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&% TURNOVER

Jr®PE4E %] PROFIT ATTRIBUTABLE TO SHAREHOLDERS

BE+T-_A=+—-HILEE BEBT k) BE+T-_A=+—HILEE BEBTT EE
For the year ended 31 December HK$'M  Change For the year ended 31 December HK$'M  Change
2002 468 24% 1 2002 41 71% |
2003 457 200 1 2003 67 63% T
2004 665 46% T 2004 120 80% T
2005 769 16% T 2005 130 9% T
2006 1,031 34% T 2006 209 61% T
Turnover “% % %5 Segment results 9 18 ¥4
HEBT HEBT
HK$'M HK$'M
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Refractory Products
2002 2003 2004 2005 2006 2002 2003 2004 2005 2006
2006 2005 2004 2003 2002
BEBTL % BEBT % BEET % BHEBT % BEBT %
HK$'M HK$'M HKS'M HK$'M HK$'M
S5 Turnover
# T EMIE Rare Earth Products 51% 345 4500 301 45% 208 46% 206 44%
fit A E @8 Refractory Products 499% 424 550 364 550 249 54% 262 56%
#5 Total 100% 769 100% 665  100% 457 100% 468 100%
PEELE Segment results
¥ L EMHE Rare Farth Products 380 49 29% 47 31% 16 20% 10 12%
it K B @ 8 Refractory Products 62% 18 71% 105 69% 67  80% 73 88%
@%E Total 100% 167 100% 152 100% 83 100% 83 100%
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CHAIRMAN’S STATEMENT

HEULRER :

AANBERREZGRAFIURRREZFER L
zlBERRAA ([ARAE] ) REKERA
(6% [A&H] ) BE-ZZRF+ A

ST -HUEZEFRERSE -

To Shareholders,

On behalf of the Board of Directors, | present
to you the annual results of China Rare Earth
Holdings Limited (the “Company”) and its
subsidiaries (together the “Group”) for the year
ended 31 December 2006.
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JIANG QUANLONG - Chairman

Driven by the rapid development of high-tech products and
consumer electronics, demand for rare earth products, especially
magnetic materials, surged in 2006. Apart from rising demand,
additional measures implemented by the Chinese Government
to regulate supply of rare earth protecting this important national
resource, have also sent rare earth product prices on constant
rise. As a result, the Group recorded significant growth in both

turnover and profit for the year under review.

The Group actively expanded its business in 2006. It forged
strategic alliances with one of the world's largest business
corporations General Electric Company (“General Electric") and
a major Korean fluorescent materials user. These moves are
expected to see the Group expand its downstream product
portfolio, improve production technology and open up more
export markets. The Group has a solid foundation for taking

those alliances further in the future.
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F F IR & ZE CHAIRMAN'S STATEMENT

In December 2005, the Group acquired Haicheng City Suhai
Magnesium Ore Co., Ltd. (“Suhai Magnesium”) in Liaoning, the
PRC and took the first step to enter the upstream business. The
deal has assured the Group's access to raw materials supply for its
refractory products and presented the Group with a new source of
profit for 2006. The Group will ride on Suhai Magnesium's
advantage of proximity to magnesium resources to develop high
purity magnesium grains business. Acquisition of land for building
related plant and setting up of production lines had been confirmed

and preliminary works have begun.

FINANCIAL RESULTS

As at 31 December 2006, the Group recorded a total turnover of
HK$1,031,082,000, 34% more than the HK$769,370,000 in 2005.
The turnover from rare earth products (including fluorescent
materials) was HK$522,110,000, 51% more than last year's
HK$345,243,000 and accounting for 519% of the Group's total
turnover. Refractory materials (including high temperature ceramics
and magnesium grains) brought in HK$508,972,000 in turnover,
20% more than the HK$424,127,000 recorded in the previous
year and accounting for 49% of the Group’s total turnover.
Operating in an overall favourable market environment, all business
segments reported gross profit growth, bringing the Group's gross

profit margin to about 29% against about 27% last year.

During the year under review, the Group made profit before taxation
of HK$274,075,000, a gain of 60% when compared to
HK$171,646,000 of last year. The turnover and net profit of Suhai
Magnesium, HK$68,408,000 and HK$20,215,000 respectively, were
reflected in the 2006 consolidated financial results for the first
time. After deducting taxation of HK$62,384,000, the Group's net
profit was HK$211,691,000, representing an increase of 61% over
last year's HK$131,625,000. Net profit margin was 21% against
17% in the previous year. Basic earnings per share for the year

were HK18.0 cents against last year's HK13.2 cents.
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DIVIDENDS

The Board has recommended the payment of a final dividend of
HK4 cents per share for 2006. Together with the interim dividend
of HK1 cent already paid, total dividend for the year was HK5
cents per share. Subject to the approval of shareholders at the
forthcoming Annual General Meeting to be held on 1 June 2007,
the final dividend will be paid on or before 15 June 2007 to

registered shareholders as at 1 June 2007.

The Register of Members will be closed from 29 May to 1 June
2007, both days inclusive. During this 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 Share Registrar in Hong Kong,
Computershare Hong Kong Investor Services Limited, for registration
not later than 4:00 p.m. on 28 May 2007.

BUSINESS REVIEW

Rare Earth Business

During the year under review, the Chinese Government continued
to implement a series of environmental protection and energy
conservation measures, and that drove a number of
small and sub-standard rare earth manufacturers out
of the consolidating market. Furthermore, helped by
other Government policies introduced during the
year to aid stable growth of the rare earth market
including reducing the export quota for rare earth,
restricting the output of rare earth mines and
imposing a 10% export tax on rare earth oxide products and
certain rare earth metals to restrict export of rare earth resources,
the market of rare earth products grew steadily and their prices
surged notably. Although total sales volume of the Group's rare
earth and downstream products was maintained at the 2005 level
of approximately 4,400 tonnes, total sales value surged 51% to
HK$522,110,000.
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In 2006, driven by the rapid growth of industries that consume
magnetic materials, demand for praseodymium, neodymium,
terbium and dysprosium rose and so did their prices. The average
prices of praseodymium oxide and dysprosium oxide in 2006
increased by about 70% as compared with 2005, while the price
of neodymium oxide surged more than one fold. These four rare
earth elements accounted for about half of the sales
amount of the Group’s rare earth business. With
customers having stocked up on lanthanum and
cerium, prices of the two products remained low
and they together accounted for only about 5% of
the Group's rare earth sales in 2006. Growing global
awareness of the need to protect the environment
boosted the demand for the mixture of yttrium and europium
which used in energy-saving lighting products. Its sales volume
went up about 50% as compared with 2005. The sales volume of
fluorescent materials also increased by about 50%. The sales price
of fluorescent materials rose about 10%, but benefiting from
economy of scale, the gross profit margin of these products

increased to over 30%.

Regarding production cost, the Chinese Government has tightened
control on rare earth resources supply and stepped up regulation
and restrictions on mining of mineral resources. Protectionism of
the two major rare earth sources in Jiangxi and Baotou respectively
also led to tense supply and in turn continuous rise in prices of
rare earth ores. As a result, the average price of various rare earth
ores increased by between 20% and 80% when compared with
2005. With economy of scale advantage, good relationship with
suppliers and preparation well in advance, the Group was able to
secure ore supply and maintain normal operation. However, with
rise in product prices partially offset by increase in raw materials
costs, the gross profit margin of the Group's rare earth business

segment only increased to approximately 19%.

As for business performance by market, all the Group’s different
markets reported growth in sales. However, as demand in the PRC
for magnetic materials and fluorescent materials surged very rapidly,
the PRC market climbed to about 78% of the Group's rare earth

sales.
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Refractory Materials Business

The Group's refractory materials business made progress in terms
of perfecting its product profile, with higher margin products such
as high temperature ceramics and magnesium grains accounting for
a higher proportion of sales. During the year, the Group sold around
52,000 tonnes of ordinary refractory materials, 26,000 tonnes of
high temperature ceramics and 31,000 tonnes of fused magnesium
grains. The turnover of the segment increased by 20% and
reached HK$508,972,000. Fused magnesia-chrome bricks,
alumina-graphite bricks and unshaped casting materials
continued to be the major products of the Group's ordinary
refractory materials, which together accounted for turnover of
over HK$150 million. Concerning production costs, the prices
of major raw materials, including zircon grains, magnesium grains
and chrome concentrates were relatively stable. The gross profit
margin of ordinary refractory materials, high temperature ceramics
and fused magnesium grains were 34%, 42% and 48%, respectively.

Gross profit margin of the whole segment increased to 38%.

Regarding business performance by market, turnover of
refractory materials from Japan increased by about 20% and
from Europe increased by over 200% to more than HK$10
million. However, since the Group sells its high temperature
ceramics and fused magnesium grains products mainly to the
domestic market, the increase in turnover share of these
products resulted in the incresae in share of the PRC market to
account for about 80% of the total sales of refractory materials,
while turnover share from Japan and Europe increased slightly and

together accounted for the remaining 20%.

PROSPECTS

Along side the booming global economy, rare earth technology and
applications have continued to develop and expand. Market demand
for downstream products of rare earth oxide is also increasing quickly.
To encourage rare earth suppliers to supply more high value-added
rare earth products, the Chinese Government has imposed strict
control on rare earth mining and export quotas on rare earth
products. These measures will keep rare earth product prices on

constant rise in the next few years. The Group will continue to
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enhance its rare earth products, especially in the production of
value-added downstream rare earth products, to help it capture
existing market opportunities. It targets to increase the proportion of
downstream rare earth products from less than 20% at present to

50% of the turnover of rare earth products in a few years.

Taking fluorescent materials as an example, the Chinese
Government's support of energy saving and environmental
protection projects and promotion of energy-saving lightings in the
advent of the 2008 Beijing Olympics, the plan to
replace conventional light bulbs with energy-saving
ones in Australia by 2010 and the resolution of
European Union countries in March this year to replace
traditional light bulbs by energy-saving ones for
household use by 2009 will all translate into rising
demand for fluorescent materials. Thus, the Group is very optimistic
about the prospects of the product type and will continue to

invest in facilities to grow this segment.

The Group is actively pursuing research on other
value-added downstream rare earth products including
catalysts for automobile exhaust gas treatment, which
poses immense market potential, and will strive to

launch new products as soon as possible.

In recent years, many multinational enterprises have moved their
production bases to China. Some of them are in strategic
cooperation with Chinese enterprises to enjoy cost advantage and
convenience in tapping the lucrative Chinese market. To fully capture
emerging opportunities, the Group has been actively exploring
cooperative opportunities with other multinational enterprises after
it formed strategic alliance with General Electric early last year.
Such endeavors will enhance the Group’s market competitiveness
and allow it to diversify and expand its business scope. The Group
will also continue to look for opportunities to invest in rare earth

mines so as to speed up creation of a vertical industrial chain.

As for the refractory materials business, apart from allocating more
resources into developing existing business, the Group will also

strive to diversify the segment’s product offerings and broaden the
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range of advanced refractory materials products. Riding on its
subsidiary Suhai Magnesium’s fused magnesium grains business,
the Group will develop high purity magnesium grains business.
Construction of the new plant will be in three phases to take place
over two to three years with total investment estimated at around
HK$400 million to HK$500 million. Construction of phase one of
the plant had begun with production scheduled for the end of
2007. The planned annual production capacity of phase one will
reach 50,000 tonnes of high purity magnesium grains. Upon the
completion of the second and third phases subject to the market
demand after the first phase is completed, the total annual production
capacity of the new plant will be as high as 150,000 tonnes. This
will enable the Group to secure stable supply of raw materials for
its refractory materials business, and thus effectively control costs.
Since the gross profit margin of high purity magnesium grains is
higher than the ordinary refractory materials, the new production

line is set to become a significant income source of the Group.

Apart from the above large-scale investment project, the Group will
continue to enhance its production facilities. For rare earth business,
the new pure water production workshop was completed and
commenced operation in the first quarter of 2007. This facility will
provide pure water for use in the separation of rare earth at low
cost. Furthermore, construction of a new workshop for crushing raw
materials of refractory products will be completed in mid 2007,
which will also help improve the Group's production efficiency and

save cost.

PUBLIC RELATIONS

The Group recognises the importance of running a highly
transparent operation and maintains two-way communication with
investors and analysts. It meets with fund managers and analysts
regularly to keep them up-to-date on the Group's financial and
other information. It also distributes its annual and interim reports
with detail information of its business to shareholders, analysts
and any interested parties. The Group is also in regular contact
with the media and dispatch news releases, circulars and other
public information in a timely manner to them, detailing information
of the Group’s latest business development and plans. In doing
so, the Group is able to keep the public informed of the status of

its operation and enhance communication with the community.
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PLACING OF SHARES

The Company conducted two fund raising activities in 2006. In
March and April 2006, the Company placed 197,390,000 new
shares at HK$1.38 per share after which the total number of
issued shares of the Group was increased to 1,184,343,059 with
public float increased to over 49%. The net proceeds from the
placing intended for general capital use amounted to approximately
HK$264,120,000.

In November 2006, the Company entered into an agreement to
place 236,800,000 new shares at HK$1.46 per share after which
the total number of issued shares of the Group was increased to
1,421,143,059 with public float increased to approximately 589%.
The net proceeds from the placing amounted to approximately
HK$330,910,000, approximately 70% will be for investing into the
construction of the high purity magnesium grains production facility
and the balance will be used as general working capital of the
Group. As at 31 December 2006, the Group had invested HK$120

million in the high purity magnesium grains project.

LIQUIDITY AND FINANCIAL RESOURCES

After two placing activities, the Group's liquidity improved markedly.
The Group had cash and all bank balances of approximately
HK$763,414,000 as at 31 December 2006, of which bank deposit
valued at HK$99,790,000 was pledged as guarantee for banking
facilities and upon which a bank loan of RMB95,000,000 was
obtained. The Group had net current assets of approximately
HK$1,327,318,000 as at the end of the year. Total liabilities to

total assets ratio was 9%.

Apart from the deposit pledged as stated above, the Group had

no other charge on assets. There is no material contingent liability.
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F F IR & ZE CHAIRMAN'S STATEMENT

The Group was not exposed to material interest rate risk. Regarding
foreign exchange, most of the Group’s assets, liabilities and
transactions are denominated in Renminbi, while some are in US
dollars or Hong Kong dollars. As the exchange rate of US dollars
and Hong Kong dollars were relatively stable and export sales
settled in US dollars usually has shorter collection period, the
Group was not exposed to material foreign exchange risk despite
appreciation of the Renminbi. On the contrary, the Group had an
exchange gain upon translation of the financial statements into HK

dollars.

STAFF AND REMUNERATION

As at 31 December 2006, the Group had a workforce of
approximately 1,500 including young graduates and experienced
professionals. The Group adopts a comprehensive staff
remuneration and welfare system, including share option scheme,
to motivate staff to contribute to the Group. During the year,
approximately HK$26,829,000 was incurred in staff costs including
directors’ emoluments. The Group also provided regular staff training

and recruited new talents to maintain competitiveness.

APPRECIATION

The Group is able to report success because of the hard work of
its staff and the unwavering support and trust of shareholders,
investors, customers, suppliers and business partners over the years.
On behalf of the Board and the management, | give my heartfelt

thanks to them all.

Jiang Quanlong

Chairman

Hong Kong, 18 April 2007
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DIRECTORS AND SENIOR MANAGEMENT PROFILE

EXECUTIVE DIRECTORS

Mr Jiang Quanlong, aged 54, is a founding member and the
chairman of the Group. Mr Jiang is responsible for the formulation
of the Group's overall business development policies. Mr Jiang is
recognised as a senior economist by Jiangsu Provincial Personnel
Department. Mr Jiang has over 20 years of experience in the rare
earth and refractory materials industry. 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 47, is a founding member and the deputy
chairman of the Group. Ms Qian is also the chief executive officer
of the Group. Ms Qian is responsible for the overall management
of the Group and has particular responsibility for the marketing
aspect of the Group's business. Ms Qian is recognised as a senior
economist by Jiangsu Provincial Personnel Department, and she is
also qualified as a Chinese Career Manager. Ms Qian has over 15
years of experience in the rare earth and refractory materials
industries. Prior to the founding of the Group, Ms Qian was a high
school teacher. Ms Qian is the wife of Mr Jiang Quanlong, the

chairman of the Group.

