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ANNOUNCEMENT OF FINAL RESULTS
FOR THE YEAR ENDED 31 DECEMBER 2019

The Board of Directors (the “Board”) of China XLX Fertiliser Ltd. (the “Company”) is pleased
to announce its consolidated results of the Company and its subsidiaries (collectively the “Group”)
for the year ended 31 December 2019 together with the comparative figures for the previous year

as follows:



CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER

COMPREHENSIVE INCOME

For the year ended 31 December 2019

Revenue
Cost of sales

Gross profit

Other income and gains

Selling and distribution expenses
General and administrative expenses
Other expenses

Finance costs

Impairment losses on financial assets
Share of profit of associates

Profit before tax
Income tax expense

Profit for the year

Total comprehensive income for the year

Profit attributable to:
Owners of the parent
Non-controlling interests

Total comprehensive income attributable to:

Owners of the parent
Non-controlling interests

Earnings per share attributable

to ordinary equity holders of the parent

Basic and diluted (RMB cents)

2019 2018
Notes RMB’000 RMB 000
45 8,928,255 9,194,676
(6,987,218) (6,955,245)

4 1,941,037 2,239,431
5 160,349 112,716
(515,827) (508,048)
(661,442) (496,623)
(16,712) (223,416)
6 (374,076) (325,329)
(10,007) (22,241)

2,298 657

7 525,620 777,147
8 (111,557) (121,833)
414,063 655,314

414,063 655,314

316,495 624,932

97,568 30,382

414,063 655,314

316,495 624,932

97,568 30,382

414,063 655,314

10 27.01 53.34

Details of the dividend proposed for the year are disclosed in note 9 to the financial statements.



CONSOLIDATED STATEMENT OF FINANCIAL POSITION

31 December 2019

Notes

Non-current assets

Property, plant and equipment

Right-of-use assets

Other intangible assets

Prepaid land lease payments

Goodwill

Coal mining right

Equity investment at fair value through profit or loss

Prepayments for purchases of items
of plant and equipment

Other assets

Deferred tax assets

Investments in associates

Pledged time deposits

Prepayments to related companies

Total non-current assets

Current assets

Due from related companies
Equity investments at fair value through profit or loss
Inventories

Trade and bills receivables
Prepayments

Deposits and other receivables
Income tax recoverable
Derivative financial instruments
Pledged time deposits

Cash and cash equivalents
Other assets

Total current assets

TOTALASSETS

11

2019 2018
RMB’000 RMB’000
10,474,752 9,000,522
1,079,808 —
46,383 -

— 630,606

29,001 29,001
86,180 88,172
6,708 6,708
844,713 489,348
100,877 114,318
93,860 83,322
16,993 95,157

— 110,289

33,788 25,635
12,813,563 10,673,078
745 30,384

20,903 37,178
983,604 1,066,853
393,419 331,131
402,564 552,404
454,609 431,385
22,865 7,022
1,358 17,719
499,346 148,550
884,448 346,151
13,441 13,441
3,677,302 2,982,218
16,490,865 13,655,296




Current liabilities

Due to related companies

Trade payables

Bills payable

Contract liabilities

Accruals and other payables

Income tax payable

Deferred grants

Loan from a non-controlling interest
Interest-bearing bank and other borrowings
Lease liabilities

Bonds payable

Total current liabilities

NET CURRENT LIABILITIES

Notes

12
13

TOTALASSETS LESS CURRENT LIABILITIES

Non-current liabilities

Loan from a non-controlling interest
Interest-bearing bank and other borrowings
Deferred grants

Deferred tax liabilities

Provision for rehabilitation

Accruals and other payables

Due to related companies

Lease liabilities

Bonds payable

Total non-current liabilities

TOTAL LIABILITIES

NET ASSETS

2019 2018
RMB’000 RMB’000
6,092 21,052
366,636 282,825
809,050 280,105
582,181 689,951
1,091,793 1,161,845
29,720 20,835
7,976 5,443
25,000 50,500
2,774,169 2,774,452
102,887 -
500,000 -
6,295,504 5,287,008
(2,618,202) (2,304,790)
10,195,361 8,368,288
23,670 25,000
3,739,087 2,568,439
69,253 90,190
52,715 31,573
24,276 23,836
107,019 23,618
1,451 -
67,513 -
388,697 692,833
4,473,681 3,455,489
10,769,185 8,742,497
5,721,680 4,912,799




