@ R Ak AR A 4
China Rare Earth Holdings Limited

(Incorporated in the Cayman Islands with limited liability)
(RASHSEMERLZERAF)
Stock code FRA 5% : 00769

F W
Annual Report 2 OO 9






B
CONTENTS

AEE R Corporate Information

81 757 2 Financial Highlights

FFEH|EE Chairman’s Statement

EEZRPREEABMN Directors and Senior Management Profile
P EEIAIRE Corporate Governance Report

E E R Directors’ Report

B ZE AR E Independent Auditor’s Report

4R A Wrzs & Consolidated Income Statement

1A 2 ARz E Consolidated Statement of Comprehensive Income
A BB E Consolidated Statement of Financial Position

B AR L& Statement of Financial Position

FAREZEE R Consolidated Statement of Changes in Equity
IFBEEMER Consolidated Statement of Cash Flows

B 75 R 3% T 5% Notes to the Financial Statements

813 B2 Financial Summary

2

a

17

20

27

38

41

42

43

45

46

48



Annual Report
2009 Ff

NGIER

CORPORATE INFORMATION

BE=

HITES
BRELEEE)
BLRZ L (FEE)
AREZE
Brmrt

BYFHTES
AxnEE
BERELLE
TELE

BitEEE
RN EE
BRELE
TELE

FWEEE
BRERE
Bl NEE
BERERL
SERE

ARAME
BiniEsE

iR Y

Cricket Square

Hutchins Drive

P.O. Box 2681

Grand Cayman KY1-1111
Cayman Islands

BMERRTEEEWE
PEIES
=)

EREEMY
e
HIRERAT165%
FFEgMAEE

DIRECTORS
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

AUDIT COMMITTEE
Mr Liu Yujiu

Mr Huang Chunhua

Mr Jin Zhong

REMUNERATION COMMITTEE
Mr Jiang Quanlong

Mr Liu Yujiu

Mr Huang Chunhua

Mr Jin Zhong

COMPANY SECRETARY
Mr Law Lap Tak

REGISTERED OFFICE
Cricket Square
Hutchins Drive
P.O. Box 2681
Grand Cayman KY1-1111

Cayman Islands

HEAD OFFICE AND PRINCIPAL PLACE OF BUSINESS
Yixing

Jiangsu Province, PRC

PLACE OF BUSINESS IN HONG KONG
15/F, Club Lusitano

16 Ice House Street, Central

Hong Kong



no&
CORPORATE INFORMATION

BREEERE
AR HEREREBA

B
BES R MERHERA

FEERRT
HE

B8R 1T
hETRRTT
B R AR AT
R R R TT

BB
BITIRT
BB RIRTT
RERERT
FEIERTT
BAFRRRT

TERDBFERE

Butterfield Fulcrum Group (Cayman) Limited
Butterfield House, 68 Fort Street

P.O. Box 705, George Town

Grand Cayman

Cayman Islands

BEROBFELITE
BRETREZFBELBRAT
e

EFRBFR183H
BRI T

B R

www.creh.com.hk
ERABERSFMAERARARBNARE
769

AEAREME
HESELEERERAA

HONG KONG LEGAL ADVISERS
Chiu & Partners

AUDITORS
CCIF CPA Limited

PRINCIPAL BANKERS

PRC

Bank of China

Industrial & Commercial Bank of China
China Construction Bank

China Merchants Bank

Hong Kong

Standard Chartered Bank

BNP Paribas

Citic Ka Wah Bank Limited

Bank of China

Nanyang Commercial Bank, Limited

PRINCIPAL SHARE REGISTRAR AND TRANSFER OFFICE
Butterfield Fulcrum Group (Cayman) Limited

Butterfield House, 68 Fort Street

P.O. Box 705, George Town

Grand Cayman

Cayman Islands

HONG KONG BRANCH SHARE REGISTRAR AND
TRANSFER OFFICE

Computershare Hong Kong Investor Services Limited

17th Floor, Hopewell Centre

183 Queen’s Road East

Hong Kong

INTERNET WEBSITE

www.creh.com.hk

STOCK CODE ON THE STOCK EXCHANGE OF
HONG KONG LIMITED
769

PUBLIC RELATIONS CONSULTANT

Strategic Financial Relations Limited

3

Annual Report
2009 Fif



Annual Report
2009 Ff

IRV R K
FINANCIAL HIGHLIGHTS

ES
TURNOVER

RREGEN/ (BR) #R

NET PROFIT/(LOSS) ATTRIBUTABLE TO SHAREHOLDERS

HE+-A=+—HLFE BEAT #HE+-_AZ=T-BIEE BEET
For the year ended 31 December HK$'M  For the year ended 31 December HK$'M
2005 769 2005 130
2006 1,031 2006 209
2007 1,385 2007 295
2008 1,365 2008 -171
2009 1,212 2009 85
AEETL BEET
HK$'M HKS'M 295
1500 — 300 —
12152 1:355 250 — 209
1,212 200 —
150-
1200 —
85
1,031 100 =
50 — /
900 — 50— 2005 2006 2007 2008 2009
769
-100 —
-150 —
600" ! ! ! ! ! -200 — 171
2005 2006 2007 2008 2009
& %% TURNOVER 2 EB%4E SEGMENT RESULTS
BBER BEET
HKS$'M HK$'M
1500 400
159
713 619 350
300
1200 638
250 98
522
900 200 7
150 49
345 746
600 67 100
>0 162 226
509 0 -
300 -50 I
-100
-15
0 -150
2005 2006 2007 2008 2009 2005 2006 2007 2008 2009
L Z 8 Rare Farth Products %L E 8 Rare Farth Products
. il K E 48 Refractory Products . it K E @48 Refractory Products

R i %
Lot g ?".5?:;;?



B85 2
FINANCIAL HIGHLIGHTS

& %% TURNOVER

BiLERE
Rare Earth Products

it X 3

Refractory Products

B B The PRC

[ BZ Japan

[ BUM Europe

[ =B The United Sataes of America

[ Et% Others

1.%‘I
1%
14%
2008
85%

[0 & The PRC

[ BZ Japan

[ BUM Europe

- '
Annual Report
2009



Annual Report
2009 Ff

ITRHBEE
CHAIRMAN'S STATEMENT

._ £
BEMRR

AANERREFEASMUBREZTEBLER
BRAB(ARAD REAMBAR (AHIKAE
BBE_FTTEAF+_A=1THLZ2FXE

BHE -

EMEFAEHREESNERERNETE  ~5E
BEBNMEMELHTINTE - ERZEBFH
MIEHRBEEER  FEREERTHFEK
BrpigiginE - A EEEERSNTHAR
FT OBEELRERS LERBEEFEM
MBERTH® FPETHHEHBLINFTR  BAK
EMHIEREXEREMNGEM T - WA
BEBTE  EREATHIZETRBUFNEE
RIMEE TR THEAMAT  ENES SR
BB 7K BRRREBE © 7N 5 (B % A A SRR A0
RAZGERELBEELEER  ETEBANKER
TS REARRE MR R

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 2009.

During the year under review, the financial turmoil has impacted
economies around the world and all of the Group’s businesses
were similarly affected without exception. Although the economic
stimulus measures launched by various governments contributed
to a slow recovery of the world economy from the macroeconomic
slump during the second half of the year, with uncertainty of the
pace of economic recovery, consumer confidence remained weak
and the demand for consumer electronics plummeted. This had
an adverse effect on the market demand for rare earth used in
these products. As a result, the Group recorded a drop in both
turnover and gross profit for its rare earth business. For the Group’s
refractory materials business, despite a rebound in domestic demand
in the second half of the year in the aftermath of the Chinese
Government's economic stimulus measures, a large gap remained
compared with the level prior to the financial crisis. The Group
plans to continue implementing effective cost control measures
and rationalising its production lines in order to strengthen its
business foundation as well as its position in the face of ongoing

consolidation within the industry.
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The Group has also actively integrated its business vertically while
expanding its product range. Jianghua Yao Nationality Autonomous
County Xinghua Rare Earth Company Limited (“Xinghua Rare
Earth”) and Heping County Dongye Rare Earth Company Limited
("Dongye Rare Earth”), which were acquired in late 2008 by the
Group, began to contribute profit during the year. The Group also
entered an agreement with OSRAM GmbH (“OSRAM"), a leading
foreign lighting manufacturer, to set up a joint venture company
in China to engage in research, development, production and sale
of high quality fluorescent materials. Moreover, it has commenced
preparations for adding a high-end LCD rare earth polishing powder
production line to its existing plant in Yixing City. These strategic
initiatives will enable the Group to vertically integrate its rare earth
business, boost the value of its products and broaden its income
streams and asset base, thus contributing to the future development

and growth of the Group.

FINANCIAL RESULTS

For the financial year ended 31 December 2009, the Group
recorded a turnover of approximately HK$1,211,683,000
(2008: HK$1,364,890,000). The turnover from rare
earth products, including fluorescent materials, was
approximately HK$637,725,000, accounting for
about 53% of total turnover, an increase of
3% from last year's HK$618,637,000. The
refractory materials business, including high
temperature ceramics and magnesium grains,
brought in approximately HK$573,958,000
in turnover, accounting for about 47%
of the Group’s total, 23% less than last
year's HK$746,253,000. At the same time,
selling price of its products was adjusted and
the average cost was pushed up as the Group
reduced production volume. All these factors
combined led to a drop in the overall gross
profit margin to about 19% this year

from about 26% in 2008.
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The Group has managed to turn around to profitability during the
year under review. Profit after taxation amounted to approximately
HK$84,683,000 (2008: loss of HK$172,407,000). This reversal was
primarily due to the provision of more than HK$300,000,000 made
for the impairment of goodwill and machinery and equipment
during the economic downturn last year and no similar provision
was made during the year under review. Earnings per share for this
year were about HK 5.75 cents (2008: loss of HK 12.03 cents).

DIVIDENDS

To retain fund for future development and to be better positioned
to capture growth opportunities as the economy revives, the Board
does not recommend the payment of a final dividend for 2009
(2008: nil).

BUSINESS REVIEW

Rare Earth Business

As economies around the world were challenged by recession in the
first half of 2009, consumer confidence and demand for consumer
electronics and motor vehicles plummeted which in turn depressed
the demand for rare earths. Despite the slight improvement in market
sentiment starting from the third quarter of the year leading to
increased raw material prices, the demand for rare earth products
was still sluggish and the price of rare earth materials remained low.
Thanks to the additional contributions from the businesses of rare
earth salts (derived by preliminary separation of rare earth ore by
groups) together with rare earth metal products which were newly
acquired by the Group, the rare earth business was bolstered in
both sales and profit during the year. The Group sold about 7,000
tonnes of rare earth and downstream products, a growth of about
32% against last year. Excluding the newly acquired businesses, there
would have been a drop of about 28%. Turnover slightly increased by
about 3% to HK$637,725,000 against the same period last year. The

average gross profit margin decreased from about 17% to about 6%.

In the Group’s rare earth oxides division, total sales volume dropped
by about 30% in the face of prevailing sluggish market conditions.
Most of the products reported a decreased selling price with
praseodymium oxide, neodymium oxide and terbium oxide mainly

used in magnetic materials experiencing the biggest decline of more
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than 40% on average over last year. The selling price of dysprosium
oxide was also lower by more than 15% on average over last year.
As a result, the sales portion of praseodymium, neodymium, terbium
and dysprosium products shrunk to less than 40% of overall rare
earth oxide sales. In addition, the selling
price of yttrium-europium co-precipitates
that mainly used in fluorescent materials
also decreased by about 10% on
average year-on-year. However, with a
sales volume nearly the same as 2008,
it continued to be one of the Group’s
major products. With the sales volume
and selling price dropping in general,
the Group’s sales revenues of rare earth
oxides fell by about 35%. Regarding raw
materials, given the overall weak market
for rare earths, most of manufacturers
deferred procurement and therefore
some mines in southern China partly
suspended their production lines. With
the overall market situation reviving in the second half of the year,
the selling price of rare earth raw materials, by then in slightly short
supply, rose. With the rising average cost caused by the reduction
in production volume of the Group, the rare earth oxide business

recorded an operating loss.

As for downstream product business, as the majority of lighting
factories in China are exporters to overseas markets in Europe and the
United States and the economies in these areas went into recession,
their production also shrank, in turn directly affecting sales of the
Group’s fluorescent materials. However, market demand started to
rebound in mid-2009 and, thanks to the efforts of the Group’s staff
to prospect for new customers, sales volume of fluorescent materials
in 2009 remained nearly the same as in 2008. With selling price down
ranging from 25% to 35%, annual sales revenue were reduced by
approximately 33%. With reduced production volume leading to a
rise in average cost, the gross profit margin of the Group’s fluorescent

materials was squeezed to approximately 17%.
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The Group broadened its product mix beyond its existing businesses
and added the businesses of rare earth salts created through
preliminary separation of rare earths by groups together with rare
earth metal products via the acquisition of Xinghua Rare Earth
and Dongye Rare Earth in 2008. During the year under review, the
Group sold about 2,800 tonnes of rare earth salts and about 380
tonnes of rare earth metals. With gross profit margins higher than
those of the other rare earth products, these two divisions partially
offset the decrease in sales of rare earth oxides and fluorescent
materials. However, eroded by amortisation of intangible assets, the
net profit contribution from these two divisions only amounted to

approximately HK$44,000,000 in the year under review.

To enhance the value of its fluorescent material products, the Group
entered into a joint venture agreement in China with OSRAM, a
leading global lighting manufacturer,
on 18 October 2009 to engage in
research, development, production
and sale of high quality fluorescent
materials. The total investment
cost of the whole project would be
EURO43,500,000 with the Group
owning a 49.9% interest. The major
products of the joint venture are
tri-band phosphors for the lighting
industry which will be sold both
within China and abroad. With a proposed operating period of 50
years, when in full operation the joint venture is to have an annual

production capacity of 2,000 tonnes.

During the year under review, the Group has also finalised the
planning of construction of the high-end LCD rare earth polishing
powder production line which will be located in the Group's existing
plant in Yixing. Upon completion of the project, the Group’s annual

production capacity of polishing powder will reach up to 2,000 tonnes.

Domestic market remains the focus of the Group’s rare earth
business. Both the newly added rare earth salts created from

preliminary separation of rare earth by groups and the rare earth



TREEE
CHAIRMAN'S STATEMENT

THEBEBENLG EAZE482% -
DA 41E9% 2% °

B B B A

[ R S
it KR ST TR A AT I e i R B B R R4S B IR
BrRRATE . tﬁt¥¢mﬁ%§ﬁ%%ﬂo
EAMEEERTENRBEREBENEER
ET#E%%&%'ﬂmeﬂm%xﬁ%ﬁ%
BIF - EHEERFMBAR - BEFHN - AEE
it MO} ZE 755 ) BE 8 & S BB R X P #9746,253,000
I TN 4923%Z%573,958,000/5 7T ©

B—RMAMBAEREEFE RZETNF
ANE B HE 476,000 F & - :%%)\iiﬁt
7 #926,5000F - BKIE 4 BRIAKE - R TEH
EERBKIERAE - HEW D T 89,000M -
SEAE MR THRK - B AR BATISY
REMEBBORETRABZ  BEAHARE
MERENEFROIIBATE FRREHT
210,000 - ERERFEEALBY  BEXEE
MINEREEE  EREBRER X WEREL
AITR10% o AT E - RA R BB BIE B 2

metals are only supplied to domestic manufacturers. Thus, the
proportion of China’s contribution to the Group's total rare earth
sales increased to approximately 82%, whereas Europe and Japan

accounted for 9% and 2% respectively.

Refractory Materials Business

The refractory materials business was not spared by the slack
economy in the year under review, with sales shrinking substantially
in the first half of the year. Although the operating environment of
infrastructure-related industries including steel and glass improved in
the second half which led to the rebound of demand for refractory
materials business, sales were still relatively sluggish. During the year
under review, the Group’s sales revenue from refractory materials
segment dropped by approximately 23% to HK$573,958,000
against HK$746,253,000 in 2008.

As for ordinary refractory materials and high temperature ceramics,
the Group sold approximately 76,000 tonnes of products in 2009,
a drop of about 26,500 tonnes or 25% from 2008. Within this
division, unshaped casting materials recorded a relatively larger
drop in sales volume of over 9,000 tonnes. Its sales revenue also
dropped by approximately 60%. As the effects of the financial
tsunami in Japan were more pronounced, and in turn which affected
the export oriented alumina-graphite bricks business, the Group

sold less than 10,000 tonnes of such product in the year. Price

movements of products varies, with prices of major products such

Annual Report
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B o iR ERNFRNERBRFIR TR T4 — as fused magnesium-chrome bricks, alumina-graphite bricks and
B ARER R3S TR(CER EFA T 46% A the Sialon series experienced fluctuations of less than 10%. Costs
BE T EmERAIRERTISRBTE of raw materials also varied with the year-end price of brown fused
FAMNEBRFYR LABBANK - BNEFA - corundum declining by approximately 10% since the beginning of
ANEBEH— MR R ERMEE X EFR = the year while the price of carbonated silicon used in the Sialon
BN =K series rose by about 6%. Fuel
LA L - costs increased in step with

international trends, as the
year-end price of heavy oil
increased by more than 50%
from the beginning of the
year. The gross profit margins
of ordinary refractory materials
and high temperature
ceramics remained at over
30% during the year under

review.

BREYH The demand and sales for
H:HEFX the fused magnesium grain

RHETHEAMAMBERBTISN IR RIER business were also restricted by the depressed refractory materials
MARAD BEFARNEERIEINELTH market. The Group externally sold only approximately 12,600 tonnes
12,600BF B EY - Lk RF R TBARK  F15 of fused magnesium grain during the year under review, down
EEMESFNEFHEEKT - AMEZRDE by more than 60% when compared with last year. The average
EERA LR REERAEVEBOHEFNE TR selling price maintained similarly to last year's level. But the drop
EH20% - BT EREVI  AEBRFRNE N in production volume also led to a rise in average cost, and, in
FENCEMAMBTSEHERE  B_ZZN turn, gross profit margin narrowed to approximately 20%. Besides,
FEERNSEEYE - PEEGESBITHRE - the Group took the advantage of the recovery in the refractory

materials market in the fourth quarter of the year and started the

trial production of phase | of the high purity magnesium grains line,

which was initially completed in 2008.

MHAE - EWATH - BATIS S5 B E#D As for overseas markets, since the Japanese market was more

HERK WREBFALATSAEEREERE vulnerable to the economic crisis, the proportion of exports within

EEEMAMHEBHERNN10%  PEMS the Group's overall refractory materials sales was only approximately

LEEIEINZEL90% © 10%. The proportion of domestic sales within China increased to
approximately 90%.
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PROSPECTS

The economic stimulus packages launched by governments around
the world boosted the economies and more signs of recovery
were observed, but the global economy remains uncertain and
may be volatile in the short-term while exhibiting weak consumer
confidence. Demand for rare earth products picked up slightly, but
customers are still conservative in placing orders, and some time
would be required for the prices of rare earth products to return
on the rising track. The synergies resulting from the acquisition of
Xinghua Rare Earth and Dongye Rare Earth enhanced the product
mix of the Group, enlarging both its sources of income and asset
base while helping to alleviate the impact brought about by the

short-term difficulties in the macroeconomic environment.

Rare earths represent a highly strategic resource, and are essential
for many high-tech products. With many nations actively developing
renewable energy and environmentally friendly industries, global
demand on rare earth products is expected to rise again soon.
China, with the largest reserve of rare earths as well as the largest
producer and trading nation, is likely to continuously implement
a series of measures to protect these strategic resources as well
as the natural environment of the country which would tighten
control over rare earth mining, raise the entry barrier and reduce
export quotas. These moves are intended to facilitate the sustainable
development of the industry and maintain the prices of rare earth
at a high level, so we are confident about the long-term business

prospects.

To make the most of the revival of the industry in line with the
Central Government’s policy to encourage the development of high
value-added rare earth businesses, the Group has strived to develop
the downstream rare earth business. The joint venture with OSRAM,
a world renowned lighting manufacturer, to manufacture tri-band
phosphors would benefit the Group by enhancing its research and
development technology for fluorescent materials and enlarging
its presence in the growing global energy-saving lighting market.
Required documents are submitting to the Government for the
approval of the joint venture with production lines expected to be

completed and in operation by the end of the year.
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The Group is preparing to build a high-end LCD rare earth polishing
powder production line, and to start production in 2010. Apart
from precision polishing of large HD screens, LCD screens and 3G

mobile phone screens, high-end LCD rare earth polishing powder
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is also widely used in
the production of other
products such as digital
camera lenses and optical
glasses as well as in
polishing jewellery. At
present, the products sold

in the Chinese market

.:;ibﬂi; |

are mainly imported from

other countries; the Group

"#Ei\;;' l L intends that its high-end

LCD rare earth polishing
powder would be mainly sold in China to satisfy rising domestic

demand.

To secure sufficient raw materials for the expansion of downstream
products manufacturing, the Group also considers increasing the

capacity of rare earth separation in due course.

With more infrastructure projects launched under the economic
stimulus policy in China aiding the recovery of the domestic steel
and glass industries in the country, the demand for the refractory
materials used in these industries is expected to increase, thereby
boosting our refractory materials business. However, while market
uncertainties dampen optimism in the short term, we will step
up research and development efforts to introduce more quality
refractory products, thus creating better solutions for various

industrial needs.

Adhering to our prudent business strategies, the Group will continue
to streamline operational structure and enhance the utilisation
rate of production lines. Leveraging our leading presence in China
and through our ongoing efforts to become a vertically integrated
products producer, the Group is ready to grasp the opportunities

presented by the reviving market and to scale new heights of success.
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PLACING OF SHARES

During the year, the Company embarked on a fund raising
exercise. During July and August of 2009, the Company issued
130,000,000 new shares at HK$1.50 per share by way of top-
up placing, increasing the number of the Group’s issued shares to
1,551,143,059. The net proceeds from the placing are to be used as

general working capital.

LIQUIDITY AND FINANCIAL RESOURCES

The Group has continued to maintain prudent capital arrangements.
It secured a three-year fixed rate bank loan in the amount of
US$20,000,000 before the financial crisis, and thus have abundant
capital for future investments. The Group holds cash and bank
deposits at approximately HK$1,097,196,000 (including deposits of
approximately HK$32,072,000 pledged as guarantees for business
and banking facilities) as at 31 December 2009. The Group has
booked bank loans amounting to US$30,000,000 as at the year-
end date, of which US$20,000,000 will be repaid by 2010. The
Group had a balance of net current assets valued at approximately
HK$1,608,882,000 at the end of the year, with the total liabilities to

total assets ratio increasing to around 15%.

Except for the stated pledged deposits, the Group had no other

charge on assets. There was no material contingent liability.

The Group did not hold any financial derivative products. Except
for the interest rate differential in bank deposits with the stated
bank loans, it was not exposed to material risk from interest rate
fluctuations. Regarding foreign exchange, most of the Group’s
assets, liabilities and transactions are denominated in Renminbi, and
the rest are in US dollars or Hong Kong dollars. During the year, the
Group was not exposed to material foreign exchange risks caused
by appreciation of the Renminbi. The exchange rate of the US dollar

and Hong Kong dollar was relatively stable.

STAFF AND REMUNERATION
As at 31 December 2009, the Group had a workforce of

approximately 1,300 including new recruits among university
graduates as well as experienced professionals. The Group was

able to streamline its human resources structure based on reduced
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output. The Group provides a comprehensive staff remuneration and
welfare system, including a share option scheme, to motivate staff
to contribute their best efforts. During the year, the Group spent
approximately HK$38,446,000 on staff costs including directors’
emoluments. It has also provided regular on-the-job training to

employees to help them maintain professional standards.

APPRECIATION

It is the unwavering support and trust of shareholders, investors,
customers, suppliers and business partners and the dedicated efforts
of the entire staff that have enabled the Group to grow steadily over
the years. Your continued understanding is especially important at
a time when the economy has not yet fully revived, though | remain
confident of the Group’s prospects in the years ahead. On behalf
of the Board and the management, | wish to express my heartfelt

gratitude to all of you.

Jiang Quanlong

Chairman

Hong Kong, 19 April 2010
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EXECUTIVE DIRECTORS

Mr Jiang Quanlong, aged 57, 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
recognized as a senior economist by Jiangsu Provincial Personnel
Department. Mr Jiang has over 30 years of experience in the rare
earth and refractory materials industries. 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. Besides, Mr. Jiang is also the
chairman and an executive director of Pan Asia Environmental
Protection Group Limited, the shares of which are listed on The
Stock Exchange of Hong Kong Limited, and the sole director of YY
Holdings Limited, a substantial shareholder of the Company. Mr
Jiang is the husband of Ms Qian Yuanying, the deputy chairman of
the Group.

Ms Qian Yuanying, aged 50, 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 recognized as a senior economist by
Jiangsu Provincial Personnel Department, and she is also qualified as
a Chinese Career Manager. Ms Qian has over 20 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 45, joined the Group in 1987 and was
appointed as an executive director in 2005. Ms Xu is responsible for
the sales of rare earth business. Ms Xu has extensive experience in

production and marketing of rare earth products.

Mr Jiang Cainan, aged 51, joined the Group in 1986 and was
appointed as an executive director in 2005. Mr Jiang is responsible
for the sales of refractory materials business. Mr Jiang has over 30

years of experience in the refractory materials industry.

17

Annual Report
2009 Fif



Annual Report
2009 Ff

ESRSRERASEHN

DIRECTORS AND SENIOR MANAGEMENT PROFILE

BYFHTES

BIRNEE 765 N—NAAFMAREE
RARNBBIUFATES - BILERRERAZR
MIEREERAMBALER - AR B EERDE
HMIEgrERERTERLIERFERENE -
BEEN-NAZF+ZAZ-ANEF+ZA
HREEE AT EM LA A RE TR -

BEERLE 455 R_TE-FNALKE"
RANBBIUFNITES - AAEHBAREEE
RAARBIHEBRSELINTSSELEM R
EARBLBEELEM - FRELERTER K
MERAAEER BEXRER_EELFRAEC
ZTNFMARAAEECRERTEMER L
AEEMPEERTIHRME - EUL2A > BE
EREFE-—REMARMEEIZRELRUBRE -
BEERLESRTS LHEREEMAMBMER -

SELRE S8 R_ZTWEMALRER &
ARRBUFNTES - RETEREMNH S
MHIBEAMAEXENER  CEEGMH
KB LR 48 R 2 B 48 T A2 -

DAWE

BREEE 405 R—NANFNALEE
BRRAHBRERNRNE BELEENT
AUYBRSIRERSLEM  REESHAS
REBRRHFARGHMAGTEE - MAKXEE
Al BAEENERE - RERGHMITERZH
£EIE o

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr Liu Yujiu, aged 76, joined the Group in 1999 as an independent
non-executive director of the Company. Mr Liu was the head of
the Rare-Earth Experts Group, Applications and Development
Section under the State Planning Commission. Currently Mr Liu is
an honorary executive of China Rare Earth Science Society and a
member of the editorial committee of China Rare Earth Journal.
Mr Liu was appointed as the chief engineer of China Rare Earth
Development Corporation for the period from December 1992 to
December 1997.

Mr Huang Chunhua, aged 45, joined the Group in 2001 as an
independent non-executive director of the Company. Mr Huang
obtained a Ph.D degree in Marketing and an MBA degree from the
University of Strathclyde and a Bachelor degree in Economics from
Wuhan University. Currently Mr Huang is the deputy chairman of
an automotive company in the United States. For the period from
May 2007 to April 2009, Mr Huang was a director and China equity
market strategist of BNP Paribas Securities (Asia) Limited. Prior to
that he was the deputy chairman and chief financial officer of a
listed company in Hong Kong. Mr Huang has extensive knowledge

and experience in financial market.

Mr Jin Zhong, aged 58, 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 40, 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 an

audit manager in an international accounting firm in Hong Kong.
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SENIOR MANAGEMENT

Mr Yu Zhengming, aged 74, 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 41, joined the Group in 1988. Mr Xu is the
general manager of Yixing Xinwei Leeshing Rare Earth Company
Limited and is responsible for the operation of rare earth business.
Mr Xu has over 20 years of experience in production management in
the rare earth industry.

Mr Yao Chong, aged 52, joined the Group in 2006. Mr Yao is the
general manager of Yixing Xinwei Leeshing Refractory Materials
Company Limited and is responsible for the operation of refractory
materials business. Mr Yao has over 30 years of experience in the
refractory materials industry.

Mr Wu Chaoxin, aged 33, 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 48, 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 15 years of
experience in administrative management and sales.

Mr Wu Quanming, aged 45, joined the Group in 1984. Mr Wu
is the general manager of Haicheng City Suhai Magnesium Ore
Company Limited and Hai Cheng Xinwei Leeshing Magnesium
Resources Company Limited and is responsible for the operation
of magnesium grains business. Mr Wu has extensive management
experience in raw material supply of refractory materials.

Mr Zhao Jianwen, aged 43, joined the Group in 1987. Mr Zhao is
the head of technology department of Yixing Xinwei Leeshing Rare
Earth Company Limited. Mr Zhao has over 20 years of experience in
the rare earth industry.
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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”). Throughout the year ended
31 December 2009, 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 2009.

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. 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 were as follows:

Director Attendance
Jiang Quanlong 717
Qian Yuanying 717
Xu Panfeng 717
Jiang Cainan 717
Liu Yujiu 717
Huang Chunhua 717
Jin Zhong 717

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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PRACTICES AND CONDUCT OF MEETINGS (Continued)
The Company Secretary is responsible for taking and keeping
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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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 follows:

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

Attendance of the directors were as follows:

Director Attendance
Jiang Quanlong 1/1
Liu Yujiu 17
Huang Chunhua 1/1
Jin Zhong il

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

The Company’'s Articles of Association specify that every director
should be subject to retirement by rotation at least once every
three years. At the forthcoming annual general meeting, Mr Jiang

Quanlong, Mr Jiang Cainan and Mr Jin Zhong 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$3,360,000. There was no other non-audit service

provided by the auditors.
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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.
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SHAREHOLDER RIGHTS AND INVESTOR RELATIONS

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. Separate resolutions are proposed
at shareholders’ meetings on each substantial issue, including the
election of individual directors. Notice of the annual general meeting
together with related papers are sent to the shareholders at least
20 clear business days before the meeting, setting out details of
each proposed resolution, voting procedures and other relevant
information. All votes of shareholders at the general meeting will be
decided by poll. The Chairman will demand that all resolutions put
to the vote at the annual general meeting will be taken by poll and
will explain such rights and procedures during the annual general
meeting before voting on the resolutions. An independent scrutineer
will be appointed to count the votes and the poll results will be
posted on the websites of the Company and The Stock Exchange of

Hong Kong Limited after the annual general meeting.

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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The directors have pleasure in presenting the annual report and the
audited financial statements of China Rare Earth Holdings Limited
(the “Company”) and its subsidiaries (the “Group”) for the year
ended 31 December 2009.

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 20 to

the consolidated financial statements.

SEGMENTAL INFORMATION
Details of segmental information of the Group are set out in Note 15

to the consolidated financial statements.

RESULTS AND APPROPRIATIONS
The results of the Group for the year ended 31 December 2009 are
set out in the consolidated income statement on page 41 of the

annual report.

The directors do not recommend the payment of a final dividend for
the year ended 31 December 2009.

DISTRIBUTABLE RESERVES OF THE COMPANY

The Company'’s reserves available for distribution comprise the share
premium account and accumulated profits. As at 31 December
2009, the reserves of the Company available for distribution to
shareholders amounted to HK$1,443,575,000.

FINANCIAL SUMMARY
A summary of the results of the Group for the past five financial

years is set out on page 156 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 17 to the consolidated financial statements.
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SHARE CAPITAL
Details of the authorized and issued share capital of the Company
as at 31 December 2009 are set out in Note 29 to the consolidated

financial statements.

BORROWINGS
Details of the bank borrowings of the Group as at 31 December
2009 are set out in Note 27 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.

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, Mr lJiang Cainan and Mr Jin
Zhong 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 2009, 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.



