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for the year ended 31 December HK$'M Change
HE+-_A=1+—B81I=FE BEEAT #E)
1999 448

2000 558 25% T
2001 618 11% T
2002 468 249% |
2003 457 2% |

for the year ended 31 December HK$'M Change
HE+-_BA=+—BIFE BEET e
1999 81
2000 141 74% T
2001 142 1% 7T
2002 41 71% 4
2003 67 62% T
Turnover & ¥ %8 Segment results 7 %8 % 48
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2001 2002 2003 2001 2002 2003
2003 2002 2001
HK$'M % HK$'M % HK$'M %
BEBTT BHEAET BEETT

Turnover & ¥ %8

. Rare Earth Products % + & & ¥8 208 46% 206 449 375 61%
(@ Refractory Products i X 2 5 %8 249 54% 262 56% 243 39%
Total ek 457 100% 468 100% 618 100%

Segment results 7 18 % 4&

@ Rare Earth Products # + 2 & 8 16 20% 10 12% 99 60%
(@ Refractory Products i X Z & 48 67 80% 73 88% 66 40%
Total e 83 100% 83 100% 165 100%
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2003
Rare Earth Products Refractory Products
mIEMRR it A 2E fn AR
2003 2002 2003 2002
% % % %
Turnover & ¥ 58
. The PRC AR oo 60% 70% 77% 82%
. Japan B e 17% 13% 23% 18%
. Europe 707 I 21% 12% - -
. The United States
of America = 1% 3% - -~
O Others B O 1% 2% - -
Total F L= D 100% 100% 100% 100%
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To Shareholders,

On behalf of the Board of Directors, | would like to present the

annual results of China Rare Earth Holdings Limited for the year

ended 31 December 2003.

Continuously affected by market uncertainties and industry
competition, along with the slow economic recovery worldwide,
especially in the US and Japan, the rare earth market plunged
to new depths in 2003 with price levels dropping to historical
lows, and showing an even more adverse business environment
than that of 2002. To improve the market situation, the PRC
government implemented a series of regulations within the
industry. With initial integration of the mining, processing and
sales supply chain, certain rare earth mining and separation
enterprises were weeded out or suspended and a more positive
outlook appeared on the horizon in late 2003 with a rebound
in the rare earth market. The Group's refractory materials
business remained, thanks to the Group's strength in production
and technological development. This effectively offset the
sluggish rare earth business environment experienced by the

Group.
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CHAIRMAN’S STATEMENT

2003 was a tough and challenging year for the Group. The
outbreak of Severe Acute Respiratory Syndrome (“SARS") and
the keen market competition affected the Group’s business
performance. However, through the dedication and commitment
of both the staff and the Board to overcome difficulties and
continue its pursuit of excellence, the Group recorded relatively

better results as

compared to its
counterparts in

the industry.

In November
2003, the Group
successfully
organized “The
National Seminar
on the Rare Earth
Functional
Materials” which
contributed to
the further study and development of rare earth applications. At

the same time, it received ISO 14001 accreditation, affirming

its commitment and dedication to quality and the environment.

FINANCIAL RESULTS
For the year ended 31 December 2003, the Group recorded a
turnover of HK$457,077,000, representing a slight drop of 2%
as compared to HK$467,663,000 in 2002. The rare earth
business amounted to approximately HK$208,281,000,
contributing 46% of the total turnover, while the refractory
materials business amounted to approximately HK$248,796,000,
representing 549% of total turnover. Profit attributable to
shareholders increased to HK$66,578,000 from HK$41,032,000
in 2002. Earnings per share increased to HK8.2 cents from
HK5.0 cents in 2002. However, excluding the write-off of
obsolete machinery and equipment and the disposal of certain
assets due to removals and renovations for healthier business
growth in 2002, profit attributable to shareholders in 2003
decreased by approximately 8% compared to 2002, which

reflected the difficult business environment experienced in 2003.
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The Board has recommended the payment of a final dividend
of HK 2 cents per share for 2003. The fact that no interim
dividend was distributed has been taken into consideration in
the determination of the final dividend. Subject to the approval
of shareholders at the forthcoming Annual General Meeting to
be held on 4 June 2004, the final dividend will be paid on or
before 16 June 2004 to the registered shareholders as at 4
June 2004.

The register of members will be closed from 1 June to 4 June
2004, both days inclusive, during which period no transfer of
shares will be registered. To qualify for 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 branch
share registrar in Hong Kong, Computershare Hong Kong Investor
Services Limited, for registration not later than 4:00 p.m. on 31

May 2004.

BUSINESS REVIEW
Rare Earth

Rare earth products are widely used in various sectors such as
new materials, new energy, environmental protection,
information, biology and the national economy. In fact,
development and exploration of usage and applied techniques
for rare earth have progressed substantially in recent years.
However, the continuing uncertainty in the global economy,
leading to slow growth in market demand, and the heavy
competition in the rare earth industry have resulted in the price

of rare earth products being maintained at extremely low levels,

with this situation extending into the second half of 2003.
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However, with the restructuring of the rare earth industry in the
PRC in recent years, some rare earth mining and separation
enterprises were weeded out at the end of 2003. At the same
time, the PRC government implemented policies and regulations
on the mining and separation industries to protect rare earth
resources. Though the overall price level of rare earth products
remained flat, a stable growth trend began to emerge while
prices of some rare earth products started rising at the end of

the year, creating a more prosperous atmosphere in the industry.

Through the modernization of its production skills in the past
two years, the Group has strengthened its abilities to respond
rapidly to market conditions. On the basis of the continuous
improvement in internal management and cost controls, the
Group has been able to follow closely the ever-changing market
demands, and implement development strategies for high-end,
value-added rare earth products thus minimizing the adverse

effects in the market.

During the year, the Group sold about 4,000 tonnes of rare
earth products, representing a 10% growth from 2002. Turnover
for the rare earth business however, amounted to
HK$208,281,000, which is similar to 2002 levels. Despite the
increase in sales volume, the turnover remained constant,
reflecting the decrease in the average price of rare earth products
in 2003. Prices for certain products, such as cerium oxide,
neodymium oxide, dysprosium oxide and yttrium oxide,
decreased by approximately 20%. In terms of costs however,
the price of major raw materials, such as rare earth chloride
and rare earth carbonate, showed no significant change. Since
the Group had made relatively larger provisions for its inventory

gross profit margin for the Group's rare earth
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On a more positive note, the volume of fluorescent products
sold by the Group during the year also increased by over 30%
compared to that in 2002. Although the price of fluorescent
products followed the price fall of rare earth oxide, the fall did
not exceed 5%, and the gross profit margin was maintained at

over 20%.

Refractory Materials
Refractory materials form another major business for the Group.
It has also provided the Group’s major income during the

recession in the rare earth market in recent years.

In 2003, the Group strengthened its research and development
for refractory materials business, adjusting the structure of its
product categories, improving product quality and modernizing
production skills in response to market demand, which have
brought in fruitful results for the operation. However, the
outbreak of SARS in the first half of the year created significant
impact on the Group’s refractory materials business, which
involved both massive transportation and intensive labour. As
such, the sales volume and amount of refractory materials
business in the first half of 2003 decreased by 23% and 20%
respectively, compared to the corresponding period in 2002.
Through the dedication of staff however, the sales volume for
the full year in 2003 decreased by only 15%, and turnover
dropped slightly by 5% to HK$248,796,000.

During the year, the Group sold about 47,000 tonnes of
refractory materials, as compared to 55,000 tonnes in 2002.
Although the sales volume decreased due to the outbreak of
SARS, the Group's strategies to increase the proportion of
medium to high-end refractory materials softened the drop in
amount. For instance, sales of a kind of refractory materials
which priced at around HK$10,000 per tonne grew over six-fold
from 460 tonnes in 2002 to 3,430 tonnes in 2003. Moreover,
technological advancements in production, enhanced skills and
improved techniques accounted for the rebound in the gross

profit margin to over 30%.
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CHAIRMAN'S STATEMENT

In 2003, approximately 239% of the Group’s refractory materials
were exported, representing further growth compared to 18% in
2002. The Group extended its market share in Japan, and
successfully penetrated into the Korean market. The Group will
also continue to enhance product quality and explore international

markets to offset the tight competition in the PRC market.

PRODUCT DEVELOPMENT
Experiencing various challenges in 2003, the Group remains focus
on the research and development of techniques and products,
enhancing its co-operation with universities and research institutes
to develop brand new LED powders and PDP powders.
Additionally, the development of polishing powder materials, which
is a value-added product of rare earth oxide, has been fine-
tuned, such that operation is estimated to commence by late
2004. In the refractory materials business, the productions of

highly densed zircon and highly densed chrome bricks have been

scheduled to commence production in the third quarter of 2004.

MERGER AND ACQUISITION
To broaden its product categories, the Group entered into an
acquisition agreement (the "Acquisition Agreement”) in
December 2003 whereby 172,500,000 shares were allotted
and issued at a price of HK$1.2 per share as consideration for
the acquisition of Dynamic Goal Worldwide Inc. and its subsidiary,
Wuxi Pan-Asia High Temperature Ceramics Co., Ltd. (“Wuxi Pan-
Asia”), which is involved in the high temperature ceramics
business. The acquisition was completed, with the approval of
shareholders of the Company at the extraordinary general
meeting held on 29 January 2004. As shown in the audited
financial statements which prepared in accordance with the
accounting principles generally accepted in Hong Kong, the net
profit of Wuxi Pan-Asia for the year ended 31 December 2003
amounted to HK$24,595,000, which was higher than the
guaranteed net profit of HK$23,000,000 specified in the
Acquisition Agreement. The Group expects the high temperature
i __growth driver in 2004.
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The Group is fully committed to environmental protection. While
continuing to extend the business, the Group also aims to
enhance its environmental protection standards. In October
2003, the Group obtained
ISO14001 certification for
its high quality and detailed

1S014001
CERTIFICATE

environmental protection
standards. The accreditation
i e testifies to the integrity of
the Group's environmental

== management system, which
in turn plays a major role in
raising the Group's

corporate image.

As at 31 December 2003, the Group had cash and bank balances
of approximately HK$254,262,000 with nil long-term liability.
Net current assets increased to HK$620,781,000. The total
liabilities to total assets ratio has been maintained at

approximately 7%.

EXCHANGE RATE EXPOSURE .. ..
Most of the Group's assets, liabilities and transactions are
denominated either in Renminbi, US dollars and Hong Kong
dollars. As the exchange rates of the Renminbi, US dollars and
Hong Kong dollars were relatively stable during the year, the

Group was not exposed to material foreign exchange risk.

CHARGE ON ASSETS . . .. ... . ... ..
During the year, the Group had certain banking facilities for
trade finance. The trade finance facilities are secured by a first
charge over deposits held with a bank in an amount not less
than the utilized facility amount. As none of the facilities was
utilized as at 31 December 2003, there was no charge on

assets of the Group.
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As at 31 December 2003, the Group had no material contingent
liabilities.

STAFF AND REMUNERATION
As at 31 December 2003, the Group had a workforce of
approximately 1,050 staff. Comprehensive remuneration and
welfare packages are offered to them. Keeping abreast of market
needs, the Group continues to employ and train professionals
in management, production skills, operation and sales, enabling
staff to develop their full potential in exercising their job

responsibilities.

During the year, approximately HK$15,010,000 was incurred in
staff costs excluding directors’ emoluments. The Group has also
adopted a share option scheme as part of the benefits package
to reward qualified staff. To enhance the flexibility, the Board

has recommended re-establishing the share option scheme.

