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FINANCIAL HIGHLIGHTS

“TT-F —TT-F —“TTTE —AANE —AANEF
2002 2001 2000 1999 1998
BEBT BEBT BEBT BEBT BEBT
HK$'M HK$'M HK$'M HK$'M HK$'M
EEH Turnover 468 618 558 448 419
i bk Net Profit 41 142 141 81 62
FREARBF (Bl) Basic Eamnings per Share (HK cents) 5.0 19.1 232 16.8 13.8
%% Turnover 2002
—TT-F —TT-F
2002 2001
BEBT BEBT
HK$'M % HK$'M %
wmLEM® Rare Earth Products 206 4404 375 61%
2001
it N2 Refractory Products 262 56% 243 39%
4 AN Total 468 100% 618 100%

. Rare Earth Products
WmEESR

|:| Refractory Products
it K E

2001
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2002 2001
BEET BEET
HKE'M % HK$'M %
MmETEM Rare Earth Products 10 12% 99 60%
it N2 Refractory Products 73 88% 66 40%
A Total 83 100% 165 100%

Rare Earth Products
WrER

|:| Refractory Products
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CHAIRMAN'S STATEMENT

The lagging world economy persisted in 2002, giving the Group
the toughest and most challenging period since its listing. Affected
by the sluggish economy and the severe over supply of rare earth
products, price levels for rare earth products plunged, lingering at
historical lows and causing the entire rare earth industry to suffer
loss. However, helped by its comprehensive production facilities
and stringent quality controls, the Group managed to record profits
for the rare earth business. In the refractory materials business,
the Group expanded and sustained its market share with the
technical support rendered by international partners and was

therefore able to maintain a stable growth.

The Group's success is attributed to the continued support and
trust given by its clients as well as the dedication of its staff
members. In response to some news reports and queries raised
by certain media, the Company has clarified to explain the situation.
However, due to the intense competition in the PRC market and
for commercial reasons, the Group was not in a position to disclose
too much information regarding the business and operations. The
Group's annual results were audited by internationally recognized
professional accountants, therefore | strongly believe that the
financial figures were true and fair.

In the middle of last year, the Group's ex-auditors, Arthur Andersen &
Co., resigned due to its combination with PricewaterhouseCoopers.
The Group has then changed its auditors including Ernst & Young
and KPMG due to various reasons. On 5 May 2003, the Group
decided to appoint Ho and Ho & Company, auditors who have a
deeper understanding of the situation in the PRC, to fill the vacancy
and they have now completed their audit. As a result of the
changes of auditors, this year's audited results announcement

was postponed compared with previous year.

For the year ended 31 December 2002, the Group recorded a
total turnover of HK$467,663,000, representing a 24% drop
approximately from HK$617,808,000 last year. The decrease in
turnover was mainly caused by the drop in the rare earth business,
whose turnover declined from HK$374,661,000 in 2001 to
HK$206,127,000 in 2002. Profit attributable to shareholders
amounted to HK$41,032,000. Basic earnings per share were HK5
cents. During the year under review, the Group still enjoyed tax-
relief and was partially exempted on the PRC Enterprise Income

Tax.

(Annual Report 2002 4F iﬁj
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DIVIDENDS
The Board has recommended the payment of a final dividend of

HK1 cent per share for the year ended 31 December 2002.
Together with the interim dividend of HK1 cent per share, total
dividends for the year will amount to HK2 cents per share. Subject
to the approval of shareholders at the forthcoming Annual General
Meeting to be held on 8 August 2003, the final dividend will be
paid on or before 22 August 2003 to the registered shareholders
as at 8 August 2003.

The Register of Members will be closed from 5 August to 8 August
2003, both days inclusive. During this period, no transfer of shares
will be registered. To qualify for the entitlement of the proposed
final dividend and to attend 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,
Computershare Hong Kong Investor Services Limited, for registration
not later than 4:00 p.m. on 4 August 2003.

Rare Earth Business

Rare earth products are essential additives for metallurgy,
petrochemical and glass. They are also used as raw materials in
the production of fluorescent materials, magnetic materials and
high performance batteries. Their applications have also been
extended to many consumer products such as computers, television
sets, mobile phones and automobiles.

Holding approximately 80% of the world's rare earth reserves,

China is currently the world’s main supplier of rare earth materials.

Making use of the net proceeds raised in the Hong Kong capital
market and the capital generated from ongoing business, the Group
has undertaken comprehensive and thorough technical reforms
with the expansion of its rare earth production lines in 2000 and
2001. It has combined and consolidated its originally divided
production lines into three connected rare earth separating
production lines, raising the Group’s integration levels and the
quality of its rare earth separation technology to international
standards. In 2002, the Group further enhanced its production
techniques, attaining further improvements in lowering consumption
rates, raising recycling rates and stabilizing the quality of products.
The Group’s annual production capacity for high-quality rare earth

products currently reaches 6,500 tonnes (REO).
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CHAIRMAN'S STATEMENT

Nevertheless, due to technological advancements and
modernization of skills, some of the fixed assets, including
machinery and equipment which had been in use before the
Group's listing, are now obsolete. Some of the assets were also
disposed due to removal and renovation. This has led to a
substantial increase in the written-off of fixed assets compared to
the previous year. Hopefully this move will bring a positive impact

on the growth of the Group's performance in the future.

Regarding the market, the worldwide economy experienced a
downturn in 2002. In particular, the recession in Japan and the
United States, the two main export countries for China’s rare earth
products, affected the development of high-tech industries such
as semiconductors and information technology, in turn lowering
the consumption of rare earth. This situation was further worsened
by the over extraction of rare earth materials within the region,
leading to fierce competition and thus the decline in rare earth

products’ prices to historical lows in 2002.

Amid this difficult business environment, the Group was able to
capitalize on its competitive edge in terms of capital, facilities,
skills and techniques, and, at the same time, through enforcing
stringent cost controls, improving production techniques, and
market-tracking policies, to bring in slight profits for the rare earth
business. As the price of rare earth has fallen to loss incurring
levels in 2002, the Group is confident that the industry-wide
consolidation policies being implemented by the PRC government,
together with the eventual recovery of the global economy, will
make the price of rare earth rebound. The Group adopted a strategy
to increase inventory levels of rare earth products in 2002. Although
the provision for inventory was larger than that in last year due to
the drop in prices and increases in inventory levels, through
increasing the inventory balances and not participating in unhealthy
price wars, the negative repercussions due to the poor economic

cycle could hopefully be minimized.

(Annual Report 2002 4F iﬁj




#EEJ?E‘#E

CHAIRI\/IAN S STATEMENT

IR - ZRE B K D HEAT M 1 89 = B N (E R N
TEMEEOEE - ETOESIBLAME
BRAFZRETERSOOME = EGE K MEE
BERZTT_FRHAFBKRE  AFEHE
HEMIT 1000 « %X HEROEFNARSH
AtmTER  BAMEENRSHRARE
BRAMMMERE 2 —

%@@%W'Kiﬁﬁﬁ%WSWmm%iﬁ
£y EREMHEANREMBLER B
TEBHEEE AF206,127,0008 7T - RS
ERYd  BATBEANMEENBERENS
EHENERAEIFHBREART  BEXEEA
RN R B RM R EREESERNE
s R A FHETAN—F - MEEZ
FEFAR RS B EME LBOER I THLY
=K% BEHESRERMNTER  BILKX
BENFERE AEER T _FH1LE
MEEKFEREBTR  EMER_FTT—F
H)28%A 18 TREEIZ T T ZFH)5% -

[P EREES
WAERBEZEARAES » AT - &4
FITE o

REBAT A MRS LT R—EREE
R oAEBFNAEATSELEINES - N
ST - FYHMAMEE ZEEREST T EAM
BE MRZTZ-F A XEK T HmWAM
ﬂ%~$F%Lﬂ&&%qu'ﬁﬁa$a
ERETH ISR BB ESE — XA K
m’mﬁ@$ﬁgm¢%mmxﬁm$%mﬁ
E = 2| A E80,000ME - MM = ARKER

[Annual Report 2002 4F aith’z]

At the same time, the Group focused its efforts on the development
of high value-added products. Trichromatic phosphor production
line with designed capacity up to 500 tonnes of its subsidiary,
Wuxi Xinwei Fluorescent Materials Company Limited, commenced
operations in May 2002. It recorded sales of almost 100 tonnes
of products this year. As the gross profit of fluorescent products is
much higher than that of oxidized rare earth products, the increase
in the output of fluorescent powder would become a profit driven

point for the Group.

During the year under review, the Group sold about 3,700 tonnes
rare earth oxides, together with the fluorescent products as
mentioned above and other rare earth products, turnover of rare
earth business amounted to HK$206,127,000. Among the different
types of products, the price level for Europium oxide, which is
widely deployed in the production of energy efficient lighting and
monitor screens, maintained its levels compared with that in last
year. While the prices for Neodymium oxide and Dysprosium oxide,
which are mainly used on metallic materials, magneto-optic memory
materials and glass decreased on average by a half, the prices for
Lanthanum oxide which is widely employed in the production of
optical glass also dropped by more than 30%. Affected by the
reduction in sales volume and lowered price levels, coupled with
the significant increase in the provision for inventory, the Group's
profits generated from rare earth business in 2002 dropped
substantially, with the gross profit margin moving down to 5% in
2002 compared with 28% in 2001.

Refractory Materials Business
Refractory products are widely employed in industries including
the metallurgy, petrochemical, construction and electrical-related

businesses.

The Group's refractory materials business has been sustaining a
stable growth since its listing. Using the proceeds raised in the
capital market, the Group's refractory materials production Division
Il underwent reconstruction and expansion in 2001. The refractory
materials production Division | also completed a further round of
technical reform and expansion in June 2002. The newly installed
118m super high temperature tunnel kiln with design imported

from Japan achieved satisfactory results in trial production, raising
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CHAIRMAN'S STATEMENT

the annual production capacity for medium to high-grade refractory
products to 80,000 tonnes. The standards and quality of the new
super high temperature tunnel kiln are much higher than the
previous one completed in 2001. It could produce refractory
products of much higher quality, therefore its construction costs
were also higher. The Group expects the contribution to revenue
from these production facilities, which commenced operation in
June 2002, to be reflected in the results for the financial year
2003.

The Group supplies medium to high-grade refractory products
mainly to companies engaging in the production of steel, non-
ferrous metallurgy, petrochemical and glass. The long-term technical
assistance from international partners is the Group's prime
competitive edge. It will continue to apply its expertise to improve
the standard and quality of the Group’s products and explore new
product varieties. With an expanded scope of superb products,
more international markets were captured and it secured a surge
in exports of refractory products growing from 16% in 2001 to
18% in 2002. As for local sales, adhering diligently to its business
strategies of providing top quality products and superior services,
the Group was able to maintain its share in the market of the
steel industry in the PRC.

During the year under review, the Group sold about 55,000 tonnes
of refractory materials. Turnover surged from HK$243,147,000 in
2001 to HK$261,536,000, representing a growth of approximately
89%. Triggered by users squeezing production costs, price levels
for refractory products also dropped. Nevertheless, the Group
managed to maintain the gross profit margin of refractory products
at over 30%.

RESEARCH AND DEVELOPMENT
While the industry experienced a drop in gross profit in 2002,
rather than waiting for a rebound in product prices, we took the
initiative to restructure our product mix through exploring and
producing high value-added products to raise overall profit levels
for the Group. The production line of fluorescent materials with
designed capacity of up to 500 tonnes has commenced operations,
and is expected to bring in growth in profits for the Group in

2003.

(Annual Report 2002 4F iﬁj
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Boasting outstanding research and development capabilities, the
Group's research and development centre cooperates with the
technical institutes in Shanghai to carry out research and develop
the new LED powder and PDP powder. Additionally, the Group
also saw progress in the research on nano technological oxidized
rare earth and value-added polishing powder. It also attained
successes in the research and production of highly applicable
refractory products such as high densed zirconia bricks and high

densed chrome bricks.