EFBRS
DIRECTORS' REPORT

ESRERAR DIRECTORS’ INTERESTS AND SHORT POSITIONS
RZBENFFTZA=T—8  AREMKRIE#3 As at 31 December 2009, the interests and short positions of the
NEFEIRDI E35216MAFE 2 B MAME - 3 directors and chief executive of the Company and their associates
FELMAREREITESRR SHWIZLETRIMB in the shares, underlying shares and debentures of the Company
MARBREEMERSMBR AR ([BRA]) and its associated corporations as recorded in the register kept by
MARREZRITHABEREBRATRAAT the Company pursuant to Section 352 of the Securities and Futures
REARB AR 2 RM - HERG REFNER K Ordinance (“SFO") or as otherwise notified to the Company and
HKEWT 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. RELATRGER 1. Interests in shares of the Company
EAERTE BT
= BEMEE 56 R EE BRABNESD
Number of % to the issued share
Director Nature of interest/Capacity Shares capital of the Company
R Bz Es/ ZERAZES 595,200,000 38.37%
(Htat)
Jiang Quanlong Interest of spouse/Interest of 595,200,000
controlled corporation (note)
BTH fEREZRILA 595,200,000 38.37%
(M&t)
Qian Yuanying Founder of a trust 595,200,000
(note)
BRE ESHEBA 1,000,000 0.06%
Huang Chunhua Beneficial owner 1,000,000
Mt Note:
ZERAD THEBYY Holdings Limited$$ A » &2 These shares are held through YY Holdings Limited, the entire issued
BEITIRARYY Trust? Z5EAYYT (PTC) Limited share capital of which is held by YYT (PTC) Limited, the trustee of YY
g MEmARABRELENRBEITRL Trust, the discretionary object of which is a company wholly owned by
TREFREZEBRENDF - REHKBEEH Ms Qian Yuanying, the spouse of Mr Jiang Quanlong, and her children.
EXVEZ EEBETELTAYY TrusthI KA © & Ms Qian Yuanying is a founder of YY Trust within the meaning under
REESCEAYY Holdings Limited ) i —E = - Part XV of the SFO. Mr Jiang Quanlong is the sole director of YY

Holdings Limited.
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2. REBARRKRSG -  HEROGIBREES 2. Interests in shares, underlying shares or equity interests in

associated corporations

(a) WMHERBRA A (a) Microtech Resources Limited
EZATERITRAH
S RuME 54 BROERREE ZROERNE DL
% in the class of
shares in the issued
Nature of interest/ Number and class of share capital
Director Capacity issued shares of the Company
R BEmEEA BRERELTKRN 70%
7,000,0004%
Jiang Quanlong Beneficial owner 7,000,000 non-voting

deferred shares

BT R EREAR A BRERRLERD 30%
3,000,0004%
Qian Yuanying Beneficial owner 3,000,000 non-voting

deferred shares

(b) EEEFIK L HRLE] (b)  Yixing Xinwei Leeshing Rare Earth Company Limited

= EEHE 56 RAEZBD L
Director Nature of interest/Capacity % equity interest
R E3iVNCIvd 5%
Jiang Quanlong Interest of controlled corporation 5%
Hiat - Note:

RERRFNEBERTHEBER AR The equity interest is held by Yixing Xinwei Group Co., Ltd., a
BeoZPEMERERIELEEBI0%E PRC domestic enterprise 90% owned by Mr Jiang Quanlong, with
&= BRTI0%REAEFHE « BREDN the remaining 10% owned by his son. Mr Jiang is also the legal
BETENEEREA representative of the enterprise.
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(c) YY Holdings Limited (c)  YY Holdings Limited
EZARERITREAH
BEx ERME 54 BERTROHE ZROEHHAED L
% in the class of
shares in the issued
Nature of Number of share capital of
Director interest/Capacity issued shares the Company
BT R SFEZ LA EEAR D1 100%
Qian Yuanying Founder of a trust 1 ordinary share
BT R SFEZ LA 18 S ik 1725,000% 100%
Qian Yuanying Founder of a trust 25,000 preference shares
BREE RERE R TBRMIK 100%
Jiang Quanlong Interest of controlled 1 ordinary share

corporation

B REE RENE B 5 0% 17 25,0008% 100%
Jiang Quanlong Interest of controlled 25,000 preference shares

corporation

Hiat - Note:
YY Holdings Limited®) & 5 2 3 1TIR A A YY The entire issued share capital of YY Holdings Limited is held
Trustf) 2 55 AYYT (PTC) Limitedfr#3E © i by YYT (PTC) Limited, the trustee of YY Trust, the discretionary
HEBARBRELENRBELRELTR object of which is a company wholly owned by Ms Qian
HFY L2 ERENRT - REFRAE K Yuanying, the spouse of Mr Jiang Quanlong, and her children. Ms
EXVE 2 EEETEZ T RBYY Trustipk iz Qian Yuanying is a founder of YY Trust within the meaning under
A o BRELEBYYT (PTC) Limited i — Part XV of the SFO. Mr Jiang Quanlong is the sole director of YYT
= (PTC) Limited.

BEdBEEN RZTZAFT_HA=+—8H " Save as disclosed above, as at 31 December 2009, none of the

RIBETEHRBAE GO E35216F1FE 2B LM directors or chief executive of the Company and their associates had

WFTE - BIEARAESHITRAH S HBEA or was deemed to have any interest or short position in the shares,

TRARE REAEE QR Z & - HERGO RE underlying shares and debentures of the Company and its associated

ARASERAFTBEMERIAE corporations as recorded in the register kept under Section 352 of
the SFO.
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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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7.

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:

(i)  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
(iii)  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 on which the New Scheme was

adopted.

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

lapsed under the Old Scheme or the New Scheme.
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RZZFEZANFT-A=+—R REFEHAZRH
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Details of options which have been granted under the Old Scheme

and remained outstanding as at 31 December 2009 are as follows:

BREHE
Number of options
R-ZZBEBAF R-ZZBBAF
WEREA TEE RHBEH —A—B%&E tTZA=Z+—-HEE
Held at Held at
Grantee Date of grant Exercise price 1 January 2009 31 December 2009
BT
Employees
&5t —EE=F—-A=+=H 1.10% 7T 1,500,000 1,500,000
In aggregate 23 January 2003 HK$1.10 1,500,000 1,500,000

BRUEZEREZATERE-_ZTT=F— A
—t+tEAEE—=F—A=F+XH ERKEZ
B EZ50% NAI R —EEMF—RB - ++HA
1T o

BRERBREN FARRAXEMBERAMES
BEMEAEARDR 2 EMESHITRARKHE
B Am+ \ENFREBARNRAIEME
A ABEE 2 BB MESM a2 R L5 -

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 2009,
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 (PTC) Limited, was holding 595,200,000 shares
of the Company, representing approximately 38.37% of the

issued share capital of the Company as beneficial owner.

2. YYT (PTC) 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 (PTC) 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 2009.

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$245,000.

During the year, the Group paid approximately HK$60,000 as
a compensation to Wuxi Pan-Asia Environmental Protection
Technologies Limited, a related company in which Ms Qian Yuanying
and Mr Jiang Quanlong were deemed to have beneficial interests,

for the use as office premises.
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Save as disclosed above and in Note 32 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 year-end 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.

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 12%
— five largest customers combined 30%
Purchases
— the largest supplier 14%
— five largest suppliers combined 44%

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.
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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.

AUDITORS
SHINEWING (HK) CPA Limited, who act as the auditors of the
Company since 2005, resigned on 11 July 2008 and CCIF CPA

Limited was appointed as auditors of the Company.

CCIF CPA Limited retires and, being eligible, offers itself for

re-appointment.

On behalf of the Board

Jiang Quanlong

Chairman

Hong Kong, 19 April 2010
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INDEPENDENT AUDITOR’S REPORT 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 to as the “Group”) set out on pages 41 to
155, which comprise the consolidated and Company statements of
financial position as at 31 December 2009, and the consolidated
income statement, the consolidated statement of comprehensive
income, the consolidated statement of changes in equity and the
consolidated statement of cash flows for the year then ended, and
a summary of significant accounting policies and other explanatory

notes.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL
STATEMENTS

The directors of the Company are responsible for the preparation
and the true and fair presentation of these 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 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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- EFHENSHEENSEN  URMBER
ROERZF A EHLFE -

BAEGE  BRAMESNEREERARMEE
WREZEREMHER-

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these 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 financial statements are free from

material misstatement.

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financial statements. The
procedures selected depend on the auditor's judgment, including
the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the
entity’s preparation and true and fair presentation of the 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 entity’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

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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BARA  ZEFRUBBRRERBETEVBER
SEMNEEMATHRR EARR EKER
“ERAFTZA=t-BNFEHARR EE
EEEZALFENEMNMRASRE  YBRE
BRBAGPINKEREZ /RS -

MESRHBEBFERAT
BE B
E% —F-TFMATAA

AR
HEFERE  P04396

OPINION
In our opinion, the consolidated financial statements give a true and

fair view of the state of affairs of the Company and of the Group
as at 31 December 2009 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.

CCIF CPA Limited
Certified Public Accountants
Hong Kong, 19 April 2010

Ho Chun Shing
Practising Certificate Number P04396



melEm®
CONSOLIDATED INCOME STATEMENT

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

—EENE T N\F
2009 2008
B FHET FAET
Note HK$’ 000 HK$'000
- Turnover 5 1,211,683 1,364,890
85 B A Cost of sales (980,246) (1,015,603)
E7 Gross profit 231,437 349,287
H AWz Other revenue 6 19,310 13,554
HERDHER Selling and distribution expenses (38,306) (60,139)
EEE R Administrative expenses (58,314) (105,359)
H A RE Other income, net 8,183 696
B 7S AR Finance costs 7(a) (17,968) (10,288)
E 2 REEE Impairment loss on goodwill 16 - (208,804)
ME - BERREZ Impairment loss on property, plant and
BB EE equipment 17(a)(iii) - (97,498)
BRBEATE R, (E51R) Profit/(loss) before taxation 144,342 (118,551)
Fris i Income tax 8 (59,659) (53,856)
NEERF (BE) Profit/(loss) for the year 84,683 (172,407)
e Attributable to:
ViN/NECTEZ 2SN Owners of the Company 12 84,593 (170,972)
DEBR R Minority interests 920 (1,435)
84,683 (172,407)
Al g (il
FREF(EE) Earnings/(loss) per share HK cents HK cents
— &R - Basic 14(a) 5.75 (12.03)
—BH — Diluted 14(b) 5.75 (12.03)

FS0AE15R 2 MRS HRREH —801D

statements.

The notes on pages 50 to 155 form part of these financial
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

ZBEAF ZET)N\F
2009 2008
Bt & FER FAT
Note HK$'000 HK$' 000
REERA(FB) Profit/(loss) for the year 84,683 (172,407)
AEEHMEE KR Other comprehensive income for the year
BREG NG B D BB S Exchange differences on translation of
HRRZEREZHE financial statements of
overseas subsidiaries 3,966 136,628
HEBRZEFEMALK Surplus on revaluation of buildings
held for own use 17(a)(ii) - 40,587
FEBRZBFER Deferred tax on revaluation
RIET 18 of buildings held for own use 28(b) - (10,146)
3,966 167,069
AEEZEKREZHAE Total comprehensive income
for the year 88,649 (5,338)
PEAL Attributable to:
RAFEE A Owners of the Company 88,512 (6,268)
DEBCR R Minority interests 137 930
AEELHRSEEE Total comprehensive income
for the year 88,649 (5,338)

E508 E 1558 2 BRI B HRERER —6) o The notes on pages 50 to 155 form part of these financial
statements.
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in B Bk N &
CONSOLIDATED STATEMENT OF FINANCIAL POSITION

R=ZZBFAE+=A=+—H Asat 31 December 2009

—E2ZNF ZETNF
2009 2008
i & FBT FHT
Note HK$'000 HK$'000
FRBEE Non-current assets
kS Goodwill 16 85,980 85,843
M BE &R Property, plant and equipment 17(a) 635,542 715,124
LEBEHNTES LHEE Prepaid lease payments on land
under operating leases 18 257,106 262,444
B EE Intangible assets 19 349,223 379,014
B RITIF Pledged bank deposit 24 - 15,000
PR B SR 1T 4 B Restricted bank balance 24 23,250 22,678
BEEFRIBEE Deferred tax assets 28(b) 21,639 20,432
1,372,740 1,500,535
REEE Current assets
LEBEHTENS LHH S Prepaid lease payments on land
under operating leases 18 5,756 5,746
FE Inventories 21 234,590 308,837
R M2 B TR e L At R LK R Trade and other receivables 22 467,395 412,019
BNRERES Prepayments and deposits 22 68,645 70,042
A Y [0 7 78 Tax recoverable 28(a) 16,509 27,799
EHEFRITER Pledged bank deposits 24 - 119,797
SR I ERAT A ER Restricted bank balances 24 8,822 4,309
BeRIEEFEEE Cash and cash equivalents 25 1,065,124 765,252
1,866,841 1,713,801
hEEE Current liabilities
FE S BR K Trade payables 26 76,625 116,189
TEIR B A & H fh FE T 3K Accruals and other payables 26 53,660 97,120
e EEHIE Amounts due to directors 23 709 667
N—FREEHIRITER  Bank borrowings due within one year 27 108,158 140,123
FET IR Tax payable 28(a) 18,807 9,712
U B B /8 A B 2 IR T FE Deferred consideration payables
KE for acquisition of subsidiaries 34 - 115,659
257,959 479,470
RBEEFE Net current assets 1,608,882 1,234,331
Annual Report
EERERARBERS Total assets less current liabilities 2,981,622 2,734,866

2009 3}




i 6 B Sk iR &
CONSOLIDATED STATEMENT OF FINANCIAL POSITION

R=ZFhE+=A=+—H Asat 31 December 2009

—EEAF —EENF
2009 2008
B aE FHET FHT
Note HK$' 000 HK$' 000
ERBER Non-current liabilities
RITE R Bank borrowings 27 135,625 155,000
BIERIEEE Deferred tax liabilities 28(b) 97,878 106,337
233,503 261,337
EEFE NET ASSETS 2,748,119 2,473,529
EXRGFHE CAPITAL AND RESERVES
[N Share capital 29(b) 155,114 142,114
A Reserves 29(a) 2,563,706 2,302,253
RARER AELER Equity attributable to owners
of the Company 2,718,820 2,444,367
LR RES Minority interests 29,299 29,162
EREE TOTAL EQUITY 2,748,119 2,473,529

EEER_T-TFOMA T BIERRERE - Approved and authorised for issue by the board of directors on 19 April
2010.

BRE 2T Jiang Quanlong Qian Yuanying
BF EF Director Director

2508 21558 2 Mt A B i ik —61p - The notes on pages 50 to 155 form part of these financial

statements.
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8 95 ik R &
STATEMENT OF FINANCIAL POSITION

R=ZZBFAE+=A=+—H Asat 31 December 2009

—EENE —ZETN\F
2009 2008
{3z FHx FHT
Note HK$’ 000 HK$'000
FRBEE Non-current assets
M - HE REE Property, plant and equipment 17(b) 35 20
REB AR ZIRE Investments in subsidiaries 20 151,707 151,707
B IRITIF Pledged bank deposit 24 - 15,000
PR B R 1T 48 B Restricted bank balance 24 23,250 =
174,992 166,727
REBEE Current assets
7 Uk BR 3R R L i JiE Uk 3R Trade and other receivables 22 67 621
BN RERES Prepayments and deposits 22 746 656
JE U B BB R R FRIE Amounts due from subsidiaries 23 1,364,910 1,276,509
EHEFRITER Pledged bank deposits 24 - 27,270
SR I SR 17 4 Restricted bank balance 24 5,279 =
ReERRELFEBIEE Cash and cash equivalents 25 293,622 152,031
1,664,624 1,457,087
REBAE Current liabilities
TRIR & A K& H B 3K Accruals and other payables 26 7,297 6,638
XL EPNGIE Amounts due to subsidiaries 23 255 255
e E = RIE Amounts due to directors 23 875 753
N—FRNEEMETEI Bank borrowings due within one year 27 96,875 22,500
105,302 30,146
RBEEFE Net current assets 1,559,322 1,426,941
EERERABERS Total assets less current liabilities 1,734,314 1,593,668
*RBEE Non-current liabilities
RITERK Bank borrowings 27 135,625 155,000
EEFE NET ASSETS 1,598,689 1,438,668
BEARRHE CAPITAL AND RESERVES
[N Share capital 29(b) 155,114 142,114
] Reserves 29(a) 1,443,575 1,296,554
EREE TOTAL EQUITY 1,598,689 1,438,668

FEEER_T-ZFMA TN BHERRETE - Approved and authorised for issue by the board of directors on 19
April 2010.

BRE g Jiang Quanlong Qian Yuanying
EF EF Director Director

SS50EE 1558 2 MBI BHmExER —5H - The notes on pages 50 to 155 form part of these financial
statements.
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MOBREIR

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

FOAREARLRR

Attributable to owners of the Company

R5  REEE  EAHR BTEMRR  HERE  RRER  ENRRE  REM 88 JERFER a8

Buildings
Share  Share  Capital revaluation  Statutory  Dividend Translation Retained Minority
capital  premium  reserve  reserve  reserves  reserve reserve profits Total  interests Total

TR  TET TR TR TEx TR TAr  TEn  TEr  TER  TER
HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HK'00  HKS'000  HKS'000

RZZZ\E-A-B  At1January 2008 142,114 1,152,531 0318 = 117,962 56,346 143,561 886,330 2,521,692 8230 254994
2ahE Comprehensive income

REEfR Loss for the year - - - - - - - (9 (g 048 (172400
Aft2ENE Other comprehensive income

BERINELT Exchange differences on translation
GRRZCEZER  offinancil statements of

overseas subsidiaries - - - - - - 134908 - 134908 1,720 136,628
BIEEAZETERES  Suplus on revauation of buldings
(7)) held for own use (note 17(a)fl) - - - 39,728 - - - - 39728 859 40587

BIEEAZBTER  Deferred for on revauation
EIERA(H280)  of huidings held for own use

(note 28(o) - - - (993 - - - - (9932) 14 (0146)
PHANREE Total comprehensive income - - - 29,7% - - 134908 (170972) (6,268) 930 (5,338)

REFALRR Transactions with owners

ANEETRE Appropriatons to statutory reserves - - - - N - - 03 - - -
BBRE (i) Dividend set aside (note 13) - - - - T - ) - - -
BRZFZLERHRE  Final dividend paid for 2007 - - - - - [5684) - - [5684) - (5684
BFZZE/\VERERE  Interim dividend paid for 2008 - - - - - () - - ) - )
SREACRAAE  Total transactions with owners - - - -0 (3684) - (345 (71,050) - )

BEENETZA A3 December 2008 and
ST-BRZZEAE 1 lanvary 2009
-A-H 142,114 1,152,531 22,348 29,79 138,307 - 278,469 680,802 2444367 29160 24713509
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HORRBMZR
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

BE-TTNE+=-A=1—HLLEE For the year ended 31 December 2009

FOAREARLRER

Attributable to owners of the Company

R%  REEE  EAHR GTEMRR  AEBRE  RRER  ENRE  REE 88 JERFER a8

Buildings
Share  Share  Capital revaluation  Statutory  Dividend Translation Retained Minority
capital  premium  reserve  reserve  reserves  reserve  reserve profits Total  interests Total

TEn TR TR TEr  TEn TR TEr TR TEr  TER  TER
HKS'000  HK$'000  HKS'000  HKS'000  HKE'000  HKS'000  HKS'000  HK'O0  HKS'000  HKS'000  HK$'000

RZZZJETZA  At31 December 2008 and
ST-BRZEEAE 1 January 2009

-A-R 142,114 1,152,531 0388 29,7% 138,307 - B4R 680,802 2444367 29162 2473509
2EhE Comprehensive income

RERRA Profitfor the year - - - - - - SR 5 I K 0 8
Aft2ENE Other comprehensive income

BERINELT Exchange differences on translation
BEAXZEXZE of finandil statements of
overseas subsidiaries - - - - - - 3919 - 3919 iy 3966
BIEEBZETERE  Tinsfertoretained proft
FEERZRTEN in respect of depredation
on revaluation of buidings
held for own use - - - (2782) - - - 278 - - -
2ENEAE Total comprehensive income - - - (278) - - 3909 81375 88512 13 8864

HEEALRS Transactions with owners
RRRARERT lsue of new shares by

g share placement 13,000 182,000 - - - - - - 195,000 - 195000
BANRHZZFRA  Tansaction costs atributable
to issue of new shares - (9059 - - - - - - (9,059) - 9,059)
AREERER Appropriations o statutory reserves - - - .02 - - (1029 - - -
SEEACRABE  Total transactions with owners 13000 172,941 - - 0% - - (1029 185,941 - 1B
\ZZE0E At 31 December 2009
tZA=1-A 155114 135472 D38 104 148602 SN SIS L1880 29299 2748119

ES0BE 1558 2 MK MR —H5 - The notes on pages 50 to 155 form part of these financial

statements.
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HEeREMER
CONSOLIDATED STATEMENT OF CASH FLOWS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

ZBEAF ZET)N\F
2009 2008
k=3 FER FAT
Note HK$'000 HK$’ 000
RETH Operating activities
B AR F, (BE) Profit/(loss) before taxation 144,342 (118,551)
AEIEE Adjustments for:

B 7% X AR Finance costs 7(a) 17,968 10,288

FE WA Interest income 6 (10,043) (9,330)

M - HE REE Depreciation of property,

ZHE plant and equipment 7(c) 94,798 91,956
AL TIEMN i Amortisation of prepaid lease payments
ViR £ on land under operating leases 7(c) 5,750 4,515
E A B Amortisation of intangible assets 7(c) 30,369 =
BBz REEE Impairment loss on goodwill 16 - 208,804
Mm% - BB KREHE Impairment loss on property,
ZREERE plant and equipment 17(a)(iii) - 97,498
JFEE Ut B R R L At 7 LT K Impairment loss on trade and
ZRIEEE other receivables 7(c) 3,996 22,089
JFE ST B 50 % L i KR Write back of impairment loss
R EEEREE on trade and other receivables 6 (9,267) (4,224)
HEME - KE REHE Net (gains)/losses on disposal
2 (W) BiEFE of property, plant and equipment 7(c) (309) 9,494
M - HEREEZ Revaluation deficit on property,
EHEA plant and equipment 7(c) - 29,646
72k Write down of inventories 21(b) 22,691 37,551
22 B 4 Bad debt written off 7(c) 53 =
EEESRBANKE Operating cash flows before

RenE changes in working capital 300,348 379,736
TFERD(Em) Decrease/(increase) in inventories 51,472 (37,450)
JFEE LS2 BR 5% e EL A FE K K (Increase)/decrease in trade

() m A and other receivables (50,199) 25,686
B REBEREERD Decrease in prepayments and deposits 1,397 81,109
FEFBRFR CRid) /180 (Decrease)/increase in trade payables (39,564) 35,225
TBIRE A & E A ZOR Decrease in accruals and other payables (43,460) (121,099)
JE - & S FRIE I AN Increase in amounts due to directors 42 107
REMBHNRS Cash generated from operations 220,036 363,314
BBR Tax paid

ENFESEREH PRC Enterprise Income Tax paid (49,056) (111,170)
RETFETESMNWESELFE  Net cash generated from

operating activities 170,980 252,144
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mEeREME
CONSOLIDATED STATEMENT OF CASH FLOWS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

ZETAF ZET)N\F
2009 2008
Bt 5 THER FAT
Note HK$'000 HK$'000
REEE Investing activities
BEWE BEREE Purchase of property, plant
and equipment (14,227) (37,168)
HEWE  BER&E Proceeds from disposal of property,
FifS 5k18 plant and equipment 393 139
KERHOTHES T HES Prepaid lease payments on land
under operating leases - (6,819)
REWEDE  BEK Refund of deposits for acquisition of
HERE property, plant and equipment - 5,939
EHRITETORD Decrease in fixed bank deposits - 25,000
B IRTTFE R 2R Decrease/(increase) in pledged
IRITEESRR A, () bank deposits and
restricted bank balances 129,712 (61,780)
B WF B Interest received 10,043 9,330
EKERE AT 2 Deferred consideration paid
BELERE for acquisition of subsidiaries (115,659) =
WHENE A RRER Net cash outflow from acquisition
FE of subsidiaries 34(a) & (b) - (266,088)
RETEFHE,(EH)H  Net cash generated from/(used in)
H&ZE investing activities 10,262 (331,447)
REEE Financing activities
Bl & AR 1D 2 P15 508 Net proceeds from placement
A of new shares 185,941 =
BEREFTER Repayment of bank borrowings (292,111) (255,242)
MERITERAERE Proceeds from new bank borrowings 240,658 442,346
BERIRE Dividends paid - (71,057)
BT RITERAE Interest paid on bank borrowings (17,968) (10,288)
METBHRAERSFE Net cash from financing activities 116,520 105,759
ReRRELEEER Net increase in cash and cash
0 EE equivalents 297,762 26,456
FHRE2RALEEER Cash and cash equivalents
at beginning of the year 765,252 651,992
IEERSBE 2HE Effect of changes in exchange rate 2,110 86,804
FRESRASLEEER Cash and cash equivalents
at end of the year 25 1,065,124 765,252

FE50B = 1558 2 M= i sz E R — 310 o The notes on pages 50 to 155 form part of these financial
statements.
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NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

Annual Report
2009 F#f

—RER
PEBLERERAR((ARA)) RASH
BRHMAIA—MERENEREFDE -
ERDRBEABERZMERA R (B2
A1) ETD o ARR RS SRS R EE S
EBNAFRAREN —HHEE -

KRR ZEERRAREEERALTRYY
Holdings Limited ([YY Holdings]) ' 82 &)
MEBE LB TMAL ° YY Holdings3 &
REAHEARATER M BRE

ARRAREMBAR (RBRIAEER]) R
ERBEEBREFERHEER L ER (BREX
KER) RMAER (BRESABEERME
) e

AEBZEIEXBRFEARKME (T4
Bl])ETT - A A BHRUABT (ET))
SR BIARB ZHEEE R « i+ B M
RUMBLRBAZEEERARE TAR
®1) EERR HEHRERAKEES
R EF BRI A K [AYY Holdings (LI g & #&
RETL)BEME  WELIITEE P BR
RERBE-

GENERAL

China Rare Earth Holdings Limited (the “Company”) was
incorporated in the Cayman Islands as an exempted company
with limited liability and its shares are listed on The Stock
Exchange of Hong Kong Limited (the “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 immediate parent and the ultimate controlling party of
the Company is YY Holdings Limited (“YY Holdings"”), which is
incorporated in the British Virgin Islands. YY Holdings does not
produce financial statements available for public use.

The Company and its subsidiaries (collectively referred to
as the “Group”) are engaged in investment holding and
the manufacture and sales of rare earth products (including
fluorescent products) and refractory products (including high
temperature ceramics products and magnesium grains).

The principal operations of the Group are conducted in the
People’s Republic of China (“PRC"). The consolidated financial
statements are presented in Hong Kong dollars (“HK$"),
which is the functional currency of the Company, while the
functional currency of the subsidiaries incorporated in the PRC
is Renminbi (“RMB"). The directors consider that presenting
consolidated financial statements in HK$ is preferable when
controlling and monitoring the performance and financial
position of the Group and in reporting to YY Holdings whose
functional currency is HK$.
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NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

2.

FTEEFHEK

a)

b)

BTBHA
HERBHRRERRMEEREEY
BHREEN((EEPBRSEL]) K
S ZRAEEREMARATAEGIMA
g([BFREHMAg]) BN ERE
REKE R BHREEL)  (FEEs
BAN(TEEGFER])) RB2E  BE
RREFRA - REECABRGD) 2
BERE - Mo WEHBHRRTCE
R ES ETRRTERORE
RE - ARBRRZERSFBRM
EHNTX

ERGMAGERAE TEITAR
2R YARKRELER - BITFER
METHAIREET 2BBR B RS
#A| - BRAENEAKRERAABMNAK
ST HMARERK AR -
RV EBZEENMEL Z €5

FEANBEMBREMRKRZAE
M etRRarEBEHERR

MBREANEE
BE-TTAST-ASt-ALF
E2HANBRRREARARAN
BRARZHBRE -

BRTIXEABRRABEREEN R
MBBERMRAZFAEEERELK
A%

2.

SIGNIFICANT ACCOUNTING POLICIES

a)

b)

Statement of compliance

These financial statements have been prepared in
accordance with all applicable Hong Kong Financial
Reporting Standards (“HKFRSs”), which collective term
includes all applicable individual Hong Kong Financial
Reporting Standards, Hong Kong Accounting Standards
("HKASs") and Interpretations issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA"),
accounting principles generally accepted in Hong Kong
and the disclosure requirements of the Hong Kong
Companies Ordinance. These financial statements also
comply with the applicable disclosure provisions of the
Rules Governing the Listing of Securities on the Stock
Exchange. A summary of the significant accounting
policies adopted by the Group is set out below.

The HKICPA has issued certain amendments and
interpretations which are or have become effective. It has
also issued certain new and revised HKFRSs that are first
effective or available for early adoption for the current
accounting period of the Group and the Company. Note
3 provides information on the changes in accounting
policies resulting from the initial application of these
developments to the extent that they are relevant to
the Group for the current and prior accounting periods

reflected in these financial statements.

Basis of preparation of the financial statements
The consolidated financial statements for the year ended
31 December 2009 comprise the financial statements of

the Company and its subsidiaries.

The measurement basis used in the preparation of the
financial statements is the historical cost basis, except
those disclosed otherwise in the accounting policies

below.
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B 5 R % B 5E

NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

2.

TESEEGE

b)

(9]

MEBREREE (F)

RENENAEEMBREER 2
BREFEEEEFEL AR @Btk
& - M FHE - At BERETE
BRZEAMAEBARCEE  AF I
ALFAXEHE ZERhFAREAR
RIOBRBBELRIEEBHERZ
EERNTHEBEEZRBEMARR
EEMEL  EERBREEEN
BRI RBEEMREMSHNEER
BEZEREEMRELGEFZEE-E
REFAERAINEFET -

AREREFAEGE RARRRE
Harfh - Bt BB NEFEE
B AEHEEAGAEHHNE B
RAMEAEHTERITEAKY
- RIE R B R KRR R

EREERBEEYM B RS ENEH
FHY BB HRREEATE 2 HH
AREHBAIEEE T FEBKEKNR
BER b5 R4 -

WA B R BUR R A
MBARIRAKEEZES 2 ER - KA
SEEREEZEBIUBEREER
R ABHEEERN R0 - AFEE
il o RAFHEIE G - #55t RRK AT
EBERERE -

2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

b)

(9]

Basis of preparation of the financial statements
(Continued)

The preparation of financial statements in conformity
to HKFRSs requires management to make judgements,
estimates and assumptions that affect the application of
policies and reported amounts of assets, liabilities, income
and expenses. The estimates and associated assumptions
are based on historical experience and various other
factors that are believed to be reasonable under the
circumstances, the results of which form the basis of
making judgements about the carrying values of assets
and liabilities that are not readily apparent from other

sources. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed
on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimate is
revised if the revision affects only that period, or in the
period of the revision and future periods if the revision

affects both current and future periods.

Judgements made by management in the application
of HKFRSs that have a significant effect on the financial
statements and estimates with a significant risk of
material adjustment in the next year are discussed in note
4.

Subsidiaries and minority interests

Subsidiaries are entities controlled by the Group. Control
exists when the Group has the power to govern the
financial and operating policies of an entity so as to
obtain benefits from its activities. In assessing control,
potential voting rights that presently are exercisable are

taken into account.
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NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

2.