Notes

Equity attributable to owners of the parent
Issued capital

Special reserve

Statutory reserve fund

Other reserve

Retained profits

Non-controlling interests

TOTAL EQUITY

TOTAL EQUITY AND LIABILITIES

Group

2019 2018
RMB’000 RMB 000
1,194,686 1,194,686
2,433 2,433
145,518 45,753
2,176,500 2,060,422
716,104 618,520
4,235,241 3,921,814
1,486,439 990,985
5,721,680 4,912,799

16,490,865 13,655,296




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended 31 December 2019

1. CORPORATION INFORMATION

China XLX Fertiliser Ltd. is a limited liability company incorporated in Singapore on 17 July 2006
under the Singapore Companies Act and its shares are primary-listed on The Stock Exchange of Hong
Kong Limited (the “SEHK”). The registered office of the Company is located at 80 Robinson Road,
#02-00, Singapore, 068898. The principal place of business of the Group is located at Xinxiang High
Technology Development Zone (Xiaoji Town), Henan Province, the People’s Republic of China (the
“PRC”). The principal activity of the Company is investment holding. The principal activities of the
Company’s subsidiaries are mainly manufacturing and trading of urea, compound fertiliser, dimethyl

ether (DME), methanol, liquid ammonia, melamine, furfuryl alcohol and ammonia solution.
2. BASIS OF PREPARATION

These financial statements have been prepared in accordance with Singapore Financial Reporting
Standards (International) (“SFRS(I)s”) and International Financial Reporting Standards (“IFRSs”).
For the purpose of SFRS(I)s, financial statements that have been prepared in accordance and
complied with IFRSs are deemed to have also complied with SFRS(I)s. SFRS(I)s comprise standards
and interpretations that are equivalent to IFRSs.

These financial statements have been prepared on a historical cost basis, except as disclosed in the
accounting policies. These financial statements are presented in Renminbi (“RMB”) and all values in
the tables are rounded to the nearest thousand (“RMB’000”) except when otherwise indicated.

3. CHANGES IN ACCOUNTING POLICIES

The accounting policies adopted are consistent with those of the previous financial year except in the
current financial year, the Group has adopted all the new and revised standards which are effective
for annual financial periods beginning on or after 1 January 2019. Except for the adoption of IFRS
16, the adoption of these standards did not have any material effect on the financial performance or
position of the Group.



CHANGES IN ACCOUNTING POLICIES (Continued)

IFRS 16 Leases

IFRS 16 supersedes IAS 17 Leases, IFRIC 4 Determining whether an Arrangement contains a Lease,
SIC-15 Operating Leases-Incentives and SIC-27 Evaluating the Substance of Transactions Involving
the Legal Form of a Lease. The standard sets out the principles for the recognition, measurement,
presentation and disclosure of leases and requires lessees to recognise most leases on the statement of

financial position.

Lessor accounting under IFRS 16 is substantially unchanged from IAS 17. Lessors will continue to
classify leases as either operating or finance leases using similar principles as in IAS 17. Therefore,
IFRS 16 did not have an impact for leases where the Group is the lessor.

The Group adopted IFRS 16 using the modified retrospective method of adoption with the date of
initial application of 1 January 2019. Under this method, the standard is applied retrospectively with
the cumulative effect of initially applying the standard recognised at the date of initial application.
The Group elected to use the transition practical expedient to not reassess whether a contract is, or
contains a lease at 1 January 2019. Instead, the Group applied the standard only to contracts that were
previously identified as leases applying IAS 17 and IFRIC 4 at the date of initial application.