Ms Xu Panfeng, aged 42, joined the Group in 1987 and was
appointed as an executive director in August 2005. Ms Xu is
responsible for the sales of rare earth business. Ms Xu has extensive

experience in production and marketing of rare earth industry.

Mr Jiang Cainan, aged 48, joined the Group in 1986 and was
appointed as an executive director in August 2005. Mr Jiang is
also the general manager of Yixing Xinwei Refractory Materials
Company Limited. Mr Jiang is responsible for the operation of the
refractory materials business. Mr Jiang has over 20 years of

experience in refractory materials industry.
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DIRECTORS AND SENIOR MANAGEMENT PROFILE

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr Liu Yujiu, aged 73, joined the Group in 1999 as an independent
non-executive director of the Company. 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 42, joined the Group in 2001 as an
independent non-executive director of the Company. Mr Huang is
the deputy chairman of a listed company in Hong Kong and served
as chief financial officer of that company from 2000 to 2004. Mr
Huang is Ph.D of Marketing and MBA of University of Strathclyde.
Mr Huang was previously China analyst of HSBC Securities Asia
Ltd and a senior investment analyst of China Research of CLSA

Emerging Markets.

Mr Jin Zhong, aged 55, joined the Group in 2004 as an
independent non-executive director of the Company. Mr Jin
graduated from the Faculty of Material Engineering of Wuhan Steel
College, specializing in refractory studies. Mr Jin was previously
the deputy chief engineer of the head factory of Guiyang City
Refractory Materials Factory.

COMPANY SECRETARY

Mr Law Lap Tak, aged 37, 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
Institute of Certified Public Accountants and The Association of
Chartered Certified Accountants. Prior to joining the Group, Mr
Law was with an international accounting firm in Hong Kong for

over 7 years.
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DIRECTORS AND SENIOR MANAGEMENT PROFILE

SENIOR MANAGEMENT

Mr Lou Jixiang, aged 55, 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 Yu Zhengming, aged 71, 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 38, joined the Group in 1998. 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 30, 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 45, joined the Group in 2004. Mr Wang
is the general manager of Wuxi Xinwei High Temperature Ceramics
Company Limited and is responsible for the operation of the high
temperature ceramics business. Mr Wang has over 10 years of

experience in administrative management and sales aspects.

17
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Mr Jiang Jieping, aged 50, joined the Group in 2005. Mr Jiang is
the general manager of Haicheng City Suhai Magnesium Ore
Company Limited and is responsible for the operation of
magnesium grains business. Mr Jiang has extensive experience in

production management and financial management.

Mr Zhao Jianwen, aged 40, joined the Group in 1987. Mr Zhao is
the head of technology department of the Yixing Xinwei Leeshing
Rare Earth Company Limited. Mr Zhao has over 10 years of

experience in rare earth industry.

Mr Chen Liangping, aged 59, 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 64, 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 extensive experience in production and

administration of refractory materials.
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CORPORATE GOVERNANCE PRACTICES

The Company is committed to the establishment of good corporate
governance practices and procedures. The Company has adopted
its own code of corporate governance based on the principles and
code provisions as set out in the Code on Corporate Governance
Practices (the "CG Code") contained in Appendix 14 of the Rules
Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited (the “Listing Rules”). During the year ended 31
December 2006, the Company has complied with the code

provisions set out in Appendix 14 of the Listing Rules.

DIRECTORS' SECURITIES TRANSACTIONS

The Company has adopted a code of conduct regarding securities
transactions by directors on terms no less exacting than the required
standard set out in Appendix 10 of the Listing Rules. Having made
specific enquiry, the Company confirms that all directors have
complied with the required standards as stated in the code

throughout the year ended 31 December 2006.

BOARD COMPOSITION

The Company is governed by a Board of directors which is
responsible for directing and supervising its affairs and oversight
of the Group’s businesses, strategic decision and performance.
Execution of the Board's decisions and daily operations are
delegated to the management. Throughout the year, the Board
comprises four executive directors and three independent non-

executive directors as follows:

Executive directors: Mr Jiang Quanlong (Chairman), Ms Qian
Yuanying (Deputy Chairman and Chief Executive Officer), Ms Xu

Panfeng and Mr Jiang Cainan.

Independent non-executive directors: Mr Liu Yujiu, Mr Huang
Chunhua and Mr Jin Zhong.
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BOARD COMPOSITION (Continued)
The Board held seven meetings during the year. Details of the

attendance are as follows:

Director Attendance
Jiang Quanlong 7/7
Qian Yuanying 7/7
Xu Panfeng 7)7
Jiang Cainan 7/7
Liu Yujiu 7/7
Huang Chunhua 7/7
Jin Zhong 7/7

TRAINING FOR DIRECTORS

Each newly appointed director receives comprehensive, formal
and tailored induction on the first occasion of his/her appointment,
so as to ensure that he/she has appropriate understanding of the
business and operations of the Company and that he/she is fully
aware of his/her responsibilities and obligations under the Listing

Rules and relevant regulatory requirements.

There are also arrangements in place for providing continuing
briefing and professional development to directors whenever

necessary.

PRACTICES AND CONDUCT OF MEETINGS
Notices of regular Board meetings are served to all directors at
least 14 days before the meetings. For other Board and committee

meetings, reasonable notice is generally given.

Board papers together with all appropriate, complete and reliable
information are sent to all directors at least 3 days before each
Board meeting or committee meeting to keep the directors apprised
of the latest developments and financial position of the Company
and to enable them to make informed decisions. The Board and
each director also have separate and independent access to the

senior management whenever necessary.
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CORPORATE GOVERNANCE REPORT

PRACTICES AND CONDUCT OF MEETINGS (Continued)
The Company Secretary is responsible to take and keep minutes
of all Board meetings and committee meetings. Draft minutes are
normally circulated to directors for comment within a reasonable
time after each meeting and the final version is open for directors’

inspection.

According to current Board practice, any material transaction, which
involves a conflict of interests for a substantial shareholder or a
director, will be considered and dealt with by the Board at a duly

convened Board meeting.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Although Mr Jiang Quanlong, the Chairman of the Board, is the
husband of Ms Qian Yuanying, the Chief Executive Officer, their
roles and responsibilities are separated. The Chairman is responsible
for the formulation of the Group's overall business development
policies while the Chief Executive Officer is responsible for the

overall management of the Group’s business.

INDEPENDENT NON-EXECUTIVE DIRECTORS

The independent non-executive directors of the Company are highly
skilled professionals with expertise and experience in the field of
financial management and businesses related to the Group. They
advise the Company on strategy development and enable the
Board to maintain high standards of compliance of financial and
other mandatory reporting requirements and provide adequate
checks and balances to safeguard the interests of shareholders
and the Company as a whole. Each of the independent non-
executive directors has entered into a service contract with the
Company for a term of two years. The Company has received
written confirmations from all independent non-executive directors
concerning their independence. The Board considers that all of

them are independent.
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CORPORATE GOVERNANCE REPORT

AUDIT COMMITTEE

The audit committee comprises all independent non-executive
directors of the Company, namely, Mr Liu Yujiu, Mr Huang Chunhua
and Mr Jin Zhong. The committee is chaired by Mr Liu Yujiu. The
audit committee has held regular meetings during the year and it
has reviewed the accounting principles and practices adopted by
the Company and discussed auditing, internal control and financial
reporting matters, including the review of the interim and annual

results of the Company for the year.

The terms of reference of the audit committee, which are in
compliance with the CG Code are available from the Company

Secretary upon request from any shareholders of the Company.

During the year, there were two audit committee meetings.

Attendance of the directors were as follow:

Director Attendance
Liu Yujiu 2/2
Huang Chunhua 2/2
Jin Zhong 2/2

REMUNERATION OF DIRECTORS

The remuneration committee comprises Mr Jiang Quanlong, the
Chairman of the Board, and all independent non-executive directors
of the Company, namely, Mr Liu Yujiu, Mr Huang Chunhua and Mr
Jin Zhong. The committee is chaired by Mr Jiang Quanlong.

The principal function of the remuneration committee is to make
recommendations to the Board of directors on the Company's
policy and structure for the remuneration of directors and senior

management, and to review their specific remuneration package.

The terms of reference of the remuneration committee, which are
in compliance with the CG Code are available from the Company

Secretary upon request from any shareholders of the Company.
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CORPORATE GOVERNANCE REPORT

REMUNERATION OF DIRECTORS (Continued)
During the year, there was one remuneration committee meeting.

Attendance of the directors were as follow:

Director Attendance
Jiang Quanlong 1/1
Liu Yujiu 1/1
Huang Chunhua 1/1
Jin Zhong 1/1

During the meeting, the remuneration committee reviewed the
remuneration policy and recommended the remuneration packages

of directors.

NOMINATION OF DIRECTORS

The Company does not have a nomination committee at present.
According to the Articles of Association of the Company, the Board
of directors has the power to appoint any person as a director
either to fill a causal vacancy or as an addition to the Board. The
nomination should be taken into consideration of the nominee’s
qualifications, ability and potential contributions to the Company.
The Board considers that the current Board composition is

appropriate.

ROTATION OF DIRECTORS

Pursuant to the special resolutions passed at the annual general
meeting held on 15 June 2006, the Company amended the Articles
of Association to specify that every director should be subject to
retirement by rotation at least every three years. At the forthcoming
annual general meeting, Mr Jiang Quanlong, Ms Qian Yuanying

and Mr Huang Chunhua will retire by rotation.

AUDITORS’ REMUNERATION

During the year, the remuneration in respect of statutory audit
services (including interim review) provided by the auditors of the
Company was HK$1,420,000. There was no other non-audit service

provided by the auditors.
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CORPORATE GOVERNANCE REPORT

DIRECTORS’ RESPONSIBILITIES ON THE FINANCIAL
STATEMENTS

It is the directors’ responsibility for the preparation of financial
statements which give a true and fair view of the state of affairs of
the Group and the results and cash flows for each financial period.
In preparing the financial statements, the directors have to ensure
that appropriate accounting policies are adopted. The financial

statements are prepared on a going concern basis.

INTERNAL CONTROLS

The Board has overall responsibility for maintaining an adequate
system of internal controls of the Group and for reviewing its
effectiveness. The Board has delegated to the management the
implementation and evaluation of the system of internal controls.
With the assistance of an external advisor, the Group has conducted
a review of the effectiveness of the Group’s system of internal
control and reported the key findings to the audit committee. The
review covers major and material controls in areas of financial,
operational and compliance controls and risk management

functions.

SHAREHOLDER RIGHTS AND INVESTOR RELATIONS

The rights of shareholders and the procedures for demanding a
poll on resolutions at shareholders’ meetings are contained in the
Company's Articles of Association. Details of such rights and
procedures are included in all circulars to shareholders convening
shareholders’ meetings and will be explained during the
proceedings of meetings. Whenever voting by way of a poll is
required, the detailed procedures for conducting a poll will be

explained.

Poll results will be posted on the websites of the Company and of

The Stock Exchange of Hong Kong Limited.

The general meetings of the Company provide an opportunity for
communication between the shareholders and the Board. The
Chairman of the Board as well as chairmen of the audit committee
and remuneration committee, or in their absence, their duly
appointed delegates are available to answer questions at the

shareholders’ meetings.
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CORPORATE GOVERNANCE REPORT

SHAREHOLDER RIGHTS AND INVESTOR RELATIONS
(Continued)
Separate resolutions are proposed at shareholders’ meetings on

each substantial issue, including the election of individual directors.

The Company continues to enhance communications and
relationships with its investors. Designated senior management
maintain regular dialogue with institutional investors and analysts
to keep them abreast of the Company’s developments. Enquiries

from investors are dealt with in an informative and timely manner.

To promote effective communication, the Company also maintains
a website at www.creh.com.hk, where extensive information and
updates on the Company’s business developments and operations,

financial information and other information are posted.
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DIRECTORS REPORT

The directors have pleasure in presenting their annual report and
the audited financial statements of China Rare Earth Holdings
Limited (the “"Company”) and its subsidiaries (the “Group”) for
the year ended 31 December 2006.

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 30

to the consolidated financial statements.

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

6 to the consolidated financial statements.

RESULTS AND APPROPRIATIONS
The results of the Group for the year ended 31 December 2006
are set out in the consolidated income statement on page 42 of

the annual report.

An interim dividend of HK 1 cent per share was declared and paid
to the shareholders during the year. The directors recommend the
payment of a final dividend of HK4 cents per share for the year
ended 31 December 2006 to the shareholders on the Register of
Members on 1 June 2007.

DISTRIBUTABLE RESERVES OF THE COMPANY

The Company's reserves available for distribution comprise the
share premium account and accumulated profits. As at 31
December 2006, the reserves of the Company available for
distribution to shareholders amounted to HK$1,295,291,000.
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DIRECTORS REPORT

FINANCIAL SUMMARY
A summary of the results of the Group for the past five financial
years ended 31 December 2006 is set out on page 100 of the

annual report.

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 during the year are set

out in Note 16 to the consolidated financial statements.

SHARE CAPITAL
Details of the authorized and issued share capital of the Company
as at 31 December 2006 are set out in Note 25 to the consolidated

financial statements.

BORROWINGS
Details of the bank borrowings of the Group as at 31 December
2006 are set out in Note 24 to the consolidated financial

statements.

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

Note 11 to the consolidated financial statements.
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DIRECTORS REPORT

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)
Ms Xu Panfeng

Mr Jiang Cainan

Independent non-executive directors
Mr Liu Yujiu

Mr Huang Chunhua

Mr Jin Zhong

In accordance with Articles 108(A) and (B) of the Company’s
Articles of Association, Mr Jiang Quanlong, Ms Qian Yuanying and
Mr Huang Chunhua will retire by rotation from the Board at the
forthcoming annual general meeting and being eligible, offer

themselves for re-election.

As at 31 December 2006, none of the directors has a service
contract with the Company which is not determinable by the
Company within one year without payment of compensation other

than statutory compensation.
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DIRECTORS' INTERESTS AND SHORT POSITIONS

As at 31 December 2006, the interests and short positions of the
directors and chief executive of the Company and their associates
in the shares, underlying shares and debentures of the Company
and its associated corporations as recorded in the register kept by
the Company pursuant to Section 352 of the Securities and Futures
Ordinance (“SFO") or as otherwise notified to the Company and
The Stock Exchange of Hong Kong Limited (the “Stock Exchange”)
pursuant to the Model Code for Securities Transactions by Directors

of Listed Issuers were as follows:

1. RADARDER 1. Interests in shares of the Company
EARRATE BT
BE BEUE 55 gk 4= RAWE 7
% to the issued
Number of share capital
Director Nature of interest / Capacity Shares of the Company
BREE @B Em,/ ERAZES 595,200,000 41.88%
(Ky&t)
Jiang Quanlong Interest of spouse/Interest of 595,200,000
controlled corporation (note)
# TR EFEZARILA 595,200,000 41.88%
(K at)
Qian Yuanying Founder of a trust 595,200,000
(note)
BRE EmfEE A 2,268,000 0.16%
Huang Chunhua Beneficial owner 2,268,000
B st - Note:

ZEMRMD THERYY Holdings Limited$s
B A2HBE BTRAAYY Trustf) X 5E
AYYT Limitedfi 458 » M@ ARER
BEENEBETRLZIRATFLEE
EBOAR - REHRPEGEDEXVE
ZEEBITLE LT RYY Trusti) Bz A o
¥ RS BYY Holdings Limited 8 i —
Bxo

These shares are held through 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. Ms Qian Yuanying is a founder of
YY Trust within the meaning under Part XV of the SFO. Mr
Jiang Quanlong is the sole director of YY Holdings Limited.
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Interests in shares, underlying shares or equity interests
in associated corporations

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

HZDE B BT
RiERREHE BAFRZRDERNE D

% in the class of
shares in the issued

Number and class of share capital

Director Capacity issued shares of the Company
%R EE BB A BREEBRLTRD 70%
7,000,0008%

Jiang Quanlong Beneficial owner

TR BEaEE A

Qian Yuanying Beneficial owner

7,000,000 non-voting

deferred shares

BT ERETRGD 30%
3,000,000 %
3,000,000 non-voting

deferred shares

(b) EEFEHFAKTELERLE (b)  Yixing Xinwei Leeshing Rare Earth Company Limited
=23 BHEMEE 56 RAEZE D
Director Nature of interest/Capacity % equity interest

& oREE RERNF 2R 5%

Jiang Quanlong

Interest of controlled corporation

Mt

ZERRDEBERNEERSA
RARHE - ZPEEEHRBER
BEEEHAIOWEZ B TH
100EEREFIHE - BELER
REEEHEERRA -

Note:

The equity interest is held by Yixing Xinwei Group Co.,
Ltd., a PRC domestic enterprise 90% owned by Mr
Jiang Quanlong, with the remaining 10% owned by
his son. Mr Jiang is also the legal representative of the
enterprise.
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YY Holdings Limited

HZLE BT

-2 BEHE 515 EBRITROHBE BRAFZROENNE DL

% in the class of

shares in the issued

Nature of interest/ Number of issued share capital

Director Capacity shares of the Company

BT R EFEZARILA TEBD IR 100%
Qian Yuanying Founder of a trust 1 ordinary share

TR EREZ RS A 18 55 B £7 25,000 % 100%
Qian Yuanying Founder of a trust 25,000 preference
shares

R RELAZER TiER M 18R 100%
Jiang Quanlong Interest of 1 ordinary share

controlled corporation
BaRRE XEARZER 18 55 I £7 25,000 % 100%

Jiang Quanlong

et

Interest of

controlled corporation

25,000 preference

shares

Note:

B Lt B S

YY Holdings Limited#) 2 &8 2 317
BE AR B YY Trust®) 3 AYYT
Limited TR A - MEX A RE
REFENEBETIRZTRAE
FTRE2EBBHAT - BEEHR
HEGIEXNVHZERETRL
TAYY Trusth) B3 A © R EE
JHEBYYT Limited M) i — & 5 »

R-FFAF+A=+—

A REESFIAERFI526MFEL
BRMAME  BEARFTESRITHAHK
HEB A TR AR R R AR QR 2B -
B REFFAERKG /R A TAEDRIR

A

B

The entire issued share capital of YY Holdings Limited
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. Ms Qian Yuanying is a
founder of YY Trust within the meaning under Part XV
of the SFO. Mr Jiang Quanlong is the sole director of
YYT Limited.

