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OVERVIEW

I am pleased to present the annual report of China Rare Earth Holdings

Limited for the year ended 31 December 2000. This is the Group’s second

annual report after its listing on The Stock Exchange of Hong Kong Limited

on 15 October 1999. Through the committed efforts of all staff and

management, the Group has once again achieved highly positive results

with rapid growth in turnover, profit and market share.

During the year, the Group completed two expansion projects for its

production facilities. With the installation of advanced equipment, adoption

of the latest production techniques and employment of talented

professionals in different areas, including research and development as

well as operations and management, the profitability of the Group has

been strengthened and it contributes to a solid foundation for the Group’s

development in the future.

BUSINESS REVIEW

Results

For the year ended 31 December 2000, the Group recorded a turnover of

HK$558,000,000, representing a 25% growth compared to HK$448,000,000

in the previous year. The Group’s profit attributable to shareholders was

HK$141,000,000, representing a substantial increase of 74% from HK$

81,000,000 in 1999. Basic earnings per share were HK23.2 cents for the

year and diluted earnings per share were HK22.7 cents.
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As the construction of the new production facilities were completed during

the year, production volume and sales volume increased. In addition, a

huge demand for the Group’s products have driven up the prices that also

led to an increase in total turnover of the year. On the other hand, tight

supply of raw materials drove up the material costs and thinned the growth

in gross profit. The Group commenced enjoying its Tax Holiday this year

and the PRC enterprise income tax was fully exempted. This contributed to

a substantial increase in net profit.

Dividends

The Board has recommended the payment of a final dividend of HK3 cents

(1999: HK2 cents) per share. Together with the interim dividend of HK1

cent per share paid in September 2000, total dividends for the year will

amount to HK4 cents per share. Subject to the approval of shareholders at

the forthcoming Annual General Meeting to be held on 18 May 2001, the

final dividend will be paid on or before 28 May 2001 to registered

shareholders.
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The Register of Members of the Company will be closed from 15 May

2001 to 18 May 2001, both days inclusive, during this period no transfer

of shares will be registered. In order to qualify for entitlement of the

proposed final dividend and for attending the Annual General Meeting of

the Company, all transfer documents accompanied by the relevant share

certificates must be lodged with the Company’s Share Registrar in Hong

Kong, Central Registration Hong Kong Limited, for registration not later

than 4:00 p.m. on 14 May 2001.

Business

The high technology industry and information technology related businesses

are developing intensively. Demand for rare earth products, being the

functional materials for components in these businesses, is growing in line.

Additionally, many rare earth separating plants in other countries were

closed down due to cost inefficiencies and lack of rare earth resources.

Therefore a shortage in supply resulted and products prices were driven

up. Among these, lanthanum oxide, neodymium oxide, europium oxide,

terbium oxide and dysprosium oxide are the key products with price

increments ranging from 25-75%. The application of these products will be

much broader with the rapid development of LED, PDP plasma displays

and special fluorescent products. The rapid development and broad

application of electronic components, new materials and materials for the

production of mini-size products stem from the growth of information

technology and the wider adoption of computerisation in various traditional

industries. The market for rare earth products in the PRC should become

larger. The Group in turn will receive more customer orders and its market

share will be enlarged. Industry experts forecast that the application of

rare earth products in traditional industries will grow continuously and in

high technology areas, it will achieve at an average growth rate of 10-15%.

This leads to tremendous potential for the Group’s future business

development.

25-75% LED PDP

10-15%
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The PRC Government’s controls and regulations towards rare earth

exploitation have eliminated products of poor quality from the market,

together with that a continuous development in the application of rare

earth products have led to a tight supply and strong demand for rare earth

ore. In order to secure a smooth production, the Group has been investing

in rare earth resources, enhancing relationships with raw materials

suppliers and seeking new and stable suppliers. The Group has also

increased the inventory level of raw materials since the 3rd quarter of

2000. The Group’s materials are sourced mainly from rare earth mines in

Inner Mongolia, Jiangxi and Guangdong Provinces in the PRC.

In addition, the PRC Government is making much effort in regulating the

export quota for rare earth products. Quota allocation is shifting

from the traders’ hands to the manufacturers’ hands. Total export quantity

was reduced and the export of less purified rare earth products was

tightened. In view of the highly purified rare earth products manufactured

by the Group with excellent production and export track records, the

Group is allocated a relatively higher number of quotas and it boosts

growth of the Group’s export and foreign trade rates.