£33 H - E HE )
0 MEAARDSBRRER(E)

REBARIZEESBEHREBEH
RAEHAREEMBHRERA - BEEEH
REREMAIL - EEARAIR 2R R
RHMEBARAMZRGREEZ
ERR 238 MR R R & MK
BRBUEH - MUY BLRAETR &
BARRRZRGMELZ KRERE
BARRRARER W 2 BRI -

LEBERESEYFRARBTERR
BECE BB A REA 2w ki
BRAZEEFE  MARERARL
B2 s 5 A A AR B 0t %
BEAKERB I HZEREELN
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

9]

Subsidiaries and minority interests (Continued)

An investment in a subsidiary is consolidated into the
consolidated financial statements from the date that
control commences until the date that control ceases.
Intra-group balances and transactions, and any unrealised
profits arising from intra-group transactions are
eliminated in full in preparing the consolidated financial
statements. Unrealised losses resulting from intra-group
transactions are eliminated in the same way as unrealised
gains but only to the extent that there is no evidence of

impairment.

Minority interests represent the portion of the net
assets of subsidiaries attributable to interests that
are not owned by the Company, whether directly or
indirectly through subsidiaries, and in respect of which
the Group has not agreed any additional terms with
the holders of those interests which would result in the
Group as a whole having a contractual obligation in
respect of those interests that meets the definition of
a financial liability. Minority interests are presented in
the consolidated statement of financial position within
equity, separately from equity attributable to owners
of the Company. Minority interests in the results of the
Group are presented on the face of the consolidated
income statement and the consolidated statement of
comprehensive income as an allocation of the total profit
or loss for the year between minority interests and the

owners of the Company.

Where losses applicable to the minority exceed the
minority’s interest in the equity of a subsidiary, the excess,
and any further losses applicable to the minority, are
charged against the Group’s interest except to the extent
that the minority has a binding obligation to, and is able
to, make additional investment to cover the losses. If
the subsidiary subsequently reports profits, the Group's
interest is allocated all such profits until the minority’s
share of losses previously absorbed by the Group has

been recovered.
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

2. FESTERR®E 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

o KEARARLIEBRRER(E) ¢) Subsidiaries and minority interests (Continued)
REEME2(K) ~ ()3k(p) » D ER R = Loans from holders of minority interests and other
FEAZERREMEBAZEREA contractual obligations towards these holders are
ZEREE  RiEeMBRAR (BT presented as financial liabilities in the consolidated
BEEEME)REHEE- statement of financial position in accordance with notes

2(k), (I) or (p) depending on the nature of the liability.

EARRRZBEAREZA - RHE AR In the Company's statement of financial position,
ZEREBERKAEREEMREBE (R investments in subsidiaries are stated at cost less any
BEzE2(h) ()7 R (RIFZRER DR impairment loss (see note 2(h)(ii)), unless the investments
REHE) o are classified as held for sale.
d BE d) Goodwill

HENEEA AR BASEE Goodwill represents the excess of the cost of a business
BB EEB 2 HNEE ABR combination over the Group’s interest in the net fair
IARBBL AT FEBEZE - value of the acquiree’s identifiable assets, liabilities and

contingent liabilities.

PR RK A ER 2R EEESIER - Goodwill is stated at cost less accumulated impairment
EBEMMEEZAERSBEETEH losses. Goodwill arising on business combination is
AZBRE M2 BRI =2 REGE & allocated to each cash-generating unit or groups of cash-
BN —ARRBESEN WEASF generating units, that is expected to benefit from the
TER BRI (R BT EE2(h)(i) © synergies of the combination and is tested annually for

impairment (see note 2(h)(ii)).

EEEAHR  BEASEEGTIKRE Any excess of the Group’s interest in the net fair value of
EBzAfEE  ABRIABE the acquiree’s identifiable assets, liabilities and contingent
ZRATFEERKAE  BHZEHE liabilities over the cost of a business combination is
BIRTEAR & I RIER © recognised immediately in the consolidated income
statement.

RERNHEE RN EME - H On disposal of a cash-generating unit during the year, any
BEERESBEBEENAELHER attributable amount of purchased goodwill is included in
SHZBERFTARS - the calculation of the profit or loss on disposal.
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2.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

e)

Property, plant and equipment

Buildings held for own use are stated in the statement
of financial position at their revalued amount, being
their fair value at the date of the revaluation less any

subsequent accumulated depreciation.

Revaluations are performed with sufficient regularity to
ensure that the carrying amount of these assets does not
differ materially from that which would be determined

using fair values at the end of the reporting period.

Except for buildings held for own use, other property,
plant and equipment are stated in the statement of
financial position at cost less accumulated depreciation

and accumulated impairment losses (see note 2(h)(ii)).

Changes arising on the revaluation of buildings held for
own use are generally dealt with in revaluation reserve.

The only exceptions are as follows:

- when a deficit arises on revaluation, it will be
charged to the income statement to the extent
that it exceeds the amount held in the revaluation
reserve in respect of that same asset immediately

prior to the revaluation; and

- when a surplus arises on revaluation, it will be
credited to the income statement to the extent that
a deficit on revaluation in respect of that same asset

had previously been charged to income statement.

The cost of self-constructed items of property, plant and
equipment includes the cost of materials, direct labour,
the initial estimate, where relevant, of the costs of
dismantling and removing the items and restoring the site
on which they are located, and an appropriate proportion
of production overheads and borrowing costs (see note

2(s)).
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

2.

TESEEGE
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

e)

Property, plant and equipment (Continued)

Gains or losses arising from the retirement or disposal of
an item of property, plant and equipment are determined
as the difference between the net proceeds on disposal
and the carrying amount of the item and are recognised
in the income statement on the date of retirement or

disposal.

Depreciation is calculated to write off the cost or
valuation of items of property, plant and equipment, less
their estimated residual value, if any, using the straight-

line method over their estimated useful lives as follows:

- Buildings held for own use 20 years
- Machinery and equipment 10 years
- Office equipment and fixtures 5 years
- Motor vehicles 5 years

Where parts of an item of property, plant and equipment
have different useful lives, the cost or valuation of the
item is allocated on a reasonable basis between the parts
and each part is depreciated separately. Both the useful
life of an asset and its residual value, if any, are reviewed

annually.

Construction-in-progress represents property, plant and
equipment under construction and pending installation
and is stated at cost less accumulated impairment
losses, if any. Cost includes the costs of construction
of buildings, the costs of machinery and equipment
and interest charges arising from borrowings used to
finance the acquisition of these assets during the period
of construction or installation and testing. No provision
for depreciation is made on construction-in-progress
until such time as the relevant assets are completed and
are available for their intended use. When the assets
concerned are brought into use, the costs are transferred
to other property, plant and equipment and depreciated

in accordance with the policy as stated above.
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2. FESTHERG®E
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

f)

Intangible assets (other than goodwill)

Expenditure on research activities is recognised as an
expense in the period in which it is incurred. Expenditure
on development activities is capitalised if the product
or process is technically and commercially feasible and
the Group has sufficient resources and the intention
to complete development. The expenditure capitalised
includes the costs of materials, direct labour and an
appropriate proportion of overheads and borrowing costs,
where applicable (see note 2(s)). Capitalised development
costs are stated at cost less accumulated amortistation
and impairment losses (see note 2(h)(ii)). Other
development expenditure is recognised as an expense in

the period in which it is incurred.

Other intangible assets that are acquired by the Group are
stated in the statement of financial position at cost less
accumulated amortisation (where the estimated useful
life is finite) and impairment losses (see note 2(h)(ii)).
Expenditure on internally generated goodwill and brands
is recognised as an expense in the period in which it is

incurred.

Amortisation of intangible assets with finite useful lives
is charged to the income statement on a straight-line
basis over the assets’ estimated useful lives which are
determined by the directors to be finite. The following
intangible assets with finite useful lives are amortised
from the date they are available for use and their

estimated useful lives are as follows:

- Exclusive right to purchase rare 16 years
earth minerals

- Technical know-how for preliminary 10 years
separation of rare earth minerals

- Technical know-how for rare earth 10 years

metal products

o7
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

f)

9)

Intangible assets (other than goodwill) (Continued)
Both the period and method of amortisation and any
conclusion that the useful life of an intangible asset is
indefinite are reviewed annually.

Lease assets

An arrangement, comprising a transaction or a series
of transactions, is or contains a lease if the Group
determines that the arrangement conveys a right to use
a specific asset or assets for an agreed period of time
in return for a payment or a series of payments. Such
a determination is made based on an evaluation of
the substance of the arrangement and is regardless of
whether the arrangement takes the legal form of a lease.

i) Classification of assets leased to the Group

Assets that are held by the Group under leases
which transfer to the Group substantially all the
risks and rewards of ownership are classified as
being held under finance leases. Leases which do
not transfer substantially all the risks and rewards of
ownership to the Group are classified as operating
leases.

i) Operating lease charges

Where the Group has the use of assets held under
operating leases, payments made under the leases
are charged to the income statement in equal
instalments over the accounting periods covered by
the lease term, except where an alternative basis
is more representative of the pattern of benefits to
be derived from the leased assets. Lease incentives
received are recognised in the income statement as
an integral part of the aggregate net lease payments
made. Contingent rentals are charged to the income
statement in the accounting period in which they
are incurred.

The cost of acquiring land held under an operating
lease is amortised on a straight-line basis over the
period of the lease term.



8 85 ¥ =% B 5F
NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

2. FEEFHEHE®)
h)y HERE
) ERFRZEE
BB AME 3 S A AN DI BR YT B
BLIER B B IR & A B 4R
MRS REITRE - KHEE
BHEEEBREZE REZE
BRBEERASBIEINT—
REZBEBREAZBEENE

- EBAREAMBERE:

- ERAH WmEREENE
HAE

- EBARRERESETEMD
BMBEM: R

- BT EESERR
FEEARRMLERAL
THEE -

MEEEALRFEE  AEEE
RERBEBENAT

- BUIREESHRCRYIRR Z R
FREMEREENS A&
EERREEREERR
TREERVNZERMNE
(At E B E & RS
HIFSZERAE) (iR
FEERN) Bt RERE
MEBREZZRTE - K
BERAYIRCEREER
BREUZ BB flnE
L8 EE L I 3 R BB
AHERHERE - AEES
AHEEAETAET - 2
REEZAKRRSREGR
BHEZARFEEEABR
UEERREBEE ZBE
BEBERAAE A TR
=

2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

h)

Impairment of assets

i)

Impairment of receivables

Current and non-current receivables that are carried

at cost or amortised cost are reviewed at the end

of each reporting period to determine whether

there is objective evidence of impairment. Objective

evidence of impairment includes observable data

that comes to the attention of the Group about one

or more of the following loss events:

significant financial difficulty of the debtor;

a breach of contract, such as a default or
delinquency in interest or principal payments;

it becoming probable that the debtor will
enter into bankruptcy or other financial
reorganisation; and

significant changes in the technological,
market, economic or legal environment that
have an adverse effect on the debtor.

If any such evidence exists, any impairment loss is

determined and recognised as follows:

For trade and other financial assets carried
at amortised cost, the impairment loss is
measured as the difference between the asset’s
carrying amount and the present value of the
estimated future cash flows, discounted at
the financial asset's original effective interest
rate (i.e., the effective interest rate computed
at initial recognition of these assets), where
the effect of discounting is material. This
assessment is made collectively where financial
assets carried at amortised cost share similar
risk characteristics, such as similar past
due status, and have not been individually
assessed as impaired. Future cash flows
for financial assets which are assessed for
impairment collectively are based on historical
loss experience for assets with credit risk
characteristics similar to the collective group.
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

h)

Impairment of assets (Continued)

i)

Impairment of receivables (Continued)

If in a subsequent period the amount of an
impairment loss decreases and the decrease
can be linked objectively to an event occurring
after the impairment loss was recognised,
the impairment loss is reversed through the
income statement. A reversal of an impairment
loss shall not result in the asset's carrying
amount exceeding that which would have
been determined had no impairment loss been

recognised in prior years.

Impairment losses are written off against
the corresponding assets directly, except for
impairment losses recognised in respect of
trade debtors and bills receivable included
within trade and other receivables, whose
recovery is considered doubtful but not
remote. In this case, the impairment losses
for doubtful debts are recorded using an
allowance account. When the Group is
satisfied that recovery is remote, the amount
considered irrecoverable is written off against
trade debtors and bills receivable directly and
any amounts held in the allowance account
relating to that debt are reversed. Subsequent
recoveries of amounts previously charged to
the allowance account are reversed against
the allowance account. Other changes in the
allowance account and subsequent recoveries
of amounts previously written off directly are

recognised in the income statement.
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2. TERHEE®E) 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Impairment of assets (Continued)

h)y BEERE(E) h)

i) EEEZHE
AREEREERRBEEEA
EHABRINIABER - AR
ETIEBE (BERINREHRE

ii)

Impairment of other assets
Internal and external sources of information are
reviewed at the end of each reporting period to

identify indications that the following assets may

BEREREERZBREEED be impaired or, except in the case of goodwill, an
BEAXBELRD impairment loss previously recognised no longer
exists or may have decreased:
- HE - goodwill;
- WE BERIE(GRER —  property, plant and equipment (other than
HEYIR ZEFRRIN) buildings carried at revalued amounts);
- KERAOTEMNTHHESD - prepaid lease payments on land under
operating leases;
- EREE R - intangible assets; and
- REBRARZEE — investments in subsidiaries.

WHREMZEFHR - A&
BEZAINEEE - 1o 3L
B HAAHERZEVEER
YEEEERFRZELEEN
5 RAkEg@EESF b (7
mA B HBRETR) o

If any such indication exists, the asset’s recoverable
amount is estimated. In addition, for goodwill,
intangible assets that are not yet available for
use and intangible assets that have indefinite
useful lives, the recoverable amount is estimated
annually whether or not there is any indication of

impairment.

- AREHEETE - Calculation of recoverable amount
BEZAKREIEETIEAF The recoverable amount of an asset is the
BERHEEXANEFEREERM greater of its fair value less costs to sell and
ERZBEHE - EHER value in use. In assessing value in use, the

BER  HFRARASRE
DRBBRBAFTRRFRE
RE MR ERAERBR
MERITHREANEREER
REEBARRZ G o fi
RAEBEZRERENH L
THREUREMEEZRS
mE - ABRABLELRS
mE &/ EEAR (BB
BUR & B07) B 5E A I E &
B e

estimated future cash flows are discounted to
their present value using a pre-tax discount
rate that reflects current market assessments
of the time value of money and the risks
specific to the asset. Where an asset does not
generate cash inflows largely independent
of those from other assets, the recoverable
amount is determined for the smallest
group of assets that generates cash inflows

independently (i.e., a cash-generating unit).
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

h)

Impairment of assets (Continued)

ii)

Impairment of other assets (Continued)

Recognition of impairment losses

An impairment loss is recognised in the income
statement whenever the carrying amount of
an asset, or the cash-generating unit to which
it belongs, exceeds its recoverable amount.
Impairment losses recognised in respect of
a cash-generating unit are allocated first to
reduce the carrying amount of any goodwill
allocated to the cash-generating unit (or group
of units) and then, to reduce the carrying
amount of the other assets in the unit (or
group of units) on a pro rata basis, except
that the carrying value of an asset will not be
reduced below its individual fair values less

costs to sell, or value in use, if determinable.

Reversals of impairment losses

In respect of assets other than goodwill, an
impairment loss is reversed if there has been
a favourable change in the estimates used
to determine the recoverable amount. An
impairment loss in respect of goodwill is not

reversed.

A reversal of an impairment loss is limited to
the asset’s carrying amount that would have
been determined had no impairment loss
been recognised in prior years. Reversals of
impairment losses are credited to the income
statement in the year in which the reversals are

recognised.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

h)

i)

Impairment of assets (Continued)

i) Interim financial reporting and impairment
Under the Rules Governing the Listing of Securities
on the Stock Exchange, the Group is required to
prepare an interim financial report in compliance
with HKAS 34, Interim financial reporting, in respect
of the first six months of the financial year. At the
end of the interim period, the Group applies the
same impairment testing, recognition, and reversal
criteria as it would at the end of the financial year
(see notes 2(h)(i) and (ii)).

Impairment losses recognised in an interim period
in respect of goodwill are not reversed in a
subsequent period. This is the case even if no loss,
or a smaller loss, would have been recognised had
the impairment been assessed only at the end of the
financial year to which the interim period relates.

Inventories
Inventories are carried at the lower of cost and net
realisable value.

Cost is calculated using the weighted average cost
formula and comprises all costs of purchase, costs of
conversion and other costs incurred in bringing the
inventories to their present location and condition.

Net realisable value is the estimated selling price in the
ordinary course of business less the estimated costs of
completion and the estimated costs necessary to make
the sale.

When inventories are sold, the carrying amount of those
inventories is recognised as an expense in the period in
which the related revenue is recognised. The amount of
any write down of inventories to net realisable value and
all losses of inventories are recognised as an expense in
the period the write down or loss occurs. The amount
of any reversal of any write down of inventories is
recognised as a reduction in the amount of inventories
recognised as an expense in the period in which the
reversal occurs.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

)

k)

m)

Trade and other receivables

Trade and other receivables are initially recognised at
fair value and thereafter stated at amortised cost less
allowance for impairment of doubtful debts (see note 2(h)
(i)), except where the receivables are interest-free loans
made to related parties without any fixed repayment
terms or the effect of discounting would be immaterial.
In such cases, the receivables are stated at cost less
allowance for impairment of doubtful debts (see note 2(h)

().

Interest-bearing borrowings

Interest-bearing borrowings are recognised initially at
fair value less attributable transaction costs. Subsequent
to initial recognition, interest-bearing borrowings are
stated at amortised cost with any difference between
the amount initially recognised and redemption value
being recognised in the income statement over the period
of the borrowings, together with any interest and fees

payable, using the effective interest method.

Trade and other payables

Trade and other payables are initially recognised at fair
value and thereafter stated at amortised cost unless the
effect of discounting would be immaterial, in which case

they are stated at cost.

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and on
hand, demand deposits with banks and other financial
institutions, and short-term, highly liquid investments
readily convertible into known amounts of cash and
which are subject to an insignificant risk of changes
in value, having been within three months of maturity
at acquisition. Bank overdrafts that are repayable on
demand and form an integral part of the Group’s cash
management are also included as a component of cash
and cash equivalents for the purpose of the consolidated

statement of cash flows.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)
Employee benefits

Short-term employee benefits and contributions to
defined contribution retirement plans

Salaries, annual bonuses, paid annual leave,
contributions to defined contribution retirement
plans and the cost of non-monetary benefits are
accrued in the year in which the associated services
are rendered by employees. Where payment or
settlement is deferred and the effect would be
material, these amounts are stated at their present

values.

Share options granted to employee after 7 November
2002 and vested before 1 January 2005

The financial impact of share options granted is not
recorded in the consolidated financial statements
until such time as the options are exercised, and
no charge is recognised in the consolidated income
statement in respect of the value of options
granted. Upon the exercise of the share options, the
resulting shares issued are recorded as additional
share capital at the nominal value of the shares,
and the excess of the exercise price per share over
the nominal value of the shares is recorded as share
premium. Options which lapse or are cancelled prior
to their exercise date are deleted from the register

of outstanding options.

Termination benefits

Termination benefits are recognised when, and only
when, the Group demonstrably commits itself to
terminate employment or to provide benefits as a
result of voluntary redundancy by having a detailed
formal plan which is without realistic possibility of

withdrawal.
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2. FESTERR®E 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)
o) FEH 0) Income tax
REEMSEHBIEARRANIE KRR Income tax for the year comprises current tax and
HEENABEZEE) - AHHIEKRLT movements in deferred tax assets and liabilities. Current
MEEENBBEZZBOR K ERTE tax and movements in deferred tax assets and liabilities
R EERE M 2 E RS EE RS are recognised in the income statement except to the
WRZEBERE - AABHES IR extent that they relate to items recognised in other
Hih 2E N mok BN Em NER - comprehensive income or directly in equity, in which

case in relevant amounts of tax are recognised in other
comprehensive income or directly in equity respectively.

RNEABIIE B IR A FE FE R AR A Current tax is the expected tax payable on the taxable
RERBEAEHERATHELE LE income for the year, using tax rates enacted or
MIT2BEAE 2 EHEMATIE - X substantively enacted at the end of the reporting period,
KRBT FEEENTRIE 2 EAFHE - and any adjustment to tax payable in respect of previous
years.
BREFRIBEEMEED A B AT EMA Deferred tax assets and liabilities arise from deductible
ERBERZE  AEMBRERE and taxable temporary differences respectively, being
ZEENARZFREBEEREHRE L the differences between the carrying amounts of assets
MeZEMELE - and liabilities for financial reporting purposes and their

tax bases. Deferred tax assets also arise from unused tax
losses and unused tax credits.

RERBEETAARERREER Apart from certain limited exceptions, all deferred tax
RRERABBERMEE - BRTET liabilities, and all deferred tax assets to the extent that
BRZ BISMERIN - FTERLERIEE it is probable that future taxable profits will be available
& UEFARLEHREEE (ERVRK against which the asset can be utilised, are recognised.
RARTT AL IS FE R B s 7 i < % B E Future taxable profits that may support the recognition
ERNER M) BT AER - 7 of deferred tax assets arising from deductible temporary
BRBATHREREEMELE 2R differences include those that will arise from the reversal
EFIEE B 2 AR IERD R A B IEE of existing taxable temporary differences, provided those
KRB ERNEREZRER 2 differences relate to the same taxation authority and
B MUEFERARESZEEHR the same taxable entity, and are expected to reverse
—BBEERMR—ERTEMEU either in the same period as the expected reversal of
W ERE A T HOR G R = R R AR D the deductible temporary differences or in periods into
ZRA—HREAEESERECTHIBE which a tax loss arising from the deferred tax asset can
EEACHBEREERREAZH be carried back or forward. The same criteria are adopted
NEE - 51 E B Al 2 AR E R = when determining whether existing taxable temporary
AREBATHABAER 2BBERE differences support the recognition of deferred tax assets
REBHELEZEEHEEERKER arising from unused tax losses and credits, that is, those
PR zEE - BREERERAR differences are taken into account if they relate to the
— BB E R E— R E R same taxation authority and the same taxable entity, and
WHEMERBEBERIEREEAZH are expected to reverse in a period, or periods, in which
Amnual Report MABE R A EER - the tax loss or credit can be utilised.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

0)

Income tax (Continued)

The limited exceptions to recognition of deferred tax
assets and liabilities are those temporary differences
arising from goodwill not deductible for tax purposes, the
initial recognition of assets or liabilities that affect neither
accounting nor taxable profit (provided they are not part
of a business combination), and temporary differences
relating to investments in subsidiaries to the extent that,
in the case of taxable differences, the Group controls
the timing of the reversal and it is probable that the
differences will not reverse in the foreseeable future, or
in the case of deductible differences, unless it is probable

that they will reverse in the future.

The amount of deferred tax recognised is measured based
on the expected manner of realisation or settlement of
the carrying amount of the assets and liabilities, using tax
rates enacted or substantively enacted at the end of the
reporting period. Deferred tax assets and liabilities are not

discounted.

The carrying amount of a deferred tax asset is reviewed
at the end of each reporting period and is reduced to the
extent that it is no longer probable that sufficient taxable
profits will be available to allow the related tax benefit to
be utilised. Any such reduction is reversed to the extent
that it becomes probable that sufficient taxable profits

will be available.

Additional income taxes that arise from the distribution
of dividends are recognised when the liability to pay the

related dividends is recognised.
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2. FESTERR®E
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

0)

p)

Income tax (Continued)

Current tax balances and deferred tax balances, and
movements therein, are presented separately from each
other and are not offset. Current tax assets are offset
against current tax liabilities, and deferred tax assets
against deferred tax liabilities if, and only if, the Company
or the Group has the legally enforceable right to set off
current tax assets against current tax liabilities and the

following additional conditions are met:

- in the case of current tax assets and liabilities, the
Company or the Group intends either to settle on
a net basis, or to realise the asset and settle the

liability simultaneously; or

— in the case of deferred tax assets and liabilities,
if they relate to income taxes levied by the same

taxation authority on either:

—  the same taxable entity; or

- different taxable entities, which, in each
future period in which significant amounts of
deferred tax liabilities or assets are expected to
be settled or recovered, intend to realise the
current tax assets and settle the current tax
liabilities on a net basis or realise and settle

simultaneously.

Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing
or amount when the Company or the Group has a legal
or constructive obligation arising as a result of a past
event, it is probable that an outflow of economic benefits
will be required to settle the obligation and a reliable
estimate can be made. Where the time value of money is
material, provisions are stated at the present value of the

expenditure expected to settle the obligation.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

p)

a)

r)

Provisions and contingent liabilities (Continued)

Where it is not probable that an outflow of economic
benefits will be required, or the amount cannot be
estimated reliably, the obligation is disclosed as a
contingent liability, unless the probability of outflow of
economic benefits is remote. Possible obligations, whose
existence will only be confirmed by the occurrence or
non-occurrence of one or more future events are also
disclosed as contingent liabilities unless the probability of

outflow of economic benefits is remote.

Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable. Provided it is probable that the
economic benefits will flow to the Group and the revenue
and costs, if applicable, can be measured reliably, revenue

is recognised in income statement as follows:

i) Sale of goods
Revenue is recognised when the Group has
transferred to the customer the significant risks
and rewards of ownership of the goods. Revenue
excludes value added and business taxes, and is
after deduction of any goods returns and trade

discounts.

i) Interest income
Interest income is recognised as it accrues using the

effective interest method.

Translation of foreign currencies

Foreign currency transaction during the year are
translated into HK$ at the foreign exchange rates ruling
at the transaction dates. Monetary assets and liabilities
denominated in foreign currencies are translated into
HK$ at the foreign exchange rates ruling at the end
of the reporting period. Exchange gains and losses are

recognised in the statement of comprehensive income.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

r)

s)

Translation of foreign currencies (Continued)

Non-monetary assets and liabilities that are measured
in terms of historical cost in a foreign currency are
translated using the foreign exchange rates ruling at the
transaction dates. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair
value are translated using the foreign exchange rates

ruling at the dates the fair value was determined.

The results of foreign operations are translated into
HK$ at the exchange rates approximating the foreign
exchange rates ruling at the dates of the transactions.
Statement of financial position items, including goodwill
arising on consolidation of foreign operations acquired on
or after 1 January 2005, are translated into HK$ at the
foreign exchange rates ruling at the end of the reporting
period. The resulting exchange differences are recognised
directly in other comprehensive income and accumulated
separately in equity in the translation reserve. Goodwill
arising on consolidation of a foreign operation acquired
before 1 January 2005 is translated at the foreign
exchange rate that applied at the date of acquisition of

the foreign operation.

On disposal of a foreign operation, the cumulative
amount of the exchange differences recognised in equity
which relate to that foreign operation is included in the

calculation of the profit or loss on disposal.

Borrowing costs

Borrowing costs that are directly attributable to the
acquisition, construction or production of an asset which
necessarily takes a substantial period of time to get ready
for its intended use or sale, are capitalised as part of the
cost of that asset. Other borrowing costs are expensed in

the period which they are incurred.
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2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

s)

t)

Borrowing costs (Continued)

The capitalisation of borrowing costs as part of the cost
of a qualifying asset commences when expenditure for
the asset is being incurred, borrowing costs are being
incurred and activities that are necessary to prepare
the asset for its intended use or sale are in progress.
Capitalisation of borrowing costs is suspended or ceases
when substantially all the activities necessary to prepare
the qualifying asset for its intended use or sale are

interrupted or complete.

Related parties
For the purposes of these financial statements, a party is

considered to be related to the Group if:

i)  the party has the ability, directly or indirectly
through one or more intermediaries, to control the
Group or exercise significant influence over the
Group in making financial and operating policy

decisions, or has joint control over the Group;

i) the Group and the party are subject to common

control;

iii) the party is an associate of the Group or a joint

venture in which the Group is a venturer;

iv) the party is a member of key management
personnel of the Group or the Group's parent, or a
close family member of such an individual, or is an
entity under the control, joint control or significant

influence of such individuals;

v)  the party is a close family member of a party
referred to in note 2(t)(i) or is an entity under the
control, joint control or significant influence of such

individuals; or
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2.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

t)

Related parties (Continued)
vi)  the party is a post-employment benefit plan which is
for the benefit of employees of the Group or of any

entity that is a related party of the Group.

Close family members of an individual are those family
members who may be expected to influence, or be
influenced by, that individual in their dealings with the
entity.

Segment reporting

Operating segments, and the amounts of each segment
item reported in the financial statements, are identified
from the financial information provided regularly to the
Group's chief operating decision maker for the purposes
of allocating resources to, and assessing the performance
of, the Group's various lines of business and geographical

locations.

Individually material operating segments are not
aggregate for financial reporting purposes unless the
segments have similar economic characteristics and
are similar in respect of the nature of products and
services, the nature of production processes, the type
or class of customers, the methods used to distribute
the products or provide the services, and nature of the
regulatory environment. Operating segments which are
not individually material may be aggregated if they share

a majority of these criteria.
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APPLICATION OF NEW AND REVISED HONG KONG
FINANCIAL REPORTING STANDARDS (“HKFRSs")
In the current year, the Group has where applicable applied

the following amendments and interpretations (“new HKFRSs")
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EFERAE

issued by the HKICPA which are or have become effective.

HKFRSs (Amendments)

HKFRSs (Amendments)

HKAS 1 (Revised 2007)

HKAS 23 (Revised 2007)

HKAS 32 & 1

(Amendments)

HKFRS 1 & HKAS 27

(Amendments)

HKFRS 2 (Amendment)
HKFRS 7 (Amendment)

HKFRS 8

HK(IFRIC) - Int 9 &

HKAS 39 (Amendments)

HK(IFRIC) - Int 13

HK(IFRIC) - Int 15

HK(IFRIC) - Int 16

HK(IFRIC) - Int 18

Improvements to HKFRSs 2008,
except for the amendment
to HKFRS 5 that is effective
for annual periods beginning
on or after 1 July 2009

Improvements to HKFRSs 2009,
in relation to the amendment
to paragraph 80 of HKAS 39

Presentation of Financial Statements

Borrowing Costs

Puttable Financial Instruments
and Obligations Arising
on Liquidation
Cost of an Investment in a Subsidiary,
Jointly Controlled Entity
or Associate
Vesting Conditions and Cancellations
Improving Disclosures about
Financial Instruments
Operating Segments
Embedded Derivatives

Customer Loyalty Programmes

Agreements for the Construction
of Real Estate

Hedges of a Net Investment
in a Foreign Operation

Transfers of Assets from Customers

73

Annual Report
2009 F3f



B #5 ¥ % Bt 5E
NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

74

Annual Report
2009 Ff

3.

RAF T REETERBMBHREER
(TERMBREE]) (&)

A

s

ERRVMBHRRZIBZEMNT

HREAT LS ENBIR (KB
i) AEEBEEANEEEAS D
ETRIMEEARGZZEH 2FF
BABEEMBAMIEASFR25RE
BAINGEARSEIRAN - AEHMD
WA HIEB i ER R AR E
SN E2IERARERA - K
2IE-—EAHFNTIEBRR-HFEEH
WHERA - HESBE TEY - UTFA
FHERHTA - EREFHAZEY
HEMEIN BRI EREE WX
REREEFEDRETE -

BRGEAUE23R (ZTTLFLE
) BAARERAREERHEZA
REBREMR RABB G ERSE
R (ZFTLFLER]) EERAE
B ESHBR  UBEXEEE
KA EREERBEKRAN N
BRABAR - AEBEREBEEEGER
F23R(ZFTLFLER) 2BERK
X HEARAREREEY ARRER L
ZEHA-_FTTNF-A—BHZR
MEERAEREET G BER - &
REBITZEHABRE-FTENF—
A—BRRA  HEZEGHBRLE
SIMEVBESHHMRICEREE -

BE_ZZENFR-_FTNF+_H
St-BLEMEFE TEREFAEE
RACBETER °

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

The key impact of these developments on the financial

statements is as follows:

e As a result of the adoption of HKAS 1 (Revised), details
of changes in equity during the period arising from
transactions with owners in their capacity as such have
been presented separately from all other income and
expenses in a revised consolidated statement of changes
in equity. All other items of income and expense are
presented in the consolidated income statement, if they
are recognised as part of profit or loss for the period, or
otherwise in a new primary statement, the consolidated
statement of comprehensive income. Corresponding
amounts have been restated to conform to the new
presentation. This change in presentation has no effect
on reported profit or loss, total income and expense or

net assets for any period presented.

o HKAS 23 (Revised 2007) removes the option previously
available to expense all borrowing costs when incurred.
The adoption of HKAS 23 (Revised 2007) has resulted in
the Group changing its accounting policy to capitalise all
such borrowing costs as part of the cost of the qualifying
asset. The Group has applied the revised accounting
policy to borrowing costs relating to qualifying assets for
which the commencement date for capitalisation is on or
after 1 January 2009 in accordance with the transitional
provisions in HKAS 23 (Revised 2007). As the revised
accounting policy has been applied prospectively from 1
January 2009, this change in accounting policy has not
resulted in restatement of amounts reported in respect of

prior accounting periods.

