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FINANCIAL INFORMATION

The following discussion and analysis of our financial condition and results of operations
should be read in conjunction with our financial statements and notes included in “Accountant’s
Report” as set out in Appendix I to this document. The financial information as set out in the
Accountant’s Report incorporates the financial statements of our Company during the Track Record
Period. You should read the whole Accountant’s Report as set out in Appendix I to this document and
not rely merely on the information in this section. For the purpose of this section, unless the context
otherwise requires, references to 2019, 2020 and 2021 refer to our financial years ended December
31 of such years.

The following discussion and analysis contains forward-looking statements that involve risks
and uncertainties. These statements are based on assumptions and analysis made by us in light of our
experience and perception of historical trends, current conditions and expected future developments,
as well as other factors we believe are appropriate under the circumstances. You should not place
undue reliance on any such statements. Our actual future results and timing of selected events could
differ materially from those anticipated in these forward-looking statements as a result of various
factors, including those set forth under ‘“Risk Factors,” ‘“Forward-Looking Statements” and
elsewhere in this document.

OVERVIEW

We are one of the companies in the sale of flake graphite concentrate, and in the sale of spherical
graphite, in the PRC, principally engaged in the processing of unprocessed graphite to flake graphite
concentrate and spherical graphite. Our origins trace back to 2006 when we began our operations with
Yixiang Graphite in the beneficiation and sales of flake graphite concentrate (primarily with a carbon
content between 94% and 96.8%) and we expanded with Yixiang New Energy in the processing and
sales of spherical graphite (primarily with a carbon content above 99%) in 2012. Due to the high carbon
content of our flake graphite concentrate, which we believe was attributable to our beneficiation
capabilities, they are suitable to be used as heat-resistant materials as well as further value-added
applications, such as to be manufactured into spherical graphite and used as anode material in lithium-
ion batteries for electronic devices and NEVs. As by-products of processing our spherical graphite, we
sell micro graphite powder and high purity graphite powder, and as a by-product of our mining
operations, we also sell unprocessed marble. During the year ended December 31, 2021, we sold
approximately 37,300 tonnes of flake graphite concentrate and approximately 13,800 tonnes of spherical
graphite and its by-products.

Our Group experienced moderate business growth during the Track Record Period, generating a
total revenue of approximately RMB123.7 million, RMB168.7 million and RMB198.4 million, with a net
profit generated of approximately RMB24.5 million, RMB37.9 million and RMB53.3 million, for the
three years ended December 31, 2019, 2020 and 2021 respectively.
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BASIS OF PRESENTATION

Our Company was incorporated in the Cayman Islands as an exempted company with limited
liability on August 3, 2020. We have not been involved in any other business prior to the Reorganization
and do not meet the definition of a business. The Reorganization is merely a recapitalization of our
Group’s business operations with no change in management of such business and the ultimate owners of
our Group’s business operations remain the same. The historical financial information of our Company
has been prepared in accordance with principal accounting policies as set out below which are in
accordance with HKFRSs issued by the HKICPA are set out in note 2.1 to the Accountant’s Report
contained in Appendix I to this document.

FACTORS AFFECTING OUR RESULTS OF OPERATIONS

Our financial condition, results of operations and the year-to-year comparability of our financial
results are principally affected by the following factors:

Sales volume and average selling price

The sales volume of our graphite products has a substantial effect on our results of operations. Our
sales volume largely depends upon our customer and market demand, our extraction, beneficiation and
processing volume as well as changes in the PRC economy and market conditions. Our sales volume is
mainly affected by the production plan of our processing facilities, which is generally prepared based on
various factors, including but not limited to: (i) the delivery dates and volumes of our products
stipulated in purchase orders from our customers; (ii) historical sales demand; and (iii) our production
design capacity.

The pricing of our products have a direct impact on our results of operations and financial
condition. We normally set the prices of our products based on monthly analyses of market demands and
we take into account a variety of factors, including but not limited to, our production costs and the
product specifications required by our customers. During the Track Record Period, we had experienced
promising growth in our sales volume and revenue generated by our flake graphite concentrate and
spherical graphite, whilst the average selling prices had been in a general decline between 2019 and
2020; and recorded an overall increase for our flake graphite concentrate and remained stable for our
spherical graphite in 2021. The average selling price is considered to have a crucial impact on our
results of operations.

For illustration purpose only, the following table illustrates the sensitivity analysis of hypothetical
fluctuation in our average selling prices on gross profit, assuming all other factors held constant, for the
years indicated:

Increase/(Decrease) in gross profit

Percentage changes in average selling price For the year ended December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

+15% 18,560 25,312 29,755
+30% 37,121 50,625 59,510
-15% (18,560) (25,312) (29,755)
-30% (37,121) (50,625) (59,510)

— 241 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

FINANCIAL INFORMATION

The following table illustrates the sensitivity analysis of fluctuation in the price of our major
products on gross profit, assuming all other factors held constant for the years indicated:

Increase/(Decrease) in gross profit

2019 2020 2021
Percentage change in the price
of each of its major products Change RMB’000 RMB’000 RMB’000
194 +15% 3,972 4,243 7,088
+30% 7,944 8,486 14,176
-15% (3,972) (4,243) (7,088)
-30% (7,944) (8,486) (14,176)
195 +15% 2,121 5,329 6,271
+30% 4,242 10,658 12,542
-15% (2,121) (5,329) (6,271)
-30% (4,242) (10,658) (12,542)
196 +15% 1,195 1,533 583
+30% 2,390 3,065 1,167
-15% (1,195) (1,533) (583)
-30% (2,390) (3,065) (1,167)
SG-10 +15% 7,068 9,589 7,176
+30% 14,137 19,178 14,353
-15% (7,068) (9,589) (7,176)

~30% (14,137)  (19,178)  (14,353)

Other model +15% 1,500 786 6,366
+30% 2,999 1,571 12,733
-15% (1,500) (786) (6,366)
-30% (2,999) (1,571) (12,733)
Micro graphite powder +15% 1,065 943 1,206
+30% 2,131 1,885 2,413
-15% (1,065) (943) (1,206)
-30% (2,131) (1,885) (2,413)

Extraction costs

Our Group adopts the open-pit mining method at our Beishan Mine. Such mining method is
considered to result in lower operating costs and improve the efficiency of our operations as compared
to underground mining methods. The extraction costs of unprocessed graphite mined from our Beishan
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Mine account for a noticeable portion of our cost of sales. The following table illustrates the extraction
costs (including the capitalized amount) incurred for the three years ended December 31, 2019, 2020 and
2021:

For the year ended December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Depreciation 1,778 3,552 1,607
Blasting services 1,590 2,287 2,460
Fuel costs 1,911 1,668 1,805
Employees salaries and benefits 1,130 830 1,145
Machinery expenses 1,173 661 1,198
Raw materials 250 242 1,043
Repairs and maintenance 338 19 85
Mining project management and administrative

expenses 1,102 — —
Others'" 718 291 529
Total 9,990 9,550 9,872
Portion capitalized 7,040 1,656 3,504
Portion accounted for as cost of sales for the

extraction of graphite(z) 2,950 3,769 4,087
Portion accounted for as cost of sales for the

extraction of marble® — 4,125 2,281
Total 9,990 9,550 9,872
Note:
1. Others include workplace safety expenses, insurance on mining equipment, consumables and delivery of the dump

truck.

2. The cost of sales for the extraction of graphite and marble were allocated on the basis of the respective portions of

graphite and marble extracted as measured in volume and were apportioned accordingly.

Major components of our extraction costs directly relate to our production volume. Variations in
our production volume may significantly affect our production costs, which in turn, may affect our cost
of sales. Additional capital expenditure may increase our depreciation and amortization, which may in
turn also increase our production costs and cost of sales.

There is no assurance that future increases in our extraction costs will be offset by increases in our
future selling prices, if any. If the growth of our unit costs outpaces the growth of our unit selling price,
there may be a material and adverse impact on our gross margins, results of operations and financial
condition.
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For illustration purpose only, the following table illustrates the sensitivity analysis of hypothetical
fluctuation in our extraction cost (after portion capitalized) on gross profit, assuming all other factors
remained constant, for the years indicated:

Increase/(Decrease) in gross profit

Percentage changes in extraction cost For the year ended December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)
+15% (442.5) (1,184.1) (955.2)
+30% (885.0) (2,368.2) (1,910.4)
-15% 442.5 1,184.1 955.2
-30% 885.0 2,368.2 1,910.4

PRC government policies and regulations

The mining industry in the PRC is subject to various laws, regulations and control measures from
central, provincial and local authorities. Please refer to the section headed “Regulatory Overview and
the JORC Code” in this document for a summary of the significant laws and regulations that our Group
is subject to. The PRC government has full discretion and authority to grant, renew and terminate our
Group’s mining and production licenses and permits which are crucial for our business operations. There
is no guarantee that the legal framework under which foreign-invested companies in the PRC operate
may differ in various aspects from that under which domestic PRC companies operate. Any failure to
obtain or renew the licenses and permits requisite for our business operations, or any substantial changes
to the legal framework under which our principal PRC operating subsidiary operates could materially
and adversely affect our business and results of operations.

Economic viability

An analysis on the various economics effects that may result from the implementation of our
operations has been conducted by the Independent Technical Consultant. The analysis was based on
capital and operating costs and production, beneficiation and mining schedules. This resulted in forecast
sales prices (as below) and a discount rate of 10% be adopted by the Independent Technical Consultant.
The discount rate was based on the considerations of the real, risk free long-term interest rate (2.59% for
the five-year PRC Government bond yield), mining project risk (2% to 4%) and country risk (2% to
4%).

For illustrative purpose, SRK’s discounted cashflow analysis shows that our operations after tax
(25% corporate income tax) net present value (“NPV”) at a discount rate of 10% as at 31 December
2021. A straight-line depreciation method was used and any financing costs, capital raising expenses or
company debts have not been considered in this analysis.
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The following sensitivity analysis (after tax), as below, has also been undertaken by the
Independent Technical Consultant with respect to the flake graphite recovery, capital and operating costs
and sales prices of flake graphite concentrate and spherical graphite:

Flake Flake Spherical

graphite Operating Capital graphite graphite

Variance recovery expenses  expenditure sales price sales price
25% 27.1% -29.4% -1.6% 21.7% 26.1%
20% 21.7% -23.5% -1.3% 17.4% 20.9%
15% 16.3% -17.6% -1.0% 13.0% 15.7%
10% 10.9% -11.8% -0.6% 8.7% 10.4%
5% 5.4% -5.9% -0.3% 4.3% 5.2%
0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
5% -5.4% 5.9% 0.3% -4.3% -5.2%
-10% -10.9% 11.8% 0.6% -8.7% -10.4%
-15% -16.3% 17.6% 1.0% -13.0% -15.7%
-20% -21.7% 23.5% 1.3% -17.4% -20.9%
-25% -27.1% 29.4% 1.6% -21.7% -26.1%

The results reveal the following changes:

° A 1% increase in flake graphite recovery will result in a positive 1.09% change in NPV.
° A 1% increase in operating cost will result in a negative 1.18% change in NPV.

° A 1% increase in capital cost will result in a negative 0.06% change in NPV.

° A 1% increase in flake graphite concentrate sales price will result in a positive 0.87% change
in NPV.

° A 1% increase in spherical graphite sales price will result in a positive 1.04% change in
NPV.

Of these parameters, operating cost is the most sensitive parameter, followed by flake graphite

recovery.
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SIGNIFICANT ACCOUNTING POLICIES, JUDGMENTS AND ESTIMATES

New standards and amendments to existing standards not yet adopted by our Group

The following are standards and amendments to existing standards that have been published and

are relevant but not mandatory for the Track Record Period, and have not been early adopted by our

Group.

