ANNUAL REPORT 2001 F %R

.

OB Ak A TR A F)
China Rare Earth Holdings Limited

(RAEHBAMALZBERLT)

(Incorporated in the Cayman Islands with limited liability)



£BEH

Corporate Information

SEE-EN
Corporate Profile

BHRE
Financial Highlights

IFBEE

Chairman’s Statement

ESREREBAEEN
Directors and Senior Management Profile

ESEWG

Directors’ Report H
BREMBE

Auditors’ Report

GaENE CONTENTS

Consolidated Income Statement

GERRBER 3
Consolidated Statement of Recognised Gains and Losses

EEEMEXR

Balance Sheets

GRELERER

Consolidated Cash Flow Statement

B HRME

Notes to the Financial Statements

BHERBE

Financial Summary

RRBEASES

Notice of Annual General Meeting




02

il
[

& %

CORPORATE INFORMATION

o DIRECTORS

BTES Executive Directors

BRELEFEE) Mr Jiang Quanlong (Chairman)

BITR L+ (BIE/E) Ms Qian Yuanying (Deputy Chairman)
BhREEYE Mr Fan Yajun

Mg Zt Ms To Siu Mui, Annie

BYFHTES Independent Non-executive Directors
ZIRNEE Mr Liu Yujiu

BEEERE Mr Huang Chunhua

HfHEE REGISTERED OFFICE

Century Yard
Cricket Square
Hutchins Drive
George Town
Grand Cayman
British West Indies

AMBERTEEXLE

Century Yard
Cricket Square
Hutchins Drive
George Town
Grand Cayman
British West Indies

HEAD OFFICE AND PRINCIPAL PLACE OF BUSINESS

BT & e B BT AR
BBEXEME

Dapu, Yixing, Jiangsu Province, PRC
PLACE OF BUSINESS IN HONG KONG

BARRERBI0OM ML RNEGISE

DNAWE

Room 618, Hutchison House, 10 Harcourt Road, Central, Hong Kong
COMPANY SECRETARY

78 1= % A FCCAM AHKSA
E%%%@ﬁ

Mr Law Lap Tak, FCCA and AHKSA
HONG KONG LEGAL ADVISERS

SR R % Pt Chiu & Partners
% Z B AUDITORS
ZE R N A K AT RD Arthur Andersen & Co., Certified Public Accountants
B EZEE AUDIT COMMITTEE
ARNEE Mr Liu Yujiu
EREERE Mr Huang Chunhua
FEARELT PRINCIPAL BANKERS
e PRC

RERITE®EHXIT
PR TRERITEET AT
BB

BT IRTT
REIRITHEAEDT
B R RT
TERNBFERE

Bank of China, Yixing Sub-branch
Industrial & Commercial Bank of China, Yixing Sub-branch

Hong Kong

Standard Chartered Bank

Bank of China, Hong Kong Branch
Nanyang Commercial Bank, Limited

PRINCIPAL SHARE REGISTRAR AND TRANSFER OFFICE

Bank of Butterfield
International (Cayman) Limited
Butterfield House, Fort Street
P.O. Box 705, George Town
Grand Cayman

Cayman Islands

BBEROBPELDE

Bank of Butterfield
International (Cayman) Limited
Butterfield House, Fort Street
P.O. Box 705, George Town
Grand Cayman

Cayman Islands

HONG KONG BRANCH SHARE REGISTRAR AND TRANSFER OFFICE

BEPREFECERRA
BRERKERI8IHR

Central Registration Hong Kong Limited
Shops 1712-1716

ARE L1712 17th Floor, Hopewell Centre
1712-17167 % 183 Queen's Road East, Hong Kong
Bt AN INTERNET WEBSITE
www.creh.com.hk www.creh.com.hk

NEARER PUBLIC RELATIONS CONSULTANT

METERBERAR LA

|—2T-5%R

Strategic Financial Relations Limited



R IERER QR A EERNH T K
KR ERMER - ARER-NAANFTA
THEEBEHARZMABRDR LT » KA
B E RSN ETERLE R L R AR A
EhE-

$EEW¥%%%*hﬂt¢$ﬁiﬁ%E£

CREFENZ N AEEH—ER L OBR
%EW%%%J%%%W%i&WWMM@%
7 o

MtEMBEZERNERAZESRRTE M
MAMHBEANERELENSREIERME -
RmREmEHER  AEB LRGN ERER -
LERRRIAFSREERERNER 2%
REH -

AN S B [ 2 R A AR b L R R R ) A E R A
SESEENER AEBER—AANLE—
P TEI1SO 900212 ERFEBE -

Z50  REBOBH LEGRMAMEER
EFE“J %6,500ME(REO) &2 50,0008 - H A
MIEGMABHEOZER - BA - BNKRE
Bl mmAMBERAEZZERNEREOER
N o

£ E &
CORPORATE PROFILE

China Rare Earth Holdings Limited is one of the leading and most recognized
rare earth and refractory products manufacturers in the People’s Republic
of China (“PRC"). It has been listed on The Stock Exchange of Hong Kong
Limited since 15 October 1999, becoming the first Chinese private
enterprise engaging in the manufacture of rare earth and refractory products

listed outside of the PRC.

The Group commenced business in 1987 in the city of Yixing, Jiangsu
Province, with the establishment of a rare earth separating factory and has
grown rapidly to become a well-respected rare earth and refractory products

manufacturer.

The applications for rare earth products ranged from many traditional
industries to the high technological arena. Refractory products are used
extensively in heat-treatment facilities for various industries. To cater for
the market demand, the Group has continued to develop new products,

especially environmental friendly and innovative high value-added products.

To produce the best products, the Group has adopted cutting-edge
technologies and sophisticated production facilities. It successfully obtained

ISO 9002 quality certification in January 1999.

Today, the Group's annual production capacities reach 6,500 tonnes (REO)
of rare earth products and 50,000 tonnes of refractory products. Rare
earth products are mainly exported to the United States, Japan, Europe
and Korea whereas refractory products are mainly for domestic sales and

export to Japan.
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FINANCIAL HIGHLIGHTS
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FINANCIAL HIGHLIGHTS

Rare Earth Products

B ESE Turnover analysis b
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Refractory Products

i AR
Rare Earth Products MtEmME 375 61% 371 66%
Refractory Products i KRR 243 39% 187 349%
Total B 618 100% 558 100%
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To all shareholders,

On behalf of the Board of Directors, | am pleased to present the annual report of
China Rare Earth Holdings Limited for the year ended 31 December 2001. Since its
establishment, the Group has been able to reduce costs and maximize profits through
adopting pragmatic operation strategies and employing strict management control.
That gives explanation to the maintained satisfactory results during the harsh economic

environment last year.

2001 was a year filled with threats as well as opportunities. Poor external market
sentiment and fluctuations had imposed a pressure on the Group to cut the prices of
its products. As a result, despite there was growth in turnover, the Group's profit can
only be maintained at the level attained in 2000. On the other hand, with the
expansion of its rare earth separating production line incorporated with top separating

techniques and a superb circulation system, the Group was able to effectively increase
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CHAIRMAN’S STATEMENT
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recycle rate and reduce
consumption rate of resources,
achieving economies of scale and
higher product quality. All these
facilities and technologies have
further stabilized the Group's
profitability and broadened its
market share. Additionally, the
strategic alliance formed with a raw
material supplier by the end of
2001 will help to stabilize both the
supply as well as the price of raw
materials. The strengthened
resources position will enable the
Group to withstand the adverse
impact of the fluctuating market

condition.

FINANCIAL RESULTS

For the year ended 31 December
2001, the Group recorded a
turnover of HK$617,808,000,

representing 11% growth against
HK$558,231,000 recorded last
year. The growth was mainly
attributable to the increased sales
volume brought about by the
improved production capacity. The
sales of rare earth products and

refractory products amounted to

HK$374,661,000 and
HK$243,147,000 respectively. The

Group recorded the profit
attributable to shareholders of
HK$142,214,000. Basic earnings
per share was HK19.1 cents. During
the year, the Group was still
enjoying tax relief with the PRC
enterprise income tax waived. Net

profit leveled 2000's figure.

DIVIDENDS

The Board has resolved to

recommend the payment of a final
dividend of HK2 cents per share
for the year ended 31 December
2001. Together with the interim
dividend of HK2 cents per share
paid in October 2001, total
dividends for the year will amount
to HK4 cents per share. Subject to
the approval of shareholders at the
forthcoming Annual General
Meeting to be held on 31 May
2002, the final dividend will be
paid on or before 12 June 2002

to registered shareholders.
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The Register of Members of the
Company will be closed from 28
May 2002 to 31 May 2002, both
days inclusive. During the period
no transfer of shares will be
registered. In order to be qualified
for entitlement to the proposed
final dividend and for attending the
Annual General Meeting, all
transfer documents accompanied
by the relevant share certificates
must be lodged with the
Company's Share Registrar in Hong
Kong, Central Registration Hong
Kong Limited, for registration not
later than 4:00pm on 27 May
2002.

BUSINESS REVIEW
Rare Earth

Rare earth products have been

widely employed in different
industries, from traditional
industries such as glass, steel
metallurgy and petroleum, to hi-
tech industries such as aeronautic
technology, materials for the
production of mini-size products
and precision optics. Moreover,
many of these are increasingly

being used as value-added

materials of popular consumer
electronic products such as
computers, television sets, mobile
phones and automobiles. The
phenomenal expansion of
applications of rare earth products
and active research and
development of new products in
recent years have provided
tremendous opportunities for the

Group's further development.

The annual production capacities
of rare earth separating lines
increased significantly to 6,500
tonnes (REO) as a result of the
completion of two expansion
projects of rare earth production
facilities since the initial public
offer of the Group’s shares in
1999. Installed with advanced
controlling systems and state-of-
the-art separation technology, the
26,500 sq. meter newly
established rare earth separating
line for ionic ore enables the
Group to produce products that
lead the PRC market in both
quality and quantity. Together with

the separating line for rare earth
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CHAIRMAN’S STATEMENT

chloride established in mid-2000,
the Group has established its

leading position in the industry.

As more and more components in
electronic and communications
products are applying rare earth,
the impact of the global economic
slowdown, which has cooled down
the information technology sector,

has also been affecting the rare

earth industry. The over supply of :

rare earth products has led to
severe price competition in the

industry. Some competitors in the

PRC even had to cease their .

production. As the quality of the

Group's products are comparatively

ahead of others and supported by

a well-established customer base,
the Group is able to withstand the
harsh time. With

production capacity and immense

enlarged

orders, the Group sold over 5,900

tonnes (REO) of rare earth products *
in 2001, which is 40% higher than -

that in 2000. However, due to keen
competition, price cuts were
inevitable, for instance, the average
price of Neodymium Oxide and
Dysprosium Oxide dropped by 17%
and 30%, respectively and the
average selling price of fluorescent
powder also decreased from that

in 2000. Certain products, however,

recorded an increase in price. The .

price of Lanthanum Oxide stepped

up by 149% as compared with its .

price in 2000. As the negative
effects brought by the price drop
offset the increase in sales volume,

the turnover of rare earth products

business could only remain at
about the same level as that in

the previous year.

In terms of export market,
proportion of sales to Europe
market increased due to the
relentless efforts and which leads
to the drop of the proportion of
sales to the US and Japan markets.
As such, the adverse impact
resulting from the September 11
terrorist attacks as well as the
sustained economic slowdown in
lightened. The
proportion of sales to the PRC

Japan was

market, on the other hand, was
enhanced by the growing

economy of the Mainland.

As China holds approximately 80%
of the world’s rare earth reserves,
the Chinese government has
always been paying special
attention to the industry. In the
wake of complaint against the
market being flooded with low
price but horrendous quality
products, the government has
introduced different remedial
measures including imposing
restrictions on ores extraction and
issuance of export licenses.
Furthermore, the government is
actively seeking to adjust the
demand-supply position of rare
earth products by considering the
consolidation of the whole
industry and organization of
management alliance. The Group
has been actively involved and has

made suggestions to this end.
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Although the structure of the rare
earth industry was very
complicated in China, the industry
is looking forward to the
consolidation of policies favoring
its healthy development with the
guidance of government officials at
different levels. Prior to it, the
Group formed a strategic alliance
with a state-owned enterprise,
which is also a leading rare earth
supplier in China specialising in the
extraction of rare earth refined ore,
by the end of 2001. The strategic
alliance does not only help stabilize
the price and the demand-supply
position, but also secures the
supply of raw materials to the
Group, which will enhance the

competitiveness of both parties.

Refractory Materials

Refractory product is another major
product line of the Group.
Currently, the Group's annual
production capacity of refractory

products reaches 50,000 tonnes.

The expansion projects on the
production capacity of refractory
products, which were completed in
mid-2000, have started to bear
fruit. In 2001, the Group sold
about 45,000 tonnes of refractory
products, up 40% against that in
the previous year. Among all, fused
rebonding magnesium bricks
series, a type of materials that are
widely applied in both glass and
steel industries, was still the top-

sales refractory product of the

Group. It recorded the sales
volume of over 8,000 tonnes in
the year. The Group implements
strict quality control on its
refractory products. To ensure the
achievement of top quality levels,
the Group has persisted in
adopting the latest techniques and
employing eminent professionals.
Meanwhile, the Group cooperated
with a prominent manufacturer
from the world's refractory product
industry to further improve and
develop new products. Its aim is
to position itself as the major
supplier of refractory products in
the PRC that cater for the needs
of domestic and foreign
enterprises. The price for refractory
products was quite stable in spite
of the poor economic conditions.
The Group recorded a growth of
309% in turnover as compared to
that of 2000, compensating the
negative impact of the slowdown
in the rare earth industry. The
production and sales of refractory
products have become a crucial
pillar for the growth of the Group's

business in the previous year.

In export terms, the Group
cooperated closely with Japanese
clients and an annual export
accounted for about 16% of the
Group's sales of refractory
products. During the year, the
Group's refractory products started
penetrating the Europe market but
the amount only accounted for

less than 19 of the total sales.
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CHAIRMAN’S STATEMENT

Although the percentage is not
significant now, the Group is on
the track to lead export sales of
refractory products to reach a
target of 50% from 10%.

STAFF AND REMUNERATION

The Group sees its people as the

key to success. The Group believes
that its competitiveness would be
greatly enhanced with the
commitment of professionals.
Thus, the Group is constantly
seeking to employ and nurture
more professionals and experts in
management, research and
development as well as production.
Currently, the Group has an over
1,200 workforce. Through the
provision of comprehensive
training to its people and
employment of well-educated
professionals, the Group continues

to strengthen its manpower.

Total staff cost excluding directors’
emoluments incurred during the
year amounted to HK$15,165,000.
The Group offers comprehensive
remuneration and benefit packages
to its employees. The Group also
adopts a share option scheme as
a part of the benefit package,
however, no options were granted

during the year.

USE OF PROCEEDS

The net proceeds of about
HK$72,000,000 from the
placement of 70,000,000 new

shares in November 2000 were

fully invested in the construction
of the new rare earth separating
lines for ionic ore which were

inaugurated in June 2001.

In July 2001, the Group raised
approximately HK$254,500,000
from the placement of
105,200,000 new shares. As at
31 December 2001, the Group
had applied about
HK$45,000,000 in the second
phase expansion of refractory
materials production lines, and
HK$100,000,000 as a prepayment
for its development of fluorescent
powders business. The remaining
proceeds have been deposited in
licensed banks and will be used
to strengthen the Group’s

competitiveness.

LIQUIDITY AND FINANCIAL
RESOURCES

As at 31 December 2001, the
Group had cash and bank

balances, including pledged
deposits, of HK$249,017,000. All
long-term bank loans had been
repaid upon maturity by the end
of the year. In addition, as the
convertible bonds issued in June
2000 had been fully converted,
there was no long-term liability as

at 31 December 2001.

Because of the capital expenditure
and repayment of bank loans in
the year, total liabilities to total
assets ratio was further decreased

to 8%. Should there be any
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financial needs to meet with
potential opportunities, the Group
is confident of obtaining financing

of favorable terms.

PROSPECTS

The Group's core businesses,

namely rare earth products and
refractory products, complement
each other while at the same time
show strong competitive advantage
in their respective industries. As a
declining industry outside the PRC,
the refractory materials industry is
booming and evolving in the PRC
and development has been stable.
Despite the fluctuating economy,
thanks to the wide range of product
applications, the rare earth industry
has a promising prospect and

tremendous growth potentials.

The poor market conditions in rare
earth industry last year had
adversely affected the Group's
turnover and profit. Some of the
Group's competitors in the PRC had
no choice but to cease their
production. The Group, however,
has prepared for the adversity and
through exerting its tremendous
efforts, managed to successfully
maintain its turnover and
established its prime position in the
PRC rare earth industry. The Group
can also take advantage of the re-
structure of the industry to be
guided by the Chinese government
in the near future. On the other
hand, anticipating a rebound of the

rare earth industry in the second

half of 2002, the Group has been
actively preparing itself for
grasping every opportunity that
may arise during the recovery. The
completion of the expansion
projects of rare earth separation
facilities, which involved equipping
them with sophisticated and
automated techniques, will allow
the Group to seize those new
opportunities. With these
advanced technologies, the Group
will be able to meet the needs of
different customers and accelerate
its development. Looking ahead,
the Group will turn its attention
towards downstream product
development. This initiative is
evidenced by the establishment of
Wuxi Xinwei Fluorescent Materials
Co., Ltd., a subsidiary of the Group
that specializes in the
development of quality fluorescent
powders. The new company, with
a total investment of HK$150
million of which 719% of it is borne
by the Group, is jointly operated
by the Group and another
enterprise. It welcomes the
recovery of the rare earth industry
and has been investing on new
production facilities. The urgent
need for product improvement is
also reflected in the reduction in
price of fluorescent powder of the
Group. The new production line
is expected to commence
operation in mid-2002 and is
capable to produce annually 500
tonnes top grade fluorescent

materials including super afterglow
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CHAIRMAN’S STATEMENT

phosphor. The Group will also
establish a rare earth application
engineering research centre to
accelerate the pace of
industrialization of rare earth

products.

For refractory products, the second
phase expansion project is in
progress and is expected to be
completed and commence
operation in mid-2002. Upon the
completion of the expansion
project, the annual production
capacity will escalate from currently
50,000 tonnes to 80,000 tonnes,
in line with the agreement signed
between the Group and a
Japanese refractory expert
company in April 2001 to jointly
develop new products. Apart from
the fused rebonding magnesia-
chrome brick and tubular checker
bricks for regenerators which are
used in steel refining furnace and
floating glass, respectively, the
Group will develop chrome-zirconia
bricks refractory products which will
be applied in coal-water gasifiers.
Building on its past achievements,
the Group will step up its efforts
to explore overseas markets for its
products and increase its market

share.

Additionally, the Group is seeking
to ensure stable supplies of raw
materials. It also pledges to

undertake extensive research and
investigation in advance whenever

potential investment opportunities

arise in order to protect the

interests of shareholders.

CONCLUSION

The poor global economic

sentiment and the slowing down
of the information technology
industry have to some extent
thwarted the Group’s results.
However, with the relentless
support of our staff and customers,
the Group was able to deliver a
satisfactory profit. Looking to the
future, the Group is committed to
producing more value added
products, putting more emphasis
on downstream development to
enlarge its market share and drive

the Group’s development.