Save as disclosed above, as at 31 December 2006, none of the
directors or chief executive of the Company and their associates
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.
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DIRECTORS REPORT

SHARE OPTION SCHEME

On 4 June 2004, the shareholders of the Company approved the
termination of the share option scheme adopted on 14 October
1999 (the "Old Scheme”) and the adoption of a new scheme
(the “New Scheme”) for the purpose of coping with the
amendments introduced to Chapter 17 of the Rules Governing
the Listing of Securities on the Stock Exchange (the “Listing Rules”).
Upon the termination of the Old Scheme, no further options would
be offered pursuant to the Old Scheme but the Old Scheme
would in all other respects remain in force to the extent necessary
to give effect to the exercise of the outstanding options granted
under it prior to its termination, and such outstanding options will
continue to be valid and exercisable in accordance with the

provisions of the Old Scheme.

The major terms of the New Scheme are as follows:

1. The purpose of the New Scheme is to enable the Group
to grant options to the eligible participants as incentives or

rewards for their contribution to the Group.

2. The eligible participants included any employee (whether
full-time or part-time, including any executive director), any
non-executive director, any shareholder, any supplier and
any customer of the Company or any of its subsidiaries or
any entity in which any member of the Group holds any
equity interest, and any party having contribution to the

development and growth of the Group.

3. Under the New Scheme, the total number of shares
available for issue is 98,695,305 which represents
approximately 10% of the issued share capital of the

Company as at the date of adoption of the New Scheme.

4. The maximum entitlement of each participant under the
New Scheme in any 12-month period should not exceed
1% of the issued share capital of the Company for the

time being.
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The exercisable period of an option granted may be
determined by the directors and which should not end

later than 10 years after the date of offer.

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

The exercise price may be determined by the directors
provided that it should not be less than the highest of:

0) the closing price of the shares of the Company as
stated in the Stock Exchange's daily quotation sheet

on the date of offer;

(i)  the average closing price of the shares of the
Company as stated in the Stock Exchange’s daily
quotation sheets for the five business days

immediately preceding the date of offer; and
(i) the nominal value of a share of the Company.
The New Scheme is valid and effective for a period of 10

years from 18 June 2004, the date of the New Scheme
adopted.

During the year, no option was granted, exercised, cancelled or

lapsed under the Old Scheme or the New Scheme.
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Details of options which have been granted under the Old Scheme

i ARTR s BREFBOT and remain outstanding as at 31 December 2006 were as follows:
BREHE
Number of options

RZBERF RIBEREF

wEA RHBH TEE —A—BEAE tZA=+t—-HHA
Held at Held at

Grantee Date of grant Exercise price 1 January 2006 31 December 2006
8T
Employees
At —TE=F-A-+=ARH 1108 T 1,500,000 1,500,000
In aggregate 23 January 2003 HK$1.10

B zEREZATERA-_SS=F—A=
TtHEZZ—=F—A=+H EELZ
B 2500 TR —ETNF—-—A=++H
RITT{E ©

B B EESN  FRAARBREME D ABE
SEEMEREARR ZEMESLITHAER
FEEBIAD TR FREBALRAF K
EREMAEAEBZRNKEFMESHEZ
B &8k

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.

Save as disclosed above, at no time during the year was the
Company or any of its subsidiaries a party to any arrangement,
which enable any of the directors or chief 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.
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SUBSTANTIAL SHAREHOLDERS’' INTERESTS AND
SHORT POSITIONS

So far as is known to the directors, as at 31 December 2006, 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, was holding 595,200,000 shares
of the Company, representing approximately 41.88% of

the issued share capital of the Company as beneficial owner.

2. YYT Limited was deemed to be interested in 595,200,000
shares of the Company held by YY Holdings Limited the
entire issued share capital of which is held by YYT Limited.

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 2006.
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DIRECTORS' INTERESTS IN CONTRACTS

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$212,000.

During the year, the Group paid approximately HK$52,000 as a
compensation to Wuxi Pan-Asia Environmental Protection
Technologies Limited, a related company in which Ms Qian Yuanying

has beneficial interests, for the use of an office premises.

Save as disclosed above and in Note 28 to the consolidated
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.
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MAJOR CUSTOMERS AND SUPPLIERS
The percentages of sales and purchases for the year attributable

to the Group’s major customers and suppliers are as follows:

Sales

— the largest customer 9%
— five largest customers combined 28%
Purchases

— the largest supplier 22%
— five largest suppliers combined 47%

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.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company
and within the knowledge of the directors, the Company has
maintained sufficient public float as required under the Listing

Rules during the year.
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AUDITORS

Messrs. Ho and Ho & Company, who acted as the auditors of the
Company since 2003, joined ShineWing Certified Public
Accountants in China in 2005. As a result, SHINEWING (HK) CPA
Limited was established and it replaces Messrs. Ho and Ho &
Company as the auditors of the Company with effect from 17
November 2005.

SHINEWING (HK) CPA Limited retires and, being eligible, offers
itself for re-appointment. A resolution to reappoint SHINEWING
(HK) CPA Limited as auditors of the Company will be proposed at

the forthcoming annual general meeting.

On behalf of the Board
Jiang Quanlong

Chairman

Hong Kong, 18 April 2007
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SHINEWING (HK) CPA Limited
20/F., Shui On Centre
6-8 Harbour Road, Hong Kong

TO THE SHAREHOLDERS OF
CHINA RARE EARTH HOLDINGS LIMITED
(incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of China
Rare Earth Holdings Limited (the “"Company”) and its subsidiaries
(collectively referred as the “Group”) set out on pages 42 to 99,
which comprise the consolidated balance sheet as at 31 December
2006, the consolidated income statement, the consolidated
statement of changes in equity and the consolidated cash flow
statement for the year then ended, and a summary of significant

accounting policies and other explanatory notes.

DIRECTORS' RESPONSIBILITY FOR THE CONSOLIDATED
FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation
and the true and fair presentation of these consolidated financial
statements in accordance with Hong Kong Financial Reporting
Standards issued by the Hong Kong Institute of Certified Public
Accountants and the disclosure requirements of the Hong Kong
Companies Ordinance. This responsibility includes designing,
implementing and maintaining internal control relevant to the
preparation and the true and fair presentation of the consolidated
financial statements that are free from material misstatement,
whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are

reasonable in the circumstances.
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INDEPENDENT AUDITOR S REPORT

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these consolidated
financial statements based on our audit 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 contents of this report. We conducted our audit in
accordance with Hong Kong Standards on Auditing issued by the
Hong Kong Institute of Certified Public Accountants. Those standards
require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance as to whether
the consolidated financial statements are free from material

misstatement.

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the consolidated financial
statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material
misstatement of the consolidated financial statements, whether
due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the Group's preparation and
true and fair presentation of the consolidated financial statements
in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Group’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by the
directors, as well as evaluating the overall presentation of the

consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient

and appropriate to provide a basis for our audit opinion.
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INDEPENDENT AUDITOR S REPORT

OPINION

In our opinion, the consolidated financial statements give a true
and fair view of the state of affairs of the Group as at 31 December
2006 and of the Group's profit and cash flows for the year then
ended in accordance with Hong Kong Financial Reporting Standards
and have been properly prepared in accordance with the disclosure

requirements of the Hong Kong Companies Ordinance.

SHINEWING (HK) CPA Limited
Certified Public Accountants

Chan Wing Kit

Practising Certificate Number: P03224

Hong Kong
18 April 2007
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= & CONSOLIDATED INCOME STATEMENT
BE-_ZZEARF+-HA=+—HBLFE Year ended 31 December 2006

ZETRF —TERF
2006 2005
Bt 5 FHT FAT
NOTES HK$'000 HK$'000

HERE Turnover 7) 1,031,082 769,370
85 B AR Cost of sales (732,577) (565,407)
E7 Gross profit 298,505 203,963
FEUWA Interest income 10,066 1,804
HERDIHER Selling and distribution expenses (23,802) (21,698)
EEEH Administrative expenses (22,673) (21,469)
H U A F 58 Other income, net 14,974 9,067
B 75 X AN Finance costs (8) (2,995) ©2))
%R B A& A Profit before taxation 9) 274,075 171,646
1A Taxation (12) (62,384) (40,021)
N E [E i A Profit for the year 211,691 131,625
FE 5 A Attributable to:

2NN Equity holders of the Company 209,255 130,207

DR R E R Minority interests 2,436 1,418

211,691 131,625

A% 8 Dividends (13) 68,689 47,374
ST &kl Earnings per share (14)

—HEK - Basic 18.0 centsfll 13.2 centsill

— 8 — Diluted 18.0 centsill N/AT i@ A




= & ¥ E B f& & CONSOLIDATED BALANCE SHEET
R=ZZZXF+=-H=+—H8 As at 31 December 2006
—EEREF —ETRF
2006 2005
o & FHT FAT
NOTES HK$'000 HK$'000
FERBEE Non-current assets
S Goodwill (15) 202,242 199,715
ME - BEREEAR Property, plant and equipment
EEIR and construction-in-progress (16) 568,837 570,046
TR E M A RIE Prepaid lease payments on
land use rights (17) 138,660 12,021
H il & & Other asset (18) 900 -
910,639 781,782
B EE Current assets
TEAT A & L B R SRR Prepaid lease payments on
land use rights 7) 3,002 398
FE Inventories (19) 231,164 228,391
JRE U2 B S50 % E i 8 UK R Accounts and other receivables (20) 344,614 338,801
BRNRBERES Prepayments and deposits @) 212,578 91,150
BEARTER Pledged bank deposit (22) 99,790 -
BRI SR A B Restricted bank balances (22) 2,854 327
BITEHEES Bank balances and cash 660,770 153,115
1,554,772 812,182
mEaE Current liabilities
& 1+ B 35K Accounts payable (23) 50,384 56,249
TEIR B A R H K Accruals and other payables 35,207 44,115
&~ & S 5RIE Amounts due to directors (28¢) 10,062 11,850
JRE 1< B Bk X B 3R IE Amount due to a related company  (28a) 550 1,220
R—F AR HRTER Bank borrowings due within one year (24) 95,000 -
JE 151 B 18 Tax payable (12) 36,251 31,815
227,454 145,249
mBEEFR Net current assets 1,327,318 666,933

2,237,957 1,448,715
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% & & E B f& ik CONSOLIDATED BALANCE SHEET
R=—ZZZXE+=-HA=+—8 As at 31 December 2006
—EERF —ZETRF
2006 2005
o & FHT FAT
NOTES HK$'000 HK$'000
BARREE Capital and reserves
[N Share capital (25) 142,114 98,695
R Reserves 2,074,519 1,331,132
RABRRELER Equity attributable to equity holders
of the Company 2,216,633 1,429,827
DR RE S Minority interests 21,324 18,888
2,237,957 1,448,715
HREREZVENGAUBREAN_ZE The consolidated financial statements on pages 42 to 99 were
t@ﬂ]ﬂﬂﬁ\ﬁ%é?@?ﬂ:ﬁ&&%&% 12 approved and authorised for issue by the Board of Directors on
HTIEERRES : 18 April 2007 and are signed on its behalf by:
ERE R Jiang Quanlong Qian Yuanying

EFE E Director Director



Attributable to equity holders of the Company

& 1 HF B B X CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
EXNFE+ZA=+—HILEE Year ended 31 December 2006

ARARRERER
SMEH SERE
e EEEE  REEE e ZibEd &8 B B
Exchange
Share Statutory ~ Dividend  translation Accumulated Minority
capital reserves reserve reserve profits Total interests Total
ThL ThL ThEL ThEL TEL ThL ThEL TEL
HK$'000 HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000
At 1 January 2005
98,695 56,974 19,739 3597 499931 1,302,206 17,470 1,319,676
Exchange difference directly
recognised in equity - - - 17,153 - 17,153 - 17,153
Profit for the year - - - - 130207 130,207 1418 131,625
Total recognised income
for the year = = = 17,153 130207 147,360 1,418 148,778
Appropriations to statutory
reserves - 13,975 - - (13975 - = =
Dividends set aside
(note 13) - - 471374 - (47379) - - -
Final dividend paid
for 2004 = - (19739) = - (19739 - (19739)
At 31 December 2005
and 1 January 2006
98,695 70,949 47374 20,750 568,789 1,429,827 18,888 1,448,715
Placing of new shares
(note 25) 43419 = = = - 618,126 - 618,126
Share issue expenses - - - - - (23,098) - (23,098)
Exchange difference directly
recognised in equity - - - 41,740 - 41,740 - 41,740
Profit for the year - - - - 209255 209,255 2436 211,691
Total recognised income
for the year - - - 41740 209255 250,995 2436 253,431
Appropriations to statutory
TeServes - 19,031 - - (19,031) - - -
Dividends set aside
(note 13) = - 68,689 - (68689 - - -
Final dividend paid
for 2005 = - (47374) = - (41379) - (47374)
Interim dividend paid
for 2006 = - (11,883) = - (11843) - (11,843)
At 31 December 2006
142,114 89,980 56,846 62,490 690324 2,216,633 21,324 2,237,957
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S, e B 2 % B 3} CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
HEZZZARFE+ZA=1+—HLEFE Year ended 31 December 2006

Wi

BRERERERANE (CAANFEER) @ B
HEERTHEAIRTARBRR - HEZEEED K
BEZHB  ARBHANAEEBBREFENE
FEETS -

Note:

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.