In the meanwhile of increasing turnover, the Group has placed an

increasing effort in monitoring the recovery of trade debts and it is

successful in keeping them at a low level. Although there are individual

customers repaying their debts slowly, the Group adopts a prudent attitude

in making provision against long outstanding debts in order to prepare for

a healthy development in the future.
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During the year under review, the Group used part of the proceeds from its

initial public offer to construct a rare earth production line with a gross

floor area of approximately 9,500 sq.m. By introducing the latest

production line control systems and rare earth separation techniques,

product quality has been enhanced with an annual production capacity

surging 40% from 3,500 tonnes (REO) to 4,900 tonnes (REO). The Group

has successfully established its leading position in the rare earth industry

in terms of production capacity and equipment functionality. The new

production line is mainly used for the separation of light rare earth

materials including lanthanum, cerium, praseodymium and neodymium. It

was completed in time to grasp the opportunities stemming from the

increasing demand for rare earth products.

Refractory product is another major product line of the Group. The Group

supplies fused rebonding magnesia-chrome bricks in deoxidation vacuum

device outside RH furnace for black ferrous industry; low creep mullite

bricks, cordierite mullite bricks, sillimanite bricks and micro-porous

alumina-carbon bricks for the construction of hot blast stove and large

blast furnace for the metal industry; A12O3–SiC–C products for the steel

factories; high purity low silicate corundum bricks and various unshaped

refractory materials for petrochemical industry; direct-bonding magnesia-

9,500

3,500 (REO) 4,900

(REO) 40%
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A12O3–SiC–C
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chrome bricks, semi-rebonding magnesia-chrome bricks, fused rebonding

magnesia-chrome bricks and various castable magnesia-chrome bricks for

the large non-ferrous metal field; unshaped refractory materials and silicon

carbonate for the production of incinerators; and high-middle grade

magnesia, magnesia-chrome, zirconia and AZS series of products for the

production of large floating glass assembly lines. The quality of refractory

products directly influences the quality of output in these industries which

require high temperature treatments. As high technology and modern

industries require high standard products, quality refractory products have

tremendous market value and growth potential.

The remaining portion of the proceeds from initial public offer was used in

the construction of a new production line for advanced refractory products

during the year under review. It raised the Group’s annual production

capacity of refractory products from 30,000 tonnes to 50,000 tonnes,

representing an increment of 66%. Operating at full capacity, it can handle

30,000 tonnes of high-middle sintered refractory products, 10,000 tonnes

of non-sintered refractory products and 10,000 tonnes of unshaped

refractory products. The Group’s production facilities consist of various

high temperature and extremely high temperature tunnel kilns and various

high-pressure mold devices. The new 101.8m tunnel kiln can withstand

extremely high temperature of up to 1,850° C. It has won an extremely

good reputation from experts in tunnel kilns and furnaces in Japan. The

new production facilities have further improved the quality of the Group’s

refractory products and increased the Group’s market share in the

production of refractory materials for RH furnaces used in steel industry.

The business of refractory products is expected to advance even further in

the years ahead with that new production facility.

AZS

30,000 50,000

66% 30,000
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Research and Development

The Group’s products are well-

known for their high quality.

Quality is the core factor in

r e f l e c t i n g  t h e  o v e r a l l

performance of a corporation

whereas technology, economy,

m a n a g e m e n t  a n d

modernization levels are the

i m p o r t a n t  i n d e x e s  i n

determining an organization’s

success .  The  G roup  i s

committed to enhance its

product quality through the cooperation with worldwide customers and

institutions in the research and development activities relating to new

products and value-added products. The Group upgraded its research and

development centre with the installation of the most advanced equipment

and it maintains a high standard in product analysis and research.

Customer Relationships

Management and sales personnel of the Group pay frequent and regular

visits to existing and potential customers, both domestic and overseas.

They listen to customers’ opinions and requirements in order to ensure the

Group is sensitive to the market development and it can obtain the latest

market information and maintain a good relationship

with customers. Over 60% of the Group’s rare earth

products are currently exported overseas directly or

indirectly, with a continuous increase in exports to

the European and Korean markets. For refractory

products, an increased portion will be exported

overseas. Apart from Japan, the United States and

Canada are potential markets.