Finally, on behalf of the Broad of
Directors, | sincerely thank our
customers, shareholders, investors,
suppliers and business partners for
their trust and support to the
Group. My thanks also go to our
committed staff whose contribution
has been instrumental to the

Group's development.

Jiang Quanlong

Chairman
18 April 2002
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Mr Jiang Quanlong, aged 49, is a founding member and the chairman of
the Group. Mr Jiang has over 20 years of experience in the rare earth and
refractory materials industry. Mr Jiang is responsible for the formulation of
the Group's overall business development policies and oversees the daily
operations of the Group. Prior to the founding of the Group, Mr Jiang had
been a factory manager of a refractory materials production plant and a
sales manager of a glass and ceramics manufacturing company. Mr Jiang is

the husband of Ms Qian Yuanying, the deputy chairman of the Group.

Ms Qian Yuanying, aged 42, is a founding member and the deputy chairman
of the Group. Ms Qian has over 10 years of experience in the rare earth
and refractory materials industry. Ms Qian assists the chairman in the
overall management of the Group and has particular responsibility for the
marketing aspect of the Group's business. Prior to the founding of the
Group, Ms Qian was a high school teacher. Ms Qian is the wife of Mr

Jiang, the chairman of the Group.

Mr Fan Yajun, aged 34, joined the Group in 1988. Mr Fan is the chief
executive officer of the Group and is responsible for the overall

administration operation of the Group.
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Ms To Siu Mui, Annie, aged 38, joined the Group in 1999. Ms To is the
deputy general manager of the Group and is responsible for the overall
management of the Group’s Hong Kong office. Ms To has over 16 years of

experience in the industry of rare earth and metal products.

BUFHITES Independent Non-executive Directors
ATt 68 B AN FREER Mr Liu Yujiu, aged 68, joined the Group in 1999 as an independent non-
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executive director. Mr Liu is the head of the Rare-Earth Experts Group,
Applications and Development Section under the State Planning

Commission. Mr Liu is also the executive of China Rare Earth Science
Society and deputy editor-in-chief of China Rare Earth Journal. Mr Liu was
appointed as chief engineer of China Rare Earth Development Corporation

for the period between December 1992 to December 1997.

Mr Huang Chunhua, aged 37, joined the Group in February 2001 as an
independent non-executive director of the Company. Mr Huang is the
executive director and financial controller of a listed company in Hong
Kong. Mr Huang is Ph.D of Marketing and MBA of University of Strathclyde.
Mr Huang was previously a senior investment analyst, China Research of

CLSA Emerging Markets and China analyst of HSBC Securities Asia Ltd.

Company Secretary
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Mr Law Lap Tak, aged 32, joined the Group in 1999. Mr Law is the
financial controller and company secretary of the Company. Mr Law
graduated in Hong Kong with a degree of bachelor of business
administration. Mr Law is a member of The Hong Kong Society of
Accountants and The Association of Chartered Certified Accountants. Prior
to joining the Group, Mr Law was with an international accounting firm in

Hong Kong for over 7 years.
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Mr Lou Jixiang, aged 50, joined the Group in 2000. Mr Lou is the deputy
general manager of the Group and is responsible for the operation of rare
earth business. Prior to joining the Group, Mr Lou was the deputy general
manager of a renowned rare earth factory. Mr Lou has over 20 years of

experience in the rare earth and non-ferrous metals industry.

Ms Xu Panfeng, aged 37, joined the Group in 1987. Ms Xu is the deputy
general manager of the Group and is responsible for the sales of rare
earth business. She has years of experience in production and marketing

of rare earth industry.

Mr Jiang Caina, aged 43, joined the Group in 1986. Mr Jiang is the deputy
general manager of the Group and is responsible for the operation of the
refractory materials business. Mr Jiang has over 20 years of experience in

refractory materials industry.

Mr Zhu Panjun, aged 41, joined the Group in 1986. Mr Zhu is the general
manager of Yixing Xinwei Leeshing Rare Earth Company Limited. Mr Zhu

has over 10 years of experience in rare earth industry.

Mr Yu Zhengming, aged 66, joined the Group in 1999. Mr Yu is the chief
engineer and technical consultant of Yixing Xinwei Leeshing Rare Earth
Company Limited. Prior to joining the Group, Mr Yu was the factory general
manager and chief engineer of a renowned rare earth factory. Mr Yu is an

expert in rare earth and non-ferrous metals industry.

Mr Xu Jianwen, aged 33, joined the Group in 1998. Mr Xu is the head of
production department of Yixing Xinwei Leeshing Rare Earth Company

Limited. Mr Xu has over 10 years of experience in rare earth industry.

Mr Zhao Jianwen, aged 35, joined the Group in 1987. Mr Zhao is the head
of technology department of Yixing Xinwei Leeshing Rare Earth Company

Limited. Mr Zhao has over 10 years of experience in rare earth industry.

Mr Wu Yiping, aged 40, joined the Group in 1988. He is the general
manager of Yixing Xinwei Leeshing Refractory Materials Company Limited
and has years of experience in production and administration of refractory

materials.
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Mr Chen Liangping, aged 54, joined the Group in 1995. Mr Chen is the
deputy general manager of Yixing Xinwei Leeshing Refractory Materials
Company Limited. Mr Chen has years of experience in refractory materials

industry.

Mr Reijiro Kuwahara, aged 59, joined the Group in 2001. He is the chief
engineer of Yixing Xinwei Leeshing Refractory Materials Company Limited.
Prior to joining the Group, he was the technical supervisor of Overseas
Division of a famous international company in Japan and has years of

experience in production and administration of refractory materials.
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The directors have pleasure in presenting their annual report and the
audited financial statements of the Company and its subsidiaries (the

“Group”) for the year ended 31 December 2001.

PRINCIPAL ACTIVITIES

ARARMIEEBRREER - AREWEE
EBEABLIEMRMAMBERZ2ERE

® o

=

MEARMEIEXBHNUBRRME 13-

TEEH

The principal activity of the Company is investment holding. The principal
activities of the Group are manufacturing and sales of rare earth products

and refractory products.

The principal activities of the subsidiaries are set out in Note 13 to the

financial statements.

SEGMENT INFORMATION

AEBEDREMNHBRN T BRERM T4 -

Details of segment information of the Group are set out in Note 4 to the

financial statements.

SUBSIDIARIES

EERDIK

Details of the Company’s subsidiaries as of 31 December 2001 are set

out in Note 13 to the financial statements.

RESULTS AND APPROPRIATIONS

ARERBE_TE-F+-_A=t—HLL#F
EMEERRAFRE2VENGRERR
A o
FRERETHRSER2BM - E=GHRE
BEBEBE_TT-F+-_A=+—RLEE
MARBBREER2BEWTR-_TT_FHA=
T-BEIIBRREMAMKR -

Hi o K FEHN M B RRHME21 -
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The results of the Group for the year ended 31 December 2001 are set
out in the consolidated income statement on page 27 of the annual

report.

An interim dividend of HK 2 cents per share was declared and paid to the
shareholders during the year. The directors recommend the payment of a
final dividend of HK 2 cents per share for the year ended 31 December

2001 to the shareholders on the Register of Members on 31 May 2002.

Details of other appropriation are set out in Note 21 to the financial

statements.

RESERVES

AEERARTRFANFEESH R AR
HRBE 2 BEOFBEARPBERRME21 -

Details of the movements in the reserves of the Group and the Company
during the year and details of the distributable reserve of the Company are

set out in Note 21 to the financial statements.
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A summary of the results of the Group for the past five financial years

ended 31 December 2001 is set out on page 71 of the annual report.

FIXED ASSETS AND CONSTRUCTION IN PROGRESS

AEBMARARFEANEEEEREZTIE
MEBHHBRRMBERRMEI2 -

AR

Details of the movements in the fixed assets and construction in progress
of the Group and the Company during the year are set out in Note 12 to

the financial statements.

SHARE CAPITAL

AR RIAF R 8RR AR B ) R B R B IS SRR A
120 °

THBRRES

Details of the movements in the share capital of the Company during the

year are set out in Note 20 to the financial statements.

CONVERTIBLE BONDS

—EREERTNESFREFANERARDRAE
BB FEHN B RRME 19

S

Details of the conversion of bonds, which were issued in 2000, into
ordinary shares of the Company during the year are set out in Note 19 to

the financial statements.

BORROWINGS

REBRRITEERBITREFBHEN ISR
KM FE220

Rk 5t &

Details of the bank borrowings and banking facilities of the Group are set

out in Notes 22 to the financial statements.

RETIREMENT SCHEMES

AEENRARSFTBFBERN T B RRME
8 e

s

Detacts of retirement schemes of the Group are set out in Note 8 to the

financial statements.

DIRECTORS

FAREZERARETITARERRAANES
B

HITES
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The directors of the Company during the year and up to the date of this

report are:

Executive directors

Mr. Jiang Quanlong (Chairman)

Ms. Qian Yuanying (Deputy Chairman)
Mr. Fan Yajun

Ms. To Siu Mui, Annie

Independent non-executive directors
Mr. Liu Yujiu

Mr. Huang Chunhua (appointed on 7 February 2001)

Mr. Wong Yee Sui, Andrew  (resigned on 7 February 2001)
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In accordance with Article 108 of the Company's Articles of Association,
Mr. Fan Yajun will retire by rotation from the Board at the forthcoming

annual general meeting and being eligible, offer himself for re-election.

Each of the executive directors has entered into a service contract with the
Company for a term of three years commencing from 1 September 1999,
which will continue thereafter unless and until terminated by either party

giving to the other not less than three months' notice in writing.

Save as disclosed above, none of the directors has a service contract with
the Company which is not terminable by the Company within one year

without payment of compensation other than statutory compensation.

Each of the non-executive directors has been appointed for a term of two

years.

DIRECTORS' INTERESTS IN SHARES

RZZBZE-—F+ZA=+—H XRAREZE
7 (E#m) &0 ( [RERRGH] ) £
EMFENECMAR  WESEERT
BREBENARBNRATHEENRENT ¢

As at 31 December 2001, the interests of the directors and chief executives
in the share capital of the Company as recorded in the register maintained
by the Company pursuant to Section 29 of the Securities (Disclosure of

Interests) Ordinance (“SDI Ordinance”) are as follows:

(iy &AF (i) The Company

=% EmME st &8
Directors Nature of interests Number of shares held
[E IS NAER (M) 418,998,000
Qian Yuanying Corporate interests (Note 1)

HAEE B ARz 2,868,000

Huang Chunhua

Personal interests
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(i) Subsidiaries
(a) Xinwei Rare Earth Group (Hong Kong) Limited

5= BantE P 5 4 SR AR R T D
Number of non-voting

Directors Nature of interests deferred shares held

R RE (PN 7,000,000

Jiang Quanlong Personal interests

TR EAER 3,000,000

Qian Yuanying

(b) EEFHFKBLERAA

Personal interests

(b) Yixing Xinwei Leeshing Rare Earth Company Limited

5% BmltE P 7 #E 7
Directors Nature of interests Equity interest
e NEEE (ME2) 5%

Jiang Quanlong

et

(1) # % B 17 Jb 3% i YY Holdings
Limited £ & - H2 M2 ETK
FREBEREANZTAFE -
MEBEARBIRREFZS
BHEABH)RA -

Q) EEBEFAEELFENE - ZEH
RN EBEREEESWER
BT ES%ERBETE Y B
WA BEENRZLENZE
ERE e

Corporate interests (Note 2)

Notes:

(1) These shares are held through YY Holdings Limited, the entire
issued share capital of which is held by the trustee of the
Jiang family trust, the discretionary object of which is a company
wholly owned by Ms. Qian Yuanying and her children.

(2) The equity interest is held by Xinwei Group Limited, a domestic
enterprise 5% owned by Mr. Jiang Quanlong with remaining
95% owned by a brother of Ms. Qian Yuanying. Mr. Jiang is

also the legal representative of the enterprise.
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DIRECTORS' INTERESTS IN CONTRACTS
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During the year, the Group arranged export sales of its products outside
the PRC using the export quota of Xinwei Group Limited at no consideration.
Export sales handled through this arrangement amounted to approximately
HK$35,142,000.

During the year, the Group leased two office premises from Mr. Jiang
Quanlong for use as its sales and marketing headquarters at an aggregate
monthly rent of RMB 18,000 (equivalent to about HK$17,000). During the
year, the total operating lease rentals paid in respect of these leases

amounted to approximately HK$204,000.

During the year, the Group purchased rare earth materials amounting to
approximately HK$1,923,000 from Shanghai Xinchen Rare Earth New
Materials Company Limited, a company 90% owned by Mr. Jiang Quanlong

and 8.91% owned by Ms. Qian Yuanying.

Save as disclosed above and in Note 3 to the financial statements, no
directors had a beneficial interest, either direct or indirect, in any contract
of significance to the business of the Company or any of its subsidiaries

was a party at the balance sheet date or at any time during the year.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR DEBENTURES

BRERARBRRIEZBRETS KD
AZEEAHBERARRSENBEARZE2H
HETHHTESFMBETARERLEER
B EEARBARRIZEND -
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FRARABKEMERABES B ERERE
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TNABRKFREBAARRBREMEMEAE
BB rmESME 2 EmLH -

There was a Share Option Scheme which was approved by the shareholders
of the Company, under which the directors may, at their discretion, invite
any full time employee or executive director of the Company or its
subsidiaries to take up options at HK$1 each as consideration for option

to subscribe for shares in the Company.

As at 31 December 2001, no such option had been granted to the directors.

At no time during the year was the Company or any of its subsidiaries a
party to any arrangement, which enable any of the directors or chief
executives of the Company or their spouses or children under the age of
18 to acquire benefits by means of the acquisition of shares in, or

debentures of, the Company or any other body corporate.
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As at 31 December 2001, the register of substantial shareholders
maintained under Section 16(1) of the SDI Ordinance shows that, other
than the interests disclosed in “Directors’ interests in shares” above in
respect of Ms. Qian Yuanying's interest in the Company through YY Holdings
Limited, the Company has not been notified of any other interests

representing 10% or more of the Company's issued share capital.

MANAGEMENT CONTRACTS

FAME VI FETAHARELHBRER
M EBREERTREBZARN -

BE HEIBEAQANLTES

ARERFARERE  HELXELEMAR
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No contract concerning the management and administration of the whole
or any substantial part of the business of the Group were entered into or

existed during the year.

PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S
LISTED SECURITIES

There has been no purchase, sale or redemption of any of the Company's

listed securities by the Group during the year.

MAJOR CUSTOMERS AND SUPPLIERS

FR AEERALLEEPHHERASHER
SEEHERN3I30  MAKBERARTFPHH
ERADE 2% FA > AEBERADAHE
BHRBEA A AEERRBEN28% M
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During the year, the aggregate sales attributable to the Group's five largest
customers represented approximately 33% of the Group's total sales and
the sales attributable to the Group's largest customer was approximately
12%. The aggregate purchases attributable to the Group's five largest
suppliers during the year represented approximately 28% of the Group's
total purchases and the purchases attributable to the Group's largest supplier

was approximately 10%.

None of the directors, their associates or any shareholders which to the
knowledge of the directors, own more than 5% of the Company's issued
share capital has any interest in the share capital of any of the five largest

customers or suppliers of the Group.

PRE-EMPTIVE RIGHTS

REARBDZAREHSERRANNASRS
ZEG > ARB A EHRETHRRLAME
TBRBZMRTE -

REEA A

There is no provision for pre-emptive rights under the Company’s
Memorandum and Articles of Association and the Cayman Islands

Companies Law in relation to the issue of new shares by the Company.

CODE OF BEST PRACTICE

ARAR-TE-FT-A=T-BLEE
N ERTERBARSRERARNES LD
ARUB 8514 57 80 00 8 41 PR 7 U -

The Company has complied with the Code of Best Practice as set out in
Appendix 14 of the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited throughout the year ended 31 December
2001.
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The Company has established an audit committee with written terms of
reference in compliance with the Code of Best Practice throughout the
year ended 31 December 2001. The audit committee comprises the two
independent non-executive directors of the Company, Messrs. Liu Yujiu

and Huang Chunhua.

AUDITORS

5% ZETZFWATNH

A resolution to reappoint Messrs. Arthur Andersen & Co. as auditors of the

Company will be proposed at the forthcoming annual general meeting.

On behalf of the Board

Jiang Quanlong

Chairman

Hong Kong, 18 April 2002
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AUDITORS" REPORT

ANDERSEN

AUDITORS’ REPORT TO THE SHAREHOLDERS OF
CHINA RARE EARTH HOLDINGS LIMITED
(Incorporated in the Cayman Islands with limited liability)

We have audited the financial statements on pages 27 to 70 which have
been prepared in accordance with accounting principles generally accepted

in Hong Kong.

Respective Responsibilities of Directors and Auditors

FRAREATZHBRRD BAAESZ
BT RS HERLT 2HHBERS -
ERYARMEEZBHBE  LEHEAR
SREHBE -

ARBMzEERBEERZER  HZEY
BRRELBILER - LRBIREKS -

The Company's directors are responsible for the preparation of financial
statements which give a true and fair view. In preparing financial statements
which give a true and fair view it is fundamental that appropriate accounting

policies are selected and applied consistently.

It is our responsibility to form an independent opinion, based on our audit,

on those statements and to report our opinion to you.

Basis of Opinion
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BARBRRL  (FHABZHETE - EFHER
B AR TEAEZERBERRMBZE
HEBRLRORE - ARBEBERABER
THEERTIERRHUAE ZER -

We conducted our audit in accordance with Statements of Auditing
Standards issued by the Hong Kong Society of Accountants. An audit
includes examination, on a test basis, of evidence relevant to the amounts
and disclosures in the financial statements. It also includes an assessment
of the significant estimates and judgements made by the directors in the
preparation of the financial statements, and of whether the accounting
policies are appropriate to the circumstances of the Company and the

Group, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information
and explanations which we considered necessary in order to provide us
with sufficient evidence to give reasonable assurance as to whether the
financial statements are free from material misstatement. In forming our
opinion we also evaluated the overall adequacy of the presentation
information in the financial statements. We believe that our audit provides

a reasonable basis for our opinion.
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Opinion
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In our opinion the financial statements give a true and fair view of the
state of affairs of the Company and the Group as of 31 December 2001
and of the profit and cash flows of the Group for the year then ended, and
have been properly prepared in accordance with the disclosure requirements

of the Hong Kong Companies Ordinance.