ENVIRONMENTAL PROTECTION
The Group considers environmental protection a direct act of
bringing benefits to the community. As a corporation on the
surveillance list of the Environmental Protection Department of
Jiangsu Province, the PRC, the Group's production procedures and
facilities, which include a production line for lonic Ore with an
annual production capacity of 3,500 tonnes (REO), are fully
compliant with the environmental regulations. The Group's internal
environmental protection management system was launched in
June 2002 and the Group has applied for ISO14000 certification.

CQC is currently auditing related implementation work.

LIQUIDITY AND FINANCIAL RESOURCES
As at 31 December 2002, the Group had cash and bank balances
of approximately HK$333,000,000 with nil long-term liability. Total
liabilities to total assets ratio has been maintained at approximately

7%.

STAFF AND REMUNERATION
As at 31 December 2002, the Group had a workforce of
approximately 950 staff. Comprehensive remuneration and welfare
packages are offered to them. Keeping abreast of market trends,
the Group continues to employ professionals with the right skills
and expertise in management, research and development, and
production. Training programs are also conducted regularly to
enable staff to fully explore their potential in their respective

positions.

During the year under review, total staff costs incurred excluding
directors’ emoluments amounted to HK$11,776,000. The Group
has also adopted a share option scheme as part of the benefits

package to reward staff for outstanding performance.
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CHAIRMAN'S STATEMENT

USE OF PROCEEDS
In July 2001, the Group has placed 105,200,000 new shares and
generated net proceeds of approximately HK$250,000,000. Among
which, HK$140,000,000 had been used in investment for
restructuring the production lines for refractory products and the
additions of production facilities for fluorescent materials in 2001
and 2002. The remaining portion had been allocated to current

assets.

PROSPECTS
The Group's business strategies in the past few years were, through
the expansion and upgrading of production facilities, to achieve
economies of scale. The Board believes that preliminary technical
reforms and expansion have generally been completed. On the
understanding that not many internal investments will be made,
the Group’s business goal for the next few years will be to further
explore its internal and external competitive advantages. Major
emphasis will also be placed on the research and development of
value-added products, which will allow the Group to benefit from
the economies of scale achieved and to enhance overall

competitiveness.

Rare Earth Business

Since last year, the PRC government has initiated the restructuring
of the PRC's rare earth industries. It has actively supervised and
assisted rare earth corporations in the PRC to form two major rare
earth groups in order to protect state-owned resources. The
Southern and Northern groups are expected to be established in
2003 and it will be an important milestone in the development of
China's rare earth industry. The regulatory policies will help to
minimize the negative impact of fierce market competition and
bring the price of rare earth back to reasonable levels. The Group
pledges its full support to the future development of the rare

earth groups.

Although the Group is confident of a rebound in rare earth prices,
which will bring in extra sales and increase gross profit margins,
we will continue in full thrust to achieve the goal of developing
high value-added products and restructure our product mix. We
plan to further increase the sales of fluorescent materials and
launch more high value-added products, including polishing powder

into the market as soon as we can in 2003.

(Annual Report 2002 4F iﬁj
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Furthermore, the Group will unrelentingly improve its research
and development capabilities. It has been constantly providing
trainings for its research and development staff and, in cooperation
with large-scale research and development institutions and
universities, developing new products. To grow with the global
market, the Group will work hand-in-hand with clients, staying
alert to their needs and market trends, and assisting them in

developing new products in a timely manner.

Appreciating the importance of strengthening its sales network,
the Group will continue to employ and nurture sales professionals,
explore new market segments and strengthen customer

relationships.

Refractory Materials Business

While decreasing demand for refractory products looks to be the
general trend for refractory materials industry, the demand for
medium to high-grade refractory products is on the rise. To meet
this increasing demand for medium to high-grade refractory
products, the Group plans to further improve and upgrade existing
production facilities, increasing the present production capacity of
80,000 tonnes to approximately 100,000 tonnes without seeking
additional financing. The expansion plan is now in progress and is

expected to be completed at the end of 2003.

The Group will also continue to enlarge its market share in
international markets and achieve its long-term goal to increase

the export ratio to 50%.

Finally, on behalf of the Board, | would like to extend my gratitude
to our shareholders, investors, customers, suppliers and business
partners for their continuous commitment and contribution. | also
wish to thank all our staff members for their continued commitment

and dedication.

Jiang Quanlong
Chairman
26 June 2003
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EXECUTIVE DIRECTORS
Mr. Jiang Quanlong, aged 50, 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 industries. 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 43, is a founding member and the
deputy chairman of the Group. Ms. Qian is also the chief executive
officer of the Group. Ms. Qian has over 10 years of experience in
the rare earth and refractory materials industries. 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 35, joined the Group in 1988. Mr. Fan is
mainly responsible for the overall administration and operation of

the Group.

Ms. To Siu Mui, Annie, aged 39, 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 rare earth and metal
industries.

INDEPENDENT NON-EXECUTIVE DIRECTORS
Mr. Liu Yujiu, aged 69, joined the Group in 1999 as an
independent non-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 from

December 1992 to December 1997.

(Annual Report 2002 4F iﬁj
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Mr. Huang Chunhua, aged 38, joined the Group in 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
Mr. Law Lap Tak, aged 33, 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.

SENIOR MANAGEMENT
Mr. Lou Jixiang, aged 51, joined the Group in 2000. Mr. Lou is
the deputy general manager of the Group and the general manager
of Wuxi Xinwei Fluorescent Materials Company Limited. Mr. Lou is
responsible for the operation of rare earth and fluorescent materials
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

industries.

Mr. Jiang Caina, aged 44, joined the Group in 1986. Mr. Jiang is
the deputy general manager of the Group and the general manager
of Yixing Xinwei Refractory Materials Company Limited. Mr. Jiang is
responsible for the operation of the refractory material business.
Mr. Jiang has over 20 years of experience in the refractory materials

industry.

Mr. Zhu Panjun, aged 42, joined the Group in 1986. Mr. Zhu is
the deputy general manager of the Group and the general manager
of Yixing Xinwei Leeshing Rare Earth Company Limited. Mr. Zhu

has over 10 years of experience in the rare earth industry.
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Ms. Xu Panfeng, aged 38, joined the Group in 1987. Ms. Xu is
the deputy general manager of the Group and is responsible for
the sales of rare earth products. She has years of experience in

production and marketing of rare earth products.

Mr. Yu Zhengming, aged 67, 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 a senior expert in the rare

earth and non-ferrous metals industries.

Mr. Xu Jianwen, aged 34, 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

the rare earth industry.

Mr. Zhao Jianwen, aged 36, joined the Group in 1987. Mr. Zhao
is the head of technology department of the Yixing Xinwei Leeshing
Rare Earth Company Limited. Mr. Zhao has over 10 years of
experience in the rare earth industry.

Mr. Chen Liangping, aged 55, 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 the refractory materials industry.

Mr. Reijiro Kuwahara, aged 60, 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.

(Annual Report 2002 4F iﬁ]
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The directors have pleasure in presenting their annual report and
the audited financial statements of China Rare Earth Holdings
Limited (the “Company”) and its subsidiaries (the “Group”) for
the year ended 31 December 2002.

PRINCIPAL ACTIVITIES
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 16

to the financial statements.

SEGMENTAL INFORMATION

Details of segmental information of the Group are set out in Note

4 to the financial statements.

RESULTS AND APPROPRIATIONS —
The results of the Group for the year ended 31 December 2002
are set out in the consolidated income statement on page 25 of

the annual report.

An interim dividend of HK1 cent per share was declared and paid
to the shareholders during the year. The directors recommend the
payment of a final dividend of HK1 cent per share for the year
ended 31 December 2002 to the shareholders on the Register of
Members on 8 August 2003.

Details of other appropriation are set out in Note 22 to the financial

statements.

RESERVES

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 22 to the financial statements.

FINANCIAL SUMMARY

A summary of the results of the Group for the past five financial
years ended 31 December 2002 is set out on page 62 of the

annual report.
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PROPERTY, PLANT AND EQUIPMENT AND
Details of the movements in the property, plant and equipment
and construction in progress of the Group and the Company during

the year are set out in Note 15 to the financial statements.

Details of the authorized and issued share capital of the Company
as at 31 December 2002 are set out in Note 21 to the financial

statements.

Details of the bank borrowings and banking facilities of the Group

are set out in Note 23 to the financial statements.

Details of the retirement schemes of the Group are set out in

Note 11 to the financial statements.

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

Mr. Ying Yuming (appointed on 2 January 2003 and
resigned on 29 April 2003)

Independent non-executive directors
Mr. Liu Yujiu
Mr. Huang Chunhua

(Annual Report 2002 4F iﬁ]
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In accordance with Article 108 of the Company's Articles of
Association, Mr. Liu Yujiu will retire by rotation from the Board at
the forthcoming annual general meeting and being eligible, offer

himself for re-election.

As at 31 December 2002, none of the directors has a service
contract with the Company which is not determinable 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
As at 31 December 2002, 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:

(i) KATE (i) The Company
£F EEME RO EE
Directors Nature of interests Number of shares held
BT R NEER (B atT)

Qian Yuanying

BRE
Huang Chunhua

Corporate interests (Note 1) 420,050,000
(BN $
Personal interests 2,868,000

[Annual Report 2002 4F ih’z]
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(i)  Subsidiaries

(a) Xinwei Rare Earth Group (Hong Kong) Limited

FiFERERELRNG
5= NS Number of non-voting
Directors Nature of interests deferred shares held
EREE (EPN:

Jiang Quanlong

TR

Qian Yuanying

Personal interests

(EPN:: 3

Personal interests

7,000,000

3,000,000

(b) EEFHEFNKBLERRAQF

(b) Yixing Xinwei Leeshing Rare Earth Company Limited

= EmtE IR A e
Directors Nature of interests Equity interest
R B NEtER (i 22)

Jiang Quanlong

Corporate interests (Note 2) 5%

et

@) ZER D B BYY Holdings Limited 7
B E2HERTRABBERELANT
AARE MEXRARBILERETFR
2EWMBEMRA -

Q) REEERFALEARATRE %
BP0 ¥ £ 6 S R A OO0 MRS © BT
0100 26 E L T S © 6 TR AR
B EMEERE -

ESRENHER
FR - AEEBEASNREMEHAEENEE
EAERARNEOREBEALHEERLEODES
BILASMG TS o BREBELHEMEBIEMNLOHE
#49/19,122,000/8 7T °

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 90% owned by Mr. Jiang Quanlong with remaining
10% owned by his son. Mr. Jiang is also the legal representative

of the enterprise.

During the year, the Group arranged export sales of its product

outside the PRC using the export quota of Xinwei Group Limited

at no consideration. Export sales handled through this arrangement

amounted to approximately HK$19,122,000.

[Annual Report 2002 4F iﬁ]
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During the year, the Group leased two office premises from Mr.
Jiang for use as its sales and marketing headquarters. 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 paid approximately HK$806,000 as a
compensation to Wuxi Pan-Asia High Temperature Ceramics
Company Limited, a related company in which Mrs. Jiang has
beneficial interests, for the use of a plant as its production plant
for fluorescent materials for the year ended 31 December 2002.
In addition, the Group sold materials to that company amounting

to approximately HK$239,000 during the year.

During the year, the Group purchased materials from Xinwei
(Australia) Pty. Ltd., a related company in which Mr. Jiang and
Mrs. Jiang have beneficial interests, amounting to approximately
HK$750,000.

Save as disclosed above and in Note 26 to the financial statements,
no director 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

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 2002, no such option had been granted to

the directors.
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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.

