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Downgrade to HOLD due to CRE’s earnings
growth outlook, which is adversely affected
by falling rare earth prices and the ending
of tax holidays

VALUATIONS

Y/E (HK$mn) 12/99 12/00 12/01 12/02F 12/03F
Turnover 448 558 618 759 1,073
Net profit 81 141 142 128 187
EPS HK$ 0.17 0.23 0.19 0.16 0.23
EPS chg. % - 38 -18 -18 47
P/E x 128 9.3 11.3 13.7 9.3
DPS HK$ 0.02 0.04 0.04 0.04 0.06
Yield % 0.9 1.9 1.9 1.9 2.8
PRICE PERFORMANCE CHART
4 240%
) g
@ 3 “=== 180% 3
z (I}‘M H’k 5
8, - [LVV.VA Ve N L P -
g /_,\1 V\JWJ ‘ W °%
P o
: g
99 60% =
14
— 769 HK Relative Performance to HSI
0 T T T T T 0%
Apr-01 Jun-01 Aug-01 Oct-01 Dec-01 Feb-02 Apr-02

We downgrade China Rare Earth Holdings
(CRE) to HOLD because of the declining price of
its rare earth products and the uncertain global
economic outlook. Although growth from its
refractory materials business will continue to be
strong, CRE's tax-free period is over. The new
12% tax rate will adversely impact net profit.

CRE’s rare earth business contributed to 61%
of total turnover in FYO1, which was flat YoY.
The overall sale price drop in its rare earth
products offset the 40% surge in sales volume.

CRE has been concentrating on improving the
quality and quantity of its rare earth products
for years. After the completion of the new rare
earth separating line for ionic ore, CRE was able
to produce high purity rare earth elements and
increase its annual production capacity to 6,500
tonnes (REO), strengthening its market position in
the industry. With the global economic recovery,
we expect the international market price for rare
earth products should stabilise.

China’s central government is considering
consolidating therare earth industry to improve
profitability and efficiency, following the nation’s
entry to the World Trade Organisation. Should the
consolidation plans be finalised this year, CRE will
benefit from a better regulatory environment and
reduced competition from smaller producers.

The refractory material business contributed
39% of CRE’s turnover, up about 30% YoY in
FY01l. CRE sold around 45,000 tonnes of
refractory products in FY01, from a production
capacity of 50,000 tonnes. After the completion of
its second phase expansion project in mid-2002,
CRE will increase its annual production capacity to
80,000 tonnes. Given the demand for CRE’s
refractory materials in both its domestic and
Japanese markets, we expect the strong growth to
continue in FY02.

To improve its profitability, CRE will focus on
high margin products this year. New production
facilities for fluorescent powder will commence
operation in mid-2002, with an annual production
capacity of 500 tonnes. We expect the turnover to
exceed HK$50mn in FY02.

The company’s profitability is also affected by
its tax rate. CRE’s tax holiday of the past two
years is over. It will have to pay around 12% tax
for the next three years. This will have an adverse
impact on its net profit. We forecast a further slide
in CRE’s EPS this year.
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DISCLAIMER:

This research report has been prepared by Worldsec International Limited and is for information only and
should not be construed as an offer to buy or sell securities. Worldsec International Limited and/or its
affiliated companies (hereinafter collectively referred to as “WIL"), their directors, representatives,
employees and members of their families, may have a position in any of the securities mentioned herein.
WIL may make a market or act as principal in transactions, in any relevant securities or provide advisory
or other services to an issuer of relevant securities or any company connected therewith. The information
and opinions contained herein have been compiled or arrived at from sources believed to be reliable but
no representation or warranty, express or implied, is made as to accuracy, completeness or correctness.

In the United Kingdom, for the purposes of Section 57 of the Financial Services Act 1986, this report has
been approved by Worldsec International (U.K.) Limited, which is regulated by the Securities and Futures
Authority.

In the United States of America, this research report is being distributed by Worldsec International
Securities Inc. (“WIS”) which accepts responsibility for the contents. WIS is a broker-dealer registered with
the U.S. Securities and Exchange Commission and is an affiliate company of WIL. Any U.S. person
receiving this report who wishes to effect transactions in any securities referred to herein should contact
WIS, not its affiliate. The information herein has been obtained from, and any opinions herein are based
upon sources believed reliable, but we do not represent that it is accurate or complete and it should not be
relied upon as such. All opinions and estimates herein reflect our judgement on the date of this report and
are subject to change without notice. This report is not intended to be an offer, or the solicitation of any
offer, to buy or sell the securities referred to herein. From time to time, the firm preparing this report or its
affiliates or the principals or employees of such firm or its affiliates may have a position in the securities
referred to herein or hold options, warrants or rights with respect thereto or other securities of such
issuers and may make a market or otherwise act as principal In transactions in any of these securities.
Any such non-U.S. persons may have purchased securities referred to herein for their own account in
advance of release of this report. Further information on the securities referred to herein may be obtained
from WIS upon request.

Read our research online at http://www.worldsec.com a
Page 2/2 Research Is Our Business ' '



