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[For Immediate Release]

China Rare Earth Announces 2008 Interim Results

Net Profit Surged 81% to Reach HK$224,829,000
Financial Highlights


(22 September 2008 – Hong Kong) － Rare earth and refractory materials manufacturer China Rare Earth Holdings Limited (“China Rare Earth” or the “Group”) (stock code: 769) today announced its interim results for the six months ended 30 June 2008.
The Group’s turnover amounted to HK$783,880,000, representing an increase of approximately 26% as compared with HK$619,848,000 in the corresponding period last year. Profit before taxation up approximately 71% from HK$169,921,000 in the corresponding period last year to HK$290,960,000. The Group’s overall gross profit margin continued to increase to around 37%. Net profit was HK$224,829,000, representing a sharp increase of 81% over same period last year. Net profit margin rose to about 29%. Earnings per share surged to 15.69 HK cents against 8.65 HK cents of the last corresponding period. The Board of Directors has declared the payment of an interim dividend of 1 HK cent per share for 2008 (1H 2007: 1 HK cent).
Rare earth business

Turnover from rare earth business increased by 2% to HK$346,947,000 against the same period last year. Excluding the effect of the appreciated Renminbi in currency conversion, turnover actually decreased by about 6% as compared with the same period last year. During the period under review, the Group sold approximately 3,000 tonnes of rare earth and downstream products, about 20% more than that in the same period last year. Average gross profit margin rose to about 27%.

Mr. Jiang Quanlong, Chairman of China Rare Earth, said, “During the period under review, market demand for general rare earth oxides was not tremendous, whereas that for downstream products grew relatively sharply. Accordingly, the Group continued to increase the sales proportion of downstream products, pushing their turnover contribution to 35% of the total turnover from rare earth business. The demand for fluorescent materials saw the most notable growth with sales volume increased by approximately 38%. Its sales value grew 45% year-on-year and gross profit margin was maintained at around 35%.”  

Regarding rare earth oxides which accounted for 65% of the rare earth business turnover in the period under review, the price of most products stabilised after steep climbs last year. Some products such as mixture of yttrium and europium as well as lanthanum oxide were 35% and 75% more expensive respectively against the same period last year. However, the lackluster market and drop in demand for praseodymium oxide, neodymium oxide, terbium oxide and dysprosium oxide, which are mainly used in magnetic materials resulted in the sales volume of those rare earth oxides, to decrease by 22% to 65% over the last corresponding period. Only cerium oxide, which was sold at a relatively lower price, recorded increased sales volume by about 1,000 tonnes, which was the highest among the different products in the segment. As a result, turnover from rare earth oxides dropped by about 20% despite the about 20% increase in sales volume of the products.
The Group did not resort to promote sales of major products by cutting prices, instead, it sought to control and keep cost stable and the average gross profit margin of rare earth oxides grew to about 23% even though the price of certain raw materials surged. For example, the price of rare earth chloride increased by about 30% against the last corresponding period.
By market, the China market accounted for approximately 75% of the total sales volume of rare earth products, which were mainly for domestic customers. Europe and Japan accounted for 10% and 13% respectively.
Refractory materials business
The refractory materials business continued to develop steadily, overall turnover of the segment increased by approximately 55% to HK$436,933,000 against corresponding period last year. The Group sold nearly 62,000 tonnes of ordinary refractory materials and high temperature ceramics, representing growth of 33% when compared with the same period last year. Sales volume of fused magnesium grains also reached 21,300 tonnes, about 45% more than that of the same period last year.
By product, among all the ordinary refractory materials and high temperature ceramics, casting materials reported the highest sales growth. Casting materials have higher technology content and higher gross profit margins. Due to its outstanding quality, its sales volume continued to climb and reached near 10,000 tonnes during the period under review, representing an increase of about 80% over the same period last year. The Sialon series of high temperature ceramics also performed well with sales volume more than doubled over the same period last year.
Regarding product prices, the prices of various casting materials increased by about 10% to 20%, while the prices of other products such as fused magnesia-chrome bricks and zircon bricks were relatively stable varying no more than 10%. The price of alumina-graphite bricks which were mainly for export also saw a 15% increase. The price of products in the Sialon series also grew between 10% to 20%.
Mr. Jiang said, “I’m glad that overall, both ordinary refractory materials and high temperature ceramics achieved fair growth in sales volume and product prices, and changes in product mix also boosted their gross profit margins to 37% and 47% respectively. As for fused magnesium grains, the Group upgraded the electric furnace for producing the product and production capacity was enhanced as a result. Sales volume and turnover thus grew by 45% and 80% respectively year-on-year and gross profit margin was maintained at approximately 50%.”
By market, since most of the high temperature ceramics and fused magnesium grains produced by the Group were sold to the domestic market and more of those products were sold during the review period, contribution from the China market increased to account for approximately 88% of the total sales of refractory materials business for the period. The Japan and Europe markets did not grow as fast and accounted together for a stable 12% of the total sales of the business.
Prospects