Amendments to HKFRS 3
Amendments to HKFRS 10 and
HKAS 28

HKFRS 17 and Amendments to
HKFRS 17
Amendments to HKAS 1

Amendments to HKAS 1 and
HKFRS Practice Statement 2

Amendments to HKAS 8

Amendments to HKAS 12

Amendments to HKAS 16

Amendments to HKAS 37

Annual Improvements to
HKFRSs 2018-2020 Cycle

Amendments to Accounting
Guideline 5

Hong Kong Interpretation 5
(2020)

Reference to the Conceptual Framework
Sales or Contributions of Assets between
an Investor and its Associate or Joint

Venture
Insurance Contracts

Classification of Liabilities as Current or
Non-current
Disclosure of Accounting Policies

Definition of Accounting Estimates

Deferred Tax Related to Assets and
Liabilities Arising from a Single
Transaction

Property, Plant and Equipment —
Proceeds before Intended Use

Onerous Contracts — Cost of Fulfilling a
Contract

Amendments to HKFRS 1, HKFRS 9,
HKFRS 16 and HKAS 41

Merger Accounting for Common Control
Combinations (Revised)

Presentation of Financial Statements —
Classification by the Borrower of a
Term Loan that Contains a Repayment
on Demand Clause

Effective for annual

periods beginning
on or after

1 January 2022

To be determined

1 January 2023

1 January 2023

1 January 2023

1 January 2023

1 January 2023

1 January 2022

1 January 2022

1 January 2022

1 January 2022

1 January 2023

Our Group will adopt the above new or revised standards, amendments and interpretations to

existing standards as and when they become effective. Our Board has performed preliminary assessment

and these standards are not expected to have a material impact on our Group’s financial position and

results of operations upon adopting these standards, amendments and interpretations to existing

standards.
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Revenue recognition

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

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

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

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

Control of the good is transferred over time if our Group’s performance:
° provides all of the benefits received and consumed simultaneously by the customer;
° creates or enhances an asset that the customer controls as our Group performs; or

° does not create an asset with an alternative use to our Group and our Group has an
enforceable right to payment for performance completed to date.

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

Sales and distribution of goods

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

Revenue from these sales is recognized based on the price specified in the contract, net of value-
added tax, rebates and returns. Revenue is only recognized to the extent that it is highly probable that a
significant reversal will not occur. No element of financing is deemed present as the sales are made on
cash or with a credit term of not more than 90 days. A receivable (financial asset) is recognized when
the goods are delivered as this is the point in time that the consideration is unconditional because only
the passage of time is required before payment is due.
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Property, plant and equipment

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

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

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

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

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

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

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

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

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

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

the mine.

Year ended December 31,
2019 2020 2021
RMB’000 RMB’000 RMB’000
Opening net carrying amount 13,034 20,562 27,013
Additions 8,341 8,288 —
Amortization (813) (1,837) (1,108)
Closing net carrying amount 20,562 27,013 25,905
Gross carrying amount 21,375 29,663 29,663
Accumulated amortization (813) (2,650) (3,758)
Net carrying amount 20,562 27,013 25,905

The opening net carrying amount of approximately RMB13.0 million in 2019 was brought forward
from the opening net carrying amount of approximately RMB9.9 in 2018, which includes the
prospecting right obtained by Yixiang New Energy in 2015 and exploration fees incurred by our Group
between 2015 and 2017 and the payment of approximately RMB3.1 million for the mineral rights of
marble ores in our Beishan Mine.

On May 25, 2015, Yixiang New Energy entered into the prospecting right transfer agreement with
Department of Land and Resources of Heilongjiang Province of the PRC, pursuant to which Department
of Land and Resources of Heilongjiang Province of the PRC transferred the prospecting right to Yixiang
New Energy at a consideration of approximately RMBS5.1 million. On December 1, 2015, Yixiang New
Energy further obtained the permit for mineral resources exploration issued by the Ministry of Land and
Resources of the PRC with prospecting right over an exploration area of 6.06 square kilometers located
in Luobei County, Hegang City, Heilongjiang Province, PRC. In order to explore the geological
conditions, topographic conditions and resource reserves related to our Beishan Mine, Yixiang New
Energy then engaged Harbin Ruifa Mineral Exploration Company Limited, a qualified third-party
exploration company, to conduct exploration work between 2015 and 2017 at a total consideration of
approximately RMB4.8 million. In the course of exploration, it was discovered that in addition to
graphite, there were also marble ores in the area. Yixiang New Energy was required to pay to the
Department of Land and Resources of Heilongjiang Province of the PRC a fee of approximately RMB3.1
million in 2018 for the mineral rights of marble ores in the mine. Therefore, together with the additions
in the amount of approximately RMB3.1 million, the gross carrying amount of our Group’s mining rights
was approximately RMB13.0 million as at December 31, 2018.

In 2019, Yixiang New Energy was required to pay to Yunshan Forestry of Luobei County and the
Heilongjiang Province a total amount of approximately RMB®&8.3 million as consideration for changing
the land use of the mine from “forest” to ‘““‘commercial” use. Such consideration related to the occupied
forest land was divided into two parts, which included the fee for relevant forest vegetation restoration
of approximately RMBS5.7 million in the first phase of Yixiang New Energy’s development project of the
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mine, and a consideration of approximately RMB2.6 million paid to Yunshan Forestry of Luobei County
pursuant to the agreement entered into between Yixiang New Energy and Yunshan Forestry of Luobei
County. The assessment of consideration was based on the number of forest trees used and the area of
the forest land occupied, with Yixiang New Energy occupying approximately 14,778 trees and 9.6
hectares of state-owned forest land. The gross carrying amount was approximately RMB21.4 million as
at December 31, 2019 with such additions in the amount of approximately RMBS8.3 million. There was
an amortization of approximately RMBO0.8 million for the year ended December 31, 2019.

In the second phase of the Yixiang New Energy’s development project of the mine in 2020,
Yixiang New Energy paid a sum of approximately RMB2.6 million pursuant to the agreement entered
into between Yixiang New Energy and Yunshan Forestry of Luobei County, which was determined
based on the number of forest trees used and the occupied area of the forest land, with Yixiang New
Energy occupying approximately 16,773 trees and 9.4 hectares of state-owned forest land. Together with
the fee of approximately RMBS5.7 million paid to Heilongjiang Province, the additions in the amount of
approximately RMB&8.3 million was recorded for 2020, thereby increasing the gross carrying amount of
our mining rights to approximately RMB29.7 million as at December 31, 2020. There was an
amortization of approximately RMB1.8 million for the year ended December 31, 2020.

We recorded an amortization of approximately RMBI1.1 million for the year ended December 31,
2021 as compared to approximately RMB1.8 million in 2020, the decrease of which was mainly due to
the decrease of unprocessed marble being extracted in 2021. The net carrying amount of our mining
rights decreased to approximately RMB25.9 million, and the gross carrying amount remained at
approximately RMB29.7 million.

Current and deferred income tax

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

Current income tax

The current income tax charge is calculated on the basis of the tax laws enacted or substantively
enacted at the consolidated statements of financial position date in the places where our Company and
its subsidiaries operate and generate taxable income. Our Board periodically evaluates positions taken in
tax returns with respect to situations in which applicable tax regulation is subject to interpretation. It
establishes provisions where appropriate on the basis of amounts expected to be paid to the tax
authorities.

Deferred income tax

Deferred income tax is provided in full, using the liability method, on temporary differences
arising between the tax bases of assets and liabilities and their carrying amounts in the consolidated
financial statements. However, deferred tax liabilities are not recognized if they arise from the initial
recognition of goodwill. Deferred income tax is also not accounted for if it arises from initial
recognition of an asset or liability in a transaction other than a business combination that at the time of
the transaction affects neither accounting nor taxable profit or loss. Deferred income tax is determined

- 250 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

FINANCIAL INFORMATION

using tax rates (and laws) that have been enacted or substantially enacted by the end of the reporting
period and are expected to apply when the related deferred income tax asset is realized or the deferred
income tax liability is settled.

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

Deferred tax liabilities and assets are not recognized for temporary differences between the
carrying amount and tax bases of investments in foreign operations where our company is able to control
the timing of the reversal of the temporary differences and it is probable that the differences will not
reverse in the foreseeable future.

Inventories

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

Trade and other receivables

Trade receivables are amounts due from customers for goods sold or services performed in the
ordinary course of business. They are generally due for settlement within 90 days and therefore all
classified as current. Trade and other receivables are recognized initially at the amount of consideration
that is unconditional unless they contain significant financing components, when they are recognized at
fair value. Our Group holds the trade and other receivables with the objective of collecting the
contractual cash flows and therefore measures them subsequently at amortized cost using the effective
interest method.

Research and development

All research costs are charged to the consolidated statements of comprehensive income as incurred.
Expenditure incurred on projects to develop new products is capitalized and deferred only when our
Group can demonstrate the technical feasibility of completing the intangible asset so that it will be
available for use or sale, its intention to complete and its ability to use or sell the asset, how the asset
will generate future economic benefits, the availability of resources to complete the project and the
ability to measure reliably the expenditure during the development. Product development expenditure
which does not meet these criteria is expensed when incurred.
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RESULTS OF OPERATIONS

The following table sets forth the consolidated statements of comprehensive income for the years

indicated:

Year ended December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)
Revenue 123,736 168,749 198,365
Cost of sales (64,309) (85,502) (105,322)
Gross profit 59,427 83,247 93,043
Other income and other gains, net 663 300 8,033
Selling and distribution expenses (14,299) (9,393) (10,138)
General and administrative expenses (9,019) (18,770) (19,738)
Research and development expenses (4,820) (5,830) (8,118)
Reversal of/(provision for) impairment of financial assets 194 (349) (1,463)
Operating profit 32,146 49,205 61,619
Finance income 12 18 54
Finance costs (435) (778) (834)
Finance costs, net (423) (760) (780)
Profit before income tax 31,723 48,445 60,839
Income tax expense (7,174) (10,586) (7,514)
Profit for the year 24,549 37,859 53,325

Profit attributable to:

Owner of the Company 24,549 36,884 53,325
Non-controlling interests — 975 —
Profit for the year 24,549 37,859 53,325

Non-HKFRSs information‘":

Net profit for the financial year 24,549 37,859 53,325
Add: [REDACTED] expenses — [REDACTED] [REDACTED]
Adjusted profit for the financial year 24,549 [REDACTED] [REDACTED]
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Note:

1. Adjusted profit for the year is derived by excluding the [REDACTED] expenses. The term of adjusted profit is not
defined under HKFRSs. The adjusted profit for the year was presented because our Directors believe that it is a
useful supplement to the consolidated statements of comprehensive income as it reflects our profitability from our
operations without taking into consideration of the non-recurring [REDACTED] expenses. However, the adjusted
profit for the year should not be considered in isolation or construed as an alternative to gross profit or profit for the
year prepared in accordance with HKFRSs, or an alternative to cash flows as a measurement of liquidity and shall be
used for illustrative purpose only. Potential [REDACTED] should be aware that the adjusted profit for the year
presented in this document may not be comparable to similarly titled measures reported by other companies due to
differences in the components of the calculation.

PRINCIPAL INCOME STATEMENT COMPONENTS
Revenue

During the Track Record Period, we generated our revenue primarily from (i) the sale of flake
graphite concentrate; (ii) the sale of spherical graphite and its by-products; and (iii) the sale of
unprocessed marble. We only began generating revenue from the sale of unprocessed marble in the year
ended December 31, 2020, after obtaining the mining rights to our Beishan Mine in the year ended
December 31, 2019. The following table sets forth the revenue generated from each business segment
for the years indicated:

For the year ended December 31,

2019 2020 2021
(RMB’000) (%) (RMB’000) (%) (RMB’000) (%)
Sale of flake graphite concentrate 57,374 46.4 85,709 50.8 97,672 49.2
Sale of spherical graphite and its by-products 66,362 53.6 76,159 45.1 98,509 49.7
Sale of unprocessed marble — — 6,881 4.1 2,184 1.1
Total 123,736 100.0 168,749 100.0 198,365 100.0

For the years ended December 31, 2019, 2020 and 2021, we sold (i) approximately 18,400 tonnes,
34,100 tonnes and 37,300 tonnes of flake graphite concentrate; (ii) approximately 8,300 tonnes, 10,400
tonnes and 13,800 tonnes of spherical graphite and its by-products; and (iii) nil, approximately 675,200
tonnes and 341,700 tonnes of unprocessed marble, respectively. All of our revenue during the Track
Record Period were generated from customers located in the PRC.

Revenue generated from the sale of flake graphite concentrate

The sale of our processed flake graphite concentrate accounted for approximately 46.4%, 50.8%
and 49.2% of our total revenue for the three years ended December 31, 2019, 2020 and 2021,
respectively. We have been selling flake graphite concentrate since our business was founded in 2006,
with a focus on those with a carbon content between 94% and 96.8%. For the three years ended
December 31, 2019, 2020 and 2021, sales from our flake graphite concentrate, mainly included types,
“194” (indicating a carbon content of 94% or from 94% to less than 95%), “195” (indicating a carbon
content of 95% or from 95% to less than 96%) and “196” (indicating a carbon content of 96% or from

- 253 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

FINANCIAL INFORMATION

96% to 96.8%) generated a revenue of approximately RMB48.6 million, RMB74.0 million and RMB92.9
million, respectively. The following table summarizes the revenue generated by, the sales volume and
the average selling prices of our flake graphite concentrate during the Track Record Period:

For the year ended December 31,

2019 2020 2021

Sales Average Sales Average Sales Average
Type Revenue volume  selling price Revenue volume selling price Revenue volume  selling price
(RMB’000) (Tonnes) — (RMB/tonne) (RMB’000) (Tonnes) — (RMB/tonne) (RMB’000) (Tonnes)  (RMB/tonne)
194 26,479 8,396 3,154 28,288 11,132 2,541 47,254 18,094 2,612
195 14,139 4,007 3,529 35,525 13,837 2,567 41,806 15,803 2,645
196 7,968 2,002 3,980 10,218 3,671 2,783 3,889 1,339 2,904
Others'" 8,788 3,996 2,199 11,678 5,494 2,126 4,723 2,022 2,336

Total 57,374 18,401 85,709 34,134 97,672 37,258

Note:

(1) Others primarily include flake graphite concentrate of other carbon content specifications.