No borrowing costs were capitalised for the two years
ended 31 December 2009 and 2008.
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3. RMHAIRKETERMBHESEER 3.
(TERMBREER]) (&)

APPLICATION OF NEW AND REVISED HONG KONG
FINANCIAL REPORTING STANDARDS (“HKFRSs")

BB ERE27R ZEFTME TR
BB 2 SRR SNRE
HRZBEREER DT IEER AWK
AZﬁﬁ°ﬁ%'§_§§h¢—ﬂ—
A 2 EEHEBRR  BHERF
AEEHEE RS (T\umﬂiﬁuﬁlﬁ%m
FBEREN) BRARF 2 2EREK
TR MRNREHRZEEREE
ATERD  BRERREHRAER
BEvREERREHREIRKE MK
A ARERIERR - ELBERT » K
RABRTHEEZERSETEIBREEA
Sh - EERRERBRE - REBEZIRERT
ZBEGEX - EEMBRRERERAR
E AR R 2 RS - T
MWESRZBRENTTET -

BB B RE LR ESHER D BRI
BEUAAESENEELEERRALS
BREBASERHAZ N AER -
FEEEREDDAE2HR 2 BEEER
AEBEEEERRAMISBUME
FEDPRBAG L BEEEL RS
ZEE-FT - EEFERNNUEFE
DEHERZE25FH  AE2IH K
= 1% BR A B EE R R AR S M bt & PR B 4
AEBEMBHRE 2D - HMNEE
BmEEAESHED BERZ 20 H
HERETFAEBITHRAR 2 AR
EER—B BHASERAFEZ
MBBmRAEREAFTIWESATE o

(Continued)

The amendments to HKAS 27 have removed the
requirement that dividends out of pre-acquisition profits
should be recognised as a reduction in the carrying
amount of the investment in the investee, rather than
as income. As a result, as from 1 January 2009, all
dividends receivable from subsidiaries, associates and
jointly controlled entities, whether out of pre- or post-
acquisition profits, will be recognised in the Company’s
statement of comprehensive income and the carrying
amount of the investment in the investee will not be
reduced unless that carrying amount is assessed to
be impaired as a result of the investee declaring the
dividend. In such cases, in addition to recognising
dividend income in statement of comprehensive income,
the Company would recognise an impairment loss.
In accordance with the transitional provisions in the
amendment, this new policy will be applied prospectively
to any dividends receivable in the current of future

periods and previous periods have not been restated.

HKFRS 8 requires segment disclosure to be based on the
way that the Group’s chief operating decision maker
regards and manages the Group, with the amounts
reported for each reportable segment being the measures
reported to the Group's chief operating decision maker
for the purposes of assessing segment performance
and making decisions about operating matters. This
contrasts with the presentation of segment information
in prior years which was based on a disaggregation of
the Group’s financial statements into segments based on
related products and services and on geographical areas.
The adoption of HKFRS 8 has resulted in the presentation
of segment information in a manner that is more
consistent with internal reporting provided to the Group’s
Chief Executive Officer, and has no material effect on
the financial statements of the Group for the current or

comparative figures.
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3.

RAF T REETERBMBHREER
(TERMBREE]) (&)

A E S MRS B AR BB
R E 2 RERM RN 2 BER 25
FRUEEREAVE B BAFLEF
A%

AEEYEREZERATINE-FTNE—
A—BRBRzFERRERMERRERZ
R RGBT - BRIk -

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

The application of the new HKFRSs had no material effect
on how the results and financial position for the current or
prior accounting periods have been prepared and presented.

Accordingly, no prior year adjustment is required.

The Group has not early applied any of the following new and
revised standards, amendments or interpretations which have
been issued but are not yet effect for annual periods beginning

on 1 January 2009.

BB BREEA(BF]) BB RE R HKFRSs (Amendments) Amendments to HKFRS 5 as part
FESRLBAER of HKFRSs 2008 '
“TT\FRf
BB BREER
2~
ERHBREEN (B BB HHREE HKFRSs (Amendments) Improvements to HKFRSs 2009 2
2009,2 B2
BB G ERE24% (BET) BHMATRE HKAS 24 (Revised) Related Party Disclosures 2
BB ERERE275: (FEFT) GARBUMBEE HKAS 27 (Revised) Consolidated and Separate
Financial Statements '
BB EAERE325% (1B3T) iRz H 8 HKAS 32 (Amendment) Classification of Rights Issues *
e el F395% (51 RERYAER" HKAS 39 (Amendment) Eligible Hedged Items '
BBUBREENRIR(BF) BARMEANBR HKFRS 1 (Amendment) First-time adoption of Hong Kong
HREA Financial Reporting Standards '
BBUBREENRIR(BF)  BRRMEIEN HKFRS 1 (Amendment) Additional Exemption for
i First-time adoption °
BBUBREENEN (BF) SBREFEERR HKFRS 2 (Amendment) Group Cash-settled Share-based
BANRKR 5 Payment Transactions °
BB REENEN (BB EBAH HKFRS 3 (Revised) Business Combinations
BRI BREENER SBIAS HKFRS 9 Financial Instruments
B (BERMEREREZES) REASENZ HK(IFRIC) — Int 14 Prepayments of a Minimum Funding
—RBE14% (B3T) BB (Amendment) Requirement 3
B (BERMERERREES) REBADK HK(IFRIC) - Int 17 Distributions of Non-cash Assets
—RBE1TH FRLEE to Owners '
B (BERHERERREES) NEaIAKSH HK(IFRIC) - Int 19 Extinguishing Financial Liabilities
—REF19% eRAR with Equity Instruments 7
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RMFIRKETERMBHEEER 3.

(TERMBREER]) (&)

T RZIETAFELA-HRERRAR
ZEEHREER

2 R-_BFNFLA-BR_F-—FF
—A—B(REEEME)RXHER

FA4A < F E B A Rk

P RZE——F-A-HRHERAR
ZFEHRREER

¢ RZE-TFE-_R B HERR
ZFERREER

S RZE-FTF-A-HRHRAR
ZFERREER

¢ R-FE-—=F-A—HRHZRHAR
ZFERREER

7 ORE-EELA-BHEZKAR
ZFERREER

AEBIEFHEZ SR REIETER - B7]
KRERAREAERYRCEE - BAE
ARG ERNEINR (KRBT TR ER
BEHR_ZTNFLHA - Rd 2 REEE
EFREMMRRIIENEBAH 2GRt
T o BREGERIE27 (RIERT) $ &
SRARMBRARMERES BT RE

BEetHEREHTREZEIER 4

R

MRS RERERAR M EMEAERFE
BRI - BREEHBEREBEERBERT
HEBEEZEH-

AEBEHRRELGEFRBRR -BER
B MELZEHEHELRABCERS
RIER °

APPLICATION OF NEW AND REVISED HONG KONG

FINANCIAL REPORTING STANDARDS (“HKFRSs")

(Continued)

L Effective for annual periods beginning on or after 1 July
2009

2 Effective for annual periods beginning on or after 1 July

2009 and 1 January 2010, as appropriate.

2 Effective for annual periods beginning on or after
1 January 2011

4 Effective for annual periods beginning on or after
1 February 2010

2 Effective for annual periods beginning on or after
1 January 2010

& Effective for annual periods beginning on or after
1 January 2013

! Effective for annual periods beginning on or after
1 July 2010

The Group is in the process of making an assessment of what
the impact of these new and revised standards, amendments
or interpretation is expected to be in the period of initial
application. The application of HKFRS 3 (Revised) may affect
the accounting for business combination for which the
acquisition date is on or after the beginning of the first annual
reporting period beginning on or after 1 July 2009. HKAS 27
(Revised) will affect the accounting treatment for changes in a

parent’s ownership in a subsidiary.

CRITICAL ACCOUNTING JUDGEMENTS AND

KEY SOURCES OF ESTIMATION UNCERTAINTY
Estimates and judgements are continually evaluated and are
based on historical experience and other factors, including
expectations of future events that are believed to be

reasonable under the circumstances.

The Group makes estimates and assumptions concerning the
future. The resulting accounting estimates will, by definition,

seldom equal to the related actual results.

77

Annual Report
2009 F3f



78

Annual Report
2009 Ff

B #5 ¥ % Bt 5E
NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

4., BREFHERMEFIREZEER

R ()

BEARREE TEMBEECEERRARE
ZREEERRBAR 2 At RRRH HW

T

a)

b)

(9]

HEREZGE

RETHERTRER  FZHOES
Fo g2 2 EUE £ B2 F AEEED
Bt - EAEEFEREZASEMTE
HRRIACENELEZARESRE
BEMAERUGTERE - HARKRER
ReneLREE - Bt @EEEAR
BEEE R_ZTNF+_A=1+—
H - 2 2 R EE 4 &85,980,000/%8
T (ZZZ )\ 4 : 85,843,000/ 7T) °
BRI E S BETEZFBERME6

HE -

ME BERRBZUERFHARHA
EREE

EREBREMT2)ME STHEE
EAREENE BMEMRB G
ERFHRFGEE AEEBERT
WEXH (M ERFRRFSRERR
FERIAET TR - sk sk ios 2 5% =
RS & 2 B0 LB R o B JF R
HZEE -

ME - BERRBEREZMEE

RETEERTREIATEEZRHE
CEMRETBEER  AKEAE
AEERERETRYEERERBEL
EHRERYEREBEZLSHRED
T BT A -

CRITICAL ACCOUNTING JUDGEMENTS AND

KEY SOURCES OF ESTIMATION UNCERTAINTY
(Continued)

The estimates and assumptions that have a significant risk

of causing a material adjustment to the carrying amounts of

assets and liabilities within the next financial year are discussed

below:

a)

b)

)

Estimation of 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. Where the actual future cash flows are less
than expected, a material impairment loss may arise. As
at 31 December 2009, the carrying amount of goodwill
is approximately HK$85,980,000 (2008: HK$85,843,000).
Details of the recoverable amount calculation are

disclosed in note 16.

Useful lives and residual values of property, plant
and equipment

Management determines the estimated useful lives
and residual values for the Group's property, plant and
equipment in accordance with the accounting policy
stated in note 2(e). The Group will revise the depreciation
charge where useful lives and residual values are different
from previous estimates, or will write off or write down
technically obsolete or non-strategic assets that have

been abandoned or sold.

Estimation of impairment of property, plant and
equipment

In determining whether an asset is impaired or the event
previously causing the impairment no longer exists, the
Group has to exercise judgement in assessing whether an
event has occurred that may affect the asset value or such

event affecting the asset value has not been in existence.
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4. BREHHERMEIFFTEEZETER 4. CRITICAL ACCOUNTING JUDGEMENTS AND
R (&) KEY SOURCES OF ESTIMATION UNCERTAINTY

(Continued)

0 YE BRERIEREZMGE(E) ¢) Estimation of impairment of property, plant and
equipment (Continued)
ZEETERE TP RIMEEERE 2R Such assessment was based on certain assumptions,
& WARRHERAEREEAER - N which are subject to uncertainty and might differ
IEFIER - AEBeEEREKER materially from the actual results. In exercising
FENEEE REEEE - UEHRN judgement, the Group considers information such as
ERBMAAAERFE2ER - AR the amounts of the replacement cost of the machinery
A5 75 8 5% bt PR B T2 3R 4% B == if 4 40 and equipment and deductions to account for the
/ﬁ RZZZENF+ZA=+—8 ' # age, condition, economic or functional obsolescence
12 BRTE{E 49317,687,00074 7T and environmental factors existing at the end of each
(— == \4F : 385,906,000/ T) ° reporting period. As at 31 December 2009, the carrying
amount of machinery and equipment is approximately
HK$317,687,000 (2008: HK$385,906,000).
d) FHEBAEFATLEZGEE d) Estimation of fair value of buildings held for own
use
WM 7(a) R - IBEBREF T As described in note 17(a)(ii), the buildings held for
RZBENFE+TZA=+—HBHBEL own use were revalued at 31 December 2008 using
EXLERHEMRAKANEEET the cost replacement approach by independent
LAEE fiy o & 4 & 82 #940,587,0007% 7T professional qualified valuers. A revaluation surplus of

K 2 f B3 41 4929,646,0007 JT E 5
REMEEEGEREE RS RER
ZEEDERETIRIEERZZ
BRe& - WAt HEREREEAZER -
RIEL FIETR - AEESERBHET
MEEE s HESREL  TEEHNEH
BHMEE B FEZBE - MR -
3 é“ﬁﬁﬁ%%&iﬁtﬁﬁﬁﬁ{'ﬁmm °
RZBZNFF+ZA=+—8 " 3
E BziEF 2 RA{E%237,866,000%
JE(ZZF T )\F : 255,596,000/ L) °

approximately HK$40,587,000 and a revaluation deficit
of approximately HK$29,646,000 have been recognised
in other comprehensive income and consolidated
income statement respectively. Such valuations were
based on certain assumptions, which are subject to
uncertainties and might materially differ from the actual
results. In making the judgement, the Group considers
information such as the amounts of the replacement
cost of the buildings and deductions to account for the
age, condition, economic or functional obsolescence
and environmental factors existing at the end of each
reporting period. As at 31 December 2009, the carrying
amount of buildings held for own use is approximately
HK$237,866,000 (2008: HK$255,596,000).
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4.

BARE ARG TITREZEER

R ()
e) BMEAEREZMLE

f)

9)

& B AR R M SR 2(h)()PT 8 2 & 5T X
K BFHENEERGLBREETT
Tl BREVR S B 2 AJ Wk Bl & 58 Y
BEEAEENEMET - 258
FEFRACEEYHER CRREEE
Bz At R BRI R EARE
EREREEFEZRR -EER
BORZEENFRZZTN\F =
A=+—H EFEEVERE K=
ZENF+ZA=+—H8 BFEE
2 BRI {E 49349,223,0008 Tt (ZEZ
J\SF 379,014,000/ 7T) °

BREEC#E

B EETREM 28 &5 R
BEMGFHAERFHNEREET I
B ERFHCBEESREREF
hzfhat  AEEEGRETEEZT
ERFH - mnERERAE R TR
AIEREZRARETEAFE ST
M at R AR K ARELAE -

PEW TR IB R 2 E
AR B 2 FE R IBR (E R BUR T iR
15 4 KRR B B T B M 2 BT A - BR
e DT R B E I B B AT o AT
EZEENRERREETERN  FE
EHAEHE - RESERFPZBEEE
BRBEWRLEE - WASERE 28
%#ﬁﬁ% BeYEHEREN B
AaEREELEINRE - RZTTA
$+ A=+—H BUEZREAM
FEU K 2 BR A {E 4 /467,395 ooo,%ru
(ZZZT)\5 : 412,019,000/ 7T) °
wﬂﬁm@Z%%EmWEM@Wﬁ
W% o

4.

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

e)

f)

Estimation of impairment of intangible assets

The Group performs annual assessments on whether
there has been impairment of intangible assets in
accordance with the accounting policy stated in note 2(h)
(ii). The recoverable amounts of cash-generating units
are determined based on value in use calculations. These
calculations require the use of estimates and assumptions
made by management on the future operation of the
business, pre-tax discount rates, and other assumptions
underlying the value in use calculations. The directors are
of opinion that intangible assets are not impaired as at
31 December 2009 and 2008. As at 31 December 2009,
the carrying amount of intangible assets is approximately
HK$349,223,000 (2008: HK$379,014,000).

Amortisation of intangible assets

Intangible assets are amortised on a straight-line basis
over their estimated useful lives in accordance with the
accounting policy stated in note 2(f). The determination
of the useful lives involves management’s estimation. The
Group re-assesses the useful life of the intangible assets
and, if the expectation differs from the original estimate,
such a difference may impact the amortisation in the year
and the estimate will be changed in the future period.

Estimation of impairment of receivables

The policy for recognising impairment on receivables of
the Group is based on the evaluation of collectibility,
ageing analysis of accounts and on management’s
judgement. A considerable amount of judgement 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 impairment may be required.
As at 31 December 2009, the carrying amount of trade
and other receivables is approximately HK$467,395,000
(2008: HK$412,019,000). Details of the impairment of
receivables are disclosed in note 22(c).
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4. BREHHERMEIFFTEEZETER 4. CRITICAL ACCOUNTING JUDGEMENTS AND

R () KEY SOURCES OF ESTIMATION UNCERTAINTY
(Continued)

h) BEZWSEZFEE h) Net realisable value of inventories
& ThiRp 7N B v] #30 FE 2 RIKE T Inventories are stated at the lower of cost and net
R o AR FERRMGSERELH realisable value. Net realisable value is determined on
EMBEZBEKAEE - EFFER the basis of the estimated selling price less the estimated
Baol Bz B RER ARG F costs necessary to make the sale. The directors estimate
B2 255 E RZETNF T+ A the net realisable value for inventories based primarily on
=+—H EFRZEEREELHEFE the latest invoice prices and current market conditions. As
HEATRE - MO & 204922,691,000 at 31 December 2009, the directors performed a review
B (ZZFE/\F : 37,551,000 7T) on a product-by-product basis and made a write down of
ZIFE - its inventories of approximately HK$22,691,000 (2008:

HK$37,551,000).
i) FBHREZESE i)  Income taxes and deferred taxation

AREETARABNAEH  MEF
BASNTRFE REER AR E
BAEHBRAE - R—REKBRED
FRERZRZRAE  EEHRENK
EEFETHEEE AEBEREHER
BABMBING R Z Gt BARE
EERERABE -MLAEEZRER
BRERERZH 2 EEBEMAF
FRERSTYEFLARET M
PG BB E B IR B

EHRETERZERE THIEEEZE
EFIBEE - DTRNERERABRA B
ERBAERTN M EETRERK
BIBEE 2R T A TARER - M8
FEBRIRFERMG - ZEEERTE
EXE ARG R ER 2 BT
MBAERBIE -HUME  AEEE
R-ZEZAE+-_A=1+—BBIE
ERIEEER B ES FI421,639,000
B (ZZ T )\F 20,432,000
7t) 197,878,000/ 7T (Z T T )\ F :
106,337,0005& 7T) °

The Group is subject to income tax in Hong Kong and
various taxes in PRC. Significant judgement is required in
determining the provision for taxation. There are many
transactions and calculations for which the ultimate tax
determination is uncertain during the ordinary course of
business. The Group recognises liabilities for anticipated
tax issues based on estimates of whether additional taxes
will be due. Where the final tax outcome of these matters
is different from the amounts that were initially recorded,
such differences will impact the income tax and deferred
tax provisions in the period in which such determination

is made.

Deferred tax assets relating to certain temporary
differences and certain tax losses are recognised as
management considers it is probable that future taxable
profit will be available against which the temporary
differences or tax losses can be utilised. Where the
expectation is different from the original estimate, such
differences will impact the recognition of deferred tax
assets and tax in the periods in which such estimate
is changed. In this regard, the Group has recognised
deferred tax assets and liabilities in the amount of
approximately HK$21,639,000 (2008: HK$20,432,000)
and HK$97,878,000 (2008: HK$106,337,000) as at 31
December 2009 respectively.
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4. BRERESHHERMEFFTEEZETER 4. CRITICAL ACCOUNTING JUDGEMENTS AND

R () KEY SOURCES OF ESTIMATION UNCERTAINTY
(Continued)
) DRBREMELEZENS i) Withholding taxes arising from the distributions of
dividends
NEE TR B IR AR B A B A B The Group’s determination as to whether to accrue
ERGEFETHEARSIKKNRE for withholding taxes arising from the distributions of
EEMTENH (REBAEHREEER dividends from certain subsidiaries according to the
B - REERA - MR AR R ARK relevant tax jurisdictions is subject to judgement on
e s RER - Al BANE @ED the timing of the payment of the dividend. The Group
It - considered that if the profits will not be distributed in the
foreseeable future, then no withholding taxes should be
provided.
5. BEHE 5. TURNOVER
EERERETEPFZERHEEE(TE Turnover represents the sales value of goods supplied to
FREBREER)  THREMEERE customers which excludes value-added and business taxes, and
S REERNEEBRER 2 WE 2% is after deduction of any goods returns and trade discounts.
FEHFSEOT : The amount of each significant category of revenue recognised

in turnover during the year is as follows:

—EENE ZTT)N\F
2009 2008
FTHER FATT
HK$' 000 HK$' 000
wLEm Sales of rare earth products
(BIERNEm)HE (including fluorescent products) 637,725 618,637
ifif N E i Sales of refractory products
(REERBEEM&IED) (including high temperature ceramics
HE products and magnesium grains) 573,958 746,253
1,211,683 1,364,890
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6.

H {th iy 2 6. OTHER REVENUE
—EEhE —EENE
2009 2008
FHExT T
HK$’ 000 HK$' 000
SRITERF B WA (FFE) Interest income from bank deposits (note) 10,043 9,330
P U2 B 7R e L At LR Write back of impairment
BEE 1B loss on trade and other receivables 9,267 4,224
19,310 13,554
B &E Note:

ROTFERFS WAL FRATFEIAREZ S

BAEF S WALE -
BRBLADER (F18)

EE@E?‘F‘J/(%%) Bk (Gt A) T3

Interest income from bank deposits represents the total interest income
on financial assets not at fair value through profit or loss.

7. PROFIT/(LOSS) BEFORE TAXATION

Profit/(loss) before taxation is arrived at after charging/

(crediting):
“EEREF —EENE
2009 2008
TERT FET
HK$' 000 HK$’ 000

a)

b)

0

M RA

ARTFALHER
ZBITEHM B H

HipEHAA

WIHRAFEIABREZ
EREBMNAXLAR

BT (B9
FEzEEME)

FeRIE

RANR R B K
(FF=E11)

HiEE

3Gl

FEAA (f5E21(0)
Nx - BERRBIHE
BERHTEM
THESEH
BVAESRH

SRR

B M B 5 e L R
ZREER

HENE BERRE
2 W)/ BRFE
nx - BERRE
ZEhE
EXER/ (KaE) FR
HEMEELRETH
MEX

a)

b)

0

Finance costs
Interest expenses on bank borrowings wholly

repayable within five years 17,968 10,288
Other borrowing costs - -

Total interest expense on financial liabilities
not at fair value through profit or loss 17,968 10,288

Staff costs (including directors’
emoluments in note 9)

Salaries and wages 36,020 37,746
Retirement benefits scheme

contribution (note 11) 2,426 2,148

38,446 39,894

Other items
Auditor’s remuneration 3,360 3,200
Cost of inventories (note 21(b)) 980,246 1,015,603
Depreciation of property, plant and equipment 94,798 91,956
Amortisation of prepaid lease payments

on land under operating leases 5,750 4,515
Amortisation of intangible assets 30,369 -
Bad debt written off 53 -
Impairment loss on trade and other

receivables 3,996 22,089
Net (gains)/losses on disposal of property,

plant and equipment (309) 9,494

Revaluation deficit on property,

plant and equipment - 29,646
Net exchange loss/(gain) 206 (1,707)
Operating lease charges on rented premises 1,451 1,400
Research and development expenditure 399 440
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8. HEWBRAZMBENR 8. INCOME TAX IN THE CONSOLIDATED INCOME
STATEMENT
a) HMEWBERAZMEHIE: a) Income tax in the consolidated income statement
represents:
—EEAEF —ETNF
2009 2008
TERT FAT
HK$' 000 HK$' 000
AEABIE- FEI O E Current tax — PRC Enterprise
FEH (TEMEH] Income Tax (“EIT")
FEREE (H5E28()) Provision for the year (note 28(a)) 69,454 55,758
REHIE Deferred taxation
TR ER ZEE Origination and reversal of temporary
KB (M 7E28(b)) differences (note 28(b)) (9,795) (1,902)
P45 15 32 Income tax charge 59,659 53,856
B - Note:
ARARBEHEHEEEEHSHE MK The Company was incorporated in the Cayman lIslands as an
NRAERGEREEAR Bt BEHEX exempted company with limited liability under the Company
NHASHESHMEH - Law of the Cayman Islands and, accordingly, is exempted from

payment of the Cayman Islands income tax.

RZBENFRAZ+RAE E/%i/i‘@@ On 26 June 2008, the Hong Kong Legislative Council passed
BT NFRAGHESR - Hé’rﬁ:\%ﬂ the Revenue Bill 2008 and reduced corporate profits tax rate
H17.5%8BZE165% B =% /\ﬁ/* from 17.5% to 16.5%, which was effective from the year of
ZTNGERBEERER -BE_TTNF assessment 2008/09. No provision for Hong Kong Profits Tax has
RZZBZNFE+ZA=T—HIERFEA been made as the Group had no assessable profits for the two
MR A R E Y B RV - WEAFAH years ended 31 December 2009 and 2008.

BEHRES -

BIEF B EERAG ([REMERIE]) Under the Law of the PRC on EIT (the “EIT Law”) and
REMGEN BT NEF-—F—BE &K Implementation Regulation of the EIT Law, the tax rate of the
SEPBENBE AR ZHER25% ° Group's PRC subsidiaries is 25% from 1 January 2008 onwards.
AEETEMEAREREREIEEBEME The PRC subsidiaries of the Group, Yixing Wellfire Nonmetal
BERARRSBIEFKEERERRAE Materials Co., Ltd. and Hai Cheng Xinwei Leeshing Magnesium
A ST \FRAMTERETECERN Resources Co., Ltd. are entitled to the exemptions from PRC EIT
1S - BER = FESO%FIIER L © for two years starting from 2008, followed by a 50% tax relief

for the next three years.
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

8. HMAEWBRAZA/H (5

b)

8. INCOME TAX IN THE CONSOLIDATED INCOME

STATEMENT (Continued)

BRILAEEH (BB 2H b) Reconciliation between income tax charge and
Hzi@ﬁﬁﬁ%ﬁ%Z%ﬁEﬁDT : accounting profit/(loss) at applicable tax rates is as
follows:
—ETRE —ZETN\F
2009 2008
TR FAIT
HK$’ 000 HK$'000
B AR A, (B518) Profit/(loss) before taxation 144,342 (118,551)
BREL AR R (EB) Notional tax on profit/(loss) before taxation,
R W RDERER B R X calculated at the rates applicable to the
SFEZBRETIE jurisdictions concerned 40,929 (16,069)
TAENZ B2 RGBT E Tax effect of non-deductible expenses 676 68,043
BARBMAZHEZE Tax effect of non-taxable income (380) (653)
RERZREABIE Tax effect of unused tax losses not recognised 10,643 1,724
BRZBREZE
BAEFERERBEEE Underprovision of deferred tax assets
BEIR in prior years - (1,693)
A ARIEHR 2 Tax effect of tax loss not allowed
REEBZ G E for tax deduction 9,106 2,504
BB AR ERIIEHE  Tax effect of tax exemption granted
B 2 to a PRC subsidiary (1,315) =
g Income tax charge 59,659 53,856
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

9. EEMS 9. DIRECTORS' EMOLUMENTS
a) WBEBBLAGAIEIIEKRENES a) Directors’ emoluments disclosed pursuant to section 161
MemT : of the Hong Kong Companies Ordinance are as follows:
—EENE ZTT)N\F
2009 2008
FET T
HK$' 000 HK$' 000
HITES Executive directors
— %o RE — salaries and allowance 2,606 2,598
BYERITES Independent non-executive directors
ik - fees 162 159
2,768 2,757
by BE-ZTTENFR-ZTTNF+=A b) Details of directors’ emoluments by individual director
=T HLEFE EREEZ2EEH for the years ended 31 December 2009 and 2008 are as
BEELOT : follows:

BE_ZZNF+-A=1+—HLEE
Year ended 31 December 2009

EXFHE 2
EEHS REYEF [T E
Basic salaries,
Directors’ allowance and Total
fees benefits-in-kind emoluments
THERT THERT THET
HK$’ 000 HK$' 000 HK$' 000
HITES Executive directors
BREE Jiang Quanlong - 1,320 1,320
TR Qian Yuanying - 1,014 1,014
AR Xu Panfeng - 136 136
% Jiang Cainan - 136 136
BYFHTES Independent non-executive directors
ZlRN Liu Yujiu 49 - 49
HAE Huang Chunhua 72 = 72
£8 Jin Zhong a1 - 41
162 2,606 2,768
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HE-ZFTAE+=-A=+—HILEE For the year ended 31 December 2009

9. EEM2®) 9. DIRECTORS’ EMOLUMENTS (Continued)
b) (&) b)  (Continued)
HE—"ZTZ N\FE+-_F=1+—RHItEE
Year ended 31 December 2008
BT 2R
ExHe REMEF [k
Basic salaries,
Directors’ allowance and Total
fees  benefits-in-kind emoluments
FHBT FHBT T
HK$'000 HK$'000 HK$'000
HITES Executive directors

BREE Jiang Quanlong = 1,320 1,320
o Qian Yuanying = 1,014 1,014
=T AR Xu Panfeng = 132 132
B Jiang Cainan - 132 132

BUFHITES Independent non-executive directors
2R Liu Yujiu 47 - 47
BRE Huang Chunhua 72 - 72
tE Jin Zhong 40 - 40
159 2,598 2,757

HEZZZNFR-_ET/\F+=H
=T—BLEMFERN BESTFHE
TRME BE_TZNER_ZT
NE+ZA=1+—"HALMFER
EREAEEINRERMAREE
HMARE B R 2 RE Sk B A (S o

During the two years ended 31 December 2009 and 2008, no
directors waived any emoluments. No inducement payments
to join or upon joining the Group or as compensation for loss
of office was paid or payable to any director for the two years
ended 31 December 2009 and 2008.
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

10. BeHAL 10.

BE_ZRAST-_A=+—HIEFE &K
SELEBRRFALYT HF=2(ZFF
NE: ZR)RARFRES KM N
IKE - HAM A (ZTTN\F MB) &S

INDIVIDUALS WITH HIGHEST EMOLUMENTS

During the year ended 31 December 2009, out of the five
highest paid individuals in the Group, three (2008: three) are
directors of the Company whose emoluments are disclosed in

note 9. The aggregate emoluments in respect of the remaining

FATZHESRB|HOT ¢ two (2008: two) highest paid individuals are as follows:
—EThFE —ETN\F
2009 2008
FHT FHT
HK$’ 000 HK$'000
EAXFHE 2R REVEF Basic salaries, allowance and benefits-in-kind 1,079 1,079
RINE AT B3R Retirement benefits scheme contribution 54 54
1,133 1,133

BE_ZZAS+_A=+—HILFE  H
BME(ZTENF  MB) REHFALZH
ENFRTIIEE :

For the year ended 31 December 2009, the emoluments of the
remaining two (2008: two) highest paid individuals are within

the following band:

—EBAF —ETNEF
2009 2008
= —1,000,000/% 7T Nil — HK$1,000,000 2 2

RMEFER  AEEYERAUKDHA
T (BREELRE) XNEMME - FA
BB EL DDA SRR DA 7 5% B8 iy ) o N ok ol R

o

i3

11. EEENKEF 1.

A E AR RGO RE AR AR
FEBRARAAEZERERENBEE R
FEIER HRREREEERTEMIT% —
20% (ZZZNF : 17%—20%) ° B BRI
BEEE R REERARGE BRI - F
BB R AR EFHIIN  BAZNERR
Re NBEABERBMHERNKEET -HZE
—ZETAF+ A=+ —HLFE ' BIKE
EIENEE 4 /2,372,000 L (ZE S N\F ¢
2,094,000 7T) ° ZatEIMERANRE S -

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.