PROSPECTS . ...
Rare Earth

Entering 2004, the gradual recovery of the global economy is
leading to a substantial improvement in the Group’s business.
The continuing increase in the usage and consumption of rare
earth products, along with the PRC government's stringent control
in the mining of rare earth resources and the establishment of
Southern and Northern Rare Earth Entities to soften the
disequilibrium of demand and supply of rare earth materials,
has resulted in a recovery in the prices of rare earth products
from their previous low levels. As from 1 January 2004, the
PRC government terminated certain export tax rebates, but as
the price increment in rare earth products surpassed the tax
rebate amount, there has been no significant impact on the
Group's rare earth business. The annual average price of rare
earth is expected to rise steadily. Market trend indicates that
prices of those applied in magnetic materials such as neodymium

oxide and dysprosium oxide will continue to grow in the future.
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At the same time, the “National Forum on the Market of
Trichromatic Phosphors” held in Hangzhou in March 2004 dealt
with the growth of market prices of fluorescent products,
preventing disordered competition and encouraging positive
competition in skills and quality. The Group will continue to
explore and enhance its development techniques in the rare
earth market, leveraging on its competitive edge in the separation
of rare earth products to co-operate with respective research
institutes and universities for the development of value-added
products for rare earth oxides. Additionally, new LED powders,
PDP powders and polishing powder materials will be launched

gradually in the market.

Refractory Materials

Although the market demand for refractory products has
remained steady in recent years, competition has been very
keen. Keeping abreast of market development, the Group will
gradually decrease the production of low-end products in the
keenly competitive market. However, leveraging on the Group's
competitive edge with regard to capital, production facilities
and advanced techniques, the Group has expanded the
production of its middle to high-end refractory products and
new materials. Production skills for new products such as highly
densed zircon bricks and highly densed chrome bricks have
become mature and the projects are scheduled for

implementation in 2004.

The newly acquired high temperature ceramics business has
broadened the Group's product categories and its room for
business development, allowing it to stretch its market reach
from the metallurgy,
construction, petroleum,
and chemical industries to

the electrical industry.

In addition to penetration
in the new high
temperature ceramics
business, the Group's
refractory materials

business continues to grow,
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aligning it with the development of the application industries.
To meet future market demand, the Group is also increasing its
investment in production facilities with the introduction of
advanced automatic bonding machines to improve product
quality. The Group will also continue to increase the proportion
of middle to high-end refractory material products and to
research and develop more new products to enhance the market
competitiveness of the Group's refractory materials. In addition
to strengthening business relationships with existing overseas
customers, the Group will proactively explore international

markets to maintain substantial growth in its export sales.

The Group will continue to study ways to strengthen its co-
operation with raw material suppliers of refractory materials, to
ensure the cost-effectiveness of raw material supplies and cost

controls.

APPRECIATION ...
Our success is a direct result of the dedication and contribution
made by our staff over the years, and the trust and support of
our shareholders, investors, customers, suppliers and business
partners. On behalf of the Board and the management, | would

like to extend my gratitude to all.

Jiang Quanlong

Chairman

15 April 2004
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Mr Jiang Quanlong, aged 51, 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 44, 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 36, joined the Group in 1988. Mr Fan is
mainly responsible for the overall administration operation of the

Group.



ﬂﬁh%i 0% B ANANFRELRE
SEZBUFRTES - HEERERAZH
TEZFARAHEEARKTEBLEGER
B ZEAETRTERLEREIER - 25t
ER—ANZF+ZRE-ANEF+=AH
MEERTEBLAEDRBTIZA

BEEERE 39% B_TE-FRELAK
KEZBUFATES - BRERAE KL
MARMRTESRUBAE  BRERAR
BHER KA IHEREBELIMMIZEE L
B2 BEELES (M PEAIMENE
SEFAATEAETRSAREINE -

RERE .
BWELE  34m R—NAWANAFNMARE
B RARRHBRERARNE - BRLER
EREBUNMGINERELEMN  REES
ARMAERERBEBETFAREAMAGEE - &
REREBREKRNSHET  BAALFR
B o

EREER. .
BEALE 5250 R-EZTEMALE
B RANKERREE  TERLI R
FEVHTE mBBMAMREHR - BEERRE—
REAMIBOERLE ERINECERE

TEFEER - THFNER -

BABEE 45 R—NUAREMALE
B RAREERWRCE  RATHEMEFIK
WA B AR ABAEE  TEMWMAMBER
ZEIE - BEATEMAMBITERER —+F
HEELR -

AEBZL  39% R ANEFMALXE
B RARRERRLE TERLEBZH
o HARTEMTERNEENSHE ELERE
BT ERE -

EE=E ke RE

Mr L|u Yu1|u, aged 70, 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.

Mr Huang Chunhua, aged 39, 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 34, 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 lJixiang, aged 52, joined the Group in 2000. Mr Lou is the
deputy general manager of the Group. Mr Lou is responsible for
the research and development 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 45, 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 refractory materials
industry.

Ms Xu Panfeng, aged 39, joined the Group in 1987. Ms Xu is the
deputy general manager of the Group and is responsible for the
sales of rare earth business. Ms Xu has years of experience in

production and marketing of rare earth industry.
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Mr Yu Zhengming, aged 68, joined the Group in 1999. Mr Yu is
the chief engineer and technical consultant of Yixing Xinwei
Leeshing Rare Earth Company Limited. Prior to joining the Group,
Mr Yu was the factory general manager and chief engineer of a
renowned rare earth factory. Mr Yu is an expert in rare earth and
non-ferrous metals industries.

Mr Xu Jianwen, aged 35, joined the Group in 1988. Mr Xu is the
general manager of Yixing Xinwei Leeshing Rare Earth Company
Limited and is responsible for the operation of rare earth business.
Mr Xu has over 10 years of experience in production management

of rare earth industry.

Mr Wu Chaoxin, aged 27, joined the Group in 1997. Mr Wu is the
general manager of Wuxi Xinwei Fluorescent Materials Company
Limited and is responsible for the operation of the fluorescent
materials business. Mr Wu has years of experience in sales and
administrative management of rare earth and fluorescent materials

industries.

Mr Wang Jianping, aged 42, joined the Group in 2004. Mr Wang
is the general manager of Wuxi Pan-Asia High Temperature Ceramics
Co., Ltd. and is responsible for the operation of the high
temperature ceramics business. Mr Wang has over 10 years of
experiences in administrative management and sales aspects.

Mr Zhao Jianwen, aged 37, joined the Group in 1987 Mr Zhao is
the head of technology department of Yixing Xinwei Leeshing Rare
Earth Company Limited. Mr Zhao has over 10 years of experience

in rare earth industry.

Mr Chen Liangping, aged 56, joined the Group in 1995. Mr Chen
is the deputy general manager of Yixing Xinwei Leeshing Refractory
Materials Company Limited. Mr Chen has years of experience in

refractory materials industry.

Mr Reijiro Kuwahara, aged 61, 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

management of refractory materials.
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DIRECTORS” REPORT

The directors have pleasure in presenting the annual report and
the audited financial statements of China Rare Earth Holdings
Limited (the “Company”) and its subsidiaries (collectively, the

“Group”) for the year ended 31 December 2003.

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 15 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 2003
are set out in the consolidated income statement on page 30 of

the annual report.

No interim dividend was declared and paid to the shareholders
during the year. The directors recommend the payment of a final
dividend of HK 2 cents per share for the year ended 31 December
2003 to the shareholders on the Register of Members on 4 June
2004.

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

FINANCIAL SUMMARY

A summary of the results of the Group for the past five financial
years ended 31 December 2003 is set out on page 71 of the

annual report.
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PROPERTY, PLANT AND EQUIPMENT AND
CONSTRUCTION-IN-PROGRESS
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 14 to the financial statements.

SHARE CAPITAL ~
Details of the authorised and issued share capital of the Company
as at 31 December 2003 are set out in Note 20 to the financial

statements.

BORROWINGS

Details of the bank borrowings and banking facilities of the Group

are set out in Note 22 to the financial statements.

RETIREMENT SCHEMES =~~~ . ... . ... . ...

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

Note 10 to the financial statements.

DIRECTORS
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 (resigned on 2 July 2003)

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

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

In accordance with Article 108 of the Company’s Atticles of
Association, Mr. Huang Chunhua will retire by rotation from the
Board at the forthcoming annual general meeting and being eligible,

offer himself for re-election.
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RZZFTE=F+-A=1+—HB BEEFHEX As at 31 December 2003, none of the directors has a service
REEIM A AARRR—FRKIEMBAS contract with the Company which is not determinable by the
MEEBEAIINEENRBT G L - Company within one year without payment of compensation other
than statutory compensation.
ESMEEAA  DIRECTORS INTERESTS AND SHORT POSITIONS
RZZEZ=F+_A=1+—8  RAFKE As at 31 December 2003, the interests and short positions of the
[FBH RGN F3526MEE 2 EZMR directors and chief executive of the Company in the shares,
PR Sk E AR ERETESR HIE underlying shares and debentures of the Company and its
AfBHARAREABA RS AARREN associated corporations (within the meaning of the Securities and
RAREERITREZERARN AT LA AR Futures Ordinance (“SFO")) as recorded in the register kept by the
(R[EH RBAEGROIOER) 2K H - 8 H Company pursuant to Section 352 of the SFO or as otherwise
Bip REFO#ERREMT notified to the Company and The Stock Exchange of Hong Kong

Limited pursuant to the Model Code for Securities Transactions by

Directors of Listed Companies were as follows:

1. RARQE R ER 1. Interests in shares of the Company
EARDRE#IT

R#%m#E RANBED
o EEME 51 Number of % to the issued share
Director Nature of interest/Capacity shares capital of the Company
R BB 2 e (W i)
Jiang Quanlong Interest of spouse (Note) 420,050,000 51.57%
e EREezZa A Wit)
Qian Yuanying Beneficiary of a trust (Note) 420,050,000 51.57%
BEERE EREAA
Huang Chunhua Beneficial owner 2,868,000 0.35%
Kt - Note:
ZE WD ThiE BYY Holdings Limited £ These shares are held through YY Holdings Limited, the entire
ﬁ H2 B #ITRABYY Trust) X 5E issued share capital of which is held by YYT Limited, the trustee
AT Limited PR#5 A - ME R ARBER of YY Trust, the discretionary object of which is a company
BEEAEMNEBBETRLALIRAEF LS E wholly owned by Ms. Qian Yuanying, the spouse of Mr. Jiang
WERRA - Quanlong, and her children.