The effect of adoption IFRS 16 as at 1 January 2019 (increase/(decrease)) is, as follows:

RMB 000
Assets
Right-of-use assets 915,910
Property, plant and equipment (293,090)
Prepaid land lease payments (609,930)
Increase in total assets 12,890
Liabilities
Lease liabilities 249,406
Interest-bearing bank and other borrowings (236,516)
Increase in total liabilities 12,890



CHANGES IN ACCOUNTING POLICIES (Continued)

IFRS 16 Leases (Continued)

The Group has lease contracts for various items of plant, machinery, vehicles and other equipment.
Before the adoption of IFRS 16, the Company classified each of its leases (as lessee) at the inception
date as either a finance lease or an operating lease.

Upon adoption of IFRS 16, the Group applied a single recognition and measurement approach for
all leases except for short-term leases and leases of low-value assets. The standard provides specific
transition requirements and practical expedients, which have been applied by the Group.

Leases previously classified as finance leases

The Group did not change the initial carrying amounts of recognised assets and liabilities at the date
of initial application for leases previously classified as finance leases (i.e., the right-of-use assets and
lease liabilities equal the lease assets and liabilities recognised under IAS 17). The requirements of
IFRS 16 were applied to these leases from 1 January 2019.

Leases previously accounted for as operating leases

The Group recognised right-of-use assets and lease liabilities for those leases previously classified as
operating leases, except for short-term leases and leases of low-value assets. The right-of-use assets
for most leases were recognised based on the carrying amount as if the standard had always been
applied, apart from the use of incremental borrowing rate at the date of initial application. In some
leases, the right-of-use assets were recognised based on the amount equal to the lease liabilities,
adjusted for any related prepaid and accrued lease payments previously recognised. Lease liabilities
were recognised based on the present value of the remaining lease payments, discounted using the

incremental borrowing rate at the date of initial application.

The Group also applied the available practical expedients wherein it:

. Used a single discount rate to a portfolio of leases with reasonably similar characteristics.

. Relied on its assessment of whether leases are onerous immediately before the date of initial
application.

. Applied the short-term leases exemptions to leases with lease term that ends within 12 months

of the date of initial application.

. Excluded the initial direct costs from the measurement of the right-of-use asset at the date of
initial application.

. Used hindsight in determining the lease term where the contract contained options to extend or
terminate the lease.



CHANGES IN ACCOUNTING POLICIES (Continued)

IFRS 16 Leases (Continued)

Leases previously accounted for as operating leases (Continued)

Based on the above, as at 1 January 2019:

. Right-of-use assets of RMB915,910,000 were recognised and presented separately in the

statement of financial position.

. Additional lease liabilities of RMB249,406,000 were recognised and presented separately in

the statement of financial position.

The lease liabilities as at 1 January 2019 can be reconciled to the operating lease commitments as of

31 December 2018, as follows:

Assets

Operating lease commitments as at 31 December 2018
Less:

Commitments relating to short-term leases

Commitments relating to leases of low-value assets

Weighted average incremental borrowing rate as at 1 January 2019

Discounted operating lease commitments as at 1 January 2019

Add:
Finance lease liabilities recognised as at 31 December 2018

Lease liabilities as at 1 January 2019

RMB 000

90,705

76,885
1,618

5.41%

12,890

236,516

249,406



CHANGES IN ACCOUNTING POLICIES (Continued)

The Group has not adopted the following standards and interpretation applicable to the Company that
have been issued but not yet effective:

Effective for annual periods

Description beginning on or after
IFRS 17 Insurance Contracts 1 January 2020
Amendments to IFRS 3: Definition of a Business 1 January 2020
Amendments to IFRS 1 and IFRS 8: Definition of Material 1 January 2020
Amendments to IFRS 10 and IFRS 28: Sale or Contribution To be determined

of Assets between an Investor and its Associate or Joint Venture

The directors expect that the adoption of the other standards and interpretation above will have no
material impact on the financial statements in the period of initial application.

