHITRAG 2 HEES

RAR -

OTHER INFORMATION (continued)

At 30 June 2018, the register of substantial shareholders
kept by the Company pursuant to Section 336 of the SFO
shows that other than the interests disclosed above in
respect of certain Directors, the following shareholder had
notified the Company of relevant interest and short position
in the issued capital of the Company:

FrsEERr HEe T
RN B R E (IF8) RAZBE DL
Number of ordinary

shares held % of issued

Name of Shareholder (long position) share capital
Ming Xin Developments Limited (Ff{5E 1) (note 1) 4,761,117,434 72.42
New Bright Group Limited (Ff3£2) (note 2) 4,761,117,434 72.42
42 R85 Y (B 5 3) 4,761,117,434 72.42

Century Sunshine (note 3)

M E (L 4) 4,761,117,434 72.42

Chi Wen Fu (note 4)
Wizt -

(1) 4,761,117,434 %A Ming Xin Developments
Limited Bz 8 A -

(2) Ming Xin Developments Limited & New
Bright Group Limitedz 2 & Kt B 2 A °
B BESFRBEKMME New
Bright Group Limited ##% &# 48 Ming Xin
Developments Limited # A #z5 2 & &A% 5
2w e

(3) New Bright Group Limited Attt42 5322
BWBAR - Bt - MBEHFRBAEEHNMS
4255 Y 148 A% E Ming Xin Developments
Limited B # % 2 2 EBRX (D 2 %S ©

(4) B X B % &£ £ £ B xMing Xin
Developments Limited Z 442 A &) R 5
KRG EEHI=5 2 — A L RREE - Ut - 3t
BHERBMEKRAMS AXELEWRAEES
Ming Xin Developments Limited FEB % 2
2EBIRAD 2 RS o

R EXFHBEEEIN R _F—/\FXA
=t+H ARAGEZETMALNE
HR A2 A B fn SR BE B fp b R B IR &
EHrRHMERMARARRRE 2

AR o

Note:

(1) 4,761,117,434 shares are beneficially owned by Ming Xin
Developments Limited;

(2) Ming Xin Developments Limited is a wholly-owned subsidiary of New
Bright Group Limited. As such, New Bright Group Limited is deemed
to be interested in all the shares in which Ming Xin Developments
Limited is interested by virtue of the SFO.

(83) New Bright Group Limited is a wholly-owned subsidiary of Century
Sunshine. As such, Century Sunshine is deemed to be interested in all
the shares in which Ming Xin Developments Limited is interested by
virtue of the SFO

(4) Mr. Chi Wen Fu controls more than one-third or more of the voting
power at general meetings of Century Sunshine (the ultimate holding
company of Ming Xin Developments Limited). As such, Mr. Chi Wen
Fu is deemed to be interested in all the shares in which Ming Xin
Developments Limited is interested by virtue of the SFO.

Save as disclosed above, at 30 June 2018, the Company
had not been notified by any persons who had interests
or short positions in the shares or underlying shares of the
Company which would fall to be disclosed to the Company
under the SFO.
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PURCHASE, SALE OR REDEMPTION OF THE
COMPANY’S LISTED SECURITIES

Neither the Company nor any of its subsidiaries has
purchased, sold or redeemed any listed securities of the
Company during the period.

AUDIT COMMITTEE

The Audit Committee comprises three Independent Non-
executive Directors, namely Mr. Kwong Ping Man (Chairman
of the Audit Committee), Mr. Cheung Sound Poon and Mr.
Kwan Ngai Kit. During the period under review, the Audit
Committee has held two meetings to review the accounting
principles and practices adopted by the Group and discuss
internal control and financial reporting matters. The Audit
Committee has reviewed the unaudited consolidated interim
results of the Group for the six months ended 30 June 2018.

The Audit Committee has made positive contribution to
enhancing the Company’s corporate governance.

CORPORATE GOVERNANCE PRACTICES

During the six months ended 30 June 2018, the Company
has complied with the Code on Corporate Governance
Practices (the “Code”) as set out in Appendix 14 of the
Rules Governing the Listing of Securities on the Stock
Exchange of Hong Kong Limited (the “Listing Rules”), save
for the deviations as follows:

Under code provision A.6.7, independent non-executive
directors and other non-executive directors should
also attend general meetings and develop a balanced
understanding of the views of shareholders.

— Professor Meng Jian (being a non-executive Director)
and Dr. Tam Wai Ho JP (being a non-executive Director)
were unable to attend the annual general meeting held
on 13 June 2018 as they were obliged to be away for
other matters.
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MODEL CODE FOR SECURITIES
TRANSACTIONS BY DIRECTORS

The Company has adopted the Model Code for Securities
Transactions by Directors (the “Model Code”) set out in
Appendix 10 to the Listing Rules as its code of conduct
regarding securities transactions by the Directors on terms
no less exactly than the required standard set out in the
Model Code. Having made specific enquiry of all Directors,
all Directors confirmed that they have complied with the
required standard set out in the Model Code throughout the
six months ended 30 June 2018.

By order of the Board
Rare Earth Magnesium Technology
Group Holdings Limited
Shum Sai Chit
Chairman

Hong Kong, 20 August 2018
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