_Qﬁ % £00C L40d3d TVANNY



22

I > 00 13043y TNNNY

EEZWE

2. REBARRS - HEROIRAFE

%

() HFEBLEBR(FE BERAIA

/ DIRECTORS" REPORT

2. Interests in shares, underlying shares or equity interests

in associated corporations

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

E=x 8% EBRTROHBE
Director Capacity Number of issued shares
& mue EEHBA B FRE IR 7,000,0000%
Jiang Quanlong Beneficial owner 7,000,000 non-voting deferred shares
BITR ESHBA B FHEE M7 3,000,0008%

Qian Yuanying

Beneficial owner 3,000,000 non-voting deferred shares

(b) EHEFEFKBELERAAF

(b)  Yixing Xinwei Leeshing Rare Earth Company Limited

o EEMTE PR A #E 5
Director Nature of interest Equity interests
R R RENE S B i)

Jiang Quanlong

Interests of a controlled corporation (Note) 5%

(©) YY Holdings Limited

(©) YY Holdings Limited

o 5140 EBRITROHE
Director Capacity Number of issued shares
s EREEzER BRI
Qian Yuanying Beneficiary of a trust 1 ordinary share
e ERE2ZRAEA 18 5% B 19 25,000 A&

Qian Yuanying

Beneficiary of a trust 25,000 preference shares

it

ZERBEDNERERTREEERA A
BE ZPECERERELERA
0% HEZ F B THI0wERAE T
B -BRENBZOERNEERERA -

Note:

The equity interest is held by Yixing Xinwei Group Co., Ltd., a
PRC 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.
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3. RAQXEHBERGER 3. Interests in underlying shares of the Company
RELBRE
AEITROBE EARRABE BT
Number N
o &40 of shares issuable % to the issued share
Director Capacity under options granted capital of the Company
BhE EREAA
Fan Yajun Beneficial owner 5,000,000 0.61%

BRERT LAEEOAHR TXE

P Et 8 4 BE o

BrERMRESN R-FTE=F+_A=+—
B REESIAEGEN] F3526MEFEZ
BRMAME  MERNDREZHITRAHRR
AABREBB AR BN - AERD RES
RAEIREABEELAERIAR °

%kﬂ?% . o
“AAAETATEE  BREHBERE
% HEBBRHWT -

W

0] BALENEAGIE I

} \

1EB
%

NN
()

(i) RERETE O] FEITHERDE
B A60,000,0000% -+ #91& 2 57 £ F 3%
BEAARAE #EITIRAHE% o

iy ARM—RSEERLZBREMS R
ZBRNEE - ERREEBRESR
—2RERHZEMBRERSD &
ﬁ&ﬁﬁéﬂzﬁxfﬂ AR EBRRER

PR RT B iR 2 A 4T LD 2 25% e

(v), HBHEBREZATERHITHEES
BE BETARERLARETFE
= o

Details of the options granted to the above directors were

disclosed in “Share Option Scheme” below.

Save as disclosed above, as at 31 December 2003, none of the
directors or chief executive of the Company had or was deemed
to have any interest or short position in the shares, underlying
shares and debentures of the Company and its associated
corporations as recorded in the register kept under Section 352 of
the SFO.

SHARE OPTION SCHEME .
On 14 October 1999, a share option scheme (the “Share Option
Scheme") was adopted and the major terms of which are as

follows:

)] The participants included any full time employee and

executive director of the Group.

(i) Under the Share Option Scheme, the total number of shares
available for issue is 60,000,000 which represents
approximately 6% of the issued share capital of the

Company as at the date of this report.

(i) The maximum number of shares in respect of which options
may be granted to a participant, when aggregated with
shares issued and issuable under any option granted to
the same participant under the Share Option Scheme, must
not exceed 25% of the maximum number of shares issuable

under the Share Option Scheme from time to time.

(iv)  The exercisable period of an option granted may be
determined by the directors and which should not expire

later than 10 years from the date of grant.

_Qﬁ 4 £00C 1¥0d3d TVNANNV
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v) (FARGBREZZETH2EER
REBR2IAARTHRE BT
o

(i) 1TEEBEAREEFEE ETALIR
EEELANAEARZARMCRES
BERGMBERARAZEHKTE
B0%KRBMEEBMER 2B EE o

(viiy BREFBZBRBU-ANNAES
AT - B 2R B
RETE -

RIZFZ=F—-A-t+=H HTEERET
WBRAE MR E XS BRE

RERNREREFEWHE T 2BREZZEH0M
T

) Any offer for the grant of an option may be accepted by
the participant within 21 days from the date of grant with a
consideration of HK$1 paid.

(vi)  The exercise price may be determined by the directors and
it should be not less than the higher of 80% of the average
of the closing price of the shares on The Stock Exchange of
Hong Kong Limited on the five trading days immediately
before the date of grant and the nominal value of the

share.

(vii)  The Share Option Scheme will be remained in force for a
period of 10 years from 14 October 1999, the date of the

Share Option Scheme adopted.

On 23 January 2003, certain directors and employees have been

granted options under the Share Option Scheme.

The movement of the options granted under the Share Option

Scheme during the year were as follows:

BREHER
Number of options
RZZR=F
R-BE=HF TZB=t+-8
-A-B&E ¥E
TEE Heldat RERKBE REREK Held at
BEA RHBH Exercise 1 January Granted during Lapsed during 31 December
Grantee Date of grant price 2003 the year the year 2003
£
Directors
BnE “ERE=%-A-t=A 110 7T
Fan Yajun 23 January 2003 HK$1.10 - 5,000,000 - 5,000,000
f/hig ZRE=F-FA-+=H 110 T
To Siu Mui 23 January 2003 HK$1.10 - 1,500,000 1,500,000 -
EXH “RF=5-A-t=A 110 7T
Ying Yuming 23 January 2003 HK$1.10 - 5,000,000 5,000,000 -
ET
Employees
= “RE=4-A-t=A 110 7T
In aggregate 23 January 2003 HK$1.10 - 1,500,000 - 1,500,000
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BIATHE ©

R zBREEEERTENTERMBHRE
NWER - EESR AN HBREEEZ
AETHRAZRERET M NEERFAR
HBREREEEE - ERZREIRRE
BREFHEEEREEE RURERREKR
o

B bR B BRI - FRAARDAHENBERAGE
SEEMERERARRZEMNESHITHREH
HEEBIADT/\RNTFLERBALRE K
EMEMEABRZROAEFMESMEZ
AR -

ITERRBERERAR

BEZEQMM R-ZEE=F+-_A=+—
H - RARAMKIE [FEH R HE GO 53366
FEZECLMAME  BAQREERTHA
SN BE SR FS A AN A AR AR 19 K2 AR RA R 17 /O
B MABWT

1. 2EEBITRAAYY Trustth ¥ 5E A
YYT LimitedFT i A M X A BB RE
EENEBETRZLREFL2E
¥ B B A AYY Holdings Limited A
ExnBEEANTFOEBEARARARG
420,050,0000% + AIMEARAFIEETTR
D EI51.57% °

2. YY Trustt) & 5E AYYT Limited 18 &%
BEFRBEBE2HICHTRMEYY
Holdings Limitedff # & #) A< 22 8] % 17
420,050,000% B RE %5 -

3. Martin Currie China Hedge Fund
Limited JA$R & 312 & 17 #5 B A2 AR
743,836,000/ » #1E A DB E T
J 17 #95.38% °
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The closing price of the Company's shares immediately before the
date on which the options were granted was HK$1.10.

The options granted are exercisable between 27 January 2003 to
26 January 2013, provided that 50% of the options granted shall
not be exercised prior to 27 January 2004.

The options granted are not recognised in the financial statements
until they are exercised. The directors consider that it is not
appropriate to disclose the value of options granted during the
year as a number of factors crucial for the valuation cannot be
determined accurately. Any valuation of the options based on
various speculative assumptions would be meaningless and
misleading to the shareholders.

Save as disclosed above, at no time during the year was the
Company or any of its subsidiaries a party to any arrangement,
which enables any of the directors or chief executive 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' INTERESTS AND SHORT
POSITIONS
So far as is known to the directors, as at 31 December 2003, the
interests and short positions of shareholders, other than the

directors or chief executive of the Company, in the shares and
underlying shares of the Company as recorded in the register kept
by the Company pursuant to Section 336 of the SFO were as
follows:

1. YY Holdings Limited, the entire issued share capital of which
is held by YYT Limited, the trustee of YY Trust, the
discretionary object of which is a company wholly owned
by Ms Qian Yuanying, the spouse of Mr Jiang Quanlong,
and her children, was holding 420,050,000 shares of the
Company, representing approximately 51.57% of the issued
share capital of the Company as beneficial owner.

2. YYT Limited, the trustee of YY Trust, was deemed to be
interested in 420,050,000 shares of the Company held by
YY Holdings Limited the entire issued share capital of which
is held by YYT Limited.

3. Martin Currie China Hedge Fund Limited was holding
43,836,000 shares of the Company, representing
approximately 5.38% of the issued share capital of the
Company as investment manager.
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Save as disclosed above, no other party, other than the directors
or chief executive of the Company, had notified the Company that
he had any interest or short position in the shares or underlying
shares of the Company as recorded in the register kept under
Section 336 of the SFO as at 31 December 2003.

DIRECTORS' INTERESTS IN CONTRACTS =
During the year, the Group arranged export sales of its products
outside the PRC using the export quota of Yixing Xinwei Group
Co., Ltd., a PRC domestic enterprise 90% owned by Mr Jiang
Quanlong, at nil consideration. Export sales handled through this

arrangement amounted to approximately HK$1,746,000.

During the year, the Group leased two office premises from Mr.
Jiang Quanlong for use as its sales and marketing office. 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§941,000 as a
compensation to Wuxi Pan-Asia High Temperature Ceramics Co.,
Ltd., a company in which Ms. Qian Yuanying has beneficial interests,
for the use of a plant as its production plant for fluorescent materials
for the year ended 31 December 2003. In addition, the Group
sold materials to that company amounting to approximately
HK$180,000 during the year.

Save as disclosed above and in Note 25(b) to the financial
statements, no director had a beneficial interest, either direct or
indirect, in any contract of significance to which the Company or
any of its subsidiaries was a party at the balance sheet date or at

any time during the year.

MANAGEMENT CONTRACTS .. . ... ...
No contract concerning the management and administration of
the whole or any substantial part of the business of the Group

was 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.



TEEFRMER
ERAEESATAEFMBEERALIEA
EEBHEETENA4%  MAEEFATFHH
EREAOE13% TR NEERAAREE
BRREBEA MG AEEARETRELNS3% M
AEEF A EEAREZENLNIE21% °

BREEMA BEF BRENBBANES
ARF 5% £ B BEITRAMNEFAREER
AKBERRE P SRR AR A %A A4

Ny
ZS o
g

ﬁ%%k%,
REAARZ AR AR ERRAIRESHE
R0 FARLEHRE RS
SEREZAT -

REEATA
@é&#ﬁﬂi%ZL%IET%E%%~$
RARZZEE=F+ZRA=+—RALFERE
HEETEERARIMBERARFSFLTR
AP e 14FT B M S EEASFAI -

ARARRAFAZHERRERATARRSE
BEREE REEREARAMUBILIFRTE
FRRNEERERERE -

mEE
R AANFRERRRRREEMNLERR
AR-_EE_FRAEMRK S MERESR
ERARRREE - ZXGHAMEBAIRN_-F
T=E-AT_AREMESHSHMEBR
BRERARAZEE - EHEHASFHEEBA
R-ZBE=FWN A+ RREMCHEHSE
TR_ZEZE=FhARAREEREDFIZH
B o

FHBEMITERSE HaERLBESE
BEBEE - ARARABBRTHORRBEFAS L
iR 2 B HB G AT AR R R EEI

N
/;&Eﬁ% °

AEEDH

E
B oREE

BE —ZEEONFMA+EA

DIRECTORS” REPORT \

MAJOR CUSTOMERS AND SUPPLIERS
Durmg 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 13%. The aggregate purchases
attributable to the Group's five largest suppliers during the year
represented approximately 53% of the Group's total purchases
and the purchases attributable to the Group’s largest supplier was

approximately 21%.

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

PRE-EMPTIVE RIGHTS =~ ... ..
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 2003, except that the appointments of non-

executive directors have been renewed without a specific term.

The Company had 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
In 2002, Messrs. Arthur Andersen & Co., who acted as auditors of
the Company since 1999, 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
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.

Messrs. Ho And Ho & Company retire and, being eligible, offer
themselves for re-appointment. 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, 15 April 2004
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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 30 to 70
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 solely to
you, as a body, and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for

the content of this report.