Arthur Andersen & Co

Certified Public Accountants

Hong Kong,
18 April 2002
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CONSOLIDATED INCOME STATEMENT

BE_ZZ-—FTRA=T—HILLFE (FAEXEHUETER)
For the year ended 31 December 2001 (Amounts expressed in Hong Kong dollars)

—EE—F —EETHF

2001 2000

B 5 BT T BT T

Note(s) HK$'000 HK$'000

(FF5E27)

(Note 27)

EEE Turnover 3,4,5 617,808 558,231
&R AR Cost of sales (434,757) (367,455)
EH Gross profit 183,051 190,776
Hfh 5 Other revenue 5 6,253 4,648
BHE Ko HK AR Selling and distribution costs (11,207) (5,140)
TH Administrative expenses (20,877) (33,015)
48 55 R Profit from operations 4 157220 157,269
B 7% A 7R Finance costs (2,621) (5,770)
HinZ 38 Other expenses, net (7,892) (5,820)
B 75 B & A Profit before taxation 6 146,707 145,679
IR Taxation 9 _ _
B 7 18 8 Profit after taxation 146,707 145,679
LB R Minority interests (4,493) (4,756)
AREFEF R T Net profit for the year 4 142,214 140,923
% & Dividends 10 32,578 26,277

HIREF Earnings per share

— &K - Basic 11 19.1 cents 23.2 cents
— s — Diluted 11 18.9 cents 22.7 cents
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CONSOLIDATED STATEMENT OF RECOGNISED GAINS AND LOSSES

BE_ZTZ-F+-A=1+—RLFE (MEXEIUBTEZHR)

For the year ended 31 December 2001 (Amounts expressed in Hong Kong dollars)

—TT—F —TETETF
2001 2000
Note HK$'000 HK$'000
(M 5£27)
(Note 27)
EEBFUEBETREY Exchange differences on translation of the
s mMRMBRHEINEZE  financial statements of foreign entities 280 2,317
THEFEERKEP®ER Net gains not recognised in the
P& income statement 280 2,317
ANEEF T Net profit for the year 142,214 140,923
T 3R U =5 48 R Total recognised gains 142,494 143,240
FASSAP 9 (& 5T hR) Effect of changes in accounting policies on
HeitBRzTE adoption of SSAP 9 (revised): 21
R-ZZZEEF—-H—H Increase in reserves as at 1 January 2000
2 BN 12,000




~
4

= 8 8 &

=1
R-EE—F+-F=+—H (FFARELOUETER)
As at 31 December 2001 (Amounts expressed in Hong Kong dollars)
KEE /NG
Group Company
2T -F —ZTTF 2T -F —ZTTF
2001 2000 2001 2000
My e BT BT BT BRI
Note HK$'000 HK$'000 HK$'000 HK$'000
(i 527) (i 5527)
(Note 27) (Note 27)
BERMBRA INVESTMENTS IN SUBSIDIARIES 13 - - 606,905 334,990
BRMNBRARRER PREPAYMENT FOR AN INVESTMENT
IN A SUBSIDIARY 16 100,000 - = -
BrgERERIR FIXED ASSETS AND
CONSTRUCTION-IN-PROGRESS 12 325,242 216,569 150 137
MEEE CURRENT ASSETS:
REEFE Inventories, net 14 165,539 111,000 - -
P U B R e L e B U R Accounts receivable and
FE other receivables, net 15 118,861 91,341 - 382
BERE Eek Prepayments, deposits and
EMREEE other current assets 56,756 99,704 2,515 340
EYEEDRR Due from related companies 3(b) 1,463 797 - -
[RESENER Pledged deposits 17 1,081 27238 1,081 27,238
RekReEERE Cash and cash equivalents 17 247936 122,551 29,131 47,391
MBEELT Total current assets 591,636 452,631 32727 75,351
nBERE: CURRENT LIABILITIES:
FEfTEER Accounts payable 18 22,162 24,031 - -
BREAREMENMNK  Accruals and other payables 38,730 31,372 1,515 1,467
[ X Taxation payable 9 (a) 2,427 4,302 - -
EESS Due to directors 3 () 13,906 1,290 1,514 1,494
EREEDRR Due to related companies 3(b) 1,856 1,944 - -
RBFIEFAREISM  Longterm bank loans,
current portion 22 - 39,506 - -
mBARER Total current liabilities 79,081 102,445 3,029 2,961
MBEEFE Net current assets 512,555 350,186 29,698 72,390
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EE & B X
BALANCE SHEETS

RZZFZ—F+ZA=+T—H (FEXEOIUBTER)
As at 31 December 2001 (Amounts expressed in Hong Kong dollars)

AEHE AR A]

Group Company
2T -F —ZTTF 2T -F —ZTTF
2001 2000 2001 2000
Bk BT BRI BT BETT
Note HK$'000 HK$'000 HK$'000 HK$'000
(i 5527) (Hf5£27)
(Note 27) (Note 27)

ERBEE NON-CURRENT LIABILITIES:

ARRES Convertible bonds 19 - 34,320 - 34,320
DER RS Minority interests 16,069 11,582 - -
FEE Net assets 921,728 520,853 636,753 373,197
e Represented by:

A& Share capital 20 81,445 67529 81,445 67,529

& Reserves 21 840,283 453,324 555,308 305,668
BEEE Shareholders’ equity 921,728 520,853 636,753 373,197

"LEESR_TT_FNA+N\BHE - I Approved by the Board of Directors on 18 April 2002 and signed on

HTIEFRREFTGEE behalf of the Board by:
BRE NS Jiang Quanlong To Siu Mui, Annie
55 5= Director Director



BETT-F+-A=+—RLFE (MEXEIUETEZHR)

For the year ended 31 December 2001 (Amounts expressed in Hong Kong dollars)

= A
=

H e A& &K
CONSOLIDATED CASH FLOW STATEMENT

—TT—F —TETETF
2001 2000
i BEF T BEF T
Note HK$'000 HK$'000
(B 5E27)
(Note 27)
REXBHBERS Net cash inflow from
A H R operating activities 23(a) 146,660 55,303
% & O 3 R EE R AR Returns on investments and servicing of finance
RPN Interest received 6,253 4,648
[ERNFUPSS Interest paid (2,621) (4,013)
AR B Dividends paid (37,062) (18,018)
% E B W& EVE AR Net cash outflow from returns on investments
B 2 B & i F R and servicing of finance (33,430) (17,383)
A Taxation
ENPEBEMRSH PRC enterprise income tax paid - (7,785)
REE® Investing activities
BEEETEERERE Payments to acquire fixed assets and
TR construction-in-progress (135,770) (104,643)
SCANENE NGRS Prepayment for an investment in
a subsidiary (100,000) -
B 1R AF FOR 2> (38 ) Decrease (Increase) in pledged deposits 26,157 (272238)
KRERSHE AL FER Net cash outflow from investing activities (209,613) (131,881)
MEEBARES ML FEE  Net cash outflow before financing (96,383) (101,746)
MEED Financing activities 23(b)
BITRMH TG RIE Proceeds from issue of shares 264,154 73,500
BITAIARES IS Proceeds from issue of convertible
RIA bonds - 39,000
& 15 817 2 HH Share issue expenses (3,031) (985)
AHMBRESFEITIH Convertible bond issue expenses - (1,757)
RIIRITE R Draw-down of bank loans = 3,771
BERRITER Repayment of bank loans (39,506) (14,408)
BEEESHNIR SR AFE Net cash inflow from financing activities 221,617 99,121
RehkBEEEEEY Increase (Decrease) in cash and cash 125,234 (2,625)
o OR ) equivalents
FHWER S RIFSFMEIEE Cash and cash equivalents, beginning of year 122,551 123,570
INERMEBETH Y ZB Effect of foreign exchange rate changes 151 1,606
FHROBE S MBS FMEIEE Cash and cash equivalents, end of year 247936 122,551
He MBS FEEIBEE DM Analysis of cash and cash equivalents
Re RBITHR Cash and bank balances 247936 122,551
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NOTES TO IJTHE FINANCIAL STATEMENTS

—REH

(BREEHAN - FEKEIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

GENERAL

ARBR—NAANELAZTERAR
BREERE(—NANALNFER
W) R E BB EM AR —HRH %
NAE e REBERRRRNDEBTEHA
R ([EBBRA]) EWmmE— N
NAFETHEBREMA (4] - K
BERARRLEMBAR(GBAIA
SHED WRE > ARBKABREEN
REEIRRAF - ARBWHRMDEA N
ANFE+ATHERREEET BN
FH - BRRE-ZZEZFRAT AR
BE-BERNRER  $EARAENSG
MHEEFBIZERARIA - XA
TEBTIEEERDF -

EESRBEERETRLLE ([BX
KI)  EDARBDEEREFHERE
FE(BEED) WEF > EARIES
MARA THEERBBEEERTAR
AMMBAR - BAKTAR—IRER
MEZHEAA  ZEANBEERREAL
RRE B

RBEH ARABRBEERLEE
HAENKHBRARMNEZERRR - ZEBEE
ANERBASBENRK —EREER
MER Bt UBEHRREFRAEG
EHATAGRE  BORTEERER
AHBERERAMBENEFEAN—BEF
7 -

AEERERR RERBEEHLE
an K i KA

The Company was incorporated in the Cayman Islands on 27 July
1999 as an exempted company under the Companies Law (1998
Revision) of the Cayman Islands under the name of Yixing Xinwei
Holdings Limited. Pursuant to a group reorganisation (the
“Reorganisation”) undertaken in 1999 to rationalise the structure of
the Company and its subsidiaries (collectively known as the “Group”)
in preparation for the listing of the Company’s shares on The Stock
Exchange of Hong Kong Limited (the "Hong Kong Stock Exchange”) ,
the Company became the ultimate holding company of the Group.
The Company’'s shares have been listed on the Hong Kong Stock
Exchange with effect from 15 October 1999. By a special resolution
of the shareholders passed on 19 May 2000, the Company changed
its name to China Rare Earth Holdings Limited.

The Reorganisation involved the transfer of assets and liabilities of
companies owned and controlled by a director, Ms. Qian Yuanying
("Mrs. Jiang"), wife of Mr. Jiang Quanlong (“Mr Jiang", a director and
chairman of the Company), to the subsidiaries of the Company. Mrs.
Jiang is also the beneficial owner of a trust, the trust assets of which
include the shares of the Company.

Pursuant to the Reorganisation, the Company became the holding
company of its directly and indirectly owned subsidiaries. The
Reorganisation was accounted for as a reorganisation of the Group as
a continuing entity and accordingly, the financial statements have
been prepared using the merger basis of accounting as if the current
group structure had been in existence throughout the years covered
by the financial statements being presented.

The Group is engaged in the extraction, manufacturing and selling of
rare earth products and refractory products.

FEGHEE PRINCIPAL ACCOUNTING POLICIES
a. EWREE a. Basis of presentation

ABMBHRERDBZRBRBEGHAA
ERENSFTEBER - RES
BEBRMNSHRA - FBERQ
A 16 B e 4% B8 AR E I BB B X P
FEHr LR (T EMRA]) RE
MR o #5281 15 3 3K B P 4R A A9
FAAEEEDESL KA o

ARERANEEGHRERE
mET -

b. HRMSTEHKER
AEERARABRBRFEEEH XK
MEBGMAEEMNTIE
srE#ERA ([SSAP]) -

The financial statements are prepared under the historical cost
convention and in accordance with Statements of Standard
Accounting Practice issued by the Hong Kong Society of
Accountants, accounting principles generally accepted in Hong
Kong, and the disclosure requirements of the Hong Kong
Companies Ordinance and the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited (the
“Listing Rules™).

A summary of the significant accounting policies adopted by the
Group is set out below.

b. Adoption of Statements of Standard Accounting Practice
In the current year, the Group and the Company have adopted,
for the first time, the following Statements of Standard Accounting
Practice (“SSAPs") issued by the Hong Kong Society of
Accountants:



B ¥R R MY R

NOTES TO THE FINANCIAL STATEMENTS

(BRBEHBIN - FIEREHUBTZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)
2. FEEFEE (HE) 2. PRINCIPAL ACCOUNTING POLICIES (continued)
b. RMASHEHEELD (E) b. Adoption of Statements of Standard Accounting Practice
SSAP 9(&&THr) EERBMERX (continued)
HEH®%Z SSAP 9 (revised) Events after the balance sheet date
=18 SSAP 14 (revised)  Leases
SSAP 14 (&7 k) HE SSAP 26 Segment reporting
SSAP 26 DEEHEW SSAP 28 Provisions, contingent liabilities and
SSAP 28 BiEm - kA contingent assets
BEREA SSAP 29 Intangible assets
BE SSAP 30 Business combinations
SSAP 29 mEEE SSAP 31 Impairment of assets
SSAP 30 ES A SSAP 32 Consolidated financial statements and
SSAP 31 EERE accounting for investments in
SSAP 32 e BmE subsidiaries
Mg &R
LENEEINE]
Ok 7

R SSAPHI R &£ Bl e KR Al iR
B BWMREER 2 ZEFMM
T~

SSAP 9 (1& 5T hiR) 51) BA 1 35 JE {a] B
HEEBERLAEAEZEMS
BHPBHRE AR EEM
BREAENEBLBHREESR
BEXEEARFEMRENE
B BFRREEREEGBBRLE
BRREZREMRERE TR
REHFHBA  ATEBZER
BEMAREEABERFEERZA
& FBRBLEMFEI0KR21() °

SSAP 26 E AN A R 2 R 75
BEROERER - EEMEM SRR
MALTEMTH -—REHE - kY
ZEEMNEBBRIELDANBHOH
T o WIEERRAMNERE B W
ERARBEFE -

BT 3R | B SSAPYN - REE
TMEERASSAP 17 [ % - B FE Kk
& f] K SSAP 18 [ U &t | #9 AEFE &
7] o A& E R A bl SSAPEY AE FE
ERITEHAREN M BRKRE
RERZE -

ABERFBN_TTRERL
BH T (WER) B AR RML
i ) 37 SSAPT 3| BRI B ©

Details of the requirements under the new SSAPs which affect
the preparation of the financial statements of the Group and the
Company are as follows:

SSAP 9 (revised) prescribes when an enterprise should adjust
its financial statements for events after the balance sheet date
and the disclosures that an enterprise should give about the
date when the financial statements were authorised for issue
and about events after the balance sheet date. In particular, if
dividends to holders of equity instruments are proposed or
declared after the balance sheet date, an enterprise should not
recognise those dividends as a liability at the balance sheet
date. Please refer to Notes 10 and 21(b) for details.

SSAP 26 establishes principles for reporting financial information
by segment to help users of financial statements to better
understand an enterprise and make more informed judgements
about an enterprise as a whole. This change in accounting policy
has been applied retrospectively.

In addition to the adoption of the above new SSAPs, the Group
has also adopted the consequential changes made to SSAP 17
“Property, plant and equipment” and SSAP 18 “Revenue”. The
Group considers that the consequential changes made to the
above SSAPs will not have material impact on the financial
statements of the Group.

The 2000 comparative figures presented herein have incorporated

the effect of adjustments, where applicable, resulting from the
adoption of the new SSAPs above.
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NOTES TO THE FINANCIAL STATEMENTS

2. FESFBEGE

(BREEHAN - FEKEIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

2. PRINCIPAL ACCOUNTING POLICIES (continued)

C.

REREEE
AEENGEUBRREEAR
EIPSEYE R R 0l p e
R -REASEEERE
RIEMM G R EEBRAEL
HEBPGSD  HRKBRLE
B ARMEEE L KBRS
B AGAKE @ HFEHER
HiIE o DBBIRE R B AR
aﬂ&/‘“‘%ﬂﬁ_ﬁu SAREE
REEREBERREABRER -

SERNBESRERZS  REEE
HARBIEMBH 2 HEH - £H
M EB 32 5 5l BUH) R 230 B 18 7R 4
o BRIFEIRWEAA - BIE R
i A MBBRRANBURS K
HEIBR T 8 H b 25 I8 A 5% A 1
HEEFARE -

RN R B SRR A PR A B B
R A WA E R AR ASORE (T R ET R
EEEIE HBRARMNEER
S FEREREFABRER -

BEEEERITE
ErEEEZNARIFANERR
PR ERESER  EEMKABRTE
HEABERKEZBEEEEZETE
B#zEBERRRHBATEI B2
FREERE  -BEEEEHEAE
BRI - B IRE REME
A - — RS E A HIRE 1B
mrRPME - WERBEERER
ZBEZHEeSHFEREHAETEE
EMEHeH RNCESRD &
REREFEHEOKE  ZEBEZH
SENECBIERETEEEMNEINK
Z’S °

TETDAER ARG FERL R
HEFAERFHANKERE
ERKAE - BRERNFEM
T~

EBF 5%
T 10%
AE 20%
MAEREREE 20%

C.

Basis of consolidation

The consolidated financial statements of the Group include the
financial statements of the Company and the enterprises that it
controls. This control is normally evidenced when the Group has
the power to govern the financial and operating policies of an
enterprise so as to benefit from its activities. The results of
subsidiaries acquired or disposed of during the period are
consolidated from or to their effective dates of acquisition or
disposal. The equity and net income attributable to minority
shareholders’ interests are shown separately in the Group's
consolidated balance sheet and income statement, respectively.

Intragroup balances and transactions and resulting unrealised
profits are eliminated in full. Unrealised losses resulting from
intragroup transactions are eliminated unless cost cannot be
recovered. Consolidated financial statements are prepared using
uniform accounting policies for like transactions and other events
in similar circumstances.

In the Company'’s financial statements, investments in subsidiaries
are carried at cost less any accumulated impairment losses. The
results of the subsidiaries are included in the income statement
to the extent of dividends received and receivable.

Fixed assets and depreciation

Fixed assets are stated at cost less accumulated depreciation
and accumulated impairment losses. The cost of an asset
comprises its purchase price and any directly attributable costs
of bringing the asset to its working condition and location for its
intended use. Expenditure incurred after the fixed assets have
been put into operation, such as repairs and maintenance and
overhaul costs, is normally charged to the income statement in
the period in which it is incurred. In situations where it can be
clearly demonstrated that the expenditure has resulted in an
increase in the future economic benefits expected to be obtained
from the use of the fixed assets beyond its originally assessed
standard of performance, the expenditure is capitalised as an
additional cost of the fixed asset.

