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Basis for Opinion

We conducted our audit in accordance with China Standards on Auditing
("CSAs"). Our responsibilities under those standards are further described in
the Auditor’s Responsibilities for the Audit of the Financial Statements section
of our report. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

We are independent of Huaxin Cement in accordance with the Code of Ethics
for Professional Accountants of the Chinese Institute of Certified Public
Accountants ("CICPA Code™), and we have fulfilled our other ethical
responsibilities in accordance with the CICPA Code.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of
most significance in our audit of the financial statements of the current period.
These matters were addressed in the context of our audit of the financial
statements as a whole, and in forming our opinion thereon, and we do not
provide a separate opinion on these matters.

Key audit matters identified in our audit are summarised as follows:
Impairment of fixed assets
Fair value of intangible asset in business combination
Recognition of deferred tax assets
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Key Audit Matter

(I) Impairment of fixed assets

Refer to Note V (17), Note V (26)
and Note VII

How our audit addressed the
Key Audit Matter
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Key Audit Matter (Cont’d)

How our audit addressed the
Key Audit Matter (Cont’d)

(I) Impairment of fixed assets
(Cont'd)

In the impairment assessment of
the fixed assets mentioned above,
recoverable amount of fixed assets
was determined at the higher of
the fair value less costs to sell and
present value of the forecasted
future cash flows. The preparation
of discounted cash flow forecast
involved significant management
judgement on key parameters (i.e.,
discount rate) and assumptions of
future operating condition
including but not limit to sales
growth rate and gross profit ratio.

We identified the impairment of
fixed assets as a key audit matter
by considering its material impact
to the consolidated financial
statements and the involvement of
management significant estimates
and judgements.

Our audit procedures to assess the
impairment provision for fixed assets
included the following: (Cont’'d)

- Evaluated the reasonableness of sales
growth rate by comparing the
historical sales growth rate of the
CGU, comparable subsidiaries of
Huaxin Cement Group and other
comparable companies in the
industry;

- Evaluated the reasonableness of
gross profit rate by comparing the
historical gross profit rate of the CGU
and comparable subsidiaries of
Huaxin Cement Group;

Reviewed the reasonableness of
sensitivity analysis prepared by the
Management for the discount rate, the
growth rate and gross profit margin,
considering potential influences of
reasonable variance of the key
parameters and assumption.

Base on the procedures performed above,
we found management’s assessment on
the impairment of fixed assets to be
supported by available evidence.
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Key Audit Matter (Cont’d)

(I1) Fair value of intangible asset
in business combination

Refer to Note V (17), Note V (26)
and VIII ().

On 24 January 2017, Huaxin
Cement completed the acquisition
of Lafarge China Cement Limited’s
("Lafarge China") certain business
in South-Western China for a
consideration of
RMB1,375,000,000. The acquired
businesses comprise 97.27% equity
interest of Chongqing Lafarge Shui
On Diwei Cement Co., Ltd., 80%
equity interest of Chongqing
Lafarge Shui On Water Cement
Co., Ltd., and 100% equity interest
of Sommerset Investment Limited,
Yunnan Lafarge Construction
Material Investment Holding Ltd.,
Chongqing Lafarge Concrete Co.,
Ltd., and Chongqing Lafarge
Phoenix Lake Concrete Co., Ltd.
PRC (hereinafter "the target
companies"). Fair value of
identifiable net assets of the target
companies attributable to Huaxin
Cement

How our audit addressed the
Key Audit Matter (Cont’d)
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Key Audit Matter (Cont’d)

(I1) Fair value of intangible asset
in business combination (Cont’d)

Huaxin Cement has engaged an
independent valuer to perform a

valuation of identifiable net assets.

The fair value of intangible assets,
which mainly comprise land use
rights and mining rights, were
determined by valuation
technique. The adoption of
valuation methods, key
parameters and future cash flow
forecast involved management’s
significant accounting estimates
and judgements.

Benchmark land price method
was adopted in valuing land use
rights. To determine the prices
of land use rights, the valuer
adjusted the benchmark land
price by local governments
by considering land usage
period, regional factors,
company specific factors and
marketable factors.