BASISOFOPINION
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.
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AUDITORS” REPORT \

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,

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 2003 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, 15 April 2004
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CONSOLIDATED INCOME STATEMENT

e JBE-FE=F+-_A=t+—ALEE
For the year ended 31 December 2003

—ET=F —FTT
2003 2002
Mt 5 FHET FAT
Notes HK$'000 HK$'000
BER Turnover (5) 457,077 467,663
8 & PR R Cost of sales (345,042) (363,610)
E7 Gross profit 112,035 104,053
B A Interest income (6) 3,414 4,438
HERDHER Selling and distribution expenses (14,206) (13,364)
TR E R Administrative expenses (25,975) (18,148)
18 & 5 T Profit from operations ) 75,268 76,979
B 7 BL AR Finance costs (8) (97) -~
B WA/ (BR) F8E Other income/(expenses), net 1,114 (28,064)
B % Al A Profit before taxation 76,285 48,915
18 Taxation (1) (9,246) (8,593)
B > % 5 2 A i A Profit before minority interests 67,039 40,322
DERR R Minority interests (461) 710
N E A F R Net profit for the year 66,578 41,032
% 8 Dividends (12) 19,739 16,289
BRAF Earnings per share (13) 8.2 centsfll 5.0 centsfll
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LANCE SHEET

F+-A=+t—H L

TT=
As at 31 December 2003

=

—ET=4F —ET
2003 2002
Mt 5 FHT FHT
Notes HK$'000 HK$'000
EMEBEE Non-current assets
ME - BB KRE Property, plant and equipment
ARFERETRE and construction-in-progress (14) 391,898 353,216
mEEE Current assets
FE Inventories (16) 204,299 187,031
JFE W R 3R B HL i & 5 3R Accounts and other receivables 17) 138,280 126,809
BNRE Eek Prepayments, deposits and
HiRBEE other current assets 102,291 28,215
JiE W e Bk 2 | 1A Amounts due from related companies  (25a) 46 -
TR HIE Tax recoverable (1) - 864
Re RRITER Cash and bank balances (18) 254,262 332,915
699,178 675,834
mEERE Current liabilities
JE& 1~ BR 3K Accounts payable (19) 43,255 51,375
TR E B K& H e Accruals and other payables 21,296 19,566
JE& {1 E S 508 Amounts due to directors (250) 8,436 4,137
J& 1~ B B A R 5K IE Amounts due to related companies (25a) 46 105
JE 35818 Tax payable (1) 5,364 83
78,397 75,266
MEEEFHE Net current assets 620,781 600,568
EERERTEER Total assets less current liabilities 1,012,679 953,784
D BUR R 2 Minority interests (15,820) (15,359)
996,859 938,425
BEARKEE Capital and reserves
& 7R Share capital (20) 81,445 81,445
(i Reserves 21 915,414 856,980
996,859 938,425
HREIVZ70EMHBREAN_ZZTMFN The financial statements on pages 30 to 70 were approved and
ATHBREZSERRERMH - WHTF authorised for issue by the Board of Directors on 15 April 2004
BEERREZE and are signed on its behalf by:
BRE $2 T Jiang Quanlong Qian Yuanying
EE EE Director Director

02
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BALANCE SHEET

e RZETE=F+-_F=+—H
As at 31 December 2003

—ET=F —ET_F
2003 2002
Mt 5 FHET FAT
Notes HK$'000 HK$'000
FRBEE Non-current assets
ME - BB KRE Property, plant and equipment and
NRERZTRE construction-in-progress (14) 162 256
LN ENGIE Interests in subsidiaries (15) 640,850 631,440
641,012 631,696
mEEE Current assets
BNRE Eek Prepayments, deposits and other
H i me) & B current assets 684 670
Re RRITER Cash and bank balances 3,156 11,868
3,840 12,538
mEaE Current liabilities
TR E B K& H e Accruals and other payables 1,182 1,741
JETE = 5RE Amounts due to directors (250) 6,492 4,847
7674 6,588
mE (Bl EAEFE Net current (liabilities)/assets (3,834) 5,950
637,178 637,646
BEARKEE Capital and reserves
& 7R Share capital (20) 81,445 81,445
G Reserves @n 555,733 556,201
637,178 637,646
HREIZT0EMHBREAN T MFN The financial statements on pages 30 to 70 were approved and
AThAEEESERKEAH - WH T authorised for issue by the Board of Directors on 15 April 2004
BEERREZE and are signed on its behalf by:
BRE 8T R Jiang Quanlong Qian Yuanying
EE EE Director Director
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
BE-FE=st-A=t-piLEE L~

N 7

# B &

For the year ended 31 December 2003

HER B
R&  RHRE EERE  iERE  RERE W RaEN B8
Exchange
Share Share Capital ~ Statutory  Dividend translation Accumulated
capital  premium reserve reserves reserve reserve profits Total
TR TR TR TR TR TR THL TR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
WZZZZE A1 January
—R-H 2002
~ ARGl - as originally stated 81445 412,485 3,837 26,968 - 3498 364495 921728
- WEEBREX - proposed final
BEEM dividend declared
BEAHRE  after the balance
sheet date - - - - 16,289 - (16,289) -
—- B &5 - as restated 81,445 412,485 32,837 26,968 16,289 3,498 348,206 921,728
REZGEFFE  Net profit for the year - - - - - - 41,032 41,032
BEAT Appropriations to
B statutory reserves - - - 14716 - - (14,716) -
BHzZRE Dividends set aside
(FizE12) (Note 12) - - - - 16,289 - (16,289) -
Bt & Dividends paid
- Z22-%  -for200 final
RHARE dividend - - - - (16,289) - - (16,289)
- ZZZZF - for 2002 interim
RER S dividend - - - - (8,145) - - (8,145)
mENEAR  Translation of PRC
BHRE subsidiaries’ financial
he statements - - - - - 99 - 99
WZZZZF At 31 December
TZA=+-H 2002 and
RZEEZE 1 January
—R-H 2003 81,445 412,485 32,837 41,684 8,144 3,597 358,233 938,425
REZGEFFE Nt profit for the year - - - - - - 66,578 66,578
BEAT Appropriations to
B statutory reserves - - - 4,890 - - (4,890) -
BHZzRE Dividends set aside
(FizE12) (Note 12) - - - - 19,739 - (19,739) -
BENZZZZF Diidends paid for 2002
KR & final dividend - - - - (8,144) - - (8,144)
WZZZ=F  At31 December
+=A=+—-H 2003 81,445 412,485 32,837 46,574 19,739 3,597 400,182 996,859

0

-
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CONSOLIDATED CASH FLOW STATEMENT

A HE_ZT=F T _A=ft—RALLFE
For the year ended 31 December 2003
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—ET =4 —ET_F
2003 2002
FAET FHT
HK$'000 HK$'000
BEEE Operating activities
B % Al A Profit before taxation 76,285 48,915
HEIER Adjustments for:
FEXH Interest expenses 97 -
HMEUA Interest income (3,414) (4,438)
ME - BB KRE Deficit on revaluation of property,

Z B E A plant and equipment - 1,844
mE - BE X Depreciation on property, plant

mENE and equipment 35,929 33,125
ME - BB KRE Loss on written off of property,

NWERERIREZ plant and equipment and

i 85 &5 48 construction-in-progress 94 31,638
BREWE  BER Loss/(gain) on disposal of property,

R 2ER (K plant and equipment 42 (831)
FE#RE Provision for inventories 30 5,108
T & 8 Written off of inventories 56 16,574
1 o] B AR R % Written back of provision for bad and

HL A 8 W2 R B doubtful debts on accounts and

REBREE other receivables - (3,505)
JRE L2 B T3 % Lt E L R Provision for bad and doubtful debts on

BRI RRBE A accounts and other receivables 160 -

LEEEHAN Operating cash flows before movements

KERERE in working capital 109,279 128,430
FEEm Increase in inventories (17,354) (43,174)
JFE W AR S K% EL b E K 3K 38 A Increase in accounts and other receivables (11,631) (4,443)
BRI - e RHEAM (Increase)/decrease in prepayments,

TEEE GG M R deposits and other current assets (2,460) 28,874
Ji& 5 BA B A R SR IE (Increase)/decrease in amounts due from

(3 m) related companies (46) 1,463
FEAH BRFR O &)/ #m (Decrease)/increase in accounts payable (8,120) 29,213
BRREAKBEEMNT Increase/(decrease) in accruals and

LB T 6 H R~ X other payables, including

#m,/ Cad) PRC VAT payable 4745 (21,508)
FEfTE = RIEE M, Increase/(decrease) in amounts

CRt ) due to directors 4,299 (9,769)
JEE {<F B Bk 2 B ZR IR R Decrease in amounts due to related companies (59) (1,751)
AR FIRC ) Enterprise Income Tax paid (6,116) (9,457)

BEBEBHAENREFHE Net cash generated from operating activities 72,537 97,878




CONSOLIDATED CASH FLOW STATEMENT

BHE_TZT=F+_A=+—HLEFEL
For the year ended 31 December 2003

mEBHERE R @

—ET=F —ET_F
2003 2002
FAET FAT
HK$'000 HK$'000
REED Investing activities
BEDE  BWERHR Purchase of property, plant and equipment
NEERIRESH and expenditure on construction-in-progress (74,747) (114,205)
BEWE  BWERHR Increase in prepayment and deposits paid
URERIEOHENRK for purchases of property, plant and
RRE &M equipment and construction-in-progress (71,616) (333)
BREWME  BWERXR Proceeds from disposal of property, plant
IRERIEMEK and equipment and construction-in-progress - 20,455
BB A BRI Refund from a related company in
TEAT BB A A respect of the prepayment for an
RERIA investment in a subsidiary - 100,000
BEMBETORD Decrease in pledged deposits - 1,081
A A Interest received 3,414 4,438
REED (A /BN Net cash (used in)/generated from
REFHE investing activities (142,949) 11,436
MEEH Financing activities
BT AR Dividends paid (8,144) (24,434)
BRI A S Interest paid (97) -
MEEHEANR G ER Net cash used in financing activities (8,241) (24,434)
RekAE&EEEE Net (decrease)/increase in cash and
) EInE R cash equivalents (78,653) 84,880
FONRE LR Cash and cash equivalents at beginning of
EEIER the year 332,915 247936
INERBEEE B Effect of changes in exchange rate - 99
FREERREEE Analysis of the balances of cash and
HE&EEIN cash equivalents at end of the year
Re RBITER Cash and bank balances 254,262 332,915
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NOTES TO THE FINANCIAL STATEMENTS

“HE_ZZ=F+-_A=+—HBItFE
For the year ended 31 December 2003

1.

A BB B B S AR 7 — PR
SMERREAT  HBHREEBA
XBHERA L -

AEERFRERBEERLEMR WA
EmRRRER -

RmEEBKER

RAEE  AEBHERRAN T HEE
BEMAGRM TRV BRRER
BERMBHRRENCEMAGFERE
AIREBEHMAERT 2RE:

Fr 5%

RAFEE ARBERKSHEBKER
F125 (RIERT) IS5 - BiegE
BEAE 125 (BIEFT) e H BT REE
ERIBEERE - NEFER - BEHAT
B R BEAELA D BE  BIKE
MIeNmASREBzEZIN  FE
EZBEZNERA/AE - SFHEBE
A 125 (KIERT) RERBEE AER
BEE AU BHBRTEERFBZR
1 {E 22 5+ 5 J& SR i Al BT P AR FE 7 2
ZHAERZRRR/ETEHRE BEd
BERGISN) - ER S BB ERE 125
(BT LEEMFEBRELFEZR
E o MERBREAENTAER - KA
WEsERENBEAFSRESTFE
ZEBYEBATE  FUBEFEAH

B

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 sales 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,

the following Hong Kong Financial Reporting Standard
("HKFRS") issued by the Hong Kong Society of Accountants
("HKSA"), the term of HKFRS is inclusive of Statements of
Standard Accounting Practice (“SSAP") and Interpretations
approved by the HKSA:

Income taxes

In the current year, the Group has adopted, SSAP 12 (Revised)
“Income Taxes". The principal effect of the implementation of
SSAP 12 (Revised) is in relation to deferred tax. In previous
years, partial provision was made for deferred tax using the
income statement liability method, i.e. a liability was
recognised in respect of timing differences arising, except
where those timing differences were not expected to reverse
in the foreseeable future. SSAP 12 (Revised) requires the
adoption of a balance sheet liability method, whereby deferred
tax is recognised in respect of all temporary differences
between the carrying amounts of assets and liabilities in the
financial statements and the corresponding tax bases used in
the computation of taxable profit, with limited exceptions. In
the absence of any specific transitional requirements in SSAP
12 (Revised), the new accounting policy has been applied
retrospectively. The adoption of this SSAP had no material
effect on the results for the current or prior accounting years.