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% (2008: 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 2009, the retirement plan
contributions amounted to approximately HK$2,372,000 (2008:
HK$2,094,000). Contributions to the plan vest immediately.
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NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

11.

12.

13.

EERKEF (B) 11. EMPLOYMENT RETIREMENT BENEFITS (Continued)
REEETEEREENRARE_STTF A company in the Group operating in Hong Kong has
T A—BREE2HBESTE ([RESE participated in Mandatory Provident Fund Scheme (“MPF
gl - ZEt B AEEMTRNKREHE - %D Scheme”), which is a defined contribution pension scheme,
AE AREEBELRE 5% M B4R - since 1 December 2000. The Company makes monthly
HEZTTINF+A=+—HLFE K contributions to the scheme based on 5% of the employees’
& B [m158 18 & 5t &l ¢ 5 454,000 7T (=& basic salaries. For the year ended 31 December 2009, the
T\ : 54,0008 7T)  BIEE K& EEAK Group's contributions to the MPF Scheme were approximately
SENEBENRITE  THBUREESK HK$54,000 (2008: HK$54,000). The assets of the fund are
BER - ZarBlHFTIRKHB held separately from those of the Group and are managed by
independent professional fund managers. Contributions to the
plan vest progressively.
AAREEARERTR (FR) 12. PROFIT/(LOSS) ATTRIBUTABLE TO OWNERS OF
THE COMPANY
ARRHEBAEEEERET (BR) & The consolidated profit/(loss) attributable to owners of the
15 518 4925,920,0008 L (Z 2T )\ F ¢ Company includes a loss of approximately HK$25,920,000
12,710,000 7T) * ZARIEE RN AR &8 % (2008: HK$12,710,000) which has been dealt with in the
HEANEIE financial statements of the Company.
R E 13. DIVIDENDS
“EEAE ZEE)N\F
2009 2008
FTHER FAT
HK$’ 000 HK$' 000
EEIRIE A AR E Interim dividend declared and paid: HK$Nil
BREBERTET (2008: HK$0.01) per ordinary share
(ZZEZN\F:0.0157T) - 14,211

RE-FENFR-FFN\GE+-A=+—
BLLMIEFE - 3% R REREEA BB
8o

No final dividend has been proposed or declared by the
directors for the two years ended 31 December 2009 and
2008.

Annual Report
2009 F3f



B #5 ¥ % Bt 5E
NOTES TO THE FINANCIAL STATEMENTS
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14. SREF(F18) 14. EARNINGS/(LOSS) PER SHARE
a) BREAERF(BE) a) Basic earnings/(loss) per share
BREANRBF(BE) HREBEARQ The calculation of basic earnings/(loss) per share is
B HEA A FE 15 7 £984,593,00058
T (Z2ZEN\F : [1HE4170,972,000
BIL) RAFEB BT EBRMET
1) 201,472,075,0000 (ZZZT )\ F :
1,421,143,0000) 5+ & - A :

based on the profit attributable to owners of the
Company of approximately HK$84,593,000 (2008: loss
of approximately HK$170,972,000) and the weighted
average number of 1,472,075,000 (2008: 1,421,143,000)
ordinary shares in issue during the year, calculated as

follows:
“EEAE —ETNF
2009 2008
TR T
‘000 "000
N—A—BE{TLER Issued ordinary shares at 1 January 1,421,143 1,421,143
7 BRI B S BATRR (D Effect of issue of new shares by share
za placement 50,932 -
Rt+ZA=+—BEBER Weighted average number of ordinary shares
AN 15 2 at 31 December 1,472,075 1,421,143
b) SRBERF(FB) b) Diluted earnings/(loss) per share

HE_ZTAFE+T_A=1+—RHLHF
EZzEBREZSRADBERRAESR
A JE 1l 3% F| 4984,593,000 7T, & & i@
[i% 04 S ¥981,472,345,00008 51 &

The calculation of diluted earnings per share for the
year ended 31 December 2009 is based on the profit
attributable to owners of the Company of approximately
HK$84,593,000 and the weighted average number of

Annual Report
2009 Ff

W 1,472,345,000 ordinary shares, calculated as follows:
—EETNF
2009
TR
‘000
RZZZNF+=_A=1+—8 Weighted average number of ordinary shares
2R 2 T8 at 31 December 2009 1,472,075
BEARRAEREEEENT Effect of deemed issue of shares under the
REZFTRGO 2 E (H3E31) Company'’s share option scheme for nil
consideration (note 31) 270
R-_BEZNFE+-_A=+—BZ Weighted average number of ordinary shares
TR 2 NEFHE (858) (diluted) at 31 December 2009 1,472,345



81 85 ¥ =% B 5E
NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

14. SREF(B8R) (&) 14. EARNINGS/(LOSS) PER SHARE (Continued)
by SR#BBERF (FE)(E) b) Diluted earnings/(loss) per share (Continued)
HE-ZETZN\F+=-A=1+—HLHF Diluted loss per share for the year ended 31 December
Eze8REEEREGRELREBER 2008 is the same as the basic loss per share as the
Al ARBEBERITEEREZELSE potential additional ordinary shares in respect of
INEBIRAR REHEER o outstanding share options are anti-dilutive.
15. ZEMHEE 15. SEGMENT REPORTING
REEREBHEES D DB RETER - N The Group manages its businesses by divisions, which
RNBE B BB EERESR[LED IR are organised by business lines. On adoption of HKFRS 8,
HRHERRAASEEREEERRAZTH Operating segments, and in a manner consistent with the
BEANBERAUNERDERERRTH2E way in which information is reported internally to the Chief
=23 AEEZ25| TREZHH AT : Executive Officer, who has been identified as the Group’s

chief operating decision maker, for the purposes of resource
allocation and performance assessment, the Group has

presented two reportable segments as follows:

Wt HERHEERIER(BELELE Rare Earth: The manufacture and sales of rare earth
) products (including fluorescent products)

ik HEREEMAER (BERRE Refractory: The manufacture and sales of refractory
AEmMRED) products (including high temperature ceramics

products and magnesium grains)

a) OHEE BEREE a) Segment results, assets and liabilities
RIES B EREERFE8H - KU In accordance with HKFRS 8, segment information
BRBEZHIER IR AEE T disclosed in the financial statements has been prepared
BB A BRE RSB HE in a manner consistent with the information used by
ZERFMERAEN -2 HEH - the Group's Chief Executive Officer for the purposes of
FUME  AEBTHRAHIEZR T assessing segment performance and allocating resources
ELEERZREZROBEGH2ER between segments. In this regard, the Group’s Chief
EEREE: Executive Officer monitors the results, assets and liabilities

attributable to each reportable segment on the following

bases:
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15. 2 WWE (&)

a)

oHEE EEREEE)
DHABEEBEMEBLRETLEER
MEBEE  BETNBERSEZER 2R
DM EMEEERE - nHEEBEREE
AR ED 2 BE R HE R B (L 2 e
R i‘ﬁhg)ﬂ&ﬁ‘@ﬁﬁm Y::
DEMEEERZRITER - ETEER
Eﬂiﬂﬂufiﬁ"ﬁBZﬁﬂEm%Efﬁ g

W RS B2 E2RD W IHER
&%ﬁiﬁk%ﬁi“ﬁBE{ﬁﬁEz%ﬁ%‘k
BRI HAY DEEZFEDM -

HEEF, (BR)FERZE
7‘5)27,%f%&ﬁ%?ﬂ%ﬂuﬁmlﬁﬁﬁﬁﬁ
A, (B1R)] ([ FHEBEBITI) A&
BEAERANERREMET, (B
18)  RNEEZEF, (B1B) g
HEM@BI2®DPENEZEE L
— S HE - MFERA RE RS E
RERX -

B IEIS B R T EEBITZ 7 A RSN -
ERETEREARRE (BEDHE
HE) HOWERERZATERRK
fERZ M BMA R - 78 - BHER
/WTEE?TEJ«X&A:‘BEAM@EPW@EF@Z
FRBOBEELEZDBER -
%Bfeﬁiﬁ%%%f?dﬁﬁ%ﬁﬂﬁ”&ﬁwl\%ﬁ%
=72 BRAIE -

15. SEGMENT REPORTING (Continued)

a)

Segment results, assets and liabilities (Continued)

Segment assets include all tangible and intangible
assets and current assets with the exception of other
corporate assets which are unallocated to an individual
reportable segment. Segment liabilities include trade
payables, accruals and other payables attributable to
the manufacturing and sales activities of the individual
segments and bank borrowings managed directly by the
segments with the exception of other corporate liabilities
which are unallocated to an individual reportable

segment.

Revenue and expenses are allocated to the reportable
segments with reference to sales generated by those
segments and the expenses incurred by those segments
or which otherwise arise from the depreciation or

amortisation of assets attributable to those segments.

The measurement used for reporting segment profit/
(loss) is “adjusted profit/(loss) before interest and taxes”
(“Adjusted EBIT”). To arrive at adjusted profit/(loss)
before interest and taxes, the Group’s profits/(losses) are
further adjusted for items not specifically attributed to
an individual reportable segment, such as interest income

and other unallocated corporate expenses.

In addition to the receiving of segment information
concerning adjusted EBIT, management is provided with
segment information concerning revenue (including
inter-segment sales), interest income and expense from
cash balances and borrowings managed directly by the
segments, depreciation, amortisation and impairment
losses and additions to non-current segment assets used
by the segments in their operations. Inter-segment sales
are priced with reference to prices charged to external

parties for similar orders.
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15. 2 MH/E (&) 15. SEGMENT REPORTING (Continued)

a) »PEE -BEERAEE(H) a) Segment results, assets and liabilities (Continued)
ER IR P AEETRBEEEE Informafcion regarding the Group’s report_able segments
e e e A o :. as provided to the Group’s Chief Executive Officer for
NEERKFEDHBRAZARER the purpose of resource allocation and assessment of
WA WERFHINWOT : segment performance for the year is as follows:

it itk &t
Rare earth Refractory Total
ZEEAE CZETNE ZEEAF 0 ZETN\E ZBEAE ZER)\E
2009 2008 2009 2008 2009 2008
T ThL T T T T
HK$'000 HK$'000 HK$'000 HK$'000 HKS' 000 HK$'000
REHNEP 2 s Revenue from external customers 637,725 618,637 573,958 746253 1211683 1,364,890
AHEkE Inter-segment revenue 25 113 - - 25 113
B DE e Reportable segment revenue 637,750 618,750 573,958 746,253 1,211,708 1,365,003
SHHBER/(BEB)  Reportable segment profit/(oss)

EEEC) (adjusted EBIT) 7,258 (14,960) 150,533 94,771) 157,791 (109,731)
MEHRA Interest income 6,081 2,135 1843 3,587 7924 5,722
g Finance costs (4761) (6,632) - - (4,761) (6,632)
ER TR Depreciation of property,

LHE plant and equipment (45,378) (44,100) (49,413) (47,847) (94,791) (91,947)
BEROTRALH Amortisation of prepaid lease

HezEH payments on land under

operating leases (2,757) (1,985) (2,993) (2,530) (5,750) (4,515)
EREE B Amortisation of intangible assets (30,369) = - = (30,369) =
HELRBER Impairment loss on goodwill - - - (208,804) - (208,804)
% BERR Impairment loss on property,

LHERRE plant and equipment - (46,371) - (51,127) - (97,498)
WENE  HERX Net gains/(losses) on disposal

b/ (FR)3E of property, plant and equipment 139 43 170 (9,537) 309 (9,494
ER - Revaluation deficit on property,

X plant and equipment - (17,254) - (12,39) - (29,646)
WG REMEN:  Impaiment loss on trade and

LHERRE other receivables (2,395) (1,069) (1,601) (21,020) (3,996) (22,089)
EUREFREMBAF  Write back of impairment loss

ZRERREE on trade and other receivables 665 906 8,602 3318 9,267 4204
ikt Income tax (20,504) (11,693) (39,155) (42,163) (59,659) (53,856)
SHAPEE Reportable segment assets 1,628,663 1,757,339 1,654,053 1,589,510 3,282,716 3,346,849
ERHHEE Reportable segment liabilties 520,023 652,470 175,913 235,825 695,936 888,295
EEFRHAPEE: Additions to non-current

segment assets:

-#E ~ Goodwil - 85,843 - - - 85,843

R E: ~ Property, plant and equipment 13,922 44310 283 72,432 14,205 116,742

-BEROTEA ~ Prepaid lease payments on

ThEs land under operating leases - 34,017 - 63,655 - 97,672

-EVEE - Intangible assets - 379,014 - - - 379,014

13,922 543,184 283 136,087 14,205 679,271
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15. 28| E (&)
EHRIDEF  EEREBEZHE b) Reconciliations of reportable segment profit, assets

b)

15. SEGMENT REPORTING (Continued)

and liabilities

—EENF —EE)N\F
2009 2008
FHExT FiBT
HK$' 000 HK$’ 000
W= Revenue
Ll Reportable segment revenue 1,211,708 1,365,003
T 58 7 3B Uk &= Elimination of inter-segment revenue (25) (113)
e X Consolidated turnover 1,211,683 1,364,890
wmAL (BE) Profit/(loss)
EHmpERF, (BB Reportable segment profit/(loss) 157,791 (109,731)
88 2 7B s A Elimination of inter-segment profit - =
RARNEEEINEFZ 23 Reportable segment profit/(loss)

AEE A () derived from Group's external customers 157,791 (109,731)
Hip gz Other revenue 19,310 13,554
KoL H AR AFEE Unallocated other income, net 175 696
B 15 AR Finance costs (17,968) (10,288)
AOMEERS Unallocated corporate expenses (14,966) (12,782)
SABRBAEF,(EE) Consolidated profit/(loss) before taxation 144,342 (118,551)
BE Assets
ERHBEE Reportable segment assets 3,282,716 3,346,849
Tl 88 73 3B RS U moE Elimination of inter-segment receivables (445,146) (332,379)

2,837,570 3,014,470
AOEIRE RIS EFEEE  Unallocated cash and cash equivalents 295,118 153,391
ROMLEEEE Unallocated corporate assets 106,893 46,475
e BEME Consolidated total assets 3,239,581 3,214,336
8& Liabilities
EWmAEE Reportable segment liabilities 695,936 888,295
T8 2 B0 A FRE Elimination of inter-segment payables (445,146) (332,379)
250,790 555,916
RAOBRITEE Unallocated bank borrowings 232,500 177,500
ROBEEEEE Unallocated corporate liabilities 8,172 7,391
e BERE Consolidated total liabilities 491,462 740,807
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15. 2 & |E (&) 15. SEGMENT REPORTING (Continued)
o HWEER ¢) Geographical information
TREFBFHAOAEERBEIESL 2 The following table sets out information about the
e R(NAEE 2V - BE RS geographical location of (i) the Group’s revenue from
KEBRHTHENLHAS  BVEER external customers and (i) the Group's property,
HR(SEERBEE]) MEDRE plant and equipment, prepaid lease payments on land
EX e KPP EREMRRERE under operating leases, intangible assets and goodwill
miT B E D - HEFRBDEERM (“specified non-current assets”). The geographical
MR - Y% - BERREARKS location of customers is based on the location at which
BHTENLHEESH S REERR the services were provided or the goods delivered.
FrEmEE S  REVEEREEM The geographical location of the specified non-current
EREMAENESEMTHEESD - assets is based on the physical location of the asset in

the case of property, plant and equipment and prepaid
lease payments on land under operating leases, and the
location of the operation to which they are allocated in

the case of intangible assets and goodwill.

HIEF 2z BEXRBEE

Revenues from external Specified non-current
customers assets

“EEAE —TTN\F ZBELE —ZTTN\F
2009 2008 2009 2008
FTER FAT FTHER FAT
HK$’ 000 HK$'000 HKS$ 000 HK$'000
B (FEfmBh)  The PRC (place of domicile) 1,036,856 1,071,975 1,327,816 1,442,405
=P Japan 73,365 191,564 - =
B Europe 58,332 82,000 - -
ESE1 The United States of America 30,670 15,998 - -
HAh Others 12,460 3,353 35 20
174,827 292,915 35 20

1,211,683 1,364,890 1,327,851 1,442,425
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15. 2 &\ S (4) 15. SEGMENT REPORTING (Continued)

d ERFTEREFzZER d) Information about major customers
AEBZEFERSH RBEZT The Group’s customer base is diversified and includes only
TNE+A=1T—"HLEFE & one customer in rare earth segment with whom sales
E— BRI BEPZHERAR amounted to approximately HK$148,220,000 for the year
148,220,000 70 ' BB AL B & % ended 31 December 2009 that exceeded 10% of the
B210%  BEZE_ZTZTNF+=A Group’s turnover. There is no customer with whom sales
=+—HALEFE UEAAEF ZH exceeded 10% of the Group’s turnover for the year ended
ERHBANSEEEXEE 210% ° 31 December 2008.

16. A& 16. GOODWILL
rEE The Group
HK$'000
FAT
%N Cost
RZZEZN\FE—-H—H At 1 January 2008 206,705
U BE B /B8 2 &) (B9 5E34(a) R(b)) Acquisition of subsidiaries (note 34(a)&(b)) 85,843
EHER Exchange differences 4,336
RZEZENF+=_A=1+—8 At 31 December 2008 and 1 January 2009
RZZEZNE—HA—H 296,884
MEHER Exchange differences 255
R-ZBZFAF+-_A=+—H At 31 December 2009 297,139
2 EE Accumulated impairment
RZZZN\F—H—H At 1 January 2008 =
SRR Impairment loss 208,804
EHER Exchange differences 2,237
R-ZBEZENF+-_HA=+—H At 31 December 2008 and 1 January 2009
k—ZEZAFE—-H—H 211,041
EHER Exchange differences 118
RZZETZNF+_A=+—H At 31 December 2009 211,159
IREE Carrying amount
RZEZENF+=_A=1+—8H At 31 December 2009 85,980

R-ZTEENF+-_HA=+—H At 31 December 2008 85,843
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16. E& (&) 16. GOODWILL (Continued)

BORSEM ((ROREEM]) (BEEHE)

Impairment test for cash-generating unit (“CGU")

Z R AE B containing goodwill
EEEAREZNTREERS BRR 2 AE Goodwill is allocated to the Group’s CGU identified according
B HRER I B to reportable segments as follows:
EE
The Group
—EEAE ZET)N\F
2009 2008
FTHER FAT
HKS$' 000 HK$' 000
5 5B (KisEa) Rare earth segment (note a) 85,980 85,843
it X 5 2 (T 3Eb) Refractory segment (note b) 211,159 211,041
297,139 296,884
B Note:
a) SUREARMNE  BEABZEBDIREE a)  For the purposes of impairment testing, goodwill for rare earth

“ERN\E+- A=+ HIFEREHE
A7) (P FE34(2) K (b)) B EE A ©

BE_ZT/\F+-A=+—RLFEKE
ZHBARETERERLES -

RIZZNF+_A=+—F AEEZZ
EARKEW S B S BRI EMER
BRI B EABEMAER DR ([RRH])
R 2 31 - S/ BBRIIR 2 B2
BERARETRR - LD BRMR BN 2
AR OB NREEBEEHEETE - %F
AEERAREEEEHABEAFHRL
MRRE (ERH LD BHRMR S ERAF
BEBREEFHRFE)HEZRERER
Bl BEAFHRERETIEM T XA
AT RS o SRR WM LD H
REUR & B PSS X 2 AR FHE

segment arose from the acquisition of subsidiaries (see note 34(a)
& (b)) during the year ended 31 December 2008.

Subsidiaries acquired during the year ended 31 December 2008
are principally engaged in rare earth business.

As at 31 December 2009, the Group performed an impairment
review for the CGU of rare earth segment with reference to
the valuation carried out by Vigers Appraisal & Consulting
Limited (“Vigers”), independent qualified professional valuers
not connected with the Group. The recoverable amount of the
CGU of the rare earth segment is determined based on value
in use calculations. These calculations use cash flow projections
based on financial budgets approved by management covering
a five-year period, which is based on the average business and
operation life over the CGU of the rare earth segment. Cash
flows beyond the five-year period are extrapolated using the
estimated rates stated below. The growth rates do not exceed
the respective long-term average growth rates for the business in
which the CGU of the rare earth segment operates.
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16. BE(®) 16. GOODWILL (Continued)
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feE : (&) Note: (Continued)
a) (&) a)  (Continued)
EREEAEMAZEZRE Key assumptions used for value in use calculations:
AEE
The Group
“EThE —TT)N\F
2009 2008
EFIE Gross margin 25%-47% 33-41%
BRE Growth rate 3% 0%
#1317 = Discount rate 14% 13-14%
ERERBERARRRAMGER CBHE Management determined the budgeted gross margin based on
EEEEFE - ZBRE A - WREHE past performance and its expectation for market development.
B 02 5 E LR o This discount rate used is pre-tax rates and reflects specific risks
relating to the relevant segment.
RIRFEABENE BT BHRIR S B The recoverable amounts of the CGU of rare earth segment
ZAEEEENEKREE - @Al - REZE is higher than their carrying amount based on value in use
—ETAFRZETN\FFZA=+—HIt calculations. Accordingly, no impairment loss on goodwill of
MEFE 2z FE RaRkATERT L D2 rare earth segment is recognised in the consolidated income
EERRREESE - statement for the two years ended 31 December 2009 and 2008.
b) BEEARME  MAIBZEBH IR b)  For the purposes of impairment testing, goodwill of refractory

EENFE-A -+ NAR_ZEERF+_A
=B BRESTESRARAEBR AR
(REBE]) RERMEHSEREAR A
(TER/BEHE ) 100% AL HERS EE A£ o

RREERFEEEE BN ERAES -

AN 52 [E 37 K {8 #9207,000,0005% 7T 4k B 7
FENSRBE - ARRIESEME - KB
BREAEEREAEMAMBELENES
BHAESR  YAREBEBRELEHT -

N B MR E4115,385,00058 T4 E R
B MEE TR - IUEE T AE QR
FER LR - 3 A7 & B 7 R HE F K
R oo b RRRIEFRE  AEEHANA
REERETERER BEHAESMAEY
E3

segment arose from the acquisitions of 100% equity interests
in Wuxi Xinwei High Temperature Ceramics Co., Ltd. (“High
Temperature Ceramics”) and Haicheng City Suhai Magnesium
Ore Co., Ltd. (“Suhai Magnesium”) on 29 January 2004 and 23
December 2005 respectively.

High Temperature Ceramics and Suhai Magnesium are principally
engaged in refractory business.

The Group paid a consideration of approximately
HK$207,000,000 to acquire High Temperature Ceramics in the
PRC. The directors of the Company believe that the acquisition
allowed the Group to broaden the product category of its
refractory materials business to cover high temperature ceramics
products and generate higher profit for the Group.

The Group paid a consideration of approximately
HK$115,385,000 to acquire Suhai Magnesium in the PRC so as
to access to raw materials supply and upstream business for the
refractory products and presented the Group with a new source
of profit. In addition, the directors of the Company believe that
the Group will ride on Suhai Magnesium’s advantage of proximity
to magnesium resources to develop high purity magnesium grains
business.
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16. B& (@) 16. GOODWILL (Continued)
Ber : (&) Note: (Continued)
b) (&) b)  (Continued)
RERPBEZER - WA BB TR At the end of the reporting period, the goodwill of the refractory
BELAT B R RIBFEE A - segment arose from the acquisition of subsidiaries as follows:
AEE
The Group
—Z2ZTAFE —EENF
2009 2008
TER FHBT
HK$'000 HK$'000
=REAE High Temperature Ceramics 136,540 136,540
w7 Suhai Magnesium 74,619 74,501
211,159 211,041
RZZEZENFF+_A=+—H ~EEZ2Z As at 31 December 2008, the Group performed an impairment
MR ATETT 2 7T - BT A D BHRER € review for the CGU of refractory segment with the reference to
B2 RERIBUEITRE o A 2D EBREUR the valuation carried out by Vigers. The recoverable amount of
SHEMzAKEEENREEAEER SRS the CGU of the refractory segment is determined based on value
E o ZEFEFRARBREREEMEEENSF in use calculations. These calculations use cash flow projections
Hif 2 TR E (AR A 2D S HREIUR € B based on financial budgets approved by management covering
R FHEBREEFHAZ)FECR S a four-year period, which is based on the average business and
METER - BENFRZRESRENERT operation life over the CGU of the refractory segment. Cash
SR 2 A ET B R E o 3R SRp 4B flows beyond the four-year period are extrapolated using the
K EBREUR S BATACE EB 2 ABRD estimated rates stated below. The growth rates do not exceed
T RK o the respective long-term average growth rates for the business in

which the CGU of the refractory segment operates.

ERBEEAEMAZEERR Key assumptions used for value in use calculations:
rEME
The Group
—ZTNE
2008
EF=E Gross margin 28-35%
BRX Growth rate 3%
g = Discount rate 13%
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16. B& (@) 16. GOODWILL (Continued)
feE : (&) Note: (Continued)
by (&) b)  (Continued)
ERERBERBERBIEMSERZES Management determined the budgeted gross margin based on
EBEBREENE ZFHREXA/BA - IR past performance and its expectation for market development.
BAEES B2 HERR This discount rate used is pre-tax rates and reflects specific risks

relating to the relevant segment.

RIRGEABENE  MASBHRRR B The recoverable amounts of the CGU of refractory segment are
Z AR E e FEMT A - Fit - REBEZT insignificant based on value in use calculations. Accordingly, full
ENF+ZA=+t—HILEEZREKRE impairment loss of approximately HK$208,804,000 on goodwill
KNEHERMAD B2 ABREBBL on refractory segment was recognised in the consolidated
208,804,000/8 70 - A EEEEHE - A income statement for the year ended 31 December 2008.
RERNRFEEREEZREHENRD The management of the Group believes that the recoverable
B EL 2 AT B RIEER & B 2R amount of the relevant business unit is less than its respective
HE - carrying amount as a result of lower gross profit because of the

deteriorating operating environment and economic downturn.
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17. ME -BERRE 17. PROPERTY, PLANT AND EQUIPMENT

a) XKHE a) The Group
B IEET
HRZBT HBRRE R&E RE HEIE aE
Buildings  Machinery Office
held for and  equipment Motor  Construction-
ownuse  equipment and fixtures vehicles  in-progress Total
Tan  Tr TR TAR TR TR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
HARfEE Cost or valuation
RZZEN§-A-H At 1 January 2008 160,648 715,184 6,454 4971 159,245 1,046,502
KERBAR Acquisition of subsidiaries
(KizE34@) (b)) (note 34(a) & (b)) 27,395 13,894 265 1,329 - 42,883
Sh AR FE (M) Net surplus on revaluation
(note i) 10,941 - - - - 10,941
AE Additions 120 8,707 256 215 64,572 73,810
MERIREA Transfer from construction-
in-progress 58,757 101,852 = = (160,609) =
RE Disposals - (27,630) - (161) - (27,791)
2 HERS Elimination of accumulated
depreciation (14,354) - - - - (14,354)
EREZ Exchange differences 12,089 46,764 385 308 6,868 66,414
RZZENF+ZA=1-A At 31 December 2008
R=ZZhF-RA—-H and 1 January 2009 255,596 858,771 7,360 6,662 70,076 1,198,465
HE Additions - 1,454 86 330 12,357 14,227
mERTREA Transfer from construction-
in-progress 260 5,038 - - (5,298) -
RE Disposals - (824) - (681) - (1,505)
ERZEZ Exchange differences 406 1,371 11 11 116 1,915
RIBEAE+ZA=+-R At 31 December 2009 256,262 865,810 7,457 6,322 7751 1213102
af: Comprising:
WZZTNE+ZA=+—H  At31 December 2009
B At cost - 865,810 7,457 6,322 77,251 956,840
R At valuation 256,262 - - - - 256,262
256,262 865,810 71457 6,322 77,251 1,213,102
RZZENF+ZA=1-A At 31 December 2008
B At cost - 858,771 7,360 6,662 70,076 942,869
Rl At valuation 255,596 - - - - 255,59
255,596 858,771 7,360 6,662 70,076 1,198,465
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17. W% BERRE () 17. PROPERTY, PLANT AND EQUIPMENT (Continued)
a) AEE(E) a) The Group (Continued)
K N
HAzET HERRE R&E RE HEIR #E
Buildings ~ Machinery Office
held for and  equipment Motor ~ Construction-
ownuse  equipment and fixtures vehicles  in-progress Total

ThT ThT TR Thn ThT TR
HKS'000  HKS'000  HK§'000  HKS'000  HK$'000 HK$'000

RERAE Accumulated depreciation
and impairment

RZZENF-F—H At 1 January 2008 - 293,288 5,906 3235 - 302,429
REEER Charge for the year 13,923 77,198 218 617 - 91,956
RERE Written back on

disposals - (18,091) - (67) - (18,158)
AERE (i) Impairment loss

(note iii) - 97,498 - - - 97,498
SHEH Elimination on

revaluation (14,354) - - - - (14,354)
ERZER Exchange differences 431 2,972 352 215 - 23,970

RZEENFETZA=F-HE  At31 December 2008

ZETNE-A-A and 1 January 2009 - 472,865 6,476 4,000 - 483,341
REFHRE Charge for the year 18,382 75271 275 870 - 94,798
BERE Written back on

disposals - (824) - (597) - (1,421)

ERER Exchange differences 14 811 10 7 - 842

RZEENEFZF=1-H At 31 December 2009 18,396 548,123 6,761 4,280 - 577,560
REE Carrying amount

RZZENFTZA=1-H At 31 December 2009 237,866 317,687 696 2,042 77,251 635,542

R=ZENF+=A=t-H At 31 December 2008 255,596 385,906 884 2,662 70,076 715,124
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

17. 1% BERRE (&)
AEE (41)

a)

i)

ii)

REEBRZEFT AR T ERE
REBORAZ L -

ARERFERZETR 2T
NEF-—A=+—BzEMHET
BRERRARZBETZEES
REH -BRBEDINEEKA
NEEET REBEHUETE
ERAHGBRZBFEZER
A~ EEH LR RIREE
ESIC I

HEZTTZN\F+ZA=+—
HIEFE HEERZEFZ
EMBRFEREEHARY
40,587,000/ 7T K& 5 1 &5 AL 40
29,646,000 L E A AR E b2
B kiR A Wam R AER ©

R-ZEZTAF+=-_A=+—8"
HZEFEE B 2 EFREAR
ZETERORESIE - RIEREE
1549 /5227,775,0008 L (—ZEF
J\4E : 244,655,000/ 7T) °

17. PROPERTY, PLANT AND EQUIPMENT (Continued)
The Group (Continued)

a)

i)

The buildings held for own use are situated on land

held under medium-term leases in the PRC.

The revaluation of the Group's buildings held for
own use as at 31 December 2008 has been arrived
at on the basis of valuations carried out on that date
by Vigers. The valuation is based on a depreciable
replacement cost approach and is arrived at by
taking into consideration of the replacement cost of
the buildings and deductions to account for the age,
condition, economic or functional obsolescence and

environmental factors existing at that date.

For the year ended 31 December 2008, net
surplus on revaluation for buildings held
for own use includes revaluation surplus of
approximately HK$40,587,000 and revaluation
deficit of approximately HK$29,646,000 have been
recognised in other comprehensive income and

consolidated income statement respectively.

As at 31 December 2009, had these buildings held
for own use been carried at cost less accumulated
depreciated and impairment, the carrying amount
would have been approximately HK$227,775,000
(2008: HK$244,655,000).