Depreciation is calculated on the straight-line basis at annual
rates estimated to write off the cost of each asset over its

expected useful life. The annual rates are as follows:

Buildings 5%
Machinery and equipment 10%
Motor vehicles 20%
Office equipment and fixtures 20%
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NOTES TO THE FINANCIAL STATEMENTS

(BRBEHAN - FEREIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

2. FEEFEE (HE) 2. PRINCIPAL ACCOUNTING POLICIES (continued)

d. BEEEERITE (&) d. Fixed assets and depreciation (continued)

BEMNMGFAICERAFHRINES The useful lives of assets and depreciation method are reviewed
A& TE Himat o periodically.
EEAEHERWMER - ANAR When assets are sold or retired, their cost and accumulated
2R TEREE KRB R0 depreciation and amortisation are eliminated from the accounts
b &S 2 ERERET and any gain or loss resulting from their disposal is included in
ABHKRA - the income statement.

e. HERIRE e.  Construction-in-progress
ERIRERITOEE LKDE Construction-in-progress represents plant and properties under
R VA BK AR ORL £ R 5t R E & 18 7)) construction and is stated at cost less accumulated impairment
IR - AR BIEREREN - BB & losses. This includes cost of construction, plant and equipment
REAR - AR EMBEERR - and other direct costs.
mAREK R EEREETREE RS Construction-in-progress is not depreciated until such time as
ZERITREMETERE - the assets are completed and ready for their intended use.

f. EBEERE f. Impairment of assets
WBEEEMHNIBEREE  BRE Assets are reviewed for impairment whenever events or changes
BEEMRMENTEEEKE - in circumstances indicate that the carrying amount of an asset
ey EErERENG WEE may not be recoverable. Whenever the carrying amount of an
MEEmESNETKEZEE - 8l asset exceeds its recoverable amount, an impairment loss is
AR ARABRBEEEE - #ET recognised in the income statement for items of fixed assets,
BREERHBRANEERE construction-in-progress and investments in subsidiaries carried
PR IE R R - AT E R E at cost. The recoverable amount is the higher of an asset's net
REEMNFEERFRAEBEMSE selling price and value in use. The net selling price is the amount
FHREE  FEEEERATXR obtainable from the sale of the asset in an arm’s length
SEELEBEMSHRIE - ME transaction while value in use is the present value of estimated
REEAERAFRHEEREE future cash flows expected to arise from the continuing use of
ERARFERERGHEEER the asset and from its disposal at the end of its useful life.
BHEETARBEEARE - AT KD Recoverable amounts are estimated for individual assets or, if it
R E R B EEEE - AR is not possible, for the cash-generating unit.
BEERTRAISRER W E
iz e 5T -

MEFREERANRAEBERZ Reversal of impairment losses recognised in prior years is

BRETNBEFAEIORRKRED - recorded when the impairment losses recognised for the asset

BERERNERKRINEE - no longer exist or have decreased. The reversal is recorded in
the income statement.

g ®E g. Inventories

FERKABERTERFEOAR
K& AMR o BAER 0T
AEE UBHEMERERAN
MITRA R FEEERL KE
IR E R A o 7] &30 HE
TRBEABEEBBER T HEEE
S R TR A E 2 B R b EE T
GHERELNRANTE -

Inventories are stated at the lower of cost and net realisable
value. Cost, calculated on the weighted average basis, comprises
all costs of purchase, costs of conversion and other costs incurred
in bringing the inventories to their present location and condition.
Net realisable 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.
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NOTES TO THE FINANCIAL STATEMENTS

2. FESFBEGE

(BREEHAN - FEKEIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

2. PRINCIPAL ACCOUNTING POLICIES (continued)

g.

75 ()
FELER  REEENERE
75 B A B R B RS
S o 17 5 M0 T B R (6 0 4 fT

HER L IF G — Y E B M
HEEELHER AT - 7
PHRFEENSTFELRE AL
HEH BR B B S 1 R N B A B R R
ERRNEFEERIZHRD o

%

MEABEFEENFTEMGHBE
WA REER (TwmATdHE
i) - I B iR AT ae (BD 3 A mym]
BB K ) B EUAI A R B Y
BRALAERER RN
HZEBREED T ENG
o BNZAEREE BEERE
BMEEREXREFE B M - Tt
ERRAENMEEAR - M
BONEEEREZAE - AL
EHEERERME X HNRER
# o

FE W BR T B HL A FE WK OR 2R
R W SR TR % B A R RO R R X
AR RBEREBFEHBRAR -

ReRALEEER
B EFHAS R AMBBRRN
PITEH -

ReFEBRAEABRLIRAD
MeENRLNERNSRIBMUR
B HRFZHBRAR=EAXK

WT - EEERDOERRT
K oo

SEEE
SEREEREBENN2H
o

HEBEARAIREEHRARERAK
B @AM ER 2 AEHERE
EHEAR REBELEEEMmMX
FTOEEERHEENRNRER
EHEER °

8.

Inventories (continued)

When inventories are sold, the carrying amount of those
inventories is recognised as an expense in the period in which
the related revenue is recognised. The amount of any write-
down of inventories to net realisable value and all losses of
inventories are recognised as an expense in the period in which
the write-down or loss occurs. The amount of any reversal of
any write-down of inventories, arising from an increase in net
realisable value, is recognised as a reduction in the amount of
inventories recognised as an expense in the period in which the
reversal occurs.

Provisions

A provision is recognised when an enterprise has a present
obligation (legal or constructive) as a result of a past event and
it is probable (i.e. more likely than not) that an outflow of
resources embodying economic benefits will be required to settle
the obligation, and a reliable estimate can be made of the
amount of the obligation. Provisions are reviewed at each balance
sheet date and adjusted to reflect the current best estimate.
Where the effect of the time value of money is material, the
amount of a provision is the present value of the expenditures
expected to be required to settle the obligation.

Accounts receivable and other receivables, net
Accounts receivable and other receivables, net are stated at
cost, after provision for bad and doubtful debts.

Cash and cash equivalents
Cash represents cash on hand and deposits with banks which
are repayable on demand.

Cash equivalents represent short-term, highly liquid investments
which are readily convertible into known amounts of cash with
original maturities of three months or less and that are subject
to an insignificant risk of change in value.

Operating leases
An operating lease is a lease other than a finance lease.

Leases of assets under which substantially all the risks and
rewards of ownership are retained by the lessor are classified as
operating leases. Lease payments under an operating lease are
recognised as an expense on a straight-line basis over the lease
term.
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NOTES TO THE FINANCIAL STATEMENTS

(BRBEHAN - FEREIUETZR)

(Amounts expressed in Hong Kong dollars unless otherwise stated)

2. FEZEFEE 2. PRINCIPAL ACCOUNTING POLICIES (continued)
. EXBERK=ER I. Turnover and revenue recognition

EEREHEERNBERFECT
BREIEER) XEMEBRE R
- -HERKMNEERE - &
R —TA X 5 BT R AR 07 A ek A
BRkFEAEEMNAE L HEYH
BRI E MR (JER) B
AERTE  ZERERTIEE

ABR -
() EmHEE
EEMBEEEMSRNEKXR

ARREHOHET ERE
BN U 35

(i FlLEHKA
RITIF A B A B IR
ML HIEEAR  WEFH K
BEMNERRZEE -

HE

() FErig#
RNEEBTRAFRNBHRA
REBEESIEATHBRRRS
WFES B AERH AT
Fr 5 B ANR A M sz 18 B 1B
AERELER -

(i) EEH(EEF])
REFEARKLME ([H
B mmmBRETE A&
BB THMAETEKINAD
Bl BBUAIR(ED o LA E
ZMERELEEY RIRHE
AETRABRBRGERK(ES
[HREEBR]) - HEBERE
BiBER A E TS RIB R P
W BR Ko 4% 5 & (B 2 17% 5
8o NEBEEMNHIBENA
ERNHBEEREVNREBEE
) Je L 45 TE AR TS B S A5 A
FEW(EAIE£BEEE
Bil) o

(i) ELEFIA
BREREBEDZEBEERAT
T4 A i E & 89 T B B
WEAERN 2 HEIRME
AR EZRBER  Uigg
RBENEEBERR -

Turnover represents the net invoiced value of merchandise sold
(excluding value-added tax) , after allowances for returns and
discounts, sales taxes and surcharges. Provided it is probable
that the economic benefits associated with a transaction will
flow to the Group and the revenue and costs, if applicable, can
be measured reliably, revenue is recognised on the following
bases:

0

(i)

Sales of goods
Revenue is recognised when the significant risks and rewards
of ownership of goods have been transferred to the buyer.

Interest income

Interest income from bank deposits is recognised on a
time proportion basis that takes into account the effective
yield on the assets.

Taxation

0

(i)

(iii)

Income taxes

Companies within the Group provide for income taxes on
the basis of their profit for financial reporting purposes,
adjusted for income and expense items which are not
assessable or deductible for income tax purposes.

Value-added tax (“VAT")

In accordance with the relevant tax laws enacted in the
People's Republic of China (“the PRC") , all the companies
of the Group established in the PRC are subject to VAT.
This principal indirect tax is levied on the sales of goods
and provision of certain specified services (known as “Output
VAT"). Output VAT is recovered from customers with sales
proceeds and is calculated at 17% of the selling price. The
net VAT payable of the Group represents Output VAT minus
the VAT paid on purchases of goods and certain specified
services (known as “Input VAT").

Deferred taxation

Deferred taxation is provided under the liability method in
respect of timing differences between profit as computed
for taxation purposes and profit as stated in the financial
statements to the extent that it is probable that a liability or
an asset will crystallise.
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NOTES TO THE FINANCIAL STATEMENTS

(BREEHAN - FEKEIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

2. FEEFEE (HE) 2. PRINCIPAL ACCOUNTING POLICIES (continued)

n. EEHRAE n. Borrowing costs
BEREABENEIEREBIE Borrowing costs include interest charges and other costs incurred
BEOMsoaBOEE - P RE in connection with the borrowing of funds, including amortisation
HE 18 B P EE AR AP A R R AN of discounts or premiums relating to borrowings, amortisation of
EEMELENER =8 AR ancillary costs incurred in connection with arranging borrowings
e P AR 1E B R RO AR B and exchange differences arising from foreign currency borrowings
o to the extent that they are regarded as an adjustment to interest

costs.
RIFEEXRAAEEREN Borrowing costs are expensed as incurred, except when they are
e = B [ & e ﬂfi‘EEFHL directly attributable to the acquisition, construction or production
WEE BENIHENZEERDDY of property under development and machinery and equipment
ERMBERE  BERNEER that necessarily takes a substantial period of time to prepare for
ZEMENMBEBENID X its intended use in which case they are capitalised as part of the
K BRIZEEREEZEERY cost of that asset. Capitalisation of borrowing costs commences
FIER - BEHAEENHI R when expenditures for the asset and borrowing costs are being
BERARNEZEZ N RHABEES incurred and the activities to prepare the asset for its intended
BEFEEAER  BEKRED use are in progress. Borrowing costs are capitalised at the
BEXRE - EEREANERIZE weighted average cost of the related borrowings until the asset
BEENNETOXRNGFE B is ready for its intended use. If the resulting carrying amount of
FEEENUHEAMAILE - 10 the asset exceeds its recoverable amount, an impairment loss is
EE 2 BREE F 8 8 H AT Yo recorded.
5 B E R B AR

o. EERKEF o. Employee retirement benefits
RIBFEBBED - BAEEZ Pursuant to relevant regulations in the PRC, contributions to the
B AR B T3 e B AR KR basic old age insurance for the Group's local staff in the PRC are
P& (1 5% 2 12 [ %7 26000 E 2 A made monthly to a government agency based on 26% of the
NTFBTH#E - H200%H A& basic salary, of which 20% is borne by the Group. The
HEE - BNEABEZNE S government agency is responsible for the pension liabilities
B TRIKER IR RA - relating to such staff on their retirement.
PR BAR KRR NI B AR R AR & The costs of employee retirement benefits above and
EXREENEEMIREEBRE contributions to the Mandatory Provident Funds (the "MPF")
e EHERAI R EIME A E S ([R relating to the Group's Hong Kong operations as required under
BEDEHBMT - AREEE the Hong Kong Mandatory Provident Fund Schemes Ordinance
EEEAR  WTREBERZEENH are accounted for under the accrual basis and recognised as an
MR AIW - expense in the period in which they are incurred.

p. hEBE p. Foreign currency translation

=z
=

AEENERREER/ET - K&
EETSRRMERE RR&IE
THEAREREMN - UHME
FREHMINERZEUR ZEER
EXBRERBTHAARE - AE
MERAENEELEEERAR
REEAMNEREXBRERB
THEARYE - LEMERAER
FERMBEERRBIRELE

RRE o [H FulE N BRI E &
MELBaMABSRPRE -
—FFH

The reporting currency of the Group is Hong Kong dollars.
Companies within the Group maintain their books and records
in Hong Kong dollars or Renminbi. Foreign currency transactions
denominated in other currencies are translated into Hong Kong
dollars or Renminbi at exchange rates in effect at the time of
the transactions. Monetary assets and liabilities denominated in
other currencies at the balance sheet date are translated into
Hong Kong dollars or Renminbi at rates of exchange in effect at
the balance sheet date. Non-monetary assets and liabilities
denominated in other currencies are translated at historical rates.
Exchange differences arising from the above translation policy
are dealt with in the income statement.
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NOTES TO THE FINANCIAL STATEMENTS

(BRBEHAN - FEREIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

2. FEEFEE (HE) 2. PRINCIPAL ACCOUNTING POLICIES (continued)

IMEBRE (F) p. Foreign currency translation (continued)

REHEMERE  TEESHE For consolidation purposes, the financial statements of companies
RAIAARBZEOM B RET within the Group that maintain their books and records in
RAFREEEXRTELBKE Renminbi are translated into Hong Kong dollars using the closing
T REBEFREFEXTGE & rate method. Under the closing rate method, assets and liabilities
EEARMNEERBBINIRE of the subsidiaries are translated at rates of exchange prevailing
HFHEREX®RE  Baxlhiig at the balance sheet date, the income statement is translated at
ZERFEETROHTHEXKR the average rates of exchange prevailing in each relevant year
E MmaMEARBFEERREH and registered capital and reserves are translated at historical
BRENEXBE - MBEP B rate. Exchange differences arising from translation of the financial
BRSEENEL ZFUEEG statements are taken directly to the exchange translation reserve.
ANINER R -

DHEERER g. Segment reporting

DEEAEBERMERIRS
(50 58) AR B ERR (4t
[0 $8) SRR E Sk AR 77 RO RI
e RN AERCRR £ - i E B K (B R
HEMYERR -

BRANEBN AP BEHN 2R
TE - AEBEBUEBORE
HERBZ2®/HA - YUBE
DHEERERBHE2HR TR -

DREWE  XH - XE - BER
BEBRERERZIEINH
HE  UERAIEAEEESET
ZOBEBMEIAR o I 2 HE
BEABRRFE RBEEZR
B UAEDE BERRE -2
s Xt BEERABAR
FARBERHEEBABER N
NEZXHZAEE - HEWBER
MEBREZSBRE— 2 BHNR
SEMEZRNEHRERZS - ]
Rl - DDA Z X B EE
BOIRALTZAENHREGRE

==}

= oo
PREASHIENBEIREE (R
oK 48 T2) B9 HAFE R B AR WO H AR

Ko MBREERMAERBSB
—EHBFE -

ADBEEBERITZER/FABEE
o hEEERGEEM-

A segment is a distinguishable component of the Group that is
engaged either in providing products or services (business
segment) , or in providing products or services within a particular
economic environment (geographical segment) , which is subject
to risks and rewards that are different from those of other
segments.

In accordance with the Group's internal financial reporting, the
Group has chosen business segment information as the primary
reporting format and geographical segment information as the
secondary reporting format.

Segment revenue, expenses, results, assets and liabilities include
items directly attributable to a segment as well as those that can
be allocated on a reasonable basis to that segment. For example,
segment assets may include inventories, trade receivables and
property, plant and equipment. Segment revenue, expenses,
assets, and liabilities are determined before intra-group balances
and intra-group transactions are eliminated as part of the
consolidation process, except to the extent that such intra-group
balances and transactions are between Group enterprises within
a single segment. Inter-segment pricing is based on similar terms
as to those charged to external parties.

Segment capital expenditure is the total cost incurred during the
period to acquire segment assets (both tangible and intangible)
that are expected to be used for more than one financial year.

Unallocated items mainly comprise convertible bonds, corporate
assets and corporate expenses.
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NOTES TO THE FINANCIAL STATEMENTS

TESFHBK (B)

(BREEHAN - FEKEIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

2. PRINCIPAL ACCOUNTING POLICIES (continued)

48
44

= A IEH
KABEL BT FRER AR
R BRIFBHFREER =N E
TR B A BE AR AR - & BIZE
BRABEE-

FIAREELEBEFERRAME
B

SR TR K e
B RgREEMRAEE -

HERRBR

ARH‘BEEASENREEABR
FEHNBIERNIBRTEE
RAFELENBRROFHERR
FH(ARBER) NP RE
NEE - TEBRARBEEANF
MAREBEMBEAEE &R
FfaE 4% 5% -

RAMGTET

REE-RENSTRUEEY
BHMKRE - BEEAEL AR
ERBUTFLEEERNMGER

B - Bty - BEEREAE R EHRM
AERTFEER -
—FFH

r.

Contingencies

Contingent liabilities are not recognised in the financial
statements. They are disclosed unless the possibility of an outflow
of resources embodying economic benefits is remote.

A contingent asset is not recognised in the financial statements
but disclosed when an inflow of economic benefits is probable.

Subsequent events

Post-year-end events that provide additional information about
the Group's position at the balance sheet date or those that
indicate the going concern assumption is not appropriate
(adjusting events) are reflected in the financial statements. Post-
year-end events that are not adjusting events are disclosed in
the notes when material.

Use of estimates

The preparation of financial statements in conformity with
accounting principles generally accepted in Hong Kong requires
management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual
results could differ from those estimates.
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NOTES TO THE FINANCIAL STATEMENTS

(BRBEHAN - FEREIUETZR)

(Amounts expressed in Hong Kong dollars unless otherwise stated)

3. FHEALRS 3. RELATED PARTY TRANSACTIONS
W—EARARHEESEEEH S Parties are considered to be related if one party has the ability,

—HRAR - HES—REDEMEL T
MEERERBREEATZEN - HB

BRERR - WAREEMARGR
HAEEHRARBEEAFESD T
BRAERT] °
a. FRETZEREFHEALRS
m
() R AEEFANEM

(i)

(iii)

REMEAFTHER QRN
HORBEUAZHEEEREQD
ZEFRBAINE S o FTEE R
NAlB—HEPREBEANRE
AEAKZHEBIS% - M
S5%MmBELERER - B2
ZEENETERRK - REZRE
—EE—F+=-A=+—H
HFE BB ERTHEmME
EHHOHEEHEN B
35,142,000 T (ZZEF &
F 1 42,403,000/870) ° #E
FERBNEEAEENE
NAEEFHFKHE AR
~al (TEF AR E]) (R
B aE 13) B 500 HE -

R—RAANFEALA—AH - &
SEEE AT IMEBRLY
W MANHASEMAE
ABHEERTISEHERS - B
HE-—NANANFALA—BR
EARHB=F AMHEBHEAEA
R # 18,0007t (4 17,000
BIL) cREE-_ZT—F+
—A=t+—RHLFER "
ZHEAOMENHEERENR
&6 £49204,0008 T (=F
T 203,000 7T) ° %
HAOMBRABEERAE
E xR WpE -

FR - DRBEELEERER
KB 90% 5% 8.9 1% &= A
BEERR EEFAR LT
MEBER 2B ([L&FFK])
2N 58 B $5 65 491,923,000
T(ZEEEF B 2WH L
MR - ZEERNIERA LE
K EAEBRFRE °

directly or indirectly, to control the other party or exercise significant
influence over the other party in making financial and operating
decisions. Parties are also considered to be related if they are subject
to common control or common significant influence.

a.  Significant related party transactions undertaken during the year
were:

(0

(i)

(iii)

During the year, the Group arranged export sales of its
products outside the PRC using the export quota of Xinwei
Group Limited at no consideration. Xinwei Group Limited is
a PRC domestic enterprise 95% owned by the brother of
Mrs. Jiang and 5% owned by Mr. Jiang, who is also the
legal representative of the enterprise. Export sales handled
through this arrangement amounted to approximately
HK$35,142,000 for the year ended 31 December 2001
(2000 — HK$42,403,000). Xinwei Group Limited also holds
a 5% equity interests in Yixing Xinwei Leeshing Rare Earth
Co. Ltd. ("Xinwei Leeshing Rare Earth”) (see Note 13) , a
subsidiary of the Group.