How our audit addressed the
Key Audit Matter (Cont’d)

The audit procedure we perform for
evaluation of the fair value of intangible
assets include (Cont’'d)

In respect of selling price of mineral
resources, we compared the trading
data of the comparable products in
Huaxin Cement Group;

In respect of exploitation costs and
operating expenses, we compared
the historical data of the target
companies and actual data of
comparable subsidiaries in Huaxin
Cement Group;

In respect of the

referred to relevant guidelines in
mining industry and assessed the
reasonableness of discount rate
based on the operation and industry
situation;

Reviewed the reasonableness of
sensitivity analysis prepared by the
Management for the discount rate and
operating assumptions, considering
potential influences
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Key Audit Matter (Cont’d)

How our audit addressed the
Key Audit Matter (Cont’d)

(I1) Fair value of intangible asset
in business combination (Cont’d)

Discount cash flow method was
adopted in valuing the mining
rights. To determine the present
value of future cash flow,
management estimated the
selling price and exploitation
cost of mining resources,
operating expenses and
applicable discount rate of the
forecast period.

We identified fair value of
intangible asset in business
combination as a key audit matter
by considering its material impact
to the consolidated financial
statements and the involvement of
management’s significant
estimates and judgements.
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Other Information
Management of Huaxin Cement is responsible for the other information. The

other information comprises all of the information included in 2017 annual
report of Huaxin Cement
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Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether these financial
statements as a whole are free from material misstatement, whether due to
fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an

-10 -



PwC ZT Shen Zi (2018) No. 10025
(Page 11 of 12)

Auditor’s Responsibilities for the Audit of the Financial Statements
(Cont’d)

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

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

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

-11 -
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Auditor’s Responsibilities for the Audit of the Financial Statements
(Cont’d)
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HUAXIN CEMENT CO., LTD.
Il Financial Statement

CONSOLIDATED BALANCE SHEET
AS AT 31 DECEMBER 2017

(All amounts in RMB Yuan unless otherwise stated)
[English Translation for Reference Only]

31 December 2017

31 December 2016

ASSETS Note Consolidated Consolidated
Current assets

Cash at bank and in hand VII(1) 3,606,246,276 3,719,378,221
Financial assets at fair value

through profit or loss VII(2) 453,990,407 801,555,568
Notes receivable VII(3) 1,711,160,593 828,792,121
Accounts receivable VIi(4) 642,210,893 502,371,725
Advances to suppliers VII(5) 225,637,668 66,412,138
Other receivables VII(6) 379,786,691 211,761,982
Inventories VII(7) 1,621,482,745




HUAXIN CEMENT CO., LTD.
Il Financial Statement (Cont’d)

CONSOLIDATED BALANCE SHEET (CONT’D)

AS AT 31 DECEMBER 2017

(All amounts in RMB Yuan unless otherwise stated)
[English Translation for Reference Only]

LIABILITIES AND 31 December 2017 31 December 2016
SHAREHOLDERS’ EQUITY Note Consolidated Consolidated
Current liabilities
Short-term borrowings VII(19) 1,141,500,000 904,000,000
Notes payable VI11(20) 14,450,000 148,902,088
Accounts payable VII(21) 4,139,575,215 3,132,394,785
Advances from customers VII(22) 562,705,382 307,809,502
Employee benefits payable VII(23) 281,087,404 155,094,320

Taxes payable




HUAXIN CEMENT CO., LTD.
Il Financial Statement (Cont’d)

COMPANY BALANCE SHEET
AS AT 31 DECEMBER 2017

(All amounts in RMB Yuan unless otherwise stated)
[English Translation for Reference Only]

ASSETS Note

31 December 2017
Company

31 December 2016
Company

Current assets

Cash at bank and in hand

2,452,643,578

2,479,003,755

Financial assets at fair value
through profit or loss
Notes receivable

453,990,407

801,555,568




HUAXIN CEMENT CO., LTD.