Annual Report
2009 F3f



Annual Report
2009 Ff

B 5 R % B 5E

NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

7. 1% BERRE (&)
AEE (41)

a)

iii)

BHE-TT/\F+=-A=1+—~H
IEFE  BRAFBERKIA
W ZIEMERBELRRBE -
Bt AEBFTEZSHBERF
2 AT Bl & 8 o BB K AT
fly » # B8 R 354 2 BR TE 1B MUR 40
97,498,000/ 7T © (4 1B JH 1R & Bl
& HT 2 E 35 I 35 R DM B8 I R
B AEENEEN SRR
REBEZEA - TNBREERE
BHERE  RARMSRITE
BEEMANETT

ARRIEFRA R_ZETNF
TZA=T—H YEPRETR
BELREEAERRBNE
F b B A R E

17. PROPERTY, PLANT AND EQUIPMENT (Continued)
The Group (Continued)

a)

iii)

During the year ended 31 December 2008, a
number of machinery and equipment were impaired
due to physical damage and technical obsolescence.
As a result, the Group assessed the recoverable
amounts of those machinery and equipment.
Based on this assessment, the carrying amount of
the machinery and equipment was written down
by approximately HK$97,498,000. Valuation has
been performed by Vigers on the basis of open
market and depreciable replacement cost by making
reference to the cost required to reproduce or
replace the machinery and equipment in accordance
with current market prices for similar machinery and
equipment and deducting physical deterioration and

all relevant forms of obsolescence.

The directors of the Company are of the opinion
that there is no indication of impairment in the
carrying amount of machinery and equipment as at
31 December 2009 and accordingly no impairment

IS necessary.
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17. 9% BERRE ()

17. PROPERTY, PLANT AND EQUIPMENT (Continued)

b) ZAAF b) The Company
WAEREREE
Office
equipment
and fixtures
FAT
HK$'000
A Cost
R-ZZZN\F—-H—H At 1 January 2008 344
NE Additions 1
RZZEENF+ZA=+—H At 31 December 2008 and 1 January 2009
r—ZFEZTNF—HA—H 345
NE Additions 22
RZZBZNF+=A=+—H At 31 December 2009 367
2EHE Accumulated depreciation
R-ZZEZN\FE—-H—H At 1 January 2008 316
REE IR Charge for the year 9
RZZEENF+ZA=+—H At 31 December 2008 and 1 January 2009
r—ZFEZNF—HF—H 325
REFFHE Charge for the year 7
RZZBZNF+=A=+—H At 31 December 2009 332
IREE Carrying amount
RZBENF+ZA=+—H At 31 December 2009 35
R-BEENF+-_A=+—H At 31 December 2008 20
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18. REMAHTRAMSLES 18. PREPAID LEASE PAYMENTS ON LAND UNDER
OPERATING LEASES
rEE
The Group
—ZEZTAE ZET)N\F
2009 2008
FExT FAET
HK$’ 000 HK$’ 000
RN—A—BZEAEE Carrying amount at 1 January 268,190 163,121
Uz BE B 188 2 &) (B 5E34(a) R (b)) Acquisition of subsidiaries (note 34(a) & (b)) - 34,017
NE Additions - 63,655
NG R s Amortisation for the year (5,750) (4,515)
ERER Exchange differences 422 11,912
R+ZA=+—BZKEE Carrying amount at 31 December 262,862 268,190
NP ZHAE T : Leasehold land in the PRC:
1 ERAE 4 Medium-term leases 262,862 268,190
MREBAMIER 2SI © Analysed for reporting purposes as:
MENE E Current asset 5,756 5,746
EREBEE Non-current asset 257,106 262,444
262,862 268,190
ANEFEHHY H%91,353,0008 7L (ZFEEN The amortisation charges of approximately HK$1,353,000
F 1 421,000/ 7T) %4,397,0008 L (ZEF (2008: HK$421,000) and HK$4,397,000 (2008: HK$4,094,000)
J\EE : 4,094,000/8 L) 7 Bt AR A Wz & for the year are included in cost of sales and administrative
FHEENAREEBRANA o expenses respectively in the consolidated income statement.
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19. BEREE

19. INTANGIBLE ASSETS

rEE The Group
LR LkE7
L )] FBZEM RreBEMZ
BRRERE EXAR  RWEXAR faE
Technical
Exclusive  know-how for
right to preliminary Technical
purchase  separation of know-how
rare earth rare earth  for rare earth
minerals minerals metal products Total
FEL TET TER TET
HK$' 000 HK$' 000 HK$' 000 HK$' 000
BA Cost
RZZZ\$—-A—H At 1 January 2008 = = = =
WERB A Acquisition of subsidiaries
(Fi5E34(a) (b)) (note 34(a) & (b)) 201,502 61,687 115,825 379,014
RZEENE+ZA=+—-H At 31 December 2008 and
L=_ZZNFE—F—H 1 January 2009 201,502 61,687 115,825 379,014
EXER Exchange differences 320 98 184 602
RZZENF+ZA=1—H At 31 December 2009 201,822 61,785 116,009 379,616
e Accumulated amortisation
RZZZN\F-A—-H" At 1 January 2008,
“TTN\F+ZA=+-H 31 December 2008
RZETNE—A—-H and 1 January 2009 = = = =
KEEEH Amortisation for the year 12,604 6,173 11,592 30,369
A EE Exchange differences 10 5 9 24
RZEBAF+ZA=+—H At 31 December 2009 12,614 6,178 11,601 30,393
BEE Carrying amount
RZZENF+ZA=1—H At 31 December 2009 189,208 55,607 104,408 349,223
RZERNF+ZA=+—H At 31 December 2008 201,502 61,687 115,825 379,014
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19. B EE (%)

a)

BIBWYBREERE

RZZETLF+—A+AA  TEEK
BRAGHEER T MM BR AR ([H
ERLT]) B -—RESHENRTRE
AN EE A I EZ 2 TS
KA 2 TRy ER ([ZatE
1) (—RERBZEME L Z AR5
WER LB BRRBER LT HH
(TREmE) - BERERZ - ZHE
BARER=ZZ-tF+—-—A=+HE
mZ20F iR M EER T BRI SR
THEY - RZ205 Hif  MER L=
BRZEEE 2B LENBRREE -

BTENEREEREARBZE_ZT
ENFF+ZA=+—BLEFEAKE
FER+ 2 EBE AR - HeF
B E A M 7E34(0)

MIBENBRRERABERERF
B YHERE2ERLIBEHEI6F
B a6 P A HAE T TS o

19. INTANGIBLE ASSETS (Continued)

a)

Exclusive right to purchase rare earth minerals

On 15 November 2007, Jianghua Yao Nationality
Autonomous County Xinghua Rare Earth Company
Limited (“Xinghua Rare Earth”) entered into an
Agreement for the acquisition of the exclusive right to
purchase rare earth minerals (“Purchase Agreement”)
from a rare earth minerals supplier (“the Supplier”),
a company established in the PRC with exclusive rare
earth mining rights granted by the local government for
exploiting rare earth minerals from a mine located in
Jianghua County of Hunan Province, the PRC. Pursuant
to the Purchase Agreement, the Supplier agreed to
exclusively sell rare earth minerals to Xinghua Rare Earth
throughout a period of 20 years expiring on 30 November
2027. During the 20-year period, Xinghua Rare Earth
is entitled to the exclusive right to purchase rare earth

minerals from the Supplier.

The exclusive right to purchase rare earth minerals was
acquired as part of the business combination of Xinghua
Rare Earth during the year ended 31 December 2008,
details of which are set out in note 34(b).

The exclusive right to purchase rare earth minerals has
finite useful life and is amortised on a straight-line basis
over the estimated useful live of 16 years with reference

to the minerals reserves of the rare earth mine.
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

19. EREE (&)
b) BIBUASHBZHMEENE

ZEM B AN R A A T TR
BEBRMMERZBLBENNL 5B
RMAR YHESRBE_TTN\F
T-A=T—HLEFEARBRER
ITEBAGCAKED  EFBEHER
Bt TE34(b) °

ERMEXAAELEERERFR &
EROEREGE AT ERFRI0FET
B -

0 RItBERZEMEEAE
ZEMBEXNHELESBRER T
EmZBMNEH WEARBE=T
ENEFE+_A=+—BLEFEAKE
MEZF AT TMEBRAA ([E
Bt EBE AR D - BEE
BE A K E34() ©

ERMEXMBREERERAFH X
BRESENEGFERFRI05FETT
B -

ARAREERR RZTETNFR-_ZTZN
FH-A=1t—8 YEFRBETHLED
BREBRERZERMAHZREELRR
B Fit - EFELHRERE -

19. INTANGIBLE ASSETS (Continued)
b) Technical know-how for preliminary separation of

rare earth minerals

The technical know-how relates to the technology on the
preliminary separation of rare earth minerals which will
reduce certain processing phases and raw materials usage
and was acquired as part of the business combination of
Xinghua Rare Earth during the year ended 31 December
2008, details of which are set out in note 34(b).

The technical know-how has finite useful live and is
amortised on a straight-line basis over its estimated useful

live of 10 years.

¢) Technical know-how for rare earth metal products

The technical know-how relates to the technology on
manufacturing of rare earth products in metal form
and was acquired as part of the business combination
of Heping County Dongye Rare Earth Company Limited
(“Dongye Rare Earth”) during the year ended 31
December 2008, details of which are set out in note
34(a).

The technical know-how has finite useful live and is
amortised on a straight-line basis over its estimated useful

live of 10 years.

The directors of the Company are of the opinion that there
is no indication of impairment in the carrying amounts of the
exclusive right to purchase rare earth minerals and technical
know-how as at 31 December 2009 and 2008 and accordingly

no impairment is necessary.
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200 RMB AR ZRE 20. INVESTMENTS IN SUBSIDIARIES
AN
The Company
—EENF “ETN\F
2009 2008
THERT TET
HK$'000 HK$' 000
I ETRRG - R AE Unlisted shares, at cost 151,707 151,707
R-EZAF+-_A=+—0 KBAR:H At as 31 December 2009, the details of subsidiaries are as
BT : follows:
RV KERS Bk BRAR AAREERR/
KRARER ZHHRAH 3 BHERAx  BERRE  AREERAEMALL IEXE
Registered Issued Effective percentage of
Place and date of (Class of and fully and fully equity interests/voting
Name of subsidiary incorporation/operations shares held paid capital paid capital rights held by the Company Principal activities

B B
Directly  Indirectly

% %
HMEEARERAT ZBRARE R - 0% 100 - REER
“AANETZRZR
Lee Shing Holdings Limited British Virgin Islands Ordinary - Us$20 100 - Investment holding
3 December 1998
ENARES (LB ARAA Gl N 200,000%7C - 100 - 8%
(B 3(a)) —FEFE-J-4MF
Wellfire (Shanghai) Company The PRC Contributed capital 15$200,000 - 100 - Trading
Limited (note (a)) 24 February 2000
Dynamic Goal Worldwide Inc. EERAEE LRR - JES? - 100 HARRK
“333FEAZT-R
Dynamic Goal Worldwide Inc. British Virgin Islands Ordinary - Us$2 - 100 Investment holding

31 May 2000
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20. RTB AR ZRE (@) 20. INVESTMENTS IN SUBSIDIARIES (Continued)
HeL 28 KRG BifR BEAR KDRELERS/
WRAER ZHHRAH Ly BARRA  BHRRE  ARZERAERESM TERE
Registered Issued Effective percentage of
Place and date of (Class of and fully and fully equity interests/voting
Name of subsidiary incorporation/operations shares held paid capital paid capital rights held by the Company Principal activities

B B
Directly ~ Indirectly

% %

ERFHNRBLERAT GilE? HAER 156600005 - - % RERHERL
GR{) “MAZEtATtA Em

Yixing Xinwei Leeshing Rare The PRC  Contributed capital ~ US$15,660,000 - - 95 Manufacturing and
Earth Company Limited 17 July 1993 sales of rare earth
(note (b)) products

ERAARH A HERAT hE HAER  17,000,000%7 - - 100 BEREE
(FritG) “MANELA=TH HAER

Yixing Xinwei Leeshing Refractory The PRC  Contributed capital ~ US$17,000,000 - - 100 Manufacturing and
Materials Co., Ltd. 30 July 1999 sales of refractory
(note (a)) products

ERFHAITHERAD il BAER  8520000%T - - 100 BERHE
(REE(a) it Sk il RrER

Wuxi Xinwei Fluorescent The PRC Contributed capital U5$8,520,000 - - 100 Manufacturing and
Materials Co., Ltd. 20 December 2001 sales of fluorescent
(note (a)) products

B RERAT 30 TRk - 2T - 100 EEZK

“MhNETAZT=R
Microtech Resources Limited Hong Kong Ordinary - HKS$2 - 100 Dormant
23 October 1998
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B 5 R % B 5E

NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

20. AMIBRARZKRE (&)

20. INVESTMENTS IN SUBSIDIARIES (Continued)

ey 28 KERS BiftR BERTR AAREGER/
HEARER ZHHREH £l BHERx  BERRE  AREERLSEBASL IERE
Registered Issued Effective percentage of
Place and date of (Class of and fully and fully equity interests/voting
Name of subsidiary incorporation/operations shares held paid capital paid capital rights held by the Company Principal activities
B B
Directly  Indirectly
% %
HERLEHARAA (5 Lk - 2T - 100 EEEH
“EETE-A-10A
China Rare Earth Trading Hong Kong Ordinary - HKS2 - 100 Dormant
Limited 24 March 2000
ESHRRREERAT il BAER 30,000,000 - - 100 REREE
(HtiEQ) “T32EMA-A ERBEER
Wuxi Xinwei High Temperature The PRC  Contributed capital  HK$30,000,000 - - 100 Manufacturing and
Ceramics Co., Ltd. 1 April 2002 sales of high
(note (a)) temperature
ceramics products
BHmEERRARLT il IN-T ARE - - 100 REREE
(R TEREMA-TEA 25,000,007 BRUER
Haicheng City Suhai The PRC Contributed capital  RMB25,000,000 - - 100 Manufacturing and
Magnesium Ore Co., 27 April 2002 sales of magnesium
Ltd. (note (¢)) products
ERFALFEBIHERAR Gildl BAER  3000,000%7 - - 100 BEREE
(FtstG) ZEERFARC TR AEBER
Yixing Wellfire Nonmetal The PRC Contributed capital US§3,000,000 - - 100 Manufacturing and
Materials Co., Ltd. 27 September 2006 sales of refractory

(note (a))

related products
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NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

20. RTB AR ZRE (@) 20. INVESTMENTS IN SUBSIDIARIES (Continued)
HeL 28 KRG BifR BEAR KDRELERS/
WRAER ZHHRAH Ly BARRA  BHRRE  ARZERAERESM TERE
Registered Issued Effective percentage of
Place and date of (Class of and fully and fully equity interests/voting
Name of subsidiary incorporation/operations shares held paid capital paid capital rights held by the Company Principal activities

B B
Directly ~ Indirectly

% %
ERAHNREERARAT il BAER  3500,000%T - - 100 SEREE
(B +(a)) ZZENFARZTIA BUER
Hai Cheng Xinwei Leeshing The PRC Contributed capital U5$3,500,000 - - 100 Manufacturing and
Magnesium Resources 28 September 2006 sales of magnesium
Co., Ltd. (note (a)) products
MTERABLAMHERAR HE HAER ARH20,000,0007 - - % HEREERL
(Brst(o) ZRERET-ATIE SEEM
Heping County Dongye Rare The PRC Contribution capital ~ RMB20,000,000 - - 95 Manufacturing and
Earth Company Limited 15 November 2005 sales of rare earth
(note (c)) metal products
TERFRREREERL il BAEAR AR¥20,000,0007 - - % REREERLIEY
s AR R (W) Z3ERERACTIA
Jianghua Yao Nationality The PRC  Contribution capital  RMB20,000,000 - - 95 Manufacturing and
Autonomous County 22 May 2006 sales of rare earth
Xinghua Rare Earth minerals

Company Limited (note (c))

BXERBRAR &b LEk - 1B - 100 HEZR
“ZE\E-A-t=H

Silver Mile Holdings Limited Hong Kong Ordinary - HK$1 - 100 Investment holding
23 January 2008
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NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

20. AMIBRARZKRE (&) 20.
Mt
a) BEFEEGASMEIANGEELE -

b) BREFBEDAFIEMKIADIIEERE -

o REFBEAMNEMRZIAEREMFERTF -

PR B D REE AR F& A RFAREM
FRBEAERZBERES -

21. #E& 21.
a) HAMBRRRZEFERRE:

INVESTMENTS IN SUBSIDIARIES (Continued)
Note:

a)  Registered under the laws of the PRC as a wholly-owned foreign
enterprise.

b)  Registered under the laws of the PRC as a sino-foreign equity
enterprise.

) Registered under the laws of the PRC as a limited liability
enterprise.

None of the subsidiaries had any debt securities subsisting at

the end of the year or within any time during the year.

INVENTORIES
a) Inventories in the consolidated statement of financial

position comprise:

~EHE

The Group
—EZhE —TT)N\F
2009 2008
FTER FHET
HK$’ 000 HK$' 000
eEE Raw materials 44,035 48,088
S m Work in progress 100,291 99,905
=K & Finished goods 90,264 160,844
234,590 308,837
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NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

21. FE (&) 21. INVENTORIES (Continued)
b) BRARIZGESBZAOMBET : b)  The analysis of the amount of inventories recognised as

an expense is as follows:

rEE

The Group
—EEhE —EENF
2009 2008
FTHERT FAIT
HK$’000 HK$' 000
EEFEZRERE Carrying amount of inventories sold 957,555 978,052
& & R Write down of inventories 22,691 37,551
980,246 1,015,603

22. BWIRF R EMERT  EARER 22. TRADE AND OTHER RECEIVABLES, PREPAYMENTS

73 AND DEPOSITS
rEE PN
The Group The Company
“EEAE —EENFE ZEBEBhE —ZT)N\F
2009 2008 2009 2008
TERT FET THER FAET

HK$’ 000 HK$'000 HK$ 000 HK$’000

FEURBE X (BF5E(b))  Trade receivables (note (b)) 382,815 402,751 - =
H fth fE UK Other receivables 84,580 9,268 67 621
BN ER A Loans and receivables 467,395 412,019 67 621
ENRERES Prepayments and deposits 68,645 70,042 746 656

536,040 482,061 813 1,277
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NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

22. EWERF R EMERR AARER 22. TRADE AND OTHER RECEIVABLES, PREPAYMENTS

B (E) AND DEPOSITS (Continued)
B &E - Note:
a) BREMFERERSI - A RUBERRREM a)  All of the trade and other receivables, apart from prepayments
FEM R T B A — F AU E o and deposits, are expected to be recovered within one year.
b) RBURERZEBRRITAT : b)  The ageing analysis of the trade receivables is as follows:
rEE
The Group
—EEAF —TTN\F
2009 2008
FTET FT
HKS$' 000 HK$' 000
BVERZ=6fE A A A Current to less than 6 months 365,996 324,764
6 AE1FE AR 6 months to less than 1 year 13,861 82,510
1226 AR 1 to less than 2 years 13,451 17,603
26 E Over 2 years 10,747 4,840
404,055 429,717
W IR TR E 1R Less: Impairment loss on trade receivables (21,240) (26,966)
382,815 402,751
AEBHRTHEFEF30E180A 2 FHE The Group allows an average credit period of 30 to 180 days to
EHo its trade customers.
AEBEERTEEF NI BEE N RARK Credit is offered to customers following an assessment of their
FEERTY - AEBRMAZFHIEEER financial abilities and payment track record. Credit limits are set
B EAEAEERRABZIOET HAE out for all customers and these can be exceeded only with the
BEERE ARFETHRAELFER approval of senior officers of the Group. Business with customers
ez EBBRESEERT  EREEER considered to have a credit risk is conducted on a cash basis.
160 HA 7 JE U RR SR BR 3 U [g] o Management monitors overdue trade receivables and follows up
collections.
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

22. BUIRM R EMERN BARER

22. TRADE AND OTHER RECEIVABLES, PREPAYMENTS

A ) AND DEPOSITS (Continued)
iz : (88) Note: (Continued)
0 BRI E M FURE c)  Impairment of trade and other receivables
JRE LT B 5 2 L 4t W FORL B S 1 2 B B The movement of impairment loss on trade and other receivables
5 ¢ are as follows:
rEH
The Group
—ETAF —ZT)N\F
2009 2008
FAT FHT
HK$’ 000 HK$'000
wn—H—H At 1 January 28,235 9,246
ANEE PR MER R EL A Write back of impairment loss on trade and
JE U O (B S 1R other receivables during the year (9,267) (4,224)
AEEDERZEWERR Impairment loss on trade and other
R Ho A WSRO B 1R receivables recognised during the year 3,996 22,089
EHER Exchange differences 41 1,124
Rt+-—A=+—H At 31 December 23,005 28,235

JE UG BR R e A PR MR SR 2 IR (B S 1R ER R 2
ARFIAR © BRIEAKRER BRI KB MR
TR ERBERT - RERBERSER KR
R E A R MR R B B 8 (BB RE2(h)(0))

JRE U AR R e At MR SRR B S 1R 38 [ 5 S
R TIRME 2 7% % AR AR 50 % L A B R
ZEWEE 2 AT s - BEFEE R
e A U BRI 2 E AR T AR -

R-ZZEZAF+_A=1+—H £&H
A% 4923,005,0008 L (ZZEENEF -
28,235,000/ 7T ) J& 4 AR 51 K il 8 WK {E
R ARENEEL 2 8B E - ZE @R
BERYKR AR ARGAMAEE BBBI1FE
REERBEKBATERER R ZNE -
Ftt - RERR R 2E/493,996,0008 T (= F
T\ : 22,089,000/ 70) ERF AR -
AEBTERZSEHRITEEAERR -

Impairment losses in respect of trade and other receivables
are recorded using an allowance account unless the Group is
satisfied that recovery of the amount is remote, in which case the
impairment loss is written off against trade and other receivables
directly (see note 2(h)(i)).

Write back of impairment loss on trade and other receivables
represents the recovery of debts due from these trade and other
receivables previously considered to be impaired. An allowance
for the non-recoverable amounts that had been made in previous
years was written back accordingly.

As at 31 December 2009, trade and other receivables of the
Group amounting to approximately HK$23,005,000 (2008:
HK$28,235,000) were individually determined to be impaired
and full provision had been made. These individually impaired
receivables had been outstanding for over 1 year as at the
end of the reporting period or were due from companies with
financial difficulties. Accordingly, specific allowances for doubtful
debts of approximately HK$3,996,000 (2008: HK$22,089,000)
were recognised during the year. The Group does not hold any
collateral over these balances.

117
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

22. EWERF R EMERR AARER 22. TRADE AND OTHER RECEIVABLES, PREPAYMENTS

®eE @ AND DEPOSITS (Continued)
MisE : (88) Note: (Continued)
0  ERERFR R H b fE M FORE (58) ¢ Impairment of trade and other receivables (Continued)
N 52 B B Rl 7 TE 72 55 e MR BR AR % LAt FE MR The factors which the Group considered in determining whether
FeAERREREEZERBAFENTE these trade and other receivables were individually impaired
2 include the following:
- BEHEAABEAUBEE - significant financial difficulty of the debtor;
- BURAREHKERETHE - receivables that have been outstanding for a certain period;
- EBARKESORER A mmE e e - the Group granting to the debtor, for economic or legal
BAE#% NEEREHEARLREM reasons relating to the debtor’s financial difficulty, a
KETEZERZER concession that the Group would not otherwise consider;
-  EBATRERGEHESETE MM - it is becoming probable that the debtor will enter into
EX R bankruptcy or other financial reorganisation; and
- BYIRERE  BER O HBERE - observable data indicating that there is a measurable
R EERBHEBERETREBEBAZ decrease in the estimated future cash flows from the
HErARRRERELRAIGE 2R debtor since their initial recognition, although the decrease
L BESERERE cannot yet be identified including:
- AEEBEBAZARBEREE - adverse changes in the payment status of debtors of
TFIZE : & the Group; and
- BIRER R R AR R H At E LU - economic conditions that correlate with defaults on
FEHRE B2 EBEMR - the trade and other receivables of the Group.
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NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

22. EWERF R AW AFHKER  22. TRADE AND OTHER RECEIVABLES, PREPAYMENTS
A ) AND DEPOSITS (Continued)
BisE : (8) Note: (Continued)
d WEREZERER d)  Trade receivables that are not impaired
7 4% {8 51l 5 2£ [ 4R 7= 1 BB 2 18 AR R The ageing analysis of trade receivables that are neither
ZRRE DTN individually nor collectively considered to be impaired are as
follows:
rEH
The Group
ZEThE —TT)N\F
2009 2008
FAT FHT
HK$'000 HK$'000
R B RR(E Neither past due nor impaired 366,740 298,554
w1 5y > rd6fE A Less than 6 months past due 14,445 101,198
mEBAcEABELRIF More than 6 months but less than 1 year past due 272 2,999
B HER A1 F R DR More than 1 year but less than 2 years past due 1,358 -
16,075 104,197
382,815 402,751
R B KRR E 2 FEWGRIE Ty B % 50 108 Receivables that were neither past due nor impaired relate to a wide
BHRESHZEFEH - range of customers for whom there was no recent history of default.
BERHERREZ EYGRIERES & EAEE Receivables that were past due but not impaired relate to a number of
RERTAETH BITEEMH - IZRA independent customers that have a good track record with the Group.
ERE ERERE ANGEEERIES Based on past experience, management believes that no impairment
AEE - BZZEBKMWE R 2EUKE - allowance is necessary in respect of these balances as there has not
WA A AR ELRERE - AEEL been a significant change in credit quality and the balances are still
ERZEERFATAERSR - considered fully recoverable. The Group does not hold any collateral
over these balances.
23. BY(BR)MBLAARESRE 23. AMOUNTS DUE FROM/(TO) SUBSIDIARIES AND

e, (BN B AR RESZ FKEREIL
- RERARBREEE -

DIRECTORS
Amounts due from/(to) subsidiaries and directors are

unsecured, interest-free and repayable on demand.
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

24, EEBRITEREZRFAERTEE 24. PLEDGED BANK DEPOSITS AND RESTRICTED BANK

BALANCES

Annual Report
2009 F#f

RZZETZAF+TA=+—H  28EAR?T As at 31 December 2009, the pledged bank deposits and
FRRZBEBTEHROT : restricted bank balances are as follows:
KEE PN
The Group The Company
—EEAE ZEENF ZEBThE ZTT)N\F
2009 2008 2009 2008
TERT T FTET FATT
HK$’ 000 HK$’ 000 HK$' 000 HK$' 000
B R RITIF K Pledged bank deposits
(B E(@a)) (note (a)) - 134,797 - 42,270
PR SRAT A 2R Restricted bank balances
(P =E(b)) (note (b)) 32,072 26,987 28,529 -
32,072 161,784 28,529 42,270
B o BVHEAER D Less: Current portion (8,822) (124,106) (5,279) (27,270)
FEBNERED {0 Non-current portion 23,250 37,678 23,250 15,000

a) RITETN\F+ZA=+—H BEREST a) At 31 December 2008, pledged bank deposits of approximately
173 #0134,797,00074 7T 18 R EEUE T AR & HK$134,797,000 are pledged to banks to secure bank
B2 RITERMBIR FRITZFR - ZFR borrowings granted to the Group. The deposits of approximately
#9112,297,0007% 7T 2 B 7 4 | %£2.54 %=t HK$112,297,000 carry fixed interest rate at 2.54% per
B oo B NEEMRITFA22,500,000% 7T annum. The remaining pledged bank deposits of approximately
EBEERAER  HEKMNS 2o — HK$22,500,000 represent currency-linked deposits where the
EFINERBIE B 2 E X - amounts of interest receivables are linked to the exchange rates

of a basket of foreign currencies on the maturity dates.

b) —ETZAFR-_FEENF+_A=1+— b) At 31 December 2009 and 2008, restricted bank balances
H XRBRHRITEREBRTERETEL R represent deposits required and restricted by banks in respect of
HERBETERBMRTERRE 2 RITE the issue of letters of credit to certain customers and suppliers,
B URAAER BERRPRTERSE and the financial covenant requirement for the Group to
FRIERITER Zﬁﬂﬁﬁnﬁﬁi DRI RS maintain minimum bank deposit for unsecured long-term bank
#78,822,000/% 7t (ZZ T\ F : 4,309,000 borrowings amounting to approximately HK$8,822,000 (2008:
7 7T) & %923,250, ooo/%rc(_ T\ F HK$4,309,000) and approximately HK$23,250,000 (2008:
22,678,000/ 7T) ° ZRH|IRITHE BN S HK$22,678,000) respectively. The restricted bank balances will
B Z R 5 TEHET AR - XRGIRITLE A be released upon the completion of the respective transactions.
BmSHNEFTEN F032%%E036%(=F The restricted bank balances carry interest at market rates which
TNE21MBE3T1%)5HE - range from 0.32% to 0.36% (2008: 2.11% to 3.71%).

0 AEEEEERA GRZEHEEEQF o  The management of the Group considers that the carrying

EfE% -

amount of deposits approximates their fair value.



8 85 ¥ =% B 5F
NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

25. ReRAELEEER 25. CASH AND CASH EQUIVALENTS
AEE FAN|
The Group The Company
“EBAE —TT)\F ZBENEF —TT)N\F
2009 2008 2009 2008
FHT THET T THT

HK$’ 000 HK$'000 HK$' 000 HK$’ 000

RITIEH Deposits with banks 210,609 149,750 210,609 149,750
RITRFHELRE Cash at bank and on hand 854,515 615,502 83,013 2,281
B RkFSFMEEBE  Cash and cash equivalents 1,065,124 765,252 293,622 152,031
HeRESEHEBERBEAEHEAEZES Cash and cash equivalents comprise cash held by the Group
RiEBETmENEFE ZEBE A=A and short-term bank deposits with a maturity of three months
AT ZEHRETER REENE+ = or less at prevailing market interest rates. At 31 December
A=+—H EHRTEXEEEEHNAET 2008, the short-term bank deposits included a currency-linked
FK#92,500,0008 7T HFEWH B 245 deposit of approximately HK$2,500,000 where the amounts of
B—g TN REIE 2 ERE - EER interest receivables are linked to the exchange rates of a basket
B HELESESEBEBEZEAMEEKERN of foreign currencies on maturity date. In the opinion of the
HRAREEA A FETESEREE - directors, the carrying amount of cash and cash equivalents has

no material difference from their fair value at the end of the

reporting period.
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

26. BN - AREAREMENSK 26. TRADE PAYABLES, ACCRUALS AND OTHER
PAYABLES
AEE LN
The Group The Company
ZEEAE —TT)\E ZBEAF —TTN\E
2009 2008 2009 2008
FHET FHT FHET THET

HK$’ 000 HK$'000 HK$ 000 HK$'000

JE 1 BR 3K Trade payables 76,625 116,189 - =
TER 7 2 R E A Accrued expenses and

JE 15 38 other payables 23,394 25,686 7,297 6,638
W BE Y% « E K Payables for acquisition of

B2 B FRIE property, plant and equipment 13,619 43,759 - =

REENANGTE Financial liabilities measured at

Z2HBAa’E amortised cost 113,638 185,634 7,297 6,638
TR IR Receipt in advance 7,811 14,353 - -
HipfE A Other tax payables 8,836 13,322 - =

130,285 213,309 7,297 6,638

ERRRZRE 2T ¢ The ageing analysis of trade payables is as follows:

AEH

The Group

—EEhE ZET)N\F
2009 2008
FEx FATT
HK$’' 000 HK$’ 000
BNEAZ6ME A LA TR Current to less than 6 months 64,640 104,530
6EAEI1FEIURA 6 months to less than 1 year 7,491 6,854
1224 1 to less than 2 years 3,225 3,329
2% LA F Over 2 years 1,269 1,476
76,625 116,189
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

27. RITER 27. BANK BORROWINGS
R_ZBZNF+_A=+—8 EAEEZE As at 31 December 2009, the bank borrowings are repayable
TEFWET : as follows:
KEH PN

The Group The Company
“EEAE Z—EEN\FE ZEBhE ZZT)N\F
2009 2008 2009 2008
FTHERT FAIT FHET FAIT

HK$’ 000 HK$'000 HK$ 000 HK$’000

1R RER Within 1 year or on demand 108,158 140,123 96,875 22,500
1F%B26R After 1 year but within 2 years 116,250 77,500 116,250 77,500
2FBBSF R After 2 years but within 5 years 19,375 77,500 19,375 77,500
RITE AR Total bank loans 243,783 295,123 232,500 177,500

RSB AMIEL  Analysis for reporting purposes as:

ZAWmT
mEBE Current liabilities 108,158 140,123 96,875 22,500
FRBEE Non-current liabilities 135,625 155,000 135,625 155,000
243,783 295,123 232,500 177,500
R-ZZEZhFE+-_A=+—8  RITEEZ As at 31 December 2009, the details of bank borrowings is as
FEIBESIATE follows:
NEE AAF
The Group The Company
—EERFE ZTTN\F ZBEEAF ZTIEN\F
2009 2008 2009 2008
FTExT FHBT FExT FHBT
HK$’ 000 HK$' 000 HK$’ 000 HK$* 000
B K Secured 11,283 140,123 - 22,500
4 41K 3 Unsecured 232,500 155,000 232,500 155,000

243,783 295,123 232,500 177,500
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27. RITERE) 27. BANK BORROWINGS (Continued)
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F_AT-_ERFRHEHERARTHEERYD
77,500,000 7T ©

M 3E Note:

a) AKEMARTERHGUEZTHE ER a)  All of the Group’s bank borrowings are denominated in United
—TENE+_A=+—08 " BITERLY States dollars, except for bank borrowings of approximately
22,500,0007 7t 108,062,000/ 7T 2 Bl LA HK$22,500,000 and HK$108,062,000, which are denominated in
BTRAREE - HK$ and RMB respectively as at 31 December 2008.

b) FMARTEFEORETFNE65% (=TT b)  All bank borrowings are fixed-rate borrowings which carry
NE N T1.88%%E6.50%) B3 - HIZE prevailing interest rates at 6.50% (2008: ranging from 1.88%
B 5#4188,783,0008 T (ZZZN\F : TH to 6.50%) per annum, except for variable-rate borrowings of
TO) R E BFEFEN T0.36%F4.43%FR 5N approximately HK$88,783,000 (2008: HK$Nil), which are charged

at prevailing interest rates ranging from 0.36% to 4.43% per
annum.

o KREEIRRITERK232,500,000% 7T (= c)  Except for unsecured bank borrowings of approximately
Z = )\ 4 : 155,000,000/ J5) 4 + 8% T R HK$232,500,000 (2008: HK$155,000,000), the remaining
AERDUBEERRITERNTELT(ZF bank borrowings were secured by the pledged bank deposits
T\ 1 134,797,00058 7T) & fE UK BR X 49 of approximately HK$Nil (2008: HK$134,797,000) and
12,942,000% 7t (ZZZ/\4 : 10,672,000 trade receivables of approximately HK$12,942,000 (2008:
BI)EERB -R_BEZNF+_A=1+— HK$10,672,000). As at 31 December 2009, the Group has
B ASEHARDZBITIEENA undrawn banking facilities of approximately HK$29,721,000
29,721,000 7t (ZZ = )\ 4 : 90,000,000 (2008: HK$90,000,000).