SUBSTANTIAL SHAREHOLDERS -~~~
As at 31 December 2002, 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
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
During the year, the aggregate sales attributable to the Group's
five largest customers represented approximately 44% of the
Group's total sales and the sales attributable to the Group's largest
customer was approximately 15%. The aggregate purchases
attributable to the Group’s five largest suppliers during the year
represented approximately 38% of the Group's total purchases
and the purchases attributable to the Group's largest supplier was

approximately 149%.

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.

(Annual Report 2002 4F iﬁj
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PRE-EMPTIVE RIGHTS
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
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 2002.

The Company has established an audit committee with written
terms of reference in compliance with the Code of Best Practice
throughout the year. The audit committee comprises the two
independent non-executive directors of the Company, Messrs. Liu

Yujiu and Huang Chunhua.

AUDITORS

During the year, Messrs. Arthur Andersen & Co., who acted as

auditors of the Company for the past three years, resigned and
Messrs. Ernst & Young were appointed as auditors of the Company.
Messrs. Ernst & Young resigned on 12 March 2003 and Messrs.
KPMG were appointed on 13 March 2003 as auditors of the
Company. Messrs. KPMG resigned on 17 April 2003 and Messrs.
Ho and Ho & Company were appointed on 5 May 2003 as auditors
of the Company. A resolution to reappoint Messrs. Ho and Ho &
Company as auditors of the Company will be proposed at the

forthcoming annual general meeting.

On behalf of the Board

Jiang Quanlong

Chairman
Hong Kong, 26 June 2003
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AUDITORS" REPORT

HO AND HO & COMPANY

Certified Public Accountants

Room 304, Arion Commercial Centre,
2-12 Queen’s Road West,

Hong Kong

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 25 to 61
which have been prepared in accordance with accounting principles

generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND
AUDITORS
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
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 judgments
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.

(Annual Report 2002 4F iﬁj
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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 of information in the
financial statements. We believe that our audit provides a

reasonable basis for our opinion.

OPINION

Without qualifying our opinion, we draw attention to the fact that

we are not auditors of the Company and the Group for the year
ended 31 December 2001. The financial statements for the year
ended 31 December 2001, issued on 18 April 2002, were audited
by another firm of auditors. We did not audit the financial
statements for the year ended 31 December 2001 and therefore
do not express any opinion on the comparative figures presented
in the financial statements for the current year. Accordingly, the
comparative figures presented in the financial statements may not

be comparable with the figures for the current year.

Subject to the above mentioned, in our opinion the financial
statements give a true and fair view of the state of affairs of the
Company and the Group as at 31 December 2002 and of its
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.

HO AND HO & COMPANY

Certified Public Accountants

Hong Kong, 26 June 2003
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Forthe yearended 3 T December

002 (ATTOUMtS EXpTESSEd T HOMg Komng doftars)

(25« E—

—EE_F —EE—F
2002 2001

B 5 FHET FHET

Notes HK$'000 HK$'000
=X Turnover (5) 467,663 617,808
85 & B A Cost of sales (363,610) (434,757)
EF Gross profit 104,053 183,051
A WA Interest income (6) 4,438 6,253
HERDIHER Selling and distribution expenses (13,364) (11,207)
THER Administrative expenses (18,148) (20,877)
5 g Al Profit from operations 7) 76,979 157220
B 75 AR Finance costs (8) -~ (2,621)
Hih& A FE Other expenses, net (9) (28,064) (7,892)
B %% B 4 A Profit before taxation 48,915 146,707
i 18 Taxation (12) (8,593) -
Br AR EZE AT E A Profit before minority interests 40,322 146,707
DY R S Minority interests 710 (4,493)
NS5 F) F 58 Net profit for the year 41,032 142,214
iz 2 Dividends (13) 16,289 32,578
TR & A Earnings per share (14)

- ER — Basic 5.0l cents 19. 1l cents
— 8 — Diluted 5@ FAN/A 18.91l cents

| Annual Renort 2002 4 3% |
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AS at 3 T Detember 2002 (ATountS eXpressed T Homng Kong dottarsy

—EE_F —EE—F
2002 2001
Bt 52 FHET FHET
Notes HK$'000 HK$'000
EMBEE Non-current assets
ME - BEKREZE Property, plant and equipment
ARERTIRE and construction-in-progress (15) 353,216 325,242
KB ARIEE Prepayment for an investment
I in a subsidiary - 100,000
353,216 425,242
BN E E Current assets
FE Inventories (17) 187,031 165,539
FEUBR Sk R H b FEULFX  Accounts and other receivables (18) 126,809 118,861
BRNRIE - BER Prepayments, deposits and
HEiRE&EE other current assets 28,215 56,756
JiE U5 8 Bk 1 ) Amounts due from related
FIB companies (26a) - 1,463
AR M IR Tax recoverable (12) 864 -
[REEHREF Pledged deposits (19) - 1,081
Re RRITET Cash and bank balances (19) 332,915 247,936
675,834 591,636
nEBE Current liabilities
JE - BR 3K Accounts payable (20) 51,375 22,162
TEIRE A K AEM Accruals and other
J& < 3R payables 19,566 38,730
fﬁi%mlﬁ Amounts due to directors (260) 4,137 13,906
T1T 2R /NG| Amounts due to related
FQE] companies (26a) 105 1,856
r1T$RIE Tax payable (12) 83 2,427
75,266 79,081
MEEEFRE Net current assets 600,568 512,555
BEBTERLBAEE Total assets less current liabilities 953,784 937,797
D B R 5 Minority interests (15,359) (16,069)
938,425 921,728
BARKi#E Capital and reserves
N Share capital @2)) 81,445 81,445
1 Reserves (22) 856,980 840,283
938,425 921,728

HNFE2EZ61EMFBBRERNR_EE
=FNAZ1< EIZ%%%@%&&&*&

3]

The financial statements on pages 25 to 61 were approved
and authorised for issue by the Board of Directors on 26

D XA TINEERREE

& R AE 2R
EF EE

June 2003 and are signed on its behalf by:

Jiang Quanlong Qian Yuanying
Director Director

| Annual Renort 2002 = ]
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AS gt 3 T December 2002 (Aounts expressed T Hong Kong dottarsy

—ET-F —ET—F
2002 2001
Bt 52 FHET FHET
Notes HK$'000 HK$'000
JEMEE E Non-current assets
M - BB RRE Property, plant and equipment
ARERTIRE and construction-in-progress (15) 256 150
B RRIRE Investments in subsidiaries (16) 631,440 606,905
631,696 607,055
BB E Current assets
ENFHIE - BER Prepayments, deposits and
HEMREEE other current assets 670 2,515
[REELREF Pledged deposits (19) - 1,081
Re RRITETT Cash and bank balances (19) 11,868 29,131
12,538 32,727
nEBE Current liabilities
TERERRHEM Accruals and other
J& ~F 3R payables 1,741 1,515
JERTE E B Amounts due to directors (26¢) 4,847 1,514
6,588 3,029
mEEEFE Net current assets 5,950 29,698
637,646 636,753
BARKi#E Capital and reserves
[N Share capital 1) 81,445 81,445
1 Reserves (22) 556,201 555,308
637,646 636,753
HNEBZ61ENIBHREIAN_-ZET The financial statements on pages 25 to 61 were approved
—FRNAZ T NBEEFSIEREE and authorised for issue by the Board of Directors on 26
D WHTINEERKREE June 2003 and are signed on its behalf by:
B REE T Jiang Quanlong Qian Yuanying
EF EF Director Director

| Annual Renort 2002 4 3% |
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forthe year ended 3t December

002 (ATTOUTtS EXpTESSEd T HOMg Komng doftars)

HERE
Rx  RHEE Ex@E  iERE  RERE i RiEd g
Exchange
Share Share Capital ~ Statutory ~ Dividend translation Accumulated
capital  premium reserve  reserves reserve reserve profits Total
Tér  TEr  ThEx Tér  TEr  ThEx tir  TEn
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
RZZZ-F At 1 January 2001
-A-H 67529 130958 32,837 11,593 = 3218 2714718 520,853
Ramak Shares issued upon
E&Hm conversion of
kR convertible bonds 2,99 31,324 - - - - - 3430
TEABLER  Shares issued upon
HER exercise of rights to
2k subscribe ordinary shares 400 6,014 - - - - - 6414
RERARE Placement of
Bk new shares 1050 247220 - - - - - 57740
EIRHER Share issue expenses - (3,031) - - - - - (3,031)
AEERETFE Net profit for the year - - - - - - 14014 142214
gtz Appropriations to
1] statutory resenves - - - 15375 - - (1537) -
FRK Distributions during
(H&F13R the year
22(d)) (Note 13 & 22(d)) - - - - - - (37060  (37.062)
N Translation of PRC
HRHEE subsidiaries’
he financial statements - - - - - 280 - 280
RZZTZ-F At 31 December 2001
+Zh=1-H and 1 January 2002
k-%%=
-R-H
it - as originally stated 81445 412485 32837 26968 - 3498 34495 921728
-REEARK - proposed final dividend
BEE M declared after the
BaEAARE balance sheet date - - - - 16,289 - (16289 -
-&&j| - g festated 81445 412485 32837 26968 16,289 3498 38206 921,728
KEEET Net profit for
#E the year - - - - - - 41,032 41032
#hie Appropriations to
1] statutory resenves - - - 14716 - - (14716) -
itz RS Dividends set aside
(K3k13) (Note 13) - - - - 16,289 - (16289) -
BERRE Dividends paid
2% - for 2001
AERS final dividend - - - - (16289 - - (16289)
it S - for 2002
hHRS interim dividend - - - - (8,149) - - (8,149)
I Translation of PRC
AHHE% subsidiaries’
45 financial statements - - - - - 99 - 9
R-EB_F At 31 December 2002
+-A=t-H 81,445 412,485 32,837 41,684 8,144 3597 358,233 938,425

| Annual Renort 2002 = ]
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Forthe year ended 3 T December 2002 (ATOUTTtS EXPIESSEd 1T HOMg Kong doitars)
—EE_F —EE—F
2002 2001
FHET FHET
HK$'000 HK$'000
SE T Operating activities
SR 1 A g A Profit before taxation 48,915 146,707
FHRIER - Adjustments for:
MEXH Interest expenses - 2,621
MEMKA Interest income (4,438) (6,253)
M BB KR Deficit on revaluation of property,
2 B hEAL plant and equipment 1,844 -
M BB KR Depreciation on property, plant and
e equipment 33,125 21,372
M BB KR Loss on written off of property, plant
ARERIREZ plant and equipment and
35 &5 18 construction-in-progress 31,638 -
BEWME BE (Gain)/loss on disposal
Big=pvd of property, plant and
(W) /BB equipment (831) 5,848
FERE Provision for inventories 5,108 3,511
5 & #f 38 Written off of inventories 16,574 —
BB RIBREE Written back of provision for bad and
doubtful debts (3,505) (5,061)
LEESEZIA Operating cash flows before movements
L ER S RE in working capital 128,430 168,745
FEIE N Increase in inventories (43,174) (58,050)
e W AR R K2 B Ath Increase in accounts and other
J&E YRR3R 1 receivables (4,443) (22,459)
BRHIE - BER Decrease in prepayments, deposits and
HEMREEERLD other current assets 28,541 42,948
JiE L A Bk A B BRIR Decrease/(increase) in amounts due
A (3 hn) from related companies 1,463 (666)
FERTBRFIE N, (B 4)  Increase/(decrease) in accounts payable 29,213 (1,869)
ERERRBIEEN (Decrease)/increase in accruals
B R A B EY B A and other payables, including
3% OB ) /4 hn PRC VAT payable (21,508) 5,483
JENMEEFHIEB (RL), (Decrease)/increase in amounts due to
b: ) directors (9,769) 12,616
JE 1F A Bk A A1 RKIB Decrease in amounts due to related
D companies (1,751) (88)
ENBEMENR Enterprise Income Tax paid (9,457) -
KE RS EFR  Net cash inflow from operating activities 97,545 146,660

| Annual Renort 2002
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foTthe year ended 3 T December 2002 (ATTOUNtS EXpPTESSEd T HONg Komng doftars)