a5 B 2 R
BE-_ZERF+-A=+—HL

& CONSOLIDATED CASH FLOW STATEMENT
% E Year ended 31 December 2006

—ETRF —ETRF
2006 2005
FAT FHET
HK$'000 HK$'000
BEEH Operating activities
B %51 51l A Profit before taxation 274,075 171,646
AEIEE Adjustments for:
B 7% B AR Finance costs 2,995 21
2 A Interest income (10,066) (1,804)
ME - BEKEREZITE Depreciation on property, plant
and equipment 71,269 60,985
REWME BERZEZ (Gain)/loss on disposal of property,
W) /& #E plant and equipment (1,118) 20
TR AE & 1 AR IA Amortisation of prepaid lease payments
g 3 on land use rights 617 351
FEREE Allowance for inventories 30 -
BOREREE Written back of allowance for bad and
doubtful debts (2,074) -
EEESHPINKERS Operating cash flows before movements
mE in working capital 335,728 231,219
TEEMm R (Increase)/decrease in inventories (3,374) 818
JFE W AR R B L b i 3R 38 A Increase in accounts and other receivables (5,376) (108,609)
BAFERIESHAD, () Decrease/(increase) in prepayments and
deposits 2,937 (15,589)
JEE A< BR BB Decrease in accounts payable (5,865) (1,226)
BRERAKBERENPEH (Decrease)/increase in accruals and other
2B 75 0 H A JE A K payables, including PRC VAT payable
G4 /& (1,310) 5,289
FE T2 = 5R0E ORi ) /38 (Decrease)/increase in amounts due to
directors (1,788) 1,783
JRE 11 B Bt 2 B FRIE DR Decrease in amount due to a related company (670) (7,493)
BENEEMSEH Enterprise Income Tax paid (66,364) (26,542)
RETERENELFE Net cash generated from operating activities 253,918 79,650
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—ZTERE —ZTTRE
2006 2005
THT FHET
HK$'000 HK$'000
REED Investing activities
BEE T AR Purchase of land use rights (126,839) -
AABEME  BERRE Increase in prepayments and deposits
A RERTE/MBENRE paid for purchase of property, plant and
meEMm equipment and construction-in-progress (123,151) (304)
BIRARITEREZRHRIT  (Increase)/decrease in pledged bank deposit
gk (g m) R and restricted bank balances (102,317) 1,091
BEME BERIBUAK Purchase of property, plant and equipment
FEIBSH and expenditure on construction-in-progress (48,090) (28,748)
B W F & Interest received 10,066 1,804
BREME  BERZE AR Proceeds from disposal of property, plant and
ERIEMBRIA equipment and construction-in-progress 1,476 -
H A & E N Increase in other asset (900) -
W B A RIMIE S X HFSE  Net cash outflow from acquisition of a
(FT=E29) subsidiary (Note 29) - (114,957)
REFHEANRES FHE Net cash used in investing activities (389,755) (141,114)
REEE Financing activities
I & ¥ AR 9 P15 K38 Proceeds from placing of new shares 618,126 -
MERTER Newly raised bank loan 95,000 -
BERRE Dividends paid (59,217) (19,739)
BATIR D Share issue expenses (23,098) -
ENH A Interest paid (2,995) @2n
BMEFEARAN (ER) W Net cash from/(used in) financing activities
R& 38 627,816 (19,760)
ReRhBE2ZEEER Net increase/(decrease) in cash and
#m,/ Ol D) F8E cash equivalents 491,979 (81,224)
FHRERRELEEEE Cash and cash equivalents at beginning
of the year 153,115 227,000
IEERSH 2R Effect of changes in exchange rate 15,676 7,339
FRESRHESESEER Analysis of the balances of cash and
EEDM cash equivalents at end of the year
wITHEBNIA S Bank balances and cash 660,770 153,115
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NE+ZHA=+—BIEE Year ended 31 December 2006

GENERAL

The Company is incorporated in the Cayman lIslands as an
exempted company with limited liability and its shares are
listed on The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”). The addresses of the registered office
and principal place of business of the Company are disclosed

in the corporate information section to the annual report.

The consolidated financial statements are presented in Hong
Kong dollars, being the measurement currency of the

Company and its subsidiaries (the “Group”).

The Group is engaged in the manufacture and sales of rare
earth products (including fluorescent products) and refractory
products (including high temperature ceramics products and

magnesium grains).

APPLICATION OF NEW AND REVISED HONG

KONG FINANCIAL REPORTING STANDARDS

In the current year, the Group has applied, for the first time,
a number of new standards, amendments and interpretation
(“new HKFRSs") issued by the Hong Kong Institute of Certified
Public Accountants (“HKICPA") which are either effective for
accounting periods beginning on or after 1 December 2005
or 1 January 2006. The adoption of the new HKFRSs had no
material effect on how the results for the current or prior
accounting periods have been prepared and presented.

Accordingly, no prior year adjustment has been required.

The Group has not early applied the following new HKFRSs
that have been issued but are not yet effective as at 31
December 2006. The directors of the Company anticipate
that the application of these new HKFRSs will have no material

impact on the results and the financial position of the Group.
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& Bt ¥ | T KF 5= NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
NRE+TZA=+—BLLFE Year ended 31 December 2006

RAFIREBTEBYBREE 2.

a2l (&)

BB ERTERE 1% (BF)

Hong Kong Accounting Standard (“HKAS") 1
(Amendment)

BAEMBRELRE TR

HKFRS 7

BB RE LR FE W

HKFRS 8

5 (BREVBREREZES) RBETR

HK(IFRIC)-Interpretation (“Int") 7

55 (BRVBREREZEY) —2BESH
HK(IFRIC)-Int 8

55 (BRVBHREREZEY) —2BE IR
HK(IFRIC)-Int 9

55 (BRVBHREREZE]) —REF105%
HK(IFRIC)-Int 10

55 (BRUVBHREREZES]) —R2EBEF 115
HK(IFRIC)-Int 1
?%(IWWFW 2EBZE®)
HK(IFRIC)-Int 12

—REBEI125%

! RZZT+tE A —BHEERGZ
FEHBEAER -

2 RIZENF A -—BRHERGZ
FREMMEE -

: RZZEEANF=A—HZEERABZ
FEHBEAER -

4 RZETRFRA—HBKEERARBZ
FEHBEAER -

° RZBTRFNA—BKEERARBZ
FEHBEAER -

6 RZZEEAF+—A— B E&HR

ZEEHRE AR

7 O RIERLF=A-BARHERRZ
FREMMEE -
R_BENF-A-BAHEKRAKZ
FREMMEE -

¢

®
|

il

APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(Continued)

EARE

Capital Disclosures'

SRITA : HE
Financial Instruments: Disclosures’
K o Ef2

Operating Segments?

BEEEGHENF 2R BEBEWREEDONHERSE]

fE R EFIE3

Applying the Restatement Approach under HKAS 29 Financial

Reporting in Hyperinflationary Economies?
BEMBMEENFE 25 2 HE*
Scope of HKFRS 24
EfRNEATEIA
Reassessment of Embedded Derivatives®
HIEA S R OB (B ®
Interim Financial Reporting and Impairment®
BEEMBRELNE2R—FEEAREEROHRS
HKFRS 2 — Group and Treasury Share Transactions’
PR 7 %5 5F 2 B8

Service Concession Arrangements®

Effective for annual periods beginning on or after 1 January

2007.

Effective for annual periods beginning on or after 1 January

20009.

Effective for annual periods beginning on or after 1 March

2006.

Effective for annual periods beginning on or after 1 May

2006.

Effective for annual periods beginning on or after 1 June

2006.

Effective for annual periods beginning on or after 1

November 2006.

Effective for annual periods beginning on or after 1 March

2007.

Effective for annual periods beginning on or after 1 January

2008.
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NE+ZHA=+—BIEE Year ended 31 December 2006

PRINCIPAL ACCOUNTING POLICIES

The consolidated financial statements have been prepared
on the historical cost basis, except for certain buildings of
the Group, which are measured at revalued amounts, as
explained in the accounting policies set out below.

The consolidated financial statements have been prepared in
accordance with HKFRSs issued by the HKICPA. In addition,
the consolidated financial statements include applicable
disclosures required by the Rules Governing the Listing of
Securities on the Stock Exchange (the “Listing Rules”) and by
the Hong Kong Companies Ordinance.

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and its subsidiaries. Control is
achieved where the Company has the power to govern the
financial and operating policies of an entity so as to obtain
benefits from its activities.

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.

Where necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies
into line with those used by other members of the Group.

All intra-group transactions, balances, income and expenses

are eliminated on consolidation.

Minority interests in the net assets of consolidated subsidiaries
are presented separately from the Group's equity therein.
Minority interests in the net assets consist of the amount of
those interests at the date of the original business combination
and the minority’s share of changes in equity since the date
of the combination. Losses applicable to the minority in excess
of the minority’s interest in the subsidiary’s equity are allocated
against the interests of the Group except to the extent that
the minority has a binding obligation and is able to make an
additional investment to cover the losses.
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FESTEE (B)

R

WE—HHEAR (BERHAN-ZZT
AFE—R—Hsiz®) EEZBBEK
BRABAASEEN KRB E ARGER
MEBEARAHRNEE  BERKRARE
NPEZESZ A5 - BEEEIERK
AEEFARFTREBEIE BEEE
BERABERACHRIBASENAE
BE R E 2 P REETHENR o I
ENBARELEZENEBEERGAE
EBERAD RS -

RAEAATE - WBFEE 2 EE
HAMISAMHBALEL - LHR
BBl 2 @7 - B S 2 1
FRE S - BERHE HRH2
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KEETRENS - RREEHBEE
THBHREL BRME  DERES
2 BRI A B TR A T
FREA - ERRB S B2 TRE
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A=+—B1FE Year ended 31 December 2006

PRINCIPAL ACCOUNTING POLICIES (Continued)
Goodwill

Goodwill arising on an acquisition of a subsidiary for which
the agreement date is on or after 1 January 2005 represents
the excess of the cost of acquisition over the Group's interest
in the fair value of the identifiable assets, liabilities and
contingent liabilities of the relevant subsidiary at the date of
acquisition. Such goodwill is carried at cost less any
accumulated impairment losses. Goodwill is tested for
impairment annually, and whenever there is an indication
that the cash generating unit to which the goodwill relates
may be impaired. Capitalised goodwill arising on an acquisition
of a subsidiary is presented separately in the consolidated

balance sheet.

For the purposes of impairment testing, goodwill arising from
an acquisition is allocated to each of the relevant cash-
generating units, or groups of cash-generating units, that are
expected to benefit from the synergies of the acquisition. A
cash-generating unit to which goodwill has been allocated is
tested for impairment annually, and whenever there is an
indication that the unit may be impaired. For goodwill arising
on an acquisition in a financial year, the cash-generating unit
to which goodwill has been allocated is tested for impairment
before the end of that financial year. When the recoverable
amount of the cash-generating unit is less than the carrying
amount of the unit, the impairment loss is allocated to reduce
the carrying amount of any goodwill allocated to the unit
first, and then to the other assets of the unit pro rata on the
basis of the carrying amount of each asset in the unit. Any
impairment loss for goodwill is recognised directly in the
consolidated income statement. Impairment loss for goodwill

is not reversed in subsequent periods.

On subsequent disposal of a subsidiary, the attributable
amount of goodwill capitalised is included in the determination

of the amount of profit or loss on disposal.
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BE-_ZZEXRF+ZHA=+—HBLFE Year ended 31 December 2006

TESTHBE(B)

ME - BERRE

ME  BERRBDEREKANES G E
B R ITE RREBRIIE -

FLURFUNEE  BRREREME
i 2 AFBERBER R TERE
REERBERIE mREHETHE
By REEREERBERAMETE.L
DFERBERER -

EREFRERZEMBBRTESEA
BEEMGHRAE BREGEHRBEBHE
BERKEEEMGRENHEXHEE
oh o BIERBABRBEDHERZRE
=B RAR A B K P R #Y B A SRR B
EiRaRER - AEGEEMKREFE
ZRDEELHER - AR EREDS
BARTRBEMZREECEMFES
BRE - NERLEARECEMGNE
EFN - HENELCRSSRERTAE
o

ME - BERRENFTEDZEAHfE
RzF8  AREMGRRE RERZX
BEARKNERRATE-

ME - BERRBERERHLERHEHE
BERZEERPIEELATFARK
EMSEEORER - EERUEEREL
ZEMYERER (RZREZHEME
FREFRNEEER 2 ZRE) R%A
BECEERZFEFAGABAR -

PRINCIPAL ACCOUNTING POLICIES (Continued)
Property, plant and equipment

Property, plant and equipment are stated at cost or fair value
less subsequent accumulated depreciation and impairment

losses.

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

fair values at the balance sheet date.

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

accumulated profits.

Depreciation is provided to write off the cost or fair value of
items of property, plant and equipment, over their estimated
useful lives and after taking into account of their estimated

residual values, using the straight-line method.

An item of property, plant and equipment is derecognised
upon disposal or when no future economic benefits are
expected to arise from the continued use of the asset. Any
gain or loss arising on derecognition of the asset (calculated
as the difference between the net disposal proceeds and the
carrying amount of the item) is included in the consolidated
income statement in the year in which the item is

derecognised.
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FTEEFHHE(B)

+ it 65 A 4
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PRINCIPAL ACCOUNTING POLICIES (Continued)
Land use rights

Payment for obtaining land use rights is considered as
operating lease payment. Land use rights are stated at cost
less accumulated amortisation and impairment losses,
amortisation is charged to the consolidated income statement
over the period of the rights using the straight-line method.

Construction-in-progress

Construction-in-progress represents plant and properties under
construction and is stated at cost less any recognised
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 is provided on
construction-in-progress until the asset is completed and put

into use.

Impairment (other than goodwill — see the accounting
policies in respect of goodwill above)

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, unless the relevant asset
is carried at a revalued amount under another standard, in
which case the impairment loss is treated as a revaluation
decrease under that standard.

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, unless
the relevant asset is carried at a revalued amount under
another standard, in which case the reversal of the impairment
loss is treated as a revaluation increase under that standard.
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PRINCIPAL ACCOUNTING POLICIES (Continued)
Inventories
Inventories are stated at the lower of cost and net realisable

value. Cost is calculated using the weighted average method.

Provisions

Provisions are recognised when the Group has a present
obligation as a result of a past event, and it is probable that
the Group will be required to settle that obligation. Provisions
are measured at the directors’ best estimate of the
expenditure required to settle the obligation at the balance
sheet date, and are discounted to present value where the

effect is material.

Financial instruments

Financial assets and financial liabilities are recognised on the
consolidated balance sheet when a group entity becomes a
party to the contractual provisions of the instruments. Financial
assets and financial liabilities are initially measured at fair
value. Transaction costs that are directly attributable to the
acquisition or issue of financial assets and financial liabilities
(other than financial assets and financial liabilities at fair
value through profit or loss) are added to or deducted from
the fair value of the financial assets or financial liabilities, as
appropriate, on initial recognition. Transaction costs directly
attributable to the acquisition of financial assets or financial
liabilities at fair value through profit or loss are recognised

immediately in profit or loss.

Financial assets

The Group's financial assets are mainly loans and receivables.
All regular way purchases or sales of financial assets are
recognised and derecognised on a trade date basis. Regular
way purchases or sales are purchases or sales of financial
assets that require delivery of assets within the time frame
established by regulation or convention in the marketplace.
The accounting policy adopted in respect of loans and

receivables is set out below.
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PRINCIPAL ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)

Financial assets (Continued)

Loans and receivables

Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an
active market. At each balance sheet date subsequent to
initial recognition, loans and receivables (including accounts
and other receivables, deposits, pledged bank deposit and
restricted bank balances) are carried at amortised cost using
the effective interest rate method, less any identified
impairment losses. Impairment loss is recognised in profit or
loss when there is objective evidence that the asset is
impaired, and is measured as the difference between the
asset's carrying amount and the present value of the estimated
future cash flows discounted at the original effective interest
rate. Impairment losses are reversed in subsequent periods
when an increase in the asset's recoverable amount can be
related objectively to an event occurring after the impairment
was recognised, subject to a restriction that the carrying
amount of the asset at the date the impairment is reversed
does not exceed what the amortised cost would have been

had the impairment not been recognised.

Financial liabilities and equity

Financial liabilities and equity instruments issued by a group
entity are classified according to the substance of the
contractual arrangements entered into and the definitions of
a financial liability and an equity instrument. An equity
instrument is any contract that evidences a residual interest
in the assets of the Group after deducting all of its liabilities.
The Group's financial liabilities are mainly other financial
liabilities. The accounting policies adopted in respect of

financial liabilities and equity instruments are set out below.

Other financial liabilities

Other financial liabilities including accounts payable, other
payables and amounts due to directors and a related company
are subsequently measured at amortised cost, using the

effective interest rate method.
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PRINCIPAL ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)

Financial liabilities and equity (Continued)

Equity instruments

Equity instruments issued by the Company are recorded at

the proceeds received, net of direct issue costs.

Derecognition

Financial assets are derecognised when the rights to receive
cash flows from the assets expire or, the financial assets are
transferred and the Group has transferred substantially all
the risks and rewards of ownership of the financial assets.
On derecognition of a financial asset, the difference between
the asset's carrying amount and the sum of the consideration
received and receivable and the cumulative gain or loss that
had been recognised directly in equity is recognised in profit

or loss.