Il Financial Statement (Cont’d)

COMPANY BALANCE SHEET (CONT’D)

AS AT 31 DECEMBER 2017

(All amounts in RMB Yuan unless otherwise stated)

[English Translation for Reference Only]

LIABILITIES AND

31 December 2017

31 December 2016

SHAREHOLDERS’ EQUITY Note Company Company
Current liabilities
Short-term borrowings 220,000,000 -
Accounts payable 280,018,627 337,763,690
Advances from customers 21,027,466 17,862,536
Employee benefits payable 29,714,834 44,506,553
Taxes payable 39,351,347 38,847,912
Interests payable 109,814,961 140,261,325
Dividends payable 29,581,523 576,326
Other payables 1,826,220,501 715,053,105

Current portion of non-current
liabilities

1,117,508,420

3,516,269,036

Total current liabilities

3,673,237,679

4,811,140,483

Non-current liabilities

Long-term borrowings

2,854,573,061

1,975,979,112

Debentures payable

3,295,605,346

1,992,645,597

Provisions 7,551,106 7,160,094
Deferred income 16,035,000 19,337,667
Long-term employee benefits

payable 19,236,904 10,582,771

Total non-current liabilities

6,193,001,417

4,005,705,241

Total liabilities

9, 866,239,096

8,816,845,724

Shareholders’ equity

Share capital

1,497,571,325

1,497,571,325

Capital surplus

2,908,595,304

2,908,595,304

Other comprehensive income

25,917,737

19,054,301

Surplus reserves

761,464,902

588,645,153

Undistributed profits

4,415,356,360

3,009,735,757

Total shareholders’ equity

9,608,905,628

8,023,601,840

TOTAL LIABILITIES AND
SHAREHOLDERS’ EQUITY

19,475,144,724

16,840,447,564

The accompanying notes form an integral part of these financial statements.

Legal representative:
Mr. Li Yeqing

Principal in charge of accounting:
Ms. Kong Lingling

Head of accounting department:
Mr. Wu Xin










HUAXIN CEMENT CO., LTD.
Il Financial Statement (Cont’d)

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2017



HUAXIN CEMENT CO., LTD.
Il Financial Statement (Cont’d)

COMPANY CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB Yuan unless otherwise stated)
[English Translation for Reference Only]

Item

Note

2017
Company

2016
Company

Cash flows from operating activities

Cash received from sales of goods or rendering of
services

1,622,832,192

1,008,219,765

Refund of taxes and surcharges 230,127 49,959,070
Cash received from other operating activities 148,410,371 65,552,125
Sub-total of cash inflows 1,771,472,690 1,118,730,960
Cash paid for goods and services 1,372,941,364 893,672,266
Cash paid to and on behalf of employees 205,997,889 146,811,410
Payments of taxes and surcharges 73,451,066 81,459,057
Cash paid for other operating activities 25,515,148 44,882,086
Sub-total of cash outflows 1,677,905,467 1,166,824,819
Net cash flows from operating activities 93,567,223 -48,093,859
Cash flows from investing activities
Cash received from disposal of investments 1,150,000,000 25,000,000
Cash received from returns on investments 1,603,278,591 305,915,635
Net cash received from disposal of fixed assets and
intangible assets 321,966 556,189
Net cash received from disposal of subsidiaries and
other business units - 4,290,000
Cash received from other investing activities 1,141,588,495 612,237,129
Sub-total of cash inflows 3,895,189,052 947,998,953
Cash paid to acquire fixed assets, intangible assets and
other long-term assets 25,119,452 10,391,783
Cash paid to acquire investments 800,205,327 826,105,489
Net cash paid to acquire subsidiaries 1,427,640,000 92,345,766
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Il Financial Statement (Cont’



HUAXIN CEMENT CO., LTD.
Il Financial Statement (Cont’d)

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB Yuan unless otherwise stated)
[English Translation for Reference Only]

| Attributable to shareholders of the Company | |

Less: Total
Treasury Minority shareholders’
Share capital Capital surplus share interests equity
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Il Financial Statement (Cont’
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HUAXIN CEMENT CO., LTD.
Il Financial Statement (Cont’d)

COMPANY STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB Yuan unless otherwise stated)
[English Translation for Reference Only]