—FEET-F _"_TET—F
2002 2001
FET FET
HK$'000 HK$'000
KRERE Investing activities
BEME BEK Purchase of property, plant and
REBARERZIRE equipment and expenditure on
X H construction-in-progress (114,205) (135,770)
BREWME BEK Proceeds from disposal of property,
REBARERZIRE plant and equipment and
BIEESN construction-in-progress 20,455 -
RSN BRI Refund from a related company in
TET BB A R respect of the prepayment for an
®EFIEA investment in a subsidiary 100,000 -
AT B A R Prepayment for an investment in
&% & ;I8 a subsidiary -~ (100,000)
2 W17 B Decrease in pledged deposits 1,081 26,157
24 F B Interest received 4,438 6,253
EEEEHZEES KA Net cash generated from/(used in)
(M) #5 investing activities 11,769 (203,360)
BMEED Financing activities
BEREBRITER Repayment of bank loans - (39,506)
B AT B Dividends paid (24,434) (37,062)
2 AR Interest paid - (2,621)
BITRM TS ER Proceeds from issue of shares - 264,154
BIIRNER Share issue expenses - (3,031)
BREEB RS Net cash (used in)/from financing
GRE) /RN activities (24,434) 181,934
RekReFEMEER Net increase in cash and cash
I8N0 % 58 equivalents 84,880 125,234
FUHREEES Cash and cash equivalents at beginning of
ZEIEH the year 247,936 122,551
SNE R IR EE) 2 % Effect of changes in exchange rate 99 151
FRASRES® Analysis of the balances of cash and
ZEBEZEFESN cash equivalents at end of the year
R MIRITTER Cash and bank balances 332,915 247,936

| Annual Renort 2002 4 =8 |
C P 5




HE—

BE=BT- - B=t Qe RERBELEREH)

Forthe year ended 3 T December 2002 (ATOUTTtS EXPIESSEd 1T HOMg Kong doitars)

AARRBERE MK A—E
BBENERETAT  EBRAHR
ERBATSHERAR LD -

ARERERERHER LEM
i N am S S B fm o

RS EBER SFBE

RAFE  AEEERIRANZEH
BEGEASRM 2 REE
AZestERER (S ERE
All) - A% FE A ER L ER
AEERERERNERESHR L
EHBALRLZREE  BHAF
ERBEGTFEFELEMLM
EXTE RAUEBEBRELUAFE

A -

RERER

RAFE AEERKETERE
AIF 1558 (BERT) RERER] °
RizastEBLERFE 155 (K1
) REeEnEROR=ERH -
e RENBRELRD  MIEBHE
MAERR - BESHZI 2B K
ME - ENFERENKETIS S
NEARELBEEDRERE -
RBARBEREMELECRERE
DBREEREY  FRIEA RTTH R
AREIXMELD -

1.

The Company is incorporated in the Cayman Islands as
an exempted company with limited liability and its
shares are listed on The Stock Exchange of Hong Kong
Limited.

The Group is engaged in the manufacture and sale of
rare earth products, refractory products and fluorescent
products.

ADOPTION OF STATEMENTS OF STANDARD
ACCOUNTING PRACTICE/CHANGES IN

In the current year, the Group has adopted, for the first
time, a number of new and revised Statements of
Standard Accounting Practice (“SSAPs”) issued by the
Hong Kong Society of Accountants. The adoption of
these SSAPs has resulted in a change in the format of
presentation of the consolidated cash flow statement
and the consolidated statement of changes in equity,
but has had no material effect on the results for the
current or prior accounting years. Accordingly, no prior
year adjustment has been required.

Cash flow statements

In the current year, the Group has adopted SSAP 15
(Revised) “Cash Flow Statements”. Under SSAP 15
(Revised), cash flows are classified under three headings
— operating, investing and financing, rather than the
previous five headings. Interest received, interest paid
and dividends paid, which were previously presented
under a separate heading, are classified as investing
and financing cash flows respectively. Cash flows arising
from taxes on income are classified as operating
activities, unless they can be separately identified with
investing or financing activities.

| Annual Renort 2002 = ]
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foTthe year ended 3 T December 2002 (ATTOUNtS EXpPTESSEd T HONg Komng doftars)

2.

RS EBER SHBR

,@@@ﬂ

BERA

RAFE AEERKETERE
AlF 345 [BEERAISIARERF
ZEERA  BREERKBHNE -
ARARER2ERAEHRERS
AHEl - MRS St BRI SE 345
VEHMBERREREATE -

I BE

RS2 RIE A E B R

ARBEEELARETRUES -
IRz EBEBRIANTX

(a) RERBZEXE
A BEHRRBEARA R
EMBARISFEEET A
=t BUEMMB®RE -

AEEBASHENB QA
XE BFRABREKREEXN
REsie=H HEAMA (N
BR) - Mt ABRBBRERA -

ESEAERARHENEER
FEBEORRESEERE R
B

2.

ADOPTION OF STATEMENTS OF STANDARD
ACCOUNTING PRACTICE/CHANGES IN
Employee benefits

In the current year, the Group has adopted SSAP 34
“Employee benefits” which introduces measurement
rules for employee benefits including retirement benefit
plans. Because the Group participates only in defined
contribution retirement benefit scheme, the adoption
of SSAP 34 has not had any material impact on the
financial statements.

- PRINCIPAL ACCOUNTING POLICIES

The financial statements have been prepared under
the historical cost convention and have been prepared
in accordance with accounting principles generally
accepted in Hong Kong. The principal accounting policies
adopted are set out below:

(a) Basis of consolidation
The consolidated financial statements incorporate
the financial statements of the Company and its
subsidiaries made up to 31 December each year.

The results of subsidiaries acquired or disposed of
during the year are included in the consolidated
income statement from the effective date of
acquisition or up to the effective date of disposal,
as appropriate.

All significant intercompany transactions and
balances within the Group have been eliminated
on consolidation.

| Annual Renort 2002 = ]
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Forthe year ended 3 T December 2002 (ATOUTTtS EXPIESSEd 1T HOMg Kong doitars)

3.

FEEEERGE)

(b) W% BMERRE

ME  BEREREIIREKA
BEEERRANE  HER
BB & RS o

RUBFHRREREMRBH
BZERAGZ NV EERE
ReRAFTEREERBRY
R AR EHETYRER -
FEHEEEEABRAMERE
ZRFEREEAREZR -

ERBFEORZEFNRHR
HERALZESHEE KE
GEGFEEATERARAKE
EBARENRFEAEIN
AlESBSRKBEEDEERZ
HEEBRBERTHRNE
MREREEER  c HEM[E
EMRD 2 HREEEE (EH
B AR ERE B G
BEREMZBEEEZERF
BREBRR - RO EIRE
EHBEER  BREMGAKS
BERIEA

WE  BERRENITE NS
HWORBATFNERIZER
FHEFRZBHEMGAFEAH
Bz FHIALG KE MG
B NERZHEFEEKANEL
fafE :

EF 5%
Heeg Rk 10%
MAERHEREE 20%
B 20%

(b) Property, plant and equipment

Property, plant and equipment are stated at cost
or valuation less accumulated depreciation,
amortisation and impairment losses.

Certain buildings are stated in the balance sheet
at their revalued amount, being the fair value at
the date of revaluation less any subsequent
accumulated depreciation and any subsequent
impairment losses. Revaluation is performed with
sufficient regularity such that the carrying amount
does not differ materially from that which would
be determined using fair values at the balance
sheet date.

Any revaluation increase arising on revaluation of
buildings is credited to the revaluation reserve,
except to the extent that it reverses a revaluation
decrease of the same asset previously recognised
as an expense, in which case the increase is
credited to the income statement to the extent of
the decrease previously charged. A decrease in
net carrying amount arising on revaluation of an
asset is dealt with as an expense to the extent that
it exceeds the balance, if any, on the revaluation
reserve relating to a previous revaluation of that
asset. On the subsequent sale or retirement of a
revalued asset, the attributable revaluation surplus
is transferred to accumulated profits.

Depreciation and amortisation is provided to write
off the cost or valuation of items of property, plant
and equipment, over their estimated useful lives
and after taking into account their estimated
residual values, using the straight-line method, at
the following rates per annum:

Buildings 5%
Machinery and equipment 10%
Office equipment and fixtures 20%
Motor vehicles 20%
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foTthe year ended 3 T December 2002 (ATTOUNtS EXpPTESSEd T HONg Komng doftars)

(b) ¥M¥ - BMERKE(E)

HELERDE  BERRE

HEMEEZWEHERE

HEMSRAREERTHR

ZEBMERE Y ABRER

A o

(c) HEEIRE

EREIBRERITHEE M

WE - WEAKAERRERE

BRIk - K AEBEREK

A BERRERA  URE

MERKAE REEZTIR

EEGFEERERENERZT

RZEBKANEASYE

B R e E g Bl

) R TE A KR A R BB E A &

ZERTIEMEFRTELHE

3 °

(d MWEARAKRE

o8 2 R E iR A ERE

I A SR R R E B B AR R

RZEERERA -

(e) WE

ARENEEZEERRTEE

EZREE UWEEZZFEE

ERFEREBBRZIR °

st —REEZ A REEEE

REREE  AIRZEEZR

HAEMREEATBESE 5

EEBRNREIARER -

(b)

©

(d)

(e

Property, plant and equipment (Continued)

The gain or loss arising from the disposal or
retirement of an item of property, plant and
equipment is determined as the difference between
the sales proceeds and the carrying amount of the
asset and is recognised in the income statement.

Construction-in-progress
Construction-in-progress represents plant and
properties under construction and is stated at cost
less accumulated impairment losses. This includes
cost of construction, plant and equipment and other
direct costs. Upon completion of construction, the
relevant costs are transferred to appropriate
categories of property, plant and equipment when
they are ready for their intended use.

No depreciation or amortisation is provided on
construction-in-progress until the asset is completed
and put into use.

Investments in subsidiaries

Investments in subsidiaries are included in the
Company's balance sheet at cost less any identified
impairment loss.

Impairment

At each balance sheet date, the Group reviews the
carrying amounts of its assets to determine whether
there is any indication that those assets have
suffered impairment loss. If the recoverable amount
of an asset is estimated to be less than its carrying
amount, the carrying amount of the asset is reduced
to its recoverable amount. Impairment loss is
recognised as expense immediately.
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Forthe year ended 3 T December 2002 (ATOUTTtS EXPIESSEd 1T HOMg Kong doitars)

3.

(e)

FTESHBRRE)

BAE (E)
E-RBEBBEERROE
AlZEEEZREERENE
HERT RO A AT R EEE -
BRMEEEETTEBB
EFEEARERBERRE P
MEEZREE - BEBBERD
ANESHER BN -

BH
BERPERABRTERFE
BUEEFE o RAERNNE
FEARE -

B
MABERENEEMERD
XA F AL EH (THwETE X
HelT) - X BRA T Re (BB A
B AT BEMEEOK ) BB A] 75 AR A
MEMERBLAEERR -
[R) B 7T BE 49 5% 1B 75 1O SRR (F i
A SEMfhE - BNFELRE -
REensEEEABRER
A URERRAENRG
AHERE - MEBNKEEE
REERE - AINBHEEE
BAH HARERE

FE W B 3R B L At B WK

IR M B 0 B EL A R MR R TS 1R K
AERREREFEAERS
BE o

KEHE
REMETHWRNESUNER
FEREBHEFHRESERT
ER °

3. PRINCIPAL ACCOUNTING POLICIES (Continued)

(e) Impairment (Continued)

Where impairment loss subsequently reverses, the
carrying amount of the asset is increased to the
revised estimate of its recoverable amount, such
that the increased carrying amount does not exceed
the carrying amount that would have been
determined had no impairment loss been
recognised for the asset in prior years. A reversal
of impairment loss is recognised as income

immediately.