On 1 September 1999, the Group entered into two lease
arrangements with Mr. Jiang to lease office premises for
use as its sales and marketing headquarters, each for a
term of three years commencing from 1 September 1999
at an aggregate monthly rent of RMB18,000 (equivalent to
HK$17,000). During the year ended 31 December 2001,
the total operating lease rentals paid in respect of these
leases amounted to approximately HK$204,000 (2000 —
HK$203,000). The leases were entered into under the terms
that were mutually agreed by Mr. Jiang and the Group.

During the year, Shanghai Xinchen Rare Earth New Materials
Company Limited (“Shanghai Xinchen"”) , a related company
which is 90% and 8.91% owned by Mr. Jiang and Mrs.
Jiang, respectively, sold rare earth materials to the Group
amounting to approximately HK$1,923,000 (2000 — Nil).
These purchases were conducted under the terms that were
mutually agreed by Shanghai Xinchen and the Group.
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NOTES TO THE FINANCIAL STATEMENTS

3. BEEALRS (&)

(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

RELATED PARTY TRANSACTIONS (continued)

b. U (EN)ARER NS EF

b.  Particulars of the amounts due from (to) related companies are

BoR as follows:
&
CGroup
ZEE-F ZEEEE
2001 2000
L NG 2 2
RRERE RRERE
Name of related company Maximum Maximum
balance of due balance of due
el Jef  from during e fef  from during
Due from Due to the year Due from Due to the year
BB BETL BB BB BT BB
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BERAAHRE * Mei Zhi Refractory Factory
GEA0) (Note (i) ) - (68) - - (185) -
LEER * Shanghai Xinchen - (1,788) - - (1,759) -
LBE%ETEERAE  * Shanghai Yi Long Trading
(La%El) Company Limited
GEAO) (“Shanghai Yi Long")
(Note (i) ) 1,463 = 1,568 - - -
BRARBRESH * Pan Jia Ba Marble Stone
(F13EG)) Factory (Note (i) ) - - 342 342 - 141
HEERBMANHE * Yixing Gao Wen Refractory
(F3E)) Factory (Note (i) ) - - 455 455 - 1,059
1,463 (1,856) 797 (1,944)

*OREPRXEBEEREX o

BEMERRNRBHED HEER -
TEMB R EBEEERDY -

FHAEHE XX AMBER AR ([ &
BEXDRFINFABEL2BHF16°

ez

() BEAEIBAKWABRE L AR
BERER

(i) LERELBEE2ERES -

* Direct translation of the name of the companies from Chinese.

The outstanding balances with related companies are unsecured, non-
interest bearing and without fixed repayment terms.

Please also refer to Note 16 for details of the transaction with Wuxi Yimei
Fluorescent Materials Co., Ltd. (“Wuxi Yimei").

Notes:

(i) Close relatives of Mr. Jiang and Mrs. Jiang have beneficial interests
in these companies.

(i)  Shanghai Vi Long is wholly owned by Mr. Jiang.



NOTES TO THE FINANCIAL STATEMENTS

(BRABFHAIN - AT EGAETE2]R)

(Amounts expressed in Hong Kong dollars unless otherwise stated)

3. FREALRS (&)

B ¥R R MY R

3. RELATED PARTY TRANSACTIONS (continued)

c. BENFESENEE: ¢.  Amounts due to directors :
A&E VNN

Group Company
“EE-F “EE-F “EE-F “EE-F
+=ZA=+—-8 —B—8 tZA=t-H —A—H
KRB KRB KRB KRB
Outstanding Outstanding Outstanding Outstanding
balance at balance at balance at balance at
31 December 1 January 31 December 1 January
2001 2001 2001 2001
BETT BETT BETT BETT
HK$'000 HK$'000 HK$'000 HK$'000
&% & (i aE) Mr. Jiang (Note) 13,271 479 456 646
BAK Mrs. Jiang 337 696 575 603
BhERAE Mr. Fan Yajun 298 115 483 245
13,906 1,290 1514 1,494

HEENRBERBEHRER
B TEHAMBEREBEERY -

Wit - ARAEBEER —TF—F
TZAZ=+—HMRBEER
IZER—FERAEEREE
W EERPT A ©

The outstanding balances with directors are unsecured, non-

interest bearing and without fixed repayment terms.

Note: The outstanding balance with Mr. Jiang as at 31 December
2001 mainly comprised a cash remittance received by the

Group on behalf of Mr. Jiang.
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4. EER

(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

SEGMENT INFORMATION

DEEMBRAEENER KR DR
E2H - EBOBEAEENRBI B
RHRBRAEHY  AUREREED
BEEHMZ®mAR -

Segment information is presented in respect of the Group’s business
and geographical segments. Business segment information is chosen
as the primary reporting format because this is more relevant to the
Group's internal financial reporting.

a. XEBo% a. Business segments
AEBEEOMBEIZER A The Group operates the following two main business segments:
LU
i R REREER Rare Earth : The extraction, manufacture and sale of rare earth
tTEmM - products.
[GRASZEC IS0 & RN I ] Refractory : The manufacture and sale of refractory products.
#} e
L it ABE B A
Rare Earth Refractory Total
ZTT-F ZTTTF ZTT-F ZTTTHE ZTT-F ZTTTH
2001 2000 2001 2000 2001 2000
BETrT BETr BETr A%Tr A%Tr A%Trx
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
(B 5E27) (B 5E27) (P 5E27)
(Note 27) (Note 27) (Note 27)
EER Turnover 374,661 371211 243,147 187,020 617,808 558,231
E3 RESULTS
NEEE Segment results 99,022 100,821 66,390 59,517 165412 160,338
AOBEREXH Unallocated corporate expenses (14,445) 77
Hi s Other revenue 6,253 4,648
B R Profit from operations 157220 157269
MBAAR Finance costs (2,621) (5,770)
Hin 38 Other expenses, net (7892)  (5820)
wE Taxation _ _
LHRRER Minority interests (4493)  (4756)
il Net profit 142214 140,923
HER OTHER INFORMATION
NEEE Segment assets 532,126 413589 236,496 176373 768,622 589,962
ROBOEEE Unallocated corporate assets 248,256 79,238
BEE Total assets 1,016,878 669,200
AEEE Segment liabilities 32,035 65,205 29769 32,539 61,804 97,744
AOBECEERE Unallocated corporate liabilities 17277 39,021
BER Total liabilities 79,081 136,765
FRNEENEAR Capital expenditure incurred
¥ i during the year 77,838 70,885 57,656 33,737
nE Depreciation 14,401 9,623 6,901 4,656
&AM Non-cash expenses other than
FReTH depreciation 9,359 16,032 = 1,838
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NOTES TO THE FINANCIAL STATEMENTS

(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

4. DEEFR (B)

SEGMENT INFORMATION (continued)

b. #HEHE b. Geographical segments
AEBNEBTEETE AR The Group's activities are conducted predominantly in the PRC,
REBETT - RibR Y EH S % Japan and the United States. An analysis of turnover by
momWT geographical segment is as follows:
nE B (5 *E (D it (1 31 a2k
The PRC Japan (Note) The United States (Note) Others (Note) Total
“EE-£ —FEEF -FE-F _FEEF _FE-F —FEEF _FE-F _FEEF -FE-F -FEZE
2001 2000 2001 2000 2001 2000 2001 2000 2001 2000
BEFR BBTr BETR BETR BETr BETr RETn AEfr BETr RETR
HK$'000  HK$'000  HKE'000  HK$'000  HK$'000 ~ HK$'000  HK§'000  HK$'000  HK$'000  HK$'000
(M3E27) (M3E27) (M3E27) (M3E27) (M3E27)
(Note 27) (Note 27) (Note 27) (Note 27) (Note 27)
NEBRPMEES Turnover from external customers 336,565 293,408 151,546 142,641 81,209 93,024 48,488 29,158 617808 558,231

ETAERETHENENERIL
BERDR - TELEERBHM
R - Bt - W\ Eiliin R
EHEMNER D HEEEREA
XHEERB DM -

Bt ESH FSNEE TR B TR
38 7R B PO ORI A
7 AT o

5. EXBRHAMYE

There is no major disparity in the gross profit ratio of sales
conducted in different geographical regions and all the production
facilities are located in the PRC. Hence, no analysis of the profit

contributions, segment assets and capital expenditure information
of the above geographical locations is provided.

Note: Certain of the sales to foreign countries were conducted

through import/export agents in the PRC on a back-to-back
basis.

TURNOVER AND OTHER REVENUE

REE

Group
—TT—F —TTEF
2001 2000
BT T BT T
HK$'000 HK$'000

56 M T B G R AT R Sales of rare earth products and

E refractory products 617808 558,231
AT R E ) E WA Interest income on bank deposits 6,253 4,648
EEE N H M AR Total turnover and other revenue 624,061 562,879
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(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

6. PBR#ADG R 6. PROFIT BEFORE TAXATION
R 35 A i A TR A0 R K5t AT B 1R Profit before taxation was determined after charging and crediting the
&I following:
REH
Group
—TT—F —TTEF
2001 2000
HK$'000 HK$'000
(BfEE27)
(Note 27)
Bk — Charging :
HFERA (MRIEB I+ Cost of inventories (excluding staff costs,
liﬁ??ﬁg)}iﬁ%’i depreciation of fixed assets and provision for
ERFERE) net realisable value of inventories) 398,875 340,922
ﬁ/\ AR EERE Provision for net realisable value of inventories 3,511 2,286
RERBEFE Provision for bad and doubtful debts, net - 7617
BIME (MEIEEEME - Staff costs (excluding directors’ emoluments,
RMEET) see Note 7)
—HekIHE — salaries and wages 11,472 11,222
—EERNEE — provision of employee welfare 1,614 1,405
—EERWREFHER — contribution to employment retirement benefits
(R KF7E8) (see Note 8) 2,079 2,043
ERAFANEEEEZMIRIT  Interest expenses on bank loans and other
ERRHEMEEHF S E  borrowings wholly repayable within five years 2,621 3,451
EmREFMETH R Interest expenses on convertible bonds and
H BT ancillary costs of the issuance - 2,319
SMEE W% B 18 Exchange loss, net 22 98
BTEENE Depreciation of fixed assets 21,372 14,311
BEETEERES Loss on disposal of fixed assets 5,848 7,967
T REFHLE M Operating lease rentals in respect of land and
HEAROMEM T buildings paid to
-F=5 — third parties 1,100 1,028
—BEA L (AME3@)() - arelated party (see Note 3(a)(ii)) 204 203
23 GilliEq Auditors’ remuneration 1,500 1,200
BEtA— Crediting :
RITFE RO EHA Interest income on bank deposits 6,253 4,648
REBEBERLDFRE Write-back of provision for bad and doubtful debts, net 5,061 -
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(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

7. ESERAVBREFHFALIHE 7. DIRECTORS' AND FIVE HIGHEST PAID INDIVIDUALS'
EMOLUMENTS
a. MEBEBRAEAE 161K M a.  Details of directors’ emoluments pursuant to Section 161 of the
BRAMBEMBEEEETOHE W Hong Kong Companies Ordinance and the provisions of the
K Listing Rules are as follows:
REHE
Group
—TT—F —TETEF
2001 2000
BEF T BEF T
HK$'000 HK$'000
FEMITESE Non-executive directors
—#e - Fees 83 140
WiTE=SE Executive directors
— ¥ e KEE — Salaries and allowances 2,452 2,550
FER Total 2,535 2,690
REEABLHEHESTHE The emoluments of the directors analysed by the number of
FeWT : directors and emolument ranges were as follows:
REE
Group
—TT—F —_ZTITTHF
2001 2000
Z — 1,000,000/ 7T Nil — HK$1,000,000 6 6
1,000,001/ 7t — 1,500,000/% 7T HK$1,000,001 — HK$1,500,000 1 1

WE(ZZEZZF : —H) FEFR None (2000 — One) of the directors waived their emoluments
HE-_ZTT—F+-_A=+—H for the year ended 31 December 2001 (2000 — amount waived
LHFEREEME (ZZZZF of HK$67,000).

HE S %8 67,0000 T) °
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(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

7. EERANUBSHFALIHME (B) 7. DIRECTORS' AND FIVE HIGHEST PAID INDIVIDUALS'
EMOLUMENTS (continued)

b. AuGEHFALTBENLML(CZT b.  Of the five highest paid individuals of the Group, four (2000 -
TE N EE - BENMEHF four) are directors of the Company whose emoluments are
BEREXHFEGR) - BENHE included in Note (a) above. Their total emoluments together
REERER AT (ZEZE with the remaining one (2000 — one) individual are as follows:
F:—UADBOMENOT

REHE
Group
—TT—F —TETEF
2001 2000
BEF T BEF T
HK$'000 HK$'000
HFekEMmBE Salaries and other emoluments 3,042 3,037
FflusmHFAL (BEEZRE The emoluments of the five highest paid individuals (including
B)WE e N T - directors and employees) fall within the following bands:
REHE
Group
—TT—F —ZTITETHF
2001 2000
— 1,000,000/ 7T Nil — HK$1,000,000 4 4
1,000,001/ 7t — 1,500,000/% 7T HK$1,000,001 — HK$1,500,000 1 1
RBE_ZZ-—FR_ZZTELTF During the two years ended 31 December 2001 and 2000, no

TZA=t+—BIMEFERA -
AEELERN ALK HFAL (B
FREELEMEER) X MEMABM
T ERBBEMALIRMAR
SEERMRMABERAREE -

emoluments were paid to the five highest paid individuals
(including directors and other employees) as inducement to
join or upon joining the Group or as compensation for loss of
office.
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(BRBEHAN - FEREIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

8.

18 &R K& Al

8.

EMPLOYMENT RETIREMENT BENEFITS

R B A R R RGBT E - AR
MR ENEARIAAEE2ERE M
BERRFTEHEK  HAREARER
¥ H20%- EERKERAEERZIEA
BEERAFTEBESN  FEWEEA
AR EFEHZRN  BAINEERERK
& NMBEEEREMEKRERT -
RZEE—F  BRIRFEIHREN B
2,018,000 T (Z T2 T F
1,993,000 JT) °

REEET—EEAEENRAREZ
TZERF+_F—HED2HEEH
ATESTE ([87ES]) - %8 AR
BERERKRESTE - 2R AT AERE
BIRFS0MZTEIHK - BHEZZTZT
—FE+-A=+-—HUEE A£H
mEESHEKLN61,0008TC (T T
F 7,000 7T) c AIEEMHEEMAR
EENEESRBE  YHBIFEE
E g o

BiI8

As stipulated by the relevant rules and regulations in the PRC, the
PRC subsidiaries of the Company are required to contribute to a
state-sponsored retirement plan for all of their employees based on
20% of the employees’ basic salary. The state-sponsored retirement
plan is responsible for the entire pension obligations payable to retired
employees and the PRC subsidiaries of the Company have no further
obligations for the actual pension payments or other post-retirement
benefits beyond the annual contributions. In 2001, the retirement
plan contributions amounted to approximately HK$2,018,000 (2000
— HK$1,993,000).

A company in the Group operating in Hong Kong has participated in
the Mandatory Provident Fund Scheme (“MPF"), which is a defined
contribution pension scheme, since 1 December 2000. The company
makes monthly contributions to the scheme based on 5% of the
employees’ basic salaries. For the year ended 31 December 2001,
the Group’s contributions to the MPF were approximately HK$61,000
(2000 - HK$7,000). The assets of the fund are held separately from
those of the Group and are managed by independent professional
fund managers.

TAXATION

a. ENHESREEMNTBEIEER -

b HAXEEHE-_ZT—FR-
TTTFE+-_A=t+—ALME
B8 3 AT 3R B R
W R BB RSB
BRI 1 -

¢ RIZER-FR_FTTTHF+_
A=+—R  UEEFRERKRGT
REBENELEHRE -

d ARABZHEKBABAMRER
FRAER NP BEAERSRH ([
EMENR]) - RBEBEREE BN
5 MR BN B R AR
HAAENNFEBERENEREEA
MEEEMFARZRREN D
XN WHEEBR-(EAFEE
500 (DREBH]) - AEEBD
BEHZEME —ERBMFREIELT
EZTTTFHK - Al #HE
CEEEEN_TET-F+A
T+ —HLEFERRABZMEKF
BB ARIMmEmERTNEE
MEFEHMZMFEENTEMS
B e

a. Taxation payable comprised PRC VAT payable.

b.  No provision for Hong Kong profits tax has been made as the
Group had no assessable profits in Hong Kong for the two years
ended 31 December 2001 and 2000.

c.  There was no material unprovided deferred taxation as at 31
December 2001 and 2000.

d.  The PRC subsidiaries of the Company are subject to enterprise
income tax (“EIT") in the PRC based on assessable profits.
Pursuant to the relevant tax laws in the PRC, the two subsidiaries
in the PRC are entitled to full exemption from EIT for two years
starting from their first profit-making year, after offsetting all
losses brought forward, followed by a 50% reduction for the
next three years thereafter (the “Tax Holiday”). The Group
deferred its entitlement to the Tax Holiday to 2000. As a result,
full exemption from EIT was enjoyed by the two subsidiaries for
the years ended 31 December 2000 and 2001, which are
deemed to be their first and second profit-making years,
respectively.
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(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

10. BRE 10. DIVIDENDS
—EE—F —EETHF
2001 2000
BETT BETT
HK$'000 HK$'000
REFRE Dividends for the year:
—EN®OPHRKREER — Interim, paid of HK$0.02 per ordinary share
EEAR0.0275 7T (2000 - HK$0.01)
(ZZZZTF : 0018T) 16,289 6,018
—BRRENRKAREEGR — Final, proposed of HK$0.02 per ordinary share
T A%0.0278 T (2000 — HK$0.03)
(ZZZZTF :003871) 16,289 20,259
32,578 26,277

R_EEEF+_A=+—BEEH
MNEBEEZE-_ZEEF+-_A=+—81
FERKE L A20,259,000%8 7T -
HEeZBRsSmRRENRPRE LT
#) /20,773,000 7T °

=
=

RATEEN RNEEARTIRNKRE
fi% B 420,259,000 7T R E AR A
—EEEFF+ A=t —HBHMAaE-
B HREMSSAP O (BEFTHR) + ZE R
HEsEEO —_EET-—FE—-HF—A2
FONRBAEMET - REBEREHIK
BRI ER AR -

RZEE—F+ZA=+—H#% £
FEH IR EEA0.02/8 T A K A
f& B - 48%4)516,289,000/8 T ° IR
JESSAP OB T HR) + KRB MRS
regyAE—ZET—F+=-_A=+—8
ZEMRE -

]
A
|
-FFf
-FFf
et

The final dividends of approximately HK$20,259,000 for the year
ended 31 December 2000 were proposed after 31 December 2000.

The amount subsequently declared and paid was approximately
HK$20,773,000.

The previously recorded final dividends proposed after the balance
sheet date but accrued as a liability as at 31 December 2000 were
approximately HK$20,259,000. After the adoption of SSAP 9 (revised),
these dividends have been written back against opening retained
profit as at 1 January 2001. Dividends are now recorded in the
period in which they are proposed.

Subsequent to 31 December 2001, the directors recommended a
final dividend of HK$0.02 per ordinary share, totaling approximately
HK$16,289,000. Pursuant to SSAP 9 (revised) , the proposed dividends
were not reflected as dividend payable as at 31 December 2001.