Less: Other
Treasury comprehensive Surplus Retained Total shareholders’
Iltem Share capital Capital surplus share income reserves earnings equity
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HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]

General information

Huaxin Cement Co., Ltd. (the "Company") is a limited liability company incorporated in the
People's Republic of China (the "PRC"). In 1994, as approved by Hubei Provincial People’s
Government, the Company’s shares were listed on the Shanghai Stock Exchange. In 20086,
as approved by the Ministry of Commence of the PRC, the legal status of Company was
changed to a Sino-foreign joint stock limited company. In May 2011, based on its total share
capital of 403,600,000 shares at the end of 2010, the Company allotted shares from its
capital surplus at 10 shares for every 10 shares, amounting to RMB403,600,000. As a result,
the share capital of the Company increased from 403,600,000 shares to 807,200,000 shares.
On 4 November 2011, a private placement in A share was completed in which additional
128,099,928 shares were issued to designated investors. As a result, the total shares of the
Company increased to 935,299,928. In June 2014, based on its total share capital of
935,299,928 shares at the end of 2013, the Company allotted shares from its capital surplus
at 6 shares for every 10 shares, amounting to RMB561,179,957. As a result, the total shares
of the Company increased to 1,496,479,885. In July 2015, 1,091,440 stock options were
exercised at RMB9.06 for Phase | stock option in the Company’s equity incentive plan. As a
result, the total shares of the Company changed to 1,497,571,325, including 972,771,325 A
shares and 524,800,000 B shares.

The Company and its subsidiaries (together, the "Group") are principally engaged in
manufacturing and sales of cement. The Group’s revenue is mainly generated in the PRC.
The address of the Company’s registered office is No. 897, Huangshi Avenue, Huangshi City,
Hubei Province and the office address is Building B, Huaxin Building, N0.426, Gaoxin Avenue,
East Lake High-tech Development Zone, Wuhan City, Hubei Province.

Principal subsidiaries included in the scope of consolidation are listed in Note IX.

These financial statements were authorised for issue by the Company’s Board of Directors on
22 March 2018.

Basis of preparation of the financial statements

The financial statements are prepared in accordance with the Accounting Standard for
Business Enterprises - Basic Standard, and the specific accounting standards and other
relevant regulations issued by the Ministry of Finance on 15 February 2006 and in
subsequent periods (hereafter collectively referred to as "the Accounting Standard for
Business Enterprises" or "CAS"), and the disclosure requirements in the Preparation
Convention of Information Disclosure by Companies Offering Securities to the Public No.15 —
General Rules on Financial Reporting issued by China Securities Regulatory Commission.

Management has performed an assessment on the Group’s liquidity, by considering the
Group’s available banking facilities, the mid-term notes which have been approved for
issuance by relevant authorities and other alternative financing plans, management is of the
view that the Group will be able to settle its liabilitior

-13 -
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HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]

Summary of significant accounting policies and accounting estimates (Cont’d)
Preparation of consolidated financial statements

The consolidated financial statements comprise the financial statements of the Company and
all of its subsidiaries.

Subsidiaries are consolidated from the date on which the Group obtains control and are de-
consolidated from the date that such control ceases.

In preparing the consolidated financial statements, where the accounting policies of the
Company and subsidiaries are inconsistent, the financial statements of the subsidiaries are
adjusted in accordance with the accounting policies of the Company. For subsidiaries
acquired from business combinations involving enterprises not under common control, the
individual financial statements of the subsidiaries are adjusted based on the fair value of the
identifiable net assets at the acquisition date.

All significant intra-group balances, transactions and unrealised profits are eliminated in the
consolidated financial statements. The portion of subsidiaries’ equity and the portion of
subsidiaries’ net profits and losses and comprehensive incomes for the period not attributable
to Company are recognised as minority interests and presented separately in the
consolidated financial statements under equity, net profits and total comprehensive income
respectively.

- 15 -
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(@)

HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]

Summary of significant accounting policies and accounting estimates (Cont’d)
Foreign currency transaction
Foreign currency translation

Foreign currency transactions are translated into the recording currency of each entity of the
Group, using the exchange rates prevailing at the dates of the transactions.