(f) Inventories

Inventories are stated at the lower of cost and net
realisable value. Cost is calculated using the

weighted average method.

(g) Provisions

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
on 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 provision is the present value of the expenditure
expected to be required to settle the obligation.

(h) Accounts and other receivables

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

(i) Operating leases

Rental payables under operating leases are charged
to the income statement on a straight-line basis

over the relevant lease terms.
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foTthe year ended 3 T December 2002 (ATTOUNtS EXpPTESSEd T HONg Komng doftars)

() WARER

() EmiHE

EREEIRERRMN R
REREBEEPRER

RN

(i) FEHLA

MBWATIE RIE & H) A

% WERKMRIZEE

HBIETE -

(k) Bim|

PR IR TS IRIBEAF B %

R WEBRM KT ER R

MIABFLRABRMETE - K

EVRETRARIEEAER

B ERMBRRFAALRE

FTEAMIMEE - BEMSIBZ

MEEE HERBEEBEZE

B NUBHBRTHEIREL

HIE - HERREEANERZ

KRERSBEREE -

BETERGNOEBTL - K

SEBTHBETEKIOR

AlLRBAIRER - WRER

RENEHEEmMERET

A RH% R (A HRE

B ) - HRIBEBERHEE

FrE SRR R P B & 12 36 &

B2 17%3 13%:t & o NEH

BAMEERFEMENHER

BREWRRBESmRIRLETE

RS B S RSB E T (T8 /3 [

RIEER]) °

0

Q)

Revenue recognition

(i) Sales of goods
Sales of goods are recognised when goods
are delivered and title has passed to the
customers.

(i) Interest income
Interest income is accrued on a time basis, by
reference to the principal outstanding and at
the interest rate applicable.

Taxation

The charge for taxation is based on the results for
the year as adjusted for items which are non-
assessable or disallowed. Timing differences arise
from the recognition for tax purposes of certain
items of income and expense in a different
accounting period from that in which they are
recognised in the financial statements. The tax
effect of the timing differences, computed using
the liability method, is recognised as deferred
taxation in the financial statements to the extent
that it is probable that a liability or an asset will
crystallise in the foreseeable future.

In accordance with the relevant tax laws enacted
in the PRC, all the companies of the Group
established in the PRC are subject to value-added
tax (“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% or 13% 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").
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3. PRINCIPAL ACCOUNTING POLICIES (Continued)

)

Retirement benefit costs
Payments to the state-sponsored retirement plan
are charged as expenses as they fall due.

(m) Foreign currencies

(n)

Transactions in foreign currencies are initially
recorded at the rates of exchange prevailing on
the dates of the transactions or at the contracted
settlement rate. Monetary assets and liabilities
denominated in foreign currencies are re-translated
at the rates prevailing on the balance sheet date.
Profits and losses arising on exchange are included
in net profit or loss for the year.

On consolidation, the assets and liabilities of the
Group's operations in the PRC are translated at
exchange rates prevailing on the balance sheet date.
Income and expense items are translated at the
average exchange rates for the year. Exchange
differences arising, if any, are classified as equity
and transferred to the Group's exchange translation
reserve. Such translation differences are recognised
as income or expense in the year in which the
operation is disposed of.

Segment reporting

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.
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(n) 2EERER (B)
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(n) Segment reporting (Continued)

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 intercompany balances and
transactions within the Group are eliminated as
part of the consolidation process, except to the
extent that such intercompany 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 year to acquire segment assets
that are expected to be used for more than one
financial year.

Unallocated items mainly comprise corporate assets
and corporate expenses.

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) Business segments
The Group operates the following two main
business segments:

Rare Earth : The manufacture and sale of rare
earth products including fluorescent
products

Refractory : The manufacture and sale of
refractory products

| Annual Renort 2002 = ]
N T )




= =

N Y I

Forthe year ended 3 T December 2002 (ATOUTTtS EXPIESSEd 1T HOMg Kong doitars)

4. nEER®E) 4. SEGMENT INFORMATION (Continued)
it it X aHE
Rare Earth Refractory Total

“BFF "TE-4 _FF-F T _"FT_F£ _"BF-F£

2002 2001 2002 2001 2002 2001

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

= Turnover 206,127 374,661 261,536 243,147 467,663 617,808
E4 RESULTS
EE S Segment results 10,439 99,022 73,006 66,390 83,445 165,412
DB Unallocated

TEER corporate expenses (10,904) (14,445)
MEKA Interest income 4,438 6,253
i A Profit from operations 76,979 157220
BT Finance costs - (2,621)
EtERFE Other expenses, net (28,064) (7892)
RE Taxation (8,593) -
SERRER Minority interests 710 (4,493)
AEEHEMNFE Net profit for the year 41,03 142,214
Hir &R OTHER INFORMATION
NEEE Segment assets 586,816 532,126 423,653 236,496 1,010,469 768,622
RAOBRE Unallocated

BE corporate assets 18,581 248,256
EERE Total assets 1,029,05 1,016,878
PEAR Segment liabilities 33,757 32,035 38,965 29,769 72,722 61,804
AOBRE Unallocated

g corporate liabilities 2,544 17277
BEEE Total liabilities 75,266 79,081
FREERN Capital expenditure

BEAMT incurred during the year 47,919 77,838 66,040 57,656
nE Depreciation 21,085 14,401 11,955 6,901
REIM Non-cash expenses

FREZH other than depreciation 42,613 9,359 10,707 -
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4. AWEAN@G®E) 4. SEGMENT INFORMATION (Continued)
(b) HEDE (b) Geographical segments
AEENEBIEAETE - H The Group's activities are conducted predominantly
AREBET - RME D ER in the PRC, Japan and the United States of America.
EXEAMMT An analysis of turnover by geographical segment is
as follows:
RWETSZEXR

Turnover by

geographical market

—FT- —ET—F
2002 2001
FHET FHET
HK$'000 HK$'000
E The PRC 353,965 336,565
=[N Japan 77,332 151,546
e The United States of America 7,329 81,209
H Al Others 29,037 48,488
467,663 617,808
AEEBBAEOHZNTHDE Over 90% of segment assets of the Group are located
BERMUNTE - in the PRC.
5. &=®& 5. TURNOVER . . . . .. .
rEE
The Group
—ET- —ET—F
2002 2001
FHET FHET
HK$'000 HK$'000
MmrEm- Sales of rare earth products,
it N2 mm 2 refractory products and
HAEmMEE fluorescent products 467,663 617,808
6. MBWA 6. INTEREST INCOME
rEE
The Group
—ET-F —TT—F
2002 2001
FHET FHET
HK$'000 HK$'000
RITE KA B WA Interest income on bank deposits 4,438 6,253
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%‘:ﬁ E. i A

7. PROFIT FROM OPERATIONS

(41« —

e MEMR, (GEA) THE Profit from operations has been arrived at after charging/
18 : (crediting):
rEE
The Group
—EE_F _—TT—F
2002 2001
FHET FHET
HK$'000 HK$'000
FEKRE (T8 Cost of inventories excluding
BIXA W% - staff costs, depreciation on property,
BEREEITE plant and equipment, provision for
FEEER inventories and written off
FE M) of inventories 301,388 398,875
FERE Provision for inventories 5,108 3,511
7 & 88 Written off of inventories 16,574 —
BIRAK(TBHE Staff costs excluding directors'’
EE=Me (FF5E10)) emoluments (Note 10)
—HekIA& — salaries and wages 10,784 11,472
—EERAERE — provision of employee welfare 105 1,614
— BB RARBR K — contribution to employment
(BFEET1) retirement benefits (Note 11) 887 2,079
SMNEFE H B8 F 5 Exchange loss, net 142 22
M - BE KR Depreciation on property,
RBITE plant and equipment 33,125 21,372
BEEMEZLE Operating lease charges on
HEX I rented premises
=% — third parties 1,109 1,100
—BE AL (KisE26 — related parties
(b) (i) X (v)) (Note 26(b)(ii) & (v)) 1,010 204
% S B B & Auditors’ remuneration 1,950 1,500
BEWE BEK (Gain)/Loss on disposal of
HE () BB property, plant and equipment (831) 5,848
1 0] e W BR TR K Written back of provision for
H A & WK bad and doubtful debts of accounts
BRI RR B A and other receivables (3,505) (5,061)
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8. MBRA 8. FINANCECOSTS
rEE
The Group
—ET_F —ET—F
2002 2001
FHET FHET
HK$'000 HK$'000
BRAFANEEEEA  Interest expenses on bank loans
RITER K HAb and other borrowings wholly
EEHNMEX repayable within five years - 2,621
9. Hie&m¥® = 9. OTHER EXPENSES, NET
RAER  BMEBERFECEEY During the year, loss on written off of property, plant
X HBERREBALRERIRZM and equipment and construction-in-progress amounted
$HEE A £31,638,000/8 7T ° to HK$31,638,000 was included in the other expenses,
net.
0. 228 10. DIRECTORS" EMOLUMENTS
(a) BEEBAAKAEI611ER L (a) Details of directors’ emoluments pursuant to
™ 5% Rl 6 47 7€ 1 B2 58 Y & = Section 161 of the Hong Kong Companies
SWT Ordinance and the provisions of the Listing Rules
are as follows:
rEE
The Group
—ET-F —TT—F
2002 2001
FHET FHET
HK$'000 HK$'000
FHMITES Non-executive directors
— e — Fees 83 83
BMITES Executive directors
— % RER — Salaries and allowance 2,843 2,452
2,926 2,535
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0. EEMS(E) 10. DIRECTORS' EMOLUMENTS (Continued)
REFANBLMNEHESNTHNES The emoluments of the directors analysed by the
MewT™ : number of directors and emolument ranges are as

follows:
rEE
The Group
—ET-F —TT—F
2002 2001
Z — 1,000,000/ 7T Nil — HK$1,000,000 5 6
1,000,001/ 7T — 1,500,000 7t HK$1,000,001 — HK$1,500,000 1 1
(b) AfismHFATBERG(ZE (b) Of the five highest paid individuals of the Group,
T—F W) EE - REAM four (2001: four) are directors of the Company
SHBEN LEXHE@Q) - BE whose emoluments are included in Note (a) above.
HNMeRBRERARL(ZF Their total emoluments together with the remaining
T—F:—f) AN one (2001: one) individual are as follows:
T
rEE
The Group
—EFT- —ET—F
2002 2001
FHET FHET
HK$'000 HK$'000
FekEMAE Salaries and other emoluments 3,493 3,042
BREFLEEEANDMK The emoluments of the five highest paid individuals
BHEALTHBMEN TR T including directors and employees fall within the
: following ranges:
rEE
The Group
—ET-F —TT—F
2002 2001
Z — 1,000,000/ 7T Nil — HK$1,000,000 4 4
1,000,001/ 7t — 1,500,000/ 7 HK$1,000,001 — HK$ 1,500,000 1 1
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10.

=M ®
REBEE-_TZ—FR-_FTZT_F+
“A=ZT—HLEFER AKEY
ERAERFAL(BEESRE
8) X HEMBE - EASBEMA
3 A I 7R &2 B B A S M o B BBk B

& o

éﬁ%mﬁ%LW%%ﬁﬁiﬁ

o REBIN B QR BR B FEH/RI -
Miﬁa Rke - THEAAER
BENMRAKERN BE_TTZ
F+_A=Z+—HBLEFE - BIK:t
L FE 4 £ 822,000 70 (—EZ
—% :2,018,000/87T) °

AEEET-—GEBELENRAAR
_TTT¢+ A—HEB2HER

HEAEE S ([BER]) o &t
RTEREREREE - DA
T AR E B K # 500 &t 8l 5K

BHE_TTE-_F+-_A=+—H1
FE AEEBMRBE2HERD
65,0008 (ZEZT—F : 61,0008
TL) cREEMEERASENEE
DHABEE VYHBUEEESLE
B o

11. |

Durmg the years ended 31 December 2001 and 2002,
no emoluments were paid to the five highest individuals
including directors and employees as inducement to
join or upon joining the Group or as compensation for
loss of office.