B ¥R R MY R

NOTES TO THE FINANCIAL STATEMENTS

(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

1. SREF

11. EARNINGS PER SHARE

a.

BREREF
FREREF TR EANFE R R
491422140008 T(—E2Z
1 140,923,000/ 7T) B ANER
BT @ AR A a0 F 19 B L
744,432,000 (Z 2T T F :
607,684,0000%) 5t & -

BREFER
BREERFDNIEAFELAE
FE A4 142,214,0008 L (=&
TEE . 141,486,0008 ) 2
BOUEBBEONETEEY
754,283,000 (Z 2T & F :
623,944,0000%) 5T & + WE ZE
FARAREETZARRESHEL
MR B BEITZ BRERITEmE
A BTEBERE -

RAUAGHESREAREERND
EERBBEMASHRET

a.

Basic earnings per share

Basic earnings per share was calculated based on the net profit
for the year of approximately HK$142,214,000 (2000:
HK$140,923,000) and the weighted average number of ordinary
shares of approximately 744,432,000 (2000: 607,684,000) in
issue during the year.

Diluted earnings per share

Diluted earnings per share was calculated based on the adjusted
net profit for the year of approximately HK$142,214,000 (2000:
HK$141,486,000) , and the weighted average number of ordinary
shares in issue of approximately 754,283,000 (2000:
623,944,000) after taking into consideration the potential dilutive
effect of conversion of convertible bonds and exercise of a
subscription right granted to the bond holder.

Reconciliation of the number of ordinary shares for calculation
of basic and diluted earnings per share:

—EE—F —EETHF
2001 2000
RBUAGETRERE T Weighted average number of ordinary shares used
T3 AR DN 15 2L in calculating basic earnings per share 744,432,000 607,684,000
WR BB AREBMET Deemed issue of ordinary shares at no consideration
EoReg il 9,851,000 16,260,000
RBUATEEREERN N Weighted average number of ordinary shares used
T3 AR DN 1S 2L in calculating diluted earnings per share 754,283,000 623,944,000
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NOTES TO THE FINANCIAL STATEMENTS

(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

12. BiEEEREETIRE 12. FIXED ASSETS AND CONSTRUCTION-IN-PROGRESS
a. A& a. Group
—22-f% S 3 32
2001 2000
BT  RERFE k%2 e ERIR At At
Office
Machinery and  equipment and Construction-
Buildings equipment fixtures  Motor vehicles ~ in-progress Total Total

BETTL BETT BETTL BETTL EETTL EETT BETTL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

Ak Cost
£ Beginning of year 86,791 139,142 2,106 5,099 38,236 271,374 177301
RE Additions 2,519 7,504 459 840 124 448 135,770 104,643
BB Disposa (3660)  (10524) (17) - - 14200)  (1155)
EREREIR Transfer from construction-in-progress 52,024 44078 8 132 (97432) - -
EXBR Translation adjustments 49 79 I 3 2 153 955
i End of year 1377123 180,279 2,551 7264 65,273 393,096 27374
ZitHE Accumulated depreciation
Eq Beginning of year 16,579 32811 1799 3,616 = 54,805 43,842
RERHR Charge for the year 5546 14,360 405 1,061 - 21372 14311
FRAR fitten back on disposal 20%) (6317) ) - - (8,353) (3,558)
EXBR Translation adjustments 8 19 I 2 - 30 210
ER End of year 20,101 40,873 2201 4679 - 67,854 54,805
REFE Net book value
i End of year 117622 139,406 356 2,585 65,273 325,242 216,569
£ Beginning of year 70212 106,331 307 1,483 38,236 216,569 133,459
CEEERIZTEZFIEE There was no capitalisation of interest expense in 2001 and
AMEFBRX - 2000.
FraEFHURPAER - All the buildings are located in the PRC.
| —EZ -5 5%
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NOTES TO THE FINANCIAL STATEMENTS

(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

12. EEEEREEIR (B

12. FIXED ASSETS AND CONSTRUCTION-IN-PROGRESS

(continued)

a. AKEGE a. Group (continued)
mﬁg:gg*ﬁ—'—iﬂ i—'—; During the year ended 31 December 2001, the Group started
F' IEFE '\ AEERBRE S the construction of a new refractory product manufacturing plant.
%ﬂﬁﬂ(fﬂ“ﬂ@% ° E%EZ%EA_% The relevant costs incurred were recorded as construction-in-
W%Eaaﬁﬁﬁé—igiﬁ—'—— progress as at 31 December 2001. The compensation to be
5:—'—5? MERTIR o K%/@ paid to the local government for the use of the land where the
Eﬁ{\i)ﬂai%ﬁ@%ﬁﬁfbﬁ@iiﬁﬁﬁfﬁ new plant is located is still under negotiation and the Group is
() 3 IR T 32 A9 0 46 1 8 WE? in the process of applying to the relevant government authorities
Péﬁq::’ K%@EEWE_@%&WE‘ for a grant of the land use right or the execution of a lease
P9 ER & ﬁ%i‘:f@ﬁ)ﬂ%i'ﬁﬁ A agreement in relation to the use of the land.
T AT -
o FERBERR=—FETEF In addition, the Group is in the process of applying to the relevant
@ZE‘;{E %Eﬁﬁﬁiﬁﬁﬁﬁﬂ government authorities for a grant of the land use right or the
ﬁ%ﬁi@(ﬁaﬂ P Eﬁ%é?%if‘ﬂﬁﬁﬁ execution of a lease agreement in relation to the use of land
Bt AL AR AL - where the staff quarter as constructed in 2000 are located.
b. AAFH b. Company
_E%-F S ¥ 3
2001 2000
IN-ET
BF HEREE T g kRIR af af
Office
Machinery and  equipment and Construction-
Buildings equipment fixtures  Motor vehicles ~ in-progress Total Total
BETR BETR BETR BETR BETR BETR BETR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Ak Cost
£1) Beginning of year - - 175 - - 175 110
RE Additions - - 62 - - 62 65
AR Disposal - - (17) - - (7) -
Ei End of year - - 220 - - 00 175
Zithe Accumulated depreciation
£1) Beginning of year - - 38 - - 38 6
RERR Charge for the year - - 36 - - 36 k)
FRAR ititten back on disposal - - ) - - ) -
Ei End of year - - 70 - - 70 38
BEEE Net book value
Ei End of year - - 150 - - 150 137
£1) Beginning of year - - 137 - - 137 104
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NOTES TO THE FINANCIAL STATEMENTS

13. REVRKEB QA

(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

13. INVESTMENTS IN SUBSIDIARIES

RARBNEERBRA - RENHK
[EPNCIROE R

On the balance sheet of the Company, investments in subsidiaries
comprised:

ZAN/NE]

Company
—EE—F —EETF
2001 2000
HK$'000 HK$'000
LR - B Unlisted shares, at cost 151,707 151,707
JFE LB 8 R Bl 5RIR Due from subsidiaries 455,198 183,283
606,905 334,990

FECHI B A TSR AR - RE
B dm B S AR -

EXZRRARENBRARANEREED
BREEER-_ZE-—F+-_A=+

The amounts due from subsidiaries are unsecured, non-interest bearing
and without fixed repayment terms.

The directors are of the opinion that the underlying value of the
subsidiaries is not less than their respective carrying amounts as at

—BH®ERHE - 31 December 2001.
RZEZ—F+_A=1T—HAXRQA Details of the subsidiaries of the Company as at 31 December 2001
EMBRAFFENOT : are as follows:
GallifpAvA afER/
SEEZ BETK ARFELER
£y 2 N H HA BR AR ERERERETBEAL TEEB
Place and date of Registered capital/ Percentage of equity
incorporation/ issued and fully interest/ voting rights
Name operations paid capital held by the Company Principal activities
BE &
Directly Indirectly
HERIEE () "E (i) 10,000,000 7T - 100% 25
BRRAA —hANE EREE
+HA=+=8 BT (P 5t a)
(i) 278 T & @R R 1
Xinwei Rare Earth Group Hong Kong (i) HK$10,000,000 - 100% Trading
(Hong Kong) Limited 23 October 1998 non-voting deferred
shares (Note a)
(i) HK$2
ordinary shares
Lee Shing Holdings Limtied ~ HBREXHS 20% T 100% - REER
(lLee Shing Holdings] ) —NANE
(Fff 52 b) +=ZA=H
Lee Shing Holdings Limited British Virgin Us$20 100% - Investment holding
("Lee Shing Holdings") Islands
(Note b) 3 December 1998

| — 22— 5§
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NOTES TO THE FINANCIAL STATEMENTS

(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

13. RENHE 2 7 (&)

13. INVESTMENTS IN SUBSIDIARIES (continued)

Gl AMmEX
SEEZ BEITK AAREGEER
i 2 K B BRI BEREERAADE TEXEH
Place and date of Registered capital/ Percentage of equity
incorporation/ issued and fully interest/ voting rights
Name operations paid capital held by the Company Principal activities
BER fE %
Directly  Indirectly
TERLESERRA R 2B T E BRI - 100% 25
—TFF
ZATRH
China Rare Earth Trading Hong Kong HK$2 ordinary shares - 100% Trading
Limited 16 February 2001
BRI - A 15,660,000% 7© - 95% 15 K 8 E
(P 3 ) —NA=F L Em
+A++tH
Xinwei Leeshing Rare The PRC US$15,660,000 - 95% Extraction and
Earth (Note ) 17 July 1993 selling of rare
earth products
BT R A R R & 7,000,000 7 - 100% RERHE
BERAR([FAMKMA  —AANEF it A
ME) (M 7Ed) +tA=+H
Yixing Xinwei Leeshing The PRC US$7,000,000 - 100% Manufacturing
Refractory Materials Co., 30 July 1999 and selling of
Ltd. (“Xinwei Leeshing refractory
Refractory Materials™) products
(Note d)
EMERES (L8) E 200,000% 7T 100% - BREKERY
AR AR (TER]) —_EEEF
(P T e) —A=t+mA
* Wellfire (Shanghai) Co. The PRC US$200,000 100% - Dormant
Ltd. ("Wellfire") 24 February 2000
(Note e)
I 953 BB R M R & 12,000,000% 7T - 71% BREKERY
BRRAA —EEF
(M5 3rE ) (LD +ZAZ=+H
Wuxi Xinwei Fluorescent The PRC US$12,000,000 - 7 1% Dormant

Materials Co., Ltd.

("Wuxi Xinwei")
(Note f)

20 December 2001

*OREPRXEBEEREX

* Direct translation of the name of the companies from Chinese.
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13. REVRKEB R 7 (&)

(BREEHAN - FEKEIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

3. INVESTMENTS IN SUBSIDIARIES (continued)

I
8
8

Hiat

EREENEERMDIERBR - B
3'55[15 BRSEADKERE®

A% 1,000,000,0005 7T * & Blli% & /%
MY WG ERE BEERNEERZ
BRE R HIK °

Lee Shing Holdings & #7 & I B #% +
R T B AT A B L B R R AR A
7 o

HBEAMEKH LR —RhIeEaE
% RABFEEEAR (R
3@0) KL kB AN=F+tA+
tERABAN=TFHELEH -
MEFKR T aRK I EESERN—
EEQEEMER - BRBESHE -
J8k I B A + B9 9 5% ) #E ﬁuﬁ?Lee
Shmg Holdings - i ¥7 & % B 2

I AR B H B8R 500 a5 - %ﬁ!ﬂ“%‘lﬁi%
THEREEAASERLIERY
£

BRI A B A — R E2INED
¥ gEFHE-NLANLFELA=
+HREEFAH=TE - HRKIBH
BEBEAEENTHAMBER - B
—EE-FZAREBRERALE
15 5 it & Z< B2 4,000,000 7 (#1%
7 30,992,000/ 7T ) 3 & 7,000,000
=7t (1B 55 54,460,000/87T) - &
AEMBBBREZARENTASE
EHBNERBETER -

BRI A-MRNELE  @HEMH
—ETTF_A-tMARAS
504F E%iﬁﬁj?ﬁjﬁﬁm%/ﬁ
& o

mEGHEETREARE BIERK T
HWEINELE RZZT—F+=
AZ+AKY  EE8ME=1% -
AN £ B35 8 Lee Shing Holdings# &
H710M A #m - R -FF—F+
ZA=+—H AEERIHERE
HMAZNEBOTMER - #1558
2B K16 -

Notes:

The non-voting deferred shares have not been paid up. These shares
have no voting rights, are not entitled to dividends, and are not
entitled to any distribution upon winding up unless a sum of
HK$1,000 million per ordinary share has been distributed to the
holders of the ordinary shares.

Lee Shing Holdings is the intermediate holding company of Xinwei
Leeshing Rare Earth and Xinwei Leeshing Refractory Materials.

Xinwei Leeshing Rare Earth is a Sino-foreign equity joint venture
originally established by Xinwei Group Limited (see Note 3(a)(i))
with an operating period of 30 years commencing from 17 July
1993. Xinwei Leeshing Rare Earth had been dormant since
incorporation until the Reorganisation. Pursuant to the Reorganisation,
95% of the equity interests in Xinwei Leeshing Rare Earth were
transferred to Lee Shing Holdings with Xinwei Group Limited retaining
the remaining 5% interest. Xinwei Leeshing Rare Earth was then
activated to own the rare earth products operations of the Group.

Xinwei Leeshing Refractory Materials is a wholly foreign-owned
enterprise with an operating period of 30 years commencing from
30 July 1999. It was established to own the refractory products
operations of the Group. It obtained an approval from the relevant
authorities to increase its registered capital from US$4,000,000
(equivalent to HK$30,992,000) to US$7,000,000 (equivalent to
HK$54,460,000) in 2001. The increment was fulfilled by capitalising
a portion of the amount due from it to the Group.

Wellfire is a wholly foreign-owned enterprise with an operating period
of 50 years, commencing from 24 February 2000. It has been
dormant since incorporation.

Pursuant to an approval obtained from the relevant authorities in
the PRC, Wuxi Xinwei, a wholly foreign-owned enterprise, was
established with an operating period of 30 years commencing from
20 December 2001. The Group, through Lee Shing Holdings, owns
71% of its equity interest. As at 31 December 2001, the registered
capital had not been contributed by the Group or the minority
shareholder. Please also refer to Note 16 for details.
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(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

14. FEFE 4. INVENTORIES, NET

REH

Group
—TT—F —TETEF
2001 2000
BEF T BEF T
HK$'000 HK$'000
R R Raw materials 49,244 43,901
H R Work in progress 60,004 31,514
K Finished goods 64,984 40,767
174,232 116,182
B FERERFEERE Less: Provision for net realisable value of inventories (8,693) (5,182)
165,539 111,000

ANEB 410,599,000 T (ZEEE
F 115,740 ooo/%ru)Zﬁ“E' n] s
5 5% 8 51 5

Approximately HK$10,599,000 (2000 — HK$15,740,000) of the
inventories of the Group were carried at net realisable value.

15. FE AR H fth FE L FOF 3R 15. ACCOUNTS RECEIVABLE AND OTHER RECEIVABLES, NET

AEBRAGERHETFREFHI0
Z90KRMZEH -

EERRKBFETPONVRENR
EBANBRRINRBERMAEF R
H-MAERFPHREFERE MR
FEGIAKESABERERT A
NHBBRE - BRREEERBRNE
FPETRGGURCET - BEBE
EXRBHEWIERS - LB HRE
R-ZBZ—F+_A=+—H EK
RN At FE WOROF R B A

The Group offers an average credit term of 30 to 90 days to eligible
trade customers.

Credit is offered to customers following an assessment of their financial
abilities and payment track record. Credit limits are set for all customers
and these can be exceeded only with the approval of senior officers
of the Group. Business with customers considered to have credit risk
is conducted on a cash basis. Professional staff monitor overdue
accounts receivable and follow up collections.

As at 31 December 2001, accounts receivable and other receivables,
net comprised:

REH
Group
—TT—F —TTEF
2001 2000
BT T BT T
HK$'000 HK$'000
JiE U BR 5K Accounts receivable 115,686 98,271
H b, & U 5K Other receivables 15,209 10,165
130,895 108,436
W RIBREE Less: Provision for bad and doubtful debts (12,034) (17,095)
118,861 91,341
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(BREEHAN - FEKEIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

15. BRI H th B WS 88 () 15. ACCOUNTS RECEIVABLE AND OTHER RECEIVABLES, NET
(continued)
FEW R ERE TR T - An aging analysis of the accounts receivable balance is as follows:
REHE
Group
—TT—F —TETEF
2001 2000
BEF T BEF T
HK$'000 HK$'000
NEAZ6{E A Current to less than 6 months 103,856 74,228
618 A =14 6 months to less than 1 year 2,464 4,889
1224 1 to less than 2 years 1,189 10,763
B 24 Over 2 years 8,177 8,391
115,686 98,271
16. ERHE A RRER 16. PREPAYMENT FOR AN INVESTMENT IN A SUBSIDIARY
T3 Pt B S A TR — R In connection with the establishment of a subsidiary of the Company
BEfEAT—F  ASBEERFARNRE in the PRC, Wuxi Xinwei (as mentioned in Note 13(f)) , the Group
£7100,000,000% 7T ( [FEMFRIE]) T — made a prepayment of a sum of HK$100 million (the “Prepayment”)
RRHPBENEHREAREHEX - 2 to a related company of the Company in the PRC, Wuxi Yimei, during
YREEHCHEHEERREAER the year. The Prepayment was intended to be contributed and
PERERTEGHR  (ERZAF transferred by Wuxi Yimei to Wuxi Xinwei on behalf of the Group as
WEMEARRRER -RZTT— its registered capital and shareholder's loan. As at 31 December
FTZA=1T—8 ZENFREDXR 2001, the contribution and transfer of the Prepayment had not been
HERERE  UFEHANEHEEEHR made and it was maintained in an interest-bearing, unsecured bank
5 37 89 & B A R A ER 1T 1F AR deposit account of Wuxi Yimei in the PRC.
Froe
REF 4 1% + #766,000,0007% 7T B 2 # Subsequent to year end, approximately HK$66 million was transferred
EEGHEZRITHEREPF < Lo to Wuxi Xinwei's bank deposit account. The remaining balance of the
EEQHERZENRENREL Prepayment of approximately HK$34 million and the related interest
34,000,0007% 7T 2 B 5% T8 1< 5 18 A2 income accrued on the Prepayment was approved by the Board of
ZF B WA LA R R E B R AR R E Directors to be contributed to Wuxi Xinwei in the form of a
PR © shareholder’s loan.
17. RERREZEHARCEAERK 17. CASH AND CASH EQUIVALENTS AND PLEDGED DEPOSITS

WZZZ—F+-_A=+—0 4%
EUARBLEENHE S RESSESE
BE#AARE112976000L (ZEZ
T4 ARM78,562,0007T) c AR
e R HINE - ERATEH
BRFETE -

BT RERBTRTEAE RS
TEREENEAROFER (RN
22)

]
A
|
-FFf
-FFf
et

As at 31 December 2001, the cash and cash equivalents of the
Group denominated in Renminbi amounted to approximately
RMB112,976,000 (2000 — RMB78,562,000). Renminbi is not freely
convertible into foreign currencies and its exchange rate is determined
by the government of the PRC.