For financial liabilities, they are removed from the Group's
consolidated balance sheet (i.e. when the obligation specified
in the relevant contract is discharged, cancelled or expired).
The difference between the carrying amount of the financial
liability derecognised and the consideration paid and payable

is recognised in profit or loss.

Leases

Rentals payable under operating leases are charged to the
profit or loss on a straight-line basis over the term of the
relevant lease. Benefits received and receivable as an incentive
to enter into an operating lease are recognised as a reduction

of rental expense over the lease term on a straight-line basis.
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EZANE+ZA=1+—HILFE Year ended 31 December 2006

PRINCIPAL ACCOUNTING POLICIES (Continued)
Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable and represents amounts receivable for
goods sold in the normal course of business, net of discounts

and sales related taxes.

Sales of goods
Sales of goods are recognised when goods are delivered and

title has passed to customers.

Interest income

Interest income from a financial asset is accrued on a time
basis, by reference to the principal outstanding and at the
interest rate applicable, which is the rate that exactly discounts
the estimated future cash receipts through the expected life

of the financial asset to that asset's net carrying amount.

Taxation
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
consolidated 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.
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PRINCIPAL ACCOUNTING POLICIES (Continued)
Taxation (Continued)

Deferred tax is recognised on 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, 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 on investments in subsidiaries, 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.

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
consolidated 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.
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3.

PRINCIPAL ACCOUNTING POLICIES (Continued)
Taxation (Continued)

In accordance with the relevant tax laws enacted in the
People's Republic of China (the “PRC"), all the companies of
the Group established in the PRC are subject to 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").

Research and development expenditure
Expenditure on research activities is recognised as expense

in the year in which it is incurred.

An internally-generated intangible asset arising from
development expenditure is recognised only if it is anticipated
that the development costs incurred on a clearly-defined
project will be recovered through future commercial activity.
The resultant asset is amortised on a straight-line basis over
its useful life, and carried at cost less subsequent accumulated

amortisation and impairment losses.

The amount initially recognised for internally-generated
intangible asset is the sum of the expenditure incurred from
the date when the intangible asset first meets the recognition
criteria. Where no internally-generated intangible asset can
be recognised, development expenditure is recognised as

expense in the year in which it is incurred.

Subsequent to initial recognition, internally-generated
intangible asset is reported at cost less accumulated
amortisation and impairment losses, on the same basis as

intangible assets acquired separately.
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NE+ZHA=+—BIEE Year ended 31 December 2006

PRINCIPAL ACCOUNTING POLICIES (Continued)
Research and development expenditure (Continued)
Intangible assets with finite useful lives are tested for
impairment when there is an indication that an asset may be
impaired (see the above accounting policy in respect of

impairment losses other than goodwill).

Gains or losses arising from derecognition of an intangible
asset are measured at the difference between the net disposal
proceeds and the carrying amount of the asset and are
recognised in the consolidated income statement when the

asset is derecognised.

Retirement benefit costs
Payments to the state-sponsored retirement benefit plan and
the Mandatory Provident Fund Scheme (“MPF") are charged

as expenses when they fall due.

Borrowing costs
All borrowing costs are recognised as and included in finance
costs in the consolidated income statement in the year in

which they are incurred.

Foreign currencies

In preparing the financial statements of each individual group
entity, transactions in currencies other than the functional
currency of that entity (foreign currencies) are recorded in its
functional currency (i.e. the currency of the primary economic
environment in which the entity operates) at the rates of
exchanges prevailing on the dates of the transactions. At
each balance sheet date, monetary items denominated in
foreign currencies are retranslated at the rates prevailing on
the balance sheet date. Non-monetary items carried at fair
value that are denominated in foreign currencies are
retranslated at the rates prevailing on the date when the fair
value was determined. Non-monetary items that are measured
in terms of historical cost in a foreign currency are not

retranslated.

61



62 II\;-L‘

w

s

a ,71 % #® & KM 3 NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
: t=

TESTHBE(B)

s (&)
REENMEGKEEREL ZELE
BURBREELPRHANBR T HER
HARAREBIIN R 2 REFEDND
ZEBBRAMEL CELZRI  EIt
BT BRELAZRNIRGEAMBR
RHERBBRAER - URATETEEZHE
ERBRRENQhERELAZELER
RZERINERE  EREERRKRA
NERABZIFEBBEEELE 2 Z8ER
oh o ERBERT EXEZETERRK
AEDNER °

REJNGEMBEREME - AKEEI
REXBZEERABDEREERAZ
BREXRESARRZIIRES (BB
7T MEMBARZHTIRFRE 2 FH
EXETHRE  BRIFEXRZFALR
REREZE  RUEBERT - AIRARE
EERAZBRER - TELZIME R
Z8 (WB) HHERERA ZBLEBM Gh
ERAEE  ZFELAZBINEINYG
EBRHEZFANBRTER

KRB BINEBREL 2B B@MKER
BN EECHERAFEARIRER
LEICERGZEERRE YRR
REAZERMERETHRE -ELCE
REBEDRINERL BEFEANER

A=+—B1FE Year ended 31 December 2006

PRINCIPAL ACCOUNTING POLICIES (Continued)
Foreign currencies (Continued)

Exchange differences arising on the settlement of monetary
items, and on the translation of monetary items, are
recognised in profit or loss in the year in which they arise,
except for exchange differences arising on a monetary item
that forms part of the Group’s net investment in a foreign
operation, in which case, such exchange differences are
recognised in equity in the consolidated financial statements.
Exchange differences arising on the retranslation of non-
monetary items carried at fair value are included in profit or
loss for the year except for differences arising on the
retranslation of non-monetary items in respect of which gains
and losses are recognised directly in equity, in which cases,

the exchange differences are also recognised directly in equity.

For the purposes of presenting the consolidated financial
statements, the assets and liabilities of the Group's foreign
operations are translated into the presentation currency of
the Company (i.e. Hong Kong dollars) at the rate of exchange
prevailing at the balance sheet date, and their income and
expenses are translated at the average exchange rates for the
year, unless exchange rates fluctuate significantly during the
year, in which case, the exchange rates prevailing at the
dates of transactions are used. Exchange differences arising,
if any, are recognised as a separate component of equity
(the exchange translation reserve). Such exchange differences
are recognised in profit or loss in the year in which the

foreign operation is disposed of.

Goodwill and fair value adjustments on identifiable assets
acquired arising on an acquisition of a foreign operation are
treated as assets and liabilities of that foreign operation and
translated at the rate of exchange prevailing at the balance
sheet date. Exchange differences arising are recognised in

the exchange translation reserve.
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CRITICAL ACCOUNTING JUDGMENTS AND KEY
SOURCES OF ESTIMATION UNCERTAINTY

In the process of applying the Group's accounting policies
which are described in note 3 above, management has made
the following judgments that have significant effect on the
amounts recognised in the consolidated financial statements.
The key assumptions concerning the future, and other key
sources of estimation uncertainty at the balance sheet date,
that have a significant risk of causing a material adjustment
to the carrying amounts of assets and liabilities within the

next financial year, are also discussed below.

Depreciation of property, plant and equipment

The Group's net carrying values of property, plant and
equipment (excluding construction-in-progress) as at 31
December 2006 were approximately HK$511,800,000. The
Group depreciates the property, plant and equipment on a
straight-line basis over the estimated useful lives of five to
twenty years, and after taking into account of their estimated
residual value at the rate of 5% — 20% per annum,
commencing from the date when the property, plant and
equipment are available for use. The estimated useful lives
that the Group places the property, plant and equipment
into productive use reflects the directors’ estimate of the
periods that the Group intend to derive future economic
benefits from the use of the Group's property, plant and

equipment.

Allowance for bad and doubtful debts

The policy for allowance of bad and doubtful debts of the
Group is based on the evaluation of collectability and ageing
analysis of accounts and on management’s judgment. A
considerable amount of judgment is required in assessing
the ultimate realisation of these receivables, including the
current creditworthiness and the past collection history of
each customer. If the financial conditions of customers of
the Group were to deteriorate, resulting in an impairment of
their ability to make payments, additional allowances may be

required.
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EZANE+ZA=1+—HILFE Year ended 31 December 2006

CRITICAL ACCOUNTING JUDGMENTS AND KEY
SOURCES OF ESTIMATION UNCERTAINTY
(Continued)

Allowance for inventories

The management of the Group reviews an ageing analysis at
each balance sheet date, and makes allowance for obsolete
and slow-moving inventory items identified that are no longer
suitable for sales. The management estimates the net
realisable value for such finished goods based primarily on
the latest invoice prices and current market conditions. The
Group carries out an inventory review on a product-by-product
basis at each balance sheet date and makes allowance for

obsolete and slow-moving items.

Impairment of property, plant and equipment

The impairment loss for property, plant and equipment are
recognised for the amounts by which the carrying amounts
exceeds its recoverable amount, in accordance with the
Group's accounting policy. The recoverable amounts have
been determined based on value-in-use calculations. These
calculations require the use of estimates such as the future
revenue and discount rates. No impairment was provided

during the year.

Estimated impairment of goodwill

Determining whether goodwill is impaired requires an
estimation of the value in use of the cash-generating units to
which goodwill has been allocated. The value in use calculation
requires the Group to estimate the future cash flows expected
to arise from the cash-generating unit and a suitable discount
rate in order to calculate the present value. No impairment

was provided during the year.
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FINANCIAL RISK MANAGEMENT OBIJECTIVES AND
POLICIES

The Group’s major financial instruments include accounts
and other receivables, deposits, pledged bank deposit,
restricted bank balances, accounts payable, other payables
and amounts due to directors and a related company. Details
of these financial instruments are disclosed in respective
notes. The risks associated with these financial instruments
and the policies on how to mitigate these risks are set out
below. The management manages and monitors these
exposures to ensure appropriate measures are implemented

on a timely and effective manner.

Currency risk

The Group mainly operates in the PRC with most of the
transactions settled in Renminbi (“RMB"). The Group currently
does not have a foreign currency hedging policy. However,
the management monitors foreign exchange exposure and
will consider hedging significant foreign currency exposure

should the need arises.

Interest rate risk
The Group is exposed to interest rate risk through the impact

of the rate changes on bank borrowings.

Credit risk

The Group's maximum exposure to credit risk in the event of
the counterparties failure to perform their obligations as at
31 December 2006 in relation to each class of recognised
financial assets is the carrying amount of those assets as
stated in the consolidated balance sheet. In order to minimise
the credit risk, the management of the Group has delegated
a team responsible for determination of credit limits, credit
approvals and other monitoring procedures to ensure that
follow-up action is taken to recover overdue debts. In addition,
the Group reviews regularly the recoverable amount of each
individual trade receivables at each balance sheet date to
ensure that adequate impairment losses are made for
irrecoverable amounts. In this regard, the directors of the
Company consider that the Group's credit risk is significantly

reduced.
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EZANE+ZA=1+—HILFE Year ended 31 December 2006

FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (Continued)

Credit risk (Continued)

The Group has no significant concentration of credit risk,
with exposure spread over a number of counterparties and

customers.

Liquidity risk
The Group has sufficient funds to finance its ongoing working

capital requirements.

SEGMENT INFORMATION

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 (including high temperature
ceramics products and magnesium

grains)



a8 B 3R R M 3 NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 67
BE-_ZZEXRF+ZHA=+—HBLFE Year ended 31 December 2006

6. DEEH(E) 6. SEGMENT INFORMATION (Continued)
(a) EXoE (B (a) Business segments (Continued)
e Bmk Consolidated Income Statement
Bt X AR g
Rare Earth Refractory Unallocated Total

SRENE CTTRF CTERF “ERRE CFTNF —FTRE CTERE -FERE
2006 2005 2006 2005 2006 2005 2006 2005
TRT  TER  TEx  TERT  TER  TET  TET  TER

HKS000  HKS000  HK$000  HKS'000  HKS000  HK$000  HKS000  HKS'000

BETZA=T—H Forthe year ended

%3 31 December
EXE Turnover 52,110 345243 508972 424,127 - - 1,031,082 769370
¥ RESULTS
PEER Segment results 98,647 49441 161,770 118891 - - 260417 168332
AP BLEER Unallocated corporate expenses (8387)  (7,536)
Y ON Interest income 10,066 1,804
EBAFE Other income, net 14,974 9,067
BHRAE Finance costs (2,995) 1)
B AR Profit before taxation 274075 171,646
HE Taxation (62,384)  (40,021)
RERRT Profit for the year 211,691 131,625
AR Other Information
FREEMERE  Capital expenditure incurred

i during the year 99,812 3210 75,100 25,538 17 - 174,929 28,748
nE - HERR Depreciation on property,

ZHE plant and equipment 34765 34185 36422 26717 8 8 71269 60985
BREELH Amortisation of prepaid lease

FRENBEH payments on land use rights 176 35 441 316 - - 617 351
FEERE Allowance for inventories - - 30 - - - 30 -

BREWE BER  (Gain)/loss on disposal of
R (WE) /BB property, plant and
equipment (1,135) 2 17 - - N AIE) 2
BORERER Wiitten back of allowance
for bad and doubtful debts (2,057) - (17 - - - (2,074) -
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2EER () 6. SEGMENT INFORMATION (Continued)
(a) E¥oE (&) (a) Business segments (Continued)
LAEEEBEX Consolidated Balance Sheet
B1 WA 98 4%
Rare Earth Refractory Unallocated Total
Z2ENF ZTRRE TR ZETRE ZZTRF “ZTRE -E%5F _T%R%
2006 2005 2006 2005 2006 2005 2006 2005
Tdr TAr TEr  TExr T TEr TEr TAR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
R+=B=t—H  Asat3] December
PREE Segment assets 783,931 699,511 1,086,795 756,463 - - 1,870,726 1455974
RABLREAE Unallocated corporate assets 594,685 137,990
BEAE Total assets 2465411 1,593,964
PREE Segment liabilities 143,193 45774 78765 91,639 - - 221958 137413
AABLERE Unallocated corporate liabilities 5,496 7,836
afEaE Total liabilities 27454 145249
(b) HEDE (b) Geographical segments
AEENEKRETEEFER BAX - The Group's activities are conducted predominantly in
BUOM R EBIHEAT o R R 5 HE) & the PRC, Japan, Europe and the United States of America.
EHEIMWT ¢ An analysis of turnover by geographical segment is as
follows:
—EEREF —ZTTREF
2006 2005
FAT FHT
HK$'000 HK$'000
H The PRC 814,518 593,733
B Japan 117,879 102,567
BOM Europe 65,022 49,601
EH The United States of America 26,901 13,161
Ho A Others 6,762 10,308
1,031,082 769,370

AREBEENINTHIREE
kW% - BB - RELLERE
BEMRTE (BEEE) -

Over 90% of segment assets and additions to property,

plant and equipment and land use ri

ghts of the Group

are located in the PRC including Hong Kong.
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7. EEE 7. TURNOVER
—ETRF —ETRF
2006 2005
FHET FHET
HK$'000 HK$'000
MmTEMBELLER) Sales of rare earth products
HE (including fluorescent products) 522,110 345,243
MAER(BESREEE® Sales of refractory products
REW) HE (including high temperature ceramics
products and magnesium grains) 508,972 424,127
1,031,082 769,370
8. B R A 8. FINANCE COSTS
—EERE —EEREF
2006 2005
FHET FHET
HK$'000 HK$'000
AR AFARBBIER 2 RIT Interest expenses and bank charges on
ERFEZHRBTFESE bank borrowing wholly repayable
within five years 2,858 -
A BE R B Interest expenses on discounted bills 137 21
2,995 21
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BR %% A Kl 9. PROFIT BEFORE TAXATION
BEAEFE MR GEA) THI&E Profit before taxation has been arrived at after charging/
(crediting):