Accordingly, no prior year adjustment has been required.



e

FTEEFEE

.$%ﬁﬁ§I&WEW$TM£&Ef

L\wuau—l—ﬁﬁljiﬁ% FﬁTKﬁHZEK

FEHBRERTX :

(a)

GARBZEXE
AGEAUBBRREEARLQF
BoREBFERHEE

R EREK -

AEEBAXHENBARNE
BORFERRERBERAER
EEHBEEYA F(WER) - M
AAABBEERA -

MAESEASARIANEER S
m%ﬁ%%%ﬁaﬁﬁhﬁﬁ°

ME - BERRE

WE - BERREDIRERNER
RERRFITE - B LR ERR
SIBR -

RLEBFHRBENEGHAHSEZ
ERAZZAFEERER R
FEREERBERIFR - AREH
ETVEERS  REEREERE
REMBEZATFEREERE
2 o

B % ¥R AR MR

NOTES TO THE FINANCIAL STATEMENTS

BE-ZTZT=F+_A=+-BLFE L~
For the year ended 31 December 2003

3. 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.

(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.
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NOTES TO THE FINANCIAL STATEMENTS

A HE_ZT=F T _A=ft—RALLFE
For the year ended 31 December 2003

3. %

(b)

ME - BERRE(E)
EfBFRER 2 EMABKES
BRABREEGEB  BEMLAESKT
HEBETRRAREKEESHBESD
RESAEESN - BIESRBTER
THERZBEEERBERTH
BREVEAREREEERR - BB
BEMBRD ZEmFEE ERXE
B MARERREINERBERE
MRBEEZEELREEHRR -
REELEIXRBEEEMNEE
B EENEHRSREEERAE
) o

M - R R RENITE R
BEATFHEXRZEAZEEE
Z BEE S E AT A2 F &I
AR EMGERE  NEREEEE
PR AE B E

BF 5%
e KR 10%
MAERERES 20%
B 20%

HEXEANE  BEKRHBER
ELZ REXBERALEMS
WANREERARBE L ZEME
E o dEFABERA -

3.

(b) Property, plant and equipment (Continued)

Any revaluation increase arising from 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 from
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%

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.
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NOTES TO THE FINANCIAL STATEMENTS

3.

@

(d)

(e

BHE—_ZZT=F+-"F=1+—RIFE L

For the year ended 31 December 2003

Constructlon—ln-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.

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.
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3.

@

(®

(h)

0

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

average method.

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.

Accounts and other receivables
Accounts and other receivables are stated at cost, after

provision for bad and doubtful debts.

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

relevant lease terms.

Revenue recognition
(1) Sales of goods
Sales of goods are recognised when goods are

delivered and title has passed to the customers.

(if) Interest income
Interest income is accrued on a time basis, by
reference to the principal outstanding and at the

interest rate applicable.
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TERHBE(®) 3.

(k) BiE

(k) Taxatlon
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HMOBELERAEER TREAA

o

Fo

Income tax expense represents the sum of the tax

currently payable and deferred tax.

The tax currently payable is based on taxable profit for
the year. Taxable profit differs from net profit as reported
in the income statement because it excludes items of
income or expense that are taxable or deductible in
other years and it further excludes income statement

items that are never taxable or deductible.

Deferred tax is the tax expected to be payable or
recoverable on differences between the carrying amount
of assets and liabilities in the financial statements and
the corresponding tax bases used in the computation of
taxable profit, and is accounted for using the balance
sheet liability method. Deferred tax liabilities are generally
recognised for all taxable temporary differences, and
deferred tax assets are recognised to the extent that it is
probable that taxable profits will be available against
which deductible temporary differences can be utilised.
Such assets and liabilities are not recognised if the
temporary difference arises from goodwill (or negative
goodwill) or from the initial recognition (other than in a
business combination) of other assets and liabilities in a
transaction that affects neither the taxable profit nor the

accounting profit.

Deferred tax liabilities are recognised for taxable
temporary differences arising from investments in
subsidiaries and associates, except where the Group is
able to control the reversal of the temporary difference
and it is probable that the temporary difference will not

reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed
at each balance sheet date and reduced to the extent
that it is no longer probable that sufficient taxable profits
will be available to allow all or part of the asset to be

recovered.
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3. %

(k)

BE(E)
BEEBRRRAMERANBERESR
BEESRFEIMEAE < BITEMR
ARBERMFEFARAR - K
FRIRFE T IR B - B & (e AN BR X
EEFGFARKZIER - EZBER T
ELEBBTRBRATREIE -

REFEEGHEBTE  ~A5E
J& T P78 72 * BB S RO 2 B WA B
MEER  HBXZHEREHS
EmkigftE T AEREREK
(BAHIERER ) - HIBEER
BERISHE TS s M R P IRER & 1%
SEEE 2 17% 8 13%A 8 - KEE
FERT RIS ERFEMRE N HEEE
PR B & M Rk E L8 TE RIS R 2
R ER (A EBEEER]) -

3R 4R 48 R BR AR
XN B RKE 8 2 RGN E
XMEERBERME -

S
PMNESETTMR S ERRZHHZ
EXHARATABEEEAR - K
IMEEENEREER BBEYRE
BRZEXEHEE - EHMEL
2 M R EEE AR BFE 25 A
HE R -

RFEEKRER  AEBEHEEKH
EENAERGEEAZERRE -
WAR s IR B R2FANTIHE
K - prs| BMEX Z8 ()
I fERE 2 B NN R B BB 5L A 10
BE - YRNHEBHREBZFER
RBRALER -

3.

(k)

)

(m)

Taxation (Continued)

Deferred tax is calculated at the tax rates that are
expected to apply in the year when the liability is settled
or the asset is realised. Deferred tax is charged or
credited to the income statement, except when it relates
to items charged or credited directly to equity, in which

case the deferred tax is also dealt with in equity.

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").

Retirement benefit costs
Payments to the state-sponsored retirement benefit plan

are charged as expenses as they fall due.

Foreign currencies

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.
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For the year ended 31 December 2003

(n) Segment reportlng

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

different from those of other segments.

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

reporting format.

Segment revenue, expenses, results, assets and liabilities
include items directly attributable to a segment as well
as those that can be allocated on a reasonable basis to
that segment. For example, segment assets may include
inventories, trade receivables and property, plant and
equipment. Segment revenue, expenses, assets and
liabilities are determined before 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.
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4.

DEE R

SEAHEAEENETRNES B2
% o 755 18 15 I ) 0 20 5 75 E
BARME ELWRAEESREN
SHAR -
() %BHE

A EEETIAET BEHH AN

T

wr @ RERHEHLIEMR
(BEREER)

A REREENAER

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 sales of rare earth

products including fluorescent products

Refractory : The manufacture and sales of refractory

products
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4.. SEGMENT INFORMATION (Continued)

(a) Business segments (Continued)

it fit X ag
Rare Earth Refractory Total
“Z2Z-F -—Z2T-F -—ZT-F -—ZTT-F -—ZTT-F -—ZTT_F
2003 2002 2003 2002 2003 2002
TAT TAT TAT TAT TAT TAT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
E Turnover 08281 206,127 248796 261536 457077 467,663
ES RESULTS
PEXE Segment results 16,305 10,439 66,817 73,006 83,12 83,445
RABELEER Unallocated corporate expenses (11,268)  (10,904)
FEWA Interest income 3,414 4,438
mERF Profit from operations 75,268 76,979
B Finance costs (97) -
Efif A/ (BEF)FHE  Other income/(expenses), net 1,114 (28,064)
] Taxation (9,246)  (8,593)
SHREES Minority interests (461) 710
AERRTFE Net profit for the year 66,578 41,032
Hth&H OTHER INFORMATION
PEAE Segment assets 611500 586816 475734 423653 108723 1,010,469
RPBELEEE Unallocated corporate assets 3,842 18,581
BELE Total assets 1,091,076 1,029,050
PEERE Segment liabilities 41,933 33,757 33,822 38,965 75,755 72,722
RPOBECEEE Unallocated corporate liabilities 2,642 2,544
BEBE Total liabilities 78,397 75,266
EREENEAY Capital expenditure incurred
i during the year 63,677 47919 11,038 66,040
& Depreciation 20,693 21,085 15,152 11,955
RENMER S Non-cash expenses other than
i depreciation 318 42,613 - 10,707

6

f
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1t
AEENEBEIEETE B

SEGMENT INFORMATION (Continued)

(b) Geographical segments

The Group's activities are conducted predominantly in

BUM R EBIHEAT - @S e the PRC, Japan, Europe and the United States of America.
EHEOWMWT ¢ An analysis of turnover by geographical segment is as
follows:
REmH 2 EEH
Turnover by
geographical market
—EE=F ——

2003 2002
FAET FAET
HK$'000 HK$'000
H The PRC 315,022 353,965
AR Japan 94,393 77332
BN Europe 43,082 25,672
EH The United States of America 1,330 7329
Hh Others 3,250 3,365
457,077 467,663

AEEBBAENINTHNDREE

Over 90% of segment assets of the Group are located

ERLRFE o in the PRC.
BRE .. TURNOVER .
rEE
The Group

—ET=F —ET_F
2003 2002
FAT FAET
HK$'000 HK$'000

Wt Em - Sales of rare earth products,

it KZE i K% refractory products and

HREMEE fluorescent products 457,077 467,663
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mERFE MR (GEA) TIE A

MBWA 6. INTEREST INCOME .
rEE
The Group

—ET=F —ET_F

2003 2002

FAET FAT

HK$'000 HK$'000

RITE RN B A Interest income on bank deposits 3,414 4,438
ReEaF 7. PROFIT FROM OPERATIONS

Profit from operations has been arrived at after charging/

(crediting):
rEE
The Group

—ET =4 —ET_F

2003 2002

FHT FHT

HK$'000 HK$'000

1% S 6N B & Auditors’ remuneration 1,200 1,950
FERKMTEEET Cost of inventories excluding staff costs,

ﬁ$ CWE - HER depreciation on property, plant and
e FEBRER equipment, provision for inventories and

T? Hss) written off of inventories 299,752 301,388
Mm% - BE K Depreciation on property,

mEE plant and equipment 35,929 33,125
EINA(TREES Staff costs excluding directors’

e (BiEE 9)) emoluments (Note 9) 15,010 13,103
HNEE BE K, B 15 % 78 Exchange loss, net 39 142
FE#RE Provision for inventories 30 5,108
T & Written off of inventories 56 16,574
EMAMEzREHRE Operating lease charges on

F rented premises

= — third parties 1,622 1,663

- BEAL — related parties

(Fff 5E25(b) (ii)&(iv)) (Note 25(b)(ii) & (iv)) 1,145 1,010
BREWE  BER Loss/(gain) on disposal of property,

BB EER (RaE) plant and equipment 42 (831)
1 0] fE AR R % Written back of provision for bad and

