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Share price of the Company fell by as much as 20% amid worries about the
potential impacts due to a regulatory reform in the China rare earth industry.

While it is yet to confirm details of the new policy, hence the sequential impacts
on the Company, we would like to illustrate our thoughts as follows:

The reform
� The PRC Government aims at controlling the volatility of the rare earth

prices through the reform.  In terms of supply, China is the largest supplier of
rare earth materials, accounting for 80% of global supply.  However, in terms of
pricing, the Government has not been able to maintain market order, as many of
the small players fail to compete in quality and hence dump their products to
overseas markets, driving down the prices of rare earth materials.

� The Government also has an intention to centralise the exploration of rare
earth resources in China.  The reform leads to the establishment of two groups,
by region, the Southern and the Northern, which will head the rare earth industry in
China.

� Longer term, the official stands are (1) to improve the quality of the rare earth
products and (2) to promote the development of the rare earth industry.

Impacts on China Rare Earth – Potentially more positive than negative
� China Rare Earth, located in the Jiangxi province, will belong to the Southern

group.

� We talked to the Company’s management and they agreed that focus of the
reform is on the resource, i.e. the rare earth materials.  The impact on industry
players would thus be mainly on  the exploration.  Since China Rare Earth is
engaged in the manufacturing and sales of rare earth products, instead of mining
or exploration, we believe the direct impact to the Company would be minimal.

� Being one of the major manufacturers in China with 6,500ton  per annum of rare
earth production capacity, China Rare Earth has established the production scale
to be a major supplier worldwide.

� We anticipate the reform will also involve the restructuring of the producers and
sellers of the rare earth products.  In our view, the small and inefficient operators
will finally be replaced.  China Rare Earth does not fall into this category.

Other updates on company operations
� Selling price of rare earth product stays flat, as revealed by management.  We

maintain our view that a rebound in pricing is unlikely this year.

RECOMMENDATION With no fundamental changes, we retain our earnings
forecast and target price. We have recommended investors to  reduce the stocks at
$2.15 on our note dated April 19, 2002. The stock has been pressed down since the
announcement of the industry reform. At the current price of $1.77, the stock is now
trading at 11% below our fair value. As the reform should no be interpreted as negative
to the company, we believe further price weakness should make the valuation
becomes attractive again and provide investors opportunities to accumulate the
counter.Valuation Statistics

Y/E
Dec 31
1999A
2000A
2001A
2002E
2003E

Turnover
(HK$mn)

447.8
558.2
617.8
709.9
812.6

Net Profit
(HK$mn)

81.2
140.9
142.2
127.8
140.6

Ful. Dil. EPS
(HK$)
0.168
0.227
0.189
0.153
0.168

EPS Growth
(YoY %)

62.8
34.9

-16.7
-19.1

9.6

EV/EBITDA
(x)

13.7
10.6
10.2

9.4
8.5

PER
(x)
1.3
8.4

10.1
12.5
11.3

DPS
(¢)

0.04
0.04
0.04
0.04
0.04

Yield
(%)
2.0
2.3
2.3
1.9
2.1

Sources: Company, ICEA estimates



The Research Team Telephone: (852) 2115 8934 Fax: (852) 2115 8613

Research Supporting Team

Alice Leung Deputy Head of Research Lauren Wong     Research Assistant
Silas Chu Senior Analyst Jeremy Wong     Research Assistant
George Chan Analyst Jeorick Xu    Research Assistant
Ernie Hon Analyst Rachel Zhu     Research Assistant
Benny Yu Analyst Hilary Siu     Senior Translator
Raymond Tong Analyst 
Kary Sei Analyst Production
Marston Lai Analyst 

Kinly Lam
Patrick Moh

The Sales Team Telephone: (852) 2115 8848 Fax: (852) 2115 8678

Hong Kong Sales China Sales

Yung Ka Tim Head of Sales Mark Wang      Head of China Sales
Rory McAllister Song Yanxia
Ian Toh Liu Jin
Ricky Kwan Christine Zhang
Monica Lam Lucy Wu
Clarence Hung
Zoe Kam
John Ng

ICEA Securities Asia Limited
Address: 42nd Floor, Jardine House, 1 Connaught Place, Central, HK  Tel: (852) 2115 8888  Fax: (852) 2115 8604

"Copyright 2002 ICEA Securities Asia Limited ("ICEA"). This report has been prepared solely for ICEA clients and
clients of certain affiliated companies of ICEA on the basis that no part of it will be reproduced, transmitted or made
available to any other person.  ICEA and companies and persons associated with ICEA may from time to time, to
the extent permitted by law, perform investment, advisory or other services for companies mentioned in this report,
as well as deal (as principal or otherwise) in, or otherwise be interested in, any securities mentioned herein.

The securities mentioned in this report may not be (or, where relevant, continue to be) suitable for all clients.
Accordingly, this report does not constitute an offer to sell or a solicitation to buy, sell or hold securities. The
information herein has been obtained from sources believed to be reliable, but its accuracy and completeness
cannot be guaranteed.  No liability or responsibility is accepted for any errors or for any negligence, default or lack
of care or for any loss or damage whatsoever that may arise from actions based on material contained in this
report.  This document is not to be relied on as such or used in substitution for the exercise of independent
judgement.

For recipients of this document in Singapore
This document has been prepared by one or more companies within the ICEA Group and is prepared for and
distributed to you by the Singapore branch of Industrial and Commercial Bank of China.

For recipients of this document in the United Kingdom
This report has been provided only to persons falling within Article 11(3) of the UK Financial Services Act
1986(Investment Advertisements)(Exemption)(No.2) Order 1995, and may not be provided to any other person
without the prior written consent of ICEA.

For recipients of this document in the United States
This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule
15a-6 under the US, Securities Exchange Act of 1934, and may not be furnished to any other person in the United
States. Each major US, institutional investor that receives a copy of this research report by its acceptance hereof
represents and agrees that it shall not distribute or provide this research report to any other person.