OPERATING SEGMENT INFORMATION

For management purposes, the Group is organised into business units based on its products, and has
five reportable operating segments as follows:

— Manufacturing and sale of urea

— Manufacturing and sale of compound fertiliser

— Manufacturing and sale of dimethyl ether (DME) and methanol

— Manufacturing and sale of melamine

— Manufacturing and sale of furfuryl alcohol
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OPERATING SEGMENT INFORMATION (Continued)

An analysis by principal activity of contribution to the results is as follows:

For the year ended Compound DME and Furfuryl
31 December 2019 Urea  fertiliser ~ methanol Melamine alcohol Others Elimination Total
RMB’000  RMB’000 RMB’000  RMB’000  RMB’000 RMB’000  RMB’000  RMB’000

Sales to external customers 3,312,620 2,851,631 991,624 657,497 407468 707,415 - 8,928,255
Intersegment sales 517,270 364,111 285,778 2,928 - 186,843 (1,356,930 -
Total revenue 3829890 3215742 1,277402 660,425 407468 894,258 (1,356,930) 8,928,255
Segment profit 930,800 449,272 47,049 233818 62,351 217,657 - 1,941,037
Interest income 19,229
Unallocated other income

and gains 143,418
Unallocated expenses, net (1,203,988)
Finance costs (374,076)
Profit before tax 525,620
Income tax expense (111,557)
Profit for the year 414,063
Other segment information:
Gain on disposal of items of property, plant and equipment (note 5) (29,347)
Gain on disposal of items of right-of-use assets (note 5) (5,946)
Depreciation of items of property, plant and equipment (rote 7) 673,564
Amortisation of other intangible assets (note 7) 6,202
Depreciation of right of use assets (note 7) 48,547
Amortisation of coal mining rights (note 7) 1,992
Capital expenditure* 2,919,268
* Capital expenditure consists of addition to property, plant and equipment and intangible assets

including assets acquired from the acquisition of subsidiaries.
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OPERATING SEGMENT INFORMATION (Continued)

For the year ended
31 December 2018

Sales to external customers

Intersegment sales

Total revenue

Segment profit

Interest income

Unallocated other income
and gains

Unallocated expenses, net

Finance costs

Profit before tax
Income tax expense

Profit for the year

Other segment information:

Urea
RMB 000

3,548,835
562,179

Compound
fertiliser
RMB’000

2,807,396
383,783

DME and
methanol
RMB’000

1,498,798
1,219

Melamine
RMB 000

560,558

Furfuryl
alcohol
RMB 000

Total
RMB 000

Others  Elimination
RMB’000  RMB 000

2313 256,776 - 9,194,676
- 7423 (954,604) -

4,111,014

3,191,179

1,500,017

560,558

22313 264,199 (954,604) 9,194,676

1,091,246

417,691

322,975

Loss on disposal of items of property, plant and equipment (note 7)

Depreciation of items of property, plant and equipment (note 7)

Amortisation of prepaid land lease payments (note 7)

Amortisation of coal mining rights (note 7)

Capital expenditure
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293,079

44,183 70,257 - 2239431

9,188

104,185
(1,250,328)
(325,329)

777,147
(121,833)

655,314

3,509
636,406
14,120
2,512
1,666,977




REVENUE, OTHER INCOME AND GAINS

Revenue, which is also the Group’s turnover, represents the net invoiced value of goods sold, after

deduction of relevant taxes and allowances for returns and trade discounts. An analysis of the

Group’s revenue, other income and gains is as follows:

REVENUE
Sale of goods

OTHER INCOME AND GAINS
Bank interest income
Net profit from sales of by-products,
water, electricity and steam
Dividend income from equity investments at fair value
through profit or loss
Amortisation of deferred grants
Subsidy income
Compensation income
Rental income
Gain on disposal of property, plant and equipment
Gain on disposal of items of right-of-use assets
Loss on fair value change of
financial instrument through profit and loss
Gain on bargain purchases
Gain on fair value change of derivative financial instruments
Gain on other investment
Gain on derivative financial instruments
Others

Total other income and gains

FINANCE COSTS

The Group’s finance costs are analysed as follows:

Interest on bank loans, overdrafts, other loans and bonds,
wholly repayable within seven years