Our revenue generated from the sale of flake graphite concentrate is determined by our average
selling price and sale volume. Our Directors believe that the selling price of our flake graphite
concentrate is generally influenced by factors such as production costs and product specifications
required by our customers. For instance, there is a general increase in the average selling price of each
type of our flake graphite concentrate by the percentage of carbon content due to the extra processes
involved. Our Directors believe that, due to the standardized nature of such flake graphite concentrate,
our products may be price sensitive and easily replicated by competitors. Hence, our advantage on
selling flake graphite concentrate primarily lies with effective cost control through an integrated supply
chain, which was improved after obtaining the mining rights to our Beishan Mine. Another key to our
success in generating revenue from the sales of flake graphite concentrate is our ability to secure new
customers, or secure more orders from existing customers. This is considered to be a major contributory
factor to the general increase in our revenue generated from the sales of flake graphite concentrate
during the Track Record Period.

Across all the three main types of flake graphite concentrate during the Track Record Period, there
had been a general increasing trend for sales volume and revenue generated, whilst there had been a
decline for the average selling prices between 2019 and 2020. The decrease in the average selling prices
of such three key types between the years ended December 31, 2019 and 2020 was mainly due to our
Directors decided to provide discounts to existing customers who might be facing difficulties during the
COVID-19 outbreak, and further discounts were given to two newly engaged major customers during the
same year.

Our revenue generated from the sale of flake graphite concentrate increased by approximately
RMB28.3 million, or approximately 49.3%, from approximately RMB57.4 million for the year ended
December 31, 2019 to approximately RMB85.7 million for the year ended December 31, 2020. Such
increase was mainly attributable to a sharp increase in the sales of our 195 flake graphite concentrate,
mainly caused by the engagement of customers and the discounts given to long-term customers during
the COVID-19 outbreak in order to maintain positive relationships with customers.
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Our revenue generated from the sale of flake graphite concentrate increased by approximately
RMB12.0 million, or approximately 14.0%, from approximately RMB85.7 million for the year ended
December 31, 2020 to approximately RMB97.7 million for the year ended December 31, 2021. Such
increase was mainly attributable to the overall increase in the average selling price of flake graphite
concentrate which was as a result of increase of market demand. The decrease in revenue of type 196
and other types was offset by the significant increase in our sales volume of type 194 from
approximately 11,100 tonnes for the year ended December 31, 2020 to approximately 18,100 tonnes for
the year ended December 31, 2021. The substantial increase in demand for type 194 from customers
contributed to an increase in revenue of type 194 from approximately RMB28.3 million for the year
ended December 31, 2020 to approximately RMB47.3 million for the year ended December 31, 2021.
We also recorded an increase in revenue from sales of our type 195, mainly caused by an increase of
sales volume from approximately 13,800 tonnes in 2020 to 15,800 tonnes in 2021 as a result of increase
in market demand for our type 195 products.

Revenue generated from the sale of spherical graphite and by-products

The sale of our spherical graphite generated represented approximately 53.6%, 45.1% and 49.7%
of our total revenue for the three years ended December 31, 2019, 2020 and 2021, respectively. We have
been selling spherical graphite since September 2012, all of which with a carbon content between 95%
and 99.5%. Model numbers of our spherical graphite (i.e. SG-10 being the spherical graphite with a
radius of 10 pm) are designated according to the size of the spherical graphite processed, with other
model numbers designated according to the density, purity or shape of the spherical graphite. Within the
SG-10 model, there may be many variances based on the density and purity which would have an effect
on its selling price. Owing to such a wide and diverse of variances within one model, the revenue
generated by the sale of our SG-10 spherical graphite accounted for approximately 71.0%, 83.9% and
48.6% of our revenue from the sale of spherical graphite and by-products for the three years ended
December 31, 2019, 2020 and 2021. As by-products of processing our spherical graphite, we also
produce and sell micro graphite powder and high-purity graphite powder. The following table
summarizes the revenue generated, the sales volume and the average selling prices of our spherical
graphite and its by-products during the Track Record Period:

For the year ended December 31,

2019 2020 2021
Revenue Sales Average Revenue Sales Average Revenue Sales Average
generated volume  selling price generated volume  selling price generated volume  selling price
(RMB’000) (Tonnes) — (RMB/tonne) (RMB’000) (Tonnes) — (RMB/tonne) (RMB’000) (Tonnes) — (RMB/tonne)
Spherical graphite
§G-10 47,122 2,343 20,112 63,926 3479 18,375 47,842 3,059 15,638
Other models 9,998 645 15,501 5,231 444 11,795 42,443 3,002 14,138
Subtotal 57,120 2,988 69,163 3,923 90,285 6,061
Micro graphite powder 7,103 5,049 1,407 6,284 6,296 998 8,043 1,733 1,040
High-purity graphite
powder 2,139 282 7,585 712 134 5313 181 48 3,771
Total 66,362 8,319 76,159 10,353 98,509 13,842
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Our revenue generated from the sale of spherical graphite is determined by factors such as
production costs and our average selling price and sales volume. The selling price of our spherical
graphite is generally influenced by the product specifications, as orders for our spherical graphite
products are often made upon request by customers, with designated specifications and tailored
instructions. The average selling price of our SG-10 products was lowered in the year ended December
31, 2020 as compared to 2019 as we aim to maintain customer relationships during the COVID-19
outbreak. The decrease in the average selling price of our SG-10 products for the year ended December
31, 2021 as compared to the corresponding period in 2020 was primarily attributable to a decreased
sales of a high-density version of the model during the period and our adoption of our market
competitive pricing strategy.

Our revenue generated from the sales of spherical graphite and by-products increased by
approximately RMB9.8 million or 14.8%, from approximately RMB66.4 million for the year ended
December 31, 2019 to approximately RMB76.2 million for the year ended December 31, 2020, primarily
due to the increase of sales of our SG-10 spherical graphite model, generating an increase in revenue of
approximately RMB16.8 million, as a result of our Company’s decision to reduce the selling price of
such products in order to (i) maintain a positive relationship with our long-term customers, especially if
they were experiencing difficulties during the COVID-19 outbreak; (ii) attract a larger customer base;
and (iii) capture our market share for the year.

Our revenue generated from the sales of spherical graphite and by-products increased by
approximately RMB22.3 million or approximately 29.3%, from approximately RMB76.2 million for the
year ended December 31, 2020 to approximately RMB98.5 million for the year ended December 31,
2021, primarily due to the significant increase in the sales volume of other models from approximately
400 tonnes for the year ended December 31, 2020 to approximately 3,000 tonnes for the year ended
December 31, 2021. The increase was mainly attributable to the substantial increase in sales of the
purchase orders in respect of SG-9 spherical graphite from one of our top five customers in 2019 and
2021.

Revenue generated from the sales of unprocessed marble

As we only began the extraction of unprocessed marble in the year ended December 31, 2019 after
obtaining the mining rights to our Beishan Mine, the sale of our unprocessed marble generated a revenue
of approximately RMB6.9 million for the year ended December 31, 2020, accounting for approximately
4.1% of our total revenue for the same year. We did not sell unprocessed marble in 2019 because most
of the unprocessed marble that was extracted in the year ended December 31, 2019 was utilized to build
some basic infrastructure to support our operations (such as roads, pavements and the reinforcement of
the tailings pond dam). For the year ended December 31, 2021, our revenue generated from the sales of
unprocessed marble amounted to approximately RMB2.2 million, as compared to approximately RMB6.9
million for the year ended December 31, 2020. Such decrease was primarily due to a decrease in sales
price of unprocessed marble to accelerate such sales to customers in order to make available more
working space for storage of other extracted materials on our site, and our customers’ demand on
unprocessed marble decreased due to the slowdown in the property building and construction industry in
the PRC in second half of 2021.
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Cost of sales

Our cost of sales consisted of primarily (i) raw materials and consumables; (ii) electricity fees; (iii)
extraction costs; (iv) direct labor costs; (v) depreciation; (vi) maintenance fees; and (vii) subcontractor
fees. During the Track Record Period, our cost of sales accounted for approximately RMB64.3 million,
RMBS85.5 million and RMB105.3 million, representing approximately 52.0%, 50.7% and 53.1% of our
total revenue for the respective years. The following table summarizes our cost of sales by nature during
the Track Record Period:

For the year ended December 31,

2019 2020 2021
(RMB’000) (%) (RMB’000) (%) (RMB’000) (%)

Raw materials and

consumables 25,217 39.2 40,872 47.8 49,854 473
Electricity fees 21,588 33.6 22,464 26.3 23,031 21.9
Extraction costs 2,950 4.6 7,894 9.2 6,368 6.1
Direct labor costs 6,815 10.6 5,600 6.5 4,784 4.5
Depreciation 4,114 6.4 4,636 54 8,350 7.9
Maintenance fees 1,170 1.8 1,075 1.3 267 0.3
Subcontractor fees — — 164 0.2 6,497 6.2
Outsourcing charges — — — — 3,070 2.9
Others'" 2,455 3.8 2,797 3.3 3,101 2.9
Total 64,309 100.0 85,502 100.0 105,322 100.0
Note:
1. Others include amortization of mining rights, taxes and others

Our cost of sales increased by approximately RMB21.2 million, or approximately 33.0%, from
approximately RMB64.3 million for the year ended December 31, 2019 to approximately RMB&S5.5
million for the year ended December 31, 2020. Such increase was due to (i) the increase in raw
materials and consumables consumed of approximately RMB15.7 million, which was in line with our
substantial increase in revenue during the year; (ii) the increase in extraction costs by approximately
RMB4.9 million as the total volume of the materials moved, including graphite ore, marble ore and
waste, extracted from our Beishan Mine increased in 2020; and (iii) there was also a decrease in direct
labor cost by approximately 17.8% as we reduced the number of staff that were deemed redundant to the
production processes, and we replaced some of our staff members with lower-skilled workers at a
reduced salary cost.

Our cost of sales increased by approximately RMB19.8 million, or approximately 23.2%, from
approximately RMB85.5 million for the year ended December 31, 2020 to approximately RMB105.3
million for the year ended December 31, 2021. Such increase was mainly due to (i) our engagement of
third party service providers in the amount of approximately RMB6.5 million to perform purification
work on spherical graphite from January to May 2021 until business suspension had ceased; (ii) the
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incurrence of outsourcing charges of approximately RMB3.1 million as a result of our crowdsourcing in
2021; and (iii) the increase of raw materials and consumables of approximately RMB9.0 million in line
with our growth of revenue.

Unit cost by product

Flake graphite concentrate

For the year ended December 31,

2019 2020 2021
Cost of Sales Average Cost of Sales Average Cost of Sales Average
sales volume unit cost sales volume unit cost sales volume unit cost
(RMB’000/ (RMB’000/ (RMB’000/
(RMB’000) (Tonnes) tonne) (RMB’000) (Tonnes) tonne) (RMB’000) (Tonnes) tonne)
Flake graphite concentrate

194 12,747 8,396 1.5 12,510 11,132 1.1 21,730 18,094 1.2
195 6,198 4,007 1.5 16,584 13,837 12 19,449 15,803 12
196 3,426 2,002 1.7 5,024 3,671 14 2,003 1,339 1.5
Others 6,031 3,996 1.7 6,086 5,494 1.1 2,530 2,022 1.3

Total 29,002 18,401 40,204 34,134 45,712 37,258

A unit cost is a total expenditure incurred by our Group to produce, store, and sell one unit (one
tonne) of our graphite products. During the Track Record Period, our unit cost for flake graphite
concentrate recorded a decreasing trend between 2019 and 2020 and remained stable in 2021. For the
year ended December 31, 2019, our average unit costs ranged from approximately RMBI1,500 to
RMB1,700. For the year ended December 31, 2020, our average unit cost decreased to a range of
approximately RMB1,100 to approximately RMB1,400 per tonne mainly contributed by (i) the growth in
sales; and (ii) the benefits of economies of scale as our utilization rate of our beneficiation plant
increased by the year. The average unit costs remained relatively stable in the range of approximately
RMB1,200 to approximately RMB1,500 per tonne for the year ended December 31, 2021, respectively.