—TERE —TTREF
2006 2005
THET FTHET
HK$'000 HK$'000
1% S AN BN & Auditors’ remuneration 1,420 1,360
FERA(TEEE KA Cost of inventories (excluding staff
M BERRELITE costs, depreciation on property,
B HEE L RERIE plant and equipment, amortisation
BHERFERE) of prepaid lease payments on
land use rights and allowance for
inventories) 642,770 490,588
M BERRBZITE Depreciation on property, plant and
equipment 71,269 60,985
TR E L e BRI 8 Amortisation of prepaid lease payments
on land use rights 617 351
BEIRA(TEEEEME Staff costs (excluding directors’
(Fi3£10)) emoluments (Note 10))
—-H&RkIE& — Salaries and wages 23,233 17,677
— B R RTE MK — Contribution to employment
(MtzE11) retirement benefits (Note 11) 1,256 1,016
FEEME Allowance for inventories 30 -
ElEMEzKEHERH Operating lease charges on rented
premises 1,483 1,615
WSk - Research and development expenditure 344 361
BE 5 U 21 % R Exchange gain, net (13,732) (6,563)
BEWE  BERXR (Gain)/loss on disposal of property,
(Mezs) /18 plant and equipment (1,118) 20
Rem R RE A Written back of allowance for bad and

doubtful debts

(2,074)
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10. EEREEMS 10. DIRECTORS' AND EMPLOYEES' EMOLUMENTS
(@) BEEBRAREANFEI61ER EMT (a) Details of directors’ emoluments pursuant to Section
RANFEMRENESHE N 161 of the Hong Kong Companies Ordinance and the
s 8 provisions of the Listing Rules are as follows:
ZETRF e
2006 2005
FHT FAT
HK$'000 HK$'000
WITES Executive directors
—HE — fees - -
— ¥4 KEak — salaries and allowance 2,216 2,230
FMITES Independent non-executive directors
—Hg — fees 124 123
2,340 2,353
(b) ENENTEM(ZETHE . (b) The emoluments paid or payable to each of the seven
N EEZHMEWT : (2005: eight) directors were as follows:
EX#He
E=ZHe ZEREMER [
Basic salaries,
allowance and Total
Directors’ fees  benefits-in-kind emoluments
FHT FHT FAT
HK$'000 HK$'000 HK$'000
HREE Jiang Quanlong = 1,200 1,200
i IS Qian Yuanying - 780 780
FrERJE Xu Panfeng - 118 118
A Jiang Cainan - 118 118
ZlRN Liu Yujiu 35 - 35
BERHE Huang Chunhua 60 - 60
e E Jin Zhong 29 - 29

BT FEE Total for 2006 124 2,216 2,340
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DIRECTORS’ AND EMPLOYEES’ EMOLUMENTS
(Continued)

(&) (b) (Continued)

ER#ZH&
EEHe RULEDET &4z

Basic salaries,
allowance and Total
Directors’ fees  benefits-in-kind emoluments
FHET FHET TET
HK$'000 HK$'000 HK$'000
B REE Jiang Quanlong - 1,200 1,200
iz v Qian Yuanying - 780 780
BEE! Fan Yajun' - 174 174
FrARJE Xu Panfeng - 38 38
C ] Jiang Cainan - 38 38
2R N Liu Yujiu 34 - 34
BEE Huang Chunhua 60 - 60
e & Jin Zhong 29 - 29
—ETERFEE Total for 2005 123 2,230 2,353

' BERZZEZRENATABE
£ -

TR RFERZETRF+Z
A=+—HALEMEE  BEESK
Z2YREREETMAHME -

g Resigned on 19 August 2005.

No directors waived or agreed to waive any emoluments
during the two years ended 31 December 2006 and
2005.
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10. EEREEME (B)
(0 RRBEEHFATEE=f(ZZT
T Zf)ESE BRENMEEF
BHEHREX - BRENHESBEER
HHMA (ZETAE : M) &S
HZATHMESMT :

10. DIRECTORS’ AND EMPLOYEES' EMOLUMENTS

(Continued)

(c) During the year, five highest paid individuals in the

Group, three (2005: three) are directors of the Company

whose emoluments are set out above. Their total

emoluments together with the remaining two (2005:

two) highest paid individuals are as follows:

=
=

HK$'000

A

—TTRF
2005
T
HK$'000

BEARHFS 2BIREYWES  Basic salaries, allowance and

benefits-in-kind

RAEFIET &R

Retirement benefits scheme contribution

3,061
45

3,106

BREFNEREANNRNURSEH
ATHBEN FRTIIHE :

The emoluments of the five highest paid individuals

including directors and employees fall in the following

ranges:

—EERF

2005

T — 1,000,000 7T
1,000,001 7T — 1,500,000/ 7T

Nil — HK$ 1,000,000
HK$1,000,001 — HK$1,500,000

RMEFER @ AN & B &R R
ERFAL (BREERER) XM
RS - (ERSENE DAL
ARG BB R R BB (-

No emoluments were paid to the five highest individuals

including directors and employees as inducement to

join or upon joining the Group or as compensation for

loss of office in both years.
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. EERKEF

WP EEBEARARGONRE AR
MABENEARAEREZE E,ﬂIA
RAGTEIMY  HRERAEEELRT
B 17%—20%(ZFEZFRHF : 17%—
20%) ° B BIRKER EE R HEER
KRETBIEELZM - PEMEBRRIKREF
HRI - BEZNERRAKE - TEBA
BERENRKERS -HEZ_TZTRX
F+-_A=+—BLFE ' RIKsTEI4
HEHA1,210,0008 T (Z T HF ¢
971,000/ 75) °

REBET —EBBELENRABE T
ZTFE+-_F—HRB2HEBES - Z
SEIATRURRARETE - ZARE
AREBEARG S5%mMZTEHR - &
E_TEXF+_A=+—HBLEE -
REERHBESHFA46,0008 T (ZF
TR : 450008 7L) - RiES K EEHR
AEBENEESDFAFA  THBIHHE
HEREBER -

EZANE+ZA=1+—HILFE Year ended 31 December 2006

1. EMPLOYMENT RETIREMENT BENEFITS

As stipulated by the relevant rules and regulations in the
PRC, the PRC subsidiaries of the Company are required to
contribute to a state-sponsored retirement plan for all of
their employees based on 17% to 20% (2005: 17% to
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 2006, the retirement plan contributions amounted
to approximately HK$1,210,000 (2005: HK$971,000).

A company in the Group operating in Hong Kong has
participated in 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
2006, the Group's contributions to the MPF were
approximately HK$46,000 (2005: HK$45,000). The assets
of the fund are held separately from those of the Group and

are managed by independent professional fund managers.

B8 12. TAXATION
—EEREF —ZETRF
2006 2005
FHET THET
HK$'000 HK$'000

hEMEH Enterprise Income Tax (“EIT")
— KB A A — The PRC subsidiaries 62,384 40,021

HRAEEMEFELLEEMNERE
EENERBEN  RELBREFEMNE
MEt iR -

Hong Kong Profits Tax has not been provided for in the
consolidated financial statements as the Group did not derive

any assessable profits in Hong Kong for both years.
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12. BE (&) 12. TAXATION (Continued)
ENHEEBEPBISER KPR Tax payable comprised PRC VAT and PRC EIT as follows:
PREHWT

—EEREF —EEREF
2006 2005
FAT FHT
HK$'000 HK$'000
B ER PRC VAT 16,997 9,399
R ERTFR PRC EIT 19,254 22,416
36,251 31,815
BRETFEE@ERE  BETHREKE QAR Pursuant to the relevant tax laws in the PRC, certain
EEBHEMBAENAFEERENEER subsidiaries in the PRC are entitled to full exemption from
NEBRMFNEZRREHANEEMRS EIT for two years starting from their first profit-making year,
B WEHEE=EFEERT500% o after offsetting all losses brought forward, followed by a 50%

reduction for the next three years thereafter.

REERN  ERR(ZEZTLF ' WK) During the year, EIT has been provided at 12% after a 50%
R B Bt B8 A B2 0 B 500018 1% 120051 12 reduction for two (2005: two) PRC subsidiaries. EIT has been
REMEH - SIDREMRX (ZEER fully provided at 279% and 33% for two (2005: two) and
FMR)R—FK(ZZEZTRF : B)PE one (2005: nil) PRC subsidiaries respectively. The remaining
ME LD ER27% & 3302 @A R B E M three (2005: one) PRC subsidiaries did not derive any
BH - BRT=FR(ZZEZHF  —x)FP assessable profits.

BIM B A RIYOL A T ERBEF -
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12. BE (&) 12. TAXATION (Continued)
BIAB AR A B & < R B A& 7 A & The taxation can be reconciled to the profit before taxation
N per the consolidated income statement as follows:
—EERE —EEREF
2006 2005
FHT FAT
HK$'000 HK$'000
B %1 B & A Profit before taxation 274,075 171,646
=B NPT 1S B R Tax at domestic income tax rate 72,439 45,899
BB ER N2 Effect of tax exemption (10,055) (5,878)
REFEHIE Taxation for the year 62,384 40,021
HRNREEANEREZH  ERAUK No provision for deferred taxation has been recognised in
BRPWARERELERIBREE - the consolidated financial statements as there are no
significant temporary differences.
13. KE 13. DIVIDENDS
—EERF —ZETRF
2006 2005
FHT FAT
HK$'000 HK$'000
BEREMFHRES Interim dividend paid:
FR0.01E T HK$0.01 (2005: nil) per share
(ZZ2ZRF : ) 11,843 -
EREREAREARE Proposed final dividend:
FH20.04%5 T HK$0.04 (2005: HK$0.04) per share
(ZZEZRF : 0.04%87T) 56,846 47374
68,689 47,374
RAKRBEROAB THEETERRE The final dividend of HK$ 0.04 per share has been proposed
WEAKKRRABRRBFKE L& - by directors and is subject to approval by shareholders at

annual general meeting.
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BE-_ZZEXRF+ZHA=+—HBLFE Year ended 31 December 2006

ik 2 F

BRERBFRBEIRNDREREE
ERFEARRARRREEMWNSEF LD
209,255,000t (Z 2 T & F
130,207,000 7T) & T3 # TG & ¢

14. EARNINGS PER SHARE
The calculation of the basic and diluted earnings per share is
based on the Group's profit for the year attributable to the
equity holders of the Company of approximately
HK$209,255,000 (2005: HK$130,207,000) and the following

data:
“EREIREF —“ZEZRF
2006 2005
ARt EERERAFH Weighted average number of
38 AR T 15 & ordinary shares for the calculation
of basic earnings per share 1,162,593,991 986,953,059
EEEEN T AR Effect of dilutive potential ordinary
shares:
i iz i Share options 323,041 =
st E & R #E & 5 1 Weighted average number of ordinary
38 AR T 15 & shares for the calculation of diluted
earnings per share 1,162,917,032 986,953,059

HREE-ZETRAF+=-A=+—H1t
FEVTEBCEENLTBR WU ER

ZFEEEREREETRAN -

No diluted earnings per share was shown for 2005 as there

was no dilutive potential ordinary share for that year.
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15. & 15. GOODWILL
FHET
HK$'000
AR COST
RZZEZRF—-H—H At 1 January 2005 143,098
FE A& A B 7S s R 5 3R Elimination of accumulated amortisation
HIH R 8 upon the application of HKFRS 3 (6,558)
NG NN -3 Arising on acquisition of a subsidiary 63,175
RZZEZTRAF+-_A=+—H At 31 December 2005 and 1 January 2006
kZZETF—H—H 199,715
MR ER Exchange difference 2,527
KRBT F+=_A=+—H At 31 December 2006 202,242
EHE § ACCUMULATED AMORTISATION
RZZETHFE—A—H At 1 January 2005 6,558
JE A& A B 7S s R 5 3R Elimination of accumulated amortisation
HiH Rt i upon the application of HKFRS 3 (6,558)
RZZEZRF+-A=+—H At 31 December 2005, 1 January 2006
—EERFE-A—ABK and 31 December 2006
—EERE+TZA=1+—8H -
BREFE NET CARRYING VALUES
RZZEEXF+=-_A=+—H At 31 December 2006 202,242
RZZETAF+_A=+—H At 31 December 2005 199,715

g TS
DEEETORERR

REBHBRARREE - BEZE

will be tested for impairment at least annually.

Goodwill was arising on acquisition of subsidiaries. Goodwill
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e (&)
HEBECEEHEERSRETIMREBA
= =

15.

GOODWILL (Continued)

The goodwill is allocated to the following subsidiaries:

—EERF —ZEERF
2006 2005
FAET FAET
HK$'000 HK$'000

BEHNERRAMEEERAA Wuxi Xinwei High Temperature Ceramics
Co., Ltd. 136,540 136,540

BEMEEEREERA A Haicheng City Suhai Magnesium Ore

Co, Ltd. 65,702 63,175
202,242 199,715

FR - AKERE-FEREE L EH
BB EXQERNGETEZSE
ETHBRENR -

LA _E W R AR BB B A ) 2 BT UK el SRR T
RACEEBETE - MatEr 5 ERE
RReRENBRFEZWRZE - Lt 8
TAEREMREHEOETERUAH =
TRERIFTIRR11.2504EE « EIFFH
B m AR AR FRA R R
3%E31%ER - MERTMERFEREEGR
A aEl A F A BB LA 100 E 30038 & o
ZREREVADBERERERAER
REMEETMSERMEE - EFR
BRBEZOEEE  TREFEGR
ERBREEERBRRCEEFE  ME
EERE LR -

During the year, the Group performed an impairment testing
of goodwill with reference to a valuation carried out by an
independent qualified professional valuer not connected with

the Group.

The recoverable amount of the above two subsidiaries has
been determined based on business valuation calculation.
The calculation uses the Income Approach of Discounted
Cash Flow Method based on the accounting information
provided by the management covering a 26-year operating
period, and at a discount rate of 11.25%. Net revenue of
Wuxi Xinwei High Temperature Ceramics Co., Ltd. is assumed
to grow at 3% to 31%, while net revenue of Haicheng City
Suhai Magnesium Ore Co., Ltd. is assumed to grow at 1% to
3%. The cash flow forecasts have been determined based
on the management's expectation for the market development
and past experience. The directors are of the opinion, based
on the business valuation, that the recoverable amount
exceeds its net carrying value in the consolidated balance

sheet and no impairment is necessary.
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16. 1% - BMERRBURERIR

16. PROPERTY, PLANT AND EQUIPMENT AND

CONSTRUCTION-IN-PROGRESS

4 B % 3 X M 3 NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

KRRk BAZEHRE
BF B REE AE ERIR ek
Machinery Office
and  equipment Motor Construction-
Buildings  equipment and fixtures vehicles  in-progress Total
TEL THEL TET TEL TEL TEL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BAS 4 E COST OR VALUATION
R-ZZZTLF At 1 January 2005
—HA—H 172,945 493,953 5,144 5,279 36,747 714,068
WeEE K B AR Acquisition of a subsidiary 17,850 40,089 125 1,308 = 59,372
WE Additions = 3,022 180 764 24,782 28,748
mERTIREA Transfer from construction-
in-progress - 36,247 - - (36,247) -
BE Disposals (20) - - (1,000) - (1,020)
EREZ Exchange difference 3,326 9,877 94 99 596 13,992
R-ZEELE At 31 December 2005
+ZA=1+—8H and 1 January 2006
RZEERF
—HA—H 194,101 583,188 5,543 6,450 25,878 815,160
WNE Additions = 7,734 163 350 39,843 48,090
mERTIREA Transfer from construction-
in-progress 4,765 5,545 - - (10,310) -
BE Disposals - - - (2,843) - (2,843)
EREZ Exchange difference 7,859 23,593 211 208 1,626 33,497
R-ZEERE At 31 December 2006
+=ZA=+—H 206,725 620,060 5917 4,165 57,037 893,904
B Comprising:
R At cost 189,518 620,060 5917 4,165 57,037 876,697
BfbE At valuation 17,207 = = = = 17,207
206,725 620,060 5917 4,165 57,037 893,904
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16. % BERIREUREREIRE
(%)

16. PROPERTY, PLANT AND EQUIPMENT AND
CONSTRUCTION-IN-PROGRESS (Continued)

BER BRAER
BF R REE AE ERIR ok
Machinery Office
and  equipment Motor Construction-
Buildings  equipment and fixtures vehicles  in-progress Total
THEL THEL FAT THEL THEL THEL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
S B RTE  ACCUMULATED AMORTISATION
AND DEPRECIATION
RZETRE At 1 January 2005
—HA—H 38,796 119,414 2,624 3,468 = 164,302
W BB HT B 2 A Acquisition of a subsidiary 2,975 13,360 76 683 = 17,094
REFFR Charge for the year 8,729 50,319 1,023 914 - 60,985
REHM Written back on disposals - - - (1,000) - (1,000)
ERZR Exchange difference 830 2,780 57 66 - 3,733
RZETRE At 31 December 2005
+ZA=+—H and 1 January 2006
RZETRF
—A—8 51330 185,873 3,780 4131 - 245114
REFHR Charge for the year 9,895 59.414 1,071 889 - 71,269
REEM Written back on disposals - - - (2,485) - (2,485)
EREZE Exchange difference 2,251 8,623 162 133 - 11,169
RZETRE At 31 December 2006
+-A=1+—*H 63,476 253,910 5,013 2,668 = 325,067
REFE NET CARRYING VALUES
RZETRE At 31 December 2006
+-A=+—*H 143,249 366,150 904 1,497 57,037 568,837
RZETRE At 31 December 2005
+-A=+—-H 142,771 397,315 1,763 2,319 25,878 570,046
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M¥E BMERSBURERIR
(%)
AR FHRRRE -

ETALEEFEEH " RBILEEAS
BRIHANR -_ZEE-_F+_A=1+—
BEREARMEEESM -

RZTTRF+_A=+—H £FRK
WEEERAZEHZSEFTESM -
HREGEER-_ZETEAE+-_A=T
—HZEREEYESAEZE  AAA=E
ERRZERBFR_ZERFTA=
T-HZEREBELAFHRBERE
BzakEEE -

REEBEBRB  RAUKNERG R
ST EMESIER - Th{E A 12,926,000%
T (ZZTZTRF © 13,706,000 L) 2 12
FZREEMRA14,490,0008 T (ZEF
A F ¢ 15,303,0008 L) °

M BERREAERERTIFE
SHRITE ¢

BF 5%
et k& 10%
MAEZEREE 20%
-2 20%

EZANE+ZA=1+—HILFE Year ended 31 December 2006

16. PROPERTY, PLANT AND EQUIPMENT AND

CONSTRUCTION-IN-PROGRESS (Continued)
All buildings are located in the PRC.