Interest on lease liabilities

Interest on government loans

— 13—

2019 2018
RMB’000 RMB 000
8,928,255 9,194,676
19,229 9,188
60,169 50,169
494 1,107

8,051 6,933
19,899 16,004
9,453 1,189
5,570 3,989
29,347 -
5,946 -
(16,275) -
4,543 -
1,906 17,719
5,868 -

5 _

6,144 6,418
160,349 112,716
2019 2018
RMB’000 RMB 000
357,156 325,273
16,880 -

40 56
374,076 325,329




PROFIT BEFORE TAX

The Group’s profit before tax is arrived at after charging/(crediting):

Cost of inventories sold

Depreciation of items of property,
plant and equipment

Amortisation of other intangible assets

Depreciation of right-of-use assets

Amortisation of coal mining rights

Minimum lease payments under operating leases:
Factories
Land
Buildings

Auditor’s remuneration
Employee benefit expenses (including directors’
remuneration):
Salaries and bonuses
Pension scheme contributions
(defined contribution scheme)
Benefits in kind

Impairment of trade and other and bills receivables
Impairment of property, plant and equipment
Impairment of inventories
Unrealised exchange loss, net
Realised exchange loss/(gain), net
Loss on disposal of items of property,

plant and equipment
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Group
2019 2018
RMB’000 RMB’000
6,910,405 6,955,245
673,564 636,406
6,202 14,120
48,547 -
1,992 2,512
76,813 4,202
- 1,990
1,690 1,120
78,503 7,312
3,990 3,773
552,619 568,193
92,787 76,849
62,495 42,864
707,901 687,906
10,007 22,241
- 188,487
1,443 —
4,027 27,587
1,353 (763)
- 3,509




INCOME TAX

The Company is incorporated in Singapore and is subject to an income tax rate of 17% (2018: 17%)
for the year.

Taxes on profits assessable elsewhere have been calculated at the rates of tax prevailing in the
countries in which the Group operates.

The Company’s subsidiaries in Mainland China are subject to income tax rate of 25% (2018: 25%).
In 2019, five of the subsidiaries were awarded the New/High Tech Enterprise Award as recognition
of its innovation and use of state-of-the-art equipment. This award brought these subsidiaries a tax
concession of a lower income tax rate (i.e., 15%) for three years since the subsidiaries awarded the

New High Tech Enterprise Award.

The major components of income tax expense for the financial years ended 31 December 2019 and
2018 are:

Group
2019 2018
RMB’000 RMB’000
Current — PRC
Charge for the year 104,476 182,752
Underprovision in prior years 209 7,231
Deferred charge/(credit) 6,872 (68,150)
Total tax charge for the year 111,557 121,833
DIVIDEND
2019 2018
RMB’000 RMB’000
Proposed final dividend — RMBS cents
(2018: RMBI10 cents) per ordinary share 93,730 117,162

The proposed final dividend for the year is subject to the approval of the Company’s sharecholders at

the forthcoming annual general meeting.

— 15—



10.

11.

EARNINGS PER SHARE ATTRIBUTABLE TO ORDINARY EQUITY HOLDERS OF THE

PARENT

The calculation of basic and diluted earnings per share amounts is based on the profit for the

year attributable to ordinary equity holders of the parent, and the weighted average number of

ordinary shares (inclusive of mandatorily convertible instruments issued) of 1,171,621,000 (2018:
1,171,621,000), as adjusted to reflect the convertible bonds issued in 2011.

The calculations of basic and diluted earnings per share are based on the following data:

Earnings

Profit attributable to ordinary equity holders of the parent,
used in the basic and diluted earnings per share calculation

Shares

Weighted average number of ordinary shares (inclusive of

mandatorily convertible instruments issued)

for the purpose of calculating basic and diluted

earnings per share

TRADE AND BILLS RECEIVABLES

Trade receivables

Bills receivable

2019 2018
RMB’000 RMB’000
316,495 624,932
2019 2018
Number of Number of
shares shares
1,171,621,000 1,171,621,000
2019 2018
RMB’000 RMB 000
148,006 96,899
245,413 234,232

Trade receivables are non-interest-bearing and are normally settled on terms of 30 to 90 days.

