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China Rare Earth Announces 2002 Interim Results

Records Turnover Of HK$196,113,000

Profit amounts to HK$37,918,000 

*

*

*

Market Demand for Refractory Products Strong Despite Slackened Economic Conditions

Becomes Group’s Major Source of Revenue
(Hong Kong, 19 September 2002) – China Rare Earth Holdings Limited ("CRE" or the "Group") (Stock code: 0769), the leading manufacturer of rare earth and refractory products listed in Hong Kong, today announced its interim results for the six months ended 30 June 2002.  

During the six months ended 30 June 2002, the Group recorded a turnover of HK$196,113,000, representing a drop of 41% against the HK$333,059,000 recorded during the same period in the previous year.  Profit before taxation was HK$45,051,000, compared to last year’s figure of HK$81,503,000.  The Group’s two subsidiaries in the PRC reached the end of their two-year full exemptions from their enterprise income tax periods at the end of 2001.  Commencing this year, both companies are entitled to a 50% relief of this tax.  After deducting minority interests and taxation, net profit for the review period reached HK$37,918,000, falling 52% against the previous corresponding period.  The net profit margin was 19% while earnings per share was HK4.66 cents.  Interim dividend will be at HK1 cent per share.

During the reporting period, sales of rare earth products accounted for 37% of total turnover, reaching HK$71,786,000 representing a drop of 66% compared to the HK$212,133,000 recorded during the last corresponding period.  Sales of refractory products reached HK$124,327,000, recording a growth of 3% as compared to the HK$120,926,000 recorded in the previous year.  Refractory products accounted for more than 60% of the Group’s turnover and profit, becoming the Group’s major source of revenue.  
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Commenting on the performance of the rare earth business, Mr. Jiang Quanlong, Chairman of CRE said, "The rare earth industry has been dragged down by the global economic slowdown and the continuing slackened conditions in different industries.  Additionally, the delay in the confirmation of the State’s rare earth policy in the first half of 2002 delayed the release of the export quota, which adversely affected the rare earth industry in the PRC.  This has resulted in some of the PRC’s weaker manufacturers to cease operations.”  

During the first half of 2002, sales of rare earth products amounted to 1,850 tonnes, representing a drop of about one-half against 3,500 tonnes recorded same period last year.  Product prices continue to spiral downwards to different extents.  With the Group’s outstanding production technology as well as achieving economies of scale, the Group has been able to achieve significant cost efficiencies.  This has allowed the Group to maintain profitability under the difficult business environment.

The Group is committed to developing more value added products to broaden its product variety, increase profit margins and meet the needs of different customers.  In May 2002, the 500 tonne trichromatic phosphor production line at Wuxi Xinwei Fluorescent Materials Co., Ltd, a Group subsidiary, commenced operations.  With this development, the Group became one of the largest fluorescent material manufacturers in the PRC.  The new production line is currently under trial production, manufacturing environmental friendly, cost-effective, safe and convenient products.  These materials are extensively employed in illumination, building materials, fire facilities, railways, highways and commercial buildings, working to effectively enhance the performance of different products.  It is expected to make a contribution to the Group’s final results.  

The refractory business contributed stable income to the Group during the period under review.  The sluggish steel and glass industries and the pressure to tighten production costs among the PRC’s large-scale steel manufacturers who are facing severe foreign competition exert price pressure on the Group.  Despite this, the market demand for refractory products remained very strong, and the gross profit margin was maintained at over 30%.  During the period, the Group’s sales of refractory products amounted to 26,000 tonnes, growing by approximately 6,000 tonnes against the last corresponding period.  
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Commenting on the sales markets for its refractory products, Mr. Jiang said, “The Group’s refractory products are mainly sold in the PRC with some exports to Japan, etc.  The Group has been working to increase export sales.  During the first half of 2002, the Group’s export sales for refractory products reached 18% and is expected to climb even further in the latter half of the year.”

To grasp the increasing demand for refractory products, the Group’s second phase expansion project for refractory products commenced operation in June 2002.  Apart from raising the Group’s production capacity by 60% to reach 80,000 tonnes per year, the new production facilities have also significantly enhanced the Group’s technology levels.  The contribution from this new facility is expected to be reflected in the final results.  

Looking to the future, the Group will continue to strengthen its research and development capabilities, boosting the cooperation between the Group and prominent research institutions in the PRC.  In the meantime, to stabilize the demand-supply situation for its rare earth products and the price of raw materials, the Group has formed strategic alliances with rare material suppliers in areas such as Jiangxi and Guangdong, and has also been working to strengthen its cooperation with a state-owned rare earth extraction enterprise in the North.    

With the PRC government’s increasing involvement in the management of the rare earth industry, the Group is actively seeking to position itself as the core enterprise in the Southern PRC to gain more policy support in the future.  Mr. Jiang said, “There has been a slowdown in the adjustments for the rare earth industry led by the PRC government.  The rare earth industry is currently experiencing a period of consolidation as weak players leave the market.  The Group will continue our prudent management strategies, enhancing our strengths to meet future challenges.”
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About China Rare Earth Holdings Limited
China Rare Earth Holdings Limited has been listed on the Stock Exchange of Hong Kong Limited since October 1999. It is a constituent stock on the Mainland Series of the Hand Seng Composite Index. CRE is the first Chinese private firm, listed outside the Mainland, engaging in the manufacture of rare earth and refractory products.  The industrial applications for rare earth products range from traditional industries such as steel, metallurgy, construction, glass, petrochemical and many of the high-tech industries. Refractory products are used extensively in the petrochemical, metallurgy, non-ferrous metallurgy, glass, construction, chemical fertiliser and ceramics industries. 
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