Spherical graphite

For the year ended December 31,

2019 2020 2021
Cost of Sales Average Cost of Sales Average Cost of Sales Average
sales volume unit cost sales volume unit cost sales volume unit cost
(RMB’000/ (RMB’000/ (RMB’000/
(RMB’000) (Tonnes) tonne) (RMB’000) (Tonnes) tonne) (RMB’000) (Tonnes) tonne)
Spherical graphite
§G-10 22,446 2,343 9.6 31,809 3,479 9.1 29,627 3,059 9.7
Other models 5,892 645 9.1 3,251 444 1.3 21,332 3,002 7.1
Subtotal 28,338 2,988 35,060 3,923 50,959 6,061
Micro graphite powder 5,376 5,049 1.1 5,489 6,296 0.9 6,167 7,733 0.8
High-purity graphite
powder 1,593 282 5.7 624 134 4.7 203 43 42
Total 35,307 8,319 41,173 10,353 57,329 13,842
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Our average unit costs ranged from approximately RMB9,100 to approximately RMB9,600 per
tonne for the year ended December 31, 2019. The average unit cost decreased to the range from
approximately RMB7,300 to approximately RMB9,100 per tonne for the year ended December 31, 2020
due to the better synergies of a vertical integration such as better control of our raw materials and more
effective cost control with our Beishan Mine in 2020. The average unit costs for SG-10 increased from
approximately RMB9,100 per tonne for the year ended December 31, 2020 to approximately RMB9,700
per tonne for the year ended December 31, 2021 due to the incurrence of subcontractor fees of
approximately RMB6.5 million paid to graphite processing service provider for purification processing
service from January to May 2021. The average unit costs for other models remained relatively stable in
the range of approximately RMB7,100 to approximately RMB7,300 per tonne for the years ended
December 31, 2020 and 2021. With respective to the average unit costs for micro graphite powder and
high-purity graphite powder, we recorded the average unit costs in a decreasing trend, primarily
attributable to overall decrease in costs of unprocessed graphite extracted from our Beishan Mine as
compared to the costs of unprocessed graphite procured from our third party suppliers after obtaining the
mining rights to our Beishan Mine.

Gross profit and gross profit margin

For the three years ended December 31, 2019, 2020 and 2021, our gross profit amounted to
approximately RMB59.4 million, RMB&83.2 million and RMB93.0 million, representing a gross profit
margin of approximately 48.0%, 49.3% and 46.9%, respectively. The following table summarizes our
gross profit and gross profit margin breakdown by business segment during the Track Record Period:

For the year ended December 31,

2019 2020 2021
Gross Gross Gross
Gross profit Gross profit Gross profit
profit margin profit margin profit margin
(RMB’000) (%) (RMB’000) (%) (RMB’000) (%)
Sale of flake graphite
concentrate 28,372 49.5 45,505 53.1 51,960 53.2
Sale of spherical graphite
and its by-products 31,055 46.8 34,986 459 41,180 41.8
Sale of unprocessed
marble — — 2,756 40.1 (97) (4.4)
Gross profit/gross profit
margin 59,427 48.0 83,247 49.3 93,043 46.9

Our gross profit from the sale of flake graphite concentrate increased from approximately
RMB28.4 million for the year ended December 31, 2019 to approximately RMB45.5 million for the year
ended December 31, 2020 due to (i) the sharp increase in sales of our flake graphite concentrate; and (ii)
the benefits of economies of scale as our utilization rate of our beneficiation plant increased in the year.
Accordingly, our gross profit margin from the sale of flake graphite concentrate increased from
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approximately 49.5% for the year ended December 31, 2019 to approximately 53.1% for the year ended
December 31, 2020. We recorded our gross profit of approximately RMBS52.0 million and gross profit
margin at approximately 53.2% for the year ended December 31, 2021.

Our gross profit from the sale of spherical graphite and its by-products increased from
approximately RMB31.1 million for the year ended December 31, 2019 to approximately RMB35.0
million for the year ended December 31, 2020, mainly because of the increase in sales volume as a
result of the lowered average selling price of our products sold, which was partially due to the decrease
in unit cost of unprocessed graphite procured since the commencement of our vertical integration. Our
gross profit margin decreased slightly from 46.8% to approximately 45.9% for the year ended December
31, 2020, which was primarily due to the decision to lower our average selling price of our products to
maintain our market share and relationship with customers, and our spherical graphite processing plant’s
temporary suspension in June 2020 and the suspension of its purification station in November and
December 2020. Our gross profit margin decreased from approximately 45.9% for the year ended
December 31, 2020 to approximately 41.8% in the corresponding period in 2021, which was primarily
attributable to the increase in our cost of sales resulted from the incurrence of subcontractor fees paid to
third party service providers of approximately RMB6.5 million for purification processing service in
2021.

As we only began the extraction of unprocessed marble in 2019 after obtaining the mining rights to
our Beishan Mine, the gross profit from the sale of unprocessed marble amounted to approximately
RMB2.8 million for the year ended December 31, 2020, representing a gross profit margin of
approximately 40.1%. Our gross profit margin for the sale of unprocessed marble decreased from
approximately 40.1% for the year ended December 31, 2020 to approximately -4.4% in the
corresponding period in 2021, due to the lowering of sales price of unprocessed marble to accelerate
such sales to customers in order to make available more working space for placing of other extracted
materials on our site, and our customers’ demand on unprocessed marble decreased due to the slowdown
in the property building and construction industry in the PRC in the second half of 2021.

Other income and other gains, net

Our other income and other gains, net mainly consisted of government grants and gains/(losses) on
disposal of property, plant and equipment. The following table summarizes our other income and other
gains during the Track Record Period:

For the year ended December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Other income
Government grants 500 630 7,858
Others 68 5 163

Other gains/(losses), net
Gains/(losses) on disposal of property, plant and
equipment, net 95 (335) 12

Total 663 300 8,033
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Our other income and other gains, net decreased from approximately RMBO0.7 million for the year
ended December 31, 2019 to approximately RMBO0.3 million for the year ended December 31, 2020,
which was primarily attributable to the disposal of five of our motor trucks, resulting in a loss of
approximately RMBO0.3 million. This was offset by another technology subsidy granted from the
Heilongjiang Provincial Government to Yixiang New Energy for developing small-size spherical
graphite with a high tap density. Our other income and other gains, net increased from approximately
RMBO.3 million for the year ended December 31, 2020 to approximately RMBS8.0 million for the year
ended December 31, 2021, which was primarily attributed to the (i) one-off government tax grant of
approximately RMBS5.0 million to our Group’s effort in achieving a target level of taxation contribution
for the past years; and (ii) government grant for Group’s effort in research and development of
approximately RMB2.5 million.

Selling and distribution expenses

Our selling and distribution expenses during the Track Record Period mainly consisted of (i)
transportation fees; (ii) employees salaries and benefits; (iii) sales agency fees; (iv) marketing fees; and
(v) rental expenses.

For the three years ended December 31, 2019, 2020 and 2021, our selling and distribution expenses
accounted for approximately RMB14.3 million, RMB9.4 million and RMB10.1 million, representing
approximately 11.6%, 5.6% and 5.1% of our total revenue for the respective years. The following table
summarizes our selling and distribution expenses by nature during the Track Record Period:

For the year ended December 31,

2019 2020 2021
(RMB’000) (%) (RMB’000) (%) (RMB’000) (%)

Transportation fees 6,253 43.7 8,032 85.5 7,905 78.0
Employee salaries and

benefits 1,341 9.4 1,257 13.4 847 8.4
Marketing fees 3,719 26.0 4 0.0 — —
Rental expenses 2,000 14.0 — — — —
Sales agency fees 903 6.3 — — — —
Outsourcing charges — — — — 1,230 12.1
Others'" 83 0.6 100 1.1 156 1.5
Total 14,299 100.0 9,393 100.0 10,138 100.0
Note:
1. Others mainly include travelling and utilities expenses

Our transportation fees represented those expenses involved in the transport of unprocessed
graphite to our production sites, and the delivery of our finished products from our site to a location
designated by our customers; our marketing fees mainly represented advertisement and sponsoring of
industry events; and our sales agency fees represented expenses incurred when we engaged third-party
customer relationship services providers during the Track Record Period. For details, please see the
sections headed “Business — Our business model — sales and marketing” and “Business — Inventory
management — Logistics” in this document.
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Our selling and distribution expenses decreased by approximately RMB4.9 million or 34.3% for
the year ended December 31, 2019 to approximately RMB9.4 million for the year ended December 31,
2020. This was mainly due to an overhaul of cost control measures being implemented, following the
COVID-19 outbreak, including in particular: (i) the decrease in rental expenses from approximately
RMB2.0 million to nil as we did not renew the lease of Beijing office space in order to save costs; (ii)
the decrease in marketing fees from approximately RMB3.7 million to approximately RMB4,000, as we
did not sponsor seminars in order to save costs; and (iii) the decrease in sales agency fees by
approximately RMBO0.9 million, as we discontinued our engagement with the customer relationship
services providers in the year ended December 31, 2019, having considered they had not been proven
most effective given our Group has been gradually building our own sales team, and has established a
stable rapport with customers. We also incurred transportation fees of approximately RMBS8.0 million, as
we had also entered into a fixed-term services transportation agreement for the delivery of our products
with a third-party transportation services company during the year.

We recorded our selling and distribution expenses at approximately RMB9.4 million for the year
ended December 31, 2020 as compared to approximately RMB10.1 million for the year ended December
31, 2021, representing an increase of approximately RMBO0.7 million or 7.4%. Such increase was mainly
attributable to incurrence of outsourcing costs of approximately RMBI1.2 million as a result of
crowdsourcing of workforce for administrative and sales support in line with our business growth for the
year ended December 31, 2021.

General and administrative expenses

Our general and administrative expenses during the Track Record Period mainly consisted of (i)
employees salaries and benefits; (ii) depreciation; (iii) consultancy fees; and (iv) [REDACTED]
expenses.

For the three years ended December 31, 2019, 2020 and 2021, our general and administrative
expenses accounted for approximately RMB9.0 million, RMBI18.8 million and RMB19.7 million,
representing approximately 7.3%, 11.1% and 10.0% of our total revenue for the respective years. The
following table summarizes our general and administrative expenses by nature during the Track Record
Period:

For the year ended December 31,

2019 2020 2021
(RMB’000) (%) (RMB’000) (%) (RMB’000) (%)

[REDACTED] expenses — — 8,214 43.8 6,881 34.9
Employee salaries and

benefits 3,546 39.3 5,479 29.2 5,959 30.2
Outsourcing charges — — — — 411 2.1
Professional fees 1,281 14.2 2,145 11.4 2,007 10.2
Depreciation 1,113 12.3 1,105 5.9 1,092 5.5
Travel and entertainment

expenses 767 8.5 789 4.2 703 3.6
Office and maintenance

expenses 1,307 14.5 339 1.8 893 4.5
Others'" 1,005 11.2 699 3.7 1,792 9.0
Total 9,019 100.0 18,770 100.0 19,738 100.0
Note:
1. Others include repair, utilities and miscellaneous expenses.
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Our general and administrative expenses increased by approximately RMBO9.8 million, or by
approximately 108.9%, from approximately RMB9.0 million for the year ended December 31, 2019 to
approximately RMB18.8 million for the year ended December 31, 2020, mainly due to (i) the increase in
employee salaries and benefits from approximately RMB3.5 million to approximately RMB5.5 million
as there had been salary increases for management level staff for their contribution to the [REDACTED]
application and there had been an increase in the number of staff members hired; (ii) the [REDACTED]
expenses incurred of approximately RMB[REDACTED] million; and (iii) the increase in professional
fees from approximately RMB1.3 million to approximately RMB2.1 million, of which approximately
RMBI1.0 million was used for mine exploration and environmental monitoring (as required by the
Independent Technical Consultant), approximately RMBO0.2 million was used on real estate mapping for
Yixiang New Energy (which was necessary to obtain the buildings license), approximately RMBO0.4
million was used for the construction completion inspection, mapping, and environmental inspection in
relation to our beneficiation facility, and approximately RMBO0.4 million was used for fire safety
inspections.