They are recognised at their original invoice amounts which represent their fair values on initial

recognition. The Group’s bills receivable are non-interest-bearing and are normally settled on terms
of 90 to 180 days. Trade and bills receivables are denominated in RMB.
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11.

12.

TRADE AND BILLS RECEIVABLES (Continued)

The Group’s trading terms with its customers are mainly payment in advance or on credit for certain
customers. Each customer has a maximum credit limit. The Group seeks to maintain strict control
over its outstanding receivables and to minimise credit risk. Overdue balances are reviewed regularly
by senior management. In view of the aforementioned and the fact that the Group’s trade receivables
relate to a large number of diversified customers, there is no significant concentration of credit risk.
The Group does not hold any collateral or other credit enhancements over these balances.

An ageing analysis of the Group’s trade receivables as at the end of the reporting period, based on the

invoice date and net of provisions, is as follows:

Group
2019 2018
RMB’000 RMB 000
Within 1 month 90,899 62,991
1 to 3 months 25,693 21,630
3 to 6 months 13,738 6,120
6 to 12 months 10,458 2,149
Over 12 months 7,218 4,009
148,006 96,899

TRADE PAYABLES

An ageing analysis of the trade payables as at the end of the reporting period, based on the invoice

date, is as follows:

Group
2019 2018
RMB’000 RMB 000
Within 1 month 157,435 141,879
1 to 3 months 92,956 58,442
3 to 6 months 51,156 40,331
6 to 12 months 42,167 22,249
Over 12 months 22,922 19,924
366,636 282,825

The trade payables are non-interest-bearing and are normally settled on terms of 30 to 90 days. Trade
payables are denominated in RMB.
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13.

BILLS PAYABLE
The Group’s bills payable have an average maturity period of 180 days and are non-interest-bearing.

Bills payable are denominated in RMB and are secured by time deposits of RMB378,137,000 (2018:
RMBI141,181,000).

_ 18—



MANAGEMENT DISCUSSION AND ANALYSIS

)

BUSINESS REVIEW

Revenue

Revenue decreased by RMB267 million or approximately 3% from RMB9,195 million
in the financial year ended 31 December 2018 (“FY2018) to RMBS§,928 million in the
financial year ended 31 December 2019 (“FY2019”). The decrease of revenue was mainly
due to lower average selling prices of dimethyl ether (DME), melamine, methanol, furfuryl
alcohol and melamine, and the decrease was partially offset by the increase in sales volume

of melamine and liquid ammonia.

Urea

Revenue derived from the sales of urea decreased by RMB236 million or approximately
7% year on year (“YoY”) to approximately RMB3,313 million in FY2019 from RMB3,549
million in FY2018 due mainly to a decrease in the sales volume and average selling
price of urea. Urea sales volume decreased by approximately 5% YoY to approximately
1,906,000 tons resulted from the closure of Plant I during the relocation of the Group’s
Xinxiang production facilities in FY2019. The average selling price of urea decreased by

approximately 2% due to the increase in the supply of urea in the industry.

Compound fertiliser

Revenue derived from the sales of compound fertilisers increased by RMB45 million or
approximately 2% YoY to approximately RMB2,852 million in FY2019 from RMB2,807
million in FY2018, due mainly to the increase in average selling price by approximately 3%

as a result of a higher percentage of high-efficient fertilisers sold.

Methanol

Revenue derived from the sales of methanol decreased by RMB283 million or approximately
79% YoY to approximately RMB74 million in FY2019 from RMB357 million in FY2018,
mainly because the Group chose to further process methanol products into dimethyl ether
products which enjoyed a higher profit margin. As a result, sales volume of methanol
decreased by 73% to approximately 40,000 tons in FY2019, as the Group only produced
to maintain relationship with the most strategic customers. In line with the weakened

international energy prices, the average selling price of methanol decreased by 23% YoY.
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BUSINESS REVIEW (Continued)

Dimethyl ether (DME)

Revenue derived from the sales of DME decreased by approximately RMB224 million or
approximately 20% from approximately RMB1,142 million in FY2018 to RMB918 million
in FY2019. The decrease was due mainly to a decrease in the average selling price of DME
by 21.8% YoY which was in line with the weakened international energy prices. The impacts
of the decrease in DME price was partially offset by an increase in the sales volume of 2%
YoY to 320,000 tones for FY2019.