Certain of the Group's buildings were last revalued at 31
December 2002 by an independent professionally qualified

valuer on an open market basis.

At 31 December 2006, the directors revalued the buildings
on a depreciated replacement cost basis. Since there are no
material differences between the revalued amount and the
carrying values at 31 December 2006, the directors are of
the opinion that the carrying values of the buildings at 31
December 2006 fairly reflected their recoverable amounts at
that date.

At the balance sheet date, the carrying amount of certain
buildings with revalued amount of HK$12,926,000 (2005:
HK$13,706,000) would have been HK$14,490,000 (2005:
HK$15,303,000) have they been stated at cost less

accumulated depreciation.

Property, plant and equipment are depreciated on a straight-

line basis at the following rates per annum:

Buildings 5%
Machinery and equipment 10%
Office equipment and fixtures 20%
Motor vehicles 20%



R & B % | X M i NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
BE-ZZRFt+ZA=+—HLEFE Year ended 31 December 2006
17. BHHEE Lt AERIE 17. PREPAID LEASE PAYMENTS ON LAND USE RIGHTS
ZETRF —EEREF
2006 2005
FHET THET
HK$'000 HK$'000
R—A—BREFE Net carrying value at 1 January 12,419 10,384
X ER Exchange difference 3,021 196
U B B 8 2 & Acquisition of a subsidiary - 2,190
NE Additions 126,839 -
B Amortisation (617) (351)
R+ZA=+—BEREFE Net carrying value at 31 December 141,662 12,419
REBZHE T Leasehold land in the PRC:
FHEE Medium-term lease 141,662 12,419
I EMIEL 22 Analysis for reporting purposes:
mENE E Current asset 3,002 398
ETEBEE Non-current asset 138,660 12,021
141,662 12,419
18. HiW&EE 18. OTHER ASSET
HEtEEEBEE LI ERAEDEN E!’Hziz Other asset represents deposit paid for acquisition of land
E RZZEZERFNA=+H &R use rights. On 30 August 2006, a subsidiary of the Company

HP—RHBRQ Téﬁiz%i%_mgmf
17 1 % AR AR R B B T B9 — 3 -3t o
RiEZHE  ZHBARRESINAR
%1 500,000 5 i 1508 + i 1 & ok 2%
=5 REEBRELXEB  EXMAR
%900,00075 (#7 4 £900,00057T) °

EERANEERBRAAMEENK
AEEEAFERIEEREZR -

has entered into an agreement with an independent third
party for the levy of a piece of land located in Haicheng City,
PRC. According to the agreement, the subsidiary has agreed
to pay RMB1,500,000 for the levy of 150 acreage land for
its future development. As at the balance sheet date,
RMB900,000 (equivalent to HK$900,000) in respect of this
has been paid.

In the opinion of the directors, the carrying amount of the
other asset has no material difference from its fair value at

the balance sheet date.
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Bf 7 ¥R &® Mt 3 NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
BEXE+ZA=+—HILEE Year ended 31 December 2006

78 19. INVENTORIES

—TEAF  —TTHF

2006 2005

FHET T

HK$'000 HK$'000

R Raw materials 51,504 37,096
EE M Work in progress 84,422 68,892
EK M Finished goods 110,124 136,687
246,050 242,675
B FERE Less: Allowance for inventories (14,886) (14,284)
231,164 228,391

REEEBERB GEPEENERF
IR TFE X 524,836,000 T (==
TR : 57250008 T) °

FE Wi BR R % L At BB UK
AEBGRTESEPFH=TENLTH
MEHEES -

FEERKANEEPNMBRENLA
BENERINZHEMAET M -
FMEEFHAREFERSE  MABES
AREESRBERERT AT ABEBR
B ARRAEERRNEFPETRS
EURGET EXREERBHEK
R YR ARRERK -

20.

At the balance sheet date, approximately HK$24,836,000
(2005: HK$5,725,000) of the inventories of the Group were
carried at net realisable value.

ACCOUNTS AND OTHER RECEIVABLES
The Group allows an average credit period of 30 to 90 days

to its trade customers.

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

receivable and follow up collections.
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HEZZZARF+ZA=1+—HLFE Year ended 31 December 2006

20. BERF R H AWK (48) 20. ACCOUNTS AND OTHER RECEIVABLES (Continued)
EAﬁﬁﬁfz?Q B - R R R H A R U At the balance sheet date, accounts and other receivables
BEaE comprised:
=N = Z AR
2006 2005
FTHT FAT
HK$'000 HK$'000
& U5 BR X Accounts receivable 337,443 326,865
H fh & Ui 5K Other receivables 15,111 20,313
352,554 347,178
W RERBE Less: Allowance for bad and doubtful
debts (7,940) (8,377)
344,614 338,801
JEW RN 2 BRI D ATIA T An ageing analysis of accounts receivable is as follows:
ZETRF —TThHEF
2006 2005
FHT FAT
HK$'000 HK$'000
ANEERMEAA Current to less than 6 months 305,513 286,780
ANEAE—FR 6 months to less than 1 year 23,859 26,519
—ZEMER 1 to less than 2 years 2,700 5,773
M E A E Over 2 years 5,371 7,793
337,443 326,865
RZZEZEXRFE+A=+—H  ARA The fair values of the Group's accounts and other receivables
S H 7 KRR fﬂlfuﬁl KB S ER at 31 December 2006 approximate to the corresponding
HUE - AAER T EEEREAEM carrying amounts due to short-term maturities.

+
T
o
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21.

22.
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BNREREZES
R-ZZZXE+-_A=+—0  BHXK
BERZeOEANEEME  BE KR
WA REETIZEFHIEL 170,131,000/
L (ZZETAHEF : 46,980,000/ 70) °

RZZEERF+-_A=1+—H @A
SEzEMFBEREZEBER S HH
B REAFEEEE@AEMRS

EEFRTERRZREBTER

RZTZXFE+-A=+—8 B
RITFEREAEAAR —HMBRAER
RHRITERMERRRITOER © %
17 50 I% B & F 7 & 4.73%5T 8 ©

R-BERFR-BPAST-A=t
—B ERHETEBEANETER
R AEAETRETERRR
MR ZRHBTEBERERR
7 B RH -

Bf 7 ¥R &® Mt 3 NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
BEXE+ZA=+—HILEE Year ended 31 December 2006

21.

22.

PREPAYMENTS AND DEPOSITS

At 31 December 2006, prepayments and deposits include
amounts paid for the purchase of property, plant and
equipment of approximately HK$170,131,000 (2005:
HK$46,980,000).

The fair values of the Group’s prepayments and deposits at
31 December 2006 approximate to the corresponding carrying

amounts due to short-term maturities.

PLEDGED BANK DEPOSIT AND RESTRICTED
BANK BALANCES

At 31 December 2006, pledged bank deposit represents
deposit pledged to a bank to secure short-term bank loans
granted to a subsidiary of the Company. The deposit carries

fixed interest rate at 4.73% per annum.

At 31 December 2006 and 2005, restricted bank balances
represent deposits required and restricted by banks in respect
of the issue of letter of credit to certain customer and
suppliers. The restricted bank balances will be released upon

the completion of the respective transactions.
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BE-ZZRFt+ZA=+—HLEFE Year ended 31 December 2006
23. IR 23. ACCOUNTS PAYABLE
R R 2R DITMAT ¢ An ageing analysis of accounts payable is as follows:
ZETRF —TTREF
2006 2005
FHT FAT
HK$'000 HK$'000
REZEASEAR Current to less than 6 months 42,781 48,715
NEAE—FR 6 months to less than 1 year 3,425 4,581
—ZEWER 1 to less than 2 years 2,173 1,456
GES N Over 2 years 2,005 1,497
50,384 56,249
RZZEZRFTZA=1T—8  ARXK The fair values of the Group's accounts payable at 31
SEZEMRERERAZSAME - MU December 2006 approximate to the corresponding carrying
HATVEBEAEREMBRS ° amounts due to short-term maturities.
24. A—EREHHRITER 24. BANK BORROWINGS DUE WITHIN ONE YEAR
—ETRF —TTAHF
2006 2005
THT FHET
HK$'000 HK$'000
ERBZEHRITER Secured short-term bank loans 95,000 =

AEEMBERUARBE -

REE-ZTZF+-A=1+—HI%F
B - REEEF AL 95,000,000/ 7T
ZEIBATER o ZERIRE T FH =
4.860% 2 5.022%zT B RBR —F A E

o

{8

R-ZEEXFE+-_A=+—8 %17
B LA%999,790,000 T (ZEE R F
)N LIFRTERIERER -

All of the Group's borrowings are denominated in Reminbi.

During the year ended 31 December 2006, the Group
obtained two new bank loans in the amount of approximately
HK$95,000,000. The loans drawn during the year bear fixed
interest rates at 4.860% and 5.022% per annum and are

repayable within one year.

At 31 December 2006, the bank loans were secured by the
pledged bank deposit of approximately HK$99,790,000
(2005: nil).
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- R-—FRIABHRTER (B)

EZANE+ZA=1+—HILFE Year ended 31 December 2006

24. BANK BORROWINGS DUE WITHIN ONE YEAR
(Continued)

RIZEZERF+-_A=+—H " #ARXAK The fair values of the Group's bank borrowings at 31
SEMROTERBRDIBMES - December 2006 approximate to the corresponding carrying
HAVTEBEEERERE amounts due to short-term maturities.
RABRAR 25. SHARE CAPITAL OF THE COMPANY
A2 R FAT
Number of shares HK$'000
BREEI10B T2 & @K Ordinary shares of HK$0.10 each
EE Authorised:
R_ZEZTHRF—H—AH At 1 January 2005,
—EZRF+T-_A=+—H 31 December 2005
RZZBERET+_A=+—H and 31 December 2006 2,000,000,000 200,000
BEETIRER Issued and fully paid:
R-ZZEZTRF—HA—H - At 1 January 2005,
—ETRFE+ZA=1+—H 31 December 2005
kZZET R F—HA—H and 1 January 2006 986,953,059 98,695
REFREH KRG (fistakb) Placing of new shares during the year
(Notes a and b) 434,190,000 43,419
RZBZEF+-_A=+—H At 31 December 2006 1,421,143,059 142,114

@) RZZTTXFEA+AH KAAREE
B 8 1.388 T % 17 & B %
197,390,000/ & R EE0.10/% 7T 2
ERRTFBUE=H °

by R=ZZTZTARF+—A+=H ' AA7F
REMRAIEB1.46/8 T 31T KB %
236,800,000/% B R E{E0.10/% 7T 2
ERRTFBUE=H °

AEBRABRTZIAAMBERD  EX7
AHEERCRBERNEFERASEE -

Notes:

(@) On 10 April 2006, 197,390,000 ordinary shares of HK$0.10
each were issued and allotted to independent third parties
at a price of HK$1.38 per share.

(b) On 13 November 2006, 236,800,000 ordinary shares of
HK$0.10 each were issued and allotted to independent
third parties at a price of HK$1.46 per share.

All the new shares issued during the year rank pari passu in

all respects with the existing shares.
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REEBERE  AEBREESEH
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26. COMMITMENTS

s NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
NE+ZHA=+—BIEE Year ended 31 December 2006

At the balance sheet date, the Group had the following

commitments, so far as not provided for in the consolidated

financial statements, in respect of:

(@) BEREEVMHE BMELREZE (a) Capital commitments in respect of acquisition and
R HE construction of property, plant and equipment:

ZZERE —TTRF

2006 2005

FHET TR

HK$'000 HK$'000

ERERETH Authorised and contracted for 247,862 67,461

(b) BRETTHHZ LHRETEER
ERAEFERASIERSRE

(b) Operating lease commitments for future minimum lease

payments under non-cancellable operating leases in

AEEMT respect of land and buildings which fall due as follows:

—EERE —EEREF

2006 2005

FAT FHET

HK$'000 HK$'000

—ER Within one year 692 1,307

E-ZERNF (BEEEMSE)  In the second to fifth year inclusive 222 3,036

hFE& Over five years - 10,543

914 14,886

KEREN TN REMEE T Operating lease payments represent rentals payable by

RERHEEMN 2HE - HAOFH the Group for certain of its office and factory premises.

DRBERETE  NFEFH= Leases and rentals are negotiated and fixed for an
F o average of three years.
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. BRESE

RZZBZEMFEAMBRTZRREF
REE - ARARREEKER AN
NETATERRAZERETS ([E
AHEl) R B AER & (T3 &t
E DY

REHE  EFUTRNBEEAFHALE
EMERRKBEER A ASE2BES
(BRARARAMBARAZESR) £
AR - HER - BF EXRER - B
fl o & 1 R FF 3k 3% 7% Bt B 1 3 51 81 6%
FRiGHZRR T ERBRERBALQA
By AERSRERRBRELZE
BEXNREARE  BRETRES
EREBOBMEEREETEEERA
ZHRATAERITE  ETSEES
BRERDBEF+F2HBME - HEE
R FURERL - R-TEARR
—ZEERFT A=+ —BIEWFE -
ARBE W ER HBAAE -

TEEITHESEEE  ETAIRE
WERARARRMHKTE  BEEELD
EHAAMEEEBARQRRMDHEFEH UK
MERAATDIROEABE=ZBEZRESE °

27. SHARE OPTION SCHEME

At the annual general meeting of the Company held on 4
June 2004, the shareholders of the Company approved the
termination of the Company’s share option scheme adopted
on 14 October 1999 (the "Old Scheme”) and the adoption

of a new share option scheme (the “New Scheme").

Under the New Scheme, the directors may, at their discretion,
invite full-time employees of the Group, including directors
of the Company and its subsidiaries, any of its shareholders,
suppliers, customers, consultants, advisers and joint venture
partners or business alliance who have contributed or will
contribute to the Group to take up options to subscribe for
shares in the Company subject to the terms and conditions
stipulated therein. A nominal consideration will be paid by
the eligible participants for each lot of share options granted.
An option may be exercised at any time during a period to
be determined and identified by the directors to each grantee
at the time of making the offer, but in any event, shall not
exceed the period of ten years from the date of grant of the
particular option, subject to the early termination of the New
Scheme. No option has been granted by the Company during
the two years ended 31 December 2006 and 2005.