Our general and administrative expenses increased by approximately RMBO0.9 million, or by
approximately 4.8%, from approximately RMB18.8 million for the year ended December 31, 2020 to
approximately RMB19.7 million for the year ended December 31, 2021, mainly due to the increase of
staff cost, other miscellaneous expenses and office and maintenance expenses in line with our business
growth.

Research and development expenses

Our research and development expenses during the Track Record Period mainly consisted of raw
materials, electricity, employees salaries and benefits, depreciation and others. For the three years ended
December 31, 2019, 2020 and 2021, our research and development expenses accounted for
approximately RMB4.8 million, RMB5.8 million and RMBS8.1 million, representing approximately
3.9%, 3.5% and 4.1% of our total revenue for the respective years. For details of our research and
development efforts, please see the section headed ‘“Business — Research and development™ in this
document. The following table summarizes our research and development expenses by nature, during the
Track Record Period:

For the year ended December 31,

2019 2020 2021
(RMB’000) (%) (RMB’000) (%) (RMB’000) (%)

Raw materials 1,214 25.2 2,564 44.0 2,703 33.3
Electricity 1,211 25.1 1,883 323 3,222 39.7
Employee benefit and

salaries 1,041 21.6 853 14.6 1,622 20.0
Molding fees 1,201 24.9 — — — —
Others'” 153 3.2 530 9.1 571 7.0
Total 4,820 100.0 5,830 100.0 8,118 100.0
Note:
1. Others mainly include depreciation of machinery and equipment used for research and development purposes.
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Our research and development expenses increased by approximately RMB1.0 million or
approximately 20.8% from approximately RMB4.8 million for the year ended December 31, 2019 to
approximately RMB5.8 million for the year ended December 31, 2020 mainly due to an increased use of
raw materials for testing purposes.

Our research and development expenses increased by approximately RMB2.3 million from
approximately RMB5.8 million for the year ended December 31, 2020 to approximately RMBS.1 million
for the year ended December 31, 2021, due to our continuous efforts to strengthen our research and
development activities to improve our beneficiation and processing methods.

Finance costs, net

Our finance costs, net, mainly consisted of interest income and interest expenses. The following
table summarizes our finance costs, net, during the Track Record Period:

For the year ended December 31,
2019 2020 2021
(RMB’000)  (RMB’000)  (RMB’000)

Finance income
Interest income 12 18 54

Finance costs

Interest expenses on borrowings (189) (427) (652)
Interest expenses on bills arrangement (233) (208) (69)
Interest elements of lease liabilities (13) (36) —

Interest elements of provision for reclamation and
mine closure — (107) (113)

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

During the Track Record Period, our finance costs, net, represented mostly interest expenses on
borrowings, interest expenses on bills arrangement, interest elements of lease liabilities and interest
elements of provision for reclamation and mine closure (in relation the future costs on land rehabilitation
later on as we continue to develop our mining operations and construct more structures on-site).

Our finance costs, net, increased from approximately RMBO0.4 million for the year ended December
31, 2019 to approximately RMBO0.8 million for the year ended December 31, 2020, primarily due to an
increase in total borrowings of approximately RMB2.3 million. Our finance costs, net, remained stable
at approximately RMBO0.8 million for the year ended December 31, 2021.
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Income tax expense

Our income tax expense during the Track Record Period consisted of current income tax and
deferred income tax of our Group. The following table summarizes our income tax expense during the
Track Record Period:

For the year ended December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Current income tax

— PRC corporate income tax 5,798 9,913 6,630
Deferred income tax

— Reversal of temporary differences 1,376 673 1,133

— Impact of change in tax rate — — (249)
Income tax expense 7,174 10,586 7,514
Effective tax rate (%) 22.6 21.9 12.4

Under the relevant rules and regulations of the Cayman Islands, we are not subject to any income
tax in the Cayman Islands. No Hong Kong profits tax has been provided for Track Record Period since
there was no tax assessable profit generated from Hong Kong. Taxation on profits outside Hong Kong
has been calculated on the estimated assessable profit for the year at the rates of taxation prevailing in
the regions/countries in which our Group operates. PRC Corporate Income Tax has been provided for at
the rate of 25% for the Track Record Period on the estimated assessable profit for the year. According to
the Corporate Income Tax Law of the PRC, starting from January 1, 2008, a withholding tax of 10%
will be levied on the immediate holding companies outside the PRC when their PRC subsidiaries declare
dividend out of profit earned after January 1, 2008. Moreover, Yixiang New Energy is subject to a tax
rate of 15% for the years ended December 31, 2020 and 2021 and Yixiang Graphite is subject to a tax
rate of 15% for the year ended December 31, 2021 as they are eligible to a tax concession as a high-tech
enterprise in such corresponding periods. The effective tax rate was approximately 22.6%, 21.9% and
12.4% for the years ended December 31, 2019, 2020 and 2021, respectively.

LIQUIDITY AND CAPITAL RESOURCES

We require a substantial amount of capital to fund our working capital requirements and business
expansion. Our operation and growth have been primarily been financed by cash generated from our
operations.
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Cash flow

As at December 31, 2019, 2020 and 2021, we had cash and cash equivalents of approximately
RMB1.9 million, RMB10.0 million and RMB33.9 million, respectively. The following table sets out our
cash flow for the years indicated:

For the year ended December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Net cash generated from operating activities 11,244 24,544 75,698
Net cash used in investing activities (27,646) (20,717) (29,122)
Net cash generated from/(used in) financing

activities 13,129 4,319 (22,649)
Net (decrease)/increase in cash and cash equivalents (3,273) 8,146 23,927
Cash and cash equivalents at the beginning of the

year 5,134 1,861 10,007
Cash and cash equivalents at end of the year 1,861 10,007 33,934

Cash flow generated from operating activities

We derive our cash inflow from operating activities principally from the receipt of payments from
the sales of our flake graphite concentrate and spherical graphite. Our cash outflow from operating
activities is principally for the purchases of raw materials, and parts and components for the
beneficiation of flake graphite concentrate and processing of spherical graphite.

For the year ended December 31, 2021, we had net cash generated from operating activities of
approximately RMB75.7 million, which was primarily contributed by an operating profit before working
capital changes of approximately RMB76.0 million, with cash inflow primarily from (i) the decrease of
trade and bills receivables of approximately RMB10.8 million, as a result of our efforts on recovering
outstanding payments from customers; and (ii) the decrease in inventories of approximately RMB7.1
million, offset by cash outflow primarily from a decrease in contract liabilities of approximately
RMB4.4 million, and a decrease in trade payables of approximately RMB2.4 million.

For the year ended December 31, 2020, we had net cash generated from operating activities of
approximately RMB24.5 million, which was primarily contributed by an operating profit before working
capital changes of approximately RMB59.6 million, with cash inflow from (i) a decrease in inventories
of approximately RMB9.4 million; (ii) an increase in contract liabilities of approximately RMB9.3
million; (iii) an increase in trade payables of approximately RMB4.8 million, offset by cash outflow
primarily from an increase in trade and bills receivables of approximately RMB47.6 million.
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For the year ended December 31, 2019, we had net cash generated from operating activities of
approximately RMB11.2 million, which was primarily contributed by an operating profit before working
capital changes of approximately RMB38.7 million, offset primarily by cash outflow from (i) a decrease
in accruals and other payables of approximately RMB7.4 million; (ii) an increase in inventories of
approximately RMB5.7 million; and (iii) a decrease in trade payables of approximately RMB3.8 million.

Cash flow used in investing activities

Our cash outflow for investing activities primarily consisted of payments for the purchase of
property, plant and equipment and the purchase of mining rights. Our cash inflow for investing activities
primarily consisted of proceeds from the disposal of property plant and equipment.

For the year ended December 31, 2021, our net cash used in investing activities amounted to
approximately RMB29.1 million, which was primarily contributed by the purchase of property, plant and
equipment of approximately RMB26.5 million.

For the year ended December 31, 2020, our net cash used in investing activities amounted to
approximately RMB20.7 million, which was primarily contributed by (i) purchase of property, plant and
equipment of approximately RMB13.9 million; and (ii) addition of mining rights of approximately
RMBS8.3 million, which was offset primarily by proceeds from disposal of property, plant and equipment
of approximately RMB1.4 million.

For the year ended December 31, 2019, our net cash used in investing activities amounted to
approximately RMB27.6 million, which was primarily contributed by (i) purchase of property, plant and
equipment of approximately RMB19.8 million; and (ii) addition of mining rights of approximately
RMBS.3 million, which was offset primarily by proceeds from disposal of property, plant and equipment
of approximately RMBO0.5 million.

Cash flow generated from/used in financing activities

Our cash inflow/outflow from financing activities primarily consisted of proceeds from bank and
other borrowings and advances from related parties.

For the year ended December 31, 2021, our net cash used in financing activities amounted to
approximately RMB22.6 million, which was primarily contributed by (i) repayments of bank and other
borrowings of approximately RMBI11.5 million; (ii) repayments to related parties of approximately
RMB6.0 million; and (iii) payments of acquisition of non-controlling interests pursuant to
Reorganization of approximately RMB4.9 million, which was offset by the receipt of proceeds from
bank borrowings of approximately RMB3.0 million.

For the year ended December 31, 2020, our net cash generated from financing activities amounted
to approximately RMB4.3 million, which was primarily contributed by (i) proceeds from bank and other
borrowings of approximately RMB18.5 million; and (ii) advances from related parties of approximately
RMB9.7 million, which was offset primarily by (i) repayments of bank and other borrowings of
RMB16.2 million; and (ii) repayments to related parties of approximately RMB9.6 million.
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For the year ended December 31, 2019, we had net cash generated from financing activities of
approximately RMB13.1 million, which was primarily contributed by (i) proceeds from bank and other
borrowings of approximately RMB12.5 million; and (ii) advances from related parties of approximately
RMB31.4 million, which was offset primarily by repayments to related parties of approximately
RMB28.8 million.

Current assets and liabilities

The following table sets out details of our current assets and liabilities as at the dates indicated:

As at
As at December 31, December 31,
2019 2020 2021

(RMB’000)  (RMB’000)  (RMB’000)

Current assets

Inventories 35,423 25,992 18,874
Trade and bills receivables 113,632 160,863 148,645
Deposits, prepayments and other receivables 180 4,566 7,533
Cash and cash equivalents 1,861 10,007 33,934

151,096 201,428 208,986

Current liabilities

Trade payables 16,160 20,965 18,608
Accruals and other payables 12,595 19,754 18,498
Amounts due to related parties and non-controlling
interests 77,696 82,749 73,127
Borrowings 16,156 18,500 10,000
Contract liabilities 443 9,758 5,310
Lease liabilities 680 1,169 1,143
Current tax liabilities 4,204 2,671 744
127,934 155,566 127,430
Net current assets 23,162 45,862 81,556

As at December 31, 2019, 2020 and 2021, we had net current assets of approximately RMB23.2
million, RMB45.9 million and RMBS81.6 million, respectively.

Our net current assets increased from approximately RMB23.2 million as at December 31, 2019 to
approximately RMB45.9 million as at December 31, 2020, primarily due to (i) the increase in trade and
bills receivables of RMB47.2 million as a result of our increase in revenue; (ii) increase in cash and
cash equivalents of approximately RMBS.1 million; and (iii) increase in deposits, prepayments and other
receivables of approximately RMB4.4 million mainly as a result of the deferred [REDACTED] expenses
and prepayment of raw materials. This was offset by primarily (i) an increase in trade payables of
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approximately RMB4.8 million; (ii) an increase of accruals and other payables of approximately
RMB7.2 million; (iii) an increase of amounts due to related parties and non-controlling interests of
approximately RMBS5.1 million; and (iv) a decrease in inventories of approximately RMB9.4 million.

Our net current assets further increased to approximately RMBS81.6 million as at December 31,
2021, primarily due to (i) an increase in cash and cash equivalents of approximately RMB23.9 million;
(i) a decrease in amounts due to related parties and non-controlling interests of approximately RMB9.6
million; (iii) a decrease in trade payables of approximately RMB2.4 million; and (iv) a decrease in
accruals and other payables of approximately RMB1.3 million, mitigated by (i) a decrease in trade and
bills receivables of approximately RMB12.3 million; and (ii) a decrease in inventories of approximately
RMB7.1 million.