At the balance sheet date, monetary items denominated in foreign currencies are translated

into the recording currency of each entity of the Group, using the spot exchange rates on the
balance sheet date. Exchange differences arising from these translations are recognised in

- 16 -
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(@)
(i)

(ii)

HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]

Summary of significant accounting policies and accounting estimates (Cont’d)
Financial instruments (Cont’d)
Financial assets (Cont’d)

Classifications of financial assets (Cont’d)

Available-for-sale financial assets are non-derivative financial assets that are either
designated in this category or not classified in any of the other categories at initial recognition.
Available-for-sale financial assets are included in other current assets on the balance sheet if
management intends to dispose of them within 12 months after the balance sheet date.

Recognition and measurement

Financial assets are recognised at fair value on the balance sheet when the Group becomes
a party to the contractual provisions of the financial instrument. In the case of financial assets
at fair value through profit or loss, the related transaction costs incurred at the time of
acquisition are recognised in profit or loss for the current period. For other financial assets,
transaction costs that are attributable to the acquisition of the financial assets are included in
their initially recognised amounts.

Financial assets at fair value through profit or loss and available-for-sale financial assets are
subsequently measured at fair value. Investments in equity instruments are measured at cost
when they do not have a quoted market price in an active market and whose fair value cannot
be reliably measured. Receivables are measured at amortised cost using the effective
interest method.

The profits or losses arising from the change in the fair value of the financial assets at fair
value through profit or loss are recognised in the current profits or losses. Interests, cash
dividends declared and disposal gain or losses are recognised in profit or loss for the current
period.

Gains or losses arising from change in fair value of available-for-sale financial assets are
recognised directly in equity, except for impairment losses and foreign exchange gains and
losses arising from translation of monetary financial assets. When such financial assets are
derecognised, the cumulative gains or losses previously recognised directly into equity are
recycled into profit or loss for the current period. The interest of available-for-sale liability
instruments, calculated in accordance with the actual interest rate method, and cash
dividends declared by the investee on available-for-sale investments in equity instruments are
recognised as investment income, which is recognised in profit or loss for the current period.

-17 -



HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]

Summary of signific
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HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]

\% Summary of significant accounting policies and accounting estimates (Cont’d)
(8) Financial instruments (Cont’d)
€) Financial assets (Cont’d)

(iv) Derecognition of financial assets

A financial asset
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HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]
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(€)

(f)

HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]

Summary of significant accounting policies and accounting estimates (Cont’d)
Inventories (Cont'd)
Amortisation methods of spare parts, auxiliary materials and turnover materials

Turnover materials include low value consumables and packaging materials. Spare parts,
auxiliary materials and turnover materials are expensed in full when issued.

Construction contracts

The costs of construction contract are shown as the accumulative cost and recog

-22 -
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(b)

(©)

HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]

Summary of significant accounting policies and accounting estimates (Cont’d)
Long-term equity investments (Cont’d)
Subsequent measurement and recognition of related profit and loss

For long-term equity investments accounted for using the cost method, they are measured at
the initial investment costs, and cash dividends or profit distribution declared by the investees
are recognised as investment income in profit or loss.

For long-term equity investments accounted for using the equity method, where the initial
investment cost of a long-term equity investment exceeds the Group’s share of the fair value
of the investee’s identifiable net assets at the acquisition date, the long-term equity
investment is measured at the initial investment cost; where the initial investment cost is less
than the Group’s share of the fair value of the investee’s identifiable net assets at the
acquisition date, the difference is included in profit or loss and the cost of the long-term equity
investment is adjusted upwards accordingly.