EMPLOYMENT RETIREMENT BENEFITS
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
employee's 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. For the year
ended 31 December 2002, the retirement plan
contributions amounted to approximately HK$822,000

(2001: HK$2,018,000).

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 2002, the Group's contributions to the MPF
were approximately HK$65,000 (2001: HK$61,000).
The assets of the fund are held separately from those
of the Group and are managed by independent
professional fund managers.
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2. 8% 12. TAXATION
rEME

The Group
—EE_F _—TT—F
2002 2001
FHET FHET
HK$'000 HK$'000

REREN Enterprise Income Tax

— BB A A — The PRC subsidiaries 8,593 =

ARAKENENITERBE
£ RAUBRBBNGHS R
o

BNRBIHEACBEFBEIEER
FHRBEEMER (IRXME
1) e

CEFBHERESTEHER T
O f 5F 1 3R Bk P IR 5 BB o At

1’ e

BRETEEBTE  TEKE QA
EREHEMBENMFEBEENE
HERNFEEMFARZRLHN
CEMEY TEER=-EFEE
L2550 ©

RAFERNE MR T BB QB
REEFFH50% o

BEAFEREAREEAMFBRA &
KEYLBEANRFRELERE

Hong Kong Profits Tax has not been provided for in the
financial statements as the Group did not derive any
assessable profits in Hong Kong.

Tax payable and recoverable comprised PRC VAT and
PRC Enterprise Income Tax (“EIT").

EIT has been provided at the prevailing rates on the
estimated assessable profits applicable to each PRC
subsidiary.

Pursuant to the relevant tax laws in the PRC, 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.

During the year, two PRC subsidiaries are entitled to a
50% reduction of EIT.

The Group did not have any significant unprovided
deferred taxation for the year or at the balance sheet
date.
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13.

14.

BE 13. DIVIDENDS -~
—ET_F _TET—F
2002 2001
FHET FHET
HK$'000 HK$'000
B e ERR S FR0.01B T Interim dividend paid: HK$0.01

(ZZZT—% : 002%87T) (2001: HK$0.02) per share 8,145 16,289

BRERENRAREER0.01ET Proposed final dividend: HK$0.01
(ZZZT—% : 002%87T) (2001: HK$0.02) per share 8,144 16,289
16,289 32,578

ska®

BREAREEANDIREAEE
ZARFEERAFEAS H£41,032,000

14. EARNINGS PER SHARE

The calculation of the basic and diluted earnings per

share is based on the Group's net profit for the year of

BT(ZEZE—F:

142,214,000
L) BRATEIER B

following data:

HK$41,032,000 (2001:

HK$142,214,000) and the

—EE_F " TT—F
2002 2001
AU ESRER Weighted average number of
2 1 E A ordinary shares for the purposes
DN 55 8 of basic earnings per share 814,453,059 744,432,000
WEREARE Deemed issue of ordinary shares
i 21T R R at no consideration - 9,851,000
I AE tﬂﬁiﬁ/ Weighted average number of
2 B 5E A ordinary shares for the purposes
DN 55 8 of diluted earnings per share 814,453,059 754,283,000
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15. 1%  BERZHEBARER 15. PROPERTY, PLANT AND EQUIPMENT AND
s CONSTRUCTION-IN-PROGRESS
& The Group
BER BOZRE
EY | R%E
Machinery Office RE RBIE
BT and  equipment Motor ~ Construction- BE
Buildings  equipment  and fixtures vehicles  in-progress Total
THL THL THL THL THL THL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ﬁmjzfaﬁ C0ST OR VALUATION
“3E-%-f-H At 1 January 2002 137725 180,279 2,557 7264 65,273 393,096
NE Additions 13,065 26,201 4140 1,777 69,022 114,205
mERIR Transfer from
#gA construction-in-progress 10,234 106,008 - 148 (116,%90) -
RE/H# Disposals/written off (21,893) (49,045) (1,765) (4.427) (13877)  (91,007)
Bl B4 Deficit on revaluation (1,844) - - - - (1,844
BNE Redlassification - - 33 (333) - -
R-EF-E+-A=+-H At 31 December 2002 137285 263443 5265 4429 4028 414,450
o Comprising;
A At cost 120,078 263,443 5265 4429 4028 397,243
ke At valuation 17,207 - - - - 17207
137285 263,443 5,265 4429 4028 414,450
ZithE ACCUMU LATED
DEPRECIATION
“3E°%F-f —H At 1 January 2002 20,101 40,873 2,201 4619 - 67854
Mgaﬂz Charge for the year 7101 23,7194 875 1,355 - 33,125
RE /M Written back on
a{E disposals/written off (7622) (28,082) (1379) (2,662) - (39,745)
BNE Redlassification 626 1,892 (862) (1,65) - -
R-EF-E+-A=+-H At 31 December 2002 20,206 38477 835 1716 - 61,34
ﬂﬁﬁgﬁ NET BOOK VALUE
“ZE-E+-F=1-H At 31 December 2002 117079 24,966 4430 2713 4028 353,216
R-SE-E+-A=+-H At 3] December 2001 117622 139,406 56 2,585 65,273 325,242

FABT

BRI FE -

All the buildings are located in the PRC.
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15. ME - -BERREURER
@
AREBREEEFHRB I EGERM
B H (B8 BRATR _ZEE

FT=A=1— Eiﬁ’&?ﬂﬁ@ﬁ%

RETER BHELEZEH

1,844 0008 T (ZEZE—F : &)

RiBz R P RR

REEGREXE  AKBEEMME

98 B BT B P AR S A R AL X R B Y

BFERMmZES £74,410,000% 7T

MEEL  MREERABRARKRLE

Mz EFHERBREELT °

R REERERA AKREN

BFREFEBRTERERNENHL

HEREREERE £3,712,0008

15. PROPERTY, PLANT AND EQUIPMENT AND
Certain bU||d1ngs of the Group were revalued at 31
December 2002 on an open market value basis by
Vigers Hong Kong Ltd., an independent professional
valuer. The deficit arising on revaluation of
HK$1,844,000 (2001: Nil) has been charged to the
income statement.

At the balance sheet date, the Group was in the process
of applying to the relevant government authorities for
the Building Ownership Certificates in respect of
buildings located in the PRC at an aggregate net book
value of HK$74,410,000. Subsequent to the balance
sheet date, all of the Building Ownership Certificates
were issued to the Group.

In addition, at the balance sheet date, capitalised lease
charges amounted to HK$3,712,000 in respect of land
use right were included in the net book value of

TG © buildings of the Group.
b THE COMPANY
MAERBREE
Office equipment
and fixtures
FHET
HK$'000
A COST
R_EE—_F—HF—H At 1 January 2002 220
=S Additions 246
BE M Disposals/written off (9N
R_FF_F+_-_H=+—~H At 31 December 2002 375
REtiE ACCUMULATED DEPRECIATION
RZZEZE-_F—H—H At 1 January 2002 70
RNEZFHR Charge for the year 85
BE MiEEmE Written back on disposals/written off (36)
RZBE_F+_H=+—H At 31 December 2002 119
REZEE NET BOOK VALUE
R-BE_F+_-_HA=+—H At 31 December 2002 256
R-BE—F+_HA=+—H At 31 December 2001 150
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b NN

The Company
—EE-F  ZEET—F
2002 2001
FAET FAET
HK$'000 HK$'000
JEETMIRE - KAE Unlisted shares, at cost 151,707 151,707
R I NEI ] Amounts due from subsidiaries 479,733 455,198
631,440 606,905

FEUL I B X R SRR = IR - A
AT FS RO B £ B E B S

EERARSHBLARANEREE
TEREEABRMNKEE -

The amounts due from subsidiaries are unsecured, non-
interest bearing and have no fixed terms of repayment.

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

carrying amounts at the balance sheet date.

RZZEE-_F+_A=+—HBAR Details of the Company’s principal subsidiaries as at 31
ANEEMBRAFENT : December 2002 are as follows:
ADAEEESR/
ARAEL/ BERAR ERERREE AL
EE HERAS iRk MEBRE  Effective percentage
Place and date EHRELR Issued and of equity interests/ IEXE
WEARER of incorporation/ Registered and ~ fully paid voting rights held Principal
Name of subsidiary operations fully paid capital capital by the Company activities
% 3
Directly ~ Indirectly
R ERERAA ABRLES - %7 100% - REZK
“MNETZAZH
Lee Shing Holdings Limited British Virgin Islands US$20 Investment holding
3 December 1998
EHERES (L) R 200,000% 7T - 100% - g%
BRAF “ZTTE-A1RA
Wellfire (Shanghai) The PRC
Company Limited 24 February 2000 15$200,000 Trading
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ADAEEESR/
ARAL/ BRAR ERERREE AL
EE HERAH ik MRRE  Effective percentage
Place and date EHRELR  Issued and of equity interests/ IEXE
WEARER of incorporation/ Registered and ~ fully paid voting rights held Principal
Name of subsidiary operations fully paid capital capital by the Company activities
% B
Directly  Indirectly
EEFREMRBL R 15,660, 000% 7T - - %%  RERHERIER
BRAH “ANZELATEA
Yixing Xinwei Leeshing The PRC US§15,660,000 Manufacture and sale
Rare Earth Company Limited 17 July 1993 of rare earth
products
LR G H A A Bt P 17,000,000% - - 100%  RERHEMAER
ERAA “AMNEEAZTH
Yixing Xinwei Leeshing The PRC US§17,000,000 Manufacture and sale
Refractory Materials 30 July 1999 of refractory products
Company Limited
EHHFARAMH R 8,520,000% 7T - - 100%  REREEWLER
BB (Hita) ZEE-E+ZAZ+H
Wuxi Xinwei Fluorescent The PRC 1S$8,520,000 Manufacture and sale
Materials Company 20 December 2001 of fluorescent products
Limited (Note a)
TERtE5 B - BT - 100% g5
ERAA ZE2E-FZRTRA
China Rare Earth Hong Kong HK$2 Trading
Trading Limited 16 February 2001
@) REEBEXRRA  LERREY (@) At the balance sheet date, there was registered

RIEAME AR E 3,480,000 capital of US$3,480,000 not yet paid up by the

XL PEBRRNEEZNEZ

minority shareholder. The director of the minority

MEARMES -

shareholder is also a director of the subsidiary.
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18.

IR FEET R/ FE 4 520,942,000

BIL(ZEFEZ—F : 10,599,000
JT) °©
AR H b FE U X

$$I %T%%ﬁiﬂ TEN
THNFHEES -

EEEELBTREPNVREN
REBENRRE ML EREMmRE
ﬁkf CFMERFPHREFEER

REEGIAEESARKE
*Z/’E@ZL—H/XE REE - HRABE
EERBNEPETRZIEURE
BT BERBREEROHAEKE
o UBEREWK -

18.

P - I R = W= T E TN ==L
Forthe year ended 3 T December 2002 (ATOUTTtS EXPIESSEd 1T HOMg Kong doitars)
wE 17 INVENTORIES
rEE
The Group
—EE-F ZEETF
2002 2001
FH T FH T
HK$'000 HK$'000
R Raw materials 43,864 49,244
8 Work in progress 51,485 60,004
X fh Finished goods 105,483 64,984
200,832 174,232
W FEEE Less: Provision for inventories (13,801) (8,693)
187031 165,539
REEBBERA FETBEITE At the balance sheet date, approximately

HK$20,942,000 (2001: HK$10,599,000) of the
inventories of the Group were carried at net realisable
value.