The exercise price is determinable by the directors of the
Company, and should not be less than the highest of the
closing price of the Company's shares at the date of offer,
the average closing price of the Company's shares for the
five business days immediately preceding the date of offer

and the nominal value of the Company's shares.
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27. SHARE OPTION SCHEME (Continued)

FABREZZSHMNT: Movements of the share options during the year are as
follows:
—EERF 2006
BREHE
Number of share options
RIZERE RZIEER ¢
-A-H TZA=1-
R B TEE  7RE MATE  REARE  REATR  REARH ﬁuﬁﬂi
Outstanding at Granted Exercised Cancelled  Outstanding at
Exercise 1 January during during during 31 December
Date of grant Exercisable period price 2006 the year the year the year 2006
AT
HK$
=3 ZET=F CZETTZE-A-TtHZE 1.10 1,500,000 - - - 1,500,000
—AZ+=H ZE-Z£-A-1KH
Employees 23 January 2003 27 January 2003 -
26 January 2013
—ERRF 2005
BREHA
Number of share options
R-ZFLE R-ZFNE
-A-H +ZA=t-H
REAH Te® 7THE MATE  RERRE  RERTE  REARH WATTHR
QOutstanding at Granted Exercised Cancelled  Outstanding at
Exercise 1 January during during during 31 December
Date of grant Exercisable period price 2005 the year the year the year 2005
iy
HK$
% ZTT=F CZTT=f-A-ttHE 1.10 5,000,000 = - (5,000,000 =
=H=7ZH “T-=%-A=+/A
Directors 23 January 2003 27 January 2003 -
26 January 2013
B8 == R e s 1.10 1,500,000 - - = 1,500,000
=H=7ZH “T-=%-A=+/A
Employees 23 January 2003 27 January 2003 -

26 January 2013

6,500,000 - - (5,000,000) 1,500,000
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BRETE (B)
REEAFERA  REARAEFEER

o T 8 AR AT 2 BB AR A S & 2 AR A AL AR
M8 E /1,500,000 (ZZ2ZTHF .
1,500,000/%) 15 &% B AR A A B %17
Befn 20.11% (ZZFZTREF 1 0.15%) ° &
EfE AEMBEAREEARRBREAR
B AR 2 ERAEN R AT AR AR
Al BTN Z10% °

BERALIXRS

(a) ENEBARREBEFHBET

27.

28.

EZANE+ZA=1+—HILFE Year ended 31 December 2006

SHARE OPTION SCHEME (Continued)

At the balance sheet date, the number of shares in respect
of which options had been granted and remained outstanding
under the Old Scheme was 1,500,000 (2005: 1,500,000),
representing 0.11% (2005: 0.15%) of the shares of the
Company in issue at that date. The total number of shares in
respect of which options may be granted under the Old
Scheme is not permitted to exceed 10% of the shares of the
Company in issue at any point in time, without prior approval

from the Company’s shareholders.

RELATED PARTY TRANSACTIONS
(a) Particulars of amount due to a related company is as

follows:

—ETAE  -TTHF
2006 2005
FAET FAET
HK$'000 HK$'000
) NG Name of related company

B 57 BRRR Wuxi Pan-Asia Environmental Protection
NG Technologies Limited 550 1,220
FET BB A R FRIE = AR AR - DEt The amount due to a related company is unsecured,

*'J,%\&ﬁ%%ﬁz%ﬁ&%m @
B 7 JE < B Bk % ] K08 A2 A B A

HE  AAVERAKEERE -

BUTRELAREEERES -

non-interest bearing and repayable on demand.
The fair value of the amount due to a related company
approximates to the corresponding carrying amount due

to short-term maturities.

Qian Yuanying has beneficial interests in this company.
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28. ARG (BB)
(b) RAFE  AEEETATEBR
%:

() AEEEEFREENRER
BRARNE OBEENTHE
EFEMEOE RSN
E-BENBEEARRAA
—XPEBEAME - AERE
R HF 5 B #EH 90% & 10%H]
B o BRENSZEENE
ERE - HEFBEEARA
AMRERAE—HERARE
R KB LARD A
5% 55 ©

RBEZZZRE+ZA=+
—RIFE  AEBEWES]
N ERPHOHEE - RZT
FE - BB ERHR O H
&4 55,662,000/ 7T °

MT-:“EJ

(i) AEBEX[M4A212,000% T
(ZZTZTHF : 206,000/ 7T)
WS FTERE-

(i) A&EEE X 452,000% T
(ZZZHEF : 51,0008 7T) B
HeTEHZERRBEER

AT

EERALAR SR - BOERE
PR R R B EE R D IEM
S BB H TR © LA L
BHFNTEERR -

28. RELATED PARTY TRANSACTIONS (Continued)
(b) During the year, the Group entered into the following

related party transactions:

(i) The Group arranged certain export sales of its
products outside the PRC using the export quota
of Yixing Xinwei Group Co., Ltd. at nil 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.
Yixing Xinwei Group Co., Ltd. also held 5% equity
interests in Yixing Xinwei Leeshing Rare Earth

Company Limited, a subsidiary of the Company.

During the year ended 31 December 2006, there
was no export sales handled through this
arrangement. In 2005, export sales handled through
this arrangement amounted to approximately
HK$5,662,000.

(i) The Group paid rent of approximately HK$212,000
(2005: HK$206,000) to Jiang Quanlong.

(iii) The Group paid rent of approximately HK$52,000
(2005: HK$51,000) to Wuxi Pan-Asia

Environmental Protection Technologies Limited.

The directors are of the opinion that the above
transactions were entered into under the normal course
of business and on normal commercial terms or in
accordance with the agreements governing such
transactions, and this has been confirmed by the non-

executive directors.
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RELATED PARTY TRANSACTIONS (Continued)

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

—EERE —EEREF

2006 2005

FHET FET

HK$'000 HK$'000

B REE Jiang Quanlong 6,612 8,742
g Qian Yuanying 3,275 2,847
FrARJE Xu Panfeng 125 39
¥ Jiang Cainan 50 222
10,062 11,850

ENERFAREER - AL

REREREERN -

ARENESFERRE R BT
B MUAERTFEEEKREER

4+

E o

TREBABCHEARERME

10(b) *

29. WIE—RKEBAF

29.

RZTTAF AEEREEH &S
HEBRERARZEDAMER - BRE
A AN R ¥ 120,000,000 (& &
115,385,000 L) ° kR 5 EHKAKE

ERPYN-

The amounts due to directors are unsecured, non-interest

bearing and repayable on demand.

The fair values of the amounts due to directors
approximates to the corresponding carrying amounts due

to short-term maturities.

Details of key management personnel compensations

are set out in note 10(b).

ACQUISITION OF A SUBSIDIARY

In 2005, the Group acquired the entire registered capital of
Haicheng City Suhai Magnesium Ore Co., Ltd. at a total
consideration of RMB120,000,000 (equivalent to
approximately HK$115,385,000). The transaction has been
accounted for using the purchase method of accounting.
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29. WEE—RMEBLA (&) 29. ACQUISITION OF A SUBSIDIARY (Continued)
REGMENEEFBENELENEEN The net assets acquired in the transaction, and the goodwill
T arising, are as follows:
NEEREBEA
WA RES 2 REE

Fair value and acquiree’s
carrying amount
before combination

FAET
HK$'000
IS EE S ! Net assets acquired:
ME - BEREBARERZLR Property, plant and equipment and
construction-in-progress 42,278
TENTAE + 35 BAEFRA Prepaid lease payments on land use rights 2,190
e Inventories 4,241
JE LT BR SR % E i e U 3R Accounts and other receivables 26,801
BNRELRES Prepayments and deposits 1,822
RITER KRR ® Bank balances and cash 428
e 11 BR K Accounts payable (1,593)
TR & A N H il e 15 3K Accruals and other payables (22,088)
R 1+ i 18 Tax payable (1,869)
52,210
WEEME LN EE Goodwill arising on acquisition 63,175
ReRE Cash consideration 115,385
WiRE P EE E VIR R F RR ¢ Net cash flow arising on acquisition:
ReREXH Cash consideration paid (115,385)
PSHIRITHEBR KRR S Bank balances and cash acquired 428
(114,957)
RBE_ZERFE+-_A=+—-HILF Haicheng City Suhai Magnesium Ore Co., Ltd. did not make
B BEmHESEEARAAARNEE significant contribution to the Group's revenue and profit
Z W R B B A A R B K B R e before taxation for the year ended 31 December 2005.
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N

30. MR A 30. SUBSIDIARIES

RZBZEXFE+ZA=+—HBARAH Details of the Company's subsidiaries as at 31 December
MEBARFEMAT : 2006 are as follows:
ARAER
/28 Hfk BEAR  E&/AREE
WBARDAR ZHERAH RARGER BSREA BRER BABAL IEXH
Effective percentage
Issued and of equity interests/
Place and date of Registered and ~ fully paid ~ voting rights held
Name of subsidiary incorporation/operations (lass of shares held fully paid capital capital by the Company ~ Principal activities
Bi fi#&
Directly ~ Indirectly
% %
MR BRARAR KERLES Bk - 20%TT 100 - REER
“AANETZAZR
Lee Shing Holdings Limited British Virgin Islands Ordinary - Us$20 100 - Investment holding
3 December 1998
ENEARES (LB ARAR  HE HAER 200,000% 7T - 100 - 25
“2ERE-A-TMA
Wellfire (Shanghai) Company The PRC Contributed capital US$200,000 - 100 - Trading
Limited 24 February 2000
Dynamic Goal Worldwide Inc. ~ KER%ZES LaR = VE = 100 %EZR
“ZRFRA=T-A
Dynamic Goal Worldwide Inc. British Virgin Islands Ordinary - US$2 - 100 Investment holding
31 May 2000
BEREFANKBLERAR  HE HAEX 15,660,005 70 - = 95 RERHEWIEM
“hWAZEtATtA
Yixing Xinwei Leeshing The PRC Contributed capital US$15,660,000 - - 95 Manufacture and
Rare Earth Company Limited 17 July 1993 sales of rare earth

products
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BE-_ZZEXRF+ZHA=+—HBLFE Year ended 31 December 2006

30. MIB A (&) 30. SUBSIDIARIES (Continued)
ARAEL
Hs /&8 itk BEAR  Bn/AREE
HEAR AR ZHHEREH RARGER EHRET HRER REAS L TEER

Effective percentage
Issued and  of equity interests/
Place and date of Registered and ~ fully paid  voting rights held
Name of subsidiary incorporation/operations (lass of shares held fully paid capital capital by the Company ~ Principal activities
B i3
Directly  Indirectly

% %
BEEFBEHMABANHERDE T8 BAER 17,000,000% 70 = = 100 RERHEMAER
“AANELA=TH
Yixing Xinwei Leeshing Refractory ~ The PRC Contributed capital US$17,000,000 - = 100 Manufacture and
Materials Company Limited 30 July 1999 sales of refractory
products
ERMBIOHARLE  HE BAER 8,520,000% T = = 100 HERHEXRAER
“EE-F1-H-tH
Wuxi Xinwei Fluorescent The PRC Contributed capital 1S$8,520,000 - - 100 Manufacture and
Materials Company Limited 20 December 2001 sales of fluorescent
products
HERLEE (BE)ARAR  FE TRk - BT - 100 ZEXHK
“AANETAZT=H
Xinwei Rare Earth Group Hong Kong Ordinary = HK$2 = 100 Dormant
(Hong Kong) Limited 23 QOctober 1998
TEBLESERAT BB LRR - 27T - 100 23
Z2R-EZ15H
China Rare Earth Trading Limited ~ Hong Kong Ordinary - HK$2 - 100 Trading

16 February 2001
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BE-_ZZEARF+-HA=+—HBLFE Year ended 31 December 2006

30. B AR (&)

30. SUBSIDIARIES (Continued)

ARAEL
H /& itk BEAR  Ban/AREE
WEBARAR HEREH HARHER EHRET HRER REAS L TEER
Effective percentage
Issued and  of equity interests/
Place and date of Registered and  fully paid ~ voting rights held
Name of subsidiary incorporation/operations Class of shares held fully paid capital capital by the Company ~ Principal activities
B% it
Directly ~ Indirectly
% %
ERMEREREERAT T8 HAER 30,000,000 - - 100 RERHERERE
“EE-ENA-A Em
Wuxi Xinwei High Temperature  The PRC Contributed capital HK$30,000,000 - - 100 Manufacture and
Ceramics Co,, Ltd 1 April 2002 sales of high
temperature
ceramics products
ERTHERRERAT HE HAER AE 25,000,000 - - 100 HERHERVER
“RRCENACTLA
Haicheng City Suhai Magnesium  The PRC Contributed capital RMB25,000,000 - - 100 Manufacture and
Ore Co, Ltd. 27 April 2002 sales of magnesium
products
ERFBEFLENH Gkl NV - - - 100 BERHEMAER
VNG ZERNENACT LA
Yixing Wellfire Nonmetal The PRC Contributed Capital - - - 100 Manufacture and

Materials Co., Ltd.!

27 September 2006

sales of refractory

products
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30. fiEB AR (&)

&l

Hs /&8
GEPEES R AH

Place and date of
Name of subsidiary incorporation/operations

30. SUBSIDIARIES (Continued)

AREER
ik BEAR  BE/AREE

HARHER EHREL  HRAX BRABDL IEXK

Effective percentage
Issued and  of equity interests/

Registered and ~ fully paid  voting rights held

(lass of shares held fully paid capital capital by the Company ~ Principal activities

B% i3
Directly  Indirectly

% %
BRFBNAEERARLE T8 HAER 3,500,000% T = = 100 RERHEEVER
ZERREAAZTAR

Hai Cheng Xinwei Leeshing The PRC Contributed Capital 1S$3,500,000 - - 100 Manufacture and

Magnesium Resources Co., Ltd. 28 September 2006 sales of magnesium

products
' REEAMEXRHE  3,000000% T2 I At the balance sheet date, the registered capital of
PR E A R BT o US$3,000,000 has not been paid up.

BEMNEAREEEMNNFEELFEA None of the subsidiaries had any debt securities subsisting at
EARBREAER L EBES the end of the year or within any time during the year.
LB F 31. COMPARATIVE FIGURES

ETUHRBRFCENRLBAFERA
MBERRNEMART e

Certain comparative figures had been reclassified in conformity
to the presentation of the consolidated financial statements

for the year.
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B % B B # = FINANCIAL SUMMARY
BEt+t-A=+—-HLEE
For the year ended 31 December
ZEERFE ZTTRE Z—ZTTMFE =ZTT=F ZTT=F
2006 2005 2004 2003 2002
FAT FAT FAT FAT FAT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BT Turnover 1,031,082 769,370 665,320 457,077 467,663
& B A Cost of sales (732,577) (565,407) (484,667) (345,034) (363,602)
EA Gross profit 298,505 203,963 180,653 112,043 104,061
B 35t B A Profit before taxation 274,075 171,646 139,283 76,293 48,923
18 Taxation (62,384) (40,021) (17,973) (9,246) (8,593)
ANEF F i F Profit for the year 211,691 131,625 121,310 67,047 40,330
e 1 ) Attributable to:
ZAUNE]) & Equity holders
of the Company 209,255 130,207 119,658 66,587 41,039
DERRE S Minority interests 2,436 1,418 1,652 460 (709)
211,691 131,625 121,310 67,047 40,330
R+=-BA=+-H
As at 31 December
ZEERE ZTTRE Z—ZTTMFE Z—ZZTE=F ZTT=F
2006 2005 2004 2003 2002
FAT FATT FAT FAT FAT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
MENE E Current assets 1,554,772 812,182 730,993 699,365 676,022
FEREBEE Non-current assets 910,639 781,782 696,343 391,450 352,760
EEBRE Total assets 2,465,411 1,593,964 1,427,336 1,090,815 1,028,782
MEBE Current liabilities 227,454 145,249 107,660 78,397 75,266
FERBDERE Non-current liabilities - - - _ _
BELHE Total liabilities 227,454 145,249 107,660 78,397 75,266
BEFH Net assets 2,237,957 1,448,715 1,319,676 1,012,418 953,516
2 Share capital 142,114 98,695 98,695 81,445 81,445
] Reserves 2,074,519 1,331,132 1,203,511 915,155 856,713
RRARE Equity attributable to equity
b %= holders of the Company 2,216,633 1,429,827 1,302,206 996,600 938,158
D YRR E = Minority interests 21,324 18,888 17,470 15,818 15,358
BaR AR Total equity 2,237,957 1,448,715 1,319,676 1,012,418 953,516
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cerium carbonate tarbium oxide
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europium oxide phosphor grade

China Rare Earth Holdings Limited 15/F, Club Lusitano, 16 Ice House Street, Central, Hong Kong
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