For long-term equity investments accounted for using the equity method, the Group
recognises the investment income according to its share of net profit or loss of the investee.
The Group discontinues recognising its share of the net losses of an investee after the
carrying amounts of the long-term equity investment together with any long-term interests that
in substance form part of the investor's net investment in the investee are reduced to zero.
However, if the Group has obligations for additional losses and the criteria with respect to
recognition of provisions under the accounting standards on contingencies are satisfied, the
Group continues recognising the investment losses and the provisions. The changes of the
Group's share of the investee’s owner's equity other than those arising from the net profit or
loss, other comprehensive income and profit distribution, are recognised in the Group’s equity
and the carrying amounts of the long-term equity investment are adjusted accordingly. The
carrying amount of the investment is reduced by the Group’s share of the profit distribution or
cash dividends declared by an investee. The unrealised profits or losses arising from the
intra-group transactions amongst the Group and its investees are eliminated in proportion to
the Group’s equity interest in the investees, and then based on which the investment gains or
losses are recognised. Any losses resulting from transactions between the Group and its
investees attributable to asset impairment losses are not eliminated.

Basis for determining existence of control, jointly control or significant influence over
investees

Control is the power to govern an investee and obtain variable returns from participating the
investee's activities, and the ability to utilise the power of an in

-23 -



HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]
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(d)

HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]

Summary of significant accounting policies and accounting estimates (Cont’d)

Fixed assets (Cont'd)

Basis for identification of fixed assets held under finance leases and related measurement

A lease that transfers substantially all the risks and rewards incidental to ownership of an

asset is a finance lease. The leased asset is recognised at the lower of the fair value of the
leased asset and the present value of the minimum lease payments. The difference between

-25-



(14)

HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]

Summary of significant accounting policies and accounting estimates (Cont’d)
Borrowing costs

The borrowing costs that are directly attributable to the acquisition and construction of a fixed
asset that needs a substantially long period of time for its intended use commence to be
capitalised and recorded as part of the cost of the asset when expenditures for the asset and
borrowing costs have been incurred, and the activities relating to the acquisition and
construction that are necessary to prepare the asset for its intended use have commenced.
The capitalisation of borrowing costs ceases when the asset under acquisition or construction
becomes ready for its intended use and the borrowing costs incurred thereafter are
recognised in profit or loss for the current period. Capitalisation of borrowing costs is
suspended during periods in which the acquisition or construction of a fixed asset is
interrupted abn
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17)

HUAXIN CEMENT CO., LTD.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts in RMB yuan unless otherwise stated)
[English Translation for Reference Only]

Summary of significant accounting policies and accounting estimates (Cont’d)
Long-term prepaid expenses

Long-term prepaid expenses include mine development cost and other expenditures that
have been incurred but should be recognised as expenses over more than one year in the
current and subsequent periods. Long-term prepaid expenses are amortised on the straight-
line basis over the expected beneficial period and are presented at actual expenditure net of
accumulated amortisation.

Mine development costs refer to expenditures in connection with infrastructure, exploitation
preparation and removal of debris and trees on mines, removal of non-mining raw materials
and impurities from ores, after obtaining the right of mining, so as to make it ready for
exploitation, and are capitalised in the period in which they are incurred.

Impairment of long-term assets

Fixed assets, construction in progress and intangible assets with finite useful lives, and long-
term equity investments in subsidiaries and associates are tested for impairment if there is
any indication that an asset may be impaired at the balance date. If the result of the
impairment assessment indicates that the recoverable amount of the asset is less than its
carrying amount, a provision for impairment and an impairment loss are recognised for the
amount by which the asset's carrying amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset’s fair value less costs to sell and the present
value of the future cash flows expected to be derived from the asset. A provision for asset
impairment is determined and recognised on an individual asset basis. If it is not possible to
estimate the recoverable amount of an individual asset, the recoverable amount of the CGU
to which the asset belongs is determined. A group of assets is the smallest group of assets
(“CGU") that is able to generate independent cash inflows.

Goodwill that is separately presented in the financial statements is tested at least annually for
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Summary of significant accounting policies and accounting estimates (Cont’d)
Employee benefits (Cont'd)
Share-based payment

Share-based payment refers to a transaction in which the Group grants equity instruments or
incurs an equity-instrument-based liability in return for employees’ services. The share-based
payment of the Group is cash-settled share-based payment.