HL A 8 W2 R B doubtful debts on accounts and

REBHREE other receivables - (3,505)
JRE L2 B R % L At e Provision for bad and doubtful debts on

Wk i) R BR B accounts and other receivables 160 -
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8. MEBRA ... ... .. 8. FINANCE COSTS . . . . . .. . .
rEE
The Group
—ET=F —ET_F
2003 2002
FAET FAET
HK$'000 HK$'000
& EER S X Interest expenses on discounted bills 97 -
o. EBME o. DIRECTORS EMOLUMENTS
(@) BEEBSARKEAFEI611ER LT (a) Details of directors’ emoluments pursuant to Section
RAMBEMRENEEH S 0 161 of the Hong Kong Companies Ordinance and the
T ¢ provisions of the Listing Rules are as follows:
rEE
The Group
—ET=F —ET_F
2003 2002
FAET FAET
HK$'000 HK$'000
FMITES Non-executive directors
- - Fees 92 83
WITESE Executive directors
— e KEM — Salaries and allowance 2,711 2,843
2,803 2,926

REZABLEMEBESITNES

The emoluments of the directors analysed by the number

MemT - of directors and emolument ranges are as follows:
A%
The Group
—EE=F —EE-F
2003 2002
Z — 1,000,000% 7T Nil — HK$1,000,000 6 5
1,000,001/ 7t — 1,500,000/% 7T HK$1,000,001 — HK$1,500,000 1 1
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o. EBME®E) 9. DIRECTORS' EMOLUMENTS (Continued)
b)) AissHATRENMNG (ZTF (b) Of the five highest paid individuals of the Group, four
—F Pﬂfﬁ)i%' RER e = (2002: four) are directors of the Company whose
BEREXHFEGQ) - BENMER emoluments are included in Note (a) above. Their total
FHERESR - (ZTT_F: — emoluments together with the remaining one (2002:
) ATHBS&mT - one) individual are as follows:
rEE
The Group
—ET=F —ET_F
2003 2002
FAT FAT
HK$'000 HK$'000
FekEMe Salaries and other emoluments 3,130 3,493
BREEEREEEAN RS H The emoluments of the five highest paid individuals
ATHHENFR T &EE : including directors and employees fall within the following
ranges:
rEE
The Group
—ET=F —ET_F
2003 2002
— 1,000,000 7T Nil — HK$ 1,000,000 4 4
1,000,001 7t — 1,500,000% 7t HK$1,000,001 — HK$1,500,000 1 1
RBZE_ZZ_ER_FTT=F1 During the years ended 31 December 2002 and 2003,
“A=T—BLEFERN  FTEEW no emoluments were paid to the five highest individuals
ER AR HEAT (BEEER including directors and employees as inducement to join
EE)INAEMME - EREEE or upon joining the Group or as compensation for loss
AR SR AN 7S 5 (38 B ) R B ol of office.
BEEE -
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1.

B A B R B R GBI ARTE - AR A
HMABENERAREAEZEEREREE
BARGFEES HRAERAEEEHH
200% ° fE BRI M AEE 2 HE %R
KABEEINR - FEMBARRE
FHZN - BEAIAEERERS - N E
BEERENERARERH -BEKR=F
Z=F+-_A=+—BLFE ' Bkt
I HREEX A51,932,0008 L (ZFF =
4 : 2,053,000/ 7T) o

AEBET - EABEENRAIE=F
TZEF+-_A—BRBRESLEBHMEATE
SErE ([2ER]) - Zet B REEE X
BReE - ZAREAKEBKRE 5%
RZEER - BE_TT=F1+_A
=ST—HIEFE AEEMBESER
#) 66,0007 (ZZT T =4 : 65,000/
JT) c BEREMEEAAEENEEDH
FE THBVEXESKEER -

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 2003, the retirement plan
contributions amounted to approximately HK$1,932,000
(2002: HK$2,053,000).

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 2003, the Group's
contributions to the MPF were approximately HK$66,000
(2002: HK$65,000). The assets of the fund are held
separately from those of the Group and are managed by

independent professional fund managers.

BE 1. TAXATION
rEE
The Group
—ET=F —ET_F
2003 2002
FHT FHT
HK$'000 HK$'000
REMSH Enterprise Income Tax
— B8 A Al — The PRC subsidiaries 9,246 8,593
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BIE ()

HRAEENEMG I IERBEL - &
U ERBFBNSHAHREAE

R RBRFMIELD G HETBEIEER &P
B EMEH ([EEMBHI) °

CEMEHERESHEME D A
JE%Mmﬂ&ﬁ@ﬁ ﬁko

BRETEBABE  TEKEQREL
BEMAENNFEBRENEERNEF
EEMFARZRRCANECEMREH
I H 1R = (85 2 R A 50% ©

RAFERNE-—RTEHBLREE —F
HReBNCEMSEHEMRTEMER
RER2E — FEEMBN50% e

BHE-_ZZ=6+-_A=+—-BIFE L

For the year ended 31 December 2003

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, one PRC subsidiary is entitled to full
exemption from EIT in the second year and two PRC
subsidiaries are entitled to 50% reduction of EIT in the second

year.
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11. TAXATION (Continued)

The taxation for the year can be reconciled to the profit per

R the consolidated income statement as follows:
—ET=F —EETF
2003 2002
FET FET
HK$'000 HK$'000
B % Al A1 Profit before taxation 76,285 48,915
LB A RS E 24% Tax at the domestic income
STEBIIA tax rate of 24%
(BT =& : 24%) (2002: 249%) 18,492 17185
BB ERNTE Effect of tax relief (9,246) (8,592)
RNEEHIEA Taxation for the year 9,246 8,593

HREBEEANEREZRE  EPBRE
IR ERIEE TR IR B -

12. BE

No provision for deferred taxation has been recognised in

the financial statements as there are no significant temporary

differences.

................. 12 DIVIDENDS
—ET=F —ET_F
2003 2002
FET TR
HK$'000 HK$'000
ENMFHREEHR - & Interim dividend paid: HK$Nil

(ZZZT=F : 001%T) (2002: HK$0.01) per share ~ 8,145

ERRENRAKREZARR0.028TT  Proposed final dividend: HK$0.02
(ZZZZF : 0.01/87T) (2002: HK$0.01) per share 19,739 8,144
19,739 16,289




13,

BREF

FREXRBF THRIEARFEE 5 FEL
66,578,000 t (=TT = & :
41,032,000 7T) RAF A B BT EBR
H) D4 T £149814,453,0000% (ZTZT =
4 : 814,453,0000%) :t & -

MRE—ZTE=F+_A=+—RAfX

TTENBRELEHESRANEREAXR
MBEYE BMUESKREFIRNRK
B o

B % ¥R AR MR

NOTES TO THE FINANCIAL STATEMENTS

BE-_TE=5+t-A=t-ALEE L~
For the year ended 31 December 2003

13. EARNINGS PER SHARE =~~~ . .
Basic earnings per share was calculated based on the net
profit for the year of approximately HK$66,578,000 (2002:
HK$41,032,000) and weighted average number of ordinary
shares of approximately 814,453,000 (2002: 814,453,000)

in issue during the year.

No diluted earnings per share was shown as the share options
outstanding as at 31 December 2003 did not have material

dilutive effect on the earnings per share.
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NOTES TO THE FINANCIAL STATEMENTS

O BECET=FT A=+ BULFE
For the year ended 31 December 2003

'@ g 7% | & M =F

: 14. M%¥ BERRKEUAR 14. PROPERTY, PLANT AND EQUIPMENT AND
: wgIR CONSTRUCTION-IN-PROGRESS
: & The Group
: BER BAZRE
: 13 B REE X8 GRIE 48
: Office
. Machinery  equipment
. and and Motor Construction-
. Buildings  equipment fixtures vehicles  in-progress Total
. TEn  FET TR TER TEL  FEx
. HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
. KA EE (ST OR VALUATION
. R-2Z=4—-A—-H At 1 January 2003 137285 263,443 5,265 4,429 4,028 414,450
: FE Additions 1,476 4919 143 - 68,209 74747
. mERIR Transfer from construction-
: EA in-progress 370 6,210 = - (6,580) -
: RE /M Disposals/written off - - (53) - (94) (147)
: ENE Reclassification - - (333) 333 - -
: “EEHFCASH-A A 31 December 2003 139,131 27457 5,022 4762 65563 489,050
B Comprising:
. N At cost 121,924 274572 5,022 4762 65,563 471,843
&M@ At valuation 17207 - - - - 17207
: 139,131 274,572 5,022 4,762 65,563 489,050
: igﬁﬁé ACCUMULATED DEPRECIATION
: RZZ2E=£-H —-H At 1 January 2003 20,206 38,477 835 1,716 = 61,234
. REFHRE Charge for the year 6,899 27,093 998 939 - 35929
. BRE/ Written back on
; MR m disposals/written off = - ) - _ an
. EpE Reclassification - - (91) 91 - -
2.
=
= “ET=F+-FA=F+—H  At31 December 2003 27105 65,570 1731 2,746 - 97152
o
8 &EE)%E NET BOOK VALUE
g W-ZE=#+-A=+-H  At31 December 2003 112,026 209,002 3291 2016 65563 391,898
3
8 —ZZ-F+ZA=1—H At 31 December 2002 117,079 224,966 4,430 2,713 4,028 353,216
.
i




B % ¥R AR MR

NOTES TO THE FINANCIAL STATEMENTS

BHE_TZT=F+_A=+—HLEFEL
For the year ended 31 December 2003

14. Y% BERZHEUAR 14. PROPERTY, PLANT AND EQUIPMENT AND
sRIRGE) CONSTRUCTION-IN-PROGRESS (Continued)
FTEEFIERHE - All the buildings are located in the PRC.

REEABRE  AEENEFTREF At the balance sheet date, capitalised lease charges amounted
BEEETEERNMEO L HMFERAEEES to HK$3,516,000 (2002: HK$3,712,000) in respect of land
A& #£35160008 T (Z2F 4 : use right were included in the net book value of buildings of
3,712,000 7T) ° the Group.
NN The Company
WAERE
R#EEB
Office
equipment

and fixtures

FAET
HK$'000
%N COST
RZZTE=F—HA—H At 1 January 2003 375
NE Additions 32
BE A Disposals/written off (53)
RZZEZE=F+-_A=+—8H At 31 December 2003 354
Rt E ACCUMU LATED DEPRECIATION
RZZTE=F—HA—H At 1 January 2003 119
REEZHR Charge for the year 84
BEHisH Ao Written back on disposals/written off )
R_BE=F+-_A=+—H At 31 December 2003 192
IRE2E NET BOOK VALUE
R_BE=F+-_A=+—H At 31 December 2003 162
R_BR_F+_A=+—"H At 31 December 2002 256
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e JBE-FE=F+-_A=t+—ALEE
For the year ended 31 December 2003

15. MEaRR=m 15. INTERESTS IN SUBSIDIARIES
AT
The Company

—ET=4F —ET_F
2003 2002
FAT FAT
HK$'000 HK$'000
FETRE  AAE Unlisted shares, at cost 151,707 151,707
NG Amounts due from subsidiaries 489,143 479733
640,850 631,440
FEM P B A R ZE R BT - TNEFI S The amounts due from subsidiaries are unsecured, non-

N A [ R AR o interest bearing and have no fixed terms of repayment.
EERAZENBRANEREENE The directors are of the opinion that the underlying value of
REEBBXRNKREE - the subsidiaries is not less than their respective carrying

amounts at the balance sheet date.
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NOTES TO THE FINANCIAL STATEMENTS

BE_TT=F+-_A=+-HLEFEL
For the year ended 31 December 2003

Detalls of the Companys prlnC|pal subsidiaries as at 31

December 2003 are as follows:

EMARL i & BEITR KAREGER
WEAR AR BEZHHARAH BHRER BERA ERERRABAL TEXR
Effective percentage of
Place and date Registered Issued equity interests/voting
Name of of incorporation/ and fully and fully rights held by Principal
subsidiary operations paid capital  paid capital the Company activities
E# &
Directly Indirectly
MEKERER R A RBRAHS - 205 7T 100% - REER
—AMANE+ZA=H
Lee Shing Holdings British Virgin Islands US$20 Investment
Limited 3 December 1998 holding
ERERES (L) PE 200,000% T - 100% - E%
BRAE ZZTTF-AZ1MA
Wellfire (Shanghai) The PRC US$200,000 Trading
Company Limited 24 February 2000
HEH AR L i 15,660,000% 7T - - 95%  RELEHE
BRAAE “AMN=F+A++H HmTEm
Yixing Xinwei Leeshing The PRC US$15,660,000 Manufacture
Rare Earth Company 17 July 1993 and sales of
Limited rare earth
products
EREFRMKBASH & 17,000,000% 7T - - 100%  RERHEE
BRATE —AMANELA=1H it X EE i
Yixing Xinwei Leeshing The PRC US$17,000,000 Manufacture
Refractory Materials 30 July 1999 and sales of
Company Limited refractory
products
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For the year ended 31 December 2003

o o o o o

I > 007 1¥0d3y TYNNNY

EMmARL 3D BETR RAREGER
WEAREHE EECHERAH BARER BERA EREERRAB AL TEXR
Effective percentage of
Place and date Registered Issued equity interests/voting
Name of of incorporation/ and fully and fully rights held by Principal
subsidiary operations paid capital paid capital the Company activities
E# &
Directly Indirectly
EHHIAKIH i 8,520,000% 7T - - 100%  RELHE
BRAH “ER-FF+-AZ1H REER
Wuxi Xinwei Fluorescent The PRC US$8,520,000 Manufacture
Materials Company 20 December 2001 and sales of
Limited fluorescent
products
TERLESERAR  ER - 28T - 100% 8%
ZZZ-5-At+,A
China Rare Earth Hong Kong HK$2 Trading

Trading Limited

16 February 2001
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NOTES TO THE FINANCIAL STATEMENTS

BHE_TZT=F+_A=+—HLEFEL
For the year ended 31 December 2003

BE 6. INVENTORIES . .. ...
rEE

The Group
—ET =4 —ET_F
2003 2002
FAET FAT
HK$'000 HK$'000
JR #1 % Raw materials 43251 43,864
fE & Work in progress 66,528 51,485
E X fh Finished goods 108,351 105,483
218,130 200,832
o FEEE Less: Provision for inventories (13,831) (13,801)
204,299 187,031

REEREXRB  BETEENERF
BEHRNFEXA17,828,0008 7T (==
T 4 : 20,942,000/ 7T) o

KB 2K R LA

rEER Yr,\%%)éii’] ‘l—ijl-i—El
WYBEES -

oiF
m

]@\D\%HW

BRBATERFNVHE IRE
miﬁﬁﬁ&ﬁﬁ%ﬁkh°
HREEERE  MREES
%@%A%&éﬁTutﬂ@
IRAREEERBRNEFPENRS
NERSHET ZEBEERBHEK
A WA ERERK -

]
=)

B

;E‘ﬂ

s I8
t

At the balance sheet date, approximately HK$17,828,000
(2002: HK$20,942,000) of the inventories of the Group were

carried at net realisable value.

17. 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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NOTES TO THE FINANCIAL STATEMENTS

O BECET=FT A=+ BULFE
For the year ended 31 December 2003

REEABRA - BRIRZRE MK

17. ACCOUNTS AND OTHER RECEIVABLES (Continued)

At the balance sheet date, accounts and other receivables

REBHE - comprised:
rEE
The Group
—ET=4F —ET
2003 2002
FHT FHT
HK$'000 HK$'000
JIE 5 BR X Accounts receivable 131,753 109,036
H i & WK Other receivables 15216 26,302
146,969 135,338
B REERBE Less: Provision for bad and doubtful debts (8,689) (8,529)
138,280 126,809

FRRSRZREDMTIAT :

An ageing analysis of accounts receivable is as follows:

rEH

The Group
—ET=4F —ET
2003 2002
FHT FHT
HK$'000 HK$'000
AEZEARNEAA Current to less than 6 months 112,556 98,791
~NEAZE—FR 6 months to less than 1 year 9,896 2,241
—EMFR 1 to less than 2 years 4,058 2,388
GE - Over 2 years 5,243 5,616
131,753 109,036

R-ZTZT=F+=-A=+—H8 £5£H
NARBGEENR e RIBTHEFHNAA
R#262,911,000L (ZTZT=F : AR
#278,956,0007T) - ARBERTAIEMA
H@RNE - HEXAFHABGEE

At 31 December 2003, cash and bank balances of the Group
denominated in Renminbi amounted to approximately
RMB262,911,000 (2002: RMB278,956,000). Renminbi is not
freely convertible into foreign currencies and its exchange

rate is determined by the government of the PRC.
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NOTES TO THE FINANCIAL STATEMENTS

BHE_TZT=F+_A=+—HLEFEL
For the year ended 31 December 2003

J?%THEEMZEE@A TEZZD"F:

19. ACCOUNTS PAYABLE

An ageing analysis of accounts payable is as follows:

rEH
The Group
—ET=4F —ET
2003 2002
FHET FHET
HK$'000 HK$'000
AEZENEA A Current to less than 6 months 35,439 47,138
~NEAE—FR 6 months to less than 1 year 5,678 2,602
—EMFR 1 to less than 2 years 2,120 1,486
M E Over 2 years 18 149
43,255 51,375
2. BA . 20.SHARECAPTAL
KEBERARDH
The Group and
the Company
—ET=4F —ET
2003 2002
FHET FHET
HK$'000 HK$'000
ETE Authorised:
1,000,000,0004% 1,000,000,000 ordinary shares of
BIR0.10B T2 LB HK$0.10 each 100,000 100,000
BEEITRER Issued and fully paid:
814,453,059 0% 814,453,059 ordinary shares of
BIR0.10B T2 LB HK$0.10 each 81,445 81,445
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NOTES TO THE FINANCIAL STATEMENTS

O BECET=FT A=+ BULFE
For the year ended 31 December 2003

2. BB 21 RESERVES
& The Group
RHEE PERS
(Wita) EARE  EERE  RERE e Riad L
Share Exchange
premium Capital ~ Statutory  Dividend translation Accumulated
(Note a) reserve reserves reserve reserve profits Total
TAL TAL TAL TAL TAL TAL TAL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
R-ZE-_F-f-H At 1 January 2002
- R %3l - as originally stated 412,485 3,837 26,968 - 3,498 364,495 840,283
-REERRRAR - proposed final
B fER dvidend declared
AERE after the balance
sheet date - - - 16,289 - (16,289) -
-~ Ej - as restated 412,485 32,837 26,968 16,289 3,498 348,206 840,283
RERRENFR Net profit for the year - - - - - 41,03 41,032
BT Appropriations to
1 statutory resenves - - 14,716 - - (14716) -
B2 RS Dividends set aside
(K12 (Note 12) - - - 16,289 - (16,289) -
ERRS Dividends paid
-Z%%-% ~ for 2001 final
AERE dividend - - - (16,289) - - (16,289)
-Z%%2% — for 2002 interim
R S dividend - - - (8,145) - - (8,145)
mEfERAR Translation of PRC
HHRR subsidiaries' financial
pc] statements - - - - 99 - 99
RZFEZF+ZA=FT—H  At31 December 2002
k=22=4-f-H and 1 January 2003 412,485 32837 41,684 8,144 3597 358,233 856,980
AEERTFE Net profit for the year - - - - - 66,578 66,578
BT Appropriations to
B statutory resenves - - 4,890 - - (4,890) -
Bt RS Dividends set aside
(12 (Note 12) - - - 19,739 - (19,739) -
EN-T2_F Dividends paid for
AR 2002 final dividend - - - (8,144) - - (8,144)
RZZE=F+-FA=F+—H At 31 December 2003 412,485 3,837 46,574 19,739 3,597 400,182 915,414
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NOTES TO THE FINANCIAL STATEMENTS

BE

—EE=FFTA=+—BIEFE L

For the year ended 31 December 2003

R (5 - RESERVES (Continued)
NN The Company
% 473 % 8
(Ktzta) RS ®E Rt A BmE
Share
premium Dividend  Accumulated
(Note a) reserve profits Total
FHT FHT FET FHET
HK$'000 HK$'000 HK$'000 HK$'000
R-ZZEZ_F—-H—H At 1 January 2002
—REM5I - as originally stated 562,435 - (7,127) 555,308
-REEERKXAR - proposed final dividend
e =+ declared after the
AEARE balance sheet date - 16,289 (16,289) -
— &5 — as restated 562,435 16,289 (23,416 555,308
REZHMNFHE Net profit for the year
(BfsEckd) (Notes ¢ & d) - - 25,327 25,327
BHzBRE Dividends set aside
(HI%E12) (Note 12) - 16,289 (16,289) -
BARRE Dividends paid
- —TT-FRHKRA — for 2001 final dividend - (16,289) - (16,289)
- T _FhfkA — for 2002 interim dividend - (8,145) - (8,145)
RZZT=_F+= E‘l‘*Ei At 31 December 2002
k—ZET=%—-H—H and 1 January 2003
(KI3Eb) (Note b) 562,435 8,144 (14,378) 556,201
REZHMNFHE Net profit for the year
(KfsEckd) (Notes ¢ & d) - - 7676 7,676
B zBRE Dividends set aside
(K3E12) (Note 12) - 19,739 (19,739) =
BENZZE2_F Dividends paid for
RER B 2002 final dividend - (8,144) - (8,144)
R=ZZT=F+=-A=+—H At31 December 2003
(KI3Eb) (Note b) 562,435 19,739 (26,441) 555,733
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NOTES TO THE FINANCIAL STATEMENTS

- BE

—ER=FF+-A=+—BItFE

For the year ended 31 December 2003

2. §

VEEE.
(@) REMSEBAADE(—ANNE
BATHR) - B4 % R DR T
ARABE -t EHRE D ERS
2B ADRBUNAE R EKBRE

REMNERIRER

(b) ARBEZAIHDIREEESERGD S
BERRZFEN RZTT=F+
ZA=+—8 ' ARAAEI KL
% B f+% 5 49555,733,0008 7T (=

— 4 : 556,201,000/7T) °

() BEEEMGFEIEL 7,676,000/
T (ZZTE -4 : 25,327,000 TT)

BN - ERARBFBERRAE
I o

(d) BREABERERNTHEMEL
HAOERBADANMNERRRE
RRBIEE] c RAFEE - ZERY
MACEHEBRARMEERE
£ 4£1,258,0008 L (ZE S =4F ¢
1,284,000 & 7T) B 5t ARA R 7] A
REEHMNFE -

EREITHEX 184480008 T (ZEF
—4F : 27,098,000 L) (EAZEFRE o
FBEAREAZEESEL S 18,448,000
BIL(ZTZ = F : 27,098,000 7T) °
ZEIMERN—ETILRERAME
SHEMBITE AT RES — LR o
FiA Ll @B R E MR E -

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

in the ordinary course of business.

(b) The Company's reserves available for distribution
comprise the share premium account and accumulated
profits. At 31 December 2003, the reserves of the
Company available for distribution to shareholders
amounted to approximately HK$555,733,000 (2002:
HK$556,201,000).