Melamine

Revenue derived from the sales of melamine increased by approximately RMB96 million
or 17% from approximately RMB561 million in FY2018 to RMB657 million in FY2019
mainly due to the increase in sales volume by 59%. In July 2018, the Group’s melamine
project Phase II in Xinjiang Plant V with an annual production capacity of 60,000 tons
successfully commenced operation, enabling the Group’s total annual melamine production
increase to 120,000 tons. The increase in sales volume was partially offset by a decrease in
average selling price of melamine by approximately 26% YoY due to the weakened demand

in domestic chemical products.

Furfuryl alcohol

Revenue derived from the sales of furfuryl alcohol decreased by approximately RMBI115
million or 22% from approximately RMB522 million in FY2018 to RMB407 million in
FY2019. The decrease was mainly due to the decrease in the average selling prices of
furfuryl alcohol by approximately 28% YoY as a result of the recovery of supply in the
market followed by the more flexible environment control in PRC. This was partially offset
by the increase in sales volume of approximately 8% YoY to approximately 42,000 tons for
FY2019.
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BUSINESS REVIEW (Continued)

Profitability

Urea

Gross profit margin of urea of the Group decreased to approximately 28.1% in FY2019 from
approximately 30.8% in FY2018. The decrease was due to a combination of a 2% decrease
in the average selling price and a 2% increase in the cost of goods sold. The decrease in the
average selling price was the result of recovery of supply from urea industry. The increase in
the cost of goods sold was mainly caused by the increase in the sales volume of high efficient

urea with higher cost of goods sold.

Compound fertiliser

Gross profit margin of compound fertilisers of the Group increased marginally by 1% to
approximately 15.8% in FY2019 from approximately 14.9% in FY2018. The increase was
mainly due to the increase in average selling price of approximately 3% YoY, as a higher

percentage of high efficient fertiliser was sold.

Methanol

Gross profit margin of methanol of the Group decreased to approximately -0.1% in FY2019
from approximately 15% in FY2018, mainly due to a 23% decline in the average selling
price and reduced scale of production. The declined average selling price was in line with the

weakened international energy prices.

Dimethyl ether (DME)

As a result of a 21% decrease of average selling price of DME, the gross profit margin of
DME decreased from 23.5% in FY2018 to 5.1% in FY2019. As an alternate to liquid natural

gas (LNQ), the decline in average selling price of DME was in line with the weakened global

energy prices.
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BUSINESS REVIEW (Continued)

Melamine

Gross profit margin of melamine decreased from approximately 52.3% in FY2018 to 35.6%
in FY2019. This was due mainly to a 26% decrease in the average selling price resulting

from the weakened demand in domestic chemical products.

Furfuryl alcohol

Gross profit margin of furfuryl alcohol increased from approximately 8.5% in FY2018 to
15.3% in FY2019. This was due mainly to (1) the decline in cost of raw materials and (2)

reduction of wastage of raw materials during production through research and development.

Other income and gains

Other income and gains increased by approximately RMB48 million from approximately
RMB112 million in FY2018 to RMB160 million in FY2019. The increase was
mainly due to (1) the increase of RMB35 million in gains from disposal of fixed
assets and right of use assets; (2) the increase of RMB10 million in gains from sales
of by-products and the sale of water, steam and electricity; (3) an increase of RMB10
million of interest received from banks; and (4) an increase of RMBS8 million of
the penalties from suppliers for non-compliance of supply contract. The increase
was partially offset by the RMB34 million fair value change of derivative financial
instruments and fair value change of financial instruments through profits and loss from a
gain of RMB18 million in FY2018 to a loss of RMB16 million in FY2019.