A cash-settled share-based payment

A cash-settled share-based payment shall be measured based on the liability incurred by the
Group that is calculated and determined on the basis of the shares or other equity
instruments. For a cash-settled share-based payment, if the right may not be exercised until
the vesting period ends, or until the specified performance conditions are met. On each
balance sheet date within the vesting period, the services acquired in the current period shall,
on the basis of the best estimate of the information about the exercisable right, be recorded
as current profit or losses and the corresponding liabilities at the fair value of the liability
incurred by the Group. The fair value shall be re-measured each balanced sheet date prior to
the relevant liability settlement and each settlement date, and the changes are recognised in
the current profits and losses.

Profit distribution

Cash dividends distribution is recognised as a liability in the period in which the dividends are
approved by the shareholders’ meeting.

Provisions

Litigation and mine restoration are recognised when the Group has a present obligation, and
it is probable that an outflow of economic benefits will be required to settle the obligation, and
the amount of the obligation can be measured reliably.

A provision is initially measured at the best estimate of the expenditure required to settle the
related present obligation. Factors surrounding a contingency such as the risks, uncertainties
and the time value of money are taken into account as a whole in reaching the best estimate
of a provision. Where the effect of the time value of money is material, the best estimate is
determined by discounting the related future cash outflows. The increase in the discounted
amount of the provision arising from passage of time is recognised as interest expense.
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\% Summary of significant accounting policies and accounting estimates (Cont’d)

(21) Revenue recognition

The amount of revenue is determined in accordance with the fair value of the consideration
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Summary of significant accounting policies and accounting estimates (Cont’d)
Revenue recognition (Cont’d)

Construction contract revenue

When the outcome of a construction contract can be estimated reliably, the contract revenue
and contract costs are recognised over the period of the contract by reference to the stage of
completion. The stage of completion is measured by reference to the contract costs incurred
up to the end of the reporting period as a percentage of total estimated costs for each
contract.

The outcome of a construction contract can be estimated reliably when all the following
conditions are satisfied: (i) The total contract revenue can be measured reliably; (ii) it is
probable that the economic benefits associated with the contract will flow to the entity; (iii) The
contract costs attributable to the contract can be clearly identified and measured reliably ; and
(iv) both the contract costs to complete the contract and stage of contract completion at the
end of the reporting period can be measured reliably .

When the outcome of a construction contract cannot be estimated reliably, contract revenue
is recognised only to the extent of contract costs incurred that are likely to be recoverable.
When the contract costs incurred are not recoverable, the contract cost is recognised as an
expense immediately. The contract revenue and contract cost is recognised over the period
of the contract by reference to the stage of completion when the uncertainties on stage of
completions ceased.

When it is probable that total contract costs will exceed total contract revenue, the expected
loss is recognised as an expense immediately.

The contract revenue and cost in the current year are recognised as differences between the
accumulated revenue and cost recognised by reference to completion stage and the
accumulated revenue and cost recognised in prior periods.

Government grants

Government grants are the monetary asset that the Group receives from the government for
free, including tax refund, financial subsidies, etc.

A government grant is recognised when the conditions attached to it can be complied with
and the government grant can be received. For a government grant in the form of monetary
assets, the grant is measured at the amount received or receivable.

The government grants related to assets mean the government assets that are obtained by
the Group used for purchase or construction or forming the long-term assets by other ways.
The government grants related to income refer to all the government grants except those
related to assets.
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\% Summary of significant accounting policies and accounting estimates (Cont’d)

(22) Government grants (Cont’d)

G
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Summary of significant accounting policies and accounting estimates (Cont’d)
Significant changes in accounting policies (Cont’d)

The nature and the reasons of the The line items affected
changes in accounting policies (Cont'd) (C
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Tax (Cont’d)
The corporate income tax rate preferences applicable to the subsidiaries are as below:

Huaxin Cement (Tibet) Co., Ltd. and Tibet Huaxin Construction Materials Co., Ltd. are
manufacturing enterprises established in western development zone of the PRC. Pursuant to
the circular issued by local authority in 2011, the applicable corporate income tax rate for
these two entities is 15% from 2011 to 2020. Pursuant to the circular issued by local authority
in 2014, 40% of income tax is further exempted for enterprises established in Tibet for the
three years
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