Working capital sufficiency

During the Track Record Period, we relied on cash inflows generated from operating activities
(being approximately RMB75.7 million for the year ended December 31, 2021). Our Directors confirm
that, taking into consideration the financial resources presently available to us, which is primarily our
internal resources (i.e. cash inflows to be generated from our operating activities, which were
approximately RMB75.7 million as at December 31, 2021, and our cash and bank balances on hand,
which were approximately RMB33.9 million as at December 31, 2021), our available banking facilities
and the estimated [REDACTED] from the [REDACTED] of approximately RMB[REDACTED] million,
assuming an [REDACTED] of HKS$[REDACTED] per [REDACTED] being the mid-point of the
estimated price range, we have sufficient working capital for at least 125% of our present requirements
for at least the next 12 months commencing from the date of this document. Our Directors are not aware
of any other factors that would have a material impact on our Group’s liquidity. Details of the funds
necessary to meet our existing operations and to fund our future plans are set out in “Future Plans and
[REDACTED]” in this document.
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CERTAIN ITEMS OF CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
Inventories

Our inventories primarily consist of raw materials, which principally included unprocessed
graphite, work in progress, finished goods (i.e. flake graphite concentrate, spherical graphite and its by-
products and unprocessed marble), and parts and components. The following table sets out the
breakdown of our inventories as at the dates indicated:

As at December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Raw materials 1,065 4,030 6,820
Work in progress 7,982 8,044 5,739
Finished goods 27,012 14,224 6,315

36,059 26,298 18,874
Less: provision for inventories (636) (306) (—)
Total 35,423 25,992 18,874

Our inventories decreased by approximately 26.6% from approximately RMB35.4 million as at
December 31, 2019 to approximately RMB26.0 million as at December 31, 2020. Such decrease was
primarily due to a decrease in our finished goods that resulted from a surge in our overall sales and we
also experienced a temporary suspension of our spherical graphite processing plant’s purification station
from November 2020 to May 2021 for purposes of repairs and enhancements, which slowed down our
production when approaching the end of the year. Our inventories decreased to approximately RMB18.9
million as at December 31, 2021 mainly due to the decrease of finished goods resulted from our overall
sales in the year of 2021.

The following table sets forth our average inventory turnover days for the years indicated:

For the year ended December 31,

2019 2020 2021
Average inventory turnover days‘" 184.8 131.4 77.7
Note:
1. Average inventory turnover days is equal to the average of the opening and closing balances of inventory of the

relevant year divided by cost of sales for the relevant year and multiplied by 365 days for 2019, 366 days for 2020,
and 365 days for the year ended December 31, 2021.
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For the years ended December 31, 2019, 2020 and 2021, our inventory turnover days were 184.8
days, 131.4 days and 77.7 days, respectively. The average inventory turnover days decreased for the year
ended December 31, 2020 due to the increase in sales volume during the year. The average inventory
turnover days decreased to 77.7 days for the year ended December 31, 2021 due to the low level of
inventory that resulted from the aforesaid surge in our overall sales in 2020, which continued in 2021.

We closely monitor our inventory level. Physical inventory count on inventory would be conducted
at least once a year. Our Group makes provision for slow moving inventories based on assessing the
needs and reasonableness of provision for slowing moving inventories at each year end. The
identification of slow-moving inventories requires the use of judgments and key assumptions which take
into consideration of historical sales pattern, ageing and expectation of future sales orders. Where the
expectation is different from the original estimate, such difference will impact the carrying value of
inventories and provision for inventories.

As at the Latest Practicable Date, approximately RMB5.1 million, or approximately 27.1% of
inventories as at December 31, 2021 were sold or consumed.

Trade and bills receivables

As at December 31, 2019, 2020 and 2021, our total trade and bills receivables amounted to
approximately RMB113.6 million, RMB160.9 million and RMB148.6 million, of which our bills
receivables amounted to approximately RMB61.8 million, RMB85.5 million and RMB98.2 million,
respectively. The increase in such amounts during the Track Record Period were largely in line with our
revenue growth. As at December 31, 2021, we recorded a decrease in our trade receivables, as a result
of our payment collection efforts of outstanding fees from our customers during 2021. The table below
sets out a breakdown of our trade and bills receivables for the dates indicated:

As at December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Trade receivables 55,114 79,065 55,539
Bills receivables 61,825 85,454 98,225
Trade and bills receivables 116,939 164,519 153,764
Less: loss allowance'" (3.307) (3.656) (5.119)
Total 113,632 160,863 148,645
Note:

1. Amounts charged to the allowance account are generally written off when there is no expectation of recovery.
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The following table sets forth our average turnover days of our trade and bills receivables for the
years indicated:

For the year ended December 31,
2019 2020 2021

Average turnover days of our trade and
bills receivables” 331.6 297.7 284.8

(1) Average trade and bills receivables turnover days is equal to the average of the opening and closing balances of trade
and bills receivables of the relevant year divided by sales for the relevant year and multiplied by 365 days for 2019,
366 days for 2020, and 365 days for 2021.

During the Track Record Period, most of our customers had been given a credit period of up to 90
days. In terms of payment, most of our trade receivables were settled by bills issued by financial
institutions or telegraphic transfer. Such bills normally have a maturity period between 180 and 365 days
after the receiving date. According to Frost & Sullivan, this payment practice has been an on-going
industry practice.

For the years ended December 31, 2019, 2020 and 2021 our turnover days of our trade and bills
receivables were 331.6 days, 297.7 days and 284.8 days, respectively. The general decrease in such
turnover days during the Track Record Period was mainly due to our effort to recover trade receivables
from our customers during the Track Record Period. We allowed longer credit periods to our customers
during the Track Record Period, primarily because (i) a large part of our receivables due from customers
comprised of bill receivables to be settled by banks and financial institutions by their respective maturity
dates ranging from within 90 days to 365 days and the risk of non-recovery is considered to be relatively
low; and (ii) we adopt strategies in market penetration by allowing longer credit periods to customers.
To the best knowledge of our Directors, these customers have stable business operations and are
financially sound. Additionally, our Directors believed that in order to grow our business and build up
our customer base in the Track Record Period, a relatively longer credit periods was acceptable and was
therefore allowed. As a result, we experienced an increase in our revenue during the Track Record
Period, with our revenue amounted to approximately RMB123.7 million, RMB168.7 million and
RMB198.4 million for the three years ended December 31, 2019, 2020 and 2021.

- 272 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

FINANCIAL INFORMATION

The following table sets out the aging analysis of our trade receivables based on due date:

Percentage

of

Subsequent subsequent

settlement settlement

up to up to

the Latest the Latest

As at December 31, Practicable Practicable

2019 2020 2021 Date Date

(RMB’000) (RMB’000) (RMB’000) (RMB’000) (%)

Current 32,918 36,850 15,695 3,014 19.2
Past due:

Within 90 days 16,117 28,988 26,291 5,525 21.0

91-180 days 1,805 5,203 6,363 2,782 437

181-270 days 1,433 2,677 2,012 617 30.7

271-365 days 35 864 375 — —

Over 1 year 2,806 4,483 4,803 556 11.6

55,114 79,065 55,539 12,494 22.5

As at 31 December 2019, 2020 and 2021, the ageing analysis of our bills receivables, based on

maturity date, are as follows:

Percentage

of

Subsequent subsequent

settlement settlement

up to up to

the Latest the Latest

As at December 31, Practicable Practicable

2019 2020 2021 Date Date

(RMB’000) (RMB’000) (RMB’000) (RMB’000) (%)

Within 90 days 16,713 30,029 52,695 17,991 34.1
91-180 days 31,897 43,149 40,830 — —
181-270 days 10,915 9,050 2,601 — —
271-365 days 2,300 3,226 2,100 — —
61,825 85,454 98,225 17,991 18.3

As at the Latest Practicable Date, approximately RMB12.5 million, or approximately 22.5% of our

trade receivables as at December 31, 2021 were settled, and approximately RMBI18.0 million, or

approximately 18.3% of our bills receivables as at December 31, 2021 were settled.
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According to the F&S Report, as a matter of industry practice, the credit period in the sale of
graphite industry is generally 90 days and the turnover days of trade receivables and bills receivables
generally range from 180 to 365 days. It is customary for graphite companies to extend credit terms to
their customers in the PRC and our Directors are of the view that our credit terms to our customers and
turnover days of trade and bills receivables are in line with the industry practice. For trade receivables
which are past due for 90 days, we generally decide to extend their credit periods. In making such
decision, we take into account (i) whether such customer has a proven record of credibility for settling
outstanding amounts due to us, and (ii) whether such customer maintains stable business operations and
is financially sound, to the best knowledge of our Directors. Such decision is reached after careful
consideration and assessment by our Directors in accordance with our internal credit control procedures.
If we decide to extend their credit period, we issue payment reminders to these customers. For trade
receivables which are past due for over 365 days from the date of receiving our formal invoice, we
normally proceed with debt recovery actions unless there is commercial justification not to do so.

Most of our trade receivables were settled by bills issued by financial institutions or telegraphic
transfers. Approximately 59.7%, 46.6% and 28.3% of the trade receivables of our Group were within the
relevant credit periods set by our Group or the maturity date for the years ended December 31, 2019,
2020 and 2021, respectively. The trade receivables of our Group that exceeded their relevant credit
periods during the Track Record Period accounted for approximately 40.3%, 53.4% and 71.7% of the
total trade receivables of our Group for the years ended December 31, 2019, 2020 and 2021,
respectively.

All of the bills receivables of our Group were settled on or before their respective maturity dates
during the Track Record Period. To the best knowledge of our Directors, there are no outstanding bills
receivables that exceeded their relevant maturity dates during the Track Record Period as these bills
receivables were settled by banks and financial institutions. In view of the bills issued by banks and
financial institutions are payable by such banks and financial institutions instead of our customers, the
recoverability of such balances are enhanced and our Directors consider the risk of non-recovery to be
relatively low.

Our Directors confirm that there was no material disagreement or dispute between our Group and
our customers, which could adversely affect our financial condition, in respect of the trade receivables
and bills receivables that remained to be collected as at the Latest Practicable Date.

We endorsed certain bills receivables of approximately RMB7.5 million, RMB15.5 million and
RMB16.4 million to our creditors as at December 31, 2019, 2020 and 2021, respectively. For the year
ended December 31, 2021, the proceeds of the endorsement transactions are included in trade payables
of approximately RMB9.7 million and accruals and other payables of approximately RMB6.7 million
until the related bills receivables are collected or we settle any losses suffered by the creditors. In the
event of default, we are obliged to pay the creditors the amount in default. We are therefore exposed to
the risks of credit losses and late payment in respect of its endorsed bills receivables. In order to
minimize the credit risk that may potentially arise due to the prolonged receivables turnover days and
the reliance on bank bills, our Group has implemented internal control measures to monitor the
outstanding receivables of our customers. For details, please see the section headed ‘“‘Business — Our
suppliers — Payment terms and credit control” in this document.
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For provision/impairments, we made general provisions recognizing expected credit losses, we had
also made specific provisions/impairment on long-aged accounts receivables which we had launched
legal proceedings to recover such amounts, whilst we are entitled to monetary recovery according to the
relevant court decisions, such customers simply were unable to pay. Hence, provisions were made
accordingly. As provided in the Accountant’s Report, impairment has been made for trade and bills
receivables which amounted to approximately RMB3.3 million, RMB3.7 million and RMBS5.1 million as
at December 31, 2019, 2020 and 2021, respectively. To the best knowledge of our Directors, this would
not have material impact on the financial conditions of the Group, as our Group had not experienced any
major disruption of business due to material delay or default of payment by our customers. Save for
such impairment allowances, our Directors consider that we had no other impairment allowance made
during the Track Record Period. Trade receivables have been grouped based on shared credit risk
characteristics and the days past due to measure the expected credit losses. For details, please see note 3
of the Accountant’s Report in Appendix I to this document.