ACCOUNTS AND OTHER RECEIVABLES

The Group allows an average credit period of 30 to 90
days to its 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.
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foTthe year ended 3 T December 2002 (ATTOUNtS EXpPTESSEd T HONg Komng doftars)

18. BUWARR R HMEWRK (F) 18.

REERERAE  BRERKEM

ACCOU NTS AND OTHER RECEIVABLES

At the balance sheet date, accounts and other

FEYRE B - receivables comprised:
rEER
The Group
E_F  —_TT—F
2002 2001
FHET FHET
HK$'000 HK$'000
JE 1 BR 3K Accounts receivable 109,036 115,686
H A e IR Other receivables 26,302 15,209
135,338 130,895
B RIBEREME Less: Provision for bad
and doubtful debts (8,529) (12,034)
126,809 118,861

R R 2 R D AT AA T

An ageing analysis of accounts receivable is as follows:

’iluj\ﬁ”ﬂ%z%“”ﬁ’ﬁﬁéﬁfﬁf &

FEAABAR278956,000(—EZ

—F : AR%112,976,000) - AR

BRI EHLEKIIE  HEX

P BEBNEE -

EERFEXEERTRITEREL

ETEREFERROEFERX (M

23) o

~ DEPOSITS

REH

The Group
T —FT—F
2002 2001
FAET FAET
HK$'000 HK$'000
AEBHEAREAA Current to less than 6 months 98,791 103,856
NMEAZE—FRA 6 months to less than 1 year 2,241 2,464
—EWERN 1 to less than 2 years 2,388 1,189
M E A E Over 2 years 5,616 8,177
109,036 115,686

19. IE@ME THEEUAREEM 19. CASH AND BANK BALANCES AND PLEDGED

At 31 December 2002, cash and bank balances of the
Group denominated in Renminbi amounted to
approximately RMB278,956,000 (20071
RMB112,976,000). 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 (Note 23).
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Forthe year ended 3 T December 2002 (ATOUTTtS EXPIESSEd 1T HOMg Kong doitars)

20 EAEK 20. ACCOUNTS PAYABLE
ERNHRERZREDITMT An ageing analysis of accounts payable is as follows:
rEE
The Group
—ET_F _TT—-F
2002 2001
FAT FAT
HK$'000 HK$'000
AEBHEAREAA Current to less than 6 months 47138 18,371
NEAZE—FR 6 months to less than 1 year 2,602 2,512
—EWERN 1 to less than 2 years 1,486 1,057
ES Over 2 years 149 222
51,375 22,162
2. BA 21. SHARE CAPITAL
AEERERQT
The Group and
the Company
—ET —ET—F
2002 2001
FAT FAT
HK$'000 HK$'000
AT Authorised:
1,000,000,0000% 1,000,000,000 ordinary shares
FRRO10B T B of HK$0.10 each 100,000 100,000
BEEITRHRE Issued and fully paid:
814,453,059 /% 814,453,059 ordinary shares
FBRo0E Tz ERBR of HK$0.10 each 81,445 81,445
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22. @&t 22. RESERVES
& The Group
RtEE HERAR
(it Bk
Share  ERBE  EREE  REBE  bchnge  EiER
premium Capital ~ Statutory Dividend translation  Accumulated aE
(Note a) reserve Teserves Teserve Teserve profits Total
Thn Thn Thn Thn Thn Thn Thn
HK$'000 H$'000 HK$'000 HK$'000 H§'000 HK$'000 HK$'000
RZZF-5-f-H At 1 January 2001 13095 30877 11593 - 3,218 274718 453,34
R ARES Shares issued upon
n&f conversion of
& convertible bonds 31,34 - - - - - 31,34
ﬂﬁm B Shares issued upon
EAROEN exercise of ights
W‘hﬁﬂ 1o subscrbe ordinary shares 6,014 - - - - - 6,014
RER Placement of
& new shares 247200 - - - - - 47200
kRER Share issue expenses (3,031) - - - - - (3.031)
TERRAFE Net proft or the year - - - - - 142214 142,214
BiiR Appropriatons to
] statutory resenes - - 537 - - (15375) -
ERDR Distrbutons during
(3t 13Rd) the year (Note 13 & d) - - - - - (37062)  (31062)
RENELT Tenslation of PRC
fhak subsidiaries'
#s financial statements - - - - 280 - 280
RZEE-E+ZA=t-H  A3I December 2001
R-5%-F-F-A and 1 January 2002
- Ry - & orgnall stated 412485 385 26,968 - 3098 364495 840283
-NEERER - proposed final dvidend
RS HH declared after the
RaAERE balance sheet date - - - (16,269) -
= - & festated 4148 3837 26968 348206 840263
KERRAFE Net proft for the year - - - 41,032 41,03
BiiR Appropriatons to
H statutory resenes - - 14716 (14716) -
Bhzke Dividends set aside
(K313 (Note 13) - - - (16,269) -
BRRE Dividends paid -
-Z33-£X8kE - for 2001 final didend - - - - (16,289)
-ZFECERERE - for 2002 interim dividend - - - - (8145)
RENELT Tenslation of PRC
ek subsidiaries'
#s financial statements - - - - %
W-EE-F+-F=T-8  At30 December 2002 412,485 32831 41,684 358,233 856,980
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Forthe year ended 3 T December 2002 (ATOUTTtS EXPIESSEd 1T HOMg Kong doitars)

2&’&7 The Company
R EE
GED) RERE EE b
Share premium Dividend  Accumulated aE
(Note a) reserve profits Total
TAL TAL TAL TARL
HK$'000 HK$'000 HK$'000 HK$'000
“2%-%—-f—H At 1 January 2001 280,908 = 24,760 305,668
R}%TW &5 Shares issued upon conversion
EGE) of convertible bonds 31,324 = = 31,324
TERBERRN Shares issued upon exercise
A M T of rights to subscribe
&t ordinary shares 6,014 - - 6,014
REH RN Placement of new shares 247220 = = 247220
ETRHER Share issue expenses (3,031) - - (3,031)
AERRNFE Net profit for the year
(B &0 (Note ¢) - - 5,175 5,175
RNED Ik Distributions during the year
(B3 13Rd) (Note 13 & d) - - (37062) (37062)
RZTT-FF+ZA=F—HRK At31 December 2001 and
—2T_5-A-H 1 January 2002
— R%&F 3 (M 5b) - as originally stated (Note b) 562,435 - (7127) 555,308
-REEBRER - proposed final dividend
RREHNES declared after the
REARE balance sheet date - 16,289 (16,289) -
—8E75) (I &b) ~ as restated (Note b) 562,435 16,289 (23,416) 555,308
AERRNFE Net profit for the year
(B & cke) (Note c & e) - - 25,327 25,327
BHZRE (HE13) Dividends set aside (Note 13) - 16,289 (16,289) -
ERRE Dividends paid
-ZZ2Z2-EXBRE — for 2001 final dividend - (16,289) - (16,289)
-ZZT_FEhHRE ~ for 2002 interim dividend - (8,145) - (8,145)
ZEEZFFZA=FT-H At 31 December 2002
(ﬁﬁ ib) (Note b) 562,435 8,144 (14,378) 556,201
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BE=BT-ct- A=t QucE RERBELEREH)

foTthe year ended 3 T December 2002 (ATTOUNtS EXpPTESSEd T HONg Komng doftars)

(@ REFEHEERBREAAN

FEFTHR) - B EERAHD

KTARBIRR - EEEES

DIKBBZE @ ARASAR

AEXBAETEMEIHN

&% -

(b) ANRA)Z Ak i e B 48 AR

i B R RAER - R

F_H+_A=+—H A2
&

556,201,000 Tt (Z &2 & —

£ : 555,308,000/ 7T) °

© BREREMBHEMNERFELD

25,327,000 BT (2 F —

£ : 5,175,000 7T) B9 % X -

ERARAAMBEHREARE -

d) FANPKBERVYBFEAE

hREREZORE - REE

AERAREMKEXEZZA

BEXTHER/EE  Eitld

B AFANDIRS °

() BIMERBENRFRNEEY

RZHEAER B AR A H B

RARKRARAREE - RAF

B ZERHFNHERAEEHEE

ERLRMEXEREAA

1,284,000/ 7T B 5t AR A A 7]

B 7N 6 O A F AR o

(a)

(b)

©

(d)

©)

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 Company's reserves available for distribution
comprise the share premium account and
accumulated profits. At 31 December 2002, the
reserves of the Company available for distribution
to shareholders amounted to approximately
HK$556,201,000 (2001: HK$555,308,000).

The Group's profit attributable to shareholders
included profit of approximately HK$25,327,000
(2001: HK$5,175,000) which has been dealt with
in the financial statements of the Company.

Distributions during the year include dividends
declared or proposed within the financial year.
Dividends declared or proposed after the balance
sheet date were not recognised as a liability and
accordingly were not included as part of the
distributions during the year.

The tenancy agreements in relation to rented
premises used as the office in Hong Kong were
signed by the subsidiaries of the Company on
behalf of the Company. During the year, the
relevant operating lease charges and building
management fee totalling HK$1,284,000 in respect
of the arrangement were included in the net profit
for the year of the Company.
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24. &I

23. RITHME

RZETZF+ZA=+—H" ' K
SEABRITRLE 427,098,000
T (ZZZ —% : 30,406,000/ JT)
ERESME  -AEBRREAZHE
£ E#) /527,098,000 T (ZEE—
4 1 29,325,000/87C) c ZEHm@E
rA—FETLRERABESERN
MITEMTFRESE —EBER - AT
BELABMEREENEE o

REAEBEER  AREREEN
BRENBBZAENT :

(a) BERBERSARZEET
ZERNELE

23.

24.

BANKING FACILITIES
At 31 December 2002, the Group had banking facilities
of approximately HK$27,098,000 (2001:
HK$30,406,000) for trade finance. Unused facilities as
at the same date amounted to approximately
HK$27,098,000 (2001: HK$29,325,000). 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. All of the above
facilities bear interest at commercial rates.

COMMITMENTS
At the balance sheet date, the Group had the following
commitments, so far as not provided for in the financial

statements, in respect of:

(a) Capital commitments in respect of acquisition of
equipment and machinery and construction of

buildings:
rEHR

The Group
—ET_F _TET—-F
2002 2001
FHET FHET
HK$'000 HK$'000
EREREETH Authorised and contracted for 6,145 90,303
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24, H&IE ()

(b) MRAET A 84 + 3 8 4T

SHERBEAFTANNKE

24. COMMITMENTS (Continued)

(b) Operating lease commitments for future minimum

lease payments under non-cancellable operating

HeRBAZNT : leases in respect of land and buildings which fall
due as follows:
rEE

The Group
2T -F ZTT—F
2002 2001
FHET FHET
HK$'000 HK$'000
—F RN Within one year 1,959 1,514

F_EZFRF In the second to

(BIEEEMSF) fifth year inclusive 3,857 4,718
A F1& Over five years 12,006 12,538
17,822 18,770

25. BIRERTE

BEARABERR—-AAAFETA

THBRHENRARBAREE -

EEEAR-NANNFETATER

Et+EARNBERAAREZEBEER

HREERENRS XS BRE

] AR 95 8 AR 4 5T 8 A AT B RO R R R

RHRBRARBNRGD - KFEE

N EREEABRERRL -

25. SHARE OPTION SCHEME

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 were

granted during the year.
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26. EBEALRSB 26. RELATED PARTY TRANSACTIONS —

(a) PN (FE ) BAESE A °] FRIEFF (a) Particulars of amounts due from/(to) related
BEATE companies are as follows:

AEE The Group
k> Juk 3 “2%-F
2002 2001

KER KER

RE%E RE%HE

BRAGER Ek Eff 5RtE Ek Eff 5RtE

Maximum Maximum

amount amount

owed to owed to

the Group the Group

Name of related company Due from Due to during the year Due from Due to during the year

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

RERAMBE (W) (Note () - - - - (68) -

EENRBLIMRERAA (HiE() (Note () - - - - (1,788) -

FRREIEARAR (M) (Note () - - 1,463 1,463 - 1568

ESRDRRHEARAF (M3H0) (Note () - (17) - - - -

ESRERABARRAA (MiH0) (Note () - (88) - - - -

- (105) 1,463 (1,856)

W (FET) B A Rk B R K The amounts due from/(to) related companies are

ey NEAMEHKRERETEER unsecured, non-interest bearing and have no fixed

H o terms of repayment.