(c) The Group's profit attributable to shareholders included
profit of approximately HK$7,676,000 (2002:
HK$25,327000) which has been dealt with in the

financial statements of the Company.

(d) 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$1,258,000
(2002: HK$1,284,000) in respect of the arrangement
were included in the net profit for the year of the

Company.

22. BANKING FACILITIES
At 31 December 2003, the Group had banking facilities of
approximately HK$18,448,000 (2002: HK$27,098,000) for
trade finance. Unused facilities as at the same date amounted
to approximately HK$18,448,000 (2002: HK$27,098,000).
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.
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NOTES TO THE FINANCIAL STATEMENTS

BHE_TZT=F+_A=+—HLEFEL
For the year ended 31 December 2003

23. 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:

() BERSLRRBULRBEEFTZE (a) Capital commitments in respect of acquisition of
AEHE machinery and equipment and construction of buildings:
rEE
The Group
—ET=F —ET_F
2003 2002
FET FET
HK$'000 HK$'000
EREREFTLH Authorised and contracted for 60,124 46,145

(b) $ETFT\EH§M%'Zii‘@&$§$?§%

(b) Operating lease commitments for future minimum lease

RABAESENNZERESTKIEA payments under non-cancellable operating leases in
ﬁkﬁ%’ﬁﬂ? : respect of land and buildings which fall due as follows:
rEE

The Group
—ET=4F —ET_F
2003 2002
FHT FHT
HK$'000 HK$'000
—FR" Within one year 2,920 1,959
F_ZERF (BEERBWSE)  In the second to fifth year inclusive 3,394 3,857
hF% Over five years 11,452 12,006
17,766 17,822
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A HE_ZT=F T _A=ft—RALLFE

@wwwm .....................

s For the year ended 31 December 2003
2, gAY 24. SHARE OPTION SCHEME
BERARABDRRA—ANANF T A+ H Under the Company’s share option scheme approved by the
BHENRRARERESS - EFg0 shareholders of the Company on 14 October 1999, the
R—ANANFE+ATHBRETFARE directors may at their discretion, within a period of ten years
MASEEBESRDABERENE from 14 October 1999, make offers to full time employees
@ R EBRE AR E RS AT R] of the Group to take up options to subscribe for shares of
AR R E GG RERARNRG - B the Company subject to the terms and conditions stipulated.
T F R ARA E R AR No options were granted in 2002. Particulars of the share
o RAFEARE RER 2 BRER options granted and lapsed during the year and outstanding
RZEZE=F+_A=+T—HHKRT®E as at 31 December 2003 are as follows:
ZBREFBET
ARTROBE
Number of
shares issuable
R-_ZEE=F—HA—H Balance at 1 January 2003 =
A E A& Granted during the year 13,000,000
RAERKRB Lapsed during the year (6,500,000)
RZZEE=F+=ZA=1+—H Balance at 31 December 2003 6,500,000

I > 007 1¥0d3y TYNNNY




24,

B % ¥R AR MR

NOTES TO THE FINANCIAL STATEMENTS

BE-_TE=5+t-A=t-ALEE L~
For the year ended 31 December 2003

BREstB G 24. SHARE OPTION SCHEME (Continued)

RZBE=F+-A=+—H  BREE According to the terms of the share option scheme, share

MR e 21165 - BEARIERT R TSI HARR A options as at 31 December 2003 were exercisable within the

1T{E following period:

R B ABRITROME BRITHEE TR

Number of Exercise price

Date of grant shares issuable per share Exercisable period

—EE=F—F=+=H 6,500,000 1.10/8 7T —EE=F—fF=-+tHZE
—E—=F—-—A=+H
(MR 2 AR 2
500N Al — T E M
— B =+t HAT )

23 January 2003 HK$1.10 27 January 2003 to

26 January 2013
(Provided that 50% of
the options granted shall
not be exercised prior to

27 January 2004)
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NOTES TO THE FINANCIAL STATEMENTS

e BE

—ER=FF+-A=+—BItFE

For the year ended 31 December 2003

25. A TR G

25. RELATED PARTY TRANSACTIONS

(a) MW (FER)REEE A RIRIEF B0 (a) Particulars of amounts due from / (to) related companies
T 3 are as follows:
E The Group
—RR=F b St 3
2003 2002
REER REER
X5H X5H
BELR AR e Ed &BS£H FE W Ef BEEHE
Maximum Maximum
amount amount
owed to owed to
the Group the Group
Name of during during
related company Due from Dueto  the year Due from Dueto the year
TRT TRT TRT TRT TET TRT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BHZBRRE Wuxi Pan-Asia
MRERARA Environmental Protection
Technologies Limited 46 - 50 - (17) -
a&HTTRREE  Wuxi Pan-Asia High
ARAR Temperature Ceramics
Co., Ltd. - (46) - - (88) -
46 (46) - (105)

FEU, (FEAT) BAHE 1 R FRIA R MK
DR B REEE RN o

4

/N

BRERBITAREIRAEL
AEAERER

o

The amounts due from/(to) related companies are
unsecured, non-interest bearing and have no fixed terms

of repayment.

Jiang Quanlong or Qian Yuanying or their close relatives

have beneficial interests in these companies.
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BE-ZTZT=F+_A=+-BLFE L~
For the year ended 31 December 2003

25. BN ER 5 ()

(b) MAFE - NEEETTA TR

2 related party transactions:

(b) Durmg the year, the Group entered into the following

() AEEEAMNEFARESE

(i) The Group arranged export sales of its products

(it)

(iii)

(v)

AEENEEEEGR AR
ARV ERHEERLEAZE
RSN - BEFTEEE
ERAA A —HEFEBEAR
¥ HEREEBN% mA
IN0%ABEREZ THA < B
RENMBZEEREERE °
Fi B MEE AL O
EFA 51,746,000 BT (=
T T - F : 19,122,000%
7T) c HEMBEBAR QA
IEE AN R KB A R —
HEHARFKFE LT BERD AN
5%%/\ °

AEBE X4 204,000 7T
(ZZZ — 4 : 204,000/ 7T)
WS TERE-

REEE & 4 180,000% T
(ZZ T =4 : 239,000/ L)
MERTESZTERAMES
R A 7]

RNEBE Z14941,000% T
(ZZ T =% ; 806,000/ L)
W FEEZE28EEES
R A 7]

outside the PRC using the export quota of Yixing
Xinwei Group Co., Ltd. at no consideration. Yixing
Xinwei Group Co., Ltd. is a PRC domestic enterprise
90% owned by Jiang Quanlong and 10% owned
by a son of Jiang Quanlong. Jiang Quanlong is also
the legal representative of the enterprise. Export
sales handled through this arrangement amounted
to approximately HK$1,746,000 (2002:
HK$19,122,000). Yixing Xinwei Group Co., Ltd. also
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

(2002: HK$204,000) to Jiang Quanlong.

(iii) The Group sold materials of approximately

HK$180,000 (2002: HK$239,000) to Wuxi Pan-

Asia High Temperature Ceramics Co., Ltd.

(iv) The Group paid rent of approximately HK$94 1,000

(2002: HK$806,000) to Wuxi Pan-Asia High

Temperature Ceramics Co., Ltd.
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NOTES TO THE FINANCIAL STATEMENTS

A HE_ZT=F T _A=ft—RALLFE
For the year ended 31 December 2003

(0 ENEZFEFBAOT :

(c) Particulars of amounts due to directors are as follows:

rEE EQFE

The Group The Company
—ET=F —EETF —ET=F —EE_F
2003 2002 2003 2002
FAET FAT FAT FAET
HK$'000 HK$'000 HK$'000 HK$'000
R Jiang Quanlong 6,612 3,124 4,186 3,009
SIS Qian Yuanying 1,561 602 1,622 1,203
BRE Fan Yajun 263 411 684 635
8,436 4,137 6,492 4,847

ENEZFALEER - AEHFHE
R S B T R SRR

BER-_ZTMF-—A=Z+AAEARR
AREFIASGBEBHRAZR
172,500,0008% A B & 1.20/8 L 2 BHE &
#£207,000,000/ LRI IR 0 B 24T T — 1%
RIRER - (EAWERE RS ZE=AR
ZBERAR (—HEERBEFMEZHER
A Al ) K & ## %5 B Dynamic Goal
Worldwide Inc. (— &l £ 28 8 J& 2 B & sk ffft
K HBRAR) 2 2HBEETRG 2K
8 o

SN AR B ENEERA AR IE FRE
{B0.107% JT#Y & 3 A% 1,000,000,0004%

FA 100,000,000/ 7T 3 N = 200,000,000
BT ©

The amounts due to directors are unsecured, non-interest

bearing and have no fixed terms of repayment.

Pursuant to the resolutions passed on 29 January 2004 at an
extraordinary general meeting of the Company, 172,500,000
shares were issued at a price of HK$1.20 per share totalling
HK$207,000,000 to a controlling shareholder of the Company
in respect of the acquisition of the entire issued share capital
of Dynamic Goal Worldwide Inc., a limited company
incorporated in the British Virgin Islands, which in turn owns
the entire equity interest in Wuxi Pan-Asia High Temperature
Ceramics Co., Ltd., a limited company incorporated in the
PRC.

In addition, the authorised share capital of the Company was
increased from HK$100,000,000 to HK$200,000,000 by the
creation of 1,000,000,000 additional ordinary shares of
HK$0.10 each in the capital of the Company.



BE+-A=+—-BLEFE

For the year ended 31 December

—ET=F T ZITT-F ZTTTF -—hhrhr#F

2003 2002 2001 2000 1999

FAT FAT FAT FAT FAT

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

EHERE Turnover 457,077 467,663 617,808 558,231 447845

3 & BN Cost of sales (345,042) (363,610) (434,757) (367,455) (287,088)

EH Gross profit 112,035 104,053 183,051 190,776 160,757

B& %54 B A Profit before taxation 76,285 48,915 146,707 145,679 116,904

HiIE Taxation (9,246) (8,593) - - (32,745)
BRAERER Profit before minority

12 25 A g A interests 67,039 40,322 146,707 145,679 84,159

DB R Minority interests (461) 710 (4,493) (4,756) (2,992)

REZ @A FE  Net profit for the year 66,578 41,032 142,214 140,923 81,167

Rt+t=ZA=+—8”
As at 31 December

—EE=F ZTT=F ZITT-F ZTTTFE -—hhrhr#F

2003 2002 2001 2000 1999

FAT FAT FAT FAT FAT

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

B A E Current assets 699,178 675,834 591,636 452,631 323,035

EREEE Non-current assets 391,898 353,216 425,242 216,569 133,459

BEELE Total assets 1,091,076 1,029,050 1,016,878 669,200 456,494

mEaRE Current liabilities 78,397 75,266 79,081 102,445 92,490

knBEE Non-current liabilities - - = 34,320 39,339

BEMEE Total liabilities 78,397 75,266 79,081 136,765 131,829

DR RER Minority interests 15,820 15,359 16,069 11,582 6,229

EEFE Net assets 996,859 938,425 921,728 520,853 318,436

i Share capital 81,445 81,445 81,445 67,529 60,000

& Reserves 915,414 856,980 840,283 453,324 258,436

R Shareholders’ equity 996,859 938,425 921,728 520,853 318,436

TR CIEEERERERRANS /1'©
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AERBE-NANFT A=+ —HIEFEN
X BERAEMMERE  UBRTRARENA
RAIMBRENBERB A RS MER AR LT AT
ETzSEEANERS -

FINANCIAL SUMMARY

Note:

The results of the Group for the year ended 31 December 1999 have
been prepared on the merger basis of accounting to indicate the
results as a result of group reorganisation undertaken prior to the
listing of the Company's shares on The Stock Exchange of Hong Kong
Limited.