Selling and distribution expenses

Selling and distribution expenses increased by approximately RMBS8 million from RMB508
million in FY2018 to RMB516 million in FY2019. Such increase was mainly due to (1)
RMBS8 million increase in staff salaries; (2) RMB4 million increase in promotion costs; (3)
RMB3 million increase in depreciation charges; and (4) RMB2 million increase in selling
administrative expenses. These are largely the result of the initial set up expenses of Jiangxi
production base. The increase was partially offset by the decrease in advertisement expenses

by approximately RMB12 million.
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BUSINESS REVIEW (Continued)

General and administrative expenses

General and administrative expenses increased by approximately RMB164 million from
approximately RMB497 million in FY2018 to approximately RMB661 million in FY2019.
The increase was mainly due to the initial set up of new Jiangxi production base and increase
in the number of employees from the acquisition of Shen Leng Energy, Heli Energy and
Black Technology, of which salaries, staff welfare, staff social security provident funds,
environment protection expenses, entertainment expenses, repair cost and staff education
expenses increased by approximately RMB46 million, RMB23 million, RMB22 million,
RMB12 million, RMB11 million, RMB11 million and RMB7 million respectively. The

increase as partially offset by the decrease in rental expenses of RMB7 million.

Other expenses

Other expenses decreased by approximately RMB207 million from approximately RMB223
million in FY2018 to approximately RMB16 million in FY2019. The decrease was mainly
due to the decrease in the impairment of property, plant and equipment and the foreign
exchange losses of approximately RMB188 million and RMB21 million respectively.
Finance costs

Finance costs increased by approximately RMB49 million from approximately RMB325
million in FY2018 to approximately RMB374 million in FY2019 due to the increase in
amount of interest-bearing borrowings and loans.

Income tax expense

Income tax expense decreased by approximately RMB10 million from approximately

RMB122 million in FY2018 to approximately RMB112 million in FY2019 due to lower

taxable income generated by the Group.
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BUSINESS REVIEW (Continued)

Profit for the year

The profit for the year decreased by RMB241 million or approximately 36.79% from
RMB655 million in FY2018 to RMB414 million in FY2019.

The decrease in the Group’s net profit in FY2019 was mainly due to:

(M

2

3)

the decrease in the sales volume and profit margin of urea. The decrease in sales
volume of urea was resulted from the closure of Plant I during the relocation of the

Group’s Xinxiang production facilities in 2019.

the decrease in average selling prices of melamine and dimethyl ether (DME) of 26%
and 21% respectively YoY. In 2019, international economic environments have been
rapidly changing, China domestic consumption remained weak, while export of petrol
chemical products declined. These factors have negatively impacted petrol chemical
products market, lowering average selling prices and profit margin of melamine, DME

and methanol.

the increase in general administrative expenses of approximately RMB164 million
YoY, which comprised mainly increase in salaries, staff welfare, staff social security
provident providence funds, environment protection expenses, entertainment expenses,
repair cost and staff education expenses by approximately RMB46 million, RMB23
million, RMB22 million, RMB12 million, RMB11 million, RMB11 million and
RMB7 million respectively. The increase was partially offset by the decrease in rental
expenses of RMB7 million. The increase in salaries and staff welfare was mainly due
to the set up of new Jiangxi production base and increase in the number of employees

from the acquisition of Shen Leng Energy, Heli Energy and Black Technology.
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(II) FINANCIAL REVIEW

Gearing

The Group monitors capital using a gearing ratio, which is net debt divided by the aggregate

of total capital and net debt. The Group’s policy is to keep the gearing ratio below 90%.

Trade payables

Bills payable

Contract liabilities

Accruals and other payables

Due to related companies

Loans from a non-controlling interest
Interest-bearing bank and other borrowings
Bonds payable

Lease liabilities

Less: Cash and cash equivalents

Pledged time deposits

Net debt

Equity attributable to owners of the parent

Less: Statutory reserve fund

Adjusted capital

Capital and net debt

Gearing ratio

2019 2018
RMB’000 RMB 000
366,636 282,825
809,050 280,105
582,181 689,95