() BRENBE TR ETHREL (i) Jiang Quanlong or Qian Yuanying or their close
ERREBERER - relatives have beneficial interests in these

companies.
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0]

b) RAFEE  AEBEETATH

B

(i) A= @3 @A

AEBEEATNEMRE
mMEAERFTHREEFR
AR (B EETEEER
A)ME N REYELHEE
EmiOZEF NN
5 EEFBEEEARA
AlA—HPBRBERME -
M REHEAEI% ' B
IMO%HEREZ THEA
(ZEZE—F - ABTHYZ
HHEH95% ° 1M % IN5%H
BRERS)  cBRENTR
ZEENEEREK - BB
P2 HEmMERE R E O
€4 519,122,000 T
(ZZTZE—F : 35,142,000
BT c HEFBEEEER
REIMBEARRRNNEB
REIEEMBEANKE LA
PR A A K500 25 ©

(i) RNEEBEX49204,000%

T (ZEZ—F : 204,000
BT) S T RE -

Xinwei
(Australia) Pty. Limited (Ff}

R /& O
%EWEW°

(v) AEECREHZE A

BMEBRARLEELN A
239,000 T E M@ °

(v) REEEX{T4806,000%

THEE TEHZTRR
FMEBRAR -

(b) During the year, the Group entered into the
following related party transactions:

(i) The Group arranged export sales of its products

outside the PRC using the export quota of B
FH B E B AR A A (formerly known as B
B3 F £ B A 7)) at no consideration. H £
MBS BEAER D AIs a PRC domestic
enterprise 90% owned by Jiang Quanlong and
10% owned by a son of Jiang Quanlong
(2001: 95% owned by a brother of Qian
Yuanying and 5% owned by Jiang Quanlong).
Jiang Quanlong is also the legal representative
of the enterprise. Export sales handled through
this arrangement amounted to approximately
HK$19,122,000 (2001: HK$35,142,000). &
58 37 5 & B A IR A Flalso holds a 5% equity
interests in Yixing Xinwei Leeshing Rare Earth
Company Limited, a subsidiary of the
Company.

(i) The Group paid rent of approximately

HK$204,000 (2001: HK$204,000) to Jiang
Quanlong.

(iii) The Group purchased goods of approximately

HK$750,000 from Xinwei (Australia) Pty.
Limited (note a(i)).

(iv) The Group sold goods of approximately

HK$239,000 to & #52 = R fEE G R A Al.

(v) The Group paid rent of approximately

HK$806,000 to ££352 oo = R E G R A Al
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= S

26. MMATRZ(E) 26. RELATED PARTY TRANSACTIONS (Continued)
() ENESHEFHBNOT : (c) Particulars of amounts due to directors are as
follows:
rEH AT
The Group The Company
—EE_F _TT—F _TT_F _TT—F
2002 2001 2002 2001

TR TR TR TR

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

CESo- Jiang Quanlong 3,124 13,271 3,009 456
2 IV Qian Yuanying 602 337 1,203 575
BRE Fan Yajun 411 298 635 483

4,137 13,906 4,847 1,514
ENESEFESERKRLN - N5 F The amounts due to directors are unsecured, non-
BHREEEERD - interest bearing and have no fixed terms of repayment.
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For the year ended 31 December

— T —F —TET—F —TTTE —AANFE —AANE

2002 2001 2000 1999 1998

FETT FET FET FET FET

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

=X Turnover 467663 617,808 558,23 1 447845 419,482
HE KR Cost of sales (363,610)  (434,757)  (367,455)  (287088)  (301,920)
EX Gross profit 104,053 183,051 190,776 160,757 117,562
B T A1 s A Profit before taxation 48,915 146,707 145,679 116,904 87,483
1A Taxation (8,593) - - (32,745) (22,632)

B BURR Profit before minority
TE 25 A i 7 interests 40,322 146,707 145,679 84,159 64,851
DHBRREZ  Minority interests 710 (4,493) (4,756) (2,992) (2,851)
REZFmH  Net profit for the year 41,032 142,214 140,923 81,167 62,000
R+=—A=+—H
As at 31 December

—EE - —TE—HF —ZTFETE —JAANE —NANNEF

2002 2001 2000 1999 1998

FETT FETT FET FET FET

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

e E E Current assets 675,834 591,636 452,631 323,035 164,192
ERBEE Non-current assets 353216 425242 216,569 133,459 107,636
EE®BE Total assets 1,029,050 1,016,878 669,200 456,494 271,828
mEEE Current liabilities 75,266 79,081 102,445 92,490 107,922
ERBEE Non-current liabilities - - 34,320 39,339 45191
BERE Total liabilities 75,266 79,081 136,765 131,829 153,113
DHBREEZ  Minority interests 15,359 16,069 11,582 6,229 7,531
EEFE Net assets 938,425 921728 520,853 318,436 111,184
(P& Share capital 81,445 81,445 67,529 60,000 -
& Reserves 856,980 840,283 453 324 258,436 111,184
PRR = Shareholders’ equity 938,425 921,728 520,853 318,436 111,184
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AERBE-NAANFRE-AAAE+ =
A=+ BLMEFESFNESE B
BHEIERE  NBETRAEENARF
MEREREBHAR S EMAIFTETZ
SEBENKE  FEEBE_TT_F
R—ZTZT—F+_A=+—BILMEFE
BFEENES  DREBAFHRFEBEZ

BARRE -

—ANMNE+-_A=1+—B2HGEAEER
BRODBESKECHBREZE—AANAE+=
A=+—ALFER ERMFIFMELZA
HEAERBUIHTBHRER - R_TT=F
TZA=tT—BIZEGEEEAEABRIEE
BARGFRE26E °

Notes:

The results of the Group for each of the two years ended 31
December 1998 and 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
2002 and 2001 are extracted from the consolidated income
statement on page 25 of the annual report.

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 2002 is extracted from page 26 of the
annual report.
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NOTICE OF ANNUAL GENERAL MEETING

BZBRETERLERERAR (ARA)]) ZT
R-ZZZ=F)\AN\R (EHH) LFtH=1
DREEBEFRREST-TIREBEREE
WE_EeRBRRT_TT=FERRBEX
g HEUREATEE

M

()

3)

4

)

HERROBE-SE-FT A=Y
~ALFEAAAGERNBRERE
FREEBMAS -

EMKERPRE -

g Ft?a?

EETHEERZER  UREAR
e ((g=g ) ETESEME -
BENZEMHBEFMITARNIAZE
il YREEEGETEHS -

EREREER  TEAMBEBTIR
BFRATERER

A (B -

(@ ETXOQBRZRHT  —&k
BRHHEESSHEEHER
(& BABE (DR) ATTE
RRRIFABHESN AR - #
TREBARBRAF 2 KE
TRt - MR SR TR BER
TEXSEIZER  HaER
AR E

(b) EX(@BRZHLAEKKEES
BN B AR L3R T A
R /BTER AR A REITE %
FHNCES HERER
HE

[Annual Report 2002 4F iE’z]

NOTICE IS HEREBY GIVEN that the Annual General Meeting of
China Rare Earth Holdings Limited (the "Company”) for the year
2003 will be held at Basement Il, The Boardroom, The Wharney
Hotel, Hong Kong, 57-73 Lockhart Road, Wanchai, Hong Kong on
8 August 2003 (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 2002.

(2) To declare a final dividend.

(3) To re-elect the retiring Director and to authorize the Board of

Directors of the Company (the “Board") to fix his emoluments.

(4) To re-appoint the retiring auditors, Messrs. Ho and Ho &

Company and to authorize the Board to fix their remuneration.

(5) As special business, to consider and, if thought fit, pass the

following resolutions as Ordinary Resolutions:

A.  'THAT:

(a) 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;

(b) 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;



BRRBFRXGES
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M1 1l

(©

(d)

EFERBLEX (R 2HE
PTG % A 15 1 SR R M S R
B % (Bwm R REERER
B 7 R) 2 RAHEE A%
B iR 1E -

() BEEkH (EERT
X) + 8k

(i) DB Z AL B At
g =

(i) REBEADBZAARE
16 SR AR E Be B K B AT
B ARBE 2L D
P BT B 1T 2 AR R
fal B £ 9

TEBBADRRARERB
BEBZEETRAEELSE
2200% - 1 _Eai AR I
RS &

RRARZERME

[BEEHEIERARZERABBZ
HETIERN—BRREEL
B -

() ARATERRBFX
BERZHA

(i) (L EmAAR%AR T
@A AR A FIE BT
TEREBEASRZH
RE®ZE &

(i) RATRBEAE BB
P FL CEACH)
Kok RATER B -

©

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

(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

(d) for the purpose of this Resolution:

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

earlier of:

(i) the conclusion of the next annual general

meeting of the Company;

(i) 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

(i) the revocation or variation of the mandate
granted under this resolution by ordinary

resolution of the members in general meeting.
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“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;

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
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() MARZZEME (c) for the purpose of this Resolution:
[BEAMRIERRERBRBZ “Relevant Period” means the period from the
AETIEM-—EZREEEZ passing of this resolution until whichever is the
HAR earlier of:

() ARATEBREBFAKX (i) the conclusion of the next annual general
BHERZA meeting of the Company;

(i) EREAESARE (i) the expiration of the period within which the
MAIREARA AR next annual general meeting of the Company
TERRBEREZH is required by any applicable law or the
REmzB & Memorandum and Articles of Association of

the Company to be held; and

(i) KRARBREAEEA (iii) the revocation or variation of the mandate
TR ZERHHEA granted under this resolution by ordinary
FREEMEEZE - resolution of the members in general meeting."

C. [BREAEFSAKSBIEME 2 Ei@R C. "THAT conditional on the passing of the Ordinary
ZREEABBEZAET  BAR Resolutions No. 5A and 5B as set out above, the general
FRESAELBABERRTESS mandate granted to the Board to allot, issue and deal
BlEg -~ BITREBBEINRGD 2 — K with additional shares pursuant to Ordinary Resolution
B RRE DM E SBIE L BRE No. 5A be and is hereby extended by the additional to
ERE Z —RIRER BRI AR AR the aggregate nominal amount of the share capital of
Rz EELELIN : EZIBEAGE the Company repurchased by the Company under the
HBERARARARERBBEEAZ authority granted pursuant to the Ordinary Resolution
BEITRAEELTEZ 10% ° 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.”

EEEGM® By Order of the Board
LEHE Law Lap Tak
BEME Company Secretary
B ZTT=FRXAZTRA Hong Kong, 26 June 2003
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Principal Place of Business in Hong Kong:

Room 618, Hutchison House

10 Harcourt Road

Central

Hong Kong

Notes:

M

@)

3

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 needs
not be a member of the Company.

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, Computershare Hong Kong
Investor Services 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.

The Register of Members of the Company will be closed from
Tuesday, 5 August 2003 to Friday, 8 August 2003 (both days
inclusive), during which period no transfer of the Company's
shares will be effected.
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