BIT) o

d HEEZZEANFTA=T—HKEE d) In respect of the unsecured bank borrowings with an aggregate
Z AR A%232,500,000/8 7T (ZETN carrying amount of approximately HK$232,500,000 outstanding
4 155,000,000 7T.) 2 EE A RITE KM at 31 December 2009 (2008: HK$155,000,000), the Group
T AKEERTE THBRE(—RARN is subject to the fulfillment of certain financial covenants, as
B RBEET L 2 ERLHEARKE) o WA are commonly found in lending arrangements with financial
SEERZY  ABRRZEEHBREXK institutions. If the Group were to breach the covenants, the
BR ARETHEEHEHRERNCER facilities drawn down would become payable on demand. The
BN BRAAKERDESRBRER 2 E— Group regularly monitors its compliance with these covenants.
B BEE KT FE35(0) Further details of the Group’s management of liquidity risk are set

out in note 35(b).

e) EFERA RUTERZEEERRERHR e) In the opinion of the directors, the carrying amounts of bank
HEAEBZATEYEEAEZR - borrowings are not significantly different from their fair values at

the end of the reporting period.

) RERAEEERRZ XEER=-_Z-F f)  Subsequent to the end of the reporting period, the Group

has early settled long-term bank borrowings of approximately
HK$77,500,000 on 12 February 2010.
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HE-FTAE+=-A=+—HILEE For the year ended 31 December 2009

28. REEMBRRRZAEDH 28. INCOME TAX IN THE CONSOLIDATED STATEMENT
OF FINANCIAL POSITION

a) REEHMBIRARERZANEMER a) Current income tax recognised in the consolidated

HERNZZFHNAT : statement of financial position and the movement during

the year are as follows:

AEE

The Group
—EEhE T N\F
2009 2008
FTHERT FAIT
HK$’000 HK$’ 000

BB XS PRC EIT
n—HR—H At 1 January (18,087) 27,622
W BB B B A A Acquisition of subsidiaries (note 34(a) & (b))

(B 7E34(a) K (b)) - 9,712
RNEE B (FiTEs(a) Provision for the year (note 8(a)) 69,454 55,758
REEIH 2 BEMBEH EIT paid during the year (49,056) (111,170)
MEHZEF Exchange differences (13) (9)
W+=-—A=+—H At 31 December 2,298 (18,087)

MR & BB R R Income tax recoverable recognised in the

B2 o] W el Fr 1S R consolidated statement of financial position (16,509) (27,799)
NGNS Income tax payable recognised in the

RZEFES consolidated statement of financial position 18,807 9,712
et/ (ATURE)) 2 BiTEFEE  Net tax payable/(recoverable) 2,298 (18,087)
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NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

28. RZEMBRRRZFEBH (&) 28. INCOME TAX IN THE CONSOLIDATED STATEMENT
OF FINANCIAL POSITION (Continued)

b) ERRZEENBEEKAE b) Deferred tax assets and liabilities recognised
REAGHARAERRBEZBILEEE The major components of the deferred tax assets/
SHRCELERBEE (BB ZEE (liabilities) provided for at the end of the reporting period
B E T and for the year then ended are as follows:

HE]
Kt nERE  ANTER
HRET Rz  t##fiéz  BWEEZ
2Bt DTESE  AVEHE ATERE BERX &
Fair value
Fair value  adjustment on
Revaluation adjustment  prepaid lease Fair value
of buildings ~on property,  payments on adjustment
held for plant and land under on intangible Deferred
own use equipment operating leases assets  expenditure Total
AR AR AR ThAx Thx i
HK$" 000 HK$" 000 HK$" 000 HK$" 000 HK$" 000 HKS' 000
ATFIREEEZRERE:  Deferred tax arising from:
RZEE\F-A-H At 1 January 2008 = = - - - -
WERERR Acquisition of subsidiaries
(34 RIb) (note 34 (3) & (b) - (1312) 15,118 (94,565) 335 (77,405)
At 2ERERGIZ Charged to other
comprehensive income (10,146) - - - - (10,146)
AR Credited to income statement
(Hizt8(a) (note 8(a)) = - - - 1,902 1,902
EXER Exchange differences (314) - - - 58 (256)
RZZZNETZA=T—H  At31 December 2008 and
R-EEAE-A-A 1 January 2009 (10,460) (1312) 15,118 (94,565) 5314 (85,905)
WEzaA/ (%) Credited/(charged) to income
(RizE8(a)) statement (note 8(a)) 957 95 (313) 7,570 1,486 9,795
ERER Exchange differences (17) 2 % (144) 10 (129
RZZEAETZA=1—H  At31 December 2009 (9,520) (1,219) 14,829 (87,139) 6,810 (76,239)
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NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

. RESHMBRRERZFAEHR (8) 28. INCOME TAX IN THE CONSOLIDATED STATEMENT
OF FINANCIAL POSITION (Continued)

b) BHEAZELCHEBEAERAE(H) b) Deferred tax assets and liabilities recognised (Continued)
AR st s B e s 2 EER The following is the analysis of the deferred tax balances
BB for financial reporting purposes:

“EEAE —ZETN\F
2009 2008
THER FAT
HKS$' 000 HK$' 000

NGB O Deferred tax assets recognised in the
BERZBELEHIAEE consolidated statement of financial position 21,639 20,432

NGRS OV Deferred tax liabilities recognised in the

BRZELEHBEAG consolidated statement of financial position (97,878) (106,337)
(76,239) (85,905)

0 HABRZEEHEELE c)  Deferred tax assets not recognised
RIRMT 2008k 2 5T ECR - A& E In accordance with the accounting policy set out in note
WEFR-ZZNFT_A=1+—H 2(0), the Group has not recognised deferred tax assets
2 BET T 15 E184943,236,000% 7T (= in respect of cumulative tax losses of approximately
ZT)\F :12,291,000% 70) HERIE T HK$43,236,000 (2008: HK$12,291,000) as at 31
MEEE AARBHERKRIEER December 2009 as it is not probable that future taxable

REBIAAIEANERZHBER profits against which the tax losses can be utilised will be
LA 0 R SR P8 FR Bl ) o available in the relevant tax jurisdiction and entity.
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NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

28. REEMBRRRZAER (40

d)

AERETHAERE

RER-_ZZENF-—H-HELERZ
FRBEAERE  LERPERLHE
REEBZHHELEIR T EKL
RRBEEBERBRALIFERER
FEIRI S RAFEHAAR AR
EEBEPHBA (WREPEZRE)Z
0% REGRBEMAER -R=_FF
NEZRAZ+ZH MEBRERH
T 48 5 #Ht /e BF $54(2008)15% » Rt - 20
“EELF+_A=+—HABNE
R R B A E 2 B B 20 K 5 2
CEMBHMAEH -

RZZTNF+=—A=+—8 5K
BRABZZEZENFZARAERFZE
B = B4 A271,443,0008 70 (ZEF
N\ :126,163,000/87C) ° ARAZA A
BEEHIZERB AR ZREER - BiE
T A AR RER A] R A SR AR » # e
R DR ZE R B i F 2 8 B 18 e
RIEEF B A E4927,144,000%8 T (=
TE)\4 : 12,616,000 7T) °

28.

INCOME TAX IN THE CONSOLIDATED STATEMENT
OF FINANCIAL POSITION (Continued)

d)

Deferred tax liabilities not recognised

Under the EIT Law of the PRC with effect from 1 January
2008 onwards, non-resident enterprises without an
establishment or place of business in the PRC or which
have an establishment or place of business but the
relevant income is not effectively connected with the
establishment or a place of business in the PRC, will be
subject to withholding income tax at the rate of 10%
on various types of passive income such as dividends
derived from sources in the PRC. On 22 February 2008,
the Minister of Finance and State Administration of
Tax approved Caishui (2008) No. 1, pursuant to which
dividend distributions out of retained profits of foreign
investment enterprises prior to 31 December 2007 will be

exempted from withholding income tax.

At 31 December 2009, temporary differences relating
to the undistributed profits of subsidiaries since
2008 amounted to approximately HK$271,443,000
(2008: HK$126,163,000). Deferred tax liabilities of
approximately HK$27,144,000 (2008: HK$12,616,000)
have not been recognised in respect of the tax that would
be payable on the distribution of these retained profits
as the Company controls the dividend policy of these
subsidiaries and it has been determined that it is probable
that profits will not be distributed in the foreseeable

future.
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

29. BAR#EE

a)

AEBHFERBE I RREBNHRFIR a)
FRZHRENGARSEHRA -
BRARRAEDZ ZEAMNBORFNE
FREBz2BHE  HIIWT -

29. SHARE CAPITAL AND RESERVES

The reconciliation between the opening and closing
balances of each component of the Group’s consolidated
equity is set out in the consolidated statement of changes

in equity. Details of the changes in the Company’s

individual components of equity between the beginning

and the end of the year are set out below:

RE&ET,/
B 43 % E BRERE (RiER) aeE
Retained
profits/
Share Dividend (accumulated
premium reserve losses) Total
THEL TEL FHEL T
HK$' 000 HK$' 000 HK$' 000 HK$' 000
R-EENF—-F—H At 1 January 2008 1,302,481 56,846 20,994 1,380,321
2EkE Comprehensive income
TEEER Loss for the year - - (12,710) (12,710)
2EWELE Total comprehensive income - - (12,710) (12,710)
HEEAZRZ Transactions with owners
BERE (FF13) Dividend set aside (note 13) - 14,211 (14,211) -
ERZZ2LERBRE Final dividend paid for 2007 - (56,846) - (56,846)
ENZEZN\EHERE Interim dividend paid for 2008 - (14,211) - (14,211)
BREEAZRZHE Total transactions with owners - (56,846) (14,211) (71,057)
W-ZZNF+-A=F+—B  At31 December 2008 and
k=EZNE-R—H 1 January 2009 1,302,481 - (5,927) 1,296,554
2EkE Comprehensive income
KEEBR Loss for the year - - (25,920) (25,920)
2HBEEE Total comprehensive income = = (25,920 (25,920
HEBAZRS Transactions with owners
BBRNESHTHRA Issue of new shares by
share placement 182,000 - - 182,000
BIHRDZRAKA Transaction costs attributable
to issue of new shares (9,059) - - (9,059)
BREEAZRZHE Total transactions with owners 172,941 = = 172,941
RZEZNFE+-A=1—H At 31 December 2009 1,475,422 - (31,847) 1,443,575
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

29. BRAER@EE) 29. SHARE CAPITAL AND RESERVES (Continued)

b) ZEEREBITERA b) Authorised and issued share capital
AEERART
The Group and the Company
ZBENE —TTN\E
2009 2008
Re & RHEE
No. of No. of
shares shares
Th TER T ThR
'000 HK$' 000 '000 HK$' 000

EE-BRAEE10ET

Authorised - Ordinary shares

ZERR of HK$0.10 each

R—=RA—BRk At 1 January and

+-A=1+—H 31 December 2,000,000 200,000 2,000,000 200,000
BEIREE-SREE Issued and fully paid - Ordinary

0.10# T2 EER shares of HK$0.10 each

®—F—H At 1 January 1,421,143 142,114 1,421,143 142,114

EBRHEELTHRD  Issue of new shares by share

placement 130,000 13,000 - -
®+=-RA=+—-H At 31 December 1,551,143 155,114 1,421,143 142,114

RZZEZAFELA=-+NB ' A27F
KYY Holdings# fip & R 5] v i &
RAREBHZ A (1)RER1.508 T
ZERBEYY Holdingsfriz B 2 AR
A1130,000,0000% & @ik 7 ([ & =
B]) : RQ)ZEFR1.504 T 2 B A
YY Holdingsz2#& 782 7]130,000,000/%
mEmEkm ((REFHE]) - EEFE
rREBEEEER-_ZEAFNA+—
Bk - RESIEZFEHIEFELD
#185,941,000/5 7T °

On 28 July 2009, the Company and YY Holdings entered
into a placing and subscription agreement with a placing
agent for; (1) the placement of 130,000,000 ordinary
shares of the Company owned by YY Holdings at a
price of HK$1.50 per share (“the Placing”); and (2) the
subscription of 130,000,000 new ordinary shares of
the Company by YY Holdings at a price of HK$1.50 per
share (the “Subscription”). The Placing and Subscription
were completed on 11 August 2009. The net proceeds
from the Subscription amount to approximately
HK$185,941,000.
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

29. RAR @& (&)
EERBRITRA (H)
ERRBEAGRESTREIR 2K
EERARAGELIZHEER—E2
BRER -FELTABRYAATAZRB
BENSTHEASES -

b)

(9]

HEZHERAN

i)

i)

i)

gy
BRERSHESARE(—ANNE
BRTA) » B EERITEDIEKT
ARRIRR - ERNERERZZED K
BEZBHR  RAREKEED
REBXEBBETESEINE
% o

BEXGHE
BEXFREARERESEER
MEBEREZ DEEAERHEZ
M o

BFEEFE
BTEMRBEELELSE (1
BRIEERR) B EA BT 28R
HAEMEZEZE BTEMEHB
B FRIULBREME2e)FEERH
RIEBREBTZEABETNE
B-BFERMRBEE/STADIK

29. SHARE CAPITAL AND RESERVES (Continued)

b)

(9]

Authorised and issued share capital (Continued)

The holders of ordinary shares are entitled to receive
dividends as declared from time to time and entitled
to one vote per share at meetings of the Company.
All ordinary shares rank equally with regard to the

Company’s residual assets.

Nature and purpose of reserves

i) Share premium
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.

ii)  Capital reserve
The capital reserve represents the capitalised
aggregate appropriations to the statutory
reserves made by the Group as a result of Group

reorganisation.

jii)  Buildings revaluation reserve
The buildings revaluation reserve comprises the
difference between the revalued amount, net of
deferred tax, and the carrying amount of buildings
held for own use. The buildings revaluation reserve
has been set up and is dealt with in accordance with
the accounting policies adopted for buildings held
for own use as set out in note 2(e). The buildings

revaluation reserve is not distributable.
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

29. BRAER@EE)

(9]

Bz HEREH(E)
) JEERE

v)

BREENBEEEEREIRE
BRAZTERNRBADARER
ARPEKIZMBATZAR
ERMEL  IRBEEEZESR
SHAE ©

AERBARANRBEEERE 2
BRWMA)YAHEBRSEHE
A HERNEITRBIRR ZAER
BEHBIBINEBEMELS L
25% °

RARETRHRBEZKEARA
RAEBR E WA € H SRR F
BlgstRAIRRGIEE 2 mMFl 2
10%  BEEZiEBERES T
BARZ50%F1E o fEE 2 EH A
REzmEE AD KRS ZAT#E

z

e
(B 14

R GEeERRERNMEE %
BrHBREMELZ FEER

EH o ARBIIRBH 2T
ZEFBER T ARE -

29. SHARE CAPITAL AND RESERVES (Continued)

(9]

Nature and purpose of reserves (Continued)

iv)

v)

Statutory reserves

Transfers from retained profits to statutory reserves
were made in accordance with the relevant PRC
rules and regulations and the articles of association
of the Company’s subsidiaries established in the
PRC and were approved by the respective boards of

directors.

Statutory reserves can be used to make good
previous years' losses, if any, and may be converted
into paid-up capital provided that the balance of the
statutory reserves after such conversion is not less

than 25% of the entity’s registered capital.

The Company’'s certain subsidiaries in the PRC are
required to transfer a minimum of 10% of their net
profits, as determined in accordance with the PRC
accounting rules and regulations to the statutory
reserves until the reserve balances reaches 50% of
the registered capital. The transfer must be made

before distribution of dividends to owners.

Translation reserve

The translation reserve comprises all foreign
exchange differences arising from the translation
of the financial statements of foreign operations.
The reserve is dealt with in accordance with the

accounting policy set out in note 2(r).
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

29. BAR@E (&)

d)

e)

B2 A S RER
R-ZEEhE+-A=+—H mft
DIRTHEBAZARARGHELEL
#1,443,575,0008 L (ZE T\ F :
1,296,554,000% 7T) * HABEAAF]
% 17 i B #91,475,422,0008 ¢ (= F
Z )\ : 1,302,481,000/87T) @ 5 B&f
B8 431,847,000 L (=TT )\ & ¢
5,927,000/ 7T) - EZHEEZRE KRS
ZH ARRMBEBENEERBE
BRI ENEE  FELDIR

BEXE®
AEBEREAZIRBRINREAR
KSERBELEZRRNARKRESRE
BEEREMRRES YRR
BARRBURDBEEKA

AEBEeREREHREMRERELE
ERE NERURRESRRDKE
REERRRATAT 2R EFHKF
ZEBRETE YRELERIZE
BHEARBELRE - BEFHH
BREARE ARBEAERBRERR
RNz BEH  BITHKR REE
AFBRREAHEBENRE °

HBEFEG -8B ARENEERRLL
REREARRE - AL EUAKEZR
TERREERREEEREBRIUAE
BEAE - AEER _ZETNFR-F
ENF+_A=+—HEBEFEEER-

AR R R EAL K E R E]BAE T
REBZERHRE °

29. SHARE CAPITAL AND RESERVES (Continued)

d)

e)

Distributability of reserves

At 31 December 2009, the aggregate amount of
the Company’s reserves available for distribution to
owners was approximately HK$1,443,575,000 (2008:
HK$1,296,554,000). This includes the Company’s
share premium of approximately HK$1,475,422,000
(2008: HK$1,302,481,000) less accumulated losses of
approximately HK$31,847,000 (2008: HK$5,927,000)
and is available for distribution provided that immediately
following the date on which the dividend is proposed, the
Company will be able to pay off its debts as they fall due
in the ordinary course of business.

Capital management

The Group's primary objectives when managing capital
are to safeguard the Group's ability to continue as a
going concern in order to provide returns for shareholders
and benefit for other shareholders and to maintain an
optimal capital structure to reduce the cost of capital.

The Group actively and regularly reviews and manages
its capital structure to maintain a balance between the
higher stakeholder returns that might be possible with
higher levels of borrowings afforded by a sound capital
position, and makes adjustments to the capital structure
in light of changes in economic conditions. In order to
maintain or adjust the capital structure, the Group may
adjust the amount of dividends paid to shareholders,
issue new shares, return capital to shareholders or sell
assets to reduce debt.

Consistent with industry practice, the Group monitors its
capital structure on the basis of the gearing ratio. This
ratio is calculated as the Group’s bank borrowings less
cash and cash equivalents over its equity. There is no net
debts for the Group as at 31 December 2009 and 2008.

Neither the Company nor any of its subsidiaries are
subject to externally imposed capital requirements.
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

30. &I 30. COMMITMENTS
a) RERBBEER  ANEERIBER a) At the end of the reporting period, the Group had
EANABREBEEEHAEREITHINER authorised capital commitments contracted but not
APET provided for in the financial statements as follows:
rEH
The Group
“EEAE ZTT)N\F
2009 2008
FTHER FATT
HK$' 000 HK$' 000
ME - BB KRR Acquisition and construction of
YR A property, plant and equipment 25,548 57,220
RIGERRZERKE Equity investment in respect of
formation of a joint venture company 80,508 -
106,056 57,220
EamREERNA K EEHE - The equity investment represents the capital contribution
I EEREERANERIAER in respect of the formation of a joint venture company in
RAIZEE - MASEREERAEED R the PRC to engage in research, development, production
NEEREHHE49.9% K%50.1% 54 o and sale of phosphor products. The Group and the joint

venture partner will hold equity interests of the joint

venture company of 49.9% and 50.1% respectively.

Annual Report
2009 Ff



81 85 ¥ =% B 5E
NOTES TO THE FINANCIAL STATEMENTS
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30. A& (40 30. COMMITMENTS (Continued)
by RERBAFEAEER RETAUHEZ b) At the end of the reporting period, operating lease
THREFEERER BEMAZN commitments for future minimum lease payments under
W EH S RIBAENT ¢ non-cancellable operating leases in respect of land and

buildings which fall due as follows:

AEE

The Group
—EEhE —EENF
2009 2008
FTHERT FAIT
HK$’ 000 HK$' 000
15 R Within one year 1,151 1,413
F2EFESF (BIEEREME)  In the second to fifth year inclusive 304 1,415
1,455 2,828
KeMENREAEEREETHA Operating lease payments represent rentals payable by
ERBEMERG 2ES - HAH KM the Group for certain of its office and factory premises.
SEBRERETE - FTARM=F - # Leases and rentals are negotiated and fixed for an
BEHEYRIAES - average of three years. None of the leases includes

contingent rentals.

Annual Report
2009 F3f



B #5 ¥ % Bt 5E
NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

31. EREE 31. SHARE OPTION SCHEME
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o ARRBRRILERER—NAANFETA
A RR BRE S ([EFE]) M
gt 8 (T#ht8l)) -

RIBEFEE EENERBHAEEEMN
ERSEEER 2 ASE2BIES (B
RAIREMBARIZES) « EMKRR - f#
R BFP  BRERM BRRAEBHS
T BRI AT BT R G 2 BB TR
BERERBALRRG - AEKR2EE K
BREE 2 EREZNRBANE - BRE
AREZERHENSHEBETREETS
EEAZ BEATAERTE  EREERE
FBRER L AR T 2 B - ErER
T FLAMRERIE - NRIEERTEIR -
ERILE—SROBRE - BRMAEEMA
- BB Z TR - MR IR
Bz ERREEESRRAEL T
AE - REBE-ZZNR_TTNF+=H
=+ —BIEMEFE - AR ER HER
T o

TEESALARRESEE  ETALIRE
MEBARRRRNDNETE BRENEAR
AAEZRBAAREBRMDAOFHETE - A
REARARBNAE=ZREFZERE °

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.
Upon the termination of the Old Scheme, no further share
options were granted thereunder, but in all other respects, the
provisions of the Old Scheme remained in force and all share
options granted prior to such termination continued to be
valid and exercisable in accordance therewith. No option has
been granted by the Company during the two years ended 31
December 2009 and 2008.

The exercise price is to be determined 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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31. BREE (®)
BE-_ZTAF+_A=+—BILEEEBR
EZEBHNT

31. SHARE OPTION SCHEME (Continued)
Movements of share options for the year ended 31 December

2009 are as follows:

REBRETFRAZROHA
Number of shares issuable under options

RZRENE RZZBNEF

-B-H tZR=+-H

RiAH ks TkE HATE FRRH QiR FRRM HATE

Outstanding Granted Exercised Forfeited ~Outstanding at

Exercise  at 1 January during the during the during the 31 December

Date of grant Exercisable period price 2009 year year year 2009
5 ZERE ZFEZE-Z1tH
-A=1=H EZ2-Z5-RC15A

Employee 23 January 2003 27 January 2003-26 January 2013 1.10 1,500,000 - - - 1,500,000

BE-RT/\Ft-A=+-RALFEZE
BRAEEE T -

Movements of share options for the year ended 31 December

2008 are as follows:

REBRETFRAZROHA
Number of shares issuable under options

RZRENE RZFBNF

-B-H tZR=+-H

RiAH ks TkE HATE FRRH ERfif FRRM HATE

Outstanding Granted Exercised Forfeited ~Outstanding at

Exercise  at 1January during the during the during the 31 December

Date of grant Exercisable period price 2008 year year year 2008
5 ZERE ZFEZE-Z1tH
-A=1=H EZ2-Z5-RC15A

Employee 23 January 2003 27 January 2003-26 January 2013 1.10 1,500,000 - - - 1,500,000
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HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

31.

32.

BRESE (B
REREABAEE B - BIEE 2R LM E
RIOIEZERESRZANATRNDEE B
1,500,000/% (=== )\ : 1,500,0004% )
ERZBARAREEHITRGNZ20.10% (=ZF
ZNF0.11%) o REF B REMER
REARR AR AR - AR 2 BRI A
ALBARATEEHITRG 210% °

RZZBZEAF T A=+ —BRARAEZ
BEELGTENFHNR=F (ZTFN
F - mE) o

BEALRS

a) BREEALZRE
EERR - FATIALEBASEZ
BERBEAL:

AT ER HESEZEE
BREE AARMITES
&2 EIRIR AARMITES
MEBERAR BRERER
(ME#HizE]) L Fi

) TEREZHzEM
HE-ZTZNF+-_A=1+—H
IEEE  AEERRANEERSE
MEmMMBREZ N 2HESEBR
#) /245,000 T (Z T T\ 5F :
238,000/ L) °

i)  TREHZEZHEEH
BHEZ_ZZNF+A=1+—H
LFE  AEEGRASEE R
MEMRAES LNz E
F#) /60,0008 T (ZZZE)\4F :
58,0007 L) °

31.

32.

SHARE OPTION SCHEME (Continued)

At the end of the reporting period, the number of shares in
respect of which options had been granted and remained
outstanding under the Old Scheme was 1,500,000 (2008:
1,500,000), representing approximately 0.10% (2008: 0.11%)
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.

The options outstanding at 31 December 2009 have remaining
contractual lives of approximately 3 years (2008: 4 years).

RELATED PARTY TRANSACTIONS

a) Transactions with related parties
The directors consider that the following are the
significant related parties of the Group during the year:

Relationship with

Name of party the Group

Jiang Quanlong Executive director of

the Company

Wuxi Pan-Asia
Environmental

Jiang Quanlong, an
executive director of

Protection Technologies

Limited (“Wuxi Pan-Asia"”)

the Company, has a
beneficial interest

i) Rental expenses to Jiang Quanlong
During the year ended 31 December 2009, the
Group paid rental expenses of approximately
HK$245,000 (2008: HK$238,000) to Jiang Quanlong
for providing premises to the Group.

i) Rental expenses to Wuxi Pan-Asia
During the year ended 31 December 2009, the
Group paid rental expenses of approximately
HK$60,000 (2008: HK$58,000) to Wuxi Pan-Asia for
providing premises to the Group.
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32. REATRF (8)
a) EHEHEATZXS(E)
EERR LRSI —REBKE
RAREFAFEGRRITLIRERE
ZERXGZBE L LEEBIIHF
HITEFHER -

b) HRIREEBABZXRS
TEEBABZME (BIEK I3
BeXNFARRES zEBRME
IABEBEZXNTETRESFMAL

32. RELATED PARTY TRANSACTIONS (Continued)

a) Transactions with related parties (Continued)
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 independent
non-executive directors.

b) Transactions with key management personnel
Emoluments for key management personnel, including
amounts paid to the Company’s directors as disclosed
in note 9 and certain of the highest paid employees as

ZEE)MT disclosed in note 10 are as follows:
rEE

The Group
—EEhRE —ETNF
2009 2008
FHExT FHBT
HK$’ 000 HK$'000
EAXEFES 2B EEYWRA  Basic salaries, allowance and benefits-in-kind 3,847 3,836
RNE FIFT B L3R Retirement benefits scheme contributions 54 54
3,901 3,890

0 HEBALzAR
RZZEZNFR=ZZFEZENFTZA
ST HEBEATZEHBZFEH
23 o

33. FEFBEERS 33.

a) BHE_TE/N\EF+-_A=t—HLEE
ZHEETRENEFEEREEKEDE
W= K 5% i 2 514 #936,702,000/8 7T °

by HEZTTNFFTZA=1+—HIEF
EZzEEMHTEMS LB S ZEmMm
BEEEERBELEAOT T ER
2 7] % #955,653,000/8 7t KA 42 & Bt
BRARERATEIRE R R E M EN
K2 AR EEE#R#1,183,0008 T °

¢) Balances with related parties
Details of the balances with related parties as at 31
December 2009 and 2008 are set out in note 23.

MAJOR NON-CASH TRANSACTIONS

a) Additions of construction-in-progress for the year
ended 31 December 2008 includes approximately
HK$36,702,000 transferred from deposits for acquisition
of property, plant and equipment.

b) Additions of prepaid lease payments on land under
operating leases for the year ended 31 December 2008
include approximately HK$55,653,000 transferred from
deposit for acquisition of interests in land under operating
leases and approximately HK$1,183,000 unsettled
balance recognised as accruals and other payables in the
consolidated statement of financial position.
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34, BB AT

a)

WERER T
RZZEBENE+_A=-+HLB K&
BB BN B 95 % e 2 & I
BARIEENBANKT L ERAD A
([FEBL) MBLE=FKRER
BT Z100%KHE - EERARE
127,000,0007T (48'E 7 47144,007,000
BL) MREIM  c RAHBTRPH
RERERBERLESBER - B
WETABEE AR °

REEEH=z REEEReRE
AR #100,000,0007T (HERH
113,391,000/ 7T) ([FRa B &K E])
MIRER € K E A K#27,000,0007T
(18 & 1 430,616,000/ JT) ([ F A IE
ERERE]) - WEREH T —FR
ZEENFFTZAZTAHZER M
RABRERBEERTREZHZT -
RAECRERERRR=ZZTN\F
+—H:+—EZJEH1%F P TR
BB EIBE_ZEENF+ZA=1+—
Eljtir;zaﬂ%ﬁiﬁmﬁ’@ o

RABRIEREREFEERRAHLE
ZEN\E+ZA=1T—HILFEE
HEE RGN ERRR 2 CERMG
BEPARBRREERIELEEER
AR 2 AERFARERE - AR
THReRBZERLETSEBAAR
#40,000,0007T (18 & 7 £345,357,000
WBIT) °

:I:—?