Our Group also has internal control policies in place to monitor the settlement of trade receivables.
The responsibility of collecting accounts receivables lies mainly with our sales staff. In general, our
customers should begin to make payment upon receiving an invoice from us. If we receive a bank’s
acceptance bill, records shall be kept by the finance team and confirmed by the sales supervisor. Sales
staff shall check, at the end of each month, that the records between the sales department and the
finance department are consistent, then report to the general manager. The sales staff must also check
and confirm with our customers once to twice a year to ensure that the balances of the accounts of both
parties are accurate. Our finance team closely review the trade and bills receivables balances and any
overdue balances on an ongoing basis, and assessments are made by our general manager on the
collectability of overdue balances. Any impairment allowance for trade receivables and bills receivables
are subject to our general manager’s approval. Furthermore, we have adopted prudent credit control
procedures, including (i) having our finance team meet regularly with our general manager and sales
team for status updates of our trade and bill receivables, such as, aging conditions and collectability
analysis; and (ii) having our senior management and sales team decide on credit periods to be extended
to such customers or to proceed with debt recovery action depending on a number of factors, such as
credit history and our historical business relationship with such customer. For customers who had not
made purchases from us for a substantial period of time, or have repeatedly failed to pay, we would
instruct our lawyers to issue letters of demand to such. In the event that certain amounts could not be
received from long outstanding trade and bill receivables, we would commence litigation against such
customers for liquidated damages as recovery. These internal credit control procedures have been
adopted to minimize our credit risk. Our Directors believe the industry-wide long trade receivable
turnover days do not have material adverse effect on our liquidity and cash management.
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Deposits, prepayments and other receivables

Our deposits, prepayments and other receivables mainly comprised (i) prepayments for property,
plant and equipment; (ii) deferred professional service fees in relation to the [REDACTED]; and (iii)
prepayments for raw materials. The following table sets out a summary of our deposits, prepayments and
other receivables as at the dates indicated:

As at December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Deferred [REDACTED] expenses [REDACTED] [REDACTED] [REDACTED]
Prepayments for raw materials — 1,596 1,848
Prepayments for property, plant and equipment 3,039 244 162
Prepaid [REDACTED] expenses [REDACTED] [REDACTED] [REDACTED]
Deposits 20 57 20
Other prepayments 100 — 876
Other receivables 60 37 81
3,219 4,810 8,571

Less: non-current portion (3,039) (244) (1,038)
180 4,566 7,533

Our deposits, prepayments and other receivables increased from approximately RMB3.2 million as
at December 31, 2019 to approximately RMB4.8 million as at December 31, 2020, primarily due to (i)
an increase in deferred [REDACTED] expenses of approximately RMB[REDACTED] million; and (ii)
prepayments for raw materials of approximately RMBI1.6 million, mitigated by the decrease in
prepayments for property, plant and equipment of approximately RMB2.8 million. Such amounts were
further increased to approximately RMB8.6 million as at December 31, 2021, primarily due to (i) an
increase in prepaid [REDACTED] expenses by approximately RMB[REDACTED] million; (ii) an
increase in prepayments for raw materials by approximately RMBO0.3 million; (iii) an increase of
deferred [REDACTED] expenses by approximately RMB[REDACTED] million; and (iv) an increase of
other prepayments of approximately RMBO0.9 million mainly as a result of our prepayment for the leased
lands in 2021.
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Trade payables

Our trade payables mainly comprised the amounts payable to: (i) our suppliers for the supply of
electricity and the purchase of materials and supplies; and (ii) our third party service providers. The
credit period taken for trade purchase is generally between 0 to 180 days. The following table sets out a
summary of our trade payables as at the dates indicated:

As at December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Trade payables 16,160 20,965 18,608

The portion of trade payables that represented endorsement of bills receivables were approximately
RMBS5.0 million, RMBS8.5 million and RMB9.7 million as at December 31, 2019, 2020 and 2021,
respectively.

Our trade payables increased from approximately RMB16.2 million as at December 31, 2019 to
approximately RMB21.0 million as at December 31, 2020, primarily due to the increased purchase of
raw materials in anticipation of an increasing demand in the following year. Such trade payables then
decreased to approximately RMBI18.6 million as at December 31, 2021, primarily due to that we
accelerated payment settlement with some of our suppliers in order to maintain good business
relationships with them, considering the level of cash available for our business operations.

The following table sets forth our average turnover days of our trade payables for the years

indicated:
Year ended December 31,
2019 2020 2021
Average turnover days of our trade payables" 101.0 91.4 67.0

(D Average trade payables turnover days is equal to the average of the opening and closing balances of trade payables
of the relevant year divided by total purchase transactions for the relevant year and multiplied by 365 days for 2019,
366 days for 2020, and 365 days for 2021.

For the years ended December 31, 2019, 2020 and 2021, our average turnover days of our trade
payables were approximately 101.0 days, 91.4 days and 67.0 days, respectively. The average turnover
days of our trade payables during the Track Record Period decreased, mainly because of our acceleration
on our payment to some of our suppliers to maintain positive business relationship with them while
considering the increased level of our cash available for our business operation in the corresponding
periods.

As at the Latest Practicable Date, approximately RMB1.5 million, or approximately 8.0% of our
trade payables as at December 31, 2021 were settled.
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The following table sets out the aging analysis of our trade payables as at the dates indicated:

As at December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Up to 90 days 11,242 17,054 13,596
91-180 days 4,234 1,600 3,385
181-365 days 684 2,066 1,589
Over 1 year — 245 38

16,160 20,965 18,608

Accruals and other payables

The following table sets out a summary of our accruals and other payables as at the dates

indicated.
As at December 31,

2019 2020 2021

(RMB’000) (RMB’000) (RMB’000)

Accrued construction cost 3,845 7,752 8,151
Accrued [REDACTED] expenses — 4,624 3,204
Other tax payables 2,385 3,309 2,846
Accrued staff expense 2,701 2,423 1,633
Rental expense 2,000 — —
Others 1,664 1,646 2,664

12,595 19,754 18,498

Our accrued staff expense remained stable at approximately RMB2.7 million as at December 31,
2019 and approximately RMB2.4 million as at December 31, 2020. Such expense decreased to
approximately RMB1.6 million as at December 31, 2021, primarily due to a portion of labour costs was
allocated to other payables as result of crowdsourcing arrangements in 2021.

Our accrued construction cost increased from approximately RMB3.8 million as at December 31,
2019 to approximately RMB7.8 million as at December 31, 2020, primarily due to increased purchase of
machinery and the construction of the administrative and research and development department building.
Such cost increased to approximately RMBS8.2 million as at December 31, 2021, primarily due to the
purchase of equipment and installation for the upgrade of our beneficiation plant completed in 2021.

Our other tax payables increased from approximately RMB2.4 million as at December 31, 2019 to
approximately RMB3.3 million as at December 31, 2020, which was in line with our revenue growth.
We recorded other tax payables of approximately RMB2.8 million as December 31, 2021.
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Our other payables, which mainly comprised accrued transportation fees, mining project
management fee and maintenance fee, remained relatively stable at approximately RMB1.7 million as at
both December 31, 2019 and 2020. We recorded our other payables at approximately RMB2.7 million as
at December 31, 2021.

INDEBTEDNESS
Bank loans and other borrowings

Our bank loans and other borrowings primarily consisted of bank loans and bills arrangement.
Certain motor vehicles with carrying amounts of approximately RMB4.2 million as at December 31,
2019 were pledged as security for our Group’s other borrowings. As at December 31, 2019, other
borrowings of approximately RMB2.2 million were secured by the guarantee provided by a shareholder
of our Group and Independent Third Parties. As at December 31, 2020 and 2021, bank loans of
RMB10.0 million were secured by the guarantee provided by an independent third party. The remaining
bank loans of RMB4.0 million as at December 31, 2020 were unsecured.

The following table sets out a summary of our bank loans and other borrowings:

As at December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Bank borrowings

— Bank loans — 14,000 10,000
— Bills arrangement 14,000 4,500 —
Other borrowings 2,156 — —
16,156 18,500 10,000

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

As at December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Within 1 year 16,156 18,500 10,000

During the Track Record Period, we primarily used our bank loans and other borrowings for our
general working capital, purchase of parts and components and raw materials.
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The following sets forth the weighted effective interest rates as at the indicated dates:

As at December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Bank borrowings

— Bank loans 4.87% 4.79% 4.85%
— Bills arrangement 3.67% 2.59% N/A
Other borrowings 8.00% N/A N/A

Bank advances for discounted bills with recourse have been accounted for as collateralised bank
advances. The discounted bank’s acceptance bills and the related proceeds of the same amount are
included in our Group’s trade and bills receivables and borrowings respectively at the end of the year
end dates.

Banking facilities

As at December 31, 2019, 2020 and 2021, our Group had available and utilized banking facilities
of approximately RMB2.2 million, RMB14.0 million and RMB10.0 million, respectively. As at the
Latest Practicable Date, the Group has obtained a banking facility, pursuant to which a facility of
RMB20.0 million was granted to the Group for one year from the date of the facility letter, with terms
and conditions being negotiated and agreed with the bank from time to time upon drawdown. As at the
Latest Practicable Date, no drawdown was made by the Group. Our Directors have confirmed that our
Group did not experience any difficulty in obtaining credit facilities or withdrawal of facilities during
the Track Record Period. To the best knowledge and belief of our Directors, our Group will not have
difficulties in obtaining new banking facilities or renewing banking facilities after the [REDACTED].

Amounts due to Shareholders, other related parties and non-controlling interests

The following table sets out a summary of our amounts due to Shareholders and other related
parties during the Track Record Period:

As at December 31,
2019 2020 2021
(RMB’000) (RMB’000) (RMB’000)

Amounts due to Shareholders

— Mr. Zhao Liang 42,645 42,957 73,127
— Mr. Zhao Changshan 26,092 26,092 —
— Mr. Zhao Ming 8,759 8,759 —

Amounts due to other related parties
— Mr. Zhao Changhai 200 — —

Amount due to non-controlling interests — 4,941 —

77,696 82,749 73,127
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During the Track Record Period, we had amounts due to Shareholders, other related parties and
non-controlling interests which consisted of funds to support operations (such as the purchase of raw
materials and capital expenditure for machinery). As at the Latest Practicable Date, there are no amounts
due to Mr. Zhao Changshan and Mr. Zhao Ming by the Group. The amounts due from Yixiang Graphite
to Mr. Zhao Changshan and Mr. Zhao Ming, in the aggregate sum of approximately RMB34.9 million as
at May 27, 2021, were assigned by Mr. Zhao Changshan and Mr. Zhao Ming to Mr. Zhao pursuant to a
tripartite loan assignment agreement on the same date. As a result, the Group owed an amount of
approximately RMB73.1 million to Mr. Zhao, which shall be settled by way of capitalization by allotting
and issuing [REDACTED] credited as fully paid to be allotted and issued to Sandy Mining, an entity
designated by Mr. Zhao, as full and final settlement of the consideration payable to Mr. Zhao. The Loan
Consideration Capitalization will take place immediately prior to the [REDACTED]. For further
information, see the sub-section headed ‘‘History, Reorganization and Corporate Structure —
Reorganization — Loan Consideration Capitalization™ in this document.

Loan Consideration Capitalization

As a result of certain loan assignment agreements, Mr. Zhao assigned the WFOE loans due from
Yixiang Graphite and Yixiang New Energy to Mr. Zhao in the aggregate amount of approximately
RMB73.1 million.

Pursuant to a deed for loan novation dated May 27, 2021, the Company is substituted in the
aforementioned loan assignment agreements shall pay the consideration in the aggregate amount of
approximately RMB73.1 million for such assignments of the loans due from Yixiang Graphite and
Yixiang New Energy to Mr. Zhao, respectively. Mr. Zhao, Sandy Mining Limited, the WFOE, Yixiang
Graphite, Yixiang New Energy and the Company entered into a loan consideration capitalization deed
dated May 27, 2021, whereby the Company agrees to settle such consideration by way of capitalization
by allotting and issuing [REDACTED] credited as fully paid to be allotted and issued to Sandy Mining,
an entity designated by Mr. Zhao, as full and final settlement of the consideration payable to Mr. Zhao.

For the amount due to non-controlling interests, Ms. Song Meixin, it has been settled in April
2021.

Lease liabilities
The table sets out below details of our lease liabilities as at the dates indicated.
As at December 31,

2019 2020 2021
(RMB’000)  (RMB’000)  (RMB’000)

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

- 281 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

FINANCIAL INFORMATION

During the Track Record Period, we entered into leases primarily for offices, a warehouse and
equipment. Our lease liabilities increased from approximately RMBO0.8 million as at December 31, 2019
to approximately RMB2.1 million as at December 31, 2020. Our lease liabilities decreased from
approximately RMB2.1 million as at December 31, 2020 to approximately RMBI1.5 million as at
December 31, 2021, mainly as a result of our settlement of lease liabilities.

Contingent liabilities

As at December 31, 2019, 2020 and 2021, our Directors confirm that we had no contingent
liabilities. We are currently not a party to any litigation that is likely to have a material adverse effect
on our business, results of operations or financial condition.

Disclaimer

Save as disclosed above, to the best knowledge of our Directors, our Group did not have any
outstanding loan capital issued or agreed to be issued, bank overdrafts, loans or other similar
indebtedness, liabilities under acceptances or acceptable credits, debentures, mortgages, charges, finance
leases, hire purchases commitments, guarantees or other material contingent liabilities as at December
31, 2021, being the latest practicable date for the preparation of this indebtedness statement in this
document.

Material indebtedness change

Save as disclosed above, our Directors have confirmed that, up to the Latest Practicable Date, there
has been no material change in indebtedness and contingent liabilities of our Group since December 31,
2021, being the latest practicable date for determining our indebtedness. Our Directors have further
confirmed that our Group did not have any plans to raise any material debt financing shortly after the
[REDACTED].