Pledged deposits represent deposits placed with a bank as security
against the issuance of certain letters of credit (see Note 22).
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(BRBEHAN - FEREIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

18. FE{JERR 18. ACCOUNTS PAYABLE
ERERARRSTAT An aging analysis of accounts payable is as follows:
REE
Group
—TT—F —TTEF
2001 2000
BT T BT T
HK$'000 HK$'000
NEIE61E A Current to less than 6 months 18,371 19,606
618 A =14 6 months to less than 1 year 2,512 2,450
1826 1 to less than 2 years 1,057 1,975
it 8 26 Over 2 years 222 -
22,162 24,031
19. 19. CONVERTIBLE BONDS

RZZEZEZEF A+ =8 ([#LE
B  AeEEE—NE=52([EH])
RN —IERE W ([2H#E]) - &
R RENAT

a. ARABTREFEHHEADE
/5,000,000 7T (39,000,000
TR AR RES ([EF]) - EF
BR-ZZEZ=FHH - EFAK
HBARE ([BRARE]) B A R EF
BWITHFBITEEE - BBRER
LEROBEHIEARB0EE XA
N/NEI R SRS e SR R
130%sk (iNEHEE T RIERRKA
HA30EEXARNEREIMA
B U T B F 8 2 90% (AE K E
B - WIRTE R ET SR R
HZEEONET - EHMFEFIE
AT EABERASEN3I% - R
BaZihE  ARRREXZ RS
Fraie Fi&% - B ([#EEF
7 ]) BE 175 YME {£5,000,0003%
7C (39,000,000 7T) K & — #L{&
%’: °

HE-_ZZ—F+=-A=+—8H0
WEFE - {B{E34,320,000/87T (=
TZTE ¢ 4,680,000/ 7T) K (&
5B %R ER0I7TNETEET R
1.34008 T (ZZ2ZZF : G
0.83528 L E & %0.9018%7T) 1
R - H¥7529,958,8908% (=
TETE . 5294,1690%) KA AF
L@k Bty (IR MIEE20(a)) » A&
AR EITHERIERE  ZEFR
B HEmAR R o

On 13 June 2000 (“the Closing Date") , the Company entered into a
subscription agreement (“the Agreement”) with a third party (“the
Purchaser”) with the following terms and rights:

a.  The Company issued and sold to the Purchaser convertible bonds
("the Bonds") with an aggregate principal amount of
US$5,000,000 (equivalent to HK$39,000,000) which would be
due in 2003. The Bonds were convertible into new ordinary
shares issued by the Company at a conversion price (“the
Conversion Price”) equal to the lesser of (i) 130% of the average
of the closing price per share of the Company for the 30 business
days immediately prior to the Closing Date; or (ii) 90% of the
average of any five closing prices per share during the 30
business days immediately preceding the conversion as selected
by the Purchaser, provided that the Conversion Price should not
be less than the par value of the shares of HK$0.1. The Bonds
were interest-bearing at 3% per annum on the outstanding
principal balance from time to time. Pursuant to the Agreement,
the Company also had an option (“the Option”) to issue a
second tranche of the Bonds up to a further US$5,000,000
(HK$39,000,000) , upon fulfilling certain conditions as stated in
the Agreement.

During the year ended 31 December 2001, HK$34,320,000
(2000 — HK$4,680,000) of the Bonds had been converted into
29,958,890 (2000 — 5,294,169) ordinary shares issued by the
Company at conversion prices ranging from HK$0.9792 per share
to HK$1.3400 per share (2000 — HK$0.8352 per share to
HK$0.9018 per share) (see also Note 20(a) ). The Option was
not exercised by the Company and expired.
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19. AR ES (&)

(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

19. CONVERTIBLE BONDS (continued)

b. ARAMEREETEHEMNE b.  The Company also granted to the Purchaser rights to subscribe
REGHERZERRAMBITE for up to an aggregate of 4,000,000 newly issued ordinary shares
% 4,000,000/% ([%H#EF]) - 3R of the Company (“the Right") at a subscription price equal to
BEMASHNEEE LB A 20 150% of the average of the closing price per share during the
(XAARRAKRMDERTFEETE 20 business days immediately preceding the Closing Date. During
2 150% ° F N - B H{T{FEZHEF the year, the Purchaser exercised the Right and subscribed for
B A £ 4,00,0000% A& 2 7] H % an aggregate of 4,000,000 newly issued ordinary shares of the
fTE @k (R EE20(0)) - Company (see Note 20(b) ).
MR ESFNSREZBNOT ¢ The movement of the balance of the convertible bonds is as
follows:
REERARE
Group and Company
—EEF —EEEF
2001 2000
BEF T BEF T
HK$'000 HK$'000
F1 Beginning of year 34,320 -
FRET Issued during the year - 39,000
IR E B Converted into ordinary shares (34,320) (4,680)
FR End of year - 34,320
20. B 20. SHARE CAPITAL
FEBRERF
Group and Company
—TZT-F —_TETTF
2001 2000
BB T BETFT
HK$'000 HK$'000
ETE Authorised:
1,000,000,000f% (ZZTZFF : 1,000,000,000 (2000 - 1,000,000,000)
1,000,000,0008% ) ordinary shares of HK$0.10 each
BRROI0E T2 @K 100,000 100,000
BEITRAR Issued and fully paid:
814,453,059 (ZEEEF © 814,453,059 (2000 - 675,294, 169)
675,294,169[%) ordinary shares of HK$0.10 each
BRROI0E T Z E@R 81,445 67,529
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(BRBEHAN - FEREIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

20. M7 ()
THARRARRE ST &1 =
A=+—RAULFEZRARE :

20. SHARE CAPITAL (continued)
The following changes in the Company's share capital took place
during the year ended 31 December 2001:

iy
f

Wk EE19()FTi - B A A5
4,400,000% Tt (48 %
34,320,000 ) (ZEZTZF -
600,00002 7T (#8 %7 4,680,000
BL))WNEFACERLRAGHR
29,958,890k (Z 2T & F
5,294,169 %) A AR FT 1T E @
& B B 1n o

¢l

4

A

R 19(b)Frat - B A RITE %
R - BRSR1.60358TH
(B JE 2517 4,000,0000% & 18 A% i%
5+ #1{E6,414,0008 7T °

IR IE 7R A A ELYY Holdings Limited
([YY Holdings]) R —ZZF —F +
A+ BB EHBZE - YY
Holdingst% & % 2.457% 7T K B & )
ETHEUKBREERES
105,200,000 A~ & (D - B
@R (8 & 257,740,000 7T ° it
AN YY Holdings TR % & 8% 2.457
TCHIE & 3R 8 105,200,000 A A
BT EERERG Reer
& 5257,740,000/8 7T °

As mentioned in Note 19(a) , the Purchaser converted an
aggregate amount of US$4,400,000 (equivalent to
HK$34,320,000) (2000 - US$600,000 (equivalent to
HK$4,680,000) ) of the principal balance of the Bonds into an
aggregate number of 29,958,890 (2000 — 5,294,169) new
ordinary shares issued by the Company.

As mentioned in Note 19(b) , 4,000,000 ordinary shares were
issued to the Purchaser at a price of HK$1.6035 per share,
totaling HK$6,414,000 upon the exercise of the Right owned by
the Purchaser.

Pursuant to a placement agreement dated 10 July 2001 between
the Company and YY Holdings Limited (“YY Holdings"), YY
Holdings placed 105,200,000 shares of the Company, at a price
of HK$2.45 per share, to certain independent institutional
investors at an aggregate cash consideration of HK$257,740,000.
In addition, YY Holdings subscribed for 105,200,000 new ordinary
shares issued by the Company at HK$2.45 per share with cash
consideration amounting to HK$257,740,000.
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(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)
20. B (4&) 20. SHARE CAPITAL (continued)
RARBEBITRAZEHHENT : A summary of the movements in the Company's issued share capital
is as follows:

& 19 21 8 H{E
Number of shares Nominal value
BT T
HK$'000
—EETF-A-HEHR Balance as at 1 January 2000 600,000,000 60,000
BELBMEBETIRG Shares issued upon conversion of the Bonds 5,294,169 529
BRI 9 Bl & B 1T M) Shares issued pursuant to a share placement 70,000,000 7,000
—EEEF+-_A=+—H Balance as at 31 December 2000
3 675,294,169 67,529
EH M TG (M 5a)  Shares issued upon conversion of the Bonds
(Note a) 29,958,890 2,996
TTE %N T Shares issued upon exercise of the Right
(P 5Eb) (Note b) 4,000,000 400
BRI 0 Bl & 1T Shares issued pursuant to a share placement
(B #%c) (Note ) 105,200,000 10,520
—EE—F+=-A=+—H Balance as at 31 December 2001
3 814,453,059 81,445
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NOTES TO THE FINANCIAL STATEMENTS
(BRBEHBIN - FIEREHUBTZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)
21. & 21. RESERVES
R EE EAGE EEREE  NERBRE REET ag
Exchange
Share Capital Statutory translation Retained
}%rgmium _reserve feserves reserve profit Total
; BT BETT BETL BT BETL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
(B 5 (a))
AEE Group (Note (a))
i As at 1 January 2000, as
—B (W= *&) previously reported 61,292 32,837 5,706 901 145,700 246,436
BIEREE B E Appropriations to statutory
MEAREE R R reserves not approved
(SSAP 9(fBETHR) before year end, effect
% 8) (W?( ) of SSAP 9 (revised) (Note (b) ) - - (3,917) - 3917 -
TEREEAEMH Proposed final dividends not
MEEARDES declared before year end,
(S5AP 9 (T1R) effect of SSAP 9 (revised)
17 E) - - - - 12,000 12,000
RZEET4F—A As at 1 January 2000, restated
—H - EHNRS 61,292 32,837 1,789 901 161,617 258,436
EHFABMETRD  Shares issued upon conversion
of the Bonds 4,151 - - - - 4,151
REHRH Placement of new shares 66,500 - - - - 66,500
ETRHER Share issue expenses (985) - - - - (985)
REEFRET Net profit for the year - - - - 140,923 140,923
BRAATHRE Appropriations to statutory
(it ?(b)) reserves (Note (b) ) - - 9,804 - (9,804) -
FRAEHFEIOR  Distrbutions during the year
K4 (Note 10 & Note (g) ) - - - - (18,018) (18,018)
e MTE AIE%  Translation of PRC subsidiaries'
HRBE financial statements - - - 2317 - 2317
RZBZZEF-F  Asat 31 December 2000,
-0 EHBS  restated 130,958 32,837 11,593 3,218 274,718 453,324
RZZEZF-F—F—H0 Asat 1 January 2001, as
(& aek) previously reported 130,958 32,837 20,235 3,218 245817 433,065
WIRFLERIER  Appropriations to statutory
BRAEZTHRE reserves not approved
(SSAP 9(BFTR) before year end, effect of
¥ &) (M b) SSAP 9 (revised) (Note (b)) - - (8,642) - 8,642 -
TEREEAEH Proposed final dividends not
WEERDRS declared before year end,
(S5AP 9 (5 2THR) effect of SSAP 9 (revised)
k4 ) - - - - 20,259 20,259
RZEE-45—f As at 1 January 2001, restated
—H - EHNRS 130,958 32,837 11,593 3,218 274,718 453,324
EHFABMETRD  Shares issued upon conversion
(fff 5 20(a)) of the Bonds (Note 20(a) ) 31,324 - - - - 31,32
I ZERAMET  Shares issued upon exercise
& {n (B 3E20(b)) of the Right (Note 20(b) ) 6,014 - - - - 6,014
REHRH Placement of new shares
(fff 520(c)) (Note 20(c) ) 247,20 - - - - 247220
EORNER Share issue expenses (3,031) - - - - (3,031)
REEFRET Net profit for the year - - - - 142,214 142,214
BRAZLTRE Appropriations to statutory
GEIR) reserves (Note (b)) - - 15375 - (15,575) -
ERkMEI0 Distributions during the year
RMzE(@Q) (Note 10 & Note (g) ) - - - - (37062) (37062)
REMBEAENE  Translation of PRC subsidiaries'
i&ﬂﬁg financial statements - - - 280 - 280
Z%% ﬁﬂ‘ A Asat 31 December 2001
E 412,485 32,837 26,968 3,498 364,495 840,283
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21. f#fE (&)

&\
At

21. RESERVES (continued)

(BRAARHAI -

PRBEFEEAET2R)

(Amounts expressed in Hong Kong dollars unless otherwise stated)

B3 B EXGE EEREE  NERBRE REEH ek
Exchange
Share Capital Statutory translation Retained
premium reserve reserves reserve profit Total
BETL BT BETL BETL BT BETL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
(B 5 (a))
YN Company (Note (a) )
WZZEZZF—-F—H Asat 1 January 2000, as
(MEFwHE) previously reported 211,242 - - - 2,203 213,445
THERFEAE M Proposed final dividends not
MEERDERS declared before year end,
(SSAP 9 (55T 1) effect of SSAP 9 (revised)
%)) - - - - 12,000 12,000
RZZZZE-J As at 1 January 2000, restated
—H - ENRS 211,242 - - - 14,203 25,445
EHFABMETRD  Shares issued upon conversion
of the Bonds 4,151 - - - - 4,151
REHRH Placement of new shares 66,500 - - - - 66,500
Bk ER Share issue expenses (985) - - - - (985)
REEFRET Net profit for the year - - - - 28,575 28,575
FRAEMHFEIOR  Distrbutions during the year
it (g)) (Note 10 & Note (g) ) - - - - (18,018) (18,018)
WZZEEEFTA  Asat 31 December 2000,
=+—8 - EZFEF restated 280,908 - - - 24760 305,668
WZZEZ-F—F—H Asat 1 January 2001, as
(MEFwH) previously reported 280,908 - - - 4,501 285,409
THMELERFER  Proposed final dividends not
MEEARDERS declared before year end,
(SSAP (3T ) effect of SSAP 9 (revised)
k4 ) - - - - 20,259 20,259
RZFE-4F—f As at 1 January 2001, restated
K i#ﬁfﬁﬁw 280,908 - - - 24760 305,668
EHFABMETRD  Shares issued upon conversion
(fff 5 20(a)) of the Bonds (Note 20(a) ) 31,324 - - - - 31,32
T ZEAMETHD Shares issued upon exercise
(Ft3E20(b)) of the Right (Note 20(b) ) 6,014 - - - - 6,014
REHRH Placement of new shares
(ff 520(c)) (Note 20(c) ) 247,20 - - - - 247220
BIRHER Share issue expenses (3,031) - - - - (3,031)
REEFEH Net profit for the year - - - - 5,175 5,175
FRAEMHFEIOR  Distrbutions during the year
M3k (g) (Note 10 & Note (g) ) - - - - (37062) (37062)
WZZZ-FF+Z0 Asat3] December 2001
=+-8 562,435 - - - 112 555,308
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(BRBEHAN - FEREIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

21. f&fE (&)

21. RESERVES (continued)

a.

RIEFEBHE RBDE (- WNANF
EETAR) - Bt s (B Bk A oy kT
ARABRRE - HEEBERZZE D IR
B2ZB  RNREEAINABER
BEFEMNEDOET -

—NMANNER_ZEZEZEFE 2
HERTEIERENTED A
9,840,000 7T & 14,529,000/% T
EffAREBEEZE-NANANLF R
—EETFE+-_A=+—HILF
EMMBHRE - — WA ERZ
TETFHEFEHR 25,923,000
JT X% 5,887,000/8 T =B FEAE
BEriEh Rk —RPEHBRQA
HABI4RIER  —ANNFR
ZEETFEMNBRED A
3,917,0007% T & 8,642,000/ 7T
AIRESEMBERE  TR—AN
NERZTEEFF+A=+—
H#&#E - RABE R SSAP 9(f&
T HR) - 7% 3,917,000 7T &
8,642,000 T HECDEE —F
TEFR-_ZTTE—F—H—HBZ
FUORBENEET - FIEWNIE
BRI RN E 2 A AR ©

RZZEZE—F+_A=+—H%
KEEMBRTH_TT—FE
2R BEBELATHENRE
8,584,000 LI A st A A &£ EH
EZEE—F+ZA=+—HL
FEMNTBHHRE -

R—ANNEAREEEHEEE - 3
BEEBARMENBRAREZ —
AAAEMA =1+ IEHRE %%
F#110,320,0008 T BERE
KN EAEAEEMEHE QA
AMERREARGEE  ARET
SHARNFUESIRZA - At
REBE—2R—HENREEF
MAEHIIERTFREZA -

a.

Under the Companies Law (1998 Revision) of the Cayman
Islands, the share premium account is distributable to the
shareholders of the Company provided that immediately following
the date on which the dividend is proposed to be distributed,
the Company will be in a position to pay off its debts as they
fall due in the ordinary course of business.

The appropriations of profits for 1999 and 2000 to statutory
reserves in the amounts of HK$9,840,000 and HK$14,529,000
were recorded in the Group's financial statements for the years
ended 31 December 1999 and 2000, respectively. HK$5,923,000
and HK$5,887,000 out of the appropriations for 1999 and 2000
were made in accordance with relevant financial regulations in
the PRC and Articles of Association of a subsidiary in the PRC.
The remaining balances of HK$3,917,000 and HK$8,642,000
for 1999 and 2000 were made at the directors’ discretion and
approved after 31 December 1999 and 2000, respectively. Due
to the adoption of SSAP 9 (revised) , the appropriations of
HK$3,917,000 and HK$8,642,000 have been written back against
the opening retained profits as at 1 January 2000 and 2001,
respectively. Discretionary appropriations to reserves are now
recorded in the period in which they are approved.

Subsequent to 31 December 2001, an appropriation of profit
for 2001 to statutory reserves in the amount of HK$8,584,000
was made at the directors’ discretion, and, accordingly, was not
recorded in the Group's financial statements for the year ended
31 December 2001.

During the Reorganisation of the Group in 1999, retained profit
up to 30 April 1999 of Xinwei Group Limited and its then
subsidiaries amounting to approximately HK$110,320,000 were
capitalised as registered capital and capital reserve of two
subsidiaries of the Group and will not be available for distribution
to the Company. Accordingly, a portion of the Group's retained
profit in the same amount are also not available for distribution
to shareholders.