In the second half year, the Group expects different rare earth products will have their different development tracks and the overall market atmosphere will continue to be slack with certain products experiencing drop in price. However, the demand for downstream products, especially fluorescent powder, is expected to remain strong, hence the Group will continue to expand business coverage of downstream products.
Mr. Jiang indicated, “In addition to developing higher quality fluorescent materials, the Group is actively negotiating with a major customer for potential cooperation opportunities in production and the technology of downstream rare earth products, with the aim of enhancing its competitiveness and to consolidate its leading presence in the industry. Agreement regarding the project is expected to be reached soon.”
For the refractory materials segment, the macroeconomic environment in the country is expected to get tougher in the second half of the year hitting the steel and glass industries, which will in turn put pressure on the refractory material business of the Group. At the same time, the Group has invested over HK$200,000,000 in developing the high purity magnesium grains business. Construction of phase one of the high purity magnesium grains production line was completed and production will begin after the end of the Beijing Olympics. With production capacity reaching 50,000 tonnes a year, the production line will provide stable material supply for the segment, which will in turn facilitate cost control and give the Group an additional major income source.
Mr. Jiang further disclosed, “We will also continue to look for opportunities to invest in mineral resources or regions near different mines to speed up building of a vertical industrial chain. Currently, the Group is looking at investment targets located mainly in Southern China and will announce details should study on those targets offer positive findings and the Group decides to pursue related plans.”
About China Rare Earth Holdings Limited (Stock Code: 769)
China Rare Earth Holdings Limited is engaged in the manufacture and sales of rare earth (including fluorescent materials) and refractory products (including high temperature ceramics and magnesium grains). Rare earth products are widely applied in traditional industries including steel, metallurgy, construction, glass, and petrochemical, and high-tech industries such as electronics, communications, aerospace and medical equipment. Refractory products are used extensively in industrial refractory facilities for petrochemical, metallurgy, non-ferrous metallurgy, construction, glass, chemical fertilizers, ceramics and power industries, etc. For more information, please visit the company's web site at http://www.creh.com.hk.
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Appendix: Consolidated income statement for the first half of 2008
	
	For the six months ended 30 June

	
	2008
	2007

	
	HK$’000
	HK$’000

	
	
	

	Turnover
	783,880
	619,848

	Cost of sales
	(497,026)
	(429,362)

	Gross profit
	286,854
	190,486

	Interest income
	4,551
	9,489

	Selling and distribution expenses
	(28,033)
	(17,622)

	Administrative expenses
	(18,438)
	(18,079)

	Other income, net
	49,411
	8,159

	Finance costs
	(3,385)
	(2,512)

	Profit before taxation
	290,960
	169,921

	Income tax
	(66,131)
	(45,398)

	Profit for the period
	224,829
	124,523

	Attributable to:
	
	

	   Equity holders of the Company
	222,934
	122,900

	   Minority interests 
	1,895
	1,623

	
	224,829
	124,523

	Dividend
	14,211
	14,211

	Earnings per share
	
	

	  - Basic
	15.69 cents
	8.65 cents

	  - Diluted
	15.68 cents
	8.64 cents


- End -

Turnover increased approximately 26% to HK$783,880,000


Sales of rare earth products (including fluorescent materials) amounted to HK$346,947,000, an increase of around 2% compared with 1H 2007.


Sales of refractory materials (including high temperature ceramics and magnesium grains) amounted to HK$436,933,000, an increase of around 55% compared with 1H 2007.


Gross profit increased 51% to HK$286,854,000. Gross profit margin increased to 37%. Net profit surged 81% to HK$224,829,000. Net profit margin rose to about 29%.


Earnings per share soared to 15.69 HK cents (1H2007: 8.65 HK cents).