RELATED PARTY TRANSACTIONS AND BALANCE WITH NON-CONTROLLING
INTERESTS

For details, please see note 25 of the Accountant’s Report in Appendix I to this document.
[REDACTED] EXPENSES

Our Directors are of the view that the financial results of our Group for the year ending December
31, 2022 are expected to be adversely affected by, among others, our [REDACTED] expenses, the nature
of which is non-recurring. Our total [REDACTED] expenses, primarily consisting of fees paid or
payable to professional parties and [REDACTED], are estimated to be approximately
RMB[REDACTED] million (or approximately HK$[REDACTED] million, based on the mid-point of
the indicative [REDACTED] range of HK$[REDACTED] per [REDACTED] and [REDACTED]
[REDACTED] and assuming the [REDACTED] is not exercised). Among the estimated aggregate
amount of our [REDACTED] expenses, (i) approximately RMB[REDACTED] million is expected to be
accounted for as a deduction from equity upon the [REDACTED]; and (ii) approximately
RMB[REDACTED] million has been and is expected to be recognized as expenses in our consolidated
statements of comprehensive income, of which approximately RMB[REDACTED] million and
RMB[REDACTED] million has been recognized for the two years ended December 31, 2020 and 2021,
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respectively, and the remaining of approximately RMB[REDACTED] million is expected to be

recognized by our Group for the year ending December 31, 2022. The total estimated amount of
[REDACTED] expenses (including [REDACTED]) accounted for approximately [REDACTED]% of our
gross [REDACTED] from the [REDACTED] assuming the [REDACTED] is fixed at HK$[REDACTED]
per [REDACTED] (being the mid-point of the indicative [REDACTED] range stated in this document
and assuming that the [REDACTED] is not exercised).

FINANCIAL RATIOS

Year ended December 31,

2019 2020 2021
Net profit margin‘" 19.8% 22.4% 26.9%
Return on equity®® 22.2% 24.8% 26.4%
Return on assets®® 10.1% 11.9% 16.0%
Interest coverage(4) (times) 73.9 63.3 73.9

As at December 31,

2019 2020 2021
Current ratio® (fimes) 1.2 1.3 1.6
Quick ratio'® (times) 0.9 1.1 1.5
Debt-to-equity ratio” 83.0% 61.4% 24.4%
Gearing ratio® 84.7% 68.1% 41.2%

Notes:

Net profit margin equals to profit for the year divided by revenue for the year, multiplied by 100%.

Return on equity equals to profit attributable to owner for the year divided by total equity attributable to equity
shareholders as at the year end date, multiplied by 100%.

Return on assets equals to profit attributable to owner for the year divided by total assets as at the year end date, multiplied
by 100%.

Interest coverage ratio equals to profit for the year netting off the interest and income tax expense for the year divided by
interest for the year. Interest is defined to include all finance costs of our Group for the year.

Current ratio equals to total current assets divided by total current liabilities as at the year end date.

Quick ratio equals to total current assets less inventories divided by total current liabilities as at the year end date.
Debt-to-equity ratio equals to net debt divided by total equity as at the year end date. Net debt is defined to include all,
borrowings and debts of our Group as at year end date, which included amounts due to related parties and non-controlling
interests, net of cash and cash equivalents.

Gearing ratio equals to total debt divided by total equity as at the year end date. Total debt of our Group refers to all

borrowings and debts of our Group as at year end date, which included amounts due to related parties and non-controlling
interests.
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Net profit margin

Our net profit increased approximately from 19.8% for the year ended December 31, 2019 to
approximately 22.4% for the year ended December 31, 2020, then to approximately 26.9% for the year
ended December 31, 2021, mainly due to the reasons and analysis of our results of operations in the sub-
section headed “— Results of operations” in this section.

Return on equity

Our return on equity increased from approximately 22.2% for the year ended December 31, 2019
to approximately 24.8% for the year ended December 31, 2020 as our net profit increased by
approximately 54.2% due to the increase in revenue and our total equity only increased by
approximately 34.2% during the same year. Our return on equity increased to approximately 26.4% for
the year ended December 31, 2021 as our net profit increased by approximately 40.9% due to the
increase in revenue and our total equity only increased by approximately 35.9% during the same year.

Return on assets

Our return on assets increased from approximately 10.1% for the year ended December 31, 2019 to
approximately 11.9% for the year ended December 31, 2020 as our net profit increased by approximately
54.2% and our total assets increased by approximately 26.8% during the same year, primarily due to the
increase in our revenue. Our return on assets increased to approximately 16.0% for the year ended
December 31, 2021, as our net profit increased by approximately 40.9% and our total asset increased by
approximately 8.1% during the same year, primarily due to the increase in our revenue.

Interest coverage

Our interest coverage decreased from approximately 73.9 times for the year ended December 31,
2019, to approximately 63.3 times for the year ended December 31, 2020, due to the increase of interest
expenses in line with increase of our borrowing in 2020. Our interest coverage increased to 73.9 times
as at December 31, 2021 due to the increase of profit before tax and interest in 2021 in line with growth
of revenue.

Current ratio

Our current ratio remained relatively stable at approximately 1.2 times and 1.3 times as at
December 31, 2019 and 2020, respectively. As at December 31, 2021, our current ratio increased to 1.6
times due to the decrease of our current liabilities as a result of the decrease of our borrowings and
amounts due to related parties and non-controlling interests.

Quick ratio

Our quick ratio remained relatively stable at approximately 0.9 times and 1.1 times as at December
31, 2019 and 2020, respectively. As at December 31, 2021, we recorded our quick ratio at 1.5 times due
to the decrease of our current liabilities as a result of the decrease of our borrowings and amounts due to
related parties and non-controlling interests.
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Debt-to-equity ratio

Our debt-to-equity ratio decreased from approximately 83.0% as at December 31, 2019 to
approximately 61.4% as at December 31, 2020, due to the increase in our total equity as a result of (i)
the profit during the Track Record Period; and (ii) the increase in share premium and decrease in other
reserves as a result of the Reorganization. As at December 31, 2021, our debt-to-equity ratio decreased
to 24.4% primarily due to (i) increase in our total equity; (ii) decrease in the amounts due to related
parties and non-controlling interests and decrease in borrowings; and (iii) increase in cash and cash
equivalents as at December 31, 2021.

Gearing ratio

Our gearing ratio decreased from approximately 84.7% as at December 31, 2019 to approximately
68.1% as at December 31, 2020, primarily due to the increase in our total equity as a result of (i) the
profit during the Track Record Period; and (ii) the increase in share premium and decrease in other
reserves as a result of the Reorganization. As at December 31, 2021, our gearing ratio decreased to
41.2% primarily due to the increase in our total equity and decrease in the amounts due to related parties
and non-controlling interests and decrease in borrowings as at December 31, 2021.

QUALITATIVE AND QUANTITATIVE DISCLOSURE ABOUT MARKET RISK

We are exposed to various types of market risks in the ordinary course of business, including
interest rate risk, credit risk and liquidity risk. We have not used any derivatives or other instruments for
hedging purposes.

Interest Rate Risk

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

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

Credit Risk

As at December 31, 2019, 2020 and 2021, our maximum exposure to credit risk which will cause a
financial loss due to failure to discharge an obligation by the counterparties is arising from the carrying
amounts of the respective recognized financial assets as stated in the consolidated statements of financial
position. In order to minimize the credit risk, we generally provide a credit period of not more than three
months to our customers. Our sales team is responsible for management of our customer database, which
contains information such as credit period determination of other monitoring procedures to ensure that
follow-up action is taken to recover overdue debts. In addition, we review the recoverable amount of
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each individual trade debt at the beginning and end of the reporting period to ensure that adequate
impairment losses are made for irrecoverable amounts. In this regard, our Directors consider that our
Group’s credit risk is significantly reduced.

Liquidity Risk

In the management of the liquidity risk, we monitor and maintain a level of cash and cash
equivalents deemed adequate by management to finance our operations and mitigate the effects of
fluctuations in cash flows. The management monitors the utilization of bank borrowings and ensures
compliance with loan covenants. As at the Latest Practicable Date, the Group has obtained a bank
facility, pursuant to which a facility of RMB20.0 million was granted to the Group for one year from the
date of the facility letter, with terms and conditions being negotiated and agreed with the bank from time
to time upon drawdown. As at the Latest Practicable Date, no drawdown was made by the Group.

OFF-BALANCE SHEET ARRANGEMENTS
As at the Latest Practicable Date, we did not have any material off-balance sheet arrangements.

CAPITAL COMMITMENTS

The following table sets forth our capital commitments (mostly for the purchase of machinery and
equipment) as at the dates indicated:

As at December 31,
2019 2020 2021
RMB’000 RMB’000 RMB’000

Commitments for the:
— Acquisition of plant and equipment — 3,400 —

DIVIDENDS

We did not declare any dividends during the Track Record Period. After completion of the
[REDACTED], the declaration of dividends shall be subject to the discretion of our Directors. Any
declaration of final dividend by our Company shall also be subject to the approval of our Shareholders
in a Shareholders’ meeting. Any declaration and payment as well as the amount of dividend will be
subject to our constitutional documents, PRC laws and the Cayman Companies Act. Under applicable
PRC laws, our subsidiary in the PRC may only distribute after-tax profits after it has made allocations or
allowances for recovery of accumulated losses and allocations of the statutory reserves. Any
distributable profits that are not distributed in any given year will be retained and available for
distribution in subsequent years. To the extent profits are distributed as dividends, such portion of
profits will not be available to be reinvested in our operations.

DISTRIBUTABLE RESERVES

As at December 31, 2021, our Company did not have distributable reserves.
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UNAUDITED PRO FORMA FINANCIAL INFORMATION

Please refer to Appendix II to this document for the unaudited pro forma adjusted consolidated net
tangible assets.

NO MATERIAL ADVERSE CHANGE

Our Directors have confirmed that there has been no material adverse change in our financial
conditions or trading position since December 31, 2021 (being the date on which our latest audited
consolidated financial results were prepared in the Accountant’s Report as set out in Appendix I to this
document) and up to the date of this document.

DISCLOSURE UNDER RULES 13.13 TO 13.19 OF THE LISTING RULES

Our Directors confirm that, as at the Latest Practicable Date, except as otherwise disclosed in this
document, there had been no circumstances which would give rise to the disclosure requirements under
Rules 13.13 to 13.19 of the Listing Rules had the Shares been listed on the Stock Exchange on that date.

CAPITAL EXPENDITURES

As at December 31, 2019, 2020 and 2021, our capital expenditures amounted to approximately
RMB32.5 million, RMB31.3 million and RMB30.7 million, which mainly represented construction in
progress or purchases in machinery and equipment.

ESTIMATED CAPITAL COSTS AND OPERATING COSTS
Capital costs

The following table summarises our estimated capital costs, based on actual costs associated with
our mining, beneficiation and processing operations as well as a series of indicative prices received from
our suppliers, as reviewed by the Independent Technical Consultant:

2022 2023 2024 2025
(RMB (RMB (RMB (RMB
million) million) million) million)
Mining equipment 0.8
Current spherical graphite plant expansion 3.1
New beneficiation plant 39.5 54.7 13.8
New spherical graphite processing plant 57.8 354
Sustaining capital 5.1 5.7 5.9 6.1
Total 48.5 60.4 717.5 41.5
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Operating costs

We have prepared the following operating cost estimate that has been developed for our Beishan
graphite mine, a beneficiation plant and a spherical graphite processing plant by the Company’s financial
information, with key activities accounted for including mining, flake graphite beneficiation and
spherical graphite processing, general and administrative expenses, and government levies and resource
tax. The estimated operating costs are based on the following items:

° Historical operation records

° The third-party Luobei County Yunshan Graphite Mining Co., Ltd’s graphite ore contract
° Contracts with consumable providers

° VAT of 13% levied for the sale of the products

° City maintenance and construction levy of 1% of the net amount of VAT generated by our
operations

° Education levy of 5% of the net amount of VAT generated by our operations

° Resource tax of 12% of sales revenue of graphite ore and 6% sales revenue of marble ore
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The above tables are estimates only and are subject to change. Our future actual capital costs and
operating costs any differ materially from the above forecasted operating costs as a result of numerous
factors, including the factors described in ‘“Risk Factors” of this document. In addition to “Risk
Factors™ of this document, please also refer to ‘“Forward-looking statements” of this document for the
risk of placing undue reliance on any forward-looking information.

RECENT DEVELOPMENT AND MATERIAL ADVERSE CHANGE

Please see “Summary — Recent development and material adverse change” in this document.
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