ANNUAL REPORT 2001 |

65



66

B % ¥R & MY EE
NOTES TO THE FINANCIAL STATEMENTS

(BREEHAN - FEKEIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

21. & (&) 21. RESERVES (continued)

d HEWNBRAAMNKRESSREE d.  Dividends from the PRC subsidiaries will be declared based on
EMBRERAMBHRNEFES profits as reported in their statutory financial statements. Such
& o bl RS AR IR A — profits will be different from the amounts reported under generally
figkz ey &5t IR Bl (THKGAAP] ) &R accepted accounting principles in Hong Kong (“HKGAAP"). The
HREOEE TR - FEFAKE T R aggregate amount of the retained profits of Xinwei Leeshing
HEFRMAM R BT —F Rare Earth and Xinwei Leeshing Refractory Materials as at 31
+ = A =+ — BIZ B HKGAAPHT £k December 2001 reported under HKGAAP amounted to
FHRREBRNBELDLOAR approximately HK$276,000,000 (2000 (Restated) -
276,000,000 7T (ZEEEF (& HK$178,000,000), while the aggregate amount available for
1) : 178,000,000/ 7T) iz B distribution to shareholders as at 31 December 2001 as reported
Bl @AM ek S A9k T AR under accounting regulation in the PRC was HK$290,000,000
HAH 42 EEAI495290,000,0007% (2000 (restated) — HK$169,000,000).
T(ZZEZEZEHF (EJF)
169,000,0003% 7T.) ©

e. ARAZAHDERFEBERNG e. The Company's reserves available for distribution comprise the
BERLDREREEN - R share premium account and retained profit. As at 31 December
TEE—F+ZA=F+—H8 £2 2001, the reserves of the Company available for distribution to
A A ok 4 R OR B B A shareholders amounted to approximately HK$555,308,000 (2000
555,308,000 7T (ZEETZF (& (Restated) — HK$305,668,000).
5l]) : 305,668,000 7T) °

f. REEMEEFEIEL 5,175,000/ f. The profit attributable to shareholders included profit of
T(ZZEZZF : 28,575,000% approximately HK$5,175,000 (2000 — HK$28,575,000) which
T0) i F - BR AR B BE®ERA has been dealt with in the financial statements of the Company.
FRIR o

g FRDKBERMBFEEANEMH g.  Distributions during the year include dividends declared or
IRENEZORE - REEARE proposed within the financial year. Dividends declared or
FEEHEEMREIEZNOR proposed after the balance sheet date were not recognised as a
RUAHAR/EE B &\ liability and accordingly were not included as part of the
ANFEARB D IRF - distributions during the year.

22. SRITRLE 22. BANKING FACILITIES

R_EE—F+_A=+—8 " 4ARQ
Al 5B 1T HE 430,406,000/ T
(ZZZZH : 39,000,000/ 7T) EH
ZEo58E  RAARRACZBRESEY
£29,325,0008 L (ZE 2 FT F -
11,762,000 70) - Z B 5 @& 2 A—
ERNPRDRAMESEMRITE
GREFE—EBAEER -AEERZ
TETF P 439,506,0008 T 2 &
HEZF MZERN_ZTZT—FE2
HEEZ -

PHBREDEBEMNEE -

]
A
|
-FFf
-FH
et

As at 31 December 2001, the Group had banking facilities of
approximately HK$30,406,000 (2000 — HK$39,000,000) for trade
finance. Unused facilities as at the same date amounted to
approximately HK$29,325,000 (2000 — HK$11,762,000). The trade
finance facility is secured by a first charge over a time deposit account
held with a bank in an amount not less than the utilised facility
amount. The Group also had long-term loan facilities of approximately
HK$39,506,000 in 2000 which was fully repaid in 2001.

All of the above facilities bear interest at commercial rates.
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(BRBAERAN - RAEFELAETER)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

23. RERERERME

NOTES TO THE FINANCIAL STATEMENTS

23. NOTES TO THE CONSOLIDATED CASH FLOW STATEMENT

a. BRUTWAEMNEKLEXBZRESRR a.  Reconciliation of profit before taxation to net cash inflow from
NFBERFE RO operating activities:
—TT—F —TTEF
2001 2000
BEFT BEF T
HK$'000 HK$'000
(B 3%27)
(Note 27)
KB IEEEBE R Operating profit from ordinary activities before
R taxation:
R A5 Al g A Profit before taxation 146,707 145,679
BTEENE Depreciation of fixed assets 21,372 14,311
BEETEEERE Loss on disposal of fixed assets 5,848 7,967
GESEFEREE Provision for net realisable value of inventories 3,511 2,286
RIBREE B =) (Write-back of) Provision for bad and doubtful debts (5,061) 7617
MERA Interest income (6,253) (4,648)
FE R X Interest expenses 2,621 4,013
HMRESETER Convertible bond issue expenses - 1,757
FEEM Increase in inventories (58,050) (58,252)
JRE W2 BR R K2 B At (Increase) Decrease in accounts receivable and
FE MRz (g ) R other receivables (22,459) 1,161
FERRIE - RE R HAM Decrease (Increase) in prepayments, deposits and
B)VEE 2R (g ) other current assets 42,948 (55,800)
JE U [ i X B 3R 2 4 N Increase in due from related companies (666) (389)
JE A~ BR 3k 2 O Decrease in accounts payable (1,869) (12,972)
TEIRE A REMENR Increase in accruals and other payables, including
(B 45 FEAT A B 32 BB PRC VAT payable
il 5,483 889
FEATZE R 2 G N Increase in due to directors 12,616 1,290
FETRE R ARz Of2) (Decrease) Increase in due to related companies
3N (88) 394
REEXEBZRERNFHE Net cash inflow from operating activities 146,660 55,303
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23. RERERERMEF (B

b. RXEFZHBEBHHINET :

(BRAARHAI -

PRBEFEEAET2R)

(Amounts expressed in Hong Kong dollars unless otherwise stated)

23. NOTES TO THE CONSOLIDATED CASH FLOW STATEMENT

(continued)

b.  Analysis of changes in financing during the year is as follows:

KEE
Group
—EETF —EETEF
2001 2000
& R
(BERGORE) RITER  ATRRES & &
Share capital
(including share Convertible

premium) Bank loans bonds Total Total

BB T BB T BB T BB T BB T

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

F 4 Beginning of year 198,487 39,506 34,320 272,313 171,435
BT M Issue of shares 264,154 - - 264,154 73,500
BIIESR Issue of the Bonds - - - - 39,000
BIIROER Share issue expenses (3,031) - - (3,031) (985)
RERITER Draw-down of bank loans - - - - 3,771
BERITER Repayment of bank loans - (39,506) - (39,506) (14,408)

R E @R Conversion of the Bonds to

ordinary shares 34,320 - (34,320) - -

F 48 End of year 493,930 - - 493,930 272,313

¢ EARIBEERSH
BELBARRGETZERRF
&5 RHTEE20 °

24. KAEE

c.  Major non-cash transactions
See Note 20 for details of the conversion of the Bonds into

ordinary shares issued by the Group.

24. CONTINGENT LIABILITIES

R-ZFZT—F+-_A=+—8 42

AERE

F&H L 41,081,0008 T

(ZZEZT T : 27,238 0005%7_5)21*
% - ZRBELENABAEER =
T—F+ZA=+—HZEBE-

As at 31 December 2001, the Group had issued letter of credit of
approximately HK$1,081,000 (2000 — HK$27,238,000) to certain
vendors. The amount was not recorded as a liability of the Group as
at 31 December 2001.
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(Amounts expressed in Hong Kong dollars unless otherwise stated)

25. FEIE

25.

COMMITMENTS

BEHMMEMBEEEN  AEBR =
TE—F+_-_A=+—BHF X

Save as disclosed in other notes to the financial statements, the
Group had the following commitments as at 31 December 2001:

b
a. BEREE a. Capital commitments
REEATIBERMBEEE N The Group had the following significant commitments for the
BFEE B REE acquisitions of equipment and machinery and the constructions
of buildings:
REE
Group
—TT—F —TETEF
2001 2000
BT BT T
HK$'000 HK$'000
B HEE RET A Authorised and contracted for 90,303 29,172
EHEBRRETH Authorised but not contracted for - 30,254
FER Total 90,303 59,426
b. KREMWHEIE b. Operating lease commitments

RZEE—F+ZA=+—8 "
REBDFTULEHLY  %EHA
HEBEERPBEBANRAR -
DA B AR EEE E E B IR R AT
EMLwWHEERR RZTZF
—F+-_A=+—8  RELE
EFTET AT HE S E RO MR
THFHZN 2 HEARELERN
T~

The Group has entered into operating lease agreements in
relation to leasing of office premises in Hong Kong and the PRC
as well as the land on which the Group's production and
administrative facilities are located. As at 31 December 2001,
the total future minimum lease payments payable under non-
cancellable operating leases of the Group is as follows:

AEH
Group
—EE—F —EETF
2001 2000
BT T BT T
HK$'000 HK$'000
(fF5E27)
(Note 27)
B iR — Within one year 1,514 1,290
—FUEEENHEBRE After one year but within five years 4,718 2,371
B A F After five years 12,538 13,085
FER Total 18,770 16,746
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B % ¥R & MY EE
NOTES TO THE FINANCIAL STATEMENTS

26. BRERE

(BREEHAN - FEKEIUETZR)
(Amounts expressed in Hong Kong dollars unless otherwise stated)

26. SHARE OPTION SCHEME

BREADRRRRERR—AANFE+TAL
MA#AENARRBRETS > 8%
FAR-NANANFTATOBERE TS
ARBRAASEZRBERRLRBEE
MRS ZEEREAIRERBKR
BB FTAT A R EGRERBAR

Under the Company's share option scheme approved by the
shareholders of the Company on 14 October 1999, the directors may
at their discretion, within a period of ten years from 14 October
1999, make offers to full time employees of the Group to take up
options to subscribe for shares of the Company subject to the terms
and conditions stipulated. No options had been granted up to 31

ARG BE_ZT-—F+_AZ= December 2001.
T—H  WRBEMRBRE®RD -

27. tFELRHT 27. PRIOR YEAR COMPARATIVE FIGURES
AEBERATIHHEESHIAE The Group has adopted the following new accounting standards: SSAP
BT E M T &5t 2R - SSAP 9(18R] 9 (revised), SSAP 14 (revised) and SSAP 26 recently issued by the
hi) ~ SSAP 14 ({£&T hie) 2 SSAP 26 = Hong Kong Society of Accountants. These have resulted in changes
WMEEREYE THEECERAAHEA to the presentation of various items and the comparative financial
ERERR - AR B ER B EH information has been restated accordingly.
w3 e
AN B TFHREFE B S EUAR In addition, certain comparative figures have been reclassified to
ERFEZEHAR - conform with the current year's presentation.

28. #t&E HHA 28. DATE OF APPROVAL OF FINANCIAL STATEMENTS

F2IRFTOEMB 2 BHRERE RN
ZE_FNA+/\BHEEFSHAE -

]
A
|
-FFf
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et

The financial statements set out on pages 27 to 70 were approved
and authorised for issue by the Board of Directors on 18 April 2002.
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FINANCIAL SUMMARY

BEt-A=T-HLEE
For the year ended 31 December
—2T-F —TTEH —AARE —AANE —ANtE
2001 2000 1999 1998 1997
BT BT BT BT BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

EEB Turnover 617,808 558,231 447 845 419,482 380,098
HEXAR Cost of sales (434,757) (367,455) (287,088) (301,920) (263,049)
EM Gross profit 183,051 190,776 160,757 117,562 117,049
B B A I Profit before taxation 146,707 145,679 116,904 87,483 76,191
BE Taxation 0 0 (32,745) (22,632) (20,650)
BR 8 12 0 Profit after taxation 146,707 145,679 84,159 64,851 55,541
LYBRFER Minority interests (4,493) (4,756) (2,992) (2,851) (937)
AEEFHEF Net profit for the year 142,214 140,923 81,167 62,000 54,604
Rt+tZA=+—H

As at 31 December
—EZ-F —ETEEF —ANANE —ANNE YIRS
2001 2000 1999 1998 1997
BETT BETT BETT BETT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

MEBEE Current assets 591,636 452,631 323,035 164,192 -
ERBEE Non-current assets 425,242 216,569 133,459 107,636 -
BEE Total assets 1,016,878 669,200 456,494 271,828 -
mEAaR Current liabilities 79,081 102,445 92,490 107,922 -
ERBERE Non-current liabilities 0 34,320 39,339 45,191 -
BHE Total liabilities 79,081 136,765 131,829 153,113 -
LEREER Minority interests 16,069 11,582 6,229 7,531 -
FEE Net assets 921,728 520,853 318,436 111,184 -
& Share capital 81,445 67,529 60,000 0 -
i Reserves 840,283 453,324 258,436 111,184 -
BRER Shareholders' equity 921,728 520,853 318,436 111,184 -
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Notes:

1.

The results of the Group for each of the three years ended 31 December
1999 have been prepared on the merger basis of accounting to indicate
the results as a result of group reorganisation undertaken prior to the
listing of the Company's shares on The Stock Exchange of Hong Kong
Limited. The results of the Group for each of the two years ended 31
December 2001 and 2000 are extracted from the consolidated income
statement on page 27 of the annual report.

The only consolidated balance sheets of the Group that have been
prepared to date are those as at 31 December 1998, 1999, 2000 and
2001. The consolidated balance sheet as at 31 December 1998 is
extracted from the published financial statements for the year ended 31
December 1999 prepared on the merger basis of accounting as described
in note 1 above. The consolidated balance sheet as at 31 December
2001 is extracted from pages 29 and 30 of the annual report.
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4. BHMERBARBZEE  IREESR
EEEEME -
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8=
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NOTICE IS HEREBY GIVEN that the Annual General Meeting of China Rare
Earth Holdings Limited (the “Company”) for the year 2002 will be held at
Basement Il, The Boardroom, The Wharney Hotel, Hong Kong, 57-73
Lockhart Road, Wanchai, Hong Kong on 31 May 2002 (Friday), at 10:30
a.m. to deal with the following matters:

1.

To receive and consider the Reports of the Directors and Auditors
and the audited Financial Statements of the Company for the year
ended 31 December 2001.

To declare a final dividend.

To re-elect the retiring Director and to authorize the Board of Directors
of the Company (the "Board") to fix their emoluments.

To re-appoint the retiring auditors and to authorize the Board to fix
their remuneration.

As special business, to consider and, if thought fit, pass the following
resolutions as Ordinary Resolutions.

A.

(a

(®)

©

“THAT:

subject to paragraph (c) below, the exercise by the Board during
the Relevant Period (as defined in paragraph (d) of this
Resolution) of all the powers of the Company to allot, issue and
deal with unissued shares in the capital of the Company and to
make or grant offers, agreements and options which might require
the exercise of such powers be and it is hereby generally and
unconditionally approved;

the approval in paragraph (a) shall authorize the Board during
the Relevant Period to make or grant offers, agreements and
options which would or might be exercised after the end of the
Relevant Period;

the aggregate nominal amount of share capital allotted or agreed
conditionally or unconditionally to be allotted (whether pursuant
to an option or otherwise) by the Board pursuant to the approval
in paragraph (a), otherwise than pursuant to:-

(i) a Rights issue (as hereinafter defined); or

(i) any share option scheme of the Company; or

ANNUAL REPORT 2001 |

73



74

B.

48
44

(d)

[cH

Z

(i) KEBARRR] AR EE
1t 18R R AR TE BC B 3l 37T
B dn AR 2 8Bk 28 0
B mETZARRME
fa B2 51

TREBEABRRARNARESR
BBEERZEHITHRAEE
HFAZ200% - T b A A R
UL ARG R

RARBRMS -

[BEEHE]ERARZRBB
ZBETIEM-—BERPEE
2 HR -

() ARATEERRAFX
GHRZA

(i) EERA SR A R E
AR E AR R BIZAETT
TEERAF g 2H
RamzB K&

ARBRBERAGEB
BBRRZRBBERIERT
RRBRIIREZE -

(iii)

[EEERDIFEEFENET
B - MR R E D8 A B
FIARRR R AWz BRER
REE B 2 75 REL f) A B A
zEE HEFSHEN
T BCRE B BT AT & i
RARARBZERREZR
BB TR EMERTEE
BERREMEBFRSM MR
ER - FHRERRUARE
HZHe I EMREE -]

[Ep5& :

(a)

ETXOERST » —%& &
BIRMHIEESTSHE G R
il CE&E RAE&E (OR) AT
EARRRIFEES - ABE
RRABZ Bt - EAREE
MEAZEPREEHRAR
ZITER DR ARER] 2
RIE

|
-FFf
-FH
H

AN
OTICE OF ANNUAL GENERAL MEETING

(d)

(iii) any issue of shares in lieu of the whole or part of a dividend
on shares in accordance with the Articles of Association of

the Company and other relevant regulations,

shall not exceed twenty per cent (20%) of the aggregate nominal
amount of the share capital of the Company in issue at the date
of passing this Resolution, and the said approval shall be limited
accordingly; and

for the purpose of this Resolution:

“Relevant Period” means the period from the passing of this
resolution until whichever is the earlier of:

(1) the conclusion of the next annual general meeting of the
Company;

(2) the expiration of the period within which the next annual
general meeting of the Company is required by any
applicable law or the Memorandum and Articles of
Association of the Company to be held; and

(3) the revocation or variation of the mandate granted under
this resolution by ordinary resolution of the members in
general meeting.

“Rights Issue” means an offer of shares open for a period fixed
by the Board to holders of shares whose names appear on the
Register of Members of the Company on a fixed record date in
proportion to their then holdings of such shares (subject to
such exclusions or other arrangements as the Board may deem
necessary or expedient in relation to fractional entitlements or
having regard to any restrictions or obligations under the laws
of, or the requirements of any recognized regulatory body or
any stock exchange in, any territory applicable to the Company)”

B. "THAT:

(a) subject to paragraph (b) below, the exercise by the Board
during the Relevant Period (as defined in paragraph (c) of
this Resolution) of all the powers of the Company to
repurchase its shares, subject to and in accordance with all
applicable laws and/or the requirements of The Stock
Exchange of Hong Kong Limited, as amended from time to
time, be and is hereby generally and unconditionally
approved;
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(b) the aggregate nominal amount of shares authorized to be
repurchased by the Company pursuant to the approval in
paragraph (a) above during the Relevant Period shall not
exceed ten per cent (10%) of the aggregate nominal
amount of the share capital of the Company in issue at the
date of passing this resolution, and the said approval shall

be limited accordingly; and

(c) for the purpose of this Resolution:

“Relevant Period” means the period from the passing of
this resolution until whichever is the earlier of:

(1) the conclusion of the next annual general meeting of

the Company:

(2) the expiration of the period within which the next
annual general meeting of the Company is required
by any applicable law or the Memorandum and Articles
of Association of the Company to be held; and

(3) the revocation or variation of the mandate granted
under this resolution by ordinary resolution of the
members in general meeting”

C.  "THAT conditional on the passing of the Ordinary Resolutions
No. 5A and 5B as set out above, the general mandate granted
to the Board to allot, issue and deal with additional shares
pursuant to Ordinary Resolution No. 5A be and is hereby
extended by the additional to the aggregate nominal amount of
the share capital of the Company repurchased by the Company
under the authority granted pursuant to the Ordinary Resolution
No. 5B above, provided that such extended amount shall not
exceed ten per cent (10%) of the aggregate nominal amount of
the share capital of the Company in issue at the date of passing

this Resolution!

Hong Kong, 18 April 2002

By Order of the Board
Law Lap Tak
Company Secretary
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Principal Place of Business:
Room 618, Hutchison House,
10 Harcourt Road,

Central,

Hong Kong.

Notes:

(1) A member entitled to attend and vote at the meeting mentioned above is
entitled to appoint in written form one or more proxies to attend and
vote at the AGM on his/her behalf. A proxy need not be a member of the
Company.

(2) To be valid, the proxy form together with the certified power of attorney
or authority (if any) must be delivered to the Company's Branch Registrar
in Hong Kong, Central Registration Hong Kong Limited at Rooms 1901-
1905, 19th Floor, Hopewell Centre, 183 Queen's Road East, Wanchai,
Hong Kong not less than 48 hours before the time of the meeting.

(3) The Register of Members of the Company will be closed from Tuesday,
28 May 2002 to Friday, 31 May 2002 (both days inclusive), during which
period no transfer of the Company’s shares will be effected.