%?ﬁLLE@éRF’EEAFJ%%Sﬁi@
E_TENF+_A=1t—BLLFE
ZHRBEKERREZAHRRISARN
NHREBBXFREESN  AER
BEERBE_ZTAF+ _A=+—
AEEEHREERN -

34. ACQUISITION OF SUBSIDIARIES

a)

Acquisition of Dongye Rare Earth

On 29 December 2008, the Group acquired 100%
equity interest in Dongye Rare Earth through Yixing
Xinwei Leeshing Rare Earth Company Limited (“Xinwei
Rare Earth”), a 95% indirectly owned subsidiary of
the Company, from independent third parties for
a consideration of RMB127,000,000 (equivalent to
approximately HK$144,007,000) satisfied by cash. Dongye
Rare Earth is engaged in manufacturing and sales of rare
earth metal products in the PRC. This acquisition has been
accounted for by the purchase method of accounting.

In accordance with the sales and purchase agreement,
the consideration comprised a cash consideration
of RMB100,000,000 (equivalent to approximately
HK$113,391,000) (“Dongye Cash Consideration”)
and a deferred cash consideration of RMB27,000,000
(equivalent to approximately HK$30,616,000) (“Dongye
Deferred Cash Consideration”). The acquisition of
Dongye Rare Earth was completed on 29 December
2008 with Dongye Cash Consideration being paid in full
upon completion. Dongye Deferred Cash Consideration
represented the consideration payable as at 31 December
2008 which is associated with financial performance of
Dongye Rare Earth for the year ended 31 December 2008.

Dongye Deferred Cash Consideration would be equivalent
to 5 times the net profits after taxation and before
extraordinary items as shown in the audited financial
statements of Dongye Rare Earth for the year ended
31 December 2008 prepared in accordance with the
PRC generally accepted accounting principles less
Dongye Cash Consideration. The maximum amount
of Dongye Deferred Cash Consideration shall not be
more than RMB40,000,000 (equivalent to approximately
HK$45,357,000).

Dongye Deferred Cash Consideration is payable in cash by
cheque or by telegraphic transfer within 15 days after the
date of issue of the PRC audited report of Dongye Rare
Earth for the year ended 31 December 2008 and it was
settled during the year ended 31 December 2009.
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34. WEMEAR (@) 34. ACQUISITION OF SUBSIDIARIES (Continued)
a) WERA®HL(E) a) Acquisition of Dongye Rare Earth (Continued)
HRWBR B LIMEBZEEFEZ
BERMMT - MAMEELEEZF

Details of the net assets acquired in respect of the
acquisition of Dongye Rare Earth are summarised below
and details of intangible assets acquired are set out in

5B R M EE19(c) -
note 19(c):
REEREH
RUELAR 2 EHE DNYERE ATE
Acquiree’s carrying
amounts immediately Fair value Fair
before acquisition adjustments values
THT T THR
HK$'000 HK$'000 HK$' 000
nE  BE k& Property, plant and equipment 12,085 2,203 14,288
EEROTEN RS Prepaid lease payments on land
under operating leases 16,101 (9,298) 6,803
BVEE Intangible assets
~HIEBEML ~ Technical know-how for
BUESSIES rare earth metal products 756 115,069 115,825
(531 Inventories 2,268 - 2,268
FElRER S Trade receivables 47,985 = 47,985
BRTERES Prepayments and deposits 27 - 27
ReRkREEEER Cash and cash equivalents 250 - 250
FEfT AR Trade payables (17,411) - (17,411)
BREALRAMENT Accruals and other payables (17,886) = (17,886)
FERTE Tax payables 2,14 = (2,142)
BLHBELE/ (BF) Deferred tax assets/(liabilities) 776 (26,994) (26,218)
MARIEERBERE Net identifiable assets and liabilities 43,009 80,980 123,989
KEmzmE Goodwill on acquisition 20,018
RE Consideration 144,007
BREUATIHAZ : Total consideration satisfied by:
ok Cash 113,391
BREERRE Deferred consideration payable classified
(REFEHBRRART B under current liabilities in the
nBEE) consolidated statement of financial position 30,616
144,007
KBEEZRSRILTE: Net cash outflow arising on acquisition:
BEARERE Cash consideration paid 113,391
Gz Re RS SEER Cash and cash equivalents acquired (250)
113,141
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34, WK B AR (&)

a)

b)

WERERL (E)
FEMBARY ESAKEREE
ZENFFT_A=+—BLEFEZE
EHREXRRR -

MEEEEER _SENFE— 8 —
B IAREEREBE_ZTTNF
TZA=+—BUEFEZRABER
BB D 5% A1,503,132,000% T K&
157,791,000/ 7T © Z EZ & RHE#EFH
AZA AURTWKBEBEER=
T )\F—A—BEXAEEER L
MEZBARKEEEE  TARTEH
RREZE 2 TEH -

WREReHLIEEZBHEDNRERZ
1% Rl A e 75 SR 2 FEAT B M BE 0 A I B
BEAAREER T EBTERORRT
B¥R - Rah L EERREEZEE
B XB2AE WHEHERRMET
BEBRAAEBR 2 LEREK - %E
ARzMaElEREHEHRER A
REERAREE ZRKEENSIL A
BERSEFE -

Uk B S EE A £+
RZBZENF+ZA=+—H " K&
EERMEMTRBE = KER
ER L 2100%KkE  EERARE
210,000,0007T (48 & 7 47238,122,000
BL)  BREXN o BERTRPE
fe=REREER TEY o IEKE
TAEE AN -

34. ACQUISITION OF SUBSIDIARIES (Continued)

a)

b)

Acquisition of Dongye Rare Earth (Continued)
The above subsidiary had no significant contribution to

the Group's result for the year ended 31 December 2008.

If the acquisition had been completed on 1 January 2008,
the Group's total revenue and loss for the year ended
31 December 2008 would have been approximately
HK$1,503,132,000 and HK$157,791,000 respectively.
The proforma information is for illustrative purposes only
and is not necessarily an indication of revenue and results
of operations of the Group that actually would have
been achieved had the acquisition been completed on
1 January 2008, nor is it intended to be a projection of

future results.

The goodwill arising on the acquisition of Dongye Rare
Earth is attributable to the anticipated profitability
generated from the synergy and future market
development from the vertical integration of the Group’s
rare earth business. Dongye Rare Earth has experienced
management, key personnel, marketing and technical
staff who will enable efficient operation of the Group.
The benefit from these factors are not recognised
separately from goodwill as the future economic benefits

arising from them cannot be reliably measured.

Acquisition of Xinghua Rare Earth

On 31 December 2008, the Group acquired 100% equity
interest in Xinghua Rare Earth, through Xinwei Rare
Earth, from independent third parties for a consideration
of RMB210,000,000 (equivalent to approximately
HK$238,122,000) satisfied by cash. Xinghua Rare Earth
is engaged in manufacturing and sales of rare earth
minerals in the PRC. This acquisition has been accounted

for by the purchase method of accounting.
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34, WM B AR (&)

b)

WEEERL (B)

REEEHZ REEER2RE
AR #135,000,0007t (BERK
153,079,000/ 7t ) ([ HER S (E )
RIEFER & K E A K #75,000,0007T
(18 & 7 4985,043,000/8 7t ) ([ EZE
ERERE]) - WEHER T —FR
—EENFEFZA=+—RBxEK-m
BERGREERTREZHI M -
BERTRERERRRZZZNF
TZRA=+—BZEMRE: HAR
ERITBE_TENFF_A=1+—
BIEFE 2 M BRBEHEE o

FEFER e REREEREER 5
ETEN\F+_A=+—HLEFE
RPE LR ERRE 2 EEZH
BREMTRBEERIELCTHIER
RIAEF 2 AEREERSRE - BER
THReRBZERLETSEBAAR
#75,000,0007T (#8& 7 485,043,000
BIT) °

FERER N EANTIEEERTH
E_TEN\FEF+_A=+—BHILEFE
ZHREEEZERE 2 BHRISAR -
NEeFRTERETELRN  BER
BERBZ_ZZAF+_A=1—
B IEFE BEE T o

MUREEER LS s BEFEZF
BRAMT MRSz EFREEZ
5 BIS K 5E19(a) K2 19(b) :

34. ACQUISITION OF SUBSIDIARIES (Continued)

b)

Acquisition of Xinghua Rare Earth (Continued)

In accordance with the sales and purchase agreement,
the consideration comprised a cash consideration
of RMB135,000,000 (equivalent to approximately
HK$153,079,000) (“Xinghua Cash Consideration”) and a
deferred cash consideration RMB75,000,000 (equivalent
to approximately HK$85,043,000) (“Xinghua Deferred
Cash Consideration”). The acquisition of Xinghua Rare
Earth was completed on 31 December 2008 with Xinghua
Cash Consideration being paid in full upon completion.
Xinghua Deferred Cash Consideration represented the
consideration payable as at 31 December 2008 which is
associated with financial performance of Xinghua Rare
Earth for the year ended 31 December 2008.

Xinghua Deferred Cash Consideration would be
equivalent to 5 times net profits after taxation and
before extraordinary items as shown in the audited
financial statements of Xinghua Rare Earth for the year
ended 31 December 2008 prepared in accordance with
the PRC generally accepted accounting principles, less
Xinghua Cash Consideration. The maximum amount of
the Xinghua Deferred Cash Consideration shall not be
more than RMB75,000,000 (equivalent to approximately
HK$85,043,000).

Xinghua Deferred Cash Consideration is payable in cash
by cheque or by telegraphic transfer within 15 days after
the date of issue of the PRC audited report of Xinghua
Rare Earth for the year ended 31 December 2008 and was
settled during the year ended 31 December 2009.

Details of the net assets acquired in respect of the
acquisition of Xinghua Rare Earth are summarised below
and details of intangible assets acquired are set out in
note 19(a) and 19(b):
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34. WEBHE 2 () 34. ACQUISITION OF SUBSIDIARIES (Continued)
b) WEEERL (E) b) Acquisition of Xinghua Rare Earth (Continued)
BB
BB ZREE AYERE ATE
Acquiree's carrying
amounts immediately Fair value Fair
before acquisition adjustments values
FHT THT T
HK$' 000 HK$'000 HK$' 000
VER TG Property, plant and equipment 25,549 3,046 28,595
BEMNTEMTHES Prepaid lease payments on land under
operating leases 78,388 (51,174) 27,214
BVEE Intangible assets
- ENBERRER ~ Executive right to purchase rare earth
minerals - 201,502 201,502
BT RIS 7B 2 B — Technical know-how for preliminary
EE 3R separation of rare earth minerals - 61,687 61,687
- 263,189 263,189
(531 Inventories 12,879 - 12,879
JE MR 30 e EL o PR I Trade and other receivables 27,086 = 27,086
BRTERES Prepayments and deposits 15,958 = 15,958
ReRkREEEER Cash and cash equivalents 132 - 132
FEHERR Trade payables (1,440) = (1,440)
BEREAREMENT Accruals and other payables (142,559) - (142,559)
EfHIE Tax payable (7,570) - (7,570)
EREHEEE/ (8F) Deferred tax assets/(liabilities) 2,578 (53,765) (51,187)
MRABEREEFE Net identifiable assets and liabilities 11,001 161,296 172,297
ks EE Goodwill on acquisition 65,825
KE Consideration 238,122
EREUTIFAZ : Total consideration satisfied by:
Bé Cash 153,079
BEREERRE Deferred consideration payable classified
(R EEBRART A under current liabilities in the
RBER) consolidated statement of financial position 85,043
238,122
KEEEZREMILFE - Net cash outflow arising on acquisition:
BEARERE Cash consideration paid 153,079
BB ZHERAEEEEE  Cash and cash equivalents acquired (132)
152,947



B 5 3R % B 5

NOTES TO THE FINANCIAL STATEMENTS

HE-ZTAE+=-A=+—HILEE For the year ended 31 December 2009

34, WM B AR (&)

b)

WEEERLT (F)
LFEMBARY ESAKEREE—
ZENFT_A=+—HLEFEZZE
RHREXNER

MEBEEEER-_EENEFE—F—
Bk AIAREBEREBE_STN\F
TZA=+—HIEFEZHBALER
BB BI#A1,541,621,000% T &
173,730,000/ 7T © Z #Z & RHE 3
2R AURRWKBEBEERZ
ZZ)\F—A—HEKAEEER L
BMEZBARKEEREE  TARTEH
RRFEZE 2 TEH -

WREEERLEL 2 HENRERR
RERREHRZER - N RRES
RZBFBANESN  MBREEEAAR
SELEHEB L EBHRNRRTIZHE
R-BERLABERREETCERE -
TRAR mBHEERZMET - A8
RAAEEZZERE - ZFERRZH
s EEFHEDIHER  BRZERE
BEAEZ RREEM AL NRERI SERT & o

34. ACQUISITION OF SUBSIDIARIES (Continued)

b)

Acquisition of Xinghua Rare Earth (Continued)
The above subsidiary had no significant contribution to

the Group’s result for the year ended 31 December 2008.

If the acquisition had been completed on 1 January 2008,
the Group's total revenue and loss for the year ended
31 December 2008 would have been approximately
HK$1,541,621,000 and HK$173,730,000 respectively.
The proforma information is for illustrative purposes only
and is not necessarily an indication of revenue and results
of operations of the Group that actually would have
been achieved had the acquisition been completed on
1 January 2008, nor is it intended to be a projection of

future results.

The goodwill arising on the acquisition of Xinghua
Rare Earth is attributable to the anticipated profitability
generated from the synergy through economies of scale
and sharing of resources, and future market development
through the vertical integration of the Group’s upstream
rare earth business. Xinghua Rare Earth has experienced
management, key personnel, marketing and technical
staff who will enable efficient operation of the Group.
The benefit from these factors are not recognised
separately from goodwill as the future economic benefits

arising from them cannot be reliably measured.
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35. BKEREEEEREE 35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND
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AEBZIEZCRTAGEREMNRAEEE
BE - DEBRTER  XRBIBITEER
FEUS R0 e B A B AR - B BRSNS B A
NHRARBITER - SR TAZHBERER
BT ZEEMIAZRARBEASERE
ARXBRBRTELZFERR RPES
Bk MEEBREEERR

a) FERR
h RZTEEAF+=A=+—8"
RANEBRERALE BB R
EeMEELNKREMBERE
&2 BREE

iy ARERERRZEBREREE
T EEEERI BTG
ERX WHEBEERBRET
SEER AEEEEHHEEE
ERP 2B RIGHETE
B - 2T AH TP BE
IR BHRBEB L ELREAZX
e WEEREFHEEERK
EEREMERERFEZER -
AEBVEFRESREEZRE
AER R - B — M EHER B
#E180H A EIH

POLICIES
The Group’s major financial instruments include cash and cash

equivalents, pledged bank deposits, restricted bank balances,

trade and other receivables, trade and other payables and bank

borrowings. Details of the financial instruments are disclosed in

the respective notes. The risks associated with these financial

instruments include credit risk, liquidity risk, interest rate risk

and currency risk arises in the normal course of the Group’s

business.

a) Credit risk

i)

As at 31 December 2009, the maximum exposure to
credit risk is represented by the carrying amount of
each financial asset in the consolidated statement
of financial position after deducting any impairment

allowance.

In respect of trade and other receivables, in order to
minimise risk, the management has a credit policy
in place and the exposures to these credit risks are
monitored on an ongoing basis. Credit evaluations
of its customers’ financial position and condition
is performed on each major customer periodically.
These evaluations focus on the customers’ past
history of making payments when due and current
ability to pay, and take into account information
specific to the customers as well as pertaining to
the economic environment in which the customers
operate. The Group does not require collateral in
respect of its financial assets. Debts are usually due
within 180 days from the date of billing.
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35. BKEREEEEREE (&) 35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND

POLICIES (Continued)

a) FEERERRGE) a) Credit risk (Continued)

iy (&) i) (Continued)

REBEAARZ ZEERBREER The Group's exposure to credit risk is influenced
BERPZESHMTE - & mainly by the individual characteristics of each
PARRETERBR 2 R E R customer. The default risk of the industry and
NeNEERREMTE  BE country in which customers operate also has an
ERE -RNBERAEEER - K influence on credit risk but to a lesser extent. At the
SEAXKRBEZAEFPRAKX end of the reporting period, the Group has a certain
RERKERBEZ2ETEYE concentration of credit risk as 11.54% (2008:
ERBESAA11.54% (ZTTN 11.31%) and 37.15% (2008: 39.11%) of the total
F:11.31%)%37.15% (=T F trade receivables was due from the Group’s largest
N\ £ 39.11%) ° customer and the five largest customers respectively.
B AR B 2R B R WOBR R S E A Further quantitative disclosures in respect of the
BRAEERR 2 E(HESR Group's exposure to credit risk arising from trade
PP EE22 and other receivables are set out in note 22.

i) BENFRREERAKLLEME i) Cash is deposited with financial institutions with
WEREETRZERERE & high credit ratings that are located where the
SER R E— & BT AE group companies are operated and the Group has
ZEBRER ERNKREREERE exposure limit to any single financial institution.
Eg  BEEEY T TEBREMZ Given their high credit ratings, management does
EoMBBEEIRTERE not expect any of these financial institutions will fail

to meet their obligations.
b) REBELER b) Liquidity risk

AEBEBETZBYZEERARAH
EEZHeER BERSBEHCE
HRENEBHEEFURRERRES
Ko EAREEGHAER - HAEER -
AEBCBRBERER L LR

ZRBESFER  UREFERRE

BRAEEEEFSRANRSRIEE
EORMBBINERANIHEERE
NmeEEPRERERDECHE

SEREBRITERER/RBES R

Individual operating entities within the Group are
responsible for their own cash management, including
the short-term investment of cash surpluses and the
raising of loans to cover expected cash demands, subject
to board approval. The Group's policy is to regularly
monitor current and expected liquidity requirements and
its compliance with lending covenants to ensure that
it maintains sufficient amount of cash and adequate
committed lines of funding from major financial
institutions to meet its liquidity requirements in the short
and longer term. The Group relies on bank borrowings as

a source of liquidity.

147
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35 MEEAREEEEREE (@) 35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (Continued)

b) REBELEAR(E) b) Liquidity risk (Continued)
UTRBEEZHINARERA R The following liquidity table set out the remaining
ZEBABENBREEEER - ER6 contractual maturities at the end of the reporting period
RATRR SR (BREER G OM R of the Group’s and the Company’s financial liabilities
BZASMRL - WRIFE - AR based on contractual undiscounted cash flows (including
HMEARBE R ZMERE) RASEAR interest payments computed using contractual rates
TREZRPASMBZHRT RO or, if floating, based on rates current at the end of the

reporting period) and the earliest date the Group and the
Company is required to pay:

ZEEE 2335
2009 2008
-ERg -ENE RENL AHARR —EhE EHE O BENE  &HERR
REREE RENR  DENR RENELE  BEE REXEE  RENR IENM ReNsEE  BEA
More than ~ More than Total More than ~ Mare than Total
Within ~ 1yearbut 2 yearshut contractual Within -~ 1yearbut 2 yearsbut  contractual

fyearor  lessthan  lessthan undiscounted  Carying  Tyearor  lessthan  lessthan undiscounted  Carrying
ondemand ~ 2years  Syears cashflow  amount ondemand 2 years Syers  cashflow  amount
Tén TRz TRn  TRn  fEm  fEn  TAr  TEr TR TR
HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000

A58 The Group

ENER Trade payables 76,625 - - 665 7665 116,189 - - 116189 116189
BREZR  Accoued expenses and

EfERZ  other pajables 3708 - - MBI 694 - - My gous
EREEHE  Amounts due to directors 709 - - 709 709 67 - - 667 667
Bgx Bank borrowings 11545 19359 19409 256313 24378 152210 GA6® 79598 31643 295123

WEHBAFZ  Deferred consideration
EREMRE  payables for acquistion
of subsidiaries - - - - - 115,659 - - 115,659 115,659

81892 119359 19409 370660 358130 454170 84,635 1959 618403 597,083

527 The Company

ERARR  Accued expenses and

EfERT other pajables 1297 - - 1297 727 6,638 - - 6,638 6,638
ERHBATZA Amounts due to subsidiares 25 - - 25 25 255 = . 255 255
ENEZZE  Amounts due to directors 875 - - 475 475 753 - - 753 753
BhER Bank borrowings 10646 19359 19409 5014 2S00 30605 B4E/ 1958 1988 177500

14673 119359 19409 23441 240927 40,251 84,635 1959 204484 185146
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35. BKEREEEEREE (&) 35.
o FERB

AEBRARRARRBRIAZHA
XHEMREREFERE  BE
HIRITER - R GIRIT A 88 RARTT
EFMBRE R R

) FIFEAE
TRAMBIAEERA QA
RITERNARAREE B OF

FINANCIAL RISK MANAGEMENT OBJECTIVES AND

POLICIES (Continued)
c¢) Interest rate risk

The Group and the Company are exposed to cash flow
interest rate risk in relation to cash and cash equivalents,
pledged bank deposits, restricted bank balances and bank
borrowings at floating interest rate.

i) Interest rate profile
The following table details the interest rate profile

of the Group’s and the Company’s bank borrowings

REAE - at the end of the reporting period:
L. -3C] AR
The Group The Company
ZEENE ZZE)\E ZEENE ZZE)\E
2009 2008 2009 2008
BRAI= Uk LTS ERHZ
Effective Effective Effective Effective
interest rate interest rate interest rate interest rate
%  TEn %  TEn %  TEn %  TATL
%  HKS'000 %  HK$'000 %  HKS'000 %  HK$'000
EhESF Fixed rate borrowings 650 155000  1.88-650 295,123 650 155000 188650 177,500
FHFEER Variable-rate borrowings 036443 88783 THEFNA - 326483 71500 ERNA -
ROETEE Total bank borrowings 243,783 295,123 232,500 177,500
BENEEH Fixed rate borrowings as
[HE %Y a percentage of
Al total borrowings 64% 100% 67% 100%
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35. BKEREEEEREE (&)

(9]

F=mk(E)

i)

BURE D HT
BREFEMNETE
BEFEITFER
R IRITE TR R BT
Rk - REEREIMA S B F =X
BETEFEIER -

MAKERA
R HIRIT&

R-ZZEZThF+-_A=+—8"
EBEEMEERFITENE
AT HETA R E A TR
SOfE E 2SR 2 sk g A & &
AN 5 F1 493,807,0007 7T (=
TT)\F:BEEENSRD L
3,070,000/ 7T) © AR EE EFF
ok T P& ¥R A 1 25 79 H fth 3047 30

AN

L SREE 5T T RER A KR
BHREERELZSMET
VERARZBAMNFITEESRTA
B 7 K @R o SOMEE B EFhak
TRAEEEHEET —EHRK
HEAEH EARAN RN S E
AREHNAE - —ETNFE
PARAREEE R D47 -

35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (Continued)

(9]

Interest rate risk (Continued)

i)

Sensitivity analysis

All of the pledged bank deposits, restricted bank
balances and bank borrowings of the Group which
are fixed rate instruments are insensitive to any
change in interest rates. A change in interest rates
at the end of the reporting period would not affect

profit or loss.

At 31 December 20009, it is estimated that a general
increase or decrease of 50 basis points in interest
rates, with all other variables held constant, would
decrease or increase the Group’s profit for the year
by approximately HK$3,807,000 (2008: increase
or decrease loss for the year by approximately
HK$3,070,000). Other components of consolidated
equity would not change in response to the general

increase or decrease in interest rates.

The sensitivity analysis above has been determined
assuming that the change in interest rates had
occurred at the end of the reporting period and had
been applied to the exposure to interest rate risk for
non-derivative financial instruments in existence at
that date. The 50 basis points increase or decrease
represents management'’s assessment of reasonably
possible changes in interest rates over the period
until the end of the next reporting period. The
analysis is performed on the same basis for 2008.
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (Continued)

d)

Currency risk

The Group is exposed to currency risk primarily through
sales and purchases that are denominated in a currency
other than the functional currency of the entity to which

they relate.

i) Exposure to currency risk
The following table details the Group's exposure
to currency risk arising from recognised assets or

liabilities denominated in a currency other than

B o the functional currency of the entity to which they
relate.
rEE The Group
iRz E¥ER (TETSE)
Exposure to currency risk (expressed in HK$’000)
—EENEF —EENF
2009 2008
EH BT ET BT
United Hong United Hong
States Kong States Kong
Dollars Dollars Dollars Dollars
JEE W BR 5% K% Trade and other
H At FE YR receivables 53,311 - 55,926 -
BekRe Cash and cash equivalents
E{HIEH 115,024 100 149,558 90
FEFBR TR &% Trade and other payables
HoAth JE A5 3R (3.344) - (12,675) -
RITEE Bank borrowings (243,783) - (164,561) -
Fa X 2 Overall exposure to
SRR currency risk (78,792) 100 28,248 90
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35. BKEREEEEREE (&)

d)

POLICIES (Continued)

35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND

E¥ER(E) d) Currency risk (Continued)
D) ETREZEEEE (E) i) Exposure to currency risk (Continued)
P YN The Company
FAEZESRR
(A T#THIE)

Exposure to currency risk
(expressed in HK$’ 000)

—EZAEF —ZETN\F

2009 2008

e X7

United States United States

Dollars Dollars

FEURBR 7k & E fh fE UL ZX  Trade and other receivables 67 =
RekBFeEEHEE Cash and cash equivalents 111,267 148,225
TBIRMAST R EMMERNZ  Accrued expenses and other payables (586) =
RITEE Bank borrowings (232,500) (155,000)
A ZERE KRR Overall exposure to currency risk (121,752) (6,775)

AEBBRE L EINE B ERR
SNEHRBEK AEBR TR
ZHERER  AREEFTERZ

The Group currently does not have a foreign
currency hedging policy in respect its of foreign

currency debts. The Group will monitor its foreign

BEREAEERER currency exposure closely and will consider hedging

significant currency exposure should the need arises.
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35 MEEREEREEREE @ 35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (Continued)
d) E%ER(E) d) Currency risk (Continued)
i) HEEEST i) Sensitivity analysis
TRIAPREENRRBRELEE The following table indicates the approximate
ApEXA B 2 EFHHAE change in the Group’s profit/(loss) after tax and
BRBIEER, (B1E) RIRB % retained profits in response to reasonably possible
M2 BH e - changes in the foreign exchange rates to which the

Group has significant exposure at the end of the

reporting period.

rEE The Group
—EThE ZTT)N\F
2009 2008
k3 kil
BRBERFIR #m, O )

SMEER REBBHZ INETER RIRB T2
i CR) B CRd) 8B/ Cid) G&m),md
Increase/

(decrease) in

Increase/ loss after

Increase/ (decrease) in Increase/  taxation and

(decrease) profit after (decrease) (increase)/

in foreign taxation in foreign decrease in

exchange and retained exchange retained

rates profits rates profits

THER FET

HK$’'000 HK$’ 000

e United States Dollars 5% (3,940) 5% 1,412
(5)% 3,940 (5)% (1,412)

BT Hong Kong Dollars 5% (5) 5% 4
(5)% 5 (5)% )
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35. BKEREEEEREE (&)

d)

35.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (Continued)

E¥ER(E) d) Currency risk (Continued)
i) EEESH () i) Sensitivity analysis (Continued)
AT The Company
ZEZAF —ZEENEF
2009 2008
BRAHEBRR Btz EE X
SIMER RIEEZ SNEER  REEEZ
#i, Chd) @,/ L) L/ Chd) &,/ k)
Increase/ Increase/
Increase/ (decrease) Increase/ (decrease)
(decrease) in loss after (decrease) in loss after
in foreign taxation and in foreign  taxation and
exchange accumulated exchange accumulated
rates losses rates losses
THER FAET
HK$’'000 HK$’ 000
ETT United States Dollars 5% 6,088 5% 339
(5)% (6,088) (5)% (339)

LRGRESTHRREXES
RERNMEERCHELER
RAKERZAZEZEBTA
SRR MER  MABEGBE
BOoLHERME @R TE- £
RENZAMBRAREAKE
ERRBREEN 2 EBER - £
AEPHEREFHEZTREE
T—EARRPREEH R

TE\FHRZERE -

The sensitivity analysis above has been determined
assuming that the change in foreign exchange rates
had occurred at the end of the reporting period
and had been applied to the Group’s exposure to
currency risk for financial instruments in existence at
that date, and that all other variables, in particular
interest rates, remain constant. Results of the
analysis as presented in the above table represent
an aggregation of the effects on each of the Group
entities’ profits after taxation. The stated changes
represent management’s assessment of reasonably
possible changes in foreign exchange rates over the
period until the end of the next reporting period.
The analysis is performed on the same basis for
2008.
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35 MEEREEREEREE @ 35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (Continued)
e) A¥HE e) Fair value
BEACHEERBENATEREEN The carrying amounts of significant financial assets and
ERNFRZZBENFEFZA=1— liabilities approximate their respective fair values as at 31
AEfREERS - December 2009 and 2008.
) HeREZFEEE - BERAEZ i) Cash and cash equivalents, trade and other
RE M ER - FEITARFHREM, receivables, trade and other payables
JE1T 3k
HRZEBEEREHRNEE - % The carrying values approximate their fair values
JLEERERERAFERS - because of the short maturity of these items.
i) RITEH i) Bank borrowings
BEBEGERRIBRBENERTE The carrying amount of bank borrowings approximates
RBTERMEHE - RITERK their fair value based on the borrowing rates currently
WEEEEREAFERE - available for bank borrowings with similar terms and
maturities.
36. LBREF 36. COMPARATIVE FIGURES
ETHBRETFETFEFT2E  UHEARFE Certain comparative figures had been reclassified in conformity
Mg mEZZ25HN - to the presentation of the financial statements for the year.
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BE+-A=+—HLEE
For the year ended 31 December
—EBEAE Z—ZTETNF ZZTZ2LF ZZTERF IZTZTHF
2009 2008 2007 2006 2005
FERT FHET FHET FHET FHBT
HK$’ 000 HK$' 000 HK$' 000 HK$' 000 HK$' 000
e Turnover 1,211,683 1,364,890 1,385,345 1,031,082 769,370
5 & AR Cost of sales (980,246) (1,015,603) (931,232) (732,577) (565,407)
il Gross profit 231,437 349,287 454,113 298,505 203,963
BB AR A Profit/(loss) before
(B#B) taxation 144,342 (118,551) 396,134 274,075 171,646
s Income tax (59,659) (53,856) (97,054) (62,384) (40,021)
RNEZRF Profit/(loss)
(E#E) for the year 84,683 (172,407) 299,080 211,691 131,625
PG - Attributable to:
VINYNETEZ Y =N Owners of the
Company 84,593 (170,972) 295,045 209,255 130,207
DE R R Minority interests 90 (1,435) 4,035 2,436 1,418
84,683 (172,407) 299,080 211,691 131,625
R+=—B=+—H
As at 31 December
—EEAE —TITINF —ZTELF ZIZTERX —ETRF
2009 2008 2007 2006 2005
FET FET T FHET FHBT
HK$’ 000 HK$' 000 HK$' 000 HK$' 000 HK$’ 000
MEEE Current assets 1,866,841 1,713,801 1,536,144 1,384,641 765,202
FEREBEE Non-current assets 1,372,740 1,500,535 1,262,120 1,080,770 828,762
BERE Total assets 3,239,581 3,214,336 2,798,264 2,465,411 1,593,964
mEEE Current liabilities 257,959 479,470 248,340 227,454 145,249
FERBEE Non-current liabilities 233,503 261,337 0 0 0
BERE Total liabilities 491,462 740,807 248,340 227,454 145,249
BEFE Net assets 2,748,119 2,473,529 2,549,924 2,237,957 1,448,715
[N Share capital 155,114 142,114 142,114 142,114 98,695
B Reserves 2,563,706 2,302,253 2,379,578 2,074,519 1,331,132
RAREE A Equity attributable to
FE(E = owners of the Company 2,718,820 2,444,367 2,521,692 2,216,633 1,429,827
DB R R R Minority interests 29,299 29,162 28,232 21,324 18,888
EmBE Total equity 2,748,119 2,473,529 2,549,924 2,237,957 1,448,715
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